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Petroleum Rules, 2041 (1985)

Date of Publication in Nepal Gazette
2041-12-4 (17 March 1985)

Amendments

1.

Petroleum (First Amendment) Rules, 2046
(1989) 2046-04-11 (2 1989)

Petroleum (Second Amendment) Rules, __
2051 (1994) _ (2 Sep.1997)

Petroleum (Third Amendment) Rules,

2062 (2005) 62-05-13 (29 Aug. 2005)

In exercise of the powers confe

y Section 2the Nepal Petroleum

Act, 2040 (1983), Government of Nepal has madddlaving Rules:

(2) These Rules shall come into force immediately.

Definitions : Unless the subject or context otherwise requinesthése

Rules:

(a) "Exploration Period" means initial Exploration Retiand extension

thereof as specified in Rule 16.
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(b)  "Exploration Operations" means all work necessargxplore for
Petroleum and evaluate the commercial developmdntarmy

discovery of Petroleum as provided in a PetroleugreAment.

(c) "Exploration Block" means the Exploration Block rked under

Rule 14 by demarcating boundaries under Rules d113@n

(d)  "Production Permit" means the Production Permhgassued under
Sub-rule (2) of Rule 20.

(e)  "Production Period" means the Production @ecified in
Rule 21.

)] "Production Operations” means all necessaryproduce,

itract Area" means the area described ir@oRum Agreement,

as reduced by the relinquishments pursuant to Rule
) "Dollar" means the United States dollar.

(m) "Inspector" means an individual, official or autitprauthorized by
Government under Section 11 of the Act.

1 Amended by Second Amendment.
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"Petroleum Costs" means all expenditures incurred IContractor
in conducting Petroleum Operations and which aréneé in a

Petroleum Agreement.

"Budget" means the itemized estimate of costs lotexrhs included

in a work programmeme.

"Calendar Year" means a period of Twelve conseeutivonths

beginning with January 1 and ending with t camBl

according to the Gregorian Calendar.

"Development Operations" means ork necessany

commercially develop a Field.

"Sale or Disposal' means an exchange orsfeanof

petroleum with or without pa

"Commercial Productio eans the day on whicbontractor

makes its first sale disposal of Petroleum pecedu in

Bom a Production Area.

2commercial qua

he Royalty to be retained by Goregnt pursuant
the Act.

"Royalty" n
to Section 13

e Date" means the date on which Governmantl a

ntractor sign a Petroleum Agreement.

ield" means an area consisting of a singlanaltiple Petroleum
reservoirs all grouped on, or related to, the samdividual
geological structural feature, or stratigraphic ditions from which

Petroleum may be produced commercially.

"Board" means the Petroleum Advisory Board consduunder
Rule 43.

3

Inserted by First Amendment.
Amended by First Amendment.
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(x)  "Calendar Quarter" means a period of Three cons&cumonths
beginning January 1, April 1, July 1 or Octoberntl @nding on the
following March 31, June 30, September 30 or DeaamBl,

respectively, according to the Gregorian Calendar.

Chapter 2

Selection of Contractor and Petroleum Agreement

Invitation for Bid : In case Government desires t ct Petroleum

Operations by employing a Contractor, Departm an invitation

for bid and publish notice thereto, in national § tional newspapers

prescribing a time limit of at least Sixty day: bmission of bids.

Particulars to be Mentioned in_Invi for Bid : The following

details shall be mentioned in invi or bid

€) Petroleum Operations.

(b) ut the Exploration Blocks.

(©)

(d)

Particula be mentioned in_Bid A company desirous of

ng Petroleum Operations shall submit &eddaid to Department
eformat prescribed in Schedule-1 with théofelng details within the
ne-limit prescribed in the notice published un&ere 3.

(@) Evidence showing that the bidder is a company.

(b) Name and address of the person authorized to abebalf of the
bidder.
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(c) Evidence showing that the bidder commands capitechinery,
equipment, tools and specialists required for uiadteérg Petroleum

Operations.
(d) Methods and time schedule of Exploration Operations

(e)  Minimum work programme and budget for the ExplamatPeriod

(including Two extensions).

()] In the event of the bidder to be a joint ventur
persons, particulars pertaining to their relati ponsibilities

and percentage of their share.

(99  Annual Work Programme and Budge first Cactt Year.

Evaluation of Bids (1) Upon receipt @ Department shall evaluate

them according to the following crite

(@ Financial cg ence of the bidder.

(b) Tech | competence and professional experience of

erience of the bidder in marketing of Petroleum.

(©)
Proposed minimum work and expenditure obligations

during the Exploration Period.

(e)

() Proposed educational and training facilities.

Proposed allocation of Net Petroleum.

(g Other facilities and benefits proposed.
(h)  Any other relevant particulars.

(2) In the course of evaluation of bids, Departmaray ask for

additional details or clarification on any matté@m any bidder.
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7. Negotiations After evaluation of bids, Department may undertake

negotiations with the qualified bidders.

8. Approval of Bids: On the basis of its evaluation of bids and negotiat

with bidders, Department shall forward the bidshwis recommendations
to Government for approval and Government shalidéew/hether or not to

sign any Petroleum Agreement.

9. Notice for_Signing Petroleum Agreement (1) De

, and notify

it of the date, time and place for signing the &letr ement.

inform any bidder approved by Government pursua

(2) In case a successful bidder witho eraedails to appear

for signing the Petroleum Agreement a me tmaed in the notice

sent under Sub-rule (1), Governme ake alternarrangements.

10. Petroleum Agreement (1) N , ho bidder shall be granted more

than two Exploration Blocks fo troleum Operagion

ule (1) One Petroleum Agreenreal be

an one Exploration Block.

Agreements shall be substantiallpesigin the format
chedule 2 with such additions oretitels as may be

Government.

°Secretary, Ministry of Industry shall sign Petroleum

Agreements on behalf of the Government.
Chapter-3

Demarcation of areas

4
5

Amended by Second Amendment.
Amended by Second Amendment.
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Surface Boundaries of Exploration Blocks and @nhtract Areas:

Exploration Blocks and Contract Areas shall be deaiad by longitudes
and latitudes, and international boundaries or jment natural

topographic features, such as mountain divides/er courses.

Surface Boundaries of Production AreasProduction Areas shall be

polygons in shape and be demarcated by definitgrgphical co-ordinates.

Vertical Boundaries of Exploration Blocks, Cotrac s and

Production Areas. The vertical boundaries of ation Blocks,

Contract Areas and Production Areas below thé hall be vertical

planes projected through the surface bound areas.

Exploration Block shall be
ot exceexd TRousand (5000)

Area of Exploration Block The area

as demarcated by Department and <

square kilometers.

Power to _Conduct Surveystor the purpose of clearly demarking

Exploration Blocks, co reas, and Produci#oeas, Department may

as it may deem neceSsary, at Contractor's costjucorsurveys or order

Contractor to conduet surveys.

Chapter 4

Exploration

ploration Period °(1) The duration (period) of the Initial Exploratio

shall be Four Contract Years from the EffectiveeDattthe commencement
of petroleum agreement and may be extended upeT@ontract Years if

found necessary.

® Amended by Third Amendment.

7 www.lawcommission.gov.np



www.lawcommission.gov.np

7(1a) After the completion of the Initial Exploratid®eriod pursuant
to Sub-rule (1), the duration of exploration mayeended twice by not
exceeding Four Contract Years as mentioned in ¢ieleum Agreement,

if found necessary.

Provided that, while extending such duration theheaxtension

period budget shall include a programmeme to dtikeast one well.

oration

8(2) Department may further extend the duration
Period for such time as may be reasonably necessa e drilling,
logging, testing or plugging of any well which ig being drilled,
logged, tested or plugged at the end of g toraPeriod, or to
complete any appraisal work, the eval of atiscoveries, the

preparation and submission of detaile elopriéork Programme and

Budgets and/or an application fet roduction Reror to secure an
export market (including necéssary arrangements iaftdstructure) for

Petroleum from a Field wi has been discovered@ontract Area.

17. Relinquishment ofsAreas (1) Contractor shall relinquish areas as

follows:

- At least Fifty per cent of the original Contact are
excluding any area falling under a Production Alsa,

the end of the initial Exploration Period.

Twenty Five per cent of the original Contract Area,
excluding any area falling under a Production Alsa,

the end of first extension of the Exploration Pdrio

(c)  Subject to Sub-rule (2) of Rule 16, all remainimgas

of the original Contract Area, excluding areasirigll

" Amended by Third Amendment.
8  Amended by First Amendment.
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under a Production Area, by the end of the Expiomat

Period.

Explanation: For the purposes of Sub-rule (1),
Production Area includes any area over which a

request for a Production Permit is under considarat

(2) Notwithstanding anything contained in Sub-r(8, each area

which is relinquished from time to time shall be tess tha per cent

of the original Contract Area and shall be compasfetb S blocks.

(3) Government shall have the right &mré the Petroleum

Agreementto order a Contractor to relinquis onal areantaining a

Field if after the completion of apprai snch areas Contractor
does not apply for a Production P n whiclseca&Contractor shall

relinquish such areas as provided Petroldgreement.

10(4) During the Explore Period, Contractor may,any time,

relinquish any portio the Contract Area and sllch wvoluntary
relinquishments shal redited towards the meongaelinquishments as

specified in Sub-
Chapter-5

ogrammeme and Budget and Allocation of

Petroleum

18. Information to be Furnished: If Petroleum is discovered in any

Contract Area, Contractor shall immediately delii@Department a notice

of discovery, and promptly submit all informatioarfaining thereto.

9

Inserted by First Amendment.
10

Inserted by First Amendment.
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Appraisal Work Programme _and Budget If Petroleum found in any

Contract Area is of possible commercial significan€ontractor shall,
within Ninety days after the date of a notice cfodivery given under Rule
18, submit a detailed appraisal Work Programme Bundget to evaluate
the commercial development of the Field to Depalntmjellf Contractor

considers such appraisal not necessary in ordevdtluate the commercial

development of the Field, Contractor may submitifigation thereof and

proceed to apply for a Production Permit.

Development Work Programme and Budg Pohiction

Permit: '41) In case appraisal work s at a Field can b

commercially developed, Contractor sh inrgasonable period,
apply to Department for a Producti mit. Sugdplieation for a
Production Permit shall include ' d DeveleptWork Programme

and Budget for commercial eloping the Fieldydaa detailed

the developn

shall issu duction Permit.

the extent of a Field subject to a ProductiBermit is

trated to be different than that for whidah Bermit was issued, the
duction Area subject to the Production Permitlistbe adjusted

accordingly. Provided that, the area covered shallentirely within an

unrelinquished Contract Area.

