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CONCESSION AGREEMENT FOR PETROLEUM
EXPLORATION AND EXPLOITATION
BETWEEN
THE ARAB REPUBLIC OF EGYPT
AND
THE EGYPTIAN GENERAL PETROLEUM CORPORATION
AND
SHELL EGYPT N.V.

IN
NORTH UM BARAKA AREA
WESTERN DESERT
A.R.E,

This Agrcement made and entered on this day of ., 20---, by and

bctween:

First: 1- thc ARAB REPUBLIC OF EGYPT (hereinafter referred to variously
as "A.R.E." or as thc "GOVERNMENT"), rcpresented by the Minister
of Petroleum and Mineral Resources, in his capacity; and
Lcgal Headquarters: 1A Ahmed Al Zomor St., Nasr Caty, Cairo.

2- th¢ EGYPTIAN GENERAL PETROLEUM CORPORATION, a Icgal
cntity created by Law No. 167 of 1938 as amendcd (hercinafter referred to
as "EGPC") represented by the Chiet Exceutive Ofhicer, in hus capacity.
Lcgal Headquarters: 270 St., Part 4, New Maadi, Carro.

(First Party)

Second: SHELL EGYPT N.V. | a joint stock company organizcd and cxisting
undcr the laws of The Netherlands (hercinaficr referred to as " SHELL

EGYPT ") represented by the President of the Company or a concerncd

dclcgatc supported with a power of attomcy.
Legal Headquarters: 79 Business view Building, Road 90™ South Fifth
Scttlement Cairo, Egypt.

(Second Party)
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PREAMBLE

WHEREAS, all minerals including Petroleum. existing 1 mines and quarres 1n

A.R.E., including the territorial waters. and in the seabed subject to its
jurisdiction and cxtending beyond the territorial waters, are the property of the
State: and

WHEREAS, EGPC has applied for an exclusive concession tor the Exploration
and Exploitation of Pctrolcum 1n and throughout the Arca referred to 1n Article
II, and described i Annex "A" and shown approximately on Annex "B", which
are attached hereto and made part hereof (hereinafier referred to as the "Area') ;
and

WHEREAS, " SHELL EGYPT " agrees to undertake 1ts obligations provided
hereinafter as a CONTRACTOR with respect to the Exploration, Development
and Production of Pectrolcum in NORTH UM BARAKA AREA, WESTERN
DESRT : and

WHEREAS, the GOVERNMENT desires hereby to grant such Concession
undcr this Agrcement; and

WHEREAS, the Minister of Petroleum pursuant to the provisions of Law No.

86 of 1956, may enter into a concession agreement with EGPC, and with "
SHELL EGYPT " asa CONTRACTOR in the said Area.
NOW, THEREFORE, thec partics hercto agree as follows:
The previous preamble to this Agreement are hereby made part hereof.

complemented and integrated to its provisions,
ARTICLE I

DEFINITIONS
(a) "Exploration” shall include such geological, geophysical, aenal and other
surveys as may be contained in the approved Work Programs and Budgcts, and
the dnlling of such shot holes, core holes. stratigraphic tests. holes for the
discovery of Petroleum or the appraisal of Petroleum discoveries and other
rclatcd holes and wclls, and the purchasc or acquisition of such supplics,
matenals. services and equipment therefore, all as mav be contained 1n the
approved Work Programs and Budgets. The verb "explore" means the act of

conducting Exploration.
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(b) "Development” shall include, but not be limited to, all the operations and
activities pursuant to approved Work Programs and Budgets under this
Agreement with respect to:

() the drilling, plugging, decpening, side tracking, re-drilling, completing,
cquipping of dcvelopment wells and the changing of the status of a
well, and

(11) design, engingering, construction, installation, servicing and maintenance
of equipment, lines. systems facilities, plants and related operations to
producc and opcratc said devclopment wells, taking, saving, trcating,
handling, storing, transporting and dclivering Petrolcum, re-pressuring,
recvcling and other secondary recovery projects, and

(111) transportation, storage and anv other work or activities necessary or
ancillarv to the activities specified 1n (1) and (11).

(¢) "Pctrolcum” mcans Ligmd Crudc Oi1l of various dcnsitics, asphalt, Gas,
casimng hcad gas and all other hydrocarbon substanccs that may be found 1n,
and produced, or otherwise obtained and saved from the Area under this
Agreement, and all substances that mav be extracted there from.

(d) "Liquid Crudc O11" or "Crudc Oil" or "O1l" mcans any hydrocarbon produccd
from the Arca which 1s 1n a liquid statc at the wellhcad or Icasc scparators or
which is extracted from the (Gas or casing head gas in a plant. Such liquid state
shall exist at sixty degrees Fahrenheit (60°F) and atmospheric pressure of 14.65

PSIA. Such term includes distillate and condensate.

(c) "Gas" mcans natural Gas both associatcd and non-associated, and all of its

constitucnt clements produced from any wcll in the Arca (other than Liquid
Crude Oil) and all non-hvdrocarbon substances therein. Said term shall
include residual gas. that Gas remaining after removal of LPG.

(f) "LPG" means Liquefied Petroleum Gas, which 1s a mixture principally of

butanc and propanc hiqucticd by pressure and temperature.
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(2) A "Barrel" shall consist of forty-two (42) United States gallons, liquid measure,

corrected to a temperature of sixty deerees Fahrenheit (60°F) at atmospheric
pressure of 14.65 PSIA.

(h) "Commercial Discovery" has the meaning as set forth in Article IIT ( ¢ ).

(1) (1) "Commercial Oil Well" means the first well on any geological feature which

(2)

after testing for a period of not more than thirty (30) consecutrve days where
practical, but in any ¢vent in accordance with sound and accepted Pctrolcum
industry production practices, and verificd by EGPC, 1s found to be capable
of producing at thc average ratc of not lcss than two thousand (2000) Barrels
of O1l pcr day (BOPD). The datc of discovery of a "Commercial Oill Well” 1s
the datc on which such wcll 1s tested and complcted according to the above.

"Commcrcial Gas Well" means the first well on any gcological featurc
which aftcr testing for a period of not more than thirty (30) consccutive days
where practical, but 1 any cvent mn accordance with sound and accepted
Pctrolcum industry production practices and venficd by EGPC, 1s found to
b¢ capable of producing at the average ratc of not Icss than fiftcen million
(15.000,000) standard cubic fcet of Gas per day (MMSCED). The datc of
discovery of a "Commercial Gas Well" is the date on which such well is

tested and completed according to the above.

(1) "A.R.E." mcans ARAB REPUBLIC OF EGYPT.
(k) "Effcctive Datc” mecans the datc on which the text of this Agrcement 1s
signcd by the GOVERNMENT, EGPC and CONTRACTOR, aficr the

rclevant Law 1s 1ssucd.

(D) (1) "Ycar" mcans a pcriod of twelve (12) months according to the Gregorian

Calcendar.

(2) "Calcendar Ycear" mecans a period of twelve (12) months according to the

Gregorian Calendar being 1% January to 31% December.

(m) (1) "Financial Ycar" mcans the GOVERNMENT's financial vcar according

to the laws and rcgulations of the A.R.E..

(2) "Tax Ycar” mcans the period of twelve (12) months according to the laws

and regulations of the ARE. .
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(n) “CONTRACTOR™ could be one companyv or more (each company to be
individually rcferred to as a “Contractor Mcember™). Unless modificd
accordance with Article XXI1 herein, CONTRACTOR under this Agreement
shall mean SHELL EGYPT N.V .

(0) An "Affiliatcd Company"” mcans a company:

(1) of which the share capital, conferring a majority of votes at stockholders’
meetings of such company, 1s owned directly or indirectly by a party
hereto; or

(1) which 1s the owner directly or indirectly of share capital conferring a
majority of votcs at stockholders' mectings of a party hercto; or

(111) of which the share capital conferring a majority of votes at stockholder's
meectings of such company and the share capital confernng a majonty
of votcs at stockholders’ mectings of a party hercto arc owned directly
or indirectly by the same company.

For the avoidance of doubt, 1if CONTRACTOR 1s comprised of more
than onc company, Affihatcd Company shall mcan an Affilated
Company of a CONTRACTOR Member.

(p) "Exploration Block" shall mean an area, the comer points of which have to

be coincident with three (3) minutes by three (3) minutes latitude and
longitude divisions, according to the Intcrnational Gnd System wherc

possible or with the existing boundaries of the Area covered by this
Concession Agreement as set out in Annex "A".

(q) "Dcvclopment Block” shall mcan an arca, the corner points of which have to
be coincident with one ( 1 ) minute by one ( 1 ) minute latitude and
longitude divisions, according to the Intemational Gnid Svstem where
possible or with the cxisting boundarics of the Arca covered by this
Concession Agreement as set out (n Annex "A".

(r) "Development Lease(s)" shall mean the Development Block or Blocks
coverig the geological structure capable of production, the corner pomts of
which have to be coincident with one (1) minute by one (1) minute latitude
and longitude divisions according to the Intemational Grid System where
possible or with the existing boundaries of the Area covered by this

Concession Agreement as set out 1n Annex "A".
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(s) "Agreement” shall mean this Concession Agreement and 1ts Annexes.

(t) "Gas Salcs Agreement” shall mecan a written agreement between EGPC and
CONTRACTOR (as sellers) and EGPC or The Egyptian Natural Gas
Holding Company “EGAS™ or a mutually agreed third party (as buyer).
which contains the terms and conditions for Gas salcs from a Devclopment
Lease entered into pursuant to Article VII (g).

(1) "Standard Cubic Foot" (8CF) 15 the amount of (as necessary to fill one (1)
cubic foot of space at atmospheric pressure of 14.65 PSIA at a base
temperature of sixty degrees Fahrenheit (60° F).

(v) "EGAS™ mcans th¢ Egyptian Natural Gas Holding Company a lcgal cnfity
created by the Prime Minister Decree No. 1009 of 2001 as amended and
according to law No. 203 of 1991 as amended.

(w) "Dcvclopment Plan” mcans a plan which on high lcvel basis and covering
one (1) vear or more , sets out the strategic framework for the efficient
exploitation of the reserves m the Area and describes the selected
development concept required to deliver lifc of ficld production profiles
used to support the requirements of domestic and external markets of O1l ,
Gas and condensate .The Development Plan outlines the activities to be
conducted during the phases of Development and Exploration within
Dcvelopment Leasc Blocks.

(x) "Development Work Program means those planed physical multi-
disciplinary activities (including but not hmited to dnlling, engineering.
projects, subsurtace) required to be undertaken within a Financial Ycar to
deliver the Production upon the agreed date.

(v) "BTU" British Thermal Unit means the amount of energy required to raise
the temperature of onc (1) pound of purc watcr by onc (1° F) degrec
Fahrenheit from sixty degrees Fahrenheit (60” F) to sixty one degrees
Fahrenheit (61" F) at a constant pressure of 14.65 PSIA.

(z) 1. "Commecrcial Production” mcans Pctrolcum produccd and saved for

regular shipment of Crude O1l or regular Gas deliveries.
2. "Commercial Production Commencement Date" means the date on which
the first regular shipments of Crude O1l or first regular deliveries of Gas

are made.
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ARTICLE Il
ANNEXES TO THE AGREEMENT

Annex "A" 1s a dcscription of the Arca covercd and affected by this
Agreement, hereinafter referred to as the "Area”.

Annex ""B" 1s a provisional illustrative map on the scale of approximately
1. 1.400.000 indicating the Area covered and affected bv this
Agreement and described in Annex "A".

Annex ""C-1" 1s the form of a Lcticr of Guaranty to be submitted by

CONTRACTOR to EGPC at Icast on¢ (1) day before the time
of signature bv the Minister of Petroleum of this Agreement,
for the sum of twenty eight million U.S. Dollars ($28.000,000),
guaranteeing the execution of CONTRACTOR’s minimum
Exploration obligations hereunder for the initial four (4) vear
Exploration period. In casc CONTRACTOR cxtends the mitial
Exploration Pcriod for onc (1) additional successive period of
three (3) vears, i accordance with Article III (b) of this
Agreement, similar Letter of Guaranty shall be 1ssued and be
submitted by CONTRACTOR on the day the CONTRACTOR
exercises 1ts option to extend. This Letter of Guaranty shall be
for the¢ sum of scven million five hundred thousand U.S.
Dollars (§ 7,500,000 ) lcss in this instance any ¢xccess
expenditures of the preceding Exploration period permitted for
carry forward in accordance with Article IV (b) third paragraph
of this Agreement. In case of anv Shortfall ( the difference
between the amount of CONTRACTOR's financial obligation
of any Exploration period minus the total amount approved by
EGPC for the same concerned obligation period), plus any
carry forward approved by EGPC from the previous period, if
any , EGPC shall notity CONTRACTOR 1n writing by the
value of such shortfall . Within fifteen (13) days from the date
of this notification, CONTRACTOR shall transfer the amount
of the shortfall to EGPC's account and if CONTRACTOR did
not transfer this shortfall within the mentioned fifteen (15)
davs, EGPC has thc right to liquidatc the concerned lgtter of
Guaranty up to the amount of the shortfall. Each of the two (2)
Letters of Guaranty shall remain effective for six (6) months
after the end of the Exploration period for which 1t has been
issued except as 1t may be released prior to that time in
accordance with the terms thereof.
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Annex "D"

Annex "E"

Annex "F"

The letters of Guaranty mentioned above shall be reduced
quarterlv by Exploration Expenditures incurred and paid by
CONTRACTOR on operations and approved by EGPC for the
concerned Exploration period.

The CONTRACTOR has the nght to submit a Production letter of
Guarantee 1n the form specified in Annex (C-2) or a letter entitles
EGPC to solidity from the CONTRACTORS dues an amount
equal to the fimancial commitment of the then current phase.

1s the form of a Charter of the Operating Company to be
tormed as provided for in Article VI hereof.

15 the Accounting Procedure.

1s a current map of the National Gas Pipeline Grnid Svstem
established by the GOVERNMENT.

The point of delivery for Gas shall be agreed upon bv EGPC
and CONTRACTOR under a Gas Sales Agreement, which

pomt of delivery shall be located at the flange connecting the

Development Lease Pipeline to the nearest point on the
National Gas Pipcline Gnd System as depicted in Annex "F" or
as othcrwisc agreed by EGPC and CONTRACTOR.

Anncxes "A", "B", "C-1", "C-2", "D".,"E" and "F" to this
Agrcement arce hercby made part hercof, and they shall be
considered as having cqual foree and cffect with the provisions
of this Agrecement.

ARTICLE III
GRANT OF RIGHTS AND TERM

The GOVERNMENT hcercby grants EGPC and CONTRACTOR subjcct to the

terms, covenants and conditions st out in this Agrecement, which msofar as they

arc confrary to or mconsistent with any provisions of Law No. 66 of 1933, as

amcndcd, shall have the foree of Law, an ¢xclusive concession in and to the Arca

deseribed in Annexes "A" and "B,
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(a) Th¢ GOVERNMENT shall own and bc cnfatled, as hercinaficr provided, to a

rovalty mn cash or in kind of ten pereent (10%) of the total quantity of Petrolcum
produced and saved from the Area during the Development period including
renewal. Said royalty shall be borne and paid bv EGPC and shall not be the
obligation of CONTRACTOR. The payment of rovalties by EGPC shall not be
deemed to result in income attnbutable to the CONTRACTOR.
In casc CONTRACTOR disposc all or part of its sharc of Production
sharing Gas and Exccss Cost Recovery Gas, if any, by himsclt to local
market and after obtaining the competent authorities’ approval in AR.E.,
CONTRACTOR shall pay to EGPC an amount equal to the rovalty entitled
to The GOVERNMENT 1n respect of such Gas, the payvment of such
rovalties by CONTRACTOR shall be deemed to be non-recoverable cost.

(b) An mitial Exploration period of four (4) vears shall start from the Effcctive
Datc. Ongc (1) successive extension to the mitial Exploration period, of three
(3) vears respectively, shall be granted to CONTRACTOR at its option,
upon not less than thirty (30) davs prior written notice to EGPC, such notice
to be given not later than the end of the then current Exploration period. 1n

case 1t 18 extended pursuant to the provisions of Article V (a), and subject
only to its having fulfillcd its obligations hercunder for that period. This
Agrcement shall be terminated 1if neither a Commereial O1l Discovery nor a
Commercial Gas Discovery is established by the end of the seventh (7%) year
of the Exploration penod, i case 1t 15 extended pursuant to Article V (a).
The ¢lection by EGPC to undertake a sole risk venture undcr paragraph (¢)

shall not cxtend the Exploration period nor affcet the termination of this
Agreement as to CONTRACTOR.
(¢) Commercial Discovery:

(1) A Commercial Discoverv - whether of Oil or Gas - may consist of one
producing reservoir or a group of producing reservoirs which 1s worthy
of being developed commercially, After discovery of a Commcercial Ol
or Gas Wcll CONTRACTOR shall, unlcss otherwisce agrecd upon with
EGPC, undertake as part of its Exploration program the appraisal of the
discovery by drilling one or more appraisal wells, to determine whether
such discovery 1s worthy of being developed commercially, taking 1nto
consideration the recoverable reserves, production, pipeline and terminal
facilitics required, cstimatcd Pctrolcum prices, and all other relcvant
tcchnical and ¢cconomic factors.,
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(1) The provisions laid down herein postulate the unity and indivisibility of
the concepts of Commecercial Discovery and Devclopment Leasc. They
shall apply uniformly to O1l and Gas unless otherwise specified.

(111) CONTRACTOR shall give notice of a Commercial Discovery to EGPC
immcdiately atter the discovery 1s considercd by CONTRACTOR to be
worthy of commercial development but in any event with respect to a
Commercial 011 Well not later than thirty (30) davs following the
completion of the second appraisal well or twelve (12) months following
the date of the discovery of the Commercial O1l Well, whichever 1s
carlicr or with rcspect to a Commercial Gas Well not later than twenty
four (24) months following the date of the discovery of the Commercial
Gas Well (unless EGPC agrees that such period mav be extended)
except that CONTRACTOR shall also have the right to give such notice
of Commercial Discovery with respect to any reservoir or reservoirs
even 1f the well or wells thereon are not "Commercial" within the
dcfinition of "Commecrcial Well™ 1f, in 1ts opinion, a reservoir or a group
of reservoirs, considered collectively, could be worthy of commercial
development.

It 1s understood that, any Crude O1l produced from an under-testing well 1n
the Arca before 1t 1s converted to a Development Leasc, cither considered
Commercial or non-Commercial Well, and not used in Petroleum
operations. 15 100% owned by EGPC and not subject to Article VIL
CONTRACTOR mayv also give a notice of a Commercial Onl Discovery
in the event it wishes to undertake a Gas Recyveling Project.

A notice of Commercial Gas Discovery shall contain all detailed particulars
of the discovery and cspecially the arca of Gas reserves, the ¢stimated
production potential and profile and field life.

Within sixty (60) dayvs following receipt of a notice of a Commercial O1l
or Gas Discovery, EGPC and CONTRACTOR shall mect and revicw all
appropriate data with a view to mutually agreeing upon the existence of
a Commercial Discovery. The date of Commercial Discovery shall be
the date EGPC and CONTRACTOR jomntly agree in writing that a

Commercial Discovery exists.
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(1v) If Crudc O1l or Gas 1s discovered but 15 not deemed by CONTRACTOR
to be a Commcrcial Oil / Gas Discovery undcer the above provisions of
this paragraph (¢), or one (1) month after the expiration of the period
specified above within which CONTRACTOR can give notice of a
Commercial O1l/ Gas Discovery. or thirteen (13) months after the
completion of a well not considered by CONTRACTOR to be a
"Commercial O1l Well” or after the expiration of twenty five (25) months
aficr the complction of a well not considered by CONTRACTOR to be a
"Commercial Gas Well", EGPC shall have the right, following sixty (6())
days notice in writing to CONTRACTOR, at its sole cost, risk and
expense, to develop. produce and dispose of all Crude 1l or Gas from
the geological feature on which the well has been dnlled. Said notice
shall statc thc spceific arca covering said gcological fcature to be
developed. the wells to be drilled, the production facilitics to be installed
and EGPC's estimated cost thereof. Within thirty (30) days after receipt
of said notice CONTRACTOR may, in writing, elect to develop such
area as provided for in the case of Commercial Discovery hereunder. In
such event all terms of this Agreement shall continue to apply to the
specificd arca. |
If CONTRACTOR clccts not to develop such arca, the specific arca
covering said geological feature shall be set aside for sole nsk
operations by EGPC., such area to be mutually agreed upon by EGPC
and CONTRACTOR on thec basis of good Pctrolcum industry practice.
EGPC shall be¢ entitled to perform or in the cvent Opcrating Company
has come into existence, to have Operating Company perform such
operations for the account of EGPC and at EGPC's sole cost, rnisk and
expense or by any other means deemed to be appropnate by EGPC for
developing such discovery. When EGPC has recovered from the Crude
Oil / Gas produced from such specific arca a quantity of Crudc O1l/Gas
cqual mm valuc to threc hundred pereent (300 %) of the cost it has
incurred 1n carrying out the sole risk operations. CONTRACTOR can
have the option, only in the event of EGPC's approval or in case there
has been a separate Commercial O1l / Gas Discoverv, elsewhere within
the Area, to share in further development and production of that
speeific arca upon paying EGPC on¢ hundred percent (100%) of such
costs incurrcd by EGPC.
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Such one hundred percent (100%) pavment shall not be recovered by
CONTRACTOR. Immediately following such payment the specific area
shall erther (1) revert to the status of an ordinary Development Lease under
this Agreement and thereafter shall be operated in accordance with the

terms hereof, or (1) alternativelv. m the event that at such time EGPC or

its Affiliatcd Company 1s conducting Development operations in the arca

at 1ts solc cxpense and EGPC clects to continuc operatmg, the arca shall
remain set aside and CONTRACTOR shall onlv be entitled to its
production sharing percentages of the Crude O1l / Gas as specified 1n
Article VII (b). The sole risk Crude O1l/Gas shall be valued in the manner
provided 1 Article VII (c). In the event of any termunation of this

Agreement under the provisions of Article III (b). this Agreement shall,
however, continue to apply to EGPC's operations of any sole nisk venture
hercundcr, although such Agrecement shall have been terminated with
respect to CONTRACTOR pursuant to the provisions of Article I (b).

