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PRODUCTION SHARING CONTRACT

This is a Production Sharing Contract signed by the Petroleum Authority of Mongolia, on
the one side (hereinafter “PAM™), and DWM Petroleum AG, on the other (hereinafter the
“Contractor™) (both sides hereinafier the “Parties”) on the ....., 200....

GENERAL PROVISIONS

The purpose of this Contract is to establish legal regulation of relations between the
Contractor and the Petroleum Authority of Mongolia /PAM/ authorized by the Government of
Mongolia to enter on its behalf into Contract related to Petroleum Operations in the territory of
Mongolia, and exercise supervision over implementation thereof.

The Contractor shall have exclusive rights for conducting Petroleum Operations in the
Contract Area for Exploration as described in Annexes, attached hereto and made the integral
part of the present Contract.

NOW, THEREFORE, it is hereby agreed as follows:

ARTICLE 1. REPRESENTATIVES

1.1 DESIGNATION OF REPRESENTATIVES

a) The Government of Mongolia hereby designates the Chairman of the PAM. or any other
authorized person, as its representative (the “Mongolian Government Representative™)
under this Contract.

b) The Contractor hereby designates, Alexander Becker, on behalf of DWM Petroleum AG.,
or any other authorized person, as its representative (the “Contractor Representative™)
under this Contract.

¢) Changes of the Mongolian Government Representative or the Contractor Representative
should be notified to the other party in accordance with Article XXIII hereof.

1.2 RIGHTS TO ACCESS AND EXERCISE SUPERVISION OVER CONTRACTOR'S
PETROLEUM OPERATIONS

a) The Mongolian Government Representative (or any other person assigned and authorized
by the Mongolian Government Representative) shall have access and exercise the
authority granted to him/her hereunder over implementation in the Contract Area and
over Petroleum Operations, and the Contractor shall provide all reasonable assistance to
the Mongolian Government Representative to exercise such right of access. The
Mongolian Government Representative shall not interfere with the operations of the
Contractor without valid reason.

b) Any legally authorized person has a right to access and exercise supervision over
implementation.

ARTICLE IL DEFINITIONS

2. DEFINED TERMS

If there is no other explanation for certain case, the defined terms, understandings, and
forms originating hence shall have the meanings set forth in this Article 2:

o a -~
i d









“PAM"™ means the Petroleum Authority of Mongolia authorized by the Government of Mongolia
to enter on its behalf into Contract related to Petroleum Operations in connection with petroleum
operations in the territory of Mongolia, and exercise supervision over implementation thereof.

“Arm’s Length Sales” means a sale of Crude Oil by the Contractor to a third party (other than
any affiliates of the Contractor), provided that any such sale:

a) is not part of any collusion intended to, or effectively resulting in, reduction in the
price of such sale;

b) is made in a freely convertible currency; and

¢) does not involve barter or price discount or setoffs and, more generally, is not
motivated by considerations other than the usual commercial incentives in petroleum
sales;

“Natural Gas” means hydrocarbons that are in a gaseous phase at atmospheric conditions of
temperature and pressure including wet mineral gas, dry mineral gas. casing-head gas and
residue gas remaining after the extraction or separation of liquid hydrocarbons from wet gas, and
non-hydrocarbon gas produced in association with liquid or gaseous hydrocarbons.

“Barrel” means a quantity or unit of 158.987 liters. at or corrected to a temperature of sixty
degrees Fahrenheit (60° F), at standard atmospheric pressure of 1.01325 bars,

“Accounting Procedure™ means procedures and reporting requirements set forth in Annex D.

“Production Sharing Contract™ means this Contract executed by the PAM and the Contractor for
conducting Petroleum Operations in the Contract Area and approved by the Government of
Mongolia.

“Petroleum™ means liquid petroleum and different compounds of hydrocarbons in a gaseous or
solid state occurring in the entrails of the earth, which may be produced in association with
petroleum or separately, including Crude Oil, Natural Gas and Associated Substances.

“Petroleum Law™ means the Petroleum Law of Mongolia, which entered into force on January
18, 1991 and any Laws amending or in substitution for, or in lieu of such law.

“Regulation for Implementing the Petroleum Law™ means the Regulation for Implementing the
Petroleum Law of Mongolia adopted by the Government of Mongolia /Resolution No.204/ in
1991 and any Regulations amending or in substitution for, or in lieu of such regulation.

