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

THE EGYPTIAN GENERAL PETROLEUM
CORPORATION

AND
OCEAN NORTH ZEIT BAY, LTD.
IN |
NORTH ZEIT BAY AREA
GULF OF SUEZ
A.R.E.

This Agreement made and entered on this .............day Of ...,
2002, by and between the ARAB REPUBLIC OF EGYPT (hereinafter
referred 1o variously as "ARE" or as the "GOVERNMENT"), the
EGYPTIAN GENERAL PETROLEUM CORPORATION, a legal
entity created by Law No. 167 of 1958 as amended (hereinafter referred
to as "EGPC"} and OCEAN NORTH ZEIT BAY, LTD., a company
organized and existing under the laws of the Cayman Islands,
(hereinafter referred to variously as “OCEAN” or as "CONTRACTORY).
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WITNESSETH

WHEREAS, all minerals including petroleum, existing in mines and
quarries in A.R.E., inciuding the territonal waters, and m the seabed
subject to its jurisdiction and extending beyond the territonal waters, are
the property of the State, and

WHEREAS, EGPC has applied for an exclusive concession for the
exploration and exploitatien of petroleum in and throughout the area
referred to in Article II, and described in Anncx "A" and shown
approximately on Annex "B", which are attached hereto and made pant
hereof (hereinafter referred to as the “Area’™ ), and

WHEREAS, OCEAN agrees to undertake s obligations provided
hereinafter as 4 CONTRACTOR with respect w the Exploration,
development and production of petroleum in NORTH ZEIT BAY Arca,
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 1956, may enter into a concession agreement with
EGPC, and with QCEAN as a CONTRACTOR in the said Area.

NOW, THEREFORE, the parties 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 drilling of such shot holes, core holes,
stratigraphic tests, holes for the discovery of Petroleum or the
appraisal of Petroleum discoveries and other related holes and
wells, and the purchase or acquisition of such supplies, matenials,
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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(b) "Development” shall include, but not be limited to, ali the
operations and activities pursuant to approved Work Programs and

Budgets under this Agreement with respect to:

(1) the drilling, plugging, deepening, side tracking, re-drilling,
completing, equipping of development wells, the changing of

the status of a well, and

(i) design, engineering, construction, installation, servicing and
maintenance of equipment, lines, systems facilities, plants and
related operations to produce and operate said development wells,
taking, saving, t(reating, handling, storing, transporting and
delivering petroleum, repressuring, recycling and other secondary

recovery projects, and

(iii) transportation, storage and any other work or activities necessary

or ancillary to the activities specified i (i) and (i1).

(c) "Petroleum"” means Liquid Crude oil of various densities, asphalt, Gas,
casinghead gas and all other hydrocarbon substances that may be
found in and produced, or otherwise obtained and saved from the
Avea under this Agreement and all substances that may be extracted

therefrom.

(d) "Liquid Crude Qil" or "Crude Qil" er "Oil" means any hydrocarbon
produced from the Area which is in a liquid state at the wellhead or
lease separators or which is extracted from the Gas or casinghead
gas in a plant. Such liquid state shall exist at sixty degrees
Fahrenheit (60°F) and atmospheric pressure of 14.65 PSIA. Such

term includes disiillate and condensate.
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(e) "Gas"” means natural gas both associated and non-associated and all
of its censtituent elements produced from any well in the Area
{other than Liquid Crude Oil) and all non-hydrocarbon substances
therein. Said term shall include residual gas, that Gas remaining
after removal of LPG.

(f) "LPG™ means liquefied petroleum gas, which is a mixture principally
of butane and propane liquefied by pressure and temperature.

(g} A "Barrel” shall consist of forty-two (42) United States gallons,
liquid measure, corrected to a temperature of sixty degrees
Fahrenheit (60°F) at atmospheric pressure of 14.65 PSIA.

(h} (1) "Commercial Oil Well" means the first well on any geoclogical
feature which after testing for a period of not more than thirty
(30) consecutive days where practical, but in any event in
accordance with sound and accepted industry production
practices, and venfied by EGPC, is found to be capable of
producing at the average rate of not less than three thousand
(3000) Barrels of Oil per day (BOPD). The date of discovery
of a "Commercial Oil Well” is the date on which such well is
tested and completed according to the above.

(2) "Commercial Gas Well" means the first well on any geological
feature which after testing for a period of not more than thirty
(30) consccutive days where practical, but in any event in
accordance with sound and accepted industry production
practices and verified by EGPC, is found to be capable of
producing at the average rate of not less than fifteen million
(15,000,000) standard cubic feet of Gas per day (MMSCED).
The date of discovery of a "Commercial Gas Well" is the date
on which such well is tested and completed according to the
above.
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(i) "A.R.E." means ARAB REPUBLIC OF EGYPT.

(1) "Effective Date” means the date on which the text of this
Agrcement is signed by the GOVERNMENT, EGPC and
CONTRACTOR, after the relevant Law is 1ssued.

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

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

(1} " Financial Year " means the GOVERNMENT’s financial year
according to the laws and regulations of the A R.E.

(m) " Tax Year " means the penod of twelve (12) m@ﬁ{hﬁ according (o the laws
and regulations of the AR E,

(n) An "Affihated Company" means a company:

(i) of which the share capital, conferring a majornity of votes at
stockholders’ meetings of such company, 15 owned dircctly or
indirectly by a party hereto; or

(i1) which is the owner directly or indirectly of share capital
conferring a majority of votes at stockholders’ meetings of a
party hereto; or

(iit} of which the share capital conferring a majority of votes at
stockholders’ meetings of such company and the share capital
conferring a majority of votes at stockholders’ meetings of a
party hereto are owned directly or indirectly by the same
comparny.
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(o)

(1)

(q)

(r)

(s)

(t)

"Exploration Block" shall mean an area, the comer points of which
have to be coincident with three (3) nunutes by three (3) minutes
latitude and longitude divisions, accerding to the International Grid
Systemn where possible or with the existing boundanes of the Area
covercd by this Concession Agreement as set out in Annex "A",

"Development Block” shall mean an arca, the cormner potnts of
which have to be coincident with one (1) minute by one {1) minute
latitude and longitude divisions, according to the International Gnid
System where possible or with the existing boundaries of the Area
covered by this Concession Agreement as set onf in Annex "A”.

"Development Lease(s)” shall mean the Development Block or
Blocks covering the geological structure capable of production, the
corner points of which have to be coinctdent with one (1) menute by
one (1) minute latitude and longitude divisions according to the
Internattonal Grid Systern where possible or with the existing
boundaries of the Area covered by this Concession Agreement as
set out In Annex "A".

"Agreement” shall mean this Concession Agreement and its
Annexes.

"(Gas Sales Agreement” shall mean a wntten agreement between
EGPC and CONTRACTOR (as sellers) and EGPC or The Egyptian
Natwral Gas Holding Company “EGAS” or mutnally agreed third
party {as buyer), which contains the terms and conditions for as
sales from a Development Lease entered 1nto pursuant to Article VII (e).

"Standard Cubic Foot" (SCF) i1s 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" 1s a description of the area covered and affected by this
Agreement, heteinafter referred to as the "Area".

Amnex "B" 18 a prowvisional illustrative map on the scale of
approximately {1: 500,000) indicating the Area covered and affected by
this Agreement and described in Annex "A".

Annex "C" is the form of a Letter of Guaranty to be submitted by
Qcean East Zeit Petroleum, Ltd. as Guarantor on behalf of
CONTRACTOR to EGPC one (1) day before the time of signature by
the Minister of Petroleum of this Agreement, for guaranteeing the
execution of CONTRACTOR’s minimum Exploration obligations
hereunder for the initial three (3) year Exploration period by paying
and/or transferring a quantity of Crude oil sufficient in value to cover the
shortfall between the sum of seven million U.S. Dollars ($7,000,000) and
the amount of money spent by CONTRACTOR and approved by EGPC.
In case CONTRACTOR extends the initial Exploration period for two
(2) additional periods cach of three (3) years each in accordance with
Article lII (b) of this Agreement, a similar Letter of Guaranty shall be
issued and be submitted by Ocean East Zeit Petroleum, Ltd. as guarantor
on behalf of CONTRACTOR on the day the CONTRACTOR exercises
its option to extend. The first such Letter of Guaranty shall be for
guaranteeing the payment andfor transfer of a quantity of Crude Oil
sufficient in value to cover the shortfail between the sum of five million
U.5. Dollars (35,000,000) and the amount of money spent by
CONTRACTOR and approved by EGPC and the second such Letter of
guaranty shall be for guaranteeing the payment and/or transfer of a quantity
of Crude Oil sufficient in value to cover the shortfall between the sum of
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two mullion and eight hundred thousand U.S. Dollars ($2,800,000) and
the amount of money spent by CONTRACTOR and approved by EGPC
less in both instances, any excess expenditures of the preceding
Exploration period permitted for carry forward in accordance with
Article IV (b} third paragraph of this Agreement. Each letter of
Guaranty shall remain effective for six (6) months after the end of the

respective Exploration period as the case may be or upon completion or
performance of CONTRACTOR’s obligations hereunder.,

Annex "D i1s the form of a Charter of the Operating Company if
formed as provided for in Article VI hercof.

Annex "E" is the Accounting Procedure.

Aonex "F" is a current map of the National Gas Pipeline Grid
Systemn established by the Government,

The point of delivery for Gas shall be agreed upon by EGPC and
CONTRACTOR under a Gas Sales Agreement, which point of delivery
shall be located at the flange connecting the Development Lease
pipeline Lo the nearest point on the National Gas pipeline Grid System as
depicted in Annex "F" or as otherwise agreed by EGPC and
CONTRACTOR .

Annexes "A", "B", "C", "D". "E" and "F" to this Agreement are
hereby made part hereof, and they shall be considered as having equal
force and effect with the provisions of this Agreement.

ARTICLE II1
GRANT OF RIGHTS AND TERM

The GOVERNMENT hereby grants EGPC and CONTRACTOR
subject to the terms, covenants and conditions set out in this Agreement.
which insofar as they are contrary to or inconsistent with anv
provisions of Law No. 66 of 1933, as amended, shall have the force of
Law, an exclusive concession in and to the Area described in Annexes

I'AIP and IIBH"
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(a)

(b)

(C)

The GOVERNMENT shall own and be entitled, as hereinafter

provided to a royalty in cash or in kind of ten percenl (10%) of the
total guantity of Petroleum produced and saved from the Area
during the Development period including renewal. Said royalty
shall be borne and paid by EGPC and shall not be the obligation of
CONTRACTOR. The payment of royalties by EGPC shall not be
deemed to result in income  attributable to the CONTRACTOR.

An initial Exploration period of three (3} years shall start from the
Effective Date. Two (2) successive extensions 1o the inital
Exploration period, each of three (3) years and of (2) years
respectively, shall be granted to CONTRACTOR  at 1ts option, upon
not less than thirty (30) days prior written notice to EGPC, such
notice to be given not later than the end of the then current penod.,
as may be extended pursuant to the provisions of Article V' (a),
and subject only toits having fulfilled its obligations hcreunder
for that period. This Agreement shall be terminated if neither a
Commercial Oil Discovery nor a Commercial Gas Discovery 18
established by the end of the eighth (8th) year of the Exploration
period, as may be extended pursuani to Article V (a). The election
by EGPC to undertake a sole risk venture under paragraph (c) shall
not extend the Exploration period nor affect the termmination cf thns
Agreement as to CONTRACTOR.

Commercial Discovery:

(i} A Commercial Discovery - whether of Oil or Gas - may consist
of one producing reservoir or a greup of producing IesCTvoirs
which is worthy of being developed commercially. After
discovery of a Commercial Oil or Gas Well CONTRACTOR
shall, unless otherwise agreed upon with EGPC, undertake as
part of its Exploration program the appraisal of the discovery DYy
drilling one or more appratsal wells, to determine whether such
discovery is worthy of being developed commercially, taking
into consideration the rtecoverable reserves, produchon,
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pipeline and terminal facilities required, esmated Petroleum
prices, and all other relevant technical and economic tactors.

(11} The provisions laid down herein postulate the unity and
indivisibility of the concepts of Commercial Discovery and
Dcvelopment Lease. They shall apply uniformly to  Oil and
(Gias unless otherwise specified.

(iii) CONTRACTOR shall give notice of 2 Commercial Discovery
o EGPC immediately after the discovery i1 considered by
CONTRACTOR to be worthy of commercial development but
it any event with respect to a Commercial Oil Well not later
than thiny (30) days following the completion of the second
appraisal well or cighicen (18) months following the date of the
discovery of the Commercial Oil Well, whichever 1s earlier or
with respect to a Commercial Gas Well not later than thirty six
(36} months following the date of the discovery of the
Commercial Gas Well {unless EGPC  agrees that such penod
may be extended) except that CONTRACTOR shall also have
the right to give such notice of Commercial Dhscovery with
respect to any reservoir or reservoirs even if the well or wells
therean are not "Commercial” within the definition of
“Commercial Well" if, in its opinion, a reservoir or a group of
reservoirs, considered collectively, could be worthy of
commercial development

CONTRACTOR may also give a notice of a Commercial
il Discovery in the event il wishes to undertake a (Gas
Recyeling Project.

A notice of Commercial Gas Discovery shall contain all
detsiled particulars of the discovery and especially the area of
Cias reserves, the estimated production potential and profile and
field lifc,
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Within sixty (60) davs following receipt of a notice of a

Commercial O1l or Gas Discovery, EGPC and CONTRACTOR

shall meet and review all appropriate data with a view (0
mutually agrecing upon the existence of a Commercial

Discovery. The date of Commercial Discovery shall be ihe
date EGPC and CONTRACTOR jointly agree in writing that a

Commercial Discovery exists.

If Crude 11 15 discovered but 1s not deemed by
CONTRACTOR to be a Commercial Qil Discovery under the
above provisions of this paragraph {c), EGPC shall one (1)
month after the expiration of the penod specified above within
which CONTRACTOR can give notice of a Commerctal Oil
Discovery, or thirteen (13) months after the completion of a
well not considered to he a "Commercial Oil Well”, have the
right, following sixty (60) days notice in writing to
CONTRACTOR, at its sole cost, risk and expense, to develop,
produce and dispose of all Crude Oil from the geological
feature on which the well has been drilled. Said notice shall
state the specific area covering said geological feature to be
developed, the wells to be drilled, the production facilities to be
installed and EGPC's estimated cost thereof. Within thirty (30)
days after receipt of said notice CONTRACTOR may, 1n
writing, elect to develop such area as provided for in the case of
Commercial Discovery hereunder. In such event all terms of
this Agreement shall continue to apply to the specified area.

If CONTRACTOR elects not to develop such area, the
specific area covering said geological feature shall be set aside
for sole risk operations by EGPC, such area to be mutually
agreed upon by EGPC and CONTRACTOR on the basis of
good petroleum industry practice. EGPC  shall be entitled to
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perform or in the event Operating Company has come into
existence, to have Operating Company pertorm such operations
for the account of EGPC and at EGPC's sole cost, risk and
expense. When EGPC has recovered from the Crude il
produced from such specific area a quantity of Crude Oil
equal in value to three hundred percent (300%) of the cost it
has incurred in carrying out the sole risk operations,
CONTRACTOR shall have the option, only in the event there
has been a separate Commercial O1l Dhiscovery, elsewhere
within the Area, to share in further development and production
of that specific area upon paying EGPC one 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 status of
an ordinary Development Lease under this Agreement and
thereafter shall be operated in accordance with the terms
hereot; or {n) alternatively, in the event that at such ume EGPC
or its Affiliated Company 1is conducting Development
operations in the area at its sole expense and EGPC elects to
continue operating, the area shall remain set aside and
CONTRACTOR shall only be entitled to 1its production sharing
percentages of the Crude O1l as specified in Article VII (b).
The sole risk Crude Oil shall be valued 1n the manner provided
in Article VII {(¢). In the event of any termination of this
Agreement under the provisions of Article I (b), this
Agreement shall, however, continue to apply to EGPC's
operation of any sole risk venture hereunder, although such
Agreement shall have  been terminated with respect (o
CONTRACTOR pursuant to the provisions of Ariticte 111 (b) .
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td} Conversion 1o a Development Lease:

(1) Following a Commercial Oil Discovery or a Commercial Gas
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 1o the
dapproval of the Minister of Petroleum.  Such area shall be
converted automatically into 2 Development Lease without the
issue of any additional legal instrument or permission.

(17} Following the conversion of an area to a Development Lease
based on a Commercial Gas Discovery (or upon the discovery
of Gas m a Devclopment Lease eranted following a
Commercial Oil Discovery), EGPC and CONTRACTOR shall
endeavor with diligence to find adequate markets capuble 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 expected annual schedule of
demand. Thercafter, 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 1n case of agreement the Gas thus made available
shall be sold to EGPC or EGAS or a third party under a
long-term Gas Sales Agreement in accordance with and subject
to the conditions set forth in Article VII .