(d) Conversion to a Development Lease:

(1) Following a Commercial O1l Discovery or a Commercial Gas Discovery
and after submitting a Development Plan, the extent of the whole area
capable of production to be covered by a Development Lease shall be
mutually agrced upon by EGPC and CONTRACTOR and bc subjcct to
the approval of the Minister of Petrolcum. Such arca shall be converted
automatically into a Development Lease without the 1ssue of any
additional legal mmstrument or permission. In case CONTRACTOR did
not fulfill 1ts commitment to submit the O1l / Gas Development Lease
documentations to EGPC, m order to 1ssue the Development Lease
related to that discovery, within one (1) vear from the date EGPC and
CONTRACTOR agrce in wniting that a Commercial Discovery cxists,
CONTRACTOR shall b¢ considered assignor without charge for the arca
dcdicated for 1ssuing such Dcvclopment Lease. EGPC shall have the
right to develop, produce and dispose all the Petroleum produced from
such assigned area in the manner it deems appropriate without any
further legal procedures , the CONTRACTOR shall have no right related
to the production and has no night to have recourse against EGPC for

compensation or expenditures or costs.
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(1) Following the conversion of an area to a Development Lease based on

a Commcrcial Gas Discovery (or upon the discovery of Gas in a
Development Lease granted following a Commercial Oil Discovery),
EGPC and CONTRACTOR shall endeavor with diligence to find
adcquate markcts capablc of absorbing the production of Gas and with
respect to the local markets, EGPC shall advise CONTRACTOR of
the potential outlets for such Gas and the expected annual schedule of
demand. Thereafter, EGPC and CONTRACTOR shall meet with a
view to assessing whether the outlets for such Gas and other relevant
factors warrant thc Dcvelopment and production of the Gas and in
case of agreement, the Gas thus made available shall be disposed of to
EGPC or EGAS under a long-term Gas Sales Agreement 1n

accordance with and subjcct to the conditions sct forth in Article VIL

(111) The Development period of each Development Lease shall be as

follows:

(aa) In respect of a Commereial O1l Discovery, twenty (20) vears from
the date of the Minister's of Petroleum approval of the Development
Lease plus the Extension Period (as defined below) provided that,
in the event that, subsequent to the conversion of a Commercial
O1l Discovery mto a Development Leasc, Gas 1s discovered in the
same Development Lease and 15 used or 1s capable of being used
locally or for export hereunder. the period of the Development
Lcasc shall be cextended only with respect to such Gas, LPG
extracted from such Gas , and Crude O1l 1n the form of condensate
produced with such Gas for twentv (20) vears from the date of
the first dchiverics of Gas locally or for cxport plus the Extcnsion
Period (as defined below) provided that the duration of such
Development Lease based on a Commercial O1l Discovery may
not bc ¢xtended bevond thirty (30) vears from the date of the
Minister's of Petroleum approval of the O1l Development Lease.
CONTRACTOR shall immediately notity EGPC of anv Gas
Discovery but shall not be required to apply for a new

Development Lease 1n respect of such Gas.
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(bb) In respect of a Commercial Gas Discovery, twenty (20) vears from
the date of the Mimster's of Petroleum approval of the Development
Lease plus the Extension Period (as defined below) provided that, if
subscquent to the conversion of a Commereial Gas Discovery mnto a
Development Lease, Crude 0il 1s discovered in the same
Development Lease, CONTRACTOR's share of such Crude Oil
from the Development Lease (except LPG extracted from Gas or
Crudc Onl i the form of condensate produccd with Gas) and Gas

associatcd with such Crudc O1l shall revert entircly to EGPC upon

the lapse of twenty (20) vears from the discovery date of such Crude
(1l plus the Extension Penod (as defined below).

Notwithstanding, anvthing to the contrary under this Agreement, the
duration of Dcvelopment Lcasc bascd on a Commcrcial Gas
Discovery shall in no case exceed thirty (30) vears from the date of .
the Minister's of Petroleum approval of the Gas Development Lease.
CONTRACTOR shall immediatcly notity EGPC of any Oil
Discovery but shall not be required to apply for a new
Development Lease in respect of such Crude O1l.

The " Extension Peniod" shall mean a penod of five (5) vears which
may bc clccted by CONTRACTOR upon six (6) months writtcn
request sent by CONTRACTOR to EGPC prior to the cxpiry of the
relevant twenty (2()) vear period supplemented by a Development
Plan including technical studies. evaluation of production, expected
levels of production durning Extension penod, CONTRACTOR’s
obligations and rclevant cconomic consideration. This Extension
period 15 subject to the approval of EGPC and the Minister of

Petroleum.
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(e) Development operations shall upon the i1ssuance of a Development Lease aranted
followmg a Commercial O1l Discovery, be started promptly by Operating
Companv and be conducted m accordance with good o1l field practices and
accepted petrolcum cngmecering principles, until the ficld 1s considered to be fully
developed. It being understood that if associated Gas 1s not utilized, EGPC and
CONTRACTOR shall negotiate 1n good farth on the best way to avoid impairing
the production n the mterests of the parties. In case CONTRACTOR . through
the Opcrating Company ,did not fulfill hus obligations rcgardmg the cxccution of
the Development Plan and did not start producing Crude O1l ,in commercial
regular shipments , within four (4) vears from the Development Lease approval
date, CONTRACTOR shall be considered assignor without charee for the
Development Lease and for all 1ts nights, privileges related to such area | EGPC
shall havc the nght to devclop, produce, and disposc all Crude Ol produced from
such assigned arca by any means deems to be appropriate without any further
legal procedures, and CONTRACTOR shall have no right related to the
production and shall havc no night to have recourse agamst EGPC for any
compensation, expenditures or costs.

In the event no Commercial deliveries of Gas in accordance with the
mentioned Gas Sales Agreement/scheme within four (4) vears from the
approval datc of th¢ Dcvclopment Lease, CONTRACTOR shall be
considcred assignor without charge for the Development Lease and for all
its rights, privileges, related to such area , EGPC shall have the right to
develop. produce. and dispose all Gas produced from such assigned area by
any means deems to be appropnate without anv further leeal procedures,
and CONTRACTOR shall havc no right rclated to the production and shall
have no right to have recourse against EGPC for anv compensation,

expenditures or costs.
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In the event no Commercial Production of O1l 1 regular shipments or Gas
deliveries from anv Development Block in the Development Lease within four
(4) vcars from the date of commencement of Commercial Production for Oil or
from thc datc of first decliverics of Gas locally or for cxport m such
Development Lease, such Development Block shall immediately be
relinquished, unless there 15 a Commercial O1l Discovery on the Development
Lcasc bascd on Gas or a Commercial Gas Discovery on the Development
Lcasc bascd on Onl. Each Block i a Development Leasc being partly within
the radius of drammage of anv producing well shall be considered as
participating in the Commercial Production referred to above.

Every four (4) vears EGPC shall revicw the Development Blocks of Oal
Development Leases from the date of commencement of Commercial
Production and/or Gas from the date of the first regular Gas deliveries
locally or for export, for immediate relinquish for any non-producing block
or any block that docs not participatc m production{ unlcss otherwise
agreed by EGPC ).

In case the production has stopped from any well, and the reproduction hasn’t
started within a period of maximum one (1) vear from the date of such stop. a
revision for the Development Lease blocks will take place 1n order to relinquish
the Development Blocks not producing or not contributing to production from
such well (unless EGPC agrees to extend such period).

Development operations in respect of Gas and Crude Oil in the form of
condensate or LPG to be produced with or extracted from such Gas shall, upon
the signature of a Gas Sales Agreement or commencement of a scheme to
disposc of the Gas, whether for ¢xport as refcrred to in Article VII or
otherwise, be started promptly by Operating Company and be conducted 1n
accordance with good Gas ficld practices and aceepted Petrolcum cngincering
principles and the provisions of such agreement or scheme. In the event no
Commercial Production of Gas 1s established 1n accordance with such Gas
Salcs Agreement or scheme, the Development Leasce relating to such Gas shall
be relinquished, unless otherwise agreed upon by EGPC.

If, upon application by CONTRACTOR 1t is recognized by EGPC that
Crude Oil or Gas is being drained from the Exploration Block under this
Agreement mto a Development Block on an adjoining concession area held
by CONTRACTOR, th¢ Block bceing dramncd shall be considercd as
participating in the Commercial Production of the Development Block in
question and the Block being dramed shall be converted mnto a
Dcvelopment Leasc with the cnsuing allocation of costs and production
(calculatcd from th¢ Effcctive Datce or the datc such dramage occurs,
whichever 1s later) between the two Concession Areas. The allocation of
such costs and production under each Concession Agreement shall be 1n the
sam¢ portion that the rccoverable rescrves mn the draincd geological
structure underlying each Concession Area bears to the total recoverable
reserves of such structure underlving both Concession Areas. The
production allocatcd to a concession arca shall be priced according to the
concession agreement covering that concession area.
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In casc of failurc by th¢ CONTRACTOR m this Agrcement and the
contractor i1 adjoining conc¢cssion arca to agree on the allocation of costs

and/or production for such separate Development Leases under each
concession area, such disagreement shall be resolved by expert
determination, the expert to be agreed upon by the two contractors. EGPC
shall have the nght to interfere and induce the contractors to fullv cooperate
and rcsolve the dramage matter in expedient manncr as per the cxpert
dceision, such that ncither contractor shall be umustifiably cnriched. The
cost of the expert shall in no event be recovered.

(f) CONTRACTOR shall bear and pav all the costs and expenses required 1n
carrving out all the operations under this Agreement but such costs and
expenses shall not mnclude any interest on mvestment. CONTRACTOR
shall look only to the Petroleum to which 1t 15 entitled under this Agreement
to recover such costs and expenses. Such costs and expenses shall be
rccoverable as provided in Article VIL During the tcrm of this Agrecment
and 1ts renewal, the total production achieved in the conduct of such
opcrations shall bc divided between EGPC and CONTRACTOR 1n
accordance with the provisions of Article VII.

(g) (1) Unlegss otherwisc provided, CONTRACTOR shall be subjcct to Egvptian
income tax laws and shall comply with the requirements of such laws
with respect to the filing of returns, the assessment of tax, and keeping
and showing of books and records.

(2) CONTRACTOR shall bc hable to preparc the tax return, that only the
tax authority shall be entitled to audit. CONTRACTOR shall submit the
tax rcturn to EGPC twenty five (25) days prior to the duc date of
submitting thereof to the tax authority. EGPC shall have the right to
review the tax return in order to accept the tax calculation therein.
EGPC shall provide comments on such return within fifteen (15) davs
of the date of receiving the tax return from CONTRACTOR. In anv
casc CONTRACTOR shall be responsible for submitting the tax rcturn
to the tax authority within the due date.

(3) CONTRACTOR's annual incomc¢ for Egyptian incomc tax purposcs
under this Agreement shall be an amount calculated as follows:

The total of the sums rcecived by CONTRACTOR from the salc or
other disposition of all Petroleum acquired by CONTRACTOR
pursuant to Article VII (a) and (b):
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Reduced by:
(1) The costs and expenses of CONTRACTOR;

(11) The value as determined according to Article VII (¢), of EGPC's
sharc of the Exccss Cost Recovery Petrolcum repaid to EGPC n
cash or 1 kind, if any,

Plus:

An amount equal to CONTRACTOR's Egyptian income taxes grossed

up m the manner shown 1n Article VI of Annex "E".

For purposcs of above tax deductions 1n any Tax Ycar, Articlc VII (a)

shall apply only in r¢speet of classification of costs and cxpenses and

rates of amortization, without regard to the percentage limitation
referred to 1n the first paragraph of Article VII (a) (1). All costs and
expenses of CONTRACTOR 1n conducting the operations under this

Agrcement which are not controlled by Article VII (a) as above

qualhificd shall be deductible 1n accordance with the provisions of the

Egyptian Income Tax Law.

(4) EGPC shall assume, pay and discharge, mn the name and on behalt of
CONTRACTOR, CONTRACTOR's Egyptian mcome tax out of EGPC's
share of the Petroleum produced and saved and not used 1n operations under
Article VII. All taxes paid by EGPC in the name and on behalf of
CONTRACTOR shall be considered mcome to CONTRACTOR.

In case CONTRACTOR dispose all or part of 1ts share of Production

Sharing Gas and Excess Cost Recovery Gas, 1if any, by itsclf to local

markct and aftcr obtaining the compctent authoritics™ approval 1n

A.RE., CONTRACTOR shall bear and pay to EGPC an amount equals

to the CONTRACTOR’s Egvptian mmcome tax i respect of such Gas,

the payment of such tax by CONTRACTOR shall neither be considered
as mcome nor as recoverable cost to CONTRACTOR.

(5) EGPC shall furnmish to CONTRACTOR thc proper official rcccipts
evidencing the payment of CONTRACTOR's Egvptian income tax for
each Tax Year within ninety (90) days following the receipt by EGPC
of CONTRACTOR's tax declaration for the preceding Tax Year. Such
rceeipts shall be 1ssucd by the proper Tax Authorntics and shall statc the

amount and othcr particulars customary for such receipts.
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(6) As used herein, Egvptian Income Tax shall be mclusive of all income
taxcs pavablc m the A.R.E. (including tax on tax) such as thc tax on
income from movable capital and the tax on profits from commerce and
industry and inclusive of taxes based on mcome or profits including all
dividends, withholding with respect to sharcholders and other taxes
imposed by the GOVERNMENT of A.RE. on the distribution of
income or profits bv CONTRACTOR.

(7) In calculating its A.R.E. income taxes, EGPC shall be entitled to deduct all
rovalties paid by EGPC to the GOVERNMENT and CONTRACTOR's
Fgyptian income taxcs paid by EGPC on CONTRACTOR's bchalf.

ARTICLE IV
WORK PROGRAM AND EXPENDITURES

DURING EXPLORATION PERIOD

(a) CONTRACTOR shall commence Exploration operations hereunder nét later

than six (6) months aftcr the Etfcctive Datc. EGPC shall make available for

CONTRACTOR's use all seismic, wells and other Exploration data in
EGPC(C's possession with respect to the Area as EGPC 1s entitled to do so .

(b) The imitial Exploration period shall be four (4) yvears. CONTRACTOR may
extend this Exploration period for one (1) successive extension period of
three (3) years respectively, in accordance with Article 1 (b), upon at Icast
thirty (30) days prior written notice to EGPC, subject to its expenditure of
its minimum Exploration obligations and of its fulfillment of the dnlling

obligations hercunder, for the then current Exploration period.
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CONTRACTOR shall spend a mimimum of twenty eight milhion U.S.

Dollars ($ 28.000.000 ) on Exploration operations and activities related
thereto during the mmtial four (4) vear Exploration period; provided that

CONTRACTOR shall acquire 300 km® 3D seismic survey and drill five (5)
wells. For the three (3) vear extension period that CONTRACTOR eclects to
extend bevond the inmial Exploration period, CONTRACTOR shall spend a
minimum of seven million five hundred thousand U.S. Dollars ($ 7.500.000 ).
Duning the extension peniod that CONTRACTOR celects to extend bevond
the imitial Exploration period, CONTRACTOR shall dnll two (2) wells.

Should CONTRACTOR spend more than the minimum amount required to

be expended or drnll more wells than the minimum required to be drlled
during the mitial four (4) vear Exploration period, or during any penod

thereafter the excess may be subtracted from the mimimum amount of

money required to be expended by CONTRACTOR or minimum number of
wells required to be drilled dunng any succeeding Exploration perod, as
the case mav be.

EGPC may approve CONTRACTOR’s request to enter the succeeding
Exploration period 1n the cvent the CONTRACTOR fail to fulfill any of its
tcchnical obligations of the then current Exploration period subject to its
fulfilment of the mmimum financial obligations for such period.
CONTRACTOR shall bc allowed to enter the succceding Exploration
period, the techmical obhigation would be carncd forward and
CONTRACTOR should submit a scparatc lctter of guarantce with the valuc
of thc tcchnical obligation which shall be valid till the ¢nd of the
succecding Exploration period. Such Ieticr of guarantee cannot be reduccd
by any othcr ¢cxpenscs that do not rclate to the obligation it guarantccs.

Such Icttcr of guarantec shall not be returncd cxcept after the cxccution of
the carricd forward obligation. EGPC shall have the night to hiquadate the
Ictter of guarantce 1n casc the carncd forward obligation 1s not cxccuted,

sixty (60) days prior to the end of the succecding Exploration period.
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In case CONTRACTOR surrenders its Exploration rights under this
Agreement as set forth above before or at the end of the fourth (4™) vear of
the mntial Exploration period, having expended less than the total sum of
twenty cight million U.S. Dollars (§ 28,000,000 ) on Exploration or in the
cvent at the end of the fourth (4™ vcar, CONTRACTOR has cxpended Icss
than said sum in the Area, an amount equal to the difference between the
said twenty eight million U.S. Dollars ($28,000,000 ) and the amount
actually spent on Exploration shall be paid by CONTRACTOR to EGPC at
the time of surrcndcring or within six (6) months from the cnd of the fourth
(4™ vcar of the initial Exploration period, as the casc may bc. Any
expenditure deficiency by CONTRACTOR at the end of any Extension
period for the reasons above noted shall similarly result in a pavment by
CONTRACTOR to EGPC of such deficiency. such deficiency shall be
unrccoverable, Provided this Agrcement 1s still i forcc as to
CONTRACTOR, CONTRACTOR shall bc entitled to rccover any such

payments as Exploration Expenditure in the manner provided for under

Article VII 1n the event of Commercial Production.

Without prejudice to Article III (b), in casc no Commcreial Qil Discovcery is
cstablished or no notice of Commcreial Gas Discovery 1s given by the end
of the seventh (7™ vear, as may be extended pursuant to Article V (a) or in
case CONTRACTOR surrenders the Area under this Agreement prior to
such time, EGPC shall not bear anv of th_e aforesaid expenses spent by

CONTRACTOR.

(¢) At lcast four (4) months prior to the beginning of cach Financial Year or at

such other times as may mutually be agreed to bv EGPC and
CONTRACTOR, CONTRACTOR shall prepare an Exploration Work
Program and Budget for the Area setting forth the Exploration operations
which CONTRACTOR proposcs to carry out during the cnsuing Ycar.
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The Exploration Work Program and Budget shall be reviewed by a joint
committee to be established by EGPC and CONTRACTOR after the

Effective Date of this Agreement. This Commuttee, herenafter referred to

as thc "Exploration Advisory Commuttcce”, shall consist of six (6) members,
thrce (3) of whom shall be appomntcd by EGPC and threc (3) by
CONTRACTOR. The Chairman of the Exploration Advisory Committee
shall be designated bv EGPC from among the members appointed by it.
The Exploration Advisory Committee shall review and eive such advice as
it dcems appropriatc with respect to the proposed Work Program and
Budgct. Following rcvicew by the Exploration Advisory Commuitice,
CONTRACTOR shall make such revisions as CONTRACTOR deems
appropriate and submit the Exploration Work Program and Budget to
EGPC for 1ts approval.

Following such approval, it is further agreed that:

(1) CONTRACTOR shall not substantially revise or modify said Work
Program and Budget nor reduce the approved budgeted expenditure

without the approval of EGPC;

(11) In the event of emergencies involving danger of loss of lives or
property, CONTRACTOR may cxpend such additional unbudgceted
amounts as may bc rcquired to alleviate such danger. Such expenditure
shall be considered 1n all aspects as Exploration Expenditure and shall
be recovered pursuant to the provisions of Article VII hereof.

(d) CONTRACTOR shall advance all necessary funds for all materials,
cquipment, supplics, personnel administration and opcrations pursuant (o
the Exploration Work Program and Budget and EGPC shall not be
responsible to bear or repay anv of the aforesaid costs.

(¢) CONTRACTOR shall b¢ responsiblc for the preparation and performance of
th¢ Exploration Work Program which shall bc mmplementcd 1n a
workmanlike manner and consistent with good industry practices.