11
12

Inserted by First Amendment.
Amended by First Amendment.
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34) If a Contractor discovers Natural Gas, whetbernot in
association with Crude Oil, Department and Contnasthall immediately
consult for the purpose of developing commercial assuch Natural Gas.
If no commercial use for Natural Gas has been dgeel, Contractor shall
have the right to request a Production Permit tabé&n Contractor to
develop a commercial market, as specified in tHeolsim Agreement. In

order to assist Contractor to develop a commemaket for such Natural

shall be established. The committee shall joirglyie ssments of the

discovery, adopt procedures for planning co elopment, and

1921. Production Period The duration o oduction shall expire Thirty

remains possible at the expir such ProdacReriod, Department

shall extend a Production4Period for the periochiafjected commercial

Five years.

22. Im (1) Government shall retain as royalty as

13 of the Act not less tli#y. per cent of all

Petroleu ed within a Contract Area.

etroleum Costs to Contractor, shall be allocatedsévernment and to

Contractor in accordance with the provisions offle¢roleum Agreement.

(3) For the purpose of this Rule, Petroleum produeathin a

Contract Area means the amount of Petroleum remgiafter deducting

13

Inserted by First Amendment.
14

Amended by First Amendment.
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the Petroleum used as follows from the amount dfogam produced

from each Field within the Contract Area:

(a) Petroleum used for analysis, test, or in Petroleum

Operations.

(b) Natural Gas made available without cost to other
Contractors for the purpose of conservation of

Petroleum resources or flared, with t rior aparo

of Department.

(c) Natural Gas utilized by Gove at its own risk.

Chapter 6

Petroleum Op

23. Details to be Furmished (1) Thirty days prior to undertaking

any Petroleum Operation ractor shall subnet fibllowing details

concerning the propose

(a)

sed work programme in detail.
me schedule.
Map of the area showing proposed location of work.

If the work is to be carried out by a Subcontracitsr

name and address.

(3) In case necessary changes is to be made nethds submitted
under Sub-rule (1) Contractor shall submit the ket proposed changes

Fifteen days prior to such change is made.

(4) After the details under Sub-rule (1) or (2) received,

Department may ask for additional information fr@dontractor, and it

12 www.lawcommission.gov.np
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shall be the duty of Contractor to furnish the miation so requested as

soon as possible.

Standards of Conducting Petroleum Operationsot be Prescribed

Department may prescribe that Contractor in respdctany specific
Petroleum Operations shall comply with the stanslaod oil field
operations published by a recognized professionatitution, with or
without any modifications for conditions in Nepal.

Conduct of Petroleum Operations Contracto make the

following arrangements while conducting Petrol

(a) Establish security areas around all m JEgent and tools.

(b)  Erect fences at a distance of than Fiftyens from any

drilling rig, generator, and ot ctures.

(c) Provide secure storag for all explosivepnadgors, and

similar dangerous materials used in Petroleum Qpeas

(d)  Avoid causing s or damage to life, propertgrops.

(e) intai of workers working in each workarand send a

M . tain a register of workers in the form presedtby Department,

nd send details of workers joining or leaving gvemonth to

Department within the first week of the followingomth.

(90 Report to Department within Seventy Two hours isecany worker
is injured while performing his duties in conneatiwith Petroleum

Operations.

(h)  Arrange an adequate supply of first-aid medicinas @quipment at

each area and maintain healthy environment fowtbrers.

13 www.lawcommission.gov.np



www.lawcommission.gov.np

() Arrange necessary insurance as provided in Petrokgreement.
(), Provide safety and fire-fighting equipment in eagirk area.

26. Operation _and Maintenance of Wells (1) Contractor, before

undertaking any drilling or workover operationsablgive written notice to
Department at least Fifteen days prior hereto oiolg such notice of its
detail drilling programme. Contractor shall givefg2etment as much notice

as practicable before undertaking logging or casing

(2) In all well drilling, production and mai naoperations,

Contractor shall:

(@) Not drill a well in such ahannrér that it passestigh

an underground ve ane of the boundary ef th

Production Are

(b)

d maintain records thereof.

drilling mud of proper specifications and in
appropriate quantities in order to prevent the btaw

of Petroleum from any well.

Take cutting samples at intervals not exceeding Ten

meters apart oras directed by Departmetitroughout

the depth of the well while drilling wells. Such
samples shall be labelled with the number and the

relevant interval of depths of the concerned well.

15 Inserted by First Amendment.
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(e) In cases where core samples are taken, the coa#ts sh
be split and placed in core boxes in stratigraphoer.
The body of each core box shall be accurately ladbel
with number of cores, the depth of top and bottom
intervals of the cores, percentage of core reco\ang

the name of the well.

()] Make available to Department within~

27. Flow Rate Measurement Equipment ang

for measuring the rate of flow of Cr | or NatiuGas of the type as

prescribed by Department.

(2) The method of installation of equipment undeib-8ule (1) or

procedure for measure calculation and caldmaif the rate of flow

of Crude Oil or Natu as shall be as prescripe®epartment.

1)"In the event equipment for measuring the rdtdow of Crude
Natural Gas is damaged or unable to be usedany reason,
Contractor shall evaluate the rate of flow by using best available data,

as approved by Department.

(5) A Contractor shall submit to Department a répof the
calibration of equipment for measurement of ratélaf of Crude Oil or
Natural Gas in the form prescribed by DepartmenhiwiSeven days from

the date of completion of calibration.

15 www.lawcommission.gov.np
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Construction, Maintenance and Use of Permanerfacilities: (1)

Contractor shall construct, operate, repair andntaai all facilities

required in a Production Area in connection witlr&leum Operations.

(2) Contractor shall have the right to construgterate, repair and
maintain road, pipe-line and other transportatieommunication and
storage facilities outside a Production Area nemgsdor Petroleum
Operations subject to prior approval of work prognae and-budget by
Department and the acquisition of land requiredsioch ons under

Section 17 of the Act.

(3) If Government of Nepal undertake -“consibnctoperation,
' scriiad Sub-rule (2),

h faedifor appropriate tariffs

repair and maintenance of the facilities
Contractor shall have the right to us

as fixed by Government.

(4) Government of Ne

ment of Nepal upon completion of construcbomstallation.

(6) Government of Nepal may order a Contractoretmave at the
cost of Contractor, all or part of the facilitiesdaother assets described in

Sub-rule (5) at the end of Petroleum Agreement.

(7) Title to the facilities and assets removed urslgb-rule (6) shall

pass to Contractor.

16

Amended by First Amendment.

16 www.lawcommission.gov.np



29.

30.

www.lawcommission.gov.np

Work upon Completion of Petroleum Operations After completion

of Petroleum Operations in any area or after th@rg>of the duration of
Petroleum Agreement or after the termination ofRle¢roleum Agreement,

Contractor shall perform the following work at loisn cost:

(@) Restore the area used for Petroleum Operationststooriginal

condition, unless otherwise instructed by Departmen

(b)  Erect walls or fences around any holes, pits, tn wells in

order to prevent any possible danger to persoag

(c) Remove all structures, foundations, mac gent, and other

materials which are of no further use,- S otiser instructed by

Department.

Reports and Information (1) Co hall submit to Department the

following reports and infor concerning Pettoh Operations

undertaken by it.
(a)
(b) .

, quarterly and annual reports.

rts on magnetic and gravity surveys.

Reports on surface geological surveys.

Reports on seismic data and interpretations thereof
Reports on drilling operations.

Reports on investigation of Petroleum reservesld Fie

limits and economic evaluations.
(g0 Reports on production of Petroleum.

(h)  Safety programmes and reports on accidents.

17

Inserted by First Amendment.
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(m)
(n)

(0)

(2) Contractor shall su

documents, data and i

Agreement.

31. Magnetic_and
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Procurement plans for goods and services, and £opie

of all contracts with Subcontractors.

Design criteria, specifications, maps and consioact

records.

Reports of technical investigations relating to

Petroleum Operations.

Statements of Petroleum Costs.
Reports on education and traini ammes.

Such other reports as may b uired accorditigeto

accounting procedures ibed by Government of

Nepal.
Any other repor ay be required by Department.

Department all otb@mples, reports,

ation which are requuoeder Petroleum

avity _Surveys (1) Contractor shall submit the

following to D

(d)

(€)

rhent concerning magnetic andvigyasurveys:

Flight path maps in 1:50,000 and 1:250,000 scales.
Aerial magnetic recording tapes.

Daily records of the earth's magnetic fields.

Specifications of equipment used in the magnetit an

gravity surveys.

Reports on the interpretation of Clauses (a), (o) &)
together with maps showing the intensity of magneti

and/or gravity and depth of basement, and struictura

18 www.lawcommission.gov.np
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maps in botlt®ransparencies and paper prints at scales
used by Contractor as well 450,000 and 1:250,000

scales.

(2) Reports on Clauses (a), (b), (c) and (d) dimlsubmitted within
Thirty days after completion of the magnetic anavjy surveys, and

reports on Clause (e) shall be submitted withineflirdays thereof.

to:

(@) Geological maps in scales used Contractor andcates of
1:50,000 and 1:250,000 a

collection of samples in 1

| showing the latabib the
scale in botmdpmarencies and

paper prints.

(b)  Analysis of Pe
petrology, pe

reservoirs specifying the krotypes,
ility and porosity.

(c) Petroleum ce rocks analysis, consisting ofl tmtganic carbon

pes and maturity.
ntology analysis, stratigraphy, and envirortroéde position.

c Surveys(1) Contractor shall submit the following in rettito

mic surveys:
(@)  Source and receiver pattern diagrams.

(b)  Specifications of equipment used in seismic surveys

18 Amended by First Amendment.

19
20

Amended by First Amendment.
Amended by First Amendment.
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Maps showing permanent marks used in the survey in
1:50,000 scale.

Seismic shot point maps at Contractor's scale sasod
at 1:50,000 and 1:250,000 scales, if used by

Contractor, in both transparencies and paper prints

Source wave form characteristic analysis.

Weathering profile.

Magnetic field tapes and final .p
reprocessed tapes if the

reinterpretation and/or lo

e second per Five cm. vertiedésc

seismic sections interpreted and

Velecity analysis and interval velocities at ea¢iots

. point location which Contractor has determined.

Seismic interpretation of ewvery horizon which
Contractor has interpreted, including thickness,
structure, facies, environment, geochemical maturit
and any other interpretive maps which Contract@ ha

constructed during the course of his study.

Maps prepared under Clauses (j) and (k) at theescal

used by Contractor as well as 1:250,000.

(2) Reports on Clauses (a), (b), (c), (d), (e),(d), (h), and (i) shall

be submitted as soon as possible after the adquisif the seismic profiles

2C www.lawcommission.gov.np
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and in no case later than Sixty days after thepné¢ation of the seismic

profile.

(3) Reports on Clauses (j), (k) and (I) shall bémsitted within

Ninety days after completion of the interpretation.

Drilling of Exploration and Production Wells: Contractor shall

submit the following details to Department in rejdao the drilling of

exploration and production wells within the follovg time-li

(@) A daily report within 13:00 hours of the follow which must

contain the following details:

(1) Names of well and Contractor."
(2) Date and time of operatior
(3 Name ofdrilling ring
(4) Days of previou ation on the particular well.
(5) Depth of wel
(6)
(7)

me of report.

eviation of well.

