APPLICATION TO THE ENERGY AND WATER UTILITIES REGULATORY
AUTHORITY (EWURA) FOR APPROVAL OF A REVISED GAS PROCESSING AND
TRANSPORTATION TARIFF

APPLICATION BY: Songas Limited
REGISTERED ADDRESS: 4™ Floor Barclays House
Ohio Street
PO Box 6342

Dar es Salaam

CONTACT INFORMATION: Mr Christopher Ford

Managing Director

Tel: 0222124181

Fax: 0222124186

Email: christopher.ford@songas.com

AUTHORIZATION: Authorized by the Ministry of Energy in 2001 to
process and transport gas pursuant to the Songo
Songo Gas to Electricity Project and EWURA Order
08-009.

SUMMARY & RATIONALE FOR APPLICATION:

Songas Limited, hereby submits for approval, pursuant to the Energy and Water
Utilities Regulatory Authority Act of 2001, this application (the “Application”) for a revised
gas processing and transportation tariff (the “Proposed Tariff”). The Proposed Tariff will be
implemented following commissioning of the first of two gas processing trains proposed to be
installed as part of a project to approximately double the capacity of Songas’s gas processing
facilities on Songo Songo Island (the “Expansion Project”). The current tariff (the “Current
Tariff”) will apply until the first of the Expansion Project’s gas processing trains has been
commissioned at which time it will be replaced by the Proposed Tariff. The Proposed Tariff
will apply to all quantities of natural gas, other than Protected Gas, that are processed or

transported by Songas.
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The Proposed Tariff is required in order to enable Songas to finance and operate the
Expansion Project. The expanded capacity is essential for supplying fuel to power generation
facilities that have already been installed by TANESCO. It is also required in order to
enhance the level of reliability of the country’s increasingly important natural gas supply
system, returning it to a similar level of reliability as when the Songo Songo Project was

implemented.

The Proposed Tariff will be based on the “revenue requirement” concept, designed to
generate sufficient, but no more, revenue than is required to meet the costs of financing and
operating the Expansion Project as well as other specifically approved infrastructure related
costs. As developed herein, the revenue requirement (the “Revenue Requirement”) will also
meet the costs incurred in optimally planning for and implementing further expansions or
quality of service improvements to Tanzania’s natural gas supply infrastructure as well as
preserve the Current Tariff revenue to which TANESCO and Songas are entitled and provide
GOT a revenue stream for its past investment in an “over-sizing” of the main pipeline. The
Proposed Tariff uses a depreciation methodology that optimizes the long-term sustainability
of the Expansion Project, by helping to ensure the economic viability of gasfields that may be
declining in deliverability after two decades of production. The methodology is also one

which facilitates future investment in gas infrastructure.

All units of gas processed or transported by the Songas system, other than Protected
Gas, will incur the same tariff. Those gas consumers whose gas prices are negotiated with gas
producers based on world oil prices and are “bundled” to include delivery to the burner tip,
will see no change between the Current Tariff and the Proposed Tariff. Those gas consumers
whose gas prices are negotiated with gas producers based on a wellhead price, net of
processing and transportation, will, pay less if the gas price they pay is based on world oil
prices or they may pay more if the gas price they pay is significantly discounted to world oil

prices.

The Proposed Tariff achieves three important national objectives: provides the natural
gas delivery infrastructure required to operate all currently installed gas-fired power plants;
provides an important level of security to the country’s gas supply; and allows further markets

for gas to develop.
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REQUESTED REGULATORY ACTION:

Songas Limited respectfully requests that EWURA (a) accept this Application for
filing, (b) approve the Proposed Tariff, in the form set forth in Attachment A hereto, (c)
approve and rule on the items listed in Paragraph 98 of the Application and (d) permit the
Proposed Tariff to become effective for service on and after the date of commercial operation

of the first gas processing train installed pursuant to the Expansion Project.

Yours Sincerely

Mr Christopher Ford
Managing Director
Songas Limited
October _, 2008
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APPLICATION TO THE ENERGY AND WATER UTILITIES REGULATORY

AUTHORITY (EWURA) FOR APPROVAL OF A REVISED GAS PROCESSING AND

TRANSPORTATION TARIFF

GLOSSARY OF TERMS

The following glossary of terms is provided solely to assist in understanding the meaning of
terms that may be used in more than one section of the tariff Application referenced above.
Authoritative definitions of the terms — and the definitive application of them — are to be
found in Attachment A to the Application or, for those in italics, in the agreements associated

with the Songo Songo Project.

Additional Gas

Any gas from the Songo Songo gasfield that is in excess of
that required to meet the Protected Gas requirements

Basic Agreements

The core agreements governing the Songo Songo Project,
in part, the Implementation Agreement, the Gas Agreement
and the Gas Processing and Transportation Agreement

Development Credit
Agreement

The loan agreement between the International
Development Agency and the Government of Tanzania
that pertains to World Bank’s loan to the Songo Songo
Project. The loan has been on-lent to Songas

Capital Cost Determination
Date

The date, six months after the start of commercial
operations, when the project costs, as spent, are finalized
for recovery through the tariff

Current Tariff The tariff currently paid by shippers of Additional Gas and
equivalent to 17.5% of the Songas Outlet Price
EPC Contract The contract to be entered into with Group Five Tanzania

Ltd for the construction and commissioning of the
Expansion Project

Equipment Supply Contract
(ESC)

The contract to be entered into with ALCO Gas and Oil
Ltd for the supply of the gas processing skids

Expansion Project

The project to add two gas processing trains to the gas
processing facility on Songo Songo Island

Fourth Train

The second-commissioned of the two gas processing trains
to be installed by the Expansion Project

Fourth Train Capital Cost

A portion of Total Budgeted Costs as each term is defined
in Attachment A

Gas Facilities

Means the gas production facilities in the Songo Songo
gasfield, the gas processing plant on Songo Songo Island
and the marine and onshore pipelines from Songo Songo
Island to the Ubungo Complex and on to the cement plant
at Wazo Hill

Gas Processing and
Transportation Agreement

One of the Basic Agreements, it details how the Current
Tariff functions and provides guidance on what a revised
tariff should account for if there are further capital
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investments in the Gas Facilities

Globeleq

A collective term used for affiliated companies that are
financing and managing the Expansion Project. Globeleq
affiliates are also the principal shareholders in Songas

Initialled Agreements

The revised forms of the Basic Agreements and other
agreements that are required for the commercial
implementation of the Expansion Project, a package of
which were initialed on June 20, 2008. An Initialling
Agreement was executed the same day

International Development
Agency (IDA)

The branch of the World Bank that provided the loan
covered under the Development Credit Agreement

Loan Agreement

The agreement for the loan of funds from Globeleq to
Songas which will be used to finance the Expansion
Project and which will be repaid with a portion of the
revenue from the Proposed Tariff

Operatorship Agreement

One of the Basic Agreements, it covers PanAfrican
Tanzania Limited’s operatorship of the Songas-owned gas
production facilities and gas processing plant

Other Gas Any natural gas processed or transported by the Songas-
owned Gas Facilities that is not Protected Gas or
Additional Gas

Over-Sizing The project, completed when the main onshore pipeline

was installed, to install a 16” diameter pipeline rather than
a 12” diameter pipeline between Somanga Funga and the
Ubungo power plant

Power Purchase Agreement
(PPA)

One of the Basic Agreements, it covers the sale of
electricity from Songas to TANESCO

Protected Gas

The gas from the Songo Songo gasfield that is required to
operate the equivalent of the first five gas turbines to be
installed at the Ubungo Complex plus the Wazo Hill
cement plant as configured in October 2001 plus up to 1
Mmcfd for use in villages along the pipeline right-of-way,
all for a period of 20 years from the commercial operations
date of the Songo Songo Project

Regulatory Year

One year periods commencing at the date of the start of
commercial operations for the Expansion Project and on
each anniversary date thereafter until the end of the term of
the Proposed Tariff

Regulated Business Costs

The costs incurred by Songas in planning for and
developing its regulated gas delivery business

Revenue Requirement

The revenue required to recover the annual costs of (a) the
Expansion Project including Regulated Business Costs, (b)
the Initial Infrastructure Revenue Requirement and (c) the
Over-Sizing Revenue Requirement

Shipper

Any qualified shipper of Throughput Gas
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Songas Outlet Price

The basis for calculating both the Current Tariff and the
Initial Infrastructure component of the Proposed Tariff, it is
the burner tip price paid by Additional Gas customers less
any approved costs for gas processing or transportation
facilities, such as PanAfrican’s ringmain, installed by third
parties

Songo Songo Gasfield

The area of the Development License issued pursuant to
the Songo Songo Project.

Songo Songo Project

The integrated project, owned by Songas, that owns the
wells in the Songo Songo gasfield, the flowlines to the gas
processing plant, the gas processing plant, the marine and
onshore pipelines from Songo Songo Island to the Ubungo
Complex and on to the cement plant at Wazo Hill and the
Ubungo Complex. All components are operated by Songas
except those including, and upstream of, the gas processing
plant which are operated by PanAfrican Tanzania Limited

Third Train

The first-commissioned of the two gas processing trains to
be installed by the Expansion Project

Third Train Capital Costs

A portion of Total Budgeted Costs as each term is defined
in Attachment A

Throughput Gas

A collective term for either or both Additional Gas and
Other Gas

Total Budgeted Costs

The budget, as at Notice to Proceed under the EPC
Contract, for developing and implementing the Expansion
Project

Useful Economic Life

A regulatory concept used to help establish the term over
which an asset is depreciated

Weighted Average Cost of
Capital (WACC)

The blended cost of financing from different sources which
results in the overall rate of return
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APPLICATION TO THE ENERGY AND WATER UTILITIES REGULATORY
AUTHORITY (EWURA) FOR APPROVAL OF A REVISED GAS PROCESSING AND
TRANSPORTATION TARIFF

INTRODUCTION

The attached application (the “Application”) is made by Songas Limited (“Songas), a
Tanzanian company, pursuant to the Energy and Water Utilities Regulatory Authority Act of
2001. The Application is for a revised gas processing and transportation tariff (the “Proposed
Tariff”) that will be applied equally to all units of natural gas — other than Protected Gas — which
are processed or transported by Songas. The Proposed Tariff is required in order to finance,
construct and operate the proposed expansion of Songas’ gas processing facilities (the
“Expansion Project”) on Songo Songo Island.

The Application complies with EWURA’s Guidelines for the Evaluation of Tariff
Applications dated 18 October 2006 and is comprised of the “Top Sheet” above (conforming to
Il A 1-7 of the Guidelines), Part B (conforming to Il B 1-11 of the Guidelines) , and C and D
(collectively conforming to 1l C of the Guidelines) below and Attachments A to K. A Glossary
of Terms is provided above for convenience only.

Filed separately and in support of the Application are (a) the Initialed Agreements (and
Initialling Agreement) between GOT, TANESCO, TPDC, PanAfrican Tanzania and Songas as
are required for the commercial implementation of the Expansion Project, (b) the contracts to
procure the gas processing “trains”, (the Equipment Supply Contract” or “ESC”) and construct
the Expansion Project (the “EPC Contract”) as are required to procure and install the Expansion
Project facilities, (c) a draft of the Loan Agreement as is required in order to finance the

Expansion Project with payback terms as are indicated in the Proposed Tariff.

7

APPLICATION TO THE ENERGY AND WATER UTILITIES REGULATORY AUTHORITY (EWURA) FOR APPROVAL OF A REVISED GAS
PROCESSING AND TRANSPORTATION TARIFF



Background & Mandate

1. As demonstrated elsewhere in this Application the Expansion Project is
required in order to meet the natural gas fuel requirements of both TANESCO’s currently
installed thermal generating capacity and the growing industrial and power sector
requirements.

2. Under the terms of the Gas Processing and Transportation Agreement, Songas
agreed to undertake any capital additions to the Gas Facilities that become necessary to
support increased Additional Gas sales, on condition that (a) Songas recovers all costs
incurred in constructing, operating and maintaining such capital additions, (b) Songas receives
a reasonable return on its investment in such capital additions and (c) TANESCO is
compensated for the additional costs it incurred, via its capacity charge obligation under the
Power Purchase Agreement, by installing processing and pipeline capacity that was not
required solely for the supply and delivery of Protected Gas.

3. The implementation of the Expansion Project via the Proposed Tariff is
consistent with the above conditions — (a) and (b) are addressed through the Expansion
Project costs components of the Revenue Requirement as detailed in Paragraphs 14-20 below
and (c) is addressed through the Initial Infrastructure Revenue Requirement of the Revenue
Requirement as described in Paragraphs 21-23. Fulfilment of these conditions also permits
Songas to fulfil its covenants under the Gas Processing and Transportation Agreement to

expand the gas processing and transportation infrastructure as necessary.
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B-1 CURRENT TARIFF AND PROPOSED TARIFF

4, The table below indicates the Current Tariff and the Proposed Tariff for all
customer classes using Songas’ Gas Facilities before and after the commissioning of the

Expansion Project.

Customer Current Tariff Proposed Tariff
Class
Protected Gas N/A N/A

Per unit (mcf) tariff based on
Additional Gas 17.5% of Songas Outlet Price annual Revenue Requirement
divided by the sum of the annual
Additional Gas throughput plus the
annual Other Gas throughput;

Other Gas N/A RRin$ = $/mcf
(AG + OG) in mcf

Note: “Additional Gas” plus “Other Gas” is referred to hereafter as “Throughput Gas”

5. Certain volumes of natural gas from the Songo Songo Gasfield are classified as
“Protected Gas” and do not currently pay an identifiable gas processing and transportation
tariff. Pursuant to the Basic Agreements of the Songo Songo Project, the cost of developing
and operating the gas processing and transportation infrastructure in order to deliver the
Protected Gas volumes is compensated through the Power Purchase Agreement between
TANESCO and Songas. Under the Proposed Tariff, Protected Gas will continue to be exempt
from a specific gas processing and transportation tariff.

Current Tariff

6. Also under the Basic Agreements, the tariff for processing and transporting

natural gas from the Songo Songo Gasfield that is not Protected Gas (defined as “Additional
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Gas”) is set at 17.5% of the Songas Outlet Price until the point in time when the gas
processing plant or pipelines require significant new investment. The Songas Outlet Price is
defined as the delivered price of Additional Gas to end-use consumers, less charges levied by
PanAfrican Tanzania to recover capital and operating costs incurred by PANAFRICAN
TANZANIA in connection with its local distribution pipeline network and less direct taxes
payable by end-use customers that are included in the delivered price of Additional Gas.

7. The revenue generated under the Current Tariff is shared 85% to TANESCO
and 15% to Songas pursuant to the Power Purchase Agreement between TANESCO and
Songas.

8. Paragraphs 6 and 7 describe the Current Tariff mechanism which has been
successfully utilized to deliver Additional Gas to an ever-growing number of power sector
and industrial customers since gas first became available in 2004.

9. The Current Tariff was established as part of a broad and extensive package of
commercial arrangements that lead to the establishment of the Songo Songo Project. It is not
possible to segregate the details of any component of those arrangements although the tariff
methodology that was approved by all parties was intended to cover the cost of the initial
infrastructure which was surplus to the requirements for delivering only Protected Gas, such
additional costs being largely borne by TANESCO through the capacity charge under the
Power Purchase Agreement. Songas would be prepared to convert the Current Tariff to a
more typical “rate-based” form of tariff, but doing so would take considerable time and, as
other parties such as TANESCO and GOT have interests in the Current Tariff, could not be

achieved by Songas alone.

Proposed Tariff
10

APPLICATION TO THE ENERGY AND WATER UTILITIES REGULATORY AUTHORITY (EWURA) FOR APPROVAL OF A REVISED GAS
PROCESSING AND TRANSPORTATION TARIFF



10.  The Proposed Tariff anticipates that Additional Gas will continue to be
shipped. It also anticipates that gas from sources outside of the Songo Songo Gasfield may be
shipped, such gas being defined as “Other Gas”. Additional Gas and Other Gas will pay the
same tariff, with both Additional Gas and Other Gas being referred to in this Application as
“Throughput Gas”.

11.  Shippers of Throughput Gas will pay a volume-based tariff, denominated in
United States dollars per thousand cubic feet ($/mcf), designed to generate, over time, the
revenue required by Songas in order to implement, operate and earn a return on its proposed
investment in the Expansion Project as well as recover certain other costs detailed below (the
“Revenue Requirement”). Prior to the start of each year during the term of the Proposed
Tariff (each, a “Regulatory Year”), Songas, with information obtained from shippers and their
customers, will forecast the Revenue Requirement and Throughput Gas for the following
Regulatory Year. The processing and transportation tariff, payable to Songas by each unit of
gas that will be processed or transported through Songas’ Gas Facilities (other than Protected
Gas) during the subsequent Regulatory Year, will be the forecast Revenue Requirement
divided by the forecast Throughput Gas. All shippers and all Throughput Gas from any
source will pay the same tariff. Any variance between forecast and actual, whether positive or
negative, will be carried forward into the following year via the correction factor described in
Attachment A. All inputs and calculations will be subject to review by EWURA.

12. To the extent there are minimum take-or-pay obligations between the
Throughput Gas shippers and the purchasers of such gas, the Proposed Tariff includes an
annual adjustment mechanism to account for any deficit between the actual “take” of

Throughput Gas by such purchaser and the “minimum take” requirement for a given year.
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The mechanism gives consideration for any make-up quantities that may have been delivered
by the shipper during such year in respect of a previous annual deficiency in the minimum

take obligation. (See Attachment A for details on the Proposed Tariff mechanism.)

Determination of the Revenue Requirement

13.  The annual Revenue Requirement will be designed to satisfy the following
sub-categories of “revenue requirements”:

a. the Expansion Project costs, including the cost of operating a service-oriented
business in a regulated environment;

b. the Initial Infrastructure Revenue Requirement; and
C. the Over-Sizing Revenue Requirement.
Each of these requirements for revenue is described below.

14.  The Expansion Project costs are those costs incurred by Songas and Globeleq,

whether paid directly by Songas or by Globeleq on behalf of Songas, in order to develop,
finance, construct and operate the Expansion Project as well as to efficiently plan for further
expansions to or quality of service enhancements to the gas delivery system. The Expansion
Project costs include both Third Train Capital Costs and Fourth Train Capital Costs
components which are designed to recover the initial project cost as well as a rate of return to
the investors. They also include an Operations, General & Administrative Costs component
and a Taxes component. The Operations, General & Administrative component is comprised
of an Operations and Maintenance Costs sub-component, an Incremental Business Costs sub-
component, a Regulated Business Costs sub-component and a Working Capital Allowance
sub-component. Each of the items comprising the Expansion Project costs will recover the

cost of those items only as they relate to the Expansion Project or, in the case of the Regulated
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Business Costs component, as they relate to maintaining or planning for further development
of the gas transmission infrastructure in a regulated environment.

15.  The largest components of the Revenue Requirement in the initial years of the
Proposed Tariff are the Third Train Capital Costs and Fourth Train Capital Costs. Songas and
Globeleq propose that these components be based on a weighted average cost of capital
(“WACC?) for the Expansion Project of 16% and a Useful Economic Life of the Expansion
Project of 14 years from the date of the project’s commercial operations. The WACC has
been calculated using an assumed 50:50 debt to equity ratio, market data for the cost of
hypothetical third party debt capital, and a cost of equity capital calculated using a capital
asset pricing model developed for the Expansion Project. With the significant restrictions on
sources of lending and the higher long term LIBOR swap rates seen following the recent
turmoil in international credit markets, Songas believes that the appropriate WACC for this
project would be 18%. Songas has however confirmed with the proposed funder of the
project, Globeleq, that it continues to be willing to make funds available to Songas for the
Expansion Project at a rate of 16%. The WACC must therefore be considered to be at the low
end of the range acceptable to investors in the Expansion Project. Songas has received
indications from Globeleq that Globeleq would not have board approval for funding at a rate
lower than the WACC of 16% set out herein. The WACC matches the financing available to
Songas as reflected in the Loan Agreement provided separately to EWURA. (See Section B-
10 of the Application and Attachment E for more detail on the capital asset pricing model and
other analyses used to determine this minimum rate of return for the Expansion Project.)

16.  The Useful Economic Life of the Expansion Project has been determined at 14

years to match the projected remaining life of the Songo Songo Gasfield, which on the basis
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of current projections for gas sales and current known reserves is set to be substantially
depleted by mid 2024. Should the commencement of construction be materially delayed
beyond the currently anticipated date of first quarter 2009, hence delaying the target
commercial operations date beyond second-quarter 2010, the Useful Economic Life would
have to be reduced.

17.  The capital cost of the Expansion Project is proposed to be amortized on a
straight-line basis over the 14 year Useful Economic Life. This will lead to a steady reduction
in the Third Train Capital Costs and Fourth Train Capital Costs components of the Revenue
Requirement over its Useful Economic Life meaning that, in the event that further gas
reserves are not discovered in the vicinity of Songo Songo Island, the lower rates of
production that would come from a substantially depleted reservoir would continue to be
economic to produce. Furthermore, having a revenue requirement that declines over time will
enhance the ability for the gas transmission sector to undertake further investments — which
would require either a separate tariff or an increment to be added to the then-existing tariff —
in the event that further expansions to the gas delivery system, either in the vicinity of Songo
Songo Island or elsewhere, are needed.

18.  As stated above, the only component of the Expansion Project costs that is not
directly related to the Expansion Project is the Regulated Business Costs component. These
costs must be incurred by Songas as an user-owned gas delivery system develops into a
regulated system which balances the needs, priorities, risks and willingness-to-pay of multiple
Shippers. It includes the cost of planning for least-cost system expansions, the development
of system-wide specifications and procedures for both shippers and off-takers as well as for

compliance with anticipated regulatory requirements. The cost of evaluating and monitoring

14

APPLICATION TO THE ENERGY AND WATER UTILITIES REGULATORY AUTHORITY (EWURA) FOR APPROVAL OF A REVISED GAS
PROCESSING AND TRANSPORTATION TARIFF



gasfields that are either being considered for tie-in to Songas’ gas processing or transportation
facilities or are, at the time, contributing to the Throughput Gas volumes are included.

19. Songas intends to engage the services of either additional employees or
specialized consultants in order to fulfil its obligations as a regulated business. The budget
for such services during the year prior to the first Regulatory Year as well as for the first
Regulatory Year (with the cost for the year prior to the first Regulatory Year to be carried
forward and added to that anticipated for the first Regulatory Year) is approximately
$779,000 in the year prior to the first Regulatory Year and $2.9 million, including the prior
year’s carry-forward amount, in the first Regulatory Year. Both figures have been escalated
to the appropriate year. (See Attachment D-Part 2 for details on these costs.)

20.  For the first Regulatory Year, as indicated in Attachment F, it is estimated that
the revenue requirement associated with the Expansion Project will be approximately $18.7
million. (See Sections 4.4 to 4.13 of Attachment A for details on how the components of the
Revenue Requirement that are related to the costs of the Expansion Project will be
determined.)

21. The Initial Infrastructure Revenue Requirement (IIRR) is the revenue stream

that TANESCO and Songas are entitled to earn from the existing gas processing and pipeline
infrastructure through the Current Tariff pursuant to the Basic Agreements of the Songo
Songo Project. The tariff revenue on any volumes of gas from the Songo Songo Gasfield, to
a maximum of the initial processing capacity of 70 Mmcfd less any Protected Gas volumes
processed or transported over the same time period, is shared by TANESCO and Songas 85%

and 15% respectively.
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22.  This revenue stream is important to both TANESCO and Songas, on both a
going-forward cash flow basis and as the basis on which their respective investments in the
initial infrastructure are amortized. =~ From the Songas perspective, any reduction in the
revenue it anticipates earning under the Current Tariff would be seen as negatively impacting
the rate of return it earns on the initial infrastructure. In considering an investment in the
Expansion Project, Songas and Globeleq would view the return on a potential investment in
the Expansion Project as net of any reduction in rate of return on the initial infrastructure.
TANESCO has indicated to Songas that from its perspective it is entitled to earn the Current
Tariff revenue due to its decision in 2001 to commit through the terms of the Power Purchase
Agreement to a larger gas delivery system than was required at the time.

23.  The Current Tariff revenue entitlement is preserved within the Proposed Tariff
through a “keep-whole” provision which, for each Regulatory Year, yields the same revenue —
and no more — to TANESCO and Songas as if the Expansion Project had not been
implemented. For the first Regulatory Year, as indicated in Attachment F, it is estimated that
the 1IRR component of the total Revenue Requirement will be approximately $6.0 million.
(See Section 4.15 of Attachment A for details on how the annual 1IRR will be determined.)

24. The Over-Sizing Revenue Requirement (OSRR) is included in this tariff

application at the request of the Ministry of Energy.

25.  The original specifications for the Songo Songo Project required the pipeline
from Songo Songo Island to Ubungo to have a nominal diameter of 12 inches. During the
development of the Songo Songo Project, the Government of the United Republic of Tanzania
(“GOT™) determined it to be in the public interest for the on-shore portion of the pipeline to

have a nominal diameter of 16 inches. Had the pipeline been constructed in accordance with
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the original specifications, it would have a capacity of only approximately 65 Mmcfd, rather
than its current capacity of approximately 105 Mmcfd.

26.  GOT borrowed US$4.386 million from the International Development
Association (“IDA”) to finance the over-sizing of the pipeline (the “Over-Sizing”). Because
the Current Tariff set forth in the Gas Processing and Transportation Agreement was agreed
to by the parties before GOT decided to undertake the Over-Sizing, there is no current source
of revenue available to Songas or to GOT with which GOT can repay the IDA financing.
IDA has asserted that the terms of the Development Credit Agreement for the Songo Songo
Project require that the Processing and Transportation Tariff include a source of revenue to
GOT, so that GOT is able to repay the IDA loan for the Over-Sizing.

217. In order to achieve this and on behalf of GOT, Songas is prepared to include an
Over-Sizing Revenue Requirement component in the Revenue Requirement. In order to
minimize the impact on the Proposed Tariff in the early years when the costs directly related
to the Expansion Project are at their highest, Songas proposes to commence the Over-Sizing
Revenue Requirement recovery in the fourth Regulatory Year. As indicated in 2(g) of
Attachment A, the Over-Sizing Revenue Requirement component, until such time as GOT
and Songas provide evidence of the pipeline Over-Sizing loan with details satisfactory to
EWURA, and in no event prior to the fourth Regulatory Year, will be zero.

