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Act

on Prospecting, Exploration and Production of Hydrocar bons
No. 13, 13t March 2001

as Amended by Act No. 49, 27t March 2007

CHAPTER |
Scope and Definitions
Art. 1
Scope
This Act applies to prospecting, exploration anoldoiction of hydrocarbons and transport
of hydrocarbons through piping systems outside h&fers from the shore and within Icelandic
territorial waters and economic zone and on th&hokc continental shelf. The Act also applies
to offshore installations unless otherwise deteeaim legislation or rules based on this Act.
Art. 2
Definitions
Hydrocarbonsn this Act means mineral oil, natural gas or ottygres of hydrocarbons
found naturally in strata under the seabed andiwtén be exploited in a gaseous or liquid form.

Offshore installation# this Act means:
1. Equipment, such as platforms, piping systems ainrostructures within the Icelandic
economic zone and on the Icelandic continentaf siseld for hydrocarbon activities.
2. Any kind of transport equipment used in hydrocarhotivities while at anchor.

Prospectingin this Act means investigating general conditidas the formation and
conservation of hydrocarbons, delimiting areas whsuch conditions are favourable and
searching for hydrocarbon accumulations by measemésrfrom air, land, sea or the seabed or by
taking samples from the seabed top strata, e.f.shillow drilling or taking cores.

Explorationin this Act means:
1. Prospecting for hydrocarbons.
2. Evaluation of size, position and production projesrtof a hydrocarbon accumulation by
drilling exploration wells and borehole measurersent

Production in this Act means production of hydrocarbons from hgdrocarbon
accumulation, including drilling of production wellpumping or conduction of hydrocarbons to
the surface, pumping down hydrocarbons and othetenmads, treatment and storage of
hydrocarbons for transport, loading of hydrocarbassvell as constructing, installing, operating
and decommissioning an offshore installation méamsuch a production.

CHAPTER I
Owner ship of Hydrocarbons
Art. 3
The Icelandic state owns hydrocarbons accordindrto 1. A holder of a production
license may be conveyed the ownership of hydrocerhmroduced by him. The Minister of
Industry is the sovereign authority regarding mattgertaining to this Act. The Minister of
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Industry may authorize the National Energy Authoti grant licenses and take other official
decisions according to this Act.

CHAPTER IlI
Prospecting
Art. 4
License to Prospect
The National Energy Authority grants licenses poospecting for hydrocarbons for the
purpose of exploration and production.
The National Energy Authority shall consult theniiry of Fisheries and the Ministry for
the Environment before a license is granted.

Art. 5
Application
An application for a license to prospect for hymndons shall state clearly the purpose of
obtaining a license along with detailed informateiyout the applicant’s intended operations as
determined by the National Energy Authority.

Art. 6
License Duration and Conditions

A license to prospect for hydrocarbons shall kentgd for a period of three years at a
time unless a shorter duration is indicated inlitense.

A license to prospect for hydrocarbons does nwoé ghe licensee a right to drill for
hydrocarbons, produce hydrocarbons or priority itaming such a license later. Such a license
can, however, include a permission to drill for pfugpose of obtaining information about general
conditions for the formation and conservation odtocarbons.

The Minister of Industry sets rules with condisofor granting licenses to prospect for
hydrocarbons, i.a. clauses on payment of costaewaluation of applicants and the granting of
licenses, duty of information and duty of publidification regarding the progress of and results
from prospecting, the delivery of data and conftcity.

CHAPTER IV
Exploration and Production
Art. 7
Exploration and Production License

The National Energy Authority grants licenses tbe exploration and production of
hydrocarbons in specific areas which include exetusights for the exploration and production
of hydrocarbons. Such a license gives the licensedusive rights for exploration and
production. Duties and research obligations of libensee shall be further defined in the
exploration and production license.

In the case of the holders of a license being rtfwag one, they shall prepare and submit
a cooperation contract for approval by the NatioBaergy Authority. All changes in such a
contract, or annexes there to, are subject to anogpl by the National Energy Authority. A
license for the exploration and production of hy@dmons may only be granted to applicants
which are considered to have the requisite exgertxperience and financial capacity to
undertake these activities.

The National Energy Authority shall consult thenldiry of Fisheries and the Ministry for
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the Environment before granting a license for esgilon and production, permission or a license
for particular activities according to Art. 14-18.

An exploration license given in accordance witis taw includes a permission to explore
a hydrocarbon resource in a given area duringitkase period with the provisions given by this
law, in the license itself, and as determined nsmecifically by the National Energy Authority.
The National Energy Authority may divide the licenperiod into sub-periods, with further
specifications of the rights and obligations of lisensee within each individual period.

