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License Agreement for the Development and Production of Petrolsum in the Kucova Qilfield

LICENSE AGREEMENT

2007 \J

By and between:

(1)  The Ministry of Economy, Trade and Energy (hereinafter called “Ministry”), as
represented by the National Agency of Natural Resources (hereinafter called

“AKBN”), and

(2)  “Albpetrol” Sh. A., a state company organized and existing under the laws of
the Republic of Albania (hereinafter called “Albpetrol”).

RECITALS

A. WHEREAS pursuant to the agreement between the Ministry and Albpetrol,
dated 26 July 1993 (the “Albpetrol Agreement”), the Ministry authorized
Albpetrol to perform Petroleum Operations, among other areas, in the Contract
Area. Albpetrol has so far developed and produced Petroleum in the Contract
Area in conformity with the Albanian Law (Legislation);

B. WHEREAS ARTICLE 3 of the law No.7746, dated 28.7.1993 “Petroleum Law
(Exploration and Production)” envisages that all petroleum deposits existing in
their natural condition in strata lying within the jurisdiction of Albania,
including the maritime areas, are the exclusive property of the Albanian State,
represented by the appropriate Ministry and all such resources are to be used for
the benefit of the people of Albania;

C. WHEREAS, pursuant to ARTICLE 12 of the law No.7746, dated 28.7.1993
“Petroleum Law (Exploration and Production)”, the Ministry may grant a
License Agreement which will authorize Albpetrol, under the terms and
conditions defined therein, to lawfully, develop and produce Petroleum in the
Contract Area, and it is intended that such grant be made in this License
Agreement;

D. WHEREAS, pursuant to ARTICLE 12 of the law No.7746, dated 28.7.1993
“Petroleum Law (Exploration and Production)”, and without any prejudice to
the general character of Recital C, this License Agreement may permit
Albpetrol, with the Ministry's approval, to transfer or to delegate all or part of
its rights, title and interests hereunder to a foreign or local juridical person or
international financial institution with which Albpetrol wishes to cooperate in
accordance with the Petroleum Law and the Albpetrol Agreement;
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E. WHEREAS, pursuant to ARTICLE 4 and ARTICLE 12 of the law No.7746,
dated 28.7.1993 “Petroleum Law (Exploration and Production)”, and for
purposes of implementing this License Agreement, Albpetrol may enter into a
Petroleum Agreement with a partner(s) in accordance with this License
Agreement, which petroleum agreement is subject to approval from the Council
of Ministers of Albania;

F. WHEREAS Albpetrol, in conformity with the law No.7746, dated 28.7.1993
“Petroleum Law (Exploration and Production)”, now seeks the authorization to
perform Petroleum Operations in the Contract Area according to the terms and
conditions contained herein;

G.  WHEREAS this License Agreement will enter into full force and effect upon
the approval by the Council of Ministers of Albania of a Petroleum Agreement
Albpetrol may enter with its partner(s);

H. WHEREAS the Albanian Government wishes that oil and gas Reservoirs
underlying the Contract Area be exploited with high efficiency and in a rational
manner, in conformity with the generally accepted practices of the international
petroleum industry;

L WHEREAS LICENSEE agrees to be bound to the terms and conditions of this
License Agreement;

J. WHEREAS this License Agreement is a “license” as mentioned in the Albpetrol
Agreement and will have the effect of a contract between the parties; and

K. WHEREAS AKBN, on the basis of the Decision of the Council of Ministers,
No.547, dated 9 August 2006, will act on behalf of the Ministry and on the
~ Ministry’s behalf will give necessary approvals and issue the necessary
authorizations to make possible the completion of the Petroleum Operations in

the Contract Area.

NOW THEREFORE, in consideration of the premises and the mutual agreements
contained herein and for other good, valuable and binding consideration, the receipt
and sufficiency of which are hereby acknowledged, and subject to the terms hereto, the
Parties, intending to be legally bound, hereby agree as follows:

ey
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1.1.

STATEMENT OF AGREEMENT

ARTICLE 1
DEFINITIONS AND INTERPRETATION

Defined Terms.

In this License Agreement, including its Recitals and Annexes and this
ARTICLE 1, except where the context otherwise indicates, the following terms
appearing in initial capitalization shall have the respective meanings herein
ascribed.