28.  For planning purposes and to determine the impact on the tariff, Songas has
estimated the Over-Sizing Revenue Requirement component of the tariff based on a straight-
line amortization of $4.386 million over the eleven year period that commences at the start of
the fourth Regulatory Year of the Proposed Tariff and at an inferred interest rate for IDA soft

loans of 5%.
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29.  On the above basis, the tariff in the first Regulatory Year in which the Over-
Sizing Revenue Requirement component is included in the Revenue Requirement, compared
to the previous year, will decrease as the costs related to the Expansion Project decrease but
will increase with the inclusion of the Over-Sizing Revenue Requirement. It is estimated that
there will be a net decrease in the Revenue Requirement and tariff as compared to the
previous year’s figures.

30.  Songas is prepared to collect the Over-Sizing Revenue Requirement and pay it
to GOT, within 60 days of the end of each applicable Regulatory Year, as detailed in
Attachment A. (See Attachment G, which was provided by the Ministry of Energy, for
details on the GOT investment in the Over-Sizing Project.)

Depreciation Methodology

31.  The depreciation methodologies proposed to be used for determining the Third
Train Capital Costs and Fourth Train Capital Costs components of the Expansion Project
costs as compared to the Over-Sizing Revenue Requirement are slightly different due to
differences in the timing of payments credited against the outstanding balance for each. Both
Revenue Requirement components, as determined prior to the start of each Regulatory Year,
are proposed to be based on the anticipated opening balance for such Regulatory Year. For
the Third Train Capital Costs and Fourth Train Capital Costs components, it is assumed that,
on average, the tariff revenue will earn deposit interest prior to the requirement to make a loan
payment. This reflects the fact that tariff revenue will be earned monthly while loan
payments will be semi-annual. The benefit of the earned interest is passed on to Shippers via
a reduction in the Revenue Requirement as indicated in the final term of the Third Train

Capital Cost and Fourth Train Capital Cost formulas — “R x (1 + )*-1/2”. In determining
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the Over-Sizing Revenue Requirement, the final term — “R” — indicates that the applicable
rate of interest will be earned by and paid to GOT for the entire Regulatory Year. This
reflects the fact that the Over-Sizing Revenue Requirement will be paid to GOT once a year
following the end of the applicable Regulatory Year. Both depreciation methodologies are
felt to be reasonable reflections of the real-world differences in the ways in which the
financings associated with these components will be repaid.
Summary

32.  The table below summarizes the estimated cost components of the total

Revenue Requirement in the first Regulatory Year. (See Attachment F and Attachment D-

Part 2, for details.)

$ million per year % of total
Expansion Project
(principal and interest, operating costs, 8.7 76
incremental business costs, regulated 18.
business costs, insurance, taxes)
Initial Infrastructure 6.0 24
Over-Sizing 0.0 0
TOTAL 24.7 100

Note: VAT not included

33.  Any shortfall or excess tariff revenue collected in any Regulatory Year will be
credited, with interest, to the following Regulatory Year via a Correction Factor. (See Section
4.18 of Attachment A for details on how the annual Correction Factor will be determined.)

34.  The tariff to be paid by each unit of Throughput Gas will be established prior
to each Regulatory Year and remain in place for the duration of such Regulatory Year. In
order to establish the tariff for each Regulatory Year, Songas will, during the last quarter of
the previous Regulatory Year, and in consultation with Shippers and TANESCO, estimate the

Revenue Requirement and volume of Throughput Gas for the following Regulatory Year. As
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detailed in Section E of the Schedule to Attachment A, the tariff for the following Regulatory
Year will be obtained by dividing the estimated Revenue Requirement for the following year
by the forecast volume of Throughput Gas for the following year to yield a unit cost, in $/mcf,
for all Throughput Gas to be delivered in the following year.

35.  Songas will file such information with EWURA, requesting that EWURA
review and confirm Songas’ calculation of the estimated Revenue Requirement and forecast
of Throughput Gas volumes as well as its annual statement of shortfall or surplus earned and,
prior to the start of each Regulatory Year, issue a “tariff notice” formalizing the tariff for the

following Regulatory Year.

B2 PROPOSED TARIFF EFFECTIVE DATE

36.  The Proposed Tariff will begin to be charged to shippers once the Expansion
Project achieves commercial operations. Until such time, the processing and transportation of
Additional Gas or Other Gas (either one classified as Throughput Gas) will remain subject to

the terms of the Current Tariff.

Tariff History

37. From October 11, 2001 when the Songo Songo Project reached commercial
and financial closure, PanAfrican Tanzania (“PAT”) and Tanzania Petroleum Development
Corporation (“TPDC”) have had the contractual right to produce and market all natural gas
produced from the Songo Songo Gasfield that is in excess of the Protected Gas requirements.
Such gas, by definition, is Additional Gas. Songas processes and transports Additional Gas at
the request of PAT pursuant to a gas processing and transportation agreement, dated October

11, 2001 (the “Gas Processing and Transportation Agreement”).
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38.  As payment for processing and transporting Additional Gas, PAT currently
pays Songas a gas processing and transportation charge, as set forth in the Gas Processing and
Transportation Agreement, equal to 17.5% of the Songas Outlet Price (the “Current Tariff”).

39. Songas shares the revenue generated under the Current Tariff with TANESCO,
with 85% of such revenue applied as an offset against the capacity charge payable by
TANESCO to Songas under the Power Purchase Agreement. Songas retains the remaining
15% of such revenue.

40.  The Current Tariff mechanism has been applied to all volumes of Additional
Gas that have been delivered to customers since gas started flowing in July 2004.

41. On December 18, 2006, Songas made an Application to EWURA for a revised
gas processing and transportation tariff pursuant to the Expansion Project as it was then
planned. That Application resulted in Order No. 07-003 being issued by EWURA on April
12, 2007. The tariff mechanism under Order 07-003 was not implemented as the effective
date for the tariff, the start of commercial operations of the Expansion Project, was not
achieved prior to EWURA informing Songas in December 2007 that a new tariff application
would be required in order implement the Expansion Project . Songas filed a second tariff
application relative to the proposed Expansion Project on February 28, 2008. On August 7,
2008, Order No. 08-009, issued to conclude the review of Songas’ February 28, 2008
application, repealed Order No. 07-003 and indicated that Songas would be required to file a
further new application in order to establish a tariff for the Expansion Project. Order No. 08-
009 calls for significant modifications to the Current Tariff effective from January 1, 2009.

Songas has filed an appeal regarding Order 08-009 principally in relation to its ruling on the
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Current Tariff. The present Application is the third one to apply for a tariff that will lead to

the implementation of the Expansion Project.

B3 BENEFITS OF THE EXPANSION PROJECT AND THE PROPOSED TARIFF

Increasing Natural Gas Demand in Tanzania

42. Consumption of natural gas in Tanzania has increased substantially since
natural gas first started to be used at the Ubungo power plant, then at 1056MW, and at Wazo
Hill cement plant in 2004. Peak gas requirements at that time were less than 35 Mmcfd with
all gas being Protected Gas — though Additional Gas started to flow to industrial markets
before the end of 2004.

43.  Songas is currently processing and transporting up to 70 million standard cubic
feet per day (“Mmcfd”) of natural gas to markets in Dar es Salaam. Gas is delivered to
Songas’s Ubungo plant, now with185 MW of installed capacity, to the Aggreko temporary
power plant and to Tanesco’s Wartsil4 plant. TANESCO’s Tegeta plant is under construction
and is forecast to require gas before the end of 2008. Approximately 20 industrial users,
including Wazo Hill cement plant, also use natural gas. Of the total throughput,
approximately 30 Mmcfd is Additional Gas.

44, Both industrial and power sector markets are forecast to continue expanding
with TANESCO’s planned conversion of an existing 100 MW plant currently operating on
heavy fuel oil being one large potential additional market that could require gas in the near
term. TANESCO also indicates that a further 100-200 MW of gas-fired capacity will be
required in Dar es Salaam early in the next decade.
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The Need for & Scope of the Expansion Project

45.  The combined requirements of all natural gas customers, at peak load, are
approximately 100 Mmcfd. With design capacities of 70 Mmcfd and 105 Mmcfd,
respectively, the processing plant and main pipeline system lack sufficient installed capacity
to process and transport the volumes of natural gas that are currently required to supply all
customers at peak load simultaneously.

46. PanAfrican Tanzania, as the only Shipper on the Songas system, has, at several
times during 2008, had to allocate gas supplies amongst contracted customers. With current
demand for gas in excess of processing capacity and with the processing deficit anticipated to
increase substantially over the short term, the need for one or more solutions to increase the
rate of gas deliverability to customers is clear. The installation of additional processing
capacity — the Expansion Project — has long been the priority solution. With the significant
delays in implementing the Expansion Project, however, Songas has worked with all parties
throughout 2007 and 2008 to also identify acceptable short-term solutions that can be
operational during the interim period prior to the start of operations on the Expansion Project.

47. Increasing the short-term throughput of the existing processing plant, through a
temporary re-rating has been rigorously assessed though identifying a solution which is safe,
reliable, insurable and which does not negatively impact the long-term operating performance
of the existing processing capacity has been difficult. A potential solution which is
anticipated to allow a temporary incremental increase of perhaps 10-20 Mmcfd of throughput
has been identified and is presently being implemented by Songas as owner and PanAfrican
Tanzania as operator of the gas processing plant. Following completion of the works, Songas

will need to confirm insurability of the processing plant at the higher operating rates, but

23

APPLICATION TO THE ENERGY AND WATER UTILITIES REGULATORY AUTHORITY (EWURA) FOR APPROVAL OF A REVISED GAS
PROCESSING AND TRANSPORTATION TARIFF



anticipates that this solution may result in increased gas throughput by the end of 2008. It is
not a long-term sustainable solution to the capacity deficit and it is clear that Songas’ insurers
will only insure the expanded throughput for a short period of time on the basis of further
processing capacity being installed and the existing capacity reverting to operating at its
original nameplate capacity. If the Expansion Project does not proceed the insurers will
likely re-assess the situation and any potential approval that has been provided for a
temporary increased plant throughput.

48.  To meet the long-term needs of Shippers and final customers, Songas must
expand the processing plant from its current capacity of 70 Mmcfd — even if the plant
modifications currently being implemented are successfully completed and insured . Songas
proposes to achieve this by adding two gas processing trains (and related ancillary equipment)
that are substantially identical to the existing two trains. Design capacity will be increased to
approximately 140 Mmcfd.

49.  The proposal to add two processing trains, as opposed to a single additional
processing train, is based on analyses from several perspectives. Most fundamentally though,
in designing the Expansion Project, Songas has adopted an approach recognising the critical
importance of reliability as well as simply capacity. This approach may be termed an ‘n-1
design philosophy’. This means that the Expansion Project has been designed in such a way
that should any single major component of the expanded facilities fail, Songas would continue
to be able to supply all of the gas that Shippers require to be shipped.

50. From a cost perspective, the cost of the processing trains themselves are
approximately $1.7 million each. The cost of installation is reflected in the EPC Contract

with a significant portion of the installation and ancillary facilities costs being incurred
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whether one train or two are installed. The net result is that the cost of the “fourth train” is
much less than the cost of the “third train”.

51. From a market growth perspective, one additional train would increase
capacity to 105 Mmcfd, approximately the capacity of the pipeline. At first, this would
appear to be the optimum solution, but with current peak demand at 100 Mmcfd, further
demand growth expected, additional gas reserves recently being established in the area and
the key stakeholders currently evaluating possibilities to cost-effectively expand the pipeline
throughput capacity to between 110 and 120 Mmcfd, it is likely that capacity greater than 105
Mmcfd will be required within two to three years. Based on the time required to develop and
finance the present Expansion Project and Songas analysis of the costs of the current project,
it is certain that it would be significantly more costly to install just a third train now and then
re-mobilize for a fourth train plus pipeline capacity expansion within a year or two.

52.  From a security of supply perspective, installing only a third train, bringing
processing capacity just to the level of pipeline capacity, would provide no level of
redundancy or backup in the case of a failure or even maintenance shutdowns on any of the
three trains. It is likely that there would be at least occasional sudden and enduring
interruptions to 30% of the country’s gas supply unless the concept of an “n-1" redundancy
design philosophy, as the Expansion Project offers, is accepted.

53.  Although gas demand, in addition to being in excess of processing capacity, is
approaching the capacity of the pipeline, Songas believes that for the following four reasons it
would not be prudent to expand the 105 Mmcfd capacity of the pipeline, beyond the relatively
modest expansion of capacity to between 110 and 120 Mmcfd currently being evaluated by

Songas and the other stakeholders. First, Songas has been informed by TANESCO that the
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Aggreko temporary power plant has a (renewable) term of only two years and may be
decommissioned or moved only a short time after the Expansion Project is commissioned.
Second, the power plant that may be converted to natural gas will continue to have liquid fuel
capability so will continue to be able to provide power in case all other gas markets are
operating at full load and gas supplies must be curtailed to some customers. Third, expanding
pipeline capacity can only be accomplished economically with a significant tranche of
additional pipeline capacity. It would not be economically feasible or prudent to expand the
capacity of the pipeline solely to accommodate short-term or very minor incremental gas
requirements. Fourth, there is significant gas exploration along the pipeline corridor. If
successful exploration leads to proven reserves with firm gas sales contracts tied to other
gasfields, it may be more viable for only a portion of the pipeline’s capacity to be increased.
In summation, Songas continues to monitor changes in both gas demand and supplies and has
completed various studies in preparation for potential future expansions of the pipeline
capacity. (See Attachment B which sets forth the five-year demand forecast for natural gas,
prepared in consultation with PanAfrican Tanzania and TANESCO, as compared to the
current and proposed capacity of the gas supply infrastructure.)

54.  Attachment C provides a technical overview of the Expansion Project. The
majority of the scope of works is required in order to add two additional processing trains,
installing them so as to provide for optimum operating flexibility in that any one, two, three or
all four trains may be operated in any combination. Two further aspects of the scope are
noted below.

55.  With the recent successful drilling activity in the proximity of the gas

processing plant — one well each by PanAfrican Tanzania and Aminex — Songas has included
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one well tie-in point to the Expansion Project scope of work. The work involves small
modifications to the processing plant’s inlet facilities and could be implemented much more
cost effectively while related works are underway as compared to mobilizing separately.
Songas estimates that the cost of these works is approximately $54,000, whereas it could cost
on the order of $350,000 to have the works performed on a stand-alone basis at a later date.
The tie-in cost is included in the Total Budgeted Cost discussed elsewhere in the Application.

56.  The scope in Attachment C does not include any works for an environmental
compliance issue that has arisen since development of the Expansion Project commenced.
The World Bank guidelines for emissions from onshore and offshore oil and gas production
facilities, to which the Songo Songo Project must adhere, have become more stringent in
certain areas. The new guidelines do not affect existing installations, but they do apply to
new ones including extensions to existing installations. The onshore and offshore emission
standards are different and not clear cut as the Songo Songo gas processing plant is installed
onshore but some of its emissions, in particular water produced with the gas, are into an
offshore environment. Songas is investigating the issue — including with specialized oil and
gas environmental expertise — and, in parallel, examining the mitigating technologies that are
available as well as their costs. It is anticipated that the first stage, determining whether
enhanced water treatment facilities are required, will be resolved within a few weeks. If
required, the second stage, determining a suitable technology and obtaining a firm price and
timeline for its installation, will require a further few weeks. It is possible that the project cost
as detailed in this application may need to be supplemented by the cost of implementing these

new environmental standards. Songas does not believe the cost impact will be significant and
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will keep EWURA informed on this issue at each stage in anticipation of having it finalized
early in EWURA’s evaluation process.

57. Songas, in order to proceed to implementing the Expansion Project is
requesting EWURA to approve and rule, as “used and useful” for the term of the Proposed
Tariff, the scope of works in Attachment C, including the Third Train and Fourth Train and
associated works, the additional tie-in points and further works required to meet the revised
emission standards, the latter if required and pursuant to a supplemental filing to be made by
Songas.

Benefits of the Expansion Project

58.  While achieving several important objectives within the energy sector in
Tanzania, the most significant outcome from the Expansion Project is likely to be the
continuation of and accelerated growth in the savings to the Tanzanian economy that have
already accrued from the Songo Songo Project. The initial project has generated in excess of
$1 billion of energy cost savings, mostly in foreign currency, in the four years since it started
commercial operations. These savings will continue to grow, and grow at a faster rate, with
the Expansion Project.

59. In parallel, the Expansion Project will achieve three important primary
objectives in the development of an expanded and secure gas supply system in Tanzania.
First, it will provide for the delivery of the natural gas required to operate all currently
installed gas-fired power plants at full load while allowing for a suitable level of maintenance
and forced outages on the processing capacity. Second, it will allow further markets for gas
to develop even though large new markets may not be able to rely on long-term non-

interruptible supplies until further capacity in the pipeline is installed. Third, it will provide
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an important level of security to the country’s gas supply, an increasingly important
consideration as Tanzania’s electricity generation capacity has become more reliant on natural
gas fuel. With the Expansion Project, Songas will be able to supply natural gas to customers
at a rate equivalent to the full pipeline capacity while one gas processing unit is out of service
for maintenance or other reasons.

60.  Without the Expansion Project, Songas will not be able to process or deliver
the quantities of natural gas required to operate TANESCQO’s currently installed generating
capacity. A contract for supplying this gas, the Portfolio Gas Sales Agreement, has been
initialled by both TANESCO and PanAfrican Tanzania/TPDC and is ready for execution
pending confirmation that the Expansion Project will proceed. Without an expansion of the
processing plant, TANESCO will have power plants that it cannot fuel and Tanzanian
electricity consumers will experience widespread electricity shortages during periods of low
water in the hydro reservoirs.

61.  The Expansion Project will also deliver two secondary objectives for the
energy sector. One is that in addition to providing the necessary funds to amortize the cost of
the Expansion Project, the Proposed Tariff is designed to generate a stream of revenues to
enable GOT to realize a return of, and reasonable return on, its capital investment in the Over-
Sizing project. This new revenue stream will enable GOT to fulfil its obligations under the
IDA Development Credit Agreement for the Songo Songo Project. Two is that, the Proposed
Tariff will generate the revenue necessary for Songas to recover the costs it must incur to
manage and optimally expand the gas supply system for consumers and Shippers and within a

regulated business environment.
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62.  The Expansion Project and the Proposed Tariff will increase the availability
and reliability of natural gas to energy consumers, whether they are engaged in the generation
of electricity or other commercial and industrial activities. It will also enable the further

development of the gas delivery system on a well-planned, efficient and sustainable basis.

B4 STRATEGIC PLAN

63.  See Attachment J for Songas’ strategic plan in respect of its gas processing and

transportation business segment.

B5  AUDITED FINANCIAL STATEMENTS

64. See Attachment | for Songas’ audited financial statements for 2005, 2006 and

2007.

B6 COMPREHENSIVE OPERATING INFORMATION

65.  See Attachment H for Songas’ operating reports for 2005, 2006, 2007 and the
first eight months of 2008 which detail Songas’ past performance as an operator. The
information in Attachment H is internally generated from regular operations reports which are

available for review by EWURA or its independent auditors.

B7 DEMAND FORECAST

66.  Attachment B indicates Songas’ five year forecast of demand for natural gas as
developed in consultation with TANESCO and PanAfrican Tanzania. The forecast of natural
gas requirements for the power sector is based on Songas’ Ubungo power plant operating at a
90% load factor and all other power plants consuming gas at the take-or-pay rate under the

Portfolio Gas Supply Agreement as initialed by TANESCO and PanAfrican Tanzania/TPDC.
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It further assumes an additional 200 MW of gas-fired power will be brought on-line during
the early years of the next decade, whether that is via conversion of the existing heavy fuel oil
fired plant or at a greenfield site or a combination of both. Protected Gas and industrial sector
gas volumes are assumed to continue at the same rates as in previous years although with 5%

annual growth in the case of industrial sector volumes.

B8 PROJECTED OPERATING INFORMATION

67. Projected annual operating costs are set out in Attachment D, Part 2.

B9 COST OF SERVICE ANALYSIS

68.  Songas’ cost of service for provision of gas processing and transportation

services comprises the following:

o Gas plant operating costs

o Pipeline operating costs

o Costs of servicing capital investment
o Utility planning and regulatory costs
o Taxes

69.  Compensation for Songas’s investments and on-going expenditures in these
areas, prior to commercial operations of the Expansion Project, is received from TANESCO
under the Power Purchase Agreement between Songas and TANESCO. TANESCO, to the
extent Additional Gas is processed and transported, is re-compensated through 85% of the
Current Tariff revenue being credited to its monthly invoices under the Power Purchase

Agreement.
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70.  Compensation for Songas’s investments and on-going expenditures in these
areas, following commercial operations of the Expansion Project, is through the Proposed
Tariff. The estimated cost of providing this service for the first Regulatory Year is set out in

Attachment F as supported by Attachment D, Parts 1 and 2.

B10 EXPANSION PROJECT COST & TIMING, FINANCE TERMS AND COST
OF CAPITAL

Project Cost and Timing

71.  The estimated cost to complete the Expansion Project (the “total Budgeted
Costs”) as of the date of filing this Application, assuming completion of all documentation
such that Notice to Proceed is issued to the EPC contractor by 27" February, 2009, is $US
65.013 million. This cost is comprised of an EPC contract, the cost of the gas processing
trains which Songas will purchase separately from the manufacturer, project management
costs, project development costs, contingency, insurance, taxes and duties and interest during
construction. (See Attachment D for a summary of the estimated total project costs, including
a drawdown schedule.)

72.  The largest cost component is the EPC contract. This component of the cost
estimate is based on the results of a limited international tender process to pre-qualified
contractors that was managed by Songas and which resulted in a contract (the “EPC
Contract”) being signed in December 2007. The cost and timing provisions of that contract

have been updated. As per the Letter of Transmittal for the Application, it will be re-executed

! Subject, as detailed in Paragraph 56, to supplemental adjustment upon resolution of the cost (if any) of
compliance with revised World Bank environmental standards for on- and offshore oil and gas production
facilities
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early in the EWURA review process so as to be valid until February 28, 2009. After February
28, 2009 the contractor will be under no obligation to undertake the project at any cost.

73.  Another significant component of the project cost is the manufacture and
purchase of the gas processing trains. In February 2008 Songas signed a contract (the
“Equipment Supply Contract” or “ESC”) with the manufacturer of the original two gas
processing trains for two further trains. The cost and timing provisions of that contract have
been updated and as per the Letter of Transmittal for the Application, it will be re-executed
early in the EWURA review process so as to be valid until February 28, 2009. After February
28, 2009 the contractor will be under no obligation to manufacture the gas processing trains at
any cost.

74.  The Total Budgeted Costs are in US dollars. The ESC is priced in Canadian
dollars due to the fact that the manufacturer required a significant currency risk premium in
order to price the contract in US dollars. The Total Budgeted Costs, as proposed above, is
based on a 1:1 exchange rate between the Canadian dollar and the US dollar as applied to the
ESC. This is approximately the average exchange rate over the past year although, with
recent currency fluctuations, as at the date of this Application, this component of the Total
Budgeted Costs is approximately 15% over-estimated. Songas proposes that the final cost for
this component, as determined at the Capital Cost Determination Date, be the cost as at the
exchange rate(s) Songas is required to pay at the time of payment(s) under the ESC. As
proposed, variations from the exchange rate as budgeted, whether up or down, will neither
benefit nor harm either Songas or its customers.

75. During the extended development phase of the Expansion Project, Songas’

corporate VAT exemption has been terminated such that Songas now must pay VAT on
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inputs such as the EPC Contract. Songas has not included VAT in the Total Budgeted Costs
on the basis that input VAT that Songas will be required to pay on the EPC Contract will, for
the most part, be offset, in the same VAT filing period, by output VAT which Songas charges
elsewhere in its business. Provided the VAT rules and their applicability to Songas do not
change appreciably from the date of this Application to the completion of the EPC Contract,
Songas will absorb the carrying cost of any VAT that it must pay that is temporarily in excess
of the VAT which it collects. If the VAT rules or their applicability to Songas changes
between the date of this Application to the completion of the EPC Contract such that Songas
incurs a material carrying cost on the VAT which it must pay pursuant to the Expansion
Project as compared to the VAT it recovers elsewhere in its business and over the same VAT
filing period (due to the elimination of Songas’ ability to charge output VAT on electricity
sales to TANESCO for instance), Songas will determine and demonstrate the carrying cost to
EWURA in anticipation that EWURA will approve such cost as an increase to the Total
Budgeted Costs.

76. Pre-closing costs are a part of the Total Budgeted Costs. Songas has attached,
as Attachment K, a summary and Accountants report of pre-closing costs to June 30, 2008.
As part of the evaluation and resolution of this Application, Songas is requesting EWURA to
approve and finalize these costs, as well as their drawdown timing, for the purpose of
determining the final project cost as at the Capital Cost Determination Date.

77. Songas intends, approximately one month prior to the anticipated EWURA
Order that will resolve this Application, to make a supplementary filing to EWURA providing

a similar summary and Accountants report and request for approval and finalization of the
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pre-closing costs from July 1, 2008 to the date that is approximately two months prior to the
issuance of the EWURA Order which will resolve this Application.

78.  Songas intends, once Notice to Proceed under the EPC Contract has been
issued, to make quarterly supplementary filings to EWURA seeking finalization of
construction costs on a periodic basis rather than deferring all cost assessments to the Capital

Cost Determination Date.

Timing & Implementation Schedule
79.  There are three key components of the timeline for implementing the
Expansion Project:

a. Notice to Proceed under the EPC Contract and ESC must be issued by
February 28", 2009;

b. The “Third Train Expected COD”, as defined in Attachment A, when the
expanded Gas Facilities are expected to be capable of sustained production and
the Proposed Tariff will become effective, will be 59 weeks plus 60 days
following Notice to Proceed; and

C. Songas’ right to earn interest during construction (“IDC”) will cease after 59
weeks and 6 months following Notice to Proceed.

Ownership and Finance Terms for the Expansion Project

80.  Songas proposes to construct and own the Expansion Project, financing one
hundred percent of the project’s cost with a loan from a wholly-owned subsidiary of its
principal shareholder, Globeleq. The financing subsidiary, Globeleq East Africa Capital
Limited (“GEACL”), has been incorporated.

81. GEACL will enter into a loan agreement (the “Loan Agreement”) with Songas
pursuant to which it will advance funds to Songas (or pay directly on behalf of Songas) in
order that Songas may implement the Expansion Project. The loan will be repaid exclusively
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with revenue earned by Songas under the Proposed Tariff. As required by EWURA pursuant
to Order 08-009, a draft of the Loan Agreement, subject to Songas board review, has been
filed with EWURA as of this date.