A production license given in accordance with tlag includes a permission for the
licensee to produce and utilize a given hydrocanssource during the license period in such a
volume and by other restrictions given in this lawthe license itself and as the National Energy
Authority considers to be necessary.

The licensee shall pay a yearly fee to the statestiry for the utilization of an exploration
and/or production area. For the first six yearg tha license is valid the licensee shall pay a
yearly fee of 50.000 ISK for each square kilometfdicense area, but after that the fee shall
increase by 10.000 ISK per year. The fee shalpite ©f this never become higher than 150.000
ISK per year.

Art. 8
Granting of licenses

A public notice inviting applications shall noryabe issued prior to the granting of
license for the exploration and production of hy@mtons.

The notice shall be published in the National @azand the Official Journal of the
European Community. The deadline for the applicasiball be indicated in the notice and be no
shorter than 90 days. The notice shall also i.&ineléhe area to which the license applies and
other conditions of the license.

There shall be no discrimination between applEeantthe granting of a license and the
equality of rights shall be observed. The licenisallsbe granted on the grounds of objective
criteria which have been made public. At the sam tdue consideration shall be given to
production that has already started or has beehedpfor in the surroundings. The National
Energy Authority may decide to reject all licenggplecations submitted following a public
notice.

Decisions on granting a license for exploratiod anoduction shall mainly be based on
considerations of the financial and technical cédpaaf applicants, that the production from a
given resource is viable by measures of the ndtiecanomy, and in which ways a submitted
exploration plan may reach a given goal. If theidtatl Energy Authority considers two or more
applications equal by the measure of the critewargabove, the National Energy Authority is
permitted to rate applications by other criteria.

It is permitted to grant licenses for the explamatand production of hydrocarbons
without public notice, if the given license area:

a. is available on a permanent basis; or

b. has previously been subject to a public notice authany license being given
consequently; or

c. has been given back by a company, without autoalstibelonging under provisions

given by item a.

Before such a license is granted an advertisenietditIse placed in the National Gazette and the
Official Journal of the European Community, givitige limits of the given area together with a
notice on where to find further information on hse granting in the area. Any considerable
changes in this information shall immediately be@mced by a new advertisement. Before a
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license is granted under the provisions of thisgeaph, licensees in adjacent areas shall also be
given the opportunity to apply for a license fopkxation and production in the area concerned.
However, applications for licenses under this paply can not be deliberated nor licenses
granted until the appropriate advertisement has Ipeblished in the National Gazette and the
Official Journal of the European Community.

The National Energy Authority may demand paymehtcast due to evaluation of
applicants and the granting of licenses accordingrt. 7.

Art. 9
Application

An application for a license for exploration amdguction shall state clearly the purpose
of obtaining the license along with detailed infation on the location, magnitude, nature and
timing of the applicant's intended activities asrenprecisely determined by the National Energy
Authority.

If the National Energy Authority considers thatapplication for a license for exploration
does not fulfil the requirements given in paragrapb, the National Energy Authority may reject
the granting of an exploration license or prescapecial provisions to be met in the exploration
license due to this.

Art. 10
License Duration and Conditions

A license for exploration shall be granted foremipd up to 12 years, which term may be
prolonged for up to two years at a time. Howeviee, tmmaximum duration of a license may not
exceed 16 years. The duration of a license shakm#® on the magnitude of the exploration
activity and the nature of the hydrocarbon resaurce

When the conditions for a license for exploratltave been fulfilled the licensee shall
have priority for an extension of the license fbe fproduction of hydrocarbons for up to 30
years. An application for the prolongation of theehse shall arrive at the National Energy
Authority no later than 90 days before a valid ise expires. The National Energy Authority
may require the licensee to relinquish a certairt pathe license area before prolonging the
license, in which case the licensee's proposalstarh a relinquishment shall arrive at the
National Energy Authority no later than 90 days doefa valid license expires. Further
requirements on the relinquishment of areas sleafiui forward in the exploration license. If the
National Energy Authority does not receive anynglishment proposal from the licensee, the
National Energy Authority is free to decide on teBnquishment of areas.

If a licensee stops production for a continuougehyear period, the license becomes
invalid after that.

A license may be withdrawn if the licensee isdifer bankruptcy or if the licensee files a
plan of reorganization under a bankruptcy code.

A licence for production according to Art. 2, dhapply at least to the area where the
licensee intends to begin production and is ecoaoaltyisuitable for exploitation according to the
Minister of Industry's assessment.

