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. Gas Supply and Purchase Contract Checklist

Preamble

a Date of Agreement

o Names and address of Buyer and Seller
a Recital of positions and intent of parties
o Description of development or project

Article 1 - Definitions
o Important terms and phrases used in the contract over which there might be some
potential for misunderstanding such as:
« Type of gas
- Dedicated reserves
« Accounting Day and Year
« Volume of gas: annual, daily, hourly
« Capacity, Entitlement
« Delivery Point

Article 2 — Conditions Precedent

0o For Seller — with specific dates for satisfaction
Development and equipping wells
Construction and commissioning of Gas plant
Construction and commissioning of Pipeline
Award and execution of Construction Management Agreement
Financial closing
Governmental consents

o For Buyer — with specific dates for satisfaction
Award and execution of Construction Management Agreement
Construction and commissioning of plant to use Gas
Construction and commussioning of facilities to receive Gas
Financial closing
Governmental consents

@ Default on Conditions Precedent
Non-defaulting party may extend date for satisfaction
Liquidated damages for each day secured by bond or guarantee

Step-in rights that allow the non-defaulting party to complete construction and recover
costs

Right to terminate for cause, if completion will be delayed for set period (6 months)

0 Seller’s option to utilize gas from the properties for recycling or repressuring operations.
All gas required for Seller’s use as fuel in the operation of a processing plant.



Article 3 — Warranties and Indemnities
a Seller warrants —
Unencumbered title to Gas delivered
Corporate actions
Governmental consents
0 Buyer warrants —
Corporate actions
Governmental consents
0 Buyer and Seller give cross-indemnification for damages resulting from their
individual operations.

Article 4 — Agreement for Sale and Purchase

Article 5 — Term of Agreement
o Effective Date

o Term of Agreement

@ Provisions for extension

Article 6 — Delivery Point

o Describe the point where the gas passes from Seller’s control into the Buyer’s control
(wellhead, central point in field, delivery point on Seller’s line).

o Delivery at Border
Interconnection with downstream Pipeline and transfer of custody and risk of loss
Metering

a Cross-Border Delivery
Custody and risk of loss to stay with Seller until delivery

Article 7 - Seller’s Reservations
Operate and control properties free from any control of Buyer.
All liquid Hydrocarbons produced from dedicated lands.
All gas required for delivery to third parties.
All gas required for development and operation of properties.
All liquids removed from gas prior to entering Buyer’s line.
Right to process, or have processed, all gas prior to delivery, providing that processing
does not reduce quality of gas below minimum specifications.

Right to unitize any locations with Seller’s other properties and/or others in the same
field.

0 Redetermination.

Provisions for resolving disputes by independent expert in case of disagreement on
reserves.

O O 00D0CO0UO0
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Article 8 - Quantity



o Minimum gas quantities to be delivered on daily and/or monthly and annual basis
throughout the contract’s term.

Statement of “take-or-pay” provisions.

Make-up periods clearly defined.

Price paid for Make-up gas.

Withdrawal of wells that are uneconomic, or produce gas below contract quality
specifications.

Permit the Buyer to purchase a daily contract quantity in excess of its annualized
obligation to purchase (i.e. to allow the Buyer the necessary “swing”) during peak
demand periods.

a Ratable take from all wells under different ownership in common source of supply.

OO0 o O
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Article 9 - Description of Facilities
o Seller’s Facilities -
Description of Gas Supply (usually Exhibit).
Geologic description of the productive horizons if less than all zones are subject to the
contract.
Any exclusion, exception or release of lands or well from the contract
Location and capacity of Gas Plant and Pipeline
a Buyer’s Facilities —
Description of Delivery Point (usually Exhibit)
o Transporters Facilities —
Legal description of location (usually Exhibit).
Receipt and Delivery Ports

Article 10 — Exchange of Information

o Nomination gas quantities to be delivered on daily and/or monthly and annual basis
throughout the contract’s term.