“Abandonment” means the final abandonment through decommissioning,
removal, and/or disposal of wells, facilities and equipment used for Petroleum
Operations and the rehabilitation of the land in the immediate vicinity of an
abandoned well to a condition not worse than its condition as of the time
immediately before commencement of Petroleum Operations in respect of such
well or facilities, and the term “to Abandon” shall have the corresponding
meaning.

“Abandonment Costs” means costs and expenditures (whether of a capital or
operational nature) incurred or to be incurred in connection with the
Abandonment of wells, facilities or equipment.

“Abandonment Plan” means a plan prepared by the LICENSEE or anyone
designated by and in (on) behalf of the LICENSEE for the Abandonment of the
wells, facilities and equipment used for the Petroleum Operations.

“Accounting Procedure” means the accounting procedure mentioned in
ARTICLE 15, Section 15.5 and set forth as Annex B to the Petroleum

Agreement.

“Affiliate” means a subsidiary company, a parent company or a sister company
to a Party or an entity comprising a Party. For the purposes of the foregoing
definitions:

(a)  a subsidiary company is a company controlled by a Party or an entity
comprising a Party;

(b) a parent company is a company that controls a Party or an entity
comprising a Party;
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(¢)  a sister company is a company that is controlled by the same Person as a
Party or an entity comprising a Party.

“Control” means that a Person owns share capital, either directly or
through other Persons, which confers upon it a majority of the votes at
the stockholders’ meetings of the company, which is controlled.

“Albania” means the Republic of Albania.

“Albanian Government” means the Government of Albania.

“Albanian Law” means any law or statute or any judgment, order, decree, rule
or regulation in force in Albania, which the LICENSEE is subject to or is
obliged to follow.

“Albpetrol” has the meaning set forth in the introductory paragraph to this
License Agreement, and shall include its permitted successors and assignees.

“Albpetrol Agreement” means the agreement entered between the Ministry and
Albpetrol, dated 26 July 1993 as it is mentioned in the law No.7746, dated
28.7.1993 “Petroleum Law (Exploration and Production)”.

“Albpetrol Share” has the meaning given to that term in the Petroleum
Agreement entered into between Albpetrol and Contractor.

“Annual Program” means an itemized statement of the Petroleum Operations to
be carried out within or with respect to the Contract Area and the time schedule
thereof.

“Associated Gas” means Natural Gas found in association with Crude Oil if
such Crude Oil can by itself be commercially produced.

“Available Petroleum” has the meaning set forth in ARTICLE 10, Section 10.1.

“Budget” means any estimate of expenses in respect of an Annual Program.

“Calendar Quarter” means a period of three (3) consecutive Months beginning
January 1, April 1, July 1 or October 1 and ending March 31, June 30,
September 30 or December 31, respectively.

“Condensate” means blends mainly consisting of pentanes and heavier
hydrocarbons, directly recovered from the hydrocarbon reservoirs or obtained
from gas conditioning, which are liquid under ambient conditions of
temperature and atmospheric pressure.
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“Contract Area” means on the Effective Date, the area described in Annex A,
and thereafter, such area in respect of which at any particular time LICENSEE
continues to have rights and obligations under this License Agreement.

“Contractor” means a Person who may enter into a Petroleum Agreement with
Albpetrol in relation to the Contract Area.

“Cost Recovery Petroleum” has the meaning set forth in ARTICLE 10, Section
10.2(a).

“Crude Oil” has the same meaning ascribed to this term in the law No.7746,
dated 28.7.1993 “Petroleum Law (Exploration and Production)”.

“Delivery Point” means whichever point(s) within Albania as may be agreed
between AKBN and LICENSEE. Such point(s) may or may not be the same as
the Measurement Point.

“Deemed Production” has the meaning given to that term in the Petroleum
Agreement entered into between Albpetrol and Contractor.

“Development” means the Petroleum Operations performed after the approval
of the Development Plan and shall include, but is not limited to:

(a)  the drilling, plugging, deepening, side tracking and redrilling, completing
and equipping of development wells, and completing and changing of the
status of a well, and

(b)  designing, engineering, construction, procurement and installation of
equipment, lines, system facilities, plants and global changes of panels
and the related operations which will enable LICENSEE to exploit and
operate the said development wells, and the collection, gathering,
processing, manipulation, storing, transportation and delivering of
Petroleum, and the implementation of IOR/EOR Methods on a large scale
throughout the Contract Area.

