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Annex D
Accounting and Financial Procedure

This Annex is attached to and made part of
the Exploration and Production Agreement
dated { ...... , 20...] concludad between the
Republic of Lebanon and [XXXi, [YYY] and
[2Z2).

1. General provisions

1.1. Purpose

The purpose of this Accounting and
Financial Procedure is to determine the
manner in which the Right Holder's books
and accounts shall be prepared and
maintained, to establish the methods for
determining charges and credits applicable
10 Petroleum Activities pursuant to the EPA,
and to setile the Petroleum costs applicable
10 the entire EPA Block.

1.2. Definitions
{a} In addition to definitions stipuated in
this  Accounting and  Financial
Procedure, definitions stipulated in the
Law no 132/2010 {OPR Law) , the
Decree no 10289/2013 {PAR) and the
main body of the EPA apply to this
Accounting and Financial Procedure.

(b) The following words and tenms in the
Accounting and Financial Procedure
shali have the following meaning:

"Accrual Basls" means that basis of
accouniing under which costs and
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benefits are regarded as applicable to
the period in which the right to the
benefit arlses or revenues are earned,
and the liahility for the cost is incurred,
regarcless of when invoiced, paid, or
received, Cost and expenses shall be
deemed to have been incurred:

(i) with regard to physical items, in
the accounting period where the
Right Holder acquires title thereto,
and

(i) with regard to services, in the
accounting period when the services
are performed.

“Calendar year” means a period of
twelve (12] consecutive Months
according to the Gregorian calendar,
commencing with the first (15t day of
lanuary and ending with the thirty-first
(31%) day of December,

“Calendar month™ means any of the
twelve {12} months of the Calendar
year.

“Calendar day” means any of the seven
{7} days of the week,

“Excess Corporate Income Tax"” means,
for any calendar year, the excess (if any)
of the amount of Lebanese corporate
income tax actually accrued in respect of
such year with respect to net income
earned by the Right Holders from
Petroleum Activities, above the amount
of Lebanese corporate income tax that
would have accrued in respect of such
calendar year on net income earned by
the Right Holders from Petrolaum
Activities according to the corporate
income tax rate as pursuant to Article
28.3 of the EPA. if any Right Holder
conducts any trade or business
unrelated to Petroleum Activities that is
subject to corporate income tax in
tebanon, such other trade or business
shall be disregarded for purposes of
determining the Excess Corporate
Income Tax.
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“loint Account” means the account or
set of accounts maintained by the
Operator to record Recoverable Costs
and other amounts to be dehited and
credited theretoin accordance with this
Accounting and Financial Procedure.

"Material" means machinery,
equipment and supplies acquired and
held for use in Petrofeum Activities.

"Section" means a section of this
Accounting and Financial Procedure.

1.3. References to Laws and Accounting

(a)

th)

(a)

Principles

Any reference to a law, regulation,
agreement or other document shall
mean such law, regulation, agreement
or document as the same may be
supplemented, amended or madified
from time te time in accordance with
its terms, and referances to a specific
article or section of such law,
regulation, agreement or other
document shall be construed as
references to the relevant successor
article or section of such
supplemented, amended or modified
law, regulation, agreement or other
document.

Any reference to generally accepted
and recognised accounting principles
used in the international Petroleumn
industry shall mean these principles
generally used from time to time,

1.4. Accounting records and
statements submitted by the Right
Holders

Within sbiy (60} days of the
Effective Date, the Operator shail
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(b}

submit to  the  Petroleum
Administration a proposed outline
of charts of accounts, operating
records and reports, applicable to
Petroleurn Activities pursuant to the
EPA, which shall be in accordance
with applicable Lebanese law and
generally accepted and recognised
accounting principles used in the
international Petroleum industry.
Within sixty (60) days of receiving
the above submission the Petroleum
Administration shall either approve
the proposal or require revisions to
the proposal as it deems necessary
or appropriate in its soke discration.
Following the approval and within
one hundred and twenty days {120)
of the Effective Date, the Operator
shall expeditiously prepare and
provide all Right Holders and the
Petroleum  Administration  with
formal coples of the comprehensive
charts of accounts related to the
accounting, recording and reporting
functions for the Right Haolders to
implement the charts of accounts,
and in order to allow the Petroleun
Administration to examine the Right
Holder's manuals and to review
procedures which are, and shall be,
observed under the EPA. Right
Holders’ Final End-of-vear
Statement shall be issued by an
independent internationally-
recognised auditing company in
accordance with Section 6.6 of this
Annex. The Petroleum
Administration shall be permitted to
audit on site all of the Operator's
and/or the Right Holders’ records
that evidence any of the reports
issued by the Operator or any Right
Holder under the EPA in accordance
with the proceduras set forth in
Article 32 of the EPA.

The Right Holders shall also maintain
a chart of accounts that complies
with tebanese tax regulations with
respect to tax payments and tax
returns praparation.

Notwithstanding the generality of
the foregoing, the Operator on
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{c)

behalf of the Right Holders is
required to  make  regular
statements to the Petroleum
Administration relating to the
Petroleum  Activities performed
pursuant to the EPA.  These
statements shall as a minimum be as
foliows:

(' Production Report (see Section
6.1 of this Annex);

(i) value of Production and Rovalty
Statement (see Section 6.2 of
this Annex});

(iii) Cost Recovery Statement (see
Section 6.3 of this Annex);

{iv) Statement of Expenditure and
Receipts (see Section 6,4 of this
Annex);

{v) Profit  Petroleum  Sharing
Statement {see Section 6.5 of
this Annex);

{vi) Final End-of-Year Statement
{see Section 6.6 of this Annex);

{vi}Budget Statement {see Section
6.7 of this Annex); and

{viii) Local Procurement Staterment
{see Section 6.8 of this Annex).

In accordance with Article 164 of the
Decree no 10289/2013 {PAR), the
Operator on behalf of the Right
Holders shall provide to the
Petroleum  Administration such
additional information and
documents  relating to  the
Petroleum  Activities as  the
Petroleum  Administration  may
require, including any modifications
to or additional requirements
concerning the contents of the
statements listed in this Section
1.4b}.

All reports and statements shall be
prepared in accordance with the
EPA, spplicable LeBahese law and,
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{d)

(e)

{f)

where there are no relevant
provisions in either of these, in
accordance with generally accepted
and recoghised accounting
principles used in the international
Petroleum industry.

Each Right Holder shall be
responsible for preparing its own
accounting and tax reports to maet
the applicable requirements of the
Republic of Lebanon and of all ather
countries to which the Right Holder
may be subject. The Operator, to
the extent that the information is
reasonably available from the Joint
Account records, shall provide the
Right Holders in 2 timely manner
with the necessary information to
facilitate the discharge of such
responsibility.

The Operator shall at all times
maintain and keep in Lebanon true
and correct records of the
Production and disposition of all
tiguid and gaseous Petroleum, and
of all Recoverabte Costs, as well as
other Data necessary or proper for
the settlament of accounts between
the State and the Right Holders,
between the Operator and Right
Holders, and between Right Holders
hereto in connection with thair
rights and obligations under the
EPA. Such accaunts and records
shall also be maintained in Lebanon
50 as to enable the Right Holders to
comply with their respective
obligations under applicabia
Lebanese income tax and other
iaws.

Accounting records pertaining to
Petroleum  Activities Operations
shall be maintained in accordance
with applicable {.ebanese law and
the EPA, and when required,
generally  accepted  accounting
practices used in the international
Petroleum industry.
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The Accrual Basis for accounting
shall be used in maintaining the
Joint Account related to Petroleum
Activities, except for the calculation
of the Cumulative Cash Inflow for
purgoses of the computation of the
R-Factor in Article 24 of the EPA,

1.5. Language and units of account

(a)

{b)

Accounts shall be maintained in
United States dollars, and may in
addition be kept in such other
currency as may be required under
applicable Lebanese law.

