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CONCESSION AGREEMENT FOR PETROLEUM
EXPLORATION AND EXPLOITATION
BETWEEN
THE ARAB REPUBLIC OF EGYPT
AND

THE EGYPTIAN GENERAL PETROLEUM
CORPORATION

AND
BP EXPLORATION ({ DELTA ) LTD.
IN
LL 87 AREA (1&2)
GULF OF SUEZ
A.R.E.

This Agreement made and entered on this .......... Lecday ot ,
2002 | by and between the ARAB REPUBLIC OF EGYPT {(hcreinafter
referred to variously as "ARE." or as the "GOVERNMENT"), the
EGYPTIAN GENERAL PETROLEUM CORPORATION, a legal entity
created by Law No. 167 of 1958 as amended (heremnafter referred to as
"EGPC"} and BP Exploration (Delta) LTD., a company organized and
existing under the laws of England, (hercinafter referred to variously as
“BP” or as “CONTRACTOR™).
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WITNESSETH

WHEREAS, all minerals including petrolcum, existing in mines and
quarries in A.R.E., including the territotrial walters, and in the seabed
subject to its jurisdiction and cxtending bevond the territorial waters, are
the property of the Stale; and

WHEREAS., EGPC has applied for an exclusive concession for the
exploration and cxploitation of petroleum n and throughout the area
referred to in Article II, and described m Annex A" and shown
approximately on Annex "B", which are attached hereto and made part
hereof { hereinafter referred to as the ™ Area ™). and

WHEREAS, BP agrees to undertake its obligations provided hercinatter
as & CONTRACTOR with respect to the Exploration, development and
production of petroleum in LL 87 Area (1&2),GULF OF SUEZ; and

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

WHEREAS, the Minister of Petroleum pursuant to the provisions of

Law No. 86 of 1950, may cnter into a concession agreement with
EGPC, and with ©“ BP” as a CONTRACTOR m the said Arca.

NOW ., THEREFORE, the partics hereto agree as follows:
ARTICLE 1
DEFINITIONS

(a} "Exploration" shall include such geological, geophysical, aerial and
other surveys as may be contained 1n the approved Work Programs
and Budgets, and the dnlling of such shot holes, core holes,
stratigraphic tests, holes for the discovery of Petroleum or the
appraisal of Pectrolecum discoveries and other related holes and
wells, and the purchuase or acquisition of such supplies, materials,
services and equipment therefor, all as may be contained in  the
approved Work Programs and Budgets. The verb "explore™ means
the act of conducting Exploration.
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(by  "Decvelopment” shall include. but not he limited to. all the
operations and activities pursuant to approved Work Programs and

Budgets under this Agreement with respect to:

(1) the drilling, pluggmng. decpening, side tracking, re-drilling.
completing, equipping ol development wells, the changing of

the status ol a well, and

(1) design, engmecrimg, construction, installation,  servicing and
maintenance ol cquipment, lines, systems facilities, plants and
rclated operations o produce and operate said development wells,
taking. saving. f(rcutng, handling, storing, transporting and
dehivering Petroleum, repressuring. recyching and other secondury

recovery projects, and

(111) transportation. storage and any other work or activities necessary

or ancillary o the activitics specified in (1) and (i1).

(c) "Pelroleum™ means Liquid Crude Oil of varnous densitjes, asphalt,
Gas, casinghead gas and ull other hydrocarbon substances that My
be tound in, and produced. or otherwise obtained and saved from
the Area under this Agrcement, and all substances that may be

extracted thereirom.

(d) "Liguid Crude Oil" or "Crude O1l" or "Oil" means any hydrocarbon
produced from the Arca which is in a ligquid state at the wellhead or
lcase scparators or which is extracted from the Gus or casinghead
eas m a plant. Such  liquid state shall exist at sixty deegrees
Fahrenhcit (60°F) and atmospheric pressure of 14.65 PSIA. Such

term includes distillate and condensate.
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(c) "Gas"” means natural gas both associated and non-associated, and al
of 1its constituent elements produced {rom any well 1n the Area
(other than Liquid Crude O1]) and all non-hydrecarbon substances
therein. Said term shall inciude residual gas, that Gas remaming

after removal of LPG.

(f) "LPG" mcans Liquetied petroleum gas, which 15 a mixture principally
of butane and propane liquefied by pressure and tempcerature,

(2) A "Barrel” shall consist of forty-two (42) United States gallons,
liquud measure, corrected to a temperature of sixty  degrees
Fahrenheit (60°T°) at atmosphenc pressure of 14.65 PSIA.

(h) (1) "Commecrcial O1l Well” means the {irst well on any geological
feature which after testing for a period of nol more than thirty
(30) consecutive days where practical. but in any event (n
accordance with sound and accepted industry preduction
nractices, and verified by LGPC, is found to be capable of
producing at the average rate of not less than two thousand
(2000) Barrels of o1f per day (BOPD). The date of discovery
of a "Commercial Oil Well" 1s the date on which such well is
tested and completed according 1o the above.

(2) "Commercial Gas Well" means the first well on any  geclogical
feature which after testing for a period of not more than thuty
(30) consecutive days where practical, but in any event in
accordance with sound  and accepted industry produoction
practices and verified by EGPC, 1s found to be capablc of
producing at the average ratc of not less than fifteen million
{15,000,000) standard cubic fect of Gas per day (MMSCFED).
The date of discovery of 4 "Commercial Gas Well" is the date
on which such well 15 tested and completed according to the
above.
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(1) "ARE" means ARAB REPUBLIC OF EGYPT.

(]} “Etfecuve Date” means the date on which the text of this
Agreement is signed by the GOVERNMENT, EGPC and
CONTRACTOR. after the relevant Law is issued.,

(k} (1} "Year” means a period of twelve (12) months according to the
CGregorian Calendar.

(2} "Calendar Year” means a period of twelve (12) months
according to the Gregorian Calendar being 1st January to 31st
December.

(I) "IM'mancial Year” means the GOVERNMENT's tinancial year according
to the laws and regulations of the A.R.E.

(m)} " Tax Ycar " means the period of twelve (12) motiths according to the laws
and reguiations of the A RE,

(n) An "Afhhated Company” mecans a company:

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

(1) wiuch 158 the owner directlty or indirectly of share capital
conferring a majority of votes at stockholders' meetings of a
party hereto; or

(111) of which the share capital conferring a majority of votes at
stockholders” meetings of such compuany and the share capital
confernng a majonty of votes at  stockholders’ meetings of a
party hereto are owned directly or indirectly by the same

company.
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(0)

(p)

(q)

(1)

(s)

(1)

"Exploration Block"” shall mean an area, the comer points of which
have to be comncident with three (3) minutes by three (3) minutes
latitude and longitude divisions, according to the International Grid
System where possible or with the existing boundarnes of the Area
covered by this Concession Agreement as set out in Annex "A".

"Development Block™ shall mean an area, the corner points of
which have to be comncident with one (1) minute by one (1) minutc
latitude and longitude divisions, according to the International Gnd
System where possible or with the existing boundaries of the Area
covered by this Concession Agreement as set out 1n Annex "A”,

"Development Lease(s)” shall mean the DPevelopment Block or
Blocks covering the geological structure capable of production, the
corner points of which have to be coincident with one (1) minute by
one (1) minute latitude and longitude divisions according to the
International Grid System where possible or with the c¢xisting
boundaries of the Area covered by this Concession Agreement as
set out in Annex "A".

"Apreement” shall mean this Concession Apgreement and 1t
Annexes.

"(gas Sales Aprecment” shall mean a written agreement bctween
EGPC and CONTRACTOR (as sellers) and EGPC or The Egyptian
Natural Gas Holding Company ( EGAS ) or a mutually agreed third
pariy (as buyer), which contains the terms and conditions for Gas
sales from a Development Lease entered into pursuant to Article
VII (e).

"Standard Cubic Foot” (SCF) 15 the amount of Gas 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).
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ARTICLE 11
ANNEXES TO THE AGREEMENT

Annex "A" is a description of the arca covered und affected by this
Agrecment, hereinalter referred to as the © Arca™.

Annex "B' is a provisional illustrative map on the scale of
approximately ( 1: 400.000 ) indicating the Area covered and affected by
this Agreement and desceribed in Annex "A".

Annex "C" is the form of a Letter of Guaranty to be submitted by
BP Egypt Company as Guarantor on behalf of CONTRACTOR 10
FGPC one (1) day before the time of signature by the Minister of
IPetroleum of  this Agreement, for guarantecing the cxccution of
CONTRACTOR's mintmum Lxploration obhgations hereunder for the
imtral one (1) yeur Exploration period by paying and/or trunsferring a
quantity of Crude oil sufficient in value 1o cover the shortlall between
the sum ol ftve million U.S. Dollars ( § 5.000.000 ) and the amount of
money spent by CONTRACTOR and approved by EGPC. In case
CONTRACTOR extends the initial Exploration Period for only one (1)
period of two (2) vears, in accordance with Article I (b)Y of this
Agreement, a similar Letter of Guaranty shall be issued and be submitted
by BF Egypt Company as Guarantor on behalf of CONTRACTOR on
the day the CONTRACTOR cxercises its option 10 extend. Such letter of
Guaranty shall be for guarantceing the payment and/or transfer of a
quanuty of Crude oil sufficicnl in value to cover the shorttall between
the sum of five million U.S. Dollars ($5,000.000) and the amount of
money spent by CONTRACTOR and approved by EGPC less in both
mstances, any excess cxpenditures of the preceding Exploration penod
permitted for carry forward in accordance with Article 1V (b) third
paragraph of this Agreement. Each of the letters of Guaranty shall
remain effective for six (6) months after the end of the initial Exploration
period or any successive Exploration period, as the case may be,
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Annex "' is the form of a Charter of the Opcrating Company to be
formed as provided for in Article VI hereof.

Annex "E' is the Accounling Procedure.

Annex "F" is 4 current map of the National Gas Pipcline Grid
System established by the Government.,

The point of delivery for gas shall be agreed upon by 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 pipeline Grid System as depicted
in Annex "F" or as otherwise agreed by EGPC and CONTRACTOR.

AHHERES l1A1F:| TFBH: H(:l'l.-I "D”, IIEH and I'FPH' IU lhls Agreemﬂﬂt ﬂrﬁ:
hereby made part hercof, and they shall be considered as having equal
force and effect with the provisions of this Agreement.

ARTICLE 111
GRANT OF RIGHTS AND TERM

The GOVERNMENT hereby grants EGPC and CONTRACTOR
subject to the terms, covenants and conditions set out in this Agrecment,
whnich  nsofar as they are contrary to or inconsistent with any
provisions of Law No. 66 of 1933, as amended, shall have the force of
Law, an exclusive concesston in and to the Area described i Annexes
"A" and "B".

() The GOVERNMENT shall own and bc entitied, as hereinafier
provided to a rovalty in cash or in kind of ten percent (10%) of the
total quantity of Petroleum produced and saved from the Area
during the Developmen! perniod mcluding renewal. Said royalty
shall be borne and paid by EGPC and shall not be the obligation of
CONTRACTOR. The payment of royalues by EGPC shall not be
deemed to result in income  attnbutable to the CONTRACTOR.
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(b}

An inittial Exploration period of one (1) year shall stait  from the
Effcctive Date. One (1) successive extension only to the initial
Exploration  period, of two (2) years shall be granted to
CONTRACTOR  at its option, upon not less than thirty (30) days
prior written notice 10 EGPC, such notice to be given not later than
the end of the then current period, as may be extended pursuant to
the provisions of Article V {a). and subject only toits having
fulfilled its obligations hereunder for that period. This Agreement
shall be terminated if neither a Commercial Oil discovery nor a
Commercial Gas Discovery is established by the end of the third
(3rd) ycar of the Exploration period, as may be extended pursuant
1o Article V {(a). The clection by EGPC to undertake a solc risk
venture under paragraph (c) shall not extend the Exploration period
nor affect the termination of this Agrcement as to CONTRACTOR.

(c) Commercial Discovery:

(1} A Commereial Discovery - whether of Oi) or Gas - may consist
of one producing reservoir or a4 group of producing reservoirs
which 1s worthy of being developcd commercially.,  Afler
discovery of a Commercial Oil or Gas Well CONTRACTOR
shall, unless otherwise agreed upon with EGPC, undertake as
part ol its Exploration program the appraisal of the discovery by
drilling one or more appraisal wells, to determine whether such
discovery is worthy of being developed commercially, taking
into  consideration  the  recoverable reserves, production,
pipeline and terminal facilities required, estimated Petroleum
prices, and ail other relevant technical and econormic factors.

(1) The provisions laid down herein postulaie the unity and
indivisibility of the concepts of Commercial Discovery and
Development Lease. They shall apply uniformly to  Oil and
Gas unless otherwise specified.
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(ii1) CONTRACTOR shall give notice of a Commercial Discovery
o EGPC immediately after the discovery is considered by
CONTRACTOR to be worthy of commercial devclopment but
in any event with respect to a Commercial Oil Well not later
than thirty (30} days following the completion of the second
appraisal weil or twelve (12) months following the date of the
discovery of the Commercial Oil Well,whichever is earlier or
with respect to a Commercial Gas Well not  ]ater than twenty
four (24) months following the date of the discovery of the
Commercial Gas Well {unless EGPC  agrees that such period
may be extended) except thai CONTRACTOR shall also have
the right to give such notice of Commercial Discovery with
respecl 10 any reservoir or reservoirs even if the well or wells
thereon are not "Commercial® within the definition of
"Commercial Well” if, in its opinion, a reserveir or a group of
reservoirs, considered collectively, could be  worthy of
commercial development.

CONTRACTOR may also give a notice of a Commercial
Oil Discovery in the event it wishes to undertake a (Gas
Recychng Project.

A notice of Commercial Gas Discovery shall contain all
detailed particulars of the discovery and especially the area of

(GGas reserves, the estimated production potential and profile and
field hife.

Within sixty (60) days following receipt of a notice ol a
Commercial Qil or Gas Discovery, EGPC and CONTRACTOR
shall meet and review all appropriate data with a view to mutually
agreeing upon the existence of a Commercial Discovery. The
date of Commercial Discovery shall be the dae EGPC and
CONTRACTOR jointly agree in writing that a Commercial
Discovery exists.
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(v} If Crude Oii s discovered but 15 not deemed by
CONTRACTOR to be a Commercial Gnl Discovery under the
above provisions of this paragraph {c¢), IGPC shall one (1)
month after the expiration of the penod specified above within
which CONTRACTOR cun give notice of a Commecercial Oil
Discovery, or thirteen (123) months alter the compleuon ol a
well nol considered to be a "Commereial O1]l Well”, have the
right, following sixry (60) days nouce o writing 1o
CONTRACTOR, at 1ts sole cost, risk and expense, to develop.
produce and dispose  of all Crude Oif from the geological
fcature on which the well has been dnlied. Said notice shall
state the  specific area covering said geological teature o be
developed, the wells to be drilled, the production lfacihties o be
installed and EGPC's estimated cost thercof. Within thuty (30)
days after receipt of said  notucee CONTRACTOR may. In
writing, elect to develop such arca as provided for in the case of
Commercial Discovery hercunder, In such event all terms of

this Acvrcement shall continue to apply to the specificd arca.

If CONTRACTOR e¢lects not wo develop such area, the
spoctfic arca covering said gcological feature shall be set aside
lor sele risk operations by EGPC, such area to be muiually
acrecd upon by LGPC and CONTRACTOR on  the basis of
good petroleum itndustry practice.  EGPC  shall be entitled to
pertorm or 1n the event Operaung Company has come 1nto
existence, to have Operauing Company perform such operations
for the account of EGPC and at EGPC's sole cost, risk and
exnense. When EGPC has tccovered from the Crude Onl
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produced from such specitic area a quantity of Crude Ot equai
in value to three hundred percent (300%) of the cost 1t has
incurred in carrying out the sole risk operations, CONTRACTOR
shall have the option, only 1n the cvent there has been a separate
Commercial Oil Discovery, elsewhere within "the Area, to share
in further development and production of that specific area

upon paying EGPC on¢ hundred percent (100%) of such costs
incurred by EGPC.

Such one hundred percent (100%) payment shall not be
recovered by CONTRACTOR. Immediately following such
payment the specific area shall either (1) revert to the stalus of
an ordinary Development Lease under this Agreement and
thereafter shall be operated in  accordance with the terms
hereof; or (ii) alternatively, in the event that at such time EGPC
or its Affiliated Company is conducting Development
operations in the area at its solc expense and EGPC  elects 10
continue operating, the area shall remain set aside and
CONTRACTOR shall only be entitled to 1ts  production shanng
percentages of the Crude Oi1l as specified in Article VIT (b).
The sole risk Crude Oil shall be valued in the manner provided
in  Article YII (c). In the event of any termination of this
Agreement under the provisions of Artcle HI (b), this
Agreement shall, however, continue to apply to EGP(’s
operation of any sole risk venture hereunder, although such
Agreement shall have been terminated with respect to
CONTRACTOR pursuant to the provisions of Article 111 (b} .
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Conversion to a Development Lease:

(1) Following a Commercial Onl Discovery or a Commercial (Gas

(11)

Discovery the extent of the whole area capable of production to
be covered by a Development Lease shall be mutually agreed
upon by EGPC and CONTRACTOR and be subject to the
approval of the Minister of Petroleum. Such arca shall be
converted automatically into 4 Development Lease without the
issue of any additional legal instrument or permission.

Following the conversion of an area to a Development Lease
based on a Commercial 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 adequate markets capable of
absorbing the production of Gas and with respect to the local
market, EGPC shall advise CONTRACTOR of the potential
outlets for such Gas and the expecled 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 the development 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 in accordance with and subject to the
conditions set forth in Article VII.