82.  The loan will have a straight-line repayment profile, matching the depreciation
of the Expansion Project, where principal is repaid in equal amounts each period with interest
being paid on the outstanding amount.

83.  Songas will begin making semi-annual interest and loan capital repayments to
GEACL after the commercial operations date for the Third Train.

84. Songas anticipates that the loan capital repayments will not be subject to
Tanzanian withholding tax. The interest payments are expected to incur Tanzanian
withholding tax at a rate of 10%.

Cost of Capital

85.  The cost of the shareholder debt reflects the Weighted Average Cost of Capital
(the “WACC?”) of the business with the result that, notwithstanding the practical obstacles to
and potential difficulty in sourcing third party debt, obtaining such third party debt would not
lead to a reduction in the overall cost of capital to the project. This is based on the fact that, if
bank debt were brought into the financing package — at a lower interest rate — the non-debt
portion would require a rate of return higher than the WACC due to it being subordinate to the
debt. Further, the proposed financing structure will significantly shorten the development,
financing and construction period for the Expansion Project and also keep the project costs as
low as possible in the following ways: (a) the all-equity structure will shorten the
development, financing and construction period by approximately 12 to 18 months, compared

to a combined debt and equity structure, given the time generally required to place third party
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debt in similar situations; (b) mobilizing the resources necessary to try and obtain debt
financing will be time-consuming, costly and possibly fruitless as it may not be possible for
Songas to raise commercial third party debt financing for this project given that the company
is already optimally leveraged and given the credit risk associated with the main consumer of
the gas that will use the Expansion Project; and (c) the transaction costs associated with any
potential debt financing would typically add $2 - 4 million to the capital cost of the project.

86. In addition, global capital markets have retracted significantly during 2008.
This has resulted in much less liquidity in capital markets. Capital that is available is seeking
greater security at higher returns.

87.  As mentioned elsewhere, Songas believes that a 16% WACC is at the low end
of the range utilized for similar investments, and that following 2008’s turmoil in capital
markets, is below the 18% as calculated by Globeleq’s capital asset pricing model. Songas
has however confirmed that Globeleq continues to be willing to fund the investment in the
Expansion Project on the basis of a 16% WACC. As noted above, however, Songas has
received indications from Globeleq that it would not have authority from its board or from its
shareholders to provide financing at a rate less than that proposed in this Application. Given
the likely lack of availability of debt funding in the market and substantial international
deterioration of credit availability, Songas considers the continued availability of funding for
the Expansion Project at a rate of 16%, to be a very significant benefit to the gas sector and
the Tanzanian economy. (See Attachment E for more detail on the capital asset pricing model
and other analyses used to calculate this rate of return.)

88.  Songas notes also that, while there are significant risks of this rate of return not

being achieved — for example due to construction cost over runs, delays in payments by
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Shippers etc. — there is, due to the operation of the tariff methodology proposed herein, no
potential upside and no opportunity for Songas to enhance its return on the Expansion Project

to a rate higher than the approved WACC.

Bl1l REVENUE REQUIREMENT FOR TWELVE MONTH PERIOD

89.  An estimate of the Revenue Requirement for the twelve month period

commencing on commercial operations of the Third Train is set out in Attachment F.

C1 BACKGROUND—THE SONGO SONGO PROJECT

90. Songas was established to develop, own and operate an integrated gas-to-
electricity infrastructure project known as the Songo Songo Gas-to-Electricity Project (the
“Songo Songo Project”). Songas, through its holding in the Songo Songo Project, owns (a)
the gas production and gathering facilities at the Songo Songo gas field, (b) the natural gas
processing plant located on Songo Songo Island, (c) the natural gas pipeline between the
Songo Songo gas field and Dar es Salaam, (d) the Ubungo power plant in Dar es Salaam, and
(e) the natural gas pipeline spur to Wazo Hill. Songas operates the pipeline and the Ubungo
power plant. PanAfrican Energy Tanzania Ltd., a subsidiary of Orca Exploration Group Inc.,
operates the gas wells, flowlines and processing plant (collectively, and together with the
main pipeline and the Wazo Hill spur line, the “Gas Facilities”) for Songas pursuant to an
operatorship agreement dated October 11, 2001 (the “Operatorship Agreement”).

91.  Songas sells all of the electric output of the Ubungo power plant to TANESCO
pursuant to a 20-year Power Purchase Agreement (PPA). Songas’s gas requirements for
generating this electricity through the duration of the PPA are designated, together with small

amounts of gas for the wayleave electrification programme and the cement plant at Wazo Hill,
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as “Protected Gas.” The Protected Gas is produced by Songas and processed and transported

through the Gas Facilities. Protected Gas has priority access to the Gas Facilities.

C2 REGULATORY MANDATE AND PROCESS, COMPLIANCE OF
APPLICATION & REQUESTED ACTIONS

Regulatory Mandate

92. Pursuant to Section 7.(1)(d) of the Act, EWURA is charged “in the case of
petroleum and natural gas, to regulate transmission and natural gas distribution.” Songas has
been informed that EWURA has the authority to regulate the processing of natural gas, which
IS a necessary prerequisite to the transmission, distribution and subsequent use of natural gas.

93. EWURA also has, pursuant to Section 16.-(1) of the Act, the “power to do all
things which are necessary for or in connection with the performance of its functions or to
enable it to discharge its duties.”

94. In establishing the method for regulating such rates and charges, the Act

requires that EWURA take into account:

a. the costs of making, producing and supplying the goods or services;
b. the return on assets in the regulated sector;
C. relevant benchmarks including international benchmarks for prices, costs and

return on assets in comparable industries;
d. any financial implications of the determination;

e. the desirability of establishing maximum rates and charges, and in carrying out
regular reviews of rates/charges;

f. any other factors specified in the relevant sector legislation;
g. the interests of consumers and investors; and
h. the desire to promote competitive rates and attract market.

(See Section 17.(2) of the Act).
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95. In EWURA’s “Tariff Procedures,” which were adopted by EWURA under the
Act and pursuant to Government Notice 19, dated February 10, 2006, and EWURA'’s
“Guidelines for the Evaluation of Tariff Applications”, dated October 18, 2006, EWURA’s
guiding principles for tariff review require:

a. a determination as to whether the applicant has demonstrated the necessity for
and reasonableness of the proposed tariff adjustment; and

b. the recovery of all of the prudently-incurred costs of providing the utility
service for which the tariffs are imposed. In addition, the tariffs should include
depreciation, interest expense and reasonable return on invested capital for
facilities that are used and useful in providing the utility service for which the
tariffs are imposed.

96. Because the Proposed Tariff is an adjustment to the Current Tariff, this

Application must address the required elements set forth in the Tariff Procedures.

Compliance of Application
97.  Songas submits that this Application, including the Proposed Tariff, (a)
addresses the required elements set forth in the Tariff Procedures and Guidelines for the
Evaluation of Tariff Applications, (b) satisfies EWURA’s guiding principles for tariff
revisions and (c) otherwise complies with the applicable provisions of the Act for establishing

or revising tariff rates, terms and conditions.

Requested Actions
98.  Accordingly, and in consideration of the considerable consumer benefits that
will arise out of the Expansion Project, Songas respectfully submits this Application seeking
EWURA'’s approval of the Proposed Tariff, which will enable Songas to attract the capital

investment necessary to implement and operate the Expansion Project.
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99.  Songas further requests that EWURA approve and rule on the following items:

a. the Proposed Tariff in the form set forth in Attachment A in its entirety,
specifically including:

1. the rate of return for the duration of the Term as being 16%;
2. the Term as being 14 years from the Third Train COD;

3. the Third Train Expected COD as 59 weeks plus 60 days from Notice
to Proceed under the EPC Contract;

4. the Initial Infrastructure Revenue Requirement as detailed in
Attachment A will continue to July 30, 2023;

5. the implementation of the Over-Sizing Revenue Requirement will be as
detailed in Attachment A,

6. the principle behind the Year 0 and Year 1 Regulated Business Costs
component of the Revenue Requirement;

b. the project scope as defined in Attachment C, including the proposed
modifications to the inlet points of the processing plant to allow for one
additional well tie-in, as being “Used and Useful” for the duration of the Term;

C. the Total Budgeted Costs and drawdown schedule as indicated in Attachment
D-Partlon the basis that the schedule is an estimation and that the actual
drawdowns and timing will be confirmed by Accountants reports and that such
Accountants reports will be filed for approval and finalization by EWURA
every quarter following Notice to Proceed under the EPC Contract;

d. the pre-closing costs and drawdown dates as detailed in the Accountants report
filed separately as of this date (as well as a supplemental pre-closing cost filing
to cover pre-closing costs from July 1, 2008 to approximately December 31,
2008) as forming part of the Total Budgeted Costs;

e. the estimated first year Revenue Requirement and Processing and
Transportation Tariff as detailed in Attachment F, the final estimate for such
First Year Revenue Requirement being submitted to EWURA, 90 days prior to
the anticipated start of the first Regulatory Year as specified in item 5 of the
Schedule to Attachment A,

f. the US dollar value of the Canadian dollar-based Equipment Supply Contract,
as determined at the Capital Cost Determination Date, will be based on the
actual Canadian:US dollar exchange rate(s) on the date(s) of payment pursuant
to the Equipment Supply Contract;
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g. carrying charges on VAT paid by Songas pursuant to implementation of the
Expansion Project that is in excess of output VAT collected by Songas over the
same VAT filing period which is due to a change in the current VAT rules as
they apply to Songas shall be added to Total Budgeted Costs;

h. the EPC Contract with Group 5 and the Equipment Supply Contract with
ALCO as to cost, risk sharing, and method of tendering; and

i. revoke EWURA Order 08-009.

IN CONCLUSION, Songas Limited respectfully requests that EWURA (a) accept this
Application for filing, (b) specifically approve and rule on each of the points in the paragraph
above, and (c) permit the Proposed Tariff to become effective for service on and after the date

of commercial operation of the Third Train.

Respectfully submitted,

SONGAS LIMITED

By:
Christopher Ford
Managing Director

Date: October 2009
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Attachment A:

Attachment B:

Attachment C:

Attachment D:

Attachment E:

Attachment F;

Attachment G:

Attachment H:

Attachment I:

Attachment J:

Attachment K:

List of Attachments

Proposed Gas Processing and Transportation Tariff

Five-Year Natural Gas Demand Forecast with Current and Proposed
Gas Supply Capacity

Technical Overview and Scope of Expansion Project

Part 1 - Estimation of Expansion Project Capital Costs & Preliminary
Drawdown Schedule

Part 2 — Estimated Operations, General & Administrative Costs for
Regulatory Year 0 and Regulatory Year 1

Analysis of Cost of Capital

Estimate of First-Year Revenue Requirement and Processing and
Transportation Tariff

Main Pipeline Over-Sizing Revenue Requirement
Songas Operational Reports (Three Years)
Songas Financial Statements (Three Years)

Songas Five-Year Strategic Plan

Letter of Transmittal re Application (including Letter of Transmittal re
Initialled Agreements)
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CERTIFICATE OF SERVICE

I hereby certify that a copy of the foregoing Application of Songas Limited was hand-

delivered to the Energy and Water Utilities Regulatory Authority on October __, 20009.

Christopher Ford
Managing Director
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Attachment A

Proposed Gas Processing and Transportation Tariff

Notice

This Attachment, commencing on the following page, details a Tariff Adjustment
Mechanism, as such term is defined herein, which is based on both the tariff mechanism and
Order format provided by EWURA, as a “Draft Order” during its evaluation of Songas’
previous application for a gas processing and transportation tariff relative to the Expansion
Project. As such it retains certain items, such as 3(2)(m), 3(2)(n) and parts of 3(2)(0) which
are not required for implementing or operating under the Tariff Adjustment Mechanism.
Neither does the Attachment include a full list of the “Requested Actions” listed in Paragraph
99 of the Application as certain of the items on that list, though important, are not required
for implementing or operating under the Tariff Adjustment Mechanism and on the basis that
EWURA may wish to include the non-tariff items elsewhere in the Order issued pursuant to
this Application.




GOVERNMENT NOTICE NO. ............... publishedon ....................

THE ENERGY AND WATER UTILITIES REGULATORY AUTHORITY ACT
(CAP.414)

DRAFT ORDER

Made under section 17

THE ENERGY AND WATER UTILITIES REGULATORY AUTHORITY (SONGAS
LIMITED) (NATURAL GAS PROCESSING AND TRANSPORTATION
TARIFF ADJUSTMENT MECHANISM) ORDER, 2008

Citation 1. This Order may be cited as the Energy and Water Utilities
Regulatory (Songas Limited) (Natural Gas Processing and Transportation
Tariff Adjustment Mechanism) Order, 200X.

Interpretation 2. Unless the context otherwise requires-

“Accountants” means an internationally recognized independent firm of
certified public accountants registered to do business and licensed in
Tanzania and appointed by Songas and GEACL for the purpose of
delivering the opinion referenced in item 5.1(d) of the Schedule and

the verification referenced in 3.(2)(h) of the Order;

“Actual Operations, General & Administration Costs” in relation to any

Regulatory Year means-

(a) reasonable and necessary operations and maintenance costs prudently
incurred by Songas in connection with the operation and maintenance

of the Expansion Facilities, excluding-

(1) any amounts Songas would have incurred to operate and
maintain the Processing Plant had it not been modified to

include the Expansion Facilities;
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(i1) depreciation in respect of the Processing Plant or the Expansion

Facilities; and

(ii1)  any costs included in the Third Train Capital Costs or the
Fourth Train Capital Costs; and

(b) reasonable and necessary general and administrative costs prudently

incurred by Songas, including for-
(1) the appointment of the Accountants;

(i1) the management of tariff accounts and debt incurred to finance
the Expansion Project and associated fees, charges and costs as

related to the Expansion Project;

(i11))  assessing, managing and obtaining required approvals for the
implementation of necessary expansions or improvements to its

gas processing or transportation facilities;

(iv)  regulatory compliance activities including the payment of

regulatory fees;

(v) evaluating and monitoring gas fields that are either being
considered for tie-in to Songas’ gas processing or transportation
facilities or are, at the time, contributing to the Throughput

Gas volumes;
(vi)  aworking capital allowance; and
(vii)  such other costs as are normal in a similar regulated business;
in each case as incurred during such Regulatory Year;

“Annual Adjustment Charge” means the charge calculated in accordance with

item 2.3 of the Schedule;

“Annual Information Return” has the meaning given in item 5.1 of the

Schedule;



LONDON - 135022.06

“Base Operations, General & Administrative Costs” means in relation to any
Regulatory Year, the Actual Operations, General & Administrative
Costs Songas is projected to incur during such Regulatory Year based
on historic operations, general and administrative costs, as set out in
the Revenue Requirement estimate submitted pursuant to item 5.1(b)(i)

of the Schedule;

“Capital Cost Determination Date” means the date that occurs six (6) months

after the Fourth Train COD;

“Distribution Tariff” means the EWURA-determined tariff, if any, applied to
volumes of gas which are delivered to customers who are not supplied
directly from the gas processing and transportation facilities owned by

Songas;

“Effective Date” means the date of execution of the Indemnification

Agreement;

“EPC Contract” means the contract or contracts to be entered into between
Songas or GEACL (as Employer) and the EPC Contractor with respect
to the engineering, procurement and construction of the Expansion

Facilities;

“EPC Contractor” means an engineering, procurement and construction firm
of international standing, selected by Songas, as the contract

counterparty to the EPC Contract;

“Expansion Facilities” means the facilities and equipment to be constructed
and installed at the Processing Plant to expand its processing capacity,
comprised mainly of the third and fourth trains and related facilities

and equipment;

“Expansion Project” means the development, financing, design, engineering,
procurement, supply, construction, installation, completion, testing,

commissioning, insurance and ownership of the Expansion Facilities;
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“EWURA” means the Energy and Water Utilities Regulatory Authority

established pursuant to the Energy and Water Utilities Regulatory
Authority Act, 2001 (Cap 414 of the Laws of Tanzania);

“Force Majeure Event” has the meaning given in the Implementation

Agreement in respect of the Songo Songo Gas-to-Electricity
Infrastructure Project, as if such definition were set forth herein
mutatis mutandis to apply to events affecting the development,
construction or commissioning of the Expansion Project, provided that
this shall not create any obligation by Globeleq Advisors, GEACL or

Songas with respect to the Expansion Project;

“Fourth Train COD” means, with respect to the Expansion Facilities, the date

on which Songas declares that the fourth train of the Processing Plant
has reached mechanical completion, has been tested and is available to

process natural gas;

“Fourth Train Expected COD” means [date ], 2010;

“Fourth Train Capital Costs” means the actual capital costs prudently incurred

by Songas, GEACL, Globeleq Advisors or their affiliates in the
development and implementation of facilities that are used and useful
in the processing and transporting of natural gas in relation to the
Expansion Project during the period commencing on the Third Train
COD and expiring on the Capital Cost Determination Date, as such
costs are confirmed in a report by the Accountants; provided, however,
that in the event the sum of Third Train Capital Costs and Fourth Train
Capital Costs exceeds the Total Budgeted Costs, then Fourth Train
Capital Costs shall be reduced until the sum of Third Train Capital
Costs and Fourth Train Capital Costs does not exceed the Total
Budgeted Costs;

“Fourth Train Long-Stop Date” means the date that occurs six (6) months after

the Fourth Train Expected COD;
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“Gas Agreement” means the Agreement of that name dated October 11, 2001
among GOT, TPDC, Songas and PAT, as the same may be amended

from time to time;

“Gas Processing and Transportation Agreement” means the agreement of that
name by and between Songas and PanAfrican Tanzania, dated as of
October 11, 2001, as the same may be amended from time to time,
except for the reference in paragraph 3(2)(1) of this Order, which shall
not take into account any amendments, waivers or restatement to the

October 11, 2001 version;

“GEACL” means Globeleq East Africa Capital Limited, a limited liability
company incorporated under the laws of Mauritius with its registered

office at Les Cascades, Edith Cavell Street, Port Louis, Mauritius. ;

“Globeleq Advisors” means Globeleq Advisors Limited, a limited liability
company incorporated under the laws of England and Wales with its
registered office at 2 More London Riverside, London SE1 2JT, United
Kingdom.;

“GOT” means the Government of the United Republic of Tanzania;

“Implementation Agreement” means the agreement of that name by and
among GOT, Songas Limited, PanAfrican Energy Corporation and
CDC Group plc, dated as of 30 April 2003, as the same may be

amended from time to time;

“Indemnification Agreement” means the agreement of that name by and
among TANESCO, Songas and Globeleq Advisors, pursuant to which
TANESCO has agreed, upon the terms and conditions set forth therein,
to compensate Songas and Globeleq Advisors Limited for costs and
expenses incurred by them in connection with the Expansion Project in
the event that contractual arrangements for the Expansion Project are
not finalized, or regulatory approvals are not obtained, by a date

certain;
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“Industrial Sector Volume” means any volume of gas (excluding Protected
Gas), in mcf, which is processed or transported for an end customer
who will use the gas for any purpose other than the generation of
electricity, but with auto-generation of a customer’s own electricity,
whether by himself or a contracted power producer, being an Industrial

Sector Volume;

“Industrial Sector Gas Price” means the price for Industrial Sector Volumes of

gas as delivered to the customer;

“Initial Infrastructure Revenue Requirement” or “IIRR” means the component
of the Revenue Requirement determined in accordance with item 4.14

of the Schedule;

“Interested Parties” means TANESCO, GOT, and each Shipper; and

“Interested Party” shall be construed accordingly;

“LIBOR” means the London Interbank Offering Rate, the British Bankers
Association Interest Settlement Rate for Dollar deposits for a period
equal to six (6) months which appears on the appropriate page of the
Reuters service at or about 11:00 a.m. in London on the applicable
London Banking Day, or in the event that the Reuter’ s service, or any
successor thereto, no longer provides such information, such other
service as agreed to by the Parties that provides the British Bankers
Association Interest Settlement Rate for Dollar deposits in the London

interbank market;
“mcf” means thousand standard cubic feet;
“MMcf” means million standard cubic feet;

“Monthly Charge” means the charge payable monthly by Shippers calculated

in accordance with item 2.1 of the Schedule;

“Monthly Shipped Quantity” means the quantity of gas processed and

transported by Songas during a calendar month at the request of
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Throughput Gas Shippers, or for use in Songas’s Ubungo power plant
at Ubungo, but excluding Protected Gas;

“Notice to Proceed” in relation to the EPC Contract, means the issuance by
Songas of a notice to the EPC Contractor to commence the

implementation of the Expansion Project;
“Order” means this Order No. [e];

“Over-Sizing Revenue Requirement” or “OSRR” means the component of the

Revenue Requirement determined in accordance with item 4.16 of the

Schedule;

“PAT” means PanAfrican Energy Tanzania Limited, a corporation organized
under the laws of Jersey, with its principal office located in St. Helier,

Jersey, Channel Islands;

“Power Sector Volume” means any volume of gas (excluding Protected Gas),
in mcf, which is processed or transported for an end customer who will

use the gas for the purpose of generating electricity for the grid;

“Power Sector Gas Price” means the price for Power Sector Volumes of gas as

delivered to the customer;

“Processing and Transportation Tariff” has the meaning established in item 4

of the Schedule;

“Processing Plant” means the natural gas processing plant located on Songo
Songo Island, including the Expansion Facilities, as modified from

time to time;

“Protected Gas” means any quantity of natural gas that constitutes Protected
Gas pursuant to relevant contracts between TANESCO, Songas, PAT,
TPDC and GOT as such quantity may be modified pursuant to such

relevant contracts;

“Protected Gas Volume” means the volume of Protected Gas, in mcf, which is

processed or transported;
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“Rate of Return” means the nominal rate of return per annum specified in

paragraph 3(2)(a);

“Regulatory Year” means each period of three hundred and sixty five days (or
three hundred and sixty six days in a “leap year”) commencing on the
Third Train COD and thereafter on each anniversary of such date until

the end of the Term;

“Revenue Requirement” means the amount determined from time to time in
accordance with item 5.1(b) of the Schedule with respect to any

Regulatory Year;

“Shipper” means PAT, TPDC and other qualified shippers of Throughput Gas

in Tanzania;

“Songas” means Songas Limited, a limited liability company incorporated
under the Laws of Tanzania, with its principal office located in Dar es

Salaam, Tanzania;

“TANESCO” means the Tanzania Electric Supply Company Limited, a
limited liability company incorporated under the Laws of Tanzania

with its principal office located in Dar es Salaam, Tanzania;

“Tariff Adjustment Mechanism” means the methodology for calculating,
applying and distributing the Processing and Transportation Tariff and

the Revenue Requirement all as described herein;

“Taxes” in relation to a Regulatory Year means all taxes Songas or GEACL
incurs or withholds during that Regulatory Year pursuant to the laws of

Tanzania, including-

(a) any corporate income taxes that may be payable with respect to
profits generated by Songas’ operation of the Expansion

Project; and
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(b) any withholding tax Songas is required to withhold with respect
to loan payments made to GEACL pursuant to the loan

agreement between Songas and GEACL;

“Term” means the period commencing on the 28" November, 2006 and

expiring on the date that occurs 14 years after the Third Train COD;

“Third Train Capital Costs” means the actual capital costs prudently incurred
by Songas, GEACL, Globeleq Advisors or their affiliates in the
development and implementation of facilities that are used and useful
in the processing and transporting of natural gas in relation to the
Expansion Project prior to the Third Train COD, as such costs are
confirmed in a report by the Accountants; provided, however, that

Third Train Capital Costs shall not exceed the Total Budgeted Costs;

“Third Train COD” means, with respect to the Expansion Facilities, the date
on which the third train of the Processing Plant has reached mechanical
completion, has been tested and is available to process natural gas as

notified by Songas;
“Third Train Expected COD” means [date], 2010;

“Third Train Long-Stop Date” means the date that occurs six (6) months after

the Third Train Expected COD;
“Total Budgeted Costs”shall be US$] ];

“Throughput Gas” means natural gas, other than Protected Gas, that is
processed and/or transported wusing the gas processing and

transportation facilities owned by Songas;

“TPDC” means the Tanzania Petroleum Development Corporation, a statutory
corporation established under the laws of Tanzania, with its principal

office located in Dar es Salaam, Tanzania;

“US CPI-U” means the Consumer Price Index adjusted annually by the
Bureau of Labour Statistics of the US Department of Labour, applied



LONDON - 135022.06

as a measure of the average change over time in prices paid by all

urban consumers for a fixed market basket of consumer goods and

services in the United States of America;

“US Dollars” or “US$” means the currency that is legal tender of the United

States of America.

3. «(1) The Tariff Adjustment Mechanism for the processing and

transportation of Throughput Gas shall be set out in the Schedule to this Order.