Type, weight, and specification of drilling mud (.0
Operation and problems during previous 24 hours.
(11) Lithology within previous 24 hours.

(12) Petroleum found.

(13) Type, size, weight and depth of casing.

(14) Cementing.

21 www.lawcommission.gov.np
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(15) Pressure test of Petroleum blow-out preventer,ngasand

other related equipment.
(16) Well-logging, including type and depth of logging.
(17) Core sampling.
(18) Flow tests and the depth thereof.

(19) Wellabandonment.

(20) Dirilling rig, release.
(21) Conditions of weather.

*(b) A complete suite of continuously s algé at a scale of

1:1,000 in transparency and pap within fihdays of the
completion of the logging ope in additiontte well logs at

various scales which are rec in the normaisepaf logging.

c) The well completion, report shall be submittedhw Ninety days
after the completi a well. In case there dearcreasons and
basis due to he report could not be subnhitt@hin the said

ent may extend the period by adwdifidNinety

report shall include a complete desonpof the results
ell, test results, details of geology anihology, log
pretation results, including formulae and noelth of
alculations, and petroleum, water and pressurdysem The well

completion log shall be at a scale of 1:1,000 dradl sonsist of:
(1) Logcurves.
(2) Lithologic descriptions.

(3) Formation tops.

21

Amended by First Amendment.
22

Amended by First Amendment.
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(4) Velocity information.

(5) Shows and tests.

(6) Casingand plugs.

(7) Cores.

(8) Paleontologic and palynologic markers.

(9) Environment of deposition.

(10) Other information which Contractor has plgtted @wnown well
logs and which contributes to the in tatiorihef results

of the well.

(d) Interpretation of the logging of udinformula calculation

within Thirty days after comp Finterpretarti

(e) Sample report analysis. Thirty days aftmmpletion of

digging the well.

()] Test report incl “following details withihirty days after

completion of st of the well.

est.

Hydrocarbons and analysis of water.
Pressure analyisis.

35. Petroleum Production Contractor shall submit the following details to

Department in regard to petroleum production wittiie following time-
limits:
(@) A daily report within 13:00 hours of the followinday, with

following details:

23 www.lawcommission.gov.np
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(c)

(d)

(e)

www.lawcommission.gov.np

(1) Amount of Petroleum produced.
(2) Amount of Petroleum stored, sold, or disposed.
(3 Amount of Petroleum used as fuel.
(4)  Amount of Petroleum flared.

(5) Gravity and viscosity.

(6) Vapour pressure.

(7)  Pour point.

(8) Dew-point and composition of Natur

(9 Impurities.

(10) Water produced and resul e analysis.
(11) Tubing and casing p

(12) Choke size.

(13) Welltest.

(14) Operati uring the previous 24 hours.

, giving reasons, length and detaflavork over

days after the completion of the worler.

ulation report, stating methods and detailmaferials used for

purpose within Thirty days after the completioh such

operations.

Bottom hole pressure test report within Fifteen dafter the

completion of such test.

Production test report including details of caltiola within Thirty
days after completion of the test.

24 www.lawcommission.gov.np
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23(f) Reports concerning petroleum reserves, limifstlee field, and

economic evaluation(s) (as specified in Developmatiork

Programme).

Chapter 8

Surface Rental, Bonus and other Fees

36. Surface Rental and Other Fees Contractor shall pay

and other fees to Government in Dollars at the
Schedule-3.

37. Calculation of Surface Rental All paymen rface rental shall be

computed on a Calendar Year basis, re ata to reflect rights to

areas for less than a full Cale ear. Each paymshall be
accompanied by a summary whit icates its bakisomputation. If
during any Calendar Year a change occurs in the af¢he Contract Area

which results in a chang the payment due, dyenent for the following

Calendar Year shall Justed accordingly to acamegte for the change.

38. Time for PayingiSug
the first Cale

ace RentalContractor shall pay surface rental for

dar Year within a period of Thirtgys after the Effective

ach successive Calendar Year withinty days after the

the Calendar Year.

39. ure and Production Bonus The signature bonus shall be paid

within Thirty days of the Effective Date and theguction bonus shall be
paid within Ninety days of the Commercial Produsti®ay, if the

Petroleum Agreement includes the provision of ueyments.

2 Amended by First Amendment.
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Chapter 9

Inspection and Investigations

40. Inspections and Investigations(1) An Inspector may at any time visit

any Contract Area and initiate inspections andstigations.

(2) An Inspector may take necessary equipment ansbpnel along
with him/her while undertaking inspections and stigations’
rule (1).

41. Power to Demand Clarifications In course nspections and

investigations in case it is found that a C failed to perform

his/lher work in accordance with the his Rules Petroleum
Agreement, or it is found to ha mitted anyegularities, the
Inspector may ask for clarificati Contractorrespect thereto, and

Contractor shall give written ation withirethme prescribed by the

Inspector.

42. Inspection and In ation ReportsAn Inspector shall submit the

receiving reports under Sub-rule (1), Bement may issue
nece directives to Contractor, and it shallCmmtractor's duty to

with them.

Chapter-10

Advisory Board

43. Constitution of Petroleum Advisory Board: A Petroleum Advisory

Board comprising of the following members shalldomstituted as referred

to in Section 7 of the Act:
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(€)
(d)
(€)
(f)

(9)

(h)
(i)

24 (i1)

()

www.lawcommission.gov.np

Minister, Ministry of Industry - Chairperson

Member, National Planning

Commission - Member
Governor, NepdRastra Bank - Member
Secretary, Ministry of Industry - Member
Secretary, Ministry of Finance - Member

Secretary, Ministry of Law

and Justice

Secretary, Ministry

Commerce - Member
Secretary, Minist - Member
of Forest - Member
al, Department
d Geology - Member
or-General, Department
of Taxation - Member
Director-General, Department
of Customs - Member
General Manager, Nepal Oil
Corporation - Member
Project Chief, Petroleum
Exploration (Promotion)
Project -Member-Secretary

24
25

Inserted by Second Amendment.
Amended by Second Amendment.
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(3) Government of Nepal may change the size or csitipn of the
Board constituted under Sub-rule (1) by a Notifimatpublished in the
Nepal Gazette.

(4) The Board may, if it so deems necessary, in&itg local or
foreign individual who is well-acquainted with tfetroleum industry to

participate in its meetings in the capacity of aseyver.

Functions, Duties, and Powers of the Boardhe dut

shall be to advise Government of Nepal on the
(@)  Selection of Contractor to carry out Petro
(b)  Amendments of Petroleum Agreem
(c) Extension of Production Period
eal in Petroleupe@tions.

(d) Participation by Governmet

(e)  Supply of Petroleum to meet internal demand.

()] Imposition of te y ban on the export of Petat pursuant to

the Section 1 e Act.
(9) Marketing of\@overnment's Entitlement to Petroleum.

- f rights and obligations by Contractors.

Venture arrangements.
Arbitration. Termination of Petroleum Agreements.
(k) Any other matters referred by Government of Nepal.

Meetings and Procedure of the Board 1) Meetings of the Board shall

be held at the time and venue as specified by t@r@erson.

(2) Meetingsof the Board shall be presided over by the Chesiqre

and, in his absence, by a person designated byliagrperson, or by a
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person selected by the members in case the Chsarpéias not designated

any person to preside over the meeting.

(3) The opinion of the majority shall be bindingraeetings of the
Board. In the event of a tie, the person presidingr the meeting may

exercise a casting vote.

(4) The Member-Secretary shall record and certify decisions of
the Board.

(5) Other procedures of the Board shall be d by the

Board.

Chapter-11

Governmental p

Right of Participation: Gove of Nepal shall have the right to

participate in Petroleum O lons under PetroleAgreements, to the

extent of the percentage rest specified inteol®Iim Agreement.

Procedure for Participation The procedures for participation by

Government of al in Petroleum Operations underPetroleum

Agreement_ s e as specified in the Petroleumeément.

Reimk ment _of the Expenditure In case Government of Nepal

es in Petroleum Operations, it shall famse to Contractor its
ire of Petroleum Costs without interest incubrgdontractor up to the
time Government of Nepal elects to participate,tloa terms specified in
the Petroleum Agreement. However, in no case sfaernment of Nepal
reimburse any share of expenses incurred by Cdotrdar training and
education, bonus and any other payments made bytraCtor to

Government of Nepal.
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Operating Agreement In case Government of Nepal participates in

Petroleum Operations under a Petroleum Agreement, operating
agreement shall be concluded between GovernmentNepal and

Contractor according to international oil indugtnactice.

Chapter 12

Miscellaneous

Power to Sell Data, Information, etc. Departm have the

power to sell geo-physical and geological data, and analyses,

as well as other information relating to EXp Blocks opened for

Petroleum Operations.

Basic Data and Samples to be Nepatontractor shall keep

all basic data and samples, a orts relatiegetd, obtained in the

course of Petroleum Operations in Nepal, exceptcases in which

Department grants per on for taking them outNefpal for tests,

Facilities to be Rrovided Department shall have the authority to assign

o observe all Petroleum Operatiansl to assist

ntees to be FurnishedContractor must provide a guarantee of a

financial institution acceptable to Government ofepdl to secure

performance of its work obligations under a PetroleAgreement.

3C www.lawcommission.gov.np



www.lawcommission.gov.np

2553A. Confidentiality: All information, documents, data and materials aegl

4.

95.

56.

S7.

by a Contractor during Petroleum Operations shalképt confidential in

accordance with the provisions of the PetroleumeAgrent.

Valuation of Petroleum Price of the Petroleum shall be fixed based on

the objective standards. Exported crude oil is ¢ovhalued at weighted
average realized price received in arm's lengtimsaations in freely
convertible currencies from non-affiliated thirdpes, not involwing barter

or other special considerations.

Unitization: In cases in which joint developme l-operatibone or
reses and to facilitate

more Fields is desirable to conserve Petrole
t"shallehthe authority to

development more economically, Dep
order one or more Contractors to ] evelopaaga under a joint

operating programme approved yartment.

Use of Associated Natu case, a Contractor who is producing

Crude Oil determines il not be commerc@develop Natural Gas
Crude Oil, GovernmentN#pal shall have the

utilize such gas as descriedhe Petroleum

found in associatio
Authority to tak

Notifications to be Published Notifications relating to the following

hall be published in the Nepal Gazette:

- Invitations for bids to undertake Petroleum Operai

(b)  Singing of Petroleum Agreement.
(c) Relinquishment of area by Contractor.
(d) Issue of Production Permit to Contractor.

(e) Termination of Petroleum Agreement.

26

Inserted by First Amendment.
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Schedule 1
(Related to Rule 5)

Form of Bid

Government of Nepal

Department of Mines and Geology

Lainchour, Kathmandu
Nepal

... and registered
under the laws of.................. in the name. of........ 0 undertake Petroleum
Operations in Exploration Block No
Nepal Petroleum Act, 2040 (1983) and N

hereby submit this bid along with

eum Agreement subject to
etrol®ules, 2041 (1985). We
llowing &gt and bank draft of

Dollars......ccccu......