(tii}) The Development period of each Development Lease shall be
as follows:

(aa) In respect of a Commercial Qil Discovery, twenty  (20)
years from the date of such Commercial Discovery plus the
Extension Period (as defined below) provided that, in the
event that, subsequent to the conversion of a Commercial
Ot] Discovery into a Development Lease, Gas is discovered
in the same Development Lease 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
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to such Gas, LPG extracted from such Gas and Crude Oil
In  the form of condensate produced with such Gas for
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 Ol Discovery may not be
cxtended beyond thirty-five (35) years from the date of
such Commercial Oil Discovery, unless otherwise agreed
upon between EGPC and CONTRACTQOR and subject to
the approval of the Minister of Petroleum.

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

(bb) In respect of a Commercial Gas Discovery, twenty (20)
years from the date of first deliveries of Gas locally or for
cxport plus the Extension Period (as defined below)
provided that, if subsequent to the conversion of a
Commercial Gas Discovery into a Development Lease,
Crude Oil 1s discovered in the same Development Lease,
CONTRACTOR's share of such Crude Qil from the
Development Lease (except LPG extracted from Gas or
Crude (i 1n the form of condensate produced with Gas)
and Gas associated with such Crude Qil  shall revert
entirely to EGPC upon the lapse of twenty (20) vears from
the date of such Crude Oil Discovery plus the Extension
Perod {(as defined below).

Notwithstanding, anything 1o the contrary under this
Agrecment, the duration of a Development Lease based on
a Commercial Gas Discovery shall in no case exceed
thirty-five (35) years from the date of such Commercial
Gas Discovery, unless otherwisc agreed upon between
BEGPC and CONTRACTOR and subject to the approval of

the Mimster of Petroleum.
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CONTRACTOR shall immediately notify EGPC of any
(il Discovery but shall not be required to apply for a new
Development Lease in respect of such Crude Ozl

The "Extenston Period" shall mean a period of five (5)
years which may be elected by CONTRACTOR upon six
(6) months wnten request seat by CONTRACTCOR to
EGPC prior to the expiry of the relevant twenty (20) year
pertod supplemented by technical studies including
evaluation of production perioed, expected levels of
production during extension period, CONTRACTOR’s
obligations and relevant economic considerauon. This
extension period 1s subject to the approval of the Mimster
of Petroleum.

(e} Development operations shall upon the issuance of a Development
Lease granted following a Commercial Oi1l Discovery. be started
promptly by Operating Company or other organization and be
conducted in accordance with good cil field practices and accepied
petroleum engineenng principles, until the field is considered to be
fulty developed, it being undersiood that if associated Gas 1s not
utilized, EGPC and CONTRACTOR shall negotiate in good faith on
the best way to avoid impairing the production in the interests of the
parties.

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

Development operations in respect of Gas and Crude Oil in the form
of condensate or LPG to be produced with or extracted from such
Gas shall, upon the signature of a Gas Sales Agreement or
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commencement of a scheme to dispose of the Gas, whether for
export as referred 1o in Article VII or otherwise, be started promptly
by Operating Company or other organization and be conducted in
accordance with good gas field practices and accepted petroleum
engineering principles and the provisions of such agreement or
scheme. In the event no Commercial Production of 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.

I, upon application by CONTRACTOR it is recognized by EGPC
that Crude Oil or Gas is being drained from the Exploration block
under this Agreement into a Development Block on an adjoining
concesston area held by CONTRACTOR, the Block being drained
shall be considered as participating in the Commercial Production
of the Development Block in question and the Block being drained
shall be converted into a Development Lease with the ensuing
allocation of costs and production (calculated from the Effective
Date or the date such drainage occurs, whichever is later) between
the two Concession Areas. The allocation of such costs and
production under each Concession Agreement shall be in the same
portion that the recoverable reserves in the drained geological
structure  underlying each Concession Area bears to the total
recoverable reserves of such structure underlying both Concession
Areas. 'The production allocated to a concession area shall be priced
according to the concession agreement covering that concession
area.

(fy 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.
CONTRACTOR shall Iook only to the Petroleum to which it is
entitled under this Agreement to recover such costs and expenses.
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Such costs and expenses shall be recoverable as previded in
Article V1. 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.

{£) {1} Unless otherwise provided, CONTRACTOR shall be subject to

(

)

Egyptian income tax laws and shall comply with the
requirements of such laws with respect to the filing of returns,
the assessment of tax, and keeping and showing of books and
records.

CONTRACTOR's annual income for Egyptian mcome tax
purposes under this Agreement shall be an amount calculated
as follows:

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

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

(ii) The value as determined according to Article VII (c), of
EGPC's share of the Excess Cost Recovery Petroleum
repaid to EGPC in cash orin kind, if any,

Plus:

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

For purposes of above tax deductions in any Tax Year, Article
V1I (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

Articte VII {a) (1). All costs and expenses of CONTRACTOR
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{3)

(4)

(5)
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in conducting the operations under this Agreement which are
not controlled by Article VIl (a) as above quahfied shall be
deductible in accordance with the provisions of the Egyptian
Income Tax Law.

EGPC shall assume, pay and discharge, in the name and on
hehalf of CONTRACTOR, CONTRACTOR's Egyptian income
rax out of EGPC's share of the Petroleum produced and saved
and not used in operations under Article VIL.  All taxes paid by
EGPC in the name and on behalf of CONTRACTOR shall be
considered income to CONTRACTOK.

EGPC shall furnish o CONTRACTOR the proper official
receipts evidencing the payment of CONTRACTOR's Egyptian
income 1ax for each Tax Ycar within ninety (90} days
following the receipt by EGPC of CONTRACTOR’s tax
declaration for the preceding Tax Year. Such receipts shall be
issued by the proper Tax Authorities and shall state the amount
and other particulars customary for such recempts,

As used hersin, 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
based on income or profits including all dividends, withholding
with respect to shareholders and other taxes imposed by the
GOVERNMENT of A.R.E. on the distribution of income or
profits by CONTRACTOR.

In calculating 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 faxes paid by EGPC
on CONTRACTOR's behalf.
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ARTICLE IV
WORK PROGRAM AND EXPENDITURLES
DURING EXPLORATION PERIOD

(a) CONTRACTOR shall commence Exploration cperations hereunder

(b)

not later than six (6) months after the Effective Date. Within
twenty four (24) months from the Effective Date, CONTRACTOR
shall start Exploratory dnlling operations in the Area during the
initial Exploration period with a commitiment of acquiring iwo
hundied (200) km? fuil fold 3D seismic survey and drilling three (3)
wells. EGPC shall make available for CONTRACTOR's use all
seismic survey, wells and other Exploration data m EGPC's
possession with respect to the Area as EGPC is entitled to so do.

The initial Exploration period shall be three (3) years.
CONTRACTOR may cxtend this Exploration period for two (2)
successive extension periods, each of three (3) vears and of two (2)
years respectively in accordance with Anticle IIT (b), each of which upon
at least thirty (30) days prior wntten notice to EGPC, subject to its
expenditure of its minimum Exploration obligations and of 1ts fulfillment
of the dnlling obligations hereunder, for the then current period. |

CONTRACTOR shali spend a minimum of seven million U.S.
Dollars ($7,000,000) on Exploration operations and activities related
thereto during the initial three (3) year Exploration period with a
commitment of acquiring two hundred (200) km? full fold 3D
seismic survey; provided that CONTRACTOR shall drill three (3)
wells. For the first three (3) year extension penod that
CONTRACTOR elects to extend beyond the imitial Exploration
period, CONTRACTOR shall spend a minimum of five million U.S.
Dollars ($5,000,0000 and for the second two (2) year extension
period that CONTRACTOR elects to extend beyond the three (3)
year first extension period, CONTRACTOR shall also spend a
minimum of two million and eight hundred thousand U.S. Dollars
($2,800,000). Durning each of the first and second extension pernods
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that CONTRACTOR elects to extend beyond the initial Exploration
period, CONTRACTOR shall drill two (2) wells in the first

extension and one (1) well in the second extenston.

Should CONTRACTOR spend more than the mimmum amount
required 0 be expended or dnll more wells than the minimum
required (o be drilled or acquired more seismic than the minimum
required during the initial three (3) year Exploration period, or
during any period thereafter, the excess may be subtracted from the
minimum amount of money required 1o be expended by
CONTRACTOR or minimum number of wells required to be drilled
during any succeeding Exploration period (s), as the case may be.

in case CONTRACTOR surrenders its Exploration rights under this
Agreement as set forth above before or at the end of the third (3rd)
year of the initial Exploration period, having expended less than the
total sum of seven million U.S. Deoliars ($7,000,000) on Exploration
or in the event at the end of the third (3rd) year, CONTRACTOR
has expended less than said sum in the Area, an amount equal (o the
difference between the said seven million U.S. Dollars ($7.000,000)
and the amount actually spent on Exploration shall be paid by
CONTRACTOR 1o EGPC at the time of surrendering or within six
(6) months [rom the end of the third {(3rd} year of the initial
Exploration period, as the case may be. Any expenditure deficiency
by CONTRACTOR at the end of any additional peried for the
reasons above noted shall similarly result in a payment by
CONTRACTOR to EGPC of such deficiency. Provided this
Agrecment is still in force as to CONTRACTOR, CONTRACTOR
shall be entitled to recover any such payments as Exploration
Expenditure in the manner provided for under Article VII in the
event of Commercial Production.
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Without prejudice to Article II1 (b), in case no Commercial Qil
Dyiscovery 1s established or no notice of Commercial Gas Biscovery
1s given by the end of the eighth (&th) year, as may be extended
pursuant to Article V (a) or in case CONTRACTOR surrenders the
Area under this Agreement prior to such time, EGPC shall not bear
any of the aferesaid expenses spent by CONTRACTCOR.

At least four (4) months prior to the beginning of each Financial
Year or at such other times as may mutually be agreed to hy EGPC
and CONTRACTOR, CONTRACTQR shall prepare an Exploration
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 t¢ be established by EGPC and CONTRACTOR
after the Effective Date of this Agreement. This Corunities,
heremnafter referred to as the "Exploration Advisory Committee",
shall consist of six (6) members, three (3) of whom shall be
appomnted 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 Exploration 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 Commitiee, 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 is further agreed that:

(1) CONTRACTOR shall not substantially revise or modify said
Work Program and Budget nor reduce the approved budgeted
expenditure without the approval of EGPC;
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(11} In the event of emergencies involving danger of loss of lives
or property, CONTRACTOR may expend such additional
unbudgeted amounts as may be required to alleviate such danger.
such expenditure shall be considered in all aspects as Exploration
Expenditure and shall be recovered pursuant to the provisions of

Article VII hereof.

CONTRACTOR shall advance all necessary funds for all
materials, equipment, supplies, personnel administration 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.

CONTRACTOR shall be responsible for the preparation and
performance of the Exploration Work Program which shall be
implemented in 4 workmanlike manner and consistent with good
industry practices.

Except as is appropriate for the processing of data, specialized
laboratory engineering and development stuedies 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 in the A.R.E.

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

hereunder and not in conflict with this Agreement shall apply to
CONTRACTOR.
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(t) CONTRACTOR shall supply EGPC, within thirty (30) days from the
end of cach calendar quarter, with a Statement of Exploration
activily showing costs incurred by CONTRACTCOR during such
quarter. CONTRACTOR's records and necessary supporting
documents shall be available for inspection by EGPC at any time
duning regular working hours for three {3) months from the date of
recelving each statement.

Within the three (3} months from the date of receiving such
Statement, EGPC shall advise CONTRACTOR in writing if it
considers:

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

(2} that the costs of goods or services supplied are not in lina with
the intermaticnal market prices for goods or services of similar
quality supplied on sinular terms prevailing at the time such
goods or services were supplied, provided however, that
purchases made and services performed within the A.R E. shall
be subject o Article XX VI

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

(4) that the costs incurred are not reasonably required for
operations.

CONTRACTOR shall confer with EGPC in connection with the
problem thus presented, and the parties shall attempt to reach a
seltlement which is mutually satisfactory.

Any reimbursement due to EGPC out of the Cost Recovery
Petroleum as a result of reaching agreement or of an arbitral award
shail be adjusted in the subsequent Cost Recovery Statement sent for
the portion of the costs incurred which are not due for recovery or
promptly made in cash to EGPC, plus simple interest at LIBOR plus
two and half percent (2.5%) per annum from the date on which the
disputed amount(s) would have been paid to EGPC according 1o
Article VII (a) (2) and Annex “E” of this Agireement {i.e., the date of
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rendition of the relevant Cost Recovery Statement) to the date of
payment for the portion of the costs incurred that are due for cost
recovery. The LIBOR rate applicable shall be the average of the figure
or figures published by the Financial Times representing the mid-point
of the rates (bid and ask) applicable to one month U.S. Dollars
deposits in the London Interbank Eurocurrency Market on each
fifteenth (15th) day of each month occurring between the date on
which the disputed amounti(s) would have been paid to EGPC and the
date on which it 15 settled.

[f the LIBOR rate is available on any fifteenth (15th) day but is not
published in the Financial Times in respect of such day for any
reason, the LIBOR rate chosen shall be that offered by Citibank
N.A. 1o other lcading banks in the London Interbank Eurocurrency
Market for one month U.S. Dollar deposits.

If such fifteenth (15th) day is not a day on which LIBOR ratcs 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.

It within the time limit of the three (3) month period provided for in
this paragraph, EGPC has not advised CONTRACTOR of its
objection to any Statement, such Statement shall be considered as

approved.

(g) CONTRACTOR shall supply all funds necessary for its operations in
the A.R.E. under this Agreement in freely convertible currency
from abroad. CONTRACTOR shall have the right to freely purchase

Egyptian currency in the amounts necessary for its operations in the

A R.E. from any bank or entity authorized by the GOVERNMENT
to conduct foreign currency exchanges.
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(h) EGPC i1s aurthorized to advance to CONTRACTOR the Egyptian
currency required for the operations under this Agreement against
receiving from CONTRACTOR an equivalent amount of U.S.
Dollars at the official AR E. rate of exchange as specified by the
Centul Bank of Egypt on the date of exchange, such amount in U.S.
Prollars  shall be deposited in an EGPC account abroad with a
corrcspondent  bank of the National Bank of Egypt, Cairo.
Withdrawals from said account shall be wused for financing
EGPC's  and its Affiliated Companies’ foreign currency
requirements subject to the approval of the Minister of Petroleum.

ARTICLE V
MANDATORY AND VOLUNTARY RELINQUISHMENTS
(a) MANDATORY:

Al the end of the third (3rd) veur after the Effective Duate hereof,

CONTRACTOR shall relinquish to the GOVERNMENT a total of
twenty five percent {253%) of the original Area on the Effective Date

not then converted to a Development Lease (s). Such relinquishment
shall be in a single unit or units of whole Exploration Blocks not
converted to Development Leases so as (o enable the relinquishmeant
requirements to be precisely futfilled.

At the end of the sixth (6th} year aflter the Effective Date hereof,

- CONTRACTOR shall relinquish to the GOVERNMENT an
additional twenty five percent (25%) of the original Area on the
Effective Date not then converted to a Development Lease(s). Such
relinquishment shall be 1n a single unit or units of whole Exploration
Blocks not converted to Dcevelopment Leases so as to enable the
relinquishment requirements o be precisely fuifilled.
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Without prejudice to Arucles I and XXIII and the iast three
paragraphs of this Article V (a}, at the end of the eighth (Slh} vear
of the Exploraticn period, CONTRACTOR shall relinguish the
remainder of the Area not then converted to Development
Lcases.

It is undersiood that at the time of any relingu:shment the areas to be
converted 1nto Development Leases and which are submitted to the
Mimster of Petroleum tor his approval according to Article T (d)
shall, subject to such approval, be deemed converted to

Development Leases,

CONTRACTOR shall not be required to relinguish any Exploration
Biock or Blocks on which a Commercial Oil or Gas Well is
discovercd before the period of time referred 10 in Article I (¢)
given (0 CONTRACTOR to determine whether such Well is a
Commercial Discovery worthy of Development or to relinquish an
FExploration Block in respect of which a notice of Commercial Gas
Discovery has been given to EGPC subject to EGPC's right to agree
on the existence of a Commercial Discovery pursuant to Article III
(c}, and without prejudicce to the requirements of Article 111 {e).

In the event at ithe end of the nitial Exploration period or either of
the two successive extensicns of the initial Exploration period, a
well (s actually drilling or testing, CONTRACTOR shall be allowed
up to six {6) months to enable it to discover a Commercial Qil 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 succeeding Exploration Period, as

applicable, by that amount.
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(MVYOLUNTARY:

CONTRACTOR may, voluntarily, during any period relinquish all
of 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 satisfied for such period.

Any relinquishments hereunder shall be credited 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 pertod.

ARTICLE VI
OPERATIONS AFTER COMMERCIAL DISCOVERY

(a) On Commercial Discovery, EGPC and CONTRACTOR may form in
the A.R.E. an operating company or other organization approved by
the Minister of Petroleum to conduct operations or oversee operations
subject to the economic feasibility study for the discovery. In the
eveni that both EBEGPC and CONTRACTOR agreed (o form an
Operating Company then it shall be chartered pursuant 1o Article VI
(b) and Annex (D) {(herematter referred to as “"Operating Company’)
which company shall be named by mutual agreement between
EGPC and CONTRACTOR and such name shall be subject to the
approval of the Minister of Petroleum. Said company shall be a
private sector company. Operating Company shall be subject to the
laws and regulations in force in the A R.E. to the extent that such
laws and regulations are not inconsistent with the provisions of this

Agreement or the Charnter of Operating Company.