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

as Tollows:

(aa) In respect of a Commercial Oil Discovery, twenty (20)
years from the date of such Commercial Discovery plus the
Extension Period (as dcfined below) provided that, in the
event that, subsequent to the conversion of a Commercial
O1l Discovery into a Development Lease, Gas is discovered
in the same Development Leasc and is used or is capable
of being used locally or for export hereunder, the period of
the Development Lease shall be extended only with respect
o such Gas, LPG extracted from such Gas and Crude Oil
in the form of condensate produced with such Gas for



IR g CVESR VS BN CUIUI S 7 NSSVS T[S SOONA | VP N o

B (2] e bl L0 Gl g e casSan S 3 e ol
L] Laliza iantd 5] LWl 5LA01 o il b I ST
i) e ol a1 bdos GUsl o 0 e$) alaza¥l s 3
o (V0] W et e oo ol GLaSl e a3l L
i gl on GV W5 1] Y] ol (s bt GLERSNY by, opm
Cdapdl s RE e bk uldy OV e Jolall,
suSe o Sy Slal Glasst o e T il JyLall Jasy

Sl pley wus Las sk My it Ulaa

Lo AV} gyl dandd 528 5,50 5Ll (g, 18 Sl Gl e (00 )
SVl paadld o] Llews jladl pe colinaSd) ok sl G e
el 13 Lo e 3 &l dky 2 Lst (e go LS) i e 5,24
i Bl Sy il ol i dae W Gl lasst L 8
R i { PUE S PO | PrIS F RPN W-11 [ SEPARN W B S | G
sa galdezwdl (LPGy JUdl dy 2t 51 s ail) dassdl aic
(jWIE®QMM£Pdﬁ1FgIQJIJi}W1
e Loaiil aie i gld S 3 pony g U o 5T U Lkt LIS
S ABLEYL Ukl oIl el GLas€l 0 )1 e Raw (Y05 o 2ie
cLalial dne oo LST) laa™l G 22

spem YUY sde S5 I UG 5, e LB 2
Sl el Ol e sl i)l e Sues w o] Jls L
Sl gl GLaas™NT alld ) o i (F0) G0Ny ues e
A8l pe Loy U5 UG e Jola Lo gl oy GUESY 5 1] Y
SVFIER Y



Fe ¥ ¥ i ez VA B () YA il — D Ji 50, 4

twenty (20) years from the date of first deliveries of Gas
locally or for export plus the Extension Period (as defined
below) provided that the duration of such Development
Lease based on a Commercial (il Discovery mav not be
extended bevond thirty-five (33) vears from the dute of
such Commercial O1l Discovery, unless otherwise agreed
upon between EGPC and CONTRACTOR  and subject to
the approval of the Minister of Pectroleum.

CONTRACTOR shall immediately notify EGPC of any
Gas Discovery but  shall not be required 1o apply for a
new Developmernt Lease in respect of such Gus.

(bb) In respect of a Commcercial Gas Discovery, twenty  (20)
years from the date of first deliveries of Gas locally or for
export plus the EXtension Period (as defined below)
provided that, 1f subsequent (0 the conversion ol a
Commercial (as Discovery into a Development Lease,
Crude Ol 15 discovered in the same Development Lease,
CONTRACTOR's share of such Crude Oil from the
Development Lease {except LPG extracted from {Gas or
Crude Oil in the form of condensate produced with Gas)
and Gas associated with such Crude Oil  shall revert
entirely to EGPC upon the lapse of twenty (20) years from
the daie of such Crude Oil Discovery plus the Extension
Pernod {as defined below).

Notwithstanding, anything to the contrary under this
Agreement, the duration of a Development Lease based on
a Commercial Gas Discovery shall in no case exceed
thirty-five (35) yecars from the date of such Commercial
Gus Discovery, unless otherwise agreed wupon between EGPC
and CONTRACTOR and subject to the approval ot the
Minisier of Petroleum.
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CONTRACTOR shall immediately noufy EGPC of any
O1l Discovery but shall not be required to apply for a new
Development Lease in respect of such Crude QOil.

The "LExtension Period" shall mean a period of five (3)
years which may be elected by CONTRACTOR upon six
(0) months written request sent by CONTRACTOR 1o
EGPC prior to the expiry of the relevant twenty (20) year
period  supplemented by  techmcal  studies  including
evaluation ol production. expected levels of production
during extension period, CONTRACTOR s obligations and
relevant cconomic consideration. This extension period is
subject to the approval of the Minister of Petroleum. This
approval will be given if the Development Leuase 1s
economically producing or 15 capable of production.

(¢) Development opcrations shall upon the issuance of a Development
Lease granted following a Commcercial Oil Discovery, be started
promptly by Operating Company and be conducted in accordance
with good o1l tield practices and accepted petroleum engineering
principles, until the field is considered to be fully developed, it being
understood that if associated gas is not utilized, EGPC and
CONTRACTOR shall negotiate in good faith on the best way to
avoid 1mpairing the production in the interests of the parties.

In the event no Commercial Production of Oil in regular shipments
or (as deliveries trom any Development Biock within four (4) years
from the date of the Commercial Oil Discovery, or from the date of
first Gas deliveries for local or export., such Development Block
shall immediately be relinquished, unless there is a Commercial Qil
or (ras discovery on the Development Lease. Each Development
Block mm a Development Lease being partly within the radius of
drainage of any producing well in such Development Lease shall be
considered as particrpating in the Commercial Production referred
to above.



K e VA (b ) PA sl = da i A

YA

i < Lo S 3 O pasl) dad 5 el ol SR oy e e g5 e
Sl Gl ] dendl llae U wide 1l LU 3UL LI e g LS
PG, Jldt Jy a5l ol olissan 5 4 o gl Uk ag M,
S dlpal g 5l 10 O e ey ) LA L2 pe iy 5
b e A i Jdl s il Wy el Jeoo (S0 obde ol LS
ias of ade 28T A, Wil i)yl Al aely 3, 5L, i
e 33 5l g UE plal i o 31 L W ) - o, Sl 5L o
Ay O SLad! Lige Slactl el die 5 05 SO0 LR gy o
s O e gl Gily Wl s

L:L|.......+__,||L;,L Ja Ll 4 aiiy b e L A_._._gﬂs.._.b_ﬂfl |51
&LEJL,”J-JLMTI#MULCU:IJWMEEWWL;JJUJMTJ!
e | (520 _;.uttmmdu_i Bd) Bans 35 5boma o5l A B A
u..g,lli_._....JltLh.d'_;JLn_chL..ﬁilusrbLu Stz ol ey an
o 3 i Lo po Loats ae S aie comnad| (g sl g )] o
L & gd g5V 3l Gl ] b U s ) ARdt it Sl re
xSy - plY) ideie s iy o (LY (5 o, gl e
il wlﬂrlplhjwibﬁl AR S e (PR N LI T
PPV A JUC ¥ DUV [ ke Jpadf Ss 2 Ol e Lglak
5t 3 OBVl g pamn Sl o152l ihaie JS Sk dis o]
oass o Nl mibe WS o ST Sl L e Lghe J pmadd
oS Al N N Wiy 50 Libie (Y jaadd! plaY] e
. sl ells

sy Lt Ll ol peally Cau IS 8L b J o) Jama ()

nl Jeis ¥ ol mally wad Sl odn ol Lt LY sdd cam o o ldaal!
ESITES S TN PP LA i{ PPN ERL DRSPS PR DRI [ E P
Sty . aeshar W ode b 3 Je i e Jald ddieaay e e Sl alls



FAY L F i e VA S () FA ] = e Il A

Development operations in respect of Gas and Crude Oil in the torm
of condensate or LPG to be preduced with or extracted from such
Gas shall, upon the signature of a Gas  Sales Agrcement or
commencement of a scheme to disposc of the Gas, whether for
export as referred to in Article VII or otherwisc, be started promptly
by Operating Company and be conducted in accordance with good
eas field practices and accepted petroleum engineering principlcs
and the provisions of such Agreement or scheme. In the event no
Commercial Production ef Gas is established in accordance with
such (Gas Sales Agreement or scheme, the Development Lease
relating to such Gas shall be relinquished, unless otherwise agreed
upon by EGPC.

If. upon application by CONTRACTOR it is recognzed by EGPC
that Crude Ol or Gas 1s being drained from an Exploration block
under this Agreement into a Development Block on an adjorning
concession arca ncld by CONTRACTOR, the Block being drained
shall be considered as participating in the Commercial Production
of the Development Block in question and the Block betng drained
shall he converted into a Development Lease with the ensuing
allocation of costs and production  {calculated from the Elfective
Daic or the date such drainage occurs, whichever 1s later) between
the two  Concession Areas.  The aliocation of such costs and
production under each Concession Agrecement shall be 1n the same
portion that the recoverable reserves in the drained geological
structure  underlying each Concession Arca bears 1o the total
recaverable reserves ol such structure underlying both Conccssion
Arcas. The production altocated (o a concession area shalt be priced
according to the concession agreement covering that concession
dred.

(I CONTRACTOR shall bear and pay all the costs and expenses
required in carrying out all the operations under this Agreement but
such costs and expenses shall not include any interest on investment,

CONTRACTQR shafl look only 10 the Petroleum to which it 1s
entitled under this Agreement to rccover such costs and expenses.
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Such costs and expenses shall be recoverable as provided In
Article VII.  During the term of this Agreement and its renewal,
the total production achieved in the conduct of such operations shall
be divided between EGPC and CONTRACTOR in accordance with
the provisions of Article VII.

(g) (1)

)

Unless otherwise provided, CONTRACTOR shall be subject to
Eevptian incomec tax laws and shull comply with the
requircments of such laws with respect to the filing of returns,
the ussessment of tax, and keeping and showing of books and
records.

CONTRACTQOR's annual income for Egyptian income 1ax

purposcs under this Agreement shall be an amount calculated
as follows:

The total of the sums received by CONTRACTOR from the
sale or other disposition of all Petroleum acquired by
CONTRACTOR pursuant to Article VII {a) and (b);

Reduced bhy:
(i) The costs and expenses of CONTRACTOR;

(1) The value as determined according to Article VI (¢), of
EGPC's share of the Excess Cost Recovery Petroleum
repaid ta EGPC in cash or in kind, 1f any,

Plus:

An amount cqual to CONTRACTOR's Egyptian income
taxes grossed up in the manner shown in Article VI of Annex
"E" .

For purposes of above tax deductions m any Tax Year,
Article VII (a) shall apply only in respect of classification of
costs and expenses and rates of amortization, without regard to

the percentage limitation referred to in the first paragraph of
Article VII (a) (1). All costs and expenses of CONTRACTOR
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in conducting the operations under this Agreement which are
not controlled by Article VII (1) as above qualified shail be
deductible in accordance with the provisions of the EBEgyptian
Income Tax Law.

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

(4) EGPC shall furnish to CONTRACTOR the proper official
receipts evidencing the payment of CONTRACTOR's Lgyptian
income tax for each Tax Year within nmincty  (90) days
following the reccipt by EGPC of CONTRACTOR's tax
declaration for the preceding Tax Ycar. Such receipts shall be
issued by the proper Tax Authorittes and shall state the amount
and other particulars customary for such receipts.

(5} As uscd herein, Egyptian Income Tax shall be inclusive of all
income taxes payable in the A.R.E. {including tax on tax) such
as the tax on income from movable capital and the tax on
profits from commerce and industry and inclusive of taxes
bascd on income or profits including all dividends, withholding
with respect to sharcholders and other taxes mmposed by the
GOVERNMENT of A.R.E. on the distribution of income or
profits by CONTRACTOR.

(6) In catculating its A.R.E. income taxes, EGPC shall be entitled
to deduct all royalties paid by EGPC to the GOVERNMENT
and CONTRACTOR s Egyptian income taxes paid by EGPC on
CONTRACTOR s behalf.
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ARTICLE IV
WORK PROGRAM AND EXPENDITURES
DURING EXPLORATION PERIOD

(2) CONTRACTOR shall commence Exploration operations hercunder

(b)

not later than six {6) months after the Effecuve Date and starnt
Exploratory drilling operations 1n the Arca durnng the initial
Exploration period with a commument of driliing one (1) well.
EGPC shall make available for CONTRACTOR s use all seismic

survey, wells and other Exploration data in EGPC’s possession with

respect to the Area as EGPC 1s entitled to so do.

The 1nitial Exploratton peniod shall be one (1) vyear.
CONTRACTOR may extend this Exploration period for one (1)
successive extension period only of two (2) years in accordance
with Article 111 (b), of which upon at [east thirty (30} days prior
writlen mnotice to EGPC, subject to its cxpenditure of its minimum
Explorution obligations and of its fulfillment of the dniling
obligations hereunder, for the then current period.

CONTRACTOR shall spend a minimum of five mill:on {$5,000,000}
U.S. Dollars on Exploration operatons and activities related thereto
durmg the mtial one (1) year Exploration period with a commitment
of dnliling onc (1) well. For the first two (2) year extension percd
that CONTRACTOR clects to extend beyond the initial Exploration
period, CONTRACTUOR shall spend a mmimum of five million
($5.,000,000) U.S. Dollars. During the first extension period that
CONTRACTOR celects to extend bevond the mitial Exploration
period, CONTRACTOR shall drll one (1} well in the first extension.
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Should CONTRACTOR spend more than the minimmum amount
reqquired to he expended or dinll more weils than the mimimum
required to be drilled during the mminal one (1) year Exploration
period, or during the 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

during succeeding Exploration period, as the case may be.

In casec CONTRACTOR surrcnders its Exploration rnghts under this
Agrecement as set torth above before or at the end ol the first {(1s1)
yvear ol the immtial Exploraiion period, having expended less than the
total sum ol five millien (35,000.000) U.S. Dollars, on Exploration
or 1 the event at the end of the first (1st) year, CONTRACTOR has
expended less than said sum m the Area, an amount equal to the
difference between the said five milhion ($5.,000,000) U.S. Dollars
and the amount actuzlly spent on Exploration shall be paid by
CONTRACTOR to EGPC at the time of surrendering or within six
(6) months from the end of the first (Ist) year of the initial
Exploration period, as the case may be, Any expenditure deficiency
by CONTRACTOR at the end of any additional perniod for the
reasons above neted shall similarly result in a payment by
CONTRACTOR to EGPC of such deficiency. Provided this
Agreement 18 still in force as to CONTRACTOR, CONTRACTOR
shall be entitled to recover any such payments as LExploration
Expenditure 1in the manner provided for under Arhicle VH mn the

event of Commercial Production.

Without prejudice to Article I (b), in case no Commercial Oil
Discovery 1s established or no notice of Commercial Gas Discovery
15 grven by the end of the third {(3rd) veur, as may be extended
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(c)

pursuant to Artucle V(a) or in case CONTRACTOR surrenders the

Area under this Agreement prior to such ume, EGPC shall not bear
any of the aforesaid expenscs spent by CONTRACTOR.

At least four (4) months prior to the beginning of each Financial
Year or at such other times as may mutually be agreed to by EGPC
and CONTRACTOR, CONTRACTOR shall prepare an Expleration
Work Program and Budget for the Area setting forth the
Exploration operations which CONTRACTOR proposes to carry out
during the ensuing Year,

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 Committee,
hereinafter referred 1o as the "Exploration Advisory Committee”,
shall consist of six (6) members, three (3) of whom shall be
appointed by EGPC and three (3) by CONTRACTOR. The
Chairman of the Exploration Advisory Committee shall be
designated by EGPC from among the members appointed by it.
The Exptoration Advisory Committee shall review and give such
advice as it deems appropriate with respect to the proposed Work

Program and Budget. Following review by the Exploration

Advisory Committee, CONTRACTOR shall make such revisions as
CONTRACTOR deems appropriate and submit the Exploration
Work Program and Budget to EGPC for its approval.

Following such approval, it 1s 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 or damage to the environment, CONTRACTOR may
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expend such additional unbudgeted amounts as may be required
to  alleviate such danger or damage. Such expenditure shall be

considered m 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 matenals,
equipment, supplies, personnel, admnistration and operations pursuant
to the Exploration Work Program and Budget and EGPC shall not
be responsible to bear or repay any of the aforesaid costs,

(e} CONTRACTOR shall be responsible for the preparation and
performance of the Exploration Work Program which shall be
implemented in a workmanlike manner and consistent with good
industry practices.

Except as 15 appropriate for the processing of data, specialized
taboratory engineering and development studies thereon, to be made
in specialized centers outside A.R.E., all geological and geophysical
studies as well as any other studies related to the performance of this
Agreement, shall be made 1n the A RE.

CONTRACTOR shall entrust the management of Exploration
operations i the AR.E. to its technically competent General
Manager and Deputy General Manager. The names of such Manager
and Deputy General Manager shall, upon appointment, be forthwith
notificd to the GOVERNMENT and 10 EGPC. The General Manager
and, in his absence, the Deputy General Manager shall be entrusted
by CONTRACTOR with sufficient powers to carry out immediately
ali lawful written directions given to them by the GOVERNMENT
or 1ts representative under the terms of this Agreement. Al lawful
regulations 1ssued or hereafter to be issued which are applicable

hereunder and not in contlict with this Agreement shall apply to
CONTRACTOR.

(1) CONTRACTOR shall supply EGPC, within thirty (30) days from the
end of each calendar quarter, with a Statement of Exploration
activity showing costs mncurred by CONTRACTOR durmng such
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quarter. CONTRACTOR's records and nccessary supporting
documents shall be available for inspection by EGPC at any time
durning regular working hours tor three (3} months from the date of
rece1ving each statement.

Within the three (3) months from the date of receiving such
Stalement, EGPC shall advise CONTRACTOR 1n wniling if 1t
considers:

{1) that the record of costs 1s not correct:

{2) that the cosis of goods or services supplied are not in ling with
the international market prices for goods or services of similar
quality supplied on similar terms prevailing at the ume such
goods or services were supplied, provided however, that
purchases made and services performed within the AR B, shall
be subject to Article XX VI

(3) that the condition of the materials furnished by CONTRACTOR
docs not takly with their prices; or

(4) that the costs :ncurrcd are not reasonabiy required for
operations.

CONTRACTOR shall confer with EGPC 1n connection with the
problem thus presented, and the parties shall attempt to  reach a
settlement which 1s mutually satisfactory.

Any reimbursement due to EGPC out of the Cost Recovery
Petroleum as a result of reaching agreement or of an arbitral award
shall be promptly made in cash to EGPC, plus simple interest at
LIBOR plus two and one - halt percent (2.5%) per annum trom the
date on which the disputed amount(s) would have been paid to
EGPC according to Article VII (4} (2) and Annex “E” of this Agreement
(i.c., the date of rendition of the relevant Cost Recovery Statement)
to the date of payment. The LIBOR rate applicable shall be the
avcrage of the figure or figures published by the Financial Times
tepresenting the mid-point of the rates (bid and ask) applicable to one
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month U.S. Dollars deposits i the London Interbank Eurocurrency
Market on each fifteenth (15th) day of cach month occurring between

the date on which the disputed amount(s) would have becen paid to
EGPC and the date on whtich 1t 1s settled.

It the LIBOR ratc 1s avatlable on any {ilteenth (15th} day but 1s not
published in the Financial Times in respect of  such day {or any
reason. the LIBOR rate chosen shall be that offered by Cittbank
N.A. to other leading banks v tne London Interbank Eurocurrency
Market for one month UL.S. Dollar deposits.