“Petroleum Operations™ mean operations related to the exploration, protection, production,
processing, transportation, storage and marketing of Petroleum in scope of this Contract.

Exclusive right for conducting Petroleum Operations means that only the Contractor has the right
to conduct Petroleum related operations within the Contract area during the effective period of
the Contract.

“Contractor” means DWM Petroleum AG which enters into this Contract to conduct Petroleum
Operations in accordance with the contract regulations and conditions.

“Effective Date” means the date on which the Government of Mongolia approves this Contract.
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“Contract Year” means any period of twelve (12) consecutive Calendar Months counted from the
Effective Date of this Contract or from the anniversaries of such Effective Date.

“Contract Area” means the area shown on and described in Annexes herein from the Effective
date as such area shall have been reduced from time to time by relinquishments made in
accordance with Article VII.

“Contract Crude Oil” means Crude Oil which is produced and saved from the Contract Area
pursuant to this Contract; and for purpose of this definition, “produced™ means caused or allowed
to rise to the surface and passed through Production Sharing Measurement facilities, and “saved”
means made available to be taken and disposed of by a party hereto.

“Associated Natural Gas™ means any Natural Gas that may be produced from or in association
with Crude Oil and capable of being developed commercially,

*Associated Substances™ means any other substances that may be extracted from or in
association with Crude Oil or Natural Gas.

“Rules™ means methods and procedures to be followed in process of carrying certain types of
Petroleum Operations.

“Administrative Costs” means all costs and expenses except Exploration Costs and
Development Costs.

"Block Unit" means an area equal to multiplied ten (10) minutes latitude by ten (10) minutes of
longitude.

“Discovery Well™ means a well which is determined by the Parties to be worthy of further
evaluation for the purpose of determining whether such reservoir, alone or with other reservoirs,
could constitute a Commercial Discovery.

Field means an Area containing one or more natural reservoirs discovered on one or more wells,
and similar in geological structure and stratigraphy, determined to be worthy of being developed.

“Development Costs™ means all costs and expenses (except Administrative Costs and
Exploration Costs) incurred in respect of Development Operations.

“Development Area” means an area within the Contract Area containing a Commercial
Discovery.

“Development Operations™ means all operations and activities in respect of one or more
Commercial Discoveries.

“Development Period” means the period during which Development Operations will be carried
out in accordance with this Contract, as specified in Article 5.5 and 5.7.

“Development Program™ means a program of work, including a Budget. for Development
Operations in respect of a Commercial Discovery.

“Cost Oil” means a quantity of Crude Oil for recovering Contractor’s costs and expenses.
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“Royalty™ means payment in accordance with utilization of the natural non-renewable resources
of Mongolia.

“Relinquishment of Areas” means relinquishment by Contractor voluntarily or in accordance
with Contract some parts of Contract Area at the certain phase of exploration work.

“Land Surface Rental Fee™ means non-refundable payment to the PAM in cach year by size of a
contract area as stated in the “Regulation for Implementing the Petroleum Law™ for exercising
the Contractor’s exclusive right for Petroleum Operation in the contract area.

“Budget” means an estimate of money for the work program to be done during the specific
Petroleum Operations phase.

“Appraisal Development™ means a well development during appraisal, as international petroleum
industry, in purpose to determine Discovery Well or Commercial Discovery Well.

“Subcontractor” means any Legal Person or individual, which concluded a Contract with the
Contractor to carry out certain portions of the Petroleum Operations.

“Crude Oil” means hydrocarbons, which are in liquid state at atmospheric pressure either in a
natural subsurface reservoir or after passing through a separator or other surface processing
facility; Crude Oil also includes asphalt, condensate and natural gas liquids. which are liquefied
in separators. plants or other surface processing facilities.

“Appraisal Area” means one or more geological structure(s) or occurrence(s) that Parties
determine to be worthy of being appraised by an Appraisal Program.

“Appraisal Program™ means a plan of work for the purpose of determining whether the
Discovery made by such Discovery Well constitutes a Commercial Discovery.

*Commercial Discovery™ means a reservoir or a group of two (2) or more reservoirs containing
Petroleum, which Parties determines to be worthy of being developed commercially, taking into
consideration relevant technical and economic factors. including Contractor’s estimates of
recoverable reserves, prices of Petroleum and costs of development.

“Exploration Costs™ means all costs and expenses (except Operation Costs and Development
Costs) incurred in respect of Exploration Operations.