Except as 1s appropriate for the processing of data, specialized laboratory
cnginecring and development studics thercon, to be made i specialized
centers outside A.R.E. subject to EGPC's approval .all geological and
ocophyvsical studies as well as anv other studies related to the performance
of this Agreement, shall be made inthe A RE. .
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CONTRACTOR shall entrust the management of Exploration operations in
the A.R.E. to ts technically competent General Manager and Deputy
General Manager. The names of such Manager and Deputy (General
Manager shall, upon appointment, be forthwith notified to the
GOVERNMENT and to EGPC. The General Manager and, in his absence,
the Deputy General Manager shall be entrusted bv CONTRACTOR with
sufficicnt powcers to carry out immediatcly all lawful written dircctions
given (o them by the GOVERNMENT or its representative under the terms

of this Agrcement. All lawful regulations 1ssued or hercafter to be 1ssued
which arc applicablc hercunder and not i conflict with this Agreement
shall apply to CONTRACTOR.

(f) CONTRACTOR shall supply EGPC, within thirty (30) days from the end of
cach calendar quartcr, with a Statcment of Exploration activity showing
costs incurrcd by CONTRACTOR during such quartcr. CONTRACTOR's
rccords and ncceessary supporting documents shall be available for
inspcetion by EGPC at any time during regular working hours for three (3)
months from the datc of recciving cach statcment.

Within the three (3) months from the date of receiving such Statement,

EGPC shall advisc CONTRACTOR mn writing 1f 1t considers:

(1) that the record of costs 1s not correct; or o |

(2) that th¢ costs of goods or scrvices supplicd arc not in linc with the
international markcet prices for goods or scrvices of sumilar quality
supplicd on similar terms prevailing at the time such goods or services
wcere supplicd, provided howcever, that purchascs madc and scrviccs
performed withm the AR E. shall be subject to Article XXVI; or

(3) that thc condition of th¢ matcrials furnished bv CONTRACTOR docs
not tally with their prices; or

(4) that the costs incurred are not rcasonably requircd for operations.
CONTRACTOR shall confcr with EGPC in conncction with the
problcm thus presented, and the partics shall attempt to rcach a

settlement which 1s mutually satisfactory.
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Any reimbursement duc to EGPC out of the Cost Recovery Petrolcum as a
result of reaching agreement or of an arbitral award shall be promptly made
in cash to EGPC, plus simple mterest at LIBOR plus two and half percent
(2.5 %) per annum from the date on which the disputed amount(s) would
havc been pad to EGPC according to Article VII (a) (2) and Anncx "E" of
this Agrcement (1.c., the datc of rendition of the rclevant Cost Recovery
Statement) to the date of payment. The LIBOR rate applicable shall be the
average of the figure or figures published by the Financial Times

representing the mid-pomnt of the rates (bid and ask) applicable to one
month U.8. Dollars deposits in the London Interbank Eurocurrency Markcet
on each fifteenth (15 day of each month occurring between the date on
which the disputed amount(s) would have been paid to EGPC and the date
on which it 1s settled.

If the LIBOR ratc is availablc on any fiftcenth (15™) day but is not
publishcd in the Financial Times 1n respect of such day for any reason,
the LIBOR rate chosen shall be that offered by Citibank N.A. to other
leading banks 1n the London Interbank Eurocurrency Market for one
month U.S. Dollar deposits.

If such fiftcenth (15®) day is not a day on which LIBOR ratcs arc
quotcd 1n the London Intcrbank Eurocurrency Market, the LIBOR ratc

to be uscd shall be that quoted on the next following day on which such
rates are quoted.

If within the time limit of the three (3) month period provided for in this
paragraph, EGPC has not advised CONTRACTOR of its objection to

any Statcment, such Statcment shall be considered as approved.

(¢) CONTRACTOR shall supplv all funds necessary for its operations in the
A RE. under this Agreement in freely convertible currency from abroad.
CONTRACTOR shall have the right to freely purchase Egyptian currency
in th¢e amounts necessary for its operations mn the A.R.E. from EGPC or
from anv bank authorized by thc¢ GOVERNMENT to conduct forcign
currency exchanges. Prionty shall be eiven to EGPC to purchase the
foreign currencies from CONTRACTOR at the same applicable rate and
date as such currencies may be purchased from the National Bank of Egypt.
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(h) EGPC 15 authorized to advance to CONTRACTOR the Egvptian currency
required for the operations under this Agreement against receiving from
CONTRACTOR an equivalent amount of U.S. Dollars at the official AR.E.
ratc of ¢cxchange, such amount in U.S. Dollars shall be deposited m an

EGPC account abroad with a corrcspondent bank of the National Bank of
Eovpt, Cairo. Withdrawals from said account shall be used for financing
EGPC's and 1its Affiliated Companies' foreign currency requirements subject

to the approval of the Minister of Petroleum.

ARTICLE VY
MANDATORY AND VOLUNTARY RELINQUISHMENTS
(a) MANDATORY:
At the end of the fourth (4™ vear after the Effective Date hereof, CONTRACTOR
shall relinqush to the GOVERNMENT a total of thirty percent (30 %) of the

-y

onginal Arca on the Effcetive date not then converted to a Development Leasc

or Lcascs "Arca subject to relinquish”. Such relinquishment shall be m a single
untt of whole Exploration Blocks not converted to Development Leases unless
otherwise agreed upon between EGPC and CONTRACTOR so as to enable the
relinquishment requirements to be precisely fulfilled.

Subject to the approval of the Mimister of Petroleum. During the next three
(3) vear Exploration period, CONTRACTOR may retain the " Area subject
to relinquish” mentioned above, CONTRACTOR shall submit at least six
(6) months pre-notification to EGPC, including the additional activities to be
undcrtaken (drilling onc well, at Icast) in the "Arca subjcet to relinquish”,
during thc next three (3) year Exploration period that CONTRACTOR clects
to extend bevond the mitial Exploration period, provided that CONTRACTOR
shall submit a statement of costs and expenses of such additional activities.
It 1s understood that CONTRACTOR 1s committed to such financial and
tcchnical commitments 1n addition to the Exploration commitments related
to the sccond three (3) vear Exploration period according to Article IV (b),
provisions of Article IV of this Agreement shall be applied, CONTRACTOR
shall submit a letter of guarantee with an equal amount to the costs of such
additional activities 1n the form specified in Annex (c) of this Agreement,
and shall also pav an unrccovcerable bonus for retaining "the Arca subject to

rclinquish™.
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Without prejudice to Articles IIT and XXIII and the last three paragraphs of
this Article V (a). at the end of the seventh (7“1) vear ot the Exploration
period, CONTRACTOR shall relinquish the remainder of the Area not then
converted to Development Leases.

It 1s undcrstood that at the time of any rclinquishment the arcas to be
converted into Development Leascs and which are submatted to the Minister

of Petroleum for his approval according to Article III (d) shall, subject to
such approval, be deemed converted to Development Leases.

CONTRACTOR shall not be required to relinquish any Exploration Block
or Blocks on which a Commcrcial Oil or Gas Well is discovered before the
period of time referred to 1 Article III (c) given to CONTRACTOR to
determine whether such Well 1s a Commercial Discovery worthy of
Development or to relinquish an Exploration Block in respect of which a
noticc of Commercial Gas Discovery has been given to EGPC subject to
EGPC's nght to agrec on the cxastence of a Commcrcial Discovery pursuant

to Article 111 (c), and without prejudice to the requirements ot Article III (e).

In the event at the end of the initial Exploration period or the successive
extension of the initial Exploration period, a well 1s actually drilling or
testing, CONTRACTOR shall be allowed up to si1x (6) months to ¢nablc 1t to
discover a Commcercial O1l or Gas Wcll or to cstablish a Commcreial
Discovery, as the cas¢ may be. Howcever, any such extension of up to six (6)
months shall reduce the length of the next succeeding Exploration period. as

applicable, by that amount.

(b) VOLUNTARY:

CONTRACTOR may, voluntarily, during any pcriod rclinquish all or any
part of the Area in whole Exploration Blocks or parts of Exploration Blocks
provided that at the time of such voluntary relinquishment 1ts Exploration

obligations under Article 1V (b) have been satisfied for such period.

Any rclinquishments hercunder shall be ercdited toward the mandatory
provisions of Articlc V (a) above.

Followmg Commercial Discovery, EGPC and CONTRACTOR shall mutually
agree upon any area to be relinquished thereafter. except for the relinquishment

provided for above at the end of the total Exploration period.
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At the time of relinquishment of all or any part of the Concession Area.

CONTRACTOR shall undertake and be committed to restore the Area as it
was by the time CONTRACTOR had recerved 1t. bv removing , for
example but not limited to . marne platforms , wells , pipelines etc. . orina
condition demanded by EGPC upon relinquishment .
ARTICLE VI
OPERATIONS AFTER COMMERCIAL DISCOVERY
(a) On Commercial Discovery, EGPC and CONTRACTOR may form in the
A.R.E. an operating company pursuant to Article VI (b) and Annex "D"
(hereinafter referred to as "Operating Company') which company shall be
named by mutual agreement between EGPC and CONTRACTOR and such
name shall be subject to the approval of the Minister of Petroleum. Said
company shall be pnvate sector company, m which EGPC and
CONTRACTOR each contribute by ffty percent (50%). Operating
Company shall be subject to the laws and regulations 1n force 1n the A R.E.
to the extent that such laws and regulations are not imnconsistent with the
provisions of this Agreement or the Charter of Operating Company.
Howcver, Opcerating Company and CONTRACTOR shall, for the purposc
of this Agrcement, be exempted from the following laws and rcgulations as
now or hcreafter amended or substituted:
- Law No. 48 of 1978, on thc c¢mplovee regulations of public scctor
companics;
- Law No. 159 of 1981, promulgating th¢ law on joint stock companics,
partncrship limited by sharcs and limited liability companics;
- Law No. 97 of 1983 promulgating the law concerming public scctor
organizations and companics;
- Law No. 203 of 1991 promulgating th¢ law on public busincss scctor
companics; and
- Provisions of part 2 of Chaptcr 6 of Law No. 88 of 2003, organizing

dcalings 1n forcign currencics.
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(b) The Charter of Opcrating Company 1s hereto attached as Anncx "D, Within
nincty (90) davs after the date of the Minmister's of Petrolcum approval of a
Development Lease for O11 or Gas (unless otherwise agreed upon by EGPC
and CONTRACTOR), the Charter shall take effect and Operating Company
shall automatically come into existence without anv further procedures. The
Exploration Advisory Committee shall be dissolved forthwith upon the
coming into cxistence of the Opcerating Company.

(¢) Nincty (90) davs after the datc Opcrating Company comges 1nto ¢xistencee in
accordance with paragraph (b) above, 1t shall prepare a Work Program and
Budget for further Exploration and Development for the remainder of the
vear 1n which the Commercial Discovery 1s made; and not later than four (4)
months before the end of the current Financial Year (or such other date as
may b¢ agreed upon by EGPC and CONTRACTOR) and four (4) months
prceeding the commencement of cach succecding Fmancial Year thercafter
(or such other date as may be agreed upon by EGPC and CONTRACTOR),
Operating Company shall prepare an annual Production Schedule, Work
Program and Budget for further Exploration and Development for the
succeeding Financial Year. The Production Schedule, Work Program and
Budgct shall be submutted to the Board of Dircctors for approval.

(d) Not later than the twenticth (20™) day of cach month, Operating Company

shall furnish to CONTRACTOR a wrtten estimate of 1its total cash
requirements for expenditure for the first half and the second half of the
succecding month ¢xpressed i U.S. Dollars having regard to the approved
Budgct. Such cstimate shall take into consideration any cash ¢xpcected to be
on hand at month end.
Payment for the appropriate period of such month shall be made to the
correspondent bank designated in paragraph (¢) below on the first (1%) day
and fifteenth (15™) dav respectively. or the next following business day, if
such day 1s not a busincss day.

(¢) Opcrating Company 1s authorized to keep at its own disposal abroad in an
account opened with a correspondent bank of the National Bank of Egvpt,
Cairo, the foreign funds advanced by CONTRACTOR. Withdrawals from
said account shall be used for payment for goods and services acquired
abroad and for transferring to a local bank in the A.RE. the required
amount to mcct the cxpenditurcs in Egvptian Pounds for Opcrating
Company 1n conncction with its activitics undcer this Agreement,
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Within sixty (60) davs after the end of each Financial Year, Operating
Company shall submit to the appropriate exchange control authorities n
the AR E. a statement, duly certified bv a recogmzed firm of auditors,
showing the funds ¢redited to that account, the disbursements madce out of
that account and the balance outstanding at the end of the Year,

(f) If and for as long during the period of production operations there exists an
excess capactty 1n facilities which cannot dunng the period of such excess
bc usced by the Opcrating Company, EGPC shall have the right to use the
cxcess capacity 1if it so desires without any financial or opcrational
disadvantage to the CONTRACTOR or the Operating Company,

ARTICLE VII
RECOVERY OF COSTS AND EXPENSES AND
PRODUCTION SHARING
(a) (1) Cost Recovery Petroleum:
Subject to the auditing provisions under this Agreement, CONTRACTOR
shall recover quarterly all costs, expenses and expenditures 1n respect of all
the Exploration, Development and rclated operations under this Agreement
and which was approved by EGPC to the extent and out of thuty perceent
(30%) of all Petroleum produced and saved from all Development Leases
within the Arca hcrcunder and not uscd in Pctrolcum opcrations. Such

Pctrolcum 1s hercinaticr reterred to as "Cost Recovery Petroleum™,

For the purpose of determining the classification of all costs, expenses

and expenditures for their recovery, the following terms shall apply:

1. "Exploration Expcnditures” shall mean all costs and cxpenscs for
Exploration and thce rclated portion of mdircet cxpenses and
overheads.

2. "Development Expenditures” shall mean all costs and expenses for
Development (with the exception of Operating Expenses) and the
rclated portion of indircet cxpenses and overhcads.

3. "Operating Expenses” shall mean all costs, expenses and expenditures
made after initial Commercial Production, which costs, expenses and

expenditures are not normally depreciable.
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However, Operating Expenses shall include work over, repair and
maintcnance of assets but shall not include any of the following:
sidetracking. re-dnilling and changing of the status of a well
permanent abandonment of a well, replacement of assets or part of an
assct, additions, improvements, rencwals or major overhauling,

Exploration Expenditures, Development Expenditures and Operating
Expenses shall be recovered from Cost Recovery Petroleum 1n the
following manner:-

(1) “Exploration Expenditures™, including those accumulated prior to the

commencement of initial Commercial Production, which for the
purposes of this Agreement shall mean the date on which the first
rcgular shapment of Crude Ol or the first deliverics of Gas arc madce
, shall be recoverable at the rate of twenty percent ( 20 %) per annum
starting erther in the Tax Year in which such expenditures are
mmcurred and paid or the Tax Ycar in which mtial Commercial
Production commecencces, whichever 18 the later date.

(11) “Development Expenditures”, including those accumulated prior to

the commencement of initial Commercial Production which for the
purposes of this Agrcement shall mean the date on which the first
recular shipment of Crude O1l or the first delivenies of Gas are made,
shall be recoverable at the rate of twenty percent { 20 %) per annum
starting either in the Tax Year in which such expenditures are
incurrcd and paid or thc Tax Ycar in which mmtial Commercial
Production commences, whichever 1s the later date.

(i) “Operating Expenses”, incurred and paid after the date of initial

Commercial Production, which for the purposes of this Agreement
shall mcan the datc on which the first rcgular shipment of Crude Oil
or the first delivenies of Gas are made. shall be recoverable either 1n
the Tax Year in which such costs and expenses are incurred and paid
or the Tax Ycar in which mmitial Commecreial Production occurs,
whichever 1s the later date.

(1v) To the extent that, in a Tax Year, costs, expenses or expenditures

rccoverable per paragraphs (1), (11) and (111) preceding, exceed the
valuc of all Cost Recovery Petrolcum for such Tax Ycar, the cxcess
shall be carried forward for recovery in the next succeeding Tax

Year(s) until fully recovered, but in no case after the termination of
this Agreement, as t0o CONTRACTOR.
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(v) The recovery of costs and expenses. based upon the rates referred to
above, shall be allocated to each quarter proportionately (one fourth
to each quarter). However, any recoverable costs and expenses not
recovered in one quarter as thus allocated, shall be carried forward
for rccovery 1n the next quarter.

(v1) Any ngw investments or costs during the last five (3) vears from the
obligation pcriod statcd 1n this Agrecement shall be cxcluded from
item 1- and 2- above, and shall be recoverable proportionately over
the remaiming available quartcrs of the Conccssion Agrcemcnt
period starting from the quarter in which such costs are mcurred and
paid during the Tax Ycar, and t1ll the end datc.

(2) Except as provided i Article VII (a) (3) and Article VII (e) (1),
CONTRACTOR shall each quarter be entitled to take and own all Cost
Recovery Petrolcum, which shall be taken and disposcd of in the manncr
determined pursuant to Article VII (). To the extent that the value of all
Cost Recovery Petroleum [as determined in Article VII (¢)] execeds the
actual recoverable costs and expenditures. mcluding any carry forward
undcr Article VII {(a) (1) (1v), to be recovered 1n that quarter, then the valuc
of Excess Cost Recovery Petroleum shall be shared between EGPC and
CONTRACTOR in accordance with the following percentages : EGPC
nincty percent (90 %) and CONTRACTOR ten percent ( 10 %), the value
of such Excess Cost Recoverv Petroleum shall be paid by
CONTRACTOR to EGPC either (1) in cash in the manner set forth in
Article IV of the Accounting Procedure contained m Annex "E" or (1) 1n
kind 1 accordance with Article VII (a) (3).

(3) Nincty (90) days prior to thec commencement of cach Calendar Ycar
EGPC shall be entitled to elect by notice 1n writing to CONTRACTOR
to require pavment of up to onc hundred pereent (100%) of EGPC's
share of Excess Cost Recovery Petroleum m kind. Such pavment wall
bc in Crudc Oil from the Arca F.O.B. cxport tcrminal or other agrecd
delivery point provided that the amount of Crude O1l taken bv EGPC 1n
kind 1n a quarter shall not exceed the value of Cost Recovery Crude O1l
actually taken and separately disposed of by CONTRACTOR from the
Area during the previous quarter. If EGPC's entitlement to receive
pavment of 1ts sharc of Excess Cost Recovery Petroleum 1in kind 1s
limited by the foregoing provision, the balance of such entitlement shall
b¢ paid 1 cash.
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(b) Production Sharing

(1) The remaming seventy percent {( 70 %) of Petroleum shall be divided
between EGPC and CONTRACTOR based on Brent price and

according to the following sharcs:

Such shares shall be taken and disposed of pursuant to Article VII (e) .

(1) Crude Oil (Quarterly Average ):

Brent Price Crude Oil produced and saved under this Agreement and not used in
USS$/bbl Petroleum operations, Barrel of Oil Per Dayv (BOPD) (quarterly average)
Less than or | More than More than More than | More than
cqual to 5.000 BOPD | 10,600 13,000 25.000
5,000 BOPD |and lcss than | BOPD and |BOPD and |BOPD
or cqual o |lcss thun or | less than or
10,000 equal {o equal fo
BOPD 13,0006 25,000
BOPD BOPD
EGPC | Cont, | EGPC | Cont, | EGPC | Cont, | EGPC | Cont. | EGPC | Cont.
% % % ! %o Ya Yo % % Yo
Lcss than or cqual to| 77 23 77 23 78 22 79 21 80 20
40 USS
Morc than 40 US$| 77 23 78 22 79 21 80 20 81 19
and less than or
equal to 60 USS
More than 60 USY| 785 | 215 795 205 803 | 1953 | 815 | 185 | 825 | 17.5
and Icss than or
cqual to 80 USH
Morc than 80 US$| 80 20 81 19 &2 18 ]3 17 84 16
and less than or
equal to 100 USS
More than 100 US$ 82 18 83 17 84 16 853 15 %6 14
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(11) Gas &LPG (Quarterly Average):

Gas and LPG produced and saved under this Agreement and not used 1n

Petroleum operations (Standard Cubic Feet of Gas Per Dav (SCFD)

(quarterly average) divided between EGPC and CONTRACTOR.

EGPC %

Contractor %

Lcss than 25 MMSCF/Day

SCvenly seyven pereent

(77%)

Twenty three percent

(23%)

Equal to 25 and less than 350
MMSCF/Day

Seventy cight percent

(78%)

Twenty two percent

(22%)

Equal to 50 and less than 100
MMSCE/Day

Seventy nine percent

(79%)

Twenty one percent

(21%)

Equal 1o 100 and Icss than 125
MMSCF/Day

Eighty pcrcent
(80%0)

Twently pereent

(20%)

Equal 125 MMSCF/Day and

above

Eighty onc pereent

(81%)

Nincleen percent

(19%)

(2) After the end of cach contractual vear during the term of anv Gas Sales

Agreement entered into pursuant to Article VI (e), EGPC and
CONTRACTOR (as sellers) shall render to EGPC or EGAS (as buver) a
statement for an amount of Gas, if any , equal to the amount by which the
quantity of Gas of which EGPC or EGAS (as buver) has taken deliverv falls
bclow scventy five pereent (75%) of the Contract quantitics of Gas as
cstablished by the apphicable Gas Salcs Agreement (the "Shortfall”), provided
the Gas 1s availablc. Within sixty (60) davs of reccipt of the statcment, EGPC
or EGAS (as buvcr) shall pay EGPC and CONTRACTOR (as scllers) for the
amount of the Shortfall, if any. The Shortfall shall be mcluded 1n EGPC's and
CONTRACTOR's entitlement to Gas pursuant to Article VII (a) and Article

VII (b) in the fourth (4™) quarter of such contractual vear.
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Quantities of Gas not taken but to be paid for shall be recorded 1n a separate
“Takc-or-Pay Account *. Quantitics of Gas ("Makc Up Gas") which arc
delivered 1n subsequent vears 1n excess of seventy five percent (75%) of the
contract quantitics of Gas as cstablishcd by the applicable Gas Salcs
Agreement, shall be set against and reduce quantities of Gas in the “Take-
or-Pay” account to the extent thereof and, to that extent, no pavment shall
b¢ duc in respect of such Gas. Such Make Up Gas shall not be included 1n
CONTRACTOR's entitlement to Gas pursuant to Article VII (a) and (b).
CONTRACTOR shall have no rights to such Make Up (Gas.