Metric units and Barrels shall be
employed for  measurements
required under this Annex.

The language employed shall be
English and such othar language as
may be required under applicable
Lebanese law. Where necessary for
clarification the Right Holder may
also maintain accounts and records
in other languages, units of
measurement and currencies

1.6. Currency exchange

(a)

Conversions of currencies into and
from United States dollars shall be
recorded at the rate actually
experienced in the conversion,
which shall be at the prevailing rate
at the date of transaction, Unless
otherwise agreed, currency
translations to United States dollars
equivalents for non-United States
dollar expenditures accrued but not
paid and receipts shall be recorded
at the arithmetic average of the
buying and selling exchange rates
for conversions between United
States dolflars and the currency of
expenditure/receipt at the close of
the last business day as published by
the Lebanese Central Bank, or if not
published, then by the Wall Street
Journal or some other mutually
agreed publication.
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(b)

{c)

1.7. Payments

(a)

{b}

{c)

{d}

Any realized or unrealized gains or
losses from currency exchange
related to Petroleum Activities shall
be credited or charged 1o the Joint
Account, except as otherwise
specified in this Accounting and
Financial Procedure, Any such
exchange gains or josses shall be
separately identified as such.

A record of the exchange rates used
in converting Lebanese Pounds or
any other currencies into United
States dollars shatl be maintained.

between Parties;

Default interest rate

Except as provided in this Section
1.7 (b) and (c), all payments
between the Parties, unless
otherwise agreed, shall be in United
States dollars and through a bank
designated by each receiving Party.

Payment of any individually
chargeable tax by the Right Holder
shall be made in accordance with
the provisions of the EPA and
applicable Lebanese law.

Discharge of the Right Holder's
obligation with respect to Royalty
and the State's share of Profit
Petroteum shall be made in
accordance with the EPA and
applicable Lebanese Jaw.

All sums due by a Right Holder tothe
State or from the State to the Right
Holder pursuant to the EPA or
applicable Lebanese law during any
Calendar month shall, for each day
such sums are overdue during such
month, bear interest compounded
on a monthly basis at a rate
equivalent to the delay penalty paid
on withholding tax, ‘ccording to the
Lebanese Tax Procedures Law.
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1.B. State right to audits

{a)

{b)

Pursuant to applicable Lebanese kaw
and the EPA and upon giving the
Right Holder thirty (30) Calendar
days’ notice, the Petroleum
Administration either directly or
through its representatives
(including professional accounting
firms appointed by the Petroleum
Administration, provided that those
firms are not directly or indirectly
associated with the Right Holder
under audit, in order to avoid any
conflict of interest) shall have the
right at any time to audit the Right
Holder's accounts and records
maintained in  connection with
Petroleum Activities or otherwise
pursuant to the EPA with respect to
any Calendar year. For purposes of
auditing, the Petrolewm
Administration may examine and
verify at reasonable times all
charges and credits relating to the
Petroleum Activities such as books
of account, accounting entries,
iMaterial  recerds, inventories,
payrolls, tenders, invoices and any
other documents, correspondence
and records necessary to audit and
verify the charges and credits.
Furthermore the auditors shall have
the right in connection with such
audit to visit and inspect, subject to
reasonable notification, all sites,
Facilitias, warehouses and offices of
the Right Holders related to the
Paetroleum Activities pursuant to the
EPA, including wisiting personrel
associated with such Petroleum
Activities.

Without prejudice to the fisality of
matters as described in Section 1.8
{a) above, ali documents referred to
in that Section shall be maintained
and made available for inspection by
the State for such a time as is
prescribed by the EPA or applicable
lebanase faw {whichever is longer).
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{c}

{d)

No later than one hundred and
twenty (120} days after the end of
each Calendar year, each Right
Holder shall cause each of its
Affiliates that provides goods or
services in  connection  with
Petroleum Activities to provide an
audit  certificate from an
internationally recognized firm of
auditors  acceptable to  the
Petrolewsm Administration certifying
that all amounts paid or pavable to
the Affiliate for -such goods and
services that are charged to the Joint
Account in respect of such Calendar
year are done so fully in compliance
with this Accounting and Financial
Procedure, or noting any exceptions
{(which shall be applied as an
adjustment as soon as practicable
after delivery of the audit
certificate). Such audit certificate
shall be conclusive in the absence of
fraud, gross negligence or manifest
error. The Right Holder shall also
require its Affiliates to maintain
documents relating to Petroleum
Activities conducted pursuant to the
EPA as if they were a Right Holder,
In addition, each Right Holder shall
be required to Intlude in its
contracts with Contractors audit
certification and docuoment
maintenance  provisions  {(with
respect to which the State shali be a
third party beneficiary) which allow
the Petroleum Administration or its
representatives to request an audit
cartificate from the Contractors and
its Subcontractors as to compliance
of charges with the terms of the
relevant contract or subcontract, as
applicable.

The Right Holder shall reply in
writing on exceptions raised in the
audit report within ninety (90} days
after receipt of the report. Where
the Right Holder has, after the
ninety (90) days, failed to reply in
writing on the audit report
exceptions, the Right Holder shall be
deemed to have agreed on the
exceptions and the accounts shall be
adjusted accordingly.
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{e) All agreed adjustments resulting
from an audit agreed between the
State and the Right Holder shall be
promptly made in the Right Holder’s
accounts and any consecurential
adjustments to  the  State’s
entitiement to Petroleum shall be
made within thirty (30) days along
with interest due for late payment
under Section 1,7 (d).

if) If any dispute shall arise from the
audit adjustments, either party may
refer any dispute to arbitration
bursuant to Article 38 of the EPA or,
if the Parties so agree, to a sole
expaert pursuant to Article 39 of the
EPA.

(g} Any Information obtained under the
provision of this Section 1.8 which
does not relate directly to the
Petroleum Activities shall be kept
confidential by the State in
accordance with Article 35 of the
EPA or as is required by Lebanese
taw,

(h) Audit costs shall be borne by the
State,

{i} The Accounting and  Financial
Procedure is without prejudice to
the rights of the State or any
competent authority to audit
Petroleum Activities as and when,
including applicable time periods,
provided by applicable Lebanese
law.
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2. Classification, definition and allocation

A opeddy ddy ad cedainal | Y
of cost and expenditures :
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Costs and expenditures shall be segregated in
accordance with the purpose for which such
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expenditures are made. All Exploration Costs
and Development Costs are considered Capital
Expenditures for purposes of the EPA, and ail
Operating Costs are considered Operating
Expenditures for purposes of the EPA, All
expenditures relating to the Petroleum Activities
shall, subject to applicable Lebanese law and the
EPA, he classified, defined and allocated as
follows:

2.1. Exploration Costs

“Exploration Costs” means all such direct
and allocated indirect costs agreed,
contracted or incurred after the Effective
Date in the search for Petroleum in the EPA
Block and Appraisal Activities conducted
during the Exploration Phase, including:

{a) Aerial, geophysical, geochemical,
paleontological, geological,
topographical and selsmic surveys

and studies and their interpretation.

{h) Core hole drilling and water well
drilling as part of exploration
operations.

{c) Labour, Materials and services used
in drilling Wells with the object of
finding new Reservoirs or for the
purpose of appraising the extent of
Reservoirs  already  discovered
provided such Wells are not
completed as Production Wells.

{d) Facilities used solely in support of
Exploration together with
purchased geological and

geophysical information.

(e) Service Costs (as defined below)
allocated to Exploration on a kasis
determined by the applicable
Lebanese law or, in the absence of
such basis, as agreed to betweenthe
Minister based on the opinion of the
Petreleum Administration and the

Operator on a systematic basis and,
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failing agreement, to be determined
by a sole expert in accordance with
the EPA,

() General and Administrative
Expenses (as defined below)
allocated to Exploration on a basis
determined by applicable Lebanese
law or, in absence of such basis, as
agreed to between the Minister and
the Operator, based on the opinich
of the Petroleum Administration, on
a systernatic basis and, failing
agreement, to be determined by a
sole expert in accordance with the
EPA.

