INDEPENDENT STATE OF PAPUA NEW GUINEA.
CHAPTER NoO. 199,

Petroleum (Gulf of Papua) Agreements.

GENERAL ANNOTATION,
ADMINISTRATION. |

The administration of this Chapter was vested in the Minister for Minerals and Energy
at the date of its preparation for inclusion.
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INDEPENDENT STATE OF PAPUA NEW GUINEA.
CHAPTER NoO. 199.

Petroleum (Gulf of Papua) Agreements Act.

Being an Act to provide for the approval of certain Agreements between the State and
certain companies relating to the exploration for petroleum in the Gulf of Papua and
development of facilities to produce any commercial quantities of petroleum
discovered, and for related purposes.

1. Interpretation.

In this Act, unless the contrary intention appears— :

“Agreement No. 1” means the agreement a copy of which is set out in Schedule
1; .

“Agreement No, 2” means the agreement a copy of which is set out in Schedule
2

“Agreement No. 3” means the agreement a copy of which is set out in Schedule

“Agreement No. 4" means the agreement a copy of which is set out in Schedule
4;

“Agreement No. 5" means the agreement a copy of which is set out in Schedule
5;

“Agreement No. 6” means the agreement a copy of which is set out in Schedule
6;

“the Agreements” means Agreements Nos. 1,2, 3,4, 5 and 6,

“the commencement date” means 17 February 1977 being the date on which the
Petroleum (Gulf of Papua) Agreements Act 1976 came into force.

2. Approval of Agreements.

The Agreements are approved and each shall cake effect according to its tenor.

3. Effect on and of other laws.

(1) The following Articles and Clauses of the Agreements have the force of law as if
contained in this Act and apply notwithstanding anything to the contrary in any other law
in force in Papua New Guinea or a part of Papua New Guinea:—

(@) Articles 5 and 6 and Clauses 17.6 and 28.1 of Agreement No. 1; and
(b) Articles 5 and 6 and Clauses 17.6 and 28.1 of Agreement No. 2: and

(¢) Articles 5 and 6, Clauses 17.6 and 28.1 and Article 30 (other than Clauses
30.3 and 30.5) of Agreement No. 3; and

(d) Articles 5 and 6, Clauses 17.6 and. 28.1 and Article 30 (other than Clauses
30.3 and 30.5) of Agreement No. 4; and

() Articles 3 and 6, Clauses 17.6 and 28.1 and Article 30 (other than Clauses
300.3 and 30.5) of Agreement No. 5; and

(f) Articles 5 and 6, Clauses 17.6 and 28.1 and Article 30 (other than Clauses
30.3 and 30.5) of Agreement No. 6.
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Ch. No. 199 Petrofeum (Gulf of Papua) Agreements

(2) No law at any time in force in Papua New Guinea or a part of Papua New Guinea
made after the commencement date shall affece this Act or any of the Agreements—

(#) unless the contrary intention appears, either expressly of by implication, in
that law; or

{h) except as provided by the Agreements.

(3) Except where the contrary intention appeats, either expressly or by implication, in
the Agreements or any of them, and subject to Subsections (1) and (2), all laws at any time
in force in Papua New Guinea or a part of Papua New Guinea that are not inconsistent with
this Act apply to and in relation to all acts, matters or things done or suffered under the
Agreements or any of the Agreements, as the case may be.

SCHEDULE L.

Sec. 1.
AGREEMENT NO. 1.

 THIS AGREEMENT made the day of , 1976 BETWEEN THE
INDEPENDENT STATE OF PAPUA NEW GUINEA (herein called “the State”) of the first part and ARCO

. AUSTRALIA LIMITED (herein called "Arco™), AUSTRALIAN SUPERIOR OIL COMPANY LIMITED (herein
called “Australian™), CANADIAN SUPERIOR CIL {AUST.) PTY. LID. (herein cailed “Canadian”), ESSO
PAPUA NEW GUINEA INC. (herein called “EPNG”)}, and SUNRAY AUSTRALIAN OIL CO. (herein called
“Sunray”) (herein called collectively “the Oil Companies” which expression shall be taken to refer also
to each such company severally) of the second part :

. WHEREAS

A. Petroleum Prospecting Licence number 1 issued pursuant to the Petroleum (Submerged Lands) Act
1975 is held by the Qil Companies subject to their respective rights and obligations as specified :

(i) in the said Petroleum (Submerged Lands) Act 1973,
{ii) in the said Petroleum Prospecting Licence number 1,

{iii) in an agreement dated the 2nd day of January, 1964 among Tasman Oil Pey. Lid,,
Anacapa Corporation, Sunray Dx Oil Company and Phillips Petroleum Company, and

(iv) in an agreement dated the %th day of May, 1975 among Arco, Australian, Canadian and
Sunray of the one part and EPNG of the other part,

in each case as varied by this Agreement;

B. The State recognises :

(i} thar discovery of commercial quantities of Petroleum in Papua New Guinea will be of
major economic significance to the people of Papua New Guinea,

(it} that to enhance the prospects of such discovery, the State intends to rely on and permit
companies such as the Oii Companies to explore for and produce: any Petroleum
discoveries,

(iti) that the Qit Companies will spend large sums of money on exploration for Petroleum and
on development of facilities to produce any commercial quantities of Petroleum
discovered, and

(iv) that the ability of the 01l Companies to spehd amounts of money referred to above will
be dependent in part upon the certainty and long term stability of the terms upon which
the State permirts the Oil Companies to operate within Papua New Guinea;

C. The State is anxious to ensure that the development of any commercial discoveries of Petroleum
will secure the maximum benefit for and adequately contribute to the advancement and the social and
economic welfare of the people of Papua New Guines, including the people in the vicinity of the Oil
Companies’ operations in a manner consistent with their needs and the protection of their
environment;
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Petroleum (Gulf of Papua) Agreements ' Ch. No. 199
SCHEDULE 1.—continued.

D. The State and the Qil Companies have agreed on a number of matrers which are set out in this
Agreement ard while acknowledging that legistative sovereigaty in Papua New Guinea is vested in the
National Parliament wish the matters agreed upon to be an enduring arrangement and do not intend
that they should be altered other than by agreement between the State and the Oil Companies.

-NOW THIS AGREEMENT WITNESSES AS FOLLOWS:
ARTICLE 1| DEFINITIONS
In this Agreement, unless the context otherwise requires :
“Accumulated Liability” has the meaning ascribed to it in Clanse 13.1;

“Affiliated Corpotation” means, in telation to any Party a related company of that Party and
“related company’ has the same meaning ascribed thereto by Section 6(3) of the
Companies Act 1963;

“the Agreement” means this Agreement together with the Annexures hereto;

“Approved Proposals” means proposals or amended proposals submitted to the State pursuant
to the provisions of the Offshore Act and approved pursuant to that Act;

“the Area” means the area covered by the Prospecting Licence;

“Budget Year" means a calendar year commencmg on 1st January and ending on the next
succeeding 515t December;

“Citizen” means a citizen, (whether natural born or naturalised) of the State;

“Development” means activities in or in relation to a Development Area carried on in
accordance with the Operating Agreement or Joint Operating Agreement for the purpose
of constructing and installing the facilities and infrastructure necessary to enable

. Production from the Area;

“Development Area” means the Blocks comptising a Development Licence;
“Development Licence” means a Development Licence granted under the Offshore Act;

“Exploration” and “Prospecting” mean activities in or in relation to the Area carried on for the
purpose of identifying in the first instance the location of any Petroleum traps in the Area
and thereafter in relation to each Petroleum trap to determine whether it constitutes a
reservoir containing sufficient Petroleum to justify Development;

“Foregone Production” has the meaning ascribed to it in Clause 13.1;

“Investigations and Studies” means the investigations and studies required by the Minister
under section 28A of the Offshore Act;

“Joint Operating Agreement’ means the agreement to be negotlated by the Parties in
substitution for the Operating Agreement;

“Licence” and “Petroleum Licence” mean Petroleum Prospecting Licence number 1 or any
renewal, extension, or replacement thereof issued pursuant to the Offshore Act;

“Licence Conditions” means those conditions included in the Licence or any Development
Licence by the Minister as provided for in the Offshore Act;

“Licence year” means 2 12 month period commencing in the first instance on 1st September,
1975 and thereafter the 12 month period commencing on 1st September in each year;

“Offshore Act” means the Petroleum (Submerged Lands) Act 1975;

“Operating Agreement” means the agreement dated the 2nd day of January, 1964, among
Tasman Oil Pty. Ltd., Anacapa Corperation, Sunray DX Oil Company and Phillips
Petroleum Company as amended prior to the date hereof and as registered with the
Minister for Mines and Energy, as further amended from time to time by the Parties;

“Operating Commitree” has the same meacing in this Agreement as the meaning ascribed to
it in the Operating Agreement;

“Operations” means operations and activities carried out under the Operating Agreement and
the Joint Operating Agreement and includes Exploration, Development and Producing or
any of them as the context permits;

~“Paety” or “Parties” means respectively a party or parties to this Agreement and their
respective successors and permitted assigns;
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SCHEDULE 1.—continued.

“Participating Interest” means the undivided percentage interest of each of the Oil Companies
in the Venture Assets immediately prior to the assignment to the State of its Venture
Interest. At the date of this Agreement the respective Participating Interests are:

Arco . 10.0%
Australian 7.5%
Canadian 71.5%
EPNG 62.5%
Sunray 12.5%

“Petroleum Income Tax” and “Additional Profits Tax” have the same meaning in this
Agreement as the meaning ascribed to them in the Income Tax Act 1959; )

“Positive Day” has the meaning ascribed to it in Clanse 13.1;

“Producing” means activities involved in or in relation ro producing, treating, transmitting,
transporting, storing or handling of Petroleum produced from within the Area, and
includes extraction of Petroleum by any permitted method, and all work and operations
necessary or convenient for the foregoing;

“Production Share” has the meaning ascribed to it in Clause 13.1;
“Shortfall Period” has the meaning ascribed to it in Clause 13.1;
“Simple Interest” has the meaning ascribed to it in Clause 13.1;
“Specified Volume” has the meaning ascribed to it in Clause 14.1;

“Venture Assets” means Property whether real or personal owned at the date the State gives
notice under Clause 13.3 or thereafter acquired as tenants in common—

{a) by the OQil Companies in proportion to their tespective Parcicipating Interests until the
Stare elects to acquire its Venture Interest, and thereafter

(i) by the Parties in proportion to their respective Venture Interests;

and includes the Licence, any Development Licences granted over the Area, materials,
plant, and equipment and any Petroleum discovered in the Area;

“Venture Interest” means the undivided percentage interest from time to time in the Venture
Assets and Qperations of a Party after the assignment to the State of a percentage interest
in the Venture Assets and Operations;

“Works and Facilities” and “Works or Facilities” have the meaning ascribed to them in Article
15
“Block”, “Norm Price”, “Petroleum”, and “Royalty” have the same meaning in this
Agreement as the meaning ascribed to them in the Offshore Act.
ARTICLE 2 INTERPRETATION
2.1 In this Agreement unless the context otherwise requires——

() monetary references are references to Papua New Guinea currency unless otherwise
specifically expressed;

(#) the headings do not affect the interpretation or construction,

{b) reference to an Act includes the amendments to that Act for the time being in force and
also to any Act passed in substitution therefor and any regulations for the time being in
force thereunder;

() words importing the singular include the plural and vice versa;
(d) words importing any gender include the other genders;
(e) references to a person include a corporation and- vice versa,

(f) reference to an Article, Clanse or Subclause is to an Article, Clause or Subclause of chis
Agreement;

(g) reference to a Minister shall mean the Minister for the time being having responsibility
for the particular subject matter according to the context.

2.2 Where any provision of this Agreement constirutes an undertaking by one of the Parties to
make 4 payment or to petform some act or to carry out some obligation or to essume some
responsibility or liability or to grant some right, concession or advantage that party shall by its
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SCHEDUILE 1. —ontinued.

execution hereof be deemed to have covenanted and agreed with the other Party accordingly and
where any such provision constitutes such an undertaking by the Oil Companies there shall be deemed
to be a covenant and agreement by all of them jointly and each of them severally in respect of such
undertaking,

ARTICLE 3 EFFECT ON AND GF OTHER LAWS

3.1 The Articles and Clauses listed in Clause 3.2 are to have the force of law and apply
notwithstanding anything to the contrary in any other law in force in Papua New Guinea, and no law
at any time in force in Papua New Guinea made after the commencement of this Agreement shall affect

“those Articles and Clauses :

(4} unless the contrary intention appears expressly in thai law; or
(%) except as provided by this Agreement.
3.2 The provisions of Clause 3.1 shall apply to the following :
(a) Article 5
(b) Article 6
~ {9) Clause 17.6
(4) Clause 28.1

ARTICLE 4 CONDITIONS PRECEDENT

4.1 As soon as reasonably practicable after execution of this Agreement the State shall introduce
and sponsor in the National Parliament in a form agreed upon by the Parties, a Bill for an Act to
approve this Agreement and to give the force of law to the Articles and Clauses specified in Clause 3.2.

4.2 This Agreement shall be void and of no effect and none of the Parties shall have any claim
against any other Party with respect to any matter or thing arising out of, done or performed under this
Agreement uniess the Act referred to in Subclause 4.1(4) shall come into effect prior to 31st day of
March, 1977.

ARTICLE 5 CURRENCY

5.1 Words and expressions which have a certain meaning where used in the Foreign Exchange
Regulations made under the Central Banking Act 1973 shall have the same meaning where used in this
Atticle 5.

5.2 The Oil Companies shall be entitled to retain in foreign currency outside Papua New Guinea
proceeds of sale of all Petroleum produced by the Qil Companies and exported overseas to the extent
necessary to enable the Oil Companies to meet their obligations to pay foreign currency during the
ensuing three (3) months in respect of : :

‘(a) the principal of, interest and services charges on and other fees and expenses related wo
loans made to the Oil Companies in foreign currency for purposes of their operations
under this Agreement by persons not resident in Papua New Guinea, where the terms of
such loans have been approved by the Bank of Papua New Guinea under the Foreign
Exchange Regulations; and :

{(b) commitments in foreign currency to persons not resident in Papua New Guinea for the
supply of goods and services to the Oil Companies (including capital goods and services
of foreign employees and consultants); and :

(¢) commitments in respect of dividends payable to shareholders resident outside Papua New
Guinea;
provided that the amounts concerned are established to the reasonable satisfaction of the State.
3.3 Where amounts of foreign currency expected to be required by any of the Oil Companies for
the purposes ‘described in Clause 5.2 in any three month period exceed the amounts of foreign
currency earnings expected to be received by any of the Oil Companies in that period, such Qil

Company may request the State to hold foreign currency for it to the level of the possible shortfall but
not exceeding foreign currency tequirements for purposes of loan repayments whereupon—

{#) the Oil Company concerned shall notify the State of the amount of the expected shortfall
and the currencies in which the shortfall is likely to occur;
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SCHEDULE 1.—continued.

(b) the State, after consultation with the Bank of Papua New Guinea, will advise the Oil
Company concerned of the Kina equivalent of the shortfall ar the exchange rate then
prevailing;

{¢) the Qil Company concerned will lend eo the State and the State will borrow from the Qil
Company concerned that amount in Kina;

{d) the State through the Bank of Papua New Guinea will hold deposits of foreign exchange
in the currency to which payments will be made and of amounts sufficient to make such
payments in accordance with the notice which the Oil Company concerned has given to
the State under Subclause 5.3(#)

(¢) the State will pay interest to the Oil Company concerned on such foreign cutrency
depaosits at-a rate per annum which is the rate which the Bank of Papua New Guinea
earns for the State on those deposits less one half of one percent (0.5%) per annum to
cover the Bank of Papua New Guinea’s administrative and overhead costs; and

(f) the State will repay any loan made by the Oil Company concerned under this Clause 5.3
in the currencies in which the deposits are held ar the time payments in those currencies
by the Oil Company concerned are due, such amounts in foreign currency to be applied
in discharge of the Kina amount of the original loan at the exchange rate ruling at the
time of the original loan. )

5.4 The Qil Companies will not be subject to or limited by regulations or statutes relating to
foreigh exchange and the control thereof that are less favourable to the Oil Companies or any of them
than the regulations and statutes of general application to persons dealing with foreign exchange in
Papua New Guinea nor will regulations or statutes relating to foreign exchange and the control thereof
be applied in relation to any of the Oil Companies in a manner [ess favourable to them than the manner
in which they are generally applied to others to whom they are applicable.

5.5 At all times the Qil Companies shall have the right to buy and sell Kina at rates of exchange
no less favourable than those available to other commercial buyers and sellers of that currency.

5.6 The Oil Companies may establish foreign currency accounts in Papua New Guinea PROVIDED
THAT such deposits do not contravene Exchange Control requirements and contain deposits considered
by the Government to be reasonable in relation to the Qil Companies’ needs.

5.7 Unless otherwise directed by the State and except as provided in Clauses 5.2 and 5.6, each Qil
Company shall convert all its foreign currency earnings from Operations under this Agreement into
Kina and remit the proceeds to Papua New Guinea to a4 bank account in the name of the Qil Company
for its use.

5.8 Notwithstanding anything to the contrary in the Acts, the National Investment Development
Authority Act, the Income Tax Act or other legislation epplying to the Operations, the Oil Companies
may— _

{a) keep their books of account and other records in both Kina and United States dollars;
and '

(b) make all calculations under any statute or regulation (including but without limiting the
generality of the fofegoing calculations for Royalty, Petroleum Income Tax, Additional
Profits Tax) and for the Foregone Production, and Specified Volume and other matters
arising under this Agreement, the Operating Agreement and the Joint Operating
_Agreement in Kina or United States dollars. When applying for the first Development
Licence within the Area each Oif Company shall elect to make such calculations
thereafter in either Kina or United States-dollars. If such calculations are made in United
States dollars the State shall accept payment of such taxes and other moneys in Kina
converted from United States dollars as provided in the following formula :

K=§xD

where,
K means the sum in Kina payable to the State for any of the stated purposes;
8 means the sum expressed in United States dollars to be converted to Kina;

D means the mean of the average of the Daily Published Buying and Selling Rates
of Kina against the United States dollar during the Budget Year, or in the case of
Royalty during the month, for which the calculation is being made. The “Daily
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SCHEDULE 1. —ontinued.

Published Buying and Selling Rates” means the buying and selling rates from time
to time published by the Bank of Papua New Guinea or such other buying and
selling rates as may from time to time be published and recognised by the State as
the official buying and selling rate. In calculating the mean of the average of the
Daily Published Buying and Selling Rates the average of the buying and selling
rates applying on each day on which the Bank of Papua New Guinea is open to the
public for business. transactions shall be aggregated and the result divided by that
same number of days.

ARTICLE 6 NIDA REGISTRATION

6.1 Notwithstanding anything expressly or impliedly to the contrary contained in the National
Investment and Development Act 1974 and in particular notwithstanding the provisions of Section 4
of that Act, the Qil Companies from the date of issue of the first Development Licence shall be deemed
to be registered under that Act in respect of the activities of Exploration, Development and Producing
{but not including refining of crude oil) and other activities necessarily incidental thereto and

contemplated by or required to carry out Exploration or the Approved Proposals, on the following
conditions : .

{a) the Oil Companies shall not without the approval of the National Investment and
Development Authority carry on any activities except those necessarily incidental to
Exploration or the Approved Proposals; and

(b) the registration shall be for the duration of this Agreement and shall be deemed to be
cancelled upon the termination of this Agreement for any reason whatsoever.

ARTICLE 7 PROPOSALS

7.1 The Qil companies shall submit to the State in support of any application for 2 Development
Licence and in addition to detailed proposals as required by section 30 of the Offshore Act :

(a) the financial analysis of prospective cash flows of the Operations;

(b) matters which the Oil Companies may consider relevant to support a request pursuaat to
Clause 29.5 that the State elect to acquire a Venture Interest less than the maximum
provided for in Clause 13.3. '

7.2 The State shall rreat as confidential all material and information supplied to the State under
Subclause 7.1 («) and under Section 28A(3) of the Offshore Act being the resulis of studies referred to
in Section 28A(2)(4) and (b) of that Act PROVIDED THAT if this Agreement is terminated as provided
in Article 26 the material and information shall become the property of the State and may be used by
the State in such manner as it thinks fic,

7.3 If the Oil Companies desire to modify, expand or otherwise substantially vary their activities
beyond those specified in any Approved Proposals, either by undertaking any new activity or by a
major expansion of activities specified in the Approved Proposals, the Oil Companies shall give notice
of such desire to the State and within two months thereafter shall submit to the State detailed proposals
in respect of the desited modification, expansion or variation.

ARTICLE 8 CONSIDERATION OF PROPOSALS

8.1 The State shall not unreascnably withhold its approval to the proposals referred to in
Subsection 30(1)(¢) of the Offshore Act and if the State approves such proposals without amendment,
it shall notify the Oil Companies accordingly at the same time as the Minister serves on the Oil
Companies the instrument under section 31 of the Offshore. Act.

8.2 If the State does not intend to approve without amendment the proposals referred to in
Subsection 30(1)(c) of the Offshore Act, the State within three (3) months of receipt of such proposals
shall notify the Oil Companies that it wishes to :—

{a) defer consideration of or decision upon the same uatil such time as the Oil Companies
submit a further proposal or proposals in respect of some matter mentioned ia Section
28A of the Offshore Act not covered by the said proposals and in such case the State shall
disclose to the Oil Companies the reasons therefor and specify the fusther proposal or
proposals; or

11
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SCHEDULE 1.—continued.

{b) approve the said proposals subject to the Qil Companies making such alteration thereto
or complying with such conditions as the State thinks reasonable and in such a case the
State shall disclose its reasons for requiring such alterations or imposing such conditions.

8.3 1f the decision of the Seate is to be as mentioned in Clause 8.2 the State shall afford the Qil
Companies full opportunity to consult with it and should the Qil Companies so desire, to submit new
proposals either generally or in réspect of some particular mateer.

ARTICLE 9 TRAINING AND LOCALISATION

9.1 The Oil Companies holding a Development Licence in regard to any part of the Area shall
progressively replace foreign personnel (employed with the approval of the State) with Citizens, in
accordance with the training and localisation programme which forms part of the report furnished to
the Minister under section 28A of the Offshore Act PROVIDED THAT if the training and localisation
programme is disrupted by circumstances or events (whether or not they constitute force majeure
within the meaning of Article 11) which make it difficult or impossible for the Oil Companies to
comply with their obligations under such programme, the Oil Companies may give notice thereof o
the State, together with alternative or revised plans to achieve the objects of the part of the training and
localisation programme which is affected, and the State within one (1) month of that notice shall
either— )

(@) approve those alternative or revised plans; or

(» meet with the Oil Companies to discuss the alternative or revised plans. If such
discussions do not lead to the State’s approval of alternative or revised plans, which
approvals shall not unreasonably be withheld, the OQil Companies shall be bound by their
original obligations under the training and localisation programme, except that they shall
not be liable for any delay caused by following the procedures under this Subclause and
subject always to the Oil Companies being able to claim force majeure under Article 11.

9.2 The State shall give such assistance to the Oil Companies as is reasonably required in the
formulation of their training and localisation programme and in recruitment of Citizens, and under
normal conditions shall make available its facilities for vocational and technical training.

9.3 ‘Training and instruction pursuant to the training and localisation programme shall be given by
employees or agents of the Oil Companies who are proficient in the English language.

9.4 {a) The Oil Companies holding a Developmerit Licence jointly shall arrange in co-operation
with the State assignments for the State’s Employees, not to exceed more than ten (10)
in any year or at any time, to the Oil Companies’ operations, whether in Papua New
Guinea or overseas, to assist in training such employees for managerial, professional, and
technical positions for the State PROVIDED THAT if any Oil Company being a party to this
Agreement has fulfilled or partly fulfilled a like obligation under any like agreement with
the State to which the Qil Companies are also a party this clause 9.4 shall be deemed to
have been fulfilled to the extent that such like obligations have been fulfilled by the Qil.
Companies.

(k) The salaries and other expenses of such State employees shall be borne by the State
PROVIDED THAT whilst any such State employee is directly engaged in the Oil
Companies’ operations, salary and expenses of such employee shall be borne by the Qil
Companies.

9.3 As far as is practicable the Oil Companies shall give first preference in employment to Citizens
whose place of origin is in the area of any Development Licence,

ARTICLE 10 LOCAL SUPPLIES AND BUSINESS DEVELOPMENT
10.1 The Oil Companies shall ;

(#) use and purchase goods and services supplied, produced, ot manufactured in Papua New
Guinea whenever the same can be obtained at competitive prices and on competitive
terms, conditions and delivery dates and are in all substantive respects of a quality
comparable with those available from outside Papua New Guinea; and

{b) encourage and assist Citizens desirous of establishing businesses providing goods and
services for the Qil Companies’ operations and for any town constructed primarily for
purposes of the Qil Companies’ operations and the residents thereof; PROVIDED THAT
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SCHEDULE 1.—continued.

the Qil Companies shall not be obliged or called upon to grant or lend money to any
Papua New Guinea Citizen or any local enterprise; and

(¢

—

make maximum use of Papua New Guinea subcontractors where services of comparable
standards with those obtainable elsewhere whether inside or outside Papua New Guinea
are available from them at competitive prices, and on competitive terms, conditions, and
delivery or performance dates; and

d

—

where it is necessary to import vehicles, machinery, plant or equipment, and such items
ate not purchased direct from the manufacturer by the Qil Companies, effect the
purchase of such items through traders operating in Papua New Guinea, PROVIDED THAT
such items are available through such traders at a competitive price, 2nd on competitive
terms, conditions, and delivery date and provided always that the Oil Companies shall not
be bound to comply with this Subclause in any case where compliance would adversely
affect the financing of the Oil Companies’ operations or any part thereof.

10.2 Insofer as it is practicable, the Qil Companies shall give first preference in their assistance
under Subclauses (5) and (¢) of Clause 10.1 to Citizens originating from the sub-province in which
Petroleum is produced.

ARTICLE 11 FORCE MAJEURE

11.1 Any failure on the part of a Party hereto to comply with any of the terms, conditions, and
provisions of this Agreement (except any obligation of the Qil Company 10 make payment of money
to the State) shall not be grounds for termination or give another Party hereto any claim for damages
insofar as such failure arisés from force majeure, if the first:mentioned Party has taken all appropriate
precautions, due care and reasonable alternative measures with the objective of avoiding such failure
and of carrying out its obligations under chis Agreement, That Party shall take all reasonable measures
to remove such inability to fulfill terms and conditions of this Agreement with the minimum of delay.

11.2 Por the purposes of this Agreement, force majeure shall include war, insurrection, civil
disturbances, blockades, riots, embargoes, strikes, bans, limitations, and other labour disputes
(PROVIDED THAT the Oil Companies shall not be required to agtee to a settlement of any particular
labour dispute solely for the purposes of terminating a condition of force majeure), land disputes,
epidemics, carthquakes, storms, floods, or other adverse weather conditions, explosions, fires,
lightning, breskdown of mechinery or facilities, shortages of labour, transportation, fuel, power or
essential plant equipment, or materials or any other event which the party claiming force majeure could
not reasonably be expected to prevent or control, and in the case of the OQil Companies shall include
any delay or failure by the State to give any consent or approval required under this Agreement or
under any applicable law, but shall not include any eventcaused by the failure to observe good oilfield
practice nor any event caused by negligence in the provision of adequate supervision of the Operation.

11.3 The Oil Companies shall notify the State on their becoming aware of an event of force
majeure affecting their ability to fulfill the terms and conditions of this Agreement, or any event which
may endanger the natural resources in the Area and shall similarly notify the State on the restoration
of normal conditions.

ARTICLE 12 EXTENSIONS OF TIME

12.1 Notwithstanding eny provision of this Agrcement, the State may at the request of the Ol
Companies from time to time extend any period referred to in this Agreement for such longer period
or substitute for any date referred to in this Agreement such later date as it thinks fit, norwithstanding
that at the time of such extension or substitution such period may have expired or such date may have
been passed.

ARTICLE 13 STATE PARTICIPATION
13.1 In this Agreement, unless the context otherwise requires :

“Accumulated Liabilirty” means an amount calculated in accordance with the following
formula :

AL =SVI(E+D+OC)+ S5-F

where, _
AL is the State's Accumulated Liability to an Oil Company;
SV1 is the State’s Venture Interest expressed as a fraction;
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E is the amount of allowable exploration and prospecting expenditure as defined
ia Subsection 164E(1) of the Income Tax Act 1951 or which would have been
allowable but for an election under Section 164T of that Act spent by the Qil
Company in or in relation to the area berween September 1, 1975 and prior to the
issue of the firsc development licence over part of the Area and in recognition of
exploration and prospecting operations conducted by the Parties pursuant to rigits
or titles held by them prior to September 1, 1975 such additional amounts of
allowable exploration and prospecting expenditure, defined as aforesaid, spent by
the Oil Company in or in relation to the Area prior to September 1, 1975 and
within 11 years prior to the issue of the first development licence over part of the
Area, PROVIDED THAT if the term of the licence is extended as provided in Section
23A of the Offshore Act thereafter the amount of allowable exploration and
prospecting expenditure, defined as aforesaid, shall be reduced each year during
such extended term by the amount borne by the Oil Company of the total amount
expended with the approval of the Operating Committee on Operations during the
i2th year preceding thart year,

D is the sum of the amounts of allowable capital expenditure and allowable
exploration and prospecting expenditure as defined in Sections 164A and 164E of
the Income Tax Act 1951 or which would have been allowable but for the election
under Section 16471 of that Act spent by the Qil Company in or in relation to the
Area after the issue of a Development Licence and during a Shortfall Period;

OC 1s the amount spent by the Oil Companies on Operations during a Shortfall
Period and not included in E or D,

§ is the amount paid by the Qil Company to the State under Clause 13.7;

F is the value at Norm Price of Foregone Production received by the Oil Company
less any amount paid under Subclauses 13.8(4) and (b);

“Foregone Production” means the volume of the State’s Production Share foregone in favour
of the Qil Companies or any of them in satisfaction or part satisfaction of the items
referred to in Clause 13.8;

“Positive Day” means a day o1 which the State's Accumulated Liability to an Oil Company is
reduced to zero,

“Production Share” means a proportion of the Petroleum produced from within the Area
equal to a Party’s Venture Interest which a Party from time to time may be entitled to
receive and separately dispose of;

“Shortfall Period” means a continuous interval of time during which the State has and
continues o have an Accumulated Liability to any one or more of the Oil Companies;

“Simple Interest” means a percentage interest rate equal to 5 percentage points in excess of—

(@) the annual rate of interest on domestic corporation borrowings rated AAA in the U.S.A.
as published in the Sutvey of Curtent Business by the U.5.A. Department of Com-
merce—Bureau of Economic Analysis applying at the date of issue of the first
Development Licence issued over part of the Area, such rate to be adjusted quartesly; or

(b) if such rate is not published, a comparable rate determined in such manner as the Parties
shall agree;

13.2 (4) The Parties shall settle the terms of the Joint Operating Agreement as soon as
practicable. Except as provided in Article 27, that Agreement shall accord substantiatly
with the Operating Agreement but shall be subject to the terms of this Agreement and
in the event of inconsistency, this Agreement shall prevail;

(h) The Joint Operating Agreement shall take effect when the last of the Parties executes
such Agreement.

13.3 (@) The State may acquire an unencumbered interest in the Venture Assets and Operations
to a nominated percentage (not exceeding 224 percent either of such Venture Assets and
Operations or of the Participating Interest of any particular Oil Company) by giving
notice to each Qil Company to that effect within four (4) months after the issue of the
first Developmene Licence over part of the Area. On and from the first day of the
calendar month next following the month in which the State gave notice as aforesaid the
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Venture Interest of each Qil Company shall be equal to its Participating Interest
appropriately reduced by the interest acquired by the State;

(& As soon as practicable after the State has given notice pursuant to Subclause 13.3(4), the
Parties shall execute the Joint Operating Agreement {if not already executed) and shall do
all things necessary formally to vest that Interest in the State;

{¢y If within two (2) months after the issue of the first Development Licence over part of the

Area the State has not given notice under Subclause (#) the Oil Companies within the

. third monch after the issue of that Development Licence shall give notice to the Prime

Minister that such election has not been made by the State. Thereafter if 2 notice under

Subclause () is not received by the Oil Companies within the time specified in Subclause
{4) the State shall be deemed to have elected not to acquire a Venture Interest.

(d) Forthwith after giving notice under Subclause 13.3(a) electing to acquire a Venture
Interest the State shall be entitled to atrend and vote at all meetings of the Operating
Committee and to receive notice and agendas for all such meetings.

13.4 Except as otherwise provided in this Agreement each Parey shall wke in kind its Producton
Shate produced and saved from the Area.

13.5. During each Shortfall Period :—

(#) the State shall forego its Production Share in favour of those Oif Companies to which the
State has for the time being an Accumulated Liability and the said Companies shall be
entitled to and shall rake all such Foregone Production free of encumbrance in the several

- proportions which each such Oil Company's respective Venture Interest bears to the sum
of the Venture Interest of all such Companies;

" (b) an Oil Company shall be entitled to recoup out of Foregone Production—
(i) the State’s Accumulated Liability to such Oil Company; and

(i) Simple Interest on the State’s Accumulated Liability commencing as the case may
be on and from either;

aa. the date of the notice by the State under Clause 13.3, or

bb. the date on which such Oil Company reimburses the State under Clause
13.7; and

computed calendar monthly from the 1st day of each such month on the mean of
the balances of Accumulated Liability at the opening of business on the first day

_and closing of business on the last day of the calendar month for which the
calculation is being made PROVIDED THAT in determining the balance of
Accumulated Liability at the close of business on the last day of the month, no
reduction of the Accumulated Liability for that month shall be taken into account
and in lien thereof the amount of Simple Interest payable for the month shall be
reduced by an amount equal to Simple Interest calculated.on the amount by which
Accumulated Liability is deemed to have been reduced in that month as provided
in Sub-clause 13.8(c) computed for the period commencing from the date
Accumulated Liability is deemed to have been reduced to the last day of that
month; and

(c) sales of Petroleum produced from the Area by an Qil Company, to which the State_has
for the time being an Accumulated Liability shall be deemed to have been composed of
portion of that Oil Company's Production Share and portion of Foregone Production
received by that Oil Company in the respective proportions which that Qil Company’s
Venture Interest bears to the product of the State's Venture Interest and thar said Oil
Company's Venture Interest divided by the sum of the Venture Interests of all Qil
Companies to which the State had an Accumulated Liability at the time of each such sale.

13.6 (a) Except as provided in Subclause () the Parties shall bear all the costs of the Operations
in propottion: to their respective Venture Interests;

{#) Subject to Clause 13.10 during each Shortfall Period the Oil Companies shall bear all the
costs of the Operations in proportion to their respective Participating Ineerests until the
occurrence of the first Positive Day. Thereafter, during the balance of each such Shorefall
Period the said costs shall be borne as follows :
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{i) by each Oi Company to which the State for the time being has no Accumulated
Liability—as to a percentage equal to its Venture Interest;

and as to the balance

{ii) by those other Oil Companies to which the State for the time being has an
Accimulated Liahility—in the several proportions which each such Company's
respective Venture Interest bears to the sum of the Venture Interests of all such
Companies PROVIDED THAT if during 2 Budget Year after a Positive Day all of the
Oil Companies to which the State has an Accumulated Liability give notice to the
other Qil Companies and produce evidence that the State’s Venture Interest share
of the costs of the Operations for the Budget Year exceeds the value of its
Foregone Production for the same period all Oil Companies shall forthwith
commence and thereafter continue to bear the costs of the Operations until the
next Positive Day in proportion to theit respective Participating Interest,

13.7 If during a Budget Year or part thereof which is not a Shortfall Period, the State gives notice
to the Oil Companies and produces evidence that the State’s Venture Interest share of the costs of the
Operations for the preceding period of that Budget Year exceed the proceeds received by the State
from disposal of the State’s Production Share for that period the Oil Companies shall in proportion to
their respective Participating Interests and within sixty (60) days after receipt of such notice and
evidence teimburse the Seate the amount of such shortfall.

138 Forégone Production taken by an Oil Company shall be applied in the following order of
priority :

(@) to pay Royalty under the Offshore Act on such Foregone Production;

(h) to pay Sim.ple Interest on the State's Accumulated Liability calculated as provided in
Clause 13.5;

(r) to reduce the Accumulated Liability to the said Qil Company. Any reduction of
Accumulated Liability under this Subclause 13.8(¢) shall be deemed to be made on the
day the Oil Company is to receive payment as provided in any contract of sale for
Petroleum, which date shall be consistent with and reflect terms of credit allowed or
recognised by-the Minister as provided in Section Sch. 3.4 of the Offshore Act or as
otherwise agreed upon between the State and the Oil Company.

13.9 Any rights under this Agreement in respect of unsarisfied Accumulated Liability shall cease
and the State shall not be looked to for recoupment or reimbursement thereof :

{(a) by any Qil Company on termination of this Agreement as provided in Article 26, or

(6) by an Qil Company upon its withdrawing from this Agreement and surrendering its
Participating [nterest or Venture Iaterest in the Licence and in all Development Licences
over any part of the Area;

13.10 When electing to acquire its Venture Interest and thereafter at any Operating Committee
meeting at which QOperations and a Budget are to be agreed upon for a Budget Year, the State may
elect 1o contribute all or part of its Venture Interest share of costs or expenses of any Operations in
respect of which an Accumulated Liability would otherwise accrue to any Oil Company.

13.11 Each Oil Company shall within 30 days after the issue of the first Development Licence and
thereafter, if the State has a2 Venture Interest, not less often than half yearly unril it shall have recouped
the amount of the State’s Accumulated Liability, furnish to the State details of and the amount of such
Accumulated Liability for the time being. The State may require reasonable verification of such details -
and amounts including an audit as provided for in the Operating Agreement or the Joint Operating
Agreement as the case may be.

13.12 Notwithstanding the provisions of Clause 13.7, if the Operating Committee resolves that a
“Petroleam Pool” (which expression shall have the same meaning in this Clause as ascribed to it in the
Offshore Act) has been depleted in accordance with good oilfield practice and that to continue
Producing from that Petroleum Pool cannot be justified for sechnical or economic reasons :

(#) the cost of plugging and abandoning all wells drilled into the Petroleum Pool; and
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(b) other costs and expenses paid or incurred in respect of dismantling, removing, disposing
of, or otherwise dealing with all structures, installations, plant and equipment which are
Venture Assets and which had been required for Producing from that Petroleum Pool;

shall be borne by the Patties in proportion to their respective Venture Interests.

ARTICLE 14 DISPOSAL OF STATE'S PRODUCTION SHARE

14.1 “Specified Volume” means that part of the State’s Production Share which the State wishes
an Qil Company to dispose of and specifies in 2 notice under Clavse 14.2..

14.2 Within 30 days after the Operating Committee Meeting to agree upon Operations and a
Budget for any Budget Year in which it is expected that a Positive Day will occur the State may give
notice to the Oil Companies. stating the Specified Volume for that Budget Year for any or each Qil
Company. Thereafter, the State may give not less than 3 months notice to any of the Oil Companies
reducing or increasing the Specified Volume.

14.3 (@) An Oil Company given notice under Clause 14.2 shall use its best efforts to dispose of
a Specified Volume at a price which aftér taking into account the matters provided for in
Section Sch. 3 to the Offshore Act will enable that Oil Company to account to the Seate
for an amount equal to Norm Price in respect of that Specified Volume;

{) From time to time an Qil Company experiencing difficulty in disposing of any part of the
Specified Volume as provided for in Subclause (4) may notify the State accordingly and
theteafter the Siate and thar Qil Company will negotiate in good faith in an effort to
resolve the Oil Company’s difficulty;

{¢) All contraces of sale by an Qil Company of any of the State’s Production Share shall be
only for such reasonable periods of time as are consistent with the minimum needs of the
mdusrry under the circumstances, but in no event shall any such contract be for a period
in excess of one year.

14.4 Following disposition of any of the Specified Volume an Oil Company shall account to the
State on whichever shall be the earier of :

(a) the date three (3) months after taking delivery at the ship's loading flange of the relevant
part of the Specified Volume; or

(&) whichever of the following dates shall be appropriate :

(i) if the sale is at arm’s length as defined in Section Sch. 3.2 of the Offshore Act,
seven {7) days after receipt of payment in full or part thereof; or

{ii) if the sale is other than at arm's length as aforesaid, seven {7) days after the day the
QOil Company is to receive payment as provided in the contract for sale for any
Petroleum which includes any part of a Specified Volume.

14.5 Upon an Oil Company first becoming aware that a Positive Day has occurred or is likely to
occur during a Budget Year which had not been expected at the time of an Operating Committee
meeting as referred o in Clause 14.2 it shall notify the State accordingly. Such notice shall include—

{4} the date on which the Positive Day occurred or is expected to occur as the case may be,
and

(&) the volume of productlon expected to be available as the State’s Production Share for the
balance of the Budget Year.

If the Positive Day occurred prior to the date of such notice the notice shall be accompanied by a full
accournting for the volume of the State’s Production Share disposed of by such Oil Company during the
period berween the Positive Day and the date of the notice.

14.6 Within 30 days after an Oi} Company gives the State notice under Clanse 14.5 the State shall
give that Oil Company notice of the Specified Volume, if any, for that Oil Company for the balance of
the current Budget Year.

14.7 Any Oil Company giving notice under Clause 14.5 shall not dispose of any of the Srates
Production Share between the date of that notice and receipt by it of a notice under Clause 14.6 except
to the extent hecessary to satisfy any contract entered into bona fide before the date of the notice under

Clause 14.5 in which event the Oil Company shall account to the State in the manner provided in
Clause 14.4,

17
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14.8 The Joint Operating Agreement shall provide for equitable adjustment on a regular periodic
basis for any imbalance which may occur berween the Production Share of each Party and the volume
of Petroleunn taken by or on behalf of the respective Parties and adjustment of any significant disparity
in payment of operaring costs and expenses caused by such imbalance.

ARTICLE 15 STATE ACQUISITION AND OWNERSHIP OF FACILITIES

15.1 “Works and Facilities” and “Works or Facilities” as the context permits means any of the
installations and infrastructure provided for the Operations by either the State or the Oil Companies
and capable of being used by the Qil Companies, the State, Citizens or other persons carrying on

* business in the locality thereof without interfering with the use thereof by the Qil Companies. Without
limiring the generality of the foregoing the Parties envisage that Works and Facilities—

(4) include air felds, roads, ports, water supply, and sewerage facilities, except to the extent
that any of them are utilised ro their full capacity by the Oil Companies, and

(& do not include residential accommedation and administration buildings, installations, and
infrastructure directly used in Producing,

PROVIDED THAT provision by the Department of Posts and Telegraphs of facilities and services shall be
the subject of a separate agreement.

15.2 (4) At any Operating Committee Meeting at which construction of Works and Facilities is to
be approved the State may by wrirten notice to the Qil Companies elect to provide the
costs, or part thereof, of any such Works and Facilities; and

{b) at any time after their construction the State may by notice require the Qil Companies o
transfer to it ownership of any Works and Facilities. As soon as practicable after such
notice the Qil Companies shall do all things necessary to transfer to the State title to the
Works and Facilities nominated in the notice.

15.3 Where the State requires the Oil Companies. to transfer to it any Woﬂcs and Facilidies as
provided in Subclonse 15.2 {5) the State shall pay to the Oil Companies, by annual instalments as
provided in Subclause 15.3(4) a purchase price equal to the then depreciated value of such Works and

Facilities, and the Oil Companies shall pay to the State annual capital user charges as provided in

Subclause 15.3(#).

(#) The Oil Companies each Budget Yeat shall nominate the amount of the annual
instalments of the purchase price which shall be equal to the angual amount of
depreciation that the Oil Companies could have claimed (and would have been entitled
10 claim) as a deduction allowable under the Income Tax Act in respect of .that Work or
Facility but for the transfer of ownership to the State. (It is the intention of the Parties
that such instalments of purchase price shall not be assessable income in the hands of the
Oil Companies for the purpose of assessment of Petroleum Income Tax);

{by The Oil Companies shall pay to the State within seven (7) days of the receipt of any
instalment referred to in Subclause 15.3(a) a capital user charge equal to the said
instalment. (It is the intention of the Parties that such capital user charge shall be a
deduction allowed under the Income Tax Act for the purpose of assessment of Petroleum
Income Tax and Additional Profits Tax),

{r) If operations permanently cease in or in relation to the Apea and as a resule the State
ceases to pay any instalment referred to in Subclause 15.3(4), the Qil Companies shall
have the right 1o claim a deduction, as provided by the Income Tax Act for the purpose
of assessment of Petroleum Income Tax, and Additional Profits Tax, equal to the amount
‘that the Oil Companies would have claimed (and would have been entitled to claim) but
for the transfer of ownership of that Work or Facility to the State.

15.4 If at any time the State acquires or provides any Works or Facilities under this Article 15, the
State shall thercupon assume responsibility for maintaining the assets to a proper standard and shall
charge the Oil Companies a maintenance charge (which may include an equitable proportion of direct
operating costs) limited to the costs of that maintenance PROVIDED THAT the amount of such
maintenance charge shall be reduced by any amoust spent by an Oil Company under Clause 15.5.

13.5 Where the State has provided or acquired Works or Facilities for the purposes, of, or under
this: Agreement and fails properly to maintain the same the Qil Companies may, after 30 days notice to
the State, and at their own expense, carry out such work as is necessary to bring the same vp 10 2
proper standard. :
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ARTICLE 16 USE OF FACILITIES BY THIRD PARTIES

16.1 A third party will be permitted to use Works and Facilities acquired from the Oil Companies
by the State and not utilised to their full capacity. The State undertakes to ensure tha the third party
will be required to pay a proportionate share of any operating, maintenance overhead and capital costs
in respect of such Works and Facilities among other things having regard to :

(a) the extent of the proportionate usage and likely future usage of the Works or Facilities by
the third party and the QOil Companies; :

(k) the respective extents to which services are provided to the Oil Companies and the third
party (where the Facility is a service Facility),

(¢) any other factor which results in or is likely to result in significant damage to or
deterioration of the Work or Facility.

16.2 The State, the Oil Companies, and a third party shall agree upon an amount which the third
party will pay to the Oil Companies {notwithstanding any prior transfer of the relevant Works and
Facilities to the State under this Agreement) in United States dollars or the Kina equivalent at the date
ofdpayment a capital contribution reflecting the extent of the third party’s intended use of the Works
and Facilities.

16.3 Whete the State provides the cost of any modification improvement extension or expansion
of any Works or Facilities to meet the needs of the Oil Companijes the State may charge the Oil
Companies a capital user's charge in respect of that Work ot Pacility to allow for the recoupment over
a reasonable period of the amount expended in providing the said cost by the State together with a
reasonable return thereon.

16.4 Nowwithstanding anything contained in Article 15 or Article 16 all such Works and Facilities
not acquired and managed by the State shall continue to be managed by the Oil Companies and the Oil
Companies shall have priority of use thereof over all other users.

ARTICLE 17 RATES AND DUTIES

17.1 Subject to any requirement of defence, foreign trade or foreign policy of this State, the
safety of the public and quarantine and to the obligations of the State under mulsilateral international
agreements to which the State is a party the Oil Companies any Affilisted Corporation and the agents
and contractors of the Oil Companies or of any Affiliared Corporation shall have the right to acquire
import into and move within Papua New Guinea and use any plant machinery equipment vehicles
explosives fuels reagents and supplies which have a specialised application and use in the Operations
and to export from Papua New Guinea the petroleum (whether processed or otherwise) resulting from
the Operations.

17.2 ‘The Oil Companies shall be subject to import duties and levies of general application in
accordance with Papua New Guinea law from time to time except as hereinafter provided.

17.3 No rate tax charge due duty tariff or other levy shall be applied to or be payable by the Oil
Companies on the export of of in respect of the right to export Petrolenm from Papua New Guinea by
an Oil Company ot a Related Company. :

17.4 No rate tax rent charge due duty tariff or other levy and no législation which discriminares
against all or any of the Oil Companies or any member of an Qil Company or any beneficial owner of
shares in any of the Oil Companies or any person engaged in the Operations shall be payable by or (as
the case may be) applicable to any of the Oil Companies or any such member or benehcial owner or
petson (as the case may be) in respect of the Operations or of any income arising directly or indirectly
therefrom PROVIDED THAT nothing in the Clause is intended to provide a basis for challenging the
validity of the petroleum income tax or additional profits rax.

17.5 Any import duty which is sought to be imposed on the importation of any plant machinery
equipment explosives chemicals or other supplies which at the time when such duty is sought to be
imposed are imported into Papua New Guinea solely for the purpose of and which have a specialised
application and use in the Operations and which is sought to be imposed at a rate in excess of the
average tate of duty from time to time payable on the importation into Papua New Guinea of the
Customs Tariff items numbered 118 275 309 313 320 and 341 04 as set out at the date thereof in the
Second Schedule to the Customs Tariff 1959 shall without in any way whatsoever limiting the
interpretation of Clause 17.3 above be deemed to discriminate againse the Oil Companies.

17.6 No Local Government Rates or Provincial Government Rates or taxes on land calculated so
as to be other than approximately equal to a rare or tax calculated in relation to the unimproved capital
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value of the surface i‘ights of the land shall be payable by the Oil Companies in respect of land held by
the Oil Companies, on which mining or industrial activities are carried on.

ARTICLE 18 CONSULTATION

18.1 The Oil Companies shall consult from time to time with representatives of the State and shall
furnish the State each six months with reports concerning the implementation of :

{a) the training and localisation programme

(b) the provisions relating to Jocal purchasing of sup_plies

(¢) the provisions relating to local business development and
(d) the provisions relating to envircnmental management.

ARTICLE 19 INSPECTION

19.1 The Qil Companies shall ar all reasonable times allow the properly accredited servants or
agents of the State (who shall establish their authority on request) to inspect any aspect of the
Operations and likewise to inspect and take copies of the books of account and records of the Ol
Companies relating to the Operations and to any shipment, sale or use of producrs of such Operations.

ARTICLE 20 PATENT AND TECHNOLOGY RIGHTS

20,1 All pew processes, new methods of manufacture and other technological or mechanical
.innovations developed within the Oil Companies’ Operations :

{4) shall remain the property of the Oil Companies, which shall apply for, take out and retain
such patents and other technology rights, in Papua New Guinea or elsewhere, as may be
necessary and desirable to protect the same; and

(b} shall not be sold, assigned, licenced, surrendered, or otherwise disposed of by the Qil
Companies except :

{i) on the basis of an arm’s length transaction; and

{iiy with the prior approval of the State which approval shall not be unreasonably
withheld.

20.2 Contracts to which any Oil Company is a party providing for the purchase of the right to use
in the Qperations any process, method or other technological innovation :

(«) which are not contracts at arms-length, shall not be entered into without the prior consent
of the State which consent shall not be unreasonably withheld, and

{b) which are contracts at arms-length shall be submitted to the State for information.

20.3 For the purposes of this Article the term “arms-length” shall have the same meaning as
ascribed to it'in Section Sch. 3.2 of the Offshore Act, except that contracts for provision of services
which incidental to their performance requite the use of any such process, method or other
technological innovation the patent rights to which are the property of any Oil Company or an
Affiliated Corporation of any Oil Company and which but for the provisions of Section Sch. 3.2(¢)
would be at arms-length shall for the purposes of this Clause be deemed to be at arms-length.

ARTICLE 21  ASSIGNMENT

21,1 The State may assign, without the consent of the Oil Companies, all or part of its Venture
Interest to any Corporation, statutory or otherwise, formed in Papua New Guinea and ejther :

(#) wholly owned by the State, or

{b) wholly owned by the State and another corporation or other corporations, statutory or
otherwise formed in Papua New Guinea and which are controlled by the State and in
which the State has at least z 50% beneficial interest,

PROVIDED THAT vested in such corporation or corporations are powers and financial capacity sufficient
to enable such of the State's continuing obligations under this Agreement as are assigned to such
corporation to be fulfilled.

21.2 Subject to Clauses 21.1 and 21.3 and with the consent of the other Parties which consent
shall not be unreasonably withheld, all or any of the Parties may assign, or otherwise dispose of their
interest or rights under this Agreement. ’
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21.3 In the case of any assignment under this Article 21 the assignee shall undertake to the State
to assume, observe and comply with all the obligations of the assignor in relation to the matter assigned
or to the extent of the interest assigned as the case may be. After the giving of any such undertaking,
the assignor shall be relieved of its obligations under this Agreement in relation to the matter assigned
or to the extent of the interest assigned as the case may be without prejudice to pre-existing rights
accrued to the State against the assignor.

