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DRAFT 
DEFINITION 

(a) "Net Operating P r o f i t " means, for any f i s c a l year, the net income of the 
Operator determined i n accordance w i t h g e n e r a l l y accepted accounting 
p r i n c i p l e s i n Canada, a p p l i e d on a c o n s i s t e n t b a s i s , with the f o l l o w i n g 
a d d i t i o n s : 

( i ) taxes based on income; 
( i i ) i n t e r e s t expense, i n c l u d i n g standby or other fees or f i n a n c i n g charges; 

( i i i ) the increase i n revenues r e s u l t i n g from adjustments made i n connection 
w i t h sales to a f f i l i a t e d o r g a n i z a t i o n s ; 

( i v ) any management, supervisory, or s i m i l a r fees to any o r g a n i z a t i o n 
a f f i l i a t e d , d i r e c t l y or i n d i r e c t l y , w i t h the Operator 

(v) the Production Royalty; 

(b) f o r the f i s c a l year of the Operator during which the Property i s brought 
i n t o commercial production, Net Operating P r o f i t s h a l l be determined as 
provided by Paragraph (a) above,except that the net income f o r the p e r i o d 
during which the Operator i s i n commercial production s h a l l be annualized 
and the r e s u l t i n g Production Royalty s h a l l be reduced i n p r o p o r t i o n to the 
percentage of the f i s c a l year during which the Property was i n commercial 
product i o n . 

(c) i n the determination of net income of the Operator f o r any f i s c a l year, 
c a p i t a l expenditures, i n c l u d i n g preproduction expenditures, s h a l l be charged 
to income r a t a b l y over t h e i r estimated u s e f u l l i v e s , but i n no event at 
rates i n excess of those used f o r Canadian income tax purposes; 

(d) "preproduction expenditures" means the aggregate of a l l necessary c o s t s 
(whether c a p i t a l or otherwise) i n c u r r e d by Operator a f t e r the date hereof 
and r e l a t e d to the e x p l o r a t i o n and development of the Property f o r commercial 
operations. 

OR 

10% of (Gross Revenues - (operating costs + S.L. Depreciation + S.L. 
Development c o s t s ) ) 
where S.L. = s t r a i g h t l i n e , paragraph ( c ) . 
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