“Development and Production Operations” means all operations and related
administrative and other activities, within or outside the Contract Area, which
are carried pursuant to an approved Development Plan in connection with the
development, production, extraction, separation, processing, gathering,
transportation, storage and disposition of Petroleum.

“Development and Production Area” has the meaning given to that term in the
Petroleum Agreement entered into between Albpetrol and Contractor.
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“Development and Production Period” means the period described as such in
Section 8.3.

“Development Plan” means a plan, including the works, relevant activities, and
the budgets therefore setting forth the overall strategy for the development and
production of Petroleum from the Contract Area.

“Effective Date” has the meaning set forth in ARTICLE 27.

“Evaluation” means the evaluation of the technical and economic data produced
pursuant to previous Operations for purposes of determining the commercial
viability of implementing the Development Plan.

“Evaluation Area” has the meaning given to that term in the Petroleum
Agreement entered into between Albpetrol and Contractor.

“Evaluation Operations” means Petroleum Operations related to the Evaluation
of JOR/EOR Methods during the Evaluation Period in the Contract Area.

“Bvaluation Program” has the meaning given in Annex B.

“Bvaluation Period” has the meaning set forth in ARTICLE 7, Section 7.3(a).

“Expert” means an individual or an entity who is not and has never been
employed by AKBN or LICENSEE and who, by training and extensive
experience, has highly developed knowledge in the technical area wherein lies
the dispute or disagreement which he is to resolve and who is appointed
pursuant to the provision of ARTICLE 25, Section 25.4.

“Fiscal Year” means the period of twelve (12) consecutive months according to
the Gregorian calendar starting January 1* and ending December 31%, both dates
inclusive, for which tax returns or reports are required according to any
applicable income, Profits or other tax law or regulation in accordance with
applicable Albanian Law.

“Improved/Enhanced Qil Recovery Methods” or “IOR/EOR Methods” means
Petroleum Operations which aim at reaching the Maximum Efficient Recovery
from a Reservoir through improving its natural energy system and its
hydrocarbon drainage by applying, without being limited to, recompletion,
reworking, cold heavy oil production methods, steam-assisted gravity drainage
methods, water injection, repressuring, thermal heating, vertical and horizontal
drilling and other enhanced production methods.

“Leke” means the lawful currency of the Republic of Albania.
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“LICENSEE” means Albpetrol and, in conformity with “Albpetrol Agreement”
provisions, any its permitted transferee, successor or assignee.

“License Agreement” means this document, including the Annexes attached to
it, as the same may be amended or supplemented from time to time.

“Maximum Efficient Recovery” means recovery of Petroleum, which equals the
maximum overall extraction of Petroleum from a Reservoir having regard to
generally accepted international petroleum industry practice.

“Measurement Point” means the point mutually determined by AKBN and
LICENSEE, where appropriate equipment and facilities will be located for the
purpose of performing all volumetric measurements and other determinations,
temperature and other adjustments, determination of water and sediment content
and other appropriate measurements, to establish, for the various purposes of
this License, the volumes of Petroleum. All said measurements and
determinations will be acknowledged in writing by AKBN and LICENSEE’s
representatives at the Measurement Point. The Measurement Point may or may
not be the same as the Delivery Point.

“Natural Gas” means any hydrocarbons or mixture of hydrocarbons consisting
essentially of methane in a gaseous state under normal conditions of pressure
and temperature, extracted from the subsoil separately or together with liquid
hydrocarbons.

“New Evaluation Area” has the meaning set forth in Section 8.4(a).

“New Evaluation Program” has the meaning set forth in Section 8.4(a).

“AKBN” means the National Agency of Natural Resources of Albania as further
specified in Recital K and ARTICLE 3, Section 3.6.

“Operator” has the meaning set forth in ARTICLE 6, Section 6.2(a).

“Party” means AKBN or LICENSEE.

“Person” means any individual, corporation, partnership, joint venture,
association, joint stock company, trust, unincorporated organization, Albanian
governmental authority, or other form of entity.

“Petroleum” means Crude Oil, Condensate and Natural Gas.