2)

Without prejudice to the provisions of sub-item (1) the tariff

adjustment mechanism of natural gas processing and transportation shall be

subject to the following conditions-

(a)

(b)

(©)

(d)

(e)

the nominal rate of return applicable to the Expansion Project

shall be sixteen (16) percent;

the Total Budgeted Costs shall be financed via a loan from
GEACL;

the Base Operations, General & Administrative Costs, for the
first Regulatory Year shall be US$[ ], as escalated from January
2008 to the actual Third Train COD using US CPI-U;

the capital redemption period shall cover fourteen (14) years,
consistent with a straight line depreciation method based on

useful economic life of the Expansion Project;

the interest during construction (IDC) related to the Third Train
Capital Costs shall continue to accrue until the Third Train
Long-Stop Date, unless the Third Train COD has been
achieved, in which case IDC shall cease to accrue from the
Third Train COD and the IDC related to the Fourth Train
Capital Costs shall continue to accrue until the Fourth Train
Long-Stop Date, unless the Fourth Train COD has been
achieved, in which case IDC shall cease to accrue from the

Fourth Train COD;

10
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®

(2

(h)

(@)

W)

(k)

M

all Shippers shall be charged a flat rate (in US$ per thousand
cubic feet) for natural gas processing and transportation service
between any inlet point and any outlet point on Songas’ gas

processing and transportation facilities;

inclusion of the Over-Sizing Revenue Requirement in the
Revenue Requirement shall commence in the fourth Regulatory
Year following Third Train COD and only on the basis of GOT
providing Songas with evidence of the pipeline Over-Sizing
loan (estimated to be US$4.386 million) with details
satisfactory to EWURA. Otherwise the Over-Sizing Revenue

Requirement shall be zero;

pre-closing costs, including IDC, from the Effective Date to
[date] in the amount of $[ ], as verified in a report or reports by
Accountants shall be considered as approved with respect to

their inclusion in the Total Budgeted Costs;

up to the maximum natural gas processing and transportation
capacity of the first 70 million standard cubic feet per day
(MMscfd), Songas and TANESCO shall continue to be entitled
to the tariff revenue they would earn without the Expansion
Project and shall share the proceeds accruing from the Initial
Infrastructure Revenue Requirement, as detailed in item 4.15 of
the Schedule, at a rate of 15 percent to Songas and 85 percent

to TANESCO:;

the natural gas Processing and Transportation Tariff shall be
determined using mathematical expressions detailed in the

Schedule to the Order;

this Order repeals EWURA Order 08-009 dated 5" August
2008 and shall be applied with effect from [1% February 2009];

during the interim period commencing from [lst February

2009] to the first day of the first Regulatory Year, Shippers

11
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(m)

(n)

(0)

(including Shippers that are not party to the Gas Processing and
Transportation Agreement) shall pay the tariff for the gas
processing and transportation services as set out in the Gas

Processing and Transportation Agreement;

within twelve (12) months from the date of this Order, Songas
shall furnish EWURA with security of supply strategic plan on
looping of marine pipeline, looping of land pipeline,
compression and storage on sites as soon as dependable
capacity of installed gas based power generation exceeds 450

MW;

within twelve (12) months from the date of the Order, Songas
shall develop and launch its customer service charter to cover
performance targets and handling of consumer complaints.
Such charter to be subject to approval by EWURA, provided
that Songas shall not be responsible for the quality and quantity
of gas transported through its gas processing and transportation
facilities and provided to gas users untii EWURA has
authorised Songas to recover the reasonable costs it would
incur in providing such quality of service as well as a rate of

return on those costs that is acceptable to Songas; and

any contract entered into by Songas for goods or services
related to natural gas processing and transportation facilities,
under which Songas’ obligations in any one calendar year
exceed US$5 million shall be procured competitively, unless
justifications acceptable to EWURA are made, and within 30
days following execution of such contracts, Songas shall
provide EWURA with a copy for information; and amendments
thereof, if they constitute a material change. Through the
issuance of this Order, this provision, in relation to the

Expansion Project, is deemed to have been satisfied.
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3) The provisions of this Order applying to GEACL shall apply to
any assignee thereof under the processing plant expansion loan

agreement.

SCHEDULE

A. Number of Months and Regulatory Years

1. For the purposes of any calculations made pursuant to this

Tariff Adjustment Mechanism-

(a) the number of months between any two dates shall equal to

the sum of-

(1) the number of full calendar months occurring during the

period between these dates; and

(i) the number of days in any partial calendar month

occurring during such period divided by 30; and

(b) the number of Regulatory Years between any two dates shall

equal to the sum of-

(1) the number of full Regulatory Years occurring during

the period between these dates; and

(i1) the number of days in any partial Regulatory Years
occurring during such period divided by 365.

B. Natural Gas Processing and Transportation Charge

2. Songas shall charge, and Shippers shall pay a processing and
transportation charge comprised of a Monthly Charge and, for each gas supply
agreement between a Shipper and its customer that includes a take-or-pay or

similar obligation, an Annual Adjustment Charge;
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2.1.  Shippers shall pay Songas, monthly in arrears in accordance
with the invoicing and payment terms agreed between them, a Monthly

Charge calculated in accordance with formula,

MCn= MSQmx PTT:

2.2.  For the purposes of item 2.1 of this Schedule
“MC,,” means the Monthly Charge payable in respect of month ‘m’;

“MSQn” means the Monthly Shipped Quantity (in thousand standard cubic

feet) during month ‘m’; and

“PTTy” means the Processing and Transportation Tariff (in US$/mcf)
applicable during the Regulatory Year ‘t’ during which the month ‘m” occurs,

which shall be calculated in accordance with item 4 of this Schedule.
2.3.  Adjustment of Processing and Transportation Charge

For each gas supply agreement between a Shipper and its customer that
provides for the sale of natural gas on terms that include a take-or-pay or
similar obligation, the Shipper shall, following the completion of such gas
supply agreement’s contract year, pay Songas an Annual Adjustment Charge
in respect of such take-or-pay obligation calculated in accordance with

formula,
AAC: -1 = (Avert - 1— Mupt —1)x PTTi -1
2.4.  For the purpose of item 2.3 of this Schedule

“AAC:; ” means Annual Adjustment Charge (US$/mcf) in respect of Year ‘t-
1’ and payable in year ‘t’;

“Aper+1” means the difference between the take or pay quantity and the
customer’s take from the Shipper during the previous gas supply
agreement’s contract year ‘t-1° for which the take or pay obligation

applies; provided, that Aper; shall not be negative;
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“Muyp.1” means the quantity of any make up gas delivered by the Shipper
during the previous gas supply agreement’s contract year ‘t-1’ to its
customer in respect of a previous annual deficiency that is permitted to
be offset by make up gas in year ‘t-1’ under the terms of the relevant

gas supply agreement; and

“PTT.;” means the time-weighted average of the Processing and
Transportation Tariffs (in US$/mcf), calculated in accordance with
item 4, applicable during the previous gas supply agreement’s contract

year ‘t-1’over which the take-or-pay obligation applies.

2.5. The Annual Adjustment Charge in respect of each such gas
supply agreement shall be calculated within 30 days of the conclusion of the
gas supply agreement’s contract year over which the take-or-pay obligation

applies.

2.6.  In the event an Annual Adjustment Charge is positive, then the
Shipper shall pay Songas such Annual Adjustment Charge within 30 days of
the determination thereof. In the event the Annual Adjustment Charge is
negative, then Songas shall pay the Shipper such Annual Adjustment Charge

within 30 days of the determination thereof.

2.7 In the event a gas supply agreement between a Shipper and his
customer provides for take-or-pay or similar obligations over a shorter time
period than a year, the above Annual Adjustment Charge provisions will apply
as adjusted so as to reflect the take-or-pay time periods in the gas supply

agreement.

2.8.  For the avoidance of doubt, the Processing and Transportation

Tariff shall not apply to the processing and transportation of Protected Gas.

C. Allocation of Processing and Transportation Tariff
Revenue
3. All Processing and Transportation Tariff revenue will be paid
to Songas.
15
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3.1 Within sixty days of the end of each month during each
Regulatory Year, and provided that month’s revenue is sufficient to meet the
cost components listed in (a) through (f) in item 3.3 below, Songas shall,
credit TANESCO with one-twelfth of 85% of the IIRR as approved for that
Regulatory Year.

Any unpaid portion of a cost component listed in item 3.3
below shall be added to the same cost component for the following month and

shall have the same order of priority.

3.2 Within sixty days of the end of each Regulatory Year, Songas
shall, to the extent that at least the full Revenue Requirement has been
received pursuant to the Processing and Transportation Tariff during such
Regulatory Year pay GOT the OSRR component due for such Regulatory

Year.

33 To the extent that the full Revenue Requirement has not been
received by Songas pursuant to the Processing and Transportation Tariff
during such Regulatory Year, the Processing and Transportation Tariff
revenue that has been received will be allocated in the order as follows and

using the terms as identified in item 4.2 of the Schedule to the Order;

(a) Operations, General & Administrative Costs;

(b) Insurance Costs;

(c) Tax Costs;

(d) Third Train Capital Costs;

(e) Fourth Train Capital Costs;

) Songas share of Initial Infrastructure Revenue Requirement;

(g) TANESCO share of [Initial Infrastructure Revenue
Requirement;

(h) Over-Sizing Revenue Requirement.

Any unpaid portion of a component of the Revenue Requirement in a
Regulatory Year shall be added to that component of the Revenue

Requirement for the following Regulatory Year as provided for in item
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5.1(b)(vii) of the Schedule to the Order and shall have the same order of
priority.

Any revenues unpaid during a Regulatory Year (or month of a Regulatory
Year) shall not attract interest other than as provided for in the Order and
Schedule to the Order. Interest earned by Songas on revenues in excess of the
Revenue Requirement during a Regulatory Year (or month of a Regulatory

Year) shall be credited as provided for in the Order and Schedule to the Order.

D. Calculation of Processing and Transportation Tariff

4. The Processing and Transportation Tariff in dollars per
thousand standard cubic feet (US$/mcf) shall be determined annually in
advance by dividing the Revenue Requirement (in US$) for Regulatory Year
‘t’ by the volume of Throughput Gas (in thousand standard cubic feet) that is
forecast to be shipped for Shippers during Regulatory Year ‘t’ using the

following formula,

RR:

Gt

PTT: =

4.1 For the purpose of item 4 of this Schedule-

“PTT,” means the Processing and Transportation Tariff applicable during the

Regulatory Year ‘t’;

“RR;” means the Revenue Requirement, in US$, for the Regulatory Year ‘t’

calculated in accordance with item 5.1(b) of this Schedule;

“VTG;” means the volume of Throughput Gas (in thousand standard cubic
feet) that is forecast to be processed and transported for Shippers
during Regulatory Year ‘t’, calculated in accordance with item 5.1(a)

of this Schedule

4.2  Calculation of Revenue Requirement
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The Revenue Requirement for any Regulatory Year ‘t” shall be

calculated using formula,
RRt =TCi + FCt + OGA: + INSt + Tt + [ IRR: + OSRR: + K -1
4.3 For the purpose of item 4.2 of this Schedule-

“RR;” means the Revenue Requirement, in US$, for the Regulatory Year ‘t’

calculated in accordance with item 5.1(b) of this Schedule;

“TC;” means the Third Train Capital Costs component for the Regulatory Year

‘t’ calculated in accordance with item 4.4 of this Schedule;

“FC;” means the Fourth Train Capital Costs component for the Regulatory

Year ‘t’ calculated in accordance with item 4.7 of this Schedule;

“OGA;” means the Operations, General & Administrative Costs component
for the Regulatory Year ‘t” calculated in accordance with item 4.10 of

this Schedule;

“INS;” means the Insurance Costs component for the Regulatory Year ‘t’

calculated in accordance with item 4.12 of this Schedule;

“T¢” means the Tax Costs component for the Regulatory Year ‘t’ calculated in

accordance with item 4.13 of this Schedule;

“ITIRR¢” means the Initial Infrastructure Revenue Requirement component for

the Regulatory Year ‘t’ calculated in accordance with item 4.14 of this

Schedule;

“OSRR;” means the Over-Sizing Revenue Requirement for the Regulatory

Year ‘t’ calculated in accordance with item 4.16 of this Schedule; and

“K¢1” means the Correction Factor calculated in relation to the Regulatory

Year ‘t-1° in accordance with item 4.18 of this Schedule.

4.4  Third Train Capital Cost Component
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The Third Train Capital Cost component of the Revenue Requirement

for any Regulatory Year ‘t’ shall be calculated using formula-

TC=%XK+[K—(ﬁxKx(n—l)DxRx(l+I)'%

4.5  For the purpose of item 4.4 of this Schedule,

“TC” means the Third Train Capital Costs component for the Regulatory Year
‘t’;

“K” means TCC plus TIDC;
“TCC” means the Third Train Capital Cost;
“R” means the Rate of Return specified in paragraph 3(2)(a) of the Order;

“N” means capital redemption period approved by EWURA, expressed as
number of Regulatory Years following the Third Train COD during
which the Tariff Adjustment Mechanism remains effective and as

specified in paragraph 2(d) of the Order;

e

n” means the number of Regulatory Years since the Third Train COD;

“I” means the LIBOR rate determined as of the date that occurs 95 days prior
to the start of Regulatory Year ‘t’;

“TIDC” means interest earned during construction and shall be the sum of the
interest on each drawdown of funds made to finance the Expansion
Project by Songas, GEACL, Globleq Advisors or their affiliates, at the
rate of 1.2445% per month, compounded monthly, from the earlier of
the Effective Date or the day a drawdown is made to the earlier of the
Third Train COD or the Third Train Long-Stop Date; provided,
however, that if the sum of all such payments exceeds the Third Train
Capital Costs, then such amounts shall be reduced on a pro-rata basis
so that their sum equals the Third Train Capital Costs; any drawdown
made on a day other than the first day of a month shall accrue TIDC

during the month in which such amounts were advanced based upon a
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daily rate equal to 1/30 of the monthly rate indicated above multiplied
by the number of days from the date such drawdown was made to the
end of the month in which such drawdown was made. Amounts drawn
on the last day of a month shall accrue TIDC from the first day of the

succeeding month.

4.6 To reduce the accrual of interest during construction and
thereby lower the Revenue Requirement, Third Train Capital Costs and Fourth
Train Capital Costs are distinguished by the point in time at which they are
incurred, not by their relation to the third train or the fourth train. As a result,
Third Train Capital Costs may include costs that are attributable to the fourth

train, rather than the third train.
4.7  Fourth Train Capital Cost Component

The Fourth Train Capital Cost component of the Revenue Requirement

for any Regulatory Year ‘t’ shall be calculated using formula-

FC=ﬁxK+[K—(%xKx(n-l)jijx(1+|)-'/z

4.8  For the purpose of item 4.7 of this Schedule,
“FC” means the Fourth Train Capital component for the Regulatory Year ‘t’;
“K” means FCC plus FIDC;
“FCC” means the Fourth Train Capital Costs;
“R” means the Rate of Return specified in paragraph 3(2)(a) of the Order;

“N” means the capital redemption period approved by EWURA, expressed as
number of Regulatory Years following the Fourth Train COD during
which the Tariff Adjustment Mechanism remains effective as specified

in item 2(d) of the Order;

“n” means the number of Regulatory Years since the Third Train COD;
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“I” means the LIBOR rate determined as of the date that occurs 95 days prior

to the start of Regulatory Year ‘t’;

“FIDC” means interest earned during construction and shall be the sum of the

interest on each drawdown of funds made to finance the Expansion
Project by Songas, GEACL, Globleq Advisors or their affiliates, at the
rate of 1.2445% per month, compounded monthly, from the earlier of
the Third Train COD or the day a drawdown is made to the earlier of
the Fourth Train COD or the Fourth Train Long-Stop Date; provided,
however, that if the sum of all such payments exceeds the Fourth Train
Capital Costs, then such amounts shall be reduced on a pro-rata basis
so that their sum equals the Fourth Train Capital Costs; any drawdown
made on a day other than the first day of a month shall accrue FIDC
during the month in which such amounts were advanced based upon a
daily rate equal to 1/30 of the monthly rate indicated above multiplied
by the number of days from the date such drawdown was made to the
end of the month in which such drawdown was made. Amounts drawn
on the last day of a month shall accrue FIDC from the first day of the

succeeding month.

4.9 If the Fourth Train COD occurs within ten (10) days of the

Third Train COD, the Third Train COD and Fourth Train COD, for the
purposes of calculating the Third Train Capital Costs Component and Fourth
Train Capital Costs Component, will both be deemed to have occurred on the
date that is mid-way between the Fourth Train COD and the Third Train COD,
rounded upwards in the event that there are an odd number of days between

the Third Train COD and the Fourth Train COD.

4.10  Operations, General & Administrative Costs Component

The Operations, General & Administrative Costs component of the

Revenue Requirement for any Regulatory Year ‘t’ after the first Regulatory

Year shall be calculated in accordance with formula,

OGA: = BOGA: +0.5x (AOGA,, — BOGA, )
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4.11  For the purpose of item 4.10 of this Schedule-

“OGA” means the Operations, General & Administrative Costs component of

the Revenue Requirement for the Regulatory Year ‘t’;

“BOGA,” means the Base Operations, General & Administrative Costs for the

Regulatory Year ‘t’;

“BOGA..;” means the Base Operations, General & Administrative Costs for

the Regulatory Year ‘t-1’; and

“AOGA..” means the Actual Operations, General & Administrative Costs for

the Regulatory Year ‘t-1°.
4.12 Insurance Costs Component

The Insurance Costs component for any Regulatory Year ‘t” shall equal
reasonable and necessary costs prudently incurred by Songas to insure the

Expansion Facilities.
4.13 Tax Costs Component

The Tax Costs component for any Regulatory Year shall equal the
amount of Taxes payable or to be withheld by Songas during that Regulatory
Year ‘t” in respect of the Expansion Project. Songas shall exercise

commercially reasonable efforts to minimize its tax liabilities.
4.14 Initial Infrastructure Revenue Requirement

The Initial Infrastructure Revenue Requirement component for any

Regulatory Year ‘t’ shall be calculated in accordance with formula,

IIRR: = 0.175(IndVt (IndGP: — DTt)+ PwrV: (PwrGP: — DTt))

4.15  For the purpose of 4.14 of this Schedule-

IIRR; means the Initial Infrastructure Revenue Requirement for Regulatory

Year ‘t’;
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IndV; means the Industrial Sector Volume for Regulatory Year ‘t’;

INdGP; means the weighted average Industrial Sector Gas Price for Regulatory

Year ‘t’;

DT: means the Distribution Tariff for Regulatory Year ‘t’ as determined by

EWURA or as agreed between the Shipper and Songas if not

determined by EWURA and as applicable to any volumes comprising
IndV; and PwrVy;

PwrV; means the Power Sector Volume for Regulatory Year ‘t’;

PwrGP; means the weighted average Power Sector Gas Price for Regulatory

Year ‘t’;

provided that

(a)

(b)

4.16

the maximum value for PwrV; in any Regulatory Year ‘t’ shall
be 70 MMcfd multiplied by the number of days in the
Regulatory Year ‘t’ less the PGV; less the IndV; for such
Regulatory Year ‘t’, where PGV; means the Protected Gas
Volume throughput for Regulatory Year ‘t’; and

in the event that PwrV; for Regulatory Year ‘t’ is zero, the
maximum value for IndV; shall be 70 MMcfd multiplied by the
number of days in the Regulatory Year ‘t’ less the PGV; for
such Regulatory Year ‘t, where PGV; means the Protected Gas
Volume throughput for Regulatory Year ‘t’

Over-Sizing Revenue Requirement

The Over-Sizing Revenue Requirement component for any Regulatory

Year shall be considered upon fulfilling Condition 3(2)(g) of the Order, and

shall be calculated in accordance with the formula,

OSRR :ﬁxOSL+(OSL—(ﬁxOSLx(n —1)Dx R
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4.17  For the purpose of item 4.16 of this Schedule-

“OSRR;” means the Over-Sizing Revenue Requirement for the Regulatory
Year ‘t’

“N” means the loan repayment period, expressed as the number of Regulatory
Years following the Third Train COD and ending at the end of the

Term;

“OSL” means the Over Sizing Loan associated with increasing the pipeline
diameter from 12 inches to 16 inches thus increasing the pipeline
throughput capacity from approximately 70 million standard cubic feet
per day up to approximately 105 million standard cubic feet per day,

both figures assuming no compression;
“R” means the interest rate, as indicated by GOT and verified by EWURA;
4.18 Correction Factor

The Correction Factor for any Regulatory Year ‘t-1°, which shall be
applied to the Revenue Requirement for the Regulatory Year ‘t’, shall be

calculated in accordance with the formula,
Ki=(TRR,, — ARR,, )x(1+R)

4.19  For the purpose of item 4.18 of this Schedule-

“K¢” means the Correction Factor for the Regulatory Year ‘t-1’ to be included
in the Revenue Requirement for the Regulatory Year ‘t’ provided,
however, that the Correction Factor for the first Regulatory Year shall

be zero;

“TRR.;” means the targeted Revenue Requirement for the Regulatory Year ‘t-

1’ determined in accordance with item 5.1(b) of this Schedule;

“ARR¢;” means the actual revenue received by Songas pursuant to item 2 of

this Schedule, during the Regulatory Year ‘t-1’; and
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“R” means the Rate of Return specified in paragraph 3(2)(a) of the Order.

E. Determination of Annual Processing and Transportation
Tariff and Revenue Requirement

5. Songas shall at least ninety (90) days prior to the start of each
Regulatory Year ‘t’, submit an Annual Information Return to EWURA.

5.1. In the Annual Information Returns submitted to EWURA in

accordance with item 5 of this Schedule, Songas shall-
(a) set forth:

(1) the volumes of Protected Gas and Throughput
Gas (identified as to Industrial Sector Volume and
Power Sector Volume) forecast to be processed or

transported for Shippers during Regulatory Year ‘t’;

(i)  a forecast of the Industrial Sector Gas Price and

the Power Sector Gas Price for Regulatory Year ‘t’;

(ii1)) a forecast of the Distribution Tariff for

Regulatory Year ‘t’;

such forecasts to be prepared in consultation with

TANESCO and Shippers;

(b) estimate the Revenue Requirement for the Regulatory Year ‘t’

which shall be the sum of:

(1) the Operations, General & Administrative Costs
component for the relevant Regulatory Year which shall
be estimated using the actual values for any period of
the Regulatory Year for which actual values are known

and using reasonably estimated values for any period of

LONDON - 135022.06 25
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(i)

(iii)

(iv)

)

(vi)

the Regulatory Year for which actual values are not

known;

the Insurance Costs component for the relevant
Regulatory Year which shall be estimated using the
actual value for any period of the Regulatory Year for
which an actual value is known and using a reasonably
estimated value for any period of the Regulatory Year

for which an actual value is not known;

the Tax Costs component for the relevant Regulatory
Year which shall be estimated using the actual Taxes
for the last preceding Regulatory Year for which the
audited Taxes are known, with reasonable adjustments
to reflect any expected change in the amount of Taxes
payable. If the relevant Regulatory Year is the first
Regulatory Year, a reasonable estimate shall be made

for the Tax Costs component;

the Initial Infrastructure Revenue Requirement
component for the relevant Regulatory Year which shall
be calculated wusing the Protected Gas volume,
Throughput Gas volume (identified as to Industrial
Sector Volume and Power Sector Volume), Industrial
Sector Gas Price, Power Sector Gas Price and
Distribution Tariff all as forecast in item 5.1(a) of this

Schedule;

the Over-Sizing Revenue Requirement component for
the relevant Regulatory Year which shall be calculated

using the formula in item 4.16 of this Schedule;

the Correction Factor component for the relevant
Regulatory Year which shall be calculated using the
formula in item 4.18 of the Schedule and using actual

revenues received under item 2 to this Schedule and
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(©)

(d)

actual values of the various components of the Revenue
Requirement for the months of Regulatory Year ‘t-1’
for which actual values are known, and reasonable
estimates for the remaining months of Regulatory Year
‘-1’ and any excess or deficit to the Correction Factor
for Regulatory Year ‘t-2’ as determined under item

5.1(e) of this Schedule;

(vii) and, further, if the relevant Regulatory Year is the first
Regulatory Year and the final Third Train Capital Costs
are not yet determined, the Third Train Capital Costs
shall be estimated, and reasonable timing and amounts
of fund payments shall be assumed for the purposes of
calculating the Third Train Capital component of the

Revenue Requirement;

(viii) and, further, if the relevant Regulatory Year is the
Regulatory Year during which the Capital Cost
Determination Date is reasonably expected to occur and
the final Fourth Train Capital Costs are not yet
determined, the Fourth Train Capital Costs shall be
estimated, and reasonable timing and amounts of fund
payments shall be assumed for the purposes of
calculating the Fourth Train Capital component of the

Revenue Requirement;

set forth the Processing and Transportation Tariff
recommendation for Regulatory Year ‘t’ using the data from
items 5.1(a) and 5.1(b) of this Schedule as evidence for such
tariff;

state the following information accompanied by an opinion of

the Accountants stating that-

(1) in their opinion such statement fairly represents each of

the following items; and
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(ii)

that the amounts shown in respect of each of these items

have been determined in accordance with the

accounting records of Songas, which have been

maintained in accordance with applicable international

accounting standards and the laws of Tanzania-

(A)

(B)

©

(D)

(E)

in respect of the Regulatory Year during which
the Capital Cost Determination Date occurred,
the Third Train Capital component of the
Revenue Requirement, and the Fourth Train
Capital component of the Revenue Requirement

confirming various inputs thereto, including-

(1) the Third Train Capital Costs and Fourth
Train Capital Costs;

(2) the date and the amount of each payment
of funds comprising Third Train Capital
Costs and Fourth Train Capital Costs;

and

3) the calculation of TIDC and FIDC in
accordance with items 4.5 and 4.8 of this

Schedule respectively;

the  Actual  Operations, General &
Administrative Costs for the Regulatory Year ‘t-
2’

the actual costs incurred by Songas to insure the

Expansion Facilities during Regulatory Year

‘t-2 b ;
the actual Taxes for the Regulatory Year ‘t-2’;
the actual Initial Infrastructure Revenue

Requirement for the Regulatory Year ‘t-2’;
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(e)

(F) the actual total Revenue Requirement for the
Regulatory Year ‘t-2’ taking account of the
Correction Factor for the Regulatory Year ‘t-3’
as calculated in the Regulatory Year ‘t-2” under

item 5.1(d)(i1)(K) of this Schedule;

(G)  the actual revenue earned by Songas from the
Processing and Transportation Tariff during the

Regulatory Year ‘t-2’;

(H)  the actual revenue paid by Songas to TANESCO
pursuant to items 3.1 and 3.2(a) of this Schedule
during Regulatory Year ‘t-2’;

D the actual revenue paid by Songas to GOT
pursuant to item 3.2(b) of this Schedule during
Regulatory Year ‘t-2’;

J) the actual volume of Throughput Gas processed
and transported during Regulatory Year ‘t-2’;

and

(K)  the actual Regulatory Year ‘t-2° values for the
variables which had previously been estimated
under item 5.1(b)(vi) of this Schedule in order to
obtain the Correction Factor for Regulatory Year

‘t-l,;

demonstrate, using the data and information provided in item
5.1(d) of this Schedule, the actual costs, revenues, revenue
distributions and Protected Gas Volume and Throughput Gas
volume (identified as to Industrial Sector Volume and Power
Sector Volume) during Regulatory Year ‘t-2°; any
demonstrated excess revenue shall be subtracted from the
Correction Factor for Regulatory Year ‘t” as determined in item

5.1(b)(vi) of this Schedule and any demonstrated revenue
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deficit shall be added to the Correction Factor for Regulatory
Year ‘t’ as determined in item 5.1(b)(vi) of this Schedule ;

§)) ensure that the Annual Information Return contains a
description of the methodologies, estimates and calculations
contained in the proposal in reasonable detail with specific
references to this Tariff Adjustment Mechanism and other

agreements, where applicable.

5.2.  Each Annual Information Return submitted to EWURA shall
be accompanied by a certificate of service certifying that Songas has delivered

a copy of the Annual Information Return to each Interested Party.

5.3. EWURA shall, if it agrees or disagrees with the Annual
Information Return made by Songas in respect of the Revenue Requirement
and the Processing and Transportation Tariff for Regulatory Year ‘t’, publish
an annual tariff notice in the Government Gazette within sixty (60) days of

Songas’ submission of the Annual Information Return.