“Exploration Operations™ means such operations as:

1. activities in respect of aerial and satellite mapping, geological, geophysical and
geochemical surveys; drilling and production of exploration and appraisal wells:
petrologic. mineralogical and paleontological studies, interpretations of data preparing
reports and other all exploration activities:

2

discovering one or more reservoirs which have not then been proved to be within a
Commercial Discovery: and
carrying out an Appraisal Program.

(P

“Exploration Period” means the period during which Exploration Operations will be carried out
in accordance with this Contract, as specified in Article 5.1 and 5.2.
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“Profit Oil” or “Production Sharing Qil” means a quantity of Contract Crude 0il to be allocated
between the Mongolian Government representative and Contractor after the deduction of rovalty
and cost oil.

“Calendar Month™ means one (1) of the twelve (12) calendar months according to the Gregorian
calendar, starting on the first day of such month and ending on the last day of such month,
inclusive.

“Calendar Quarter” means a calendar quarter according to the Gregorian Calendar, being either
the Calendar Months (i) January, February and March. (ii) April, May and June, (iii) July.
August and September, or (iv) October, November. and December.

“Calendar Year” means a year according to the Gregorian calendar starting on January | and
ending on December 31, inclusive.

“Legal Person™ means a corporation, company or other entity recognized as such by the Laws.

“Laws” means any applicable Mongolian laws, or any other legal acts, whether now existing or
hereafter enacted.

“Measurement point” means the point of measurement for purpose of marketing after processing
a produced crude oil at the Contract Area.

ARTICLE IIL RIGHTS AND OBLIGATIONS OF THE PAM AND CONTRACTOR

3.1 PAM'S RIGHTS

The PAM shall have the following rights:

a) To inspect Petroleum Operations and financial statements of the Contractor,

b) To possess all the original copies of geology, geophysics, hydrogeology, petrophysics.
geochemistry, laboratory analysis and other related Petroleum Operations’ data:

¢) To possess copies of documents related to all the Contractor’s operations, machinery.
equipment, technical definitions, houses, constructions, its drafts and others;

d) To request the Contractor to supply its share of Petroleum for Mongolia’s domestic
consumption. In this case Government Representative shall make the payment in USD at
world market price.

e) To use or exercise supervision over the marketing of Mongolia’s share of Production
Sharing Oil

f) To exercise other rights provided for in this Contract

3.2 PAM'S OBLIGATIONS

The PAM shall assume the following obligations:

a) To help and support petroleum operations conducted by Contractor;

b) To inspect and supervise the Petroleum Law of Mongolia, it's Regulations and Rules, and
this Contract’s implementation:

¢) To fulfill other obligations provided for in this Contract.
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33 CONTRACTOR'S RIGHTS

a) The Contractor shall have the exquisite rights to conduct Petroleum Operations in the
Contract Area with permissions obtained under the Petroleum Law, the Business Entity
Special Permission Law, and in accordance with Petroleum Law of Mongolia, Regulation
for Implementing the Petroleum Law of Mongolia, all applicable laws and this Contract:

b) The Contractor shall have a right to construct pipelines, bridges, roads. storage facilities,
houses. landing fields. radio towers and communication facilities in accordance with
requisite approvals;

¢) The Contractor shall have a right to access the previously compiled exploration,
geophysical, petrophysical, geochemistry and well data related to the Contract Area at data
center of the PAM and to buy those data if necessary:

d) To use, sell or possess (both within the Mongolia and abroad) the Contractor’s share of
Production Sharing Oil:

e) The Contractor shall enjoy all rights of Mongolian legal person, unless otherwise
specifically provided in Mongolian law or international agreements to which Mongolia is a
party,

f) The Contractor may transfer its rights and obligations under this Contract to any third party
with the prior written consent of the Government of Mongolia.

g) The Contractor shall have a right to request assistance from the Mongolian government if
the Contractor’s employees and field workers suffer from serious diseases, disasters. illegal
infringement and serious accidents;

h) The Contractor shall have the right to hire and dismiss its staff members, to choose and
determine its sub-contractors, and to purchase materials required for implementing the
Contract.

i) To exercise other rights provided for in this Contract.