“Petroleum Agreement” means a petroleum agreement as defined in the
Petroleum Law and the Albpetrol Agreement, and as described in Recital E and
ARTICLE 6, herein.
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“Petroleum Costs” means costs and expenditures incurred for the performance
of or in connection with the Petroleum Operations.

“Petroleum Law” means the Albanian “Petroleum Law (Exploration and
Production)”, No.7746, dated 28.07.1993, as amended by Law No.7853 dated
29.07.1994 “On some changes in Law No.7746 dated 28.07.1993 “Petroleum
Law (Exploration and Production)” and by Law No.8297, dated 4.3.1998
“Amendment of law No.7746, dated 28.7.1993 “Petroleum Law (Exploration
and Production)”, as amended by law No.7853, dated 27.7.1994 “On some
changes in Law No.7746 dated 28.07.1993 “Petroleum Law (Exploration and
Production)”.

“Petroleum Operations” means all or any of the operations including the
Abandonment aimed or authorized by this License Agreement and operated by
the LICENSEE on or after the Effective Date, including without limitation the
testing, development, extraction, production, treatment, transportation and
storage of Petroleum of or from the Contract Area pursuant to this License
Agreement.

“Petroleum Profit Tax” means the tax assessed pursuant to Law 7811 dated
April 12, 1994, as amended by Law 8345 dated May 13, 1998, and as may be
amended from time to time.

“Production” means every type of operations to produce Petroleum and operate
wells, and taking, saving, treating, handling, storing, transporting, metering, and
delivering of Petroleum, and any other type of operation required to obtain
primary and enhanced recovery of Petroleum, and transportation, storage and
any other work or activities necessary or ancillary to such operations. (The verb
“Produce” means conducting Production).

“Profit” has the meaning set forth in ARTICLE 10, Section 10.3(a).

“Project” means the rehabilitation and redevelopment of the Contract Area
through IOR/EOR Methods.
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Project Area” means:

(a)  during the Evaluation Period, that portion of the Contract Area which is
designated from time to time as the Evaluation Area;

(b)  during the Development and Production Period, that portion the Contract
Area which is designated from time to time as Development and
Production Area; and
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1.2.

(¢)  if LICENSEE undertakes a New Evaluation Program, that portion of the
Contract Area which is designated from time to time as the New
Evaluation Area.

“Reservoir” means a porous and permeable stratum capable of producing
Petroleum and which must be considered, because of the character of the
substances it holds (similitude of physical properties, density, gas-oil ratio,
viscosity and a pressure relationship) as a unit in regard to its natural
exploitation.

“Six Month Period” means, respectively, the period of the first six consecutive
months of the Fiscal Year and the period of the last six consecutive months of
the Fiscal Year.

“Taxes and Duties” means all taxes, duties, tariffs, fees and other payments of
whatever nature payable to the Albanian Government (or to any of its agencies)
or to any of territorial or administrative sub-divisions of Republic of Albania (or
agencies).

“U.S. Dollars” or “USD” means the lawful currency of the United States of
America.

“Willful Default” means, with respect to a Person, an intentional and conscious
or reckless act or omission made by any director, supervisory or managerial
personnel of such Person, its agents or contractors, not justifiable by any special
circumstance, but shall not include any error of judgment or mistake made by
any director, supervisory or managerial personnel, agent or contractor of such
Person, as the case may be, in the exercise, in good faith, of any right conferred
upon such Person under this License Agreement.

Other Terms.

In this License Agreement, including its Recitals and Annexes and this
ARTICLE 1, unless the context otherwise requires:

(a) words denoting the singular number shall include the plural and vice-
versa;

(b)  reference to a law is the same also regarding amendments, modifications
or the replacements made now and then and regarding any legal act
deriving from laws, regulation, rule, order or right delegated by law or
order in compliance with them;
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1.3.

(c)

(d)

(e)

¢y

(2)

(b)

reference to an agreement or instrument shall be deemed to include
references to such agreement or instrument as amended, supplemented or
replaced from time to time;

reference to any Party is to a Party to this License Agreement its
successors and permitted assigns;

references to Recitals, Articles, Sections, Appendices and Annexes are
references to Recitals, Articles, or Sections of, or Appendices or Annexes
to this License Agreement, unless otherwise indicated;

“included”, “other than” and other similar phrases will not be interpreted
as definitions;

reference to numbered or lettered paragraph “above” or “below” is to the
paragraph so numbered or lettered immediately above or below such
reference; and

if not otherwise defined in this License Agreement, the words and
phrases adopted in the Petroleum Law will carry the same meaning in
this License Agreement.