2.2, Development Costs

“Development  Costs” wmeans  all
expenditures incurred in Development
activities (recorded separately for each
Development and Production Area),
including:

{a) Costs related to Appraisal Activities
conducted during the Development
Phase.

(b) Drilling Wells which are completed
as Production Wells and Wells for
purposes of Production from a
Reservoir  already  discovered
regardless of whether these Wells
are dry or producing.

{c) Tangible  drilling  costs  for
completing Wells by way of
installation of casing or equipment
or otherwise after a Well has been
drilled for the purpose of bringing
the Well into use as a Production
Well.

(d) Intangible drilling costs such as
labour, consumable Material and
services having no salvage value
which are incurred in drilling and
deepening of Wells for Praduction
purposes.
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{e)

(f)

(g}

(h)

(i)

Geological and geophysical
infarmation acquired in connection
with Development operations.

The costs of sites, Facilities, and
appurtenant equipment used In
Production pursuant to the EPA,
including but not Hmited to flow
lines, Production and treatment
units, wellhead equipment,
subsurface equipment, enhanced
recovery systems, offshore
platforms, Facilities for landing of
Petroleum onshore, including the
ultimate landing terminal, Facilities
for final processing or treatment of
Natural Gas for the purpose of
onwards shipment as Hguefied
natural gas or compressed Natural
Gas, Petroleum storage Facilities,
export terminals and piers, harbours
and related Facilities for Production
activities.

Engineering and design studies for
Facilities.

Service  Costs allocated to
Development activities on a basis
determined by applicable Lebanase
law or, in absence of such basis, as
agreed to between the Minister
based on the opinion of the
Petroleum Administration and the
Operator on a systematic basis and,
failing agreement, to be determined
by a sole expert in accordance with
the EPA.

General and Administrative
Expensas allocated to Development
activities on a basis determined by
applicable Lebanese law or, in
absence of such basis, as agreed to
between the Minister, based on the
opinion of the  Petroleum
Administration, and the Operatoron
a systematic basis and, failing
agreement, to be determined by a
sole expert in accordance with the
EPA.
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4.3. Operating Costs

“"Operating Costs” maans all expenditures
incurred in connection with Petroleum
Activities after the start of the Commaercial
Production other than Exploration Costs
and Devealopment Costs, including:

{a)

{b)

(c)

{d)

Operating, servicing, maintaining
and repalring Wells for Production
and all Facilities completed during
Development and Production.

Planning, producing, controlfing,
measuring and testing the flow of
Petroleum and collecting, gathering,
treating, storing and transporting
the Petroleum from the Reservoir to
the point of delivery as stipulated by
the approved Development and
Production Plan,

The decommissigning fund cost as
described in Section 2.6

The balance of General and
Administrative Expenses and Service
Costs not allocated to the
Exploration Costs or Development
Caosts.

2.4, Service Costs

(a)

*Service Costs” are direct and
indirect expenditures in support of
the Petroleum Activities, including
for warehouses, offices, camps,
piers, marine vessels, wvehicles,
motorised  rolling  equipment,
aircraft, fire and security stations,
workshops, water and sewage
plants, power plants, housing,
community  and recreational
facilities and furniture, tools and
equipment used in these activities,
Service costs in any Calendar year
shall include the total costs incurred
in such year to purchase and/or
construct said facilities as well as the
annual costs to maintain and
operate the same. AH Service Costs
shall be regularly allocated as
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(b)

{c}

(d)

specified in Sections 2.1(e}, 2.2{h)
and 2.3 to Exploration Costs,
Development Costs and Operating
Costs, respectively

Service Costs incurred during the
period commencing with the
Effective Date and ending with the
date of approval of the first
Development and Production Plan
and the approval of the Gas
Infrastructure and Marketing Plan
(in the case of a Natural Gas
Discovery) by the Council of
Ministers for a proposed
Development and Production Area,
shall be fully aflocated to
Exploration Cost.

Commencing with the date of
approval  of the first plan for
Development and Production and
the approval of the Gas
Infrastructure and Marketing Plan
{in the case of a Natural Gas
Discovery] by the Council of
Ministers for a proposed
Development and Production Area,
and if it becomes necessary to
allocate Service Costs to or between
Petroleum Activities pursuant to
different exploration and
production  agreements,  such
allocation shall be made on an
equitable basis in accordance with
applicable Llebanese law or, In
absence of such basis, as agreed to
between the Minister, based on the
opinion of the  Petroleum
Administration, and the Oparatoron
a systematic basis and, failing
agreement, the allocation to be
determined by a sole expert in
accordance with the EPA,

The Right Holder shall furnish a
description of Its  allocation
procedures determined as sat forth
above pertaining to Service Costs,
along with each proposed
Development and Production Plan.
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2.5. General

and Administrative

Exnenses

“Genaral and Administrative Expenses” means:

(a)

(b}

{c)

All main office, field office and
general administrative costs in the
Reputdic of Lebanon incurred by
Operator on hehalf of the Right
Holders, in¢luding but not limited to
supervisory, accounting and
employee relations services. If such
main office, field office or other
administrative functions are used
for Petroleum Activities and for
activities conducted under other
exploration and production
agreements or other activities
autside the scope of the EPA, such
costs shall be allocated on an
equitable basis in accordance with
applicable Lebanese law or, in
absence of such basis, as agreed to
hetween the Minister, based on the
opinion of the Petroleum
Administration, and the Operator
and, failing agreement, the
allocation shall be determined by &
sobe expert in accordance with the
EPA

An overhead charge for services
rendered inside and ocutside the
Republic of Lebanon by the Right
Holders’ Affiliates for managing the
Petroleum Activities and for staff
advice and assistance including
financial, legal, accounting and
employee relations services. This
charge shall be limited to one
percent {1%) of all Exploration Costs,
Development Costs, and Oparating
Costs for each year (excluding, for
the avoidance of doubt, Generaland
Administrative Expenses otherwise
included therein).

Al General and Administrative
Fxpenses shall be regularly allocated
as specified in Sections 2.1(f), 2.2{i)
and 23 1o Exploration Costs,
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(4)

(e)

()

Development Costs and QOperating
Costs, respectively

Gengral ang Administrative
Expenses incurred during the perlod
commencing with the Effective Date
and ending with the date of
approval of the first plan for
Development and Production and
the approval of the Gas
Infrastructure and Marketing Plan
{in the case of 'a Natural Gas
Discovery) by the Council of
Ministers for a proposed
Development and Production Araa,
shail be fully allocated to Exploration
Cost.

Commencing with the date of
approval of the first plan for
Development and Froduction and
the approval of the Gas
Infrastructure and Marketing Plan
{in the case of a Natural Gas
Discovery) by the Council of
Ministers for a proposed
Develogment and Production Area,
if it becomes necessary 1o allocate
General and Administrative
Expenses to or between Petroleum
Activities pursuant to different
exploration and production
agreements, such allocation shall be
made on an equitable basis in
accordance with applicable
Lebanese law, or, in absence of such
basis, as agreed 1o between the
Minister, based on the opinion of
the Petroleum Administration, and
the  Operator and, failing
agreement, the allocation shall be
determined by a sole expert in
accordance with the EPA,

The Right Holder shall furnish a

description of its  allocation
procedures pertaining to General
and Administrative Expenses
determined as set forth above,
along with each proposed plan for
Development and Production.
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2.6. Decommissioning Fund

(a)

{b)

{c)

{d)

(€)

For the purpose of costs related to
the implementation of a plan for
cessation of Petroleum Activities

and decommissioning of Facilities, a

Decommissioning Fund shall be
established for each Development
and Production Area as stipulated in
the Law no 132/2010 (OPR Law), the
Decree no 10289/2013 (PAR) and
the EPA.