34  CONTRACTOR'S OBLIGATIONS

During the conduct of the Petroleum Operations the Contractor shall assume the following
obligations:

a) Comply with existing Petroleum Law of Mongolia, Regulation for Implementing the
Petroleum Law of Mongolia. any changes or amendments in such laws, rule and regulations
for Petroleum Operations ratified by the authorized body and all applicable Laws of
Mongolia and this Contract;

b) Petroleum Operations will be conducted in accordance with the Mongolian and international
standard, rule and regulations;

¢) Notice to the authorized organizations and PAM immediately if any accidents or failings
related to health, safety and protection of environment are happened. and take necessary
actions.

d) The technology, techniques and equipments imported to Mongolia for Petroleum Operations
are to be used for efficient development of Petroleum;

e) Upon the request of the PAM. the Contractor as a first priority shall supply its share of
Petroleum for Mongolia’s domestic consumption.

f) Conduct an environmental impact assessment prior to the beginning of Contractor’s
activities and should submit original reports of environmental impact assessment;

g) To take the following actions necessary to protect human, animals, nature. relics of
historical and cultural importance, land surface:

I. During the conduct of Petroleum Operations, Contractor shall make plans for
preventing hazards to human, animals, nature, relics of historical and cultural







h)

1)
K)

)

m)

a)

b)

c)

importance, land surface and environment, and get approval from the Mongolian
Government Representative and authorized organizations for those plans and
implement:

I1. Prior to the Contract expiration or termination, or relinquishment or abandonment
of any part of the Contract Area, remove all equipment and installations from the
area in a manner acceptable to the Mongolian Government Representative, and
perform all necessary site restoration activities in accordance with applicable Laws
and regulations of Mongolia;

II. The estimates of the anticipated abandonment of wells, site restoration program and
funding sources for restoration shall be included in the annual Production program;

IV. If the Contract Area is located near forbidden for Petroleum Operations Area take
the necessary precautions for protection of ecological systems. and prevent
pollution of the Contract Area.

V. To conduct any means of transportation due to petroleum operations on the territory
of Mongolia in compliance with the applicable laws and regulations of Mongolia, in
a way of causing no harm to public health and to the environment.

All original documents of geological, hydrogeological, geophysical, geochemical
researches, drilling, well and production data, laboratory analysis results, and other data and
reports as it may compile during the term hereof shall be prepared every yvear in accordance
with approved Rules and submitted to the PAM:

Assist the Mongolian Government Representative in preparing and carrying out plans and
programs for training and education of Mongolian nationals:

Be responsible for the damages causes by violation of Petroleum Operations Regulations:
Shall include the PAM’s representatives with rights for tender of choosing or selecting
subcontractors in carrying out certain portions of the Petroleum Operations. The draft of
contracts shall be amicably agreed by both parties prior to concluding contracts with
subcontractors and a copy of the contract shall be furnished to the Mongolian Government
Representative;

Shall include the PAM's representatives in the process of selecting an authorized company
to carry out detailed environmental appraisal.

Within one calendar year. the Contractor shall organize at least two business meetings with
the Mongolian Government Representatives regarding the petroleum operations and shall
bear all expenses arising from the aforementioned business meetings.

Within one calendar year, the Contractor shall organize at least one business meeting with
the local administration and citizen’s representatives for the purpose of propagating the
Contractors petroleum operations at the regional level and shall bear all expenses arising
from the aforementioned business meetings.

ARTICLE IV. COSTS AND COST RECOVERY

The Contractor shall bear all costs and expenses necessary 1o conduct Petroleum Operations.
Contractor may recover such costs and 40 (forty) percent of Contract Crude oil will be used
for cost recovery, after the deduction of royalty. Neither party hereto guarantees that any
such Commercial Discovery will be made.

The quantity of Cost Oil which the Contractor shall have the right to take and dispose of in
any Calendar Month shall be equal to the aggregate of all Petroleum Costs incurred by the
Contractor.

The Contractor shall have the right to take and dispose of the certain quantity of Contract
Crude Oil in every trade of Contract Crude oil for the purpose of recovering its costs and
expenses incurred in respect of Petroleum Operations. All Operation Costs of the Contractor
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d)

5.1

that remain unrecovered hereunder shall be carried forward until fully recovered in the
succeeding Calendar Months.

The Contractor shall agree with the Mongolian Government Representative on the planning
and accounting model for the Petroleum Operations and shall submit to the Mongolian
Government Representative a copy of accounts for Petroleum Costs. The Contractor shall
notify the Mongolian Government Representative of the amount of the Petroleum Costs and
the method of their recovery.