21.4 Notwithstanding the foregoing provisions of the Clauses 21.2 and 21.3 but subject to normal
statutory approvals in force from time to time,

(4) any Oil Company may charge by way of fixed or floating charge the whole or any part of
its Venture Interest to secure the repayment of, any payment of interest and other fees,
costs and expenses related to, all loans made 1o that Oil Company to finance the project;
and :

(b) the Oil Companies may mortgage and charge any specific asset (whether real or personal
property) to secure the purchase price thereof where such amount has been borrowed to
finance the purchase of that asset;

and any mortgagee or chargee under a mortgage or charge given by the Oil Companies may exercise all
rights of sale and other rights included in any instrument of mortgage or chacge provided it shall first
give the State at least twenty-eight days’ notice of intention to exercise those rights.

ARTICLE 22 ARBITRATION

22.1 If at any time there is any dispute, question or difference of opinion (in this Article 22
referred to as “Issue”) bétween the Parties concerning the application of or arising out of section 99A
of the Offshore Act other than any dispute, question, or difference of opinion in respect. of which
provision for settlement or derermination is provided under the Income Tax Act 1939 the same shall,
subject to Clause 22.2, stand referred to the arbitration of a single arbitrator, and such reference shall
be considered a submission within the meaning of that expression given by the Arbitration Act 1951,

22.2 After any Issue has arisen between the State on the one hand and the Oil Companies or any
of them on the other hand, any Party to that Issue may at any time prior to the appointment of an
arbitrator by concurrence of the Parties or pursuant to the Arbitration Act, 1931 by notice to the other

Party or Parties thereto elect that the provisions of this Clause shall apply to such Issue and in such
event :

() the Issne shall stand refetred to the arbitration of three arbitrators, one of whom shall be
appointed by the State and one of whom shall be appointed by the other Party or Parties
to the Issue and the third of whom shall be agreed upon by the State and the other Party
or Parties to the Issue in writing, and in default of agreement within fourteen (14) days
.after the State gives notice to the other Party or Parties to the Issue or the other Party or
Parties to the Issue give notice to the State requiring the appointment of such a third
arbitrator, shall be appointed in accordance with the provisions of the Arbitration Act
1951 from a panel of five (5) arbitrators to be nominated within a further period of
fourteen {14) days thereafter by the President and Chairman of the Board of Directors
(or failing him the Chief Executive) not being & Citizen of Papua New Guinea of the
Asian Development Bank (or, failing such nomination, from any panel of arbitrators
which the person or body appointing the third arbitrator considers satisfactoty) PRO-
VIDED THAT no person shall be eligible for appointment as a third arbicrator (unless the
State and the Qil Companiies otherwise agree in writing in any patticular case) if at the
time of his proposed appointment he is or has been at any time prior thereto a citizen or
resident of Papua New Guinea, the Commonwealth of Australia, Canada, or the United
States of America;

(&) if any arbitrator refuses to act, is incapable of acting or dies, a new arbitrator shall be
appointed by the party appointing the original arbitrator of (in the case of the third
athitrator) in accordance with the procedure provided for in Subclause 22.2(a);

() if on such reference one Party fails to appoint an arbitrator either originally or by way of
substitution as aforesaid within fousteen (14) days after the other Party (having appointed
its arbitrator) has given to it notice to appoint such arhitrator, the asbitration may proceed
in the absence of such arbitrator; and

(d) such arbitration shall be held ar such place (whether inside or outside Papua New Guinea)
as the arbitrators determine. '
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22.3 If any Party to any arbitration under this Clause so requests the arbitrator or arbitrarors shall
state, in the form of a specml case for the opinion of the National Court of Papua New Guinea, any
question of law arising in the course of the reference, and any opinion given shall be subject to the
normal right of appeal.

22.4 An award made on an arbitration shall have force and effect as follows—

(a) if by the award it is adjudged that the decision of the State is correct then the decision of
the State in respect to the Issue shall stand; but

(b) if the arbitrator adjudges that the decision of the State is incorrect then he shall further
adjudge what the Norm Price should be in which eveat the decision of the Arbitrator
shall be binding on the Parties.

ARTICLE 23 LAW APPLICABLE

23,1 This Agreement shall be governed by and construed in accordance with the law of Papua
New Guinea.

ARTICLE 24 VARIATION

24.1 The Parties may from time to time by agreement in writing add to, substitute for, cancel or
vary all or any of the provisions of this Agreement, the Licences, any Development Licence, or'any
lease, licence, right or granr granted hereunder or pursuant hereto or any progeamme, proposal or plan
approval hereunde: for the purpose of more efficiently or satisfactorily 1mplement1ng or facilitating any
of the objects of this Agreement.

24.2 Where an agreement made pursuant to Clause 24.1 constitutes an alteration of any Article or
Clause referted to in Clause 3.2, the variation agreement shall contain a declaration to that effect, and
the State shall as soon as is practicable introduce and sponsor in the National Parliament a Bill for an
Act to approve that variation agreement and give force of law to the alteration of the rights hereunder.
That variation agreement shall be subject to the coming into force of the approving-Act.

24.3 Any agreement made pursuant to Clause 24.1 which does not constitute an amendment of
agy Clause referred to in Clanse 3.2 shall be tabled by the State in the National Parliament withia the
first twelve {12) sitting days next following its execution.

ARTICLE 25 NOTICES

25.1 All notices, notifications, consents, approvals, undertakings, applications, requests, offers,
teports, returns, elections, and proposals required to be or which may be given, made, furnished or
submitted under this Agreement shail, unless the context otherwise requires, be in writing signed by a
Minister of the State or the Director of the Qffice of Minerals and Energy or (as the case may be) a
director or secretary or other designated representative of the Qil Companies, and if in writing shall be
sufficiently given, furnished or submitted if delivery at or posted by prepaid post to the address for
service of the Party or Parties to whom it is to be given, made, furnished or submitted, and all such
communications if posted as aforesaid shall, unless proven otherwise, be deemed to have been received
in the ordinary course of post.

'25.2 The addresses for service :
(a) of the State shall be :
(i) for the purposes of Sub-clause 13.3(¢)

The Prime Minister,

Central Government Offices,
Waigani,

Papua New Guinea

~or by post to;

The Prime Minister,

Central Government Offices,
Wards Strip Post Office,

Waigani,

Papua New Guinea

Telephone: Port Moreshy 27 1211
Telex: SENTROF NE 22144; and
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(i) for all other purposes :

The Director,

Office of Minerals and Energy,
Konedobu,

Papua New Guinea

or by post to:

The Director,

Office of Minerals and Energy,
P.O. Box 2352,

Konedobu,

Papua New Guinea

Telephone : 25 1180
Telex : WABTRO NE 22211

(b) of the Qil Companies shall be :

Arco Australia Limited,
812 Bridge Sereet,
Sydney, Australia

or by post to:

Arco Australia Limited,
G.P.O. Box 2521,
Sydney N.8.W. 2001,
Australia

Telephone: Sydney 27 6901
Telex: 21297

Australian Superior Oil Company Limited,
4315 Australia Square Tower,

George Street,

Sydney N.S.W. 2000,

Australia

Attention: N. U. Ledingham

_Telephone: Sydney 27 2873

Telex: 21273
and to

Australian Superior Oil Company Limited,
First City National Bank Building,
Houston, Texas U.S.A.

ot by post to

Australian Superior Oil Company Limited,
P.O. Box 1521,
Houston, Texas, 77001, U.S.A.

Attention: J. E. Reid

Telephone: Houston 2245111
Telex: 77 3369

Canadian Superior Oil (Aust.} Pty. Ltd.,
Three Calgary Place,

3355 Fourth Avenue §.W.,

Calgary, Alberta, T2P QJ3, Canada

Attention: H. ]. Caine.

- Telephone: (403) 267 4110

Telex: 038 26640
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Esso Papua New Guinea Inc.,
‘C/- Exploration Manager,
Esso Australia Limited,

127 Kent Street,

Sydaey, N.S.W. 2000

Telephone: 20357
Telex: AA20549

Sunray Australian Oil Company Inc.,
" Suite 404, Cathay Building,
Singapore 9

Artention: 'T. Adarme.

Telephone: 32 3032
Telex: R§21591

~and 10

Suntay Australian Qil Company Inc.,
P.Q. Box 30,

2001 Bryan Tower,

Dallas, Texas, 75221, U.S.A.

Actention: W. R. Broocks.

Telephone: (214) 744 2222
Telex: 73 2323 -

Any Party may change its address for service by prior notice in accordance with this Afticle.

25.3 Where the Oil Companies are required to submit any plans, proposals, or other material for
the approval of the State, the date of submission shall be deemed 10 be the date on which the State
receives the said plans, proposals or other material. '

ARTICLE 26 TERMINATION

26.1 The State may terminaté this Agreement by notice 1o the Oil Companies in aﬁy of the
following events—

(#) if the Oil Companies abandon the Licence or répudiate their obligations under this
Agréement and Operations are not resumed or such default made good withini a pericd
of sixty (60) days after notice as provided in Clause 26.2 is given by the State to the Gl
Companies; :

(b} if the State can establish that in granting its approval to any proposal made under the
Offshore Act or otherwise it relied upon a statément made by the Oil Companies not
being an estimate based on judgement exercised in good faith on the application of
knowledge available at the time the eitimate is made and it is shown the Qil Companies

. intended such statement to be false or misleading;

{¢) if the Licencé or any extensions or renewal thereof is properly forfeited due to defauit by
the Oil Companies or is surrendered undgr the Onshore Act;
(d) if the Oil Companies do not submit proposals ifi accordance with Article 7.

26.2 The notice to be given by the State in terms of Subclause 26.1(4) shiall specify the nature of
the default or other ground so entitling the Stite to exercise such right of determination and where
appropriate and known to the State the Party or Parties responsible therefor and shall be given to each

© of the Gil Companies.

26.3 For the purposes of Clause 26.1(4) the Oil Companies shall not be deemed to have
sbandoned the Licence or repudiated their obligations unless all persons for the time being bound,
whethier as assignees of the Oil Compenies or otherwise, 1o perform the obligations of the Oil
Companies hereunider, have abandoned the Licence or repudiated the obligations.

26.4 This Agreement shall terminate on the expiry or surrender of the Licence and ali
Development Licences issued over any part of the Ared or any renewal or extersion of any of them.

~ 26.5 If this Agfeement is terminared after the grant of 2 Development Licence all structures,
instaflations, plant, and equipment:
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(#) which can be removed from the Area within six (6) months after the notice of termination
and without irreparable damage to the Area or any remaining structure, installations,
plant and equipment may be removed by the Parties; and

(h) all other structures, installations, plant, equipment and non-movable assets of the Parties
in the Area shall thereupon become the propetty of the State without any cost to the
State or any liability for the State to pay compensation therefor, and freed and discharged
from all mortgages and other encumbrances. All materials, supplies and other movable
assets of the Parties in the Area which are fully depreciated for tax purposes shall likewise
become the property of the State, but any such materials, supplies and other movable
assets which are not fully depreciated for tax purposes shall be offered by the Parties for
sale to the State at their depreciated value,

26.6 The Oil Companies shall do all such things as the State may reasonably requite to give effect
to the provisions of this Article 26 and the Qil Companies shall make available to the State the results
of the Investigations and Studies to the extent that they have been carried out by the Oil Companies
before the date of termination.

26.7 This Article 26 shall continue in force notwithstanding the termination of the rest of this

Agreement and may be sued upon or enforced against the Oil Companies.

26.8 Termination of this Agreement under this Articie 26 shall be withour prejudice to any rights
of any of the Parties for any antecedent breach of covenant or agreement.

26.9 Notwithstanding anything to the contrary contained herein, should any law, statute or
regulation be passed in Papua New Guinea or become effective in Papua New Guinea, subsequent to
31st March 1977, and should such law, statute or regulation abrogate or materially alter the
fundamental contractual rights or obligations of the Qil Companies hereunder, the Qil Companies shail
have the right to give the State G0 days notice of their intention to terminate this Agreement without
further obligation to the State except as to rights or liabilities in respect of any antecedent breach of
this Agreement.

ARTICLE 27 AMENDMENTS TO OPERATING AGREEMENT

27.1 For the purposes of this Article 27 the Operating Agreement shall be deemed to apply only
in respect of the Area, the Licence or any Development Licence.

. 27.2 The Parties shall commence as soon as practicable to negotiate in good faith with the
objective of agreeing on the form and content of a Joint Operating Agreement to accord substantially
with the provisions of the Operating Agreement but to reflect:

" {4) changes in the parties bound thereby and the circumstances of their association, and -
(b) the possible acquisition by the State of a Venture Interest, and
(£} amendments necessary to give effect to the provisions of this Agreement.

~27.3 If the Parties have not executed the Joint Operating Agreement at the date the State elects
to acquire a Venture Interest under Clause 13.3 the State shall as and from that date be deemed to be

a party to the Operatmg Agreement with full rights to -attend and vote at all Operating Commitiee
Meetings.

27.4 After the date of this Agreement the Qil Companies may not amend or replace the
Operating Agreement without the approval of the State.

27.5 Withour limiting the generality of the foregoing the Parties agree that Article VII shall be
deleted in its entirety and:

{#) the following articles or clauses of the Operating Agreement shouid be reviewed for the
purposes of Clause 27.2—

Clause 5.1, 6.2, and 6.3
Articles IX, X, XI, XTI, XIII, and XVI,
and .
(¥) that additional provisions be included in the Joint Operating Agreement to provide for
Operations by less than all parties to that Agreement.
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ARTICLE 28 MISCELLANEQUS

28.1 Na stamp duty or other fees or charges shall be payable to the Srate in respect of any
assignment or transfer of any Participating Interest or Venture Interest in the Licence or the Venture
Assets by an Qil Company to the State or to an Affiliated Corporation incorporated in Papua New
Guinea if such assignment is required to comply with the provisions of the Acts.

28.2 Subject to copsiderations of national security the State shall grant to the Oil Companies such

licences, permits and other rights and exemptions as are within its power o grant and which reasonably

- may be required by the Oil Companies to enable the Oil Companies o fulfil their obligations and enjoy
thetr rights and benefits under the Licence, the Acts, or this Agreement.

28.3 If the State elects to acquire a Venture Interest thereafter the Parries shall own all the
Veneure Assets as tenants in common, however, the expenditure of the Oil Companies under this
Agreement shall be shown on the accountmg recotds of the Oil Companies enrirely as expenses,
charges, and costs of the Qit Companies in proportion to their respeceive Participating Interests and
shall be reflected for purposes of the fiscal dispositions of the applicable United States law in the
balance sheet and profit and loss accounts of only the Qif Compames .

28.4 Whether an election shall be made to have this Yennire excluded from the application 'of the
provisions of Sub-chapter K of Chapter 1 of Sub-title A of the United States Internal Revenue Code
af 1954, shall be determined by EPNG for each Calendar Year during which EPNG has incurred
expendirures under Atticle 13. The initial determination shall be made and furnished -in writing to the
other Parties no later than 15th April, 1977, and if requested by the Qperator to do so, the State will
execute a tax agreement for Umted States tax purposes in a form to be approved by the Parties.

28.5 Consistent with requirements of the law and national secunty the State shall use its best
effores to have foreign workers and their dependants to be employed in the Operations in accordance
with the approved training and localisation programme expedmously granted such permits as may be
necessary to authorise them to enter, re-enter, move within, remain in and depart from Papua New
Guinea and to work on or in conpection with the Operatipns.

ARTICLE 29 NATURAL GAS AND GAS LIQUIDS

29.1 Ir shall be the fesponsibility of the Qil Companies to derermine whether production of
Narural Gas or Natural Gas Liquids is commercial and whether or not to construct and insrall facilities
1o enable production of such Narural Gas or Natural Gas Liquids.

29.2 Natural Gas and Natural Gas Liquids will be disposed of by the Parties at the first point of
measurement downstream from the outler flange of the field gas separator in the Area beyond which
point the State’s Venture Interest shall cease.

29.3 Norm Price for all purposes for Natural Gas and Natural Gas Liquids will be the price
spec;ﬁed in contracts for its sale entered into with the prior approval of the State which will not be
unreasonalbhr withheld.

29.4" Subject 1o the absence of Regulations to the contrary under the Acts the Oil Companies may
flare gas necessarily produced with crude oil and not needed in the Operations and the sale of which is
not economically justified.

29.5 The State recognises thar its election to acquite up to a 22,5% Venrure Interest may prevent
the Oil Companies from producing on a commercial basis Natural Gas or Gas Liquids discovered in the
Area, Therefore, if the Qil Companies in a proposal under Clause 7.1 produce evidence that such
Natural Gas or Gas Liquids cannot be produced on a commercial basis if the State elects to acquire a
22.5% Venture Interest, the State will negotiate in good faith with the intention of agreeing on such
Lesser Venture Interest as will allow a Naaral Gas or Gas Liquids project to proceed on a commercial

asis
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IN WITNESS whereof this Agreement has been duly executed by the Parties; the day and year first

hereinbefore written.

Signed for and on behalf of the Independent State 1
of Papua New Guinea by the Governor General,

. Sir John Guise, acting with and in accordance with

the advice of the National Executive Council: J

Witness

Australian Oil Company Inc., by its duly consti-

Signed, sealed and delivered on behalf of Suntay }
tuted Attorney in the presence of:

Wendell ]. Bares

Witness

Australia Limited by its duly constituted Atcorney

Signed, sealed and delivered on behalf of Arco }
in the presence of;

" Dezsee §. Hajdu

Witness

(Aust.) Pty. Ltd., was hereunto affixed by authority

The Common Seal of Canadian Superior Oil
of the directors in the presence of:

Secretary

ralian Superior Qil Company Limited by its duly

Signed, sealed and delivered on behalf of Aust- ]
constituted Attorney in the presence of: a

N. V. Ledingham

Witness

Papuz New Guinea Inc., by its duly constituted

Signed, sealed and delivered on behalf of Esso }
Attorney in the presence of:

F. M. Hooke

Witness

27

John Guise

John Guise,
Governor General

Thomas Adame, Jr.

Walter E. Baker

W.M. Blanshard

Director

W. M. Blanshard

K. Richards
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Sec. 1.

Agreement No. 2.

THIS AGREEMENT made the day of , 1976 BETWEEN THE

INDEPENDENT STATE OF PAPUA NEW GUINEA (herein called “the State”) of the first part and ARCO

AUSTRALIA LIMITED (herein called “Arco™), AUSTRALIAN SUPHERIOR OIL COMPANY LIMITED (herein

called “Australian™, CANADIAN SUPERIOR OIL (AUST.) PTY. LTD. (herein called “Canadian’), BSSO

PAPUA NEW GUINEA INC. (herein called “EPNG”), and SUNRAY AUSTRALIAN OIL CO. (herein called
_ “Sunray”) (herein called collectively “the Oil Companies” which expression shall be taken to refer also
© to each such company severally) of the second part :

WHEREAS -
A. Petroleum Prospecting Licence number 2 issued pursuant to the Petroleum ($ubmerged Lands) Act
1975 is held by the Oil Companies subject to their respective rights and obligations as specified ;

(i) in the said Petroleum (Submetged Lands) Act 1975,

(i} in the said Petroleum Prospecting Licence number 2,

(iii) in an agreement dated the 2nd day of Jenuary, 1964 among Tasman O#l Pty. Ltd.,
Anacapa Cofporation, Suaray Dx Qil Company and Phillips Petroleum Company, and

(iv) in an agreement dated the 9th day of May, 1975 among Arco, Australian, Canadian and
Sunray of the one part and EPNG of the other part,

in each case as varied by this Agreement;

B. The State recognises :

{i) that discovery of commercial quantities of Petroleum in Papua New Guinea will be of
major economic significance to the people of Papua New Guinea,

{if) that to enhance the prospects of such discovery, the State intends o rely on and permit
companies such as the Qil Companies to explore for and produce any Petroleum
discoveries, :

(iii) chat the Oil Companies will spend large sums of money on exploration for Petroleum and
on development of faciliies to produce any commercial gquantities of Petroleum
discovered, and

{iv) thar the ability of the Oil Companies to spend amounts of money referred 1o above will

be dependent in patt upon the certainty and long term stability of the terms upon which
the State permits the Oil Companies to operate within Papua New Guinea;

C. The State is anxious to ensure that the development of any commercial discoveries of Petroleum
will secure the maximum benefic for and adequately contribute to the advancement and the social and
economic welfare of the people of Papua New Guinea, including the people in the vicinity of the Oil
Companies’ operations in a manner consisteat with their needs and the protection of their
environment;

D. The State and the Oil Companies have agreed on a number of matters which are set-out in this
-Agreement and while acknowledging that legislative sovereignty in Papua New Guinea is vested in the
National Parliament wish the matters agreed upon to be an enduring arrangement and do not intend
that they should be altered other than by agreement between the State and the Oil Companies.

NOW THIS AGREEMENT WITNESSES AS. FOLLOWS :
ARTICLE 1 DEPFINITIONS
In this Agreement, unless the context otherwise requires :
“Accumulated Liability” has the meaning ascribed to it in Clawse 13.1;

“Affiliated Corporation” means, in relation to any Party a related company of that Party and
“related company” has the same meaning ascribed thereto by Section 6{3) of the
Companies Act 1963,
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“the Agreement” means this Agreement together with the Annexures hereto;

“Approved Proposals” means proposals or amended proposals submitred to the State pursuant
to the provisions of the Offshore Act and approved pursuant to that Act;

“the Area” means the area covered by the Prospecting Licence,

“Budget Year” means a calendar year commencing on 1st January and ending on the next
succeeding 31st December; ’ : :

“Citizen" means a citizen, (whether natural born or naturalised) of the State;

“Development” means activities in or in relation to a Development Area carried on in
accordance with the Operating Agreement of Joint Qperating Agreement for the purpose
of constructing and installing the facilities and infrastructure necessary to enable
Production from the Ares;

“Development Area” means the Blocks comprising a Development Licence;
“Development Licence” means a Development Licence granted under the Offshore Act;

“Exploration” and “Prospecting” mean activities in or in relation to the Area carried on for the
purpose of identifying in the first instance the location of any Petroleum traps in the Area
and thereafter in relation to each Petroleum trap to determine whether it constirutes a

- reservoir containing sufficient Petroleum to justify Development;

“Foregone Production” has the meaning ascribed to it in Clause 13.1;

“Investigations ‘and Studies” means the investigations and studies required by the Minister
under section 28A of the Offshore Act;

“Joint Operating Agreement' means the agreement to be negotiated by the Parties in
substicution for the Operating Agreement;

“Licence” and “Petroleum Licence” mean Petroleum Prospecting Licence number 2 or any
renewal, extension, or replacement thereof issued pursuant to the Offshore Act;

“Licence Conditions” means those conditions included in the Licence or any Development
Licence by the Minister as provided for in the Offshore Act;

“Licence Year” means a 12 month period commencing in the first instance on 1st September,
1975 and thereafter the 12 month petiod commencing on 1st September in each year;

“Offshore Act” means the Petroleum (Submerged Lands) Act 1975;

“Operating Agreement” means the agreement dated the 2nd day of January, 1964, among
Tasman Oil Pry. Ltd., Anacapa Corporation, Sunray DX Oil Company and Phillips
Petroleum Company as amended prior to the date hereof and as registered with the
Minister for Mines and Energy, as furthér amended from time to time by the Parties;

“Operating Committee” has the same meaning in this Agreement as the meaning ascribed to
it in the Operating Agreement;

“Operations” means operations and activities carried out under the Operating Agreement and
the Joint Operating Agreement and includes Exploration, Development and Producing or
any of them as the context permits;

“Party” or “Parties” means respectively a party or parties to this Agreement and their
respective successors and permitted assigns; .

“Participating Interest” means the undivided percentage interest of each of the Oil Companies
in the Venture Assets immediately prior to the assignment to the State of its Venture
Interest. At the date of this Agreement the respective Participating Interests are :

Arco 10.0%
Australian 1.5%
Canadian 7.5%
EPNG 62.5%
Sunray 12.5%

“Petroleum Income Tax” and “Additional Profits Tax” have the same meaning in this
Agreement as the meaning asctibed to them in the Income Tax Act 1959;

“Positive Day” has the meaning ascribed to it in Clause 13.1;
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“Producing” means activities involved in or in relation to producing, treating, transmitting,
transporting, storing or handling of Petroleum produced from within the Area, and
includes extraction of Petroleum by any permitted method, and all work and operations
necessary or convenient for the foregoing,;

“Praduction Share” has the meaning ascribed to it in Clause 13.1;
“Shortfall Period” has the meaning ascribed to it in Clause 13.1;
“Simple Interest” has the meaning ascribed to it in Clause 13.1;
“Specified Volume" has the meaning ascribed to it in Clause 14.1;

“Yenture Assets” means Property whether real or personal owned at the date the Stare gives
notice under Clause 13.3 or thereafter acquited as tenants in common—

{a) by the Qil Companies in proportion to their respective Participating Interests until
the State elects to acquire its Venture Interest, and thereafter

{b) by the Parties in proportion to their respective Venture Interests;

and includes the Licence, any Development Licences granted over the Area, materials,
plant, and equipment and any Petroleum discovered in the Area;

“Venrure Interest” means the undivided percentage interest from time to time in the Venture
-Assets and Operations of a Party after the assignment to the State of a percentage mterest
in the Venture Assets and Qperations;

“Works and Facilities" and “Works or Facilities” have the meaning ascribed 1o them in Article
15; :

“Block”, “Norm Price”, “Petroleum”, and “Royalty” have the same meaning in this
Agreement as the meaning ascribed to them in the Offshore Act.

ARTICLE 2 INTERPRETATION .
2.1 In this Agreement unless the context otherwise requires—

{(#) monetary references are references to Papua New Guinea currency unless otherwise
specifically expressed;

(b) the headings do not affect the interpretation ot construction;-

(¢) reference to an Act includes the amendments to that Act for the time being in force and
also to any Act passed in substitution therefor and any regulations for the time being in
force thereunder;

{d) words importing the singular include the plural and vice versa;

(¢) words importing any gender include the other genders;

(fi references to a person inciude a corporation and vice versa;

(g) reference 1o an Article, Clause or Subclause is to an Article, Clause or Subclause of this
Agreement;

(b) reference to a Minister shall mean the Minister for the time being having responsibility
for the particular subject matter according to the context

2.2 Where any provision of this Agreement constitutes an undertaking by one of the Parties to
meke a payment or to perform some act or to carry out some obligation or to assume some
responsibility or liability or to grant some right, concession or advantage that Party shall by its
execution hereof be deemed to have covenanted and agreed with the other Party accordingly and
where any such provision constitutes such an undertaking by the Qil Companies there shall be deemed
to be a covenant and agreement by all of them jointly and each of them severally in respect of such
undertaking.

ARTICLE 3 EFFECT ON AND OF OTHER LAWS

3.1 The Atticles and Clanses listed in Clause 3.2 are to have the force of law and apply
notwithstanding anything to the contrary in any other law in force in Papua New Guinea, and no law
at any time in force in Papua New Guinea made after the commencement of this Agreement shall affect
those Articles and Clauses: .

(4) unless the contrary intention appears expressly in that law; or-
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(b} except as provided by this Agreement.
3.2 The provisions of Clause 3.1 shall apply to the following:
(e} Article 5
(B Article 6
(¢} Clause 17.6
(d) Clause 28.1

ARTICLE 4 CONDITIONS PRECEDENT

4.1 As soon as reasonably practicable after execution of this Agreement the State shall introduce
and sponsor in the National Parliament in 2 form agreed upon by the Parties, a Bill for an. Act to
approve this Agreement and to give the force of law to the Articles and Clauses specified in Clause 3.2.

4.2 This Agreement shall be void and of no effect and none of the Parties shall have any claim
against any other Party with respect to any matter ot thing arising out of, done or performed under this

Agreement unless the Act referred to in Subclause 4.1 (4) shall come into effect prior to 31st day of
March, 1977, :

ARTICLE 5 CURRENCY

5.1 Words and expressions which have a certain meaning where used in the Foreign Exchange

Regulations made under the Central Banking Act 1973 shall have the same meaning where used in this
Article 5.

5.2 The Oil Companies shall be entitled to retain in foreign currency outside Papua New Guinea
proceeds of sale of all Petroleum produced by the Oil Companies and exported overseas to.the extent
necessaty to enable the Oil Companies to meet their obligations to pay foreign currency during the
ensiling three (3) months in respect of:

() the principal of, interest and services charges on and other fees and expenses related to
loans made to the Qil Companies in foreign currency for purposes of their operations
under this Agreement by persons not resident in Papua New Guinea, where the terms of
such loans have been approved by the Bank of Papua New Guinea under the Foreign
Exchange Regulations; and :

(k) commitments in foreign currency to persons not resident in Papua New Guinea for the
supply of goods and services to the Qil Companies (including capital goods and services -
of foreign employees and consultants); and

(¢) commitments in respect of dividends payable to shateholders resident outside Papua New
Guinea;

provided thar the amounts concerned are established to the reasonable satisfaction of the State.

5.3 Where amounts of foreign currency expected to be required by any of the Oil Companies for
the purposes described in Clause 5.2 in any three month period exceed the amounts of foreign
currency earnings expected to be received by any of the Qil Companies in that period, such Oil
Company may request the State to hold foreign currency for it to the level of the possible shorefall but
not exceeding foreign currency requirements for purposes of loan repayments whereupon— -

(@) the Qil Company conceened shall notify the State of the amount of the expected shortfall
and the currencies in which the shortfall is likely to occur;

(b) the State, after consultation with the Bank of Papua New Guinea, will advise the Oil
Company concerned of the Kina equivalent of the shortfall at the exchange rate then
prevailing,

() the Oil Company concerned will lend to the State and the State will borrow from the Oil
Company concerned that amount in Kina;

{d) 'the State through the Bank of Papua New Guinea will hold deposits of foreign exchange
in the currency to which payments will be made and of amounts sufficient to make such

_ payments in accordance with the notice which the Qil Company concerned has given to
the State under Subclause 3.3{a);

(¢} the State will pay interest to the Qil Company concerned on such foreign currency
" deposits at a rate per annum which is the rate which the Bank of Papua New Guinea
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earns for the State on those deposits less one half of one percent (0.5%) per annum to
cover the Bank of Papua New Guinea'’s administrative and overhead costs; and

() the State will repay any loan made by the Qil Company concerned under this Clause 5.3
in the currencies in which the deposits are held at the time payments in those curfencies
by the Oil Company concerned are due, such aricunts in foreign curreticy to be applied
in discharge of the Kina amount of the original loan at the exchange rate rling at the
time of the original loan.

5.4 The Oil Companies will not be subject to or fimited by regulations or statutes relating to
foreign exchange and the control thereof that are less favourable 1o the Oil Comipanies or any of them
than the regulacions and statiites of general application to persons dealing with foreign exchange in
Papua New Guinea nor will regulations or statutes relating to foreign exchange and the control thereof
be applied in relation to any of the Oil Companies in a mdnner less favourable to them thaa the maniner
in which they are generally applied to others to whom they are applicable.

5.5 At all times the Oil Companies shall have the righit to buy and sell Kina at rates of exchange
rio less favourable than those available to other commercial buyers afid sellers of that currency.

5.6 The Oil Comparies may establish foreign currency accounts in Papua New Guinea PROVIDED
THAT such deposits do not contravene Exchange Control requirements and contain deposits considered
by the Government to be reasonable in relation to the Oil Companies’ needs. o

5.7 Unless otherwise directed by the State and except as provided in Clauses 5.2 and 5.6, each Oil
Company shall convert all its foreign cuirency earnings from Operations under this Agreement into
Kina and remit the proceeds to Papua New Guinea to a bank account in the name of the Oil Company
fof its se.

5.8 Notwithstanding ariything to the contrary in the Acts, the National Investment Development
Authoriey Act, the Income Tax Aét or other legislation applying to the Operations, the Oil Companies
tay— ’

() keep their books of accotint and other records i both Kira and United States dollars;
and

(k) make all calculations under 4ny statute ot regulation (including but without limiting the
generality of the foregoing ¢alculations for Royalty, Petroleum Income Tax, Additional
Profits Tax} and for Fotegone Prodiction, and Specified Volume and other matters
arising under this Agreement, the Operating Agreement and the Joint Operating
Agreement in Kina or United States dollars. When applying for the first Developmierit
Licerice. within the Area each Qil Comipany shall elect to make such calculations
thereafter in either Kina or United States dollars, If such calculations are made in United
States dollars cthe Seate shall dccept payment of such taxes and other moneys in Kina
converted from United States dollars as provided in the following formula :

K=8xD

where, _

K means the sum in Kina payable to the State for any of the stated purposes;
S means the sum expressed in United States dollars to be converted fo Kina;

D mieans the miean of the average of the Daily Published Buyirig and Selling Rates
of Kina against the United States dollar diring the Budget Year, or in the case of
Royalty during the month, for which the calctilation is being made. The “Daily
Published Buying and Selling Rates” means the buying and selling rates from time

_to time publishied by the Bank of Papua New Guinea or such other buying and

“selling rates as may from time to time be published and recognised by the State as
the official buying and selling rate. In calculating the mean of the average of the
Daily Published Buying and Selling Rates the average of the buying and selling
rates applying on each day on which the Bank of Papua New Guinea is open to the
public for business transactions shall be aggregared dnd the result divided by that
same number of days.

ARTICLE 6 NIDA REGISTRATION

6.1 Notwithstanding anything expressly or impliedly o the contrary contained in the National
Investment and Developinetit Act 1974 and in particular notwithstanding the provisions of Section 4
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of that Act, the Oil Companies from the date of issue of the first Development Licence shall be deerqed
to be registered under that Act in respect of the activities of _Exploranon, Development and Producing
{but not including refining of crude oil} and other acrivities necessarily incidental thereto and

contemplated by or requtred to carry out Exploration or the Approved Proposals, on the following
conditions:

{4) the Oil Companies shall not without the approval of the National Investment and
Development Authority carry on’ any activities except those necessarily mc1dental to
Exploration ot the Approved Proposals; and

(b) the registration shall be for the duration of this Agreement and shall be deemed to be
cancelled upon the termination of this Agreement for any reason whatsoever.

ARTICLE 7 PROPQSALS

7.1 The Qil Companies shall submit to the State in support of any application for a Development
Licence and in addition to detailed proposals as required by section 30 of the Offshore Act:

(@) the financial analysis of prospective cash flows of the Operations,

(k) matters which the Oil Companies may consider relevant to support a request pursuant to
Clause 29.5 that the State ele¢t to acquire a Venture Interest less than the maximum
provided for in Clause 13.3.

7.2 The State shall treat as confidential all material and information supplied to the State under
Subclause 7.1(4) and under Section 28A(3) of the Offshore Act being the results of studies referred to
in Section 28A(2){2) and (h) of that Act PROVIDED THAT if this Agreement is terminated as provided
in Article 26 the marerial and information shall become the property of the State and may be used by
the State in such manner as it thinks fit.

7.3 If the Qil Companies desire to modify, expand ot otherwise substantially vary their activities
beyond those specified in any Approved Proposals, either by undertaking any new activity or by a
major expansion of activities specified in the Approved Proposals, the Qil Companies shall give notice
of such desire to the State and within two months thereafter shall submit to the State detailed proposals
in respect of the desired modification, expansion or variation,

ARTICLE 8 CONSIDERATION OF PROPOSALS

8.1 The State shall not unreasonably withhold its approval to the proposals referred to in
Subsection 30(1)¢) of the Offshore Act and if the State apptoves such proposals without amendment,
it shall notify the Oil Compeanies accordingly at the same time as the Minister serves on the oil
Companies the instrument under section 31 of the Offshore Act.

8.2 If the State does not intend to approve without amendment the proposals referred to in
Subsection 30{1)(c) of the Offshore Act, the State within three (3) months of receipt of such proposals
shall notify the Qil Companies that it wishes to :—

(4) defer consideration of or decision upon the same uatil such time 25 the Qil Companies
submit a further proposal or proposals in respect of some matter mentioned in Section
28A of the Offshore Act not covered by the said proposals and in such case the State shall
disclose to the Qil Companies the reasons therefor and specify the further proposal or
proposals; or

(b) approve the said proposals subject 1o the Oil Companies making such alteration thereto

or complying with such conditions as the State thinks reasonable and in such a case the
State shall disclose its reasons for requiring such alterations or imposing such conditions.

8.3 1If the decision of the State is to be as mentioned in Clause 8.2 the State shall afford the Oil
Companies full oppertunity to consult with it and should the Oil Companies so desire, to submit new
proposals either generally or in respect of some particular matter.

ARTICLE 9 TRAINING AND LOCALISATION

9.1 The Oil Companies holding a Development Licence in regard to any part of the Area shall
progressively replace foreign personnel (employed with the approval of the State) with Citizens, in
accordance with the training and localisation programme which forms part of the report furnished to
the Minister under section 28A of the Offshore Act PROVIDED THAT if the training and localisation
programme is disrupted by circumstances or events (whether or not they constitute force majeure
within the meaning of Aricle 11) which make it difficult- or impossible for the Oil Companies to
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comply with their obligations under such programme, the Oil Companies may give notice tl:le.reof o
the State, together with aleernative or revised plans to achieve the objects of the part of the training and

localisation programme which is ‘affected, and the State within one (1) month of that notice shall

either— _
{a) approve those alternative or revised plans; or

(b)) meet with the Qil Companies to discuss the alternative or revised plans. If such
discussions do not léad o the State's approval of alternative or revised plans, which
approvals shall not unreasonably he withiheld, the Oil Companies shall be bound by their
original obligations under the training and localisation programme, except that they shall
not be liable for any delay caused by following the procedures under this Subclause and

subject always to the Oil Companies being able to claim force majeure under Article 11.

9.2 The State shall give such assistance to the Oil Companies as is reasonably required in the
formulation of their training and localisation programme and in recruitment of Citizens, and under
normal conditions shall make available its facilities for vocational and technical training.

9.3 Training and instruction pursuant o the training and localisation programme shall be given by
employees or agents of the Qil Companies who are proficient in the English language.

9.4 {a) The Oil Companies holding a Development Licence jointly shall afrange in co-operation
with the State assignments for the State's Employees, not to exceed more than ten (10)
in any year or at any time, to the Qil Companies' operations, whether in Papua New
Guinea or overseas, to assist.in training such employees for managerial, professional, and
technical positions for the State PROVIDED THAT if any Oil Company being & patty to this
Agreement has fulfilled or parely fulfilled a like obligation under any like agreement with
the State to which the Oil Companies are also 2 party this Clause 9.4 shail be deemed to
have been fulfilled to the extent that.such like obligations have been fuifilled by the Ol
Companies,

(b} The salaries and other expenses of such Stare employees shall be borne by the State
PROVIDED THAT whilst any such State employee is directly engaged in the Oil
Companies' operations, salary and expenses of such employee shall be borne by the Oil
Companies. :

9.5 As far as is practicable the Oil Companies shall give first preference in employment to Citizens
whose place of origin is in the area of any Development Licence.

ARTICLE 10 LOCAL SUPPLIES AND BUSINESS DEVELOPMENT
10.1 The Oil Companies shall :

(a} use and purchase goods and services supplied, produced, or manufactured in Papua New
Guinea whenever the same can be obtained at competitive prices and on competitive
terms, conditions and delivery dates and are in all substantive respects of a quality
comparable with' those available from outside Papua New Guinea; and

(b

~

encourage and assist Citizens desirous of establishing businesses providing goods and

services for the Oil Companies’ operations and for any town constructed primarily for -

purposes of the Qil Companies’ operations and the residents thereof; PROVIDED THAT
the Oil Companies shall not be obliged or called upon to grant or lend money to any
Papua New Guinea Citizen or any local enterprise; and

(r) make maximum use of Papua New Guinea subcontractors where services of comparable
standards with those obtainable elsewhere whether inside or outside Papua New Guinea
are available from them at competitive prices, and on competitive terms, conditions, and
delivery or performance dates; and

(d) where it is necessary to import vehicles, machinery, plant or equipment, and such items
are not purchased direct from the manufacturer by the Oil Companies, effect the
purchase of such items through traders operating in Papua New Guinez, PROVIDED THAT
such items are available through such traders ar a competitive price, and on competitive
terms, conditions, and delivery date and provided always thar the Oil Companies shall not
be bound to comply with this Subclause in any case where compliance would adversely
affect the financing of the Oil Companies’ operations or any part thereof,
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10.2 Insofar as it is practicable, the Oil Companies shall give first preference in their assistance
under Subclauses (B) and (¢) of Clause 10.1 to Citizens originating from the sub-province in which
Petroleum is produced.

ARTICLE 11 FORCE MAJEURE

11.1 Any failure on the part of a Party hereto to'comply with any of the terms, conditions, and
provisions of this Agreement {except any obligation of the Oil Company to make payment of money
to the State) shall not be grounds for termination or give another Party hereto any claim for damages
insofar as such failure arises from force majeure, if the first-mentioned Party has taken all appropriate
precautions, due care and reasonable alternative measures with the objective of avoiding such failure
and of carrying out its obligations under this Agreement. That Party shall take all reasonable measures
to remove such inability to fulfil terms and conditions of this Agreement with the minimum of delay.

11.2 For the purposes of this Agreement, force majeure shell include war, insurrection, civil
disturbances, blockades, riots, embargoes, strikes, bans, limitations, and other labour disputes
(PROVIDED THAT the Oil Companies shall not be required to agree to a sertlement of any particular
labour dispute solely for the purposes of terminating a condition of force majeure), land disputes,
epidemics, earthquakes, storms, floods, or other adverse weather -conditions, explosions, fires,
lightning, breakdown of machinery or facilities, shortages of labour, transportation, fuel, power or
essential plant equipment, or materials or any other event which the party claiming force majeure could
not reasonably be expected to prevent or control, and in the case of the Oil Companies shall include
any delay or failure by the State to give any consent or approval required under this Agreement or
under any applicable law, bizt shall nor include any event caused by the failure to observe good oiifield
practice nor any event caused by negligence in the provision of adequate supervision of the Operation.

11.3 The Oil Companies shall notify the State on their becoming aware of an event of force
majeure affecting their ability to fulfil the terms and conditions of this Agreement, or any event which
may endanger the natural resources in the Area and ‘shall similarly notify the State on the restoration
of normal conditions. :

ARTICLE 12 EXTENSIONS OF TIME

12.1 Notwithstanding any provision of this Agreement, the State may at the request of the Oil
Companies from time to time extend any period referred to in this Agreement for such longer period
or substitute for any date referred to in this Agreement such later date as it thinks fir, notwithstanding
that at the time of such extension or substitution such period may have expired or such date may have
been passed.

ARTICLE 13 STATE PARTICIPATION
13.1 In this Agreement, unless the contexr otherwise requires :

"Acc?mulated Liability” means an amount calculated in accordance with the following
ormula :

AL = §VI (E+D+0C) +§ ~F

where,

AL is the State's Accumulated Liebility to an Qil Company;
SVI1 is the State's Venture Interest expressed as a fraction;

E is the amount of allowable exploration and prospecting expenditure as defined
in Subsectiot 164E(1) of the Income Tax Act 1951 or which would have been
allowable but for an election under Section 164T of that Act spent by the Qil
Company in or in relation to the area between September 1, 1975 and prior to the
issue of the first development licence over part of the Area and in recognition of -
exploration and prospecting operations conducted by the Parties pursuant to rights
or titles held by them prior to September 1, 1975 such additional amounts of
allowable exploration and prospecting expenditure, defined as aforesaid, spent by
the Oil Company in or in relation to the Area prior to September 1, 1975 and
within 11 years prior to the issue of the first development licence over part of the
Area, PROVIDED THAT if the term of the licence is extended as provided in Section
23A of the Offshore Acr thereafter the amount of allowable exploration and
prospecting expenditure, defined as aforesaid, shall be reduced each year during
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such extended term by the amount borne by the Oil Company of the total amount
expended with the approval of the Operating Committee on Operations during the
12th year preceding that year.

D is the sum of the amounts of allowable capital expenditure and allowable
exploration and prospecting expenditure as defined in Sections 164A and 164E of
the Income Tax Act 1951 or which would have been allowable but for the election
under Section 1647T of that Act spent by the Oil Company in or in relation to the
Area after the issue of a Development Licence -and during a Shortfall Period,

OC is the amount spent by the Oil Companies on Operations during a Shortfall
Period and not included in E or D;

'S is the amount paid by the Oil Company to the State under Clause 13.7;

F is the value at Norm Price of Foregone Production received by the Oil Company
less zny amount paid under Subclauses 13.8(4) and (b),

“Faregone Production” means the volume of the State’s Production Share foregone in favour
of the Oil Companies or any of them in sansfactlon or part satisfaction of the items
referred to in Clause 13.8,

“Positive Day” means a day on which the State's Accumulated Liability to an Qil Company is
reduced to zero;

“Productlon Share” means a proportion of the Petroleum produced from within the Area
equal 1o a Party's Venture Interest which a Party from time to. time may be entitled to
receive and separately dispose of;

“Shortfall Period” means a continuous interval of time during which the State has and
continues to have an Accumulated Liability to any one or more of the (il Companies;

“Simple Interest” means a percentage interest rate equal to 5 percentage points in excess of—

(@) the annual rate of interest on domestic corporation borrowings rated AAA in the
U.S.A. as published in the Survey of Current Business by the U.S.A, Department
of Commerce—Bureau of Economic Analysis applying at the date of issue of the
first Development Licence issued over part of the Area, such rate to be adjusted
quarterly; or

(&) if such rate is not published, a comparable rate determined in such manner as the
Parties shall agree;

13.2 (a) The Parties shall settle the terms of the Joint Operating Agreement as sooni as
practicable. Except as provided in Article 27, that Agreement shall accord substantially
-with the Operating Agreement but shall be subject to the terms of this Agreement and
in the event of inconsistency, this Agreement shall prevail;

(B) The Joint Operating Agreement shall take effect when the last of the Parties executes
such Agreement.

13.3 (@) The State may acquire an unencumbered interest in the Veneure Assets and Operations
to 4 nominated percentage (not exceeding 22} percent either of such Venture Assets and
Operations or of the Participating Interest of any particular Qil Company) by giving
notice to each Oil Company. to that effect within four (4) months after the issue of the
first Development Licence over part of the Area. On and from che first day of the
calendar month next following the month in which the State gave notice as aforesaid the
Venture Interest of each Oil Company shall be equal to its Participating Interest
appropriately reduced by the interest acquired by the State;

(b) As soon as practicable after the State has given notice pursuant to Subclmse 13.3(4), the
Parties shall execute the Joine Operating Agreement (if not already executed) and shall do
all things necessary formally to vest that Interest in the State;

{¢) If within ewo (2) months after the issue of the first Developmerit Licence over part of the
Area the State has not given notice under Subclause (4} the Oil Companies within the
third month after the issue of that Development Licence shall give notice to the Prime
Minister that such election has not been made by the State. Thereafter if a notice under
Subclause {4} is not received by the Qil Companies within the time specified in Subclause
(@} the Stare shall be deemed to have elected not to acquire a Venture Interest.
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(d) Porthwith after giving notice under Subclause 13.3(4) electing to acquire 2 Venn_xre
Interest the State shall be entitled to attend and vote at all meetings of the Operating
Committee and to receive notice and agendas for all such meerings.

13.4 Except as otherwise provided in this Agreement each Party shall take in kind its Production
Share produced and saved from the Area.

13.5 During each Shortfall Period :—

{a) the State shall forego its Production Share in favour of those Qil Companies to which the
State has for the time being an Accumulated Liability and the said Companies shall be
entitled to and shall take all such Foregone Production free of encumbrance in the several
praportions which each such Oil Company's respective Venture Interest bears to the sum
of the Venture Interest of all such Companies; .

{5 an Oil Company shall be entitled to recoup out of Foregone Production—
(i) the State’s Accumulared Liability to such Oil Company; and

(ii} Simple Interest on the State’s Accumiulated Liability commencing as the case may
be on and from either; ' :

aa. the date of the notice by the State under Clause 13.3, or

bh. the date on which such Oil Company reimburses the State under Clause
13.7, and .

computed calendar monthly from the 1st day of each such month on the mean of
the balances of Accumulated Liability ar the opening of business on the first day
and closing ‘of business on the last day of the calendar month for which the
calculation is being made PROVIDED THAT in determining the balance of
Accumulated Liability ac the close of business on the last day of the menth, no
reduction of the Accumulated Liability for that month shall be taken into account
and in lien thereof the amount of Simple Interest payable for the month shall be
reduced by an amount equal to Simple Interest calculated on the amount by which
Accumulated Liability is deemed to have been reduced in that month as provided
in Sub-clause 13.8(c) computed for the period commencing from the date
Accnmdat:led Liability is deemed to have been reduced to the last day of that
month; an

(¢) sales of Petroleum produced from the Area by an Oil Company, to which the State has
for the time being an Accumulated Liability shall be deemed to have been composed of

portion of that Oil Company's Production Share and portion of Foregone Production

teceived by that Qil Company in the respective proportions which that Qil Company’s
Venture Interest bears to the product of the State’s Venture Interest and that said Qil
Company's- Venture Interest divided by the sum of the Venture Interests of all Oil
Companies to which the State had an Accumulated Liability at the time of each such sale.

13.6 (4} Except as provided in Subclause (b) the Parties shall bear all the costs of the Operations
in proportion to their respective Venture Interests;

_ {5 Subject w Clause 13.10 during each Shorefall Period the Qil Companies shall bear ali the
costs of the Operations in proportion to their respective Participating Interests until the
occurrence of the first Positive Day. Thereafter, during the balance of each such Shortfall
Period the said costs shall be borne as follows :

(i) by each Oil Company to which the State for the time being has no Accumulated
Liability—as to a percentage equal to its Venture Interest;

and as to the balance

(i) by those other Qil Companies to which the State for the time being has amw

Accumulated Liability—in the several propottions which each such Company's
respective Venture Interest bears to the sum of the Venture Interests of all such
Companies PROVIDED THAT if during 2 Budget Year after a Positive Day all of the
Oil Companies to which the State has an Accumulated Liability give notice to the
other Oil Companies and produce evidence that the State’s Venture Interest share
of the costs of the Qperations for the Budget Year exceeds the value of its
Foregone Production for the same period all Oil Companies shall forthwith
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commence and thereafter continue to bear the costs of the Operations until the
next Positive Day in proportion to their respective Participating Interest.

13.7 If during a Budget Year or part thereof which is not a Shortfall Period, the State gives notice

to the (il Companies and produces evidence thar the State’s Venture Interest share of the costs of the -

" Operations for the preceding period of that Budget Year exceed the proceeds received by the State
from disposal of the Stare’s Production Share for that period the Oil Companies shall in proportion to
their respective Participating Interests and within sixty (60) days after receipt of such notice and

- evidence reimburse the State the amount of such shortfall.

13.8 Foregone Production taken by an Oil Company shall be applied in the following order of
priority: .
(4) to pay Rovyalty under the Offshore Act on such Foregone Production;

(b) to pay Simple Interest on the State’s Accumulated Liability calculated as provided in
Clause 13.5; '

() to reduce the Accumulated Liability to the said Oil Company. Any reduction of
Accumulated Liability under this Subclause 13.8(¢) shall be deemed to be made on the
day the Oil Company is to receive payment as provided in any contract of sale for
Petroleum, which date shall be consistent with and reflect terms of credit allowed or
recognised by the Minister as provided in Section Sch. 3.4 of the Offshore Act or as
otherwise agreed upon between the State and the Oil Company.

13.9 Any righes under this Agreement in respect of unsatisfied Accumulated Liability shall cease
and the State shall not be looked to for recoupment or reimbursement thereof

{a) by any Oil Company cn termination of this Agreement as provided in Article 26, or

(b) by an Qil Company upon its withdrawing from this Agreement and surrendering its
Parcicipating Interest or Ventutre Interest in the Licence and in all Development Licences
over any part of the Area;

13.10 When electing to acquire its Venture Interest and thereafter at any Operating Committee
meeting at which Operations and 2 Budget are to be agreed upon for a Budget Year, the State may
elect to contribute all or part of its Venture Interest share of costs or expenses of any Operations in
respect of which an Accumulated Liability would otherwise accrue to any Qil Company.