For every CQuarter, commencing
from the Quarter in which the first
cost recoverable payment is made
into the Decommissioning Fund, and
for the remalning period in which
Petroleum is produced from the
Development and  Production
Areals}, Right Holders shall charge
as Operating Costs the Quarterly
amount to be paid to the
Decommissioning Fund in
accordance with the Law no
132/2010 {OPR Law)}, the Decree no
10289/2013 {PAR) and the EPA.

The first payment into the
Decommissioning  Fund  shall
commendce at the end of the Quarter
during which fifty percent (50%) of
the estimated recoverable reserve
stated in the approved
Development and Production Plan
has been produced.

Payment into the Decommissioning
Fund with cost recovery effect may
not commence bafare fifty parcent
(50%) of the estimated recoverahle
reseives stated in the approved
Development and Production Plan is
produced,

The amount 1o he paid to the
Decommissicning  Fund for a
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(f}

Duarter shail be charged to the Joint
Account as Operating Costs.

The amount to he paid to the
Decommissioning Ffund for a
CQuarter shall be calculated on the
basls of the estimated cost for the
implementation of an approved plan
(or, if there is not yet an approved
definitive plan, the preliminary plan
prepared pursuant to Article 18.3 of
the EPA) for cessation of Petroleum
Activities and decommissioning of
Facilities, the Production for such
Quarter and the remaining
Petroleum reserves to be recoverad
at the time of the first paymentinto
the Decommissioning Fund subject
to adjustments as described below.
This shall be calculated in the
following manner:

QD = (ECD X {QCPE/EPR)) - DSA

where;

QD is the amount of funds 1o be paid
to the Decommissioning Fund in
respect of the relevant Quarter;

ECD is the estimated total cost of
implementation of the approved
plan {or preliminary pian} for
cessation of Petroleum Activities
and decommissioning of Facilities,
as adjusted pursuant to the Law no
132/2080 (OPR Law}, the Decree no
10289/2013 {PAR} and the EPA;

QCPE is the total cumulative
Petroleum extracted from the time
of the first payment into the
Decommissioning Fund until the end
of the relevant Quarter;
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- EPR is the estimated remaining
Petroleum reserves to be racovered
durlng the remaining life of the
Reservoirs in  the relevant
Development and  Production
Areals) at the time of the first
payment into the Decommissioning
Fund as adjusted from time to time
for any reserves arising from
secondary recovery programmes or
other changes; and

- DSA is the cumulative amount of
moneys in the Decommissioning
Fund following the payment in
respect of the Iimmediately
preceding Quarter.

{) The payment in respect of each
Quarter shall be made within thirty
(30) days of the end of such Quarter,
and shalil be subject to adjustment
following the delivery of the
relevant  year-end  statement
pursuant to Section 8.6 of this

Accounting and Financial Procedure.

3. Charges to the Joint Account

The Operator shali charge the Joint Account for
all costs and expenditures incurred by the
Operator for the conduct of Petroleum Activities
within the limits of approved Work Programs
and budgets or as otherwise specified by the
EPA.

Charges for services normally provided by the
Operator such as those contemplated which are
provided by a Right Holder's Affiliate shall reflect
the actual cost to the Affiliate, on a no gain no
loss basis, without any element of profit and
with no allocation of fixed costs in the
determination of the relevant service fees, for
performing such services, except as otherwise
provided in this Accounting and Financial
Procedure,

The costs and expenditures shall be recorded as
required for the settlement of accounts
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between the Right Holders hereto in connectlon
with the rights and obligations pursuant to the
£PA, and for purposes of complying with the tax
aws of the Republic of Lebanon and of such
other countries to which any of the Right
Holders may be subject.

Costs and expenditures agreed, contracted or
accrued subsequent to the Fffective Date
chargeable to the Joint Account include, but are
not limited to, the following

3.1, Direct charges

Cost related to:

(a)

Acguisition and maintenance of surface
rights as described in Section 4.1 {a).

{b)
(c)

Labour as described in Section 4.1 {b).

Offices, warehouses, and miscellaneous
infrastructure as describedin Section 4.1
fc).

{d) Transportation costs as described in
Section 4.1 (d).

b Services as described in Section 4.1 (e}

{f) Material as described in Section 4.1 (f).

{g) Taxes and duties as described in Section
4.1 {g).

{h) Environmental costs as described in
Saction 4.1 {h).

{) Insurance as described in Section 4.1 {i).

(). Damages and losses as described in
Section 4.1 ().

{k} Legal expenses as described in Section
4.1 {j}.

{) Training expenses as described in
Section 4.1 {k).

{m} Communications expenses as describad
in Section 4,1 (m}.

{n) Cessation and decommissioning as
described under Section 4.1 (n).

{0) Cost related to recovery of anciilary
products as described in Section 4.1 (o).

{p] Audit and inspection fee as described

under Section 4.1 {p).
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(g) Other expenditures as described under
Section 4.1 (g}

3.2. Indirect charges

The Operator shall charge the Joint Account
monthly for the cost of General and
Administrative Expenses of the Operator
and its Affiliates not otherwise provided in
this Accounting and Financial Procedure,
General and Administrative Expenses
chargeable under this Section 3.2 represent
the cost of general assistance and support
services provided by the Operator or its
Affiliates as described in Section 2,5 (a) and
the charges described in Section 2.5 (b},
These costs are such that it is not practical
to identify or assoclate them with specific
projects, but are for services which provide
the Petroleum Activities with needed and
necessary resources which Right Holders
require and that provide a real benefit to
Petroleum Activities. The Operator shall
provide 1o the Petroleum Administration
such  infermation  and  documents
supporting the allocation of such costs
under this Section 3.2 as the Petroleum
Administration may request, including an
explanation of the benefit sueh costs
provide to Petroleum Activities, No cost or
expenditure included under Section 3.1
shall be included or duplicated under this
Section 3.2.

4. Costs, expenses, expenditures and
credits of the Right Holder

4.1, Costs recoverable under the EPA

Subject to the provisions of applicable
Llebanese law and the EPA, the Operator
shall subsequent to the Effective Date
charge to the Joint Account the following
costs and expenses in respect of the
Petroleum Activities pursuant to the EPA.
Costs and expensas incurred in connection
with  Petroleum Activities shall be
Recoverable Costs, and may be charged to
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the Joint Account, to the extent they are
incurred in accordance with approved
Exploration Plans, Appraisal Plans,
Development and Production Plans, Work
Programs and budgets, or otherwise
pursuant to Article 13 of the EPA {in respect
of allowances, continuation of operations
and emergencies). These costs and
expenses shall be classified under the
headings referred to in Section 2, and shall
constitute Recoverable Costs for purposes
of the EPA without further approval of the
State (subject to the audit and exception
rights described above and the contracts
approval conditions set out in Article 27.2
of the EPA), and include the following:

Surface Rights

All direct costs attributable to the
acquisition, renewal or relinquishment
of surface rights necessary In
connection with the construction of
onshore Facilities used in Petroleum
Activities,

(a)

(b)

Labour and associated labour costs,

including:
(i) The salaries, wages and related
costs of employees of Dperator
fincluding  secondees  from
Affiliates of the OQperator and
other Right Holders) temporarily
or permanently assigned in the
Republic of Lebanon and directly
engaged in Petroleum Activities;

(il  The salaries, wages and related
costs of employees of the
Operator {including secondees
from Affiliatas of the Operator
and other Right Holders)
temporarily or permanently
assigned outside tha Republic of
Lebanon directly engaged in
Petroleum Activities, and not
otherwise covered by Section 4.1

(e):
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{ii)

(iv)