54. The Revenue Requirement and the Processing and
Transportation Tariff approved by EWURA shall become effective on the date
mentioned in the annual tariff notice issued in accordance with item 5.3 of this

Schedule.

5.5. Where Songas is adversely impacted by the decision made by
EWURA in respect of item 5.3 of this Schedule, Songas shall have the right

to all avenues of appeal as provided for in the laws of Tanzania.

5.6. Where EWURA does not make any decision on the Annual
Information Return made by Songas prior to the start of Regulatory Year ‘t’,
the prevailing Processing and Transportation Tariff for Regulatory Year ‘t-1’
will apply until such time as a decision on the estimated Revenue Requirement

and proposed Processing and Transportation Tariff is made by EWURA.

5.7.  Where EWURA elects to conduct an inquiry, its tariff review

guidelines, as amended from time to time, shall guide the process.
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5.8. Any decision approving or objecting to Songas’ estimated
Revenue Requirement or proposed Processing and Transportation Tariff shall
be made in writing and, in the case of an objection, shall give detailed reasons

for such decision.

F. Force Majeure

6.1 Increased Costs Caused by Force Majeure Events

Subject to item 6.2 below, in the event that a Force Majeure
Event occurs prior to the Fourth Train COD and causes Songas, GEACL,
Globeleq Advisors or their affiliates to incur additional costs in connection
with the development, construction or commissioning of the Expansion
Project, then the Total Budgeted Costs shall be adjusted upwards to the extent
necessary to reflect the portion of such increased costs that are not recovered

under any applicable insurance policy.

6.2 Duty to Mitigate

In the event that Songas is affected by any Force Majeure
Event in connection with the development, construction or commissioning of
the Expansion Project, it shall use all reasonable efforts to mitigate the effects
of such Force Majeure Event, including the payment of reasonable sums of

money, in light of the likely efficacy of the mitigation measures.

G. Miscellaneous

7.1 Subject to item 7.1 below, this Tariff Adjustment Mechanism
for determining the Revenue Requirement and Throughput Gas Processing
and Transportation Tariff may be revised at any time from three years after the
Third Train COD, and either modified in part or the whole by written
communication by EWURA, which shall be published in the Government
Gazette.
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7.2 Any revision to the Tariff Adjustment Mechanism shall not
modify the annual Revenue Requirement including, without limitation, the
capital base, term, Rate of Return, financing methodology or the methodology
for calculating, applying or distributing the revenue from the Initial
Infrastructure Revenue Requirement component of the Revenue Requirement

from that which is used in this Tariff Adjustment Mechanism.

7.2 Songas and other parties to the Gas Agreement, Gas Processing
and Transportation Agreement, and Indemnification Agreement shall not
amend, modify or waive any provision of those agreements which has material
effect on this Order without prior consultation with EWURA. Through the
issuance of this Order this provision, in relation to the amendments,
modifications and waivers of these agreements to be made in connection with

the Expansion Project, is deemed to be satisfied.

HARUNA MASEBU
.............. , 2008 Director General
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Technical Overview of Expansion Project
Introduction

Songas’ proposal is to install additional processing capacity primarily through the
addition of a new Gas Inlet Separator, Third and Fourth Dew Point Control (DPC)
trains supplied by the same vendor (ALCO Gas and Oil) that will be constructed on an
EPC basis by Group Five Energy to the same capacity and essentially the same
specifications as the original trains and associated Balance of Plant.

Plot plans 26022-8230-01-0001 & 26022-8230-01-0002 included as part to this
document indicate the proposed locations of the major equipment to be installed,
consisting of, but not limited to:

1 off new gas tie-in to the production and test header for a new flow line;

Extension of the existing gas production header;

1 off Inlet Separator (rating 70mmscfd) commoned into test separator;

2 off Dew Point Control Skids (each rated at 35mmscfd);

1 off Glycol Regeneration Skid commoned with two existing into headers

providing full flexibility;

1 off additional Produced Water Skimmer tied into existing Corrugated

Plate Interceptor (CPI) and Carbon Filter systems;

1 off Condensate Pre-Heater, Heater and Flash Vessel tied into existing fuel

gas system;

2 off additional Condensate Storage Tanks complete with same rated

offloading system (i.e. 467m3 or 57days storage) tied into existing tanks;

» Replacement of the Gas Meter (skid piping will also be replaced but this
will be completed by the EPC contractor) and installation of permanent
Hydrocarbon Dew Point Analyser;

» New HP Flare, KO Drum and Header (rated for future expansion if

necessary), land outside the existing fence boundary is required for the

flare;

Tie in to existing LP Flare by installation of a Sub-Header;

Extension of pipe bridge (requires strengthening of existing in places);

Interconnecting pipe work and cabling;

Field Instrumentation;

Extension of existing DCS and ESD systems (remote 1/O option);

Refit of spare compartments in Electrical Control and Distribution;

Extension of Fire and Gas systems and fire water ring main;

Extension of closed and open drain systems;

Civil installation including airstrip fence enhancements (considered safety

issue).

V VYV VVVVY

A\

VVVVVVVYVYY

Mechanical Supply and Design Criteria

The following briefly describes the major systems to be installed as part of the
expansion project.
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Technical Overview of Expansion Project
Production and Test Header.

A new connection will be installed into the production and test headers complete with
valving but spaded off to allow the later addition of a flow line (not included in this
project) from one new gas well.

Gas Inlet Separator

A new gas inlet separator will be connected to the system via an extension to the
existing 10” production header only complete with all necessary valving and flow
control/restriction.

The HP production header flows into the inlet separator capable of handling
70mmscfd of natural gas and also liquid slugs from the gas flow lines. The inlet
separator shall operate as a three phase (gas, condensate and water) separator
complete with boot. Water is separated in the boot and is normally dumped under
level control to the new produced water skimmer. Hydrocarbon liquids are separated
behind a weir in the main vessel and normally dumped under level control to the
condensate flash tank. A high level dump system is provided such that in the event of
a large liquid slug, the liquids shall be automatically dumped to the closed drains
drum.

Valving is provided in the inlet manifold to permit any or all of the wells to be
diverted to the new, existing or test separator in case any of the separators are not
available.

The inlet separator skid will include the following components:

» A Three Phase Separator vessel of CS;
> Internals required for Separation;
» Instrumentation and Level Control System.

De-Hydration and Refrigeration Package (Dew Point Control - DPC)

Gas leaving the new inlet separator will be commingled with the original 70mmscfd
inlet separator (or Test Separator) in the raw gas header and diverted into any of the
four DPC trains (two original, two new).

The inlet gas flows through the tube side of the gas/gas exchanger where the gas is
cooled by cross exchange with cold residue gas leaving the cold separator. Lean
Glycol (MEG) solution is sprayed on the inlet tube sheet of the gas/gas exchanger to
absorb water and prevent hydrate formation. The cooled inlet gas with glycol-water /
condensed hydrocarbon liquid then passes through a 3” Joule Thompson valve (larger
than the original project) where it is further cooled by gas expansion. The cooled
mixture then enters a cold separator, which is designed for three-phase separation
(gas, condensate and glycol). The gas stream is separated from the liquids and flows
to the shell side of the gas/gas exchanger where it is warmed up by the cross exchange
with the inlet gas stream. The residue gas stream from all four units will be
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Technical Overview of Expansion Project

commingled as sales gas and flows to the main pipeline with a portion of this gas sent
to the fuel gas system.

The glycol mixture is separated in the cold separators and flows under level control to
a common header and one of the glycol regenerators. Cold hydrocarbon liquid flows
under level control from the cold separators to the new condensate flash tank.

The major components of the DPC skid are:

» Gas/Gas Exchanger;

» Joule Thompson Valve;

» Cold Separator;

» Instrumentation and Control Package.

MEG Regeneration

Cold rich glycol, containing absorbed water, leaves the cold separators through level
control system is fed into any of three (two existing, one new) MEG regeneration
trains where it is warmed in the glycol still heat reflux condenser, heated in a
Glycol/Glycol exchanger and enters a glycol skimmer flash tank. Here the
hydrocarbon vapours absorbed in the rich glycol stream are flashed off and flow under
back pressure control to the low pressure flare.

Any hydrocarbon liquids separated out are skimmed and dumped to the closed drain
drum. The rich glycol stream then flows into the still column of the glycol re-boiler.
The water vapour is boiled off the glycol by heat supplied by a gas fuelled fire tube
submerged in the hot glycol. The regenerated glycol flows from the re-boiler through
the hot Glycol/Glycol exchanger to the re-injection pump where it is pumped to
approx 11,000Kpa(g) and flows to the glycol injection nozzles located on the Gas/Gas
exchanger. The MEG regeneration package has a turndown ratio of 3:5:1.

The major components of the MEG skid are:

» Glycol/Glycol Exchanger;

» Glycol reflux condenser;

» Rich Glycol filter;

» Carbon Filter;

» Glycol Re-boiler and still;

» Lean Glycol Pumps;

» Glycol Flash Tank;

» Glycol drain pump;

» Glycol Drain Tank;

» Instrumentation and Control package.

Gas Metering

The existing gas metering skid will be modified by replacing the existing ultrasonic
accounting type gas meter and on-skid piping and valves with larger capacity 8”
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meter, piping and valves. The existing cabling and instrumentation and gas
chromatograph will be utilised. A new on line Hydrocarbon Dew Point Analyser will
installed for continuous dew point monitoring of the export gas.

Produced Water Treatment System

A new produced water skimmer, complete with piping, valves and instrumentation
and operated in parallel with the existing skimmer will be installed.

The new produced water skimmer can be fed from either the new inlet separator or
from the existing test separator. Both skimmers will feed water to the existing CPI
unit that was concluded capable of handling this increased produced water capacity.
The balance of the water treatment system will remain unchanged.

The produced water skimmer is a three phase separator with any vapours that flash off
being routed to the flare. Water/oil separation occurs in the vessel and the separated
oil is coalesced, collected and dumped to the existing slop oil tank. The water then
flows to the existing CPI unit, which further separates the oil with the treated water
from the CPI been disposed of via the open drains system.

Condensate Stabilisation

A second condensate stabilisation skid comprising a new Pre-Heater, Heater and
Flash Tank will be installed where, hydrocarbon liquids recovered in the DPC skids
cold separators are dumped under level control and mixed with the hydrocarbon
liquids from the inlet separators, this combined stream is warmed by cross exchange
in the Condensate/Condensate exchangers and flashed at 350 kPa(g) (50 psig) and
heated in the condensate flash tank. The condensate flash tank is designed for three
phase separation.

Flash gas from the new vessel is used as fuel gas in the existing fuel gas skid.
Hydrocarbon liquids are let down to essentially atmospheric pressure in the existing
gas boot and then the stabilized condensate product is routed to any of the existing or
two new storage tanks to be constructed as part of the expansion project.

Condensate Storage

As condensate production will double, two new storage tanks will be constructed and
sized for a maximum hold up volume of 467m3 each. The tanks will be sealed and
constructed of carbon steel complete with all instrumentation, vents, man-ways,
pressure relief etc and housed in a concrete bunded enclosure suitably sized to accept
the tank contents +10% without external spillage in the event of a catastrophic failure
as per the existing tanks.

The tanks will be emptied by breaking into the existing tanks’ flow lines utilising two
new export pumps that will feed into the existing offloading hose reel for transfer of
condensate onto a barge. Since one of the existing condensate storage tanks will
always be available for the flaring of excess condensate via the existing liquid burner,
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no provision has been made for routing excess condensate from the new tanks to the
liquid burner.

Flare System

A new HP Flare system will be installed and connected via new HP Flare header
complete with:

» header, flare tip (sonic nozzle),
> flare stack (guy wired design),

» molecular seal,

» flare KO drum and accessories;
> Flare ignition system.

A new LP Flare header will be installed and connected into the existing LP Flare.
Firewater System

The existing Firewater ring main will be extended and additional hydrant/s installed in
the vicinity of the proposed new equipment.

Fire Detection & Suppression System

Portable Dry Chemical skids will be provided as necessary near hazardous areas of
the new plant.

Additional UV sensors and Hydrocarbon detectors shall be provided as necessary at
strategic locations to cover the new equipment and tied into the existing ESD and
FSD system.

Instrument Air System

It is proposed to utilise the existing Instrument Air system and connect a new header
adjacent to any required instrumentation.

Piping Installation and Systems

All pipe routes will be designed to run above ground where possible and to be
adequately supported on pipe supports/hangers. Where this is not possible pipes will
be directly buried in trenches and have a suitable protective wrap (if required) to suit
the ground condition and medium it is carrying. Trenches will be back filled with
approved in fill material.

Piping materials and sizes will be selected to suit its particular process application and
design parameters with runs been kept as straight as possible at all times.

Suitably qualified welders, to the correct welding procedures and utilising the correct
welding consumables will complete all welding as necessary.
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Any pipes requiring insulating will be completed utilising the correctly selected
material for the pipe’s particular application and medium. All materials used will be
asbestos-free and will have a fire rating of 25 or less when tested by ASTM E84
method. Anti-sweat insulation will be provided as needed considering the ambient air
relative humidity and the fluid temperature within the system in that area.

All pipes, if not insulated, will be painted to the relevant colour coding standard at the
existing facility for its particular medium. Insulated pipes will be marked externally.

Civil and Structural Works

The expansion project will be constructed within the existing SSI processing facility’s
existing fence boundary with the exception of the new HP Flare that will be located
just outside the fence boundary on pre-owned land.

Area’s within the fence boundary have already been graded and are flat from the
original construction; the land available is primarily solid and of hard coral base. The
new land for the Flare will require remedial work for construction and the fence
extending around the perimeter.

The EPC contractor is responsible for establishing the ground conditions at SSI and
for all-necessary works in relation to, or because of the geographical, topographical,
geological, hydrological, geotechnical, and physical conditions, both below and above
ground. Songas has an extensive knowledge of this ground condition and will assist in
providing any necessary information to EPC contractor as available.

New foundations of reinforced concrete will be installed as required for all new
equipment and structures. Excavations for underground piping and drains will also be
required that may lead to controlled blasting within the existing site boundary.

The civil scope of work will primarily cater for:

» The excavation and construction of permanent and temporary civil works for
the installation of all new equipment and structural works;

» Demolition of and replacement of the existing airport perimeter fence owing
to safety concerns at the increased air traffic movement as a result of the
expansion project;

» Trenching for underground services,

Steel Work

The above ground pipe bridge, will be extended where necessary and constructed
using modular construction techniques with a pin jointed truss steel frame supported
on steel columns as per the existing structures and tied into the existing steelwork.

Steelwork will be constructed using mild steel suitable for welding; flooring will be
constructed using pre-formed open grid galvanised grating supported on steel beams
and columns. Access ladders shall be provided with fall back protection and access to
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platforms shall include self closing gates. All new steel work shall be delivered
primed and ready for final painting.

Finished structures at either site shall be painted to the existing SSI colour schemes at
the end of the project and provide a suitable lifespan protection up to a minimum 10
years before requiring re-painting.

The existing pipe bridge will be reinforced where necessary and as required as result
of the expansion project.

Electrical Systems

Electrical distribution modifications to the existing gas facilities are minimal and the
expanded plant connects into the existing distribution system and supplies power to
the additional process loads.

The existing LV Motor Control Centre’s have sufficient spare capacity which shall be
utilised to supply power to the additional process loads. A new variable speed drive is
required to supply the MEG regeneration injection pumps.

Field racking, cabling, earthing and lighting will be installed as necessary around the
facility.

Control and Instrumentation System Requirements.

Spare 1/0 within the existing DCS and ESD will be utilised where possible with
additional hardware and /O been supplied as necessary. All the existing networking
and control room equipment will be utilised, however a new operator station will be
installed adjacent to the existing control desk.

New field instruments shall be supplied as necessary and will, as far as possible, be a
duplication of the existing instrumentation installed on the plant. This would simplify
the operation and maintenance of the plant and streamline any spares holding
requirements.

It is envisaged that all the gas skids will be equipped with the same Fire and Gas
Monitors as on the existing plant and tied into the ESD system.

The new plant will be monitored from the existing control room.
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Attachment D, Part 1
Expansion Capital Costs and Drawdowns

months
Calendar Months

Descriptions:

1
Nov-06

2
Dec-06

3
Jan-07

4
Feb-07

5
Mar-07

6
Apr-07

7
May-07

8
Jun-07

9
Jul-07

10
Aug-07

11
Sep-07

Post Closing Project Costs:

Construction & Commissioning

Total

GQ/Songas Project Mangt & Dev

Project Dev, Regulatory & Proj Mgmt Costs

Total Cash Costs (Proj Dev & Implementation)
Total Cash Costs (incl prev mth IDC)

IDC @16% p.a

1.2445%

Project +IDC per month

Total Cumulative IDC

16%

Total Cumulative Project Cost
IDC Construction Only

IDC Pre-Closing Only
Total IDC (monthly)

244,844 127,052 110,288 109,868 147,147 331,977 439,803 405,693 208,915 76,304 72,730

244,844 127,052 110,288 109,868 147,147 331,977 439,803 405,693 208,915 76,304 72,730

244,844 374,944 489,898 605,863 760,550 1,101,992 1,555,510 1,980,561 2,214,124 2,317,983 2,419,560
3,047 4,666 6,097 7,540 9,465 13,714 19,359 24,648 27,555 28,848 30,112

p.m

247,891 131,719 116,384 117,408 156,612 345,691 459,162 430,341 236,470 105,151 102,842
3,047 7,713 13,810 21,350 30,815 44,530 63,888 88,537 116,092 144,939 175,051

$247,891 $379,610 $495,994 $613,403 $770,015 $1,115,706 $1,574,868 $2,005,209 $2,241,679 $2,346,831 $2,449,672
3,047 4,666 6,097 7,540 9,465 13,714 19,359 24,648 27,555 28,848 30,112
3,047 4,666 6,097 7,540 9,465 13,714 19,359 24,648 27,555 28,848 30,112



Attachment D, Part 1
Expansion Capital Costs and Drawdowns

months
Calendar Months

Descriptions:

12
Oct-07

13
Nov-07

14
Dec-07

15
Jan-08

16
Feb-08

17
Mar-08

18
Apr-08

19
May-08

20
Jun-08

21
Jul-08

22
Aug-08

23
Sep-08

Post Closing Project Costs:

Construction & Commissioning

Total

GQ/Songas Project Mangt & Dev

Project Dev, Regulatory & Proj Mgmt Costs

Total Cash Costs (Proj Dev & Implementation)
Total Cash Costs (incl prev mth IDC)

IDC @16% p.a

1.2445%

Project +IDC per month

Total Cumulative IDC

16%

Total Cumulative Project Cost
IDC Construction Only

IDC Pre-Closing Only
Total IDC (monthly)

312,472 62,265 209,449 202,643 302,828 324,629 128,891 285,454 181,509 77,071 83,754 83,754
312,472 62,265 209,449 202,643 302,828 324,629 128,891 285,454 181,509 77,071 83,754 83,754
2,762,144 2,858,784 3,103,811 3,345,081 3,689,539 4,060,085 4,239,504 4,577,719 4,816,199 4,953,207 5,098,605 5,245,812
34,375 35,578 38,627 41,630 45917 50,528 52,761 56,970 59,938 61,643 63,453 65,285
346,847 97,843 248,076 244,273 348,745 375,158 181,652 342,424 241,447 138,714 147,207 149,039
209,426 245,004 283,632 325,262 371,179 421,707 474,468 531,438 591,377 653,020 716,473 781,758
$2,796,519 $2,894,362 $3,142,438 $3,386,711 $3,735,456 $4,110,613 $4,292,265 $4,634,689 $4,876,137 $5,014,851 $5,162,058 $5,311,096
34,375 35,578 38,627 41,630 45,917 50,528 52,761 56,970 59,938 61,643 63,453 65,285
34,375 35,578 38,627 41,630 45917 50,528 52,761 56,970 59,938 61,643 63,453 65,285



Attachment D, Part 1
Expansion Capital Costs and Drawdowns

months 24 25 26 27 28 29 30 31 32 33 34 35
Calendar Months Oct-08 Nov-08 Dec-08 Jan-09 Feb-09 Mar-09 Apr-09 May-09 Jun-09 Jul-09 Aug-09 Sep-09

Descriptions:
Post Closing Project Costs:
Construction & Commissioning 6,885,230 2,110,252 6,567,921 3,745,893 4,013,616 3,073,314 5,301,329

Total - - - - - 6,885,230 2,110,252 6,567,921 3,745,893 4,013,616 3,073,314 5,301,329

GQ/Songas Project Mangt & Dev

Project Dev, Regulatory & Proj Mgmt Costs 189,300 189,300 189,300 189,300 189,300 - - - - - - -
Total Cash Costs (Proj Dev & Implementation) 189,300 189,300 189,300 189,300 189,300 6,885,230 2,110,252 6,567,921 3,745,893 4,013,616 3,073,314 5,301,329
Total Cash Costs (incl prev mth IDC) 5,500,396 5,758,150 6,019,111 6,283,319 6,550,816 13,517,572 15,796,052 22,560,557 26,587,220 30,931,718 34,389,982 40,119,299
IDC @16% p.a 68,453 71,661 74,909 78,197 81,526 168,228 196,584 280,769 330,882 384,949 427,988 499,290
1.2445%
Project +IDC per month 257,753 260,961 264,209 267,497 270,826 7,053,458 2,306,836 6,848,690 4,076,775 4,398,566 3,501,303 5,800,619
Total Cumulative IDC 850,211 921,872 996,781 1,074,977 1,156,503 1,324,731 1,521,315 1,802,084 2,132,966 2,517,916 2,945,904 3,445,194
16%

Total Cumulative Project Cost $5,568,850 $5,829,811 $6,094,019 $6,361,516 $6,632,342 $13,685,800 $15,992,636 $22,841,326 $26,918,101 $31,316,667 $34,817,970 $40,618,589

IDC Construction Only - - - 168,228 196,584 280,769 330,882 384,949 427,988 499,290
IDC Pre-Closing Only 68,453 71,661 74,909 78,197 81,526 - - - -
Total IDC (monthly) 68,453 71,661 74,909 78,197 81,526 168,228 196,584 280,769 330,882 384,949 427,988 499,290




Attachment D, Part 1
Expansion Capital Costs and Drawdowns

months 36 37 38 39 40 41 42 43 44 45 46 47 48
Calendar Months Oct-09 Nov-09 Dec-09 Jan-10 Feb-10 Mar-10 Apr-10 Jun-10 Jul-10 Aug-10 Sep-10 Oct-10 Nov-10

Descriptions:
Post Closing Project Costs:
Construction & Commissioning 4,508,694 3,784,670 3,061,687 2,400,497 1,147,600 1,006,549 1,003,921 380,348 237,152 183,241 180,029 155,963 -

Total 4,508,694 3,784,670 3,061,687 2,400,497 1,147,600 1,006,549 1,003,921 380,348 237,152 183,241 180,029 155,963 -

GQ/Songas Project Mangt & Dev

Project Dev, Regulatory & Proj Mgmt Costs - - - - - - - - - - B . _

Total Cash Costs (Proj Dev & Implementation) 4,508,694 3,784,670 3,061,687 2,400,497 1,147,600 1,006,549 1,003,921 380,348 237,152 183,241 180,029 155,963 -
Total Cash Costs (incl prev mth IDC) 45,127,283 49,473,568 53,150,960 56,212,929 58,060,107 59,789,221 61,537,227 62,683,414 63,700,670 64,676,675 64,856,704 65,012,667
IDC @16% p.a 561,615 615,705 661,471 699,578 722,566 744,085 765,839 780,104 792,764 - - - -
1.2445%

Project +IDC per month 5,070,309 4,400,375 3,723,158 3,100,075 1,870,166 1,750,634 1,769,760 1,160,451 1,029,916 183,241 180,029 155,963 -
Total Cumulative IDC 4,006,809 4,622,514 5,283,986 5,983,563 6,706,129 7,450,214 8,216,054 8,996,157 9,788,921 = = = =
16%

Total Cumulative Project Cost  $45,688,898 $50,089,274  $53,812,431  $56,912,506  $58,782,673  $60,533,306  $62,303,067  $63,463,518 $64,493,434 $64,676,675 $64,856,704 $65,012,667

IDC Construction Only 561,615 615,705 661,471 699,578 722,566 744,085 765,839 780,104 792,764 - - - -

IDC Pre-Closing Only - - - .
Total IDC (monthly) 561,615 615,705 661,471 699,578 722,566 744,085 765,839 780,104 792,764 - - - -
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Expansion Capital Costs and Drawdowns

months
Calendar Months May-10

Descriptions:

Post Closing Project Costs:

Construction & Commissioning  $49,747,907

Total _$49,747,907

GQ/Songas Project Mangt & Dev

Project Dev, Regulatory & Proj Mgmt Costs ~ $5,475,839

Total Cash Costs (Proj Dev & Implementation) $55,223,746
Total Cash Costs (incl prev mth IDC)
IDC @16% p.a  $9,788,921
1.2445%
Project +IDC per month
Total Cumulative IDC ~ $9,788,921
16%

Total Cumulative Project Cost  $65,012,667
IDC Construction Only ~ $8,632,418

IDC Pre-Closing Only ~ $1,156,503
Total IDC (monthly) ~ $9,788,921



Attachment D, Part 2
Estimated "Zero" Year Operations, General & Administrative Costs
(in thousands of US dollars, January 2008 basis)

Operating and Maintenance Costs

Operations staff to cover shifts

2 x Inst Techs

Additional welfare costs

Glycol

Methanol

Chemicals

Plant and Lab Expenses

Spares

TOTAL - Operating and Maintenance Costs 0

Incremental Business Costs
Business interruption insurance
Property damage insurance

Banking and debt management 10
Accountants for tariff filings 50
TOTAL - Incremental Business Costs 60

Regulated Business Costs

EWURA fee 0
Customer service charter 50
Reservoir evaluations & monitoring 75
Planning activities 280
Regulatory and legal 280
TOTAL - Regulated Business Costs 685
Working Capital Allowance 0
TOTAL Operations, General & Administrative Costs 745

TOTAL, escalated at 3% to mid 2009 calendar year 779




Attachment D, Part 2

Estimated First Year Operations, General & Administrative Costs

(in thousands of US dollars, January 2008 basis)

Operating and Maintenance Costs
Operations staff to cover shifts

2 x Inst Techs

Additional welfare costs

Glycol

Methanol

Chemicals

Plant and Lab Expenses

Spares

TOTAL - Operating and Maintenance Costs

Incremental Business Costs
Business interruption insurance
Property damage insurance

Banking and debt management
Accountants for tariff filings

TOTAL - Incremental Business Costs

Regulated Business Costs

EWURA fee

Customer service charter

Reservoir evaluations & monitoring
Planning activities

Regulatory and legal

TOTAL - Regulated Business Costs

Working Capital Allowance

Carryforward from Year "Zero"

TOTAL Operations, General & Administrative Costs

TOTAL, escalated at 3% to mid-2010 calendar year

30
30
24
54

55
24
13
236

185
488

30
100
803

140

75

280

280

775

120

745

2679

2884




Attachment E

Analysis of Cost of Capital

Globeleq, the principal investor in Songas and the provider of funds for the
gas processing facility expansion on Songo Songo Island, has assessed the risks
associated with the investment in the Expansion Project and determined that the
equity un-levered rate of return should be 18%. This hurdle rate of return was
determined using three methodologies:

a. using Globeleq’s Capital Asset Pricing Model (CAPM) - CAPM is a tool
that is used as a guide to establish the minimum price for equity returns in
the countries in which the company has invested or may consider
investing. The model operates by starting with a US Government bond
rate (risk free rate) and adds an equity and country risk premium as well as
being adjusted for project, sector-specific risks and illiquidity. Annex A to
this Attachment indicates the results to this analysis to be approximately
18% for Tanzania.

b. assessing finance costs on a debt/equity basis - the rate for subordinated
unsecured US dollar debt in Tanzania is 12-15% and has a maximum tenor
of approximately 10 years. From the CAPM it can be seen that the equity
rate for a project with approximately 50% financing would be 21.2%, for a
weighted average cost of capital from 17.5-19%. For reference, the
Preferred B shares in Songas were unsecured debt and carried an 18%
return prior to construction and were sold at 16% after that risk had been
eliminated.

c. “real world” cases which estimate the overall cost of debt/equity

financings - commercial debt (the availability of which is uncertain given



current sector debt levels and TANESCO’s ability to service that debt as
well as Songas’ current debt/equity ratio) would likely incur transaction
costs of $2-4 million. On this basis, the NPV analysis in Annex B to this
Attachment indicates that the proposed option is less costly than any other
option when discounted at 15%; at 10% discounting, 7-10 year debt at 10-
12% is slightly less costly than the proposed financing structure, but
supposes that such financing is available immediately. In reality, debt
financing would require an additional 12-18 months to arrange. This
option, including an estimate of liquid fuel costs for one year, would cost
the sector an additional $100 million.