(D) behalf of the dxidd

22)  Minimy obligations to be undertaken aagenses to be incurred

desires to undertake Petroleum Operationgnore than one
Exploration Block under one Petroleum Agreement;knabligations are to

be proposed for each Exploration Block.]

€) During the initial Exploration Period at leasie following work

obligations shall be carried out:

27 Amended by First Amendment.
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Work obligations Amount

[insert details]

Drrill well(s)

to a depth of meters

or economic basement,

whichever is reached first. Uss$

In carrying out such work obligations feumsSoof

( ) Dollars will be budgeteds
the portions of the work obligat

h amount is alleato

indicated\ze.

Note: Drilling of a well is ndatory in the initi&xploration

Period.

(b) During the firs nsion of Exploration Reti at least the

Amount

rill well(s)

to a depth of meters
or economic basement,

whichever is reached first. Us$

In carrying out such work obligations, PetroleumstSoof
( ) Dollars will be budgeted, which amount is all@dto

the portions of the work obligations as indicated\ze.
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(c) During the second extension of Explorationidterat least the

following work obligations shall be carried out:

Work obligations Amount

[insert details]

Drill well(s)

to a depth of meters

or economic basement,

whichever is reached first. USs$

In carrying out such work oblig: , Petroleum sBo of
( ) Dollars w

obligatiossiraadicated above.

budgeted, which amount is

allocated to the portions of

2&Note:

1) In case th er undertakes Petroleum Operationsore

{ An obligation to drill a well is not mandatory the Initial

Exploration Period.

Education and training facilities to be provided
[See Sub-sections (2) and (3) of Section 48 of Galec?]

(@) During each Contract Year of the Exploration Perad
minimum of () Dollars shall be spent, as directed by

the Department, on the education and training of

28

Inserted by Second Amendment.
29

Amended by First Amendment.
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Nepalese nationals (who are not employees of
Contractor) in fields related to petroleum resource

development, such as:

(specify the scholarships, educational grants, ystud
programmes, libraries, laboratories, equipment, ®tc

be provided).

Within Sixty days after the Effe Date, an

additional sum of_( Dollars shall \ade available,

as directed by the Departm o utilized i th

etention of royaltgnd

Government’s Contractor’'s

Allocation Allocation

of Net of Net

Petroleum Petroleum
______percent ____ percent
______percent ____ percent
______percent _____ percent
to ______percent ____ percent

Ower 100,000
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Natural Gas
Portion of Govermment's Contractor's
Average daily Allocation Allocation
Production of Net of Net Petroleum
(M.M.C.F.D) Petroleum
Up to 10,000 percent
10,000 to percent
to percent
Ower

(5)  Documents Attached

(a) Evidenceo

(b) Evide

(c) E

alists and experience possessed by the bidder

Name of Bidder:

Authorized Signature:

al status of the bidder.
f authority of the person signing the bid

nce of the capital, machinery, equipment, ool

, carry out Petroleum Operations.
Methods and time schedule of Exploration Operations

Annual Work Programme and Budget for Explorations

Operations during the first Contract Year.

Evidence of joint venture, if applicable.

36
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Schedule-2

(Related to Rule 10)

Form of Petroleum Agreement

This agreement is made between Government of Népa¢inafter called

"Government"), and a, corporation

organized and existing under the laws of hereinafter

called "Contractor").
WITNESSETH:

Whereas, title to Petroleum existing within the y Nepal is vested

in Government, and all rights related to Petrol ions belong exclusively

to Government;

1ote the development toleem
ic;and sdmealefit of the people;

Whereas, Government wishes

resources within Nepal for the econ

Whereas, Contractor the capital, technical competencel a

professional skills necess: carry out PetroleDperations, and wishes to

carry out Petroleum Op s in Exploration Bldédk; and

Whereas, etroleum Act, 2040 (1983), provides thatrdfeum

of Petroleum Operations in Exploration Block No.
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Chapter 1

Scope and Definitions

Scope The object of this Agreement is the exploratiornvelepment and
production of Petroleum in the Contract Area.

(2) Contractor shall be responsible to Governmenthe execution
of Petroleum Operations in accordance with the iprows of this

Agreement, and under the supervision of Government.

necessary to conduct Petroleum Ope ‘exceptherwise provided

in this Agreement.

(5) Contractor shall car Petroleum Operatiahdts sole cost

and risk, except as othetwi rovided in this Agrent. The costs

incurred by Contractor arrying out the saidr&leum Operations will

be reimbursed to Contractor in accordance with @ma hereof. If no

commercial field isydiscovered in the Contract Aaif the production

achieved i fficient to reimburse Contractopn@actor shall bear its

own |

‘Contractor shall not have any rights to Petroién the Contract

- a, except the right to carry out Petroleum Ofi@na and to receive an

allocation of the Petroleum produced as providetthi;m Agreement.

Definitions The words defined in Nepal Petroleum Act, 2040 @98hall
have the same meanings for the purpose of thisehgeat. In this

Agreement, unless the context indicates otherwise:

(a) “Exploration Period” means the initial exploratigperiod and

extensions thereof, specified in Chapter 2.
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(b)  “Exploration Operations” means all work necessaryexplore for
Petroleum and to evaluate the commercial developnoénany
discovery of Petroleum, as may be described in raua Work
Programme under Sections 13 to 15 or appraisal Woogramme

under Section 17.

(c) “Non-Affiliated Party” means a person who is indegent from

either party under this Agreement.

(d)  “Production Permit’ means a permit to be issu tion 24.
(e)  “Production Period” means the period sp

)] “Production Operations” means all wo cessamyrtmuce, treat,

transport, store and sell or dispo

X escribea Rroduction Permit,

g) “Production Area” means t
and for the purpose of s 5, 6 and 8, iuthe$ any area over

which a request for aProduction Permit is undersiteration.

(h)  “Act” means NepalPetroleum Act, 2040 (1983)

() “Subcontragt eans any person hired by Contratctaarry out

m Operations.

(), “ " Year’ means a period of twelve conse@utmonths

ining on the Effective Date or on an anniversdithe Effective

ate, according to the Gregorian Calendar.

“Contract Area” means the area described & Amnex hereto, as
reduced by relinquishments in accordance with trevipions of
Chapter 2 and 3.

30

Amended by First Amendment.
31

Amended by Second Amendment.
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) “Work Programme” means an initial, annual, applaisa

development work programme under Section 13, 14r1IB.

(m) “Contractor's Entitlement” means Contractor's altoan of
Petroleum produced in the Contract Area as deteanionder
Section 34.

(n)  “Dollars” means United States Dollars.

(0) “Rules” means the Petroleum Rules, 2041 (1985)

(p) “Petroleum Costs” means all expenditures i Cbntractor in
the conduct of Petroleum Operations u
defined in Chapter 7. :

Agent and as

(@ “Budget” means the itemized e of costs bitens included

in a Work Programme.

()  “Calendar Year” means od of twelve (12) censee months

beginning Januar nd on the following déaser 31,

according to the orian calendar.

rations means all work necessacyiamercially
Ild and as may be described in a deveat Work

e under Section 18.

(s) Developme

develop a Fi

\le or Disposal” means any sale, exchange orsfeanof

etroleum with or without payment.

“Commercial Production Day’” means the day on whgdntractor
makes its first sale or disposal of Petroleum pecedu in

32commercial quantitiesfrom a Production Area under this

Agreement.

%2 Inserted by First Amendment.
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(v  “Royalty” means the amount of Petroleum to be regdi by

Government pursuant to Section 13 of the Act.

(w) “Effective Date” means the date on which Governmemd
Contractor sign this Agreement.

¥(x) “Field” means an area consisting of a singlemuritiple Petroleum

reservoirs all grouped on, or related to, the samdividual

geological structural feature, or stratigraphic ditio which

Petroleum may be produced commercially.

(y) “Government's Entitlement” means Go ent's lemient of
Petroleum produced in the Contract a as deteunionder

Section 34.

(z) “Calendar Quarter” means a f three (3) eonsve months
y 1 or Octobernt &nding on the
30, September 30 or DecamBl,

to the Gregorian calendar.

beginning January 1, A
following March 31, J

respectively, ac

» Chapter 2

Exploration Period

%3, Explorati b The initial duration of the Exploration Period dHhad

act Years, starting on the EffectiveeDdthe duration of the
yn Period shall be extended for Two sesoe periods of

ract Years and Contract Years, subjeSetdion 4.

4. Extensions of Exploration Period If Contractor wishes to extend the

Exploration Period, it shall give Department notiieleast Ninety days
prior to the termination date of the current Exatmn Period. Department

shall extend the duration of the Exploration Perjmdvided Contractor has

33

Amended by First Amendment.
34

Amended by Second Amendment.
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fulfilled the work obligations set forth in this @pter for the current period,

and has provided a new bank guarantee under Sd@ion

%5, Additional Extensions If Contractor applies at least Ninety days prior to

the termination date of the second extension oftkeloration Period, to
extend the duration of the Exploration Period tmptete drilling, logging,
testing or plugging of any well which is actualleibg drilled, logged,
tested or plugged at the end of the Explorationodeior to co

appraisal work, the evaluation of any discoverit® ation and
submission of detailed development Work Progra dgets and/or
the application for a Production Permit, or an export market
(including necessary arrangements and rectifr any, between
Nepal border and point of FOB deli puyer Sidee of Nepal) for
Petroleum from a Field which has’ discoverethéenContract Area,
Department may further exte uration of tkel&ation Period for
such time as may be reasona necessary (for me than........... days).

Contractor shall desi he area subject toimang work and

(2) Contractor shall relinquish an additional aodat least Twenty
Five percent of the original Contract Area less arsa which falls within a

Production Area by the end of the first extensmthe Exploration Period.

3% Amended by First Amendment.
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(3) **Subject to Section,XContractor shall relinquish the remainder

of the original Contract Area which does not faitivin a Production Area

by the end of the Exploration Period.

7. Voluntary Relinquishments During the Exploration Period, Contractor

may at any time relinquish any portion of the CaotrArea upon giving
Department Ninety days prior notice, and all sucloluntary

relinquishments shall be credited toward the mamgatelinquishments

specified in Section 6.

8. Minimum_Obligations: No relinquishment shall Contractor of its

obligations under Section 10 below, except t y relinquishment

of all of the remaining Contract Area prior t moement of the first or

second extension to the Exploration sha#ve Contractor of its

obligations during the first or seco si@spectively.

9. Restrictions on Area RelinquishedEach area which is relinquished shall

be not less than Ten petcent of the original Cohtreea and shall be

composed of contig locks which shall confonthie geometric

n the Rules.

3Cri

(1) Contractor shall carry out during the initial

iod at least the following work @altions:

Work Obligations Amount

~[insert details]
Drill well(s) to a depth of
meters or economic basementhichever ifUS$

reached first.

% Inserted by First Amendment.
37 Amended by First Amendment.
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In carrying out such work obligations, Contractaashbudgeted

Petroleum Costs of ( ) Dollars, Wiaimount is allocated

to the portions of the work obligations as indickédove.