0 Nomination Procedure (Exhibit)
which quality measurements are calculated.

o Periods for which quality test are to be effective.

a Provisions for special quality tests at Seller’s election and cost.

Article 11 — Recoverable Reserves

o Procedure for determination of original in-place reserves and/or well’s deliverability.

o Period to expire between redetermination of reserves.

a Provisions for increasing reserves with additional development.

o Provisions for effective date of reserve line pressure in stages with depletion of reserves
without price differential.

o Ifline pressure is too high to take gas, Buyer will reduce pressure or Buyer will release
gas from the contract if neither party will undertake compression.

0 Maximum pressure to be maintained at delivery point.
Shipper to compress gas so it can enter Transporters line.



Article 12 — Take or Pay

@ Minimum price that may be paid for gas under contract over term of contract.
o Statement of “ship-or-pay” provisions.

o Make-up periods clearly defined, if any.

Article 13 — Price
o Schedule of prices per Mcf or GJ for delivery periods (monthly).
O A “Base Price” that is adjusted for the energy value of the gas above standards (1,000
BTU per cubic foot).
a Price adjustments for:
. Fixed
« Favoured Purchaser/Seller
« Escalation with Price Controls (if any)
0 Provision for price redetermination.

Article 14 — Billing and Payment

a Provisions for period of billing.
a Specifications for content of invoice and other information to be furnished to Buyer.
a Payment is required even though the amount of the invoice is disputed.

notices) consider to have been received when mailed
o Interest on late payments a LIBOR + __ %

Article 15 — Taxes and Levies
o Reimburse Seller for 100% of existing and new taxes or charges on production.

Article 16 — Quality
g  Quality Specifications (Exhibit )

o Reductions in price and delivery/acceptance obligations which apply if gas is below
contract specifications.

0 Pressure and temperature standards at cancellation or termination of the contract.

Article 17 — Delivery Pressure
0 Maximum pressure to be maintained on Buyer’s line or delivery point.
o Seller or Buyer to compress gas so it can enter Buyer’s line.

0 Buyer to either reduce line pressure or compress gas should Seller not élect to compress
gas, and price differential.

If possible — provisions for Buyer to reduce before duties or obligations are effective.

Article 18 — Measurement
O Pressure and temperature basis to which all gas measurements are to be corrected.



o Provisions for specific gravity measurement including testing procedures and periodic
measurement.

Provisions for flowing temperature measurement.

Provision for deviation of gas under pressure from behaviour indicated by Ideal Gas
Laws.

Testing procedure and equipment to be used for determining energy value.

The type of metering equipment, location, control and operation.

Provisions for the retention of measurement data and other records.

Provisions for testing for errors in measurement equipment and procedures if errors are
detected.
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Article 19 — Force Majeure

o Description of force majeure events and duration before notice is given.
o Obligation on notifying party to use diligence to overcome the event.
a Right to cancel contract if event continues beyond specific period.

Article 20 — Assignment

Article 21 — Dispute Resolution

a Resolution of technical dispute by referral to independent expert. -
o Governing law or rules and forum for arbitration or litigation.

a Dispute resolution survives the

o Expansion of Pipeline.

Article 22 — Notices

a Routine communication (monthly invoices, delivery
with required postage, or transmitted by telefax.

Provision for prior written notification

Article 23 — Termination

o For Cause
@ Unilateral Right to Terminate

Article 24 — Governing Law
o Contract interpretations and performance is governed by the laws of

Exhibits

Exhibit A — Description of Gas Supply

Exhibit B — Description of Delivery Point

Exhibit C — Quality Specifications

0 Maximum water and objectionable liquid content.

0 Maximum oxygen, carbon dioxide, sulphur and hydrogen sulphide content.



a Standard energy value of 1000 BTU per cubic foot.

a Right to reject non-specification gas.