In light of the above, Globeleq believes that a rate of return of 18 is reasonable

and the least cost option for the sector.



Attachment E
Annex A

Cost of Capital Analysis

Capital Asset Pricing Model

=" +/Be(rm _rf)+Crp

Where:
1
fo=Bx 57
e a _D
1-5

Calculation Inputs

rf = 4.58% which is the floating to fixed swap-adjusted 10-year US Treasury
yield

Ba = 0.75 (basket of peer-group independent power companies with
international project interests)

(rm — rf) = 5.52% which reflects the historical US market risk premium

Crp = Country risk premium, which is the adjusted spread of sovereign debt
denominated in USD over US Treasuries. In cases where sovereigns are
illiquid or are not available it is necessary to derive corollaries using a
regression of values for composite risk scores from subscription resources
which provide empirical indices to measure risks in various emerging markets.
The Crp is adjusted for sector or project-specific risks and illiquidity.

Debt/Value will change over time based upon debt level of a project in any
given year. The value used in the model should ultimately reflect the levelized
leverage of the transaction of the project including expected re-gearing when
achievable.

Region Country Risk free rate Equity beta premium premium on equity value

Minimum Required
Minimum un- | return on equity with
Market risk | Country risk | levered return | levelized 50% debt-to-

Africa Tanzania 4.58%) 1.50 5.52% 9.12% 17.84%)

22.0%)




Attachment F

Estimate of First Year Revenue Requirement
and
Processing and Transportation Tariff

Assumptions M$US

Capital Cost 55.224 from Attachment D, Part 1

Interest During Construction (IDC) 9.789 from Attachment D, Part 1

Operations, General & Administrative 2.884 from Attachment D, Part 2; includes Insurance

Taxes 1.040 10% tax on interest component based on capital cost and IDC (capitalised)
Initial Infrastructure Revenue Requirement 5.997 from IIRR calc

Over-Sizing Revenue Requirement 0.000

Annual Revenue Requirement = Third Train Capital Component + Fourth Train Capital Component + OGA + Insurance + Taxes + [IRR + OSRR + Correction Factor
or, RR=TC+FC+OGA +INS+T+IIRR + OSRR +K

where,
Third (or Fourth) Train Capital Component = (Third (or Fourth) Train Capital Cost + IDC Repayment) plus rate of return on un-repaid portion; adjusted to mid-year payments
or, TC=1/N X (TCC + TIDC) + (TC + TIDC) X R X (1 + )" -1/2, where N = term, R =rate of return and | = bank deposit rate; ditto for FC

Assuming TCC for the first year will include the Fourth Train Capital Costs and equal $65.013million,
TC =1/14 X (55.224 + 9.789) + (55.224 + 9.789) X .16 X (1 + )"-1/2 = 14.795

and therefore,
RR =14.795 + 2.884 + 1.040 + 5.997 = $24.716 million

Estimated Volume of Throughput Gas = 16.773 Bcf

Processing & Transportation Tariff $1.47 Imcf




Attachment G

Main Pipeline Over-Sizing Revenue Requirement

The existing Processing Plant and the main Pipeline (as such terms are defined in the
October 11, 2001 version of the Gas Agreement) together cost US$146.64 Million to develop,
construct and commission. Of that capital cost, US$69.27 Million can be allocated to the
delivery of Protected Gas, and US$77.37 Million can be allocated to the delivery of Additional
Gas by applying the following formula:

AGCost = AGCap — x TotalCost
IncreasedCapacity
Where:
AGCost means the capital costs allocated to Additional Gas;
AGCap means that capacity of the Main Pipeline available for Additional
Gas;

IncreasedCapacity  means the Increased Capacity of 105 MMcfd; and

TotalCost means the total capital cost of the Processing Plant and the Pipeline
of US$146.64 Million.

GOT’s investment of US$4.386 Million in the Over-Sizing Project constitutes 5.67% of
the total capital costs allocated to Additional Gas. As a result, under the Proposed Tariff GOT
would earn 5.67% of the amount of the remaining revenues generated by Proposed Tariff, after
Songas has completely satisfied the Expansion Project Revenue Requirement in any given year.

Note: This attachment was provided by the Ministry of Energy in late 2006. Songas has
used the investment figure of $4.386 million as the basis for determining the Over-Sizing
Revenue Requirement.
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2008 (Up to 30 August)



Gas Processing Plant

Gas processed: 12.36Bcf (Jan — Aug 2008)
Gas availability: 100%

The average gas production rate during the month was 67.3 MMscfd, slightly higher than
last month. The maximum daily sales volume of 70.9 MMscf occurred on the 10th of the
month.

The sales gas rate was fairly constant through the month, ranging from 57.9 to 70.9
MMscfd. All wells were flowed at some point during the month, except SS-3 which was
not flowed.

A total of 2.087 Bcf was produced during August, of which 2.076 Bcf was sales gas.
Cumulative production through August 2008 is estimated to be 69.3Bcf, of which 68.5Bcf
was shipped as sales gas.

As at the end of August, some 43,134 bbls of condensate has been produced, representing a
cumulative CGR of 0.62 bbl/MMscf.

Health, Safety and Environment

Last LTI: 23" Aug 2007 YTD: 0

Last MTC: 6" June 2008 YTD: 1

Accidents: None YTD: 0

Last NM: 24™ May 2008 YTD: 2

Environmental: Oil in water in Plant effluent (average: 24 ppm, max: 39 ppm)
Safety Meetings: 16 meetings held up to August 2008

On 23rd August the plant team achieved a year of no Lost time Injuries (LTI's). This
reflects the working culture on the Island, commitment by everyone, and the level of
HSE training that continues to take place.

Operations

The plant continued to operate at higher load factor with both trains operating
continually and normally. Both units were operating near the maximum allowable
capacity throughout the period under review. The globe valve on the bypass to PV-4018
has a small leakage and this will replaced with a new valve when there is an extended
shutdown window. For the fuel gas skids, there were also problems with inoperable ball
valves that need replacement during an extended shutdown window.

The Chandler Dewpoint testing equipment continued to be utilized for daily monitoring of
the sales gas. The vibration monitoring equipment (CF-7200 Portable Dual Channel FFT
Analyzer) is on site and will be commissioned when Bureau Veritas revisit in relation to
the gas plant re-rating program which is ongoing.



In general, the plant operated with fewer issues needing to be addressed than in the
previous years, owing to the tuning issues of any start-up now being resolved.

Safety, Training & Human Resources

PAE held one of the regular employee relations and team briefings on the Island on the 6th
August 2008.

A supervisory skills workshop was held on the 8" August. Further sessions will take place,
which will include a mixed group of office and gas plant personnel.



Pipelines

Gas processed: 12.36Bcf (up to August 2008)
Gas availability: 100%

Health, Safety and Environment

Accidents: None
Incidents: None
Environment: None
Operations

For the main pipeline (onshore portions), the regular wayleave and pipeline inspection and
follow-up procedure was continued as follows:

e Songas Wayleave Engineer inspected the route by aircraft and on the ground ever
monthly. From these visits, reports of any abnormalities that may have occurred on
the way leave, i.e., third party activities such as road development, utilities, sand
mining, encroachments, erosion on slopes and browning of vegetation (indications
of gas leaks) were submitted;

e Songas Operations, Maintenance and Health, Safety and Environment (HSE) staff
did follow-ups with field checks and repaired all damage.

e During rainfall some areas especially spur line and main line (in DSM) soil erosion
occurred due to water runoff, reported and restored immediately, so that no pipeline
and FOC exposure.

e Some excavation works at MLV 220 started and is in progress to triple gas demand
rate at Wazo Hill; while an eight inch pipeline will be connected to the gas skid for
a new cement expansion project.

e TANESCO erected HT transmission line from IPTL to Wazo Hill through Songas
ROW, the project monitored closely such that no any concrete poles erected near
the pipeline route.

e Any encroachment along the pipelines got a good response from Songas i.e. road
construction, oil exploration companies, telecommunication companies,
DAWASCO etc

At each of the ten (10) Mainline Valves (MLVSs), Ultimate security guard continued, into
two shifts, 2 day time and 2 night time. These guards are visited weekly by motorcycle.

All valve stations and Pressure Reducing Stations continued to be maintained by Songas
staff by following a preventative maintenance program including monthly visits to each of
the valve stations to perform the identified monthly activities.

Songas’ Supervisory Control and Automatic Data Acquisition (SCADA) systems that
produce real time information through fibre optic cable on natural gas flow, pressure and
temperatures from the Songo Songo Island gas plant pipeline terminal through all MLVs to
the Ubungo Power Plant continued to operate.

Some painting and crack repair work was done on all MLVs. Third party damage was
reported on the Fibre Optic cable. Damage removed.



The following activities were carried out in the first eight months of??? 2008:
Painting of MLVs;

Vegetation control through bush clearing; and

Checking Cathodic Protection Systems.

Temporarily and permanent restoration on exposed pipeline at a spur line

Safety & Public Awareness

Safety awareness training was provided to the Wayleave engineer and security guards.
During the period under review, the Songas’ Wayleave engineer attended a fire fighting
training skills, ISO 14001: 2004 and OHSAS 18001:2007 awareness skills in Tanzania.
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2007



Gas Processing Plant

Gas processed: 19.71Bcf (up to November 07) *
Gas availability: 100%

'Cumulative production through November reached 57.0Bcf, out of which 56.3Bcf was shipped
as sales gas with the difference to gas processed being flared and fuel volumes. Also
36,000Bbls of condensate were produced, representing cumulative Condensate-Gas-Ratio
(CGR) of 0.63Bbls/MMscf

Health, Safety and Environment

Accidents: One !

Incidents: One ?

Environment: One

Safety Meetings: at least monthly (in some cases 3 meetings were held)

rd
L An LTI occurred on 23 August 2007 when the Site electrician fell and punctured his lower
jaw with a sharp object. He was treated at the camp medical facility and a medivac was
arranged to transport him to hospital in DSM. On 30" - 31 Aug 2007 a team of four Globeleq
auditors visited the plant facilities to carry out the HSE bi-annual audit.

2 Disruption to village power. Also the plant dispensary continued to offer expected services.
The procured glucometer instrument is back on site and in use.

Operations

The plant continued to operate at higher load factor with both trains operating
continually. Both units were operating near the maximum allowable capacity throughout
the year with intermittent MEG level control problems and condensate getting carried over
to rich MEG.

The operation of the rich glycol level valve DPC1 for unloading the rich glycol to the
regeneration unit continued to be problematic and is being manually operated due to the
automatic level valve actuator having the springs broken

The weir on the cold separator on DPC2 was raised during the year so as to increase the
retention time for liquids separation. Since the weir adjustment the DPC 2 performance has
improved and remains under observation. Cleaning of all plant skids, foul water trenches,
storage tank ST 957 (catch basin) and touch up painting of plant facilities equipments has
continued using local workforce.

The exercise of removing the steel corrosion inhibitor drums at the offshore wells, which
were rusting and hence could cause spillage, was completed successfully by replacing with
plastic drums.

In general, the plant operated with fewer issues needing to be addressed than in the
previous two years, owing to the tuning issues of any start-up now being resolved.



Safety, Training & Human Resources

On-going training programs were continued and augmented with programs provided by
several equipment suppliers both locally and internationally. Discussions continue with
an external training provider to see how they can assist with the SSI training and
development needs, particularly in respect of further certification accreditation.

Performance review forms were carried out for all employees as part of the annual
appraisal process and met the deadline of November 2007. A training plan was completed
and incorporated into the Opex Budget for 2008.



Pipelines

Gas delivered: 19.56Bcf (difference to gas processed is flared and fuel volumes)
Gas availability: 100%

Health, Safety and Environment

Accidents: None
Incidents: None
Environment: None
Operations

PAT ringmain was closed from Murzah Oil on Pugu Road to the main pipeline nearby
Namera Textile with the construction and commissioning of a new Pressure Reducing
Station (PRS). Nampak, YUASA, and Serengeti Breweries were connected to the
ringmain.

Some issues in relation to commissioning/dust particles in the gas supply line to
Dowans Site B were clarified. Gas is now flowing normally to all industrial and power
sites incidents.

Communication flow now are well established between Songas/PAT and TANESCO in
relation to the management of the gas supply to the offtakers (both power and non-
power).

For the main pipeline (onshore portions), the regular wayleave and pipeline inspection
and follow-up procedure was continued as follows:

« Songas Wayleave Coordinator inspected the route by aircraft and on the ground
every 3-4 weeks. From these visits, reports of any abnormalities that may have
occurred on the way leave, i.e., third party activities such as road development,
utilities, sand mining, encroachments, erosion on slopes and browning of
vegetation (indications of gas leaks) were submitted;

e Songas Operations, Maintenance and Health, Safety and Environment (HSE)
staff did follow-ups with field checks and repaired any damage.

In addition to Ultimate Security, a company contracted for providing security at both
the plant and along the pipeline, there are 75 Wayleave Inspectors who provide security
on the ground through daily surveillance of the pipeline wayleave and report to
Ultimate Security control centre as well as Songas’ Ubungo Power Plant control room
on a regular basis. All the Wayleave Inspectors are village leaders and as such, are
familiar with the area and command a high level of local respect within their areas of
responsibility. At each of the eight Mainline Valves (MLVSs), there are 2 day time and 2
night time security guards provided by Ultimate Security. These guards are visited
weekly by motorcycle Security Supervisors. All the valve stations have telephone
communication to the Ubungo Power Plant control room and Ultimate Security control
centre.



All valve stations and Pressure Reducing Stations continued to be maintained by
Songas staff by following a preventative maintenance program in line with OEM
guidelines. This includes monthly visits to each of the valve stations to perform the
identified monthly activities.

Songas’ Supervisory Control and Automatic Data Acquisition (SCADA) systems that
produce real time information through fibre optic cable on natural gas flow, pressure
and temperatures from the Songo Songo Island gas plant pipeline terminal through all
MLVs to the Ubungo Power Plant continued to operate. Some painting work was done
on all MLVs. Third party damage was reported on the Fibre Optic cable. Damage
removed.

The following activities were carried out in 2007:
e Painting of MLVs;
e Vegetation control through bush clearing; and
e Checking Cathodic Protection Systems.

Safety & Public Awareness

Safety awareness training was provided to the Wayleave Inspectors and security
guards. During the year under review, the Songas’ Wayleave Coordinator attended a
specialized training in South Africa on Pipeline management.

Awareness training was provided to other stakeholders, e.g. Tanesco, TTCL, and
Tanroads on the requirement for Songas Way leave crossing works.
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Gas Processing Plant

Gas processed: 17.9 Bcf
Gas availability: 100%

Health, Safety and Environment

Accidents: One!
Incidents: One 2
Environment: None

Safety Meetings: Monthly

! Employee finger caught in an engine; employee evacuated for treatment, but returned
to work shortly after. An industrial injury was claimed, the accident investigated and
methods of preventing similar accidents identified and implemented

2 A mechanic who became very ill due to contracting malaria required medivac to Dar

Operations

The plant operated at a higher load factor than in the previous two years of operation,
with both trains operating continually and for long periods at times. In general, the
plant operated with fewer issues needing to be addressed than in the previous two years,
owing to the tuning issues of any start-up now being resolved.

Various valves on the separators, dew point control trains and metering systems
malfunctioned at different times. At times they were operated manually until either
repairs could be performed or replacements could be arranged from spares or outside
suppliers.

First major maintenance on key components was performed during wet season period
of low gas demand.

Issues with the power supply and the power connection to the village were addressed.

Plant effluent tested at University of Dar and determined to be well within acceptable
limits for disposal in the sea.

A long-term problem with two of the generators mis-firing was rectified.

Batteries for night landings at the airport, in case of emergencies, were ordered and
installed.



Three condensate liftings were successfully executed although there were concerns
about the suitability of the boat used for the first lifting. This was partially addressed
by the boat operator for the second lifting, but the boat was deemed unacceptable for
the third lifting. Small amounts of condensate had to be burned as the issue of TPDC
obtaining a boat compliant with international lifting standards was concluded. The
third lifting was successfully executed to acceptable environmental and safety
standards.

There were no interruptions in gas supply to end users caused by malfunctions or
outages at the gas processing plant.

Safety, Training & Human Resources

Safety meetings were held at least monthly.

A small celebration was organized to recognize the operating team’s two years of
continuous production without a lost time accident.

On-going training programs were continued and augmented with programs provided by
several equipment suppliers.

A Training Competency Manual was developed to identify critical skills required for
each position and ensure that the incumbent had the required training.

Bi-annual performance review process for all employees was continued.



Pipelines

Gas delivered: 17.8 Bcf (difference to gas processed is flared and fuel volumes)
Gas availability: 100%

Health, Safety and Environment

Accidents: None
Incidents: None
Environment: None
Operations

The Agrekko and Richmond 20 MW power plant sites were tied in to the Songas
system.

For the onshore portions, the regular wayleave and pipeline inspection and follow-up
procedure was continued as follows:
o The route is inspected by the Songas Wayleave Coordinator by aircraft and on
the ground every 3-4 weeks
« Reports of any abnormalities that may have occurred on the way leave, i.e.,
third party activities such as road development, utilities, sand mining,
encroachments, erosion on slopes and browning of vegetation (indications of
gas leaks) are submitted to Songas
« Songas Operations, Maintenance and Health, Safety and Environment (HSE)
staff follow-up with field checks and repair any damage.

The security contractor, Protective Security, was replaced in October by Ultimate
Security. With Ultimate Security, there are 75 Way Leave Inspectors that provide on
the ground daily surveillance of the pipeline way leave and report to Ultimate Security
control center and Songas’ Ubungo Power Plant control room on a regular basis. All the
Wayleave inspectors are village leaders and as such, are familiar with the area and
command a high level of local respect within their areas of responsibility. At each of
the eight Mainline Valves (MLVs), there are 2 day time and 2 night time security
guards provided by Ultimate Security. These guards are visited weekly by motorcycle
Security Supervisors. All the valve stations have telephone communication to the
Ubungo Power Plant control room and Ultimate Security control center.

All valve stations and Pressure Reducing Stations continued to be maintained by
Songas staff who follow a preventative maintenance program in line with OEM
guidelines. This includes monthly visits to each of the valve stations to perform the
identified monthly activities.

Songas’ Supervisory Control and Automatic Data Acquisition (SCADA) systems that
produce real time information through fiber optic cable on natural gas flow, pressure
and temperatures from the Songo Songo Island gas plant pipeline terminal through all
MLV:s to the Ubungo Power Plant continued to operate.



To date no natural gas pipeline leaks and no third party damage have occurred to the
pipeline system.

The marine pipeline was visually inspected underwater in August 2006. Normal

subsidence (sinking) of the pipe and environmental adjustments were observed to the
pipeline and to the concrete blankets securing the pipeline to the seabed.

Safety & Public Awareness

Safety awareness training was provided to the Wayleave Inspectors and security
guards.

Awareness training was provided to other stakeholders, e.g. Tanesco, TTCL, and
Tanroads on the requirement for Songas Way leave Crossing works.

Special signposts to restrict unauthorized activities were installed along the length of
the wayleave.
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Gas Processing Plant

Gas processed: 14.7 Bcf
Gas availability: 100%

Health, Safety and Environment

Accidents: One!
Incidents: One 2
Environment: None

Safety Meetings: Monthly

! Minor collision between Songas Zodiac and a dhow
? Theft of diesel fuel

Operations

At times both processing trains were operating, but at times of low gas demand the plant
was able to operate on a single refrigeration unit and separator.

Various small component failures were addressed with backups generally available.
None were considered extraordinary to the start-up or operation of a complex plant and
none caused any disruption in gas supply to customers.

The potable water system (reverse osmosis units) continued to require a high level of
maintenance leading to the replacement of one unit and warranty discussions with the
contractor.

The firewater ringmain was depressurized once to repair leaks. The system was tested
weekly.

Plant checks continued as a follow up to commissioning procedures with a number of
warranty items, mostly on valves, metes and controllers being checked and either cleared,
repaired or replaced.

Routine servicing program for power generators commenced. Each engine started
weekly to ensure availability.

Condensate lifting procedures developed and tested. Three condensate liftings successfully
executed.

Warehouse roof repaired against leaks; shelving and lighting installed.

Repairs and enhancements to the airport facilities, including the addition of lights, was carried
out.



One waste removal operation from the island was carried out with certification of appropriate
disposal being received.

There were no interruptions in gas supply to end users caused by malfunctions or outages
at the gas processing plant.
Safety, Training & Human Resources

Safety meetings were held at least monthly. Emergency Response Manuals were
developed and implemented.

On-going training programs were continued and augmented with programs provided by
several equipment suppliers.

Bi-annual performance review process established for all employees.

An issue with the lack of continuity on personnel provided as Site Doctors was resolved.



Pipelines

Gas delivered: 14.7 Bef (difference to gas processed is flared and fuel volumes)
Gas availability: 100%

Health, Safety and Environment

Accidents: None
Incidents: None
Environment: None
Operations

PanAfrican ringmain to supply industrial customers tied in to the Songas system.
Pipeline spur to the IPTL power plant connected as well.

Fine powder debris was detected in the gas supplied to Ubungo Power Plant. It was sent
to the UK for analysis. The issued was addressed through the regular change-out of gas
filters.

For the onshore portions, the regular wayleave and pipeline inspection and follow-up
procedure was continued as follows:
e The route is inspected by the Songas Wayleave Coordinator by aircraft and on the
ground every 3-4 weeks
e Reports of any abnormalities that may have occurred on the way leave, i.e., third
party activities such as road development, utilities, sand mining, encroachments,
erosion on slopes and browning of vegetation (indications of gas leaks) are
submitted to Songas
e Songas Operations, Maintenance and Health, Safety and Environment (HSE) staff
follow-up with field checks and repair any damage.

There were 63 Way Leave Inspectors that provided on the ground daily surveillance of
the pipeline way leave and reported to Protective Security control center and Songas’
Ubungo Power Plant control room on a regular basis. All the Wayleave inspectors are
village leaders and as such, are familiar with the area and command a high level of local
respect within their areas of responsibility. At each of the eight Mainline Valves (MLVS5),
there was one daytime and one nighttime security guard provided by Protective Security.
The guards are visited weekly by Protective Security Supervisors. All the valve stations
have telephone communication to the Ubungo Power Plant control room.

All valve stations and Pressure Reducing Stations are maintained by Songas staff that
follow a preventative maintenance program in line with OEM guidelines. This includes
monthly visits to each of the valve stations to perform the identified monthly activities.

Songas has Supervisory Control and Automatic Data Acquisition (SCADA) systems that
produce real time information through fiber optic cable on natural gas flow, pressure and



temperatures from the Songo Songo Island gas plant pipeline terminal through all MLVs
to the Ubungo Power Plant.

To date no natural gas pipeline leaks and no third party damage have occurred to the
pipeline system.

An inspection of the marine section was scheduled for 2006.

Safety & Public Awareness

Safety awareness programs continued to be conducted in all communities along the gas
pipeline.
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SONGAS LIMITED

REPORT AND FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 20607

GENERAL INFORMATION

PRINCIPAL PLACE OF BUSINESS

Ubungo Power Plant

Junction of Morogoro and Mandela Road
P. O. Box 6342

DAR ES SALAAM

REGISTERED OFFICE

4th Floor, Barclays House
Ohio Street

P. 0. Box 6342

DAR ES SALAAM

BANKERS

Stanbic Bank Tanzania Limited
Stanbic Centre

P. O. Box 72647

DAR ES SALAAM

Barclays Bank Tanzania Limited
Barclays House

Ohio Street

P. O. Box 5137

DAR ES SALAAM

Standard Chartered Bank Tanzania Limited
International House

Shaaban Robert St. /Garden Avenue

P, O. Box 9011

DAR ES SALAAM

SOLICITORS

Rex Attorneys

3% Floor, 50 Mirambo Street
P. O. Box 7495

DAR ES SALAAM

COMPANY AUDITORS

Emst & Young
Utalii House

P. 0. Box 2475
DAR ES SALAAM



SONGAS LIMITED

REPORT OF THE DIRECTORS
FOR THE YEAR ENDED 31 DECEMBER 2007

The directors submit their report and the audited financial statements for the year ended 31 December 2007
which disclose the state of affairs of Songas Limited (the Company).