However, Operating <Company or other organization and
CONTRACTOR shall, for the purpose of this Agreement, be
exemplited ftrom the ftollowing laws and regulations as now or
hereafter amended or substituted:
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- Law No. 48 of 1978, on the employee regulations of public sector
companies;

- Law No. 159 of 1981, promulgating the law on joint stock
companies, partnership hnmuted by shares and limited liability
Companics;

- Law No. 97 of 1983 promulgating the law concerning public sector
argamzations and companies;

- Law No. 203 of 1991 premulgating the law on public business sector
companies; and

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

{b) The Charter of Operating Company is hereio attached as Annex “D”.

(c)

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 a4 scheme to dispose of Gas (unless otherwise
agreed upon by EGPC and CONTRACTOR), the Charter shall take
effect and Operating Company or other organization, whichever the
case may be, shall automatically come into existence without any
further procedures. The Exploration Advisory Committee shall be

dissolved torthwith upon the coming into existence of the Operating
Company or other organization.

Ninety (90} days after the date Operating Company or other
orgamzation comes nto existence in accordance with paragraph
(b) above, Operating Company or other organiztion shall prepare
a Work Program and Budget for further Exploration and
Development for the remainder of the year in which the Commercial
Discovery 1s made; and not later than four {(4) months before the end

of the current Financial Year (or such other date as may 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
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CONTRACTOR), Operating Company or other organization shall
prepare an annual Production Schedule, Work Program and Budget
for further Exploration and Development for the succeeding
Financial Year. The Production Schedule, Work Program and
Budget shall be submitted to the Board of Directors of the Operating

Company or other organization, whichever is applicabie, for approval.

(d) Not later than the twentieth (20th) day of cach month, Operating
Company or other organization shall furnish to CONTRACTOR a
writlen cstimate of its rotal cash requirements for expenditure for the
first halt and the second half of the succeeding month expressed in
U.S. Dollars having regard to the approved Budget. Such estimate
shall take into consideration any cash expected to be on hand at

month end,

Paymem for the appropriate period of such month shall be made 1o
the correspondent bank designated in paragraph (e) below on the
first (Ist) day and fifteenth (k5th) day respectively, or the next

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

(e} Operating Company or other organization is authorized to keep at its own
dispasal abroad in an account opened with a correspondent bank of the
Nattonal Bank of Egypt, Cairo, the foreign funds advanced by
CONTRACTOR. Withdrawals from said account shall be used for
payment for goods and services acquired abroad and for transferring to a
local bank in the AR.E. the required amount to meet the expenditures in
Egyptian Pounds for Operating Company or other organization in

connection with its activities under this Agreement.
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Within sixty (60) days after the end of cach Financial Year,

Operating Company or other organization shall submit to the

appropnate exchange control authorities in the A.R.E. a statement,
duly certified by a recognized firm of auditors, showing the funds
credited to that account, the disbursements made out of that account
and the balance outstanding at the end of the Year.

(1) If and for as long during 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, other
orgamization, or CONTRACTOR from a Development Lease or
adjacent concession area in which CONTRACTOR is & partner,
EGPC shall use the cxcess capacity if it so desires without any
financial or operational disadvantage 10 CONTRACTOR, Operating
Company or other organization.

ARTICLE VII
RECOVERY OF COSTS AND EXPENSES AND
PRODUCTION SHARING

(a) (1) Cost Recovery Petroleum:

subject to Lhe auditing provisions under this Agreement,
CONTRACTOR shall recover quarterly all costs, expenses and
expenditures in respect of all the Exploration, Development and
related operations under this Agreament to the extent and out of
thirty five percent (35%) of all Petroleum produced and saved
from all Development Leases within the Area hereunder and not
used in Petroleum operations. Such Pctroleum is hereinafier

referred to as "Cost Recovery Petroleum”.
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For the purpose of determining the classification of all cosis,
expenscs and expenditures for their recovery, the following
terms shall apply:

- "Exploration Expenditures” shall mean all costs and
expenses for Exploration and the related portion of indirect
expenses and overheads.

2- "Development Expenditures” shall mean all costs and
expenses for Development (with the exception  of
Operating 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.

However, Operating Expenses shall include workover, repar
and maintenance of assets but shall not include any ol the
following: sidetracking, redrilling 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
life 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 initial Commercial Production,
which for the purposes of this Agreement shall mean the
date on which the first regular shipment of Crude Ol or the
first deliveries of Gas are made, shall be recoverable at the
rate of twenty-five percent (25%) per annum starting either
in the Tax Year in which such expenditures are incurred
and paid or the Tax Year in which initial Commercial
Production commences, whichever is the fater date.
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(i1) "Development Expenditures,” including those accumulated
prior to the commencement of 1nital Commercial
Production which for the purposcs of this Agrcement shal
mean the date on which the first regular shipment of Crude
(il or the first deliveries of Gas arc made, shall be
recoverable at the rate of twenty-five percent (25} per
annum  starting either in the Tax Year in which such
axpenditures are incurred and paid or the Tax Year in
which initial Commercial Production  commences,
whichever1s the later dale,

(iii) "Operating Expenses,” incurred and paid alter the date of
inttial Commercial Production, which for the purposes of
this Agreement shall mean the date on which the first
regular shipment of Crude Ol or the first deliveries of Gas
are made, shall be rccoverable either in the Tax Year in
which such costs and expenses are incurred and paid or the
Tax Year in which imnal Commercial Production occurs,
whichever is the later date.

(iv) To the extent that, in a Tax Year, CO§ts, ¢xXpenscs o
expenditures recoverable per paragraphs (i), (1) and (i)
preceding, exceed the value of all Cost Recovery Peiroleum
for such Tax Year, the excess shall be carried forward for
recovery in  the next succeeding Tax Year(s) until fully
recovered, but in no case after the termination of  this
Agreement, as to CONTRACTOR.

(v) The recovery of costs and expenscs, based upon the rates
referred to above, shall be allocated to each guarter
proportionately {(one fourth to cach quaster). However, any
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recoverable costs and expenses not recovered in one quarter
as thus allocated, shall be carried forward for recovery in
the next guartes.

(2} Except as provided in Article VIT (a) (3) and Axticle VII (e) (1),

(3)

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
(¢). To the extent that the value of all Cost Recovery Petroleum
(as determined in Article VII (¢)] exceeds the actual recoverable
costs and expenditures, Including any carry forward under
Article VII (a) (1) (iv), to be recovered in that quatter, then the
value of such Excess Cost Recovery Petroleum shall be paid by
CONTRACTOR 10 EGPC either (i) in cash in the manner set
torth in Article TV of the Accounting Procedure contained in
Annex "E” or (i) in kind in accordance with Article VII (a) (3).

Ninety (4%0) days prior to the commencement of each Calendar
Year EGPC shall be entitled to elect by notice in writing to
CONTRACTOR to require payment of up to one hundred
percent (100%} of EGPC's share of Excess Cost Recovery
Petroieum i Kind. Such payment will be in Crude Qil from the
Area F.O.B. export terminal or other agreed delivery point
provided that the amount of Crude Qil taken by EGPC in kind
n a quarter shall not exceed the value of Cost Recovery Crude
Ol actually taken and separately disposed of by
CONTRACTOR from the Area during the previous quarter, If
EGP(C’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 entitlement shall be paid in cash,
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(b) Production Sharing

(1) The remaining sixty five percent (65%) of the Petroleum shall
be divided between EGPC and the CONTRACTOR according

(0 the following shares: Such

disposed of pursuant to Articie V]I (¢):

(1} Crude (nl

Crude C  produced and
saved under this Agree-
ment and not used in Petro-
leum operations, Barrels
0.1 per day (BOPD) (quar-
terly average).

That portion or increment
up to 10,000 BOFPD

That portion or increment
exceeding 10,000 and [ess
than 25,000 BOPD.

That portion or increment
from 25,000 and less than
50,000 BOPD.

That portion or increment
from 50,000 and less than
160,000 BOPD.

That portion or increment
from 100,000 BOPD and
above.

EGPC
SHARE

(Seventy percent )
(U %)

(seventy seven and

one half percent)
(77.5 %)

(eighty two and
one half percent)
(82.5 %)

{eighty five percent)
{85 %)

(eighty seven and
one half percent)
(87.5 %)

shares shall be taken and

CONTRACTOR
SHARE

(tharty percent)
( 30 %)

(lwenty two and
one halt percent)
( 22.5 %)

(seventeen and
one half percent)
{ 17.5 %)

(fifteen percent)
(15 %)

(twelve and
one half percent)
( 12.5 9)
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(i) Gas and LPG
(as and L.PG preduced and
saved under this Agreement
and not used in Petroleum
operations (SCFD)

(quarterly average)

Tnat portion or increment
up to 50,000,000 SCFD.

That portion or increment
excecding 50,000,000 and
less than 125,000,000 SCFD.

That portion or increment
from 123,000,000 and less
than 250,000,000 SCFD.

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

(75 %)

{seventy seven and

one halt percent)
(77.0 %)

{(e1ghty percent)
(80 %)

{(e1ghty two and
one halt percent)
(82.5 %)

(eighty five percent)
(8BS %)

CONTRACTOR
SHARE

(seventy five percent) (twenty five percent)

(25 %)

(twenty two and
one half percent)
(22.5 %)

(twenty percent)
(20 %)

(seventeen and
one half percent)
(17.5 %)

(fifteen percent)
(15 %)
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(2)  After the end of each contractual year during the term of any

Gas Sales Agreement entered into pursuant to Article VII (e),
EGPC and CONTRACTOR (as sellers) shall render to EGPC
of EGAS (as buyer) a statement for an amount of Gas, if any,
equal to the amount by which the quantity of Gas of which
EGPC or EGAS (as buyer) has taken delivery falls below
seventy five percent (75%) of the Contract quantitics of Gas as
established by the applicable Gas Sales Agrecment (the
“shortfall”), provided the Gas is available. Within sixty (60)
days of receipt of the statement, EGPC or EGAS {as buyer)
shall pay EGPC and CONTRACTOR (as sellers) for the
amouitt of the Shortfall, if any. The Shortfall shali be included
in EGPC's and CONTRACTOR's entitlement to Gas pursuant
to Article VII (a) and Article VII (b) in the fourth (4th) quarter
of such contractual vear.

Quannties 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 in subsequent years in excess of
seventy five percent (75%) of the contract quantities of Gas as
established by the applicable Gas Sales Agreement, shall be set
against and reduce quantities of Gas in the “Take-or-Pay” ac-
count to the extent thereof and, to that extent, no payment shall
be due in respect of such Gas. Such Make Up Gas shall not be
mcluded in CONTRACTOR's entidement to Gas pursuant to
Article Vil (@) and Article V11 {(b). CONTRACTOR shall have
no rights to such Make Up Gas,

It at the end of any Contract year, EGPC and CONTRACTOR
(as sellers) fail to deliver seventy five percent (75%) of the an-
nual contract quantity as defined in the 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 actual
Gas quantity delivered shall be referred 1o as the “Deliver-or-
Pay Shortfall Gas”. EGPC or EGAS (as buyer) shall have the
right to take a quantity of (as equal to Deliver-or-Pay the Short-
tall GGas and such quantity shall be priced at ninety percent
(2056} of the Gas price as defined in the Gas Sales Aceement.

The percentages set forth 11 Article VI (a) and this Article VII
(b) 1n respect of LPG produced from a plant constructed and op-
erated by or on behalf of EGPC and CONTRACTOR shall ap-
piy to all LPG available for delivery.

(¢) Valuation of Petroleum:

(1) Crude Onl:

(1) The Cost Recovery Crude Qil to which CONTRACTOR is

(ii)

entitled  hereunder shall be valued by EGPC  and
CONTRACTOR at “Market Price” for each calendar
quarter.

"Market Price” shall mean the weighted average prices
realized from sales by EGPC or CONTRACTOR during the
quarter, whichever is higher, provided that the sales to be
uscd 1n armmving at the weighted average (s) shall be sales of
comparable quantities on comparable credit terms in freely
convertible currency from F. O. B. point of export sales to
non-affiliated companies at arm’s length under all Crude
Oil sales contracts then in effect, but excluding Crude Oil
sales contracts involving barter and,

(1) Sales, whether direct or indirect, through brokers or
otherwise, of EGPC or CONTRACTOR tc any
Affilrated Company.
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(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.

(111) It 1s understood that 1n the case of "C.ILF." sales, appropriate
deductions shall be made for transport and insurance charges
to calculate the F.O.B. point of export price; and always
taking 1nto account the appropriate adjustment for quality of
Crude QOil, freight advantage or disadvantage of port of
loading and other appropnrate adjustments. Market Price shall
be detcrmined scparately for each Crude Oi1l or Crude Oil
mix, and for each port of loading.

(1v) If during any calendar quarter, there are no such sales by
EGPC and/or CONTRACTOR under the Crude Oil sales
contracts 1n effect, EGPC and CONTRACTOR shall
mutually agree upon the Market Price of the barrel of Crude
()il to be used for such quarter, and shall be gimided by all
relevant and available evidence including current prices in
freely convertible currency of leading crude oils produced by
major ol producing countrics (in the Arabian Guii or the
Mediterranean Area), which are regularly sold in the open
market according to actual sales contracts terms but excluding
paper sales and sales promises where no c¢rude o1l 1s
delivered, to the extent that such sales are effected under such
terms and conditions (excluding the price) not significantly
different from those under which the crude oil to be valued,
was sold, and always taking into consideration appropriate
adjustments for crude ocil quality, freight advantage or
disadvantage of port of Iloading and other appropriate
adjustments, as the case may be, for differences in gravity,
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sulphur, and other factors generally recognized by sellers and
purchasers, as reflected in crude prices, transportation ninety
(90) days insurance premiums, unusual fees borne by the
seller, and for credit terms 1 excess of sixty (60) days, and
the cost of loans or guarantees granted for the beneflit of the
setlers at prevailing interest rates.

It 18 the mtent of the Parties that the wvalue of the Cost

Recovery Crude Oi1l 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 {i1) above does not
reflect the prevailing Market Price or in the event EGPC and
CONTRACTOR fail to agree on Market Price {or any Crude
Oil produced under this Agreement for any quarter within
fifteen (15) days after the end thereof, any party may
elect at any time thereafter to submit to a single arbitrator
the question, what single price per barrel, in the arbitrator’s
judgment, best represents for the pertinent quarter the Market
Price for the Crude Oil in question. The arbitrator shall make
his determination as soon as possible following the quasrter in
question. His determunation shall be final and binding upon
all the parties. The arbitrator shall be selected 1n the manner
described below.

In the event EGPC and CONTRACTOR fail to agree on the
arbitrator within thinty (30) days from the date any party
notifies the other that it has decided to submit the determination
of the Market Price te an arbitrator, such arbitrator shall be
chosen by the appointing authortty designated 1n accordance
with Article XXIV (¢), or such other appointing authority with
access to such expertise as may be agreed to between EGPC
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and CONTRACTOR, with regard to the qualifications for
arbitrators set forth below, upon written application of one or
both of EGPC and CONTRACTOR. Copies of such
appiication by one of them shall be promptly sent to the other.

The arbitrator shall be as nearly as possible a person with an
established reputation in the international petrolecum mdustry
as an expert 1n pricing and marketing c¢rude oil
inteimational commerce. The arbitrator shall not be z citizen of
a country which does not have diplomatic relations with both
the A.R.E. and the United States of America. He may not be,
at the time of seiection, emploved by, or an arbitrator or
consultant on a continwing or frequent basis o, the American
Petroleum Institnte, the Orgamization of the Petrofeum
Exporting Counties or the Organization ol Arab Petrolecum
Exporting Countries, or a consultant on a continuing busis (o
LGPC, CONTRACTOR or an Afhhated Company ol either,
hut past occasional consultation with such companies, with
other petroleum companies, governmental agencies or
orgamzations shail not be a ground for disqualsfication. He
may not have been, at any time during the two (2) yecars before
selecion, an employee of any petroleum company or of any
governmental agency or organization.

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

CONTRACTOR shall share equally the expenses of the
arbitrator.

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 01l sales contracts
as well as other sales data and information but shall be free to
evaluate the extent to which any contracts, data or
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information ts substantiated or pertinent. Representatives of
EGPC and CONTRACTOR shall have the right to consult
with the arbitrator and furnish him written materials provided
the arbitrator may impose reasonable limitations on this right.
EGPC and CONTRACTOR each shall cooperate with the
arbitrator to the fullest extent and each shall insure such
cooperation of its trading companics. The arbitrator shall be
provided access to crude oil sales contracts and related data
and information which EGPC and CONTRACTOR  or
their trading companics are able 1o make available and which
in the judgment of the arbitrator might aid the arbitrator in
making a valid determination.

{vi) Pending Market Price agreement by EGPC and
CONTRACTOR or determination by the arbitrator, as
applicable, the Market Price agreed for the quarter preceding
the quarter in guestion shall remain tempeorarily in effect. In
the event either BEGPC or CONTRACTOR should 1mmcur 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 one - 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 daie of
payment.