13.11 Each Oil Company shall within 30 days after the issue of the first Development Licence and
thereafter, if the State has a Venture Interest, not less often than half yearly unil it shall have recouped
the amount of the State's Accumulared Liability, furnish to the State details of and the amount of such
Accumulated Liability for the time being. The State may require reasonable verification of such details
and amounts including an audit as provided for in the Qperating Agreement or the Joint Operating
Agreement as the case may be,

'13.12 Notwithstanding the provisions of Clause 13.7, if the Operating Committee resolves that a
“Petroleum Pool” {which expression shall have the same meaning in this Clause as ascribed to it in the
Offshore Act) has been depleted in accordance with good oilficld practice and that to continue
Producing from that Petroleum Pool cannot be justified for technical or economic reasons ;

(2) the_cost of plugging and abandoning all wells drilled into the Petroleum Pool; and

(b} other costs and expenses paid or incurred in respect of dismantling, removing, disposing
of, or otherwise dealing will all structures, installations, plant and equipment. which are
Venture Assets and which had been required for Producing from the Petroleum Pool;

shall be borne by the Parties in proporiion to their respective Venture Interests.

ARTICLE 14 DISPOSAL OF STATE'S PRODUCTION SHARE

14.1 “Specified Volume” means that part of the Srate’s Production Shate which the State wishes
an Oil Company to dispose of and specifies in a notice under Clause 14.2.

14.2 Within 30 days after the Operating Committee Meeting to agree upon Operations and a
Budget for any Budget Year in which it is expected that 2 Positive Day will occur the State may give
notice to the Oil Companies stating the Specified Volume for that Budget Year for any or each Qil
Company. Thereafter, the State may give not less than 3 months notice to-any of the Qil Companies
reducing ot increasing the Specified Volume. .
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14.3 (a) An Oil Company given notice under Clause 14.2 shall use its best efforts to dispose of
a Specified Volume at a price which after taking into account the matters provided for in
Section Sch. 3 to the Offshore Act will enable that Oil Company to account to the State
for an amount equal to Norm Price in respect of that Specified Volume;

() From time to time an Oil Company experiencing difficulty in disposing of any part of the
Specified Volume as provided for in Subclause (#) may notify the State accordingly and
thereafter and that Qil Company will negotiate in good faith in an effort to resolve che Oil
Company's difficulty;

{¢) All contracts of sale by an Oil Company of any of the State’s Production Share shall be
only for such reasonable periods of time as are consistent with the minimum needs of the
industry under the circumstances, but in no event shall any such contract be for a peried
in excess of one year. ‘

14.4 Following disposition of any of the Specified Volume zn Oil Company shall account to the
State on whichever shall be the eatlier of : - '

{a) the date three (3) months after taking delivery at.the ship’s loading flange of the relevant
part of the Specified -Volume; or

(b} whichever of the following dates shall be appropriate :

(i) if the sale is at arm’s length as defined in Section Sch. 3.2 of the Offshore Act, '
seven (7) days after receipt of payment in full or part thereof; or

(ii) if the sale is other than at arm's length as aforesaid, seven (7) days after the day the
Oil Company is to receive payment as provided in the contract for sale for any
Petroleum which includes any part of a Specified Volume.

14.5 Upon an Oil Company first becoming aware that a Positive Day has occurred or is likely to
occur during a Budget Year which had not been expected at the time of 4n Operating Committee
meeting as referred to in Clause 14.2 it shall notify the State accordingly. Such notice shall include—

() the date on which the Positive Day occurred or is expected to occur as the case may be,
and

{B) the volume of production expected to be available as the State’s Production Share for the
balance of the Budget Year.

If the Positive Day occurred prior to the date of such notice the notice shall be accompanied by a full
accounting for the volume of the State’s Production Share disposed of by such Qil Company during the
period berween the Positive Day and the date of the notice.

14.6 Within 30 days after an Oil Company gives the State notice under Clause 14.5 the State shall
give that Oil Company notice of the Specified Volume, if any, for that Qil Company for the balance of
the current Budger Year. :

14.7 Any Oil Company giving notice under Clause 14.5 shall not dispose of any of the State’s
Production Share between the date of that notice and receipt by it of a notice under Clause 14.6 except
to the extent necessary to satisfy any contract-entered into bona fide before the date of the notice under

Clause 14.5 in which event the Qil Company shall account to the State in the manner provided in
Clause 14.4,

14.8 The Joint Operating Agreement shall provide for equitable adjustment on a regular periodic
basis for any imbalance which may cccur between the Production Share of each Party and the volume
of Petroleum taken by or on behalf of the respective Parties and adjustment of any significant disparity
in payment of operating costs and expenses caused by such imbalance.

ARTICLE 15 STATE ACQUISITION AND OWNERSHIP OF FACILITIES

15.1 “Works and Facilities” and “Works or Pacilities” as the context permits means any of the
installations and infrastructure provided for the Operations by either the State or the Oil Companies
and capable of being used by the Qil Companies, the State, Citizens or other persons carrying on
business in the locality thereof without interferring with the use thereof by the Oil Companies.
Withoue limiting the generality of the foregoing the Parties envisage that Works and Facilities—

(4) include air fields, roads, ports, water supply, and sewerage facilities, except to the extent
that any of them are utilised to their full capacity by the Oil Companies, and
39 .
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(9 do not include residential accommedation and administration buildings, installadions, and
infrastructure directly used in Producing,

PROVIDED THAT provision by the Department of Posts and Telegraphs of facilities and services shall be
the subject of a separate agreement.

15.2 (a) At any Operating Committee Meeting at which construction of Works and Facilities is to
be approved the State may by written notice to the Qil Companies elect to provide the
costs, of patt thereof, of any such Works and Pacilities; and '

(b} at any time after their construction the State may by notice require the Oil Companies to
transfer to it ownership of any Works and Facilities. As soon as practicable after-such
notice the Oil Companies shall do all things necessary to transfer to the State title to the
Works and Facilities nominated in the notice.

15.3 Where the State requires the (il Companies to transfer to it any Works and Pacilities as
provided in Subclause 15.2 (#) the State shall pay to the Oil Companies, by annual instalments as
provided in Subclause 15.3(#} a putchase price equal to the then deépreciated value of such Works and
Facilities, and the Oil Companies shall pay to the State annual capital user charges as provided in
Subclause 15.3(5).

{a) The Oil Companies each Budget Year shall nominate the amount of the annual
instalments of the purchase price which shall be equal to the annual amount of
depreciation that the Oil Companies could have claimed {and would have been entitled
to claim) as a deduction allowable under the Income Tax Act in respect of that Work or
Facility but for the transfer or ownership to the State. (It is the intention of the Parties
that such instalments of purchase price shall not be assessable income in the hands of the
Qil Companies for the purpose of assessment of Petroleum Income Tax);

(b) The Qil Companies shall pay to the State within seven (7) days of the receipt of any
instalment referred to in Subclause 15.3(a) a capital user charge equal to the said
instalment. (It is the intention of the Parties that such capital user charge shall be a
deduction allowed under the Income Tax Act for the prupose of assessment of Petroleum
Income Tax and Additional Profits Tax), :

(¢) If operations permanently cease in or in relaticn to the Area and as a result the State
ceases to pay any instalment referred to in Subclause 15.3(«), the Oil Companies shall
have the right ro claim a deduction, as provided by the Income Tax Act for the purpose
of assessment of Petroleum Income Tax, and Additional Profits Tax equal to the amount
thiat the Oil Companies would have claimed (and would have been entitled to claim} but
for the transfer of ownership of that Work or Facility to the State.

15,4 If at any time the State acquires or provides any Works or Facilities under this Article 15, the
State shall thereupon assume responsibility for maintaining the assets to a proper standard and shall
charge the Oil Companies a maintenance charge (which may include an equitable proportion of direct
operating costs) limited to the costs of that maintenance PROVIDED THAT the amount of such
maintenance charge shall be reduced by any amount spent by an Qil Company under Clause 15.5.

15.5 Where the State has provided or acquired Works or Facilities for the purposes, of, or under
this Agreement and fails propetly to maintain the same the Oil Companies may, after 30 days notice to
the State, and at their own expense, carry out such work as is necessary to bring the same up to a
proper standard.

ARTICLE 16 USE OF FAGILITIES BY THIRD PARTIES

16.1 A third party will be permitted to use Works and Facilities acquired from the Oil Companies
by the State and not utilised to their full capacity. The State undertakes to ensure that the third party
will be required to pay a proportiotiate share of any operating, maintenance overhead and capital costs
in respect of such Works and Facilities among other things having regard to: '

() the extent of the proportionate usage and likely future usage of the Works or Facilities by
the third party and the Oil Companies;

(b) the respective extents to which services are provided to the Qil Companies and the third
party (where the Facility is a service Facility);

(c) any other factof which results in or is likely to result in significant damage to or
deterioration of the Work or Facility,
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16.2 ‘The State, the Oi! Companies, and a third party shall agree upon an amount which the third
party will pay to the Oil Companies (notwithstanding any prior transfer of the relevant Works and
Facilities to the State under this Agreement) in United States dollars or the Kina equivalent ar the date
of payment a capital contribution reflecting the extent of the third party's intended use of the Works
and Facilities,

16.3 Where the State provides the cost of any modification improvement extension or expansion
of any Works or Facilities to meet the needs of the Oil Companies the State may charge the Oil
Companies a capital user’s charge in respect of that Work or Facility to allow for the recoupment over
a reasonable period of the amount expended in providing the said cost by the Srate together with a
reasonzble return thereon.

16.4 Notwithstanding anything contained in Article 15 or Article 16 all such Works and Facilities
not acquired and managed by the State shall continue to be managed by the Oil Companies and the Qil
Companies ghall have priority of use thereof over all other users.

ARTICLE 17 RATES AND DUTIES

17.1 Subject to any requirement of defence, foreign wade or foreign policy of this State, the
safety of the public and quarantine and to the obligations of the State under multilateral international
agreements to which the State is a party the Qil Companies any Affiliated Corporation and the agents
and contractors of the Oil Companies or of any Affiliated Corporation shall have the right to acquire
import into and move within Papua New Guinea and use any plant machinery equipment vehicles
explosives fuels reagents and supplies which have a specialised application and use in the Operations
and to export from Papuz New Guinea the petroleum (whether processed or otherwise) resulting from
the Operations. '

17.2 The Oil Companies shall be subject to import duties and leviés of general application in
accordance with Papua New Guinea law from time to time except as hereinafter provided. :

17.3 No tate, tax, charge, due, duty, tariff, or other levy shall be applied to or be payéble by the
Oil Companies on the export of or in respect of the right to export Petroleum from Papua New Guinea
by an Qil Company or a Related Company.

17.4 No rate tax rent charge due duty tariff or other levy and no legislation which discriminates
against all ot any of the Oil Companies or any member of an Qil Company or any beneficial owner of
shares in any. of the Qil Companies or any person engaged in the Operations shall be payable by or (as
the case may be) applicable to any of the Oil Companies or any such member or beneficial cwner or
person (as the case may be) in respect of the Operations or of any income arising directly or indirectly
therefrom PROVIDED THAT nothing in the Clause is intended to provide a basis for challenging the
validity of the petroleum income tax ot additional profits tax. -

17.5 Any import duty which is sought to be imposed on the importation of any plant machinery
equipment explosives chemicals or other supplies which at the time when such dury is sought to be
imposed are imported into Papua New Guinea solely for the purpose of and which have a specialised
application and use in the Operations and which is sought to be imposed at & rate in excess of the
average rate of duty from time to time payable on the importation into Papua New Guinea of the
Customs Tariff items numbered 118 275 309 313 320 and 341 04 as set out at the date thereof in the
Second Schedule to the Customs Tariff 1959 shall without in any way whatsoever limirting the
interpretation of Clause 17.3 above be deemed to discriminate against the Oil Companies.

17.6 No Local Government Rates or Provincial Government Rates o taxes on land calculated so
as to be other than approximately equal to a rate or tax calculated in relation to the unimproved capital
value of the surface rights of the land shall be payable by the Qil Companies in respect of land held by
the Oi! Companies, on which mining or industrial activities are carried on.

ARTICLE 18 CONSULTATION

18.1 The Oil Companies shall consult from time to time with representatives of the State and shall
furnish the State each six months with reports concerning the implementation of :

{#) the training and localisation programme

(¥) the provisions relating to local purchasing of supplies

{¢) the provisions relating to local business development and
(4) the provisions relating to environmental management.
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ARTICLE 19 INSPECTION

19.1 The Oil Companies shall at all reasonable times allow the properly accredited servants or
agents of the State (who shall establish their authority on request) to inspect any aspect of thg
Opetations and likewise to inspect and take copies of the books of account and records of the Oil
Companies relating to the Operations and to any shipment, sale or use of products of such Operations.

ARTICLE 20 PATENT AND TECHNOLQGY RIGHTS

20.1 All new processes, new methods of manufacture and other technological or mechanical
innovations developed within the Oil Companies' Operations :

{«} shall remain the property of the Qil Companies, which shall apply for, take out and retain
such patents and other technology rights, in Papua New Guinea or elsewhere, as may be
necessary and desitable to protect the same; and

(h) shall not be sold, assigned, licenced, surrendered, or othetwise disposed of by the Oil
Companies except :

(i) on the basis of an arm’s length transaction; and

(if) with the prior approval of the State which approval shall not be unreasonably
withheld, - .

20.2 Contracts to which any Qil Company is a party providing for the purchase of the right to use
in the Operations any process, method or other technological innovation : ’

(#) which are not contracts at arm’s length, shall not be entered into without the prior
consent of the State which consent shall not be unreasonably withheld, and

(&) which are coneracts at arm’s length shall be submitted to the State for information.

20.3 For the purposes of this Article the term “arm’s length” shall have the same meaning as
ascribed to it in Section Sch. 3.2 of the Offshore Act, except that contracts for provision of services
which incidental to their performance require the use of any such process, method or other
technological innovation the patent rights to which are the property of any Oil Company or an
Affiliated Corporation of any Oil Company and which but for the provisions of Section Sch. 3.2 (¢)
would be at arm's length shall for the purposes of this Clause be deemed to be ar arm’s lengrth,

ARTICLE 21 ASSIGNMENT

21.1 The State may assign, without the consent of the Oil Companies, all or part of its Venture
Interest to any corporation, statutory or otherwise, formed in Papua New Guinea and either :

(@) wholly owned by the State, or

(b) wholly owned by the State and another corporation or other corporations, statutory or
otherwise formed in Papua New Guinea and which are controlled by the State and in
which the State has at least a 509 beneficial interest,

PROVIDED THAT vested in such corporation or corporations are powers and financial capacity sufficient
to enable such of the State’s continuing obligations under this Agreement as are assigned to such
corporation to be fulfilled. '

21.2 ‘Subject to Clauses 21.1 and 21.3 and with the consent of the other Parties which consent
shall not be unreasonably withheld, all or any of the Parties may assign, or otherwise dispose of their
interest or rights under this Agreement,

21.3 In the case of any assignment under this Article 21 the assignee shall undertake to the State
to assume, observe and comply with all the obligations of the assignor in relation to the matter assigned
or to the extent of the interest assigned as the case may be. After the giving of any such undertaking,
the assignor shall be relieved of its obligations under this Agreement in relation to the matter assigned
or 1o the extent of the interest assigned as the case may be without prejudice to pre-existing rights
accrued to-the State against the assignor.

21.4 Notwithstanding the foregoing provisions of the Clauses 21.2 and 21.3 but subject to normal
staturory approvals in force from time to time,

(a) any Oil Company may charge by way of fixed or floating charge the whole or any parr of
its Venture Interest to secure the repayment of, any payment of interest and other fees,
costs and expenses related to, all loans made to that Qil Company to finance the project;
and
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(%) the Oil Companies may mortgage and charge any specific asset (whether real or personal
property) to secure the purchase price thereof where such amount has been borrowed to
finance the purchase of thar asset; :

and any mortgagee or chargee under a mortgage or charge given by the Qil Companies may exercise all
rights of sale and other rights included in any instrument of mortgage or charge provided ir shall fiest
give the State ar least twenty-eight days’ notice of intention to exercise those rights. .

ARTICLE 22 ARBITRATION

22.1 If at any time there is any dispute, question or difference of opinion {in this Article 22
referred to as “Issue”) berween the Parties concerning the application of or arising out of section 99A
of the Offshore Act other than any dispute, question, or difference of opinion in respect of which
provision for settlement or determination is provided under the Income Tax Act 1959 the same shall,
subject to Clause 22.2, stand referred to the arbitration of a single arbitrator, and such reference shall
be considered a submission within the méaning of that expression given by the Arbitration Act 1951.

22.2 After any Issue has arisen between the State on the one hand and the Oil Companies or any
of them on the other hand, any Party to that Issue may at any time prior to the appointmem of an
arbitrator by concurrence of the Parties or putsuant to the Arbitration Act, 1951 by notice to the other
Party or Parties thereto elect that the prowsmns of this Clause shall apply to such Issue and in such
event :

{4) the Issue shall stand referred to the arbitration of three arbitrators, one of whom shall be
appointed by the State and one of whom shall be appointed by the other Party or Parties
to the Issue and the third of whom shall be agreed upon by the State and the other Party
or Parties to the Issue in writing, and in default of agreement with fourteen (14) days
after the State gives notice to the other Party or Parties to the Issue or the other Party or
Parties to the Issue give notice to the State requiring the appointment of such a third
arbitrator, shall be appointed in accordance with the provisions of the Arbitration Act
1951 from a panel of five (5} arbitrators to be nominated within a further period of
fourteen (14) days thereafter by the President and Chairman of the Board of Directors
{or failing him the Chief Executive) not being a Citizen of Papua New Guinea of the
Asian Development Bank (o, failing such nomination, from any panel of arbitrators
which the person or body appointing the third arbitrator considers satisfactory) PRO-
VIDED THAT no person shall be eligible for appointment as a third arbitrator {unless the
State and the Qil Companies otherwise agree in writing in any particular case) if at the
time of his proposed appointment he is or has been at any time prior thereto a citizen or
tesident of Papua New Guinea, the Commonwealth of Australia, Canada, or the United
States of America;

¥

—

if any arbitrator refuses to act, is incapable of acting or dies, a new arbitrator shall be
appointed by the party appointing the original atbitrator or (in the case of the third
atbitrator) in accordance with the procedure provided for in Subclause 22.2(a);

(¢) if on such reference one Party fails to appoint an arbitrator either originally or by way of
substitution as aforesaid within fourteen (14) days after the other Party (having appointed
its arbitrator) has given to it notice to appoint such arbitrator, the arbitration may proceed
in the absence of such arbitrator; and

(d) such arbitration shall be heid at such place (whether inside or outside Papua New Guinea)
as the arbitrators determine.

22.3 If any Party to any arbicration under this Clause so requests the arbitrator or arbitrators shall
state, in the form of a specxal case for the opinion of the National Court of Papua New Guinea, any
question of law arising in the course of the reference, and any opinion given shall be subject to the
normal right of appeal.

224 An award made on an arbitration shall have force and effect as follows—

() if by the award it is adjudged chat the decision of the State is correct then the decision of
the State in respect to the Issue shall stand; but

(b) if the arbitrator adjudges that the decision of the State is incorrect then he shall further
adjudge what the Norm Price should be in which event the decision of the Arbitrator
shall be binding on the Parties.
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ARTICLE 23 1AW APPLICABLE

23.1 This Agreement shall be governed by and construed in accordance with the law of Papua
New Guinea.

ARTICLE 24 VARIATION

24.1 The Parties may from time to time by agreement in writing add to, substitute for, cancel or
vary all or any of the provisions of this Agreement, the Licences, any Development Licence, or any
lease, licence, right or grant granted hereunder or pursuant hereto or any programme, proposal or plan
approval hereunder, for the purpose of more efficiently or satisfactorily implementing or facilitating any
of the objects of this Agreement. -

24.2 Where an agreement made pursuant to Clause 24.1 constitutes an alteration of any Article or
Clause referred to in Clause 3.2, the variation agreement shall concain 2 declaration to that effect, and
the State shall as soon as is practicable introduce and sponsor in the National Parliament a Bill for an
Act to approve that variation agreement and give force of law to the alteration of the rights hereunder.
That variation agreement shall be subject to the coming into force of the approving Act.

24.3 Any agreement made pursuant to Clause 24.1 which does not constitute an amendment of
any Clause referred to in Clause 3.2 shall be tabled by the State in the National Parliament within the
first ewelve (12) sitting days next following its execution. ' ‘

* ARTICLE 25 NOTICES

25.1 All notices, notifications, consents, approvals, undertakings, applications, requests, offers,
reports, returns, elections, and proposals required to be or which may be given, made, furnished or
submitted under this Agreement shall, unless the context otherwise requires, be in writing signed by a
Minister of the State or the Director of the Office of Minerals and Energy or (as the case may be) a
director or secretary or other designated representative of the Qil Companies, and if in writing shall be
sufficiently given, furnished or submitted if delivery at or posted by prepaid post.to the address for
service of the Party or Parties to whom it is to be given, made, furnished or submitted, and all such
communications if posted as aforesaid shall, unless proven otherwise, be deemed to have been received
in the ordinary course of post. )

25.2 The addresses for service :
{4) of the State shall be :
(i} for the purposes of Sub-clause 13.3(c)

The Prime Minister,

Central Government Offices,
Waigani,

Papua New Guinea

ot by post to ;

The Prime Minister,

Central Government Offices,

Wards Strip Post Office,

Waigani,

Papua New Guinea

Telephone: Port Moresby 27 1211

Telex: SENTROF NE 22144; and
(ii) for all other purposes :

The Ditrector,

Office of Minerals and Energy,

Konedobu, .

Papua New Guinea

or by post to :

The Ditector,

Office of Minerals and Energy,
P.O. Box 2352,

Konedobu,

Papua New Guinea
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Telephone: 23 1180
Telex: WABTRO NE 22211

(&) of the Qil Companies shall be :

Arco Australia Limited,
812 Bridge Streer,
Sydney, Australia

or by post to:

Arco Australia Limited,
G.P.O. Box 2521,

Sydney N.S.W. 2001,
Australia,

Telephone: Sydney 27 6901
Telex: 21297

Australian Superior Oil Company Limited,
4315 Australia Square Tower,

George Street,

Sydney, N.S.W. 2000

Australia,

Attention: N.U, Ledingham

Telephone: Sydney 27 2873
Telex: 21273

and to

Australian Superior Qil Company Limited,
First City National Bank Building,
Houston, Texas U.S.A.

or by post to:

Australian Superior Ofl Company Limited,
P.0. Box 1521, ,
Houston, Texas, 77001, U.S. A,

Attention: ]. E. Reid

Telephone: Houston 2245111
Telex; 77 5369

Canadian Superior Oil (Aust.) Pty. Ld.,
Theee Calgary Place,

355 Fourth Avenue S.W.,

Calgary, Alberta, T2P OJ3, Canada

Attention: H. J. Caine

Telephone: (403} 267 4110
Telex: 038 26640

Esso Papuz New Guinea Inc.,
C/- Exploration Manager, -
Esso Australia Limited,

127 Kent Street,

Sydney, N.8&.W. 2000

Telephone: 20557
Telex: AA20549

Sunray Australian Oil Company Inc.,
Suite 404, Cathay Building,

~ Singapore 9

Artention: T, Adame.

Telephone: 32 3032
Telex: RS§21591
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and to

Sunray Australian Oil Company Inc.,
P.0. Box 30,

2001 Bryan Tower,

Dallas, Texas, 75221, U.8.A.

Attention: W. R. Broocks.

Telephone: (214) 744 2222
Telex: 73 2323

Any Party may change its address for service by prior notice in accordance with this Article.

25.3 Where the Oil Companies are required to submit any plans, proposals, or other material for
the approval of the State, the date of submission shall be deemed to be the date on which the State
receives the said plans, proposals or other material.

ARTICLE 26 TERMINATION

26.1 The State may terminate this Agreement by notice to the Qil Companies in any of the
following events—

(#) if the Oil Companies abandon the Licence or repudiate their obligations under this
Agreement and Operations are not resumed or such default made good within a period
of sixty {60) days after notice as provided in Clause 26.2 is given by the State to the Oil
Companies;

(b) if the State can establish that in granting its approval to any proposal made under the
Offshore Act or otherwise it relied upon a statement made by the Oil Companies not
being an estimate based on judgement exercised in good faith on the application of
knowledge available at the time the estimate is made and it is shown the Oil Companies
intended such statement to be faise or misleading;

{¢) if the Licence or any extensions or renewal thereof is properly forfeited due to defaule by
the Oil Companies or is sutrendered under the Onshore Act;

(d) if the Oil Companies do not submit proposals in accordance with Article 7.

26.2 The notice to be given by the Seate in terms of Subclause 26.1(4) shall specify the nature of
the default or other ground so entitling the State to exercise such right of determination and where
appropriate and known to the State the Party or Parties responsible therefor and shall be given to each
of the 0il Companies.

26.3 For the. purposes of Clause 26.1(a) the Oil Companies shall not be deemed to have
abandoned the Licence or repudiated their obligations unless all persons for the time being bound,
whether as assignees of the Oil Companies or othetwise, to perform the cbligations of the Qil
Companies hereunder, have abandosed the Licence or repudiated the obligations.

© 264 This Agreement shall terminate on the expiry or surrender of the Licence and all
Development Licences issued over any part of the Arez or any renewal or extension of any of them.

26.5 If this Agreement is terminated after the grant of a Development Licence all scructuses,
installations, plant, and equipment:

(a4} which can be removed from the Area within six (6) months after the notice of termination
and without irreparable damage to the Area or any remaining structure, installations,
plant and equipment may be removed by the Parties; and

(b) all other structutes, installations, plant, equipment and non-movable assets of the Parties
in the Area shall thereupon become the property of the State without any cost to the
State or any liability for the State to pay compensation therefor, and freed and discharged
from all mortgages and other encumbrances. All materials, supplies and other movable
assets of the Parties in the Area which are fully depreciated for tax purposes shafl likewise
become the property of the Srate, but any such materials, supplies and other movable
assets which are not fully deprectated for tax purposes shall be offered by the Parties for
sale to the State at their depreciated value.

26.6 The Oil Companies shall do all such things as the State may reasonably require to give effect
to the provisions of this Article 26 and the Oil Companies shall make available to the State the results
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of the Investigations and Studies to the extent that they have been carried out by the Oil Companies
before the date of termination.

26.7 This Article 26 shall continue in force notwithstanding the termination of the rest of this
Agreement and may be sued upaon or enforced against the Oil Companies.

26.8 Termination of this Agreement under this Article 26 shall be without prejudice to any rights
of any of the Parties for any antecedent breach of covenant or agreement.

26.9 Nowwithstanding anything to the contrary contained herein, should any law, statute or
regulation be passed in Papua New Guinea or become effective in Papua New Guinea, subsequent 10
3ist March 1977, and should such law, statute or regulation abrogate or materially alter the
fundamental contractual rights or obligations of the Oil Companies heteunder, the Oil Companies shall
have the right to give the State 60 days notice of their intention to terminate this Agreement without
further obligation to the State except as to rights or liabiities in respect of any antecedent breach of this
Agreement.

ARTICLE 27 AMENDMENTS TO OPERATING AGREEMENT

27.1 For the purposes of this Article 27 the Operating Agreement shall be deemed to apply only
in respect of the Area, the Licence or any Development Liceace.

27.2 The Parties shall commence as soon as practicable to negotiate in good faith with.the
objective of agreeing on the form and content of a Joint Operating Agreement to accord substantially
with the provisions of the Operating Agrecment but o reflect;

(4) changes in the parties bound thereby and the circumstances of their association, and
(B) the possible acquisition by the State of a Venture Interest, and
{r) amendments necessary to give effect to the provisions of this Agreement.

27.3 If the Parties have not executed the Joint Operating Agreement at the date the State elects
to acquire a Venture Interest under Clause 13.3 the State shall as and from the date be deemed 1o be
a party to the Qperating Agreement with full rights to attend and vote at all Operating Committee
Meetings.

27.4 After the date of this Agreement the Qil Companies may not amend or replace the
Operating Agreement without the approval of the State.

27.5 Without limiting the generality of the foregoing the Parties agree that Article VII shall be
deleted in its entitety and:

{a) the following asticles or clauses of the Operating Agreement should be reviewed for the
putposes of Clause 27.2—

Clause 5.1, 6.2, and 6.3
Articles 1X, X, XII, XIII, and XVT; and

() that additional provisions be included in the Joint Opetating Agreement to provide for
Operations by less than ail parties to that Agreement.

ARTICLE 28 MISCELLANEOUS

28.1 No stamp duty or other fees or charges shall be payable o the State in respect of any
assignment or transfer of any Participating Interest or Venture Interest in the Licence or the Venture
Assets by an Qil Company to the State or to an Affiliated Corporation incorporated in Papua New
Guinea if such assignment is required to comply with the provisions of the Acts.

28.2 Subject to considerations of national security the State shall grant to the Oil Companies such
licences, permits and other rights and exemptions as are within its power to-grant and which reasonably
may be required by the Oil Companies to enable the Qil Companies to fulfil their obligations and enjoy
their rights and benefits under the Licence, the Acts, or this Agreement.

28.3 If the State elects to acquire a Venmure Interest thereafter the Parties shall own all the
Venture Assets as temants in common, however, the expenditure of the Qil Companies under this
Agreement shall be shown on the accounting records of the Oil Companies entirely as expenses,
charges, and costs of the Oil Companies in propottion to their respective Participating Interests and
shall be reflected for purposes of the fiscal dispositions of the applicable United States law in the
balance sheet and profit and loss accounts of only the (il Companies.
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28.4 Whether an election shafl be made to have this Venture excluded from the application of the
provisions of Sub-chapter K of Chapter 1 of Sub-title A of the United States Internal Revenue Code
of 1954, shall be determined by EPNG for each Calendar Year during which EPNG has incurred
expenditures under Article 13. The initial determination shall be made and furnished in writiag to the
other Parties no later than 15th April, 1977, and if requested by the Operator to do so, the State will
execute a tax agreement for United States tax purposes in a form to be approved by the Parties.

28.5 Consistent with tequirements of the law and national security the State shall use its best
efforts to have foreign workers and their dependants to be employed in the Operations in accordance
with the approved training and localisation programme expeditiously granted such permits as may be
necessary to authorise them to enter, re-enter, move within, remain in and depart from Papua New
Guinea and to work on or in connection with the Operations.

ARTICLE 20 NATURAL GAS AND GAS LIQUIDS

29.1 It shall be the responsibility of the Gil Companies to determine whether production of
Natural Gas or Natural Gas Liguids is commercial 2nd whether or not to construct and install facilities
to enable production of such Natural Gas or Natural Gas Liquids, :

29.2 Natural Gas and Natural Gas Liquids will be disposed of by the Parties at the fitst point of
measutement downstream from the outlet flange of the field gas separator in the Area beyond which
point the State’s Venture Interest shall cease.

29.3 Norm Price for all purposes for Natural Gas and Natural Gas Liquids will be the price
specified in contracts for its sale entered into with the prior approval of the State which will not be
unreasonably withheld.

29.4 Subject to the absence of Regulations to the contrary under the Acts the Oil Companies may
flare gas necessarily produced with crude oil and not needed in the Operations and the sale of which is
not economically justified, :

29.5 The State recognises that its election to acquire up to a 22.5% Venture Interest may prevent
the Oil Companies from producing on a commercial basis Natural Gas or Ges Liquids discovered in the
Area. Therefore, if the Oil Companies in a proposal under Clause 7.1 produce evidence that such
Natural Gas or Gas Liquids cannot be produced on a commercial basis if the State elects to acquire a
22.59% Venture Interest, the State will negotiate in good faith with the intention of agreeing on such
Il:.-ss.e:r Venture Interest a5 will allow a Natural Gas ot Gas Liquids project to proceed on a commercial

asis,

IN WITNESS whereof this Agreement has been duly executed by the Parties, the day and year first
hereinbefore written.

Signed for and on behalf of the Independent State 1 John Guise

of Papua New Guinea by the Governor General,

Sir John Guise, acting with and in accordance with John Guise,

the advice of the National Executive Council ; Governor General

C. Van Lieshout

Witness

Australian Oil Company Inc., by its duly consti-
tuted Attorney in the presence of :
Wendall J. Bares

Witness

Signed, sealed and delivered on behalf of Sunray } Thomas Adame, Jr.

Signed, sealed and delivered on behalf of Arco Walter E. Baker
Australia Limited by its duly constituted Attorney
in the presence of ; . '

Dezsee ]. Hajdu

Witaess
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The Common Seal of Canadian Superior Oil W.M. Blanshard
(Aust.) Pry. Ltd., was hereunto affixed by authonty
of the directors in the presence of : Director
N. V. Ledingham
Secretary
Signed, sealed and delivered on behalf of Aust- W.M. Blaoshard
ralian Superior Qil Company Limited by its duly :
constituted Attotney in the presence of :
N. V. Ledingham
Witness
Signed, sealed and delivered on behalf of Esso K. Richards
Papua New Guinea Inc., by its duly constituted
Anotney in the presence of :
F. M. Hooke
Witness

SCHEDULE 3.

Sec. 1.

Agreement No. 3.

THIS AGREEMENT made the day of , 1976 BETWEEN THE
INDEPENDENT STATE OF PAPUA NEW GUINEA (herein called “the State”) of the first part and
ENDEAVOUR OIL COMPANY N.L. (herein called “Endeavour”), ESSO PAPUA NEW GUINEA INC. (herein
called “EPNG"), and IOL PETROLEUM LIMITED (herein calied “IOL”) (herein called collectively “the
Oil Companies” which expression shall be taken to refer also to each such company severally) of the
second part :

WHEREAS

A. Petrolénm Licence number 6 issued pursuant to the Petroleum (Prospecting and Mining} Act 1951,
is held by the Oil Companies subject to their respective rights and obligations as specified—

(i) in the said Petroleum (Prospecting and Mining) Act 1951,
(i) in the said Petroleum Licence number 6,

(iif) in an agreement dated May 4th, 1971, between Endeavour of the first part and IOL (10L :
therin being referred to as “Interstate Qil Limited”) of the second part and certain other
agreements therein referred to, and

(iv) in an agreement dated the 9th May, 1975 among Endeavour and IOL of the one part and
EPNG of the other part,

in each case as varied by this Agreement;

B. The State recognises—

(i) that discovery of commercial quantities of Petroleum in Papua New Guinea will be of
major economic significance 1o the people of Papua New Guinea,

(ii) that to have the greatest likelihood of discovering commercial quantities of Petroleum the
State intends to rely on and permit companies such as the Oil Companies to explore for
and produce any Petroleum discoveries,
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(iii) that the Oil Companies will spend large sums of money on exploration _for Petroleum and
on development of facilities to produce any commercial quanitities of Petroleum
discovered, and

{iv) that the ability of the Oil Companies to spend amounts of money referred to above vgill
be dependent in part upon the certainty and long term stability of the terms upon which
the State permits the Oil Companies to opetate within Papua New Guines.

C. The State is anxious to ensure that the development of commercial discoveries of Petroleurn will
secure the maximum benefit for and adequately contribute to the advancement and the socidl and
economic welfare of, the people of Papua New Guines, including the people in the vicinity of the Qil
Companies operations in a manner consistent with their needs and the protection of their
environment. :

D. The State proposes to introduce and sponsor in the National Parliament by its first sitting in 1977,
2 Bill for an Act to provide for exploration for and production of Pettoleum in areas ocher than the
offshore area within the meaning of the Petroleum (Submerged Lands} Act 1975, and it is the State’s
intention that such Bill substantially reflect the spirit of this Agreement and contain ne provisions
which if enacted would matetially affect the rights and obligations of the Qil Companies hereunder.

E. The State and the Qil Companies have agreed on a number of matters which are set out in this
Agreement and while acknowledging that legislative sovereignty in Papua New Guinea is vested in the
National Parliament wish the matters agreed upon to be an enduring arrangement and do not intend
that they should be altered other than by agreement between the State and the Oil Companies.

NOW THIS AGREEMENT WITNESSES AS FOLLOWS :
ARTICLE 1 DEFINITIONS
In this Agreement, unless the context otherwise requires :
“Accumulared Liability” has the meaning ascribed to it in Clause 13.1;
“Acts” means both the Offshore Act and the Onshore Act;

“Affiliated Corporation” means, in relation to any Party a related company of that Party and
“related company” has the same meaning ascribed thereto by Section 6(3) of the
Companies Act 1963,

“the Agreement’ means this Agreement together with the Annexures hereto;

“Approved Proposals” means proposals or amended proposals submitted to the State pursuant
to the provisions of the Offshore Act and approved pursuant to that Act;

“the Area” means the area covered by the Prospecting Licence;

“Budger Year” means a calendar year commencing on 1st January and ending on the next
succeeding 31st December; '

“Citizen” means a citizen, (whether natural born or naturalised) of the State;

“Development” means activities in or in relation to a Development Area carried on in
accordance with the Operating Agreement or Joint Operating Agreement for the purpose
of constructing and installing the facilities and infrastructure necessary to enable
Production from the Area;

“Development Area"’ means the Blocks comprising a Development Licence;

“Development Licence” means & Development Licence granted under the Offishore Act or a
lease granted under the Onshore Act within the Licence Area;

“Exploration” and “Prospecting” mean activities in ot in relation to the Area carried on for the
purpose of identifying in the first instance the location of any Perroleum traps in the Area
and thereafter in relation to each Petroleum trap to determine whether it constitutes a
reservoir containing sufficient Petroleum to justify Development;

“Foregone Production” has the meaning ascribed to it in Clause 13.1;

“Investigations and Studies” means the investigations and studies required by the Minister
under section 28A of the Offshore Act; |
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“Joint Operating Agreement” means the agreement to be negotiated by the Parties in
substitution for the Operating Agreement;

“Licence” and “Petrolenm Licence” means Petroleum Licence L6 or any renewal, extension or
replacement thereof issued pursuant to the Petroleum (Prospectmg and Mining) Act
1951;

“Licence Conditions” means those conditions included in the Licence or any Development
Licence by the Minister as provided for in the Offshore Act;

“Licence Year” means a 12 month period commencing in the first instance on 1 September,
1975 and thereafter the 12 month period commencing on 1st September in each year;

“Offshore Act” means the Petroleum (Submerged Lands) Act 1975,
“Onshote Act” means the Perroleum (Prospecting and Mining) Act 19531,

“Operating Agreement” means the form of Agreements which comprises Anoexure ‘A’ to this
Agreement as amended from time to time by the Parties hereto;

“Operating Committee” has the same meaning in this Agreement as the meaning ascribed to
it in the Operating Agreement; ‘

“Operations” means operations and activities carried out under the Operating Agreement and
the Joint Operating Agreement and includes Exploration, Development and Producing or
any of them as the context permits;

“Party” or “Parties” means respectively a party or parties to this Agreement -and their
respective stccessors and permitted assigns;

“Participating Interest” means the undivided percentage interest of each of the Oil Companies
in the Venture Assets immmediately prior to the assignment of the State of its Venture
Interest. At the date of this Agreement the respective Participating Interests are :

Endeavour 25%
I0L - %
EPNG 50%

“Pettoleum Income Tax’ and “Additional Profits Tax” have the same meaning in this
Agreement as the meaning ascribed to them in the Income Tax Act 1939;

“Positive Day” has the meaning ascribed to it in Clause 13.1;

“Producing” means activities involved in or in relation to producing, treating, transmitting,
transporting, storing or handling of Petroleum produced within the Area, and includes
extraction of Petroleum by any permitted method, and all work and operations necessary
or convenient for the foregoing;

“Production Share” has the meaning ascribed to it-in Clause 13.1;
“Shortfall Period” has the meaning ascribed to it in Clause 13.1;
“Simple Interest” has the meaning ascribed 1o it in Clause 13.1;
“Speciﬁed Volume" has the meaning ascribed to it in Clause 14.1;

“Venture Assets’ means Property whether real or personal owned at the date the State gives
notice under Clanse 13.3 or thereafter acquired as tenants in common—

(@) by the Qil Companies in proportion to their respective Participating Interest until
the State elects to acquire its Venture Interest, and thereafter

(b) by the Parties in proportion to their respective Venture Interests;

and includes the Licence, any Development Licences granted over the Area, matenals,
plant, and equipment and any Petroleum discovered in the Ares;

“Ventute Interest” means the undivided percentage interest from time to time in the Venture
Assets and Operations of a Party after the assignment to the State of a percentage interest
in the Venture Assets and Operations;

“Work and Pacilities” and “Works or Pacilities” have the meaning ascribed to them in Article
15;

“Block”, "Norm Price”, “Petroleum”, and “Royalty” have the same meaning in this
Agreement as the meaning ascribed to-them-in the Offshore Act.

51
Prepared for inclusion as at 1/1/1980.




Ch. No. 199 Petroleum (Gulf of Papua) Agreements

SCHEDULE 3.—continued.

ARTICLE 2 INTERPRETATION
2.1 In this Agreement unless the context otherwise requires—

(4} monetary references are references to Papua New Gumea currency unless otherwise

specifically expressed,
(&) the headings do not affect the interpretation or construction;

(¢) reference to an Act includes the amendments to that Act for the time being in force and
also to any Act passed in subsmutlon therefor and any regulations for the time being in
force thereunder;

(d) words importing the singular include the plural and vice versa,
(¢) words importing any gender include the other genders;
(f) references to a person include a corporation and vice versa;

(g) reference to an Article, Clause or Subclause is to an Article, Clause or Subclause of this
Agreement;

(b) reference to a Minister shall mean the Minister for the time being having responsibility
for the particular subject matter according to the context.

2.2 Where any provision of this Agreement constitutes an undertaking by one of the Parties to
make 2 payment or to perform some ace or to carty out some obligation or to assume some
responsibility or liability or to grant some right, concession or advantage that Party shall by is
execution hereof be deemed to have covenanted and agreed with the other Party accordingly and
where any such provision constitutes such an undertaking by the Qil Companies there shall be deemed
t0 be a covenant and agreement by al] of them jointly and each of them severally in respect of such
undereaking.

ARTICLE 3 EFFECT ON AND OF OTHER LAWS

3.1 The Articles and Clauses listed in Clause 3.2 are to have the force of law and apply
noththstandmg anythmg to the contrary in any other law in force in Papua New Guinea, and no law
at any time in force in Papua New Guinea made after the commencement of this Agteement shall affect
those Articles and Clauses :

(a) unless the contrary intention appears expressly in that law; or
(b) except as provided by this Agreement. _
3.2 The provisions of Clause 3.1 shall apply to the following Articles and Clauses :
(a) Article 5
(k) Article 6
{¢) Clause 17.6
(d) Clause 28.1
() Article 30 except for Clause 20.3 and 30.5.

ARTICLE 4 CONDITIONS PRECEDENT

4.1 As soon as reasonably practicable after execution of this Agreement the State shall introduce
and sponsor in the National Parliament in a form agreed upon by the Parties, a Bill for an Act ro
approve this Agreement and to give the force of law to the Articles and Clauses specified in Clause 3.2.

4.2 This Agreement shall be void and of no effect and none of the Parties shall have any claim
against any other Party with respecr to any matter or thing arising out of, done or performed under this
Agreement unless the Act referred to in Subclause 4.1(«) shall come into effect prior to 31st day of
March, 1977.

'ARTICLE 5 CURRENCY

5.1 Words and expressions which have a certain meaning where used in the Foreign Exchange

lj{egullatlons made under the Central Banking Act 1973 shall have the same meaning where used in this
rticle 5

5.2 The Oil Companies shall be entitled to retain in foreign currency outside Papua New Guinea
proceeds of sale of all Petroleum produced by the Qil Companies and exported overseas to the extent
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necessary 0 enable the Oil Companies to meet their obligations to pay foreign currency during the
ensuing three {3) months in respect of :

(4) the principel of, interest and services charges on and other fees and expenses related to
loans made to the Qil Companies in foreign currency for purposes of their operations
under this Agreement by persons not resident in Papua New Guinea, where the terms of
such loans have been approved by the Bank of Papua New Guinea under the Foreign
Exchange Regulations; and

(b) commitments in foreign currency to persons not resident in Papua New Guinea for the
supply of goods and services to the Oil Companies (including capital goods and setvices
of foreign employees and consultants); and

(¢) commitments in respect of dividends payable to shareholders resident outside Papua New
Guinea; .

provided that the amounts concerned are established to the reasonable satisfaction of the State.

5.3 Where amounts of foreign currency expected to be required by any of the Oil Companies for
the purposes described in Clause 5.2 in any three month pericd exceed the amounts of foreign
cuttency eatnings expected to be received by any of the Oil Companies in that period, such Oil
Company may request the State to hold foreign currency for it to the level of the possible shortfall but
not exceeding foreign currency requirements for purposes of loan repayments whereupon—

t4) the Oil Company concerned shall notify the State of the amount of the expected shortfall
and the correncies in which the shortfall is likely to occur; :

(b) the State, after consultation with the Bank of Papua New Guinea, will advise the Oil
Company concerned of the Kina equivalent of the shortfall ar the exchange rate then
prevailing; : ' .

{c) the Oil Company concerned will lend to. the State and the State will borrow from the Oil
Company concetrned that amount in Kina; :

{d) the State through the Bank of Papua New Guinea will hold deposits of foreign exchange
in the currency to which payments will be made and of amounts sufficient to make such
payments in accordance with the notice which the Oif Company concerned has given to
the State under Subclause 5.3(a);

(¢) the State’ will pay interest to the Oil Company concerned on such foreign currency
deposits ar a rate per annum which is the rate which the Bank of Papua New Guinea
earns for the State on those deposits less one half of one percent (0.5%) per annum to
cover the Bank of Papus New Guinea's administrative and overhead costs; and

(§) the State will repay any loan made by the Qil Company concerned under this Clause 5.3
in the currencies in which the deposits are held at the time payments in those currencies
by the Qil Company concerned are due, such amounts in foreign currency to be applied
in discharge of the Kina amoust of the original loan at the exchange rate ruling at the
time of the original loan.

5.4 The Qil Companies will not be subject to ot limited by regulations or statutes relating to
foreign exchange and the control thereof that are less favourable to the Oil Companies or any of them
than the regulations and statutes of general application to persons dealing with foreign exchange in
Papua New Guinea nor will regulations or statutes relating to foreign exchange and the control thereof
be applied in relation to any of the Oil Companies in a manner less favourable to them than the manner
in which they are generally applied to others to whom they are applicable.

5.5 Ar all times the Oil Companies shall have the right to buy and sell Kina at rates of exchange
no less favourable than those available to other commercial buyets and sellers of that currency.

5.6 The Qil Companies may establish foreign currency accounts in Papua New Guinea PROVIDED
THAT such deposits do not contravene Exchange Control requirements and contain deposits considered
by the Government to be reascnable in relation to the Qil Companies’ needs.

5.7 Unless otherwise directed by the State and except as provided in Clauses 5.2 and 5.6, each Qil
Company shall converrt all its foreign currency earnings from Operations under this Agreement into

}(ina and remit the proceeds to Papua New Guinea to a bank aceount in the name of the Oil Company
OF its use.
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5.8 Notwithstanding anything to the contrary in the Acts, the National questment I?evelopme_nt
Authoriry Act, the Income Tax Act or other legistation applying to the Operations, the Oil Companies
may—

{#) keep their books of account and other records in both Kina and United States dollars;
and

(b} make all calculations under any statute or regulation (including but without limiting the
generality of the foregoing calculations for Royalty, Petroleum Income Tax, Additional
Profits Tax) and for Forégone Production, and Specified Volume and other matters
arising under this Agreement, the Operating Agreement and the Joint Operating
Agreement in Kina or United States dollars. When applying for the first Development
Licence within the Area each Oil Company shall elect to make such calculations
thereafter in either Kina or United States dollars. If such calculations ate made in United
States dollars the State shall accept payment of such taxes and other moneys in Kina
-converted from United States dollars as provided in the following formula :

K=8xD

where,
K means the sum in Kina payable to the State for any of the stated pu!"p()ses;-
§ means the sum expressed in United States dollars to be converted 1o Kina;

D means the mean of the average of the Daily Published Buying and Selling Rates
of Kina against the United States dollar during the Budget Year, or in the case of
Royalty during the month, for which the calculation is being made. The “Daily
Published Buying and Selling Rates” means the buying and selling rates from time
to time published by the Bank of Papua New Guinea or such other buying and
selling rates as may from time to time be published and recognised by the State as
the official buying and selling rate. In calculating the mean of the average of the
Dsily Published Buying and Selling Rates the average of the buying and selling
rates applying on each day on which the Bank of Papua New Guinea is open to the
public for business transactions shall be aggregated and the result divided by that
same number of days.

ARTICLE 6 NIDA REGISTRATION

6.1 Notwithstanding anything expressly or impliedly to the contrary contained in the National
Investment and Development Act 1974 and in particular norwithstanding the provisions of Section. 4
of that Act, the Oil Companies from the date of issue of the first Development Licence shall be deemed
to be registered under that Act in respect of the activities of Exploration, Development and Producing
{(but not “including refining of crude oil) and other activities necessarily incidental thereto and
con:iemplated by or required to carty out Exploration or the Approved Proposals, on the following
conditions :

(a) the Qil Companies shall not without the approval of the National Investment and
Development Authority carry on any activities except those necessarily incidental to
Exploration or the Approved Proposals; and

{b) the registration shall be for the duration of this Agreement and shall be deemed to be
cancelled upon the termination of this Agreement for any reason whatsoever.
ARTICLE 7 PROPOSALS

7.1 The Oil Companies shall submit to the State in support of any application for 2 Development
Licence and in addition to detailed proposals as required by section 30 of the Offshore Act:

() the financial analysis of prospective ¢ash flows of the Operations;

(b) matters which the Qil Companies may consider relevant to support a request pursuant o
Clause 29.5 that the State elect to acquire & Venture Interest less than the maximum
provided for in Clause 13.3.

7.2 The State shall rreat as confidential all material and information supplied to the State under
Subclause 7.1(4) and under Section 28A(3) of the Offshore Act being the results of studies referred to
in Section 28A(2)a} and (£) of that Act PROVIDED THAT if this Agreement is terminated as provided
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in Article 26 the material and information shall become the property of the State and may be used by
the State in such manner as it thinks fit.

7.3 If the Oil Companies desire to modify, expand or otherwise substantially vary their activities
beyond those specified in any Approved Proposals, either by undertaking any new activity or by a
major expansion of activities specified in the Approved Proposals, the Qil Companies shall give notice
of such desire to the State and within two months thereafter shall submit to the State detailed proposals
in respect of the desired modification, expansion or variation.

ARTICLE 8§ CONSIDERATION OF PROPOSALS

8.1 The State shall not unreasonably withhold its- approval to the proposals referred to in
Subsection 30{1)(c) of the Offshore Act and if the State approves such proposals without amendment,
it shall notify the Qil Companies accordingly at the same time as the Minister serves on the Oil
Companies the instrument under section 31 of the Offshore Act.

8.2 If the State does not intend to approve without amendment the proposals referred to in
Subsection 30(1)(c) of the Offshore Act, the State within three (3} months of receipt of such proposals
shall notify the Qil Companies that it wishes to :— .

(@) defer consideration of or decision upon the same until such time as the Oil Companies
submit 2 further proposal or proposals in respect of some matter mentioned in Section
28A of the Offshore Act not covered by the said proposals and in such case the State shall
disclose to. the Qil Companies the reasons therefor and specify the furcher proposal or
proposals; or

{£) approve the said proposals subject to the OQil Companies making such alteration thereto
ot complying with such conditions as the State thinks reasonable and in such a case the
State shall disclose its reasons for requiring such alterations or imposing such conditions.

8.3 If the decision of the State is to be as mentioned in Clause 8.2 the State shall afford the Qil

Companies full opportunity to consult with it and should the Oil Companies so desire, to submit new
proposals either generally or in respect of some particular matter.

ARTICLE 9 TRAINING AND LOCALISATION

9.1 The Qil Companies holding a Development Licence in regard to any part of the Area shall
progressively replace foreign personnel (employed with the approval of the State) with Citizens, in
accordance with the training and localisation programme which forms part of the report furnished to

.the Minister under section 28A of the Offshore Act PROVIDED THAT if the training and localisation

programme is disrupted by circumstances or events (whether or not they constitute force majeure
within the meaning of Article 11) which meke it difficult or impossible for the Oil Companies to
comply with their obligations under such programme, the Qil Companies may give notice thereof to
the State, together with alternative or revised plans to achieve the objects of the part of the training and
localisation programme which is affected, and the State within one {1). month of that notice shall
either— '

() approve those alternative or revised plans; or

(6) meet with the Oil Companies to discuss the altermative or revised plans. -If such
discussions do not lead to the State’s approval of alternative or revised plans, which
approvals shall not unreasonably be withheld, the Qil Companies shall be bound by their
original obligations under the training and localisation programme,-except that they shall
not be liable for any delay caused by following the procedures under this Subclause and
subject always to the Qil Companies being able to claim force majeure under Article 11.