Art. 11
Content of the License for Exploration and Prodoicti
A license for exploration and production shall stigé. the following points:
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1. Duration of the license. It shall be specially neméd when the activities shall start at the

latest and when they shall be terminated.

The geographical limits of the exploration or protion area that the license applies to.

The licensee's obligations with regard to the patidn of hydrocarbons, i.a. provisions on

the location and depth of boreholes for productind recharge and on production rates.

4. The licensee's duty of reporting and notificatiorthe National Energy Authority, including
the duty to deliver samples and data and how #ligeaty is to take place.

wn

5. Provisions for safety and environmental protectamappropriate.

6. The licensee's purchase of insurance at a recajmserance company, banker's indemnity
or other collateral that the National Energy Auttyoiconsiders equal, to cover possible
liability for damages caused by activity of theelisee.

7. Disposal of production systems and equipment ag¢tigeof the license term.

8. Closure of offshore installations and bases thae lmeen used for exploration or production

activities.
9. Appropriate maps and figures to be submitted byaphicant.
A provision may be set for the license to be rakeated within a set period of time, given
that the preconditions for the provisions of tleefise have changed.
The Minister of Industry may by regulation decide further stipulations regarding
licenses for exploration and production.

Art. 12
Licensee's Obligations at the End of the LicensenTe
The National Energy Authority may stipulate thatigations according to an exploration
and production license remain after the licenséogds over, the license returned or withdrawn.
If the licensee does not meet his obligations atingrto an exploration and production license
the National Energy Authority may demand that therisee pay the cost associated with meeting
the obligation, in part or in full.

Art. 13
Duty of Caution
When exploring for and producing hydrocarbons yveeasure of safety shall be taken
and the activity shall be in accordance with gatdrnational practice for similar situations. The
activity shall not endanger or hinder needlessipmmmnication, fisheries or other activities.

Art. 14
Drilling
Drilling into strata under the seabed may onlyibeghen the National Energy Authority
has accepted the equipment, drilling plans and imgrarrangements.

Art. 15
Offshore Installations

The building and installation of an offshore iistdon and the production of
hydrocarbons requires the consent of the Nationeldy Authority.

If a licensee wants to commence such an actiatghall present a field development and
production plan the National Energy Authority fapaoval.

The National Energy Authority may alter a previguapproved field development and
production plan in order to ensure that the agtiigtsafe and economical or if it is in the public
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interest to demand it.

Art. 16
Decommissioning of an Offshore Installation

Decommissioning of an offshore installation, imthg cessation of maintenance, is
subject to the consent of the National Energy AdthoA licensee shall present to the National
Energy Authority for approval a plan for decomnussng an offshore installation containing i.a.
information on how the decommissioning will takeqs®.

At the decommissioning of an offshore installatibrwill normally be removed as a
whole or partly. The National Energy Authority cdrgwever, agree to its continued use for
exploration and production of hydrocarbons or oitied of use.

If there is reason to assume that a licensee woiekave the financial ability to pay for
the cost of decommissioning an offshore instaliatioe National Energy Authority can at any
time demand of the licensee that he prove histglidipay or provide necessary guarantees.

Art. 17
Piping Equipment

The construction and operation of a piping equipinfier the production or transportation
of hydrocarbons is subject to the permission ofNh&onal Energy Authority. A permission shall
i.a. include conditions on the organisation of duglipment, the use of the equipment by others
and payment for the use.

The provisions of Paragraph 1 do not apply tollpgaing equipment that belongs to an
offshore installation and is only used for prodatirom one accumulation of hydrocarbons.

If piping equipment belonging to a licensee reactie territory or continental shelf of
another state, and an agreement of co-operati@rdieg the construction and operation of the
piping system has been reached between that stdtéha Icelandic state, the National Energy
Authority can impose the obligation on the licensééhe Icelandic part of the piping equipment
to take part in the co-operation and set furtheddens for the participation.

Art. 18
Piping Equipment of a Foreign State
The construction and operation of a piping equipmem behalf of another state for the
transportation of hydrocarbons across the Icelaoditinental shelf is subject to the consent of
the National Energy Authority.

Art.19
Division of a Hydrocarbon Accumulation

Where an accumulation of hydrocarbons extends anéas where two or more parties
have a license to explore and produce the licenseet make an agreement of co-operation
regarding exploration and production from the acglation. The agreement of co-operation is
subject to the consent of the National Energy Adtholf the licensees do not reach an
agreement within a suitable time the National Epexgthority may decide its contents.