If such titteenth (15th) day 1s not a day on which LIBOR rates are
quoted in the London Interbank Eurocurrency Market, the LIBOR
rate to be used shall be that quoted on  the next following day on
which such rates are quoted.

I within the time limit of the three (3 month period provided jor in
this paragraph, EGPC has not advised CONTRACTOR of 1is
objcction 0 any Statecnment, such Statement shall be considered as
approved.

(g) CONTRACTOR shall supply all flunds necessary tor 1ts operations in
the A.R.E. under this Agrecement in frecly convertible currency
from abroad. CONTRACTOR shall have the right to freely purchase
Lgyptian currency in the amounts necessary for its operations m the

A R.E. from any bank or entity authorized by the GOVLELRNMENT
to conduct foreign currency exchanges.

(h) EGPC 15 authornzed to advance to CONTRACTOR the Egyptian
currency required for the operauons under this Agreement against
receiving from CONTRACTOR an equivalent amount of U.S.
Dollars at the official A.R.E. rate of exchange, such amount in U.S.
Dollars  shall be deposited in an EGPC account abroad with a
correspondent bank of the Natonal Bank of Egypt, Cairo.
Withdrawals from said account shall be used for financing
EGPC's and its Affiliated Companies’ foreign currency
requirements subject to the approval of the Minister of Petroleum.
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ARTICLE ¥

MANDATORY AND VOLUNTARY RELINQUISHMENTS
(a) MANDATORY:

At the end of the first (lst) year after the Effective Date hereof,
CONTRACTOR shall relinquish to the GOVERNMENT a totul of
twernty five percent (25%) of the origintal Area on the Effective date
not then converted to a Development Lease or Leases. Such
relinquishment shall be 1n a single unit of whole Exploration Blocks
not converted to Development Leases unless otherwise agreed upon
between EUOGPC and CONTRACTOR so as to enable the

relinquishment requirements to be precisely [ulfilled.

Without prejudice to Articles IIl and XXIH and the last three
paragraphs of this Article V (a), at the end of the third (3rd} year of
the Exploration period, CONTRACTOR shall relinquish the
remainder of the Area not then converted to a Pevelopment
Leuases.

Ii 18 understood that at the time of any relinquishment the areas to
be converted into Development Leases and which are submutted to
the Minister of Petroleum for his approval according to Article IT1
(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 Commercial Qil or Gas Well is
discovered before the penod of time referred to 1in Articie [I1 {c)
given to CONTRACTOR to determune whether such Well 1s a
Commerciat Discovery worthy of Development or o relingquish an
Exploration Black in respect of which a notice of Commiercial Gas
Discovery has been given to EGPC subject to EGPC's right to agree
on the existence of a Commercial Discovery pursuant to Article 111
(¢), and without prejudice to the requirements of Article 111 (e).
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In the event at the end of the inital Exploration period or either of
the one successive extension of the mitial Exploration period, a well
18 actually dnlling or testing, CONTRACTOR shall be allowed up
to 81X (0) months to enable it to discover a Commercial il or Gas
Well or to establish a Commercial Discovery, as the case may be.
However, any such extension of up to six (6) months shall reduce
the length of the next succceding Exploration Period, as applicable,

by that amount.

{(b)YYVOLUNTARY:

CONTRACTOR may, voluntarily, during any penod relmquish  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 its Exploration obligations under Article IV (b} have

been satistied tor such period.

Any relinquishments hereunder shall be c¢redited toward the

mandatory provisions of Article V (a) above.

Following 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.

ARTICLE VI
OPERATIONS AFTER COMMERCIAL DISCOVERY

(a) On Commercial Discovery, EGPC and CONTRACTOR many form
in the AR.E. an operating company pursuant to Article V1 (b} and
Annex (1) (heremafter referred to as “Operanng Company’ ) which

company shall be named by murteal agreement between EGPC and
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CONTRACTOR and such name shall be subject to the approval of
the Minister of Petrolcum. Said company shall be a private sector
company. Operating Company shall be subject to the laws and
reculations in force in the A.R.E. to the extent that such laws and
regulations arc not inconsisteni with the provisions of this
Agreement or the Charter of Operating Company.

However, Operating Company and CONTRACTOR shall, for the
purposc of this Agreement, be exempted frem the following laws
and regulations as now or hereafter amended or substituted:

- Law No. 48 of 1978, on the employee regulations of public sector
companies;

- Law No. 1539 of 1981, promulgating the law on joint stock
companies, partnership limited by shares and heouted lability
COMpAanIes:

- Law No. 97 of 1983 promulgating the law concerning public sector
organizaticns and companes,

-Law No. 203 of 1991 promulgating the law on public business seclor
companies; and

- Law No. 38 of 1994, organizing dealings in forcign currencies,

{(b) The Charter of Operating Company is hereto attached as Annex D",
Within thirty (30) days after the date of Commercial Oil Discovery
or within thirty {30) days after signature of a Gas Sales Agreement
or commencement of a scheme to dispose of Gas (unless otherwise
agreed upon by EGPC and CONTRACTOR), the Charter shall take
effect and Operating Company shall automatically come 1nto
existence without any further procedures. The Exploration Advisory
Committee shall be dissolved forthwith upon the coming into
existence of the Operating Company.

(c) Ninety (90) days after the date Operating Company comes 1nto
existence in accordance with paragraph (b) above, it shall prepare
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a Work Program and Budget for further Exploration and Development
for the remainder of the ycar in which the Commercial Discovery is
made; and not later than four (4) months before the end of the
current Financial Year (or such other date as may be agreed upon by
EGPC and CONTRACTOR) and four {(4) months preceding the
commencement of each succeeding Financial Year thereafter (or
such other date as may be agreed upon by EGPC and
CONTRACTOR). Operating Company shall preparc an annual
Production Schedule, Work Program and Budgel for further
Exploration and Development for the succeeding Financial Year.
The Production Schedule, Work Program and Budget shall be
submitted to the Board of Directors for approval.

(d) Not later than the twentieth (20th) day of each month. Operating
Company shall furnish to CONTRACTOR a written estimate of 1ts
total cash requirements for expenditure for the first half and the
second half of the succecding month expressed i U.S5. Dollars
having regard to the approved Budget. Such estimate shall take into
consideration anv cash expected 1o be on hand at month end.
Payment for the appropriate period of such month shall be made to
the ceorrespondent bank designated in paragraph (e) below on the
first (lst) day and fitteenth (15th) day respectively, or the ncxt

following business day, if such day is not a business day.

(e) Operating Company 1s authonzed to keep at its own disposal abroad in an
account opened with a comrespondent bank of the Nauonal Bank of Egypt,
Cairo, the foreign funds advanced by CONTRACTOR. Withdrawals

from said account shall be used for payment for goods and services



Cor L e YA G () A sadl — e il e

Lo WV AILLY o pod s 0] G5 e Jpadd oo I ladid |y pdiad!
ao U ol dadt D] A8 201 Ol is Jgat,l DT PETRULIIS)
CASWY ede g Lede o pantl LmbasT ol ol
LS 28,001 o dLe L 8 0 WIW Loy () o dl Ds s
oo deke Baae Ul o pp (6 Tasndl Wil 46, olhle Jl oollaall,
il J'lewu-luji.g_ﬂftlu1 s = E._J_‘,..T.p.a -..':.JLL.-.*I- ;#'J-I'l_n:il
T LG bl s J e et Jls ol

S Ay Sl Gl G p i ol 5 e iy 131 ()
st sttt s it Ll 518 Lgalion | o UleaIl Lldll 25720
i a0 1 Ji oldemy Lol ol Al < Led &b ppo o als b cus, 13
o ldaadl 20

( Gt [ Bl 1)}
Clid | aluuliy ilig pead 19 iG] 312 g
2 S 213 il @i | J4 yiadt (V) (1)

ro JS Ul s LIWEY i 3 daal 1L Lo o padl slel pes
N | BT W ez dmo Ul Sliidly ol pally Ca IS A0LS L
oo leasy 3ot b ¢ SLEY 0is co e g et oL all deazdl,
sshe pean oo by Baizodly el 2 J1 S e (/1) U 5 o 0
o o o sy 0 Y] sl iais Rakal! 2pas Jols el
SPYCIN) RS PO UIS U UUR U PYRIE [ [ £ 70 | R B PP S U | A UL
o JES ol 2N aasdl



V- Y ol s YA (@L‘F) YA saadl — i Jl3ay 41

acquited abroad and for transferring to a local bank in the ARE. the
requirgd amount to meet the expenditures in Egyptian Pounds for
Operating Company in connection with its activities under ths

Agrecment.

Within sixty (60) days after the end of each Financial Year,
Operating Company shall submit to the appropriate exchange control
authorities in the A R.E. a statement, duly certified by a recognized
firm of auditors, showing the funds credited 1o that account, the
disburserments made out of that account and the balance outstanding
at the end of the Year.

() If and for as long dunng the period of production operations there
exists an excess capacity in facilities which can not during the period
of such excess be used by the Operating Company, EGPC shall use
the excess capacity if it so desires without any financial or
operational disadvantage to the CONTRACTOR or Operating
Compnay.

ARTICLE VIl
RECOVERY OF COSTS AND EXPENSES AND

PRODUCTION SHARING

| (a) (1) Cost Recovery Petroleum:

Subject to the auditing provisions under this Agrcement,
CONTRACTOR shall recover quarterly all costs, expenses and
expenditures in respect of all the Expleration, Development and
related operations under this Agreement (o the extent and out of
thirty percent (309%) of all Petroleum produced and saved from
all Development Leases within the Area hereunder and not
used in Petroleum operations. Such Petroleum is bhereinafter
referred to as "Cost Recovery Petroieum”™.
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For the purpose of determining the classification of all cests,
expenses and expenditures for thewr recovery, the following
terms shall apply:

. "Exploration Expenditures” shall mean all costs  and

expenscs for Lxploration and the related portion of indirect
expenscs and overheads.

2. "Development Expenditures” shall mean all costs  and
expenses for Development (with the exception  of
Operaung Expenses) and the related portion of  indirect
expenses and overheads.

3. "Operating Expenses” shall mean all costs, expenses and
expenditures made after initial Commercial Production,
which costs, expenses and expenditures are not normally
depreciable.

Howcver, Operaing Expenses shall include workover, repair
and mainienance of assets but shall not include any of the
following: sidetracking, rednlling and changing of the status of
a well, replacement of assets or part of an asset, additions,
improvements, renewals or major overhauling that extend the
lite of the asset,

Exploration Expenditures, Development Expenditures and

Operating Expenses shall be recovered from Cost Recovery
Petroleum in the following manner:-

(1) " Exploration Expenditures”, including those accumulated prior
to the commencement of mitial Commercial Production
which for the purposes of this Agreement shall mean the
date on which the hirst regular shipment of Crude Oil or the
first deliveries of Gas are made, shall be recoverable at the
rate of twenty five percent {25%) per annum starting cither
in the Tax Year in which such expenditures are mcurred
and paid or the Tax Year in which initial Commercial
Production commences, whichever is the later date.
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(11) "Development Expenditures”, including those accumulated
prior to the commencement of mitial Commercial
Production which for the purposes of this Agreement shall
mean the date on which the first regular shipment of Crude
Oil or the first deliverics of Gas are made, shall be
recoverable at the rate of twenty five percent (25%) per
annum  starting either i the Tax Year in which such
cxpenditures are incurred and paid or the Tax Year in
which 1mitial Commercial Production commences,

whichever 15 the later date.

(111) “Operating Expenses”, incurred and paid after the date of
mitial Commercial Production, which for the purposes of
this Agreement shall mean the date on which the first
regular shipment of Crude il or the first deliveries of Gas
arec made, shall bpe recoverable either 1in the Tax Year 1n
which such costs and expenses are incurred and paid or the
Tax Year in which imitial Commercial Production cccurs,

whichever 1s the later date.

(lv) To the extent that, m a Tax Year, cosls, expenses or
cxpenditurcs recoverable per paragraphs (1), {1i) and {111)
preceding, exceed the valuc of all Cost Recovery Petrolcum
for such Tax Year, the excess shall be carried forward for
recovery 1n  the next succeedmmg Tax Year(s) until fully

recovercd, but m no case after the termunation of  this
Agreement, as to CONTRACTOR.

(v} The recovery of cosis and expenses, based upon the rates
referred to above, snall be allocated to each quarter

proportionately (one fourth to each quarter). However, any
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{2)

(3}

recoverable costs and expenses not recovercd in one quarter
as thus allocated, shall be carried forward for recovery in the
NEXL quarter.

Except as provided in Article VII (a) (3) and Article VI (e) (1),
CONTRACTOR shall each quarter be entitled to take and own
all Cost Recovery Petroleum, which shall be taken and
disposed of in the manner determined pursuant to Article  VII
(e). To the extent that the value of all Cost Recovery Petroleum
las determined tn Article V1I (¢)] exceeds the actual recoverable
cosls and cxpenditures, including any carry forward under
Article VII (a) (1) {iv), to be recovered in that quartcr, then the
value ot such Excess Cost Recovery Petroleumn shall be split
between CONTRACTOR and EGPC in accordance with the
percentages spectfied m Article VII (b) (1) below and EGPC’s
shares shall be paid by CONTRACTOR to EGPC either (i) in
cash in the manner set forth in Article IV of the Accounting
Procedure contained in Annex “E” or (i1) in kind in accordance
with Article VII {a) (3) .

Ninety (90} days prior to the commencement of each Calendar
Year EGPC shall be entitled to elect by notice in writing to
CONTRACTOR 1o require payment of up to thirty percent
(30%) of EGPC's share of Excess Cost Recovery Petroleum: in
kind. Such payment will be in Crude Qil from the Area F.0O.B.
export terminal or other agreed delivery point provided that the
amount of Crude Oil taken by EGPC in kind in a quarter shall
not exceed the value of Cost Recovery Crude Oil actually taken
and separately disposed of by CONTRACTOR from the Area
during the previous quarter. If EGPC's entitlement to receive
payment of its share of Excess Cost Recovery Petroleum in
kind is limited by the foregoing provision, the balance of such
cniitlement shall be paid in cash.
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(b) Production Sharing

(1) The remaining sevenly percent (70%) of the Petroleum shall be
divided between EGPC and the CONTRACTOR according to

the following shares: Such shares shall be taken and disposed

of pursuant to Article VII (e}

(i) Crude Oil
Crude Oil produced and EGPC CONTRACTOR
saved under this Agree- SHARE SHARE

ment and not used m Petro-
leum operations. Barrels oil
per day (BOPD) (quarterly

average).

That portion er increment  ( seventy scven percent)  (twenty three percent)
less than 10.000 BOPD. ( 77%) {23%)

That portion or increment  { seventy eight percent) (twenty 1wo percent)

from 10,000 and less than (78%) (22%)
25,000 BOPD.

That portion or increment ( e1ghty percent ) ( twenty percent )
from 25,000 and less than (BO%) (20%)
50,000 BOPD.

That portion or increment ( exghty two percent ) (eighteen percent)
trom 50,000 BOPD and { 82%) (18%)

above .
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{ii) Gas and LPG

Gas and LPG produced

and saved under this
Agreement and not used
in Petroleum operations

(SCED) (quarterly average)

That portion or increment
less than 125000000
SCFD

That portion or incremernt
from 125,000,000 and less
than 250,000,000 SCEFD

That portion or increment
from 250,000,000 and less
than 500,000,000 SCFD

That portion or increment
from 500,000,000 SCFD

and above.

( EGPC )
SHARE

( e1ghty percent )

( 80%)

( cighty two percent )
(82%)

( cighty four percent )
(B4G%)

( eighty six percent )
( 86%)

CONTRACTOR
SHARE

{twently percent )

(209%)

(eighteen percent )
{187%)

( sixteen percenti )

(16%)

( fourteen percent }

(14% )
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(2} After the end oi ¢cach contractual yecar during the terim  of any
Gas Sales Agreement entered into pursuant to Article VII (e),
EGPC and CONTRACTOR (as sellers) shall render to EGPC
or EGAS (as buyer) a statement for an amount of Gas, 1f any,
cqual 10 the aumount by which the quanuty of Gas of which
EGPC or EGAS (as buyer) has tuken delivery falls below seventy five
percent (73%) of the contract quantities of Gas as established
by the applicable Gas Sales Agreement (the "Shortfall™),
provided lthe Gas 1s available. Within sixty (60) days ol receipt
of the statement, EGPC or BGAS  (as buyer) shall  pay
EGPC  and CONTRACTOR (as sellers) {for the amount of the
Shortfall, it any. The Shortfall shall be included 1n EGPC's and
CONTRACTOR's entitlement 1o Gas pursuant (0o Article VII
(a) and Article VII (b) in the fourth (4th) quarier of such
contractual year.

Quantities of Gas not taken but to be paid for shall be recorded
in a separate Take-or-Pay Account.  Quantities of Gas ("Make
Up Gas") which are delivered 1n subsequent years in excess of
scventy tive percent (75%)} of the contract guanuues of (as as
established by the applicable Gas Sales Agreement, shall be set
against and reduce quantitics of (as in the Take-or-Pay account
to the extent thereof and, to that cxtent, no payment shall be due
in respect of such Guas. Such Make Up Gas shall not be included
in CONTRACTOR's entitlement to Gas pursuant to Arcle
VII (a) and (b). CONTRACTOR shall have no rights 1o such Make
Up Gas.

If @t the end of any Contract yvear, EGPC and CONTRACTOR
( as sellers ) fail to produce seventy five percent { 75%) of the
Annual Contract Quantity as defined in Gas Sales Agreement
with EGPC or EGAS ( as buyer ), the difference between seventy
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five percent (75%) of the annual Contract quantity and the actu-
al produced quantity which are referred to as the " Deliver-or-
Pay Shortfall Gas”. EGPC or EGAS ( as buyer ) shall have the
right to take a quantity of Gas ¢quat to Deliver-or-Pay Shor-
fall Gas and such quantity shall be valuated at minety percent
( 90%) of the Gas price as defined in the Gas Sales Agreement.
The mechanism for the delivery-or-pay concept will be deter-

minecd in the Gas Sales Agreement.

The percentages sct forth in Article VII (4) and this Articel VII
(b) in respect of LPG produced from a plant constructed and

opcrated by or on behalf of EGPC and CONTRACTOR shal]
apply 1o all LPG availabie for delivery.

(c) Valuation of Petroleum:
(1) Crude il:

(i} The Cost Recovery Crude OGil to which CONTRACTOR 1s
entitled hergunder shall be valued by EGPC and
CONTRACTOR at "Market Price" for cach calendar quarter.