9.2 The State shall give such assistance to the Oil Companies as is reasonably required in the

formulation of their training and localisation programme and in recruitment of Citizens, and under
normal conditions shall make available its facilities for vocational and technical training, _

9.3 Training and instruction pussuant to the training and localisation programme shall be given by

employees or agents of the Qil Companies who are proficient in the English language.

9.4 {a) The Oil Companies holding a Development Licence joincly shall arrange in co-operation
with the State assignments for the State’s Employees, not to exceed more than ten (10)
in any year or at any time, to the Oil Companies’ operations, whether in Papua New
Guinea or overseas, to assist in training such employees for mangerial, professional, and
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technical positions for the State PROVIDED THAT if any Oil Company being a party to this
Agreement has fulfiled or partly fulfilled a like obligation under any like agreement with
the State to which the Oil Companies are also a party this clause 9.4 shall be deemed o
have been fulfilled to the extent that such like obligations have been fulfilled by the Oil
Companies. :

() The salaries and other expenses of such Swate employees shall be borne by the State

- PROVIDED THAT whilst any such State employee is directly engaged in the Qil

Companies' operations, salary and expenses of such employee shall be borne by the Oil
Companies. ’

9.5 As far as is practicable the Oil Companies shall give first preference in employment to Citizens
whose place of origin is in the area of any Development Licence.

ARTICLE 10 LOCAL SUPPLIES AND BUSINESS DEVELOPMENT
10.1 The Qil Companies shall :

{#) use and purchase goods and services supplied, produced, or manufactered in Papua New
Guinea whenever the same can be obtained at competitive prices and on competitive
terms, conditions and delivery dates and are in all substantive respects of a quality
comparable with those available from outside Papua New Guinea; and -

(k) encourage and assist Citizens desirous of establishing businesses providing goods and
services for the Oil Companies’ operations and for any town constructed primarily for
purposes of the Qil Companies’ operations and the residents thereof; PROVIDED THAT
the Qil Companies shall not be obliged or called upon to grant or lend money to any
Papua New Guinea Citizen or any local enterprise; and

(¢) make maximum use of Papua New Guinea sub-contractors where services of comparable
standards with those obtainable elsewhere whether inside or outside Papua New Guinea
are available from them at competitive prices, and on competitive terms, conditions, and
delivery or performance dates; and .

(d) where it is necessary to import vehicles, machinety, plant or equipment, and such irems
are not purchased direct from the manufacturer by the Qil Compdnies, effect the
purchase of such items through traders operating in Papua New Guinea, PROVIDED THAT
such items are available through such traders at a competitive price, and on competitive
terms, condicions, and delivery date and provided always that the Qil Companies shall not
be bound to comply with this Subclause in any case where compliance would adversely
affect the financing of the Oil Companies' operations or any part thereof.

10.2 Insofar as it is practicable, the Oil Companies shall give first preference in their assistance
under Subclauses (b) and (¢) of Clause 10.1 to Citizens originating from the sub-province in which
Petroleum is produced. ' :

ARTICLE 11 FORCE MAJEURE

11.1 Any failure on the part of a Party hereto to comply with any of the terms, conditions, and
provisions of this Agreement (except any obligation of the Qil Company to make payment of money
to the Stare) shall not be grounds for termination or give another Party hereto any claim for damages
insofar as such failure atises from force majeure, if the first-mentioned Party has taken all appropriate
precautions, due care and reasonable alternative measures wich the objective of avoiding such failure
and of cartying out its obligations under this Agreement. That Party shall take all reasonable measures
to remove such inability to fulfil terms and conditions of this Agreement with the minimum of delay.

11.2 For the purposes of this Agreement, force majeure shall include war, insurrection, civil
disturbances, blockades, riots, embargoes, strikes, bans, limitations, and other labour disputes
(PROVIDED THAT the Oil Companies shall not be required to agree to a settlement of any particular
labour dispute solely for the purposes of terminating a condition of force majeure), land disputes,
epidemics, earthquakes, storms, floods, or other adverse weather conditions, explosions, fires,
lightning, breakdown of machinery or facilities, shortages of labour, transportation, fuel, power or
essential plant equipment, or materials or any other event which the party claiming force majeure could
not reasonably be expected to prevent or control, and in the case of the Oil Companies shall include
any delay or failure by the State to give any consent or approval requited under this Agreement or
under any applicable law, but shall not include any event caused by the failure to obsérve good oilfield
practice nor-any event caused by negligence in the provision of adequate supervision of the Operation:
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11.3 The Oil Companies shall notify the State on their becoming aware of an event of force

. majeure affecting their ability to fulfil the rerms and conditions of this Agreement, or any event which

may endanger the natural resources in the Area and shall similarly notify the State on the restoration
of normal conditions.

ARTICLE 12 EXTENSIONS OF TIME

12.1 Notwithstanding any provision of this Agreement, the State may at the request of the Qil
Companies from time to time extend any period referred to in this Agreement for such longer period
or substitute for any date referred to in this Agreement such later date as it thinks fit, notwithstanding
Lhat at the éime of such extension or substitution such period may have expired or such date may have

een passed.

ARTICLE 13 STATE PARTICIPATION
13.1 In this Agreement, unless the context otherwise requires

“Accumulated Lisbility” means an amount calculated in accordance with the following
formula :

AL = SVI (E+D+0C) +S —F

where,
AL is the State’s Accumulated Liability to an Qil Company;
SVLis the State’s Venture Incerest expressed as a fraction;

E is the amount of allowable exploration and prospecting expenditure as defined
in Sub-section 164E(1) of the Income Tax Act 1951 or which would have been
allowable but for an election under Section 1647 of that Act spent by the Oil
Company in or in relation to the area between September 1, 1975 and, prior to
the issue of the first development licence over part of the Area and in recognition
of exploration and prospecting operations conducted by the Parties pursuant to
rights or titles held by them prior to September 1, 1975 such additional amounts
of allowable exploration and prospecting expenditure, defined as aforesaid, spent
by the Oil Company in or in relation to the Area prior to September 1, 1973 and
within 11 years prior to the issue of the first development licence over part of the
Area, PROVIDED THAT if the term of the licence is extended as provided in Section
23A of the Offshore Act thereafter the amount of allowable exploration and
prospecting expenditure, defined as aforesaid, shall be reduced each year during
such extended term by the amount borne by the Oil Company of the toral amount
expended with the approval of the Operating Committee on Operations during the
12th year preceding that year. :

D is the sum of the amounts of allowable capital expenditure and allowable
exploration and prospecting expenditure as defined in Sections 164A and 164E of
the Income Tax Act 1951 or which would have been allowable but for the election
under Section 164T of that Act spent by the OQil Company in or in relation to the -
Area after the issue of a Development Licence and during a Shortfall Perjod;

OC is the amount spent by the Oil Companies on Operations during a Shortfall
Period, and not included in E or D; :

" 8 is the amount paid by the Oil Company to the State under Clause 13.7;

F is the value at Norm Price of Foregone Production received by the Qil Company

less any amount paid under Subclauses 13.8(4) and (b); 7

“Foregone Production” means the volume of the State’s Production Share foregone in favour -

of the Oil Companies or any of them in satisfaction or part satisfaction of the items
referred to in Clause 13.8;

“Positive Day” means a day on which the State’s Accumulated Liability to an Oil Company is
reduced to zero;

“Production Share” means a proportion of the Petroleum produced from: within the Area
equal to a Party's Venture Interest which a Party from time to time may be entitled to
receive and separately dispose of; ’
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“Shortfall Period” means a continuous interval of time during which the State has and
continues to have an Accumulated Liability to any one or more of the Oil Companies;

“Simple Interest” means a percentage interest rate equal to 3 percentage points in excess of—

(#) the annual rate of interest on domestic corporation borrowings rated AAA in the
U.S.A. as published in the Survey of Current Business by the U.8.A. Department
of Commerce—Bureau of Economic Analysis applying at the date of issue of the
first Development Licence issued over part of the Area, such rate to be adjusted
quarterly; or

(b} if such rate is not published, a comparable rate determined in such manner as the
Parties shall agree; ’

13.2 (#) The Parties shall settle the terms of the Joint Operating Agreement as scon as
practicable. Except as provided in Article 27, that Agreement shall accord substantially
with the Operating Agreement but shall be subject to the terms of this Agreement and
in the event of inconsistency, this Agreement shall prevail;

(b) The Joint Operating Agreement shall take effect when the last of the Parties executes
such Agreement, -

13.3 (a) The State may acquire an unencumbered interest in the Venture Assets and Operations
to a nominated percentage (not exceeding 223 percent either of such Venture Assets and
Operations or of the Participating Interest of any particular Oil Company} by giving
notice to each Oil Company ta that effect within four (4) months after the issuc of the
first Development Licence over part of the Area. On and from the first day of the
calendar month next following the month in which the State gave notice as aforesaid the
Venture lnterest of each Oil Company shall be equal to its Participating Interest
appropriately reduced by the interest acquired by the State;

(k) As soon as practicable after the State has given notice pursuant to Subclause 13.3(4), the
Parties shall execute the Joint Operating Agreement (if not already executed) and shall do
all things necessary formally to vest that Interest in the State;

(¢) If within rwo (2) months after the issue of the first Development Licence over part of the
Area the State has not given notice under Subclause {4) the Oii Companies within the
third month after the issue of that Development Licence shall give notice to the Prime
Minister that such election has not been made by the State. Thereafter if a notice under -
Subclause (a) is not received by the Qil Companies within the time specified in Subclause
(a) the State shall be deemed to have elected not to acquire a Venture Interest.

(d) Forthwith after giving notice under Subclause 13.3(a) elecfing to acquire a Venture
Interest cthe State shall be entitled to artend and vote at all meetings of the Operating
Committee and to receive notice and agendas for all such meetings. :

134 Except as otherwise provided in this Agreement each Party shall take in kind its Production
Share produced and saved from the Area,

}3.5 During each Shortfall Period :

{a) the State shail forego its Production Share in favour of those Oil Companies to which the
State has for the time being an Accumulated Liability and the said Companies shall be
entitled to and shall take all such Foregone Production free of encumbrance in the severa]
proportions which each such Qil Company's respective Venture Interest bears to the sum
of the Venture Interest of all such Companies;

(b) an Oil Company shall be entitled 1o recoup out of Foregone Production—
{i) the State's Accumulated Liability to such Oil Company; and

{ii) Simple Incerest on the State’s Accumulated Liability commencing as the case may
be on and from either; '

aa. the date of the notice by the State under Clause 13.3, or

bb. the date on which such Oi! Company reimburses the State under
Clause 13.7; and

computed calendar monthly from the 1st day of each such month on the mean of
the balances of Accumulated Liability at the opening of business on the first day
and closing of business on the last day of the calendar month for which the
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calculation is being made PROVIDED THAT in determining the balance of
Accumulated Liability at the close of business on the last day of the month, no
reduction of the Accumulated Liability for thar month shall be taken inte account
and in lieu thereof the amount of Simple Interest payable for the moath shall be
reduced by an amount equal to Simple Interest calculated on the amount by which
Accumulated Liability is deemed to have been reduced in that month as provided
in Subclause 13.8(s) computed for the period commencing from the date Accu-
:m;llated Liability is deemed to have been reduced to the last day of that month;
an :

{¢) sales of Petroleum produced from the Area by an Oil Company, to which the State has
for the time being 2n Accumulated Liabilicy shall be deemed to have been composed of
portion of that Oil Company’s Production Share and portion of Foregone Production
‘received by .that Oil Company in the respective proportions which that Oil Company's
Venture Interest bears to the product of the State’s Venture Interest and that said Oil
Company's Venture Interest divided by the sum of the Venture Interests of all Oil
Companies to which the State had an Accumulated Liability at the time of each such sale.

13.6 (4) Except as provided in Subclause (b) the Parties shall bear all the costs of the Operations
in proportion to their respective Venture Interests, o

(b) Subject to Clause 13.10 during each Shortfall Period the Qil Companies shall bear all the
costs of the Operations in proportion to their respective Participating Interests until the
occurrence of the first Positive Day. Thereafter, during the balance of each such Shortfall
Period the said costs shall be borne as follows : '

(i) by each Oil Company to which the State for the time being has no Accumulated
Liability as to a percentage equal to its Venture Interest;

and as to the balance

(ii) by those other Oil Companies to which the State for the time being has an
Accumulated Liability—in the several proportions which each such Company's
respective Venture Interest bears to the sum of the Venture Interests of all such
Companies PROVIDED THAT if during 2 Budget Year after a Positive Day all of the
Oil Companies to which the State has an Accumulated Liability give notice to the
other Qil Companies and produce evidence that the State’s Venture Interest share
of the costs of the Operations for the Budget Year exceeds the value of its
Foregone Production for the same period all Oil Companies shall forthwith
commence and thereafter continue to bear the costs of the Operations until the
next Positive Day in proportion to their respective Participating Interest.

~ 13.7 1 during 2 Budget Year or part thereof which is not a Shortfali Period, the State gives notice
to the Oil Companies and produces evidence that the State’s Venture Interest shate of the costs of the
Operations for the preceding period of that Budger Year exceed the proceeds received by the Srate
from disposal of the State's Production Share for that period the Oil Companies shall in proportion to
their respective Participating Interests and within sixty (60) days after receipt of such notice and
evidence reimburse the State the amount of such shortfail.

~ 13.8 Poregone Production taken by an Oil Company shall be applied in the following order of
priority : - ) :

(a) to pay Royaley under the Offshore Act on such Foregone Preduction;

(b) to pay Simple 1nterf;st on the State’s Accumulated Liability calculated as provided in
Clause 13.5;

(6} to reduce the Accumulated Liability to the said Oil Company. Any reduction of
Accumulated Liability under this Subclause 13.8(c) shall be deemed to be made on the
day the Qil Company is to receive payment as provided in any contract of sale for
Petroleum, which date shall be consistent with and reflect terms of credic allowed or
recognised by the Minister as provided in Section Sch. 3.4 of the Offshore Act or as
otherwise agreed upon between the Stare and the Oil Company.

13.9 Any rights under this Agreement in respect of unsatisfied Accumulated Liability shall ccase
and the State shall not be looked to for recoupment or reimbursement thereof :

(4) by an Oil Company on termination of this Agreement as provided in Article 26, or
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(b) by an Oil Company upon its withdrawing from this Agreement and surrendering its
Participating Interest or Venture Interest in the Licence and in all Development Licences
over any part of the Area;

13.10 When electing to acquire its Venture Interest and thereafter at any Operating Committee
meeting at which Operations and a Budger are to be agreed upon for a Budger Year, the State may
elect to contribute all or part of its Venture Interest share of costs or expenses of any Operations in
respect of which an Accumulatéd Liability would otherwise accrue to any Qil Company.

13.11 Each Qil Company shall within 30 days after the issue of the first Development Licence and
thereafter, if the State has 2 Venture Interest, not less often than half yearly until it shall have recouped
the amount of the State’s Accumulated Liability, furnish to the State details of and the amount of such
Accumulated Liability for the time being. The State may require reasonable verification of such details
and amounts including an audit as provided for in the Operating Agreement or the Joint Operating
Agreement as the case may be,

13.12 Notwithstanding the provisions of Clause 13.7, if the Operating Committee resolves that a
“Petroleum Pool” (which expression shall have the same meaning in this Clause as ascribed to it in the
Offshore Act) hds been depleted in accordance with good oilfield practice and chat to continue
Producing from that Petroleum Pool cannot be justified for technical or economic reasons :

() the cost of plugging and abandoning all wells drilled into the Petroleum Pool; and

{h) other costs and expenses paid or incurred-in respect of dismantling, removing, disposing
of, or otherwise dealing with all structures, installations, plant and equipment which are
Venture Assets and which had been required for Producing from that Petroleum Pool;

shall be borne by the Pasties in proportion to their respective Venture Interests.

" ARTICLE 14 DISPOSAL OF STATE'S PRODUCTION SHARE

14.1 “Specified Volume” means that part of the State’s Production Share which the State wishes
an Oil Company to dispose of and specifies in a notice under Clause 14.2.

14.2 Within 30 days after the Operating Committee Meeting to agree upon Opetations and a
Budger for any Budget Yedr in which it is expected that a Positive Day will occur the State may give
notice to the Oil Companies stating the Specified Volume for that Budgetr Year for any or each Oil
Company. Thereafter, the State may give not less than three months notice to any of the Oil
Compariies reducing or increasing the Specified Volume.

14.3 (a) An Oil company given notice under Clause 14.2 shall use its best efforts to dispose of a
Specified Volume art a price which after taking into account the matters provided for in
Section Sch. 3 to the Offshore Act will enable that Oil Company to account to the State
for an amount equaf to Norm Price in respect of that Specified Volume;

(b) From time to time an Oil Company experiencing difficulty in disposing of any part of the
Specified Volume as provided for in Subclause (4) may notify the State accordingly and
thereafter the State and that Qil Company will negotiate in good faith in an effort to
resolve the Qil Company's difficulty;

() All contracts of sale by ar Oil Company of any of the State’s Production Share shall be
only for such reasonable periods of time as are consistent with the minimum needs of the
industry under the circumstances, but in no event shall any such contract be for a period
in excess of one year. :

14.4 Following disposition of any of the Specified Volume an Oil Company shall account to the
State on whichever shall be the earlier of

{w) the date three (3) months after taking delivery at the ship's loading flange of the relevant
" part of the Specified Volume; or

(k) whichever of the fol_lowing dates shall be appropriate

{i) if the sale is at arm’s length as defined in Section Sch. 3.2 of the Offshore Act,
seven (7) days after receipt of payment in full or part thereof; or

(i) if the sale is other than at arm’s length as aforesaid, seven (7) days afier the dé.y the
Oil Company is to receive payment as provided in the contract for sale for any
Petroleum which includes any part of a Specified Volume.
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14.5 Upon an Oil Company first becoming aware that a Positive Day has occurred or is likely o
occur during a Budget Year which had not been expected at the time of an Operating Committee
meeting as referred to in Clause 14.2 it shall notify the State accordingly. Such notice shall include—

(@) the date on which the Positive Day occurred or is expected to occur as the case may be,
and :

() the volume of production expected to be available as the State’s Production Share for thie
balance of the Budget Year. .

If the Positive Day occurred prior to the date of such notice the notice shall be accompanied by a full
accounting for the volume of the State’s Production Share disposed of by such Oil Company during the
period between the Positive Day and the date of the notice.

14.6 Within 30 days after an Oil Company gives the State notice under Clause 14.5 the State shall
give that Oil Company notice of the Specified Volume, if any, for that Qil Company for the balance of
the current Budget Year.

14.7 Any Qil Company giving notice under Clause 14.5 shall not dlspose of any of the State’s
Production Share between the date of that notice and receipt by it of a notice under Clause 14. 6 except
to the extent necessary to satisfy any contract entered into bona fide before the date of the notice under
Clause 14.5 in which event the Qil Company shall account to the State in the manner provided in
Clause 14.4, :

14.8 The Joint Operating Agreement shall provide for equitable adjustment on a regular periodic
basis for any imbalance which may occur berween the Production Share of each Party and the volume
of Petroleum taken by or on behalf of the respective Parties and adjustment of any significant disparity
in payment of operating costs and expenses caused by such imbalance.

ARTICLE 15 STATE ACQUISITION AND OWNERSHIP OF FACILITIES

15.1 “Works and Facilities” and “Works or Facilities™ as the context permits means any of the
installations and infrastructure provided for the Operations by either the State or the Oil Companies
and capable of being used by the Oil Companies, the State, Citizens or other persons carrying on
business in the locality theteof without interfering with the use thereof by the Oil Companies. Without
limiting the generality of the foregoing the Parties envisage that Works and Facilities—

(@) include air field, roads, ports, water supply, and sewerage facilities, except to the extent
that any of them are utilised to their full capacity by the Qil Companies, and

{&) do not include residential accommodation and administration buildings, installations, and
infrastructure directly used in Producing,

PROVIDED THAT provision by the Department of Posts and Telegraphs of facilities and services shall be
the subject of a sepatate agreement.

15.2 {a) At any Operating Committee Meetmg at which construction of Works and Facilities is to
be approved the State may by written notice to the Qil Companies eiect o prov1de the
costs, or part thereof, of any such Works and Facilities; and

(b) at any time after their construction the State may by notice require the Qil Compames to
transfer to it ownership of any Works and Facilities. As soon as practicable after such
notice the Qil Companies shall do all things necessary to transfer to the Seite title to the
Works and Facilities nominated in the notice.

15.3 Where the State requires the Qil Companies to transfer to it any Works and Facilities as
provided in Subclause 15.2(k) the State shall pay to the Qil Companies, by annual instalments as
provided in Subclause 15.3{) a purchase price equal to the then depreciated value of such Works and
Facilities, and the Oil Companies shall pay to the State annual capital user charges as provided in
Subclause 15.3(b).

{#) The Oil Companies each Budget Year shall nominate the amount of the annual
instalments of the purchase price which shall be equal to the annual amount of
depreciation that the Oil Companies could have claimed (and would have been entitled

" 10 claim) as a deduction allowable under the Income Tax Act in respect of that Work or
Facility but for the transfer of ownership to the State. (It is the intention of the Parties
that such instalments of purchase price shall not be assessable income in the hands of the
Qil Companies for the putpose of assessment of Petroleum Income Tax);
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() The Oil Companies shall pay to the State within seven {7) days of the receipt of any
instalment referred to in Subclause 15.3(4) a capital user charge equal to the said
instalment. (It is the intention of the Parties that such capital user charge shall be a
deduction allowed under the Income Tax Act for the purpose of assessment of Petroleum
Income Tax and Additional Profits Tax),

{¢) If operations permanently cease in or in relation to the Area and as a result the State
ceases to pay any instalment referred to in Subclause 15.3(4), the Oil Companies shall
have the right to claim a deduction, as provided by the Income Tax Act for the purpose

“ of assessment of Petroleum Income Tax, and Additional Profits Tax, equal to the amount
that the Oil Companies would have claimed (and would have been entitled to claim)-but
for the transfer of ownership of that Work or Facility to the State.

15.4 If at any time the State acquires or provides any Works or Facilities under this Article 13, the
State shall thereupon assume responsibility for maintaining the assets to a proper standard and shall
charge the Oil Companies a maintenance charge (which may include an eguitable proportion of direct
operating costs) limited to the costs of that maintenance PROVIDED THAT the amount of such
maintenance charge shall be reduced by any amount spent by an Oil Company under Clause 15.5.

15.5 Where the State has provided or acquired Works or Facilities for the purpose, of, or under

! this Agreement and fails properly to maintain the same the Oil Companies may, after 30 days notice to

" the State, and at their own expense, carry out such work as is necessary to bring the sime up 10 a
proper standard.

ARTICLE 16 USE OF FACILITIES BY THIRD PARTIES

16.1 A third party will be permitted to use Works and Facilities acquired from the Oil Companies
by the State and not utilised to their full capacity. The State undertakes to ensute that the chied party
will be requited to pay a propottionate share of any operating, maintenance overhead and capital costs
in respect of such Works and Facilities among other things having regard to :

{a) the extent of the proportionate usage and likely future usage of the Works or Facilities by
the third party and the Oil Companies; :

() the respective extents to which services are provided to the Qil Companies and the third
party {where che Facility is a service Facility);

{c) any other factor which results in or is likely to result in significant damage to or
deterioration of the Work or Facility. : '

16.2 The State, the Oil Companies, and a third party shall agree upon an amount which the third

" party will pay to the Qil Companies (notwithstanding any prior transfer of the relevant Works and

Facilities 1o the State under this Agreement) in United States dollars or the Kina equivalent at the date

ofdpaym_ent a capital contribution reflecting the extent of the third parry's intended use of the Works
and Facilities.

16.3 Where the State provides the cost of any modification improvement extension ot expansion
of any Works or Facilities to meet the needs of the Qil Companies the state may charge the Qil
Companies a capital user's charge in respect of that Work or Facility to allow for the recoupment over
a reasonable period of the amount expended in providing the said cost by the State together with a
reasonable return thereon. -

16.4 Notwithstariding anything contained in Article 15 or Article 16 all such Works and Facilities
not acquired and managed by the State shall continue to be managed by the Qil Companies and the Qil
Companies shall have priority of use thercof over all other users.

ARTICLE 17 RATES AND DUTIES

17.1 Subject to any requirement of defence, foreign trade or foreign policy of this State, the
safety of the public and quarantine and to the obligations of the State under multilateral international
agreements to which the State is a party the Oil Companies any Affiliated Corporation and the agents
and contractors of the Oil Companies or of any Affiliated Corpordtion shall have the right to acquire
import into and move within Papua New Guinea and use any plant machinery equipment vehicles

_explosives fuels reagents and: supplies which have a specialised application and use in the Operations
and to export-from Papua New Guinea the petroleum (whether processed or otherwise) resulting from
the Operations.
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17.2 The Oil Companies shall be subject to import duties and levies of general application in
accordance with Papua New Guinea law from time to time except as hereinafrer provided.

17.3 No rate rax charge due ducy tariff or other levy shall be applied to or be payable by the Oil
Companies on the expor of or in respect of the right to export Petroleum from Papua New Guinea by
an Qil Company or a Related Company.

17.4 No rate tax rent charge due duty tariff or other levy and no legislation which discriminates
against all or any of the Qil Companies or any member of an Oil Company or any beneficial owner of
shares in anty of the Oil Companies or any person engaged in the Operations shall be payable by or {as
the case may be} applicable to any of the Oil Companies or any such member or beneficial owner or
person (as the case may be} in respect of the Operations or of any income arising directly or indirectly
therefrom PROVIDED THAT nothing in the Clause is intended to provide a basis for challenging the
validity of the petroleum income tax or additional profits tax. ’

17.5 Any import duty which is sought to be imposed on the importation of any plant machinery
equipment explosives chemicals or other supplies which at the time when such duty is sought to be
imposed are imported into Papua New Guinea solely for the purpose of and which have a specialised -
application and use in the Operations and which is sought to be imposed at a rate in excess of the
average rate of duty from time to time payable on the impottation into Papua New Guinea of the
Custom Tariff items numbered 118 275 309 313 320 and 341 04 as sct out at the date thereof in the
Second Schedule to the Customs Tariff 1959 shall without in any way wharsoever limiting the
interpretation of Clause 17.3 above be deemed to discriminate against the Oil Companies.

17.6 No Local Government Rates or Provincial Government Rates or taxes on land calculated so
as to be other than approximately equal to a rate or tax calculated in relation to the unimproved capital
value of the surface rights of the land shall be payable by the Oil Companies in respect of land held by
the Oil Companies, on which mining or industrial activities are carried on.

ARTICLE 18 CONSULTATION

18.1 The Qil Companies shall consult from time to time with representatives of the State and shall
furnish the State each six months with reports concerning the implementation of :

(4} the training and localisation programme

(i) the provisions relating to local purchasing of supplies

(¢} the provisions relating to local business development and
{4} the provisions relating to environmental management.

ARTICLE 19 INSPECTION

19.1 The OQil Companies shall at all reasonable times allow the propetly accredited servants or
agents of the State (who shall establish their authority on request} to inspect any aspect of the
Operations and likewise to inspect and take copies of the books of account and records of the Oil
Companies relating to the Operations and to any shipment, sale or use of products of such Operations.
ARTICLE 200 PATENT AND TECHNOLOGY RIGHTS

20.1 All new processes, new methods of manufacture and other technological or mechanical
innovations developed within the Oil Companies’ Operations :

(2} shal! remain the property of the Oil Companies, which shall apply for, take ouc and retain
such patents and other technology rights, in Papua New Guinea or elsewhere, as may be
necessary and desirable to protect the same; and :

() shall not be sold, assigned, licenced, surrendered, of otherwise disposed of by the Qil
Companies except:

(i} on the basis of an arm’s length transaction; and ‘

(i) with the prior approval of the State which approval shall not be unreasonably
withheld.

20.2 Comntracts to which any Ol Company is a party providing for the purchase of the right to use
in the Operations any process, method or other technological innovation; :

(@) which are not contracts at arm’s length, shall not be entered into without the prior
consent of the State which consent shall not be unreasonably withheld, and
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() which are contracts at arm’s length shall be submitted to the State for information.

20.3 For the purposes of this Article the term “arm's length” shall have the same meaning as
ascribed to it in Section Sch. 3.2 of the Offshore Act, excepr that contracts for provision of services
which incidental to their performance require the use of any such process, method or other
technological innovation the patent rights to0 which are the property of any Oil Company or an
Affiliated Corporation of any Qil Company and which but for the provisions of Section Sch. 3.2(¢)
would be at arm’s length shafl for the purposes of this Clause be deemed to be at arm’s length.

ARTICLE 21 ASSIGNMENT

 21.1 The State may assign, without the consent of the Oil Companies, all or part pf its Venture
Interest to any corporation, statutory or otherwise, formed in Papua New Guinea and. either :

(4) wholly owned by the State, or

(b) wholly owned by the State and another corporation or other corporations, statutory or
otherwise formed in Papua New Guinea and which are controlled by the State and. in
which the State has at least a 50% beneficial interest, ) '

PROVIDED THAT vested in such corporation or corporations are powers and financial capacity sufficient
to enable such of the State’s continuing obligations under this Agreement as are assigned to such
corporation to be fulfilled. :

21.2 Subject to Clauses 21.1 and 21.3 and with the consent of the other parties. which consent
shall not be unreasonably withheld, all or any of the Parties may assign, or otherwise dispose of their
interest or rights under this Agreemeot.

21.3 In the case of any assignment under this Article 21 the assignee shall undertake to the State
to assume, observe and comply with all the obligations of the assignor in relation to the marter assigned
or to the extent of the interest assigned as the case may be. After the giving of any such undertaking,
the assignor shall be relieved of its obligations under this Agreement in relation to the matter assigned
or to the extent of the interest assigned as the case may be without prejudice to pre-existing rights
accrued to the State against the assignor,

21.4 Nosewithstanding the foregoing provisions of the Clauses 21.2 and 21.3 but subject to normal
statutory approvals in force from time to time,

(@) any Oil Company may charge by way of fixed or floating charge the whole or any part of
‘its Venture Interest to secure the repayment of, any payment of interest and other fees,
costs and expenses related to, all loans made to that Qil Company to finance the project;
and '

{b) the Oil Companies may mortgage and charge any specific asset {whether real or personal
property) to secure the purchase price thereof where such amount has been borrowed to.
finance the purchase of that asset; '

and any mortgagee or chargee under a mortgage or charge given by the Oil Companies may exercise all
rights of sale and other rights included in any instrument of mortgage or charge provided it shall first
give the State ar least twenty-eight days’ notice of intention to exercise those rights.

ARTICLE 22. ARBITRATION

22.1 If at any time there is any dispute, question or difference of opinion {in this Article 22
referred to as “Issue”) berween the Parties concerning the application of or arising out of section 994
of the Offshore Act other than any dispute, question, or difference of opinion in respect of which
provision for settlement or determination is provided under the Income Tax Act 1959.the same shall,
“subject to Clause 22.2, stand. referred to the arbitration of a single arbicrator, and such reference shall
be considered a submission within the meaning of that expression given by the Arbirration Act 1951,

22,2 After any Issue has arisen berween the State on the one hand and the Oil Companies or any
of them on the other hand, any party to that Issue may at any time priot to the appointment of an
arbitrator by concurrence of the Parties or pursuant to the Arbitration Act, 1951 by notice to the other
Party or-Parties thereto eléct that the provisions of this Clause shall apply to such Issue and in such
event :

() the Issue shall stand referred to the arbitration. of three arbitrators, one of whom shall be
appointed by the State and one of whom shall be appointed by the other Party or Parties
to the I_ssuge and the third of whom shall be agreed upon by thé State and the other Party
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or Patties to the Issue in writing, and in default of agreement within fourteen (14) days
after the State gives notice to the other Party or Parties to the Issue or the other Party or
Parties to the Issue give norice to the State requiring the appointment of such a third
arbitrator, shall be appointed in accordance with the provisions of the Arbitration Act
1951 from a panel of five (3) arbitrators to be nominated within a further period of
fourteen (14) days thereafter by the President and Chairman of the Board of Directors
(or failing him the Chief Executive) not being a Citizen of Papua New Guinea of the
Asian Development Bank (or, failing such nomination, from any panel of arbitators which
the person or body appointing the third arbitrator considers satisfactory) PROVIDED THAT
no person shall be eligible for appointment as a third arbitrator (unless the State and the
Oil Companies otherwise agree in writing in any particular case) if at the time of his
proposed appointment he is or has been at any time prior thereto a citizen or resident of
Papua New Guinea, the Commonwealth of Australia, Canada, or the United States of
America; . .

if any arbitrator refuses to act, is incapable of acting or dies, a new arbitrator shall be
appointed by the party appointing the original arbitrator or {in the case of the third.
arbitrator) in accordance with the procedure provided for in Subclanse 22.2(a);

if on such reference one Party fails to appoint an arbitrator either originally or by way of
substitution as aforesaid within fourteen (14) days after the other Party (having appointed
its arbitrator) has given to it notice to appoint such arbitrator, the arbitration may proceed
in the absence of such arbitrator; and

)

~—

(o

—

—

d

such arbitration shall be held at such place (whether inside or outside Papua New Guinea)
as the arbitrators determine.

22.3 If any Party to any arbitration under this Clause so requests the arbitrator or arbitrators shall
state, in the form of a special case for the opinion of the National Courr of Papua New Guinea, any
question of law arising in the course of the reference, and any opinion given shall be subject to the
normal right of appeal.

22.4 An award made on an atbicration shall have force and effect as follows—

() if by the award it is adjudged that the decision of the State is correct then the decision of
the State in respect to the Issue shall stand; but

(b) if the arbitrator adjudges that the decision of the State is incorrect then he shall further
adjudge what the Norm Price should be in which event the decision of the Arbitrator
shall be binding on the Parties. '

ARTICLE 23 LAW APPLICABLE

23.1 This Agreement shall be governed by and construed in accordance with the law of Papua
New Guinea.

ARTICLE 24 VARIATION

24.1 The Parties may from time to time by agreement in writing add to, substitute for, cancel or
vary all or any of the provisions of this Agreement, the Licences, any Development Licence, or any
lease, licence, right or grant granted hereunder or pursuant hereto ot any programme, proposal or plan
approval hereunder, for the purpose of more efficiently or satisfactorily implementing or facilitating any
of the objects of this Agreément.

24.2 Where an agreement made pursuant to Clause 24.1 constitute an alteration of any Article or
Clause referred to in Clause 3.2, the variation agreement shall contain a declaration to that effect, and
the State shall as soon as is practicable introduce and sponsor in the National Parliament & Bill for an
Act to approve that variation agreement and give force of law to the alteration of the rights hereunder.
That variation agreement shall be subject to the coming into force of the approving Act.

24,3 Any agreement made pursuant to Clause 24.1 which does not constitute an amendment of
any Clause referred to in Clanse 3.2 shall be tabled by the State in the National Parliament within the
first twelve (12) sitting days next following its execution. ‘
ARTICLE 25 NOTICES

- 25.1 All notices, notifications, consents, approvals, undertakings, applications, requests, offers,
reports, returns, elections, and proposals required to be or which may be given, made, furnished or
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submitted under this Agreement shall, unless the context otherwise requires, be in writing signed by a
Minister of the State or the Director of the Office of Minerals and Energy or (as the case may be) a
director or secretary or other designated representative of the Qil Companies, and if in writing shall be
sufficiently given, furnished or submitted if delivery at or posted by prepaid post to the address for
service of the Parry or Parties to whom it is to be given, made, furnished or submitted, and all such
" communications if posted as aforesaid shall, unless proven otherwise, be deemed to have been received
in the ordinaty course of post.

25.2 The addresses for service:
(#) of the State shall be:
(i) for the purposes of Sub-clause 13.3(c)

The Prime Minister,

Central Government Offices,
Waigani,

Papua New Guinea

or by post to:

The Prime Minister,

Central Government Offices,
Wards Strip Post Office,
Waigani,

Papua New Guinea

Telephone: Port Moresby 27 1211
Telex: SENTROF NE 22144; and
(ii) for all other purposes:

" The Director,
Office of Minerals and Energy,
Konedobu,
Papua New Guinea

or by post to:

. The Director,
Office of Minerals and Energy,
P.O. Box 2332,
Konedobu,
Papua New Guinea

Telephone: 25 1180
Telex: WABTRO NE 22211

{#) of the Oil Companies shall be:

The General Manager,
Endeavour Qil Company N.L.,
228 Vicroria Parade,

East Melbourne, 3002, Australia

Telephone : 419 2577
Telex : Cookoil AA31839

or by post to0 ;

P.O. Box 217,
East Melbourne, 3002, Australia.

Esso Papua New Guinea Inc.,
C/- Exploration Manager,

Esso Australia Limited,

127 Kent Street, C
Sydney, N.S.W. 2000, Australia.

Telephone : 20557
Telex : AA20549
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Chief Executive Officer,
10L Petroleum Limited,

95 Collins Street,
Melbourne, 3001, Australia.

Telephone : 63 0491
Telex : Conrio AA30108

or by post to :

G.P.O. Box 384D,
Melbourne, 3001, Australia.

Any Party may change its address for service by prior notice in accordance with this Article.

25.3 Where ‘the Oil Companies are required to submit any plans, proposals, or other material for
the approval of the State, the date of submission shall be deemed to be the date on which the State
receives the said plans, proposals or other material.

ARTICLE 26 TERMINATION

26.1 The State may terminate this Agreement by notice to the Qil Companties in any of the
followmg events—

(@) if the Oil Companies abandon the Licence or repudlate their obligations under this
Agreement and Operations are not resumed or such default made good within a period
of sixty (60} days after notice as provided in Clause 26.2 is given by the State to the Qil
Companies;

(b) if the State can establish that in granting its approval to any proposal made under the
Offshore Act or otherwise it relied upon a statement made by the Oil Companies not
being an estimate based on judgement exercised in good faith on the application of
knowledge available at the time the estimate is made and it is shown the 011 Companies
intended such statement to be false or misleading;

(¢} if the Licence or any extensions or renewal thereof is properly forfeited due to default by
the Oil Companies or is surtendered under the Onshore Act;

(4) -if the Qi Companies do not submit proposals in accordance with Article 7.

26.2 The notice to be given by the State in terms of Subclause 26.1(#) shall specify the nature of
the default or other ground so entitling the State to exercise such right of determination and whete
appropriate and known to the State the Party or Parties responsible therefor and shall be given to each
of the Qil Companies.

26.3 For the purposes of Clause 26.1(4) the OQil Companies shall not be deemed to have
abandoned the Licence or repudiated their obligations unless all persons for the time being bound,
whether as assignees of the Oil Companies or otherwise, to perform the obligations of the Qil
Companies hereunder, have abandoned the Licence or repudiated the obligations.

26.4 This Agreement shall terminate on the expiry or surrender of the Licence and all
Development Licences issued over any part of the Area or any renewal or extension of any of them.

26.5 If this Agreement is terminated after the grant of a Development Licence all structures,
installations, plant, and equipment :

(a) which can be removed from the Area within six (6} months after the notice of termination
and without irreparable damage to the Area or any remaining structure, installations,
plant and equipment may be removed by the Parties; and

{b) all other structures, installations, plant, equipment and non-movable assets of the Parties
in the Area shall thereupon become the property of the State without any cost to the
State ot any liability for the State to pay compensation therefor, and freed and discharged
from all mortgages and other encumbrances. All materials, supplies and other movable
assets of the Parties in the Area which are fully depreciated for tax purposes shall likewise
become the property of the State, but any such materials, supplies and other movable

- assets which are not fully depreciated for tax purposes shall be offered by the Parties for
sale to the State at their depreciated value,

26.6 The Qil Companies shall do all such things as the State may reasonably require to give effect
to the provisions of this Article 26 and the Oil Companies shall make available to0.the State the results
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of the Investigations and Studies ro the extent thit they have heen carried out by the Oil Companies
before the date of termination.

26.7 This Article 26 shall continue in force notwithstanding the termination of the rest of this
Agreement and may be sued upon or enforced against the Qil Companies.

26.8 Termination of this Agreement under this Article 26 shall be without prejudice to any rights
of any of the Parties for any antecedent breach of covenant or agreement.

. 26.9 Notwithstanding anything to the contrary contained herein, should any law, statute or
regulation be pessed in Papua New Guinea or become effective in Papua New Guinea, subsequent to
31st March 1977, and should such law, statute or regulation abrogate or materially alter. the
fundamental contractual cights or obligations of the Qil Companies hereunder, the Oil Companies shall
have the right to give the State 60 days notice of their intention to terminate this Agreement without
further obligation to the State except as to rights or liabilities in respect of any-antecedent breach of
this Agreement. :

ARTICLE 27 AMENDMENTS TO OPERATING AGREEMENT

27.1 For the purposes of this Article 27 the Operating Agreement shall be deemed to apply only
in respect of the Area, the Licence or any Development Licence.

27.2 The Parties shall commence as soon as practicable to negotiate in good faith with the
objective of agreeing on the form and content of a Joint Operating Agreement to accord substantially
with the provisions of the Operaring Agreement but to reflect :

(a) changes in the parties bound thereby and the circumstances of their association, and
(b the possible acquisition by the State of a Venture Interest, and
(¢) amendments necessary to give effect to the provisions of this Agreement,

~ 27.3 If the Parties have not execured the Joint Operating Agreement at the date the State elects
w0 acquire a Venture Interest under Clause 13.3 the State shall as and from that date be deemed to be
a party to the Operating Agreement with full rights to attend and vore ar all Operaring Committee
Meetings.

274 After the date of this Agreement the Oil Companies may not amend or replace the
Operating Agreement without the approval of the State.

27.5 Without limiting the generality of the foregoing the Parties agree that the following Articles
and Clause of the Operating Agreement should be reviewed for the purposes of Clause 27.2:

Articles 3, 4,7, 8, 11, and 13; and
Clause 19.05.

ARTICLE 28 MISCELLANEOUS

28.1 No stamp duty or other fees or charges shall be payable to the State in respect of any
assignment or transfer of any Participating Interest or Venture Interest in the Licence or the Venture
Assets by an Oil Company to the State or to an Affiliated Corporation incorporated in Papua New
Guinea if such assignment is required to comply with the provisions of the Acts. '

28.2 Subject to considerations of national security the State shall grant to the Qil Companies such
licences, permits and other rights and exemptions as are within its power to grant and which reasonably
may be required by the (il Companies to enable the Qil Companies to fulfil their obligations and enjoy
their rights and benefits under the Licence, the Acts, or this Agreement.

28.3 If the State elects to acquire a Venture Interest thereafter the Parties shall own all the

Venture Assets as tenants in common, however, the expenditure of the Qil Companies under this
Agreement shall be shown on the accounting records of the Qil Companies entirely as expenses,
charges, and costs of the Qil Companies in proportion to their respective Participating Interests and
shall be reflected for purposes of the fiscal dispositions of the applicable United States law in the
balance sheet and profit and loss accounts of oaly the Oil Companies.

28.4 Whethet an election shall be made to have this Venture excluded from the application.of the
provisions of Sub-chapter K of Chapter 1 of Sub-title A of the United States Internal Revenue Code
of 1954, shall be determined by EPNG for each Calendar Year during which EPNG has incurred
expenditures under Article 13. The initial determination shall be made and furnished in writing to the
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other Parties no later than 15th April, 1977, and if requested by the Operator to do so, the State will
execute a tax agreement for United States tax purposes in a form to be approved by the Parties.

28.5 Consistent with requirements of the law and national security the State shall use its best
efforts to have foreign wotkers and their dependants to be employed in the Operations in accordance
with the approved training and localisation programme expeditiously granted such permits as may be
necessaty to authorise them to enter, re-enter, move within, remain in and depart from Papua New
Guinea and t0 wotk on of in connection with the Operations,

ARTICLE 29 NATURAL GAS AND GAS LIQUIDS

29.1 I shall be the responsibility of the Oil Companies to determine whether production of
Natural Gas or Natural Gas Liquids is commercial and whether or not to construct and install facilities
to enable production of such Narural Gas or Natural Gas Liguids.

29.2 Natural Gas and Narural Gas Liquids will be disposed of by the Parties ar the first point of
measurement downstream from the outlet flange of the field gas separator in the Area beyond which
point the Stace’s Venture Interest shall cease.

29,3 Norm Price for all purposes for Natural Gas and Nawaral Gas Liquids will be the price
specified in contracts for its sale entered into with the prior approval of the State w}uch will not be
unreasonably withheld.

29.4 Subject to the absence of Regulations to the contrary under the Acts the Oil Companies may
flate gas necessarily produced with crude oil and not needed in the QOperations and the sale of which is
not economically justified.. .

29.5 The State recognises thar its election to acquire up 1o a 22.5% Venture Interest may prevent
the Oil Companies from producing on a commercial basis Natural Gas or Gas Liquids discovered in the
Area. Therefore, if the OQil Companies in a proposal under Clause 7.1 produce evidence that such
Natural Gas or Gas Liguids cannot be produced on a commercial basis if the State elects to acquire a
22.5% Venture Interest, the State will negotiate in good faith with the intention of agreeing on such
lesser Venture Interest as will allow a Natural Gas or Gas Liquids project to proceed on a commercial

basis.
ARTICLE 30 TITLES

30.1 Subject to Clause 30.2 the provisions of the Offshore Act and each of them shall apply
mutatis mutandis to and in respect of the Licence in lieu of the provisions of the Onshore Act as if the

Licence were a Petroleum Prospecting Licence issued pursuant to and in accordance with Section 18 of
the Offshore Act.

30.2 The following provisions of the Onshore Act that is to say :
_ Section 6;

Sections 11 to 24 inclusive, except for sub-section (3Xd) of Section 21;

Sections 26 to 28 inclusive;

Sections 30 to 34 inclusive;

Sections 37 and 38;

Sections 53 to 57 inclusive;

Sections 59 to 64 inclusive;

Sections 71 to 74 inclusive;

Sections 77 and 78;

Section 80;

Section 82,

Sections 86 to 91 inclusive;

Sections 94 and 95;

Section 99; and
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Section 100, and applicable regulations made thereunder;

shall apply mutatis mutandis to and in respect of the Licence PROVIDED THAT in the event of conflict
or inconsistency between—

(¢} the definitions contained in Section 6 of the Onshore Act and a definition contzined in
Section 1 of the Offshore Act the latter shall prevail and 2pply to the Licence accordingly,
and

(b) the provisions of the Offshore Act and the provisions of the Onshore Act in respect to
the rights of the Oil Companies to access to and occupation of the sutface of the Arex the
latter shall prevail and apply to the Licence accordingly.

30.3 As soon as reasonably practicable after execurion of this Agreement the State shall introduce

“and sponsor in the National Parliament a Bill for an Act to regulate exploration for and preduction of

Petroleum in those areas of Papua New Guinea other than the offshore area within the meaning of the

Offshore Act. It is the State’s intention that such Bill substancially reflects the spirit of this Agreement

and contains no provisions which, if enacted, would materially affect the rights and obligations of the
0il Companies hereunder,

30.4 If new legislation providing for exploration for and production of Petroleum in the onshore
area of Papua New Guinez is not enacted by the National Parliament and operative prior to the Oil
Companies notifying the State of their intention to nominate a Block under section 28 of the Offshore
Act, all the provisions of the Offshore Act shall theteupon cease to apply to the Licence, the provisions
of the Onshore Acr specified in Clause 30.2 shall continue to apply thereto and the remaining
provisions of the Onshore Act shall thereupon apply 1o and in respect of the Licence to the extent to
which they or any of them are or is capable of so applying and the Minister,

30.5 The State will prepare and submir to the Oil Companies a map of the Area showing the

subdivision of the Area intc Blocks. Such subdivision will be consistent with the existing subdivision of
the area of the Territorial Sea and Continental Shelf of Papua New Guinea.

30.6 Notwithstanding anything contained in the Onshore Act or the Offshore Act, the Licence
shall be deemed to have been granted to the Oil Companies for a term of six (6) years commencing on
the first day of September, 1975.

30.7 If the Oil Companies have complied with the Licence Conditions and provisions of the Acts
in so far as they apply to the Licences and the Area to the date of commencement of the Act referred
10 in Clause 30.3 the Stare shall forthwith after such commencement grant to the Qil Companies under
such new Act, and in substitution for the Licence, the necessary rights and titles to authorise the Qil.
Companies to continue to explore and prospect for Petroleum or to produce Petroleum discovered
within the Area on terms not less favourable than those previously applicable.

IN WITNESS wheteof this Agreement has been duly executed by the Parties, the day and year first
hereinbefore written.

Signed for and on behalf of the Independent State of John Guise
Papua New Guinea by the Governor General, Sir John
Guise, acting with and 10 accordance with the advice of the John Guise,
National Executive Council : Governor General
C Van Leishout

Witness -
'The Common Seal of Endeavour Qil Company N.L. was E.A. Webb
hereunto affixed in accordance with its Articles of Asso- _
ciation and in the presence of Director

' L. J. Cairns
Secretary
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Signed, sealed and delivered on behalf of Esso Papua New K. Richards
Guinea Inc., by its duly constituted Attorney in the
presence of : Attorney
F. M, Hooke
Witness
The Common Seal of IOL Petroleum Limited was affixed R. T. Madigan
hereto in the presence of :
Director
E. ]. Knott
Secretary

SCHEDULE 4.

Sec. 1.

Agreement No. 4.
THIS AGREEMENT made the day of , 1976 BETWEEN THE
INDEPENDENT STATE OF PAPUA NEW GUINEA (herein called “the State”) of the first part and
ENDEAVOUR OIL COMPANY N.L. (herein called “Endeavour™), ESSO PAPUA NEW GUINEA INC. (herein
called “EPNG™), and I10L PETROLEUM LIMITED (herein called “IOL"} (herein called collectively “the

Oil Companies” which expression shall be taken to refer also to each such company severally) of the
second part :

WHEREAS

A. Petroleum Licence number 7 issued pursuant to the Petroleum (Prospecting and Mining) Act 1951,
is held by the Oil Companies subject to their respective rights and obligations as specified—
(i) i the said Petroleum (Prospecting and Mining) Act 1951,
(it} in the said Petroleum Licence number 7, .
(iii} in an agreemerit dated May 4th, 1971, between Endeavour of the first part and IOL (IOL

therein being referred to as “Interstate Oil Limited”) of the second part and certain other
agreements therein referred to, and

{iv) in an agreement dated the 9th May, 1975 among Endeavour and IOL of the one part and
EPNG of the other part,

in each case as varied by this Agreement;

B. The Stace recognizes—

(i) that discovery of commercial quantities of Petroleum in Papua New Guinea will be of
major econemic significance to the people of Papua New Guinea, .

(ii) thar to have the greatest likelihood of discovering commercial quantities of Petroleum the
State intends to rely on and permit companies such as the Oil Companies to explore for
and produce any Petroleum discoveries,

(iii) that the Oil Companies will spend Jasge sums of money on exploration for Petroleum and
on development of facilities to produce any commercial quantities of Petroleum
discovered, and

(iv) that the ability of the Qil Companies to spend amounts of meney referred to above will
be dependent in part upon the certainty and long term stability of the terms upon which
the State permits the Oil Companies to operate within Papua New Guinea.

C. The State is anxious to ensure that the development of any commercial discoveries of Petroleum
will secure the maximum benefit for and adequately contribute to the advancement and the social and
economic weifare of, the people of Papua New Guinea, including the people in the vicinity of the Oil
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Companies’ operations in a manner consistent with their needs and the protection of their
environment, : i

D. The State proposes to introduce and sponsor in the National Patliament by its first sitting in 1977,
a Bill for an Act to provide for exploration for and production of Petroleum in areas other than the
_offshore area within the meaning of the Petroleum (Submerged Lands) Act 1975, and it is the State’s
intention that such Bill substantially reflect the spirit of this Agreement and contain no provisiops
which if enacted would materially affect the rights and obligations of the Oil Companies hereunder.