If an accumulation of hydrocarbons extends intotlaer state’s continental shelf and an
agreement of co-operation regarding explorationanfl production from the hydrocarbon
accumulation has been reached between that stdt¢hanicelandic state the National Energy
Authority may oblige licensees on the Icelandictomntal shelf to take part in the co-operation
and set further conditions regarding the participat



Unofficial Trandation

Art. 20
Co-exploitation of Accumulations of Hydrocarbons

If the National Energy Authority deems it sensitieexploit two or more accumulations
of hydrocarbons together due to economic consideighe can, having consulted the licensee,
demand such a co-exploitation.

The National Energy Authority may oblige the lisee to allow other licensees, for
payment, access to equipment and transportatiom suth a co-exploitation in mind. If the
licensees do not reach an agreement about payfoenie use the payments shall be decided by
the National Energy Authority.

CHAPTER V
Environmental Protection, Working Conditions and Safety M easures
Art. 21
Environmental Aspects
When granting a license according to chaptersanid 1V the exploitation of resources
shall take into consideration environmental aspectational economical interests and
exploitation already started in the vicinity.

Art. 22
Safety Measures

Utmost safety measures shall be taken in hydrocadztivities and it shall be verified
that the activities comply with general demandshipdrocarbon activities at any given time, i.a.
regarding technical equipment and work processes.

The licensee and others involved in hydrocarbdiviéies shall work to provide good and
healthy conditions, as well as workplace safety actively control that the working conditions
comply with the legislation that is in force.

The licensee shall take the necessary measurgsreteent damage or reduce the
consequences of damage which has occurred, ingud@asures aimed to bring the environment
back to its former state.

Art. 23
Special Safety Zone
A special safety zone shall be set up around oftsistallations. The Minster of
Industry sets further rules about safety zonesaom@ance with international practice, including
communication and fisheries in the area and hebsanthe traffic of unauthorized ships and
aircraft in the area. The Minister of Industry aso set rules for reasons of safety limiting the
right of ships to anchor and fish near piping emept.

CHAPTER VI
Supervision, Resorts and Providing Information
Art. 24
Supervision
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The National Energy Authority supervises in arehgre a license has been granted for
prospecting, exploration and production of hydrboas. The National Energy Authority reports
to the Minister of Industry on prospecting, expta and production according to further
instructions from the Minister.

The National Energy Authority may demand paymdntast due to supervision in areas
where licenses have been granted for prospectipdpration and production.

Art. 24 a.
Authority of the National Energy Authority

The National Energy Authority may demand from ticensee all the information and
data that are necessary for supervision accordirtgi$ act. Such data and information shall be
delivered within reasonable time limits as decidad the National Energy Authority. The
National Energy Authority may also impose regukgparting from the licensee on the matters
that are important for the supervision.

The National Energy Authority may in relation witts supervisionary role demand
information and data from other governmental bagdmstwithstanding their obligations of
confidentiality.

Art. 24 b.
Resorts of the National Energy Authority

If the licensee does not comply with the requiretadoy this act, by regulations based on
this act, by the exploration and production license by other governmental authority, the
National Energy Authority shall give written notioéwarning to the licensee with an ample time
limit for remedies but daily penalties pendingtHé licensee takes no heed of the notice by the
National Energy Authority within the set time limitthe National Energy Authority may
withdraw or change the license. In the case ofrim&® infraction or negligence, or if it is clear
that the licensee can not fulfil obligations giviey the license, the National Energy Authority
may withdraw the license without warning.

Penalties can be 50.000-500.000 ISK per day. Wiesmding on the order of daily
penalties, the nature of negligence or infractigai@ast given interests may be of influence. A
decision on daily penalties shall be announced leyter to the payer in a certifiable way. Daily
penalties constitute an enforceable claim, as a&lthe costs associated with collecting them.
Collected penalties less costs associated witteatolly them go to the state treasury. Non-
compliances with the requests of the National Epéngthority shall be reported to the Minister.

Art. 25
Gathering of Data
The National Energy Authority shall gather all alain the continental shelf that is
produced in activities according to this Act.
The National Energy Authority keeps information twydrocarbon resources in a
database. This database will contain data that baea collected by prospecting, exploration,
production and supervision, as well as filed olibga data from licensees.

Art. 26
Reporting by a Licensee
A holder of a license for prospecting or explorargd producing shall at least once a year
and at the end of his license period send the NaltiBnergy Authority a report with information
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on the progress and results of prospecting, exgoand producing, information on the nature
and magnitude of a hydrocarbon accumulation, tted tonount and an estimate of the value of
the hydrocarbons that have already been producgd#er points according to clauses in the
license in question. The licensee must also deldata and send samples of material if the
National Energy Authority wishes.