(2) Contractor shall carry out during the first engion to the

Exploration Period at least the following work galtions:

Work Obligations Amount

[insert details]

Drill well(s) to a depth of
meters or economic basemewthicheve] US$

is reached first.

o
In carrying out such work gations, Contractaaishbudgeted

Petroleum Costs of ) Dollars, wlaniount is allocated

to the portions of the w igations as indickéove.

(3) Contracto | carry out during the seconteesion to the

Exploration Perio st the following work @altions:

&

Work Obligations Amount

" |[insert details]

Drill well(s) to a depth of
meters or economic basementhichever i§ US$

reached first.

In carrying out such work obligations, Contractastbudgeted Petroleum

Costs of ( ) Dollars, which amowgntliocated to the

portions of the work obligations as indicated above

44 www.lawcommission.gov.np



11.

12.

www.lawcommission.gov.np

Performance of Obligations(1) Fulfilment of any expenditure obligation

set forth in Section 10 shall not relieve Contractb the corresponding
work obligation therein *Fulfillment of any work obligation set forth in

Section 10 shall relieve Contractor of the corresbiog expenditure

obligation

(2) If, during either the initial Exploration Pedoor the first

extension thereof, Contractor exceeds the worlkgabbn then‘such excess

may be credited toward the respective work ob the next

succeeding extension of the Exploration Period.

Bank Guarantee (1) Contractor shall provid overnment, at the

beginning of the initial Exploration Period ich extension thereof, a

bank guarantee from an institution an orceatable to Government,
in an amount which shall corres ‘the totalldb@mount indicated
for the work obligation duri
Period. Each identifiabl

portion of the amount o

relevant period the Exploration
m~of work committedabhbe assigned a

bank guarantee.

ited to perform all or part of any of its worklgjations, then Contractor

or its guarantor shall imnmediately pay the entmeoant corresponding to
the uncompleted items of work under the currentkbgnarantee to

Department.

38

Inserted by First Amendment.
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Work Programme and Budget for Initial Exploration Period: Within

Thirty days after the Effective Date, Contractoalsbubmit to Department
a Work Programme and Budget which summarize the loExjion
Operations that Contractor proposes to carry oditta@ Petroleum Costs to
be incurred during the initial Exploration Perioand the Exploration
Operations that Contractor proposes to carry oditta@ Petroleum Costs to

be incurred during the first Contract Year.

Annual Work Programme and Budget At least Ninet rior to the

#Hall submit to
get ifgpmer the
out and the related
umigir@act Year.

beginning of each subsequent Contract Year, C
Department an annual Work Programme
Exploration Operations that Contractor propc .
Petroleum Costs to be incurred durin

Amendments to Work Programme udgetThe Work Programme

and Budget submitted pursu ections 13 andhddl be consistent
nder Sections 10 AndHowever, if details

fth under Section 134oretjuire chang&due

with Contractor's obligati
of a Work Programme S

to new geological i ation or more modern exalmm technology

o>

Contractor may wi &approval of the Departmemake such changes

as it dee ssary, provided that the changemodalter the main

object of that Programme. In no event shallwioek obligations set

ection 10 be excused except in accordaritiethe provisions of

greement.

Chapter 3

Appraisal and Development

Notice of Discovery Contractor shall notify Department immediately

when Exploration Operations indicate the existesfdeetroleum within the

39
40

Amended by First Amendment.
Amended by First Amendment.
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Contract Area. This notice shall include all avbida details of the

discovery.

Appraisal Work Programme _and Budget (1) In the case of a discovery

of Petroleum of possible commercial significané&nt within Ninety days

after the date of the notice of such discovery mivamder Section 16,

Contractor shall submit for approval to Departmeigetail appraisal Work

Section 18.

hich may be kupented by
ncludedh#ing and, testing of

(2) The appraisal Work Progra
further appraisal Work Program
one or more wells and, if apprap , Studiesteelldo recovery, treatment,

transport, storage and m Petroleum. duration of such Work

Programme shall be for-such periods as are realotmtaccomplish the

appraisal work, and "be extended for justifiabéesons.

Development Wor
that the

rogramme _and Budget(1) If Contractor considers

_ nay be commercially developed, Guaotor shall, within a
epriod, request a Production Permit gimel Department a
evelopment Work Programme and Budgether construction,
blishment and operation of all facilites amlviees related to the

recovery treatment, transport and storage of Retrolfrom the Field.

(2) The development Work Programme shall includsigie and
engineering, necessary infrastructure investmeénatsiing and employment

of Nepalese nationals, plans to maximize the usBlefalese goods and

41
42

Amended by First Amendment.
Amended by First Amendment.
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services, plans to protect the environment andatin of the sources and
amount of financing. Such work Programme shall desahe Production

Area over which a Production Permit is requested.

19. Approval _of Work Programme and Budget (1) Following the

submission of an appraisal or development Work faragne and Budget,

Department may require Contractor to provide withimeasonable time

such further information as it may require to eadduthe Wo gramme
and Budget.
(2) Within Sixty days after submission, ch apgal or

development Work Programme and Buc furtheformation

requested, Department may advise Co ofsiens it considers
appropriate based on generally acce k iedattire. Upon Contractor
making such revisions as may be ' y agreedaBment will approve

the Work Programme and Bud

@) If it beco

Programme or Bug

ecessary to amend an approvedkWo
e to new geological inforamatior more
appropriate petrgleum industry technology, Depanimand Contractor

shall mutually,agree on such amendments.

20. Annual W
begin

rogramme _and Budget At least Ninety days prior to the

of each Calendar Year after the apprafahn appraisal or
pment Work Programme and Budget by Departm@ohtractor
II submit to Department an annual Work Programane Budget
specifying the Petroleum Operations that Contraptoposes to carry out
and the Petroleum Costs to be incurred during tiet Calendar Year
relating to the Field for which the appraisal orvelepment Work

Programme and Budget was approved. Each such awarélProgramme

43 Amended by First Amendment.
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and Budget shall be in conformity with the apprbade velopment Work

Programme and Budget approved by Department.

491. Relinguishment After Appraisal Period If within Twelve months after

completion of appraisal work for a Field, Contractiecides not to apply
for a Production Permit for that Field and has r&inquished the area

including the Field, Government may order Contradtorelinquish said

area unless Contractor's reason for not applyimgaf&rodu Permit
arises from (1) a need to combine development offreen make the
Field commercial, or (2) its delay in securing aap et (including

necessary arrangements and infrastructure, i een Nepal border

and point of FOB delivery to buyer outsi al) Petroleum from a

Field which has been discovered in th achAre

Upon receipt of said notic ' tractor shall withthirty days

relinquish an area including d. Any suchnguishment shall be

22.

sole cost and risk of Government.

Chapter 4

Production Period

473, Duration of Production Period The duration of the Production shall

expire Thirty years after the Effective Date. Ihamercial production from

the Field remains possible at the expiration ofhs&oduction Period,

44

Amended by First Amendment.
45

Amended by First Amendment.
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Department shall extend the Production Period Her geriod of projected
commercial production, but not more than Five yeprevided Contractor
requests an extension at least Ninety days prigheoexpiration of such

Production Period.

Production _Permit 46(1) After Contractor's development Work

Programme and Budget have been approved by Depdrtidepartment

shall issue to Contractor a Production Permit whstiall describe the

Production Area. The Production Area shall be &g
geographical co-ordinates, and shall enclose tha

buffer zone within the Contract Area not excee a of the Field.

(2) If Contractor discovers more thap.one commergiald within

the Contract Area, a separate Prod Permit bhraissued for each

Field.

*(3) If Contractor discavers a Field containing NatuGas not in

association with Crude for which no commerciade has been

developed, and if Cop r applies for a ProducBermit together with a
conceptual develo nt Work Programme prior to #dred of the

Exploration Period, then Department shall issueaaéction Permit for an

mercial use for the Natural Gas, and if foundirddle by both parties

the Production Permit may be renewed for periodgxto Five years each,
subject to Section 23. As soon as Contractor fand®@mmercial outlet for
such Natural Gas, Contractor shall submit a detadevelopment Work

Programme.

46
47

Amended by First Amendment.
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25. Adjustment of Production Area If, following the issue of a Production
Permit, the extent of the Field subject to the Reisndemonstrated to be
different than that for which the Permit was issude Production Area
subject to the Permit shall be adjusted accordingigvided that the area

covered shall be entirely within the unrelinquisi@ahtract Area.

Chapter 5
Obligations of Contractor

Petroleum

26. Standards of Operations (1) Contractor shall

(3) While cona g Petroleum Operations Contnastall:

nsure that Petroleum discovered and producedrwithi
the Contract Area does not escape and is not wasted

any other way.
Prevent damage to any adjacent Petroleum, water-
bearing formations, and other natural resources.

(c) Prevent non-intentional entrance of water into
Petroleum formations.

(d) Take all necessary precautions to prevent pollutibn

or damage to the environment.
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Measurements (1) Contractor shall provide and install the necessary

equipment and perform all measurements of Petroletoduced from the
Contract Area and sold or disposed of. If it isessary or desirable to
replace or repair such equipment, Contractor Smaihform Department in

advance.

(2) Government may inspect itself or cause to spected by a

selected qualified specialist said measurementstl@@quipnent used at

any time at its own cost and risk.

ent regularly and
ta@c shall notify

Reports and Information Contractor shall keep

fully informed of all Petroleum Operations.€
Department in advance of all individual Petroleurpeations scheduled.
Government has the right, at its own c¢ d tslobserve all Petroleum
vide

ber of repretseagaof Government

Operations.  Contractor shall local trantwggmn and
accommodation for a reasona

on terms and conditions uuaIIy agreed.

Operations and a statement of PetroleastsGncurred in that
Year. All such quarterly and annual repstiall include such

rmation as Department may prescribe.

(3) Contractor shall deliver to Department all rgpo data and
information, and analyses and interpretations tiferpertaining to the
Contract Area and Petroleum Operations which acgiired under this

Agreement or the Rules within the time prescribed.
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%829, Confidentiality: (1) All information, documents, data and materials

supplied by either party to the other pursuanthie Agreement shall be
kept confidential by the parties for not less tAaventy Four months after
the date on which such information, documents, datanaterials were

delivered by one party to the other, subject tofatiewing:

(@) Information, documents, data and materials which

(b) Department or Contract ay at any time request

documents, d aterials supplied by Contracto
provided uch person shall maintain the

confide

(c) cal reports, professional papers and other
ormation may be published or otherwise disclosed

with the prior written consent of the other party.

_Contractor shall not sell or otherwise disposer disclose any
ormation, documents, data or materials,hiwitthe period
"""" entioned in Sub-section (1) to any person (inecigdwithout limitation,
any affiliated company) unless Department has gpréor written approval
thereto, and the person to whom such disclosumnade has given an
undertaking in form and substance satisfactory épddtment to keep such

information, documents, data or materials configddnt

8 Amended by First Amendment.
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(3) Obligations of Contractor (and each person tnsg
Contractor under Section 63) under this Sectionll skarvive the
termination of this Agreement, and the withdrawdl a&ny person

constituting Contractor from this Agreement.