If at the end of any Contractual vear, EGPC and CONTRACTOR (as
sellers) fail to deliver seventy five percent (73%) of the annual contract
quantity of Gas as dcfined in the Gas Sales Agreement with EGPC or
EGAS (as buyer). the difference between seventy five percent (73%) of the
annual Contract quantity of GGas and the actual Gas quantity delivered shall
be referred to as the “Deliver- or - Pay Shortfall Gas™. EGPC or EGAS (as
buver) shall have the right to take a quantity of Gas equal to Deliver-or-Pay
the Shortfall Gas and such quantity of Gas shall be priced at ninety percent

(90%) of th¢ Gas pricc as dcfined in the Gas Sales Agrecement The
mechanism for the Deliver-or-Pay concept will be determined 1n the Gas

Sales Agreement .

The percentages sct forth in Article VII (a) and (b) m rcspect of LPG

produced from a plant constructed and operated by or on behalf of EGPC
and CONTRACTOR shall apply to all LPG available¢ for dchivery.

(¢) Yaluation of Petroleum:

(1) Crude Onl:
(1) The Cost Recovery Crude Qil to which CONTRACTOR is cntitled
hereunder shall be valued by EGPC and CONTRACTOR at

"Market Price” tor cach calendar quarter,
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(11) "Market Price" shall mean the weighted average prices realized from
sales by EGPC or CONTRACTOR during the quarter. whichever 1s
higher, provided that the sales to be used 1 armving at the weighted
avcrage(s) shall be sales of comparable quantitics on comparable
credit terms in frecly convertible currency from F.O.B. pomnt of
export sales to non-affiliated companies at arm's length under all
Crude Oil sales contracts then in effect, but excluding Crude Oil
sales contracts imnvolving barter. and

(1) Salcs, whether direct or indireet, through brokers or otherwisc,
of EGPC or CONTRACTOR to anv Affiliated Company.

(2) Salcs mmvolving a quid pro quo other than pavment in a frecly
convertible currencv or motivated 1n whole or i part bv
considerations other than the usual economic incentives for
commercial arm's length Crude Oal sales.

() It 1s understood that m the casc of “"C.LF.” salcs, appropriate
deductions shall be made for transport and msurance charges to
calculate the F.O.B. point of export price: and alwavs taking into
account the appropriate adjustment for quality of Crude Oil, freight
advantage or disadvantage of port of loading and other appropriate
adjustments. Market Price shall be determined separately for each
Crude O1l or Crude O1l mix, and for each port of loading.

(iv) If during any calendar quarter, there arc no such sales by EGPC

and/or CONTRACTOR under the Crude Oil sales contracts in
effect, EGPC and CONTRACTOR shall mutually agree upon the
Market Price of the barrel of Crude O1l to be used for such quarter,
and shall be guided by all relevant and available evidence
including current prices in freely convertible currency of leading
Crude Oils produced by major Oil producing countries {(in the

Arabian Gulf or the Mcditcrrancan Arca), which arc regularly sold
in the open market according to actual salcs contracts tcrms but
¢xcluding paper sales and salcs promiscs where no Crude Ol 15
delivered, to the extent that such sales are effected under such
terms and conditions (excluding the price) not significantly
different from those under which the Crude Qil to be valued, was
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sold, and alwavs taking into consideration appropriate adjustments
for Crudc O1l qualhty, freight advantage or disadvantage of port of
loading and other appropriate adjustments, as the case may be, for
differences 1n gravity, sulphur, and other factors generally recogmzed
by scllers and purchascrs, as reflected n Crude prices, transportation
ninety (90) days insurance premiums, unusual fees borne by the
seller, and for credit terms 1n excess of sixty (60) davs, and the cost of
loans or guarantees granted for the benefit of the sellers at prevailing

Interest rates.

It 1s the intent of the Parties that the value of the Cost Recovery Crude
(il shall reflect the prevailing market price for such Crude Oil.

(v) If either EGPC or CONTRACTOR considers that the Market Price as

detcrmincd under sub-paragraph (i) above docs not rcflect the
prevailing Market Price or m the cvent EGPC and CONTRACTOR fail
to agrec on Markct Pricc for any Crude Oil produccd under this
Agrcement for any quarter within fifteen (15) days after the end thereof,
any party may clect at any time thereatter to submut to a smglc arbitrator
the question, what single pricc per Barrcl, in the arbitrator's judgment,
best represents for the pertinent quarter the Market Price for the Crude
O1l 1n question. The arbitrator shall make his determimation as soon as
possible followmg the quarter m question. His detemmination shall be
final and binding upon all the parties. The arbitrator shall be selected m

the manner described below.

In the event EGPC and CONTRACTOR fail to agree on the
arbitrator within thirty (30) davs from the date any party notifics the
othcr that it has dceided to submit the detcrmination of the Market
Pricc to an arbitrator, such arbitrator shall be chosen by the appointing
authority designated 1in accordance with Article XXIV (¢), or such
othcr appointing authonty with access to such cxpertisc as may be
agreed to between EGPC and CONTRACTOR, with regard to the
qualifications for arbitrators set forth below, upon written application
of one or both of EGPC and CONTRACTOR. Copv of such application
by one of them shall be promptly sent to the other.
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The arbitrator shall be as nearlv as possible a person with an
established reputation in the mternational Petroleum industry as an
cxpert m pricing and markcting Crude O1l 1in international commeree.
Thc arbitrator shall not b¢ a citizen of a country which docs not have
diplomatic relations with both the A.R.E. and the nationality of the
CONTRACTOR. He may not be, at the time of selection, employed
by, or an arbitrator or consultant on a contmuing or frequent basis to,
the American Petrolcum Institute, the Orgamzation of the Petroleum
Exporting Countries or the Orgamzation of Arab Petroleum
Exporting Countries, or a consultant on a continuing basis to EGPC,
CONTRACTOR or an Affihatcd Company of cithcr, but past
occasional consultation with such companics, with other petrolcum

companics, governmental agencies or orgamzations shall not be a
aground for disqualification. He may not have been, at any time
during the two (2) vcars before sclection, an ¢cmployee of any
Pctrolcum company or of any governmental agency or organization,
Should a selected person decline or be unable to serve as arbitrator
or should the position of arbitrator fall vacant prior to the decision
callcd for, anothcr pcrson shall be choscn 1n the same mannct
providcd 1n this paragraph. EGPC and CONTRACTOR shall sharc
cqually the expenscs of the arbitrator.

The arbitrator shall make his determination 1n accordance with the
provisions of this paragraph, based on the best evidence available to
him. He will review O1l sales contracts as well as other sales data and
information but shall b¢ free to cvaluate the cxtent to which any
contracts, data or mformation 1s substantiated or pertinent. Representatives
of EGPC and CONTRACTOR shall have the right to consult with the
arbitrator and furnish him written matenals provided the arbitrator may
mimposc reasonable limitations on this nght. EGPC and CONTRACTOR
each shall cooperate with the arbitrator to the fullest extent and each
shall insure such cooperation of its trading companies. The arbitrator

shall be provided access to Crude Oil sales contracts and related data
and mformation which EGPC and CONTRACTOR or therr trading
companies are able to make available and which 1n the judgment of the
arbitrator might aid the arbitrator in making a valid determination.
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(v1) Pending Market Price agreement by EGPC and CONTRACTOR or
dctermination by the arbatrator, as applicable, the Markct Price
agreed for the quarter preceding the quarter in question shall remain
temporarily in effect. In the event erther EGPC or CONTRACTOR
should mncur a loss by virtuc of the tcmporary continuation of the
Market Price of the previous quarter, 1t shall promptly be
reimbursed such loss by the other party plus simple interest at the
LIBOR plus two and one - half percent (2.5%) per annum rate
provided for in Article IV (f) from the datc on which the disputed
amount(s) should have been paid to the date of payment.

(2) Gas and LPG

(1) The Cost Recovery, Production Sharing and Excess Cost Recovery |, 1if
any, (Gas Pnce for local market will be agreed upon between
CONTRACTOR and EGPC or EGAS after the Commercial Discovery
and bcforc converting an arca to a Devclopment Leasc(s). Production
Sharing Gas Price for export will be valucd at Netback Price,

(11) The Cost Recovery and Production Sharces of (LPG) produccd from
a plant constructed and operated by or on behalf of EGPC and
CONTRACTOR shall be separately valued for Propane and Butane
at the outlet of such LPG plant according to the following formula
(unless otherwise agreed between EGPC and CONTRACTOR):
PLPG = 0.95 PR
Where
PLPG = LPG price (separately determiiined for Propane and Butane)

in U.S. Dollars per metric ton.

PR = The average over a pertod of a month of the figures
representing  the mid-point between the high and low
prices 1n U.S. Dollars per metric ton quoted in "Platt's

LPGaswire” during such month for Propane and Butane
FOB Ex-Rct/Stor. West Mcditerrancan.
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In the event that "Platt's LPGaswire” 15 issued on certain days
during a month but not on others, the value of (PR) shall be
calculated using only those 1ssues which are published during such
month. In the event that the value of (PR) cannot be determined
because "Platt's LPGaswire" 1s not published at all during a month,
EGPC and CONTRACTOR shall meet and agree to the value of
(PR) by reference to other published sources. In the event that there
are no such other published sources or 1f the value of (PR) cannot
be determined pursuant to the foregoing for any other reason .
EGPC and CONTRACTOR shall meet and agree the value of (PR)

by rcterence to the value of LPG (Propanc and Butang) dchivered
FOB from thc Mcditerrancan Arca.

Such valuation of LPG 15 bascd upon dchivery at the delivery point
specificd in Article VII (¢) (2) (1),

(1) The prices of Gas and LPG so calculated shall apply during the
same month,

(iv) The Cost Recovery and Production Shares of Gas and LPG
disposed of by EGPC and CONTRACTOR other than to EGPC or
EGAS shall be valued pursuant to Article VII ().

(d) Forecasts:

Opcrating Company shall prepare (not less than nincty (90) davs prior to the
becginning of cach calendar semester following first regular production) and
furnish mn writing to CONTRACTOR and EGPC a forccast sctting out a
total quantity of Petroleum that Operating Company estimates can be
produced, saved and transported hereunder during such calendar semester 1n
accordance with good O1l and Gas industry practices.

Operating Company shall endeavor to produce each calendar semester the forecast
quantity. The Crude (hl shall be run to storage tanks or offshore loading factlities
constructed, maintained and operated according to GOVERNMENT Regulations. by
Operating Company 1n which said Crude Oil shall be metered or otherwise measured

for royalty, and other purposes required by this Agreement. Gas shall be handled by
Operating Company 1 accordance with the provisions of Article VII {e).
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(e) Disposition of Petroleum:

(1) EGPC and CONTRACTOR shall have the nght and the obligation to
separately take and freely export or otherwise dispose of. currently all
of the Crude O1l to which cach is entitled under Article VII (a) and (b).
Subjcct to payment of sums duc to EGPC undcr Article VII (a) (2) and
Article IX, CONTRACTOR shall have the right to remit and retain
abroad all funds acquired by 1t including the proceeds from the sale of

1ts share of Petroleum.

Notwithstanding anything to the contrary undcr this Agrcement, priority
shall be given to meet the requirements of the A.R.E. market from
CONTRACTOR's share under Article VII ( b ) of the Crude Oil
produced from the Area and EGPC shall have the preferential nght to
purchase such Crude O1l at a price to be determined pursuant to Article
VII { ¢ ) . The amount of Crude Oil so purchascd shall be a portion of
CONTRACTOR's sharc undcr Article VII (b). Such amount shall be

proportional to CONTRACTOR's share of the total production of Crude = B

Oil from the concession areas in the ARE. that are also subject to”. -

EGPC's preferential right to purchase. The payment for such lerchél'Sed'--'
amount shall be made by EGPC in U.S. Dollars or in any Gthef -ﬁ?ée]};
convertible currency remittable by CONTRACTOR abload

It 1s agreed upon that EGPC shall notity CONTRAC TOR_ at least fnm-
five (43) davs prnior to the beginning of the Calendar _S_cmusl;cn of the
amount to be purchascd during such semester undcr this Article VII (¢) (1).

(2) With respect to Gas and LPG produced from the -'_)_z;rea:
(1) Priority shall be siven to meet the requirements of the local market as
determined by EGPC, taking into consideration the following cases:-
- In casc CONTRACTOR clects to disposc all or part of its sharc of
Production Sharing Gas and. Eﬁcfcss Cost Recovery Gas, if any, by
itself to local market, CONTRACTOR shall submit an application to
EGPC to obtaim the cﬂiﬁﬁétent authortties™ approval in A R.E. on the
Gas quantities, price and Gas Sales Apreement of such Gas, provided
that CONTRACTOR_ shall pay the Royalty and Egyptian Income Tax
in r¢spect of such Gas 1in accordance wath Artacle 1 her¢under.,
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- In case EGPC/EGAS or EGPC/EGAS and CONTRACTOR export
Gas or LPG jomtlv. thev should obtain the ARE. competent

authorities” approval on the price and quantities allocated for export.

(1) In the cvent that EGPC or EGAS 15 to be the buver of Gas, the
disposition of Gas to the local markets as indicated above shall be

by virtue of long term Gas Sales Agreements to be entered into

between EGPC and CONTRACTOR (as sellers) and EGPC or

EGAS (as buycr).

EGPC and CONTRACTOR (as sellers) shall have the obligation to

deliver Gas to the following poimnt where such Gas shall be metered

for salcs, rovalty, and othcr purposcs required by this Agreement:

(a) In the ¢cvent no LPG plant 1s constructed to process such Gas,
thc¢ dchivery point shall be at thce flange connccting the
Development Lease pipeline to the nearest point on the National

Gas Pipeline Grid System as depicted in Annex "F" hereto, or
as otherwise agreed bv EGPC and CONTRACTOR,

(b) In the cvent an LPG plant 1s constructed to process such Gas; such

Gas shall, for the purposcs of valuation and salcs, be mctered at

the outlet to such LPG Plant. However, notwithstanding the fact

that the metenng shall take place at the LPG Plant outlet,
CONTRACTOR shall through th¢ Opcrating Company build a
pipeline suitable for transport of the processed Gas from the LPG
Plant outlet to the nearest point on the National (Gas Pipeline Grid
System as depicted in Anncx "F" hercto, or otherwise agreed by
EGPC and CONTRACTOR. Such pipcline shall be ownced n
accordance with Article VIII (a) by EGPC, and 1ts cost shall be
financed and recovered by CONTRACTOR as Development
Expenditures pursuant to Article VIIL
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(11) EGPC and CONTRACTOR shall consult together to determine
whether to build an LPG plant for recovering LPG from any Gas
produced hereunder. In the event EGPC and CONTRACTOR
decide to build such a plant, the plant shall, as is appropriate, be in
the vicimity of the point of delivery as determuned 1n Article II and
Article VII {(¢) 2 (1). The delivery of LPG for, rovalty and other
purposes required by this Agreement shall be at the outlet of the
LPG plant. The costs of anv such LPG plant shall be recoverable 1n
accordance with the provisions of this Agreement unless the

Minister of Petroleum agrees to accelerated recovery.

(1v) EGPC or EGAS (as buycr) shall have the option to ¢lect, by nincty
(90) days prior wrttcn notice to EGPC and CONTRACTOR (as
scllers), whether pavment for the Gas which 1s subject to a Gas
Sales Agreement between EGPC and CONTRACTOR (as scllers)
and EGPC or EGAS (as buver) and LPG produced from a plant
constructed and operated by or on behalf of EGPC and
CONTRACTOR, as valued in accordance with Article VII (c), and |

to which CONTRACTOR 1s entitled under the Cost Recovery and

Production Sharing provisions of Article VII, of this Agreement,
shall be made 1) 1n cash or 2) m kind.

Payments in cash shall be made by EGPC or EGAS (as buyer) at
intcrvals provided for 1n the relevant Gas Sales Agreement in ULS.
Dollars, rcmittablc by CONTRACTOR abroad.

Payments 1n kind shall be calculated by converting the valuc of Gas
and LPG to which CONTRACTOR 1s cntitled mto cquivalent
Barrels of Crude Qil to be taken concurrently by CONTRACTOR
from the Area, or to the extent that such Crude Oil 1s insufficient,
Crude Oil from CONTRACTOR's other concession areas or such
other areas as may be agreed. Such Crude Oil shall be added to the
Crude Oil that CONTRACTOR is otherwise entitled to lift under
this Agreement. Such equivalent Barrels shall be calculated on the

basis of the provisions of Article VII {¢) relating to the valuation of
Cost Recovery Crude Onl.
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Provided that:
(aa) Payvmcnt of the valuc of Gas and LPG shall always bc madc in
cash in U.S. Dollars remittable by CONTRACTOR abroad to

!

cicnt Crude Oil available for

the ¢xtent that there 1s 1nsu

conversion as provided for above.

(bb) Pavment of the valuc of Gas and LPG shall alwavs be madc in
kind as provided for above to the extent that pavments 1n cash
arc not madc by EGPC.

Payments to CONTRACTOR (whcther 1n cash or kind), when
related to CONTRACTOR's Cost Recovery Petroleum, shall
be included in CONTRACTOR's Statcment of Recovery of

Costs and of Cost Recovery Petroleum referred to in Article IV

of Annex "E" of this Agreement.

(v) Should EGPC or EGAS (as buver) fail to enter into a long-term Gas
Sales Agreement with EGPC and CONTRACTOR (as scllcrs)
within four (4) vears from the approval date of a Gas Development
Lease pursuant to Article 111, EGPC and CONTRACTOR shall have
the right to take and freely disposc of the quantity of Gas and LPG

1n respect of which the notice of Commercial Discovery 1s given by
exporting such Gas and LPG , subject to the approval of the
competent authorities and 1n case EGPC/EGAS 15 not 1n need for

such Gas or LPG to meet the needs of domestic markets.

(v1) The procceds of salc of CONTRACTOR's sharc of Gas and LPG
disposed of pursuant to the above sub-paragraph (v) may be freelv
rcmitted or retamed abroad by CONTRACTOR.

(vi1) In the event EGPC and CONTRACTOR agree to accept new (Gas
and LPG producers to join in an ongoing export project, such
producers shall have to contnbute a fair and equitable share of the

Investment made.
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(vi11) (aa) Upon the expiration of the four (4) year period referred to in
Article VII (e) (2) (v), CONTRACTOR shall have the
obligation to exert its reasonable efforts to find an export
market for Gas reserves.

(bb) In the event at the end of the four (4) vear penod referred to
under Article VII (e) (2) (v), CONTRACTOR and EGPC have
not entered mto a Gas Sales Agreement, CONTRACTOR shall
retain 1ts rights to such Gas rescrves for a further period up to
two (2) vcars, subject to Article VII (¢) (2) (vin) (cc), during
which period EGPC shall attempt to find a market for Gas
ICSCIVES,

(cc) In the event that EGPC and CONTRACTOR are not exporting
the (Gas and EGPC & CONTRACTOR have not entered into a
Gas Sales Agreement with EGPC / EGAS pursuant to Article
VII (e) (2) prior to the expiry of six (6) vears from the approval
date of a Gas Development Lease, 1t shall be considered that
CONTRACTOR has assigned the Gas reserves m respect of
which such notice has been given. And CONTRACTOR does

not accept an offer of a Gas Sales Agrcement from EGPC

within six (6) months from the date such offer 1s made provided
that the Gas Sales Agreement offered to CONTRACTOR shall
take into consideration Gas prices commensurate with Gas
Sales Agreements 1n the adjacent and/or comparable Areas in
Egypt 1n terms of water depth and the reservorr depth to enable

a commercial contract mnmcluding:

- A suthcient deliverv rate.

- Delivery pressure to enter the National Gas Pipeline Gnd
System at the point of delivery.,

- Dchivered Gas quality specifications not morc stringent than
thosc imposcd or required for the National Gas Pipcline Gnd
System.,

- The Gas prices as specified in the Gas Sales Agreement.
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(dd) In the ¢vent that CONTRACTOR has not cntered into a Gas
Sales Agreement pursuant to Article VII (e) (2)or otherwise
found an acceptable scheme for commcereial disposal of such
Gas , at the time of the expiration of six (6) vears from the
approval datc of a Gas Devclopment Leasc or falling agreement
with EGPC on (Gas disposal at the expiration of six (6) vears |
CONTRACTOR shall surrecnder to EGPC such Devclopment

Lease (s) m which (Gas discoverv 1s made.