E. The State and the Oil Companies have agreed on a2 number of matters which are set our in this
Agreement and while acknowledging that legislative sovereignty in Papua New Guinea is vested in the
National Parliament wish the matters agreed upon to an enduring arrangement zad do not intend that
they should be altered other than by agreement between the State and the Qil Companies,

NOW THIS AGREEMENT WITNESSES AS FOLLOWS :
ARTICLE 1 DEFINITIONS
In this Agreement, unless the context otherwise requires :
“Accumulated Liability” has the meaning ascribed to it in Clause 13.1;
“Acts” means both the Offshore Act and the Oashore Act;

“Affiliated Corporation” means, in relation to any Party a related company of that Party and
“related company” has the same meaning ascribed thereto by Section 6{3) of the
Companies ‘Act 1963,

“the Agreement” means this Agreement together with the Annexures hereto;

“Approved Proposals” means proposels or amended proposals submitted to the State pursuant
to the provisions of the Offshore Act and approved pursuant to that Act;

“the Area” means the Area covered by the Prospecting Licence;

“Budget Year” means a calendar year commencing on 1st January and ending on the next
succeeding 31st December;

“Citizen” means a citizen {whether natural born or naturalised} of the State;

“Development” means activities in or in relation to a Development Area carried on in
accordance with the Operating Agreement or Joint Operating Agreement for the purpose
of constructing and installing the facilities and infrastructure necessary to enable
Production from the Area;

“Development Area” means the Blocks comprising a Development Licence;

“Development Licence” means 2 Development Licence granted under the Offshore Act or a
lease granted under the Onshore Act within the Licence Area,

“Exploration” and “Prospecting” mean activities in ot in relation to the Area carried on for the
putpose of identifying in the first instance the location of any Petroleum traps in the Area
and thereafter in relation to each Petroleum trap to determine whether it constitutes a
reservoir containing sufficient Petroleum to justifty Development;

“Foregone Production” has the meaning ascribed to it in Clause 13.1;

“Investigations and Studies” means the investigations and studies required by the Minister
under section 28A of the Offshore Act;

“Joint Operating Agreement” means the agreement to be negotiated by the Parties in
substitution for the Operating Agreement;

“Licence” and “Petroleum Licence” mean Petroleum Licence L7 or any renewal, extension or
replacement thereof issued pursuvant to the Pettoleum (Prospecting and Mining) Act
1951, :

“Licence Conditions” means those conditions included in the Licence or any Development
Licence by the Minister as provided for in the Offshore Act;

“Licence Year” means a 12 month period commencing in the first instance on 1st September,
1975 and thereafter the 12 month period commencing on 1st September in each year;

“Offshore Act” means the Petroleum (Submerged Lands) Act 1975;
“Onshore Act”™ means the Petrolecm (Prospecting and Mining) Act 1951;

Prepared for inclusion as at 1/1/1980,




R

Petroleum (Gulf of Papua) Agreements Ch. No. 199

SCHEDULE 4.—ontinued.

“Operating Agreement” means the form of Agreements which comprise Annexure “A” to this
Agreement as amended from time to time by the Parties hereto;

“Oiperating Committee” has the same meaning in this Agreement as the meaning ascribed to
it in the Operating Agreement;

“QOperations” means operations and activities carried out under the Operating Agreement and
the Joint Operating Agreement and includes Exploration, Development and Producing or
any of them as the context permits; '

“Party” or “Parties” means respectively a party or parties to this Agreement and their
respective successors and permitred assigns; :

“Participating Interest” means the undivided percentage interest of each of the Oil Companies
in the Venture Assets immediately prior to the assignment to the State of its Venture
Interest. At the date of this Agreement the respective Participating Interests are :

Endeavour ' 25%
oL 25%
EPNG 50%

“Petroleum Income Tax" and “Additional Profirs Tax” have the same meaning in this
Agreement as the meaning ascribed to them in the Income Tax Act 1939,

“Positive Day” has the meaning ascribed to it in Clause 13.1;

“Producing” means activities involved in or in relation to producing, treating, transmitting,
transporting, storing or handling of Petroleum produced from within the Area, and
includes extraction of Petroleum by any permitted method, and all work and operations
necessary or convenient for the foregoing;

“Production Share” has the meaning ascribed to it in Clause 13.1;
“Shortfall Period” has the meaning ascribed to it in Clause 13.1,
“Simple Interest” has the meaning ascribed to it in Clause 13.1;
“Specified Volume™ has the meaning ascribed to it in Clause 14.1;

“Veneure Assets” means Property whether real or personal owned at the date the State gives
notice under Clause 13.3 or thereafter acquired as tenants in common—

(a) by the Gil Companies in proportion to their respective Participaring Interest until
the State elects to acquire its Venture Interest, and thereafter

(b) by the Parties in proportion to their respective Venture Interests;

and includes the Licence, any Development Licences granted over the Area, materials,
plant, and equipment and any Petroleum discovered in the Area;

“Venture Interest” means the undivided percentage interest from time to time in the Venture
Assets and Operations of a Party after the assignment o the State of a percentage interest
in the Venture Assets and Operations;

“Works and Facilites” and “Works ot Facilities” have the meaning ascribed to them in Article

15
“Block”, “Norm Price”, “Petroleum”, and “Royalty” have the same meaning in this
Agreement as the meaning ascribed to them in the Offshore Act.
ARTICLE 2 INTERPRETATION .
2.1 In this Agreement unless the context otherwise requires—

(#) monetary references are references to Papua New Guinea currency unless otherwise
specifically expressed; .

(k) the headings do not affect the interpretation or construction;

() reference 1o an Act includes the amendments to that Act for the time being in force and
also to any Act passed in substitution therefor and any regulations for the time being in
force thereunder; :

(@) words importing the singular include the plural and vice versa;
{¢) words importing any gender include the other genders;

73 '
Prepared for inclusion as at 1/1/1980.




Ch. No. 199 Petroleum (Gulf of Papua) Agreements

SCHEDULE 4.—continued.

(f) references to a person include a corporation and vice versa;

(g) reference to an Article, Clause or Subclause is to an Article, Clause or Subclause of this
Agreement;

(h) reference to a Minister shall mean the Minister for the time being having responsibility
for the particular subject matter according to the context.

2.2 Where any provision of this Agteement constitutes an undertaking by one of the Parries to
make a payment or to perform some act or to carry out some obligation or to assume some
responsibility or liability or to grant some right, concession or advantage that Party shall by its
execution hereof be deemed to have covenanted and agreed with the other Party accordingly and
where any such provision constitutes such an undertaking by the Oil Companies there shall be deemed
to be a covenant and agreement by all of them jointly and each of them severally in respect of such
undertaking.

ARTICLE 3 EFFECT ON AND OF OTHER LAWS

3.1 The Articles and Clauses listed in Clause 3.2 are to have the force of law and apply
notwithstanding anything to the contrary in any other law in force in Papua New Guinea, and po law
at any time in force in Papua New Guinea made after the commencement of this Agreement shall affect
those Articles and Clauses: '

(#) unless the contrary intention appears expressly in that faw; or

{b) except as provided by this Agreement, ‘
3.2 The provisions of Clause 3.1 shall apply to the following Articles and Clauses :

(#) Article 5

() Article 6

{¢) Clause 17.6

(d} Clause 28.1

(e) Article 30 except for Clause 30,3 and 30.5.

ARTICLE 4 CONDITIONS PRECEDENT

4.1 As soon as reasonably practicable after execution of this Agreement the State shall introduce
and sponsor in the National Parliament in a form agreed upon by the Parties, a Bill for an Act to
approve this Agreement and to give the force of law to the Articles and Clauses specified in Clause 3.2.

4.2 This Agreement shall be void and of no effect.and none of the Parties shall have any claim
against any other Party with respect to any matter or thing arising out of, done or performed under this
Agreement unless the Act referred to in Subclause 4.1(a) shall come into effect prior to 31st day of
March, 1977.

ARTICLE 5 CURRENCY

5.1 Words and expressions which have a certain meaning where used in the Foreign Exchange

‘ Regu}ations made under the Central Banking Act 1973 shell have the same meaning where used in this
Article 5. .

5.2 The Oil Companies shall be entitled to retain in foreign currency outside Papua New Guinea
praceeds of sale of all Petroleum produced by the Qil Companies and exported overseas to the extent
necessary to enable the Oil Companies 1o meet their obligations to pay foreign currency duting the
ensuing three (3} months in respect of:

(#) the principal of, interest and services charges on and other fees and expenses related 1o
loans made to the Oil Companies in foreign cuerency for purposes of their operations
under this Agreement by persons nor resident in Papua New Guinea, where the terms of
such loans have been approved by the Bank of Papua New Guinea under the Foreign
Exchange Regulations; and

{b) commitments in foreign currency to persons not resident in Papua New Guinea for the
supply Iof goods and services to the Oil Compariies {including capital zoods and services
of foreign employees dnd consultants); and
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{c) commitments in respect of dividends payable to shareholders resident ourside Papua New
Guines;
provided that the amounts concerned are established to the reasonable satisfaction of the State.
5.3 Where amounts of foreign currency expected to be required by any of the Qil Companies for
the purposes described in Clause 5.2 in any three month period exceed the amounts of foreign

currency earnings. expected to be received by any of the Qil Companies in that period, such Oil
Company may request the State to hold foreign currency for it to the level of the possible shoetfall but

-not exceeding foreign currency requirements for purposes of loan repayments whereupon—

{a) the Oil Company concerned shall notify the State of the amount of the expected shortfall
and the currencies in which the shortfall is likely to oceur;

(b) the State, after consultation with the Bank of Papua New Guinea, will advise the Qil
Company concerned of the Kina equivalent of the shortfall at the exchange rate then
prevailing; :

(c) the Oil Company concerned will lend to the State and the State will borrow from the OH
Company concerned that amount is Kina;

() the State through the Bank of Papua New Guinea will hold deposits of foreign exchange
in the currency to which payments will be made and of amounts sufficient to make such
payments in accordance with the notice which the Oil Company concerned has given to
the State under Subclause 5.3(a);

the State will pay interese to the Qil Company concerned on such foreign currency
deposits at a rate per annum which is the rate which the Bank of Papua New Guinea
earns for the State on those deposits less one half of one percent {0.5%) per annum to
cover the Bank of Papua New Guinea's administrative and overhead costs; and

the State will repay any loan made by the Oil Company concerned under this Clause 5.3
in the currencies in which the deposits are held at the time payments in those currencies
by the Oil Company concerned are due, such amounts in foreign currency to be applied
in discharge of the Kina amount of the original loan at the exchange rate ruling at the
time of the original loan.

5.4 The Oil Companies will not be subject to or limited by regulations or statutes relating to
foreign exchange and the control thereof that are less favourable 1o the Oil Companies or any of them .
than the regulations and statutes of general application to persons dealing with foreign exchange in
Papua New Guinea nor will regulations or statutes relating to foreign exchange and the control thereof
be applied in relation to any of the Oil Companies in a manner less favourable to them than the manner
in which they are generally applied to others to whom they are applicable.

5.5 At all times the Qil Companies shall have the right to buy and sell Kina at rates of exchange
no less favourable than those available to other commercial buyers and sellers of that currency.

5.6 The il Companies may establish foreign currency accounts in Papua New Guinea PROVIDED
THAT such deposits do not consravene Exchange Control requirements and contain deposits considered
by the Government to be reasonable in relation to the Qil Companies' needs.

5.7 Unless otherwise directed by the State and except as provided in Clauses 5.2 and 3.6, each Oil
Company shall convert all its foreign currency earnings from Operations under this Agreement into

Kina and remit the proceeds to Papua New Guinea to a bank account in the name of the Qil Company
for its use.

N

(e

(f

—

5.8 Notwithstanding anything to the contrary in the Acts, the National Investment Development
Authority Act, the Income Tax Act or other legislation applying 1o the Operations, the Qil Companies
may—

(a) kesp their books of account and other records in both Kina and United States dollars;
an :

(4) make all calcularions under any statute or regulation (including bur without limiting the
generality of the foregoing calcularions for Royalty, Petroleum Income Tax, Addirional
Profits Tax) and for Foregone Production, and Specified Volume and other matters
arising under this Agreement, the Operating Agreement and the Joint Operating
Agreement in Kina or United States dollars. When applying for the first Development
Licence within the Area each Qil Company shall elect o make such calculations
thereafter in either Kina or United States dolars. If such calculations are made in United
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States dollars the State shall accept payment of such raxes and other moneys in Kina
converted from United States dollars as provided in the following formula :

K=§xD

where,
K means the sum in Kina payable to the State for any of the stated purposes;
S means the sum expressed in United Scates dollars to be converted to Kina;

D means the mean of the average of the Daily Published Buying and Selling Rates
of Kina against the United States dollar during the Budget Year, or in the case of
Royalty during the month, for which the calculation is being made. The “Daily
Published Buying and Selling Rates” means the buying and selling rates from rime
to time published by the Bank of Papua New Guinea or such other buying and
selling rates as may from time to time be published and recognised by the State as
the official buying and selling rate. In calculating the mean of the average of the
Daily Published Buying and Selling Rates the average of the buying and selling
rates applying on each day on which the Bank of Papua New Guinea is open to the
public for business transactions shall be aggregated and the result divided by that
same number of days.

ARTICLE 6 NIDA REGISTRATION

6.1 Notwithstanding anything expressly or impliedly to the contrary contained in the Narional
Investment and Development Act-1974 and in particular notwithstanding the provisions of Section 4
of that Act, the Oil Companies from the date of issue of the first Development Licence shall be deemed
to be registered under that Act in respect of the activities of Exploration, Development and Producing
(but not including refining of crude oil) and other activities necessarily incidental theeeto and
contemplated by or required to carry out Exploration or the Approved Proposals, on the following
conditions :

{a) the Oil Companies shall not without the approval of the National Investment and
Development Authority carry on any activities except those necessarily incidental to
Exploration or the Approved Proposals; and ’

(b) the registration shall be for the duration of this Agreement and shall be deemed to be
cancelled upon the termination of this Agreement for any reasons whatsoever.

ARTICLE 7 PROPOQSALS

7.1 The Qil Companies shall submit to the State in support of any application for a Development
Licence and in addition to detailed proposals as required by section 30 of the Offshore Act:

(#) the financial analysis of prospective cash flows of the Operations;

()) matters which the Qil Companies may consider relevant to support & request pursuant to
Clause 29.5 that the State elect to acquire a Venture Intesest less than the maximum
provided for in Clause 13.3.

7.2 The State shall treat as confidential all material and information supplied to the State under
Subclause 7.1(4) and under Section 2BA(3) of the Offshore Act being the resules of studies referred to
in Section 28A(2)(s) and (b) of that Act PROVIDED THAT if this Agreement is terminated as provided
in Article 26 the material and information shall become the property of the State and may be used by
the State ia such manner as it thinks fit.

7.3 I the Oil Companies desire to modify, expand or otherwise substantially vary their activities
beyond those specified in any Approved Proposals, either by undertaking any new activity or by 2
major expansion of activities specified in the Approved Proposals, the Oil Companies shall give notice
of such desire to the State and within two months thereafter shall submit to the State detziled proposals
in respect of the desired modification, expansion or variation.

ARTICLE 8 CONSIDERATION OF PROPOSALS

8.1 The State shall not unreasonably withhold its approval to the proposals referred to in
Subsection 30(1)(¢) of the Offshore Act and if the State approves such proposals without amendment,
it shall notify the Oil Companies accordingly at the same time as the Minister serves on the Oil
Companies the instrument under section 31 of the Offshore Act.
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8.2 If the State does not intend to approve without amendment the proposals referred to in
Subsection 30(1)() of the Offshote Act, the State within three (3) months of receipt of such proposals
shall notify the Oil Companies that it wishes to :—

{#) defer consideration of or deciston upon the same until such time as the Oil Companies
submit a further proposal or propesals in respect of some matter mentioned in Section
284 of the Offshore Act not covered by the said proposals and in such case the State shall
disclose to the Oil Companies the reasons therefor and specify the further proposal or
proposals; or

(k) approve the said proposals subject to the Oif Companies making such alteration thereto
or complying with such conditions as the State thinks reasonable and in such a case the
Seate shall disclose its reasons for requiring such alterations or imposing such conditions.

8.3 If the decision of the State is to be as mentioned in Clause 8.2 the State shall afford the Oil
Companies full opportunity to consult with it and should the Oil Companies so desire, to submit new
proposals either generally or in respect of some particular matter.

ARTICLE O TRAINING AND LOCALISATION

9.1 The Qi! Companies holding a2 Development Licence in regard to any parr of the Area shall
progressively. replace foreign personnel (employed with the approval of the State) with Citizens, in
accordance with the training and localisation programme which forms part of the repost furnished to
the Minister under section 28A of the Offshore Act PROVIDED THAT if the training and localisation
programme s disrupted by circumstances or events (whether or not they constitute force majeure
within the meaning of Article 11) which make it difficult or impossible for the Oil Companies to
comply with their obligations under such programme, the Oil Companies may give notice thereof to
the State, together with alternative or revised plans to achieve the objects of the part of the training and
localisation programme which is affected, and the State within one (1) month of that notice shall
either—

{4} approve those alternative or revised plans; or

(k) meet with the Oil Companies to discuss the alternative or revised plans. If such
discussions do not lead to the State’s approval of alternative or revised plans, which
approvals shall not unreasonably be withheld, the Oil Companies shall be bound by their
original obligations under the training and localisation programme, except that they shall
not be liable for any delay caused by following the procedures under this Subclause and
subjece always to the Oil Companies being able to claim force majeure under Article 11.

9.2 The Btate shall give such assistance to the Oil Companies as is reasonably required in the
formulation of their training and localisation programme and in recruitment of Citizens, and under
normal conditions shall make available its facilities for vocational and technical training.

9.3 Training and instruction pursuant to the training and [ocalisation programme shall be given by
employees or agents of the Qil Companies who are proficient in the English language.

9.4 (a) The Oil Companies holding a Development Licence jointly shall arrange in co-operation
with the State assignments for the State’s Employees, not to exceed more than ten (10)
in any yvear or at any time, to the Oil Companies’ operations, whether in Papua New
Guinea or overseas, to assist in training such employees for managerial, professional, and
techaical positions for the State PROVIDED THAT if any Qil Company being a party to this
Agrecment has fulfilled or partly fulfilled a like obligation under any like agreement with

" the State to which the Oil Companies are also a party this clause 9.4 shall be deemed to
have been fulfilled to the extent that such like obligations have been fulfilled by the Qil
Companies. .

() The salaries and other expenses of such State employees shall be borne by the State
PROVIDED THAT whilst any such State employee is directly engaged -in the Oil

Companies’ operations, salary and expenses of such employee shall be borne by the Oil
Companies.

9.5 As far as is practicable the Oil Companies shall give first preference in employment to Citizens
whose place of origin is in the area of any Development Licence.
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ARTICLE 10 LOCAL SUPPLIES AND BUSINESS DEVELOPMENT
10.1 The Qil Companies shall :

() use and purchase goods and services supplied, produced, or manufactured in Papua New
Guinea whenever the same can be obtained at competitive prices and on competitive
terms, conditions and delivery dates and are in all substantive respects of a quality
comparable with those available from outside Papua New Guinea; and -

(b} encourage and assist Citizens desirous of establishing businesses providing goods and
services for the Oil Companies’ operations and for any town constructed primarily for
purposes of the Qil Companies’ operations and the residents thereof; PROVIDED THAT
the Qil Companies shall not be obliged or called upon to grant or lend money to any
Papua New Guinea Citizen or any local enterprise; and

{¢) make maximum use of Papua New Guinea subcontractors where services of comparable

standards with those obtainable elsewhere whether inside or outside Papua New Guinea

- are available from them at competitive prices, and on competitive terms, conditions, and
delivery ot performance dates; and

(d) whete it is necessary to import vehicles, machinery, plant or equipment, and such items
are not purchased direct from the manufacturer by the Qil Companies, effect the
purchase of such items through traders operating in Papua New Guinea, PROVIDED THAT
such items are available through such traders at a competitive price, and on competitive
terms, conditions, and delivery date and provided always that the Oil Companies shall not
be bound to comply with this Subclause in any case where compliance would adversely
affect the financing of the Oil Companies’ operations or any part thereof.

10.2 Insofar as it is practicable, the Oil Companies shall give first preference in their assistance
under Subclause (b)) and {) of Clause 10.1 to. Citizens originating from the sub-province in which
Petroleum is produced.

ARTICLE 11 FORCE MAJEURE

11.1 Any failure on the part of a Party hereto to comply with any of the terms, conditions, and
provisions of this Agreement (except any obligation of the Qil Company to make payment of money
to the State) shall not be grounds for termination or give another Party hereto any claim for damages
insofar as such failure arises from force majeure, if the first-mentioned Party has taken il appropriate
precautions, due care and teasonable alternative measures with the objective of avoiding such failure
and of carrying out its obligations under this Agreement. That Parry shall take all reasonable measures
to remove such inability to fulfil terms and conditions of this Agreement with the minimum of delay.

11.2 For. the purposes of this Agreement, force majeure shall include war, insurrection, civil
disturbances, blockades, riots, embatgoes, strikes, bans, limitations, and other labour disputes
(PROVIDED THAT the Oil Companies shall not be required to agree to a settlement of any particular
labour dispute solely for the purposes of terminating a condition of force majeure), land disputes,
epidemics, earthquakes, storms, floods, or other adverse weather conditions, explosions, fires,
lightning, breakdown of machinery or facilities, shortages of labour, transportation, fuel, power or
essential plant equipment, or materials or any other event which the party claiming force majeure could
not reasonably be expected to prevent or control, and in the case of the Qil Companies shall include
any delay or failure by the State to give any consent or approval required under this Agreement or
under any applicable law, but shall not include any event caused by the failure ro observe good oilfield
Ppractice nor any event caused by negligence in the provision of adequate supervision of the Operation.

11.3 The Qil Companies shall notify the State on their becoming aware of an event of force
majeure affecting their ability to fulfil the terms and conditions of this Agreement, or any event which
may endanger the natural resources in the Area and shall similarly notify the State on the restoration
of normal conditions.

ARTICLE 12 EXTENSIONS OF TIME

12.1 Notwithstanding any provision of this Agreement, the State may at the request of the Oil
Companies from time to time extend any period referred to in this Agreement for such longer period
or substitute for any date referred to in this Agreement such later date as it thinks fit, notwithstanding
ghat at the :lime of such extension or substitation sich period may have expired or such date may have

een passed.
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ARTICLE 13 STATE PARTICIPATION
13.1 In this Agreement, unless the context otherwise requires :

“Accumulated Lizbility” means an amount calculated in accordance with the following
formula :

AL = SVI(E+D+0OC) + § — F

where, _
AL is the State’s Accumulated Liability to an Qil Company;
SVI is the State’s Venture Interest expressed as a fraction;

E is the amount of allowable exploration and prospecting expenditure as defined
in Subsection 164E(1) of the Income Tax Act 1951 or which would have been
allowable but for an election under Section 164T of that Act spent by the Oil
Company in or in relation to the area between September 1, 1975 and prior to the
issue of the first development licence over part of the Area and in recognition of
exploration and prospecting operations conducted by the Parties pursuant to rights
or titles held by them prior to September 1, 1973 such additional amounts of
allowable exploration and prospecting expenditure, defined as aforesaid, spent by
the Qil Company in or in refation to the Area prior to September 1, 1973 and
within 11 years prior to the issue of the first development licence over part of the
Area, PROVIDED THAT if the term of the licence is extended as provided in Section
23A of the Offshore Act thereafter the amount of allowable exploration and
prospecting expenditure, defined as aforesaid, shall be reduced each year during
such extended term by the amount borne by the Oil Company of the total amount
expended with the approval of the Qperating Committee on Operations during the
12th year preceding thar year.

D is the sum of the amounts of allowable capital expenditure and allowable
exploration and prospecting expenditure as defined in Sections 1644 and 164E of
the Income Tax Act 1951 or which would have been allowable but for the election
under Section 1647T of that Aét spent by the Oil Company in or in relation to the
Area afeer the issue of a Development Licence and during a Shortfall Period,;

OC is the amount spert by the Qil Companies on Operations during 2 Shortfall
Period and nor included in E or D;

§ is the amount paid by the Oil Company to the Stare under Clause 13.7,;

F is the value at Norm Price of Foregone Production received by the Qil Company
less any amount paid under Subclauses 13.8(s) and (b);

“Foregone Production” means the volume of the State’s Production Share foregone in favour
of the Oil Companies or any of them in satisfaction or part satisfaction of the items
referred to in Clause 13.8;

“Positive Day” means a day on which the State’s Accumulated Liability to an Oil Company is
reduced to zero;

“Production Shate” means a proportion of the Petroleum produced from within the Area
equal to a Party's Venture Interest which a Party from time to time may be entitled to
receive and separately dispose of;

“Shortfall Period” means a continuous interval of time during which the State has and
continues to have an Accumulated Liability to any one or more of the Qil Companies; .

“Simple Interest” means a percentage interest rate equal to 5 percentage points in excess of—

() the annual rate of interest on domestic corporation borrowings rated AAA in the
U.S.A. as published in the Survey of Current Business by the U.S.A. Department
of Commerce—Bureau of Economic Analysts applying at the date of issue of the
first Development Licence issued over part of the Area, such rate to be adjusted
quarterly;
or

(b} if such rate is not published, a comparable rate determined in such manner as the
Parties shall agree;
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13.2 (#) The Parties shall settle the terms of the Joint Operating Agreement as soon as
practicable. Except as provided in Article 27, thar Agreement shall accord substantially
_ with the Operating Agreement bue shall be subject to the terms of this Agreement and

in the event of inconsistency, this Agreement shall prevail;

() The Joint Operating Agreement shall take effect when the last of the Parties executes
such Agreement,

13.3 (4) The State may acquire an unencumbered interest in the Venture Assets and Operations
to & nominated percentage (not exceeding 224 percent either of such Venture Asséts and
Operations or of the Participating Interest of any particular Qil Company) by giving
notice to each Qil Company to that effect within four (4) months after the issue of the
first Development Licence over part of the Area. On and from the firse day of the
calendar month next following the month in which the State gave notice as aforesaid the
Venture Interest of each Oil Company shall be equal to its Participating Interest
appropriately reduced by the interest acquired by the State;

(b)Y As soon as practicable after the State has given notice pursuant to Subclanse 13.3(«), the
Parties shall execute the Joint Operating Agreement (if not already execured) and shall do
all things necessary formally to vest that Interest in the State;

{c) If within two (2} months after the issue of the first Developmerit Licence over part of the
Area the State has not given notice under Subclause (2} the Oil Companies within the
third month after the issue of that Development Licence shall give notice to the Prime
Minister thar such election has not been made by the Srate. Thereafter if a notice under
Subclause (#) is not received by the Qil Companies within the time specified in Subclause
(#) the State shall be deemed to have elected not to acquire a Venture Interest.

(d) Forthwith after giving notice under Subclause 13.3(s) electing to acquire a Venture
Interest the State shall be entitled to attend and vote ar all meetings of the Operating
Committee and to receive notice and agendas for all such meetings.

13.4 Except as otherwise provided in this Agreement each Party shall take in kind its Production
Share produced and saved from the Area.

13.5 During each Shortfall Period :—

(a) the State shall forego its Production Share in favour of those Qil Companies to which the
State has for the time being an Accumulared Liability and the szid Companies shall be
entitled ro and shall rake all such Foregone Production free of encumbrance in the several
proportions which each such Oil Compariy’s respective Venture Interest beats to the sum
of the Venture Interest of all such Companies;

(b) an Oil Company shall be entitled to recoup our of Foregone Production—
(i) the State's Accumulated Liability to such Oil Company; and

(i) Simple Interest on the State’s Accumulated Liability commencing as the case may
be on and from either;

aa. the date of the notice by the State under Clause 13.3, or

bb. the datedon which such Oil Company reimburses the State under Clause
13.7; an '

computed calendar monthly. from the Ist day of each such month on the mean of
the balances of Accumulated Liability at the opening of business on the first day
and closing of business on the last day of the calendar month for which the
calculation is being made PROVIDED THAT in determiming the balance of
Accumulated Liability st the close of business on the last day of the month, no
reduction of the Accumulated Liability for that month shall be taken into account
and in lieu thereof the amount of Simple Interest payable for the month shall be
reduced by an amount equal to Simple Interest calculared on the amount by which
Accumulated Liability is deemed to have been reduced in that month as provided
in Sub-clause 13.8(c) computed for the period commencing from the date
Accull?ulat;:d Liability is deemed to have been reduced to the last day of that
month; an

(¢} sales of Petroleum produced from the Area by an Oil Company, to which the State has
for the time being an Accumulated Liability shall be deemed to have been composed of
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portion of that Qil Company's Production Share and portion of Foregone Production
received by that Oil Company in the respective proportions which that Oil Company’s
Venture Interest bears to the product of the State’s Venture Interest and that said Oil
Company's Venture Interest divided by the sum of the Venture Interests of all Qil
Companies to which the State had dn Accumulared Liability at the time of each such sale,

13.6 (2) Except as provided in Subclause (b) the Parties shall bear all the costs of the Operations
in proportion to their respective Venture Interests;

{b) Subject to Clause 13.10 during each Shortfall Period the Qil Companies shall bear all the
costs of the Operations in proportion to their respective Participating Interests until the
occurrence of the first Positive Day. Therafter, during the balance of each such Shortfall
Period the said costs shall be borne as follows :

(i) by each Qil Company to which the State for the time being has no Accumulated
Liability—as to a percentage equal to its Venture Interest;

and as to the balance

(ii} by those other Oil Companies to which the State for the time being has an
Accumulated Liability—in the several proportions which each such Company’s
respective Venture Interest bears to the sum of the Venture Interests of all such
Companies PROVIDED THAT if during a Budget Year after a Positive Day all of the
Oil Companies to which the Srate has an Accumulated Liability give notice to the
other Oil Companies and produce evidence that the State's Venture Interest share
of the costs of the Operations for the Budget Year exceed the value of its
Foregone Production for the same period all Oil Companies shall forthwith
commence and thereafter continue to bear the costs of the Operations until the
next Positive Day in proportion to their respective Participating Interest.

13.7 If during a Budget Year or part thereof which is not a Shortfall Period, the State gives notice
to the Oil Companies and produces evidence that the State’s Venture Interest share of the costs of the
Operarions for the preceding period of that Budget Year exceed the proceeds received by the State
from disposal of the State’s Production Share for that period the Oil Companies shall in proportion to
their respective Participating Interests and within sixty (60) days after receipt of such notice and
evidence reimburse the State the amount of such shortfall.

_ 13.8 Foregone Production taken by an Oil Company shall be applied in the following order of
priority :

() to pay Royalty uader che Offshore Act on such Foregone Production;

(b) to pay Simple Interest on the State's Accumulated Liability calculated as provided in
Clanse 13.5;

{¢) to reduce the Accumulated Liability to the said Oil Company. Any reduction of
Accumulated Liability under this Subclause 13.8(¢) shall be deemed to be made on the
day the Oil Company is to receive payment as provided in any contract of sale for
Petroleum, which date shall be consistent with and reflect terms of credit allowed or
recognised by the Minister as provided in Section Sch. 3.4 of the Offshore Act or as
otherwise agreed upon between the State and the Oil Company.

13.9 Any rights under this Agreement in respect of unsatisfied Accumulated Liability shall cease
and the Stare shall not be looked to for recoupment or reimbursement thereof ;

(4} by any O Company on termination of this Agreement as provided in Article 26, or

(b) by an Oil Company upon jts withdrawing from this Agreement and surrendering its
Participating Interest or Venture Interest in the Licnece and in all Development Licences
over any part of the Area;

13.10 When electing to acquire its Venture Interest and thereafter at any Operating Commitree
meeting at which Operations and a Budget are to be agreed upon for a Budget Year, the State may -
elect to contribute all or parr of its Venture Interest share of costs or expenses of any Operations in
respect of which an Accumulated Liabiticy would otherwise accrue to any Oil Company.

£3.11 Each Oil Company shall within 30 days after the issue of the first Development Licence and
thereafter, if the State has a Vencure Interest, not less often than half yearly until it shall have recouped
the amount of the State’s Accumulated Liabilicy, furnish to the State details of and the amount of such
Accumulated Liability for the time being. The State may require reasonable verification of such details
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and amounts including an audit as provided for in the Operatmg Agreement or the Joint Operating
Agreement as the case may be.

13.12 Notwithstanding the provisions of Clause 13.7, if the Operating Commirtee resolves thata
“Perroleum Pool” (which expression shall have the same meaning in this Clause as ascribed to it in the
Offshote Act) has been depleted in accordance with good oilfield practice and that to continue
Producing from that Petroleum Pool cannot be justified for technical or economic reasons :

{a) the cost of plugging and abandoning all wells drilled into the Petroleum Pool; and

(b) other costs and expenses paid or incurred in respect of dismantling, removing, disposing
of, or otherwise dealing with all structures, installations, plant and equipment which are
Venture Assets and which had been required for Producing from that Petroleum Pool;

shall be borne by the Parties in proportion to their respective Venture Interests.

ARTICLE 14 DISPOSAL OF STATE'S PRODUCTION SHARE

14.1 “Specified Volume™ means that part of the State’s Production Share which the State wishes
an Qil Company to dispose of an specifies in a notice under Clause 14.2.

14.2 Within 30 days after the Operating Committee Meeting to agree upon QOperations and a
Budget for any Budget year in which it is expected that a Positive Day will occur the State may give
notice to the Oil Companies stating the Specified Volume for that Budget year for any or each Oil
Company. Thereafter, the State may give not less than 3 months notice to any of the Oil Companies
teducing or increasing the Specified Volume.

14.3 (4) An Qil Company given notice under Clause 14,2 shall use its best efforts to dispose of
a Specified Volume at a price which after taking into account the matters provided for in
Section Sch. 3 to the Offshore Act will enable that Qil Company to account to the State
for an amount equal to Norm Price in respect of that Specified Volume;

{4) From time to time an Oil Company experiencing difficulty in disposing of any part of the
Specified Volume a5 provided for in Subclause (2) may notify the State accordingly and
thereafter the State and that Oil Company will negotiate in good faith in an effort o
resolve the Oil Company's difficulty;

() All-contracts of sale by an Oil Company of any of the State’s Productmn Share shall be
only for such reasonable periods of time as are consistent with the minimum needs of the
indusety under the cirucmstances, but in no evenr shall any such contract be for a period
in excess of one year.

14.4 Following disposition of any of the Specified Volume an Qil Company shall account to the
State on whichever shall be the earlier of :

(@) the date three (3) months after taking delivery at the ship’s loading flange of the relevant
part of the Specified Volume; or

(#) whichever of the following dates shall be appropriate:

(i) if the sale is at arm’s length as defined in Section Sch. 3.2. of the Offshore Act,
seven (7) days after receipt of payment in full or part thereof; or

(ii) if the sale is other than at arm’s length as aforesaid, seven (7) days after the day the
Qil Company is to receive payment as provided in the contract for sale for any
Petroleum which includes any part of a Specified Volume.

14.5 Upon an Oil Company first becoming aware thar a Positive Day has occurred or is likely to
occur during a Budget Year which had not been expected at the time of an Operating Committee
meeting as referred to in Clause 14.2 it shall notify the State accordingly. Such notice shall include—

(#) the date on which the Positive Day occurred or is expected to occur as the case may be,
and

(b) the volume of production expected to be available as the State’s Production Share for the
balance of the Budget Year.

If the Positive Day occurred prior to the date of such notice the notice shall be accompanied by a full
accounting for the volume of the State’s Production share disposed of by such Oil Company during the
_ period between the Positive Day and the date of the norice.
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14.6 Within 30 days after an Qil Company gives the State notice under Clause $4.5 the State shall
give that Oil Company notice of the Specified Volume, if any, for that Oil Company for the balance of
the current Budget Year.

14.7 Any Oi! Company giving notice under Clause 14.5 shall not dispose of any of the State’s
Production Share between the date of that notice and receipt by it of a notice under Clause 14.6 except
10 the extent necessary to satisfy any contract entered into bona fide before the date of the notice under
Clause 12[2 in which event the Qil Company shall account to the State in the manner provided in
Clause 14.4.

14.8 The Joint Operating Agreement shall provide for equitable adjusement on a regular periodic
basis for any imbalance which may occur between the Production Share of each Party and the volume
of Petroleum taken by or on behalf of the respective Parties and adjustment of any significant disparity
in payment of operating costs and expenses caused by such imbalance.

ARTICLE 15 STATE ACQUISITION AND OWNERSHIP OF FACILITIES

15.1 “Works and Facilities” and “Works or Facilities” as the context permits means any of the
installarions and infrastructure provided for the Operations by either the State or the Oil Companies
and capable of being used by the Oil Companies, the Scate, Citizens or other persons carrying on
business in the locality thereof without interfering with the use thereof by the Qil Companies. Without
limiting the generality of the foregoing the Parties envisage that Works and Facilities—

(#) include air fields, roads, potts, water supply, and sewerage facilities, except to the extent
that any of them are utilised to their full capacicy by the Oil Companies, and

() do not include residential accommodation and administration buildings, instaflations, and
infrastructure directly used in Producing,

PROVIDED THAT provision by the Department of Posts and Telegraphs of facilities and services shall be
the subject of a separate agreement.

15.2 (4} At the Operating Commitree Meeting at which construction of Works and Facilities is to
be approved the State may by written notice to the Qil Companies elect to provide the
costs, or part thereof, of any such Works and Facilicies; and :

(b) at any rime after cheir construction the State may by notice require the Oil Companies to
teansfer to it ownership of any Works and Facilities. As soon as practicable after such
notice the Qi Companies shall de all things necessary to transfer to the State title to the
Works and Facilities nominated in the notice.

15.3 Where the State requires the Qil Companies to transfer to it any Works and Facilities as provided
in Subclause 15.2 (b) the State shall pay to the Oil Companies, by annual instalments as provided in
Subclause 15.3(¢) a purchase price equal to the then depreciated value of such Works and Facilities,
and the Oil Companies shall pay to the State annual capital user charges as provided in Subclause

15.3(h)

(#) The OQil Companies each Budget Year shall nominate che amount of the annual
instalments of the purchase price which shall be equal to the annual amount of
depreciation that the OQil Companies could have claimed (and would have been entitled
to claim) as a deduction allowable uader the Income Tax Act in respect of that Work or
Facility but for the transfer of ownership to the State. (It is the intention of the Parties
that such instalments of putchase price shall not be assessable income in the hands of the
Oil Companies for the purpose of assessment of Petroleum Income Tax);

(k) The Oil Companies shall pay to the State within seven (7) days of the receipt of any
instalment referred to in Subclause 15.3(s) a capital user charge egual to the said
instalment. (It is the intention of the Parties that such capital user charge shall be a
deduction allowed under the Income Tax Act for the purpose of assessment of Perroleum
Income Tax and Additional Profits Tax);

(c) If operations permanently cease in or in relation to the Area and as a result the State
ceases to pay any instalment referred to in Subclause 15.3(2), the Oil Companies shall
have the right to claim a deduction, as provided by the Income Tax Act for the purpose
of assessment of Petroleum Income Tax, the Additional Profits Tax, equal to the amount
that the Qil Companies would have claimed {and would have been entitled to claim) but
for the transfer of ownership of that Work or Facility to the State,
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15.4 If at any time the State acquires or provides any Works or Facilities under this Article 15, the
State shall thereupon assume responsibility for maineaining the assets to a proper standard and shali
chatge the Oil Companies a maintenance charge (which may include an equitable proportion of direct
operating costs) limired to the costs of that maintenance PROVIDED THAT the amount of such
maintenance charge shall be reduced by any amount spent by an Qil Company under Clause 15.5.

15.5 Where the State has provided or acquired Works or Facilities for the purposes, of, or under
this Agreement and fails properly to maintain the same the Oil Companies may, after 30 days notice to
the State, and at their own expense, carry out such work as is necessary to bring the same up to a
proper standard.

ARTICLE 16 USE OF FACILITIES BY THIRD PARTIES

~16.1 A third party will be permitted to use Works and Facilities acquired from the Oil Companies

by the State and not utilised to their full capacity. The State undertakes to ensure that the third party
will be required o pay a proportionate share of any operating, maintenance overhead and capital costs
in respect of such Works and Facilities among other things having regard to

(#) the extent of the proportionate usage and likely future usage of the Works or Facilities by
the third party and the Qil Companies;

{b) the respective extents to which services are provided to the Qil Companies and the third
party (where the Facility is a service Facility);

(c) any other factor which results in or is likely to result in significant damage to or
deterioration of the Work or Facility. '

16.2 The State, the Qil Companies, and a third party shall agree upon an amount which the third
party will pay to the Oil Compenies (notwithstanding any prior transfer of the relevant Works and
Facilities to the State under this Agreement} in United States dollars or the Kina equivalent at the date
of payment a capital contribution reflecting the extent of the third party’s intended use of the Works
and Facilities. '

16.3 Where the State provides the cost of any modification improvement extension or expansion
or any Works or Facilities to meet the needs of the Qil Companies the State may charge the Oil
Companies a capital uset’s charge in respect of that Work or Facility to allow for the recoupment over
a reasonable period of the amount expended in providing the said cost by the State together with a
reasonable return thereon.

16.4 Notwithstanding anything contained in Article 15 or Article 16 all such Works and Facilizies
not acquired and managed by the State shall continue to be managed by the Oil Companies and the Qil
Companies shall have priority of use thereof over all other users.

ARTICLE 17 RATES AND DUTIES

17.1 Subject to any requitement of defence, foreign trade or foreign policy of this State, the
safety of the public and quarantine and o the obligations of the State under mulrilateral international
agreements to which the State is a party the Qil Companies any affiliated Corporation and the agents
and contractors of the Oil Companies or of any Affiliated Corporation shall have the right to acquire
import into and move within Papua New Guinea and use any plant machinery equipment vehicles
explosives fuels reagents and supplies which have a specialised application and use in the Operations
and 10 export from Papua New Guines the petroleum (whether processed or otherwise) resulting from
the Operations.

17.2 The Oil Companies shall be subject ro import duties and levies of general application in
accordance with Papua New Guinea law from time to time except as hereinafier provided.

17.3 No rate tax charge due duty tariff or other levy shall be applied to or be payable by the Qil
Companies on the export of or in respect of the right to export Petroleum from Papua New Guinea by
an Oil Company or a Related Company.

17.4 No rate tax rent charge due duty tariff or other levy and no legislation which discriminates
against all or any of the Oil Companies ot any member of an Oil Company or any beneficial owner of
shares in any of the Oil Companies or any person engaged in the Operations shall be payable by or (as
the case may be) applicable to any of the Oil Companies or any such member or beneficial owner or
person (as the case maly be) in respect of the Operations or of any income arising directly or indirectly
therefrom PROVIDED THAT nothing in the Clause is intended to provide a basis for challenging the
validity of the perroleum income tax or additional profits tax. -
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17.5 Any import duty which is sought to be imposed on the importation of any plant machinery
equipment explosives chemicals or other supplies which at the time when such duty is sought to be
imposed are imported into Papua New Guinea solely for the purpose of and which have a specialised
application and use in the Operations and which is sought to be imposed at 2 rate in excess of the
average rate of duty from time to time payable on the importation into Papua New Guinea of the
Customs Tariff items numbered 118 275 309 313 320 and 341 04 as set out at the date thereof in the
Second Schedule to the Customs Tarff 1959 shall without in any way whatsoever limiting the
interpretation of Clause 17.3 above be deemed to discriminare against the Qif Companies.

17.6 No Local Government Rates or Provincial Government Rates or taxes on land calculated so
as to be other than approximately equal to a rate or tax calculated in relation to the unimproved capital
value of the surface rights of the land shall be payable by the Qil Companies in respect of land held by
the Oif Companies, on which mining or industrial activities are catried on.

ARTICLE 1§ CONSULTATION

18.1 The Qil Companies shall consult from time to time with representatives of the State and shall
furnish the State each six months with reports concerning the implementation of:

{(a) the training and localisation programme

(b) the provisions relating to local purchasing of supplies

(¢) the provisions relating to local business development and
(4) the provisions relating to environmental management.

ARTICLE 19 INSPECTION

19.1 The Oil Companies shall at all reasonable times allow the properly accredited servants or
agents of the State (who shall establish their authority on request) to inspect any respect of the
Operations and likewise to inspecr and take copies of the books of account and records of the Qil
Companies relating to the Operations and to any shipment, sale or use of products of such Operations.

ARTICLE 20 PATENT AND TECHNOLOGY RIGHTS

20.1 All new processes, new methods of manufacture and other technological or mechanical
innovations developed within the Qil Companies’ Operations :

(2) shall remain the property of the Qil Companies, which shall apply for, take out and retain
such patents and other technology rights, in Papuz New Guinea or elsewhere, as may be
necessary and desirable to protect the same; and

(b) shall not be sold, assigned, licenced, surrendered, or otherwise disposed of by the Qil
Companies except ;

(i) on the basis of an arm’s length transaction; and

{ii) with the prior approval of the State which approval shall not be unreasonably
withheld.

20.2 Contracts to which any Oil Company is a party providing for the purchase of the right o use
in the Operations any process, method or other technological innovation:

(2) which are not contracts at arm’s length, shall not be entered into withour the prior
consent of the State which consent shall not be unreasonably withheld, and

{¢) which are contracts at arm's lengrh shall be submitted to the State for information.

20.3 For the purposes of this Article the term “arm’s length” shall have the same meaning as
ascribed to it Section Sch. 3.2 of the Offshore Act, except that contracts for provision of services which
incidenta] 1o their performance require the use of any such process, method or other technological
innovation the patent rights to which are the property of any Oil Company or an Affiliated Corporation
of any Oil Company and which but for the provisions of Section Sch. 3.2 () would be at arm’s length
shall for the purposes of this Clause be deemed to be at arm’s length.

ARTICLE 21 ASSIGNMENT

21,1 The State may assign, without the consent of the Oil Companies, all or part of its Venture
Interest to any corporation, statutory or otherwise, formed in Papua New Guinea and either :

{#) wholly owned by the State, or
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(b} wholly owned by the State and another corporation or other corporations, statutory or
otherwise formed in Papua New Guinea and which are controlled by the State and in
which the State has at least a 50% beneficial intetest,

PROVIDED THAT vested in such corporation or corporations are powets and financial capacity sufficient
to enable such of the State’s continuing obligations under this Agreement as are assigned to such
cotporation to be fulfilled.

21.2 Subject to Clauses 21.1 and 21.3 and with the consent of the other Parties which consent
shall not be uareasonably withheld, all or any of the Parties may assign, or otherwise dispose of their
interest or rights under this Agreement.

21.3 In the case of any assignment under this Article 21 the assignee shall undertake to the State
to assume, observe and comply with all che obligations of the assignor in relation to the martter assigned
or to the extent of the interest assigned as the case may be. After the giving of any such undértaking,
the assignor shall be relieved of its obligations under this Agreement in relation to the matter assigned
or to the extent of the interest assigned as the case may be without prejudice to pre-existing rights
accrued to the State against the assignor.

21.4 Notwithstanding the foregoing provisions of the Clauses 21.2 and 21.3 but subject to normal
statutory approvals in force from time to time,

(#) any Oil Company may charge by way of fixed or floating charge the whole or any part of
its Venrure Interest to secure the repayment of, any payment of interest and other fees,
costs and expenses related to, all loans made to that Qil Company to finance the project;
and :

(b) the Oil Companies may mortgage and charge any specific asset (whether real or personal
property) to secure the purchase price thereof where such amount has been borrowed to
finance the purchase of that asset; '

and any mortgagee or chatgee under a mortgage or charge given by the Oil Companies may exercise alt
rights of sale and other rights included in any instrument of mortgage or charge provided it shall first
give the Stare at least twenty-eight days' notice of intention to exercise those righes.

ARTICLE 22 ARBITRATION

22,1 If at any time there is any dispute, question or difference of opinion (in this Article 22
teferred to as ‘Issue’) between the Parties concerning the application of or arising out of section 99A
of the Offshore Act other than any dispute, question, ot difference of apinion in respect of which
provision for settlement or determination is provided under the Income Tax Act 1959 the same shail,
subject to Clause 22.2, stand referred to the arbitration of a single arbitrator, and such reference shall
be considered a submission within the meaning of that expression given by the Arbitration Act 1951.

22,2 After any Issue has arisen between the State on the one hand and the Oil Companies or any
of them on the other hand, any Party to that Issue may at any time prior to the appointment of an
arbitrator by concutrence of the Parties or pursuant to the Arbitration Act, 1951 by notice to the other

Party or Parties thereto elect that the provisions of this Clause shall apply to such Issue and in such
event :

(a) the Issue shall stand referred to the arbitration of three arbitrators, one of whom shall be
appointed by the State and one of whom shall be appointed by the other Party or Parties
to the Issue and the third of whom shall be agreed upon by the State and the other Party
ot Parties to the Issue in writing, and in default of agreement within fourteen {14) days
afrer the State gives notice to the other Party or Parties to the Issue or the other Pasty or
Parties to the Issue give notice to the State requiring the appointment of such a third
arbitrator, shall be appointed in accordance with the provisions of the Arbitration Act
1951 from a panel of five {5) arbitrators to be nominated within a further period of
fourteen (14) days thereafter by the President and Chairman of the Board of Directors
{or failing him the Chief Executive) not being a Citizen of Papua New Guinea of the
Asian Development Bank (or, failing such nomination, from any panel of arbitrators
which the person or body appointing the third arbitrator considers satisfactory) PRO-
VIDED THAT no person shall be eligible for appointment as a third arbitrator {unless the
State and the Oil Companies otherwise agree in writing in any particular case) if at the
time of his proposed appointment he is or has been at any time prior thereto 2 citizen or
resident of Papua New Guinea, the Commonwealth of Australia, Canada, or the United
States of America; : :
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(b if any arbitrator refuses to act, is incapable of acting or dies, a new arbitrator shall be
appointed by the party appointing the original arbitrator or {in the case of the third
arbitrator) in accordance with the procedure provided for in Subclause 22.2(a);

(¢) if on such reference one Party fails to appoinc an arbitrator either originally or by way of
substitution as aforesaid within fourteen (14} days after the other Party (having appointed
its arbitrator) has given to it notice to appoint such arbitrator, the arbitration may proceed
in the absence of-such arbitrator; and

(d) such arbitration shall be held at such place (whether inside or cutside Papua New Guinea)
as the arbitrators determine.

22.3 If any Party to any arbitration under this Clause so requests the arbitrator or arbitrators shall
state, in the form of a special case for the opinion of the National Court of Papua New Guinea, any
question of law arising in the course of the reference, and any opinion given shall be subject to the
normal right of appeal.

22.4 An award made on an arbitration shall have force and effect as follows—

() if by the award it is adjudged that the decision of the State is correct then the decision of
the State in respect to the Issue shall stand; but :

(b if the arbitrator adjudges that the decision of the State is incorrect then he shall further

adjudge what the Notm Price should be in which event the decision of the Arbitrator
shall be binding on the Parties.

ARTICLE 23 1AW APPLICABLE

23.1 This Agreement shall be governed by and construed in accordance with the law of Papua
New Guinea.

ARTICLE 24 VARIATION

24.1 The Parries may from time to time by agreement in writing add to, substitute for, cancel-or
vary all or any of the provisions of this Agreement, the Licences, any Development Licence, or any

~ lease, licence, tight or grant granted hereunder or pursuant hereto or any programme, proposal or plan

approval hereunder, for the pirpose of more efficiently or satisfactorily implementing or facilitating any
of the objects of this Agreement. .

24.2 Where an agreement made pursuaat to Clause 24.1 constitutes an alteration of any Article or
Clause referred to in Clause 3.2, the variation agreement shall contain a declaration to that effect, and
the State shall as soon as is practicable introduce and sponsor in the National Parliament a Bill for an
Act to approve that variation agreement and give force of law to the alteration of the rights hereunder.
That variation agreement shall be subject to the coming into force of the approving Act.

24.3 Any agreement made pursuant 1o Clause 24.1 which does not constitute an amendment of
any Clause referred to in Clause 3.2 shall be tabled by the State in the National Parliament within the
first twelve (12) sitting days next following its execution.

ARTICLE 25 NOTICES

25.1 All notices, notifications, consents, approvals, undertakings, applications, requests, offers,
reports; returns, elections, and proposals required to be or which may be given, made, furnished or
submirted under this Agreement shall, unless the context otherwise requires, be in writing signed by a
Minister of the State or the Director of the Office of Minerals and Energy or (as the case may be) a
director or secretary or other designated representative of the Oil Companies, and if in writing shall be
sufficiently given, furnished or submitted if delivery at or posted by prepaid post to the address for
service of the Party or Parties to whom it is to be given, made, furnished or submitted, and all such
communications if posted as aforesaid shall, unless proven otherwise, be deemed to have been received
in the ordinary course of post. '
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25.2 The addresses for service:
(a) of the State shail be:
(i} for the purposes of Sub-clause 13.3(c)

The Prime Minister,

Ceatral Government Offices,
Waigani,

Papua New Guinea

or by post to:

The Prime Minister,

Ceritral Government Offices,
Wards Strip Post Office,

Waigani,

Papua New Guinea

Telephone: Porc Moresby 27 1211
Telex: SENTROF NE 22144; and

(i) for all other purposes:
The Director,
Office of Minerals and Energy,

Konedobu,
Papua New Guinea

or by post to:

The Director,

Office of Minerals and Energy,
P.O. Box 2352,

Konedobu, :

Papua New Guinea

Telephone: 25 1180
Telex: WABTROQ NE 22211

{b) of the Oil Companies shall be:

The General Manager
Endeavour Qil Company N.L.,
228 Victoria Parade,

Esst Melbourne, 3002, Australia

Telephone: 419 2577
Telex: Cookoil AA31859

or by post to:

P.Q. Box 217,
East Melbourne, 3002, Australia.