(11) "Market Price" shall mean thc weighted average prices
realized from sales by EGPC or CONTRACTOR during the
quarter, whichever is higher, provided that the sales 10 be
used in arriving at the weighted average(s) shall be sales of
comparable quantities on comparable credit terms in freely
convertible currency from F.G.B. point of export sales to
non-Affiliated companies at arm's length under all Crude Ohl
sales contracts then in effect, but excluding Crude Onl sales

contracts mvolving barter and,
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(1) Sales, whether direct or indirect, through brokers or

otherwise, of EGPC or CONTRACTOR to any Affiliated
Company. |

(2) Sales mvolving a quid pro quo other than payment in a
freely convertible currency or motivated in whole or 1n
part by considerations other than the usual economic

incentives for commercial arm's length crude o1l sales.

(i11) It is understood that in the case of "C.LLF.” sales, appropnate

deductions shall be made for transport and insurance charges
to calculate the F.O.B. point of export price; and always
taking into account the appropriate adjustment for quality of
Crude Oil, frcight advantage or disadvantage of port of
loading and other appropnate adjustments. Market Price
shall be determmined separately for each Crude O1] or Crude
Oil mix, and for each port of loading.

(iv) If during any calendar quarter, there are 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 bairel of Crude
(1] 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
Mediterrancan Area), which are regularly sold in the open
market according to  actual sales contracts terms but
excluding paper sales and sales promises where no crude o1l
is delivered, to the extent that such sales are effected under
such terms and conditions (excluding the price) not significantly
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ditfferent from those under which the Crude Oil to be valued,
was sold, and always taking into consideration appropriate
adjustments ftor Crude Oil quality, freight advantage or
disadvantage of port of loading and other appropriate
adjustments, as the case may be, for differences in gravity,
sulphur, and other factors generally recognized by sellers and
purciasers, as reflected in crude prices, transportation ninety
(90) days insurance prcmiums, unusual fees borne by the
seller, and for credit terms 1n excess of sixry (60) days, and
the cost of loans or guarantecs granted for the henefit of the
sellers at prevailing interest rates.

It 15 the intent of the Parties that the valuc 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 determined under sub-paragraph (ii) above does not
reflect the prevailing Market Price or in the event EGPC and
CONTRACTOR fai to agree on Market Piice for any Crude O1l
produced under this Agreement for any quarter within fifteen
(15) days after the end thereof, any party may elect at
any ume thereafter to submit to a single arbitrator the question,
what single price per barrel, in the arbutrator's judgment, best
represents for the pertinent quarter the Market Price for the
Crude Oi1l in question. The arbitrator shall make his
determination as soon as possible following the quarter n
question. His determination shall be final and binding upon ali
the parties. The arbitrator shall be selected in the manner
described below,

In the event EGPC and CONTRACTOR fail to agree on the
arbitrator within thirty (30) days frem the date any party
notifies the other that it has decided to submit the determination
of the Market Price to an arbitrator, such arbitrator shall be
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chosen by the appointing authornty designated in  accordance
with Article XXIV (e), or such other appointing authority with
access 1o such expertise  as may be agreed to between RGPC
and CONTRACTOR, with regard 1o the quahfications for
arbitrators sel forth below, upon wrnitten application of one or
both of EGPC and CONTRACTOR. Copies of such

application by one of them shall be promptly sent to the other.

The arbitrator shall be as nearly as possible a person with an
cstablished reputation in the international petroleum industry
as an expert 1n pricing and marketing crude ol n
itternational commerce. The arbitrator shall not be a citizen of
a country which does not have diplomatic relations with both
the A.R.E., and England. He may not be, at the tume of
selection, cmployed by, or an arbitrator or consultant on a
continuing or frequent basis to, the American Petrolcum
Institute, the Organization of the Petroleum Exporting
Countrics or the Organization of Arab Petroleum Expotting
Countries, or a consuitant on a continuing basis 10 EGPC,
CONTRACTOR or an Affiliated Company of either, but past
occasional consultatton with such companies, with other
petroleum companies, governmental agencies or Orgamzations
shall not be a ground for disqualification. He may not have
been, at any time during the two (2) years before selection, an
employee of any petroleumn company or of any governmental
AgCNCY Or orgamzation.

Should a selected person decline or be unable to serve as
arbitrator or should the position of arbitrator fall vacant prior
to the decision called for, another person shall be chosen 1n
the same manner provided in this paragraph. EGPC and
CONTRACTOR shall share equally the expenses of the

arbitrator.
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The arbitrator shall make his determination in 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 iformation but shall be free to cvaiuate
thc extent 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 furmish him written matenals provided the
arbitrator may impose reasonable himitations on this right,
EGPC and CONTRACTOR each shall cooperate with the
arbitrator to the fullest extent and cach shall insure such
cooperation of its trading companies. The arbitralor shall be
provided access to Crude Oil sales contracts and related data
and information which EGPC and CONTRACTOR or their
trading companies are able to make available and which in the
judgment of the arbitrator might aid the arbitrator in muaking
a vahd determination.

Pending Market Price agreement by EGPC  and
CONTRACTOR or determination by the arbitrator, as
applicable, the Market Price agreed for the quatter preceding
the quarter in question shall remain temporarily in effect. In the
event either EGPC or CONTRACTQOR should incur a loss by
virtue of the temporary continuation of the Market Price of the
previous quarter, it shall promptly be reimbursed such loss by
the other party plus simple interest at the LIBOR plus two and
onc - half percent (2.5%:) per annum rate provided for in Article
IV (f) from the date on which the disputed amount(s) should
have been paid to the date of payment.

(2) Gas and LPG

(13 The Cost Recovery and Production Shares of Gas subject to

a Gas Sales Agreement between EGPC and CONTRACTOR (as
seliers) and EGPC or EGAS (as buyer) enterad into pursuant 10 Article
VII (e) shall be valued, delivered to and purchased by EGPC at

a price determined monthly according to the following formual:

PG=Fx H
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Where:

PG = the value of the Gas in U.S. Doilars per thousand cubic feet
{ MCF }.

H = the number of British Thermal Units { BTU s ) per thousand
cubic teet { MCF ) of Gas,

F = avalue in US. Dollars per million British Thermal Units
( mmbtu) determined monthly according to the following table :

Price of Brent ( US$ / barrel ) F ( US$ / mmbtu )

Less than or equal to 10 1.50
Greater than 10 but less than 14 (0.1625%* Brent) less 0.125
Equal to or greater than 14 but less than 17 2.13
Equal to or greater than 17 but less than 20 | (0.1667* Brent ) less 0.6833

Equal to or greater than 20 265

Where Brent is the monthly average price expressed in US Dollars per
barrel for BRENT (DTD) quoted in “Platt’s Oilgram Price Report” for
“Spot Crude Price Assessment-International™ for the month in question.

In the event that the value of F cannot be determined because Platt’s
Oilgram Price Report 18 not published at all during  a month, the
Parties shall meet and agree the value of Brent by rcference to other
published sources. In the event that there are no such published sources
or if the value of Brent cannot be determined pursuant to the foregoing
tor any other reason, the Parties shall meet and agree a value of Brent.
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(1)  The Cost Recovery and Production Shares of ( L[PG )
produced from a plant constructed and operated by or on
behalf of EGPC and CONTRACTOR shall be separaicly
valued for Propane and Butune at the outlet of such LPG plant

according to the following formula ( unless otherwise agreed
between EGPC and CONTRACTOR ) -

F
PLPG =(95PR - (I x0.85 x — )
42.96 x {0

YWhere:

PLPG = LPG price ( separately determined for Propane and
Butane ) in U.S. Dollars per metric ton .

PR = The average over a peried of a month of the figures
representing the mud-point between the high and low
prices m U.S. Dollars per metric ton quoted in “Platt’s
LPGaswire™ during such month for Propane and
Butane FOB Ex- Ref/Stor. West Mediterranean.

J = BTU'sremoved from the Gas stream by the LPG plant
per metric ton of LPG produced.

F = a value in U.S. Dollars per metric ton of the crude oil
of Guif of Suez Blend “FOB Ras Shukheir ™ A.R.E.
calculated by referring 1o “Platt’s Onlgram  Price
Report” during a month under the heading “Spot
Crude Price Assessment for Suez Blend”. This value
reflects the total averages of the published low and
high values for a Barrel during such month divided by
the number of days 1n such month for which such
vilues were quoted. The value per metric ton shall be
cualculated on the basis of a conversion factor to be
agreed upon annually between EGPC and CON-
TRACTOR .
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In the event that Plait’s LPGaswire 15 issued on certain days
during a month but not on others, the value of PR shall be
calculated using only those issues which are published during
such month. In the event that the value of PR can not be
determined becausce Platt’s LPGaswire 1s not published at ali
during a month, EGPC and CONTRACTOR shall meet and
agree to the vatue of PR by reference o other published
sources. In the event that there are no such other published
sources or if the value of PR cannot be deterrmined pursuant o
the foregoing for any other reason EGPC and CONTRACTOR
shall meet and agree the value of PR by reference to the value

of LPG ( Propanc and Butane ) delivered FOB from the
Mediterranean Arca.

In the event that the value of ¥ cannoi be determined because
Platt’s Oilgram Price Report is not published at all during a
month. EGPC and CONRACTOR shall meet and agree the
value of F by reference to other published sources. In the event
that there are no such published sources or if the value of F
cannot bc determined pursuant to the foregoing for any other
reason, EGPC and CONTRACTOR shall meet and agree 10 a
value of F.

Such valuation of LPG is based upon delivery at the delivery
point specified in Article VII (e} (2) () .

(iii) The prices of Gas and LPG so caiculated shall apply during the
samée month

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



VoW L et VA 5 (ol ) YA sl - G )i 4l AL

:ﬁfp”ﬂ}
Muﬁmu@p #demuu_abuulﬁ__.uu
ulmbulgwﬂlbhg@ Lelis s Ly DLz, Lealail S
S51 F 1 PRCVE [ v S B SPS § BO WA [0 P LR VT - S T - SPP-SS]
I o b Lol oS ] s o LG i) a8, e,
Los L] At 3 e LBl 1 ity o cponsyy St ol K
i Al ot Mg Il st e M Ll
bl pUh ool s bl o e St sl Uiy Jiisy o lasy
A LNy 50Nl lazal o iy g3V 300 Jaldy of gl
Uiy oo ldandly sl 387,201 26 pms 5Lad) Jabas s . LU pds (e dbas
) Ll el LISy
sizen A ST 3 S e Yasw U Losthy Jylitly Zangld o (V)
J-hllfdl&::\ahluhn Lﬂ:ﬁd_guI@JLﬁhleJudﬁ
Jolally . dagldl 35U o (00) 3,201y Zagludl 35Ul e (1) 3 504 il
U Lete o (3 a7, B 6 iy J oy o 3 3
MUl s 33 5,80 ol b4, als, ol s i iy W il
a1 3ol (Y)Y (1) aladl 52Ul e e Kicgl) Rimnad

gl N s i 5LV sde 3 Gl G ), L b J e
LY e Aagld 6 S0 Ayl il e () ik oyt Ll



6 YT R e VA () WA saadl - B Jhia A

() Forecasts:

Operating Company shall prepare (not less than ninety (30} days
prior to the beginning of euch calendar semester following first
regular production) and furnish in writing to CONTRACTOR  and
EGPC a forecast setting out a total quantity of Petroleumn that
Operating Company estimates can be produced, saved and
transported hereunder during such calendar semester in accordance
with good 01l and gas industry practices.

Operating Company shall endeavor to produce each calendar
semester the forecast quantity. The Crude Oil shali be run to storage
tanks or offshore loading facilities constructed, maintained and
operatcd according to Government Regulations, by Operating
Company in which said Crude Oil shall be metered or otherwise
measured for royalty, and other purposes requued by this
Agreement. Gas shall be handled by Operating Company In
accordance with the provisions of Article VII (e) .

{e) Disposition of Petroleum:

(1) EBEGPC and CONTRACTOR shall have the right and the
obligation to separately tuke and freely export or otherwisc
dispose of, currently ail of the Crude Oil to which each is
entitled under Article VII (a) and Article VII (b). Subject to
payment of sums due to EGPC under Article VII {a) (2) and
Article 1X, CONTRACTOR shall have the right to remit and
retain abroad all funds acquired by it including the proceeds
from the sale of its share of Petroleum.

Notwithstanding anything to the contrary under this Agreement
priority shall be given to meet the requirements of the AR.E.
market from CONTRACTOR's share under Article VII (b) of
the Crude Qil produced from the Area and EGPC shall have the
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preferential right to purchasce such Crude Oil at a price to be
determined pursuant to Article VII {c). The amount of Crude
(il so purchased shall be a portion of CONTRACTOR's share
under Article VII (b). Such amount shall be proportional to
CONTRACTOR's share of the total production of Crude Oil
from the concession areas in the A RE. that are also subject to
EGPC's preferential right to purchase. The payment for such
purchased amount shall be made by EGPC i U.S. Dollars or in

any other frecly convertible currency remittable by
CONTRACTQR abroad.

It i1s agreed upon that EGPC shall notify CONTRACTOR, at
least forty-five (45) days prior to the beginning of the Calendar
Semester, of the amount to be purchased dunng such semester
under this Article VII (e) {1}.

(2) With respect to Gas and LLPG produced trom the Area:

(1) Priority shull be given to meet the requirements of the local
markct as determined by EGPC,

(ii) In the event that EGPC or EGAS 15 to be the buyer of Gas,
the disposition of Gas (o 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 buyer).

FGPC uand CONTRACTOR (as sellers) shall have thc
obligation to deliver Gas Lo the following point where such
Gas shall be metered for sales, royaltly, and other purposes
required by this Agrecment:

(a) In the event no LPG plant 1s constructed to  process
such Gas, the delivery pomt shall be at the flange
connecting the Lease pipeline to the nearest point on
the National Gas Pipeline Grid System as depicted 1n
Annex "F" hereto, or as otherwise agreed by EGPC
and CONTRACTOR.
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(b)y In the event an LPG plant 1s constructed to  proccss
such Gas, such Gas shall, for the purposes of valuation
and sales, be metered at the inlet to such LPG Plant.
However, notwithstanding the fact that the metering
shall take place at the LPG Plant inlet, CONTRACTOR
shall through the Operatung Company builld a pipeline
suitable for transport of the processed Gas from the
LPG Plant outlet to the necarest peoint on the National
Gas Pipeline Grid System as  depicted in Annex "F"
hereto, or otherwise agreed by EGPC  and
CONTRACTOR. Such pipeline shall be owned 1n
accordance with Asticle VI {(a) by EGPC, and 1ts cost
shall be financed and recovered by CONTRACTOR as
Development Expenditures pursuant to Article VIIL

(i1) 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 appropnate, be in the vicinity of the
point of delivery as determined in Article II and Article VII
(¢) 2 (). The dclivery of LPG for, royalty and other
purposes required by this Agreement shall be at the outlet
of the LPG plant. The costs of any such LPG plant shall
be recoverable in accordance with the provisions of this
Agreement unless the Minister of Petroleum agrees 1o

accelerated recovery.
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(1v) EGPC or EGAS (as buyer) shall have the option 10 elect,
by ninety (20} days prior wntten notice to EGPC and
CONTRACTOR (as scllers), whether payment tor the Gas
which 1s subject to a Gas Sales Agreement between EGPC
and CONTRACTOR (as sellers) and EGPC or EGAS (as
huvery and LPG produced from a plant constructed and
operated by or on behalf of EGPC and CONTRACTOR, as
valued 1n accordance with Article V1I (¢), and to which
CONTRACTOR 15 entitled under the Cost Rccovery

and Production Sharing provisions of Article VII, of this
Agreement shall be made 1) in cash or 2} in kind.

Payments 1n cash shall be made by EGPC or EGAS  (us
buyer) at intervals provided for in the relevant Gas Sales
Agreement in U.S. Dollars, remittable hy CONTRACTOR

abroad.

Payments m kind shall be calculated by converting the
value of (Gas and LPG w which CONTRACTOR 1s
entitled inte equivalent barrels of Crude Oil to be taken
concurrently by CONTRACTOR from the Area, or to the
extent that such Crude Qi:l 1s 1insufficient, Crude Ol {rom
CONTRACTOR's other concession areas or such other
areas as may be agreed. Such Crude Oil shall be added 1o
the Crude Oi1l that CONTRACTOR 15 otherwise entitled 1o
1t under this Agreement. Such equivaient barrels shall be
calculated on the basis of the provisions of Article VII (c)
relating to the valuation of Cost Recovery Crude Ozl

" Provided that:

(aa) Payment of the value of Gas and LPG shall always be made
in cash i U.S. Dollars  remuttable by CONTRACTOR
abroad to the extent that there 1s insufficient Crude Oil
availlable for conversion as provided for above;
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(bb) Payment of the value of Gas and LPG shall always be
made tn kind as provided for above 1o the exient that

payments in cash are not made by EGPC.

Payments to CONTRACTOR (whether in cash or kind), when
related 1o CONTRACTOR's Cost Recovery Petrolcum,  shall
be  included m CONTRACTOR's Statement of Recovery
of Costs and of Cost Recovery Petroleum referred 1o in Article
IV of Annex "E" of this Agrecrment.

(v) Should EGPC or EGAS ( as buyer } fail to entcr into a long-term
Gas Sales Agrcement with EGPC and CONTRACTOR (as
sellers) within four (4) years from a notice of Commercial Gas
Discovery pursuant to Article (I, EGPC and CONTRACTOR
shall have the right to take and freely dispose of the quantity of
Gas and LPG in respect of which the notice of Commercial

Discovery is given by exporting such Gas and LPG .

(vi) The proceeds of sale of CONTRACTOR's share of Gas and
LPG disposed of pursuant to the above sub-paragraph (v) may
be freely remitted or retained abroad by CONTRACTOR.

(vii) In the event EGPC and CONTRACTOR agree 1o accept new
Guas and LPG producers (o join in an ongoing export project,
such producers shall have to contribute a fair and equitable

share of the 1nvestment made.

(viii)} (aa) Upon the expiration of the four (4) year peniod referred to in
Article VII (e) (2) (v), CONTRACTOR shall have the
obligation (o exert its reasonable efforts 10 find an export

market for Gas reserves.
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(bb) In the event at the end of the four (4) year period referred

to under Article VII (e) (2) (v), CONTRACTGCR and
EGPC have not entered into a Gas Sales Agreement,
CONTRACTOR shall retain its rights to such Gas re-
serves for a further period of up to four (4) years, subject
to Article VII (e} (2) (viii) (cc), during which period
EGPC shall attempt 1o find a market for Gas reserves.