Costs for salaries, wages and
related costs for employees
working full time on Petroleum
Activities shall be fully chargeable
to the Joint Account. Costs for
salaries, wages and related costs
for employees working part-time
on Petroleurn Activities shall he
chargeable to the Joint Account
on a pro rata basis, taking into
account time spent by the
relevant employees or such other
equitable basis as may be
determined by the Minister based
on the opinion of the Petroleum
Administration;

“Related costs” for purposes of
the foregoing include:

a) holiday, vacation, sickness,
severance  (unfess  far
dismissal of an employee
without cause as
determined by a court or
arbitral body of competent
jurisdiction), and disability,
refirement  and  survival
payments applicable to the
salaries and wages
recoverable pursuant to the
foregoing paragraphs. In
respect of the severance,
retirement, and  survival
payments mentioned
above, the amount that
shall be cost recoverable
shall be in proportion of the
total time the employee
was directly engaged in the
Patroleum Activities
pursuant to the EPA on a full
time equivalant basis to the
employee’s total tenure
with the Right Holder and
its Affiliatas,
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{v)

b) social charges, or similar
contributions made
pursuant to assessments or
obligations imposed under
applicable law which are
applicabie to the
Operator’s or Right
Holder's {as the case may
be} cast of salaries and
wages chargeable under
the foregoing paragraphs;

¢JOperator’s or Right Holder's
{as the case may be) cost of
established plans  for
employees’ life insurance,
hospitalisation, pensions,
and other benefits of a
similar nature customarily
granted to the Right
Holder's employees and
those of its Affiliates shall
also be chargeable to the
Joint Account; and

d) reasonable travel and
personal  expenses  of
employees of the Operator
and the Right Holders
including those mada for
travel and relocation of the
expatriate employees and
their immediate families
assigned to  Petroteum
Activities in the Republic of
Lebanon;

The Operator {on behalf of the
Right Holders) shall also pay and
may charge to the Joint Account
reasonable expenses incurred by
members and any observers of
the Management Committee
appointed pursuant to  Article
16.6 of the EPA in attending
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(c)

{d}

(e)

meetings of the Management
Committee;

Offices

Cost of maintaining in Lebanon any
offices and sub-offices, warehouses,
operating bases and other infrastructure
such as furniture, fixtures and supplies
necessary for the operation of offices of
the Operator located in Lebanon directly
serving the Petroleum Activities. If such
offices, sub-offices,  warehouses,
operating bases and other infrastructure
serve activities in addition to the
Petroleum Activities pursuant to the
EPA, then costs shall be allocated on an
equitable basis in accordance with
applicable Lebanese law, o7, in absence
of such basts, as agreed to between the

‘Minister, based on the opinion of the

Petroleum Administration, and the
Operator and, faiing agreement, the
allocation shall be determined by a sole
expert in accordance with the EPA,

Transportation costs

Transportation cost includes all cost of
transportation of employees,
equipment, Materials and supplies
necessary for conducting the Petroleum
Activities pursuant to the EPA.

Charges for Services and use of Affiliate

equipment and facilities

(i) Third Party Contracts
The actual costs of contracts
services, services of professional
consultant, utilities and other
necessary services to conduct
Petroleum Activities entered into by
the Operator, made with third
partles are recoverable provided
that the charges paid under such
contract by the Operator are not
higher than those generally charged
by other international or domestic
third party suppliers for comparable
work and services, In the case of
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contracts  entered into  with
Affiliates of Right Holders, costs may
only be chargeable to the loint
Account, and shall only be
recoverable, tg the extent the
relevant contracts are approved
pursuant to Article 27.2 of the EPA,
and anly to the extent set forth in {ii)
below,

(i} Affiliates of Right Holders

A. Professional and Administrative
Services and Expenses
Cost of professional and
administrative services provided
by an Affiliate of a Right Holder
for the direct benefit of
Petroleum Activities pursuant to
a service contract, including, but
not limited to, services related
to  production, exploration,
legal, financial, insurance, and
accounting. Without prejudice
to the tharges to be made in
accordance with Section 2.5, in
the case of services rendered in
the Petroleum Activities by an
Affiliate of the Right Holder, the
charges shall be based on actual
costs, on a no gain no loss basis,
without element of profit. The
charges shall be ne higher than
the most favourable prices
charged by the Affiliate to third
parties for comparable services
under similar terms and
conditions and no higher than
the prices charged for
comparable services currently
by non-Affiliates, When
required, certified evidence
regarding the basis of prices
charged by the Affiliate to third
parties shall be obtained from
the auditors of the Affiliate.

B. Scientific or Technical Personnel
Cost of scientific or technical
personnel services provided by
any Affiliate pursuant to a
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service contract for the direct
benefit of the Petroleum
Activities which cost shall be
charged based on actual costs,
en a no galn no loss basis,
without element of profit.
Charges shall not exceed
charges of comparable services
currently provided by outside
technical service organization of
comparable qualification.

C. Equipment and facilities

Use of equipment and facilities
owned and furnished by the
Affiliate, at rates commensurate
with the actual cost of
ownership and operation, on a
no gain no loss basis, without
element of profit, provided that
such rates shall not exceed
those currently prevailing for
the supply of like equipment
and facilities on comparable
terms. The equipment and
facilities referred to herein shall
exclude major investment items
such as, but not limited to,
drilling rigs, producing platform,
oil and pgas loading and
transportation, storage and
terminal facilities and other
rmajor facilities. Upon the State’s
request, the Operator shall
furnish a list of rates and the
basis of application.
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{f) Materials

(i} General

So far as s practicable and
consistent with applicable Lebanese
law and Best International
Petroleum Industry Standards, only
such Material shall be purchased or
furnished by the Operator on behalf
of the Right Holders for use in the
Petroleum Activities as may be
required for use in the reasonably
foreseeable future and to the extent
that such purchase or supply are in
accordance with the EPA {including
without limitation Article 27 of the
EPA).

Ji el ol alsdl eyl g
Gsinll Claal e Al Jadal
¥y Ay il Al 8 Lealadiny
Ol e Gblaiay e 5 L
izadl g g Yl BT IS L0
2y Jp yiall debical dyallall suledll
s JS3 aladtndh 4 glae S5 e
St shidl Jdaad) A Jeel 8
o gall 038 od 5 4 34 5 (M (gadll
LAY A Sl e a5 )
¢ pandl (g3 (e o) (8 Lag) UiV

(B o YV 50l



14

SEEVATARS I ST ST TN F

(1)

In case of defective Material or
equipment, any adjustment
received by the Operator from the
suppllers or manufacturers or their
agents shall be credited to the Jolnt
Account under the EPA,

Value of Material charged to the

accounts under the EPA

a} Except as otherwise provided in
item b) below, Materlal purchased
by the Qperator for use in the
Petroleum Activities shall be
valued at the actual net cost
incurred, including: inveoice price
less trade and cash discounts (if
any), purchase and procurement
fees plus freight and forwarding
charges between point of supply
and point of shipment, freight to
port of destination, insurance,
taxes, customs duties, consular
fees, other items chargeable
against imported Material and
where applicable handling and
transportation expenses from
point of importation to warehouse
or operating site or location, and
its costs should not exceed those
then cuwrrently prevailing in
normal arms-length transactions
on the open market.

b) Materhals purchased from
Affiliates of the Right Holders shall
be charged at the prices specified
in {1) and {2} hereof.

{1) New Material {condition "A"}
shall be valued at the current
international price which should
not exceed the price prevailing in
normal arms-length transactions
on the open market.

(2} Used Material {conditions "8"
and "C"} shall be vatued as
follows;
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{i) Material which is in sound
and serviceable condition and
is suitable for reuse without
reconditioning  shall  be
classified as condition "B" and
priced at seventy-five percent
{75 %) of the current price of
new Materials defined in (1)
above (Condition A).