(2) Gas and LPG

(i) The Cost Recovery and Production Shares of Gas subject to a
Gas Sales Agreement between EGPC and CONTRACTOR
(as sellers} and EGPC or EGAS (as buyer) entered 1nto
pursuant to Article VII (e) shall be valued, delivered to and
purchased by EGPC at a price determined as follows:

* Cost Recovery Gas Price shall be evaluated on basis
(2.5 USS/MMBTU).
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* Production Sharing Gas Price shall be evaluated on basis
(1.5 USS/MMBTU).

(ii) The Cost Recovery and Production Shares of (LPG)
produced from a plant constructed and operated by or on
behalf of EGPC and CONTRACTOR shall be separately
valued for Propane and Butanc at the outlet of such LPG

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

PLPG = 095PR-(Jx 085% T _ .
42,96 %10

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

PR = The average over a period of a month of the figures
representing the mid-poimnt between the high and low
prices in 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's removed from the Gas stream by the LPG plant

per metric ton of LPG produced.

F = a value in U.S. Dollars per memic ton of the crude oil
of Gulf of Suez Blend "FOB Ras Shukheit” A R.E.

calculated by referring to "Platt’s Oilgram Price
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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
thg number of days in such month for which such
values were quoted. The value per metric ton shall be
calculated on the basis of a conversion factor to be
agreed upon annually between EGPC and CON-
TRACTOR.

In the event that Platt's LPGaswire is issued o
certain days during a month but not on others, the
value of PR shall be calculated using only those
1ssues which are published during such month. In the
event that the value of PR can not be
determined because Platt's LPGaswire is not
published at all during a month, EGPC and
CONTRACTOR shall meet and agree to the value of
PR by reference to other published sources. In the
event that there are no such other published sources
or if the value of PR cannot be determined pursuant
to the foregoing for any other reason EGPC and
CONTRACTOR shall meet and agree the value of PR
by reference to the value of LPG (Propane and
Butane) delivered FOB from the Mediterranean Area,

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

(i} The prices of Gas and LPG so calculated shall apply during
- the same month.
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(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 pnce.
(d) Forecasts:

Operating Company or other organization shall prepare (not less than
ninety (90) days prior to the beginning of cach six (0} months
following first regular production) and furnish in wriling (o
CONTRACTOR and EGPC a forecast setting out a total quantity of
Petroleum that Operating Company or other organization estimates
can be produced, saved and transported hereunder during such six (6)

months in accordance with good o1l and gas industry practices.

Operating Company or other organization shall endeavor to produce
each six (6) months the forecast quantity. The Crude Ol shall be run
to storage tanks or offshore loading facilities constructed, masintained
and operated according to Government Regulations, by Operaung
Company or other organization in which said Crude Oil shall be
metered or otherwise measured for royalty, and other purposes
required by this Agreement. Gas shall be handled by Operating
Company or other organization in accordance with the provisions of
Article VII (e) .

(e) Disposition of Petroleum:

(1) EGPC and CONTRACTOR shall have the right and the
oblication to scparately take and freely export or otherwise

dispose of, currentiy all of the Crude Qil to which each 1s

entitled under Article VII (2) and Article VIE (b). Subject to
payment of sums due to EGPC under Artucle VII (a) (Z2) and
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Article TX, 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 A.R.E.
market from CONTRACTOR's share under Article VIT (b) of
the Crude Oil produced from the Area and EGPC shall have
the preferential right to purchase such Crude Qil at a price 10 be
determined pursuant to Arcticle VII {c}. The amount of Crude
Otl 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
trom the concession areas in the A.R.E. that arc also subject to
EGPC's preferential right to purchase. The payment for such
purchased amount shall be made by EGPC in U.S. Dollars or in
any other freely convertible cumrency remiltable by
CONTRACTOR abroad.

It 1s agreed wpon that EGPC shall notify CONTRACTOR, at
least forty-five (45) days prior to the beginning of the six {(6)
months of the amount to be purchased during such six (6)
month period under this Article ViT (e) (1).

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

(1) Pnornity shall be given to meet the requirements of the local
market as determined by EGPC.

{(11) In the event that EGPC or EGAS is to be the buyer of Gas,
the disposition of Gas to the local markets as indicated
above shall be by virtue of long term Gas Sales Agreements
to be entered into between EGPC and CONTRACTOR (as
sellers) and EGPC or EGAS (as buyer).
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(111)

EGPC and CONTRACTOR (as sellers) shall have the
obligation to dehiver Gas to the following point where such
(ias shall be metered for sales, royalty, and other purposes
required by this Agreement:

(a) In the event no LPG plant is constructed 0 process
such Gas, the delivery point shall be at the flange
connecting the Lease pipeline 1o the nearest point on
the National Gas Pipeline Gnd System as depicted 1in
Annex "F" hereto, or as otherwise agreed by EGPC
and CONTRACTOR.,

(b} In the event an LPG plant 18 constructed to process
such Gas, such Gas shall, for the purposes of valuation
and sales, be mctered 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 Operating Company or other
organzauon build a pipeline suitable for transport of
the processed (Gas from the LPG Plant outlet to the
nearest  point on the Natuonal Gas Pipeline Gnd
System as depicted in Annex "' hereto, or otherwise
agreed by EGPC and CONTRACTOR. Such pipeline
shall be owned tn accordance with Article VIII (a) by
EGPC, and its cost shall be financed and recovered by

CONTRACTOR as  Development  Expenditures
pursuant to Article VII.

EGPC and CONTRACTOR shall consult together to
determine whether to build an LLPG plant for recovering
LLPG from any Gas produced hercunder. In the event EGPC
and CONTRACTOR decide to build such a plant, the
plant shall. as 1< appropmnale, be 1n the vicinity of the point
of delivery as dciermined in Article II and Article Vil(e)2
(11). The delivery of LPG for, royalty and other purposes
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required by this Agreement shall be at the outlet of the LPG
plant. The costs of any such LPG plant shall be recoverable
1N accordance with the provisions of this Agreement unless
the Minister of Petroleum agrees to accelerated recovery.

(1v) EGPC or EGAS (as buyer) shall have the option to elect, by
ninety (90) days prior written notice to EGPC and
CONTRACTOR (as sellers), whether payment tor the Gas
which 1s subject to a Gas Sales Agreement between EGPC
and CONTRACTOR (as sellers) and EGPC or EGAS {as
buyer) and LP{ produced from a plant constructed and
operaled by or on behalf of EGPC and CONTRACTOR, as
valued 1n accordance with Article VII (¢), and to which
CONTRACTOR is entitled under the Cost Recovery
and Production Sharing provisions of Article Vil, of this
Agreement shall be made 1) in cash or 2) in kind.

Payments in cash shall be made by EGPC or EGAS (as
buyer} at intervals provided for inthe relevant Gas Sales
Agreement 1in U.S . Dollars, remittable by CONTRACTOR
abroad.

Payments in kind shall be calculated by converting the
value of Gas and LPG to which CONTRACTOR is entitled
imnte eguvalent barrels of Crude Qil to be taken
concurrently by CONTRACTOR from the Area, or to the
extent that such Crude Oil 15 insufficient, Crude Oil from
CONTRACTOR's other concession areas or such other
arcas as may be agreed. Such Crude Oil shall be added to
the Crude (il that CONTRACTOR is otherwise entitled to
lift under this Agreement. Such equivalent barrels shall be
caiculated on the basis of the provisions of Article VII (c)
relating to the valuation of Cost Recovery Crude Oil.
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Provided that:

(aa) Payment of the value of Gas and LPG shall always be made
in cash in U.S. Dollars remittable by CONTRACTOR
abroad to the extent that there 1s insufficient Crude Oil

available for conversion as provided for above;

{bb) Payment of the value of Gas and LLPG shall always be
made in kind as provided for above to the extent that

payments In cash are not made by EGPC.

Payments to CONTRACTOR (whether in cash or kind). when
related to CONTRACTOR's Cost Recovery Petroleum,  shall
be included m CONTRACTOR's Statement ot Recovery
of Costs and of Cost Recovery Petroleum referred to in Article

I'V of Annex "E" of this Agreement,

(v) Should EGPC or EGAS (as buyer) fail to enter into 2 long-term
Gas Sales Agreement with EGPC and CONTRACTOR (as
sellers) within four (4) years from a notice of Commercial Gas
Discovery pursuant to Articie 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.
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(vii) In the event EGPC and CONTRACTOR agree to accept new
CGas and LPG producers t0 join in an ongoing export project.
such producers shall have to contribute a4 fair and equitable
share of the investment made.

(vi1) {aa) Upon the expiration of the four (4) vear period referred to
n Article VII {e) (2) (v), CONTRACTOR shall have the
obligation to exert its reasonable efforts to find an cxport
market for (3as reserves.

(bb) In the event at the end of the four {(4) vear period referred
t0 under Artucle VII (e) (2) {(v), CONTRACTOR and
EGPC have not entecred into  a Gas Sales Agreement,
CONTRACTOR shall retain s rights to such Gas
reserves lor a  lurther period of up to ftour (4) years,
subject to Artucle VII (&) (2) {(vin) (¢c), during which pecriod
EGPC and CONTRACTOR shall auempt to find a market
for Gas reserves.

(cc) In the event that CONTRACTOR 15 not exporting the Gus
and CONTRACTOR has not entered mto a Gas Sales
Agreement pursuant to Article VII (e) (2) pnor to the
expiry of eight (8) vears from CONTRACTOR s notice of
Commercial Gas Discovery, CONTRACTOR shall
surrender the Gas reserves 1n respect of which such notice
has been given. It being understood that CONTRACTOR
shall, at any time pnor o the expiry of such eight (&) year
period, surrender the Gas rescrves, it 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 oifer 15 made
provided that the Gas Sales Agreement offered to
CONTRACTOR shall take into consideration the relevant
techmecal and economic factors to enable a commercial
contract including:

A sufficient delivery rate.
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- Delivery pressure to enter the National Gas Pipceline Grid
Systemn at the point of delivery;

- Dehvered Gas quality specifications not more stringent
than those imposed or required for the National Gas
Pipeline Grid System.

- The Gas prices as specified in this Agrecment.

(dd) In the event that CONTRACTOR has not entered into
a Gas Sales Agreement pursuant to Article VII {e) (2) or
otherwise found an acceptable scheme for commercial
disposal of such Gas, at the ime of the expiration of eight
(&) years from CONTRACTOR' s notice of Commercial
Discovery of Gas or failing acrcement with EGPC on
gas disposal at the expiration of eight (8) years,
CONTRACTOR shall surrender to EGPC such Develop-
ment Lease (s) in which Gas discovery 1s made.

(1x) CONTRACTOR shall not be obligated to surrender
a Development Lease based on a Commercial Gas Discovery, if
Crude Gil has been discovered in commercial quantities in the
same Development Lease.

(f) Operations:

If following the reversion to EGPC of any rights to Crude Qil
hereunder, CONTRACTOR retains rights to Gas in the same

Development Lease, or if, following surrender of rights to Gas
hereunder, CONTRACTOR retains rights to Crude Qil in the same
Develepment Lease, operations to explore for or exploit the
Petroleum,the rights to which have reverted or been surrendered
(O1l or Gas as the case may be) may only be cairmied out by

Operating Company or other organization which shall act on behalf
of EGPC alene, unless CONTRACTOR and EGPC agree otherwise.
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(g) Tanker Scheduling:

At a reasonable time prior to the commeancement of Commercial
Production EGPC and CONTRACTOR shall meet and agree upon
a procedure for scheduling tanker liftings from the agreed upon point
of expoat.

ARTICLE VIII
TITLE TO ASSETS

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

(1) Land shall become the property of EGPC as soon as it is
purchased.

(2} Title to fixed and movable assets shall be transferred
automnatically and gradually from CONTRACTOR o EGPC as
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  automatically from
CONTRACTOR to EGPC when its total cost has been
recovered by CONTRACTOR in accordance with the
provisions of Article VII or at the time of termination of this
Agreement with respect to all assets chargeable to the
operations whether recovered or not, whichever first occurs.

The book vaiue of the assets created during each calendar
quarter shall be communicated by CONTRACTOR, to EGPC or
by Operating Company or other organization to EGPC and

CONTRACTOR within thirty (30) days of the end of each
quarter.
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(b) During the term of this Agreement and the renewal period EGPC,
CONTRACTOR and Operating Company or other organization are
entitled to the full use and enjoyment of all fixed and movable
assels referred to above in connection with operations hercunder or
under any other Peooleum concession  agreement entered into
by the Parties. Proper accounting adjustment shali be made.
CONTRACTOR and EGPC shall not dispose of the same except

with agreement of the other.

(c) CONTRACTOR and Operating Company or other organization may
freely import 1nto the A.R.E., use therein and [recly export at the
end of such use, machinery and equipment which they either rent or
lease mm accordance with good industry practices, including but not

Iimited to the lease of computer hardware and software.

ARTICLE IX

BONUSES

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

onc milhon and five hundred thousand U.S. Dollars ($1.500,000) on
the Effective Date .

(b} CONTRACTOR shall pay to EGPC as a bonus the sum of two
hundred and fifty thousand U.S. Dollars ($250,000) upon approval
of esch Deveclopment Lease. Said bonus shall be paid upon
commencement of Mirst Commercial Production.

(¢) CONTRACTOR shall pay to EGPC the sum of one million U.S.
Dollars {($1,000,000) as a production bonus when the total average
daily preduction from the Area first reaches the rate of ten thousand
(10,000} Barrels of o1l or equitvalent per day for a period of thirty
(30} consecutive producing days. Payment will be made within
fiftcen {(15) days thereafter.
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(d) CONTRACTOR shall pay to EGPC as a bonus the sum of one
hundred thousand U.S. Dollars ($106,000) on the date of the
approval to enter into five (5) year extension perod pursuant to
Article 11F paragraph (d) (3} {bb).

(e) All the above mentioned bonuses shall in no event be recovered by
CONTRACTOR.

(f) In the event that EGPC elects to develop any part of the Area
pursuant to the sole nsk provisions of Article 111 {c} (1v), production
from such sole risk area shall be considered for the purposes of this
Article 1X only if CONTRACTOR cxercises its option {o share in

such production and only from the initial date of sharing.

(2) Gas shall be taken into account for purposes of determining the total
average daily production from the Area under Article IX (c) by
converting daily Gas delivered into equivalent barrels of daily Crude

(il production in accordance with the following formula:
MSCF x H x 0.167 = equivalent barreils of Crude O1l
Where
MSCF = one thousand Standard Cubic Feet of Gas.

H = the number of million British Thermal Units (BTU's
per MSCT).

ARTICLE X
OFFICE AND SERVICE OF NOTICES

CONTRACTOR shali maintain an office in A.R.E. at which notices shall
be validly served.
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The General Manager and Deputy General Munager shall be entrusied by
CONTRACTOR with sufficient power to carry out immediately all
local written directions given to them by the Government or its
representatives under the terms of this Agreement. Al lawful
reguiations issued or herealter to be issued which are applicable
hereunder and not 1n conflict with this Agrcement shall apply 1o the

dutics and activities of the General Manager and Deputy General
Manuger.

All matters and notices shall be deemed to be validly served which are
delivered to the office of the General Manager or which arc sent to him
by registered mail to CONTRACTOR's office in the ARE.

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 mail at EGPC's main office in Cairo,

ARTICLE XI
SAVING OF PETROLEUM AND PREVENTION OF LOSS

(a) Operating Company or other organization shall take all proper
measures, according to generally accepted methods 1n use in the oil
and gas industry to prevent loss or waste of Petroleum above or
under the ground 1n any form during drilling, producing, gathering,
and distributing or storage operations. The GOVERNMENT has
the might to prevent any operatiion on any well that it might

reasonably expect would result in loss or damage to the well or the
] or Gas field.

(b) Upon completion of the drilling of a productive well, Operating
Company or other organization shall inform the GOVERNMENT or
its representative of the time when the well will be tested and the
production rate ascertained.
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(¢) Except in instances where multiple producing formations in the same
well can only be produced economically through a stngle tubing
string, Petroleum shall not be produced from multiple cil bearing
zones through one string of tubing at the same time, except with the
prior approval of the GOVERNMENT or its representative, which

shall not be unreasonably withheld.

(d) Operating Company or other organization shall record data regarding
the quantities of Petroleum and water produced monthly from each
Development Lease. Such data shall be sent to 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 available at

all reasonable times for examination by authorized representatives
of the GOVERNMENT.

(¢} Daily dnlling records and the graphic logs of wells must show the
quantity and type of cement and the amount of any other maiernals

used in the well for the purpose of protecting Petroleum, gas bearing

or fresh water strata.

(f} Any substantial change of mechanical conditions of the well after 1ts

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

ARTICLE XI11
CUSTOMS EXEMPTIONS

(a) EGPC, CONTRACTOR and Operating Company or other organization

shali be permitted to import and shall be exempted from customs
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duties, any taxes, levies or fees ({including fees 1mposed by
Ministerial Decision No. 254 of 1993 i1ssued by the Minister of
Finance, as now or hereafter amended or substituted) of any nature
and from the importation rules with respect to the importation of
machinery, equipment, appliances, materials, items, means of
transpert and trapnsportation {the exemption from taxes and duties for
cars shall only apply to cars to be used in  operations), electnc
appliances, air conditioners for offices, field housing and facilities,
electronic appliances, computer hardware and software; as well as
spare parts required for sny of the imported items, all subject to
a duly approved certificate issued by the responsible representative
nominated by EGPC for such purpose, which  stales that the
imported items arc required for conducting the operations pursuant
10 this Agreement . Such certificate shall be tinal and binding and
shall automatically result in the importation and the exemptron

without any further approval, delay or procedure.