0 Reductions in price and delivery/acceptance obligations which apply if gas is below
contract specifications.

Q Pressure and temperature standards at which quality measurements are calculated.

a Periods for which quality test are to be effective.

a Provisions for special quality tests at Seller’s election and cost.

g Follow the specifications of equipment vendors to maintain warranty

Exhibit D — Measurement Procedure
Exhibit E — Nomination Procedure
Exhibit F — Form of invoice

Exhibit G - Governmental Consents

Shipper’s Entitlement and Obligations

0 Reservation of Capacity.

@ Minimum Bill.

o Balancing Period.

o All gas required for development and operation of properties.

Transporter’s Rights and Duties
o Control of Meters.
0 Line Pack.

Liability for non-delivery.Tariff

a Schedule of prices per Mcf or GJ for delivery periods (monthly).

o Tanff methodology.

O A “two-part tariff” that is allocated between capacity and demand charges.



IMPORTED GAS
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RISK MATRIX

RISK CONSTRUCTION | MARKET IMPACT FINANCING MANAGEMENT STRATEGY
¢ Under investment in + Demand is supply ¢ Cannot be less than + Reserves
Security ot Supply: pipeline constramed ?*l(l) yeats supply + Independent certification
Due to exther infiastructure ¢ Less penetiation as or foan ¢ Right to call for redetermination under
I Inadequate 1eserves, ¢ Constiuction of gas becomes amortisation supply contiact
Storage facihities for “swing” tuel ¢ Increased costs to ”
for sk ¢ Back-up suppliers with cost 1n tanff
backup supply + Constiuction of compensate for ris
Storage facilities for
backup supply
¢ 20-30 yeais supply
capability
2 Supply oblhigations ¢ Dual fuel ¢ Lumited - recourse ¢ Supply Contract
‘“Cl for a duration that + Back-up imports with tather than ¢ Curtailment provisions
15 less than economic domestic gas non-Tecourse PLOJeCt | o p oporontal ught for dedication of future
lite of tacility using N funding
gas, o + Liabihty tor failure to discovettes
supply ¢ Restiictions on third party sales
3 Dependency on ¢ Dependency
HIPOrts + Contingency plan for curtailment
+ Stiategic reserves ot funds to buy alternate
fuels
+ Duversification
Marhet Risk: + Staged development ¢ Demand 1s market + May not have ¢ Deliverability
Due to either ¢ Higher development constraimned acceptable covelage | o ndependent certification
I Field deliverabihty costs since wells and | ¢ Thermal equivalent xatxés fo lending + Elimmate price controls on alternate fuels
for acueptable NP V' 5{:0659?51 ;?:‘;]mes E]'::::agtet'?u;:h ¢ Equity requuements ¢ Long term supply contiacts with indexed
exceeds demand, or aecons m pricing fuel o1l with ceilings and floot
stages ¢ Fnance customer pces.
¢ Exlce;lsn?r]::f;é ;(" :nggs‘:}; l?tr dual + Mimimum bill oblhigations using a 2-part
PP P Yy capacity/ commodty tanffs
¢ Capacity and throughout 1equirements
+ Load shedding
2 Lack of credit worthy | ¢ Pioject delay + Pledge receipts + Financing cannot be ¢ Ciedit Enhancement
buyet ¢ Payment 1n foreign arranged. ¢ Letter of Credit
cunency ¢ Take-or-Pay based + Sovereign guarantee for state enterprise
¢ Penctration 1s upon annual (tull faith and credit for performance o1
incremental and gas contract quantities limited to take-or-pay for duwiation of
becomes “swing” loan)
fuel
Finaneing Capacity: ¢ Pioject delay ¢ Use alternate fuels ¢ Cannot meet ¢ Country:
Exposuie is nmited for coverage 1atios for + Economic and institutional 1eforms
debt 1ce, or N
both slelv fl ¢ Reform state electical boards
o ¢ internal rate t -
I Country, and {ternal rate OTIEIUT | o MIGA o1 co-financing with
¢ Cannot support loan counter-guaiantee
by pledge of assets
01 revenue
2 Pioject ¢ LNG 15 cost + Puice based upon * Project
competitive with crude o1l 1eference ¢ Increased equity to 50% and above
pipehine gas at ptice + Multlateral co-fundraising and equity
distances of participation
;3882“ (on-shote) ¢ Revise project structure to improve
: m feasiblity
(submarme)
+ Government gualantee
¢ Parent guatantee
+ [ntegiated project planning and
management
¢ Pre-qualify and select experienced
contiactors
+ Coordinate construction schedules for