{ii)Material which cannot be
classified as condition "8" but
which after reconditioning will
be further serviceakle for
original function as good
second-hand Material
condition "8", or which is
serviceable  for  original
function but substantially not
suitable for reconditioning,
shall be classified as condition
"C" and priced at fifty percent
{50%} of the current price of
new Material as defined in (1)
above (Condition A). The cost
of reconditioning shall be
charged to the reconditioned
Material provided that the
condition "C" Material value
plus the cost of reconditioning
does not exceed the value of
condition "B" Material.

(ifliMaterial which cannot be
classified as condition "B" or
condition "C" shall be priced at
a value commensurate with its
use,

{iv) Material involving erection
costs shall be charged at the
applicable  percentage, in
accordance te its condition, of
the current dismantled price of
new Material as defined in (1)
above {Condition A).
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{vl When the use of Material is
temporary and its service to
the Petroleum Activities does
not justify the reduction in
price as provided for in [2}{ii}
hereof, such Material shall be
priced on a basis that will result
in a net charge to the accounts
under the EPA consistent with
the value of the service
rendered,
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(g) Taxes, duties and other assessments Aoial
All taxes, and all those levies, charges, fees,
contributions and any other assessments and

charges levied by the State, in connection 3 fi<x)y D syl

with the Petroleum Activities, and paid s Lall b ebie Yooy eall
directly or indirectly by the Right Holders = ,‘t‘é‘;ﬁ 1“ . &’ i i
including, for the avoidance of doubt, any ‘S iyl S Sligedd (gl

Excess Corporate Income Tax, with the Unah Lo & sl e diaay ia
exception of the following: ddimy 4o gitally Ay gl UiVl

G AY) Cigad g g g My ih ol (3)

(i) Taxes that are measured by or based

upon the revenues, income and net
worth of a Right Holder or physical
person including but not limited to:

A.  Corporate Income Tax {save for any
Excess Corporate Income Tax);

Tax on capital gains;

Withholding tax on nen-resident
ingome;

Tax on dividends;

Tax on bank deposits returns;

Tax on movable capital;
Tax on direct or
Assignments, or

nw

ammE

indirect

H. Al taxes incurred by Right Holders

oh behalf of the tax payer in¢luding
payroll tax where incurred by the
Right Holders on behalf of the
empioyee,
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(i} Fines and penalties imposed by any
public authority in the Republic of
Lebanon.

(iii) Royalty shares, area fees, Profit
Petroleum shares or other Petroleum
entitlements, in each case paid to the
state in connection with or related to
the EPA,

(iv) Any taxes paid outside the Republic of
Lebanon.

{v} Any taxes subject to reimbursenent or
refund,

{vi) Any other taxes deemed to be non.
recoverable costs,

{h) Environmental casts by the Operator
incurred with respect to the Petroleum
Activities in order to comply with
applicable Lebanese law and Article 17
of the EPA.

(iy Insurance and losses

(i} Insurance premiums and costs
incurred for insurance arranged in
accordance with the EPA provided
that if such insurance is wholiy or
partly placed with an Affiliate of the
Operator or other Right Holder,
such premiums and costs shall be
recoverable only toc the extent
generally charged by competitive
insurance companies other than an
Affiliate of the Operator or other
Right Holder. Costs and losses
incurred as a conseguence of
events which are insurable, and in
so far as not made good by
insurance obtained under the EPA
through no fault of the Operator,
are recoverable under the £EPA.

(i} Al costs or expenditures necessary
to replace or vepsir damages or

losses  incurred shall be
recovetable. The Operator shall
provide the Petroleurn

Administration written notice of
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(i}

damages or losses incurred in
excess of one hundred thousand
United States dollars {USS 100,000)
as soon as practical after report of
the same has been received by the

Operator.  All losses in excess of
fifty thousand United States dollars
{Us550,000) shall be listed
separately in  the quarterly
statement of costs and
expenditures,

(i) Expenditures incurred in the

settlement of all losses, claims,
damages, judgements, and other
expenses for the account of
Petroleurn  Activities  shall  be
recoverable.

Legal expenses

AH costs and expenseas of litigation and
legal or related services necessary or
expedient for the procuring, perfecting,

. retention and protection of rights

pursuant to the EPA , and in defending
or prosecuting lawsuits involving the
EPA Block or any third party claim arising
out of Petroleum Activities pursuant to
the EPA, or sums paid in respect of fegal
services necessary or expedient for the
protection of Petroleum Rights pursuant
to the EPA or joint interest of the State
and the Right Holders, are recoverable.
Such  expenditures  shall  include
attorney’s fees, court costs, cost of
litigation, costs of investigation, and
claims provided that such costs are not
covered elsewhere in the Accounting
and Financial Procedure, Where legal
services are rendered in such matters by
salaried or regularly retained lawyers of
the Operator, an Affiliate of the
Operator or other Right Holder, such
compensation shall be included instead
under Section 4.1(b) or 4,1{e) above, as
applicable. Cost and expenses related to
legal assistance for the purpose of
challenging {or responding to 3
challenge of) cost recovery, Profit
Petroleum split or Royalty shall not be
cost recoverable, The preceding costs
and expenses shall not include costs of
any nature (including attorneys’ fees
and the fees of the ICC, arbitrators, the
sole expert, ather experts, professionsls
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{k}

{1

(m

(n)

and translators} incurred in connection
with any consultation, arbitration or sole
expert process under Articles 37 to 39
(inclusive) of the EPA,

Training costs

All costs and expenses incurred by the
Operator in tralning of its employees
located in Lebanon and engaged in the
Petroleum Activities pursuant to the EPA
and such other training or institutional
support as required under the EPA
{including the contribution provided for
in Article 20.2 of the EPA) or applicable
Lebanese kaw including the recruitment
tosts to lebanese citizens.

General and Administrative Expenses
General and Administrative Expenses
are the costs described in Section 2.5(a)
and the charge described in Section
2.5(b).

Communications

Cost of acquiring, leasing, installing,
operating, repairing and maintaining
communication systems including radic
and microware facilities between the
Block and the Operator's nearest base
facility.

Decommissioning fund

Payments into the Decommissioning
Fund and costs Incurred  for  the
preparation angd Implementation of a
preliminary or definitive  plan for
cessatlon of Petrolaum Actlvities and
decommissioning of Facilitias according
to applicable Lebanese law, the Decree
no 10289/2013 (PAR) and the EPA (and
subject to the llmitations contained
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therein) that are not covered by (Ady il daihy dalasdl act @
withdrawals from the Decommissioning  3le} ,a es) Uil Ll ASLN T ALt
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{0} Costs related to recovery of ancillary (il
products
All costs barne by the Right Holders in  abatiall 3la iy Adasi jall CANSSN (=)
respect of the recovery of ancillary agdlaty

products shall be recoverable costs s | WAy :;:‘”' Gl agas
pursuant to Article 19.4 of the EPA, siatidl sy iy alys l.egi &_,u.\cl
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CHSSILYT AR e 14, ¢ skl s
{p} Any audit or inspection fees charged by E Y
the State. )
Lt jis G Sl dand pe asu) gt (8)
Ad gal
{q) Other expenditures
Any other legitimate expenditure, other . . .
than expenditures which are covered by . ‘5;}*&{‘ t"'u"'l] ()
the foregoing provisions of this section oY Wass & ‘:"JJ‘“"‘ ‘—‘}“‘
incurred for the necessary and proper s JSG Al Adadal
performance of Petroleum Activities in  Jaall & il 1ad 5 Gsay
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4.2, Priority of Recoverable Costs
a1 e ALY At 4,50 3 ¢, Y
O Cangay 2l iR AN afisil o

Costs recoverable pursuant to applicable
Lebanese law, the Decree no 10289/2013
{PAR) and the EPA shal} be recovered in the

following order of priority: By paegally sl eoall SU

{a) Operating Costs pursuant to Section aalasali ac galh &ah‘a\'!) A\RRAYARR LS
2.3; Z LBV CRLESTLY AU 5 (A st adala™l