(b Machinery, c¢quipment, appliances and means of transport and
transportation 1mported by EGPC's, CONTRACTOR's ana
Operating Company's or other organization’s contractors and
sub-contractors temporarily engaged in any activity pursuant to the
operations which are the 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. 254 of 1993 issued by the Mimister 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
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wihich states, that the imporied items are required for conducting the
operalions pursuant to this Agreement. Items (excluding cars not to
be used in operations) set out in Article XII (a) imported by
EGPCs, CONTRACTOR's and Operating Company's or other
organization's cofitractors and sub-contractors for the aforesaid
opcrations, 1n order to be installed or used permanently or consumed
shiall mect the conditions for exemption set forth in Article XII {a)
atter being duly certified by an EGPC responsible representative 1o

be used for conducting operations pursuant to this Agreement.

(c) Fhe expatriaic employecs of CONTRACTOR, Operating Company
or other organization 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 goods and fumiture {including one {1) car) for
each expatriate employee of CONTRACTOR and/or Operating
company or other corganization shall be cleared under the
"Temporary Release System” (without payment of any customs
duties and other ancillary taxcs) upon presentation of a letter o the
appropriate customs authorities by CONTRACTOR or Operating
Company or other organization approved by an EGPC responsible
represcntative that the imported items are imported for the sole use
of the expatriate employee and his family, and that such imported
itemns shall be re-exported outside the A.R.E. upen the repatriation of

the concerned expatriate employee.
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(d) Items imported into 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 after obtaining
EGPC's approval, which approval shall not be unreasonably
withheld, without any export dulies, taxes or charges or any taxes or
charges from which such items have been already exempt, being
applicable. Such items may be sold within the A.R.E. after obtaining
the approval of EGPC which approval shall not be unreasonably
withheld. Tn this cvent, 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 tarift
applicable on the date of sale, unless such items have alrcady been
sold to an Affiliated Company of CONTRACTOR, 1if any, or EGPC,
having the same exemplion, or unless title to such items {excluding

cars not used 1n 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 entitted to reimbursement of its
unrecovered cost, if any, in such items and the excess, if any, shall
be paid to EGPC.

1e) The exemption provided for in Article XII (a} shall not apply to any
imported items when items of the same or substantially the same kind
and quality are manufactured locally meeting CONTRACTOR's
and/or Operating Company's or other organization’s specifications for

quality and safety and are available for timely purchase and delivery
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in the A.R.E. at a price not higher than ten percent (10%) of the cost
of the imported item, before customs duties but afier freight and -
surance costs if any have been added.

() CONTRACTOR, EGPC and their respective buyers shall have the
right to freely export the Petroleum produced from the Area
pursuant to this Agreement; no license shall be required, and such
petroleum shall be exempted from any customs dulies, any taxes,

levies or any other imposts in respect of the export of Petroleum
hereunder.

ARTICLE X111
BOOKS OF ACCOUNT : ACCOUNTING AND PAYMENTS

(a) EGPC, CONTRACTOR and Operating Company or other organization
shall each maintain at theiv business offices in the A.R.E. books of
account, in accordance with the Accounting Procedure m Annex

"E' and accepled accounting practices geperally used in the
petroleum industry, and such other books and records as may be
necessary to show the work performed under this Agreement,
including the amount and value of ail Petroleum produced and saved
hereunder. CONTRACTOR and Operating Company or other
organization shall keep their books of account and accounting
records in United States Dollars.

Operating Company or other organization shall furnish to the
GOVERNMENT or its representatives monthly returns showing the
amount of Petroleum produced and saved hereunder. Such returns
shall be prepared 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 retum.
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(b) The aforesaid books of account and other books and records referred

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

duly authorized representatives of the GOVERNMENT.

(¢} CONTRACTOR shall submit to EGPC a Profit and Loss Statement
of its Tax Year not tater than four (4) months after the commence-
ment of the follewing Tax Year to show i1ts net 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 certified

accounting firm.
ARTICLE X1V

RECORDS, REPORTS AND INSPECTION

(a) CONTRACTOR and/or Operating Company or other organization
shall prepare and, at all times while this Agreement is in force,
maintain accurate and current records of its operations in the Area.
CONTRACTOR and/or Operating Company or other organization
shall furnish the GOVERNMENT or its representative, In
conformity with applicable regulations or as the GOVERNMENT
or its representative may reasonably require information and data
conceming its operations under this Agreement. Operating Company
or other organization will perform the functions indicated n this

Article XTIV in accordance with 1ts role as specified in Article VI,
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(b) CONTRACTOR and/or Operating Company or other organization

shall save and keep for a reasonable period of ime a representative
portion of each sample of cores and cuttings taken from drilling
wells, to be disposed of, or forwarded to the GOVERNMENT or its
representative in the manner directed by the GOVERNMENT. Ali
samples acquired by CONTRACTOR and/or Operating Company or
other orgamzation for their own purposes shall be considered
avatlable for inspection at any reasonable (ime by the
GOVERNMENT or its representatives.

(c) Unless otherwise agreed to by EGPC, in case of cxpoiting any rock

samples outside AR E., samples equivalent in size and qguality
shall, before such exportation, be delivered to EGPC  as
representative of the GOVERNMENT.

(d) Onginals of records can only be exported with the permission of

(e)

EGPC, provided, however, that magnetic tapes and any other data
which must be processed or analyzed outside the A.R.E. may be
exported if a monitor or a comparable record, if available, is
maintained in the A R.E. and provided that such exports shall be
repatriated to A.R.E. promptly 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 authonized represcntatives or  employees
shall have the right to full and complete access to the Area at all
reascnable ttmes with the right to observe the operations being
conducted and to inspect all assets, records and daia kept by
CONTRACTOR. EGPC's representative, in exercising its rights under

the preceding sentence of this paragraph (e}, shall not interfere with
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CONTRACTOR's operations. CONTRACTOR shall provide EGPC
with copies of any and all data (including, but not limited to,
geojogical  and geophysical reports, logs and well surveys)
information and interpretation of such data, and other information 1n

CONTRACTOR's possession.

For the purpose of obtaining new offers, the GOVERNMENT
and/or EGPC may, after the eighth (8th) year of the Exploration
period or the date of termination of this Agreement, whichever is Lhe
earlier, show any other party un-interpreted basic gscophysical and
oeological data (such data to be not less than one (1) year old unless
CONTRACTOR agrees to a shorter periad, which agreement shall
not be unrcasonably withheld) with respect o the Area, provided
that the GOVERNMENT and/or EGPC may at any time show an-
other party such data directly cbtained over or acquired from those
parts of the Area which CONTRACTOR has relinquished as long as

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

ARTICLE XV

RESPONSIBILITY FOR DAMAGES

CONTRACTOR shall entirely and solely be responsible in law toward
third parties for any damage caused by CONTRACTOR's Exploration
operations and shall indemnify the GOVERNMENT and/or EGPC
acainst all damages for which they may be held liable on account of any

such operations.



Yo ¥ D kil VE G () PY saall - D SRl TS

(g bl SalL} )

dsaSad! olled vl jluiic!
0im gy pa ilaill JI Jpaall 3 G Lo iU Ly o il 2 S 2l
SUs asdd ol Vgl ey - U o A oldandl gl Jl A 5LSY
T iy JSa 51 DLl el 8,y Jlally Ll Dbl s s
c Sl sds s ok Sl Las Yl Sl g U el Sldes e Jglae 202 12l
Ll il 15,28 5f Jytl elysly ST Lhaazay of o) Gou « 2,41 lighs
ok« Jeama¥ e e Uiy Y1 oty ddall spadl b 3T ks JSio
il adgd Wby 5,2 M olbeal Gopni o) s gl 0 sls i sl 2l
w5 31 aais JSi S ol deadU iestall 38,20 4 JyE il ey prsiie Lo
dadw 3 g o el b il il 4T Cooas ¥ gz ol o Y 3t Ll Sae L
JEN RN W I TGP P I VAN | V-0 BT A [ I A T TR TPt BN WP e LS i
Ul o) iy Jid| o3 Uil Lol (A ey LT LS Cpktedl e 5g)
il o W Y Iy 12550 oS sy gl lenn ¥ S B Tt LS
e UL Y aae may - sl ede e 3 geail] GIE pee o e JAS
Joaf ikl Lilaze Ol ghae il gl JS D e LR g a5bd ¢ () 3,4

e Rl sl sdn camgt W le F L S e

( gt Aaitaat] Bl 1)

G Jl! s Gt J9Rae 31 P2 wtd )19 o iiechad T (g Y

iy oy UV 0ds g piogs Sldas)l (5 F ol e Jylibly gl po £ (1)
- iFMLHﬂl’LﬁG



WYY bl BT VE () Y sl - e Jh B4

ARTICLE XVI
PRIVILEGES OF GOVERNMENT REPRESENTATIVES

Duly authorized representatives of the GOVERNMENT shall have
access to the Area covered by this Agreement and to the Operations
conducted thereon. Such representatives may examine the books,
registers and records of EGPC, CONTRACTOR and Operating
Company or other organization and make a reasonable number of
surveys, drawings and tests for the purpose of enforcing this Agreement.
They shall, for this purpese, be entitled to make reasonable use of the

machinery and instroments of CONTRACTOR or Operating Company
or other organizaiion on the condition that no danger or impediment to
the operations hereunder shall arise directly or indirectly from such use.
Such representatives shall be given reasonable assistance by the agents
and employees of CONTRACTOR or Operating Company or other
organization so that ncne of the activities shall endanger or hinder the
safety or efficiency cof the operations. CONTRACTOR or Operating
Company or other organization shall offer such representatives all
privileges and facilities accorded to its own employees in the field and
shall provide them, free of charge, the use of reasonable office space and
of adequately furmished housing while they are in the field for the pur-
pose of facilitating the objectives of this Article. Without prejudice to
Article XIV (e} any and all information obtained by the GOVERN-
MENT or its representatives under this Article XV shall be kept confi-
dential with respect to the Area.

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

(a) It 1s the desire of EGPC and CONTRACTOR that operations
hereunder be conducted in a business-like and efficient manner.
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(1) The expairiate admimstrative, professtonal and technical personnel
employed by CONTRACTOR or Operating Company or other
organization and the personnel of its contractors for the conduct
of the opecrations hereunder, shall be granted a residence as
provided for in Law No. 89 of 1960 as amended and Ministerial
Order No. 280 of 1981 as amended, and CONTRACTOR agrecs
that all immigration, passport, visa and employment regulations
of the AR.E., shall be applicable o all alien employees of
CONTRACTOR working in the AR.E.

(2) A minimurm of twenty-five percent (25%) of the combined
salaries and wages of each of the cxpatrnate admnistranve,
professional  and  technical  personnel employed by
CONTRACTOR or Qperating Company or other organization
shall be paid monthly in Egyptian Currency.

(b) CONTRACTOR and Operating Company shail each seicct 1ts
employees and determine the number thereof, to be used for

operations hereunder.

(c) CONTRACTOR, shall after consultanon with EGPC, prepare and
carry out spectalized training programs for all its A.R.E. employees
engaged in operations hereunder with respect to applicable aspects
of the petroleum industry. CONTRACTOR and  Operating
Company or other organization undertake to replace gradually their
non-executive expatriate staff by qualified nationals as they are

available.

(d) During any of the Exploration phases, CONTRACTOR shall give
mutually agreed numbers of EGPC employees an opportunily to
attend and participate in CONTRACTOR's and CONTRACTGR's
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Affibiated Companies training programs relating 10 Exploration and
Development operations. In the event that the total cost of such
programs is less than fifty thousand United States Dollars ($50,000)
in any Financial Year during such pericd, CONTRACTOR shall
pay EGPC the amount of the shortfall within  thirty (30) days
following the end of such Financial Year., However, EGPC shaill
have the right that said fifty thousond United States Dollars ($50,000)
allocated for training, be paid directly to EGPC for such purpose,

ARTICLE XVII1
LAWS AND REGULATIONS

(a) CONTRACTOR and Gperating Company or other organization shall
be subject to Law No. 66 of 1953 (excluding Article 37 thereof) as
amended by Law No. 86 of 1956 and the regulations issued for the
implementation thereof, including the regulations for the sate and
efficient performance of operations carried out for the execution ot
this Agreement and for the conservation of the petroleum resources
of the ARE. provided that no regulations, or modification or
interpretation thereof, shall be contrary to or inconsisient with the
provisions of this Apreement.

(0) CONTRACTOR and Operating Company or other organization shall
be subject to the provisions of the Law No. 4 of 1994 concerning the
environment and its executive regulation as may be amended, as
well as any laws or regulations may be issued, concerning the
protection of the environment.

(c) Except as provided in Asticle IIT (g) for Income Taxes, EGPC,
CONTRACTOR and Operating Company or other organization shall
be exempted from all taxes and duties, whether imposed by the
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OGOVERNMENT or municipalitics mcluding among others, Siles
Tax, Value Added Tax and Taxes on the Exploraiion, Development,
cxtracting, producing, exporting or transporting of Petroleum and
LPG as well as any and all withholding taxes that might otherwise
be imposed on dividends, interest, technical service fees, patent and
trademark rovalties, and similar items. CONTRACTOR shall also
be exempted from any tax on the hquidation of CONTRACTOR, or
distributions of any inceme te the sharcholders of CONTRACTOR,
and irom any tax on capital.

(d) The nghts and obligations of EGPC and CONTRACTOR under, and

(e)

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

altecred or amended by the wntten mutual agreement of the said
contraciing parties.

The contractors and sub-contractors of CONTRAUTOR and
Operating Company or other organmzation shall be subject to the
provisions ol lhis  Agreement which affect them. Insofar as all
regulations which are duly issued by the GOVERNMENT apply
brom trme 10 tme and are not in accord with the provisions of this
Agreement, such regulations shall not apply 10 CONTRACTOR,
Operating Company or other organization and their respective
contractors and sub-contractors, as the case may be.

(f) EGPC, CONTRACTOR, Operating Company or other organization

and their respective contractors and sub-coniractors shall for the
purposes of this Agrcement be exempled {rom all professional
stamp duties, imposts and levies imposed by syndical laws with
respect 10 their documents and activities hereunder.

(g) All the exemptions from the applicauon of the ARK.E. laws or

reguiations granted to EGPC, CONTRACTOR, the Operating



SRR (TR MU T N PR o V[ SO XV Y S

W L, Lt Sl 0y il alls Joands b L] s el sl s o] 5le
s Lo Jong F Jrdad o Ll 1 b, s
( gk Scmauld!! Baid) )
shll il
i L 5 ool 2l 3 s ¢ o) ) iy ¢ Bt 13 Lo Dl s
CJL_ailL,uLu‘l,;h-u;,,s; 1wl y dsmas s ozl e ol bk e di bl
Iy ol Lol dalill e o s ol Uil Lo b 3 2 3LNIT a3 Lsluasiy|
3l gl 1 22l R b dees o Jplill o s o2 32U QU g ag S
)y ALY edgd LSt | cMoaad)l pliy SLBYI jaylizy Dkl sde 5y . ZesS|
Dbl 7l T3y e O G AW (gbami¥ 51l Bale! I ugs
Ans I 30V sde Joins e LS b ppar (55 0ad LB Ji
Lobin! | Jl L3l sig e aadl sia g2 ol JIaYl e s L Sy W)
bt syl i gLy GUYT 5 Lee oLl Slalidly Gais b 5305 ol
e gl sl ade 5 el Ladiaalt B sl i BN il 13]
ety Ll 53U b ade (o st o8 W TSy @Sl I g Ll s & 50y
P Firp | IRV IENA
(9 e ! BN}
£ Vit d | S
o3l ety o pbF BT ey 3 A g 2l gl (5l W ()
PPN BT S PR JESIC N [ IO | PSP IR S X PR 00t I



VEV Y. v i il VE 6 (al) PP sl = e JE

Company or other organization, their contractors and sub-contractors
under this Agreement shall include such laws and regulations as
presently n effect or hereafter amended or substituted.

ARTICLE XIX
STABILIZATION

In case of changes in existing legislation or regulations applicable to the
conduct of Exploration, Development and production of Petroleum,
which take place after the Effective Date, and which significantly affect
the economic interest of this Agreement to the detriment of
CONTRACTOR or which imposes on CONTRACTOR an obligation to
remit 1o the A.R.E. the procecds from sales of CONTRACTOR's
Petroleum, CONTRACTOR shall notify EGPC of the subject legislative
or regulatory measure. In such case, the Parties shall negotiate possible
modifications to this Agreement designed to restore the economic
balance thereof which existed on the Effective Date,

The Parties shall use their best efforts to agree on amendments to this
Agreement within ninety {(90) days from aforesaid notice.

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

increase the rights and obligations of CONTRACTOR as these were
agreed on the Effective Date.

Failing agreement between the Parties during the pernod referred to
above in this Article X1X, the dispute may be submitted to arbitration, as
provided in Article XXIV of this Agreement.