facilities




RISK

CONSTRUCTION

MARKET IMPACT

FINANCING

MANAGEMENT STRATEGY

¢ Assignment of contractors hquidated
damages to lenders

+ Completion 11ghts to take over if delay 1s
prejudicial

¢ Project financing

Completion Risk: ¢ Facilities installed by | ¢ Use alternative fuel ¢ Penalties o1 default
Constiuction of other opeiators delay | ¢ [ st revenue under Loan
tacilities are delayed commissioning Agreement
o1 project 15 abandoned contiactor defaults ¢ Step-mn nghts by
betore completion date ¢ Schedules ate lenders o1 bonding
delayed companies
¢ Pioject cost overruns ¢ Supplemental loans
requued
Regulatory Risk: ¢ Expansion is delayed | ¢ Piice volatility ¢ Moie difficult to + Economic
Cential and State + Incieased comphance | ¢ Reduced demand demonstrate ¢ Clear and consistent regulatory frame-
governments contiol cost + Fuel swilching and financial feasibility work which provides for fieely negotiated
I Economic iegulation, | ¢ Thud party access loss of market to ¢ Less access to non con]tl;cts betwe(tenbslupph:l:;s:n]d us?gs
8 T
may need to be alternate fuels 1ecourse financing ::xcltL;E Ing acceplable methodology 101
accommodated o1 foretgn )
mvestment ¢ Third-party access only for excess capacity
¢ Bieach of loan ¢ Peiformance undertaking or
covenants for all implementation agieement with
consents and government
apptovals ¢ Possible indemmity for loss of profits due
ex post facto regulations
+ Stability clause in 1 sales contract
2 Envionmental + I[ncieased cost + Pass thiough ¢ Must have all ¢ Environmental
regulation, o1 ¢ Siting and 1oute compliance costs. consents and permits |y Consent process using mdependent
1estiictions as loan condition assessment of impacts
¢ Completion delayed ¢ Potential lender ¢ Tune himits foi objections
liabihity
3 Tax Code, + Pass through taxes ¢ Tax Status
¢ Specific provisions 1n tax code tor gas
unport projects
¢ Tax treaty with exporting nation
Foreign Exchange ¢ Dufficulty in paying ¢ Puice shocks ¢ Difficulty in ¢ Provide for either
o __‘TM\Z ’ ;Onﬂ actots ¢ Fuel switching and servicing loan ¢ payment in international cuntency, o1
(yments aie 1ecetve o1e1gn curienc, 3 7
n ?w | utiency when & 4 loss of maiket to ¢ Piogect default + puice calculated i mternational curtency
E A Cy W ¢ Project delay o1 alternate tuels then payable 1 local curtenc
expenses and piofits ae cancellation pay y
accountable ¢ Curtency is only ¢ Central Bank permission fo1 conversion
internationdl curiency partially convertible and expatriation
Political Rish: + Delay construction ¢ Intenuption of ¢ Refusal to lend ¢ Exporting Nation
Due to actions of either supply ¢ Unable to service + Presidential or ministerial authorization for
I Expoiting nation, 4 Increased costs. loan export under enabling legislation
¢ Potential + Implementation or support agreement
cross-default ¢ Supply contract with national o1l company

with delivery obligation either at buyer’s
border or in-country receipt point
Pipeline treaty which includes international
arbitration with obhigation to supply
during dispute tesolution

-

2 Transit natton, or

+ Reroute pipeline
¢ Use LNG

¢ Incieased transit fees

Revenue 1s below
coverage ratio

-

Thansit Nation

-

Terminatton of 1mports 1f cross border
transit interrupted

Tri-lateral o1 bilateral protocol o1 treaty on
tegulation of gas transit

-

-

Participation of multilateral development
banks 1n project with partial-risk
isurance