1. PRINCIPAL ACTIVITIES

The Company’s principal activities are gas processing and transportation and generation of electricity
using natural gas from Songo Songo Island, which is off the coast of Southern Tanzania.

2. DIRECTORS

The directors of the Company at the date of this report and who have served since 1 January 2007, except
as otherwise indicated are:

Name Nationality

Adrian van der Merwe South African Resigned May 2007
Yona S, Killagane Tanzanian

Paul M. Kunert British

Stelios Vassileou British

Ir Bernhard Westerouen van Meeteren Dutch

John Dolan British

Thomas Thomason American

Dr. Idris Rashidi Tanzanian  Appointed May 2007

3. DIRECTORS’ INTEREST

The directors do not have any interest in the share capital of the company.
4. RESULTS FOR THE YEAR

These are set out on page 12 of the financial statements.

5. DIVIDENDS

The directors do not recommend payment of dividend on common shares during the period.



SONGAS LIMITED

REPORT OF THE DIRECTORS (Continued)
FOR THE YEAR ENDED 31 DECEMBER 2007

6. EMPLOYEES’ WELFARE
(i) Relationship between management and employees

The relationship between management and employees of the Company is good. The majority of
employees are members of Tanzania Union of Industrial and Commercial Workers (TUICO). As at
the date of this report, there were no unresolved complaints from TUICO or directly from employees.

(ii) Health and Safety

The Company has a strong Health and Safety department which ensures that a strong culture of safety
prevails at all times. Monthly safety meetings are conducted to update staff on safety issues.

Since December 2004, the company has recorded only one Lost Time Accident (LTA), which
occurred in September 2007. The company investigated the incident and has implemented appropriate
preventative measures.

A safe working environment is ensured for all employees and contractors by providing adequate and
proper personal protective equipment, training and supervision as necessary.

(iii) Training and development

A number of employees have undergone extensive in-house and practical training. External training
is also provided where necessary. During the year, Songas Limited spent USD 143,965 on staff
training and development (2006: USD163, 400).

{iv) Medical facilities

The Company has arranged for medical services with AAR Health Insurance Company for all its
employees and their immediate family members.

AAR and OSHA also provide the Company’s employees with occupational health advice.

7. DISABLED PERSONS

The Company gives sympathetic consideration to the employment of disabled workers when vacancies
occur which they are able to fill; although there has not been such employment as at the date of this

report.



SONGAS LIMITED

REPORT OF THE DIRECTORS (Continued)
FOR THE YEAR ENDED 31 DECEMBER 2007

8. RELATED PARTY

Related company balances at the end of the year are disclosed in Note 13 of the financial statements.

Shareholding
The ordinary shares of the company are held as follows:

Shareholder 2007 2006
Number of Number of
shares shares
Globeleq Tanzania Limited 15,428 15,428
Globeleq Somanga Limited 5,142 5,142
Tanzania Petroleum Development Corporation (TPDC) 30,000 30,000
Globeleq Holdings (Songas)Limited 36,000 36,000
Tanzania Development Finance Company Limited (TDFL) 8,000 8,000
Tanzania Electric Supply Company Limited (TANESCO) 10,000 10,000
104,570 104,570

SOLVENCY

The company affairs as at 31 December 2007 are set out on page 11 of these financial statements. The
directors consider the Company to be solvent. Additional information pertinent to the solvency of the
Company is given below:

i

ii.

Most of the Company’s suppliers are paid within 30 days of receipt of goods or supply of services or
receipt of invoice, whichever is later.

TANESCO pays the company within 30 days of invoicing. The PPA is supported by a Liquidity
Facility provided by The Government of the United Republic of Tanzania, whereby if TANESCO
fails to pay within an agreed period the company can draw money from the facility held at Citibank
(Tanzania) Limited. The Required Amount of the facility is equal to four months of Non-
Subordinated Obligations. The Government is required to replenish the facility immediately if it falls
below the Required Amount. Currently, the account is empty, and negotiations are in place for the
government to fund the account with USD 18 million. During the year, TANESCO has been paying
all invoices raised on time.

The Company has two long-term loans granted by the Government of the United Republic of
Tanzania through the International Development Association (IDA) and the European Investment
Bank (EIB). In addition, the Company has assumed three loans from TANESCO. Provisions in the
Subsidiary Loan Agreement, the On-Lending I.oan Agreement and the Loans Assumption Agreement
(collectively known as the “Loan Agreements”) provide for a set-off mechanism of Subordinated
Obligations (loan principal and interest payments) if TANESCO fails to pay, in part or in full, this
portion of Songas Limited’s monthly invoice.

This set-off mechanism is designed so that TANESCO’s non-payment of Subordinated obligations
does not impact the Company. The set-off of unpaid amounts permanently releases Songas Limited
from any obligations to make these repayments to the Government and the principal amounts of the
loans are reduced accordingly. TANESCO has not been paying these Subordinated Obligations since
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SONGAS LIMITED

REPORT OF THE DIRECTORS (Continued)
FOR THE YEAR ENDED 31 DECEMBER 2007

9. SOLVENCY (Continued)
May 2005.

Panafrican Energy Tanzania Limited and Tanzania Portland Cement Company Limited (TPCC) have
good payment records and have historically paid within agreed timescales.

The company’s negative equity is largely driven by the accounting treatment of deferred tax which
itself arises from differences between the depreciation of fixed assets for tax and accounting
purposes. The treatment of deferred tax has no bearing on the company’s ability to meet its
obligations over the next twelve months.

10. CHARITABLE DONATIONS

For the year 2007 Songas Limited has spent USD 347,646 (2006: USD 226,215) on various community
development activities as part of its corporate social responsibility plan as follows:

Sector Activity

Education Construction of two classrooms and two teachers’ houses for two primary schools each in
Mkuranga and Ilala districts; provision of 400 school desks and establishing computer
laboratories in Temeke and Kinondoni districts.

Sponsorship of 27 needy students through secondary education

Contribution to construction of a girls’ secondary school in Kilwa district
Health Contribution towards expansion and completion of Mbezi Msufini health clinic in Mkuranga
district and provision of medicines to Songo Songo village health centre

Environmental Working with Tanzania Forest Conservation Group on a pilot conservation programme
Conservation in Kilwa district.

Others Working with Habitat for Humanity Tanzania on a low cost housing project in Rufiji
district. The company funded electrification of the Yatima Group Trust centre.

Construction of a police post at Kinyerezi
Construction of shading park and offloading place for Songo Songo island villagers’ use.

The company maintains good relationship with Songo Songo village community. During the year, a
meeting with village elders was held to discuss and agree the framework for future assistance.




SONGAS LIMITED

REPORT OF THE DIRECTORS (Continued)
FOR THE YEAR ENDED 31 DECEMBER 2007

11.

12.

STATUTORY PAYROLL REMITTANCES

The directors confirm that they are aware of, and have taken full responsibility for the accuracy of the
disclosures made in Note No.5 (j) to the financial statements in respect of remittances for social security
fund contributions and other statutory payroll deductions, respectively. The directors also confirm that all
remuneration and benefits paid to its employees were properly taxed in accordance with the requirements
of the Income Tax Act, 2004.

MAJOR CHANGES DURING THE YEAR
(i) Prior Year Deferred Tax Adjustment — USD 5 million

During the year, the deferred tax adjustment of USD 5,025,446 relating to tax overcharged in 2006
was passed. We have accordingly adjusted 2006 comparative figures.

The 2006 final tax computations were obtained in 2007. In the final workings, the consultant used the
new Income Tax Act, 2004 as opposed to the old one used in earlier computation. The change is a
result of assets that were treated in the deferred tax workings as qualifying for the higher class 2 rate
0f 25% were reclassified to class 3 for tax return purposes, with a rate of 12.5%. This gives rise to the
lower allowance in the tax return.

Tax computations are carried out by our tax consultants, PricewaterhouseCoopers.
(ii) Construction Work In Progress of USD 3.2 million written off

From the base project (before the expansion project in 2005): Preferred A shares issued on 1 August
2004 were for USD 31,817,700. However, project costs were agreed and the first Tariff Memorandum
Agreement signed on 30 June 2005. The agreed project cost was USD 31,503,930; giving rise to a
variance of USD 313,770.

From the Expansion Project: Preferred A shares issued on I August 2005 were for USD 59,521,900.
However, project costs were agreed and the second Tariff Memorandum Agreement signed on 28
March 2007. The agreed project cost as at 31 July 2005 was USD 56,664,611; giving rise to a
variance of USD 2,857,289,

Recording the differences in work in progress was intended as a temporary measure to allow for time
to work with investors to secure a write-back of the Preferred A shares issued in excess of the agreed
costs (investment). Discussions with Globeleq Tanzania Limited and Globeleq Somanga Limited (the
Preferred A investors) on how this should be resolved had not reached conclusion at year end.
Prudently, the Company has decided to write-off this difference in the income statement. Preferred A
investors are taking this up with their respective boards and will revert to the company in 2008.

Now that the projects have been completed, the entire amount USD 3,171,059 has been written off
through Income Statement,




SONGAS LIMITED

REPORT OF THE DIRECTORS (Continued)
FOR THE YEAR ENDED 31 DECEMBER 2007

13. CORPORATE GOVERNANCE STATEMENT

Directors are aware of their obligations for good corporate governance at all times. Towards this end, the
board established an audit committee composed of three of its members and tasked it to keep close
contacts with management to ensure effective communication with board. The committee reviews policies
and proposes changes and makes recommendations to the full board. By agreement of the shareholders,
board members are not remunerated for their services on the board; but do get reimbursed out of pocket
expenses incurred on company business. The committee did meet during the year,

There is no set period for serving on the board at the expiry of which a member would be required to step
down,

14. RESERVES
The reserves of the company are set out on page 13 of the financial statements.

15. AUDITORS
The auditors, Ernst & Young have expressed their willingness to continue in office as auditors and are
eligible for reappointment. A resolution proposing the re-appointment of Ernst & Young as auditors of

the Company for the year 2008 will be put to the Annual General Meeting.

BY ORDER OF THE BOARD
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SONGAS LIMITED

STATEMENT OF DIRECTORS’ RESPONSIBILITIES
ON THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2007

The Companies Act, 2002 requires the directors to prepare financial statements for each financial period that
give a true and fair view of the state of affairs of the Company as at the end of the financial year and of its
profit or loss. It also requires the directors to ensure that the Company keeps proper accounting records that
disclose, with reasonable accuracy, the financial position of the Company. The directors are also responsible
for safeguarding the assets of the Company and hence for taking reasonable steps for the prevention and
detection of fraud, error and other irregularities.

The directors accept responsibility for the annual financial statements, which have been prepared using
appropriate accounting policies supported by reasonable and prudent judgements and estimates, in conformity
with International Financial Reporting Standards (IFRS) and the requirements of the Companies Act 2002.
The directors are of the opinion that the financial statements give a true and fair view of the state of the
financial affairs of the Company and of its profit or loss.

The directors further accept responsibility for the maintenance of accounting records that may be relied upon
in the preparation of financial statements, as well as adequate systems of internal financial control.

Nothing has come to the attention of the directors to indicate that the Company will not remain a going
concern for at least twelve months from the date of this statement.

Name: PAUL WKUAR RT  Title: b (rocdpv Signature:

Name:—‘lbﬁ-ls LA Title: _ D [(QT <> Signature:

Date_ O [ ! Dl/I 2008
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INDEPENDENT AUDITORS’ REPORT
to the shareholders of
SONGAS LIMITED

We have audited the accompanying financial statements of Songas Limited as set out on pages 11 to 36,
which comprise the balance sheet as at 31 December 2007 and the income statement, statement of changes in
equity and cash flow statement for the year then ended, and a summary of significant accounting policies and
other explanatory notes.

Directors’ responsibilities for the financial statements

The directors are responsible for the preparation and fair presentation of these financial statements in
accordance with International Financial Reporting Standards and in compliance with the Companies Act, of
2002. This responsibility includes: designing, implementing and maintaining internal controls relevant to the
preparation and fair presentation of the financial statements that are free from material misstatement, whether
due to fraud or error; selecting and applying appropriate accounting policies; and making accounting estimates
that are reasonable in the circumstances.

The directors accept responsibility for the annual financial statements, which have been prepared, in
accordance with International Financial Reporting Standards (IFRS) and the requirements of the Companies
Act 2002. The directors have also applied reasonable and prudent judgments and estimates when deciding on
the appropriate accounting policies for the company.

Auditors’ Responsibility

Our responsibility is to express an opinion on these financial statements based on our audit. We conducted our
audit in accordance with the International Standards on Auditing. Those standards require that we comply
with ethical requirements and plan and perform the audit to obtain reasonable assurance whether the financial
statements are free from material misstatements.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the
financial statements. The procedures selected depend on the auditors’ judgment, including the assessment of
the risks of material misstatement of the financial statements, whether due to fraud or error. In making those
risk assessments, the auditor considers internal control relevant to the entity's preparation and fair presentation
of the financial statements in order to design audit procedures that are appropriate for the circumstances, but
not for the purpose of expressing an opinion on the effectiveness of the entity's internal control. An audit also
includes evaluating the appropriateness of accounting policies used and the reasonableness of accounting
estimates made by management, as well as evaluating the overall presentation of the financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our
audit opinion.

A member practise of Ernst & Young Global



INDEPENDENT AUDITORS’ REPORT (Continued)
to the shareholders of
SONGAS LIMITED

Opinion

In our opinion, the financial statements give a true and fair view of the financial position of the company as of
31 December 2007, and of its financial performance and its cash flows for the year then ended in accordance
with International Financial Reporting Standards and Tanzania Companies Act.

Report on other legal and regulatory requirements

This report, including the opinion, has been prepared for, and only for, the Company's members as a body in
accordance with the Tanzania Companies Act, 2002 and for no other purposes.

As required by the Tanzania Companies Act, 2002, we report to you, based on our audit, that;

i We have obtained all the information and explanations which to the best of our knowledge and belief
were necessary for the purpose of our audit;

ii. In our opinion, proper books of accounts have been kept by the Company, so far as appears from our
examination of those books;

iii. The Report of the Directors is consistent with the financial statements,

iv. Information specified by law regarding directors’ remuneration and transactions with the company is
disclosed; and

V. The Company’s balance sheet and income statement are in agreement with the books of accounts.

Erns (g

Certified Puplic Accountants
Signed by: Jovep

Dar es Salaam
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SONGAS LIMITED

BALANCE SHEET
AS AT 31 DECEMBER 2007

Notes
ASSETS
NON-CURRENT ASSETS
Property, plant and equipment 7
Land rights 3
Intangible assets 9
Deferred costs 10
CURRENT ASSETS
Inventories 11
Trade and other receivables 12
Amounts due from related companies 13 (a)
Cash and cash equivalents 14
TOTAL ASSETS
EQUITY AND LIABILITIES
CAPITAL AND RESERVES
Common share capital 15
Accumulated losses
NON-CURRENT LIABILITIES
Series "A" Preference shares 16(a)
Series "B" Preference shares 16(c)
Long-term loans 17(a)
Deferred tax liability 26
CURRENT LIABILITIES
Amounts due to related companies 13(b)
Series "A" Preference shares due within one year 16{b)
Series "B" Preference shares due within one year 16(d)
Current portion of long-term loans 17{b)
Trade and other payables 18
Interest on loans 19
Financing costs payable 20

TOTAL EQUITY AND LIABILITIES

These financial statements were approved by the board of directors for issue on

on their behalf by:

Name PHU.L. KMWP:E

Name E‘)RA S kah )]

The notes on pages 15 to 36 form part of these financial statements.

Title

Title

D ¢ e doy

DeEcRie

2007 2006
USD '000 USD '000
266,232 287,156
2,847 3,019
16 55
3,132 4,926
272227 295,156
7,437 7,393
24,990 20,065
1,943 173
39,785 20,878
74,155 48,509
346,382 343,665
10,457 10,457
(13,935) (9,000)
(3,478) 1,457
76,598 81,090
12,826 15,049
188,682 198,027
15,145 8,040
293,251 302,206
6,535 4,500
6,966 4,724
3,224 2,150
8,716 8,716
13,543 11,863
1,058 1,104
16,567 6,945
56,609 40,002
346,382 343,665
2008 and were signed

Signature

Independent Auditors' Report is on pages 9 and 10.

i1



SONGAS LIMITED

INCOME STATEMENT
FOR THE YEAR ENDED 31 DECEMBER 2007

2007 2006
Notes  USD '000 USD '000
REVENUE 21 88,862 81,561
COST OF SALES 22 (23,958) (19,420)
GROSS PROFIT 64,904 62,141
INTEREST ON BANK DEPOSITS 23 (a) 915 401
OTHER LOSSES 23 (b) (7,914) (2,563)
OPERATING EXPENSES 24 (34,526) (40,025)
OPERATING PROFIT 23,379 19,954
FINANCE COSTS 25 (21,209) (21,568)
PROFIT/ (LOSS) BEFORE TAXATION 2,170 (1,614)
TAXATION 26 (7,105) (5,796)
LOSS FOR THE PERIOD (4,935) (7,410)
LOSS PER SHARE 27 (0.047) (0.071)

The notes on pages 15 to 36 form part of these financial statements.
Independent Auditor's Report is on pages 9 and 10.



SONGAS LIMITED

STATEMENT OF CHANGE IN EQUITY
FOR THE YEAR ENDED 31 DECEMBER 2007

Common Major
share maintenance Accumulated Total
capital reserve losses equity
USD'000 USD'000 USD'000 UsD'000

At 1 January 2007
- As previously stated 10,457 - (14,025) (3,568)
- Prior year adjustment (Note 31) - - 5,025 5,025
- As restated 10,457 - (9,000 1,457
Loss for the period - - (4,935) (4,935)
o At 31 December 2007 10,457 - (13,935) (3,478)

) At 1 January 2006 10,457 135 (6,615) 3,977
Loss for the period - - (7,410) (7,410}
Transfer of major maintenance - (135) - (135)
At 31 December 2006 10,457 - {14,025) (3.568)

Note: Major Maintenance reserve, the amount was exhausted in 2006, this year the reserve has a nil balance,

- as the amount spent on major maintenance is ahead of the required reserve.

The notes on pages 15 to 36 form part of these financial statements

Independent Auditor's Report is on pages 9 and 10.
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SONGAS LIMITED

CASH FLOW STATEMENT
FOR THE YEAR ENDED 31 DECEMBER 2007

Cash flow from operating activities
Profit/(loss) before taxation
Adjustments to reconcile profit before tax to net cash flows
Non-cash
Depreciation and amortisation
Impairment loss
Loss from sale of property, plant and equipment
Foreign exchange (gain)/ loss
Interest expenses
Working capital adjustments:
Increase in inventory
Increase in debtors
(Increase)/decrease in amount due from related companies
Increase in amount due to related companies
Increase in creditors

Net cash flow generated from operating activities

Cash flow from investing activities

Purchase of property, plant and equipment

Proceeds from sale of property, plant and equipment
Deferred costs decrease/(increase)

Net cash flow used in investing activities

Cash flow from financing activities
Decrease in maintenance reserve
Decrease in Series "A" preference shares
Decrease in Series "B" Preference shares
Decrease in loans

Interest paid

Net cash flow used in financing activities

Net increase in cash and cash equivalents
Cash and cash equivalent at beginning of the year

Cash and cash equivalent at end of the year

The notes on pages 15 to 36 form part of these financial statements.

2007 2006
USD'000 USD 000
2,170 (1,614)
21,798 22,628
5,435 .
35 -
(513) 287
21,209 21,568
(44) (929)
(4,925) (70)
(1,770 1,295
2,035 3,912
4,950 1,032
50,380 48,109
(6,161) (8.,440)
28 2,563
1,794 (3.254)
(4,339) (9,131)
- 135
(4,492) (4,725)
(2,223) (2,150)
(9,345) (6,722)
(11,074) (24,154)
(27,134) (37,616)
18,907 1,362
20,878 19,516
39,785 20,878

Independent Auditor's Report is on pages 9 and 10.
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SONGAS LIMITED

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2007

1.

GENERAL INFORMATION

The Company is incorporated in Tanzania under the Companies Act, 2002 as a limited company and it is
domiciled in Tanzania. The principal activities of the Company are disclosed in the Report of the
Directors.

BASIS OF PREPARATION

The financial statements have been prepared under the historical cost convention. The company, under the
Implementation Agreement between the Government of Tanzania, Songas Limited, CDC Group PLC and
the PAE Pan African Energy Corporation was granted permission to present the financial statements in
United States Dollars. Accordingly the company’s records and financial statements have been maintained
in United States Dollars since 2001.

Statement of compliance

The financial statements of Songas Limited have been prepared in accordance with International Financial
Reporting Standards (IFRSs), and comply with the Companies Act, 2002.

CHANGES IN ACCOUNTING POLICIES AND DISCLOSURES
The accounting policies adopted are consistent with those of the previous financial year except as follows:

The Company has adopted the following new and amended IFRS and TFRIC interpretations during the
year. Adoption of these revised standards and interpretations did not have any effect on the financial
performance or position of the Company. They did however give rise to additional disclosures, including
in some cases, revisions to accounting policies.

» IFRS 7 Financial Instruments: Disclosures
IAS 1 Amendment - Presentation of Financial Statements
IFRIC 10 Interim Financial Reporting and Impairment

15



SONGAS LIMITED

NOTES TO THE FINANCIAL STATEMENTS (Continued)
FOR THE YEAR ENDED 31 DECEMBER 2007

3. CHANGES IN ACCOUNTING POLICIES AND DISCLOSURES (Continued)
The principal effects of these changes are as follows:

IFRS 7 Financial Instruments: Disclosures

This standard requires disclosures that enable users of the financial statements to evaluate the significance
of the Company's financial instruments and the nature and extent of risks arising from those financial
instruments. The new disclosures are included throughout the financial statements. While there has been
no effect on the financial position or results, comparative information has been revised where needed.

1AS 1 Presentation of Financial Statements

This amendment requires the Company to make new disclosures to enable users of the financial
statements to evaluate the Company's objectives, policies and processes for managing capital. These new
disclosures are shown in Note 34.

16




SONGAS LIMITED

NOTES TO THE FINANCIAL STATEMENTS (Continued)
FOR THE YEAR ENDED 31 DECEMBER 2007

SIGNIFICANT ACCOUNTING ESTIMATES AND ASSUMPTIONS
Estimates and assumptions

The key assumptions concerning the future and other key sources of estimation uncertainty at the balance
sheet date that have a significant risk of causing a material adjustment to the carrying amounts of the
assets and liabilities within the next financial year are discussed below.

Y

Asset Useful Lives

The estimated useful lives of items of property, plant and equipment are reviewed annually and are in
line with the rate at which they are depreciated, refer to note 5(e).

SIGNIFICANT ACCOUNTING POLICIES

a)

b)

<)

Deferred costs

The company capitalizes an asset from the time it is brought into use. Costs incurred on assets, that
take a long time to bring into use are recorded as work in progress. The cost of other assets that have
been paid for but not received is recorded as advance payment to supplier.

Foreign currency transiation
The company’s functional currency is United States Dollars

Foreign currency transactions are translated into the measurement currency using the exchange rates
prevailing at the dates of transactions. Monetary assets and liabilities at the balance sheet date that are
expressed in currencies other than the measurement currency are translated into United States Dollars
at rates ruling at that date. The resulting differences from conversion and translation are dealt with in
the income statement in the year in which they arise.

Revenue recognition

Revenue is recognized to the extent that it is probable that the economic benefits will flow to the
company and the revenue can be reliably measured. The company’s major source of revenue is the
sale of electric power to Tanzania Electric Supply Company (TANESCO). The Company has four

main revenue streams, namely:
i) Fixed Lease Income (Capacity Revenue)

This is based on the project’s agreed investment costs, along with an agreed return to
investors, recovered over the life of the project. This is recognized on a monthly basis, based
on unredeemed investment as at the end of that month.

17




SONGAS LIMITED

. NOTES TO THE FINANCIAL STATEMENTS (Continued)
FOR THE YEAR ENDED 31 DECEMBER 2007

5. SIGNIFICANT ACCOUNTING POLICIES (Continued)
ii) Power/ Energy Sales

The energy component is made up of two subcomponents, the cost of gas and a charge for
major maintenance, both are driven by the amount of electric power generated and are
therefore charged on the basis of a rate per kilo watt hour sold to TANESCO. Where
applicable, Songas makes full provision for any charges levied by TANESCO under relevant
agreements.

iii) Gas Sales- Wazo Hill

Revenue from gas sales to Tanzania Portland Cement Company Limited (Wazo Hill) is under
a long term gas sales agreement. The full economic benefit of this transaction is enjoyed by
TANESCO that gets a full credit after deduction of the cost of gas.

iv) Transportation revenue

This represents income from charging Pan African Energy Tanzania Limited (Pan African)
for the use of Songas Limited gas transportation facilities to transport “Additional Gas” to
commercial customers. The revenue is based on the invoices that Pan African issues to its
own customers and 85% of it is passed straight through to TANESCO as a credit to their
monthly invoices.

d) GOT Principal Loans Forgiven

One of the items forming part of the fixed lease income is repayment of the five loans that Songas
Limited has with the Government of Tanzania. As provided under the Loan Agreements, the
Company makes repayments to Government only if it is paid these amounts by TANESCO.

If Songas Limited does not receive this money, the instalments due are treated as paid to Government
and the Company is permanently released from any obligations in respect of such. From May 2005
TANESCO has not been paying this portion of the capacity charge.

The Company treats this loan element as a reduction in both capacity charge and interest expense;

with the principal amount reducing the debt stock and creating an economic advantage to the
Company recognized as part of the revenue.
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SONGAS LIMITED

NOTES TO THE FINANCIAL STATEMENTS (Continued)
FOR THE YEAR ENDED 31 DECEMBER 2067

.

SIGNIFICANT ACCOUNTING POLICIES (Continued)

e)

g)

Property, plant and equipment

Property, plant and equipment are stated at cost less accumulated depreciation and accumulated
impairment losses. Such cost includes the cost of replacing part of the plant and equipment when that
cost is incurred, if the recognition criteria are met. Likewise, when a major inspection is performed,
its cost is recognised in the carrying amount of the plant and equipment as a replacement if the
recognition criteria are satisfied. All other repair and maintenance costs are recognised in profit or
loss as incurred.