Esso Papua New Guinea Inc,,
C/- Exploration Manager,

Esso Australia Limited,

127 Kent Street,

Sydney, N.§.W. 2000, Australia,

Telephone: 20557
Telex: AA20549

Chief Executive Officer,
IOL Petroleum Limited,

95 Collins Street,
Melboirne, 3001, Australia

Telephone: 63 0491
Telex: Conrio AA30108

or by post to:
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G.P.O. Box 384D,
Melbourne, 3001, Australia.

Any Party may change its address for service by prior notice in accordance with this Arricle.

25.3 Where the Qit Companies are required to submir any plans, proposals, or other material for
the approval of the State, the date of submission shall be deemed to be the date on which the State
receives the said plans, proposals or other material. ’

ARTICLE 26 TERMINATION

26.1 The State may terminate this Agreement by notice to the Oil Companies in any of the
following events—

(#) if the Oil Companies abandon the Licence or repudiate their obligations under this
Agreement and Operations are not resumed or such default made good within 4 period
of sixty (G0) days after notice as provided-in Clause 26.2 is given by the State to the Oil
Companies;

(h) if the State can establish thar in granting its approval to any proposal made under the
Offshore Act or otherwise it relied upon a statement made by the Oil Companies not
being an estimate based on judgement exercised in good faith on the .application of
knowledge available at the time the estimate is made and it is shown the Oif Companies
intended such statement to be false or misleading;

() if the Licence or any extensions or renewal thereof is ptopetly forfeited due to defaule by
the Qil Companies or is surrendered under the Onshore Act;

(d) if the Ofl Companies do not submit proposals in accordance with Article 7.

26.2 The notice to be given by the State in terms of Subclause 26.1(«) shall specify the narure of
the default or other ground so entitling the State to exercise such right of determination and where
appropriate and known to the State the Party or Parties responsible therefor and shall be given to each
of the Qil Companies.

26.3 For the purposes of Clause 26.1(«) the Oil Companies shall not be deemed to have
abandoned the Licence or repudiated their obligations unless all persons for the time being bound,
whether as assignees of the Oil Companies. or otherwise, to perform the obligations of the Oil
Companies hereunder, have abandoned the Licence or repudiated the obligations.

26.4 This Agreement shall terminate on the expiry or surrender of the Licence and all
Development Licences issued over any part of the Atea or any renewal or extension of any of them.

26.5 M this Agreement is terminated after the grant of a Development Licence all structures,
installations, plant, and equipment:

(#) which can be removed from the Area within six (6) months after the notice of termination
and without irreparable damage to the Area or any remeaining structure, installations,
plant and equipment may be removed by the Parties; and

(#) all other structures, installations, plant, equipment and non-movable asséts of the Parties
in the Area shall thereupon become the property of the State without any cost to the
State or any liability for the State to pay compensation therefor, and freed and discharged
from all mortgages and other encumbrances. All materials, supplies and other movable
assets of the Parties in the Area which are fully depreciated for rax purposes shall likewise
become the property of the State, but any such materials, supplies and other movable
assets which are not fully depreciated for tax purposes shall be offered by the Parties for
sale to the State at their depreciated value,

26.6 The Oil Companies shall do all such things as the State may reasonably require to give effect
to the provisions of this Article 26 and the Oil Companies shail make available to the State the results
of the Investigations and Studies to the extent that they have been carried our by the Oil Companies
before the date of termination.

26.7 This Article 26 shall continue in force notwithstanding the termination of the rest of this
Agreement and may be sued upon or enforced against the Oil Companies.

26.8 Termination of this Agreement under this Article 26 shall be without prejudice to any rights

e Parties for any antecedent hreach of covenant or agreement. .

89
Prepared for inclusion as at 1/1/1980.




Ch. No. 199 Petroleum (Gulf of Papua) Agreements

SCHEDULE 4.—continued.

26.9 Nowwithstanding anything to the contrary comtazined herein, should any law, swarute or
regulation be passed in Papua New Guiriea or become effective in Papua New Guinea, subsequent to
31st March 1977, and should such law, statute or regulation abrogate or materially alter the
fundamental contracrual rights or obligations of the Oil Companies hereunder, the Oil Companies shall
have the right to give the State 60 days notice of their intention to terminate this Agreement without
further obligation to the State except as to rights or liabilities in respect of any antecedent breach of
this Agreement.

ARTICLE 27 AMENDMENTS TO OPERATING AGREEMENT

27.1 For the purposes of this Article 27 the Operating Agreement shall be deemed to apply only
in respect of the Area, the Licence or any Development Licence,

27.2 The Parties shall commence as soon as practicable to negotiate in good faith with the
objective of agreeing on the form and content of a Joint Operating Agreement to accord substantially
with the provisions of the Operating Agreement but to reflect:

() changes in the parties bound thereby and the circumstances of their association, and
(b) the possible acquisition by the State of a Venture Interest, and
{r) amendments necessary to give effect to the provisions of this Agreement.

27.3 If the Parties have not executed the Joint Operating Agreement at the date the State elects
to acquire a Venture Interest under Clause 13.3 the State shall as and from that date be deemed o be
a party to the Operating Agreement with full rights to attend and vote at all Operating Committee
Meetings.

27.4 After the date of this Agreement the Qil Companies may not amend or replace the
Operating Agreenient without the approval of the State.

27.5 Withiour limiting the generality of the foregoing the Parties agree that the following Articles
and Clause of the Operating Agreement should be reviewed for the purposes of Clause 27.2:

Articles 3, 4, 7, 8, 11, and 13; and Clause 19.05.

ARTICLE 28 MISCELLANEOUS

28.1 No stamp duty or other. fees or charges shall be payable to the State in respect. of any
assignment or traosfer of any Participating Interest or Venture Interest in the Licence or the Venture
Assets by an Oil Company to the State or to an Affiliated Corporation incorporated in Papua New
Guinea if such assignment is required to comply with the provisions of the Acts.

) 28.2 Subject to considerations of national security the State shall grant to the Oil Companies such
licences, permits and other rights and exemptions as are within its power to grant and which reasonably
may be requited by the Oil Companies to enable the Oil Companies to fulfill their obligations and
enjoy their rights and benefits under the Licence, the Acts, or this Agreement.

28.3 If the State elects to acquire a Venture Interest thereafter the Parties shall own all the
Venture Asséts as tenants in common, however, the expenditure of the Qil Companies under this
. Agreemenrt shall be shown on the accounting records of the Oil Companies entirely as expenses,
charges, and costs of the Oil Companies in proportion to their respective Participating Interests and
shall be reflected for purposes of the fiscal dispositions of the applicable United States law in the
balance sheet and profit and loss accounts of only the Oil Companies.

28.4 Whether an election shall be made to have this Venture excluded from the application of the
provisions of Sub-chapter K of Chapter 1 of Sub-title A of the United States Internal Revenue Code
of 1954, shall be determined by EPNG for each Calendar Year during which EPNG has incurred
expenditures under Article 13. The initial determination shall be made and furnished in writing to the
other Parties no later than 15th April, 1977, and if requested by the Operator to do so, the State will
execute & tax agreement for United States tax purposes in a form to be approved by the Parties.

28.5 Consistent with requirements of the law and national security the State shall use its best
efforts to have foreign workers and their dependants to be employed in the Operations in accordance
with the approved training and localisation programme expeditiously granted such permits as may be
necessary to authorise them to enter, re-cnter, move within, remain in and depart from Papua New
Guinea and to work on or in connection with the Operations.
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ARTICLE 29 NATURAL GAS AND GAS LIQUIDS

29.1 It shall be the responsibility of the Oil Companies to determine whether productiqr} 'of
Natural Gas or Natural Gas Liquids is commercial and whether or not to construct and install facilities
to enable production of such Narural Gas or Natural Gas Liquids.

29.2 Natural Gas and Natural Gas Liquids will be disposed of by the Parties at the first point of

measurement downstteam from the outler flange of the field gas separator in the Area beyond which

point the State’s Venture Interest shall cease.

29.3 Norm Price for all purposes for Natural Gas and Natural Gas Liquids will be the price
specified in contracts for its sale entered into with the prior approval of the State which will not be
unreasonably withheld,

29.4 Subject to the absence of Regulations to the contrary under the Acts the Oil Companies may
flare gas necessarily produced with crude oil and not needed in the Operations and the sale of which is
not economically justified. ‘

29.5 The State recognises that its election to acquire up to a 22.5% Venture Interest may prevent
the Oil Companies from producing on a commercial basis Natural Gas or Gas Liquids discovered in the
Area. Therefore, if the Qil Companies in a proposal under Clause 7.1 produce evidence that such
Natural Gas or Gas Liquids cannot be produced on a commercial basis if the State elects to acquire a
22.59 Venture Interest, the State will negotiate in good faith with the intention of agreeing on such
Lesser Venture Interest as will allow a Natural Gas or Gas Liquids project to proceed on a commercial

asis.

ARTICLE 30 .'I'ITLE‘.S
30.1 Subject to Clause 30.2 the provisions of the Offshore Act and each of them shall apply

. mutatis mutandis to and in respect of the Licence in lieu of the provisions of the Onshore Act as if the

Licente were a Petroleum Prospecting Licence issued pursuant to 2nd in accordance with Section 18 of
the Offshore Act. '

30.2 The following provisions of the Onshore Act, that is to say:
Section 6; _
Sections 11 to 24 inclusive, except for sub-section (3)(d) of Section 21;
Sections 26 to 28 inclusive;
Sections 30 to 34 inclusive;
Secrions 37 and 38;
Sections 53 to 57 inclusive;
Sections 59 to 64 inclusive;
Sections 71 to 74 inclusive;
Sections 77 and 78,
Section 80;
Section 82:
Sections 86 to 91 inclusive;
Sections 94 and 93;
Section 99; and
Section 100, and applicable regulations made thereunder;

shall apply mutatis mutandis to and in respect of the Licence PROVIDED THAT in the event of conflict
or inconsistency between—

(4) the definitions conrained in Section 6 of the Onshore Act and a definition contained in
Segtion 1 of the Offshore Act the latter shall prevail and apply to the Licence accordingly,
an

(b) the provisions of the Offshore Act-and the provisions of the Onshore Act in respect to
the rights of the Oil Companies to access to and occupation of the surface of the Area the
latrer shall prevail and apply to the Licence accordingly.

91
Prepared for inclusion as at 1/1/1980.




Ch. No. 199 Petroleum (Gulf of Papua) Agreements

SCHEDULE 4.—continued.

30.3 As soon as reasonably practicable after execution of this Agreement the State shall introduce
and sponsor in the National Pacliament a Bili for an Act to regulate exploration for and production of
Petroleum in those areas of Papua New Guinea other than the offshore area within the meaning of the
Offshore Act, It is the State’s intention that such Bill substantially reflects the spirit of this Agreement
and contains no provisions which, if enacted, would materially affect the rights and obligations of the
Qil Companies hereunder.

30.4 If new legislation providing for exploration for and production of Petroleum in the onshore
area of Papua New Guinea is not enacted by the National Patliament and opetative prior to the Oil
Companies notifying the State of their intention to nominate a Block under section 28 of the Offshore
Act, all the provisions of the Offshore Act shall thereupon cesse to apply to the Licence, the provisions
of the Onshore Act specified in Clause 30.2 shall continue to apply thereto and the remaining
provisions of the Onshore Act shall thereupon apply to and in respect of the Licence to the extent to
which they or any of them are or is capable of so applying and the Minister.

30.5 The State will prepare and submit to the Oil Companies a map of the Arca showing the
subdivision of the Area into Blocks. Such subdivision will be consistent with the existing subdivision of
the area of the Tezritorial Sea and Continental Shelf of Papua New Guinea.

30.6 Notwithstanding anything contained in the Onshore Act or the Offshore Act, the Licence
shail be deemed to have been granted to the Oil Companies for a term of six (6) years commencing on
the first day of September, 1975,

30.7 If the Oil Companies have complied with the Licence Conditions and provisions of the Acts
in so far as they apply to the Licences and the Area to the date of commencement of the Act referred
to in Clause 30.3 the State shall forthwith after such commencement grant to the Oil Companies under
such new Act, and in substitution for the Licence, the necessary rights and titles to authorise the Qil
Companies to continue to explore and prospect for Petroleum or to produce Petroleum discovered
within the Area on terms not less favourable than those previously applicable.

IN WITNESS whereof this Agreement hds been duly executed by the Partics, the day and year first
hereiobefore written,

Signed for and ot behalf of the Independent State of John Guise
Papua New Guinea by the Governor General, Sir John

Guise, acting with and in accordance with the advice of the

National Executive Council:

C. Van Lieshout John Guise,
Witness Governor General
The Common Seal of Endeavour Qil Company N.L. was E.A, Webb

hereunto afhixed in accordance with its Articles of Asso-
ciation and in the presence of:’

L. J. Caiens Director
. Secretary .
Signed, scaled and delivered on behalf of Esso Papus New K. Richards

Guinea Inc., by its duly constituted Attorney in the
presence of;

F. M. Hooke Attorney .
Witness
The Common Seal of IOL Petroleum Limited was affixed R.T. Madigan
hereto in the presence of:
R. ]. Knotr Director
Sectetary
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Sec.1.
Agreement No.5.

THIS AGREEMENT made the day of . , 1976 BETWEEN THE
INDEPENDENT STATE OF PAPUA NEW GUINEA (herein called ‘the State’) of the first part and ARCO
AUSTRALIA LIMITED (herein called ‘Arco’), AUSTRALIAN SUPERIOR OIL COMPANY LIMITED (herein

_called ‘Anstralian’), CANADIAN SUPERIOR OIL (AUST.) PTY. LTD. (herein called ‘Canadian’), ESSO PAPUA

NEW GUINEA INC. (herein called ‘EPNG?), and SUNRAY AUSTRALIAN OIL C0. (herein called ‘Sunray’)
(herein called collectively ‘the Oil Companies’ which expression shall be taken to refer also to each such
company severally) of the second part : ‘

WHEREAS

A. Permit number 67 issued pursuant to the Pettoleum (Prospecting and Mining) Act 1931 is held by
the Qil Companies subject to their respective rights and obligations as specified :

{i) in the said Petroleum (Prospecting and Minéng) Act 1951,
(i) in the said Permit number 67;

(iii) in an agreement dated the 2nd day of May, 1964, among Tesman Oil Pry. Ltd., Anacapa
Corporation, Sunray Dx Qil Company, and Phillips Petroleum Company; and

{iv) in an agreement dated the 9th day of May, 1975 among Arco, Australian, Canadian, and
Sunray of the one part and EPNG of the other part,

in each case as varied by this Agreement;

B. The State recognises ;

(i) that discovery of commercial quantities of Petroleum in Papus New Guinea will be of
major economic significance to the people of Papua New Guinea,

(ii) that to enhance the prospects of such discovery, the State intends to rely on and permit
companies such as the Oil Companies to explore for and produce any Perroleum
discoveries, :

(iii) that the Oil Companies will spend large sums of money on exploration for Petroleum and
on development of facilities to produce any commercial quantities of Petroleum
discovered, and

(iv) that the ability of the Qil Companies to spend amounts of money referred to above will
be dependent in part upon the certainty and fong term stability of the terms upon which
the State permits the Oil Companies to operate within Papua New Guigea.

C. The State is anxious to ensure that the development of any commercial discoveries of Petroleum
will secure the maximum benefit for and adequately contribute to the advancement and the social and
economic welfare of, the pecple of Papua New Guinea, including the people in the vicinity of the Oil
Companies' operations in a manner consistent with their needs and the protection of their
environment. .

D. The State proposes to introduce and spoasor in the National Parliament by its first sitting in 1977,
a Bill for an Act to provide for exploration for and production of Petroleum in areas other than the
offshore area within the meaning of the Petroleum {Submerged Lands) Act 1975, and it is the State’s
intention that such Bill substantially reflects the spirit of this Agreement and contain no provisions
which if enacted would matersially affect the rights and obligations of the Qil Companies.

E. The State and the Oil Companies have agreed on a number of matters which are set out in this
Agreement and while acknowledging that legislative sovereignty in Papua New Guinea is vested in the
National Parliament wish the matters agreed upon to be an enduring arrangement and do not intend
that they should be altered other than by agreement between the State and the Oil Companies.
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NOW THIS AGREEMENT WITNESSES AS FOLLOWS @
ARTICLE I DEFINITIONS
In this Agreement, unless the context otherwise requires :
“Accumulated Liability” has the meaning ascribed to it in Clause 13.1;
“Acts” means both the Offshore Act and the Onshore Act;

“Affiliated Corporation” means, in relation to any Party a related company of that Party and
"~ “related company” has the same meaning ascribed thereto by Section 6(3) of the
Companies Act 1963; )

“the Agreement” means this Agreement together with the Annexures hereto;

“Approved Proposals” means proposals or smended proposals submitted to the State pursuant
to the provisions of the Offshore Act and approved by the State pursuant to that Act;

“the Area” means the area covered by the Prospecting Licence;

“Budget Year” means a calendar year commencing on 1st January and ending on the next
succeeding 31st December;

“Citizen” means a citizen, (whether natural born or naturalised) of the State;

“Development” means activities in or in relation to a Development Area carried on in
accordance with the Operating Agreement or Joint Operating Agreement for the purpose
of constructing and installing the facilities and infrastructure necessary to enable
Production from the Area; o :

“Development Area” means the Blocks comprising a Development Licence;

“Development Licence” means a Development Licence granted under the Offshote Act or a
lease granted under the Onshore Act within the Licence Area;

“Exploration™ and “Prospecting” mean activities in or in relation to the Area carried on for the
purpose of identifying in the first instance the location of any Petroleum traps in the Area
and thereafter in relation to each Petroleum trap to determine whether it constitutes a
resetvait containing sufficient Petroleum to justify Development;

“Foregone Production” has the meaning ascribed to it in Clause 13.1;

“Investigations and Studies” means the investigations and studies required by the Minister
under section 284 of the Offshore Act;

“Joint Operating Agreement” means the agreement to be negotiated by the Parties in
substirution for the QOperating Agreement; .

“Licence” and “Petroleum Licence” mean Permit number 67 or any renewal, extension or
replacement thereof or any petroleum licence issued to the Oil Companies over any of
the Area pursnant to the Onshore Act;

“Licence Conditions” means those conditions included in the Licence or any Development
Licence by the Minister as provided for in the Offshore Act;

“Licence Year” means a 12 month period commencing in the first instance on Lst September,
1975 and theafter the 12 month period commencing on 1st September in each year;

“Offshore Act” means the Petroleum (Submerged Lands) Act 1973,

“Onshore Act” means the Petrolenm (Prospecting and Mining) Act 1951;

“Opetating Agreement” medns the agreement dated the 2nd day of January 1964 among
Tasman Qil Pry. Ltd., Anacapa Corporation, Sunray DX Ol Company and Phillips
Petroleum Company, as amended prior to the date hereof and as registered with the
Minister for Mines and Energy, and to which all the Oil Companies are now deemed to
be, or are, parties, as further amended from time to time by the Parties;

“Operating Committee” has the same meaning in this Agreement as the meaning ascribed to

. it in the Operating Agreement;
“Operations” means operations and activities carried out under the Operating Agreement and

the Joint Operating Agreement and includes Exploration, Development and Producing or
any of them as the context permits;
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“Party” or “Parties” means respectively a party or parties to this Agreement and their
respective successots and permitted assigns;

“Participating Interest” means the undivided percentage interest of each of the Oil Companies
in the Venture Assets immediately prior to the assignment to the State of its Venture
Interest, At the date of this Agreement the respective Participating Interests are :

Arco 10.0%
Australian 1.5%
Canadian ' 1.5%
EPNG C62.5%
Sunray 12.5%

“Perroleum Income Tax’ and “Additional Profits Tax” have the same meaning in this
Agreement as the meaning ascribed to them in the Income Tax Act 1959;

“Positive Day” has the meaning ascribed to it in Clause 13.1;

“Producing” means activities involved in or in relation to producing, treating, transmitting,
transporting, storing, or handling of Petroleum produced from within the Area, and
includes extraction of Petroleum by any permitted method, and all work and operations
necessary or convenient for the foregoing;

“Production Share™ has the meaning ascribed to it in Clause 13.1;
“Shortfall Period” has the meaning ascribed to it in Clause 13.1;
“Simple Interest” has the meaning ascribed to it in Clause 13.1;
“Specified Volume™ has the meaning ascribed to it in Clause 14.1;

“Venture Assets” means Property whether real or personal owned at the date the State gives
notice under Clause 13.3 or thereafter acquired as tenants in common—

{4) by the Oil Companies in proportion to their respective Participating Interest until
the State elects to acquire its Venture Interest, and thereafrer

() by the Parties in proportion to their respective Venture Interest;

and includes the Licence, any Development Licences granted over the Area, matetials,
plant, and equipment and any Petroleum discovered in the Area;

“Venture Interest” means the undivided percentage interest from time to time in the Venture
Assets and Operations of a Party after the assignment to the State of a percentage interest
in the Venture Assets and QOperations;

“Works and Facilities” and “Works or Facilities” have the meaning ascribed to them in Article
15; -

“Block”, “Norm Price”, “Petroleum”, and “Royalty” have the same meaning in this
Agreement as the meaning ascribed to them in the Offshore Act.
ARTICLE 2 INTERPRETATION
2.1 In this Agreement unless the contexr otherwise requires—

{#) monetary references are references to Papua New Guinea currency unless otherwise
specifically expressed;

{b) the headings do not affect the interpreration or construction;

(¢) reference to an Act includes the amendments to that Act for the time being in force and
also to any Act passed in substitution therefor and any regulations for the time being in
force thereunder;

{d} words impotting the singular include the plural and vice versa;
{¢) words importing any gender include the other genders;
(f) references to a person include a corporation and vice versa,

(g) reference 1o an Article, Clause or Subclause is to an Ariicle, Clause or Subclause of this
Agreement; .
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{b) reference 1o a Minister shall mean the Minister for the time being having responsibiliry
for the particular subject matter according to the context.

2.2 Where any provision of this Agreement canstitutes an undertaking by one of the Pasties to
make 3 payment or to perform some act or to carry out some obligation or to assume some
responsibility or liability or to grant some right, concession or advantage thar Party shall by its
execution hereof be deemed to have covenanted and agreed with the other Party accordingly and such
-provision constitutes such an undertaking by the Oil Companies there shall be deemed to be a covenant
and agreement by all of them jointly and each of them severally in respect of such uadertaking,

ARTICLE 3 EFFECT ON AND OF OTHER LAWS

3.1 The Articles and Clauses listed in Clause 3.2 are to have the force of law and apply
notwithstanding anyehing to the contrary in any other law in force in Papua New Guines, and no law
at any time in force in Papua New Guinea made after the commencement of this Agreement shall affect
thpse Articles and Clauses:

(@) unless the contrary intention appears expressly In that law; or
{b) except as provided by this Agreement.
3.2 The provisions of Clause 3.1 shall apply to the following;
. (a} Article 5 :
&) Aricle 6
(c) Clause 17.6
(d) Clause 28.1
{e) Article 30 except for Clauses 30.3 and 30.5.

ARTICLE 4 CONDITIONS PRECEDENT

4.1 As soon as reasonably practicable after execution of this Agreement the State shall introduce
and gponsor in the National Pacliament in a form agreed upon by the Parties, a Bill for an Act to
approve this Agreement and to give the force of law to the Arricles and Clauses specified in Clause 3.2

4.2 This Agreement shall be void and of no effect and none of the Parties shall have any claim
against any other Party with respect to any matter or thing arising put of, done or performed under this
Agreement unless the Act referred to in Subclause 4.1(#) shall come into effecr prior to 31st day of
March, 1977. ) )

ARTICLE 5 CURRENCY

5.1 Words and expressions which have a certain meaning where used in the Fo.reig_n Exchange
Regulations mede under the Central Banking Act 1573 shall have the same meaning where used in this
Article 5. - '

5.2 The Oil Companies shall be entitled to retain in foreign currency outside Papua New Guinea
proceeds of sale of all Petroleum produced by the Qil Companies and exported overseas 1o the extent
pecessary to enable the Oil Companies to meet their obligations to pay foreign currency duging the
ensuing three (3} months in respect of : )

(#) the principal of, interest and services charges on and other fees and expenses related 1o
loans made to the Oil Companies in foreign currency for purposes of their operations
under this Agreement by persons not resident in Papua New Guines, where the terms of
such loans have been approved by the Bank of Papua New Guinea under the Foreign
Exchange Regulations; and

(b) commitrments in foreign currency to persons not resident in Papua New Guinea for the
supply of goods and services to the Qil Companies (including capital goods and services
of foreign employees and consuleants); and :

(¢) commitments in respect of dividends payable to shareholders resident ourside Papua New
Guinea; '

provided that the amounts concerned are established to the reasonable satisfaction.of the State,

5.3 Where amounts of foreign currency expected to be required by any of the Oil Companies for
the purposes: described in Clause 5.2 in any three month period exceed the amounts of foreign
currency earnings expected to be received by any of the Oil Companies in that period, such Qil
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Company may request the State to hold foreign cursency for it to the level of the possible shortfall but
not exceeding foreign currency requirements for purposes of loan repayments whereupon-—

(@) the Oil Company concerned shall notify the State of the amount of the expected shortfall
and the cutrencies in which the shortfall is likely to occur;

(b) the State, after consultation with the Bank of Papua New Guinea, will advise the Qil
Company concerned of the Kina equivalent of the shortfall at the exchange rate then
prevailing;

() the Oil Company concerned will lend 1o the State and the State will borrow from the Qil
Company concerned that amount in Kina,

{d) the-State through the Bank of Papua New Guinea will hold deposits of foreign exchange
in the currency to which payments will be made and of amounts sufficient to make such
payments in accordance with the notice which the Oil Company concerned has given to
the State under Subclause 5.3(a); .

~—

{¢) the State will pay interest to the Qil Company concerned on such foreign currency
deposits at a rate per annum which is the rate which the Bank of Papua New Guinea
earns for the State on those deposits less one half of one percent (0.5%) per annum to

cover the Bank of Papua New Guinea's administrative and overhead costs; and

(f) the State will repay any loan made by the Oil Company concerned under this Clause 5.3
in the currencies in which the deposits are held at the time payments in those currencies
by the Oil Company concernied are due, such amounts in foreign cusrency to be applied

" in discharge of the Kina amount of the original loan ar the exchange rate ruling at the
time of the original loan.

5.4 The Oil Companies will not be subject to or limited by regulations or statutes refating to
foreign exchange and the control thereof that are less favourable to the Qil Companies or any of them
than the regulations and statutes of general application to persons dealing with foreign exchange in
Papua New Guinea nor will regulations or statutes relating to foreign exchange and the control thereof
. be applied in relation to any of the Oil Companies id a manner less favourable to them than the manner
in which they are generally applied to others to whom they ate applicable, :

5.5 At all times the Qil Companies shall have the right to buy and sell Kina at retes of exchange
no less favourable than those available to other commercial buyers and sellers of that currency.

5.6 The Qil Companies may establish foreign currency accounts in Papua New Guinea PROVIDED
THAT such deposits do not contravene Exchange Control requirements and contain deposits considere
by the Government to be reasonable in relation to the Qil Companies’ needs. :

5.7 Unless otherwise directed by the State and except as provided in Clauses 5.2 and 5.6, each Oil
Company shall convert all its foreign currency earnings from Operations under this Agreement into
Kina and remit the proceeds to Papua New Guinea to a bank account in the name of the Oil Company
for its use. '

5.8 Notwithstanding anything to the contrary in the Acts, the National Investment Development

Authority Act, the Income Tax Act or other legislation applying to the Operations, the Oil Companies
may—

(@) kegp their books of account and other records in both Kina and United States dollars;
an

(b) make all calcularions under any statute or regulation (including but withoue limiting the
generality of the foregoing calculations for Royalty, Petroleum Income Tax, Additional
Profits Tax) and for Foregone Production, and Specified Volume and other matters
arising under this Agreement, the Operating Agreement and the Joint Operating
Agreement in Kina or Unired States dollars. When applying for the first Development
Licence within the Ared each Qil Company shall elect to make such calculations
thereafter in either Kina or United States dollars. If such calculations are made in United
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States dollars the State shall accept payment of such taxes and other moneys in Kina
converted from United States dollars as provided in the following formula :

K=8§xD
where,

K means the sum in Kina payable to the State for any of the stated purposes; 8
means the sum expressed in United States dollars 1o be converted to Kina; D
means the mean of the average of the Daily Published Buying and Selling Rates of
Kina against the United States dollar during the Budget Year, or in the case of
Royalty during the month, for which the calculation is being made. The “Daily
Published Buying and Selling Rates” means the buying and selling rates from time
to time published by the Bank of Papua New Guines or such other buying and
selling rates as may from time to timé be published and recognised by the State as
the official buyifig and selling rate. In calculating the mean of the average of the
Daily Published Buying and Selling Rates the average of the buying and selling
rates applying on each day on which the Bank of Papua New Guinea is open to the
public for business transactions shall be aggregated and the resule divided by that
same number of days.

ARTICIE 6 NIDA REGISTRATION

6.1 Notwithstanding anything expressly or impliedly to the contrary contained in the National
Investment and Development Act 1974 and in particular norwithstanding the provisions of Section 4
of that Act, the Oil Companies from the date of issue of the first Development Licence shall be deemed
to be registered under that Act in respect of the activities of Exploration, Development and Producing
(but not including- refining of crude oil) and other activities necessarily incidental thereto and
confiemplated by or required to carry out Exploration or the Approved Proposals, on the following
conditions:

{a)} the Qil Companies shall not without the approval of the Mational Investment and
Development Authority carry on any activities except those necessarily incidental to
Exploration or the Approved Proposals; and

(b) the registration shall be for the duration of this Agreement and shall be deemed to be
cancelled upon the termination of this Agreement for any reason whatsoever,

ARTICLE 7 PROFPOSALS

7.1 The Qil Companies shall submit to the State in support of any application for a Development
Licence and in addition to detailed proposals as required by section 30 of the Offshore Act;

- (4) the hnancial analysis of prospective cash flows of the Operations;

(b) matters which the Oil Companies may consider relevant to support a request pursiant to
Clause 29.5 that the State elect to acquire a Venture Interest less than the maximum
provided for in Clause 13.3.

7.2 The State shall trear as confidenitial all marerial and information supplied to the State under
Subclause 7.1(#) and under Section 28A(3) of the Offshore Act being the results of studies referred to
in Section 28A(2)(4) and (b) of that Act PROVIDED THAT if this Agreement is terminated as provided
in- Arricle 26 the material and information shall become the property of the State and may be used by
the State in such manner as it thinks fir.

7.3 If the Oil Companies desire to modify, expand or otherwise substantially vary their activities
beyond those specified in any Approved Proposals, either by undertaking any new activity or by a
major expansion of activities specified in the Approved Proposals, the Oil Companies shall give notice
of such desire to the State and within two months thereafter shall submir to the State detailed proposals
in respect of the desired modification, expansion or variation.

ARTICLE 8 CONSIDERATION OF PROPOSALS

8.1 The State shall not tnreasonably withhold its approval to the proposals referred to in
Subsection 30(1)(¢) of the Offshore Act and if the State approves such proposals without amendment,
. it ‘shall notify the Oil Companies accordingly at the same time as the Minister serves on the Oil

.Companies the instrument under section 31 of the Offshore Act. '

98
Prepared for inclusion as at 1/1/1980.




oz

Petroleum (Gulf of Papua) Agreements Ch. No. 199

SCHEDULE 5.-—ontinued.

8.2 If the State does not intend to approve without amendment the proposals referred to in
Subsection.30(13(¢) of the Offshore Act, the State within three (3) months of receipt of such proposals
shall notify the Oil Companies that i wishes 0:—

{a) defer consideration of or decision upon the same until such time as the Oil Companies
submit a further proposal or proposals in respect of some matter mentioned in Section
284 of the Offshore Act not covered by the said proposals arid in such case the State shall
disclose to the Oil Companies the reasons therefor and specify the further proposal or
proposals; ot

(b} approve the said proposals subject to the Oil Companies making such alreration thereto
or complying with such condirions as the State thinks reasonable and in such a case the
State shall disclose its reasons for requiring éuch alterations or imposing such conditions.

8.3 If the decision of the State is to be as mentioned in Clause 8.2 the State shall afford the Oil
Companies full epportunity to consult with it and should the Oil Companies so desire, to submit new
proposals either generally o in respect of some particular matter.

ARTICLE 9 TRAINING AND.LOCALISATION

9.1 The Qil Companies holding a Development Licence in regard 1o any part of the Area shall
progressively replace foreign personnel (employed with the approval of the State) with Citizens, in
accordance with the training and localisation programme which forms part of the report furnished to
the Minister under section 28A of the Offshore Act PROVIDED THAT if the training and localisation
programme: is disrupted .by circumstances or events {whether or not they constitute force majeure
within the meaning of Article 11) which make it difficult or impossible for the Oil Companies to
comply with their obligations under such programme, the Oil Companies may give notice thereof to
the State, together with alternative or revised plans to achieve the objects of the part of the training and
locatisation programme which is affected, and che State within one (1) month of that notice shall
either—

(@) approve those alternative or revised plans; or

(6) meet with the Oil Companies to discuss the alternative or revised plans. If such
discussions do not lead to the State’s approval of alternative or revised plans, which
approvals shall not unreasonably be withheld, the Oil Companies shall be bound by their
original obligarions under the training and localisation programme, except that they shall
not be liable for any delay caused by following the procedures under this Subclause and
subject always to the Oil Companies being able to claim force majeure under Article 11.

-9.2 The State shall give such assistance to the Oil Companies as is reasonably required in the
formulation of their training and localisation programme and in recruitment of Citizens, and undér
normal conditions shall make available its facilities for vocational and technical training,

9.3 Training and instruction pursuant to the training and localisation programme shall be given by
employees or agents of thie Oil Companies who are proficient in the ‘English language.

9.4 (#) The Oil Companies holding 2 Development Licence jointly shall arrange in co-operation
with the State assignments for the Stare’s Employees, not to exceed more than ten (10)
in any year or at any time, to the Qil Companies’ operations, whether in Papua New
Guinea or overseas, to assist in training such employees for managerial, professional, and
technical positions for the State PROVIDED THAT if any Qil Company being 2 party to this
Agreement has fulfilled or partly fulfilled a like obligation under any like agreement with
the State to which the Oil Companies are also a party this clause 9.4 shall be deemed to

_ have been fulfilled to the extent that such like obligations have been fulfilled by the Qil
Companies.

(b) The salaries and other expenses of such State employees shall be borne by the State
PROVIDED THAT whilst any such State employee is ditectly engaged in the Oil

Companies' operations, salary and expenses of such employee shall be borne by the Oil
Companies. )

9.5 As far as is practicable the Oil Companies shall give first .preference in employment to Citizens
whose place of origin is in the area of any Development Licence.
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ARTICLE 10 LOCAL SUPPLIES AND BUSINESS DEVELOPMENT
10.1 The Oil Companies shall '

{a) use and purchase goods and services supplied, produced, or manufactured in Papua New
Guinea whenever the same can be obtained at competitive prices and on competitive
terms, conditions and delivery dates and are in all substantive respects of a quality
comparable with those available from outside Papua New Guinea; and

(b) encourage and assist Citizens desirous of establishing businesses providing goods and
services for the Oil Companies' operations and for any town constructed primarily for
purposes of the Oil Companies’ operations and the residents thereof; PROVIDED THAT
the Oil Companies shall not be obliged or called upon 1o grant or lend money to any
Papua New Guinea Citizen or any local enterprise; and ‘

() make maximum uvse of Papua New Guinea subcontractors where services of comparable
standards with those obtainable elsewhete whether inside or outside Papua New Guinea

are available from them at competitive prices, and on competitive terms, conditions, and -

delivery ot performance dates; and

(d) where it is necessary to import vehicles, machinery, plant or equipment, and such items
are not purchased direct from the manufacturer by the Oil Companies, effect the
purchase of such items through traders operating in Papua New Guinea, PROVIDED THAT
such items are available through such traders at a competitive price, and on competitive
terms, conditions, and delivery date and provided always that the Oil Companies shall not
be bound to comply with this Subclause in any case where compliance would adversely
affect the financing of the Qil.Companies’ operations or any part thereof,

10.2 Insofar-as it is practicable, the Oil Companies shall give first preference in their assistance
under Subclauses (5) and () of Clause 10.1 to Citizens originating from the sub-province in which
Pettoleum is produced.

ARTICLE 11 - FORCE MAJEURE

11.1 Any failure on the part of a Party hereto to comply with any of the terms, conditions, and
provisions of this Agreement (except any. obligation of the Oil Company to make payment of money
to the State) shall not be grounds for termination or give another Party hereto any claim for damages
insofar as such failure arises from force majeure, if the first-mentioned Party has taken all appropriate
precautions, due care and reasonable alternative measures with the objective of avoiding such failure
and of cartying out its obligations under this Agreement. That Party shall take all reasonable measurcs
to remove such inability to fulfill terms and conditions of this Agreement with the minimum of delay.

11.2 For the purposes of this Agreement, force majeure shall include war, insurrection, civil
distutbances, blockades, riots, embargoes, strikes, bans, limitations, and other labour disputes
(PROVIDED THAT the Qil Companies shall not be required to agree to 2 settlement of any particular
labour dispute solely for the purposes of terminating a condition of force majeure), land disputes,
epidemics, earthquakes, storms, floods, or other adverse weather conditions, explosions, fires,
lightning, breakdown of machinery or facilities, shortages of labour, transporeation, fuel, power or
essential plant equipment, or materials or any other event which the party claiming force majeure could

not reasonably be expected to prevent or control, and in the case of the Oil Companies shall include

any-delay or failure by the State to give any consent or approval required under this Agreemeént or
under any applicable law, but shall not include any event caused by the failure to observe good oilfield
practice nor any event caused by negligence in the provision of adequate supervision of the Operation,

11.3 The Oil Companies shali notify the State on their becoming aware of an event of force
majeure affecting their ability to fulfill the terms and conditions of this Agreement, or any event which
may endanger the natural resources in the Area and shall similarly notify the State on the restoration
of normal conditions.

ARTICLE 12 EXTENSIONS OF TIME

12.1 Notwithstanding any provision of this Agreement, the State may at the request of the Oil
Companies from time to time extend any period referred to in this Agreement for such longer period
ot substitute for any date referred to in this Agreement such later date as it thinks fit, notwithstanding
that at the time of such extension or substitution such period may have expived or such date may have
been passed. )
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ARTICLE 13 STATE PARTICIPATION
13.1 In this Agreement, unless the context otherwise requires ;

“Accumulated Liability” means an amount calculated in accordance with the following
formula ;

AL = §VI(E+D+0C) +5 -F

where,
AL is the State’s Accumulated Liability to an Qil Company;
SVI is the State’s Venture Interest expressed as a fraction,

E is the amount of allowable exploration and prospecting expenditure as defined
in Subsection 164E{1) of the Income Tax Act 1951 or which would have been
allowable but for an election under Section 164T of that Act spent by the Oil
Company in or in relarion to the area between September 1, 1975 and pnor to the
issue of the first development licence over part of the Area and in recognition of
exploration and prospecting operations conducted by the Parties pursuant to rights
or ritles held by them prior to September 1, 1975 such additional amounts of
allowable exploration and prospecting expenditure, defined as aforesaid, speat by
the Qil Company in or in relation to the Area prior to September 1, 1975 and
within 11 years prior to the issue of the first development licence over part of the
Area, PROVIDED THAT if the term of the licence is extended as provided in Section
23A of the Offshore Act thereafter the amount of allowable exploration and
prospecting expendirure, defined as aforesaid, shall be reduced each year during
such extended term by the amount borne by the Qil Company of the roral amount
expended with the approval of the Operating Committee on Operations during the
12th year preceding that year.

D is the sum of the amounts of allowable capital expenditure and allowable
exploration and prospecting expenditure as defined in Sections 164A and 164E of
the Income Tax Act 1951 or which would have been allowable but for the election
under Section 164T of that Act spent by the Oil Company in or in relation to the
Area after the issue of a Development Licence and durihg a Shorefall Period;

OC is the amount spent by the Oif Companies on Operations during a Shortfall
Period and not included in E or I;

§ is the amount paid by the Oil Company 1o the State under Clause 13.7;

F is the value at Norm Price of Foregone Production received by the Oil Company
less any amount paid under Subclauses 13.8(«) and (8);

“Foregone Production” means the volume of the State’s Production Share foregone in favour
of the Oil Companies or any of them in satisfaction or part satisfaction of the items
referred to in Clause 13.8;

“Positive Day” means a day on which the State’s Accumulated Liability to an Qil Company is
reduced to zero;

“Production Share” means a proportion of the Petroleum produced from within the Area
equal to a Party’s Venture Interest which a Party from time to time may be entitled to
receive and separately dispose of;

“Shortfall Period” means a continuous interval of time during which the. State has and
continues to have an Accumulated Liability to any one or more of the Qil Companies;

“Simple Interest” means a percentage interest rate equal to 5 percentage points in excess of—

(2) the annual rate of interest on domestic corporation borrowings rated AAA in the
U.S.A. as published in the Survey of Current Business by the U.8.A. Department
of Commerce—Bureau of Economic Analysis applying at the date of issue of the
first Development Licence issued over part of the Area, such rate to be adjusted
quartetly; or

(%) if such rate is not published, a comparable rate determined in such manner as the
Parties shall agree;
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13.2 {a) The Parties shall settle the terms of the Joint Operating Agreement as soon as
practicable. Except as provided in Article 27, that Agreement shall accord substancially
with the Operating Agreement but shall be Sub]ECt to the terms of this Agreement and
in the event of inconsistency, this Agreement shall prevail;

(5) The Joint Operdting Agreement shall take effect when the last of the Parties executes
such Agreement.

13.3 {#) The Staté¢ may acquire an urencumbered interest in the Venture Assets and Opetatiofis
to 4 nominated percentage (not exceeding 221 percent either of such Venture Assets and
Operations or of the Participating Interest of 4ny particular Oil Company) by giving
notice to each Oil Company to that effect within four (4) months after the issue of the
first Development Licence over part of the Ared. On and from the first day of the
calendar month next following the month in which the State gave niotice 4s aforesdid the
Veiture Interest of each Qil Company shall be equal to its Pariicipating Interest
appropriately reduced by the interest acquired by the State;

{b) As soon as practicable after the State has given notice pursuant to Subclause 13.3(s), the
Parties shall execute the Joint Operating Agreement (if not already exccuted) and shall do
all things necessary formally to vest that Interest in the State;

{c) If within two (2) months after the issue of the first Developmeit Licence over part of the
Area the Srare has not piven notice under Subclause (4) the Qil Compames within the
third month after the issue of that Development Licence shall give notice io the Prime
Minister thiat such election kias npt been made by the State. Thereafter if a notice under
Subclause (4} is not received by the Oil Companies within the time specified in Stbclause
{#) the State shall be deemed to have elected not to acquire 4 Ventire Interest.

(d) Forthwith after giving notice under Subclause 13.3(a) electing to acquire a Venrure
Interest the State shall be entitled to attend and vote at all meetings of the Operating
Comumiittee and to receive notice and agendas for all such meetings.

13.4 Except as otherwise provided in this Agreement each Party shall take iri kind its Production
Share produced and saved from the Area. -

13.5 During each Shortfall Period - —
(a) the State shall forego its Production Share in favour of those Oil Companies to which the

State has for the time being an Acciimulated Liability and the said Compames shall be -
entitled to and shall take all such Foregosie Production free of encumbrance ir the several
proportions which each such Oil Company’s respective Venture Interest bears to the sum i

of the Vennire Interest of all such Companies;
(b an Oil Company shall be entitled to recoup out of Foregone Pmductmn—
{i) the State’s Accumulated Liability to such Oil Company; and

(i) Simple Interest on the State’s Accumulated Liability commencing as the case may
be on and from either;

aa. the date of the totice l)y the State vnder Clanse 3.3, or

bb. the datedon which such Oil Company reimburses the State under Clause
13.7; an

compited calendar monthly from the 15t day of each such month on the mean of
the balances of Accumulated Liability at the opening of business on the first day
and closing of business on the last day of the calendar month for which the
calculation is being made PROVIDED THAT in determining the balance of
Accumulated Liability at the close of business on the last day of the month, o
teduction of the Accumulated Llablhty for that month shall be raken into account
and in lieu thereof the amount of Simple Interest payable for the month shall be
rediiced by an‘amount equal to Simple Interest calculated on the amoust by which
Accumulated Lisbility is deemed to have been reduced in that morith as provided
ifi Sub-clause 13.8() computed for the petiod commencing from the date
Acculilllulat(;-:d Liability is deemed to have been reduced to the last day of thar
month; an

(¢) sales of Petroleum produced from the Area by an Oil Company, to which the State has
for the time being 2h Accumulated Liability shall be deemed to have been eomposed of
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portion: of that Oil Company's Production Share and portion of Foregone Production
received by that (il Company in the respective proportions which that Oil Company's
Venture Interest bears to the product of the Srate’s Venture Interest and that said Oil
Company's Venture Interest divided by the sum of the Venture Interests of all Oil
Companies to which the State had an Accumulated Liability ar the time of each such sale.

13.6 (a) Except as provided in Subclause (b) the Parties shall bear all the costs of the Operations
in proportion o their respective Venture Interests;

by Subject to Clause 13.10 during each Shortfall Period the Oil Companies' shall bear all the
costs of the Operations in proportion to their respective Participating Interests until the
occurrence of the first Positive Day. Thereafter, during the balance of each such Shortfall
Period the said costs shall be borne as follows :

(i by each Qil Company to which the State for the time being has no Accumulated
Liability - as to a percentage equal to its Venture Interest;

and as to the balance

(i) by those other Oil Companies to which the State for the time being has an
Accumulated Liability - in the several proportions which each such Company's
respective Venrure Interest bears to the sum of the Venture Interests of all such
Companies PROVIDED THAT if during a Budget Year after a Positive Day all of the
Qil Companies to which the State has an Accumulated Liability give notice to the
other Qil Companies and produce evidence that the State’s Venture Interest share
of the costs of the Operation for the Budget Year exceeds the value of its
Foregone Production for the same period all Oil Companies shall forthwith
commence and thereafter continue to bear the costs of the Operations until the
next Positive Day in proportion to theit respective Participating Interest.

13.7 If during a Budget Year or part thereof which is not a Shortfall Period, the State gives notice
to the Oil Companies and produces evidence that the State’s Venture Interest share of the costs of the
Operations for the preceding period of that Budget Year exceed the proceeds received by the State
from disposal of the State’s Production Share for that period the Oil Companies shall in proportion 10
their respective Participating Interests and within sixty (60) days after receipt of such notice and
evidence reimburse the State the amount of such shortfall.

~ 13.8 Foregone Production raken by an Oil Company shall be applied in the following order of
priority: )

() to pay Royalty under the Offshore Act on such Foregone Production;

{b) to pay Simple Interest on the State’s Accumulated Liability calculated as provided in
Clause 13.5;

(c) to reduce the Accumulated Liability to the said Qil Company. Any reduction of
Accumulated Liability under this Subclause 13.8(¢) shall be deemed to be made on the
day the Oil Company is to receive payment as provided in any contract of sale for
Petroleum, which date shall be consistent with and reflect terms of credit allowed or
recognised by the Minister as provided in Section Sch. 3.4 of the Offshore Act or as
otherwise agreed upon between the State and the Oil Company.

13.9 Any rights under this Agreement in respect of unsatisfied Accumulated Liability shall cease
and the State shall not be looked to for recoupment or reimbursement thereof:

(@) by any Qil Company on termination of this Agreement as provided in Article 26, or
{b} by an Oil Company upon its withdrawing from this' Agreement and surrendering its

Participating Interest or Venture Interest in the Licence and in all Development Licences
over any past of the Area; :

13,10 When electing to acquire its Venture Interest and thereafter at any Operating Commitiee
meeting at which Operations and a Budget are to be agreed upon for a Budger Year, the State may
elect to contribute all or part of its Venture Interest share of costs or expenses of any Operations in
respect of which an Accumulated Liability would otherwise accrue to any Oil Company.

13.11 Each Qil Company shall within 30 days after the issue of the first Development Licence and
thereafter, if the State has a Venture Interest, not less often than half yearly uncil it shall have recouped
the amount of the State’s Accumulated Liability, furnish to the State details of and the amount of such
Accumulated Liability for the time being. The State may require reasonable verification of such details
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and amounts including an audit as provided for in the Operating Agreement or the Joint Operating
Agreement as the case may be, : .

13.12 Norwithstanding the provisions of Clause 13.7, if the Operating Commirtee resolves thar a
“Petraleum Pool” (which expression shall have the same meaning in this Clause as ascribed to it in the
Offshore Act) has been depleted in accordance with good oilfield practice and that to continue
Producing from that Petroleum Pool cannot be justified for technical or economic reasons :

(a) the cost of plugging and abandoning all wells drilled into the Petroleum Pool; and

(b) other costs and expenses paid or incurred in respect of dismantling, removing, disposing
of, or otherwise dealing with all strucrures, installations, plant and equipment which are
* Venture Assets and which had been required for Producing from that Petrolenm Pool;

shall be borne by the Parties in proportion to their respective Venture Intetests.

ARTICLE 14 DISPOSAL OF STATE'S PRODUCTION SHARE

" 14.1 "Specified Volume" means that part of the State’s Production Share which the State wishes
~ an Qil Company to dispose of and specifies in a notice under Clause 14.2.

14.2 Within 30 days after the Operating Committee Meering to agree upon Operations and a
Budget for any Budget Year in which it is expected cthat a Positive Day will oceur the State may give
natice to the Oil Companies stating the Specified Volume for that Budget Year for any or each Oil
Company. Thereafter, the State may give not less chan 3 months notice to any of the Oil Companies
reducing or increasing the Specified Volume.

14.3 (s) An Oil Company given notice under Clause 14.2 shall use its best efforts to dispose of
2 Specified Volume ar 2 price which after taking into account the matters provided for in
Section Sch. 3 to the Offshore Act will enable that Oil Company fo account to the Seare
for an amount equal to Norm Price in respect of that Specified Volume;

(b) From time to time an Oil Company experiencing difficuley in disposing of any part of the
Specified Volume as provided for in Subclause (2) may notify the State accordingly and
thereafter the State and that Oil Company will negotiate in good. faith in an effort o
resolve the Oil Company's difficalry;

{e) All contracts of sale by an Oil Company of any of the Stare’s Production Share shafl be
only for such reasonable periods of time as are consistent with the minimum needs of the
industry under the circumstances, but in no evenr shall any such conrract be for a period
in excess of one year.

14.4 Following disposition of any of the Specified Volume an Oil Company shall account to the
State on whichever shall be the earlier of :

{a} the date three (3) months after taking delivery at the ship’s loading flange of the relevant

part of t_he Specified Volume; or
" (b) whichever of the following dates shall be appropriate:

(i) if the sale is at arm’s length as defined in Section Sch. 3.2 of the Offshore Act,
seven (7) days after receipt of payment in full or pare thereof; or

{ii) if the sale is other than at arm’s length as aforesaid, seven (7) days after the day the
Oil Company is to receive payment as provided in the contract for sale for any
Petroleum which includes any part of a Specified Volume.

14.5 Upon an Qil Company first becoming aware that a Positive Day has occurred or is likely to
occur during a Budget Year which had nor been expected ar the time of an Operating Committee
meeting as referred to in Clause 14.2 it shall notify the Stare accordingly. Such notice shall include—

(a) thlzE date on which the Positive Day occurred or is expected to ocour as the case may be,
an .