>

Trustee management of tiansit fees with
drawing tights for claims by importing
nation




RISK

CONSTRUCTION

MARKET IMPACT

FINANCING

MANAGEMENT STRATEGY

+ Right to cross border for inspection and
Lepairs
+ Pipeline treaty which includes international
arbitration with no right to block transit
during dispute tesolution
+ Only reasonable fees under GATT
3 Importing nation, ot ¢ Importing Nation
4 Indemnity for loss due to governmental act
or omission
+ Stability clause m supply contract
¢ Pipeline tieaty which includes international
arbitration with obligation to take dehvery
and make payments during dispute
tesolution
4 US, han and Lybia ¢ Less competition ¢ Increased prices due ¢ Financial institutions | ¢ U S Sanctions
Sanctions Act (U §) simnce US to 1educed US may participate | o gtate Department can delay sanctions
ding.
cc;;:‘pan:z ::z?ial:‘m competition n lending ¢ Pipelines which transit Iran ate not
particip: g ¢ No US EXIM Bank sanctionable
pipehnes guarantee
Operating Upsets: ¢ Post-constiuction + Loss of supply + Loss of sale revenue ¢ Facilities
I Due to upset in uisk ¢ Liability for failure to for loan ¢ Adequate foice-majeure clause which
ownets facilities ot supply repayment ncludes third-party force majeure
3 1d ; .
those ot 3" party 4 Ability to deliver from line-pack, storage ot
supplier o1 end-uset, domestic supphers
¢ Lumtation on clauns under supply contract
¢ “Global Insurance” program owners and
tacilities
2 Weather for LNG, ¢ Post-construction ¢ Loss of supply ¢ Loss of sales 1evenue | ¢ LNG
o1 sk for loan repayment + Expand LNG storage at recerving
terminals
¢ Abilty to divert LNG carners to alternative
sales ports with maiket for standard size
ca1gos
3 Sabotage of pipeline + Security during + Interruption of ¢ Loss of revenue fot ¢ Sabotage
construction supply 1epayment of loan + Landowner cooperation
+ Armor compiessor, + Risk peiception # Cooperation with security torces
and metering ¢ Stock pile repais material and equipment
stations prie repaig equipment
Domestic Production: ¢ Interconnection with + Stimulate gas-to-gas # Country exposure for | ¢ Authorzation for gas imports according
Reaction ot domestic domestic pipeline competifion petioleum sector natuial R/P 1atio
produces due to network ¢ Domestic supphes may be reduced ¢ Phased 1emoval of ptice contiols with
availability of imported + Compatibility of gas will seek price parity | ¢ Less attiactive for tenegotiation of gas prices according to
gas quality if import price 1s foreign investment thermal equivalency pricing
specifications higher despite lower in exploration ¢ Compatison of producer set-backs before
net-backs to export mtioduction of fiscal mncentives
producets
Price Volatility: + Post Constiuction + Price indexed to + Windfall o1 wipe out ¢ Long term supply contract with thermal
Piice changes 1n costs Risk alternate fuel causes due to price equivalent prices
tor tuel oid o incieased cost to changes ¢ Price celings and floors
International Crude wholesaler and end
¢ Stock pile tepan matenal and equy|
Piice LICP) user p pai e11al equipment
Intervenors challenge ¢ Delay constiuction ¢ Use of altemnate fuels + Potential lender ¢ Legslation and tegulations for transpaient
Judicial proceedings ¢ Inciease cost lability permitting and licensing with public
under e"""onme'_’ml ¢ Restiict terminal wnvolvement
anti-cortuption or siting and pipeline + Envnonmental impact assessment and
competition laws routing mitigation
¢ Prohibit legal action by competitors
¢ Limits on scope of Judicial review.
¢ Statue of Limitations in enabling
legistation
+ Govemment support in hitigation