(cc) in the event that CONTRACTOR is not exporting the Gas

and CONTRACTOR has not entered into a Gas Sales
Agrecment pursuant 1o Article VIl {e) (2) prior to the
expiry of eight (8) years from CONTRACTOR’s notice
of Commercial Gas Discovery, CONTRACTOR shall
surrender the Gas reserves in respect of which such notice
has been given, It being understood that CONTRACTOR
shall, at any time prior to the expiry of such cight (8) year
period, surrender the Gas reserves, if CONTRACTOR is
not exporting the Gas and CONTRACTOR does not
accept an offer of a Gas Sales Agreement from EGPC
within six {6) months from the date such offer is made
provided that the Gas Sales Agreement offered 1o
CONTRACTOR shall take into consideration the relevant
technical and economic factors te enable a commercial
contract including :

A sufficient delivery rate.

Delivery pressure to enter the National Gas Pipeline Grid
System at the peint of delivery.

Delivered Gas quality specifications notl more stringent
than those imposed or required for the National Gus
Pipeline Grid System.

The Gas prices as specified in this Agreement.
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(dd) In the event that CONTRACTOR has not entered 1nto 4
Gas Sales Agreement pursuant o Article VII (c) (2) or
otherwise found an acceptuble scheme for commercial
disposal of such Gas, at the time of the expiration of eight
(8) years from CONTRACTOR’s notice of Commercial
Discovery of Gas or failing agreement with EGPC on gas
disposal at the expiration of ¢ight (8) years , CONTRACTOR
shall surrender to EGPC such Development Lease (8) n
which Gas discovery 18 made.

(tx) CONTRACTOR shall not be obligated to surrender a
Development Lease based on a Commercial Gas Piscovery, if
Crude Qil has been discovered in commercial gquantities in the
same Development Lease.

(f) Operations:

If following the reversion to EGPC of any rights to Crude O1il
hereunder, CONTRACTOR retains nghts o Gas 1n the same
Development Lease, or if, following surrender of rights to  Cias
hereunder, CONTRACTOR retains rights to Crude Oi1l in the same
Decvelopment Lease, operations to explore for or exploit the
Petroleurn, the rights to which have reverted or been surrendered
(Qil or Gas as the casc may be) may only be carried out by
Operating Company which shall act on behalf of EGPC alone,
unless CONTRACTOR and EGPC uagree otherwise.

(g) Tanker Scheduling:

At a reasonable time prior to the commencement of Commercial
Production EGPC and CONTRACTOR shall meet and agree upon 4
procedure for scheduling tanker hiftings from the agreed upon point
oif export.
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ARTICLE VIIi
TITLE TO ASSETS

(2) EGPC shall become the owner of all CONTRACTOR acquired and
owned assets which assets were charged to Cost Recovery by
CONTRACTOR in connection with the operations carried out by

CONTRACTOR or Operating Company in accordance with the
following:

(1) Land shall become the property of EGPC 4s socon uas it 1s
purchased.

(2) Title to fixed and movable assets shall bec transterred
automatically and gradualtly from CONTRACTOR to EGPC us
they become subject to recovery in accordance with the
provisions of Article VII; however the full title to fixed and
movable assets shall be transferred  auwtomatically from
CONTRACTOR to EGPC when its total cost has been
recovered by CONTRACTOR in accordunce with the
provisions of Article VII or at the time of termination of this
Agrecment  with respect to  all assets chargeable to  the
operations whether recovered or not, whichever first occurs.

The book value of the assets created during each calendar
quarter shall be communicated by CONTRACTOR to EGPC or
by Operating Company to EGPC and CONTRACTOR  within
thirty (30) days of the end of each quarter.

(b) During the term of this Agreement and the renewal period EGPC,
CONTRACTOR and Operating Company are cntitied 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 agreecment of the other.
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{c}

()

(b

(c)

(d)

(c)

CONTRACTOR uand Operating Company may frecly import into
the A.R.E., usc therein and freely export at the end of such use.
machincry and cquipment which they either rent or lease n
accordance with good industry practices, including but not hhmited to

the Tcase of computer hardware and soltware.
ARTICLE IX
BONUSES

CONTRACTOR shall pay to EGPC as a signature bonus the sum of
five hundred thousand U.S. Deollars (5500,000) on the Effective
Date.

CONTRACTOR shall puy also to EGPC the sum of five hundred
thousand U.S. Dollars ($500,000) on the date of first production.

CONTRACTOR shall pay to EGPC as a bonus the sum of one

hundred thousand U.S. Dollars ($100,000) upon approval of cach
Develepment Leuase.

CONTRACTOR shall pay tw EGPC the sum oi [ive hundred
thousand U.S . Dellars ($500.000) as a production bonus when the
total average daily production from the Area first reaches the rate of
ten thousand (10,000) Barrels of oil or equivalent per day for a
period of thirty (30) consecutive producing days. Payment will be
made within fifteen (15) days thercafter.

CONTRACTOR shall also pay to EGPC the additional sum of five
hundred thousand U.S. Dollars ($500,000) as a production beonus
when the total average daily production from the Area {irst reaches
the rate of twenty five thousand (25,000) Barrels of oil or cquivalent
per day for a period of thirty (30) consecutive producing days.
Payment will be made within fifteen (15) days thereafter.
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(1}

CONTRACTOR shall also pay to EGPC the additional sum of one
million and five hundred thousand U.S. Dellars ($1, 500,000) as a
production bonus when the total average daily production from the
Area lirst reaches the rate of fifty thousand (50,000) Barrels of oil or
equivaleni per day for a period of thirty (30) consecutive producing

days. Payment will be made within fifteen {15) days thereafter .

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

(h)

million U.S. Dollars ($ 2,000,000) as a production bonus when the
totul average daily production from the Area first reaches the rate of
one hundred thousand (100,000} Barrels of oil or equivalent per day
for a period of thirty (30) consecutive producing days. Payment will

be made within fifteen (15) days thereafier.

CONTRACTOR shall pay to EGPC as a bonus the sum of one
hundred thousand U.S. Dollars { $100.000) on the date of the

approval to enter into five (5) ycar extcnsion peried pursuant to
Article III paragraph (d) (3) (bb).

(1) All the above mentioned bonuses shall in no event be recovered by

()

CONTRACTOR.

In the event that EGPC elects to develop any part of thc Area
pursuant to the sole risk provisions of Article ITI {(¢) {(1v), production
from such sole risk area shall be considered for the purposes of this

Article IX only if CONTRACTOR exerciscs its option to share in

such production, and only from the imtial date of sharing .
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(k) Gus shall be taken into account for purposes of determining the total
average daily production from the Area under Article IX ( d-g) by
convertng daily Gas delivered into equavalent barrels of daily Crude
O1l production in accordance with the following tormula :

MSCF = H x 0.167 = equivalent barrels of Crude Oil
where :

MSCF = one thousand Standard Cubic Feet of Gas.

H = the number of mullion British Thermal Units (BTU's per
MSCF).

ARTICLE X
OFFICE AND SERYICE OF NOTICES

CONTRACTOR shall maintain an office in A .R_E. at which notices shall
be validly served.

The General Manager and Deputy General Manager shall be entrusted by
CONTRACTOR with sufficient power to carry out immediately all
local wrttten directions given to them by the Government or (s
representatives under the terms of this Agreement. Ali  lawful
repulations issued or hereafter to be 1s8sued which are apphcable
hereunder and not in conflict with this Agreement shall apply (o the
duties and activities of the General Manager and Deputy General
Manager.

All matters and notices shall be deemed to be validly served which are

delivered to the office of the General Manager or which are sent to him
by registered mail to CONTRACTOR s office in the A.R.E.

All matters and notices shall be deemed to be validly served which are
delivered to the office of the Chairman of EGPC or which are sent to
him by registered maii at EGPC's main office in Cairo.
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ARTICLE XI
SAVING OF PETROLEUM AND PREVENTION OF LOSS

(a) Operating Company shall take all proper measures, according 1o
generally accepted methods in use in the o1l and gas industry to
prevent loss or waste of Petrolcum above or under the ground 1n any
form during drlling, producing, gathering, and distributing or
storage opcrations. The GOVERNMENT has the right to prevent
any-operation on any well that it mighe reasonably expect would
result in foss or damage to the well or the Oil or Gas field.

(b} Upon completion of the drilling of a productive well, Operatimg
Company shall inform the GOVERNMENT or its representative of
the time when the well will be tested and the production ratc
ascertained.

(¢) Except in instances where muluple producing formations in the same
well can only be produced economically through a single tubing
string, Petroleum shall not be produced from multiple oil bearing
zones through one string of tubing at the same iime, except with the
prior approval of the GOVERNMENT or its representative, which
shall not be unreasonably withheld.

(d) Operating Company shall record data regarding the quantities of
Petroleum and water produced monthly from ecach Development
Lcasc. Such data shall be sent tp the GOVERNMENT or its
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 availlable at all

reasonable times for examination by authorized representatives of
the GOVERNMENT.

(e) Daily drilling records and the graphic togs of wells must show the
quantity and type of cement and the amount of any other materials
used in the well for the purpose of protecting Petroleum, gas bearning
or fresh water strata. |



Foo¥ R et VA S () YA sl = e J5 AL VYA

o5 o oo LIS my 2l S Gl 3 g op i l ()
PRGN TP 1NN
(g Gl BaldS )
S peadl il s 31

yiass B e 3] VU Slbeally 2ol 3872l J il gl s (1)
NSUSLREITE RIS (PO ] Y IO S J 81 ) - SX SO0 S SO | 0>
UL i e 3l VARY 0 Yo £ 5 o051 Ll s 5,
N sl (ol e o Jomy Loy bzl ] £IL LT wY0u e,
Slghls 3y Srlaally SN sl Lol Ll Y delydll sy
e o Ay ol s e gy ) JLADY, Ji! Ly, sl
GEPES | G it LN U VAP - UE-SITON  C Y NN - SRS | DA [N B |
g3y Jid e laie, oSty ol e Sl gty 250 S
@Y e Ll ks wldS, SV realies Silawes iy 2SO
Jall oo Shazias Balgd oddis bty alS iy 55, ] LAY 0l (pa
daypnadl e Lt ol e san 2l o adl licgd Zaegd] cne cradl J el
i Lgs Bt e 1,55, . ALY o) Loy oldand] Jiinf 403V
Sl pe & sy - e Y] s pos ol ma ] LLEY Lie ey Laidas

By gty Olasdly SVY e C33 gAY s o LY oy (o)

e My Leslitenal o Ll Ul e gyl y Okl 2l



WA Yol VA G () PA sl - el A

{f) Any substantial change of mechanical conditions of the well afigr its

completion shall be subject to the approval of the representative of
the GOVERNMENT.

ARTICLE XI11
CUSTOMS EXEMPTIONS
{a) EGPC, CONTRACTOR, and Operatnng Company shall be permitted

lo import and shall be exempted from customs dutics, any  taxes,
levies or fees (including fees imposed by Ministerial Decision No.
254 of 1993 1ssued by the Minister of Finance, as now or hereafter
amended or substituted) of any nature and from the 1mportation
rules with respect te the mportation of machinery, equipment,
appliances, materials, items, means of transport and fransportation
(the exemption from taxes and duties for cars shall only apply to cars
to be used in operations), electric appliances, air conditioners for
offices, field housing and facilities, electronic appliances, computer
hardware and software, as well as spare parts required for any of the
imported items, all subject to a duly approved certificate 1ssued 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 certifticate shall be
final and binding and shall automatically result in the importation

and the exemption without any further approval, delay or procedure.

(b) Machinery, equipment, appliances and mecans of transport and
transportation 1mported by  EGPC's, CONTRACTOR's and

Opﬁmting Cﬂmpﬂny's contractors and sub-contractors tcmpnrﬂrily

engaged 1 any activity pursuant to the operations which are the
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subject of this Agreement, shall be cleared under the "Temporary
Release System” without payment of customs duties, any taxes,
levies or fees (including fees imposed by Ministerial Decision No.
234 of 1993 issued by the Minister of Finance, as now or hereafter
amended or substituted) of any nature, upon presentation of a duly
approved certificate issued by an EGPC responsible representative
nominated by EGPC for such purpose which states, that the
imported items are required for conducting the operations pursuant
to this Agreement. Items (excluding cars not to be used in
operations) set out in Articie XII (a) imported by EGPC's,
CONTRACTOR's and Operating Company's contractors  and
sub-contractors for the aforesaid operations, in order to be installed
or used permanently or consumed shall mcet the conditions for
excmption set forth in Article XII (a) after being duly certified by an
EGPC responsible  representative to be used for conduocting

operations pursuant to this Agreement.

(¢} The expatriate cmployees of CONTRACTOR, Operating Company
and their contractors and sub-contractors shall not be entitled to any
exemptions from customs duties and other ancillary taxes and
charges except within the limits of the provisions of the laws and
regulations applicable in the A.R.E. However, personal household
goeds and furmtore (including one (1) car) for each expatriaic
cmployee of CONTRACTOR and/or Operating company shall be
cleared under the "Temporary Release System” {without payment of

any customs duties and other ancillary taxes) upon presentation of
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a letier 1o the appropriate customs authorities by CONTRACTOR
or Operating Company approved by an EGPC  rcsponsiblc
representative that the imported items are imported for the sole use
of the expatriate employee and his family, and that such imported
items shall be re-exported outside the A.R.E. upon the repatriation of

the concerned expatriate employee.

(d) ltems imported inio the A.R.E. whether exempt or not exempt from

customs duties and other ancillary taxes and charges hereunder,
may be exported by the importing party at any time aflter obtaining
EGPC's approval, which approval shall not be unreasonably
withheld, without any export duties, taxes or charges or any laxcs or
charges from which such items have been already exempt, heing
applicable. Such items may be sold within the A R.E. after obtaining
the approval of EGPC which approval shall not be unreasonably
withheld. In this event, the purchaser of such items shall pay all
applicable customs duties and other ancillary taxes and charges
according to the condition and value of such items and the tanff
applicable on the date of sale, unless such items have already been
sold to an Affiliated Company of CONTRACTOR, if any, or EGPC,
having the same exemption, or uniess tific to such itemns (excluding
cars not used in operations) has passed to EGPC.

In the event of any such sale under this paragraph {d), the proceeds
from such sale shall be divided in the following manner:

CONTRACTOR shall be entitled te reimbursemcnt of its
unrecovercd cosl, 1f any, 1n such items and the excess, if any, shall
be paid 1o EGPC.
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(¢} The exemption provided for in Article XII (a) shall not apply 1o any
imported items when items of the same or substantiaily the samc
kind and quality are manutactured locally meeting CONTRAC-
TOR's and/or Operating Company's specificanons for qualily and
saf;z:ty and are available for timely purchase and delivery in the
A R.E. at a price not higher than ten percent (10%) ot the cost of the
imported item, before cusioms duties but after freight and 1nsurance

costs if any have been added.

(f) CONTRACTOR, EGPC and their respective buyers shall have the
right to frecly export the Petroleum produced from the Area
pursuant (o this Agreement; no license shall be required, and such
petroleum shall be exempted from any customs duties, any taxes,
levies or any other imposts in respect of the export of Petroleumn

hereunder.
ARTICLLE X11k
BOOKS OF ACCOUNT : ACCOUNTING AND PAYMENTS

(a) EGPC, CONTRACTOR and Operating Company shall each maintain
at  their business offices in the A.R.E. books of account, 1n
accordance with the Accounting Procedure m Annex "E° and
accepted accounting practices generally uscd in the petroleum
industry, and such other books and records as may be necessary 1o
show the work performed under this Agreement, including the
amount and value of all Petroleum produced and saved hereunder.
CONTRACTOR and Operating Company shall keep their books of

account and accounting records in United States Dollars.
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Operating Company shall furnish to the GOVERNMENT or irs
representatives monthly rcturns showing the amount of Petroleum
produced and saved hereunder. Such returns shall be preparcd in 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 its representative within thirty (30) days after

the end of the month covered in the retumn.

(b) The aforesaid books of account and other books and records referred
to above shall be available at all reasenable times for inspection by

duly authorized representatives of the GOVERNMENT.

(c}) CONTRACTOR shall submit to EGPC a Profit and Loss Statement
of its Tax Year not later than four (t‘i) months after the
commencement of the following Tax Year to show its nei profit or

loss from the Petroleum operations under this Agreement for such

Tax Year.

CONTRACTOR shall at the same time submit a year-end Balance
Sheet for the same Tax Year to EGPC. The Balance Sheet and
financial statements shall be certified by an Egyptian centified

accounting firm,
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ARTICLE XIV
RECORDS, REPORTS ANID INSPECTION

(1) CONTRACTOR and/or Operating Company shall prepare and, at all
times while this Agreement is in force, maintain accurale and
current records of i1ts operations in the Arca. CONTRACTOR and/or
Operating Company shall furmish the GOVERNMENT or its
representative, 1n conformity with applicable regulations or as the
GOVERNMENT or its representative may reasonably require
information and data concerming its operations under this
Agreement. Operating Company will perform the functions

indicated 1n this Article X1V in accordance with its role as specified
in Article VL

{b) CONTRACTOR and/or Cperating Company shall save and keep for
a rcasonable period of time a representative portion of cach sample
of cores and curttings taken rom drilling wells, to be dispesed of, or
forwarded to the GOVERNMENT or 1ts representative in the
manner directed by the GOVERNMENT. All samples acquired by
CONTRACTOR and/or Operating Company for their own purposes
shall be considered available for inspection at any reasonable time
by the GOVERNMENT or its representatives.

(c) Unless otherwise agreed to by EGPC, in case of exporting any rock
samples outside A.R.E., samples equivaient n size and quality
shall, before such cxportation, be delivered tw EGPC as
representative of the GOVERNMENT,
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{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 processed or analyzed outside the A.R.E. may be
exported 1f a monitor or a comparable record, if available, is
maintained in the A.R.E. and provided that such exports shall be
repatriated 10 A.R.E. prempily following such processing or analysis

on the understanding that they belong to EGPC,

During the period CONTRACTOR is conducting the Exploration
operations, EGPC’s duly authorized represcniatives or  employees
shall have the right to full and complete access to the Area at ail
rcasonable times with the rnight to obscrve the operations being
conducted and to inspect all assets, records and data kept by
CONTRACTOR. EGPC's representative, 1n exercising its rights under
the preceding sentence of this paragraph {c), shall not mtertere with
CONTRACTOR's operations. CONTRACTOR shall provide EGPC
with copies of any and  all data {(including, but  not limited 1o,
ceological  and  geophysical reports, logs and  well surveys)
mformation and mterpretation of such data, and other information 1n

CONTRACTOR's possession.