Headings.

As used herein, the headings are used as a facility and are not part of, and will
be ignored in interpreting this License Agreement.
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2.1

ARTICLE 2
ANNEXES TO THE LICENSE AGREEMENT

Annexes

The Annexes A and B to this License Agreement are hereby made a part of this
License Agreement and they shall be considered as having equal force and
effect with the provisions of this License Agreement. However, in the event of
any conflict between the Annexes and the body of this License Agreement the
provision as described in the body of this License Agreement shall prevail.

Annex A: CONTRACT AREA
Annex B: EVALUATION PERIOD MINIMUM WORK PROGRAM

13
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ARTICLE 3
SCOPE OF THE LICENSE AGREEMENT

3.1. Application of Law and Stability of Terms.

3.2.

(a)

(b)

(c)

The provisions of this License Agreement shall have full legal effect in
accordance with ARTICLE 27.

Subject to Section 3.1(c) below, to the extent that any provision of
Albanian Law conflicts or is inconsistent with a provision of this License
Agreement, the provision of the Albanian Law shall prevail.

Notwithstanding Section 3.1(b) above, if, as a result thereof, any right or
benefit granted (or which is intended to be granted) to LICENSEE under
this License Agreement is infringed in some way, a greater obligation or
responsibility shall be imposed onto LICENSEE or, in whatever other
way the economic benefits accruing to LICENSEE from this License
Agreement are negatively influenced by Section 3.1(b), and such an event
is not provided for herein, the Parties will immediately amend this
License Agreement, or the Ministry and AKBN will immediately
undertake other necessary actions to eliminate the negative economic
effect on the LICENSEE.

Grant of Rights.

Pursuant to and in accordance with the terms and conditions of the Petroleum
Law and this License Agreement the Ministry authorizes and grants the
LICENSEE the exclusive right:

(2)
(b)

(d)

to conduct Petroleum Operations in the Contract Area;

to treat, store and transport the Petroleum extracted from the Contract
Area;

to construct and install all facilities and equipment (including storage,
treatment, pipelines and other means of transportation) required for the
Petroleum Operations; and

to use for its own account, sell, exchange, export, realize or possess the

Petroleum extracted from the Contract Area, and take Profit from and
title to such extracted Petroleum.

14
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3.3.

Notwithstanding Section 3.2(a), (b), (c), and (d), any other contractor may
conduct petroleum operations for development and production of Petroleum
outside of the Contract Area in accordance with any agreement reached between
a contractor and AKBN. Ministry, AKBN and the contractor shall ensure
LICENSEE that those petroleum operations will not interfere and unreasonably
prevent the normal development of Petroleum Operations of the LICENSEE in
the Contract Area, nor shall LICENSEE unreasonably prevent or interfere with
the petroleum operations of such other contractor.

The Primary Obligations of the LICENSEE.
(a)  The LICENSEE shall:

(i) secure all financial resources and pay one hundred percent (100%)
of all costs and expenses associated with the Petroleum Operations
in respect to the Contract Area subject to the Cost Recovery
Petroleum provisions of this License, and

(i)  secure all technical resources and employ advanced scientific
methods, procedures, technologies and equipment generally
accepted in the international petroleum industry necessary to carry
out Petroleum Operations in compliance with this License
Agreement at its sole risk and cost, and

(111) indemnify the Albanian Government, the Ministry and AKBN, and
their employees, officials, officers, directors and respective agents,
for all claims by third parties for personal damage or property
damage resulting from the performance of the Petroleum
Operations, including without limitation, reasonable attorneys fees
and costs of defense unless such third party claims are as a direct
or indirect result of any fault or breach of legal duty by the
Albanian Government, the Ministry or the AKBN. In the event of
such claims the LICENSEE shall be notified within thirty (30)
days.

(b) LICENSEE may perform the Petroleum Operations itself or by
employing sub-contractors. LICENSEE shall not be relieved of any
obligation under this License Agreement and Albanian Law by reason of
employing sub-contractors.