ARTICLE XX
RIGHT OF REQUISITION

(a) In case of national emergency due to war or imminent expectation
of war or internal causes, the GOVERNMENT may requisition all
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(b)

(c)

{d)

or part of the production from the Area obtamned hereunder and
require Operating Company or other organizat:on to increase such
production to the utmost possible maximum. The GOVERNMENT
may also requisition the Oil and/or Gas field itself and, 1t necessary,

related facilities.

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

views with respect to such reguisition.

The requisition of production shall be effected by Ministertal Ovder.
Any requisition of an Oil and/or Gas ficld, or any related factlities
shall be effected by a Presidential Decree duly notified to EGPC and
CONTRACTOR.

In the event of any requisition as provided above, the
GOVERNMENT  shall  indemnify in full EGPC and
CONTRACTCR for the period during which the requisition is

maintained, including:
(1) All darages which result from such requisition; and

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

However, any damage resulting from enemy attack is not within the

meaning of this paragraph (d). Payment hereunder shall be made to
CONTRACTOR in U.S. Dollars remittable abroad. The price paid 10
CONTRACTOR for Petroleum taken shall be calculated 1n accordance
with Article VII {c). |
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ARTICLE XXI
ASSIGNMENT

(a) Neither EGPC nor CONTRACTOR may assign to a person, tirm or
corporation, in whole or in part, any of its rights, pnvileges, dutics or
obligations under this Agreement either directly or indirectly without
the wnitten consent of the Government and in all cases priority shall
be given to EGPC if it s0 desire to obtain the interest intended to be

assigned.

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

the following conditions must be fulfilled:

(1) The obligations of the assignor deriving from this Agreement
must have been duly fulfilled as of the date such request is

made.

(2) The instrument of assignment must include provisions stating
precisely that the assignee is bound by all covenants contained
in this Agreement and any modifications or additions in writing
that up to such time may have been made. A dratt of such
instrument ol assignment shall be submitted to EGPC for

review and npproval before being formally executed.

{c) Any assignment, sale, transfer or other such conveyance made
pursuant to the provisions of this Article XXI shall be free of any
transfer, capital gains taxes or related taxes, charges or fees
including without ltmitation, all Income Tax, Sales Tax, Value

Added Tax, Stamp Duty, or other Taxes or similar payments.
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{d) As long as the assignor shall hold any interest under this Agreement,
the assignor together with the assignee shall be jointly and severally
hable for all duties and obligations of CONTRACTOR under this
Agreement.

(¢) Once the assignor and a proposed third party assignee, other than an
Aftihated Company or 4 CONTRACTOR MEMBER, have agreed
the tinal conditions of an assignment, the assienor shall disciose
such 1imal conditions in & written notification to EGPC. EGPC shall
have the right to acquire the interest intended to be assigned, 1f,
within sixty (00} davs from assignor’s written notification, EGPC
delivers to the assignor a written notification that it accepts the same
condittons agreed to with the third party assignee. If EGPC does not
deliver such notification within such sixty (60) day peried, the
assignor shall have the right to assign 1o the proposed third party
assignee, subject to the Government approval under paragraph (a) of
this Article. In the event that EGPC exercises its option to acquire
the intcrest nlended to be assigned and if a joint operating
agrecement 1s not already existing among the CONTRACTOR
MEMBERS including the assignor, EGPC and CONTRACTOR
shall negotiate 1n good faith to enter inte a joint operating

agreement, according to the model published by the Association for
International Petroleum Ncgotiators to finalize such agreement
within one hundred and twenty (120) days from EGPC’s notification.
It EGPC and CONTRACTOR cannot agree on a joint operating
agreement within such one hundred and twenty (120) day period, the
assignor shatl have the night to assign to the proposed third party
assignee, subject to the Government approval under paragraph (a) of
this Article.



¥ oF i a2l VE () PY il - e Jl i ALV EA

( g9 petendlg Sl Sald! )
£ LRl Glakuwy Gl il JOS!
o 513 b als Jylall I adly LSS ade e W) G G deySald (1)
:l_;r";ilu.“_,:-:]'lu_i
i) LSy i 2 ULy Tl e S ) s e ud 131 4N)
WY ed ol (3 g8 Lzt UL
Ul Y Kiles Ay LY 0de 3 A il e J3las 151 (F)
e S 3l oSy M| gl 3] (Y1)
L, o adlad O LaY does jhes Sl J|J_+'L;i.:LE.'qu|.’=1 Cﬂ}
oyl IS e (1) 5 A0 SSY
J_,_,.:,J| > il i._ri R S PRI S PY T CJ-"I-T-HI 3l (o)
1S gL F J po S Lisy A5 s s Ll LLeal) B
t_,_..al o4 Lg e ol o KL b Cay iy Jamdl iclin
Lo S
N o3, ol S ] RSN o3 T p g AW ol 83,0 13 (1)
re oy las Y A1 V80 ] AN 3, oLl Jualt YR OT L



VER YL W T bl il VE () Y sl - i A

ARTICLE XXII

BREACH OF AGREEMENT AND POWER TO CANCEL

(a) The GOVERNMENT shall have the right to cancel this Agreement
by Order or Presidential Decree, with respect to CONTRACTQOR, in

the following instances:

(1) It 1t knowingly has submitte¢d any false statements to the

GOVERNMENT which were of a material consideration for the

execution of this Agreement;

(2) If 1t assigns anv Interest hereunder contrary to the provisions of

Article X XI;

(3) If 1t 15 adjudicated bankrupt by a court of competent junsdiction,

(4) It it does not comply with any final decision reached as the

result of court procecedings conducted under Article XXIV(a);

(5) It it intentionally extracts any mineral other than Petroleum not

authorized by this Agreement or without the authority of the
GOVERNMENT, except such extractions as may be

unavoidable as the result of the operations conducted hereunder

In accordance with accepted petroleum industry practice and
which shall be notified to the GOVERNMENT or its

representative as soon as possible; and

(6) If it commits any matenal 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 coniradicted by the provisions of this

Apreement.
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Such cancellation shall take place without prejudice to  any
rights which may have accrued to the GOVERNMENT aganst
CONTRACTOR in accordance with the provisions of this
Agreement, and in the event of such cancellation,

CONTRACTQR, shall have the right to remove from the Area
all its personal propeity.

(b) If the GOVERNMENT deems that one of the aloresaid causes (other

(a)

than a force majeure cause referred to in Article XXIII) exists to
cancel this Agreement, the GOVERNMENT shall give
CONTRACTOR ninety (90) days written notice personally served
on CONTRACTOR's General Manager in the legally official
manner and receipt of which 1s acknowledged by him or by his legal
agents, to remedy and remove such cause; but f for any reason
such service 1s impossible due to un-notificd 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 removed, this Agreement may be canceled
forthwith by Order or Presidential Decree as atoresaid; provided
however, that if such cause, or the failure to remedy or remove such
cause, results from any act or omission of one party, cancellation of
this Agreement shall be cffective only against that party and not as
against any other party hereto.

ARTICLE XXIII
FORCE MAJEURE

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 1s caused by force majeure. The period of
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any such non-performance or delay, together with such period as
may be necessary for the restoration of any damage done during
such delay, shall be added to the time given in this Agreement for
the performance of such obligation and for the performance of any
obligation dependent thercen and consequently, to the term of this
Agrecment, but only with respect to the block or blocks affected.

(b) "Force Majeure” within the meaning of this Artuicle XXIII, shall be any
order, regulation or direction of the GOVERNMENT of the ARAB
REPUBLIC OF EGYPT, or with respect to CONTRACTOR, the
Govermnment of the United States of Amenca, whether promulgated in
the form of a law or otherwise or any act of God, insurrection, riot,
war, strike, and other labor disturbance, fires, floods or any cause not
due to the faull or negligence of EGPC and CONTRACTOR or
cither of them, whether or not similar to the foregoing, provided that

any such cause is beyond the reasonable contrel of EGPC and
CONTRACTOR, or cither of them.

(c} Without prejudice to the above and except as may be otherwise
provided herein, the GOVERNMENT shall incur no responsibulity
whatsoever to EGPC and CONTRACTOR, or either of them for any
damages, restrictions or loss arising in consequence of such case of
Force Majeure except a Force Majeure caused by the order,

regulations or direction of the GOVERNMENT of the ARAB
REPUBLIC OF EGYPT.

(d) If the Force Majeure event occurs during the initial Exploration period
or any extension thereof and continues in effect for a period of six
(6) months CONTRACTOR shall have the option upon nunety (50)
days prior written notice to EGPC to terminate its obligations
hereunder without further liability of any Kind.
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ARTICLE XXI1IV
DISPUTES AND ARBITRATION

(a) Any dispute, controversy or claim arising out of or relating to this
Agreement or the breach, termination or invalidity thereot, between
the GOVERNMENT and the parties shall be referred (o the
qurisdiction of the appropriate A.R.E. Courts and shall be hnally
seitled by such Courls.

(b) Any dispute, controversy or claim arising out of or relating to this
Agreement, or breach, termination or invalidity thereof between
EGPC and CONTRACTOR shall be settled by arbitration
accordance with the Arbitration  Rules of the Caire Regional
Center for International Commercial Arbitration (the Center)
clicer on the date of this Agrecemeni. The award of the arbitrators
shall be final and binding on the paries.

(c) The number of arbitrators shall be three (3},

(d) Each party shall appoint onc arbitrator. If, within thirey  (30) days
aller receipt of the claimant's notificatton of the appointment of an
arbitrator the respondent has not notified the claimant in writing of
the name of the arbitrator he appoimnts, the claimant may request the
Center to appoint the sccond arbitrator.

() The two arbitrators thus appointed shall choosc the third  arbitrator
who will act as the presiding arbitrator of the tribunal. If within
thirty (30) days after the appointment of the second arbitrator, the
two arbitrators have not agreed wpon the choice ot the prestding
arbitrator, then etther party may regucst the Sceretary General of the
Permanent Court of Arbitratton at the Hague o designate the

appointing authority. Such appmnting authority shall appoint the

presiding arbitrator i the same wav as a sole arbitrator would be
appointed under Articlie 6.3 of the TINCITRAT Arbitration Rules,
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Such presiding arbitrator shall be a person of a nationality other
than the A.R.E. or United States of America and of a country which
has diplomatic relations with both the A.R.E. and United States of
America 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
1n Cairo, A.R.E.

(g} The decision of a majority of the arbitrators shall be final and tinding
upon the Parties and the arbitral award rendered shall be final and
conclusive. Judgment on the arbitral award rendered, may be
entered in any court having Jurisdiction or application may be made
in such court for a judicial acceptance of the award and for
enforcement, as the case may be,

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

(i) EGPC and CONTRACTOQOR agree that if, for whatever reason,
arbitration in accordance with the above procedure cannot take
place, or is likely to take place under circumstances for
CONTRACTOR which could prejudice CONTRACTOR's night to
fair arbitration, all disputes, controversies or claims arising out of or
relating to this Agreement or the breach, termination or invalidity

thereof shall be settled by ad hoc arbitration in accordance with the
UNCITRAL Rules in effect on the Effective Date.

ARTICLE XXV
STATUS OF PARTIES

(a) The rights, duties, obligations and liabilities in respect of EGPC and
CONTRACTOR hereunder shall be several and not joint or
collective, it being understood that this Agreement shall not be
construed as constituting an association or corporation or
partnership.
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(b) CONTRACTOR shall be subject to the laws of the place where

it 18 1mcorporated regarding ifs legal status or creation, organiZation,
charter and by-taws, shareholding, and ownership.

CONTRACTOR’s shares of capital which are entirely held abroad
shall not be negotiable in the A.R.E. and shall not be offered for
public subscription nor shall be subject to the stamp tax on capital
shares nor any (ax or duty in the A R.E. CONTRACTOR shall be
cxempted from the application of Law No. 159 of 1981 as amended.

" All CONTRACTOR Members shall be jointly and severally liabje

for the performance of the obligations of CONTRACTQCR under this
Agreement.

ARTICLE XXVI
LOCAL CONTRACTORS AND
1LOCALLY MANUFACTURED MATERIAL

CONTRACTOR or Operating Company or other organization as the case

may be, and their contractors shall:

(a) Give priority to local contractors and sub-contractors. including

(b)

EGPC's Affiliated Companies as long as their performance is
comparable with intemational performance and the prices of their
services are not higher than the prices of other contractors and
sub-contractors by more than ten percent (10%).

Give preference to locally manufactured material, equipment,
machinery and consumables so long as their quality and time of
dehivery are comparable to internationally available material,
equipment, machinery and consumables. However, such matetial,
equipment, machinery and consumables may be imported for
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operations conducted hereunder if the local price of such 1tems at
CONTRACTOR's or Operating Company's or other organization’s
opcrating base in A_R.E. is more than ten percent (109%) higher than
the pnice of such wmported 1tems before customs duties, but after

fransportation and insurance costs have been added.
ARTICLE XXVII
SHARING OF PERSONNEL

(a) The CONTRACTOR and EGPC shall have the opuon fo utilize the
East Zeit Petroleum Company ("ZEITCO™), to act as subcontractor for
the CONTRACTOR, Operating Company or other organization o
carry out Exploration and Development operations under this

A greement.

Any such operations performed by ZEITCO as subcontractor of the
CONTRACTOR, Operating Company or other orgamization and any
expenditures required therefor shall be recoverable under this

Concession Agreement.

Any Exploration expenditures incurred by ZEITCO shall be counted
towards CONTRACTOR’s Exploration obligations.

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

respect of 1ts operations under this Agrecement.

(b} Nothing in this Agreement shall be construed as constitufing any
relationship to any concession agreement heretofore entered into by
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the parties hercto or one of the parties hereto, and cach of such
agreements shall be treated separately and independently in  all
respects, Including but not limited to royalties, taxes and the

computation of the net profits of EGPC and CONTRACTOR
respectively.

(c} Provided that ZEITCO is designated by EGPC and CONTRACTOR
lo act as subcontractor of CONTRACTOR, Operating Company or
other orgamzation under this Agreement, EGPC and CONTRACTOR
shall usc their best efforts to the effect that the efficers, dircctors,
other personnel and offices of the Operating Company or other
organization shall, as far as reasonably possible, be the sume as those
of ZEITCO, it being understood that the CONTRACTOR under this
Agrecement shall be represented on the Board of Directors ol the
Operating Company or other organization under this Agreement

AIRTICLE XXVIIX
ARABIC TEXT

The Arabic version of this Agreement shall, before the courts of A.R.E.
be reterred to In construing or interpreting this  Agreement; provided
however, that 10 any arbitration pursuant to  Article XXIV herein above
between EGPC and CONTRACTOR the English and Arabic versions
~hall both be referred to as having equal force in construing or
iterpreting the Agreement.

ARTICLE XXIX
GENERAL

The headings or ulles to each of the Articles to this Agreement are
solcly for the convenicnce of the parties hereto and shall not be used
with respect to the interpretation of said Articles.
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ARTICLE XXX
APPROVAL OF THE GOVERNMENT

This Agreement shall not be binding upon any of the parties hereto
unless and until a law is issued by the competent authorities of the
A R.E. authorizing the Minister of Petroleum to sign this Agreement
and giving this Agreement full force and effect of law notwithstanding
any countervailing Governmental enactment, and the Agreement 1s
signed by the GOVERNMENT, EGPC and CONTRACTOR.

OCEAN NORTH ZEIT BAY, LTD.
BY:

EGYPTIAN GENERAL PETROLEUM CORPORATION

BY:

ARAB REPUBLIC OF EGYPT

By:

LL1

DATE:
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ANNEX “A”
CONCESSION AGREEMENT
BETWEEN
THE ARAB REPUBLIC OF EGYPT
AND
THE EGYPTIAN GENERAL PETROLEUM CORPORATION
AND
OCEAN NORTH ZEIT BAY, L.TD.
N
NORTH ZEIT BAY AREA
GULF OF SUEZ
A.R.E. |
BOUNDARY DESCRIPTION OF THE CONCESSION AREA

Annex "B" 1s a provisional illustrative map at an approximate scale of
(1:500,000) showing the Area covered and affected by this Agreement.