(1x) CONTRACTOR shall not be obligated to surrender a Development

Lease based on a Commercial Gas Discovery, 1f Crude Oi1l has been

discovered in commercial quantities in the same Development Lease.

(f) Operations:
If following the reversion to EGPC of any rights to Crude O1l hereunder,
CONTRACTOR rctams rnights to Gas in the same Dcvelopment Lease, or if,
following surrender of rights to Gas hereunder, CONTRACTOR retains
rights to Crudc O1l 1in the sam¢ Devclopment Lease, opcerations to cxplore
for or exploit the Petroleum. the rnights to which have reverted or been
surrendered (O1l or Gas as the case may be) may only be carried out by

Opcrating Company which shall act on bchalf of EGPC alonc, unless
CONTRACTOR and EGPC agree otherwise.

(¢) Tanker Scheduling:
At a reasonable time prior to the commencement of Commercial Production
EGPC and CONTRACTOR shall mect and agree upon a proccdurc for
scheduling tanker lifting from the agreed upon point of export.

ARTICLE VIII
TITLE TO ASSETS

(a) EGPC shall become the owner of all CONTRACTOR acquired and owned
assets which assets were charged to Cost Recovery by CONTRACTOR 1n
connection with the operations carried out by CONTRACTOR or Operating
Company 1n accordance with the following:

(1) Land shall become the property of EGPC as soon as it is purchased.
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(2) Title to fixed and movablc asscts shall b¢ transferred automatically and
oradually from CONTRACTOR to EGPC as they become subject to
recovery 1n accordance with the provisions of Article VII; however the full

fitle to fixed and movable asscts shall be transferred automatically from
CONTRACTOR to EGPC when 1ts total cost has been recovered by

CONTRACTOR 1n accordance with the provisions of Article VII or at the
time of termination of this Agreement with respect to all assets chargeable
to the operations whether recovered or not, whichever first occurs.
The book valuc of the asscts crcated during cach calendar quarter shall
be communicated by CONTRACTOR to EGPC or by Operating
Company to EGPC and CONTRACTOR within thirty (30) davs of the
end of each quarter.

(3) All samples and technical data shall be transferred to EGPC upon
EGPC's rcquest or at the tcrmination of the Agreement.

(b) During the term of this Agreement and the renewal period EGPC,
CONTRACTOR and Operating Companyv are entitled to the full use and

enjoyment of all fixed and movable assets referred to above in connection

with operations hereunder or under any other Petroleum concession
agreement entered into by the Parties. Proper accounting adjustment shall
be made. CONTRACTOR and EGPC shall not dispose of the same except
with agrcement of the other.

(¢) CONTRACTOR and Operating Company may freely import into the
A.R.E., usc thercin and frecly export at the end of such usc, machincry and
cquipments which they erther rent or lease in accordance with good
industry practices, mcluding but not limited to the lease of computer
hardwarc and softwarc.

ARTICLE IX
BONUSES

(a) CONTRACTOR shall pay to EGPC as a signature bonus the sum of

eighteen million U.S. Dollars ($ 18,000,000 ) before the Effective Date of

the Concession Agreement |, after the relevant law 1s 1ssucd.
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(b) CONTRACTOR shall pay to EGPC an unrecoverable bonus to be agreed
upon between CONTRACTOR and EGPC. mn case CONTRACTOR retains
an " Area to relinquish” according to the provisions of Article V of this
Agrcement, upon the Mmaster of Petrolcum approval for such requcst.

(¢) CONTRACTOR shall pay to EGPC as a Development Lease bonus the sum
of one hundred twenty five thousand U.S. Dollars ($ 125,000 ) per each
Development Block upon the approval of each Development Lease.

(d) CONTRACTOR shall pay to EGPC as a Dcvclopment Lease Extension
bonus the sum of five million U.S. Dollars ($5,000,000) upon the approval
on CONTRACTOR's request to enter into the five (5) vear Extension
Period pursuant to Article III (d) (111) (bb) .

(¢) CONTRACTOR shall pay to EGPC the sum of five hundred thousand U.S.

Dollars ($ 500,000 ) as a production bonus when the total average daily - B

production from the Area first reaches the rate of three thousand (3.000)

Barrels of Qil per day or equivalent for a period of thirty (30) consecutive
producing days. Paymcnt will b¢ made within fiftcen (15) days thcrcaﬁ:;?f._
() CONTRACTOR shall also pay to EGPC the additional sum of one million
U.S. Dollars ($ 1.000.000 ) as a production bonus when the total average
daily production from the Area first reaches the rate of five thousand (35.000)
Barrcls of Oil per day or cquivalent for a period of ﬂli-l't}’ (30) consceutive
producing davs. Payment will be madce within ﬁﬁccﬁ (15) davs thereatter.
() CONTRACTOR shall also payv to EGPC the additional sum of one million
five hundred thousand U.S. Dollars ($1,500.000) as a production bonus

when the total average dailv _pmdu{:tion from the Area first reaches the rate
of ten thousand (10,000) Barrcls of Oil per dav or cquivalent for a period of
thirty (30) consecutive producing dayvs. Payment will be made within fifteen

(15) days thereafter.
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(h) CONTRACTOR shall also pay to EGPC the additional sum of two million

U.S. Dollars (§ 2,000,000 ) as a production bonus when the total average
dailv production from the Area first reaches the rate of fifteen thousand
(15,000) Barrcls of O1l per day or cquivalent for a period of thirty (30)
consecutive producing days. Pavment will be made within fifteen (15) days

thereafter.

(1) CONTRACTOR shall also pay to EGPC the additional sum of two million

five hundred thousand U.S. Dollars ($2.500,000) as a production bonus
when the total average daily production from the Areca first reaches the rate
of twenty five thousand (25,000) Barrels of O1l per day or equivalent for a

period of thirty (30) consecutive producing davs. Payment will be made

within fiftcen (13) davs thereafter.

(1) CONTRACTOR shall pay to EGPC at the beginmng of every Financial Year

during any of the Exp

oration periods an amount equal to sixty two thousand

five hundred U.S. Do

lars ($62,500) as a training bonus for the training of

EGPC employees in departments of Agreements . Exploration , Production and

Financial Control Foreign and Joint Venture companies. CONTRACTOR shall

also pay sixty two thousand five hundred U.S. Dollars ($62,500) as a traiming

bonus for the traimng of EGPC employees from other departments with a total

amount of one hundred

(k) CONTRACTOR shall

twenty five thousand U.S. Dollars ($125,000).
pav to EGPC at the beginning of cvery Financial Ycar

during any of the Development periods an amount equal to fifty thousand U.S.
Dollars ($50,000) as a training bonus for the traning of EGPC cmplovees in
departments of Agreements . Exploration , Production and Financial Control
Foreign and Joint Venture companies. CONTRACTOR shall also pay fifty
thousand United States Dollars ($50,000) as a training bonus for the training of
EGPC emplovees from other departments with a total amount of one hundred
thousand U.S. Dollars ($100,000).
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() CONTRACTOR/ CONTRACTOR Member shall pay to EGPC the sum of
two hundred thousand U.S. Dollars ($200.000), in case CONTRACTOR or
CONTRACTOR Member assigns i whole or in part of it's rights,

privileges. duties and obligations to an A

i

liated Company of the same

CONTRACTOR/CONTRACTOR Member, on the date of the
GOVERNMENT's approval of each assignment request.

(m) CONTRACTOR / CONTRACTOR Member shall pay to EGPC as an
Assignment Bonus on the date of the GOVERNMENT's approval of each
assignment requested by anv of the CONTRACTOR Members to any

assignee, pursuant to Article XXI., as follows:

1 -

Durmg any Explomtion peniod {as it may be extended), CONTRACTOR / CONTRACTOR

Member assigns mm whole or i part of its nights, pnivileges, duties and

oy

1hated Company of the same

CONTRACTOR /CONTRACTOR Member}, CONTRACTOR/CONTRACTOR
Member shall pay to EGPC the sum equivalent to ten percent (10%)

obligations to any assignee ( other than an A

valued m U.S. Dollars of the total financial commitment of the then
current Exploration penod during which the assignment 1s made and
according to the assigned percentage .

During the Devclopment period or its  coxtensions, i casc
CONTRACTOR / CONTRACTOR Member assigns m whole or m part of s
rights, privileges, duties and obligations to any assignee (other than an Affihated
Company of thc sam¢ CONTRACTOR / CONTRACTOR Mcmbcr),
CONTRACTOR/CONTRACTOR Mcmbcr shall pay to EGPC the sum
cquivalent to ten pereent (10%), valucd m U.S. Dollars, of the valuc of

cach assignment deal which could be any of the following:

¢ The financial valuc to b¢ paid by the Assignee to the Assignor ; or

¢ The financial commitments for tcchnical programs /Devclopment
plan; or

¢ The financial valuc of the rescrves |, to be swapped between the

Assignor and the Assignee from the Development Lease(s) arcas; or
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o The financial value of shares and/or stocks to be exchanged
between the Assignor and the Assignee; or

» Anv other type of deals to be declared.

3- During any Exploration phasc and aftcr a Devclopment Leasc 1s granted, in
casc CONTRACTOR / CONTRACTOR Mcmbcer assigns 1n whol¢ or mn
part of its rights, privileges, duties and obligations to anv assignee (other
than an Affihated Company of the same CONTRACTOR /
CONTRACTOR Member) CONTRACTOR! CONTRACTOR Member
shall pay to EGPC the sum value, in U.S. Dollars, as mentioned n 1- and
2- above.

(n) All th¢ above mcentioncd bonuscs shall in no ¢vent be recovered by

CONTRACTOR.

(0) In the event that EGPC elects to develop any part of the Area pursuant to the -

sole risk provisions of Article HI (¢) (iv), production from such sole risk
arca shall be considcred for the purposcs of this Article IX only if
CONTRACTOR cxcreiscs its option to sharc in such production, and only
from the mitial datc of sharing.

(p) Gas shall be taken into account for purposes of determining the total average
daily production from the Area under Article 1X (e-i) by converting daily
Gas delivered into equivalent Barrels of daily Crude Oil production in
accordance with the following formula: -

MSCF x H x 0.167 = equivalent Barrels of Crude Oil

where

MSCF= onc thousand Standard Cubic Fect of Gas.

H = the number of million British Thermal Units (MMBTU) per MSCF.
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ARTICLE X
OFFICE AND SERVICE OF NOTICES
CONTRACTOR shall maintamn an office in A.R.E. at which notices shall be
validly scrved.
The General Manager and Deputy General Manager shall be entrusted by

CONTRACTOR with sufficient power to carrv out immediately all local
writtcn dircctions given to them by the GOVERNMENT or its representatives

under the tcrms of this Agrecement. All lawful rcgulations 1ssucd or hercafter to
be 1ssued which are applicable hereunder and not in conflict with this
Agreement shall apply to the duties and activities of the General Manager and
Deputy General Manager.

All mattcrs and notices shall be deemed to be validly scrved which arc dchivered

to the office of the General Manager or which arc sent to hum by registered mail
to CONTRACTOR's office inthe A.R.E. .
All matters and notices shall be deemed to be validly served which are delivered
to the office of the Chiet Executive Officer of EGPC or which are sent to him
by rcgistered mail at EGPC's mam office in Cairo.,
ARTICLE XI
SAVING OF PETROLEUM AND PREVENTION OF LOSS

(a) Operating Company shall take all proper measures, according to ge_né:rall}—'

accepted methods 1n use in the O1l and Gas mdustry to prevent loss or wastc

of Petroleum above or under the ground in any form during drilling,
producing, gathering, and distributing or storage operations. The
GOVERNMENT has the nght to prevent any operation on any well that 1t
might reasonably expect would result in loss or damage to the well or the
O1l or Gas ficld.

(b) Upon complction of the drilling of a productive wcll, Opcrating Company
shall inform the GOVERNMENT or 1ts representative of the time when the

well will be tested and the production rate ascertained.

(c) Except m nstances where multiple producing formations in the same well can
only b¢ produccd cconomically through a single tubing string, Pctrolcum shall
not b¢ produced from multiple O1l bearmg zoncs through ong string of tubing at
the same time, except with the prior approval of the GOVERNMENT or its

representative, which shall not be unreasonably withheld.
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(d) Operating Company shall record data regarding the quantities of Petroleum and

watcer produced monthly from cach Development Leasc. Such data shall be sent
to thc GOVERNMENT or 1ts representative on the special forms provided for
that purpose within thirty (30) days after the data are obtained. Daily or weekly
statistics regarding the production from the Area shall be available at all

rcasonablc fimcs for cxammation by authonzed representatives of the
GOVERNMENT.

(¢) Daily drilling rccords and the graphic logs of wclls must show the quantity

and typc of cement and the amount of any other matenals uscd 1n the well

for the purpose of protecting Petroleum, Gas bearing or fresh water strata.

() Any substantial change of mechanical conditions of the well after its

completion shall be subject to the approval of the representative of the
GOVERNMENT.
ARTICLE XII
CUSTOMS EXEMPTIONS

EGPC, CONTRACTOR, and Operating Company shall be permitted to
unport and shall be exempted from customs duties, any taxes, levies or fees
(including f¢es imposcd by Ministerial Decision No. 254 of 1993 1ssucd by
the Minister of Finance, as now or hereafter amended or substituted) of any
nature and from the importation rules with respect to the mmportation of
machinecry, cquipment, apphiances, matcrials, items, mcans of transport and
transportation (the cxemption from taxcs and dutics for cars shall only

apply to cars to be used 1n operations), electric apphances, air conditioners

.

for offices, field housing and facilities, electronic appliances, computer

hardwarc and softwarc, as wcll as sparc parts rcquircd for any of the
imported 1tems, all subjcet to a duly approved certificate 1ssucd by the
responsible representative nominated by EGPC for such purpose, which
states that the imported 1tems are required for conducting the operations
pursuant to this Agreement . Such certificate shall be final and binding and
shall automatically result in the importation and the ¢xemption without any

further approval, delay or procedure.
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(b) Machinery. equipment. applances and means of transport and transportation
imported by EGPC's, CONTRACTOR's and Operating Companv's contractors

and sub-contractors temporarily engaged 1n any activity pursuant to the

operations which are the subject of this Aereement, shall be cleared under the
"Temporary Release Svstem" without payment of customs duties, any taxes,
levies or fees (including fees imposed by Ministenial Decision No. 254 of 1993
1ssued by the Mimmister of Fmance, as now or hercafter amended or substituted)
of anv nature _upon presentation of a duly approved certificate 1ssued by an
EGPC responsible representative nominated by EGPC for such purpose which
states, that the mmported tems are required for conducting the operations
pursuant to this Agreement. Items (excluding cars not to be used mm operations)
set out 1n Article XII (a) imported by EGPC's, CONTRACTOR's and Operating
Company's contractors and sub-contractors for the aforesaid operations, 1n order
to be nstalled or used permanently or consumed shall meet the conditions for

exemption set forth m Article XII (a) after being duly certified by an EGPC

responsible representative to be used for conducting operations pursuant to this

Agreement.

(¢) The cxpatriatc cmploveces of CONTRACTOR, Opcrating Company and their
contractors and sub-contractors shall not be cnfitled to any cxemptions from
customs dutics and other ancillary taxes and charges exeept within the hmats
of th¢ provisions of the laws and rcgulations applicable in th¢ AR.E.
However, personal houschold goods and furniture (including onc (1) car) for
cach cxpatriatc cmployec of CONTRACTOR and/or Opcrating company
shall be¢ clearcd under the "Temporary Release System” (without payvment of
any customs dutics and other ancillary taxcs) upon presentation of a Icttcr to
the appropriate customs authoritics by CONTRACTOR or Opcrating
Company approvced by an EGPC responsible representative that the
importcd 1tcms arc imported for the solc usc of the expatnate emplovee and
his family, and that such imported items shall be re-cxported outside the

A.R.E. upon th¢ repatnation of the concerned expatnate cmplovece.
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(d) tems imported into the A.R.E. whether exempt or not exempt from customs

dutics and othcr ancillary taxcs and charges hercundcer, may be exported by
the importing party at any time after obtaining EGPC's approval, which
approval shall not b¢ unrcasonably withheld, without any ¢xport dutics,
taxes or charges or any taxes or charges from which such items have been
already exempt, being applicable. Such items may be sold within the A.R.E.
after obtaming the approval of EGPC which approval shall not be
unreasonably withheld. In this event, the purchaser of such items shall pay

all applicablc customs dutics and other ancillary taxcs and charges

=

according to the condition and value of such 1tems and the tanff applhcable

on the date of salc, unless such 1tems have alrcady been sold to an Atfiliated
Company of CONTRACTOR, 1f anv, or EGPC. having the same exemption,
or unless title to such items (excluding cars not used in operations) has
passcd to EGPC.

In the event of any such sale under this paragraph (d), the proceeds from
such salc¢ shall be divided m the following manncr:

CONTRACTOR shall be entitled to reimbursement of its unrccovered cost,
if any. m such 1items and the excess. if any. shall be paid to EGPC.

The cxcmption provided for in Article XII (a) shall not apply to any
imported 1items when 1tems of the same or substantially the same kind and
quality are manufactured locally meeting CONTRACTOR's and/or
Opcrating Company's specifications for quality and safcty and are available
for timely purchase and delivery in the A R E. at a price not higher than ten
pereent (10%) of the cost of the imported 1tem, before customs dutics but

after freight and mnsurance costs. 1f any, have been added.

() CONTRACTOR, EGPC and their respective buvers shall have the right to

export the Petroleum produced from the Area pursuant to this Agreement
and such Petroleum shall be exempted from anv customs duties, any taxes,

Icvics or any other imposts 1n respect of the cxport of Petrolcum hercundcr.
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ARTICLE XIII
BOOKS OF ACCOUNT: ACCOUNTING AND PAYMENTS

(a) EGPC. CONTRACTOR and Operating Company shall each maintain at
thcir business offices 1n the A.R.E. books of account, 1n accordance with the
Accounting Procedure in Annex "E" and accepted accounting practices
generally used 1n the Petroleum industry, and such other books and records
as may be necessary to show the work performed under this Agreement,
including thc amount and valuc of all Pctrolcum produccd and saved
hercunder, CONTRACTOR and Opcerating Company shall keep their books
of account and accounting records in United States Dollars.
Operating Company shall fumish to the GOVERNMENT or 1is
representatives monthly returns showing the amount of Petroleum produced
and savcd hercunder. Such returns shall be prepared 1in the form required by
the GOVERNMENT, or its representative and shall be signed by the
General Manager or by the Deputy General Manager or a duly designated
deputy and delivered to the GOVERNMENT or 1is represcntative within
thirty (30) days after the end of the month covered in the returns.

(b) The aforesaid books of account and other books and records referred to

above shall be available at all reasonable times for inspection by duly

authonzed representatives of the GOVERNMENT.,
(c) CONTRACTOR shall submit to EGPC a Profit and Loss Statcment of 1ts

Tax Year not later than four (4) months after the commencement of the
followmmg Tax Year to show 1ts net profit or loss from the Petroleum
operations under this Agreement for such Tax Year.

CONTRACTOR shall at the same time submit a ycar-cnd Balance Sheet for
the same Tax Year to EGPC. The Balance Sheet and financial statements

shall be certified by an Egvptian certified accounting firm.
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ARTICLE X1V
RECORDS, REPORTS AND INSPECTION

(a) CONTRACTOR and/or Operating Company shall prepare and, at all tumes

whil¢ this Agreement 1s 1n foree, maintain accurate and current records of 1ts
operations n the Area. CONTRACTOR and/or Operating Company shall
furmish the GOVERNMENT or its representative, m conformity with

applicable reeulations or as the GOVERNMENT or its representative. 1n
accordancc with sound and accepted Petrolcum industry practices, may
require information and data concerning its operations under this Agreement.
Operating Company will perform the functions mdicated m this Article XIV

in accordance with its role as specificd in Article VI.

(b) CONTRACTOR and/or Operating Company shall save and

keep for a

reasonable period of time a representative portion of each sample of cores

and cuttings taken from drilling wells, to be disposcd of, or forwarded to
the GOVERNMENT or its representative 1in the manner directed by the
GOVERNMENT. All samples acquired by CONTRACTOR and/or

Operating Company for their own purposes shall be considered available

ENT or 1ts

for nspection at any reasonable time by the GOVERNMI

representatives.

(¢) Unlcss othcrwisce agreed to by EGPC, m casc of cxporting any rock

samples outside A.R.E., samples equivalent in size and quality shall, before

such exportation, be delivered to EGPC as representative of the

GOVERNMENT.

(d) Originals of records can only be exported with the permission of EGPC;

provided. however, that magnetic tapes and any other data which must be
processcd or analvzed outside the A.R.E. may be cxported if a monitor or a
comparable record, if available, 1s maintained in the A.R.E. and provided
that such exports shall be repatnated to A R.E. promptly following such

proccssing or analysis on the understanding that they belong to EGPC.
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(¢) During thce pennod CONTRACTOR 15 conducting the Exploration
operations, EGPC's duly authorized representatives or emplovees shall
have the right to full and complete access to the Area at all reasonable
timcs with the night to obscrve the opcrations being conducted and to
mspect all assets, records and data kept by CONTRACTOR. EGPC's
rcpresentative, m excreising 1ts rights under the preeeding sentence of this
paragraph (e), shall not interfere with CONTRACTOR's operations.
CONTRACTOR shall provide EGPC with copies of any and all data
(ncluding, but not limated to, geological and geophysical reports, logs and
well survevs) information and interpretation of such data, and other
information in CONTRACTOR's posscssion.,

For the purpose of obtaining new offers or carrymg out regional studies,
the GOVERNMENT and/or EGPC shall after the end of the first
Exploration pcriod, show any other party non-micrprctcd basic
ocophysical and geological data with respect to the original Area unless
CONTRACTOR agrees to a shorter period.