(4) This Section shall not apply to information, documtse data and
materials already in the public domain, or alreadyhe possession of the

receiving party. Guy

Obligations to_Commence _and Continue Work (1

ifiable technical reasons with the priorpegval of Department.

Such prior approval is not required for temporangpensions arising due
to emergencies or other causes threatening persojay or serious

damage.

Conservation of Natural Gas Natural Gas found in association with

Crude Oil which is not used in Petroleum Operationg not developed or

49

Amended by First Amendment.
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sold pursuant to this Agreement shall be re-ingtat#o the subsurface
structure. However, Department may permit the rilguof Natural Gad’for

reasonable time periodsvhen it is in accordance with good oilfield

practice, or when it is required by technical cimsiances. Natural Gas
flared with the approval of Department shall be ndee to be used in

Petroleum Operations.

bbeiod of

for such

this Agreement insurance of such kinds coveringhg

amounts as shall be in accordance with internaltig m industry

practices, and such additional insurance on s Department and

Contractor may mutually agree. The partie alleve the insurance
programme annually and make suc ments thaetDepartment
may prescribe. Upon reasonable ontracadl ptovide evidence of

such insurances to Departme

Operations, subject to prior approvabaevelopment Work

gramme and Budget by Department, and acquistibtand under

Section 53.

(3) If Government undertakes the construction, afen, repair and
maintenance of any such facilities outside a PrbdncArea which are

required by Contractor in order to carry on Petmle Operations,

50
51

Amended by Second Amendment.
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Contractor shall have the right to use such faedifor tariffs which do not
exceed Contractor's share of the costs of operatpair and maintenance

plus amortization, interest and a reasonable profit

(4) All permanent facilities and all other assetheo than those
which are leased or imported for temporary use Wwlace permanently

installed for the exploration, production, treatrfjetransportation or

completion of construction or installation. Gove ay order

Contractor to remove all or part of such facilitersd at Contractor's

removed shall pass to Contractor.

*(5) Government may requi

r; provided that in théelatase such use does not
materially impair efficient and economic conduaf Petroleum
tractor. Contractor shall haveierify right to use said

facilities. Government and such ptheersons shall

cover amortization, interest and a reasonable tprofi

Chapter 6

Allocation of Production and Marketing

34. Allocation_of Production (1) For purposes of allocation of production,

Petroleum produced by Contractor within the Cortirea means the total

2 Amended by First Amendment.
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amount of Petroleum produced from each Field withiea Contract Area
(less the amount of Petroleum used for Petroleur&ions) and which is
saved and measured by the measuring device atfiedtimain gathering

station or other point as mutually agreed.

(2) Petroleum produced by Contractor within the €aot Area shall

be allocated as follows:

(@) 121/2 percent shall be retained by rnment as

Royalty according to Section 13 of

(b)  After retention of the amour Petroleum under

Clause (a), Contractor s e the right to take
amount of Petroleum n value to its unreceder
Petroleum Costs current and prior Calendar

Years;

(c)  After distrib of the amounts of Petroleum unde

(@) and (b) the remainder shall be alldcate

to the following schedule:

Crude Oil
Portion of Average |Government's Contractor's
daily Production Allocation of Net [Allocation of
(barrels per day) Petroleum Net Petroleum
Up to 10,000 _____ percent ~__percent
10,000 to percent _______percent
to percent ______ percent
to percent ______ percent
Over 100,000 ______ percent _______percent
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Natural Gas

Portion of Average |Government's Contractor's

daily Production Allocation of Net [Allocation of

(mmcfd) Petroleum Net Petroleum

Up to percent _______percent
to ______ percent _____ percent
to ______ percent ______ percent

Over percent _______percent

the amount of
tween Govenmmtraand

Explanation: "Net Petroleum”
Petroleum available for aIIocai
Contractor after retentio oyalty and recoveoy

Petroleum Costs.

Mechanics for Allocation of Prg on (1) Prior to the Commercial

Production Day and the begi g of each Calendzar,YContractor shall

submit to Department stimate of productiontifi@e coming Calendar

Year. Contractor ma

bmit revisions of said eatéfrom time to time as

justified by actua ions, together with supipg e vidence.

tment shall notify Contractor of the detiw schedules and
etroleum that Government will take indk and such

n shall be delivered to Government at fieédn gathering station,

point as mutually agreed.

(3) Contractor shall take its entitlement to Petuoh produced in the
Contract Area at the field main gathering station,other point to be

mutually agreed.

(4) Government and Contractor shall agree on apjarteplifting

arrangements for their respective entitlements.
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36. Marketing: (1) Contractor shall have the right to sell, dispad, and

export Contractor's Entitlement subject to Sechén

(2) Contractor shall not enter into a contracttfe sale of any part
of Contractor's Entitlement for a period of time i@ exceeds Four
Calendar Quarters without Department's prior consénDepartment
grants such consent, Government shall not requorgr@ctor under Section

55 to supply internal demand from that Petroleuniciviis subject to such

contract.

lddsety days

of Government's

(3) Government may, at its option and
prior notice, require Contractor to market
bimation available to it

ent'dlEment and terms and

Entitlement. Contractor shall give Departm
concerning possible purchasers of G
conditions of sale, and Govern Shall give uddtons in a timely
manner so as not to interfere greed liftinguagements. Contractor

shall not enter into a ¢ ct'for the sale of gayt of Government's

Entitiement without Dep ent's prior consent.

| Chapter 7

Petroleum Cost

ts (1) The following expenditures which are incurreg b

¥ : : :
r in carrying on Petroleum Operations utkis Agreement shall

ed Petroleum Costs.

a. Exploration Capital Cost All expenses which are

incurred in Petroleum Operation prior to the issfi@
notice of discovery of Petroleum under this
Agreement, and all such expenditures incurred after

the issue of a notice of discovery of Petroleunamy

> Amended by First Amendment.
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part of a Contract Area if Petroleum so discoveiged
subsequently deemed not to be a commercial
discovery.

Current Operating CostsAll non capital expenses

incurred after Commercial Production Day including

the following expenses:

1. Labor, materials and services directly in

day-to-day Petroleum O s including
surveys, development, cion, treatment,
transfer, storage, g and delivery of
Petroleum an ir, maintenance and

analogous a

2. Genera ffice administration, services and
ng overhead expenses incurred in Nepal
abroad directly in connection with
roleum Operations, including expenses
relating to technical and related services,
materials, transportation, rentals and

professional personnel and similar expenses.

Insurance premiums, fees and all expenses
incurred by Contractor in settlement of all
losses, claims, damages and judgments related

to Petroleum Operations.
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>I5,  Losses arising from inventory adjustments.
Expenses incurred for education and training

under Section 48.

C. Capital Costs All expenses (excluding Exploration

Capital Costs) incurred for goods that normallyenav
commercial life or value of more than one year,

including the following expenses:

1. All expenses relating t oration and

appraisal work underta Contract Area,
and all expenses inc d-in drilling, testing and
completing  of velopment  wells and
permanent facilities for

reatment, storage and

Ses paid by Contractor to Government for

smic and other information and reports.

All  other capital expenses incurred by
Contractor related to Petroleum Operations
under the Agreement after Commercial
Production Day.

2) Petroleum Costs shall be reduced by the amotirgredits
X
sale of information, sale of rights under this Agreent, insurance proceeds

and like income items, excluding foreign exchangms

38. Ceilings on Petroleum CostsPetroleum Costs shall be subject to the

following ceilings:

> Amended by Second Amendment.
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Costs and expenses of work performed directly bpt@ator shall
be limited to costs and expenses which are actuatiyrred by
Contractor and are not in excess of competitivergdsm by Non-

Affiliated parties for the performance of such work

Overhead expenses incurred by Contractor in Ndyal be limited

to actual expenses.

Overhead expenses incurred by Contractor (andh filiated

with Contractor) outside Nepal shall be limiteca approved
annually in advance by Government, whi ountdl sh no

event exceed the following ceilings:

Portion of Annual Petroleum Costs .
_ _ Ceiling on Overhead
(excluding overhead expenses incurre
_ Expenses
outside Nepal)

Up to $1,000,000 5 percent

$1,000,000 to $5,000,000 3 percent

$5,000,000 to $20,000,000 1 percent

Ower $20,000,000 0.25 percent

itures incurred by Contractor for goods apdvises of
pcontractors shall be limited to actual costsunmx by
Contractor, provided such costs are not in excéssompetitive
charges by Non-Affiliated Parties at the time tlo®ds and services

are contracted for.

Acquisition or rental costs of material, equipmant supplies and
construction costs of facilities shall be limitexactual costs not in
excess of competitive prices, rentals and constmictosts for

similar goods and facilities, and may include alinsportation,
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insurance and installation costs, but shall nduote any mark-up or
commission payable to Contractor or any of itdiated companies.
Following issue of a Production Permit, no capgabds acquired
for development of the Production area shall beddawithout the

prior consent of Department.

39. Exclusions from Petroleum CostsThe following costs and expenses shall

not be included in Petroleum Costs:

(@) Costs and expenses not directly related to P rations in

the Contract Area under this Agreement.

(b) Costs and expenses in excess of t its spdcifieSection 38

above.

(c) Income tax and penalties pai al or in faneaguntries.

(d) Expenses incurred for t eting of Petroleutsida Nepal and

costs of transporti ing, handling and expfrtPetroleum

beyond the poin ort from Nepal.

55(

e) Any cost incufred which was not reported in tatesnent of

Petroleum ts under Section 47, or in a followongarterly

r in the annual statement of Petrolewoatfor the

endar Year to which it pertains.

ses which are recovered through insurance orcamgract of

indemnity.

(g0 Expenditures of a personal nature, gifts and donati
(h)  Expenses incurred prior to the Effective Date.

() Interest, fees and commissions on loans and gessint

() Foreign exchange losses.

% Amended by First Amendment.
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(k)  Bonuses paid to Government.

() i,
Chapter 8

Financial Obligations

Income Tax Contractor shall pay income tax at the rate of fJhpercent
of net profit derived from Petroleum Operationsaccordance with the
Income Tax Act, 2058 (2002) and the Rules madestived

force on the Effective Date.

Surface Rental and Other FeesS’(1) Contracto

rental for the first Calendar Year or portio

y annual surface

fravithin a period of
Thirty days after the Effective Date, an dkcessive Calendar Year
within Thirty days after the beginni CalanYear to Government

as follows:

Rate
(Dollars)

Annual Surface Rental

For area other than area under Produd
1. |Area during initial Exploration Period, g 10

square kilometer.

For area other than area underodrrction
2. |Area during the first extension of Explorat 20

Period, per square kilometer.

For area other than area under Produg
3. |Area during additional extension 40

Exploration Period, per square kilometer.

4. |Within a Production Area, per SQ’B1 500

56
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kilometer.