Depreciation is calculated to write off the cost of each asset over the expected useful lives of the assets
concerned. The rates and basis of depreciation by class of fixed assets are as follows:

Buildings 5%
Freehold improvements 5%

over the useful life of the project (20 years) or life of
the plant component, or running hours (for turbines)

Property, plant and equipment

Office furniture 10.00%
Office equipment and fixtures 12.50%
Motor vehicles 20. 00%
Computer and hardware 33%%

An item of property, plant and equipment is derecognised upon disposal or when no future economic
benefits are expected from its use or disposal. Any gain or loss arising on derecognition of the asset
(calculated as the difference between the net disposal proceeds and the carrying amount of the asset)
is included in profit or loss in the year the asset is derecognised.

The asset’s residual values, useful lives and methods of depreciation are reviewed, and adjusted if
appropriate, at each financial year end.

Inventories

Inventories are valued at the lower of cost and estimated net realizable value. Estimated net realizable
value is the estimated arm’s length selling price in the ordinary course of business less any cost of
disposal. Inventory includes spare parts and consumables.

Current income tax

Current tax assets and liabilities for the current and prior periods are measured at the amount expected
to be recovered from or paid to the taxation authorities. The tax rates and tax laws used to compute
the amount are those that are enacted by the balance sheet date. The current rate of corporation tax is
30%. So far, no tax is payable due to accelerated capital allowances and brought forward losses.
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SONGAS LIMITED

NOTES TO THE FINANCIAL STATEMENTS (Continued}
FOR THE YEAR ENDED 31 DECEMBER 2007

Q.

SIGNIFICANT ACCOUNTING POLICIES (Continued)

h) Deferred income tax

)

Deferred income tax is provided using the liability method on temporary differences at balance sheet
date between the tax bases of assets and liabilities and their carrying amounts for financial reporting

purposes.

Deferred income tax liabilities are recognised for ali taxable temporary differences except where the
deferred tax liability arises from the initial recognition of an asset or liability in a transaction and, at the
time of the transaction, affects neither the accounting profit nor taxable profit or loss.

Deferred income tax assets are recognised for all deductible temporary differences, carry-forward of
unused tax credits and unused tax losses, to the extent that it is probable that taxable profit will be
available against which the deductible temporary differences and carry-forward of unused tax credits
and tax losses can be utilized except where the deferred income tax asset relating to the deductible
temporary difference arises from the initial recognition of an asset or liability in a transaction that at the
time of transaction, affects neither accounting profit nor taxable profit or loss.

The carrying amount of the deferred income tax asset is reviewed at each balance sheet date and.

reduced to the extent that it is probable that future taxable profit will allow the deferred tax asset to be
recovered.

Deferred income tax assets and liabilities are measured at the tax rates that are expected to apply to the
year when the asset is realised or liability settled, based on the tax rates that have been enacted at the

balance sheet date.

Deferred income tax relating to items recognised in equity is recognised in equity and not in the income
statement.

Value Added Tax (VAT)

Revenues, expenses and assets are recognised at amounts net of value added tax except where the value
added tax incurred on a purchase of assets or services is not recoverable from the taxation authority in
which case the value added tax is recognised as part of the cost of acquisition of the asset or part of the

expense item as applicable.

Receivables and payables are stated with the amount of Value added Tax (VAT) included.
Included in Trade and Other Payables is US$957,000 VAT Payable.

Employee benefits

The company is registcred with the National Social Security Fund (NSSF) scheme. The company
contributes 15% of the employee’s gross taxable amount to NSSF and these contributions are charged
to the income statement in the year to which they fall due. The company was not in default of its
obligations relating to timely remittances of statutory deductions.
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5.

SIGNIFICANT ACCOUNTING POLICIES (Continued)

k)

I

Provisions

Provisions are made when the company has a present obligation, as a result of past events and it is
probable that an outflow of resources embodying economic benefits will be required to settle the
obligation and a reliable estimate can be made for the amount of the obligation.

Impairment of assets

An assessment is made at each balance sheet date to determine whether there is objective evidence
that an asset or a group of assets may be impaired. If such evidence exists, the estimated recoverable
amount of that asset is determined and any impairment loss is recognized for the difference between

the recoverable amount and the carrying amount.

m) Borrowing Costs

0)

P

q)

Where applicable, borrowing costs incurred on funds borrowed to finance the acquisition,
construction, production and bringing to use of an asset are capitalized as part of the cost of that asset
to the extent that it is probable that the asset will result in future economic benefit. Borrowing costs
falling after the asset has been put to use are expensed in the year they are incurred.

Intangible Assets

The Company recognizes an asset as intangible if it is an identifiable, non-monetary asset without
physical substance, but with continuing long term economic benefit to the Company. The cost of such
an asset should render itself to reliable measurement.

Operating Lease-Land

The Company expenses lease payments related to operating leases as they are incurred.

Trade and other receivables

Trade receivables which generally have 30 days terms are recognized and carried at original invoice
amount less an allowance for any uncollectible amounts.

The allowance is raised when there is objective evidence that the Company will not be able to collect
the debts. Bad debts are written off when identified.

Trade Payables

Trade payables which are non-interest bearing and generally normally settled on 30 day terms are
recognised and carried at original invoice.

Cash and cash equivalents

For the purposes of the cash flow statement, cash and cash equivalents comprise cash in hand and
deposits with maturity of three months or less, net of bank overdrafts.

21



SONGAS LIMITED

NOTES TO THE FINANCIAL STATEMENTS (Continued)
FOR THE YEAR ENDED 31 DECEMBER 2007

5. SIGNIFICANT ACCOUNTING POLICIES (Continued)

s) Derecognition of financial assets and liabilities

A financial asset is derecognised when the rights to receive cash flows from the asset have expired
while a financial liability is derecognised when the obligation under the liability is discharged or

cancelled or expires.

t) Related party transactions

In line with IAS 24, the company discloses balances with related parties at period end and, during the
year, had transactions with such parties at arm’s length and settlement of arising obligations and or
henefits was on the same basis.

6. FUTURE CHANGES IN ACCOUNTING POLICIES
Standards issued but not yet effective

145 23 Borrowing Costs
A revised 1AS 23 Borrowing costs was issued in March 2007, and becomes effective for financial years

beginning on or after 1 January 2009, The standard has been revised to require capitalisation of borrowing
costs when such costs relate to a qualifying asset. A qualifving asset is an asset that necessarily takes a
substantial period of time to get ready for its intended use or sale. In accordance with the transitional
requirements in the Standard, the Company will adopt this as a prospective change. Accordingly,
borrowing costs will be capitalised on qualifying assets with a commencement date after 1 January 2009.
No changes will be made for borrowing costs incurred to this date that have been expensed.

148 1 Revised Presentation of Financial Statements

The revised IAS 1 Presentation of Financial Statements was issued in September 2007 and becomes
¢ffective for financial years beginning on or after 1 January 2009. The Standard separates owner and non-
owner changes in equity. The statement of changes in equity will include only details of transactions with
owners, with all non-owner changes in equity presented as a single line. In addition, the Standard
infroduces the statement of comprehensive income: it presents all items of income and expense recognised
in profit or loss, together with all other items of recognised income and expense, either in one single
statement, or in two linked statements, The Company is still evaluating whether it will have one or two

statements.

IFRIC 12 Service Concession Arrangements
IFRIC Interpretation 12 was issued in November 2006 and becomes effective for annual periods

beginning on or after 1 January 2008. This Interpretation applies to service concession operators and
explains how to account for the obligations undertaken and rights received in service concession
arrangements. No member of the Company is an operator and hence this interpretation will have no
impact on the Company.

IFRIC 13 Customer Loyalty Programmes

[FRIC Interpretation 13 was issued in June 2007 and becomes effective for annual periods beginning on
or after T July 2008. This Interpretation requires customer loyalty award credits to be accounted for as a
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6. FUTURE CHANGES IN ACCOUNTING POLICIES (Continued)

separate component of the sales transaction in which they are granted and therefore part of the fair value
of the consideration received is allocated to the award credits and deferred over the period that the award
credits are fulfilled. The Company expects that this interpretation will have no impact on the Company's
financial statements as no such schemes currently exist.

IFRIC 14 IAS 19 — The Limit on a Defined Benefit Asset, Minimum Funding Requirements and their

Inreraction
IFRIC Interpretation 14 was issued in July 2007 and becomes effective for annual periods beginning on or

after 1 January 2008. This Interpretation provides guidance on how to assess the limit on the amount of
surplus in a defined benefit scheme that can be recognized as an asset under 1AS 19 Employee Benefits.
The Company expects that this Interpretation will have no impact on the financial position or performance

of the Company.
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7. PROPERTY, PLANT & EQUIPMENT

COST

At 1 January 2007
Additions

Disposals

At 31 December 2007

ACCUMULATED
DEPRECIATION

At 1 January 2007
Charge for the year
Impairment Loss
Disposals

At 31 December 2007
Net Book Value

At 31 December 2007

At 31 December 2006

Freehold Plant and Motor Fixtures
Buildings  improvement machinery vehicles  and fittings Total
USD "000' USD “000° USD'000"  USD’000 USD 000"  USD'000’
6,269 72 325,384 746 2,727 335,198
204 15 5.871 33 38 6,161
- - (4,602) (157) - 4,759)
6,473 87 326,653 622 2,765 336,600
755 2 46,455 231 599 48,042
314 4 20,905 146 218 21,587
- - 3,091 - - 3,091
] ; (2,258) (94) - (2,352)
1,069 6 68,193 283 817 70,368
5,404 81 258,460 339 1,948 266,232
5,514 70 278,929 515 2,128 287,156

Impairment Loss — USD 3 million

A routine inspection by General Electric (GE) (the Original Equipment Manufacturer), revealed that UGT 3
hot section, with a net book value of USD 1.35 million had deteriorated and had to be replaced.. The spare
engine developed technical problems and was sent to GE for inspection and repair at the end of 2006. The
final inspection report and repair recommendations by GE revealed parts worth USD 1.74 million were
damaged beyond economic repair.

The financial statements include an impairment loss of assets of USD 3.1 million for UGT 3 and the spare

engine. The impairment is in conformity with the asset impairment review provisions of IAS 36.
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10.

11.

12.

LAND RIGHTS

Land rights at cost
Accumulated amortization

INTANGIBLE ASSETS

Systems software at cost
Accumulated amortisation

DEFERRED COSTS

Payments for capitai-in-progress
Fixed assets clearing

Work in Progress relates to Ubungo Expansion Project Costs not capitalized as at August 1, 2006; the

2007 2006
USD'000 USD'000
3,434 3,434
(587) (415)
2,847 3,019
166 166
(150) (111)
16 55

- 2,903
3,132 2,023
3,132 4,926

start of an Agreement Period. Fixed assets clearing account represents various fixed assets paid for

during the year but undelivered as at year end.
INVENTORIES

Mechanical spare parts
Working tools

TRADE AND OTHER RECEIVABLES

Trade debtors-Gross

Allowance for doubtful debt

Other Tanesco disputed amounts
Prepayments for spare parts and consumables
Other

6,990 6,894
447 499
7,437 7,393
23,544 25,829
(393) (393)
(1,636) (9,390)
3,078 2,985
397 1,034
24,990 20,065
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2007 2006
USD'000 UsD'o00
13. RELATED PARTY
(a) Amounts due from related companies
Globeleq Tanzania Services Limited 1,894 71
Globeleq Tanzania Limited 4 2
Globeleq Somanga Limited 5 2
Globeleq Africa Holdings 40 a8
1,943 173
(b) Amounts due to related companies
Globeleq Tanzania Services Limited 2,064 800
Globeleq Services Limited 351 154
Globeleq Tanzania Limited 2,625 2,625
Globeleq Somanga Limited 875 875
Globeleq Africa Holdings 20 46
6,533 4,500
(¢) Other related parties transactions during the year
Gross sales to TANESCO ' 73,870 79,800
Natural Gas Sales to third party through Pan African Energy Tanzania
Ltd 4,204 2,874
Loan from Globeleq Tanzania and Globeleq Somanga Limited ) 3500
Project management fees to Globeleq Tanzania Services Limited 220 300
Natural Gas Costs from Tanzania Petroleum Development
Corporation 6,402 6,133
Additional Natura! Gas Costs from Pan African Energy Tanzania
Limited 5,023 4,786
Songo Songo Operatorship Agrecment with Pan African Energy
Tanzania Ltd 2,815 3,466

The Company has the agreement with Globeleq Tanzania Services Limited (GTSL) to operate and maintain
the power generation plant.

The company has also another agreement with Pan African Energy (T) Limited to operate and maintain the
gas processing plant on Songo Songo Island.

14. CASH AND CASH EQUIVALENTS

Foreign denominated cash (All USD) 35,735 20,251
Local denominated cash (TZS) in USD equivalent 4,050 627
39,785 20,878
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15,

16.

(2)

(b)

SHARE CAPITAL

Authorized and Issued share capital
Minority Interest Common Shares
Globeleq Common Shares

Tssued and fully paid 104,570 common shares of USD 100 each

PREFERENCE SHARES

Series "A" Preference shares
Globeleq Tanzania Limited-Long term portion
Globeleq Somanga Limited-Long term portion

Series "A" Preference shares
Globeleq Tanzania Limited-Current portion
Globeleq Somanga Limited-Current portion

2007 2006
USD'000 UsD'600
4,800 4,800
5,657 5,657
10,457 10,457
57,448 60,818
19,150 20,272
76,598 81,090
5,225 3,543
1,741 1,181
6,966 4,724

B The Shareholders' Agreement provides that Series "A" Preferred Shares shall be redeemed at a rate of 2.5% of
the amount of shares issued on the last day of each Agreement Period, for 20 years commencing on the last
day of the first Agreement Period, which was 31 January 2005. During the year USD 1,771,357 and USD

590,451 for Globeleq Tanzania Limited and Somanga Limited respectively, though not redeemed due to
restrictions in the Companies Act, have been reclassified to financing costs payable.
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16.

()

(d)

17.

(@

PREFERENCE SHARES (Continued)

Series "B" Preference shares

Nederlandse Financierings-Maatschappij Voor Ontwikkelingslanden
N.V (FMO)-Long term
Tanzania Development Finance Limited (TDFL)-Long term portion

Series "B" Preference shares

Nederlandse Financierings-Maatschappij Voor Ontwikkelingslanden

N.V (FMO)-Current portion
Tanzania Development Finance Limited (TDFL)-Current portion

2007 2006
USD'060 USD'000
10,573 12,334
2,253 2,715
12,826 15,049
2,643 1,762
581 388
3,224 2,150

The Shareholders' Agreement provides that Series "B" Preferred Shares shall be redeemed at a rate
of 5% of the amount of shares issued on the last day of each Agreement Period, for 10 years
commencing on the last day of the first Agreement Period, which was 31 January 2005. During
the year, USD 880,845 and USD 193,910 for FMO and TDFL respectively though not redeemed
due to restrictions in the Companies Act, have been reclassified to financing costs payable.

LONG-TERM LOANS

Principal (Long term portion)

International Development Association (IDA)
European Investment Bank (EIB)

GE loan

Well Servicing loan

ABB loan

2007 2006
USD'000 USD'000
100,391 104,485
49,916 52,240
17,471 18,694
9,067 9,819
11,837 12,789
188,682 198,027
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17.

(b)

2007 2006
USD'000 UsD'000

LONG-TERM LOANS (Continued)

Principal (Current portion)

International Development Association (IDA) 3,858 3,858
European Investment Bank (EIB) 2,176 2,176
GE loan 1,125 1,125
Well Servicing loan 084 684
ABB loan 873 873
8,716 8,716

The Company has two long-term loans on-lent by the Government of the United Republic of Tanzania
through the International Development Association (IDA) and the European Investment Bank (EIB). In
addition, three loans were assumed by Songas from TANESCO. These are generally referred to as: "GE
Loan” from Power IV Loan Agreement, "ABB Loan” from the ABB Loan Agreement between the
government and TANESCO and "Well Servicing Loan" from Power IV Loan Agreement.

The terms of the loans are as follows:

Lender: Government of United Republic of Tanzania (Under TDA credit)

Loan Limit: Special Drawing Rights 120,300,000 and Interest: 7.1% p.a.
The loan is repayable in 198 equal monthly instalments over 20 years from financial close, with the first

monthly instalment paid in July 2005, and the last monthly being payable in July 2021.
Lender: Government of United Republic of Tanzania (Under EIB credit)

Loan Limit: Euro 50,000,000 (equivalent USS73 million) and Interest: 6.0% p.a.

The loan is repayable in 192 equal monthly instalments over 20 years from financial close, with the first
monthly payable in January 2006, and the Jast monthly instalment being payable in July 2021. The
undrawn balance on this Loan was cancelled in 2006.

Assumed Loans

These are government loans that passed over to Songas from TANESCO.
Emergency Power Plant Loan (GE Loan)

Loan Amount: USD 22,296,000 and Interest 7.43%.
The loan is repayable in equal monthly instaiments in amounts sufficient to amortize both principal and

interest by 31 December 2017.
ABB Loan

Loan Amount: USD 15,592,500 and Interest 7.73%.
The loan is repayable in equal monthly instalments in amounts sufficient to amortize both principal and

interest by 31 December 2016.
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17. LONG-TERM LOANS (Continued}

18.

19.

Well Servicing Loan

Loan Amount: USD 12,178,807and Interest 7.43%.

The loan is repayable in equal monthly instalments in amounts sufficient to amortize both principal and

interest by 31 December 2016.

Reconciliation of present value of loan repayments

DA
Present value

EIB
Present value

GE Loan
Present value

ABE Loan
Present value

WS Loan
Present value

TOTAL

CREDITORS

Accounts payable
Accruals
Others

INTEREST ON LOANS PAYABLE

Interest payable-IDA

Interest payable-EIB

Interest payable-GE

Interest payable-ABB

Interest payable-Well Servicing

Up to 1 year 2 to 5 years Over 5 vears
3,858 23,971 76,420
2,176 13,066 36,850
1,125 7,061 10,410

873 5,534 6,303
684 4,296 4,771
8,716 53,928 134,754
2007 2006

USD'000 USD'¢00

6,606 4,058

5,610 4,904

1,327 2,901

13,543 11,863

563 575

246 262

110 118

60 64

79 85

1,058 1,104
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2007 2006
USD'000 UsD'o00
20. FINANCING COSTS PAYABLE
Finance costs payable preference "A" shares 14,026 5,712
Finance costs payable preference "B" shares 2,541 1,233
16,567 6,945
21. REVENUE
Fixed Lease Income 47,060 44,893
Power Sales-Energy generation 18,015 19,353
Gas Sales-Wazo Hill 4,204 4,085
Gas Transportation-PAE Limited 4,303 2,874
GOT Principal Loans Forgiven 9,345 8,712
Others 5,935 1,644
88,862 81,561
22, COST OF SALES
Natural gas costs- power generation 10,620 10,919
Natural gas costs- Wazo Hill 805 834
Trade credit offered 6,973 5,624
Primary spare parts 2,731 1,867
Availability penalties 154 165
Capacity penalties - 11
Operating and maintenance recharges (GTSL) 2,675

23,958 19,420
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23.

24.

25.

OTHER GAINS AND LOSSES
(a) Other Gains
Interest on bank deposits

(b) Other Losses

Fixed Assets Written off (Net of depreciation)
Work in Progress written off

Impairment loss

OPERATING EXPENSES
Staff costs
Other administration expenses

Auditors remuneration-for audit services
Depreciation and amortization expenses

Other administration expenses includes
Company properties insurances

Songo Songo Island operator
Others

FINANCE COSTS

Loans interest and overdrafts

Interest on Redeemable Preferred "A" Share capital
Interest on Redeemable Preferred "B" Share capital

2007
USD'000

915

915

(1,652)
(3,171)
(3,091)

(7,914)

2,057
10,651
16
21,802
34,526

4,232
2,815
4,117

11,164

18,491
2,718

21,209

2006
USD'000

401
401
(2,563)

(2,563)

3,099
14,272
26

22,628
40,025

4,028
3,445

6,512
13,985

25
18,454

3,089
21,568

From May 2005, TANESCO has not been paying principal and interest amounts of monthly invoices.
TANESCO has relied on the provisions of sections 4.2(d) of IDA Subsidiary Loan Agreement;
Section 2.6(d) of EIB On-Lending Agreement and Section 2.5(d) of Loans Assumption Agreements,
dated 11" of October, 2001 which state that in the event of TANESCO non-payment, such unpaid
portions are to be treated by Songas as permanently forgiven and Songas will have no liability to

government in respect of such amounts.
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2007 2006
UsSD'600 UsD'000
26. TAXATION
Tax charge
Income tax charge - -
Deferred tax charge 7,105 5,796
7,105 5,796
Tax reconciliation
profit/(Loss) before tax 2,170 (1,614)
Applicable tax rate 30% 30%
Tax at applicable rates 651 (484)
Effect of temporary differences 6,454 6,280
7,105 5,796
Details of the deferred tax liability are as follows;
Accelerated tax allowances 45,149 44,819
General provisions (1,583) (1,256)
Income tax losses (28,421) (35,523)
Deferred tax liability 15,145 8,040
Movement in deferred tax provision
At the beginning of the vear
- As previously stated 8,040 7,269
- Prior year adjustment - (5,025)
- As restated 8,040 2,244
Charge to income statement 7,105 5,796
15,145 8,040

27. LOSS PER SHARE

Loss per share is calculated by dividing the loss for the year by the total number of common shares
in issue at year end of 104,570 common shares,

28. EMPLOYEES
The number of employees for the company at the end of the year was 22 (2006:20)
29. INCORPORATION

The company is incorporated in Tanzania under the Companies Ordinance (Cap 212).
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30.

31.

32.

CURRENCY

These financial statements are presented in United States Dollars (USD "000").

PRIOR YEAR ADJUSTMENT

A prior vear adjustment amounting to USD 5,025,446 has been made during the year which relates to the
deferred tax adjustment resulting from incorrect classification of assets for purposes of computation of
tax written down values.

FINANCIAL RISK MANAGEMENT OBJECTIVES AND POLICIES

Foreign Currency Risk
Management does not consider foreign currency risk to be significant.

Under the Power Purchase Agreement, the company mvoices TANESCO in substantially the currencies
in which it settles its obligations. These currencies are the local currency (T Shs) and the US Dollar.
TANESCO is encouraged to settle the invoice in the same currencies. To the extent that the company
receives payment for US Dollars in local currency but can not buy sufficient US Dollars to offset the
invoice amount, it has a right to bill Tanesce for the shortfall.

Credit Risk

About 92% of reported revenue is from transactions with TANESCO; 6% from Tanzania Portland
Cement Company Limited (TPCC) and the balance from Pan African Energy Tanzania Limited. In the
event that TANESCO does not make full payment within the agreed period, Songas Limited has the right
to draw from a Government funded Liquidity Facility maintained with a reputable commercial bank. The
Required Amount of Liquidity Facility is four months equivalent of Non-Subordinated Obligations. If
TANESCO does not pay Subordinated Obligations, Songas Limited is automatically released from those
obligations to the extent that TANESCO did not pay.

TPCC enjoys a 15 days credit period from date of invoice. Songas Limited has the right fo impose
interest on late payment and when payment is delayed for 30days or more beyond the payment due date,
supply of gas may be stopped and/ or the Sales Agreement terminated

Management does not consider any of the three sales arrangements as posing significant credit risks.
Liquidity Risk

In view of payment history of customers, management is reasonably confident that the company is not
exposed to liquidity risk.
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33. RESTRICTIONS ON REDEMPTIONS OF AND PAYMENT OF DIVIDENDS ON PREFERRED
“A” AND “B” SHARES

In line with existing project documents, the company had been making redemptions of and dividends on
preferred A and B shareholders on a timely basis. Early in 2007 the company received legal counsel to the
effect that redemptions and dividends could only be made out of distributable profits. The company’s
heavy investment in plant and machinery resulting in high charges for depreciation and deferred tax give
rise to accounting losses for the first few years of operation. As a result of legal advice the company could
not make payments due to preference shareholders on 31 July 2007 and 31 January 2008.

As a temporary measure, the company sought to make upstream loans in place of payments due on 31
July 2007. The application to the central bank for approval to make offshore loans to shareholders has
been under consideration since November 2007. A decision is awaited. In the long term, the company is
in the process of converting preference shares to Joan notes, preserving the same economic risks and
rewards as currently attached to preference shares. It is hoped that this conversion process will be
completed by the next payment due date of 31 July 2008.

The position of redemptions and dividends payments made between 2005 and January 2007 is as
below:

Series A Preferred Shareholders - Amounts in USD

Company Date Dividend Redemption Total
Globeleq Tanzania Limited 31-Jan-05 596,582 3,566,473 4,163,055
Globeleq Somanga Limited 31-Jan-05 198,861 1,188,824 1,587,685
Globeleq Tanzania Limited 31-Jul-05 596,582 3,497,010 4,093,592
Globeleq Somanga Limited 31-Jul-05 198,861 1,165,670 1,364,531
Globeleq Tanzania Limited 31-Jan-06 7,917,718 1,771,356 9,689,074
Globeleq Somanga Limited 31-Jan-06 2,639,239 560,452 3,229,691
Globeleq Tanzania Limited 31-Jul-06 7,762,664 1,771,356 9,534,020
Globeleq Somanga Limited 31-Jul-06 2,587,555 590,452 3,178,007
Globeleq Tanzania Limited 31-Jan-07 7,633,008 1,771,357 9,404,365
Globeleq Somanga Limited 31-Jan-07 2,544,335 590,451 3,134,786
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33. RESTRICTIONS ON REDEMPTIONS OF AND PAYMENT OF DIVIDENDS ON PREFERRED

34,

“A” AND “B” SHARES (Continued)

Series B Preferred Shareholders-Amount in

USD

Company Date Dividend Redemption
FMO 31-Jan-05 880,845 1,519,951
TDFL 31-Jan-05 193,910 334,603
FMO 31-Jul-05 880,845 1,443,953
TDFL 31-Jul-05 193,910 317,873
FMO 31-Jan-06 1,367,956 880,845
TDFL 31-Jan-06 301,143 193,910
FMO 31-Jul-06 1,291,958 880,845
TDFL 31-Jul-06 284,413 193,910
FMO 31-Jan-07 1,215,961 880,845
TDFL 31-Jan-07 267,683 193,910
CAPITAL MANAGEMENT

Total
2,400,796
528,513

2,324,798
511,783

2,248,801
495,053

2,172,803
478,323

2,096,806
461,593

The primary objective of the Company’s éapital management is to ensure that it operates within the
requirements of the PPA, which is designed to ensure capital adequacy and shareholder value. The

Company manages this by ensuring a close working relationship with TANESCO.

No changes were made in the objective, policies or processes during the years end 31 December 2007 and

31 December 2006.

The Company includes within net debt, interest bearing loans and borrowings, trade and other payables,

less cash and cash equivalents, excluding discontinued operations.
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