(b) the volume of production expected to be available as the State’s Production Share for the
. balance of the Budget Year. '

If the Positive Day occurred prior to the date of such notice the notice shall be accompanied by a full
accounting for the volume of the State’s Production Share disposed of by such Oil Company during the
period between the Positive Day and the date of the notice.
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14.6 Within 30 days after an Qil Company gives the State notice under Clause 14.5 the State shall
give thar Qil Company notice of the Specified Volume, if any, for that Qil Company for the balance of
the current Budget Year. '

14.7 Any Oil Company giving notice under Clause 14.5 shall not dispose of any of the State's.
Production Share between the date of that notice and receipt by it of a notice under Clause 14.6 except
to the extent necessary to satisfy any contract entered into bona fide before the date of the notice under
Clause 14.5 in which event the Qil Company shall account to the State in the manner provided in
Clause 14.4.

14.8 The Joint Operating Agreement shail provide for equitable adjustment on a regular periodic
basis for any imbalance which may occur between the Production Share of each Party and the volume
of Petroleum taken by or on behalf of the respective Parties and adjustment of any significant dispariry
in payment of operating costs and expenses caused by such imbalance.

ARTICLE 15 STATE ACQUISITION AND OWNERSHIP OF FACILITIES

15.1 "“Works and Facilicies” and “Works or Facilities” as the context permits means any of the
installations and infrastructure provided for the Operations by either the State or the Oil Companies
and capable of being used by the Oil Companies, the State, Citizens or other persons carrying on
business in the locality thereof without interferring with the use thereof by the Oil Companies.
Without limiting the generality of the foregoing the Parties envisage that Works and Facilities—

ta) include air fields, roads, ports, water supply, and sewerage facilities, except to the extent
that any of them are urilised to their full capacity by the Oil Companies, and

@) do not include residential accommodation and administration buildings, installations, and
infrastructure directly used in Producing,

PROVIDED THAT provision by the Department of Posts and Telegraphs of facilities and services shall be
the subject of a separate agreement.

15.2 (2) At any Operating Committee Meeting at which construction of Works and Facilities is to
be approved the State may by written notice to the Oil Companies elect to provide the
costs, or part thereof, of any such Works and Facilities; and

(b) at any time after their construction the State may by notice require the Qil Companies to
transfer to it ownership of any Works and Facilities. As soon as practicable after such
notice the Oil Companies shall do all things necessary to transfer to the State title to the
Works and Facilities nominated in the notice. '

15.3 Where the State requires the Oil Companies to transfer to it any Works and Pacilities as-
provided in Subclause 15.2 (b) the State shall pay to the Oil Companies, by annual instalments as
provided in Subclause 15,3(2) a purchase price equal to the then depreciated value of such Works and
Facilities, and the Oil Companies shall pay to the State annual capital user charges as provided in -
Subclause 15.3(b).

{¢) The Oil Companies each Budget Year shall nominate the amount of the annual
instalments of the purchase price which shall be equal to the annual amount of
depreciation that the Qil Companies could have claimied (and would have been entitled
to claim} as a deduction allowable under the Income Tax Act in respect of that Work or
Facility but for the transfer of ownership to the State. (It is the intention of the Parties
that such instalments of purchase price shall not be assessable income in the hands of the
Oil Companies for the purpose of assessment of Petroleum Income Tax);

(b} The Qil Companies shall pay to the State within seven (7) days of the receipt of any
instalment referred to in Subclause 15.3(s) a capital user charge equal to the said
instalment. (ft is the intention of the Parties that such capital user charge shall be a
deduction allowed under the Income Tax Act for the purpose of assessment of Petrolenm
Income Tax and Additional Profits Tax);

{r) If operations permanently cease in or in relation to the Area and as a result the State
ceases to pay any instalment referred 1o in Subclause 15.3(a), the Oil Companies shall
have the right to claim a deduction, as provided by the Income Tax Act for the purpose
of assessment of Perroleum Income Tax, and Additional Profits Tax, equal to the amount
thar the Oil Companies would have claimed (and would have been entitled o claim) bur
for the transfer of ownership of that Work or Facility to the Staze.
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15.4 If at any time the State acquires or provides any Works or Facilities under this Article 15, the
State shall thereupon assume responsibility for maintaining the assets to a proper standard and shall
charge the Oil Companies a maintenance charge (which may include an equitable proportion of direct
operating costs) limited to the costs of that maintenance PROVIDED THAT the amount of such
maintenance charge shall be reduced by any amount spent by 2n Oil Company under Clause 15.5.

13.5 Where the State has provided or acquired Works or Facilities for the purposes, of, or under
this Agreement and fails properly to maintain the same the Oil Companies may, after 30 days notice to
the State, and at their own expense, carry out such work as is necessary to bring the same up to a
proper standard. :

ARTICLE 16 = USE OF FACILITIES BY THIRD PARTIES

16.1 A third party will be permitted to use Works and Facilities acquired from the Oil Companies
by the State and not utilised to their full capacity. The State undertakes to ensure that the third party
will b'> required to pay a proportionate share of any operating, maintenance overhead and capital costs
in respect of such Works and Facilities among other things having regard to :

{a) the extent of the proportionate usage and likely future usage of the Works or Facilities by
the third party and the Oil Companies;

) the respective extents to which services are provided to the Oil Companies and the third
party (where the Facility is a service Facility);

{c) any other factor which results in or is likely to result in significant damage to or
deterioration of the Work or Facility.

16.2 The State, the Oil Companies, and a third party shail agree upon an amount which the third
party will pay to the Oil Companies (notwithstanding any prior transfer of the televant Works and
Facilities to the State under this Agreement) in United States dollars or the Kina equivalent ar the date
of payn:hent 2 capital contribution reflecting the extent of the third party's intended use of the Works
and Facilities.

16.3 Where the State provides the cost of any modification improvement extension or expansion
of any Works or Facilities to meet the needs of the Ol Companies the State may charge the OQil
Companies a capital user’s charge in respect of that Work or Facility to allow for the recoupment over
a reasonable petiod of the amount expended in providing the said cost by the State together with a
reasotiable return thereon.

16.4 Notwithstanding anything contained in Article 15 or Article 16 all such Works and Facilities
not acquired and managed by the State shall continue to be managed by the Oil Companies and the Oil
Companies shall have priority of use thereof over all other users. - :

ARTICLE 17 RATES AND DUTIES

17.1 Subject to any requirement of defence, foreign trade or foreign policy of this State, the
safety of the public and quarantine and to the obligations of the State under multilateral internarional
agreements to which the State is a party the Oil Companies any Affiliated Corporation and the agents
and contractors of the Oil Companies or of any Affiliated Corporation shall have the right to acquire
import into and move within Papua New Guinea and use any plant machinery equipment vehicles
explosives fuels reagents and supplies which have a specialised application and use in the Operations

and to export from Papua New Guinea the petroleum (whether processed or otherwise) resulting from -

. the Operations,

17.2 The Qil Companies shall be subject to import duties and levies of general application in
accordance with Papna New Guinea law from time to time except as hereinafter provided.

17.3 No rate tax chacge due duty tatiff or other levy shall be applied to or be payable by the Oil
Companies on the export of or in respect of the right to export Petroleum from Papua New Guinea by
an Oil Company or a Related Company, :

17.4 No rate tax rent charge due duty tariff or other levy and no legislation which discriminares
against all or any of the Oil Companies or any member of an Oil Company or any beneficial owner of
shares in any of the Oil Companies ot any person engaged in the Operations shall be payable by or {as
the case may be) applicable to any of the Oil Companies or any such member or beneficial owner or
person (as the case may be) in respect of the Operations or of any income arising directly or indirectly
therefrom PROVIDED THAT nothing in the Clause is intended to provide a basis for challenging the

- validity of the petroleum income tax or additional profits tax.
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17.5 Any import duty which is sought to be imposed on the importation of any plant machinery
equipment explosives chemicals or other supplies which at the time when such duty is sought to be
imposed ate imported into Papua New Guinea solely for the purpose of and which have a specialised
application and use in the Operations and which is sought to be imposed at a rate in excess of the
average rae of duty from time to time payable on the importation into Papua New Guinea of the
Customs Tariff numbered 118 275 309 313 320 and 341 04 as ser out at the date thereof in the Second
Schedule to the Customs Tariff 1959 shall without in any way whatsoever limiting the interpretation of
Clanse 17.3 above be deemed to discriminate against the Gil Companies.

17.6 No Local Government Rates or Provincial Government Rates or taxes on land calculated so
as to be other than approximately equal to a rate or tax calculated in relation to the unimproved capital

- value of the surface rights of the land shall be payable by the Oil Companies in respect of land held by

the Oil Companies, on which mining or industrial activities are carried on.

ARTICLE 18 -CONSULTATION

18.1 The Oil Companies shall consult from time ro time with representatives of the State and shall
furnish the State each six months with reports concerning the implementation of:

(4) the training and localisation programme

(b) the provisions relating to local purchasing of supplies

{c) the provisions relating to local business development and
{d} the provisions relating to environmental management.

ARTICLE 19 INSPECTION

19.1 The OQil Companies shall at all reasonable times allow the properly accredited servants or
agents of the Swte (who shall establish their authority on request) to inspect any aspect of the
Operations and likewise to inspect and take copies of the books of account and records of the Qil

" Companies relating to the Operations and to any shipment, sale or use of products of such Operations.

ARTICLE 20 PATENT AND TECHNOLOGY RIGHTS

20,1 All new processes, new methods of manufacture and other technological or mechanical
innovations developed within the Oil Companies’ Operations :

{¢) shall remain the property of the Qil Companies, which shall apply for, take out and retain
such patents and other technology rights, in Papua New Guinea or elsewhere, as may be
necessary and desirable to protect the same; and .

() shall not be sold, assigned, licenced, surrendered, or otherwise disposed of by the Oil
Companies except : : .

* (1) on the basis of an arm’s length transaction; and )

(if) with the prior approval of the State which approval shall not be unreasonably
withheld.

-20.2 Contracts to which any Qil Company is @ party providing for the purchase of the right to use
in the Operations any process, methed or other technological innovation:

{a) which are not contracts at arm'’s length, shall not be entered into without the prior
consent of the State which consent shall not be unreasonably withheld, and
(b} which are contracts at arm’s length shall be submitted to the State for information.

20.3 For the purposes of this Article the term “arm’s length” shall have the same meaning as
ascribed to it in Section Sch. 3.2 of the Offshore Act, except that contraces for provision of services
which incidental to their performance require the use of any such process, method or other
technological innovation the patent rights to which are the property of any OQil Company or an
Affiliated Corporation of any Qil Company and which but for the provisions of Section Sch. 3.2(¢)
would be at arm’s length shall for the purposes of this Clause be deemed to be at arm’s length,

ARTICLE 21 ASSIGNMENT

21.1 The State may assign, without the consent of the Oil Companies, all or part of its Venture
Interest to any corporation, statutory or otherwise, formed in Papua New Guinea and either :

(¢) wholly owned by the State, or
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(b) wholly owned by the State and another corporation or other corporations, statutory or
otherwise formed in Papua New Guinea and which are controlled by the State and in
which the State has at least a 509 beneficial interest,

PROVIDED THAT vested in such corporation or corporations are powers and financial capacity sufficient
to enable such of the State’s continuing obligations under this Agreement as are assigned to such
cotporation to be fulfilled.

21.2 Subject to Clauses 21.1 and 21.3 and with the consent of the other Parties which consent
shall not be unreasonably withheld, all or any of the Parties may assign, or otherwise dispose of their
interest or rights under this Agreement.

21.3 In the case of any assignment under this Article 21 the assignee shall undertake to the State
to assume, observe and comply with all the obligations of the assignor in relation to the matter assigned
or to the extent of the interest assigned as the case may be, After the giving of any such undertaking,
the assignor shall be relieved of its obligations under this Agreement in relation to the martter assigned
or to the extent of the interest assigned as the case may be without prejudice to pre-existing rights
accrued to the State against the assignor,

21.4 Notwithstanding the foregoing provisions of the Clauses 21.2 and 21.3 but subject to normal
statutory approvals in force from time to time,

(#) any Oil Company may charge by way of fixed or floating charge the whole or any part of
its Venture Interest to secure the repayment of, any payment of interest and other fees,
costs and expenses related 1o, all loans made to thar Oil Company to finance the project;
and

{by the Oil Companies may mortgage and charge any speéiﬁc asset (whether real or personal
property) to secure the purchase price thereof where such amount has been horrowed to
finance the purchase of that asser;

and any mortgagee or chargee under a mortgage or charge given by the Qil Companies may exercise all
rights of sale and other rights included in any instrament of mortgage or charge provided it shalf first
‘give the State at least twenty-eight days’ notice of intention to exercise those rights.

ARTICLE 22 ARBITRATION

22.1 If at any time there is any dispute, question or difference of opinion (in this Arsicle 22
referred to as “Issue™) between the Parties concerning the application of or arising out of section 994
of the Offshore Act other than any dispute, question, or difference of opinion in respect of which
provision for settlement or determination is provided under the Income Tax Act 1959 the same shall,
subject to Clause 22.2, stand referred 1o the atbitration of a single arhitrator, and such reference shall
be considered a submission within the meaning of that expression given by the Arbitration Act 1951,

22.2 After any Issue has arisen between the State on the one hand and the Gil Companies or any
of them on the other hand, any Party to that Issue may at any time prior to the appointment of an
arhitrator by concurrence of the Parties or pursnant to the Arbitration Act, 1951 by notice to the other
Party or Parties thereto elect that the provisions of this Clause shall apply to such Issue and in such
event:

(a) the Issue shall stand referred to the arbitration of three arbitrators, one of whom shall be
appointed by the State and one of whom shall be appointed by the other Party or Parties
to the Issue and the third of whom shall be agreed upon by the State and the other Party
ot Parties to the Issue in writing, and in default of agreement within fourteen (14) days
after the State gives notice to the other Party or Parties to the Issne or the other Party or
Parties to the Issue give notice to the State requiring the appointment of such a third
arbitrator, shall be appointed in accordance with the provisions of the Arbitration Act
1951 from a panel of five (5) atbitrators to be nominated within a further period of
fourteen (14) days thereafter by the President and Chairman of the Board of Directors
{or failing him the Chief Executive) not being a Citizen of Papua New Guinea of the
Asian Development Bank (or, failing such nomination, from any panel of arbitrators
which the person or body appointing the third arbitrator considers satisfactory) PRO-
VIDED THAT no person shall be eligible for appointment as a third arbitrator (unless the
State and the Oil Companies otherwise agree in writing in any particular case) if at the
time of his proposed. appointment he is or has been at any time prior thereto a citizen or
resident of Papua New Guinea, the Commonwealth of Australia, Canada, or the United
States of America;
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() if any arbitrator refuses to act, is incapable of acting or dies, a new arbitrator shall }:e
appointed by the party appoinring the original arhitrator or (in the case of the third
arbirrator) in accordance with the procedure provided for in Subclause 22.2(«);

(¢) if on such reference one Party fails to appoint an arbitrator either originally or by way of
substitution as aforesaid within fourteen (14) days after the other Party (having appointed
its arbitrator) has given to it notice to appoint such arbitrater, the arbitration may proceed
in the absence of such arbitrator; and

{d) such arbitration shall be held at such place (whether inside or outside Papua New Guinea)
as the arbitrators determine. - :

22.3 If any Party to any arbitration under this Clause 5o requests the arbitrator or arbitrators shall
state, in the form of a special case for the opinion of the National Court of Papua New Guinea, any
question of law atising in the course of the reference, and any opinion given shall be subject to the
normeal right of appeal. )

224 An award made on an acbitration shall have force and effect as follows—

{#) if by the award it is adjudged that the decision of the State is correct then the decision of
the State in respect to the Issue shall stand; but

(b) if the arbitrator adjudges that the decision of the State is incorrect then he shall further
adjudge what the Norm Price should be in which event the decision of the Asbitrator
shall be binding on the Parties.

ARTICLE 23 LAW APPLICABLE

23,1 This Agreement shall be governed by and construed in accordance with the law of Papua
New Guinea. .

ARTICLE 24 VARIATION

24.1 The Parties may ftom time to time by agreement in writing add to, substitute for, cancel or
vary all or any of the provisions of this Agreement, the Licences, any Development Licence, or any
lease, licence, right or grant granted hereunder or pursuant hereto or any programme, proposal or plan
approval hereunder, for the purpose of mare efficiently or satisfactorily implementing or facilitating any
of the objects of this Agreement. ‘

24,2 Where an agreement made pursuant to Clause 24.1 constitutes an glteration of any Article or
Clause referred to in Clause 3.2, the variation agreement shall contain a declaration to that effect, and
the State shall as soon as is practicable introduce and sponsor in the National Parliament a Bill for an
Act to approve that variation agreement and give force of law to the alteration of the rights hereunder.
That variation agreement shall be subject to the coming into force of the approving Act.

 24.3 Any agreement made pursuant to Clause 24.1 which does not constitute an amendment of
any Clause referred to in Clause 3.2 shall be tabled by the State in the National Parliament within the
first twelve (12) sitting days next following its execution, .

ARTICLE 25 NOTICES

25.1 All notices, notifications, consents, approvals, undertakings, applications, requests, offers,
reports, teturns, elections, and proposals required to be or which may be given, made, furnished or
submitred under this Agreement shall, unless the context otherwise requires, be in writing signed by a
Minister of the State or the Director of the Office of Minerals and Energy or {as the case may be) a
director or secretary or other designated representative of the Oil Companies, and if in writing shall be
sufficiently given, furnished or submitted if delivery at or posted by prepaid post to the address for
service of the Party or Parties o whom it is to be given, made, furnished or submitted, and all such
communications if posted as aforesaid shall, unless proven otherwise, be deemed to have been received
in the ordinary course of post.
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25.2 ‘The addresses for service:
{a) of the State shall be:
(i) for the purposes of Sub-clause 13.3(c)
The Prime Minister,
Central Government Offices,
Waigani,
Papua New Guinea
ot by post to:
The Pritme Minister,
Central Governiment Offices,
Wards Strip Post Office,
Waigani,
Papua New Guinez
Telephone: Port Moresby 27 1211
Telex: SENTROF NE 22144; and
(ii) for all other purposes:

The Director,
Office of Minerals and Energy,
Koriedobu,
Papiia New Guinea
or by post to:
The Directot,
Office of Mirierals and Energy,
P.O. Box 2352,
Konedobu,
Papus New Guitea
Telephone: 25 1180
Telex: WABTRO NE 22211

() of the Qil Companies shall be:
Arco Australia Limited,
812 Bridge Street,
Sydney, Australia
or by post to:

Arco Australia Limited,
- G.P.O, Box 2521,

Sydney N.5.W. 2001,

Australia. '

Telephone: Sydney 27 6901
Telex: 21297

Aunstralian Superior Oil Company Limited,
4315 Australia Square Tower,
Geotge Street,

Sydney, N.S.W. 2000
Australia.

Attention: N.U. Ledingham
Telephone: Sydney 27 2873
Telex: 21273

afid 1o

. Australian Superior Oil Company Limited,
First City National Bank Building,
Houston, Texas USA

of by post to:
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Australiari Superior Oil Company Limited,
P.O. Box 1521,

Houston, Texas, 77001, U.S.A.

Attention; J.E. Reid

Telephone: Houston 2245111
Telex: 77 5369

Canadian Superior Oil (Aust.) Pey. Ltd.,
Three Calgary Place,

355 Fourth Avenue S.W., :
Calgary, Alberta, T2P O]3, Canada
Atrention: H.]. Caine

Telephone: {(403) 267 4110
Telex: 038 26640

Esso Papua New Guinea Inc.,
C/- Exploration Manager,
Esso Australia Limited,

127 Kent Street,

Sydney, N.8.W. 2000

Telephone: 20557
Telex: AA20549

Sunray Australian Oil Company Inec.,
Suite 404, Cathay Building,
Singapore 9

Arntention: T. Adame.

Telephone: 32 3032
Telex: RS21591

and to:

. Sunray Australien Oil Company Inc.,
P.CO. Box 30, i
2001 Bryan Tower,

Dallas, Texas, 75221, U.S.A.
Atrention: W.R. Broocks.

Telephone: (214) 744 2222
Telex: 73 2323

Any Party may change its address for setvice by prior notice in accordance with this Article.

25.3 Where the Oil Companies are required to submit any plans, proposals, or other material for
‘the approval of the Stare, the date of submission shall be deemed to be the date on which the State
receives the said plans, proposals or other material

ARTICLE 26 TERMINATION

26.1 The State may terminate this Agreement by notice to the Qil Companies in any of the -

following events—

{a) if the Oil Companies abandon the Licence or repudiate their obligatons under this
Agreement and Operations are not resumed or such default made good within a period
of sixty (60) days after notice as provided in Clause 26.2 is given by the State to the Qil
Companies; ' ‘ : : '

(b) if the State can establish that in granting its approval to any proposal made under the
Offshore Act or otherwise it relied upon a staternent made by the Qil Companies not

. being an estimate based on judgment exercised in good faith on the application of
knowledge avajlable at the time the estimate is made and it is shown the O1l Companies
intended such statement to be false or misleading;

@) if the Licence or any extensions or renewal chereof is properly forfeited due 1o default by
the Qil Companies or is surrendered under the Onshore Act;

{d) if the Oil Companies do not submit proposals in accordance with Arricle 7.
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26.2 'The notice to be given by the State in terms of Subclause 26.1(2)lshall specify the nature of
the default or other ground so entitling the State to exercise such right of determination and where
appropriate and known to the State the Party or Parties responsible therefor and shall be given to each
of the Qil Companies.

26.3 For the purposes of Clause 26.1(s) the Oil Companies shall not be deemed to have
abandoned the Licence or repudiated their obligations unless all persons for the time being bound,
whether as assignees of the Oil Companies or otherwise, 1o perform the obligations of the Oil
‘Companies hereunder, have abandoned the Licence or repudiated the obligations. .

26.4 This Agreement shall terminate on the expiry or surrender of the Licence and all
Development Licences issued over any part of the Area or any renewal or extension of any of them.

26.3 If this Agreement is terminated after the grant of a Development Licence all structures,
installations, -plant, and equipment;

(#} which can be removed from the Area within six (6) months after the notice of termination
and without irreparable damage to the Area or any remaining structure, installations,
plant and equipment may be removed by the Parties; and

{b) all other structures, installations, plant, equipment and non-movable assets of the Parties
in the Area shall thereupon become the property of the State without any cost to the
State or any liability for the State to pay compensation therefor, and freed and discharged
from all mortgages and other encumbrances. All materials supplies and other movable
assets of the Parties in the Area which are fully depreciated for tax purposes shall likewise
become the property of the State, but any such materials, supplies and other movable
assets which are not fully depreciated for tax purposes shall be offered by the Parties for
sale to the State at their depreciated value.

26.6 The Oil Companies shall do all such things as the State may reasonably require to give effect
to the provisions of this Article 26 and the Oil Companies shall make available to the Stare the results
of the Investigarions and Studies to the extent that they have been carried out by the Qi Companies -
before the date of termination.

26.7 This Article 26 shall continue in force notwithstanding the rermination of the rest of this
Agreement and may be sued upon or enforced against the Oil Companies.

26.8 Termination of this Agreement under this Article 26 shail be withour prejudice to any rights
of any of the Parties for any antecedent breach of covenant or agreement,

26.9 Notwithstanding anything to the contrary contained herein, should any law, statute or
regulation be passed in Papua New Guinea or become effective in Papua New Guinea, subsequent to
31st March 1977, and should such law, statute or regulstion abrogate or materially alter the
fundamental contractual rights or obligations of the Oil Companies hereunder, the il Companies shall
have the right to give the State 60 days notice of their intention to terminate this Agreement without
further obligation to the State except as to rights or liabilities in respect of any antecendent breach of
this Agreement.

ARTICLE 27 AMENDMENTS TO OPERATING AGREEMENT

27.1 For the purposes of this Article 27 the Operating Agreement shall be deemed to apply only
in respect of the Area, the Licence or any Development Licence. ‘

27.2 The Parties shall commence as soon as practicable ro negotiate in' good faith with the
objective of agreeing on the form and content of a Joint Operating Agreement to accord substantially
with the provisions-of the Operating Agreement but to reflect:

(a) changes in the parties bound thereby and the circumstances of their association, and
- (b) the possible acquisition by the State of a Venture Interest, and '
(c) amendments necessary to give effect to the provisions of this Agreement,

27.3 I the Parties have not executed the Joint Operating Agreement at the date the State elects
to acquire a Venture Interest under Clause 13.3 the State shall as and from that date be deemed to be

A party 1o the Operating Agreement with full rights to attend and vote at all Operating Commirtee
Meetings.

27.4 After the date of this Agreement the Oil Companies may not amend: or replace the
Operating Agreement without the approval of the State,

112
Prepared for inclusion as at 1/1/1980.




Petrolenm (Gulf of Papua) Agreements Ch. No. 199

SCHEDULE 5.—centinued.

27.5 Without limiting the generality of the foregoing the Parties agree that Article VII shall be
deleted in its entirety and :

(2) the following articles or clauses of the Operating Agreement should be reviewed for the
purposes of Clauses 27.2—

Clause 5.1, 6.2, and 6.3
Articles IX, X, XI, X1I, XHI, and XVI; and

(b} that additional provisions to included in the Joint Operating Agreement to provide for
Operartions by less than all parties to that Agreement.

ARTICLE 28 MISCELLANEOUS

28.1 No stamp duty or other fees or charges shall be payable to the State in respect of any
assignment or transfer of any Participating Interest or Venture Interest in the Licence or the Venture
Assets by an Oil Company to the State or to an Affiliated Corporation incorporated in Papua New
Guinea if such assignment is required to comply with the provisions of the Acts.

28.2 Subject to considerations of national security the State shall grant to the Oil Companies such
licences, permits and other rights and exemptions as are within its power to grant and which reasonably
may be required by the Oil Companies to enable the Oil Companies to fulfil their obligations and enjoy
their rights-and benefits under the Licence, the Acts, or this Agreement.

28.3 If the State elects to acquire 2 Venture Interest therafter the Parties shall own all the
Venture Assers as tenmants in common, however, the expenditure of the Oil Companies under this

Agreement shall be shown on the accounting records of the Oil Companies entirely as expenses, .

charges, and costs of the Oil Companies in propoftion to their respective Participating Interests and

shall be reflected for purposes of the fiscal dispositions of the applicable United States law in the

balance sheet and profit and loss accounts of only the Oil Companies.

28.4 Whether an clection shall be made to have this Venture excluded from the application of the
provisions of Sub-chapter K of Chapter 1 of Sub-title A of the United States Internal Revenue Code
of 1954, shall be determined by EPNG for each Calendar Year during which EPNG has incurred
expenditures under Article 13: The initial determination shall be made and furnished in writing to the
other Parties no later than 15th April, 1977, and if requested by the Operator to do so, the State will
execute a tax agreement for United States tax purposes in 2 form to be approved by the Parties.

28.5 Consistent with requitements of the law and national security the State shall use its best
efforts to have foreign workers and their dependants to be employed in the Operations in accordance
with the approved training and localisation programme expeditiously granted such permits as may be
necessary to authorise them to enter, re-enter, move within, remain in and depart from Papua New
Guinea and to work on or in connection with the Operations.

ARTICLE 29 NATURAL GAS AND GAS LIQUIDS

29.1 It shall be the responsibility of the Oil Companies to determine whether production of
Natural Gas or Natural Gas Liquids is commercial and whether or pot to construct and install facilities
to enable production of such Natural Gas or Natura! Gas Liquids.

29.2 Natural Gas and Natural Gas Liquids will be disposed of by the Parties at the first point of .

measurement downstream from the outlet flange of the field gas separator in the Area beyond which
point the State’s Venture Interest shall cease.

29.3 Norm Price for all purposes for Natural Gas and Natural Gas Liquids will be the price
specified in contracts for its sale entered into with the prior approval of the State which will not be
unreasonably withheld.

29.4 Subject to the absence of Regulations 1o the contrary under the Acts the Oil Companies may
flare gas necessarily produced with crude oil 2nd not needed in the Operations and the sale of which is
not economically justified. .

29.5 The State recognises that its election to acquire up to a 22.5% Venture Interest may prevent
the Oil Companies from producing on a commercial basis Natural Gas or Gas Liquids discovered in the
Area. Therefore, if the Oil Companies in a proposal under Clause 7.1 produce evidence that such
Natural Gas or Gas Liquids cannot be produced on a commercial basis if the Stare elects to acquire a
22.5% Venture Interest, the State will negotiate in good faith with the intention of agreeing on such
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lesser Venture Interest as will allow a Natural Gas or Gas Liquids project to proceed on a commercial
basis.

ARTICLE 30 TITLES

30.1 Subject to Clause 30.2 the provisions of the Offshore Act and each of them shall apply
mutatis mutandis to and in respect of the Licence in lieu of the provisions of the Onshore Act as if the
Licence were a Petroleum Prospecting Licence issued pursuant to and in accordance with Section 18 of
the Offshore Act. .

30.2 The following provisions of the Onshore Act, that is to say :

Section 6;
Sections 11 to 24 inclusive, except for sub-section (3)(d) of Section 21;
Sections 26 to 28 inclusive;
Sections 30 to 34 inclusive;

. Sections 37 and 38;
Sections 53 to 37 inclusive;
Sections 59 to 64 inclusive;
Sections 71 to 74 inclusive;
Sections 77 and 78,
Section 80; )
Section 82;
Sections 86 to 91 inclusive;
Sections 94 and 95;
Section 99; and
Section 100, and applicable regulations made thereunder;

shall apply mutatis mutandis to and in respect of the Licence PROVIDED THAT in the event of conflict
or inconsistency between—

{a) the definitions contained in Section 6 of the Onshore Act and a definition contained in
Seé:ltion 1 of the Offshore Act the lateer shall prevail and apply to the Licence accordingly,
an .

{b) the provisions of the Offshore Act and the provisions of the Onshore’ Act in respect to
the rights of the Oil Companies to access to and occupation of the surface of the Area the
latter shall prevail and apply to the Licence accordingly.

30.3 As soon as reasonably practicable after execution of this Agreement the State shall introduce
and sponsor in the National Parliament 2 Bill for an Act to regulate exploration for and production of
Petroleum in those areas of Papua New Guinea other than the offshore area within the meaning of the
Offshore Act. It is the State’s intention that such Bill substantially reflects. the spirir of this Agreement
and contains no provisions which, if enacted, would materially affect the rights and obligations of the
Oil Companies hereunder, '

30.4 If new legislation providing for exploration for and production of Petroleum in the onshore
area of Papua New Guinea is not enacted by the National Parliament and operative prior to the Oil
Companies notifying the State of their intention to nominate a Block under section 28 of the Offshore
Act, all the provisions of the Offshore Act shall thereupon cease to apply to the Licence, the provisions
of the Onshore Act specified in clause 30.2 shall continue to apply thereto and the remaining

- provisions of the Onshore Act shall thereupon apply to and in respect of the License to the extent to
which they or any of them ate or is capable of so applying and the Minister, '

30.5 The State will prepare and submit to the Qil Companies a map of the Ares showing the
subdivision of the Area into Blocks, Such subdivision will be consistent with the existing subdivision of
the area of the Territorial Sea and Contiental Shelf of Papua New Guinea.

30.6 Notwithstanding anything contained in the Onshore Act or the Offshore Act, the Licence
shall be deemed to have been-granted to the Oil Companies for 2 term of six (6) years commencing on
the first day of September, 1975.
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30.7 If the Oil Companies have complied with the Licence Conditions and provisions of the Acts
in so far as they apply to the Licences and the Area to the date of commencement of the Act referred
to in Clause 30.3 the State shall forthwich after such commencement grant to the Oil Companies under
such new Act, and in substitution for the Licence, the necessary rights and ritlés to authorise the Oil
Companies to continue to explore and prospect for Petroleum or to produce Petroleum discovered
within the Area on terms ot less favourable than those previously applicable.

IN WITNESS whereof this Agreement has been duly executed by the Parties, the day and year first
hereinbefore written.

Signed for and on behalf of the Independent State of John Guise
Papusz New Guinea by the Governor General, Sir John

Guise, acting with and in accordance with the advice of the

National Executive Council:

C. Van Lieshout . John Guise,
o Witness Governor General
Signed, sealed and delivered on behalf of Sunray Aust- Thomas Adame, Jr.

ralian. Oil Company Inc., by its duly constituted Attorney
in the presence of:

Wendell J. Bares
Witness
Signed, sealed and delivered on behalf of Arco Australia Walter E. Baker
Limited by its duly constituted Attorney in the presence
of:

Dezsee . Hajdu
Witness
The Common Seal of Canadian Superior Qil (Aust.) Pty. W.M. Blanshard
Ltd., was hereunto affixed by authority of the directors in .
the presence of:

N. V. Ledingham Director
Secretary )
Signed, sealed and delivered on behalf of Australian W.M. Blanshard

Superior Oil Company Limired by its duly constitured
Attorney in the presence of:

N. V. Ledingham
Witness
Signed, sealed and delivered on behalf of Esso Papua New K. Richards
Guinea Inc., by its duly constituted Attorney in the
presence of:

F. M. Hooke
Witness

SCHEDULE 6.

Sec.l.
’ Agreement No.G.

THIS AGREEMENT made the day of , 1976 BETWEEN THE
INDEPENDENT STATE OF PAPUA NEW GUINEA (herein called “the State”) of the first parc and ARCO
AUSTRALIA LIMITED (herein called “Arco”), AUSTRALIAN SUPERIOR OTL COMPANY LIMITED (herein
called “Australian”}, CANADIAN SUPERIOR OIL (AUST.) PTY. LTD. (herein called “Canadian”), ESSO
PAPUA NEW GUINEA INC. (herein called “EPNG™), and SUNRAY AUSTRALIAN OIL'CO. (herein called
“Sunray”) (herein called collectively “the Oil Companies” which expression shall be taken to refer also
to each such company severally) of the second part :
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WHBREAS

A. Permit number 69 issued pursuant to the Petroleum (Prospecting and Mining) Act 1951 is held by
the Ol Companies subject to their respective rights and obligations as specified :

(i) in the said Petroleum (Prospecting and Mining) Act 1951;
(if} in the said Permit number 69; '

(i} in an agreement dated the 2nd dlay of May, 1964, among Tasman Oil Pty. Ltd., Anacapa
Corporation, Sunray Dx Oil Company, and Phillips Petroleum Company; and

{iv) in an agreement dated the 9th day of May, 1975 among Arco, Australian, Canadian, and
Sunray of the one part and EPNG of the other part, :

in each case as varied by this Agreement;

B. The State recognises :

(i) that discovery of commercial quantities of Petroleum in Papua New Guinea will be of
major economic significance to the people of Papua New Guinea,

(i) that to enhance the prospects of such discovery, the State intends to rely on and permit
companies such as the Oil Companies to explore for and produce any Petroleum
discoveries,

(iii) that the Oil Companies will spend large sums of money on exploration for Petroleum and
on development of facilities to produce any commercial quantitics of Petroleum
discovered, and

(iv) that the ability of the Oil Companies to spend amounts of money referred to above will
be dependent in part upon the certainty and long term stability of the terms upon which
the State permits the Oil Companies to operate within Papua New Guinea.

C. The State is anxious to ensute that the development of any commercial discoveries of Petrolenm
will secure the maximum benefit for and adequately contribute to the advancement and the social and
economic welfare of, the people of Papuz New Guinea, including the people in the vicinity of the Oil
Companies’ operations in a manner consistent with their needs and the protection of their
environment.

D. The State proposes to introduce and sponsor in the National Parliament by its first sitting in 1977,

. & Bill for an Act to provide for exploration for and production of Petroleum in areas other than the
offshore area within the meaning of the Petroleum (Submerged Lands) Act 1975, and it is the State’s
intention that such Bill substantially reflect the spirit of this Agreement and contain no provisions
which if enacted wonld materially affect the rights and obligations of the Oil Companies.

E. The State and the Oil Companies have agreed on 2 number of matters which are set out in this
Agreement and while acknowledging that legislative sovereignty in Papua New Guinea is vested in the
National Parliament wish the matters agreed upon to be an enduring arrangement and do not intend
that they should be altered other than by agreement between the State and the Oil Companies.
NOW THIS AGREEMENT WITNESSES AS FOLLOWS :
ARTICLE | DEFINITIONS
In this Agreement, unless the context otherwise requires :
“Accumulated Liability” has the meaning ascribed to it in Clause 13.1;
“Acts” means both the Offshore Act and the Onshore Act;

“Affiliated Corporation” means, in relation to any Party a related company of that Party and
“related company” has the same meaning ascribed thereto by Section 6(3) of the
Companies Act 1963, ‘

“the Agreement” means this Agreement together with the Annexures hereto;

“Approved Proposals” means proposals or amended proposals submitted to the State pursuant
to the provisions of the Offshore Act and approved by the State pursuant to that Act;

“the Area” means the area covered by the Prospecting Licence;

: 116
Prepared for inclusion as at 1/1/1980.




Petroleum (Gulf of Papua) Agreements Ch. No. 199

SCHEDUJLE 6, —continued.

“Budget Year” means a calendar year commencing on Ist Jatuary and ending oa rthe next
succeeding 31st December;

“Citizen” means a citizen, (whether namural born or naturafised) of the State;

“Development” means activities in or in refation t a Development Area carried on in
accordance with the Operating Agreement or Joint Operating Agreement for the purpose
of constructing and installing the facilities and infrestructure necessary to enable
Production from the Area;

“Development Area” means the Blocks comprising a Development Licence;

“Development Licence” means a Development Licence granted under the Offshore Actor a
lease granted under the Onshore Act within the Licence Area;

“Exploration” and “Prospecting” mean activities in of in relation to the Area carried on for the
purpose of identifying in the first instance the location of any Petroleam traps in the Area
and thereafter in relarion to each Petroleutn trap to determine whether it constitutes a
resetvoir containing sufficient Petroleum to justify Development;

“Eoregone Production” has the meaning ascribed to it in Clause 13.1;

“Investigations and Studies” means the investigations and studies required by the Minister
under section 28A of the Offshore Ace;

“Joint Operating Agreement” means the agreement to be negotiated by the Parties in
substitution for the Operating Agreement;

“Licence” and “Petroleum Licence” mean Permit number 69 or any renewal, extension or
replacement thereof or any petroleum licence issued to the Oil Companies over any of
the Area pursuant to the Gnshore Act;

“Licence Conditions” means those conditions included in the Licence or any Development
Licence by the Minister as provided for in the Offshore Act; :

“Licence Year” means a2 12 month period commencing in the first instance on 1st September,
1975 and thereafter the 12 month period commencing on 1st September in each year;

“Offshore Act” means the Petroleum (Submerged Lands) Act 1975,
“Onshore Act” means the Petroleum (Prospecting and Mining) Act 1931;

“Operating Agreement” means the agreement dated the 2nd day of Jamuary 1964 among
Tasmazn Oil Pty. Lid., Anacapa Corporation, Sunray DX Oil Company and Phillips
Petroleum Company, as amended prior to the date hereof and as registered with the
Minister for Mines and Energy, and to which all the Qil Comipanies are now deemed to
be, or are, parties, as further amended from time to time by the Parties;

“Operating Committee” has the same meaning in this Agreement as the meaning ascribed to
it in the Operating Agreement;

“Operations’ means operations and activities carried out under the Operating Agreement and
the Joint Operating Agreement and includes Exploration, Development and Producing or
any of them as the context permits;

“Party” or “Parties” means respectively a party or parties to this Agreement and their
respective successors and permitted assigns;

“Participating Interest” means the undivided percentage interest of each of the Oil Companies
in the Venture Assers immediately prior to the assignment to the State of its Venture
Intetest. At the date of this Agreement the respective Participaring Interests are:

Arco 10.0%

Australian 7.5%
Canadian 7.5%
EPNG 62.5%
Sunray 12.5%

“Petroleum Income Tax" and “Additional Profits Tax" have the same meaning in this
Agreement as the meaning ascribed to them in the Income Tax Act 1959;

“Positive Day” has the meaning ascribed to it.in Clause 13.1;
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“Producing” means activities involved in or in relation to preducing, treating, transmitting,
transporting, storing, or handling of Petroleum produced from within the Area, and
includes extraction of Petroleum by any permitted method, and all work and operations
necessary or convenient for the foregoing;

“Production Share” has the meaning ascribed to it in Clause 13.1;
“Shortfall Period” has the meaning ascribed to it in Clause 13.1;
“Simple Interest” has the meaning ascribed to it in Clause 13.1;
“Specified Volume” has the meaning ascribed to it in Clause 14.1;

“Venture Assets’ means Property whether real or personal owned at the date the Stare gives

notice under Clause 13.3 or thereafter acquired as tenants in common—
(a) by the Oil Companies in proportion to their respective Participating Interest until
the State elects to acquire its Venture Interest, and thereafter
(b) by the Parties in proportion to their respective Venture Interests;
and includes the Licence, any Development Licences granted over the Area, materials,
plant, and equipment and any Petroleum discovered in the Area;

“Venture Interest” means the undivided percentage interest from time to time in the Venture
Assets and Operations of 2 Party after the assignment 1o the State of a percentage interest
in the Venture Assets and Operations;

“Works and Facilities” and “Works or Facilities” have the meaning ascribed to them in Arricle
15

“Block”, “Norm Price”, “Petroleum”, and “Rovalty” have the same meaning in this
Agreement as the meaning ascribed to them in the Offshore Act.

ARTICLE 2 INTERPRETATION
2.1 In this Agreement unless the context otherwise requires—

() monetary references are references to Papua New Guinca currency unless otherwise
specifically expressed,;

(&) the headings do not affect the interpretation or construction;

{¢) reference to an Act includes the amendments to thae Act for the time being in force and
also to any Act passed in substitution therefore and any regulations for the time being in
force thereunder;

(d) words importing the singular include the plural and vice versa;

(e) wotds importing any gendet include the other genders;

() references to 2 person include a corporation and vice versa;

{g) reference to an Article, Clause or Subclause is to an Article, Clause or Subclause of this
Agreement;

(b) reference to & Minister shall mean the Minister for the time being having responsibility
for the particular subject marter according ro the context.

2.2 Where any provision of this Agreement constitutes an undertaking by one of the Parties to
make a payment ot to perform some act or to carry out some obligation or to assume some
responsibility or liability or to grant some right, concession or advantage that Party shall by its
-execution hereof be deemed to have covenanted and agreed with the orher Party accordingly and
where any such provision constitutes such an nndertaking by the Qil Companies there shall be deemed
to be a convenant and agreement by all of them jointly and each of them severally in respect of such
undertakirig,

ARTICLE 3 EFFECT ON AND OF OTHER LAWS

3.1 The Articles and Clauses listed in Clause 3.2 are to have the force of law and apply
notwithstanding anything to the contrary in any other law in force in Papua New Guinea, and no law
at any time in force in Papua New Guinea made after the commencement of this Agreement shall affect
those Articles and Clauses : ‘

{4) unless the contrary intention appears expressly in that law; or
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(b) except as provided by this Agreement.
3,2 The provisions of Clause 3.1 shall apply 1o the following—
{a) Article 5
(k) Article 6
) Clause 17.6
(d) Clause 28.1
() Article 30 except for Clause 30.3 and 30.5.

ARTICLE 4 CONDITIONS PRECEDENT

4.1 As soon as reasonably practicable after execution of this Agreement the State shall introduce
and sponsor in the National Parliament in a form agreed upon by the Parties, a }3111 f'or an Act to
approve this Agreement and to give the force of law to the Articles and Clauses specified in Clause 3.2,

4.2 This Agreement shall be void and of no effect and none of the Parties shall have any cla.ixp
against any other Party with respect to any matter or thing arising out of, done or per_formed under this
Agreement unless the Act referred to in Subclause 4.1(s) shall come into effect prior to 31st day of
March, 1977,

ARTICLE 5 CURRENCY

5.1 Words and expressions which have a certain meaning where used in the Foreign Exchange
Regulations made under the Central Banking Act 1973 shall have the same meaning where used in this
Article 5.

5.2 The Oii Companies shall be entitled to retain in foreign currency outside Papua New Guinea
proceeds of sale of all Perroleumn produced by the Oil Companies and exported overseas ro the extent
necessary to enable the ‘Oil Companies to meet their obligations to pay foreign currency during the
ensuing three (3) months in respect of

(a) the principal of, interest and services charges on and other fees and expenses related to
loans made to the Oil Companies in foreign cutrency for purposes of their operations
under this Agreement by persons not resident in Papua New Guinea, where the terms of
such loans have been approved by the Bank of Papua New Guinea under the Foreign
Exchange Regulations; and

{b) commitments in foreign currency to persons not resident in Papua New Guinea for the
supply of goods and services to the Oil Companies {including capital goods and services
of foreign employees and cosnsultants); and

{¢) commitments in respect of dividends payable to shareholders resident outside Papua New
Guinea;

provided that the amounts concerned are established to the reasonable satisfaction of the State.

5.3 Where amounts of foreign cutrency expected to be required by any of the Oil Companies for
the purposes described in Clanse 5.2 in any chree month period exceed the amounts of foreign
currency earnings expected to be received by any of the Qil Companies in that period, such Oil
Company may request the State to hold foreign currency for it to the level of the possible shortfall but
not exceeding foreign currency requirements for purposes of loan repayments whereupon—

(a) the Oil Company concerned shall notify the State of the amount of the expected shortfall
and the currencies in which the shortfall is likely to occur;

(b) the State, after consultation with the Bank of Papua New Guinea, will advise the Qil
Company concerned of the Kina equivalent of the shortfall at the exchange rate then
prevailing;

{c) the O#l Company concerned will lend to the State and the State will borrow from the Oil
Company concerned that amount in Kina;

{d} the State through the Bank of Papua New Guinea will hold deposits of foreign exchange
in the currency to which payments will be made and of amounts sufficient to make such
payments in accordance with the notice which the Qil Company concerned has given to.
the State under Subclause 5.3(2);
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{¢) the State will pay interest to the:Qil Company concerned on such foreign currency
deposits at a rate per annum which is the rate which the Bank of Papua New Guinca
earns for the State on those deposits less one half of one percent ((.5%) per annum to
cover the Bank of Papua New Guinea's administrative and overhead costs; and

(/) the State will repay any loan made by the Oil Company concerned under this Clause 5.3
in the currencies in which the deposits are held at the time payments in those currencies
by the Qil Company concerned are due, such amounts in foreign currency to be applied
in discharge of the Kina amount of the original loan at the exchange rate ruling at the
time of the original loan.

3.4 The Oil Companies will not be subject to or limited by regulations or statutes relating to
foreign exchange and the control thereof that are less favourable to the Oil Companies or any of them
than the reguiations and statutes of general application to persons dealing with foreign exchange in
Papua New Guinea nor will regulations or statutes relating to foreign exchange and the control thereof
be applied in relation to any of the Oil Companies in a manner less favourable to them than the manner
in which they are generally applied to others to whom they are applicable.

: 5.5 At all times the Qil Companies shall have the right to buy and sell Kina ar rates of exchange
no less favourable than those available to other commercial buyers and sellers of that currency.

5.6 The Oil Companies may establish foreign currency accounts in Papua New Guinea PROVIDED
THAT such deposits do not contravene Exchange Control requirements and contain-deposits considered
by the Government to be reasonable in relation to the Oil Companies’ needs.

5.7 Unless otherwise directed by the State and except as provided in Clauses 5.2 and 5.6, each Qil
Company shall convert all its foreign currency earnings from Operations under this Agreement into
}(in_a and remit the proceeds to Papua New Guinea to a bank account in the name of the Qil Company
OF 1t5 use, ’

5.8 Norwithstanding anything to the contrary in the Acts, the National Investment Development
Authority Act, the Income Tax Act or other legislation applying to the Operations, the Oit Companies
tnay—

{a) keep their books of account and other records in both Kina and United States dollars;
and

(b) make all calculations under any stzture or regulation {including but withoue limiting the
generality of the foregoing calculations for Royalty, Petroleum Income Tax, Additional
Profits Tax) and for Foregone Production, and Specified Volume and other marters -
arising under this Agreement, the Operating Agreement and the Joint Operating
Agreement in Kina or United States dollars. When applying for the first Development
Licence within the Area each Qil Company shall elect to make such calculations :
thereafter in either Kina or United States dollars. If such calculations are made in United
States dollars the State shall accept payment of such taxes and other moneys in Kina
converted from United States dollars as provided in the following formula :

K=8xD
where,

K means the sum in Kina payable to the State for any of the stated purposes; S
means the sum expressed in United States dollars to be converted to Kina, D
means the mean of the average of the Daily Published Buying and Selling Rates of
Kina against the United States dollar during the Budget Year, or in the case of
Royalty during the month, for which the calculation is being made. The “Daily
Published Buying and Selling Rates” means the buying and selling rates from time
to time published by the Bank of Papua New Guinea or such other buying and
selling rates as may from time to time be published and recognised by the State as
the official buying and selling rate. In calculating the mean of the average of the
Daily Published Buying and Selling Rates the average of the buying and selling
rates applying on each day on which the Bank of Papua New Guinea is open to the
public for business transactions shall be aggregated and the resulr divided by that
same number of days.
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ARTICLE 6 NIDA REGISTRATION

6.1 Notwithstanding anything expressly or impliedly to the contrary contained in the National
Tnvesement and Development Act 1974 and in particular norwithstanding the provisions of Section 4
of that Act, the Oif Companies from the date of issue of the first Development Licence shall be deemed
to be registered under that Act in respect of the activities of Exploration, Development and Producing
(but not including refining of crude oil) and other activities necessarily incidental thereto and
conéemplated by or required to carry out Exploration or the Approved Proposals, on the following
conditions :

(4) the Ot Companies shall not without the approval of the National Investment and
Development Authority carry on any activities except those necessarily incidental ro
Exploration or the Approved Proposals; and

(b} the registration shall be for the duration of this Agreement and shall be deemed to be
cancelled upon the termination of chis Agreement for any reason whatsoever.

ARTICLE 7 PROPOSALS

7.1 The Oil Companies shall submit to the Srate in support of any application for a Development
Licence and in addition to detailed proposals as required by section 30 of the Offshore Act :

(@) the financial analysis of prospective cash flows of the Operations;

(b) matters which the Oil Companies may consider relevant to support a request pursuant to
Clause 29.5 that the State elect to acquire 2 Venture Interest less then the maximum
provided for in Clause 13.3.

7.2 The State shall treat as confidential all material and information supplied to the State under
Subclause 7.1{2) and under Section 28A(3) of the Offshore Act being the results of studies referred to
in Section 284(2)(#) and (b of thar Act PROVIDED THAT if this Agreement is terminated as provided
in Article 26 the marerial and information shall become the property of the State and may be used by
the State in such manner as it thinks fit.

7.3 If the Oil Companies desire 10 modify, expand or otherwise substantially vary their activies
beyond those specified in any Approved Proposals, either by undertaking any new activity or by a
major expansion of activities specified in the Approved Proposals, the Oil Companies shall give notice
of such desire to the State and within two months thereafter shall submit to the State detailed proposals
in respect of the desired modification, expansion or vatiation.

ARTICLE 8 CONSIDERATION OF PROPOSALS

8.1 The State shall not unreasonably withhold its approval to the proposals referred to in
Subsection 30{1)(c) of the Offshore Act and if the State approves such proposals without amendment,
it shall notify the Oil Companies accordingly at the same time as the Minister serves on the Oil
Companies the instrument under section 31 of the Offshore Act.

8.2 If the State does not intend to approve without amendment the proposals referred to in
Subsection 30(1)¢) of the Offshore Act, the State within three (3) months of receipt of such proposals
shall notify the Oil Companies that it wishes to —

() defer consideration of or decision upon the same until such time as the Oil Companies
submit a further proposal or proposals in respect of some matter mentioned in Section
28A of the Offshore Act not covered by the said proposals and in such case the State shall
disclose to the Oil Companies the reasons therefor and specify the further proposal or
proposals; or

{b) approve the said proposals subject to the Oil Companies making such alteration thereto
or complying with such conditions as the State thinks reasonable and in such a case the
State shall disclose its reasons for requiring such alterations or imposing such conditions.

8.3 If the decision of the State is to be as mentioned in Clause 8.2 the State shall afford the Oil
Companies full opportunity to consult with it and should the Oil Companies-so desire, to submit new
proposals either generally or in respect of some particular matter.