- The Area measures approximately one hundred and eighty two square
kilometers {182 km?) of surface Area. It is composed of all or part of
Exploration 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 may not show
accurately their true position in relation to existing monuments and
geographical features.
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Coordinates of the corner points of the Area are given in the following
table which forms an integral part of Annex “A”:-

BOUNDARY COORDINATES
OF
NORTH ZEIT BAY AREA
IN
GULF OF SUEZ

L . S a_____J

LATITUDE / NORTH LONGITUDE / EAST
| LONGITUDE 33° 30" 00.00" | INTERSECTS THE HIGH
{TIDE LINE OF WEST-
ERN COAST QF G.O.S.
, LONGITUDE 33 33' 00.00" | INTERSECTS THE HIGH
TIDE LINE OF WEST-
IERN COAST OF G.O.S.
3 27" 53" 00.00" | 33" 33 00.00"
4 LATITUDE 27° 53' 00.00" | INTERSECTS THE HIGH
TIDE LINE OF WEST-
‘ERN COAST OF G.O.S.
5 LATITUDE 27° 49' 00.00" [INTERSECTS THE HIGH
TIDE LINE OF ZEIT
BAY SHORE LINE.
6 27" 49" 00.00" | 33° 27 00.00"
7 27° 54" 00.00" [ 33° 27 00.00"
] 27 54 00.00" ] 33° 24 54.00"
0 27° 59" 36.00"133° 24" 54 00"
10 27" 30! 36.00" | 33° 26" 00.00"
11 27° 59" 00.00™| 33° 26/ 00.00"
12 27° 59" 00.00" | 33" 26' 30.00"
13 27° 58 30.00" [ 33° 26' 30.00"
14 27° 58' 30.00" | 33° 27" 30.00"

15 27 58 00.00" | 337 27 30.00"
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ngfT [ LATITUDE / NORTH | LONGITUDE / EAST
16 27° 58’ 00.00" |33° 28! 00.00"
17 27° 57" 00.00" |33 28’ 00.00"
18 | 27° 57’ 00.00" [33° 28’ 30.00"
19 27 56’ 30.00"|33° 28" 30.00"
20) 27" 56 30.00"{33° 29" 00.00”
21 27" 54 Q0.00" | 33° 29" 00.00"
22 27" 54 00.00" [ 33" 31 00.00"
23 27 56° 00.00"[33" 31° 00.00"
24 27 56° 00.00" [33° 30" 00.00"

AREA EXCLUDED “GAZWARINA DEV, LEASE” COORDINATES

- o |
: 'f,i']g” | L ATITUDE / NORTH LONGITUDE / EAST

1 37 53 00.00" | 33 30 00.00"

? 27° 52 00.00" | 33° 30 00.00"

3 27 52 00.00" | 33° G 00.00"

1 I:z?“ 53" 00.00" | 33° 29" 00.00"

N S




Yoo i b2l VE 5 () YF sandl - e Jla 3l VY

el L =

ANNEX (B} (=) ik,

CONCESSION AGREEMENT FOR PETROLEUM | ATaaly ;5 5l o6 Guad] o 5l 43I0
EXPLORATION AND EXPLOITATION

BETWEEN , ok
THE ARAB REPUBLIC OF EGYPT gl e 4y phan
| AND
THE EGYPTIAN GENERAL PETROLEUM Jaadd datall i‘.ﬂ-ﬂj‘ FEws
COKPORATION
AND | P
OCEAN NORTH ZEIT BAY, LTD. NTEIPP= 1 Fuivy: SN E, DA Ol gl RS X
IN Lt
NORTH ZEIT BAY AREA S 0 pald Jads diklia
GULF OF SUEZ sl A
A.R.E, Nl i

SCALE 1 ;500,000 R T T T PO, RS




WP Y P L bl VE G (mgU) FY sl - e B

r | - ANNEX “B” |
NORTH ZEIT BAY AREA
SINAI
T\ GULF OF
SUEZ
o 7

i EASTERN
DESERT
i) e bpm. \

CONCESSION AGREEMENT FOR PETROLEUM | afMaind g Jy il 08 Gaall o) 500 Aétic
EXPLORATION AND EXPLOITATION '
BETWEEN

THE ARAB REPUBLIC OF EGYPT
AND
THE EGYPTIAN GENERAL PETROLEUM
CORPORATION
AND
GCEANNORTH ZEIT BAY, LTD.

IN
NORTH ZEIT BAY AREA
GULF OF SUEZ
ARE,
SCALE | : 500,000

g Al e ) sgens

3
S Al Adlall &y el Adsg)

3
4 o ) Sl s Jead Gukgd AS
A
o 0 el Jlass Akl
(g geal! aliig
L.
Db ey Y ‘h‘ﬂuﬂ.‘iﬂ




Yoo¥ R pekd] VE B () FY il ~ i Y A Y

TC

o o | rpnd iy
(Y- Y Sy Lo o35 laall Clbs
Jy ol b L sl ai gt

kg dnd AL

Il dibre sy Jy e dl e S U W N G Slast 15, L
e bty gt g e B VY A 0y o (] et 3 0kally oo P s
ple Jlo ol 380 (an ) i mll Rl i el diegdls o (L poa ) il
W) ae e Lede B, (sl) e o oag !

com s aie LIl ] (e lad dxad pds o Co ) o] il RS2 apass
Sl 5, e il () ) IV Sl il 13 Lo Al 6 ws) ol s
055G il el saosdd SNl sl e BT ks sl 015N B3NS T e 1,
SN PSR O A FPPE-ES T s ST Ly PER S SEEE D S R
S | a8 g Hain by Bl oy gy (0 jaeadl p oo o s 5,000 Gl iy )
LS pelial ded oty 2 G j ol eyl 35,5 JsliaS L g5 5 Il o s
oral 35,5 a1 WYl s Saul e Ly (48 ) e dead Sy - ol Lk
bl Cut o TS g 1/ i il e LY st o ged s o S ann
cgemadl s Adaaa) Lo Bt s e L3 ) 50 Bl ]

pal LS i deas g b ey ol Gl SA UL Gl s s L,
Ll o ol 5 dals ddie e WL S LS e e o o G e
JICVS- YRVIE Y V) DOR Py ERTIN ) FEW PR PR ENCUUEL N [ ) U O W IR
EIN U JUETICUS U - [ J0e-{ RO T, SRR | RPOW I L - LS | P SPRRN |
bty o s anke ol Le o VAAY G A L) 5o l@ll 5l
U ] I W U P SC A TR FONT| DUBGTJETRG JORPILT VLIPS £ 4
gl G ik LN AT e et 52U LSSY L)




\We Yo ¥ L pub ] VE S () MY saadl — e S a4

ANNEX "(C"
LETTER OF GUARANTEE
EGYPTIAN GENERAL PETROLEUM CORPORATION
Gentlemen:

Reference is made (o the Concesston Agreement for Petroleum
Exploraton and Exploitation in NORTH ZEIT BAY Area 1ssued by law
No. of 2002 by and between the Arab Republic of Egypt {A.R.E.}, The
Egyptian Generat Petroleum Corporation (EGPC) and OCEAN NORTH
ZEIT BAY, LTD. (OCEAN) {hereinafier referred to as (CONTRACTOR).

Qcean Last Zeit Peoireleumn, Lid., as  guarantor on  behalt of
CONTRACTOR hereby undertakes that. if CONTRACTOR spends
during the intial Exploration period of three (3) years of said Concession
Agrcement less than the mimmum armount specified fer such period
being seven million U.S. Dollars (& 7,000,000) under the Concession
Agrecment (the difference being hercunder described as “Shorttall ™),
EGPC shall notify QCEAN NORTH ZEIT BAY, LTD. as
CONTRACTOR and Ocean East Zcil Petroleum, Ltd., a8 Guarantor in
writing of the amount of the Shortfall. Within fificen (15) days of receipt
of said notice, Ocean East Zeit Petroleum, Ltd.,, on bechalf of
CONTRACTOR shall pay and/for gransfer w EGPC a quantity of crude
o1l sufficient in value to cover the Shorttall.

in case said crude o1l shall be transferred, 1t will be deducted from Ocean
East Zeit Petroleum, Lid., share of crude eci1l production from the
Development lcases, pursuant (o the terms of the Concession Agreement
for Petrolcum Exploration and Exploitation by and between the Avab
Republic of Egypt, EGPC and ESSO SUEZ INC. now (Ccean East Zeit
Petroleum, Ltd.)) effective the 237 of Munch of 1981and issued by law
No. 8 of 1981 as amended and said crude oil shall be valued at the time
of the transfer 1o EGPC 1n accordance with the provisions of Articlie V of
the Concession Agrecement in East Zeit Offshore Area.
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Ocean FEast Zeit Petroleumn, Lid., may at any time between the date
hereof and the date on which this letter of Guarantee shall expire submut
a bank guarantee of the Shortfall in a form satsfactory to EGPC, In
which event the provisions of this letter shall automatically lapse and be
of no etfect.

This letter of Guarantee shall expire and become null and void on the
date six (6) months after the end of the initial Exploraton period of the
Concession Agreement of NORTH ZEI'T BAY Area, Gulf of Suez or on

the date upon completion or performance of the CONTRACTOR s
obligations hereunder.

Yours Faithtully,

g pepenp———— W ¥ b i e ————— — e — —L i L] N ..
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ANNEX “D"
CHARTER OF OPERATING COMPANY
ARTICLE 1

A joint stock company having the nationality of the ARAB REPUBLIC
OF EGYPL shall be formed with the authorization of ihe
GOVERNMENT in accordance with the provisions of this Agreement
referred 1o below and of this Charter,

The Cperating Company shall be subject to all laws and regulations 1n
force in the A.R.E. w the extent that such laws and regulations are not
inconsistent with the provisions of this Charter and the Agreement
relerred to below,

ARTICLE 11

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

ARTICLE ITH
The Head Oftice of Operating Company shall be in the A.RE. in Cairo.
ARTICLE LY

The object of Operating Company is to act as the agency through which
EGPC and CONTRACTOR, catry out and conduct the Development
operations  required in  accordance with the provisions of the
Agreement signed on the ------ day of —--—-—-sm--- by and between the
ARARB REPUBLIC OF EGYPT, THE EGYPTIAN GENERAL
PETROLEUM CORPORATION and CONTRACTOR covering
Petrolcum operations in NORTH ZEIT BAY Area, Gull of Suez
described therein.
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Operating Company shall be the agency to carry out and conduct
Exploraton operations after the date of Commercial Discovery pursuant
to Work Programs and Budgets approved in 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

Annex "E" thereto.

Opcrating 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 is twenly thousand
Egyptian Pounds divided into five thousand shares of common stock

with a value of four Egyptian Pounds per share having equal voung
rights, fully patd and non-assessable.

EGPC and CONTRACTOR shall each pay for, hold and own,
throughout the life of Operating Company, one half (1/2) of the capital
stock of Operating Company provided that only in the event that either
party should transfer or assign the whole or any percentage of its
ownership int¢resi in  the entirety of the Agreement, may such
transferring or assigning party transfer or assign any of the capital stock
of Operating Company and, in that event, such transferring or assigmng
party (and its successors and assignees) must transfer and assign
a stock interest in Operating Company equal to the transferred or
assigned whole or percentage of its ownership interest in the entirety of

the said Agrecment.
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ARTICLE Vi

Operating Company shall nos own any righy, iitle, interest or estate in or
under the Agrecment or any Development Leasc crealed thereunder or
in any of the Petroleum produced from any Exploration Block or
Development Lease thereunder or in any of the assets, cquipment or
other property obtained or used in connection therewith, and shall not be
obligaled as a principal for the financing or performance of any of the
duties or obligalions of either EGPC or CONTRACTOR under the
Agreement. Operating Company shall not make any profit from any

source whatsoever.
ARTICLE vi1

Operating Company shall be no more than an agent for EGPC and
CONTRACTOR. Whenever it is indicaicd herein that Opcrating
Company shall decide, take action or make a proposal and the like, it i3
understood that such decision or judgment is 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 a Board of Directars consisiing of cight
(8) members, four (4) of whom shall be designated by EGPC and the
other four (4) by CONTRACTOR. The Chairman shall be designated by
EGPC and shall also be 4 Managing Director. CONTRACTOR shall

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

Mcetings of the Board of Directors shall be valid if a majority of the
Dircctors are present and any decision taken at such meetings must have
the atfirmative vote of five (5) or more of the BDircctors; provided,
however, that any Direclor may be represented and vote by proxy held

by another Director,
ARTICLE X

General mectings of the Shareholders shall be valid if a majority of the
capital stock of Operating Company is represented thereat. Any decision
taken at such mectings must have the affirmative vote of Shareholders

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

The Board of Directors shall approve the regulations covering the terms
and condifions 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-Laws of Operating
Company, and such By-Laws shall be cffective upon being approved by
a Genecral Meeting of the Sharcholders, in accordance with the

provisions of Article X hereof.
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ARTICLE XII

Operauing Company shall come into existence within thity (30) days
after the date of Commercial Oil Discovery or within thirty (30) days
Alter signature of 4 Gas Sales Agreement or commencement ol a scheme
o dispose of Gus, as provided Tor 1a the Agrecement (unless otherwise

agreed by EGPC and CONTRACTOR).

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

duration of the said Agreement, including any renewal thercof.

The Operaling Company shall be wound up 1 the Agreement referred 10

above 15 termunated for any reason us provided for therein.

OCEAN NORTH ZEIT BAY, 1.1D.

BY

EGYPTIAN GENERAL PETROLEUM CORPORATION

BY
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ANNEX "E~
ACCOUNTING PROCEDURE
ARTICLE 1
GENERAL PROVISIONS
(a) Definitions:

The deinitions contained in Article I of the Agreement shall apply

to this Accounting Procedure and have the same meanings.
(b) Statements of activity:

(1Y CONTRACTOR shall, pursuant to Article IV of this Agreement,
and until the coming mto existence of the Operating Company
or other organization - in accordance with Article VI of the
Agreement-render to EGPC within thirty (30) days of the end of
each calendar quartcr a Statement of Exploration Activity
reflecting all charges and credits related to the Exploration
operations for that quarter summarized by  appropnate

classifications indicative of the nature thereof.

(2) Following its comng mtc existence, Operaung Company or
other organization shall render to EGPC and CONTRACTOR
within fifteen (15) days of the end of each calendar quarter a
Staterment of Development and Exploraunon Activity retlecting
all charges and credits related to the Development and
Exploration operations for that quarter summarized by
appropriate classifications indicative of the nature thereof,
except that items of controllable material and unusual charges
and credits shall be detailed.
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(¢) Adjustments and Audits:

(1) Each guarterly Statement of Exploration Activity pursuant to
Article I (b) {1) of this Annex shall conclusively be presumed
to be truc and comrect after three (3) months {ollowing the
receipl of each Statement by EGPC unless within the said three
(3) months EGPC takes written exception thereto pursuant to
Article IV {f) of the Agrcement. During the said three (3)
months pericd  supporting documents will be available for
inspection by EGPC during all working hours.

CONTRACTOR will have the same audit rights on Operating
Company or other organization Statements as EGPC under this
sub-patagraph.

(2) All Statements of Development and Exploration Activity for any
calendar quarter pursuant to Article I (b) (2) of this Annex, shall
conclusively be presumed to be true and corect three (3)
months following the receipt of such Statement, unless within
the said three (3) months period EGPC or CONTRACTOR
takes written exception thereto. Pending cxpiratton of said three
(3) months EGPC or CONTRACTOR or both of them shall
have the righs 1o audit Operating Company or other organization
accounts, records and supporting documents for such guarter in
the same manner as provided in Article IV (f}) of the
Agreement.

{d) Currency Exchange:

CONTRACTOR's books for Exploration and Operating Company's
or other organization’s books for Development and Exploration, if
any, shall be kept in the AR.E. in U.S. Dollars. All U.5. Dollars
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expenditures shall be charged in the amount expended. All Egyptian
Pounds expenditures shall be converted to U.s. Dollars at the
applicable rate of exchange i1ssued by the Central Bank of Lgypt
ot the f1rst day of the month 1n which expenditures are recorded, and

all other non-U.S, Dollar expenditures shall be translated to ULS.

Dolfars at the buying rate of exchange for such currency as quoted
by National Westnunster Bank Limited, London at 1030 a.m.
G.M.T., an the lirst dav of the month in which expenditures are
recorded. A record shall be kept of the exchange rates used In
transtating Egyptian Pounds or other non-ULS. Dollar expenditures

to UI.S. Dollars.

(e) Precedence of Documents:

In the event of any inconsistency or contlict hetween the provisions
of this Accounuing Procedure and the provisions of the Agreement
treating the same subject differently, then the provisions of the

Agrcement shall prevail,

(£ Revision of Accounting Procedure:

By mutual agreement between EGPC and CONTRACTOR, this
Accounting Procedure may be revised 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.



YooV i pabasl VE 5 () ¥F sl - A Jlsa bl VA

( e ] Bl 1)
wildinll4 bl g pad g o (S

[§%-1OV ) POV S NV FEPSPIN Y-S I WP S | ' B sl o
Sy ally GISE L 5 ke 3 5 Ol il 25 20 5 b e ]
Lppld ) oW 323N e ¢ 545 oyt iy paanlly G sy o Yl
ke e Ty Lol 3T SN Uiy 3,00y Jolasy dole diay by Jpaally oL
A
: ondasad| o (1)

A el Gyin e Jo @ﬁ;iﬁw@u|3ﬁu1@'&ﬂ|w
: Lﬁ-l abdgil | v.?l._!.lls.i.”g allerd! {ufﬂ

S5 ol Sl il 38,201 3 JyUill adbis pl s DL e (V)
Lilaid | AN 5 iU o phaay i e s ] o i
iy by e gadd gl ] 5y ol Al a3 3 b 3L et
JYCE | FETIRVEITPU VI SO DOTPR S AT, IS VRN EY T VRN S VRN IR
REVETURN - S PO SR I {
Shae¥l g ISl s ¥l Ol Ll ety e nldt olansl 5 4,
2y el e bl ol i) My Js Ll a5 o) i
vl s e AR e () 5 A0l LW Sl e () a0 o
k. ¢ . oS dedlin biasl c!L:'“u':-":"Jﬁ‘ﬂJ‘:’L:JJ‘L ol
ML S ¢ Lzl o8,y ¢ dno b ol oY el ol 4l ws 3
el (1Y) e depult i) lpbas 3 591 5l Lol




VAo Yo bl BT VE () Y sl = Lae b ]

ARTICLE II
COSTS, EXPENSES AND EXPENDITURES

Subject to the provisions of the Agreement, CONTRACTOR shall alone
bear and, directly or through Operating Company or other
organization, pay the following costs and expenses, which costs and
cxpenses shall be classified and allocated to the activities according to
sound and generally accepted accounting principles and treated and
recovered in accordance with Article V1T of this Aercement:

(a) Surface Rights:

All  direct cost attributable to the acquisition, rencwal or
relinquishment of surface rights acquired and maintained in  force
for the Area.

