Natural Gas Royalty Regime

Offshiore Natural Gas Rovalty

Raoyalty comprised of two componants: basic and net. Basic and net royalty
rates change through a smooth progression in betwean a low and high tisr
banchwidth.

Basic Ravalty;
to begin with project praduction
basic royalty ratss driven by nethack valus of praduction

. Netback Price (NP) Basic Royalty Rate (BRR) |
< CAN$4 (NPyr) 2% (ERRoe)
> CANSS (NPoas) 10% (BRR )

whera Netback Frice Is the calculated price to the project net of
transportation costs

BRR = BRRun + {[(NP = NPyp) = (NPry — NPl X (BRR e — BRRne)}

|_Basic Royaky.= (Teverua — Iianiepoitation oosts) X BER

Net Rovalty
to begin with project cost recovery

nat royalty rates driven by revenue to cost index

R Factor (R) Net Royalty Rate (NRR)
<1 (Run) 0% (NRRew) |
>4 Rew) | 50% (NRRuw)

whers R = (cumulative revenue less cumulative transportation costs less
cumulative royalty paid) + (cumulative project capital & operating costs)

NRR =NRR., + {[(R = Ron) + (Runec = Reurl] X (NRR = NRR, )}

Net Royalty = (rsvenue - transportation costs — project capital & operating
costs — basic royalty paid) x NRR