ARTICLE 9 TRAINING AND LOCALISATION '

9.1 The Oil Companies holding a Developing Licence in regard to any part of the Area shall
progressively replace foreign personnel (employed with the approval of the State) with Citizens, in
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accordance with the rraining and localisation programme which forms part of the report furnished o
the Minister under section 28A of the Offshore Act PROVIDED THAT if the training and localisation
programme is disrupted by circumstances or events (whether or not they constitute force majeure
within the mezning of Article 11) which make it difficult or impossible for the Oil Companies to
comply with their obligations under such programme, the Qil Companies may give notice thereof 1o
the State, together with alternative or revised plans to achieve the objects of the part of the training and
localisation programme which is affected, and the State within one (1) month of thar notice shall
either—

(@) approve those alternative or revised plans; or

{b) meet with the Oil Companies to discuss the alternative or revised plans. If such
discussions do not lead to the Srate’s approval of alternative or revised plans, which
approvals shall not unreasonably be withheld, the Oil Companies shall be bound by their
original obligations under the training and localisation programme, except that they shall
not be liable for any delay caused by following the procedures under this Subclause and
subject always to the Qil Companies being able to claim force majeure under Article 11.

9.2 The State shall give such assistance to the Oil Companies as is teasonably required in the
formulation of their training and localisation programme and in recruitment of Citizens, and under
normal conditions shall make available its facilities for vocational and technical training,

9.3 Training and instruction pursuant to the training and localisation programme shall be given by
employees or agents of the Qil Companies who are proficient in the English language. -

9.4 (4) The Oil Companies holding a Development Licence jointly shall arrange in co-operation
with the State assignments for the State’s Employees, not to exceed more than ten (10)
in any year or at any time, to the Oil Companies’ operations whether in Papua New
(uinea-or overseas, to assist in training such employees for managerial, professional, and
technical positions for the State PROVIDED THAT if any Qil Company being a party to this
Agreement has fulfilled or partly fulfilled a like obligation under any like agreement with
the State to which the Oil Companies are also a party this clause 9.4 shall be deemed to
have been fulfilled 1o the extent that such like obligations have been fulfilled by the Oil
Companies.

(b) The salaries and other expenses of such State employees shall be borne by the State
PROVIDED THAT whilst any such State employee is directly engaged in the Oil

Companies’ operations, salary and expenses of such employee shall be borne by the Qil
Companies.

9.5 As far as is practicable the Oil Companies shall give first perference in employment to Citizens
whose place of origin is in the area of any Development Licence. ) i

ARTICLE 10 LOCAL SUPPLIES AND BUSINESS DEVELOFMENT
10.1 The Qil Companies shall ; '

(#) use and purchase goods and services supplied, produced, or manufactured in Papua New
Guinea whenever the same can be obtained at competitive prices and on competitive
terms, conditions and delivery dates and are in all substantive respects of a quality
comparable with those available from outside Papua New Guinea; and

(b) encourage and assist Cirizens desitous of establishing businesses providing goods and

services for the Oil Companies’ operations and for any town constructed primarily for
purposes of the Oil Companies’ operations and the residents thereof; PROVIDED THAT
the Oil Companies shall not be obliged or called upon to grant or lend money to any
Papuz New Guinea Citizen or any local enterprise; and

{) make maximum use of Papua New Guinea sub-contractors where services of comparable
standards with those obtainable elsewhere inside or outside Papua New Guinea are
available from them at competitive prices, and on competitive terms, conditions, and
delivery or performance dates; and

(d) where it is necessary to import vehicles, machinery, plant or equipment, and such items
are not purchased direct from the manufacturer by the Oil Companies, effect the

purchase of such items through traders operating in Papua New Guinea, PROVIDED THAT

such items are available through such traders at 2 competitive price, and on competitive
terms, conditions, and delivery date and provided always thar the Oil Companies shall not
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be bound to comply with this Subclause in any case where compliance would adversely
affect the financing of the Oil Companies’ operations or any part thereof.

10.2 Insofar as it is practicable, the Oil Companies shall give first preference in their assistance
under Subclauses (b} and () of Clause 10.1 to Citizens originating from che sub-province in which
Petroleum is produced. _ :

ARTICLE 11 FORCE MAJEURE

11.1 Any failure on the part of a Party hereto to comply with any of the terms, conditions, and
provisions of this Agreement {except any obligation of the Oil Company to make payment of money
1o the State) shall not be grounds for termination or give another Party hereto any claim for damages
insofar as sach failure arises from force majeure, if the first-mentioned Pasty has taken all appropriate
precautions, due care and reasonable alternative measures with objective of avoiding such failure and
of carrying out its obligations under this Agreement. That Pacty shall rake all reasonable measures to
remove such inability to fulfil terms and conditions of this Agreement with the minimum of delay.

11.2 For the purposes of this Agreement, force majeure shall include war, insurrection, civil
distarbances, blockades, riots, embargoes, strikes, bans, limitations, and other labour disputes
(PROVIDED THAT the Oil Companies shall not be tequired to agree to a settlement of any particular
labour dispute solely for the purposes of terminating a condition of force majeure), land disputes,
epidemics, earthguakes, storms, floods, or other adverse weather conditions, explosions, fires,
lightning, breskdown of machinery or facilities, shorrages of labour, transporation, fuel, power or
essential plant equipment, or materials or any other event which the party claiming force majeure could
not reasonably be expected to prevent or control, and in the case of the Oil Companies shall include
any delay or failure by the State to give any consent or approval required under this Agreement or
under any applicable law, but shall not include any event caused by. the failure to observe good oilfield
practice not any event caused by negligence in the provision of adequate supervision of the Operation.

11.3 The Oil Companies shall notify the State on their becoming aware of an event of force
majeure affecting their ability to fulfil the rerms and conditions of this Agreement, or any event which
may endanger the narural resources in the Area and shall similarly notify the State on the restoration
of normal conditions. '

ARTICLE 12 EXTENSIONS OF TIME

12.1 Norwithstanding any provision of this Agreement, the State may at the request of the Oil
Companies from time to time extend any period referred to in this Agreement for such longer petiod
or substitute for any date referred to in this Agreement such later date as it thinks fit, notwithstanding
Lhat at the ct!ime of such extension or substitution such period may have expired or such date may have

een passed.

ARTICLE 13 STATE PARTICIPATION

13.1 In this Agreement, unless the context otherwise requires :

*Accumulated Liability” means an amount calculated in accordance with the following
formula :

AL = SVI(E+D+0C) +8-F

where,
AL is the State’'s Accumulated Liability to an Qil Company;
SV is the State’s Venture Interest expressed as a fraction;

E is the amount of allowable exploration and prospecting expenditure as defined
_in Subsection 164E(1) of the Income Tax Act 1931 or which would have been
allowable but for an election under Section 164T of that Act spent by the Oil -
-Company in or in relation to the area between September 1, 1975 and prior to the
issue of the first development licence over part of the Area and in recognition of
exploration and prospecting operations conducted by the Parties pursuant to rights
or titles held by them prior to September 1, 1975 such additional amounts of
allowable exploration and prospecting expenditure, defined as aforesaid, spent by
the il Company in or in relation to the Area prior to September 1, 1975 and
within 11 yvears prior to the issue of the first development licence over part of the
Area, PROVIDED THAT if the term of licence is extended as provided in Section
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23A of the Offshote Act thereafter the amount of allowable exploration and
prospecting expenditure, defined as aforesaid, shall be reduced each year during
such extended term by the amount borne by the Qil Company of the total amount.
expended with the approval of the Operating Committee on Operations during the
12th year preceding that year.

D is the sum of the amounts of allowable capital expenditure and allowable
exploration and prospecting expenditure as defined in Sections 164A and 164E of
the Income Tax Act 1951 or which would have been allowable bur for the election
under Section 164T of that Act spent by the Qil Company in or in relation to the
Area after the issue of a Development Licence and during a Shortfall Period;

OC is the amount spent by the Qil Companies on Operations during a Shorefall
Period and not included in E or D;

S is the amount paid by the Qil Company to the State under Clause 13.7;

F is the value at Norm Price of Foregone Production received by the Qil Company
less any amount paid under Subclauses 13.8(«) and (4); ‘ .

“Foregone Production” means the volume of the State’s Production Share foregone in favour
of the Qil Companies or dny of them in satisfaction or part sarisfaction of the jtems
referred to in Clause 13.8;

“Positive Day” means a day on which the State’s Accumulated Liability to an Qil Company is
reduced to zero;

“Production Shate” means a proportion of the Petroleum produced from within the Area
equal to a Parry's Venture Interest which a Party from time may be entitled.to receive
and separately dispose of;

“Shortfall Period” means a continuous interval of time during which the State has and
continues to have an Accumulated Liability to any one or more of the Oil Companies;

“Simple Interest” means a percentage interest rate equal to 5 percentage points in excess of—

{a) the annual rate of interest on domestic corporation borrowings rated AAA in the
U.8.A. as published in the Survey of Current Business by the U.S.A. Department
of Commerce—Bureau of Economic Analysis applying at the date of issue of the
first Development Licence issued over part of the Area, such rate to be adjusted
quarterly; or

(b if such rate is not published, 2 comparable rate Hetermined in such manner as the
Parties shall agree; . :

13.2 (4) The Parties shall settle the terms of the Joinmt Operating Agreement as soon as
practicable, Except as provided in Article 27, that Agreement shall accord substantially
with the Operating Agreement but shall be subject to the terms of this Agreement and
in the event of inconsistency, this Agteement shall prevail;

(k) The Joint Operating Agreement shall take eflect when the last of the Parties executes
such Agreement,

13.3 {#) The State may acquire an unencumbered interest in the Venture Assets and Operations
to & nominated percentage (not exceeding 224 percent either of such Venture Assets and
Operations or of the Participating Interest of any particular Oil Company) by giving
notice to each Oil Company to that effect within four (4) months after the issue of the
first Development Licence over part of the Area. On and from the first day of the
calendar month next following the month in which the State gave notice as aforesaid the
Venture Interest of each Oil Company shall be equal to its Participating Interest

* appropriately reduced by the interest acquired by the State;

(b) As soon as practicable after the State has given notice pursuant to Subclause 13.3(3.), the
Parties shall exccute the Joint Operating Agreement (if not already executed) and shall do
all things necessary formally to vest that Interest in the State;

{¢) If within two (2) months after the issue of the first Development Licence over part of the
Area the State has not given notice under Subclause (4) the Oil Companies within the
third month after the issue of that Development Licence shall give norice to the Prime
Minister that such election has not been made by the State. Thereafter if a notice under
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Subclause () is not received by the Oil Companies within the time specified in Subclavse
(a) the State shall be deemed to have elected not to acquire a Venture Interest.

(d) Forthwith after giving notice under Subclause 13.3{s) electing to acquire a VentL'lre
Interest the State shall be entitled to attend and vote at all meetings of the Operating
Committee and to receive notice and agendas for all such meetings.

13.4 Except as otherwise provided in this Agreement each Party shali take in kind its Production
Share produced and saved from the Area. :

13.5 During each Shorrfall Period i—

(2) the State shall forego its Production Share in favour of those QOil Companies t which the
State has for the time being an Accumulated Liability and the said Companies shall be
entitled to and shall take all such Foregone Production free of encumbrance in the several
proportions which each such Qil Company's respective Venture Interest bears to the sum
of the Venture Interest of all such Companies;

() an Oil Company shall be entitled to recoup out of Foregone Production—
{i) the State’s Accurmnulated Liability to such Qil Company; and

{ii) Simple Interest on the State’s Accumulated Liability commencing as the case may
be on and from either;

aa. the date of the notice by the State under Clause 13.3, or

bb. the datedon which such Qil Company reimburses the State under Clause
13.7; an

computed calendar monthly from the 1st day of each such month on the mean of
the balances of Accumulated Liability at the opening of business on the first day
and closing of business on the last day of the calendar month for which the
calculation is being made PROVIDED THAT in determining the balance of
Accumulated Liability at the close of business on the last day of the month, no
reduction of the Accumulated Liability for that month shall be taken into account
and in lieu thereof the amount of Simple Interest payable for the month shall be
reduced by an amount equal to Simple Interest calculated on the amount by which
Accumulated Liability is deemed to have been reduced in that month as provided
in Sub-clause 13.8(c) computed for the pericd commencing ftom the date
Accumulated Liability is deemed to have been reduced to the last day of that
month; and

(r) sales of Petroleum produced from the Area by an Qil Company, to which the State has
for the time being an Accumulated Liability shall be deemed to have been composed of
portion of that Qil Company’s Production Share and portion of Foregone Production
received by that Oil Company in the respective proportions which that Oil Company's
Venture Interest bears to the product of the Seate’s Venture Interest and that said Qil
Company’s Venture Interest divided by the sum of the Venture Interests of all Oil
Companies to which the State had an Accumulated ‘Liability at the time of each such sale.

13.6 (4) Except as provided in Subclause (b) the Parties shall bear all the costs of the Operations
in proportion to their respective Venture Interests;

() Subject to Clause 13.10 during each Shortfall Period the Qil Companies shall bear all the
costs of the Operations in propottion to their respective Participating Interests until the
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occurrence of the first Positive Day. Thereafter, during the balance of each such Shortfall
Petiod the said costs shall be borne as follows :

(i) by each Qil Company to which the State for the time being has no Accumulated
Liability—as to a percentage equal to its Venture Interest;

and as to the balance

(i) by those other Oil Companies to which the State for the time being has an
Accumulated Liability—in the several proportions which each such Company's
respective Venture Interest beats to the sum of the Venture Interests of all such
Companies PROVIDED THAT if during a Budget Year after a Positive Day all of the
Qil Companies to which the State has.an Accumulated Liability give notice to the
other Oil Companies and produce evidence that the State’s Venture Interest share
of the costs of the Operations for the Budge: Year exceeds the value of its
Foregone Production for the same period all OQil Companies shall forthwith
commence and thereafter continue to bear the costs of the Operations until the
next Positive Day in proportion to their respective Participating Interest.

13.7 If during a Budget Year or part thereof which is not a Shortfall Period, the State gives notice
to the Oil Companies and produces evidence that the State’s Venture Interest share of the costs of the
Operations for the preceeding period of that Budger Year exceed the proceeds received by the State
from disposal of the State’s Production Share for thar period the Oil Companies shall in proportion to
their respective Participating Interests and “within sixty (60) days after receipt of such nortice and
- evidence reimburse the State the amount of such shortfall.

13.8 Foregone Production taken by an Oil Company shall be applied in the follow;ing order of
priority :
(a} to pay Royalty under the Offshore Act on such Foregone Production;

(k) to pay Simple Interest on the State’s Accumulated Liability calculated as provided in
Clause 13.5; ;

{¢) to reduce the Accumulated Lisbility to the said Qil Company, Any reduction of
Accumulated Liability under this Subclanse 13.8(c) shall be deemed to be made on the
day the Oil Company is to receive payment as provided in any contract of sale for
Petroleumn, which date shall be consistent with and reflect terms of credit allowed or
recognised by the Minister as provided in Section Sch.3.4 of the Offshore Act or as
otherwise agreed upon between the State and the Oil Company.

13.9 Any rights under this Agreement in respect of unsatisfied Accumulared Lishility shall cease
and the State shall not be locked to for recoupment or reimbursement thereof ;

() by any Oil Company on termination of this Agreement as provided in Article 26, or

(#) by an Oil Company upon its withdrawing from this Agreement and surrendering its
Participating Interest or Venture Interest in the Licence and in all Development Licences
-over any part of the Area; :

13.10 When electing to acquire its Venture Interest and thereafter at any Operaring Commitiee

meeting at which' Operations and & Budger are to be agreed upon for a Budget Year, the State may

elect to contribute all or part of its Venture Interest share of costs or expenses of any Operations in
respect of which an Accumulated Liability would otherwise accrue to any Oil Company.

13.11 Each Oil Company shall within 30 days after the issue of the first Development Licence and
thereafter, if the State has a Venture Interest, not less often than half yearly until it shall have recouped
the amount of the State’s Accumulated Liability, furnish to the State details of and the amount of such
Accumulated Liability for the time heing, The State may require reasonable verification of such details
and amounts including an audit as provided for in the Operating Agreement or the Joint Operating
Agreement as the case may be.

13.12 Notwithstanding the provisions of Clause 13.7, if the Operating Committee resolves that a
“Petroleum Pool” (which expression shall have the same meaning in this Clause as ascribed to it in the
Ofshore Act) has been depleted in accordance with good oilfield practice and that to continue
Producing from that Petroleum Pool cannot be justified for technical or economic reasons :

(#) the cost of plugging and abandoning all wells drilled into the Petrolenm Pool; and
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(b) other costs and expenses paid or incurred in respect of dismantling, removmg, disposing
of, or otherwise dealing with all structures, installations, plant and equipment which are
Venture Assets and which had been requ]red for Producing from that Petroleum Pool;

shall be borne by the Parties in proportion to their respective Venture Interests.

ARTICLE 14 DISPOSAL OF STATE'S PRODUCTION SHARE

14.1 “Specified Volume” means that part of the State’s Production Share which the State wishes
and Qil Company to dispose of and specifies in a notice under Clause 14.2.

- 14.2 Within 30 days after the Operating Commirtee Meeting to agree upon Operanons and a
Budger for any Budger Year in which it is expected thar a Positive Day will occur the State may give
notice to the Oil Companies stating the Specified Volume for that Budget Year for any or each Oil
Company. Therea.&er, the State may give not less than 3 months notice to any of the Oil Companies
reducing or increasing the Specified Volume.

14.3 {2) An Oil Company given notice under Clause 14.2 shall use its best efforts to dispose of
a Specified Volume at a price which after taking into account the matters provided for in
Section Sch. 3 to the Oftshore Act will enable that Gil Company to account to the State
for an amount equal to Norm Price in respect of that Specified Volume;

{b) From time to time an Oil Company experiencing difficulty in disposing of any part of the
Specified Volume as provided for in Subclause (2) may notify the State accordingly and
thereafter the State and thar Oil Company will negotiate in good faith in an effort to
resolve the Qil Company's difficulty;

(c) All contracts of sale by an Qil Company of any of the State’s Production Share shall be
only for such reasonable petiods of time as are consistent with the minimum needs of the
indusery under the circumstances, but in no event shall any such contract be for a period
in excess of one year,

; ) 14.4 Following disposition of any of the Specified Volume an Qil Company shall account to the
R State on whichever shall be the earlier of :

(@) the date three (3) months after taking delivery ac the ship’ s-Ioadmg flange of the relevart
- part of the Specified Volume; or

() whichever of the following dates shall be appropriaze :

(i) if the sale is at arm’s length as defined in Section Sch. 3.2 of the Offshore Act,
. seven (7) days after receipt of payment in full or.part thereof; or '

(i) if the safe is other than at arm’s length as aforesaid, seven (7) days after the day the '
01l Company is 1o receive payment as provided in the contract for sale for any
Petroleum which includes any part of a Specified Volume,

14.5 Upon an Oil Company first becoming aware that a Positive Day has occurred or is likely to
occur during 2 Budget Year which had not been expected at the time of an Operating Committee
meeting as referced to in Clause 14.2 it shall notify the State accordingly. Such notice shall include—

{#) the date on which the Positive Day occurred or is expected to occur as the case may be,
and '

(b) the volume of production expected to be available as the State’s Production Share for the
balance of the Budget Year.

If the Positive Day occurred prior to the date of such norice the notice shall be accompanied by 2 full
accounting for the volume of the State’s Production Share disposed of by such Oil Company during the
period between the Positive Day and the date of the notice,

14.6 Within 30 days after an Oil Company gives the State notice under Clause 14.5 the State shall

give that Oil Company notice of the Specified Volume, if any, for that Oil Company for the balance of
the current Budget Year,

14.7 Any Oil Company giving notice under Clause 14.5 shall not dlspose of any of the State's
Production Share between the date of that notice and receipt by it of a notice under Clause 14.6 except
to the extent necessary to satisfy any contract entered into bona fide before the date of the norice under

Clause 14.5 in which event the Oil Company shall account to the State in the manner provided in
Clause 14.4.
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14.8 The Joint Operating Agreement shall provide for equitable adjustment on a regular periodic
basis for any imbalance which may occur between the Production Share of each Party and the volume
of Petroleum taken by or an behalf of the respective Parties and adjustment of any significant disparity
in payment of operating costs and expenses cause by such imbalance.

ARTICLE 15 STATE ACQUISITION AND OWNERSHIP OF FACILITIES

15.1 “Works and Facilities” and “Works or Facilities” as the context permits means any of the
installations and infrastructure provided for the Operations by either the State or the Oil Companies
and capable of being used by the Oil Companies, the State, Citizens or other persons carrying on
business in the locality thereof without interfering with the use thereof by the Qil Companies. Without
limiting the generality of the fotegoing the Parties envisage that Works and Facilities—

() include air fields, roads, ports, water supply, and sewerage facilities, except to the extent
that any of them are utilised to their full capacity by the Qil Companies, and

(b) do not include residential accommodation and administration buildings, installarions, and
infrastructure directly used in Producing, '

PROVIDED THAT provision by the Department of Posts and Telegraphs of facilities and services shall be
the subject of a separare agreement. i

15.2 (@) At any Operating Committee Meeting ar which construction of Works and Facilities is to
be approved the State may be written notice to the Qil Companies elect to provide the
costs, or part thereof, of any such Works and facilities; and

(b) at any time after their construction the State may by notice require the Oil Companies to -

transfer to it ownetship -of any Works and Facilities. As soon as practicable after such
notice the Qil Companies shall do all things necessary to transfer to the State title to the
Works and Facilities nominated in the notice. :

15.3 Where the State requires the Oil Companies to transfer to it any Works and Facilities as
provided in Subclause 15.2(h) the State shall pay to the Qil Companies, by annual instalments as
provided in Subclause 15.3(s) a purchase price equal to the then depreciated value of such Works and
- Faclities, and the Oil Companies shall pay to the State annual capital user charges as provided in
Subclause 15.3(8).

(#) The Oil Companies each Budget Year shall nominate the amount of the annual

instalments of the purchase price which shall be equal to the annual amount of-

depreciation that the Oil Companies could have claimed (and would have been entitled
to claim) as & deducrion allowable under the Income Tax Act in respect of that Work or
Facility but for the transfer of ownership to the State, (It is the intention of the Parties
that such instalments of purchase price shall not be assessable income in the hands of the
Oil Companies for the purpose of assessment of Petroleum Income Tax);

‘() The Oil Companies shall pay to the State within seven (7) days of the receipt of any -

instalment referred to in Subclause 15.3(a) a capital user charge equal to the said
instalment. (It is the intention of the Parties that such capital user chacge shall be 2
deduction allowed under the Income Tax Act fof the purpose of assessment of Perroleum
Income Tax and-Additional Profits Tax); '

{c) If operations permanently cease in or in relation to the Area and as a result the State
ceases to pay any instalment referred to in Subclause 15.3(«), the Oil Companies shall
have the right 1o claim a deduction, as provided by the Income Tax Act for the purpose

of assessment of Petroleum Income Tax, and Additional Profits Tax, equal to the-amount

that the Oil Companies would have claimed (and would have been entitled to claim) but
for the transfer of ownership of that Work or Pacility to the State.

15.4 If at any time the State acquires or provides any Works or Faciliries under this Article 15, the
State shall thereupon assume responsibility for maintaining the assets to a proper standard and shall
charge the Oil Companies a maintenance charge {which may include an equitable propottion of direct
operating costs) limited to the costs of that maintenance PROVIDED THAT the amount of such
maintenance charge shall be reduced by any amount spent by an Oil Company under Clause 15.5.

15.5 Where the State has provided or acquired Works or Facilities for the purpose, of, or under
this Agreement and fails properly to maintain the same the Qil Companies may, after 30 days notice to

the State, and at their own expense, carry out such work a5 is necessary to bring the same up to a
proper standard.
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ARTICLE 16 USE OF FACILITIES BY THIRD PARTIES

16.1 A third party will be permitred to use Works and Facilities acquired from the Qil Companies
by the State and not utilised o their full capacity. The State underrakes to ensure that the third party
will be required to pay a proportionate share of any operating, maintenance overhead and capital costs
in respect of such Works and Facilities among other things having regard to:

(a) the extent of the proportionate usage and likely future usage of the Works or Facilities by
the third party and the Oil Companies;

(b) the respective extents to which services are provided tc the Oil Companies and the third
party (where the Facility is a service Facility);

{c) any other factor which results in or is likely to result in significant damage to or
deterioration of the Work or Facility.

16.2 The State, the Oil Companies, and z third party shall agree upon an amount which the third
party will pay to the Oil Companies (notwithstanding any prior transfer of the relevant Works and
Pacilities to the State under this Agreement) in United States dollars or the Kina equivalent at the date
of payment a capital contribution reflecting the extent of the third party’s intended use of the Works
and Facilities.

16.3 Where the State provides the cost of any modification improvement extension or expansion
of any Wotks or Facilities 1o meet the needs of the Oil Companies the State may charge the Oil
Companies a capital user’s charge in respect of that Work or Facility to allow for the recoupment over
a reasonable period of the amount expended in providing the said cost by the State together with a
reasonable return thereon.

16.4 Nowithstanding anything contained in Article 15 or Article 16 all such Works and Facilities
not acquired and managed by the State shall continue to be managed by the Oil Companies and the Oil
Companies shall have priority of use thereof over all other users.

ARTICLE 17 RATES AND DUTIES

17.1 Subject 1o any requirement of defence, foreign trade or foreign policy of this State, the
safety of the public and quarantine and to the obligations of the State under multilareral international
agreements to0 which the State is a party the Oil Companies any Affiliated Corporation and the agents
and contractors of the Qil Companies or of any Affiliated Corporation shall have the right 1o acquire
import into and move within Papua New Guinea and use any plant machinery equipment vehicles
explosives fuels reagents and supplies which have a specialised application and use in the Operations
and to export from Papua New Guinea the petroleum (whether processed or otherwise) resulting from
the Operations. )

17.2 The Oil Companies shall be subject to import duties and levies of general application in
accordance with Papua New Guinea law from time to time except as hereinafter provided.

17.3 No race tax charge due duty tariff or other levy shall be applied to or be payable by the Qil
Companies on the export of or in respect of the right to export Petroleum from Papua New Guinea by
an Qil Company or a Related Company.

17.4 No rate tax rent charge due duty tariff or other levy and no legislation which discriminates -
against alf or any. of the Oil Companies or any member of an Qil Company ot any beneficial owner of
shares in any of the Qil Compahies or any person engaged in the Operations shall be payable by or (as
the case may be} applicable to any of the Oil Companies or any such member or beneifical owner or
person (as the case may be) in respect of the Operations or of any income arising directly or-indirectly
therefrom PROVIDED THAT nothing in the Clause is intended to provide a basis for challenging the
validity of the petroleum income tax or additional profits tax.

17.5 Any import duty which is sought to be imposed on the importation of any plant machinery
equipment explosives chemicals ot other supplies which at the time when such duty is sought to be
imposed are imported into Papua New Guinea solely for the purpose of and which have a specialised
application and use in the Operations and which is sought t0 be imposed at 2 rate in excess of the
average rate of duty from time to time payable on the importation into Papua New Guinea of the
Customs Tariff items numbered 118 275 309 313 320 and 341 04 as set out at the date thereof in the
Second Schedule to the Customs Tariff 1959 shall without in any way whatsoever limiting the
interpretation of Clause 17.3 above be deemed to discriminate against the Qil Companies

17.6 No Local Government Rates or Provincial Government Rates or taxes on land calculated so
as to be other than approximately equal to a rate or tax calculated in relation to the unimproved capital
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value of the surface rights of the land shall be payable by the Oil Companies in respect of land held by
the Oil Companies, on which mining or industrial activities are carried on.
ARTICLE 18 CONSULTATION

18.1 The Oil Compariies shall consult from time to time with representatives of the State and shall
furnish the State eachi six months with reports concetning the implementation of:

() the training and localisation programme

(b) the provisions reldting to local purchasing of supplies

(¢) the provisions relatihg to local business development and
(d) the provisions relating to environmental managemeant,

ARTICLE 19 INSPECTION

19.1 The Oil Companies shall at all reasonable times allow the properly aceredited servants or
agents of the Stare (who shall establish their authority on request) to inspect any aspect of the
Operations and likewise to inspect and take copies of the books of account and records of the Qil
Companies relating to the Operations and to any shipment, sale or use of products of such Operations.

ARTICLE 20 PATENT AND TECHNOLOGY RIGHTS

20.1 All new processes, new methods of manufacture and other technological or mechanical
“ihnovations developed within the Qil Companies’ Operations : -

(a) shall remain the property of the Oil Companies, which shall apply for, take out and retain
such patents and other technology righits, in Papua New Guinea ot elsewhere, as may be
necessary and desirable to protect the same; and

(k) shall not be sold, assigned, licenced, surréndered, or otherwise disposed of by the Oil |

Companies except:
(i) on the basis of an arm's Jength transaction; and

(i) with the prior approval of the State which approval shall not be unreasonably
withheld.

20.2 Contracts to which any Qil Company is a party providing for the purchase of the right to use
in the Operations any process, method or other technological innovation ;

() which are not contracts at arm’s length, shalli not be entered into without the prior
consent of the State whicli consent shall not be unreasonably withheld, and

- () which are contracts at arm’s length shall be submitted to the State for information,

20.3 For the purposes of this Article the term “arm’s length” shall have the same meaning as
ascribed to it in Section Sch. 3.2 of the Offshore Act, except thar contracts for provision of services
which incidental to their performance require the use of any such process, method or other
technological innovation the patent rights to which are the property of any Qil Company or an
Affiliated Corporation of any Qil Company and which but for the provisions of Section Sch. 3.2(c)
would be at arm’s length shall for the purposes of this Clause be deemed to be at arm's length.

ARTICLE 21 ASSIGNMENT

21.1 The State may assign, without the consent of the Oil Compariies, all or part of its Venture
Interest to any corporation, statutory or otherwise, formed in Papua New Guinea and either :

(@) wholly owned by'the State, or .
(h) wholly owned by the State and another corporation or other corporations, statutory or

- otherwise formed in Papua New Guinea and which are concrolled by the State and in
which the State has at least a 509% beneficial interest,

PROVIDED THAT vested in such corporation or corporations are powers and financial capacity suffictent
to enable such of the State’s continuing obligations under this Agreement as are assigned to such
corporation o be fulfilled.

21.7 Subject to Clauses 21.1 and 71.3 and with the consent of the other Parties which consent
shall not be unreasonably withheld, all or any of the Parties may assign, or othetwise dispose of their
interest or rights under this Agreement;
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21.3 In the case of any assignment under this Article 21 the assignee shall undertake to the State
to assume, observe and comply with all the obligations of the assignor in relation to the marter assigned
or to the extent of the interest assigned as the case may be. After the giving of any such undertaking,
the assignor shall be relieved of its obligations under this Agreement in relation to the matter assigned
or to the extent of the interest assigned as the case may be without prejudice to pre-existing rights
accrued to the State against the assignor.

21.4 Notwithstanding the foregoing provisions of the Clauses 21.2 and 21.3 but subject to normal
statutory approvals in force from time to time, :

{2} any Qil Company may charge by way of fixed or floating charge the whole or any patt of
its Venture Interest to secure the repayment of, any payment of interest and other fees,
costs and expenses related to, 2ll loans made to that Oil Company to finance the project;
and

th) the Oil Companies may mortgage and charge any specific asset (whether real or personal
property) to secure the purchase price thereof where such amount has been borrowed to
finance the purchase of that asser; ‘ :

and any mortgagee or chargee under 2 mortgage or charge given by the Oil Companies may exercise all
rights of sale and other rights included in any instrument of mortgage or charge provided it shall fiest
give the State at least twenty-eight days’ notice of intention to exercise those rights.

ARTICLE 22 ARBITRATION

22.1 If at any cime there is any dispute, question or difference of opinion {in this Article 22
referred to as “Issue”) berween the Parties concerning the application of or arising out of section 99A
of the Offshore Act other than any dispute, question, or difference or opinion in respect of which
provision for sertlement or determination is provided under the Income Tax Act 1959 the same shall,
subject to Clause 22.2, stand referred to the arbitration of a single arbitrator, and such reference shall
be considered a submission within the meaning of that expression given by the Arbitration Act 1951.

©22.2 After any Issue has arisen between the State on the one hand and the Oil Companies or any
of them on the other hand, any Party to that Issue may at any time prior to the appoinument of an
arbitrator by concurrence of the Parties or pursuant to the Arbitration Act, 1951 by notice to the other
Party or Parties thereto elect that the provisions of this Clause shall apply to such Issue and in such
event :

{a} the Issue shall stand referred 1o the arbitration of three arbitrators, one of whom shall be
appointed by the State and one of whom shall be appointed by the other Party or Parties
to the Issue and the third of whom shall be agreed upon by the State and the other Party
or Parties to the Issue in writing, and in default of agreement within fourteen (14) days
after the State gives niotice to the other Party or Parties to the Issue or the other Party or
Parties to the Issue give notice to the State requiring the appointment of such a third
arbitrator, shall be appointed in accordance with the provisions of the Arbitration Act
1951 from a panel of five (5) arbitrators to be nominated within a further period of
fourteen (14) days thereafter by the President and Chairman of the Board of Directors
{or failing him the Chief Executive) not being a Citizen of Papua New Guinea of the
Asian Development Bank (or, failing such nomination, from any panel of athitrators
which the person or body appointing the third arbitrator considers satisfactory) PrO-
VIDED THAT no person shall be eligible for appointment as a third arbitrator (unless the
Stare and the Oil Companies otherwise agree in writing in any pacticalar case) if at the
time of his proposed appointment he is or has been at any time prior thereto a citizen or
resident of Papua New Guinea, the Commonwealth of Australia, Canada, or the United
States of America, :

if any arbitraror refuses to act, is incapable of acting or dies; 2 new arbitrator shall be
appointed by the party appointing the original arbitrator or (in the case of the third
arbitrator) in accordance with the procedure provided for in Subclause 22.2{(a);

&) if on such reference one Party fails to appoint an arbitrator either originally or by way of
substitution as aforesaid within fourteen (14) days after the other Party (having appointed
its arbitrator) has given to it notice to appoint such arbitrator, the arbitration may proceed
in the absence of such arbitrator; and

{4) such arbitration shall be held at such place (whethert inside or outside Papua New Guinea)
as the arbitrators determine.

b
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22.3 1f any Party to any arbitration under this Clause so requests the arbitrator or arbicrators shall
state, in the form of a special case for the opinion of the National Court of Papua New Guinea, any
question of law arising in the course-of the reference, and any opinion given shall be subject to the
notmal right of appeal.

22.4 An award made on an arbitration shall have force and effect as follows—

{#) if by the award it is adjudged that the decision of the Stare is correct then the decision of
the State in respect to the Issue shall stand; but

(b) if the arbirrator adjudges that the decision of the State is incorrect then he shall further
adjudge what the Norm Price should be in which event the decision of the Arbitrator
shall be binding on the Parties.

ARTICLE 23 LAW APPLICABLE

23.1 This Agreement shall be governed by and constried in accordance with the Jaw of Papua
New Guinea.

ARTICLE 24 VARIATION

24.1 The Pasties may from time to time by agreement in writing add to, substitute for, cancal or
vary all or any of the provisions of this Agreement, the Licences, any Development Licence, or any
lease, licence, right or grant granted hereunder or pursuant hereto or any programme, proposal or plan
approval hereunder, for the purpose of more efficiently or satisfacrorily implementing or facilitating any
of the objects of this Agreement.

24.2 Where an agreement made pursuant to Clause 24.1 constitutes an alteration of any Article or
Clause referred to in Clause 3.2, the vatiation agreement shall contain a declaration to that effect, and
the State shall as soon as is practicable introduce and sponsor in the National Parliament a Bill for an
Act to approve that variation agreement and give force of law to the alteration of the rights hereunder.
That variation agreement shall be subject to the coming into force of the approving Act.

24.3 Any agreement made pursuant to Clause 24.1 which does not constitute an amendment of
any Clause referred to in Clause 3.2 shall be tabled by the State in the National Parliament within the
first twelve (12} sitting days next following its execution.

ARTICLE 25 NOTICES

23.1 All notice, notifications, consents, approvals, undertakings, applications, requests, offers,
reporis, returns, elections, and proposals required to be or which may be given, made, furnished or
submitted under this Agreement shall, unless the context otherwise requires, be in writing signed by a
Minister of the State or the Director of the Office of Minerals and Energy or (as the case may be) a
director or secretaty or other designated representative of the Oil Companies, and if in writing shall be
sufficiently given, furnished or submitted if delivery at or posted by prepaid post to the address for
service of the Parry or Parties to whom it is to be given, made, furnished or submitted, and all such
comununications if posted as aforesaid shall, unless proven otherwise, be deemed to have been received
in the ordinary course of post.

25.2 The addresses for service:
{a) of the State shall be: :
(i) for the purpose of Sub-clause 13.3(¢

The Prime Minister,

Central Government Offices,
Waigani,

Papua New Guinea

or by post to;

The Prime Minister,

Central Government Offices,
Wards Strip Post Office,

Waigani,

Papua New Guinea

Telephone: Port Moresby 27 1211
Telex: SENTROF NE 22144; and
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(i) for al! other purposes:

The Director,

Office of Minerals and Energy,
Konedobu,

Papua New Guinea

or by post to:

The Director,

Ofhce of Minerals and Energy,
P.0. Box 2352,

Konedobu,

Papua New Guinea

Telephone: 25 1180
Telex: WABTRO NE 22211

(b} of the Oil Companies shall be:

Arco Australia Limited,
812 Bridge Street,
Sydney, Australia

or by post to:

Arco Australia Limited,
G.P.O. Box 2521,
Sydney N.5.W. 2001,
Ausrralia.

Telephone: Sydney-27 6901
Telex: 21297

Australian Superior Oil Company Limited,
4315 Australia Square Tower,

George Street,

Sydney, N.S.W. 2000

Australia.

Attention: N.U. Ledingham

Telephone: Sydney 27 2873
Telex: 21273 '

and to

‘Australian Superior Qil Company Limited,
First City National Bank Building,
Houston, Texas USA

or by post to:

Australian Superior Oif Company Limited, -

P.O. Box 1521,
Houston, Texas, 77001, U.S.A,

Attention: J.E. Reid

Télephone: Houston 2245111
Telex: 77 5369

Canadian Superior Oil (Aust.) Pry. Lid.,
Three Calgary Place,

355 Fourth Avenue S.W.,

Calgary, Alberea, T2P Q]3, Canada

Auention: H.J. Caine

Telephone: (403) 267 4110
Telex: 038 26640
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Esso Papua New Guinea Inc,,
C/- Exploration Manager,
Esso Australia Limited,

127 Kent Street,

Sydney, N.S.W. 2000

Telephone: 20557
Telex: AA20549

Sunray Australian Qil Company Inc.,
Suite 404, Cathay Building,
Singapore 9

Antention: T, Adame,

Telephone: 32 3032
Telex: R§21591

and to

Sunray Australian Qil Company Inc.,
P.O. Box 30, '
200t Bryan Tower,

Dallas, Texas, 75221, U.S.A.

At_tention:_'W;R. Broocks.

Telephone; (214) 744 2222,
Telex: 73 2323

Any Party may change its address for service by prior notice in accordance with this Article.

25.3 Where the Oil Companies are required to submit any plans, proposals, or other marerial for
the approval-of the State, the date of submission shall be deemed. to be the date on which the State _
receives the said plans, proposals or other material. : ’

ARTICLE 26 TERMINATION

26.1 The State may terminate this Agreement by notice to the Oil Companies in any of the
following events— . i

(@) if the Oil Companies abandon the Licence or repudiate their obligations uader this
Agreement and Operations are not resumed or such default made good within a period
of sixty (60) days after notice as. provided in Clause 26.2 is given by the State to the Oil
Companies; i

(b if the State can establish that in granting its approval to any proposal made under the
Offshore Act or otherwise it relied upon 2 statement made by the Qil Companies not
being an estimare based on judgement exercised in good faith on the application of
knowledge available at the time the estimate is made and it is shown thé Oil Companics
intepnded such statement to be false or misleading; ’

(¢} if the Licence or any extensions or renewal thereof is propetly forfeited due to defaulc by
the Oil Companies or is surrendered under the Onshore Acr; ’

(d) if the Oil Companies do not submit proposals in accordance with Article 7.

26.2 The notice to be given by the State in terms of Subclause 26,1(4) shall specify the nature of
the default or other ground so entitling the State to exercise such right of determination and where
appropriate and krown to the State the Party or Parties responsible therefor and. shall be given to each
of the Oil Companies. ’ ’ '

26,3 For the purposes of Clause 26.1(s) the Qil Companies shall not be deemed to have
abandoned: the Licence or repudiated their obligations unless all persons for the time being bound,

whether as assignees of the Qil Companies or otherwise, t perform the obligations of the Oil

Companies hereunder, have abandoned, the Licence or repudiated the obligations.

264 This Agreement shall terminate on the expiry or surrender of the Licence and all
Development Licences issued over any part of the Area of any renewal or extension of any of them.
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26.5 If this Agreemenr is terminated after the grant of a Development Licence all structures,
installations, plant, and equipment :

{4} which can be removed from the Area within six (6) months after the notice of termination
and without irreparable damage to the Area or any remaining structure, installations,
plant and equipment may be removed by the Parties; and

) all other structures, installations, plant, equipment and non-movable assets of the Parties
in the Area shall thereupon become the property of the State without any cost to the
State or any liability for the State to pay compensation therefor, and freed and discharged
from all mortgages and other encumbrances. All materials, supplies and other movable
assets of the Parties in the Area which are fully depreciated for tax purposes shall likewise
become the. property of the State, but any such materials, supplies and other movable
assets which are not fully depreciated for tax purposes shall be offered by the Parties for
sale to the State at their depreciated value.

26.6 The Oil Companies shall do all such things as the State may reasonably require to give effect
to the provisions of this Article 26 and the Oil Companies shall make available to the State the results
of the Investigations and Studies to the extent that they have been carried out by the Oil Companies
before the date of termination. : :

26.7 This Article 26 shall continue in force notwithstanding the termination of the rest of this
Agreement and may be sued upon or enforced against the Qil Companies.

26.8 Termination of this Agreement under this Article 26 shall be withour prejudice to any rights
of any of the Parties for any antecedent breach of covenant or agreement. - ‘

26.9 Notwithstanding anything to the conrrary contained herein, should any law, statute or

- regnlation be passed in Papua New Guinea or become effective in Papua New. Guinea, subsequent to

31st March 1977, and should such law, statute or regulation abrogate or materially alter the
fundamental contractual rights or obligations of the Qil Companies hereunder, the Oil Companies shall
have the right to give the State 60 days notice of their intention to terminate this Agreement without
further obligation to the State except as to rights or liabilities in respect of any antecedent breach of
this Agreement.

ARTICLE 27 AMENDMENTS TO QPERATING AGREEMENT

27.1 For the purposes of this Article 27 the Operating Agreement shall be deemed to apply only
in respect of the Area, the Licence or any Development Licence. :

~ 27.2 The Parties shall commence as soon as_practicable to negotiate in good faith with the
objective of agreeing on the form and content of a Joint Operating Agreement to accord substantially
with the provisions of the Operating Agreement but to reflect :

{@) changes in the parties bound thereby and the circumstances of their association, and
(b the possible acquisition by the State of a Venture Intetest, and
{¢) amendments necessary to give effect to the provisions of this Agreement.

27.3 If the Parties have not executed the Joint Operating Agreement at the date the State elects
to acquire a Venture Interest under Clause 13.3 the State shall as and from that date be deemed 1o be
;I party to the Operating Agreement with full rights to atrend and vote ar all Operating Committee

eetings.

27.4 After the date of this Agreement the Oil Companies may not amend or replace the
Operating Agreement without the approval of the State. )

27.5 Without limiting the generality of the foregoing the Parties agree that Article VII shall be
deleted in its entirety and : :

(«) the following articles or clauses of the Operating Agreement should be reviewed for the
purposes of Clause 27.2— )

Clanse 5.1, 6.2, and 6.3
Articles IX, X, XI, XII, XIII, and XVI;
and

{b) that additional provisions be included in the Joint Operating Agreement to provide for
Operations by less than all parties to that Agreement. :

135 _
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ARTICLE 28 MISCELLANEOUS

28.1 No stamp duty or other fees or charges shall be payable to the State in respect of any
assignment or transfer of any Participating Interest or Venture Interest in the Licence or the Venture
Assets by an Oil Company to the State or to an Affiliated Corporation incorporated in Papua New
Guinea if such assignment is required to comply with the provisions of the Acts.

28.2 Subject to considerations of national security the State shall grant to the Oil Companies such

. licences, permits and other rights and exemptions as are within its power to grant and which reasonably

may be required by the Oil Companies to enable the Qil Companies to fulfill their obligations and
enjoy their rights and benefits under the Licence, the Acts, or this Agreement.

28.3 If the State elects to acquire a Venture Interest thereafter the Parties shall own all the
Venture Assets as renants in common, however, the expenditure of the Oil Companies under this
Agreement shall be shown on the accounting records of the Qil Companies entirely as expenses,
charges, and costs of the Qil Companies in proportion to their respective Participating Interests and
shall be reflected for purposes of the fiscal dispositions of the applicable United States law in- the
balance sheet and profit and loss accounts of only the Oil Companies.

28.4 Whether an election shall be made to have this Venture excluded from the application of the
provisions of Sub-chapter K of Chapter 1 of Sub-title A of the United States Internal Revenue Code
of 1954, shall be determined by EPNG for each Calendar Year during which EPNG has incuerred
expenditures under Article 13. The initial determination shall be made and furnished in wrifing to the
other Parties no later than 15th April, 1977, and if requested by the Operator to do so, the State will
execute a tax agreement for United States tax purposes in a form to be approved by the Parties.

28.5 Consistent with requitements of the law and national security the State shall use its best
efforts to have foreign workers and their dependants to be employed in the Operations in accordance
with the approved training and localisation programme expeditipusly granted such permits as may be
necessary to authorise them to enter, re-enter, move within, remain in and depart from Papua New
Guinea and to work on or in connection with the Operations.

ARTICLE 29 NATURAL GAS AND GAS LIQUIDS

29.1 It shall be the responsibility of the Oil Companies to determine whether production of
Natural Gas or Natural Gas Liquids is commercial and whether or not to construct and install facilities
to enable production of such Narural Gas or Natural Gas Liquids.

29.2 Natural Gas and Natural Gas Liquids will be disposed of by the Parties at the first poine of
measurement down-stream from the outlet flange of the field gas separator in the Area beyond which
point the State’s Venture Interest shall cease.

29.3 Norm Price for all purposes for Natural Gas and Natural Gas Liquids will be the price
specified in contracts for its sale entered into with the prior approval of the State which will not be
unreasonably withheld. :

294 Subject to the absence of Regulations to the contrary under the Acts the Gil Companies may
flare gas necessarily produced with crude oil and not needed in the Operations and the sale of which is
not econemically justified. :

29.5 The State recognises that its election to acquire up to a 22.5% Venture Interest may. prevent
the Oil Companies from producing on 2 commercial basis Narura! Gas or Gas Liquids discovered in the
Area, Therefore, if the Qil Companies in a proposal under Clause.7.1 produce evidence that such
Natural Gas or Gas Liquids cannot be produced on a commercial basis if the State elects to acquire a
22,5% Venture Interest, the State will negotiate in good faith with the intention of agreeing on such
E:sspr Venture Interest as will allow a Narural Gas or Gas Liquids project to proceed on a commercial

ass, .

ARTICLE 30 ‘TTILES

30.1 Subject to Clause 30.2 the provisions of the Offshore Act and each of them shall apply
mutatis mutandis to and in respect of the Licence in lieu of the provisions of the Onshore Act as if the

Licence were a Petrolenm Prospecting Licence issued pursuant to and in accordance with Section 18 of
the Offshore Act.

30.2 The following provisions of the Onshore Act, that is to say :
Section 6;
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Sections 11 to 24 inclusive, except for sub-section (3)(4} of Section 21;
Sections 26 to 28 inclusive;

Sections 30 to 34 inclusive;

Sections 37 and 38;

Sections 53 to 57 inclusive;

Sections 59 to 64 inclusive;

Sections 71 to 74 inclusive,

Sections 77 and 78; '

Section 80;

Section 82;

Secrions 86 to 91 inclusive;

Sections 94 and 95;

Section 99; and _
Section .100, and applicable regulations made thereunder;

shall apply mutatis murandis to and in respect of the Licence PROVIDED THAT in the event of conflict
or inconsistency between—

(4) the definitions contained in Section 6 of the Onshore Act and a definition contained in
Section | of the Offshore Act the latter shall prevail and apply to the Licence accordingly,
and

(b) the provisions of the Offshore Act and the provisions of the Onshore Act in respect to
the rights of the Ofl Companies to access to and occupation of the surface of the Area the
latter shall prevail and apply to the Licence accordingly.

30.3 As soon as reasonably practicable after execution of this Agreement the State shall introduce
and sponsor in the Nartional Parliament a Bill for an Act to regulate exploration for and production of
Petroleum in those areas of Papua New Guinea other than the offshore area within the meaning of the
Offshore Act. It is the State’s intention that such Bill substantially reflects the spirit of this Agreement
and contains no provisions which, if enacted, would materially affect the rights and cbligations of the
Qil Companies hereunder.

30.4 If new legislation providing for exploration for and production of Petroleum in the onshore
area of Papua New Guinea is not enacted by the National Parliament and opetative prior to the Oil
Companies notifying the State of their intention to nominate 2 Block under section 28 of the Offshore
Act, all the provisions of the Offshore Act shall thereupon cease to apply to the Licence, the provisions
of the Onshore Act specified in clause 30.2 shall continue to apply thereto and the remaining
provisions of the Onshore Act shall thereupon apply ro and in respect of the Licence to the extent to
which they or any of them are or is capable of so applying and the Minister.

30.5 The State will prepare and submit to the Oil Companies a map of the Area showing the
subdivision of the Area into Blocks. Such subdivision will be consistent with the existing subdivision of
the area of the Territorial Sea and Continenta} Shelf of Papua New Guinea.

30.6 Norwithstanding anything contained in the Onshore Act or the Offshore Acr, the Licence
shall be deemed to have been granted to the Qil Companies for a term of six (6} years commencing on
the first day of September, 1975.

30.7 If the Oil Companies have complied with the Licence Conditions and provisions of the Acts
in so far as they apply to the Licences and the Area to the date of commencement of the Act refersed
to in Clause 30.3 the State shall forthwith after such commencement grant to the Qil Companies under
such new Act, and in substitution for the Licence, the necessary rights and ritles to aurhorise the Oil
Companies to- continue to explore and prospect for Petroleum or to produce Petroleum discovered
within the Area on terms not less favourable than those previously applicable.
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IN WITNESS whereof this Agreement has been duly executed by the Parties, the day and year first

hereinbefore written.

Signed for and on behalf of the Independent State of
Papua New Guinea by the Governor General, Sir John
Guise, acting with and in accordance with the advice of the
National Executive Council:

C. Van Lieshout
Witness

Signed, sealed and delivered on behalf of Sunray Aust-
ratian Qil Company Inc., by its duly constituted Attorne
in the presence of: i

Wendell J. Bares
Witness

Signed, sealed and delivered on behalf of Arco Australia
Li-mited by its duly constituted Attorney in the presence
of: :

Dezsee ], Hajdu
Witness

The Common Seal of Canadian Supérior Oil (Aust.} Pry.
Ltd., was hereunte affixed by authority of the directors in
the presence of;

N. V. Ledingham
Secretary

Signed, sealed and delivered on behalf of Australian
Superior Oil Company Limited by its duly constituted
Atrorney in the presence of:
N. V. Ledingham
Witness

Signed, sealed and delivered on behalf of Esso Papua New
Guinea Inc., by its duly constituted Attorney in the
presence of:

E. M. Hooke
Witness
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Joha Guise

John Guise,
Governor General

" Thomas Adame, Jr.

Walter E. Baker

W.M. Blanshard

Director

W.M. Blanshard

K. Richards




INDEPENDENT STATE OF PAPUA NEW GUINEA.
CHAPTER No. 199,

Petroleum (Gulf of Papua) Agreements.

APPENDIX.

SOURCE OF THE PETROLEUM (GULF OF PAPUA) AGREEMENT ACT.

Part A—Previous Legislation.
Petroleum (Gulf of Papua) Agreements Act 1976. (No. 80 of 1976).

Part B.—Cross References.

Section, etc., in Revised Edition. Previous Reference.!

1 1

2 ' 2

3 3
Schedule 1 Schedule 1
Schedule 2 Schedule 2
‘Schedule 3 : Schedule 3
Schedule 4 Schedule 4
Schedule 5 Schedule 5
Schedule & Schedule

"Unless otherwise indicated, references are to the Act set out in Part A
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