(2) Contractor shall pay to Department other feeeprascribed in the
Rules which are in force on the Effective Date.

Other Taxes, Fees and Chargegl) Contractor shall pay all land tax,

registration fees, forestry fees, and other feed elmarges of general

application.

(2) Contractor shall pay all generally applicabieura

actually rendered by Government.

Exemption from Other Tax, Duty and Charges>
Sections 40, 41 and 42, Contractor shall

pt as provided in

ppt all other income
xadigyg, and other taxes and
ithorities wknould otherwise be
out of Pettwh Operations or the

tax, contract tax, sales tax, Customs
charges due to Government or lo

imposed in connection with o

2) All Crude Oil from the Contract Area sold foxpert during a

endar Quarter shall be valued on the followiagi$x

(@) The weighted average Export Price realized by
Government and/or Contractor for Crude Oil from the
Contract Area sold during the preceding Calendar

Quarter; or
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(b) In the absence of sales under Clause (a) reflecting
least ten (10) percent of the total volume of Cr@de
produced from the Contract Area sold for export
during the preceding Calendar Quarter, at a price
determined by mutual agreement of Department and

Contractor based on:

received for

I. the weighted average Export Pri
Crude Oil of comparable gravity,and quality

exported from all produci in Nepal, and

. the prevailing expor price for Crude Oil

of comparable gra and quality produced in

the Arabian ea, both suitably adjusted for

“considerations. In caloudathe Export Price,
adjustments (for transportation, storage, handlimxport facilities,

commissiens,. brokerages and any other infrastrectservices or costs

efor in the international oil industry betwardependent parties. In the

event such infrastructure is owned wholly or paltjya party hereto or an
affiliate, tariffs therefor shall be based on thengiples established in
Section 33.

Explanation: Valuation Point means the point in Nepal up tdalrh

services or facilities have been included in Petrol Costs.
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*8(4) The value of Crude Oil sold for the Nepalesekmashall be
equal to the value determined under Sub-sectionfd2)such calendar

Quarter.

(5) Natural Gas produced and sold during a Calearter shall
be valued at the weighted average net price reabgeGovernment and/or
Contractor for such Natural Gas under the saledracinor contracts

therefor. In negotiating contracts for the sale saich Natural Gas,

Contractor shall endeavor to obtain the best @ioe ter d conditions

Calendar Quarter. Fol

Contractor to deve Io

or the ensuing Calendar Quarf@epartment and

eet as soon thereafter as peddéicbut in no event later

appropriate adjustment being made when the pricéhéoCalendar quarter

in question is finally agreed.

Payment (1) All payments by Contractor to Government under this
Agreement shall be made in Dollars, except for pays under Sections

42,°%3 and 54which may be paid in Nepalese currency.
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(2) All payments by Government to Contractor undeis
Agreement shall be made in Nepalese currency, wkichtractor may
convert to foreign exchange pursuant to Sectioaftbe Act.6°Payment in

respect of obligations expressed in a foreign euyeshall be made in an

amount sufficient to buy the foreign exchange ns@mes to satisfy the

obligation at the applicable rate of thepal Rastra Bank on the date of
payment.

(3) For purposes of foreign currency conversio urrencies
shall be valued in terms of Nepalese currency &

selling rate of thdrastra Bank on the date of pay

Accounting (1) Contractor shall keep con financial accoumd a

records in English language reflec Petrole@perations. Such
accounts and records shall be ke ars oh sxther currency as may
be mutually agreed, and sh kept at the offideContractor in

Kathmandu, Nepal.

(2) Contractor epare annual balance slaeetprofit and loss

statements in ac e with this Agreement apticaple law of Nepal.

Accounting methods, Rules and practices for detangi revenue,

net profits of Contractor shall be pesscribed by

which are sound and usual in the intemmaltpetroleum industry.

(3) Contractor's accounts shall be certified byraiependent auditor
acceptable to the Office of the Auditor General ahall be submitted,
along with the auditor's report, to Department witNinety days after the

end of the Calendar Year to which they pertain.
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®l4) Government shall have the right to inspect amadit
Contractor's books and accounts for any Calendar Yelating to this
Agreement for the purpose of verifying Contract@tsnpliance with the
terms and conditions of this Agreement at any UUDE!OGZTWO yearsafter
the end of the Calendar Year to which they pertAny exception must be
made in writing within Sixty days following the cqietion of such

inspection and audit.

®3(5) Department may employ a firm of inde oaotants

with experience in the international petroleum i pect and audit

47. shall submit to

forward from the preceding Calendar Quarter

The amount of Petroleum Costs incurred during the
Calendar Quarter, itemized in such classificatiohs

expenditures as Department may prescribe.

The amount of Petroleum Costs recovered during the
Calendar Quarter, showing the calculation of the

amount.

61 Amended by First Amendment.
62 Amended by Second Amendment.
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(d)  The total amount of unrecovered Petroleum Costt as
the end of the Calendar Quarter, to be carried doaw

to the next Calendar Quarter.

(2) All documents required to support a quartertgtesment of
unrecovered Petroleum Costs shall be available if@pection by
Department at any time during office working howt the office of

Contractor in Kathmandu.

notify Contractor that it considers such statg inaccurate. Such

notice shall be in writing and shall specify? | S may be inaccurate
and shall also state the reasons fo opirlipan receipt of such
notice Contractor shall confer wi partment a@solve the issue in a
satisfactory manner. If Depa does not givehsmotice within the
time period stated abo hen such statement dealtonsidered as

approved.

(4) Departme ght to disallow Petroleum Castall be limited

to costs for which inadequate documentation isgeesl, and costs which

do not fal 1 the definition of Petroleum Cesh Chapter 7.

Chapter 10

Personnel and Training

Obligations to Employ and Train Nepalese{1) Contractor shall employ,
to the maximum extent possible, Nepalese natiorialsPetroleum
Operations, and Contractor shall undertake edutatmnd training
programmes for Nepalese employees of Contractensore the maximum

participation of Nepalese personnel in Petroleuner@jons at all levels.
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Each Work Programme and Budget shall contain pirangswhich set forth

the steps which Contractor intends to take inrggrd.

64(2) During each Contract Year of the Explorationriée
Contractor shall spend as directed by Departmenmiaimum of
( ) Dollars on the ettutand training of

Nepalese nationals (who are not employees of Gaotjain fields related

to petroleum resource development. These fundstaarke tilized for

purposes such as staff training, scholarships,ecentes purchases of

equipment.

*(3) Within Sixty days after the Effeg

make available, as directed by Depart

-Date, Q@actor shall
, an iaddit sum of

( ) Dollars utilizedne same manner as

under Sub-section (2).

®(4) During each year df the Production Period,rafte end of the

Exploration Period, Contractor shall spend the amhospecified for

education and training.in Budget related toRthaduction Area.

*(5) Cont

of Departme

grees to provide on-the-job tragnfar personnel

vho will be seconded to Contractoromger to gain
experience /i~ the fields of oil industry practicelevant to Petroleum
in Nepal. The number and selection obsged personnel and

heir temporary assignment shall be subgemutual agreement, it

S

shall meet Contractor's standards for Nepalese @&mps. The

3ing understood that the qualifications and peréorce of such personnel

remuneration of seconded personnel shall be mytaglieed and shall be

deemed Petroleum Costs.

64
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Rights to Employ Aliens (1) Contractor and its Subcontractor may

employ qualified foreign nationals to the extenattlgqualified Nepalese
nationals cannot be found to fill the positions ueed. On the
recommendation of Department, Government shalleigsermits required
for the employment of foreign nationals and visaguired for said foreign

nationals and their family members to stay in Nepal

(2) In case any foreign national or family membagages in any

activity which is against the interests of the ciopbepa t may order

Contractor to cause such person to leave the gou

Fifteen days after the
Sport toaBeent on the
atiomdaother benefits of all

Reports on Employment Contractor shall wit

end of each Calendar Quarter submit

nationality, employer, job position, ren

and Servicegl) Contractor shall purchase Nepalese

Purchase of Goo:

goods and services where such goods and servieesoanpetitive in

/, price and availability with impged goods and services.

Nepalese goods and services are not coneetitith imported
and services, Contractor with the approvaDepartment shall be
entitled to import all goods and services which miag needed for
conducting Petroleum Operations.

Subcontractors: (1) When hiring a Subcontractor, Contractor shall emsur
that the Subcontractor has the necessary profedsiexpertise and

experience to perform the work to be assigned to it
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(2) Contractor shall notify Department of the naamel address of
each Subcontractor and the identity of its autlearizepresentative, and
deliver a copy of the contract to Department, witihirty days after such
Subcontractor has been hired by Contractor. Camtrashall include

reports on the work of all Subcontractors in ifgsai@s under Section 28.

Chapter 12

Land Utilization and Government Assistance

Land Utilization: (1) Except for areas prohibited for letim Opena

directly concluded a k

such land in the

er this Agreement.

Government Assistance(1) Department shall assist Contractor and its
Subcontractors in obtaining all government permissi registrations,
licenses, visas and other approvals and rightstwéiie necessary to carry

on Petroleum Operations under this Agreement.
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(2) Department shall assign Two representativesnare than two
upon Contractor's request) on a permanent basiassist Contractor.
Contractor shall bear the reasonable expensesidfrepresentatives in

amounts which shall be mutually agreed by Departraed Contractor.

Chapter 13
Supply of Internal Demand

Obligation to Supply Internal Demand Subject to the pr

section (2) of Section 36 and Department givin@rpnioti least two

(2) Calendar Quarters to Contractor, Departm sright to order
Contractor to sell for domestic consumption @o of Contractor's

Entitlement as is required to meet internal depal.

Contractor's _Share of Internal D he maximum quantity of

Contractor's Entitlement that i -sell to Gowveent to meet such

internal demand shall not ex the amount whscagual to the total

such demand which car e met by all Petroleundymed in Nepal to

which Government is. entitled, multiplied by the amb of Contractor's
Entitement and.«di by the total amount of #aments of all

Contractor's producing Petroleum in Nepal.

Valuation and Payment If Contractor sells some portion of Contractor's

nt to meet domestic consumption needs,réthevant valuation

ment provisions of Chapter-9 shall apply.

Chapter 14

Unitization

Compulsory Unitizationr Department may order that the development and

production of a Field be carried out jointly if aeld within the Contract
Area extends into another area which is subjectriother Petroleum

Agreement, or if a Field within the Contract Arsanot commercial unless
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its development and production is combined withtheo Field within the
Contract Area which extends into or is within aresthrea which is subject

to another Petroleum Agreement.

59. Joint Operating Programme If Department orders the unitization of a

Field, Contractor shall collaborate with other gantors in preparing a
joint operating programme for the development o thield involved,

which programme shall be submitted promptly forrappl to Department.

If such programme is not promptly submitted or i ptable to

Department, Department may prepare or cause to at the cost of
contractors involved, a joint operating progra ileve the efficient

development of the Field.