(b) L.abor and Related Costs:

(1) Salanes and Wages of CONTRACTOR's or Operating
Company's or other organization employces, as the case may be,
directly engaged in the various activities under the Agreement
imcluding  salaries and wages paid to geologists and other
employees who are temporarily assigned to and employed in
such activities. Such salaries and wages to be certified by a
certified public accounting firm.

Reasonable revisions of such salaries 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 11 (b} and Article 11 (c) of this Annex,
salaries and wages shall mean the assessable amounts for
A.R.E. Income Taxes, including the salanes during vacations
and sick leaves, but excluding all the amounts of the other
1items covered by the percentage fixed under (2) below.
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(2) For expatriate employees permanently assigned to Egypt:
1. All allowances applicable te salaries and wages;
2. Cost of established plans; and

3. All travel and relocation costs of such expatniate 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 & result of transfer from one locaton to another and for

vacation (transportation costs for employees and their families

transferring trom the A.R.E. 1o another location other than

their country of origin shall not be charged to A.R.E.

Operations).

Costs under this Article II (b) (2) shall be deemed to be equal to

seventy percent {70%) of basic salanes and wages paid for such ex-
patnate persennel including those paid during vacations and sick
leaves as established in CONTRACTOR's international policies,
chargeable under Article II (b) (1), Artaicle II (1), Article II (k) {1)
and Article 11 (k){3)of this Annex.

However, salanies and wages during vacations, sick leaves and

disability are covered by the foregoing percentage. The percentage
outhined above shall be deemed to reflect CONTRACTOR's actual

costs as of the Effective Date with regard to the following benefits,

allowances and costs :-

1. Housing and Utilities Allowance.
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-

Commodities and Services Allowance.

‘i

. Special Rental Allowance,

nf

. Vacation Transportation Allowance.

5. Vacation Travel Expense Allowance.

G. Vacation Excess Bagrave Allowance.

7. Education Altovwances (Children of Expawsate Lmplovees).
8

. Hypothetical 1LS, Tax Osel (which resulis o redaction of

the characable pereentar o
O Storage of Persomal Birects.
10. Housing Refurbishment Expense,
1. Property Muanuoerwon: sarvies Toes,
2. Recreation Allow e
13, Reurement Pl
14. Group Life Insurinre
15, Group Medicad I uronee.
16, Sickness and Ihsatikin

17. Vacation Plans Paid tescludimg Allesable S acatan el

FExpenses),
L&, savings Plan.
19, Educational Assisuance.
200 Military Serviee Adlowanes
2L ELC A

RAREER T EFETE RS EER R B L LR
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23. Federal and State Unemployment Insurance.
24. Personnel Transfer Expense.
25. National Insurance.

26. Any other Costs, Allowances and Bencfits of a like nature as
established in CONTRACTOR's International 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 intemational policies
which change or exclude any of the above allowances and benefits.

The revised percentages will reflect as nearly as possible
CONTRACTOR's actual costs of all its established allowances and
benefits and of personnel transfers.

(3) For expatnate 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 ¢osts shall not
include any admunistrative overhead other than what 1s
mentioned in Article H (k) (2} of this Annex.

(4) Costs of expenditure or contributions made pursuant to law or
assessment imposed by Governmental authonty which are
applicable to labor cost of salaries and wages as provided under
Article II (b) (1), Article II (b} {2), Article II (1), Artaicle 11 (k)
(1) and Article II (k) (3) of this Annex.
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(c) Benefits, allowances and related costs of national employees

Bonuses, overtime, customary allowances and benefits on a basis
similar to that prevailing for oil companics operating in the A RE.,
all as chargeable under Article IT {(b) (1), Article T (i), Article T {k)
(1) and Article II (k) (3) of this Annex. Severunce pay will be
charged at a fixed rate applied to payrolls which will equal an
amount equivaient to the maximum hability for severance payment
as required under the A R.E. Labor Law.

(d) Material

Matenal, equipment and supphies purchased or furmished as such by
CONTRACTOR or Operating Company or othcr organization.

(1} Purchases:

Matenal, equipment and supplies purchased shall be at the
price paid by CONTRACTOR or Operating Company or other
organization plus any related cost and after deduction of all
discounts actually received.

(2) Material Furnished by CONTRACTOR:

Matenal required for operations shall be purchased dircctly
whenever practicable, except that CONTRACTOR may furnish
such matenal from CONTRACTOR's or CONTRACTOR's

Affihated Companies stocks outside the A.R.E. under the
tollowing conditions:

1. New Material {Condition "A'")

New Material transferred from CONTRACTOR's or
CONTRACTOR's Affiliated Companies warchouse or other
properties shall be priced at cost, provided that the cost of
matenial supplied 1s not higher than 1ntemanonal prices ftor
material of smmlar quality supphed on similar terms.
prevathng at the time such material was supplied.
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2. Used Material (Conditions "B" and '""C")

a) Material which 1s in sound and serviceable condition and
18 suitable for reuse without reconditioning shall be c¢lassed
as Condition "B" and priced at seventy-five percent (75%)
of the price of new material.

b) Material which cannot be classified as Condition “B"” but
which is serviceable for original function but substantially
not suitable for reconditioning, shall be classed as
Condition "C” and priced at fifty percent (50%) of the
price of new matenal.

¢) Matenal which cannot be classified as Condition "B" or
Condition "C" shall be priced at a value commensurate
with its use.

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

(3) Warranty of Materials Furnished by CONTRACTOR

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

(e) Transportation and Employee Relocation Costs:

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

(2) Business trave! and transportation expenses 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 or other organization’s business.
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{3)

Employees transportation and relocation costs for national
employees to the extent cavered by established policies.

(f) Services:

(g}

(1} Outside services: The costs of contracts tor consultants, services

(3)

(4)

and utilities procured from third parties.

Cost of services performed by EGPC or by CONTRACTOR,
or their Affitiated Companies in facilities inside or outside the
A.R.E. Regular, recurring, routine scrvices, such as interpreting
magnetic tapes and/or other analyses, shall be perlormed and
charged by EGPC and/or CONTRACTOR or their Affilinted
Companies at an agreced contracted price. Major projects
mvoelving engimecring and design  services shall be performed
hy EGPC and/or CONTRACTOR or their Affiliated Companies
at a negotialed contract amount.

Use of EGPC's, CONTRACTOR's or their Affiliated
Companies’ wholly owned equipment shall be charged at a
rental rate commensurate with the cost of ownership and
operation, but not 1n excess of competitive rates currently
prevatiing in the A R.E.

CONTRACTOR's and CONTRACTOR's Affiliated Compunies'

rates shall not imclude any administrative or overhead costs other
than what is mentioned 1 Article 1 (k) {2) of this Annex.

Damages and Losses:

All costs or expenses, necessary to replace or repair damages or

lesses incurred by fire, tlood, storm, theft, accident or any other
cause not controllable by CONTRACTOR or Operating Company or
olher organization through the exercise of reasonable diligence.
CONTRACTOR or Operating Company or other orgunzation shal!



LN P TRR SOrA IR E A R PT) IR of (WP [ SOV b XVIF N BV

b W 2, Al b1 oY e LolaS T las ] Sy Gally Zaagld) Juun 0

sl | LY SNy e Y (Y YO e deus i S5

3 2l ol Iyl ke ol sy S8 oy gl B allly Sale S e LS e

REESNE A PSS [N IR “C B0 U DT 1 S (1R P

s wtbtfliad g s Wl ()
izl e cU3 2y Solzally il oY e 20 el i ralalt eSS
5 OLEYL AT s J5a ] oldaxd Ll 257,801, Jplatl ad s 4
Al ) e e Legion sl 1 ity iy L5 pgis O B
il ik« SLBY e G b Sl By Sk e 500 U1
Less o piize « LI B 3] ol sl sdend e gl A2 ool b
iUz Jas) Lledll CLSL S
Wy e A il o8l i a3y Crome ha> o ol e Ul
gl o1 | gy dabacll adaill cAaadl 68 Jud syl Jis b
Sl Byt b ] andzs S ] LIl ) X8, 201 5l JyLatl Lgasay
c Ugall oo alls s JS N 1B, Sl ULl JL) JS 5
il ol | ulls 3

: B glibad | g g pucad ! (da)

Jid | =Sy ikl Je ond id) inids bl iy ey ol es G Sty oL
. DR T PV 1251 | IS TR VI ROy | BNt | 'Y - 1 § PR Y W

: G gulil] ik g puad ! ((5)

Cp by 3ol slaadd ] _oliddl g gis 2 ol ally IS GLS
g ay Slalodt LiladT lls b Le v diladl Ll ol i 5V 5 Lo



VoA YWD b2l VE () Y Al = e

(h)

furnish EGPC and CONTRACTOR written notice of damages or
losses incurred in excess of ten thousand U.S. Dollars ($10,000) per
gccurrence, as soon as practicable after report of the same has been
received by CONTRACTOR or Operating Company or other
orgamzation,

Insurance and Claims:

The cost of any public liability, property damage and other
insurance  agamst habilities of CONTRACTOR, Operating
Company or other organization andfor the parties or any of them
to their employees and/or outsiders as may be required by the laws,
rules and 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
operations.

If no mmsurance is carried for a particular risk, in accordance with
good international o1l field practices, all related actual expenditures
incurred and paid by CONTRACTOR or Operating Company or
other organization in settlement of any and all losses, claims,
damages, judgments and any other expenses, including legal
SETVICES,

(i) Indirect Expenses:

Camp overhead and facilities such as shore base, warehouses, water
systems, road systems, salaries and expenses of field supervisory
personnel, fieid clerks, assistants, and other general employees
indirectly serving the Area.

( j ) Legal Expenses:

All costs and expenses of litigation or legal services otherwise
necessary or expedient for the protection of the Area, including
attorney's fees and expenses as hereinafter provided, together with
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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 againsl
the operations or the subject matter of the Agreement. In the event
actions or claims affecting the interests hereunder shall be handted
by the legal staff of one or more of the parties hereto, a charge
commensurate with cost of providing and fumishing such services

may be made 0 operations.
{k) Administrative Overhead and General Expenses:

(1) While CONTRACTOR is conducting Exploration operations,
the cost of staffing and maintaining CONTRACTOR's head
office in the A.R.E. and/or other offices established in the
A.R.E. as appropriate other than field offices which will be
charged as' provided in  Article Il (i) of this Annex, and
cxcepting salanes of 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 administrative overhead outside the A.R.E.
applicable to Exploration operations in the A.RE. shall be

charged each month at the rate of five percent (3%) of total Ex-
ploration Expenditures, provided that no administrative over-

head of CONTRACTOR ouside the AR.E. applicable to

A.R.E. Exploration operations will be charged for Exploration
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operations conducted by Operating Company. No other direct
charges as such for CONTRACTOR's administrative overhead
outside the A.R.E. will be applied agamst the Exploration
obligations. Examples of the type of costs CONTRACTOR 1is
incurring and charging hereunder due to activities under this
Agreement and covered by said percentage are:

1. Executive - Time of executive officers.
2. Treasury - Financial and exchange problems.
3. Purchasing - Procuring materials, equipment and supplies.

4. Exploration-Directing, advising and controlling the enlre
project,

5. Other departments such as legal, comptroller and engineermg
which contribute time, knowledge and expenence to the
operations.

The foregoing does not preciude chargimg for direct service
under Article II {f) (2) of this Annex.

(3) While Operating Company or other organization 1s conducting
operations, Operating Company's or other organization’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 employees generally
considered as general 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 operations according to sound and practicable
accounting methods.

() Taxes:

All taxes, duties or levies paid in the A.R.E. by CONTRACTOR or
Operating Company or other organmization with respect to this
Agreement other than those covered by Article III (g) (1) of the
Agreement.
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(m) Continning CONTRACTOR Costs:

Costs of CONTRACTOR uactivities required under the Agreement
and incurred exclusively in the AR.E. after Operating Company 18
formed. No sales expenses incuired outside or inside the ARE.

may be recovered as i cost.
{m) (Jther Expenditures:

Any costs, expenses or expenditures, other than those which arc
covered and deale with by the forcgoing provisions of this Article I,
incurred by CONTRACTOR or Operating Company or other

craznization under approved Work Programs and Budgets.
ARTICLE ITE
INVENTORILS
{a) Periodic Inventories, Notice and Representation:

At rcasonable  intervals as agreed upon by EGPC and
CONTRACTOR inventories shall be taken by Operaung Company
or other organization ot the operations matentals, which shall include
ul] such materials, physical asscts and construction projects. Wrillen
notice of intention to take inventory shall be given by Opcrating
Company or other organization to EGPC and CONTRACTOR at
leust thirty (30) days before any inventory is o begin so that EGPC
and CONTRACTOR may be represented when any mventory s
taken. Faijure of EGPC and/or CONTRACTOR to be represented at
an inventory shall bind them to accept the inventory taken by
Operuating Company or other organization, who shall 1 that event

furnish the party not represenied with a copy thereof.
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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 or other organization and
CONTRACTOR and EGPC, and the inventory adjusted by
Operating Company or other orgamzation.

ARTICLE IV
COST RECOVERY

Statements of Recovery of Costs and of Cost Recovery
Petroleum:

CONTRACTOR shall, pursuant to Asticle VII of the Apgreement,
render to EGPC as promptly as practicable but not later than fifteen
(15) days after receipt from Operating Company or other
organization of the Statements for Development and Exploration
Activity for the calendar quarter a Statement for that quarter
showing:

1. Recoverable costs carmed 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,

if any.

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

separately disposed of by CONTRACTOR over costs recovered
for the quarter.
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(b) Payments:

If such Statement shows an amouni 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 payvment to EGPC on the date when such puyment 1s dug, then
CONTRACTOR shall pay interest of two and one 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 15 calculated. Such nterest

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

EGPC has the right to take its entitlement of Excess Cost Recovery
Petroleum under Article VII (1) (2) of the Agreement in kind
during the said quarter. A settlement shall be required with the
rendition of such Statements in case CONTRACTOR has taken
more than its own entitlement of such Excess Cost Recovery

Petreleum.
(d) Audit Right:

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

period.
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ARTICLE V
CONTROI. AND MA JOR ACCOUNTS
(a) Exploration Obligation Controi Accounts:

CONTRACTOR will establish an Exploration Obligation Controi
Account and an offsetting contra account to contro! therein the total
amount of Exploration Expenditures reported on  Statements of
activity prepared per Article T (b) (1) of this Annex, less any
reductions agreed to by EGPC and CONTRACTOR following
written exceptions taken by a non-operator pursuant to  Article [ {c)
(1) of this Annex, 11 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 trecovered
and the value of Excess Cost Recovery Petroleum, if any.

(¢) 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
following:

- Exploraticn 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 Egvptian
Income Tax Laws except as otherwise provided m the Agrecment. that
any AR.E. income Taxes patd by BEGPC on CONTRACTOR's behall
constitule addimona! income o CONTRACTOR. and this addimonal

Incamc 15 also subject 1o AR E mncome tax, that s "erossed up".

CCONTRACTOR's annual mconwe . as deternmned i Avtiele 11 (g2y (2)
of this Agreement, less the amount cqua! o CONTRACTOR's

arosscd-up Feypuian imcone sy habeline, shall be CONTRACTORS

DProvisional [neome”

Jhe  gross-up value™ soan amemnt addde d o Provesional lnconie (o0 onve

Faxable Income”. sach thisy e po setbup value s equies o Lo i

b Income Tases,
THEREFORIE:
Ponable Income = Provivonal Tocos s phie Crrossed-up Value
atied
Oaossed-up Value = A K b Trcone Tax on Toxable Income.

Hothie "ARE Income Tay e vl iovcan<the oHact:ve o RIS
Lo vt due 1o the vorrons A s Lo red o 1veemte oF ]ﬁl':_w!'ﬂr
-ocomstant and naot Jependent oo e s lronne the

. i'”‘fi "Hr.'JlLJL" N PN T T A T ) 'r;lHLliJ'if HAEIE T
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Combining the first and last equations above

Provisional income X Tax Rake
! - Tax Rate

Grossed-up Value =

where the tax rate is expressed as a decimal.

The above computations are illustrated by the following nomencal
example. Assuming that the Provisional Income is $10 and the A.R.E.

Income Tax rate is forty percent (40%), then the Grossed-up Value is
equal to:

i $10x04 C $6.67
{ - 04
Therefore:
Provisional income $10.00
Plus Grossed-up Value 6.67
Taxable Income $16.67
Less: A.R.E. Income Taxes at 40% 6.67

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