Art. 26 a.
Confidentiality

Information kept by the National Energy Authorupder the provisions of this act shall
be exempted from public scrutiny according to thet An Information during the period of
validity of an exploration license.

The employees of the National Energy Authorityt {herform supervisionary duties under
this act shall be obliged to uphold confidentialifyhey are forbidden to disclose confidential
material on the business and management of thaehtby are supervising to an impertinent
party, at the risk of liability according to theipstlations of the general criminal code on
infraction of a public servant. The same goes facglists performing supervisionary work on
behalf of the National Energy Authority, as i.a. poyees of registered inspectorates and
supervisionary bodies. Confidentiality shall coognto be upheld after employees have taken
their leave.

Information given by licensees to the National iggeAuthority under the present act
shall be kept by the National Energy Authority. &fthe period of confidentiality according to
par. 1 having expired, the National Energy Authordt free to pass on that information or use it
for the purposes of further licensing.

Confidentiality of Icelandic authorities by lawahnot prevent their giving all necessary
information to the EFTA Surveillance Authority imrmnection with fulfilling the obligations of
the EEA Agreement.

In spite of the provisions on confidentiality tleenployees of the National Energy
Authority are free to negotiate with the exploratiicensee on clearance for less strict
stipulations regarding access to or uses of exjioraata.

Provisions on confidentiality shall not prevene tNational Energy Authority, or other
authorities designated by the Minister of Indusfrgm giving general information to the public
on prospecting, exploration and production aredsaativity in these areas, as i.a.:

1. Giving general information in connection with pubnnouncements, yearly reports and
similar matters in relation with hydrocarbon adigs.

2. Handing over information in connection with coopiEna on hydrocarbon activities with
another state, given that similar stipulations onficlentiality are in force in that state.

3. Using the information for increased knowledge alibatgeology and resources of the bottom
of the sea.

Further stipulations may be given on confidertain the licenses for prospecting,
exploration and production.

CHAPTER VII
Clauses on Expropriation and Compensation
Art. 27
Expropriation
The Minister of Industry may expropriate real estat order to allow activities according to this
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Act. The expropriation and determination of compios shall be according to provisions in
legislation on the execution of expropriation.

Art. 28
Compensation

Licensees are according to this Act liable for a@aynage from a hydrocarbon activity,
including environmental damage, regardless of wdretie damage can be proved to be culpable.

The compensation liability for bodily harm or los$ provider may be lowered or
cancelled if it is proven that the party sufferimym has inflicted the harm intentionally or due to
major carelessness. The compensation liabilityrfaterial damages may be lowered or cancelled
if it is proven that the party suffering damages hdlicted the damage intentionally or due to
carelessness.

Compensation for environmental damage may be ledvesr cancelled when it is
considered proven that the damage was caused hyahattastrophe or other uncontrollable
events for which the licensee cannot be held adabism

Art. 29
General Rules of the Law of Tort
The provisions of Art. 28 by no means limit thehti¢go damages derived from general rules.

CHAPTER VI
Miscellaneous Provisions
Art. 30
License Transfer
Licenses according to this Act, or parts theremdnnot be transferred, directly or
indirectly, to a third party or a co-licensee withahe permission of the National Energy
Authority. In addition, the transfer of equities ather titles of property in such a volume, that it
may change the ruling majority in a company holdmrg co-holding a license, or making
contracts to the same effect, is not permitted auththe consent of the National Energy
Authority.
The National Energy Authority may demand a fee germitting transfer of licenses
according to par. 1. Provisions for such a fee begiven in a license.

Art. 30 a.
Fees for the issue of licenses and for supervision
In order to defray the costs of preparing andimgslicenses according to the present act
the following fees shall be paid to the licensor:
1. For a prospecting license for hydrocarbons withititention of subsequent exploration and
production, re. Art. 4, a fee of 750.000 ISK stuelpaid.
2. For an exploration license for hydrocarbons, rd. Ara fee of 1.000.000 ISK shall be paid.
For a production license for hydrocarbons, re.7Ar fee of 1.500.000 ISK shall be paid.
A licensee for an exploration and production Ieeshall pay a yearly fee of 1.000.000
ISK for defraying the costs of supervision, preparaand safekeeping of data according to the
present act.

Art. 31
Regulation
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The Minister of Industry may set with regulatiamrther provisions on the execution of
this Act.

Art. 32
Penalties
Offences against this Act are punishable by finedess a more severe punishment is
indicated pursuant to other legislation. Both legatities and individuals may be subjected to
fines for offences against this Act. A legal entitay be fined for violation of this Act regardless
of culpability of the legal person’s representativeemployee.

Art.33
Validation
This Act becomes valid immediately.