ARTICLE XV

RESPONSIBILITY FOR DAMAGES
CONTRACTOR shall entirely and solely be responsible in law toward third
parties for any damage caused by CONTRACTOR's Exploration operations and
shall mdemmity the GOVERNMENT and/or EGPC against all damagcs for

which they may be held lable on account of any such operations.

Howcver, any damage resulting from 1ssuing any order, regulation or dircction
of the GOVERNMENT of the Arab Republic of Egypt whether in the form of a
law or otherwise, EGPC and/or CONTRACTOR shall be exempted from the
responsibility of non-performance or delay of any obligation hercunder, n
consequence of issuing these orders, regulations or directions in the limitation
of 1mposing these orders., regulations or directions. CONTRACTOR shall be
oranted the necessary period to restore the damage done of the non-performance

or delay by adding a penod to the period of the Agreement, with respect to the

Block or Blocks affccted by these orders |, regulations or dircetions.
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ARTICLE XVI
PRIVILEGES OF GOVYERNMENT REPRESENTATIVES
Duly authorized representatives of the GOVERNMENT shall have access to the
Arca covered by this Agreement and to the Opcrations conducted thercon. Such
representatives may examine the books, registers and records of EGPC,
CONTRACTOR and Opcrating Company and makc a rcasonable number of
surveys, drawings and tests for the purpose of enforcing this Agreement. They
shall, tor this purposc, be entitled to makce rcasonable usce of the machinery and
instruments of CONTRACTOR or Operating Company on the condition that no
dangcr or mmpediment to the opcrations hercunder shall ansce directly or
indirectly from such use. Such representatives shall be given reasonable
assistance by the agents and cmployees of CONTRACTOR or Opcratng
Company so0 that none of the activities shall endanger or hinder the safety or

efficiency of the operations. CONTRACTOR or Operating Company shall offer
such representatives all privileges and facilities accorded to 1ts own employees

in the field and shall provide them. free of charge, the use of reasonable office
space and of adequately furnished housing while they are in the field for the
purpose of facilitating the objectives of this Article. Without prejudice to
Article XIV (¢) any and all information obtaincd by the GOVERNMENT or 1ts
representatives undcer this Article XVI shall be kept confidential with respect to
the Area.

ARTICLE XVII
EMPLOYMENT RIGHTS AND TRAINING OF
ARAB REPUBLIC OF EGYPT PERSONNEL
(a) It is the desire of EGPC and CONTRACTOR that operations hereunder be
conducted 1n a business-like and efficient manner:

(1) The expatnate administrative, professional and technical personnel
emploved by CONTRACTOR or Operating Company and the
personnel of 1ts contractors for the conduct of the operations hereunder,
shall be granted a residence as provided for in Law No. 89 of 1960 as
amcnded and Muusterial Order No. 8180 of 1996 as amended, and
CONTRACTOR agrees that all immigration, passport, visa and

cmplovment rcgulations of the A.R.E., shall bec applicable to all alicn
emplovees of CONTRACTOR working in the AR.E..
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(2) A minimum of twenty-five percent (25%) of the combined salarics and
wages of each of the expatnate admimstrative, professional and
technical personnel emploved by CONTRACTOR or Operating
Company shall be paid monthly in Egvptian Currency.

(b) CONTRACTOR and Opcrating Company shall cach sclect its cmplovees
and dctermine the numbcr thercof, to be uscd ftor operations hercundcr.,

(c) CONTRACTOR. shall after consultation with EGPC. prepare and camy out
specialized training programs for all its A.R.E. emplovees engaged in
operations hereunder with respect to applicable and financial aspects of the
Pctroleum industry. CONTRACTOR and Opcrating Company shall give
preference to the employment of qualified Egvptian nationals.

(d) During Exploration and Development phases, CONTRACTOR shall give
mutually agreed numbers of EGPC emplovees an opportunity to attend and
participatc 1n CONTRACTOR's and CONTRACTOR's Affiliated Companics
traming programs rclating to Exploration and Development operations, with
annual total cost one hundred thousand U.S. Dollars ($100.000) In the event
that the total cost of such programs 1s less than one hundred thousand U.S.
Dollars ($100,000) one hundred thousand U.S. Dollars ($100,000) n any
Financial Ycar during such pcrniod, CONTRACTOR shall pay EGPC the
amount of th¢ shortfall within thirty (30) days following the ¢nd of such
Financial Ycar. Howcver, EGPC shall have the right that said amount ong
hundred thousand U.S. Dollars ($100,000) allocated for trammng, be paid
directly to EGPC for such purpose.

ARTICLE XVIII
LAWS AND REGULATIONS

(a) CONTRACTOR and Operating Company shall be subject to Law No. 66 of

1933 for Mines and Quames (excluding Article 37 thereot) and 1ts amendments

and the regulations issued for the implementation thereof, including the

iy

rcgulations for the safc and cthicient performance of opcrations carricd out for

the ¢cxccution of this Agreement and for the conservation of the Pctroleum
resources of the AR.E. provided that no regulations. or modification or
Interpretation thereof, shall be contrary to or inconsistent with the provisions of
this Agreement.
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(b) CONTRACTOR and Opcrating Company shall b¢ subjcct to the provisions

of the Law No. 4 of 1994 concerning the environment and its executive
reculation as mav be amended, as well as any laws or regulations may be

1ssucd, concerning the protection of the cnvironment.,

(c) Except as provided m Article III (g) for Income Taxes, EGPC,

CONTRACTOR and Opcrating Company shall bc cxempted from all taxcs
and duties, whether imposed by the GOVERNMENT or municipalities
including among others, Sales Tax, Value Added Tax and Taxes on the
Exploration, Dcveclopment, ¢xtracting, producing, cxporting or transporting
of Petroleum and LPG as well as any and all withholding taxes that might
othcrwise be mposcd on dividends, interest, technical service fecs, patent
and trademark rovalties, and similar items. CONTRACTOR shall also be
exempted from anv tax on the liqudation of CONTRACTOR, or
distributions of any mcomg to the sharcholders of CONTRACTOR, and

from anv tax on capital.

(d) The nghts and obligations of EGPC and CONTRACTOR hereunder, and for

the effective term of this Agreement shall be governed by and 1n accordance
with the provisions of this Agreement and can only be altered or amended

by the written mutual agreement of the said contracting parties in the same

procedures by which the original Agreement has been 1ssued.

(c) The contractors and sub-contractors of CONTRACTOR and Opcrating

()

Company shall be subject to the provisions of this Agreement which affect
thcm. Insofar as all rcgulations which arc duly 1ssucd by the
GOVERNMENT apply from time to time and are not in accord with the
provisions of this Agreement, such regulations shall not apply to
CONTRACTOR, Opcrating Company and their respective contractors and
sub-contractors, as the case may be.

EGPC, CONTRACTOR, Operating Companv and their respective
contractors and sub-contractors shall for the purposes of this Agreement be
exempted from all professional stamp duties, imposts and levies imposed

by svndical laws with respect to their documents and activitics hercundcr.
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(g) All the cxcmptions from the apphication of the A.RE. laws or rcgulations
granted to EGPC, CONTRACTOR, the Operating Company, their contractors

and sub-contractors under this Agreement shall include such laws and

'

‘et or hercatter amendcd or substituted.
ARTICLE XIX

STABILIZATION

In case of changes 1n existing legislation or regulations applicable to the conduct of

r¢gulations as presently ¢

Exploration, Development and production of Petroleum, which take place after the

%

cet the cconomice mterest of this

Effcctive Date, and which significantly a
Agreement to the detriment of CONTRACTOR or which imposes on
CONTRACTOR an obligation to rcmit to the A.R.E. the procceds from sales of
CONTRACTOR's Petroleum, CONTRACTOR shall notify EGPC of the subject

legislative or regulatory measure and also the consequent effects upon 1ssuing

Icgislation or rcgulation which impact on the stabilization. In such case, the Partics
shall negotiate possible modifications to this Agreement designed to restore the
‘ective Date.

-

economic balance thereof which existed on the E

The Parties shall use their best efforts to agree on amendments to this
Agreement within nminety (90) davs from aforesaid notice.
These amendments to this Agreement shall not in any event diminish or
increase the rights and obligations of CONTRACTOR as these were agreed on
the Effcetive Date,
In case of the parties” fatlure to solve the disputes, Article XXIV of this
Agrcement shall be applicd.
ARTICLE XX
RIGHT OF REQUISITION
(a) In casc of national cmcergency duc to war or imminent ¢xpcctation of war or
internal causes, the GOVERNMENT may requisition all or part of the
production from the Area obtamned hereunder and require Operating
Company to increase such production to the utmost possible maximum. The

GOVERNMENT mayv also requisition the O1l and/or Gas field itself and, 1f

nceessary, related facilitics.
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(b) In any such case. such requisition shall not be effected except after inviting
EGPC and CONTRACTOR or their representative by registered letter, with
acknowledgement of receipt, to express their views with respect to such
requisition,

(c) The requisition of production shall be cffccted by Mimstenal Order. Any
requisition of an Oil and/or Gas field, or any related facilities shall be effected
by a Presidential Decree duly notified to EGPC and CONTRACTOR.

(d) In the event of any requisition as provided above, the GOVERNMENT shall
indcmnify in full EGPC and CONTRACTOR for the period during which
the requisition 18 maintained, including:

(1) All damages which result from such requisition; and
(2) Full repayment each month for all Petroleum extracted by the GOVERNMENT
less the rovalty share of such production.

Howcver, any damagge resulting from ¢ncmy attack 1s not within the mcaning of

this paragraph (d). Payment hercunder shall be made to CONTRACTOR 1n

U.S. Dollars remittable abroad. The price paid to CONTRACTOR for

Petroleum taken shall be calculated in accordance with Article VII (¢).

ARTICLE XXI
ASSIGNMENT |

(a) Neither EGPC nor CONTRACTOR may assign to a person, firm or
corporation. 1n whole or m part, any of 1ts nghts, privileges, duties or
obligations under this Agreement either directly or indirectly (indirect
assignment shall mean, for cxample but not limated to , any sal¢, purchasc,
transfcr of stocks, capital or asscts or any other action that would changc
the control of CONTRACTOR/CONTRACTOR MEMBER on its share in
the company's capital) without the written consent of the GOVERNMENT,
and 1n all cases priority shall be given to EGPC. if 1t so desires, to obtain
such intercst mtended to be assigned (exeept assignment to an Atffilhated
Company of the samec CONTRACTOR Mcember).

(b) Without prejudice to Article XXI (a) , CONTRACTOR may assign all or any of
its rights, privileges, duties and obligations under this Agreement to an Affilhated
Companyv of the same CONTRACTOR/ CONTRACTOR Member, provided
that CONTRACTOR shall notify EGPC and thec GOVERNMENT 1 writing and
obtain the writtcn approval of thc GOVERNMENT on the assignment.
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o

hated
Company, the assignor together with the assignee shall remain jointly and
severally liable for all duties and obligations of CONTRACTOR under this
Agreement provided such Affiliated Company remains in the same capacity

-

In the casc of an assignment cither in a whole or 1n a part to an A

liated Company:.

(c) To enable consideration to be given to anv request for such GOVERNMENT's
conscnt referred to m (@) or (b) above, the following conditions must be
fulfilled:

(1) The obligations of the assignor dertving from this Agreement must have
been duly fulfilled as of the date such request 1s made.

as an A

(2) The instrument of assignment must include provisions stating precisely
that the assignee 1s bound by all covenants contained 1n this Agreement
and any modifications or additions in writing that up to such timc may
have been made. A draft of such instrument of assignment shall be
submitted to EGPC for review and approval before being formally
executed.

(3) The assignor(s) must submit to EGPC reasonable documents that
evidence the assignee's financial and technical competence. and the

documents that confirm the affiliation of such company to thc
CONTRACTOR/CONTRACTOR MEMBER.

(d) Any assignment, sale. transfer or other such convevance made pursuant to
the provisions of this Article XXI shall be free of anv transfer, capital gains
taxcs or rclated taxcs, charges or focs including without limitation, all
Incom¢ Tax, Salcs Tax, Valuc Addcd Tax, Stamp Duty, or other Taxcs or
similar pavments.

(¢) Once the assignor and a proposed third party assignee, other than an
Atfhhated Company. have agreed the final conditions of an assignment. the
assignor shall disclose m details such final conditions, including the value
of cach assignment dcal valucd in U.S. Dollars, in a written notification to
EGPC. EGPC shall have the right to acquire the mnterest intended to be
assighed, 1f within ninety (90) davs from assignor’s written notification,
EGPC delivers to the assignor a written notification that 1t accepts the same
conditions agreed to with the proposed third party assignee. If EGPC does
not deliver such notification within such ninety (90) dav period, the
assignor shall havc the right to assign to the proposcd third party assignee,
subjcct to the Government approval undcr paragraph (a) of this Article.
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In the event that EGPC exercises its option to acquire the interest intended
to be assigned and if a joint opcrating agreement 1s not alrcady ¢xisting
among thc CONTRACTOR MEMBERS including the assignor, EGPC and
CONTRACTOR shall negotiate 1n good faith to enter into a joint operating

agreement, according to the model published by the Association for
International Petroleum Negotiators to finalize such agreement within one
hundred and twenty (120) days from EGPC's notification. If EGPC and
CONTRACTOR cannot agrce on a joint opcrating agrecment within such
one hundred and twenty (120) dav period, the assignor shall have the nght
to assign to the proposed third party assignee, subject to the Government
approval under paragraph (a) of this Article.

() As long as the assignor shall hold anv interest under this Agreement, the
assignor togcther with the assignee shall be jointly and scverally hable for
all duties and obligations of CONTRACTOR under this Agreement.

ARTICLE XXII
BREACH OF AGREEMENT AND POWER TO CANCEL

(a) The GOVERNMENT shall have the right to cancel this Agreement by Order
or Presidential Decree, with respect to CONTRACTOR, m the following
instances:

(1) If it knowingly has submuttcd any falsc statcments to the GOVERNMENT
which were of a matenal consideration for the execution of this Agreement;

(2) If 1t assigns any interest hereunder contrary to the provisions of Article
XXI:

(3) It 1t is adjudicated bankrupt by a court of competent jurisdiction;

(4) If 1t docs not comply with anv final dccision rcached as the result of
court proceedings conducted under Article XXIV (a);

(5) If it mtentionally extracts any mineral other than Petroleum not authonzed
by this Agreement or without the authority of the GOVERNMENT, except
such extractions as mayv be unavoidable as the result of the operations
conductcd hercunder 1in accordance with acceepted Pcetrolcum  industry
practice and which shall be notified to the GOVERNMENT or its

representative as soon as possible; and
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(6) If it commits any material breach of this Agreement or of the provisions

of Law No. 66 of 1933, as amended by Law No. 86 of 1956, which are
not contradicted by the provisions of this Agreement.
Such canccllation shall take place without prejudice to any rights which
may havc accrucd to thc GOVERNMENT against CONTRACTOR in
accordance with the provisions of this Agreement. and, in the event of
such cancellation, CONTRACTOR, shall have the right to remove from
the Area all 1ts personal property.

(b) If thc GOVERNMENT dcoms that onc of the aforcsaid causcs (other than a
forcc majcurc causc rcferred to 1 Article XXIII) cxasts to cancel this
Apreement, the GOVERNMENT shall give CONTRACTOR ninety (90) days
written notice personally served on CONTRACTOR's General Manager 1n the

.

legally official manner and receipt of which 1s acknowledged by him or by his

lcgal agents, to remedy and remove such causc; but if for any rcason such
scrvice 18 1mpossible duc to unnotificd change of address, publication n the
Official Journal of the GOVERNMENT of such notice shall be considered as
valid service upon CONTRACTOR. If at the end of the said ninety (90) day

notice period such cause has not been remedied and removed, this Agreement

mav be canceled forthwith by Order or Presidential Decree as aforesaid;
provided however, that if such cause, or the failure to remedy or remove such

cause, results from any act or omussion of one party, cancellation of this

Agreement shall be effective onlv against that party and not as against any
other party hercto.
ARTICLE XXIII
FORCE MAJEURE

(a) The non-performance or delav 1in performance by EGPC and CONTRACTOR,
or either of them of anv obligation under this Agreement shall be excused if,
and to the cxtent that, such non-performance or delay 1s caused by foree
majcurc. The period of any such non-performance or delay, together with such
period as may be necessary for the restoration of any damage done during such
delay, shall be added to the time given in this Agreement for the performance
of such obligation and for the performance of any obligation dependent thereon
and conscquently, to the term of this Agreement, but only with respect to the
block or blocks affceted.
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(b) "Force Majeure" within the meaning of this Article XXIII, shall be anv act
of God, surrection, riot, war, strike, and other labor disturbance, fires,
floods or anv cause not due to the fault or negligence of EGPC and
CONTRACTOR or erther of them, whether or not similar to the foregomng,
provided that anv such cause 1s bevond the reasonable control of EGPC and
CONTRACTOR, or etther of them.

(c) Without prejudice to the above and except as may be otherwise provided
hercin, the GOVERNMENT shall mcur no responsibility whatsocver (o
EGPC and CONTRACTOR, or cithcr of them for any damages, restrictions

or loss arismg in conscquence of such casc of force majcurc hercinaftcr

rcforred to 1n this Article.

(d) If the force majeure event occurs during the initial Exploration period or any
extension thercof and continues 1n effect for a period of six (6) months
CONTRACTOR shall have the option upon ninety (90) days prior written
notice to EGPC to terminate its obligations hereunder without further
hability of any kind.

ARTICLE XXIV
DISPUTES AND ARBITRATION

(a) Any disputc, controversy or claim arnsing out of or rclating to this
Agreement or the breach, termination or invalidity thereof, between the
GOVERNMENT and the parties shall be referred to the jurisdiction of the
appropriate courts of A R.E. to settle any dispute arising on the
interpretation or the execution of any term of this Agreement.

(b) Any dispute, comntroversy or claim ansing out of or relating to this
Agreement, or breach, termination or imnvalidity thereof between EGPC and
CONTRACTOR shall be settled by arbrtration in accordance with the
Arbitration Rules of the Cairo Regional Center for International

‘cct on the datc of this

Agrcement, the approval of the Minister of Pctrolcum 1s provided 1n casc

EGPC only turn to arbitration. The award of the arbitrators shall be final

"

Commecrcial Arbitration (the Ccenter) mn ¢

and binding on the partics.
(¢) The number of arbitrators shall be three (3).
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(d) Each party shall appoint one arbitrator. If, within thirtv (30) davs after
rceeipt of the claimant's notification of the appomtment of an arbitrator the
respondent has not notified the claimant in wnting of the name of the
arbitrator hc appoints, the claimant may request the Center to appoint the
second arbitrator.

(¢) The two arbitrators thus appomtcd shall choosc the thard arbitrator who will
act as the presiding arbitrator of the tribunal. If within thirty (30) davs after
the appomtment of the sccond arbatrator, the two arbitrators have not agreed
upon the choice of the presiding arbitrator, then erther party may request the
Scerctary General of the Permanent Court of Arbitration at the Haguc to
designate the appointing authority. Such appointing authority shall appoint
th¢ presiding arbitrator in the same way as a solc arbitrator would bce
appointed under Article 6.3 of the UNCITRAL Arbitration Rules. Such
presiding arbitrator shall be a person of a nationality other than A R.E. or
the nationality of the CONTRACTOR and of a country which has
diplomatic relations with both AR.E. and the nationality of the
CONTRACTOR and who shall have no economic interest in the Petroleum
business of the signatornes hereto.

(f) Unlcss otherwise agrecd by the partics to the arbitration, the arbitration,
including the making of the award, shall take place in Cairo, A RE. .

(2) The decision of the arbitrators shall be final and binding upon the Parties,
including the arbitration fees and all the related 1ssucs and the ¢xecution of
the arbitrators decision shall be referred to the appropriate courts according
to the Egvptian laws.

(h) Egvptian Law shall apply to the dispute except that in the event of any
conflict between Egvptian Laws and this Agreement. the provisions of this
Agreement (including the arbitration provision) shall prevail. The
arbitration shall be conducted m both Arabic and English languages.

() EGPC and CONTRACTOR shall agree that if, for whatever reason,
arbitration 1n accordance with the above procedure cannot take place. all
disputcs, controversics or ¢laims arising out of or rclating to this Agrcement
or the breach, termination or mmvalidity thereof shall be settled by ad hoc
arbitration m accordance with th¢e UNCITRAL Rulcs mn cffcct on the
Effective Date.
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ARTICLE XXV
STATUS OF PARTIES

(a) The nghts, duties, obligations and habilities 1n respect of EGPC and
CONTRACTOR hcrcunder shall be scveral and not joint or collcctive, 1t
being understood that this Agreement shall not be construed as constituting
an association or ¢corporation or partncrship.