(c)  If LICENSEE is comprised of more than one party, each such party shall
be jointly and severally liable and responsible for LICENSEE'’s
obligations under this License Agreement including without limitation
LICENSEE's indemnification obligations unless specifically provided
otherwise in this License Agreement.
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34.

(d)

(e)

Unless otherwise stated herein or otherwise agreed, LICENSEE shall
receive no compensation for its services, nor any reimbursement of its
expenditures under this License Agreement, except for the share of
Petroleum from the Contract Area to which it may be entitled under
ARTICLE 12.

This License Agreement does not award LICENSEE ownership rights to
the Petroleum in situ in the Contract Area. However, LICENSEE shall
have the right to receive in kind, dispose of and freely export its share of
Petroleum from the Contract Area in accordance with the provisions of
this License Agreement. Title to LICENSEE's portion of Petroleum
hereunder shall pass to LICENSEE at the relevant Delivery Point.

Entitlements of LICENSEE.

As of the Effective Date, and during the term of this License Agreement,
LICENSEE will be entitled to use:

(a)

(b)

(c)

exclusively, free of charge, all the existing facilities and equipment in the
Contract Area for the performance of the Petroleum Operations for:

(1) the implementation of the Evaluation Operations and the
Development and Production Operations;

(ii)  application of IOR/EOR Methods in the whole Contract Area and
in accordance with the conditions and terms of this License
Agreement; and

(iii)  Production of Petroleum in the Contract Area;

free of charge and for the performance of the Petroleum Operations, all
other assets, equipment, means and infrastructure (including roads,
electricity power lines and water, oil and gas pipelines) existing on the
Effective Date of this License Agreement in the Contract Area or
elsewhere as described in ARTICLE 12 of the Petroleum Agreement, on
an "as is" basis and available for delivery, but (unless otherwise agreed
with the supplier) subject to payment, as applicable, on a non-
discriminatory basis, at reasonable cost for electricity, water, oil and gas
used;

under commercially reasonable terms and conditions, the pipelines that
transport the Petroleum produced in the Contract Area to the ports and
refineries in Albania; and
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3.5.

3.6.

(d) all technical data available to AKBN pertaining to the Contract Area
provided that LICENSEE shall reimburse AKBN for all reasonable cost
incurred for the preparation of such data transfer and the cost of copying
such data.

Use of Entitlements.

(a) The Ministry and AKBN shall ensure that there is no change in the
intended use or operation of any of the equipment, means and
infrastructure (including pipelines) referred to in Section 3.4, without
prior approval of the LICENSEE which approval not to be unreasonably
withheld.

(b)  The Ministry and AKBN shall ensure that LICENSEE has use of the
railways, roads, highways, water, land surface, timber, electricity,
sanitary structures and other infrastructures in Albania property of the
Albanian state, at commercially reasonable rates and on a non-
discriminatory basis, so as to be able:

@) to perform the Petroleum Operations in compliance with this
License Agreement; and

(i)  to produce, transport, export and sell Petroleum in or from Albania
as provided in this License Agreement and the Law No.7746 dated
28.07.1993 “Petroleum Law (Exploration and Production)”.

(¢)  The Ministry and AKBN shall ensure that the LICENSEE is granted, in
accordance with ARTICLES 7 and 10 of the Petroleum Law, all the
rights, permits, licenses, approvals and other authorizations that it may
reasonably require in order to perform the Petroleum Operations in
conformity with this License Agreement, and that any compensation
which LICENSEE may be required to pay, pursuant to ARTICLE 10(2)
of the Petroleum Law, shall be reasonable and non-discriminatory.

AKBN Authority.

On the basis of the Decision of the Council of Ministers, No. 547 dated August
9™ 20086, following the Effective Date, AKBN will, on behalf of the Ministry,
provide approval or issue the necessary authorizations for the performance of
the Petroleum Operations in the Contract Area.

\i,
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ARTICLE 4
TERM

Unless sooner terminated in accordance with the terms hereof, this License
Agreement shall remain in effect during the the Evaluation Period and any
extension hereof (Section 7.3) and any Development and Production Period if
entered pursuant to Section 7.4 and ARTICLE 8.

Pursuant to ARTICLE 5(3)(a)(ii) of the Petroleum Law, at the end of any
Development and Production Period the Parties may agree to further five (5)
year extensions in accordance with the procedures set forth in ARTICLE 8,

Section 8.3(c) hereof.
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