For the purpose of obtaining new offers, the GOVERNMENT
and/or BEGPC muay, after the third (3rd) year of the Exploration
period or the date of termination of this Agreement, whichever is the
earlier, show any other party uninterpreted basic geophysical and

geological data (such data 10 be not less than one (1) year old unless
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CONTRACTOR agrees to a shorter period, which agreement shall
not be unreasonably withheld) with respect to the Area, provided
that the GOVERNMENT andfor EGPC may at any time show an-
other party such data directly obtained over or acquired from those
parts of the Arca which CONTRACTOR has relinquished as long as

such data is at least one (1) year old.

ARTICLE XV
RESPONSIBILITY FOR DAMAGES

(a) CONTRACTOR shall entirely and solely be responsible in law
toward third parties for any damage caused by CONTRACTOR's
Exploration operations and shall indemnity the GOVERNMENT and/or
EGPC against all damages for which they may be held hiable on account
of any such operations.

(by Notwithstanding anything to the contrary in this Agreement, EGPC
will remain liable for, and will indemnify and hold CONTRACTOR
hurmless from, any and all damages, losses, claims or Labilities ansing
out of or in connecton with (1) ownership, opcration or usc ot any
pre-existing assets situated within the Area pnior to the Effective Date of
this Agreement and (11) any environmental liability existing with respect
to the pre-existing assets situated wihin the Area prior to the Effective
Date of this Agreement. From the Effective Date of this Agreement, the
indemnifications mentioned in this paragraph shall not apply to the
extent that CONTRACTOR elects upon request to EGPC to use any
pre-cxisting assets situated within the Area pnior to the Effective Date of
this Agreement or to the extent that CONTRACTOR or any party acting
on bechalf of CONTRACTOR i1s the cause tor damage, in which cases the
provisions of Article XV (a) and Article XVIIH (b) shall apply.
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ARTICLE XVI
PRIVILEGES OF GOVERNMENT REPRESENTATIVES

Duly authenized representatives of the GOVERNMENT shall have
access Lo the Area covered by this Agreement and to the Operations
conducted thercon. Such recpresentatives may examine the books,
registers  and records of EGPC, CONTRACTOR and Operating
Company and make 4 reasonable number of surveys, drawings and tests
for the purpose of enforcing this Agreement. They shall. for this PUTPOSC,
be entitied 1o make reasonable use of the machinery and instruments of
CONTRACTOR or Operating Company on the condition that no danger
or mmpediment to the  operations hercunder shall arise directly or
indirectly from such usc. Such representatives shall be given reasonatle
assistance by the agents and employees of CONTRACTOR or Operating
Company so  that none of the activities shall endanger or hinder the
satety or efficiency of the operations. CONTRACTOR or Operating
Company shall offer such representatives all privileges and facilities
accorded 16 1ts own ecmplovees in the leld and shall provide them. free
ot charge, the use of reusonable olfice space and of adequately furnished
housing while they are in the field for the purpose ol facilitating the ob-
jectives of this Article. Without prejudice to Article XIV (e) any and
all informanon obtained by the GOVERNMENT or its representatives
under  this Article XVI shall be kept confidential with respect to the
ATciy.

ARTICLE XVII
EMPLOYMENT RIGHTS AND TRAINING OF
ARAB REPUBLIC OF EGYPT PERSONNEL

(a) It 15 the desie of EGPC and CONTRACTOR that operations
hercunder be conducted 1n a4 business-like and efficient manner.

(1) The expatriate admunistrative, professional and technical personnel
cmployed by CONTRACTOR or Operating Company and the
personnel of its contractors for the conduct of the operations
hereunder, shall be granted a residence as provided for in Law
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No. 89 of 1960 as amended and Minsstenal Order No. 280 of
1981 as  amended, and CONTRACTOR agrees that all
immigration, passport, visa and employment regulations of the
ARE. shall be apphcable to all ahen employees of
CONTRACTOR working 1in the A R.E.

(2) A mmmum of twenty-five percent (25%) ol the combined
salaries and wages of each of the expatrate administrative,

professional  and  technical personnel  employed by
CONTRACTOR or Operating Company shall be paid monthly
in Egyptian Currency.

(by CONTRACTOR and Operating Company shall each sclect iis
employees and determine the number thereof, o be used for
operations hereunder.

(¢) CONTRACTOR, shall after consultaucon with EGPC, prepare and
carry out specialized training programs for all 1ts A.R.E. employees
engaged in operations hercunder with respect to  applicable aspects
of the petroleun industry. CONTRACTOR and  Operating
Company undecrtake to replace gradually their non-exccutive
expatriate staff by qualified nationals as they are availablc,

(d) During any of the Exploration phases, CONTRACTOR shall give
mutually agreed numbers of EGPC employees an opportunily to
attend and participate 1n CONTRACTOR's and CONTRACTOR's
Affiliated Companies ftraining programs relating to Exploration and
Development operations. In the event that the total cost of such
programs 18 less than fifty thousand (50,000} United States Dollars
in any Financial Year during such period, CONTRACTOR shall
pay EGPC the amount of the shortfall within  thirty (30} days
following the end of such Financial Year. However, EGPC shall
have the right that said amount (U.5.$50,000) allocated for training,
be paid dircctly to EGPC for such purpose.
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ARTICLE XVIII
LAWS AND RIEGULATIONS

(o) CONTRACTOR and Operating Company shall be subject to Law No.
06 of 1953 (exciuding Article 37 thercof) as amended by Law No.
86 of 1956 and the regulations issued for the implementation
thercot, mmcluding the regulations for the sale and efficiem
performance of operations carricd out for the execution of this
Agreement and for the conservation of the petroleum resources ot
the AR.E. provided that no rcgulations, or medification or
mterpretation thercof, shall be contrary to or mconsistent with the
provisions of this Agrcement.

(b) CONTRACTOR and Operaung Company shall be subject to the
provisions of the Law No. 4 of 1994 concerning the environment
and 1ts executive regulanon as may be amended, as well as any laws
or rcgulations, may be 1ssued, concemning the protection of the
cnvironment which are consistent with the provisions of this
Agreement.

(c) Except as provided mn Article I (g} for Income Taxes, EGPC,
CONTRACTOR and Operating Company shall be exempted from
ali taxes and duties, whether imposed by the GOVERNMENT or
mumicipalifies including among others, Sales Tax, Value Added Tax
and Taxecs on the Exploration, Development, extracting, producing,
exporting or transporting of Petroleum and LPG as well as any and
all withholding taxes that might otherwise be imposed on dividends,
interest, technrcal service tees, patent and trademark royalties, and
similar items. CONTRACTOR shall also be exempted from any tax
on the hquidauon of CONTRACTOR, or distributions of any

income to the shareholders of CONTRACTOR, and from any tax on
capital.
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{d) The rights and obligations of EGPC and CONTRACTOR under, and
for the effective term of this Agreement shall be governed by and in
accordance with the provisions of this Agreement and can only be
altered or amended by the written mutual  agreement of the said
contracting parties.

te} The contractors and sub-contractors of CONTRACTOR and
Operating Company shall be subject to the provisions of this
Agreement which affect them. Insofar as ail regulations which are
duly 1ssued by the GOVERNMENT apply from time to time and are
not 1 accord with the provisions of this  Agreement, such
regilations shall not apply to CONTRACTOR, Operating Company
and therr respectuve contractors and sub-contractors, as the case may be.

(t) EGPC, CONTRACTOR, Opcrating Company and their respective
contractors and sub-contractors shall for the purposcs of this
Agrcement be exempted from all professional stamp duties, imposts
and levies imposed by syndical laws with respect to their documents
and activities hercunder,

(g) All the exemptions from the application of the AR.E. laws or
regulations granted to EBEGOGPC, CONTRACTOR, the Operating
Company, their contractors and  sub-contractors  under  this
Agreement shall include such laws and regulations as presently in
cttect or hereafter amended or substituted.

ARTICLE XIX
STABILIZATION

In case of changes in existing legislation or regulations applicable Lo the
conduct of Exploration, Development and production of Petroleum,
which take place after the Effective Date, and which sigmificantly affect
the economic mterest of this Agreement to the detriment of
CONTRACTOR or which imposes on CONTRACTOR an obligation to
remit to the A.R.E. the proceeds from sales of CONTRACTOR's
Pctroleum, CONTRACTOR shall noufy EGPC of the subject legislative
or regulatory measwe. In such case, the pares shall negotiate possible
modificanions to this Agreement designed to rtestorc the economic
balance thereof which existed on the Effective Date.
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The parnes shall use their best efforts 10 agrec on amendments (o this

Agreement within ningty (90) days from aforesaid notice.

These amendments to this Agreement shall not in any event diminish or

increase the nights and obligations of CONTRACTOR as these were

agreed on the Btfective Date.

Failing agreement between the Parties during the period referred to

abovc 1n this Article XI1X | the dispute may be submitted to arbitration,

as provided in Article XXIV of this Agreement .

(a)

(b)

(C)

ARTICLE XX
RIGHT OF REQUISITION

In case of national emergency due (0 war or imminent expectation
ot war or internal causcs, the GOVERNMENT may requisition all
or part ol the production from the Arca obtained hereunder and
require Operaung Company to increase such production to the
utmost  possible maximum. The GOVERNMENT may also
requisition the Oil and/or Gas lield itsell and, if nccessary, related

facilities.

In any such case, such requisition shall not be effected excepr after
mviting EGPC and CONTRACTOR or their representative by
registered letter, with acknowledgement ol receipt, to express their

views with respect to such reguisition.

T'he requisition of production shall be effected by Ministerial Order.
Any requisition of an Qil and/or Gas field, or any related facilities
shall be effected by a Presidential Decree duly notified to EGPC and
CONTRACTOR.
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(d}

In the event of any requisition as provided above, the GOVERNMENT
shall indemnify in full EGPC and CONTRACTOR for the period
during which the requisition s maintained, including:

(1} All damages which result from such requisition; and

(2) Full repayment each month for all Petroleum extracted by the
GOVERNMENT Jess the royalty share of such production.

However, any damage resulting from enemy attack is not within the
mcaning of this paragraph (d). Payment hereunder shall be made to
CONTRACTOR in U.S. Dollars remittable abroad. The price paid to
CONTRACTOR for Petroleum 1aken shall be calculated in
accordance with Article VIT (¢).

ARTICLE XXI
ASSIGNMENT

(a) Neither EGPC nor CONTRACTOR may assign to a person, firm or

carporation, m whole or in part, any of its rights, privileges, duties or
obligations under this Agreement either directly or indirectly without
the written consent of the Government and in all cases priority shall
be given to EGPC if it so desire to obtain the interest intended to be
assigned ( except assighments to Affiliated Companies ) provided
EGPC shall match any third party’s offer within sixty (60) days of
receipt of notification of said offer.

(b) To enable consideration to be given to any request for such consent,

the following conditions must be fulfiiled:

(1) The obligations of the assignor deriving from this Agreemcnt
must have been duly fulfilled as of the date such request is
made.
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(2) The instrument of assignment must include provisions stating
preciscly that the assignee is bound by all covenants contained
In this Agreement and any modifications or additions im writing
that up to such tme may have been made. A draft of such
instrument of assignment shall be submitted 10 EGPC for
review and approval before being formally exccuted,

(€} Any assignment, siale, transfer or other such conveyance made
pursudnt to the provisions of this Article XXI shall be free of any
iransfer, capital gains taxes or related 1axes, charges or fees
including withour limitation, all Income Tax, Sales Tax., Value
Added Tax, Stamp Duty, or other Taxes or similar payments.

(d) As long as the assignor shall hold any interest under this Agreement,
the assignor together with the assignee shall be jointly and severally
liable for all duties and obligations of CONTRACTOR under this
Agreement. |

ARTICLE XX]I
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, in
the following instances:

(1) If it knowingly has submitted any false statements to the
GOVERNMENT which were of a material consideration for the
¢xecution of this Agreement;

(2) If 1t assigns any interest hereunder contrary to the provisions of
Article X XTI;

(3} If 1t 1s adjudicated bankrupt by a court of competent jurisdiction;
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(4) 1If 1t docs not comply with any final decision reached as the
result of court proceedings conducted under Article X XTIV (a);

(5) 1{ it intenticnally extracts any muncral other than Petroleum not
authorized by this Agreement or without the authonty of the
GOVERNMENT, except such extractions ds may oe
unavoidable as the result of the operations conducted hereunder
in accordance with accepted petroleum industry pracuce and
which shall be notified to the GOVERNMENT or its
representative as soon as possible; and

(6) If it commits any matcrial breach of this Agreement or of the
provisions of Law No. 66 of 1953, as amended by Law No. 86
of 1956, which are not contradicted by the provisions of this
Agoreement.

Such cancellation shall take place without prejudice to  any
rights which may have accrued to the 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 Arca
all 1ts personal property.

(b) If the GOVERNMENT deems that one of the aforesaid causes (other
than a force majeure cause referred to m Article XXIII) exists to
cancel this Agreement, the GOVERNMENT  shall give
CONTRACTOR ninety (90) days writlen nolice personally served
on CONTRACTOR's General Manager in the legally official
manner and receipl of which is acknowledged by him or by his legal
agents, (o remedy and remove such cause; but 1 for any reason
such service is impossible due to unnotified change of address,
publication in 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 rcmoved, this Agreement may be canceled
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torthwith by Order or Presidential Decree as aforesaid:  provided
however, that it such cause, or (he failure o remedy or remove such
cause, results from any act or omission of one party, cancellation of
this Agreement shall be effective only against that party and not as
against any other party hercto.

ARTICLE XXIII
FORCE MAJEURE

(a) The non-performance or delay in performance by EGPC and
CONTRACTOR. or either of them of any obligation under this
Agreement shall be excused if, and to the extent that, such
non-performance or delay is caused by force majeurc. The period of
any such non-performance or delay, together with  such period as
may be necessary tfor the restoration of uny damage done during
such delay, shall bc added to the time given in this Agreement for
the performance of such obligation and for the performance of any
obligation dependent thercon and consequently, to the term of this
Agreement, but only with respect to the block or blocks affected.

(b) "Foree Majeure” within the meaning of this Article XXII, shall be any
order, regulation or direction of the GOVERNMENT of the ARAR
REPUBLIC OF EGYPT, or with respect to CONTRACTOR, the
Governmenlt of England, whether promulgated in the form of a law or
otherwise or any act of God, insurrection, riot, war, strike. and other
labor disturbance, fires, fioods or any cause not due to the fault or
negligence of EGPC and CONTRACTOR or either of them, whether
or not similar to the foregoing, provided that any such cause is beyond
the reasonable control of EGPC and CONTRACTOR. or eithcr of
them .
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(c) Without prejudice to the above and except as may be otherwise
provided hercin, the GOVERNMENT shall incur no responsibility
whatsoever 10 EGPC and CONTRACTOR, or either of them for
any damages, restrictions or loss arising 1 consequence of such
case of force majeure except a force majcure caused by the order,
regulations or direction of the GOVERNMENT of th¢ ARAB
REPUBLIC OF EGYPT.

(d) If the force majeure event occurs during the imitial Exploranon
period or any extension thereof and conunues 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 hwability of any kind.

ARTICLE XXIV
DISPUTES AND ARBITRATION

(1) Any dispute, controversy or ¢laim ansing out of or relating to this
Agreement or the breach, termination or invalidity thereof, between
the GOVERNMENT and the parties shall be referred to the
jurisdiction of the appropniate A R.E. Courts and shall be f{inally
settled by such Courts.

(b} Any dispute, controversy or claim arising out of or rclating to this
Agrecment, or breach, termination or invalidity thereof between
EGPC and CONTRACTOR shall be settled by arbitration in
accordance with the Arbitratnon Rules of the Cairo Regional
Center for International Commercial Arbitration (the Center) in
effcct on the date of this Agreement. The award of the arbitrators
shall be final and binding on the partics.

{c} The number of artitrators shatl be three (3).

(d) Each party shall appoint one arbitrator. If, within thirty (30) days
after receipt of the claimant's notification of the appointment of an
arbitrator the respondent has not notified the ciaimant in writing of
the name of the arbitrator he appoints, the claimant may request the
Center to appoint the second arbitrator,
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(¢} The two arbitrators thus appointed shall choose the third arbitrator
who will act as the presiding arbitrator of the iribunal. If within
thirty (30) days after the appeintment of the second arbitrator, the
two arbitrators have not agreed upon the choice of the presiding
arbitralor, then either party may request the Secretury General of the
Permanent Court of Arbitraion ar the Hague to designate the
appointing authornty. Such appointing authornty shall appoint the
presiding arbitralor 1n the same way as a sole arbitrator would be
appointed under Article 6.3 of the UNCITRAL Arbitration Rules,
Such presiding arbitrator shall be a person of a naticnality other
than the A R.E. or England and of a country which has diplomatic
relations with both A.RE. and England and who shall have no
economic interest in the Petroleum business of the signatories hereto.

(f) Unless otherwise agreed by the parties to the arbitration,
the arbitration, including the making of the award, shall take place
in Cairo, A R.E.

(g) The decision of a majority of the arbitratars shalil be final and binding
upon the parties and the arbitral award rendered shall be final  and
conclusive.  Judgment on  the arbitral award rendered, may be
enlercd 1n any court having Jurisdiction or application may be made
m such court for a judicial acceptance of the award and for

entarcenient, as the casc may he.

(h) Egypuan Law shall apply to the dispute except that in the cvent of any
conflict between Egvphian Laws and this Agreement the provisions of
this Agreement (including the arbitraton provision) shall prevail.
The arbitration shall be conducted 1in English language.
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(1) EGPC and CONTRACTOR agree that if, for whatcver reason,

arbitration in accordance with the above procedure cannot take
piace. or is likely to take place under circumstances for
CONTRACTOR which could prejudice CONTRACTOR's night to
fair arbitration, all disputcs, controversies or claims anising out of or
relating to this Agreement or the breach, termination or invahdity
thereof shall be settled by ad hoc arbitration in accordance with the
UNCITRAL Rules in effect on the Eftective Date,

ARTICLE XXV
STATUS OF PARTIES

(a) The rights, duties, obligations and liabilitics in respect of EGPC and

(b)

CONTRACTOR hcreunder shall be several and not joint or
collective, it being understood that this Agreement shall not be
construed as consttuting an - association or  corporation  or

partnership.

CONTRACTOR shall be subject 1o the laws of the place where
it is incorporated regarding its legal status or creation, organization,
charter and by-laws, shareholding. and ownership.