(b) CONTRACTOR shall be subject to the laws of the place where 1t 1s
incorporated regarding 1ts legal status or creation, organization, charter and
by-laws, sharchelding, and owncrship
CONTRACTOR's shares of capital which are entirely held abroad shall not be
ncgotiable 1n the A.R.E. and shall not be offered for public subscription nor

shall be subject to the stamp tax on capital shares nor any tax or dutv in the
ARE. Anv procedure carned out by CONTRACTOR/CONTRACTOR
MEMBER m A RE. or outsidc A.R.E. that lcads to changc of control of the
CONTRACTOR/CONTRACTOR MEMBER on its share in the company's
capital, shall be subject to the procedures and provisions of Article IX"
Bonmuses" and Article XXI "Assignment”. CONTRACTOR shall be exempted
from the application of Law No. 159 of 1981 as amended.

(c) In case CONTRACTOR consists of more than one member, all
CONTRACTOR Members shall be jointlv and severally hable for the
pcrformance of the obligations of CONTRACTOR under this Agreement,

ARTICLE XXVI
LOCAL CONTRACTORS AND
LOCALLY MANUFACTURED MATERIAL

CONTRACTOR or Operating Company, as the case may be, and their contractors

shall:

(a) Give priority to local contractors and sub-contractors, including EGPC's
Affiliated Companies as long as their performance 1s comparable with
international performance and the prices of their services are not higher
than the prices of other contractors and sub-contractors by more than ten

pereent (10%).
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(b) Give preference to locally manufactured matenal. equipment, machinery and
consumablcs so long as their quality and time of delivery arc comparable (o
internationally available matenial, equipment, machmery and consumables.
However, such matenal, equipment. machinery and consumables mav be
importcd for opcrations conducted hercunder 1f the local price of such 1tems at
CONTRACTOR's or Operating Company's operating base in A.R.E. 1s more
than ten percent (10%) higher than the price of such imported tems before
customs duties, but after transportation and insurance costs have been added.

ARTICLE XXVII
ARABIC TEXT

The Arabic version of this Agreement shall, before the appropnate courts of ARE.,

be referred to 1 construing or interpreting this Agreement; provided however | that

in any arbitration pursuant to Articlc XXIV hercin above between EGPC and

CONTRACTOR the English and Arabic versions shall both be referred to as

having equal force 1n construing or interpreting this Agreement,

ARTICLE XXVIII
GENERAL

The headings or titles to cach of the Articles to this Agreement are solcly for the

convenicnee of the partics hercto and shall not be uscd with respect to the

interpretation of said Articles.
ARTICLE XXIX

COPIES OF THE AGREEMENT
This Agreement 15 1ssued of four (4) identical Driginal's,, the Government and
EGPC retain three (3) originals, CONTRACTOR retains one (1) original of this
Agreement to act 1 accordance to 1ts provisions i1f necessary.

ARTICLE XXX
LEGAL HEADQUARTERES

The parties approved that the address supplemented to their entity in the preface
hereunder 1s their chosen address for notification, all notices sent and
correspondences received to such address are considered valid with the outcome
of all 1ts legitimate effects. In the event any of the parties changes the aforesaid
address, such Party shall notify the other Party by a rcgistered letter upon
receipt. Otherwise, the correspondence sent to the aforementioned address 1s to
be considered valid with the outcome of all its legitimate effects.
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ARTICLE XXXI
APPROVAL OF THE GOVERNMENT

This Agreement shall not be binding upon any of the parties hereto unless and
until a law 1s 1ssucd by the compcetent authorntics of the A.R.E. authorzing the
Minister of Pctrolcum to sign this Agreement and giving this Agrcement full
force and effect of law notwithstanding any countervailing Governmental
enactment , and the Agreement 1s signed by the GOVERNMENT, EGPC, and
CONTRACTOR.

SHELL EGYPT N.V.
In his capacity
N, i e

EGYPTIAN GENERAL PETROLEUM CORPORATION
In his capacity
N oo e e e et e

ARAB REPUBLIC OF EGYPT

In his capacity

Name: ... e
DATE: . ovovcot oo, S
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ANNEX "A™"
CONCESSION AGREEMENT FOR PETROLEUM EXPLORATION
AND EXPLOITATION
BETWEEN
THE ARAB REPUBLIC OF EGYPT
AND
THE EGYPTIAN GENERAL PETROLEUM CORPORATION
AND
SHELL EGYPT N.V.
IN
NORTH UM BARAKA AREA
WESTERN DESERT
A.RE.

BOUNDARY DESCRIPTION OF THE CONCESSION AREA
Anncx "B" 15 a provisional lustrative map at an approximatc scalc of 1 : 1.401;“1'.0'0'00
showing the Area covered and affected by this Agreement. .

- The Arca measures approximately five thousand six hundfed twenty three
square kilometers and seven hundred square meters ( 5623,7 km*) of surface
Area. It 1s composed of all or part of Exploration Blocks. the whole Blocks
arc defined on three (3) minutes latitude by three (3) minutes longitude grid.

- It 13 to be noted that the delineation lines of the Area in Annex "B" are
intended to be only illustrative and provisional and may not show accuratcly
their true position in relation to existing monuments and geographical

features.
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Coordinates of the corner points of the Area are given in the following table

which forms an integral part of Annex "A" :-

BOUNDARY COORDINATES
OF
NORTH UMBARAKA BLOCK
AREA
WESTERN DESERT
BLOCK :A: -
POINT NO. LATITUDE LONGITUDE
High Tide Shore Line of the
1 26 ° 45 ' 00,00 "
Mediterranean Sea
3 27°00'00.00 "
7 26 ° 59 00.00 "
8 260587 00.00 "
9 31°03 ' 00.00 " 126 ° 58" 00.00 "
10 3103 ' 00.00 " 26 ° 57 00.00 "
11 31 ° 04 ' 00.00 " 26 © 57 00.00 "
12 31°04700.00" 26 ° 55 ' 00,00 "
15 31200 ' 00.00 " 26 ° 58 ' 00.00 "
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POINT NO. LATITUDE LONGITUDE
29 31°09'00.00" 26 ° 390000 ™
31 31°03'00,00" 26 ° 30 ' 00.00 "
32 31°03'00.00" o | 26°33'00.00"
33 31°00'00,00" 26 °33'00.00"
34 31 ° 00 ' 00,00 ™ | 20 ° 36 " 00,00 "

35 30°5600.00" 26 ° 36 ' 00.00 "

Cad
-

30256 '00.00" 26 ° 37 00.00 "

37 30°S85700,00 " 26 ° 37 '00.00 "
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POINT NO.
38
39
40
41
42
43
14
45
46
47
48
49
50

31

LATITUDE
30°35700.00 "
30 °34 00,00 "
30 ° 54 100,00 "
30°33700,00 "

30°353 700,00 "

30 ° 52 00,00 "
30°82"700.00"
31°00'00.00"

31°00'00.00"

30°37 700,00 "
30°37700,00 "
30 ° 54 700,00 "
30 ° 54 00,00 "
31°00'00.00 "
31°00700,00"
31°03700,00"

31°03700,00"

31°06'00.00"

31°06 ' 00.00 "

31°12'00.00

31°12'00.00"

31°35700,00 "

31°35700,00 "

LONGITUDE
26 © 38 ' 00.00 "
26 © 38 ' 00.00 "
26 ° 36 ' 00,00 "
26 ° 36 ' 00.00 "
26 ° 30 ' 00.00 "
26 ° 30 ' 00.00 "
26 © 24 ' 00,00 "
26 © 24 ' 00.00 "
26 © 21 ' 00.00 "
26 ° 21 00.00 "
26 ° 18 ' 00.00 "
26°18'00.00 "

26 ° 06 ' 00.00 "
26°06 ' 00.00 "
26 ° 00 ' 00.00 "
26 ° 00 ' 00,00 "
26 ° 07 ' 00.00 "
26 ° 07 ' 00.00 "
26 ° 05 ' 00.00 "
26 ° 05 ' 00.00 "
26 ° 00 ' 00.00 "
26 ° 00 ' 00,00 "

26 ° 06" 00,00 "
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POINT NO.
61
62

63

LATITUDE
31°30'00.00"
31°30'00.00 "
31°28720,00"

31°28720,00"

High Tide Shore Line of the

Mediterranean Sea

High Tide Shore Line of the

Mediterranean Sea
31°28'40.00 "
31°28'40.00"

High Tide Shore Line of the

Mecoditerrancan Sca

LONGITUDE
26 ° 06 ' 00.00 "
26 °22'00.00"
26°22700,00"
26 ° 247 00,00 "

26° 247 00,00 "

26 °32"'40.00 "

26 ° 32" 40,00 "
26 °37'00.00 "

26 °37'00.00 "

BLOCK "B'' :-

POINT NO.
1

e &S 1= e W

[—
o

LATITUDE
31°35'40.00 "

31°12'00.00 "
31°12'00.00 "
31°18 ' 00.00 ™
31°18° 00,00 ™
31°19° 00,00 "

31°19'00.00"

31°21'00.00"
31°21°'00.00"
31°28'00.00 "

LONGITUDE
25°48 ' 00,00 "
25°48 ' 00,00 "
258°42' 00,00 "
25°42 ' 00,00 "
25°30 ' 00,00 "
253°30' 00,00 "
25°27 100,00 "
25°27700,00 "
25°247 00,00
25°24 7 00.00 ™
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ANNEX "C-1"
Letter of Guaranty
Letter of Guaranty No. --- (Cairo ------------ 200--)
EGYPTIAN GENERAL PETROLEUM CORPORATION.

Gentlemen,

The undersigned, National Bank of Egvpt ( or any bank operating in A.R.E.
undcr the supervision of the Central Bank of Egvpt and that has credit rating not
Icss than that of A.R.E. ) as Guarantor, hcrcby guarantees to the EGYPTIAN
GENERAL PETROLUEM CORPORATION ( hcrcimnaftcr rcefcrred to as ™
EGPC ™) to the limit of twenty cight million U.S. Dollars ($§ 28,000,000 ), the
performance by © SHELL EGYPT NYV. & (hercinafter refcrred to as
“CONTRACTOR™) of its obligations rcquircd for Exploration opcrations to
spend a minimum of twenty cight million U.S. Dollars (5 28,000,000 ) during
the mitial four (4) vears of thc Exploration pcriod under Article IV of the
Conccession Agreement 1ssucd by Law NoO, =====mmmmmmmmmmcee e (hcreinattcr
rcferred to as the “Agreement™) covering NORTH UM BARAKA Arca
Western Descrt described in Anncexes “A™ and “B” of said Agrecment, by and
between the Arab Republic of Egypt (hereinafter referred to as “A.R.E™), EGPC
and CONTRACTOR, dated ------- .

It 15 undcrstood that this Guaranty and the hability of the Guarantor hercundcr
shall be reduccd quarterly, during the period of cxpenditure of said twenty cight
million U.S. Dollars ($ 28,000,000) by thc amount of moncy cxpended by
CONTRACTOR for such Exploration opcrations during cach such quartcr.
Each such rcduction shall be cstablished by the joint writtcn statcment of
CONTRACTOR and EGPC.

In the ¢cvent of a claiam by EGPC of non-pcrformance or surrender of the
Agrcement on the part of CONTRACTOR prior to fulfillment of said minimum
cxpenditure obligations under Arficle IV of the Agreement, there shall be no
liability on thc undcersigned Guarantor for payment to EGPC unlcss and until
such lability has been cstablished by written statcment of EGPC sctting forth

the amount due under the Agreement.
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It 15 a further condition of this Letter of Guaranty that:

(1) This Letter of Guaranty will become available only provided that the
Guarantor will have been mmformed m wrting by CONTRACTOR and
EGPC that th¢ Agreement between CONTRACTOR, A R.E. and EGPC has
become effective according to its terms and said Guaranty shall become

cttective on the Effective Date of said Agreement.

(2) This Letter of Guaranty shall in any event automatically expire:

.

cclive, or

(a) Four ycars and six (6) months after the date 1t becomcs ¢

(b) At such tim¢ as thc total of thc amounts shown on quartcrly joint
statements of EGPC and CONTRACTOR equals or exceeds the amount

of said mimimum expenditure obligation, whichever 1s earlier.

(3) Consequently, any claim, 1 respect thereof should be made to the Guarantor
prior to cither of said cxpiration dates at the latest accompamed by EGPC's
written statement, setting forth the amount of under-expenditure by
CONTRACTOR to the effect that: )
(a) CONTRACTOR has failed to perform its cxpenditure Gbligatibns

referred to in this Guaranty, and
(b) CONTRACTOR has failed to pay the expenditure deficiency to EGPC.

Please return to us this Letter of Guarantv in the event 1t does not become

cttcctive, or upon the expiry date.

Yours Faithfully,

Accountant : ... ...

Manager ;... ..
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Annex " C-2 "
THE GUARANTY
EGYPTIAN GENERAL PETROLEUM CORPORATION

Gentlemen,

Referencee 15 made to this Agreement 1ssued by virtue of law No.--- of 20.... by
and between the Arab Republic of Egyvpt (A.R.E.) , The Egvptian General
Pctrolcum Corporation (EGPC) SHELL EGYPT N.V. (SHELL EGYPT),
("SHELL EGYPT" heremafter referred to as " CONTRACTOR") .

SHELL EGYPT N.V. which 1s the partner with EGPC in the Concession

Agreement 1ssued by virtue of law No.====mmmmmmmmcmmm e . as Guarantor and on
behalt of CONTRACTOR hereby undertakes that, if CONTRACTOR spends
during the four (4) vear mitial Exploration peniod less than the mimimum
amount specified for such period of twenty eight million U.S. Dollars
($ 28,000,000 ) (the differenec being hercundcer desceribed as “Shortfall™y, EGPC
shall notifyy SHELL EGYPT N.V. as CONTRACTOR and as Guarantor in

writing of the amount of the Shortfall. Within fifteen (15) days of receipt of said
notice, SHELL EGYPT N.V. on behalf of CONTRACTOR shall pav and / or

transfer to EGPC a quantity of Petroleum sufficient in value to cover the
Shorttall.

In case said Petroleum shall be transferred, 1t will be deducted from SHELL
EGYPT N.V. sharc of Pctrolcum production from all its Devclopment Leascs,
pursuant to the terms of the Concession Agreement for Petroleum Exploration
and Exploitation i1ssucd by wvirtuc of the law No.-----of----------- and said
Petroleum shall be valued at the time of the transfer to EGPC in accordance
with the provisions of the Concession Agreement, from which such sharc has

been transferred.
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CONTRACTOR may at any time between the date hereof and the date on
which this guaranty shall expire submit a bank guaranty of twenty eight million
U.S. Dollars ($ 28,000,000 ) or of the value of the Shortfall in the form of the
bank letter of guaranty attached, in such event the provisions of this guarantv
shall automatically lapsc and bc of no ctfcct.

It 1s understood that this Guaranty and the responsibility of the Guarantor under thas
Guaranty shall be reduced quarterly by the amounts spent by CONTRACTOR
through the Operating Company and approved by EGPC.

This guaranty shall cxpirc and become null and void on the date six (6) months
after the end of the mmitial four (4) vear Exploration period or on the date EGPC
confirms that CONTRACTOR. fulfilled 1ts obligations hereunder.

Yours Faithfully,

SHELL EGYPT N.V,
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ANNEX "D"
CHARTER OF OPERATING COMPANY

ARTICLE 1
A jomnt stock company having thc nationality of thc ARAB REPUBLIC OF
EGYPT shall be formed with the authonzation of the GOVERNMENT i1n
accordancc with the provisions of this Agrcement reterred to below and of this
Charter.
The Company shall be subject to all laws and rcgulations i foree 1in the A.R.E.
to the extent that such laws and regulations are not inconsistent with the
provisions of this Charter and the Agrcement referred to below,

ARTICLE 11
The name of the Opcrating Company shall be mutually agreed upon between
EGPC and CONTRACTOR before the date of the Minister's of Petroleum
approval of the Devclopment Leasc and shall be subjcct to the approval of the

Minister of Petroleum.

ARTICLE III
The Head Office of Operating Company shall be in the A R E. in Cairo.
ARTICLE IV
The objcct of Opcerating Company 18 to act as the agenev through which EGPC
and CONTRACTOR, carry out and conduct the Development operations
required 1in accordance with the provisions of the Agreement signed on the ------
dav of --------mmmm—-- by and between the ARAB REPUBLIC OF EGYPT, THE
EGYPTIAN GENERAL PETROLEUM CORPORATION and
CONTRACTOR covering Petroleum operations in NORTH UM BARAKA
Arca , Western Descert described therein.

Operating Company shall be the agency to carry out and conduct Exploration
opcrations on the datc it comes mto ¢xistence pursuant to Work Programs and
Budgets approved in accordance with the Agreement.

Opcrating Company shall keep account of all costs, cxpenscs and ¢xpenditurcs
for such operations under the terms of the Agreement and Annex "E" thereto.
Opcrating Company shall not cngage 1n any business or undertake any activity
bevond the performance of said operations unless otherwise agreed upon by
EGPC and CONTRACTOR.
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ARTICLE V

The authorized capital of Operating Company 1s twenty thousand (20.000)
Egvptian Pounds divided into five thousand (5,000) shares of common stock
with a value of four Egvptian Pounds per share having equal voting nights, fully
paid and non-assessable.
EGPC and CONTRACTOR shall each pay for, hold and own, throughout the
life of Operating Company. one half (1/2) of the capital stock of Operatmg
Company provided that only 1n the event that erther party should transfer or
assien the whole or anv percentage of 1ts ownership interest in the entirety of
the Agreement, may such transferring or assigning party transfer or assign any
of the capital stock of Operating Company and. 1n that event, such transferring
or assigning party (and 1ts successors and assignees) must transfer and assign a
stock 1nterest in Operating Company equal to the transferred or assigned whole
or percentage of 1ts ownership interest in the entirety of the said Agreement.

ARTICLE VI
Operating Company shall not own any night, title, iterest or estate 1 or under
the Agreement or any Development Lease created thereunder or in any of the
Pctrolcum produccd from any Exploration Block or Dcevelopment Lceasc
thercunder or in any of the asscts, ¢cquipment or other property obtained or used
in conncction therewith, and shall not be oblhigated as a principal for the
financing or pcriformance of any of the dutics or obligations of cither EGPC or
CONTRACTOR under the Agreement. Opcrating Company shall not make any
profit from any sourcc whatsocver.

ARTICLE VII
Opcrating Company shall bc no morc than an agent for EGPC and
CONTRACTOR. Whencever it 1s indicated hercin that Opcerating Company shall
dceide, take action or make a proposal and the like, 1t 1s undcrstood that such
dceision or judgment 18 the result of the decision or judgment of
EGPC/CONTRACTOR or EGPC and CONTRACTOR, as may bc requircd by
the Agreement.
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ARTICLE VIII

Operating Companyv shall have a Board of Directors consisting of eight (8)
members, four (4) of whom shall be designated by EGPC and the other four (4)
by CONTRACTOR. The Chairman shall be designated by EGPC and shall also
be a Managing Dircctor. CONTRACTOR shall designate the General Manager
who shall also be a Managing Director.

ARTICLE IX
Meetings of the Board of Directors shall be valid if a majority of the Directors
ar¢ present and any deeision taken at such mectings must have the atfirmative
vote of five (5) or more of the Directors; provided, however, that any Director
may be represented and vote by proxy held by another Director.

ARTICLE X
(General meetings of the Shareholders shall be valid 1f a majority of the capital
stock of Opcrating Company 1s rcpresented thercat. Anv decision taken at such
mectings must have the affirmative vote of Sharcholders owning or representing
a majority of the capital stock.

ARTICLE XI
The Board of Directors shall approve the regulations covering the terms and

conditions of emplovment of the personnel of Operating Company employved

dircctly bv Opcrating Company and not assigned thercto by CONTRACTOR
and EGPC.

The Board shall, in duc course, draw up the By-Laws of Opcrating Company,
and such By-Laws shall be effective upon being approved by a General Meeting

of thc Sharcholdcrs, 1n accordance with the provisions of Article X hercof,
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ARTICLE XII

Operating Company shall come mnto existence within thirty (30} davs after the
date of the Minister's of Petroleum approval of a Development Lease, whether
for O1l or Gas ., as provided for i the Agreement (unless otherwise agreed by
EGPC and CONTRACTOR).

The duration of Operating Company shall be for a peniod equal to the duration
of the said Agreement, imncluding any renewal thereof.

The Operating Company shall be wound up 1f the Agreement referred to above

15 terminated for anyv reason as provided for therein.

SHELL EGYPT N.V.
In his capacity

EGYPTIAN GENERAL PETROLEUM CORPORATION
In his capacity

Name: .. ... ..

Date: ... ... .. L
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ANNEX "E"
ACCOUNTING PROCEDURE
ARTICLE I
GENERAL PROVISIONS
(a) Definitions:
The definitions contained in Article [ of the Agreement shall apply to this
Accounting Procedure and have the same meanings.
(b) Statements of activity:

(1) CONTRACTOR shall, pursuant to Article IV of this Agreement, and
untll the coming nto exaistence of the Operatmg Companv - 1n
accordance with Article VI of the Agrcement - render to EGPC within
thirty (30) davs of the end of each calendar quarter a Statement of
Exploration Activity reflecting all charees and credits related to the
Exploration Opcrations for that quartcr summarized by appropratc
classifications indicative of the nature thereof.