The Contractor will classify Petroleum Cost into Exploration Cost, Operation and
Development Cost, without double concerning. Those Petroleum Costs will be recovered by
the following stages

Exploration Cost;

Administrative Cost; and

Development Cost

For clarification, it is approved possibility that Development Cost can occur within
Exploration Period and Exploration Cost within Development Period.

Notwithstanding the foregoing, the Royalty to be paid under paragraph | of Article VIII and
the bonuses and other payments to be paid under Article 10 shall not be recovered.

ARTICLE V. TERM OF EXPLORATION OPERATIONS

EXPLORATION PERIOD

The Exploration Period shall begin on the Effective Date of this Contract. The

Exploration Period shall be up to five (5) years in duration and shall consist of three phases: -first
phase | vear, second phase 2 vears, third phase 2 years.

5.2

a.

3.3

EXTENSION QF EXPLORATION PERIOD

This extension of exploration period shall be extended in accordance with the Petroleum
Law and its Implementing Regulation.
If the Contractor has fulfilled Exploration Work Programs and Budgets and Minimum Work
Obligations as specified below for the phase of the Exploration Period. which it desires to
extend. The Government Representative shall approve the Exploration Work Programs and
Budget of the next phases to extend the Exploration Period.
If on the date on which the third Exploration Period would otherwise expire a Discovery
Well exists in respect of which no determination has then been made as to whether such
discovery is a Commercial Discovery, the Exploration Period shall continue in effect in
respect of the Appraisal Area for such Discovery Well until the first to occur of the
following:

i. such Discovery Well is determined to be a Commercial Discovery:

it. such Discovery Well is determined not to be a Commercial Discovery:
iii. additional extension shall not be more than 6 months

DISCOVERY AND APPRAISAL OPERATIONS

If a well is determined to be a Discovery Well in accordance with the following table, the
Contractor shall notify the Mongolian Government Representative within fifteen (15) days
in a written form and the date of such notice shall be deemed to be the date of such
Discovery Well.
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b)

54

a)

b)

c)

o
i

b)

5.6

Well depth < 500 500-1000 1000-2000 =2000
. (meter)
' Daily recovery 0.5 1.0 3.0 5.0
(tons/day)

Within ninety (90) days after the date of each Discovery Well, the Contractor shall provide
to the Mongolian Government Representative for approval in respect thereof: an Appraisal
Program and Budget; and maps and other descriptions of the area to be appraised (the
“Appraisal Area™). and after the Mongolian Government Representative’s approval shall
begin to implement the Appraisal Program.

COMMERCIAL DISCOVERIES

If on the basis of reserves estimates one or more discoveries made by one or more Discovery
Wells are determined to be a Commercial Discovery, the Contractor shall notify in writing
the Mongolian Government Representative within fifteen (15) days. and the date of such
notice shall be deemed to be the date of such Commercial Discovery.

Within one hundred eighty (180) days after the date of each Commercial Discovery, the
Contractor shall provide to the Mongolian Government Representative for approval in
respect thereof: a Development Plan and Budget; and maps, reserves estimates and other
descriptions of the area to be developed (the “Development Area™): Petroleum
Administration shall inspect and revise all the documents within thirty (30) days and if
decides no amendments, no changes shall be made then within ninety (90) days shall
approve such Plan. Petroleum Administration shall have a right to extend the approval
period for one hundred eighty (180) days if decides that all documents shall be amended and
changed.

The Contractor shall commence Development Operations within (90) days after the
Mongolian Government Representative’s approval to implement such Development Plan.

COMMERCIAL DISCOVERY, TESTING, DEVELOPMENT PERIOD

The period for each Commercial Discovery establishments shall be continued for three
hundred sixty (360) days including the period of Appraisal Development.

Development Period in respect of each Commercial Discovery shall take effect on the date
of approval from an authorized organization that such production can be started from
Commercial Discovery, and it shall continue for a period of up to twenty (20) years.

REVISIONS OF APPRAISAL PROGRAMS, APPRAISAL AREAS,
DEVELOPMENT PLANS AND DEVELOPMENT AREAS

Subject to the Mongolian Government Representative's written approval, the Contractor

may, on the basis of additional information or evaluation. revise any Appraisal Program,
Appraisal Area, Development Plan and Development Area; provided, however. that no such
revision will add to an Appraisal Area or Development Area any parts of the Contract Area that
have already been relinquished under Article VII prior to such revision. In case of revising any
Appraisal Program, Development Plan and Development Area, the Contractor shall notify the
Mongolian Government Representative (15) days prior to the decision making.


































































































