CONTRACTOR s shares of capital which are enurcly held abroad
shall not be negotiable in the A.R.E. and shall not be otfered for

public subscription nor shall be subject to the stamp tax on capital
shares nor any tax or duty in the ARE. CONTRACTOR shall be
exempted from the application of Law No. 159 of 1981 as amended.

All CONTRACTOR Members shall be jointly and severally liable
for the performance of the obligations of CONTRACTOR under ths
Agreement.
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ARTICLE XXVI
LOCAL CONTRACTORS AND
LOCALLY MANUFACTURED MATERIAL

CONTRACTOR or Operating Company, as the case may be, and ther
contractors shall:

(d)

(b)

Give priority to local contractors and sub-contractors, including
EGPC's Affiliated Companies as long as their performance is
comparable with international performance and the prices of their
services are not hicher than the prices of other contractors and
sub-contractors by more than ten percent (10%).

Give preference w locally manufactured matcrial, equipment,
machinery and consumablcs so long as their quality and time ot
delivery are comparable (0 internationally available material,
equipment, machinery and consumables. However, such material,
equipment, machinery and consumables may be imported  for
operations conducted hereunder if the local price of sucl: ilems at
CONTRACTOR's or Operating Company's operating base in A.R.E.
is more than ten percent (10%) higher than the price of such
imported items before customs duties, but after transportation and
insurance costs have been added.

ARTICLE XXVII
SHARING OF PERSONNEL

(a) The parties hereto agree that as long as BF 1s a member  of

CONTRACTOR, the Gulf ol Sucz Petroleum Company { GUPCO)
is hereby designated, until such time as may be otherwise agreed 0 by
EGPC and CONTRACTOR, to act as subcontractor for the
Opcrating Company to carry out Exploration and Development
operations under this Agreement following a Commercial Discovery.
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Any such operations performed by GUPCO as subcontractor of the

Operaung Company and any expenditures required therefor shall be

recoverable under this Concession Agreement .

Any Exploration expenditures incurred by GUPCO shall be counted
towards CONTRACTOR 's Exploration obhigations.

Overhead and other charges and payroll of personnel engaged in
activity for more than one concession agreement shall be allocated
on the basis of periodic time studies or upon such other basis or
bascs as EGPC and the concerned party or parties may agree.
GUPCO shall be entitled to the exemptions referred to 1n Article

X VIII hereof 1in respect of its operations under this Agreement.

(b) Nothing 1n this Agreement shall be construed as constituting any
relationship to any concession agreement heretofore entered into by
the parties hereto or one of the parties hereto, and each of such
agreements shall be treated separalety and independently in all
respects. Including but not himited to royalties, taxes and the
computation of the net profits of EGPC and CONTRACTOR
respectively .

(¢) Provided that GUPCO is designated by EGPC and CONTRACTOR
to act as subcontractor of the Operating Company under this
Agreement, EGPC and CONTRACTOR shall use their best efforts
to the cffect that the officers, directers, other personnel and otfices
of the Operating Company shall , as far as reasonably possible, be
the same as those of GUPCO, it being understood that the
CONTRACTOR under this Agreement shall be represented on the

Board of Directors of the Gperating Company under this Agrecment.
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ARTICLE XXVIII
ARABIC TEXT

The Arabic version of this Agreement shall, before the courls of
A.R.E. be referred” to in construing or nterpreting this Agrecement;
provided however, that in any arbitration pursuant to Artcle X X1V
herein above between EGPC and CONTRACTCOR the English and
Arabic versions shall both be referred to as having equal tforce in
conslruing or intcrpreting the Agreement.

ARTICLE XXIX
GENERAL

The headings or titles to each of the Articles to this Agreciment are
solely for the convenicnce of the parties hereto and shall not be used with
respect to the interpretation of smd Articles.

ARTICLE XXX
APPROVAL OF THE GOVERNMENT

This Agreement shall not be binding upon any ol the partics hercto
anless and until a law is issued by the competent  authorues ol the
A RE. authorizing the Minister of Petroleum to sign this Agreement
and giving this Agreement full force and effect of law notwithstanding
any countervailing Govermmertal cnactment, aind the Agrecement 13
siencd by the GOVERNMENT, EGIP’C and CONTRACTOR.

BP EXPLORATION ({ DELTA )y LTD.
BY:

EGYPTIAN GENERAL PETROLEUM CORPORATION
BY:

ARARB REPUBLIC OF EGYPT
By:
DATE :
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ANNEX *A*
CONCESSION AGREEMENT
BETWEEN
THE ARAB REPUBLIC OF EGYPT
AND
EGYPTIAN GENERAL PETROLEUM CORPORATION
AND
BP EXPLORATION ( DELTA } LTD.
IN
LL 87 AREA ( 1&2)
GULF OF SUEZ.
A.R.E.
BOUNDARY DESCRIPTION OF THE CONCESSION AREA

Annex "B" 15 & provisional illustrative map at an  approximate scale
of (1: 400,000) showing the Area covered and allected by (his
Agreement.

- The Area measure approximately fifteen square kilometers ( 15 kmzj of
surface Ared. It 18 composed of all or part of Lxploration Blocks, the
whole Blocks are defined on three {3) minutes latitude by three (3)
minutes longitude grid.

- It 15 to be noted that the delineation lines of the Area in Annex "B" are
intended to be only illustrative and provisional and mav not show
accurately thesr true position 1n relation to existing monuments and

geographical features.
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Coordinates of the corner points of the Area arc given In the

"1

following tabie which forms an integral part of Annex " A™: -
BOUNDARY COORDINATES

AREA (1)

OF

LL 87 AREA ( 1&2)

GULF GF SUEZ
ARE

LATITUDE / NORTH

LONGITUDL / EAST

28" 15° 56.70" | 337 20 20.80"
Ve 28° 14 46.00" | 33° 20 25.00"
U3 28" 14 46.60" | 33° 19 E3.00"
04 28" 15 53.00" | 337 ) [3.00"

| e |
AREA (2)
POINT NP
LATITUDL / NORTH LONGITUDE / EAST 1
NO.
Ul 28° £3° 11.00" [ 337 23 21.00"
(12 28 ok 00.00" | 33° 23 21.00"
03 28 A 00.00" | 33° ) 25.00"
04 8’ 13 21.00" | 33° 2 25.00"
| 05 78° 13" 21007 | 33° 2() 34.00"
to06 28° 13’ 14.00" | 33° 2 34.00"
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ANNEX ( B ) () Gale

CONCESSION AGREEMENT FOR PETROLEUM | allaiul y Jyisll 0F Sl o 7l 4,801
EXPLORATION AND EXPLOITATION

BETWEEN
THE ARAB REPUBLIC OF EGYPT
AND
THE EGYFTTAN GENERAL PETROLEUM
CORPORATION
AND

AL
bl peiin A ) A

3
Jasiall daladh 45 aall Lipgh

BP EXPLORATION (DELTA) LLTD.

3
3 o J (L) Ot o) g AS
IN i

T
(Y& ) AY O JH Adlada

£aT

LL87(1&2)AREA
A.R.E.

SCALE 1 : 400.000 fae,
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ANNEX «“ B”

LL 87 (1&2 ) AREA

3 Doy 517

GULF OF
EASTERN SUEZ

DESERT

ANNEX (B) (=) Sl
CONCESSION AGREEMENT FOR PETROLEUM | Aliid g Jy s 08 Sandd of AN 4.800)
EXPLORATION AND EXPLOILTATION

BETWEEN

THE ARAB REPUBLIC OF EGYPT
AND
THE EGYPTIAN GENERAL PETROLEUM

CORPORATION
AND

-l L'.wi
At ol jeidd 4oy ) pfptin

3

BP EXPLORATION (DELTA) LTD.
IN .
LL87(1&2)AREA
A.R.E.
SCALE 1 : 400,000

3
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ANNEX "C"
LETTER OF GUARANTEE
EGYPTIAN GENERAL PETROLEUM CORPORATION

Gentlemen,

Reterence 18 made to the Concession Agrecment for Petroleum
Exploration and Exploitation in LL 87 BLOCK (1&2} Area issued by
law No. ... of 2002 by and between the Arab Republic of Egypt
( A.R.E.), The Egyptian General Petroleum Corporation (EGPC) and BP
EXPLORATION ( DEILLTA ) LTD. (BP} { hercinafter referred to as
CONTRACTOR).

BP Lgypt Company as Guarantor on behalf of CONTRACTOR
hereby undertakes that, if CONTRACTOR spends during the initial
Exploration perted of once (1) year of said Agreement less than the
mimmum  amount specified for such period five million U.S.
Dollars (% 5,000,000) under the Agrcement { the difference being
hereunder described as “Shortfall” ) , EGPC  shall notify BP
EXPLORATION ( DELTA ) LTD. as CONTRACTOR and BP Egypt
Company as Guarantor in writing of the amount of the Shortfall. Within
fifteen (15) days of receipt of said notice, BP Egypt Company on behalf
of CONTRACTOR shall pay and / or transfer to EGPC a quantity of
crude o1l sufficient in value to cover the Shortfall.

In case said crude o1l shall be transferred, it will be deducted from
BP Egypt Company’s sharc of crude oil production from the
Development leases, pursuant to the terms of the Concesston Agreement
for Petroleum Exploration and Exploitation by and between the Arab
Republic of Egypt, EGPC and Amoco Egypt Gil Company ( now BP
Egypt Company) cffective the first day of July 1975 and issued by law
No. 15 of 1976 as amended and said crude oil shall be valued at the time
of the transfer to EGPC in accordance with the provisions of Article VII
(c) of the Concession Agreement of law no. 13 of 1976.
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BP Egypt Company may at any time between the date hereot and the
date on which this letter of Guarantee shall expire submit a bank
guarantee of the Shortfall in a form satisfactory to EGPC, in which event
the provisiens of this letter shall automatically lapse and be of no effect.

This letter of Guarantee shall expire and become null and void on the
date s1x (0) months after the cnd of the imtal Exploration peried of the
Concession Agreement of LL 87 BLOCk ( 1&2) Area, Guif of Suez or
on the date upon completion or performance of the CONTRACTOR s
obligations hereunder,

Yours Faithfully .
BP Lgypt Company

—_———_—— e e e e — — — T W EE TR W I - EE EE B O S B G B B B B B R e ke e e e — —
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ANNLEX “D”
CHARTER OF OPERATING COMPANY
ARTICLE ]

A joint stock company having the nanonality of the ARAB REPUBLIC
OF EGYPT shall be formed with the awthorization of the
GOVERNMENT in accordance with the provisions of this Agrcement
relerred to below and of this Charter.

The Company shall be subject 1o all laws and regulations in force in the
A R L. to the extent that such laws and regulatons are not 1inconsistent
with the provisions of this Charter and the Agreement referred 10 below,

ARTICLLE T

The name of the Operating Company shall be mutually agreed upon
between LGPC and CONTRACTOR on the date of the Commercial
Discovery and shall be subject to the approval of the Minister of
Petrolecum.

ARTICLE 111
The Head Otfice of Operating Company shall be in the A.R.E. in Cairo.
ARTICLETY

The object of Operating Company 18 (0 act as the agency through which
EGPC and CONTRACTOR, carry out and conduct the Development
operattons required 1n accordance with the provisions of the
Agreement signed on the ------ day of -------—------- by and between the
ARAB REPUBLIC OF EGYPI, THE EGYFITIAN GENERAL
PETROLEUM CORPORATION and CONTRACTOR covering

Petroleum opcrations in LL. 87 Arca ( 1&2), Gulf of Sucz descnbed
therein.
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Operating Company shall be the agency to carry out and conduct
Exploration opcrations after the date of Commercial Discovery pursuant

to Work Programs and Budgets approved 1n accordance with the
Agreement.

Operating Company shall keep account of all costs, expenses and
expenditures for such operations under the terms of the Agreement and

Amnex "E" thereto.

Ovperating Company shall not engage in any business or undertake any
activity beyond the performance of said operations unless otherwise
agreed upon by EGPC and CONTRACTOR.

ARTICLE V

The authorized capital of Operating Company 1S twenty thousand
Egyptian Pounds divided into five thousand shares of common stock
with a value of four Egyptian Pounds per share having equal voting

rights, fully paid and non-assessable.

EGPC and CONTRACTOR shall each pay for, hold and own,
throughout the life of Operating Company, onc halt (1/2) of the capital
stock of Operating Company provided that only 1n the event that either
party should transfer or assign the whole or any percentage of its
ownership interest in the entirety of the Agreement, may such
transferring or assigning party transfer or assign any of the captal stock
of Operating Company and, in that event, such transfermnng or assigning
party (and its successors and assignees) must transfer and assign
a stock interest i Qperating Company equal to the transferred or
assigned whole or percentage of its ownership interest in the entirety of
the said Agreement.
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ARTICLE VI

Operating Company shall not own any night, title, interest or estate in or
under the Agreement or any Development Lease created thereunder or
in any of the Petrolcum produced from any Exploration Block or
Development Lease thereunder or in any ol the assefs, equipment or
other property obtained or used in connection therewith, and shall not he
cbligated as a principal for the financing or performance of any of the
duties or obligations of either EGPC or CONTRACTOR under the
Agreement. Operating Company shall not make any profit from any

source whatlsoever.
ARTICLE V11

Cperating Company shall bc no morce than an agent for EGPC and
CONTRACTOR. Whenever it 1s indicated hercin that Operating
Company shall decide, take action or make a proposal and the like, it is
understood that such deciston or judgment 1s the result of the decision or
judgment of EGPC, CONTRACTOR or EGPC and CONTRACTOR, as

may be required by the Agreement.
ARTICLE VIII

Operating Company shall have a4 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 shalt also be a Managing Director,. CONTRACTOR shall

designate the General Manager who shall also be a Managing Director.
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ARTICLE IX

Meetings of the Board of Directors shall be valid if a majority of the
Directors are present and any decision taken at such meetings must have
the affirmative 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 vahid if a majonty of the
capital stock of Operating Company is represented thereat. Any decision
taken at such meetings must have the atfirmative vote of Sharcholders

owning or representing a majority of the capital stock.
ARTICLE X1

The Board of Directors shall approve the regulations covenng the terms
and conditions of employment of the personnel of Operating Company

employed directly by Operating Company and not assigned thereto by

CONTRACTOR and EGPC.

The Board shall, in due course, draw up the By-lLaws of Operating
Company, and such By-Laws shall be effective upon being approved by
a General Meeting of the Sharcholders, in accordance with the

provisions of Article X hereof.
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ARTICLE X11

Operating Company shall come into existence within thirty (30) days
after the date of Commercial Qil Discovery or within thirty (30) days
after signature of a Gas Sales Agreement or commencement of a scheme

to disposc of Gas, as provided for in the Agreement (unless otherwise

agreed by EGPC and CONTRACTOR).

The duration of Operating Company shall be for a period equal to the

duration of the said Agreement. including any rencwal thercof.

The Operating Company shall be wound up if the Agreement referred to

ahove 1s terminated for any rcason as provided for tnerein.

BP EXPLORATION ( DELTA ) L.TD .

BY

EGYPTIAN GENERAL PETROLEUM CORPCRATION.

BY
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ANNEX "E”’
ACCOUNTING PROCEDURE
ARTICLE ]
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, pursuang to Article IV of this Agreement,

and unti] the coming into existence of the Operating Company-
in accordance with Article VI of the Agreement - render to
EGPC within thirty (30) days of the end of each calendar
quarter a Statement of Exploration Actuvity reflecting all
charges and credits related to the Exploration operations for
that quarter summanzed by appropriate  classifications

indicative of the nature thereqf,

(2} Following its 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 Acuvity reflecting all charges and credits
related to the Development and Exploration operations for that
guarter summarized by appropriate classifications indicauve of
the nature thereof, except that items of controllable material and

unusual charges and credits shall be detailed.
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(¢c) Adjustments and Audits:

(1) Each quarterly Statement of Exploration Activity pursuant (o
Article T (b) (1) of this Annex shall conclusively be presumed
to be true and correct after three (3) months tfollowing the
receipl of each Statement by EGPC unless within the saiﬁ three
(3) months EGPC takes written exception thereto pursuant to
Article TV (f) of the Agreement. During the said three (3)
month period supporting documents willk be avallable for

mnspection by EGPC during all working hours.

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

(3]

(21 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 comect thice (3)
months following the receipt of such Stalement, unicss within
the said three (3) months 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 1o audit Operating Company accounts. records
and supporting documents for such quarter in the same manncr

as provided in Article IV (f) of the Agrecment.

(d) Currency Exchange:
CONTRACTOR's books for Exploration and Operating Company’s

books for Development and Exploration, if any. shall be kept 1n the
ARE. in US. Dollars. All U.S. Dollars expenditurcs shall be
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charged 1n the amount expended. All Egyptian Pounds expenditures

shall be converted to U.S. Dollars at the applicable rate of

exchange 1ssued by the Central Bank of Egypt on the first day of
the month in which expenditures are recorded, and all other
non-U.S. Dellars expenditures shall be translated to U.S. Dollars at
the buying rate ol exchange tor such currency as quoted by National
Westminsier Bank Limited, London at [0.30 am. G.M.T., on the
first day of the month in which expenditures are recorded. A record

shall b¢ kept of the exchange rates uscd in translating Egyptian

FPounds or other non-U.S. Dollars expenditures to U.S. Dotllars.

(e) Precedence of Documents:

In the event of any inconsistency or confhict berween the provisions
of this Accounting Procedure and the provisions of the Agreement
treating the same subject difierently, then the prowvisions of the

Agreement shall prevail.
() Revision of Accounting Procedure:

By mutual agreement between LRGPC and CONTRACTOR, this

Accounting Procedure may be recvised in writing from time to time

in the light of future arrangements.
{g) No Charge for Interest on Investment:

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

recoverable costs under the Agreement.