(b} Elef)rat:iao; Costs pursuant 1o :wi zﬂg‘ﬁ‘ . ;3 o g
ection 2.1; oty s B s el s g

(c) Development Costs pursuant to AR ?"“'HL“J Al sl (i)
Section 2.2; A ‘a.u'i.'ﬂ 8y CLISA.LY 4.43.?55(1..1)

JOY andll iy okl LallSS (i)

4.3. Costs not recoverable under the
EPA - .
wmiin gt A1t ALIRY 8 eI £, ¥
The following costs shall not be cost gl g il A
recoverable pursuant to the EPA:

(@) Petroleum marketing costs {except as 3143 i <allSs A VLIRS CJ‘ i

otherwise contemplated in  an ] s L) A o el
approved Gas Infrastructure and Ly CLASELYY AU e A

Marketing Plan} and Transportation -9" L“_"L"?‘:“'"L{) ‘-!J_‘):‘-.'-“_ (33 pud S (‘)
costs of Petroleum beyond the Al ihd 8 ) A (o gaie

Delivery Point{s) as set forth in an (Lh.ls Ol gall 4dygudiy Slall A8a50



Yora/in o VA saadl 3ake - Lol 53080
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(b}

{c)

(d)

(e

{f)

{:4]

th)

(i)

i)

approved Development and

Production Plan.;

costs of any nature (including
attorneys’ fees and the fees of the
ICC, arbitrators, the sole expert, other
experts, professionals and
translators) Incurred in connection
with any consultation, arbitration or
sole expert process under Articles 37
10 39 {Inclusive) of the EPA;

Rovalty;

Costs and expenditures incurred as a
result of a breach of any provision of
the EPA, Gross Negligence or Willful
Misconduct on the part of the Right
Holders or the Operator, or their
Affiliates;

Costs that are not adequately
supported and documented;

Costs and charges incurred before the
Effective Date;

Interest, or any charge or payment in
the nature of, in lieu of, or having the
commercial effect of interest related
to the financing of Petroleum
Activities;

Any taxes measured by or based upon
the revenues, income, gains, dividends
and net worth of a Right Heolder or
physical person, wherever imposed
(save for any Excess Corporate Income
Tax);

The Value Added Tax paid by the Right
Holder except the non-deductible
Value Added Tax and the tax which
deduction is not approved by the tax
authorities.

Any taxes paid to authorities outside
the Republic of Lebanon;
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(k) Anytaxes subject to reimbursement or
refund;

() Any other taxes that should be
deemed non-allowable costs;

Fines and penalties imposed by any
public authority in the Republic of
Lebanon or elsewhere and any interest
due thereon;

{m}

{n)

Commissions and arrangement fees
paid to intermediaries;

(o) Commissions and arrangement fees
and other costs (including borrowing
casts, Interest or other costs to secure
guarantees {including professional and
advisory fees and expenses) relating to
guarantees including the Work
Commitment Guarantee and the

Parent Company Guarantee,

{p}Any amounts spent on indemnities with
regard to non-fulfilment of contractual
obligations;

(g} Donations and contributions made by
the Right Holders;

{r) Costs incurred by the Operator under
contracts or amendments thereto that
were (i) subject to approval by the
Minister, the Petroleum
Administration or the Management
Committee and were not so approved,
ot (i} required to be conducted on the
basis of a competitive tender in
accordance with Article 27.1 of the
EPA, but that were not awarded on the
basis of a competitiva tender or
otherwise in compliance  with
applicable Lebanese law or the
provisions of the lJoint Operating
Agreement governing the
procurement of goods and services;

Costs that are not documented in
accordance with applicable law, the
EPA or this Accounting and Financiaf
Procedure;
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{t) Costs of any disputes arising under the
Joint Operating Agreement entered
into among the Right Holders;

{u) Any Service Costs incurred for the
benefit of any operation or activity not
related to Petroleum Activitias;

{v) Costs assoclated with the acquisition
of seismic and other data incurred in
connection with the licensing round
pursuant to which the EPA was
awarded; Including any licensing fees

or uplift thereon;

{w} Area fee

4.4. Recoverability and deductibility

The determination of whether the costs
and expenses set forth herein are
Recoverable Costs or not shall apply only to
this EPA, and shall not be interpreted to
preclude the Right Holder from deducting,
or as providing the Right Holder with the
right to deduce, said amounts in computing
its net Income from the Petroleum
Activities for Corporate Income Tax
purposes under applicable Lebanese law,

4.5, Credits under the EPA

The net proceeds of the following

transactions pursuant to the EPA shall,

subject to the applicable law, be credited to
the Joint Account under the EPA:

{a) The net proceeds of any insurance or
claim in connection with the Petroleam
Activities or any assets charged as a
Recoverable Cost under the EPA when
such Petroleum Activities or assets were
insured and the premliums charged as a
Recoverable Cost under the EPA;
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(b}

{c)

{d)

(e)

)

(g

Ravenue received from third parties
includting Affiliated Companies for the
use of, or Right Holders' disposal of,
Material, property or assets charged as
a Recoverable Cost under the EPA;

Any adjustment received by the
Operator or any Right Holder from the
suppliers or manufacturers, or their
agents, in connection with defective
Material the cost of which was
previously charged by the Right Holders
as a Recoverable Cost under the EPA;

Rentals, refunds or other credits
received by the Operator or any Right
Holder which apply to any charge which
has been made as a Recoverable Cost
under the EPA;

Proceeds of interest received from bank
accounts opened in cannection with the
Petroleum Activities under the EPA;

The amounts received for inventory
Materials charged to the Joint Account
and subsequently exported from the
Republic of Lebanon without having
been used in the Petroleum Activities.

Legal expenses charged to the Joint
Account under Section 4.1() and
subsequently recovered by the Operator
or any other Right Holder and payments
obtained in resolution or settlement of
losses, claims, damages, Judgements

and other expenses related to
Petroleum Activities conducted
pursuant to the EPA,

4.6. Duplication of charges and credits
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Notwithstanding any provision to the
contrary in this Accounting and Financial
Procedure, there shall be no duplication of
charges or credits in the accounts under the
EPA.

5. Records and valuation of assets

The Operator shall on behalf of the Right
Holder maintain detailed records of
Facilities and other assets acquired and
charged as Recoverable Costs pursuant to
tha EPA in use for the Petroleum Activities
in accordance with the applicable Lebanese
law and Best International Petroleum
Industry Standards. The detailed records
shall include information on quantities,
location and whether such assats are leased
or owned. At reasonable intervals, but at
least once a year, with respact to movable
assels, and once every five (5) years with
respect to immovable assets, inventories of
the property under the EPA shall be taken
by the Operator. The Qperator shall give the
Petroleum Administration at least thirty
{30} days written notice of its intention to
take such inventory and the Petroleum
Administration shall have the right to be
represented when such inventory is taken,
The Operator shall clearly state the
principles wpon which valuation of the
inventory has been based. When an
Assignment of rights under the £PA takes
place, a special inventory may be taken by
the Right Holder at the request of the
assignee provided that the costs of such
inventory are borne by the Right Helder (for
its own account, as a non-Recoverable Cost)
or the assignee.

6. Statements and reports

6.1. Production Report

{a) Subseguent to the commencement of
Commercial Production from the
Block, the Operator, on behalf of the
Right Holders, shall submit daily,
monthly and annual reports on
production (hereinafter referred to as
the “Production Report”} to the

Petroleum Administration for each
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(b)

Development and Production Area
pursuant to Article 50 of the Decree no
10289/2013 {PAR) and the EPA,

The Production Report of each
Calendar month shall be submitted to
the Petroleum Administration no later
than fifteen {15) Calendar days after
the end of such Calendar maonth.