(2) Following 1ts coming into existence, Operating Company shall render to
EGPC and CONTRACTOR within fifteen (15) days of the end of each
calendar quarter a Statement of Development and Exploration Activity
rctlecting all charges and credits related to the Development and
Exploration operations for that quarter summarized by appropriate
classifications indicative of the nature thereof, except that items of
controllablc matcnal and unusual charges and credits shall be detailed.
Pursuant to Article VII, EGPC shall audit and approve each statement
of Development and Exploration Activity submitted by the
CONTRACTOR or the Opcrating Company (as the casc may be). Any
comments made by EGPC shall be reflected by the CONTRACTOR or
the Operating Company (as the case may be) on the Statement produced

for the ncxt calendar quarter.
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(c) Adjustments and Audits:

(1) Each quarterly Statement of Exploration Activity pursuant to Article I
(b) (1) of this Anncx shall conclusively be presumed to be truc and
correct after three (3) months following the receipt of each Statement
by EGPC unlcss within the said three (3) months EGPC takcs writicn
exception thereto pursuant to Article IV (f) of the Agreement. Durnng
the said three (3) month period supporting documents will be available
for inspection by EGPC during all working hours.

CONTRACTOR will have the same audit rights on Operating
Company Statements as EGPC under this sub-paragraph.

(2) All Statements of Development and Exploration Activity for any
calendar quarter pursuant to Article I (b) (2) of this Annex. shall
conclusively be presumed to be true and correct three (3) months
following the reecipt of such Statcment, unless within the said three (3) |
month period EGPC or CONTRACTOR takes written exception
thereto. Pending expiration of said three (3) months EGPC or
CONTRACTOR or both of them shall have the right to audit Operating
Company accounts, records and supporting documents for such quarter
1n the same manner as provided 1 Article IV (f) of the Agreement.

(d) Currency Exchange:

CONTRACTOR's books for Exploration and Opcrating Company's books

for Development and Exploration, if any, shall be kept in the A R.E. in US.

Dollars. All U.S. Dollars cxpenditures shall be charged in the amount

expended. All Egyptian Pounds expenditures shall be converted to U.S.

Dollars at thc applicable rate of ¢xchange 1ssucd by the Central Bank of

Egvpt on the first dav of the month 1n which expenditures are recorded, and
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all other non-U.S. Dollars expenditures shall be translated to U.S. Dollars at
th¢ buving ratc of cxchange for such currency as quoted by National

Westminster Bank Limited, London at 10.30 a.m. G.M.T.. on the first day

of th¢ month 1n which ¢xpenditures are recorded. A record shall be kept of
the exchange rates used n translating Egyptian Pounds or other non-U.S.
Dollars expenditures to U.S. Dollars.

(e) Precedence of Documents:

In the event of anv inconsistency or conflict between the provisions of this

Accounting Procedure and the provisions of the Agreement treating the

same subject differently, then the provisions of the Agreement shall prevail.
(f) Revision of Accounting Procedure:

By mutual agrcement between EGPC and CONTRACTOR, this Accounting

Procedure mayv be revised 1n wnting from time to tume 1n the light of future

arrangements.

(g) No Chargc for Intcrest on Investment:

Interest on investment or any bank fees, charees or commissions related to
any bank guarantees shall not at any time be charged as recoverable costs

undcr the Agreement.
ARTICLE 11
COSTS, EXPENSES AND EXPENDITURES

Subject to the provisions of the Agreement, CONTRACTOR :Shall alonc bear
and, directly or through Operating Company, pay the following costs and
cxpenscs, which costs and cxpenscs shall be classificd and allocated to the
activities according to sound and generally accepted accounting principles and
treated and recovered in accordance with Article VII of this Agreement:
(a) Surface Rights:

All direct cost attributable to the acquisition. renewal or relinquishment of

surface rights acquircd and maintaincd 1in force for the Arca.
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(b) Labor and Related Costs:

(1) Salancs and Wagcs, which was approved by EGPC, of CONTRACTOR's
or Operatimg Company's emplovees, as the case may be. directly engaged
the various activitics under the Agreement including salarics and wagcs
paid to geologists and other employvees who are temporanly assigned to and

emploved in such activities.

iy

eeted to take

Rcasonablc revisions of such salarics and wagcs shall be ¢

mmto account changes m CONTRACTOR's policies and amendments of
laws applicable to salaries. For the purpose of this Article I (b) and

Article II (¢) of this Annex, salarnies and wages shall mean the assessable
amounts for A.R.E. Income Taxes, including the salaries during vacations
and sick lcavces, but excluding all the amounts of the other items covered
bv the percentage fixed under (2) below.
(2) For expatnate emplovees permanently assigned to Egypt:
1. All allowanccs applicable to salarics and wagcs;
2. Cost of established plans; and |
3. All travel and relocation costs of such expatriate -emplc:yées': and their
familics to and from the cmplovee's country or point of origin at the
time of employment, at the time of separation. or as a result of
transfer from one location to another and for vacation (transportation
costs for cmployees and their familics transferring from the A .R.E. 1o
another location other than their country of origin shall not be charged
to A.R.E. Opcrations).
Costs under this Article I1 ( b ) ( 2 ) shall be deemed to be equal to seventy
percent { 70 %) or applied percentage, which s lesser, of basic salaries and
wagcs paid for such ¢xpatnate personncel including thosc paid during vacations
and sick leaves as established in CONTRACTOR's mternational policies,
chargcablc undcer Article 11 (b) (1), Article II (1) of this Anncx.
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However, salaries and wages during vacations, sick leaves and disability are
covered by the foregoing percentage. The percentage outlined above shall be
deemed to reflect CONTRACTOR's actual costs as of the Effective Date with
regard to the following benefits, allowances and costs :-

1. Housing and Utilities Allowance.

2. Commodities and Services Allowance.

3. Special Rental Allowance.

4. Vacation Transportation Allowance.
5. Vacation Travel Expense Allowance.
6. Vacation Excess Bageage Allowance.

7. Education Allowanccs (Children of Expatriatc Employccs).

8. Hypothctical U.S. Tax Offsct (which rcsults in a rcduction of the

chargcablc pcreentage).
9. Storage of Personal Effects.
10. Housing Refurbishment Expense.
11. Property Management Service Fees.
12. Recreation Allowance.
13. Retirement Plan.
14. Group Life Insurance.
15. Group Medical Insurance. .
16. Sickness and Disability. _
17. Vacation Plans Paid (Em":lild'ihg Allowable Vacation Travel Expenses).

18. Savings Plan.
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19. Military Service Allowance.

20. F1.C.A.

21. Workman's Compensation.

22. Federal and State Unemployment Insurance.
23. Personnel Transfer Expense.

24. National Insurance.

25. Income taxes on above additional benefits.

The percentages outhned above shall be reviewed at intervals of three (3) vears
from the Eftcctive Date and at such tim¢ CONTRACTOR and EGPC will agrece
on new percentages to be used under this paragraph.

Revisions of the pereentages will take into consideration variances in costs and
changes in CONTRACTOR's international policies which change or exclude
any of th¢ above allowances and benctits.

The revised percentages will reflect as nearly as possible CONTRACTOR's
actual costs of all its cstablished allowances and benchits and of pcersonncl
transfers.

(3) For cxpatnatc cmployces tecmporarily assigned to E'g}fpt. all allowanccs,
costs of established plans and all travel relocation costs for such
cxpatriates as paid in accordance with CONTRACTOR's international
policies. Such costs shall not include anv administrative overhead.

(4) Costs of expenditure or contributions made pursuant to law or
assessment imposed by Governmental authority which are applicable to

labor cost of salanes and wages as provided under Article II (b) (1).

Article T (b) (2) and Article IT (i) of this Anncx.
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(c) Benefits, allowances and related costs of national employees:
Bonuses, overtime, customary allowances and benefits on a basis similar to

that prevailing for O1l companies operating 1 the A.R.E., all as chargeable

under Article 11 (b) (1) and Article II (1) of this Anncx. Scverance pay will

be charged at a fixed rate applied to payrolls which will equal an amount

equivalent to the maximum hability for severance pavment as required

under the A R.E. Labor Law.
(d) Material :

Material, equipment and supplies purchased or furnished as such by

CONTRACTOR or Operating Company.

(1) Purchases:

Materal, equipment and supplies purchased shall be at the price paid by
CONTRACTOR or Operating Companv plus any related cost and after
dcduction of all discounts actually reccived.

(2) Material Furnished by CONTRACTOR: |
Matenal required for operations shall be purchased directly Wheﬁﬂi}er
practicable, except that CONTRACTOR may furnish such material from
CONTRACTOR's or CONTRACTOR's Affiliated Companies stocks

outside the A R.E. under the following conditions:
1. Now Matcenal (Condition "A") . | |
New Material transferred from CONTRACTOR's or CONTRACTOR's

Affihated Companies warchouse or other properties shall be priced at
cost, provided that the cost of maternal supphed 1s not higher than
international prices for material of similar quality supplied on similar
terms. prevailing at the time such materal was supplied.
2. Uscd Matcrial (Conditions "B" and "C") :
(a) Material which 1s 1n sound and serviceable condition and 1s surtable
for reuse without reconditioming shall be classed as Condition "B"

and priced at scventy-five pereent (75%) of the price of new matcenal.
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(b) Matcrial which cannot be classificd as Condition "B" but which 1s
scrviceable for original function but substantially not suitablce for
reconditioning, shall be classed as Condition "C" and priced at fifty
percent (50%) of the price of new matenial.

(c) Matenal which cannot be classified as Condition "B" or Condition
"C" shall be priced at a value commensurate with 1ts use.

(d) Tanks, buildings and other equipment mvolving erection costs shall be
charged at applicable percentage of knocked - down new price.

(3) Warranty of Materials Furnished by CONTRACTOR :
CONTRACTOR does not warrant the material furnished beyond or back
of the dealer's or manufacturer's guaranty; and in case of defective
material, credit shall not be recorded until adjustment has been received
bv CONTRACTOR. from manufacturers or their agents.

It 1s understood that the value of the Warehouse stock and spare parts
shall be charged to the cost recovery category defined above, only when
used 1n operations.

(e) Transportation and Employee Relocation Costs:

(1) Transportation of equipment, materials and supplies necessary for the
conduct of CONTRACTOR's or Operating Company's activities.

(2) Busincss travel and transportation cxpenscs to the cxtent covercd by
cstablished policics of CONTRACTOR or with regard to expatnate and
national emplovees, as incurred and paid by, or for, employees in the
conduct of CONTRACTOR's or Operating Company's business.

(3) Emplovees transportation and relocation costs for national emplovees to

the extent covered by established policies.
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(f) Services:

(1) Outside services: The costs of contracts for consultants, services and
utilities procured from third parties.

(2) Cost of scrvices performed by EGPC, by CONTRACTOR or by ther
Affiliatcd Companics in facilitics insidce or outside the A.R.E. Regular,
recurring, routing services, such as interpreting magnetic tapes and/or
other analvses, shall be performed and charsed bv EGPC and/or
CONTRACTOR or their Affihated Companies at an agreed contracted
pricc. Major projects involving engincering and design services shall be
performcd by EGPC and/or CONTRACTOR or thar Affiliated
Companies at a negotiated contract amount.

(3) Use of EGP('s, CONTRACTOR's or their Affiliated Companies' wholly

owned equipment shall be charged at a rental rate commensurate with

the cost of ownership and opcration, but not in ¢xccss of competitive
ratcs currently prevailing in the A RE. .
(4) CONTRACTOR's and CONTRACTOR's Affiliated Companies' rates
shall not include any administrative or overhead costs.
(g) Damages and Losses:
All costs or expenses, necessary to replace or repair damages or losses
incurred by fire, flood, storm, theft, accident or any other cause not
controllable by CONTRACTOR or Operating Company through the
exercise of reasonable diligence. CONTRACTOR or Operating Company
shall furmish EGPC and CONTRACTOR writtcn noticc of damages or
losscs incurred in cxcess of ten thousand ($10,000) U.S. Dollars per
occurrence, as soon as practicable after report of the same has been received
by CONTRACTOR or Operating Company.
(h) Insurance and Claims:
The cost of any public liability, property damage and othcr insurance
against liabilitics of CONTRACTOR, Opcrating Company and/or the
partiecs or anv of them to their emplovees and/or outsiders as may be
required by the laws, rules and regulations of the GOVERNMENT or as the
parties mayv agree upon. The proceeds of any such imsurance or claim
colleeted, Icss the actual cost of making a claim, shall be credited against
opcrations.
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If no msurance 1s carried for a particular nsk, i accordance with good
international O1l field practices, all related actual expenditures incurred and
paid by CONTRACTOR or Operating Company 1n settlement of any and all
losses. claims, damages. judgments and any other expenses, including legal
SEIVICES.
(1) Indirect Expenses:
Camp overhead and facilities such as shore base, warehouses, water svstems.
road systems, salaries and expenses of field supervisory personnel, field
clerks, assistants. and other general emplovees indirectly serving the Area.
(1) Legal Expenses:
All costs and expenses of litigation, or legal services otherwise necessary or
expedient for the protection of the Area. including attomev's fees and
expenses as heremafter provided. together with all judgments obtained
against the parties or anv of them on account of the operations under the

Agreement, and actual expenses incurred bv any party or parties hereto 1n

securing evidence for the purpose of defending against anv action or claim- -

prosecuted or urged against the operations or the subject matter of the

Agrcement. In the cvent actions or claims atfecting the interests hercunder

shall b¢ handlcd by the legal staff of onc or morc of the partics hercio, a

chargc commensuratc with cost of providing and furmishing such scrvices
may bc madc to opcrations.

(k) Taxes:
All taxcs, dutics or Icvics paid in the ARE. by CONTRACTOR or
Opcrating Company with respect to this Agreement other than thosc
covered by Article I (g) (1) of the Agreement.

(I) Continuing CONTRACTOR Costs:
Costs of CONTRACTOR activitics rcquircd under the Agrcement and
incurrcd cxclusively m the A RE. after Opcrating Company 1s formed. No
salcs expenscs incurred outside or mside the A.R.E. may be rccovered as a

CcOst.
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(m) Other Expenditures:
Any costs, cxpenses or expenditurcs, other than those which are covered
and dealt with by the foregoing provisions of this Article II, incurred bv
CONTRACTOR or Operating Company under approved Work Programs
and Budgcts.
ARTICLE 111
INVENTORIES
(a) Periodic Inventories, Notice and Representation:
At reasonable mtervals as agreed upon by EGPC and CONTRACTOR
mnventorics shall be taken by Opcrating Company of the opcrations
materials, which shall include all such materials, phvsical assets and
construction projects. Written notice of intention to take inventory shall be
given by Opcrating Company to EGPC and CONTRACTOR at Icast thirty
(30) davs before anv inventory is to begin so that EGPC and
CONTRACTOR may be represented when anyv inventory 1s taken. Failure of
EGPC and/or CONTRACTOR to bc represented at an inventory shall bind
them to accept the inventory taken by Operating Company, who shall in that
event furnish the party not represented with a copv thereof.
(b) Reconciliation and Adjustment of Inventories:
Reconciliation of inventory shall be made by CONTRACTOR and EGPC, and
a list of overages and shortages shall be jointly determined by Operating
Company and CONTRACTOR and EGPC. and the mventory adjusted by
Opcrating Company.
ARTICLE 1V
COST RECOVERY
(a) Statements of Recovery of Costs and of Cost Recovery Petroleum:
CONTRACTOR shall, pursuant to Article VII of the Agreement, render to
EGPC as promptly as practicable but not later than fifteen (15) davs after

receeipt from Opcerating Company of the Statcments for Development and
Exploration Activity for the calendar quarter a Statement for that quarter
showing:

1. Recoverable costs carried forward from the previous quarter, if any.

2. Recoverable costs incurred and paid dunng the quarter.
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3. Total recoverable costs for the quarter (1) + (2).

4. Value of Cost Recovery Petroleum taken and separately disposed of by
CONTRACTOR for the quarter.

J. Amount of costs rccovered for the quarter.

6. Amount of recoverable costs carried into the succeeding quarter, if any.

7. Excess, if any, of the value of Cost Recovery Petroleum taken and separately

disposed of by CONTRACTOR over costs recovered for the quarter.

Pursuant to Articlc VII, EGPC shall audit and approvc cach Statement of
Dcvelopment  and  Exploration  Activity  submitted by the
CONTRACTOR and the total production and pricing related to the
relevant calendar quarter. Anv comments made by EGPC shall be
reflected by the CONTRACTOR on the statement produced for the next
calcndar quarter.
(b) Payments:

If such Statement shows an amount due EGPC, payment of that amount shall be

madc 1n U.S. Dollars by CONTRACTOR with the rendition of such Statcment. If

CONTRACTOR fails to make any such payment to EGPC on the date when such

pavment 1s due, then CONTRACTOR shall pav interest of two and one half

percent (2.5%) per anmum higher than the London Interbank Borrowing Offered

Ratc (LIBOR) for three (3) months U.S. Dollars deposits prevailing on the date

such mterest 1s calculated. Such mterest payment shall not be recoverable.
(¢) Settlement of Excess Cost Recovery Petroleum:

EGPC has the nght to take its entitlement of Excess Cost Recovery

Petroleum under Article VII {a) (2) of the Agreement 1n kind dunng the said

quartcr. A scttlement shall be required with the rendition of such Statcments
in ¢case CONTRACTOR has taken more than its own entitlement of such

Excess Cost Recovery Petroleum.
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(d) Audit Right:
EGPC shall have a pcniod of twelve (12) months from reccipt of any
Statement under this Article IV 1in which to audit and raise objection to any
such Statement. EGPC and CONTRACTOR shall agree on anv required
adjustments. Supporting documents and accounts will be available to EGPC
during said twelve (12) month period.
ARTICLE ¥V
CONTROL AND MAJOR ACCOUNTS

(a) Exploration Obligation Control Accounts:

CONTRACTOR waill cstablish an Exploration Obligation Control Account
and an offsetting contra account to control therein the total amount of
Exploration expenditures reported on Statements of activity prepared per
Article I (b) (1) of this Anncx, Icss any reductions agreced to by EGPC and
CONTRACTOR following written exceptions taken by a non-operator
pursuant to Article I (¢) (1) of this Annex. 1in order to determine when
mimimum Exploration obligations have been mct.

(b) Cost Recovery Control Account: R
CONTRACTOR will establish a Cost Recovery Control Account and an
off-setting contra account to control therein the amount of cost remaining to
bc recovered, if any, the amount of cost recovered and the valuc of Excess
Cost Recovery Petroleum, if anv.

(¢) Major Accounts:

For the purposc of classifyving costs, cxpenses and “cx‘pcnditurcs for Cost
Recovery as well as for the purpose of establishing when the minimum
Exploration obligations have been met, costs, expenses and expenditures
shall b¢ recorded 1in major accounts including the following;

- Exploration Expenditures; |

- Development Expenditures other than Operating Expenses:

- Opcrating Expcenscs;

Necessary sub-accounts shall be used.

Revenue accounts shall be maintained by CONTRACTOR to the extent
necessary for the control of recovery of costs and the treatment of Cost

Recovery Petroleum.
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ARTICLE VI
TAX IMPLEMENTATION PROVISIONS

It 1s understood that CONTRACTOR shall be subject to Egyptian Income Tax
Laws cxcept as otherwisce provided in the Agreement, that any AR E. Incomc
Taxes patd by EGPC on CONTRACTOR's behalf constitute additional income
to CONTRACTOR, and this additional income is also subject to A.R.E. income
tax, that 1s "grossed up".

“"CONTRACTOR's annual incom¢™, as dctermined 1n Article I (g) (3) of this
Agrcement, Icss the amount cqual to CONTRACTOR's grosscd-up Egvptian
income tax hability, shall be CONTRACTOR's "Provisional Income”.

The "eross-up value" 1s an amount added to Provisional Income to give
"Taxable Income”, such that the grossed-up value 1s equivalent to the A.R.E.
Income Taxcs.

THEREFORE:

Taxable Income = Provisional Income plus Grossed-up Value

and
Grossed-up Value = A.R.E. Income Tax on Taxable Income:

If the "A.R.E. Income Tax rate”, which means the effectivé or ct:tﬁpo.site tax
rate due to the various A.R E. taxes levied on income or _p_m_ﬁts_.,' 18 constant and
not dependent on the Ievel of income, then: )

Grosscd-up Valuc = AR E. income tax ratc TIMES Tﬁxablc Incomc.

Combining the first and last equations above |

Provisional income X Tax Rate

Grossed-up Value =

1 Tax Rate
Where the tax rate 1s expressed as a decimal.

The¢ above computations arc illustrated by the following numcrical cxamplc.
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Assuming that the Provisional Income 1s $10 and the A.R.E. Income Tax rate 1s

forty percent (40%). then the Grossed-up Value 1s equal to:
$10X04=%6.67

1-04
Therefore:
Provisional income $ 10.00
Plus Grossed-up Value 6.67
Taxable Income $ 16.67
Less: A.R.E. Income Taxes at 40%, 6.67

CONTRACTOR's Income aftertaxes $ 10.00
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