VoW L e YA 3 (20) YA suadl - i Jlsuy d VA

(! Bald/ )
el L] 1§ o gl [ i G5
[J%+1 WPIP [REPIR -C._;'LL’ b= g o g il STV TTy | O SR | WY po
Sl odny LoVl Sl al ) e d S| el LS IS, 81 5 b e
%JMIJMIL_?HMIJHS{JJMMEIUJ@&JHJ "‘T‘l_f": I.:JlJJJ—-::IIIJ
- bl ade e Ll U)LY iy 52005 Jelary Kol Kinas

: odawad! B5da (1)
A bl Gy Ea e i bad 5l E e W15 UL IS e
bl alla) Ll cdby e Jpad | W

: WA ARG T Wl (S g e ()

e+ bl LS A8l ) G ez s el Sl e (V)
i B L e oy Ralsd 1 3N 55 3l o ey opad] (Tl e Y]
L Doy ol o A1 il AL v ool e il 21, Sl b
e tfle DL Ay eV e dazayy o Lo oleny 2l N L0y,

Slee ¥ B AN e ¥y ol A ey e el ofuas)] g, £,
oo iy el e Kkl oul el o Vs LB alss] G ol sl
SO N RIS B V) () 3 il it 3alll b (O Lad)) ods
P R I P N RV PR b SPEC I NS [ ST re
ol ULt I8 s Gtz oSy L Res A O], ol Y W ol

oLs] 1Y) ook Syl | Lol Lhiar | 2 oY1 5,00




VAN YL D eane VA G (ml) WA saadl - G T 4

ARTICLE 11
COSTS, EXPENSES AND EXPENDITURES

Subject to the provisions of the Agreement, CONTRACTOR shall alone
bear and, directly or through Operating Company, pay the following
costs and expenses, which costs and expenses shall be classified and
allocated to the activities according to sound and  generally accepted
accounting principles and treated and recovered in accordance with
Article VI of this Agreement:

(a) Surtace Rights:

All dircet cost attributable o0 the acquisition, renewal or
relinquishment of surface rights acquired and maintained in  force
for the Area.

(h) Labor and Related Costs:

(1) Salaries and wages of CONTRACTOR's or Operaiing
Company's employees, as the casc may be, directly engiged 1n
the various activities under the Agreement including salaries
and wages puid to geologists und other employces  who are
temperarily assigned to and employed in such  activities. Such
salaries and wages 1o be ceorufied by a certified public
accounting tirm.

Reasonable revisions of such salarics and wages shall be
effected to take into account changes in CONTRACTOR's
policies and amendments of laws applicable to salaries. For the
purpose of this Article II (b) and Article I (¢), salaries apd
wages shall mean the assessable amounts for A.R.E. Incomc
Taxes, including the salaries during vacations and sick Jeaves,
but excluding all the amounts of the other items covered by the
percentage (ixed under (2) below.
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(2) For expatriate employees permanently assigned to Egypt:
1. All allowances applicable to salaries and wages;
2. Cost of established plans; and

3. All travel and relocation costs of such expatriate employees
and their families to and from the employee'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 (transportaiion costs for employees and their families
transferring from the AR.E. to another location other than
their country of origin  shall not be charged to A.R.E.
Operations).

Costs under this Article IT (b) (2) shall be deemed to be equal to
eighty -one percent (81%) of basic salaries and wages paid for
such expatnate personnel including those paid during vacations
and sick leaves as established in CONTRACTOR's
international policies, chargeable under Article II (b) (1), Article
I1 (1), Articie II (k) (1) and Article II (k) (3) of this Annex .

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 Ultilities Allowance.
2. Commodities and Services Allowance.

3. Special Renial Allowance.
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Yacation Transportation Allowance.
Vacation Travel Expense Allowance.,

Vacation Excess Baggage Allowance.

Educaton Allowances (Children of Expatnate Employees).

® N A

. Hypothetical U.S. Tax Offset (which results in a reduction

of the chargeable percentage).

9, Storage of Personal Effects.
10. Housmg Returbishment 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 {excluding Alfowable Vacation Travel

Expenses).
13. Savings Plan.
19. Educational Assistance.
20. Military Service Allowance.
21. F1.C A,

22. Workman's Compensation,
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23. Federal and Stale Unemployment Insurance.
24. Personnel Transfer Expense.
25. National Insurance.

26. Any other Costs, Allowances and Benefits of a like nature

as cstablished in CONTRACTOR's Intemational Policies.

The percentages outlined above shall be reviewed at intervals
of three (3) years from the Effective Date and at such time

CONTRACTOR and EGPC will agree on new percentages to
be used under this paragraph.

Revisions of the percentages will take into consideration variances
in costs and changes in CONTRACTOR's international policies

which change or exclude any of the above allowances and benefits,

The revised percentages will reflect as nearly as possibie
CONTRACTOR's actual costs of all its estabiished allowances

and benefits and of personnel transfers.

(3) For expatriate employees temporarily assigned to Egypt all
allowances, costs of established plans and all travel relocation
costs for such expatriates as paid in  accordance with
CONTRACTOR's international policies. Such costs shall not
include any administrative overhead other than what s

mentioned in Article I (k) (2) of this Annex,
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(4) Costs of expenditure or contributions made pursuant to law or
assessment imposed by Governmental authority which are
applicable to labor cost of salaries and wages as provided under
Article I (b) {1, Article 1T (b} (2), Article I (i), Article 1L (K}
(1) and Article Il {k) (3) of this Annex.

(¢) Benefits, allowances and related costs of national employees :
Bonuses, overtime, customary allowances and benefils on a basis
similar to that prevailing for oil companies operating in the ARE.,
all as chargeable under Article 11 (b) (1), Article II (1), Article 11 (k)

(1) and Article 11 (k) (3) of this Annex. Severance pay will be

charged at a fixed rate applied to payrolls which will equal an
amount equivalent to the maximum liability for severance payment

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:

Material, equipment and supplies purchased shali be at the
nrice paid by CONTRACTOR or Operating Company plus any
related cost and after deduction of all discounts actually

recerved.,
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(2) Material Furnished by CONTRACTOR:

Material required for operations shall be purchased directly
whenever practicable, except that CONTRACTOR may furnish
such material from CONTRACTOR's or CONTRACTOR's
Affiliated Companies stocks outside the A.R.E. undcr the
following conditions:

1. New Material (Condition "A"')

New  Material transferred [rom CONTRACTOR's or CON-
TRACTOR's Affiliated Companies warchouse or other prop-
crties shall be priced at cost, provided that the cost ot materi-
al supplied i1s not higher than interrational prices for
material of simtlar quality supplied on similar terms, prevail-
ing at the time such material was supplied.

2. Used Material (Conditions ""B" and "C"")

a) Material which is in sound and serviceable condition and
is suitable for reuse without reconditioning shall be classed
as Condition "B" and priced at seventy-five percent (75% )
of the price of new material.

by Material which cannot be classitfied as Condition "B™ but
which is scrviceable for onginal function but substantially
not suitable for recondittoning, shall  be classed as
Condition "C" and priced at fifty percent (50%) of the
price of new material.

c} Material which cannot be classified as Condition "B" or
Condition "C" shall be priced at a valuc commensurate
with 1ts use.

d) Tanks, buildings and other equipment involving erection
costs shall be charged at applicable percentage of knocked-
down new price.
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(3) Warranty of Materials Furnished by CONTRACTOR

CONTRACTOR deces not warrant the material furmished
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 by CONTRACTOR from manu-

facturers or their agents.
(e) Transportation and Employee Relocation Costs:

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

activities.

(2) Business travel and transportation expenscs to the extent covered
by established policies of CONTRACTOR or with regard to
expatriate and national employees, as incurred and paid by, or
for, employees in the conduct of CONTRACTOR's or

Operating Company's business.

(3) Employees transportation and relocation costs for national

employees to the extent covered by established policies.

{f) Services:

(1) Outside services. The costs of contracts for consultants, services

and utilities procured from third parties.

(2) Cost of services performed by EGPC or by CONTRACTOR, or
their Affiliated Companies in facilities mside or outside the
A R.E. Regular, recurring, routing services, such as mterprefing

magnetic tapes andfor other analyses, shall be performed and
charged by EGPC and/for CONTRACTOR or their Affiliated
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(g)

(h)

Compantes at an agreed contracted price. Major projects
involving engineering and design services shall be performed
by EGPC and /or CONTRACTOR or their Affiliated Compa-

-nies at a negotiated contract amount.

(3) Use of EGPC's, CONTRACTOR's or their Affiliated Compa-
nics' wholly owned equipment shall be charged at a rentul rale
commensurate with the cost of owpership and operation, but

not in excess of competitive rates  currently prevailing in the
A.RE.

(4) CONTRACTOR's and CONTRACTOR's Affiliated Companies’

rates shall not include any administrative or overhead costs other
than what 1s mentioned in Article II {k) (2).

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 rcasonable diligence. CONTRACTOR or
Operating Company shall fumish EGPC and CONTRACTOR
written notice of damages or losses incurred itn excess of ten
thousand ($10,000) U.S. Dollars per occurrence, as $oon as practi-
cable after report of the same has been received by CONTRACTOR
or Operating Company.

Insurance and Claims:

The cost of any public lability, property damage and other
insurance against labilines of CONTRACTOR, Operating
Company and for the parties or any of them to their employees
and for outsiders as may be required by the laws, rules and
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regulations of the GOVERNMENT or as the parties may agree
upon. The proceeds of any such insurance or claim collected, less
the actual cost of making a claim, shall be credited against

Operatiens.

If no insurance 1s carned for a particular risk, in accordance with
good mternational oil field pracuces, all related actual expenditures
mcurred and paid by CONTRACTOR or Operating Company 1in
settlement of any and all losses, ¢laims, damages, judgments and any

other expenses, including legal services.
(i) Indirect Expenses:

Camp overhead and facilities such as shore base, warchouscs, waicr
systems, road systems, salaries and expenses of field supervisory
personnel, field clerks, assistants, and other general employees

1ndirectly scrving the Area.
( j) Legal Expenses:

All costs and expenses of litigation, or lcgal scrvices otherwise
necessary or expedient for the protection of the Area, including
attorney's fees and expenses as hereinafter provided, together with
all judgments obtained against the parties or any of them on account
of the operations under the Agreement, and actual expenses incurred
by any party or parties hereto in securing evidence for the purpose of
defending against any action or claim prosecuted or urged against

the operations or the subject matter of the Agreement. In the event
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actions or claims aflecting the interests hereunder shall be handled
by the legal staff of one or more of the parties hereto. a charge
commensurate with cost of providing and furnishing such scrvices

may be made io operations.
(K) Administrative Overhead and General Expenses:

{1) While CONTRACTOR is conducting Exploration operations.
the cost of staffing and maintaiming CONTRACTOR's head
officc in the ARE. and/or other offices established in the
A R.E. as appropniate other than ficld offices which will be
charged as provided in Article II (i), and cxcepting salarics ol
employees of CONTRACTOR who are temporarily assigned to
and directly serving on the Area, which will be charged as
provided in Article II (b) of this Annex.

(2) CONTRACTOR's admimistrative overhead outside the A.R.E.
applicable to Exploration operations in the A.R.E. shall be
charged each month at the rate of five percent (5%) of total Ex-
ploration expenditures, provided that no administrative over-
head of CONTRACTOR outside the AR.E. applicable 10
A.R.E. Exploration operations will be charged for Exploration
operations conducted by Operating Company. No other direct
charges as such for CONTRACTOR's administrative overhead
outside the A.R.E. will be applied against the Exploration
obligations. Examptes of the type of costs CONTRACTOR s
incurring and charging hersunder due (o activities under this

Agreement and covered by said percentage are:
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1. Executive - Time of executive officers.
2. Trcasury - Financial and exchange problems.
3. Purchasing - Procuring materials, equipment and supplies.

4. Exploration and Production-Directing, advising and controtling,

the entire project.

5. Other departments such as legal, comptroller and ¢ngineering
which contribute timc, knowledge and experience to the

Qperations.

The foregoing does not preclude charging for direct service

under Article II (f) (2) of this Annex.

(3) While Operating Company is conducting operations, Operating
Company's personnel engaged in general clerical and office
work, supervisors and officers whose time is generally spent in
the main office and not the field, and all emplovees generally
considered as gencral and administrative and not charged to
other types of expense will be charged to operations. Such
expenses shall be allocated each month between Exploration
and Development operattons according to sound and practicable

accounting methods.
{I) Taxes:

All taxes, duties or levies paid in the A.R.E. by CONTRACTOR or
Operating Company with respect to this Agreement other than

those covered by Article I (g) (1) of the Agreement.
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(m) Continuing CONTRACTOR Costs:

Costs of CONTRACTOR activities required under the Agreement
and incurred exclusively in the A.R.E. after Operating Company 18
formed. No sales expenses ncurred outside or inside the A.R.E.

may be recovered as a cost.
(n) Other Expenditures:

Any costs, expenses or expenditures, other than those which are
covered and dealt with by the foregoing provisions of this Article 1,
incurred by CONTRACTOR or Operating Company under approved
Work Programs and Budgets.

ARTICLE HI
INVENTORIES
(a) Periodic Inventories, Notice and Representation:

At reasonable intervals as agreed upon by EGPC and

CONTRACTOR inventories shall be taken by Operating Company
of the operations materials, which shall include all such matenals,
physical assets and construction projects. Written notice of “intention
to take inventory shall be given by Operating Company to EGPC
and CONTRACTOR. at least thirty (30) days before any mventory
is to begin so that EGPC and CONTRACTOR may be represcnted
when any inventory is taken. Failure of EGPC and/or

CONTRACTOR to be represented at an inventory shall bind them to
accept the inventory taken by Operating Company, who shall yn that

event furnish the party not represented with a copy thereot.
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(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 inventory adjusted by Operating Company.

ARTICLE IV
COST RECOVERY

(a) Statements of Recovery of Costs and of Cost Recovery
Fetroleum:

CONTRACTOR shall, pursuant to Arficite VII of the Agreement,
render to EGPC as promptly as practicable but not later than fifteen
(15) days after receipt from Operating Company of the Statements
tor Development and Exploration Activity tor 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 during the quarter.
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.

5. Amount of costs recovered for the quarter.

6. Amount of recoverable costs carried into the succeeding quarter,
it 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.
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(b) Payments:

If such Statement shows an amount due EGPC, payment of that
amount shall be made in U.S. Dollars by CONTRACTOR with the
rendition of such Statement, If CONTRACTOR fails to make any
such payment to EGPC on the date when such payment 1s due, then
CONTRACTOR shall pay interest of two and onc half percent
(2.5%) per annum higher than the London Interbank Borrowing
Offered Rate (LIBOR) for three (3) months U.S. Doliars deposits
prevailing on the date such interest 1s calculated. Such interest

payment shail not be recoverable.
(¢) Settlement of Excess Cost Recovery Petroleum:

EGPC hus the right to take its entitlement of Excess Cost Recovery
Petroleumn under Article VII {a) (2) of the Agreement 1m kind durnng
the said quarter. A settlement shall be required with the rendition of
such Statements in case CONTRACTOR has taken more than 1ts

own entitiement of such Excess Cost Recovery Petroleum.
(d) Audit Right:

EGPC shall have a period of twelve {12) months {rom receipt of
any Statement under this Article IV in which te audit and  raise
objection to any such Statement. EGPC and CONTRACTOR  shall
agree on any required adjustments. Supporting documents and
accounts will be available to EGPC during said twelve (12} month

period.



Voo L e SA G () A sandl = e Jlaa Ll YVA

( gl Bald ! )

Rt 3 i e ! il

: vt | nmllet ] 3 BT ot il ()

¢ yores &3l LG el Clid |y ol ol R310 Llas Jy Lall - oo
(V) (o) 5,0 1Y 50ll oyt sanll bolas! S ol C JI olias Al
aas J LAl i g e T Bk s R aia CIL"" Ll Jlzz ot ey goddl s o
() 5 oY 5slald Wy oldaadl S0 2 (e ) ag Sl olosl ey
el bl e (S AL b < Ul 0 ) el g Gedbl s e (V)
: NS 212 sl A s ()

Ml LS Ll el olad |y SN ozl 2311 Ls Jyladl s
PN PRGN 1) B | e 'tL,.a_, oy ol o sl Y La I RIS e LT
ey ol e eSS oty 2 ‘_,a..a.-'ale_,;._Jic,.a ariall

:wﬂf;ﬂ.‘lwr(é)

oS oliadly Oy el IS i Coddl bl SaNudl (Gl ae .
:L:l.gl-ﬂ,[-p-.d::ﬁ;_) ':JL!L.-.‘P

e S -

- bzl Ol e OV Ll olids -

v Sl Sold e -

kW A il abld | L i

idlaey LS sls il L3511 LW 3pud ] B Joral) Shls 5 o
B 3l Laasdl dy o)



AL ¥ L i VA G () WA sl = e i 2

ARTICLE V
CONTROL AND MA JOR ACCOUNTS

(a) Exploration Obligation Control Accounts:

CONTRACTOR will establish an Exploration Obligation Contro
Account and an offsetting contra account to control therein the total
amount of Exploration expenditures reported on Statements of
activity preparcd per Article 1 (b} {1) of this Annex, less any
reductions agreed to by EGPC and CONTRACTOR following
written exceptions taken by a non-operator pursnant to Article I (c)
(1) of this Annex, in order to determine when minimum Exploration
obligations have been met.

(b) Cost Recovery Control Account:

CONTRACTOR will establish a Cost Recovery Control Account
and an off-setting contra account to control therein the amount of
cost remaining to be recovered, if any, the amount of cost recovered
and the value of Excess Cost Recovery Petroleum, if any.

(c) Major Accounts:

For the purpose of classifying costs, expenses and expenditures for
Cost Recovery as well as for the purpose of establishing when the
minimum Exploration obligations have been met, costs, expenses
and expenditures shall be recorded in major accounts including the
tollowing:

- Exploration Expenditures;

-  Development Expenditures other than Operating Expenses;
- Operating Expenses;

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 ¢xcept as otherwise provided in the Agrcement, that
any AR.E. Income Taxes paid 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 is "grossed up".

"CONTRACTOR's annual income™, as determined in Article 11 {(g) (2) of
this Agreement, less the amount equal to CONTRACTOR's grossed-up

Egyptian income tax habihty, shall be CONTRACTOR's "Provisional

Income’’.

The "gross-up value™ 1s an amount added to Provisional Income to give

"Taxable Income”, such that the grossed-up value is equivalent to the
A R E. Income Taxes.

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 etfective or composite
fax rate due to the vanious A.R.E. taxes levied on income or profits, is

constant and not dependent on the kevel of income, then:

Grossed-up Value = A.R.E. income tax rate TIMES Taxable Income.
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Combiming the first and last equations above

Provisional income x Tax Rate

Grossed-up Value =
1 - Tax Rate

where the tax rate is expressed as a decimal.

The above computations are illustrated by the following numerical
example. Assuming that the Provisional Income is $10 and the ARE.
Income Tax rate 1s forty percent (40%), then the Grossed-up Value is

equal to:
T10 x 04
: =3 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% 6.07

CONTRACTOR's Income after taxes $ 10.00
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MAP OF TIIE NATIONAL GAS PIPELINE GRID SYSTEM

ANNEX “B”
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