6.2. Value of Production and Royalty

(b)

Statement

The Operator, on behalf of the Right
Holders, shall prepare with respect to
each Calendar month a wvalue of
production and royaity statement
(hereinafter referred to as the “Value
of Praduction and Royalty Statement”)
covering the determination of the
value of Crude Qil and other Petroleum
(determined in accordance with the
Law no 1322010 (OPR Law), the
Becree no 10289/2013 (PAR) and the
EPA) respectively, produced during
each Calendar month and the value of
Rovalty payable {if taken in cash). This
statement shall contaln the following
information:

{i} The quantities and prices
realised by the Right Holder in
each sale of Crude Oil and other
Petroleum respectively, other
than to Affiliates, made during
the Calendar month in question;

{if) The guantities and the prices
realised by the Right Holder in
each sale of Crude Oil and other
Petroleum  respectively, to
Affiliates made during the

Calendar month in guestion;

{iii) The quantity and location of
stocks of Crude Oil, and if
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{c)

applicable other Petroleum, at
the end of the preceding
Calendar month;

(iv) The quantity and location of
stocks of Crude OQil, and if
applicable other Petrolewm, at
the end of the Calendar month
in question;

(v} The total Royalty llability for
Crude Oil and other Petroleum
respectively, for the Calendar
month  and the detailed
supporting calculation;

{vi) Published information avallable
to the Right Holder, when
requested by the Petroleum
Administration, concerning the
prices of relevant qualities of
Crude Ol or other Petroleum
produced by the main
Petroleumn  producing  and
exporting countries, including
contract prices, discounts and
premia, and prices obtained in
the spot markets for such
qualities of Crude Ol and other
Petroleum and for other
relevant Petroleumn products.

The Value of Production and Royalty
Statement of each Calendar month
shall be submitted to the Petroleum
Administration no later than thirty
{30} Calendar days after the end of
such Calendar month.

6.3. Cost Recovery Statement

(a)

The Operator, on behalf of the
Right Holders, shall prepare with
respect to each Quarter a cost
recovery statement (hereinafter
refarred 10 as the “Cost Recovery
Statement”} with respect to costs
that are allowable and recoverable
uncder Section 4.  of this
Accounting and Financial
Procedure containing the following
information; -
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(b)

{i) Recoverable Costs
carried forward from
the previous Quarter, if
any,

(ii) Recoverable Costs
charged to the Joint
Account for the Quarter
in question;

(iii}  Total Recoverable Costs

for the Quarter in
question (the sum of (i)
and {ii));

{iv) Quantity and value of
Cost Petroleum taken
proportionally in Crude
Oil and other Petroleum
for the Quarter in
question; '

{v) Credits for costs
recovered for the
Quarter in question;

{vi) Total cumulative
Recoverable Costs
recovered up to the end
of the Quarter in
question;

(vii)  Recoverable Costs to be
tarried forward into the
next Quarter.

The Cost Recovery Statement of
each Quarter shall be submitted to
the Petroleum Administration no
later than thirty (30) Calendar days
after the end of such Quarter,

6.4. Statement of Expenditure and

{a)

Receipts

The Operator, on behalf of the
Right Holders, shall prepare with
respect to  each Quarter a
statement of expenditures and
receipts under the EPA {(hereinafter
referred to as the “Statement of
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Expenditure and Receipts”). The
Statement of Expenditure and
Recelpts shall distinguish between
Exploration Costs, Development
Costs and Operating Costs and cost
related to cessation of Petroleum
Activities and decommissioning of
Facilities, including amounts drawn
from the Decommissioning Fund,
and shall identify major items of
expenditures within these
categories. The statement shali
show the following;

(i) Actual expenditures and
receipts for the Quarter in
guestion;

(i)} Cumulative expenditure and
receipts for the budget year
in question;

{il) Latest forecast cumulative
expenditures at the year end;

{iv} variations between budget
forecast and latest forecast
and explanations thereof;

{v} Price per barrel of Crude Oil
soid:

(vi) Price per barrel of oil
equivalent of MNatural Gas
sold.

(b} The Statement of Expenditure

and Receipts of each Quarter shall
be submitted to the Petroleum
Administration no later than
thirty {30) Calendar days after the
end of such Quarter.

6.5. Profit Petroleum Sharing
Statement
(a} The Operator, on behalf of the Right

Holders, shall prepare with respect
to each Quarter a statement of
profit sharing (hereinafter referred
to as the “Profit Petroleum Sharing
Statement”). This statemant shall
contain the following information:

{i} The total amount of Profit
Petroleum to be shared
between the State-and the Right
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Holder for the Quarter in

guestion;

(i) The amount of Profit Petroleum
due to the State and to the Right
Holders {collectively) for the
Quarter in question;

(iiy The details of R-Factor
calculation for the Quarter in
question and the R-Factor to be
applicable to the following
Quarter:

(b} The Profit Petroleum Sharing
Statement of each Quarter shall be
submitted to the Petroleum
Administration no later than thirty
(30) Calendar days after the end of

such Quarter,

6.6. Final, End of Year Statement

The Operator, on behalf of the Right
Holders, shall prepare a final end-of-year
statement. The statement shall contain
information as provided in the Production
Report, Value of Production and Royahy
Statement, Cost Recovery Statement and
Statement of Expenditures and Receipts,
Profit Petroleum Sharing Statement, but
shall be based on actual quantities of
Petroleum produced, and cost and
expenses incurred.  Based upon this
statement, any adjustments that are
necessary shall be reported to the
Petroleum Administration Promptly and
made to the payments made by the Right
Holder pursuant to the EPA. The final end-
of-year statement of each Calendar year
shall be submitted to the Petroleum
Administration within ninety (90) Calendar
days of the end of such Calendar year.

Together with the end-of-year statement,
the Operator shall submit to the Petroleum
Administration an audit report prepared by
an auditor of international standing that is
authorized to practice in Lebanon, including
an attestation (audit opinion) that the
infermation in such end-of-year statement
is in accordance with the requirements gf
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the EPA, including this Accounting and
Financial Procedure.

6.7. Budget Statement

()

{b)

The Operator shall, on behalf of the
Right Holders and In accordance
with Article 13.3 of the EPA, prepare
an annual budget statement
{hereinafter referred to as the
»Budget Statement”). This shall
distinguish between Exploration
Costs, Development  Costs and
Operating Costs and shall show the
following:

{i) Forecast expenditures and
receipts for the budget year
under the EPA;

(i} Forecast cumuliative
expenditures and receipts @
the end of the said budget year;

{iil} A schedule showing the most
important individual items of
forecast Exploration Costs and
Development Costs for the said
hudget year; and

{iv) Decommissioning Fund
statement, showing cumulative
payments made into the
Decommissioning Fund and the
estimation of payments to be
made the following year, and
cumulative withdrawals from
the Decommissioning Fund, and
withdrawals expected to be
made during the following year.

The Budget Statement shall be
submitted to the Petroleum
Administration with respect to each
budget year on or before the date
set forth in Article 13{3) of the EPA.
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6.8. Local Procurement Statement

(a) Tha Operator, on behalf of the
Right Holders, shall prepare a Local
Procurement  Statement  that
should at 2 minimum include the
following information:

i} Anovendew of the Right
Holders compliance with
Article 20 of the EPA,
including the percentage of
the Right Holders and their
Contractors and
Subcontractors’ total
employees that are Lebanese
nationals;

{iiy The amount of expenditure
incurred by the Right Holder
directly or indirectly on
Lebanese originating
goods/services;

{li} The amount of recorded local
purchases (goods and services)
represented as a percentage
of of the total expenditures;

{iv) A comprehensive description
of the procedures adopted to
source and purchase local
goods and services; and

(v} A comprehensive variation
analysis between the actual
and budgeted local purchases.

(b) The Local Procurament Statement
shall be submitted to the
Petraleum Administration not later
than ninety {90) Calendar days after
the end of each year.

7. Language and revision of the
Accounting and Financial Procedure

This Accounting and Financial Procedure has
haen made in Arabic and English, However, in
case of conflict the Arabic orlginal shall
pravail,
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