60. Obligation to Proceed Under Joint Opérating Pogramme Within One

Hundred and Eighty days after

rtment's notweContractor that a
ction 59 has bgpnoved or adopted,

joint operating programme un

Contractor shall proceed er such join opergpimmggramme. Contractor

shall at all times be enti o relinquish theaamcluding the FieI(f’.ST_he

minimum _area restriction in Section 9 shall not lgppAny such

relinquishment sh

be credited towards the maorgatelinquishment

Chapter 15

Joint Review Committee

61. stablishment of Joint Review CommitteeWithin Three months after

the Effective Date a Joint Review Committee compgose Six members,
Three of whom shall be appointed by Contractor ahldlee by

Government, shall be established. Additional regmétives of each party
may attend meetings of the Joint Review Committseobservers or

alternate members.

% Inserted by First Amendment.
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62. Meetings of Joint Review Committee(1) **Commencing within on One

month after its establishmentrdinary meetings of the Joint Review

Committee shall be held in Kathmandu regularly gvEhree months on

dates to be mutually agreed, or failing such agesdran dates specified by

Department. The Joint Review Committee shall reiesvfollowing:

(a)

(b)
(€)

(d)

All Work Programmes, Budgets, Quarterly Reports,

Annual Reports and other reports and proposals

required to be submitted to Govern
Progress of Contractor's work

Contractor's statements.. detroleum Costs under

Section 47.

Terms of co with  Subcontractors and

performanc contractor's work.

(3) Recommendations or opinions of the Joint Revieemmittee

shall be delivered to Department for information appropriate action.

Chapter 16

Joint Ventures and Transfers

69

Inserted by First Amendment.
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Joint Ventures If more than one person constitutes Contractorh ehall

be jointly and severally bound by the provisionsha$ Agreement. A copy
of any agreement which governs relations betweesops constituting
Contractor, or a copy of any agreement under whdcly person is
designated the "operator” for Petroleum Operatismall be delivered

immediately to Department.

Transfer of Rights and Obligations (1) Contractor shall nottransfer any

or all of its rights and obligations under this Agment

the prior written approval of Government.

Il it rights and

(2) If Contractor wishes to transfer g
‘meIgimit a request to

obligations under this Agreement to anyor |
Department for the approval of Gover togethien evidence of the
gualifications of the transferee. ent shdthin Sixty days from
the date of receipt of such dpplication review thalifications of the

proposed transferee an I give its approvastate the basis for its

disapproval.
(3) A transfer Il not become effective until featies execute an
agreement prescribed by Government.

Chapter 17

Suspension and Termination

to Order Suspension In the event of an infraction of this

Agreement by Contractor which is not corrected initfihirty days after
notice is given to Contractor by Department to doos in the event of a
situation which poses a serious and imminent thieeaersons, property or
environment, Department may order Contractor toptarily suspend all
or part of its Petroleum Operations or to take sottfer measures as may

be reasonably necessary until such infractiontaaion has been rectified.
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66. Right to Terminate (1) Government may terminate this Agreement by

issuing a written notice to Contractor in the fallng cases:

70(a) If Contractor has failed to comply with any yisson of
the Act, Rules, this Agreement or any order or
instruction issued by Department and failed to clymp
with any obligation within Thirty days after being

ordered to do so, or within such longer period as

Department may prescribe, or

(@ If Contractor becomes ins bankrupt or in

liquidation.
"{(2) Within Thirty days after

section (1), Contractor may refer t

of the notieender Sub-
toteation under Section 68
and give notice thereof to Depa - If Contradéals to refer the issue

to arbitration within the period specified, this ragment shall terminate

upon the expiration of said.Thirty days.

Y(2a.) The Co
Production Permi

or may terminate this Agreemdter assue of a
ssuing a written notice topBement if, in the
opinion of be

the Contractor and Department, iomattion of Petroleum
ot justified for technical or econneasons. Such notice of
ter ‘must be delivered to Department attigas ] days prior to

ive date of termination.

(3) Termination of this Agreement shall not reli€@entractor from
the performance of is obligations outstanding practermination.

(4) In the event of termination of this Agreemefieiaissue of a

Production Permit, Department may delay the effectiate of termination

70
71
72

Amended by First Amendment.
Amended by First Amendment.
Inserted by Second Amendment.
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and require Contractor to continue Petroleum Opmraton behalf and at
the cost of Government for a reasonable time @dVernment assigns the
right to conduct Petroleum Operations to anothesge or has assumed

control of Petroleum Operations.

Chapter 18

Settlement of Disputes

Consultation Government and Contractor agree to m ery tetibor

settle amicably any problem arising under this Agre

Arbitration : (1) The parties consent to submit Spute, contsyver

claim between Government and Contractor gobatr relating to this
Agreement or the interpretation, breach mmethereof which cannot
be settled amicably, to arbitration i nd the provisions of this

Section.

(2) The number of arbit

hand and Contractor o

rs shall be three. Gowvernt on the one

ther hand shall eapbiatpone arbitrator and

so advise the other and these Two arbitratdisappoint a third. If

either party fails int an arbitrator witfihirty days after receipt of a

written request tg do so, such arbitrator shallthat request of the other

party, if the parties do not otherwise agree, h@aped by the President of

the ational Court of Justice at The Haguehdf first two arbitrators
d as aforesaid fail to agree on a thirdhiwiT hirty days following
the appointment of the second arbitrator, the thirditrator shall, if the
parties do not otherwise agree, be appointed,eatdtjuest of either party,
by the President of the International Court of id@sbf The Hague. If an
arbitrator fails or is unable to act, his successdr be appointed in the

same manner as the arbitrator whom he succeeds.
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(3) The place of arbitration shall be Kathmandu,p&le unless

otherwise mutually agreed.

(4) The language to be used in the arbitral praogedshall be
English.

(5) The award of the arbitrators shall be final dmading on both
parties.

(6) Except as provided in this Section, arbitratbia nducted

in accordance with the arbitration rules of Unitédtio mission on
International Trade law (UNCITRAL)/arbitrati

Centre for Settlement of Investment Disputes

f International

ien in force.

(7) Contractor shall continue its nder thigréement during

the arbitration proceedings and no n dfdeum or payment due

to or from either party shall be d on acdoofsuch proceedings.

Applicable Law This Agreement shall be interpreted according &oléw

of Nepal.

Sanctity ndamental Provisions (1) Government shall ensure that

%erm of this Agreement Contractor's tdgland obligations

r shall not be changed unilaterally.

(2) Contractor shall not disclose the text of tigreement, any
amendment thereto, or any correspondence with Depat relating
thereto even after termination of this Agreemenany person (including
without limitation, any affiliated company) unlefepartment has given

prior written approval thereto, and the person tom such disclosure is

73

Amended by First Amendment.
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made has given an undertaking in form and substaatisfactory to

Department to keep such information confidential.

"“70A. Co-operation The Act, Rules and this Agreement require consents,

approvals and information to be given and certairasares to be
prescribed for the proper execution and supervisa Petroleum
Operations. Delays in giving such consents, apgscaad information and

the taking of such measures may hinder the expeditexécution and

supervision of Petroleum Operations. Therefore gpent  and

Contractor agree that any requested consents d information
shall be given expeditiously and shall only, gtk if there are
overriding reasons to do so, and that only si wes shall be prescribed
as Department deems are essential f opeudan and supervision

of Petroleum Operations.

71.  Force Majeure Defined For pufp of this Agreement "Force Majeure"

means an event which c not reasonably be eeqpe¢otbe prevented or

controlled, including, b ot limited to, accidentearthquake, storm,

flood, lightning er adverse weather conditiomar, embargo,
blockage, riot or civil disorder, terrorist acts, acts of God, but shall not
nt caused by the negligence of @otdr, its

actors or any of its employees, or by hraito observe good

ndustry practice.

72. ffect of Force Majeure (1) The failure of a party to fulfill any of the

terms and conditions of this Agreement shall notdesidered as a breach
of this Agreement insofar as such inability arié®sn Force Majeure, the
affected party having taken all appropriate preocast due care and
reasonable alternative measures with the objeofiearrying out the terms

and conditions of this Agreement.

" Inserted by First Amendment.
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(2) The affected party shall take all reasonablasuees to remove
such inability to fulfill the terms and conditiom$ this Agreement with a

minimum of delay.

(3) The affected party shall give notice to theeotparty of an event
of Force Majeure as soon as possible, and similgnkg notice of the

restoration of normal conditions as soon as passibl

(4) Both parties shall take all reasonable measiresinimize the

consequences of any event of Force Majeure.

(5) The term of this Agreement shall be € adafgeriod of
time equal to the period or periods during whickm@pions were suspended

or delayed by an event of Force Majeur

Indemnity: Contractor shall inde defend and hold harsiles

Government against all claims and damagpssoever caused by

or resulting from Petroleum * ations conducteddoyon behalf of

Contractor, provided t ntractor shall not l@blé to Government

hereunder for any lo: : im, damage or injuryseduby or resulting from

tive address of each party indicated below such other address as
either party may subsequently notify the other.rfgtices shall be deemed
to be duly made when received.

75

Amended by Second Amendment.
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Government:

Project Chief
Petroleum Exploration Promotion Project
Lainchour, Kathmandu

Nepal

Attn: The Director General

Fax No: (977)(1) 4411 783

Contractor:

Fax No:

75.  Office Within Ninety d }er the Effective Date, Coota shall

establish an office i

mandu and maintain sachoffice for the

anding between the parties and shall nanbended or changed
without the prior written consent of both parties.

In witness whereofthe parties have executed this Agreement in Englis

language in Kathmandu, Nepal on this day of : :
B.S. corresponding to the day of , @®meusand Nine
Hundred in original copies.

®  Amended by Second Amendment.
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Government of Nepal

By

Secretary

Ministry of Industry

CONTRACTOR:

[insert name]

By

84
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"Annex

(Related to Clause (k) of Section 2)
Contract Area

The boundaries of Exploration Block No. ( ) are bounded by

straight lines, or between Points and

between Nepal and India, joining the following @sin

Point Latitude North Longitude East

The area of Exploration Block No. ) is sq. km.

Note: In the case of a discrepancy geographical co-ordinates and the

7 Amended by First Amendment.
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Schedule 3
(Related to Rule 36)

Surface Rental and Other Fees

a)|Annual Surface Rental Rate (Dollars)
1. |For area other than area underoduction Area durin
initial Exploration Period, per square kilometer 10
2. |For area other than area under Producfioga during thg
first extension of Exploration Period, per squditemeter 20
3. [For area other than area under Productioea during
additional extension of Exploratioferiod, per squa
kilometer 40
4. |For areas within Production Areas, per square lekam 500
b)|Other Fees
1. |For each extension of an Exploration Period 1000
2. |For each Production Permit 10000
3. |For any adjustment to a Production Permit 1000
4. |For extension of Production Period 10000
5. |For transfer of any rights for Petroleum Operation 15000
6. |Survey fees at cost
7. |Boundary demarcation at cost

Although care was taken to make this English ti@tisi as reliable as possible, it

does not carry any legal authority. Only the oraditext in Nepali has legal force.
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