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CONCESSION AGREEMENT FOR PETROLEUM
EXPLORATION AND EXPLOITATION

BETWEEN

THE ARAB REPUBLIC OF EGYPT

AND

THE EGYPTIAN GENERAL PETROLEUM

CORPORATION

AND

BP EXPLORATION (DELTA) LIMITED

IN

EAST MORGAN AREA

GULF OF SUEZ

A.RE.

This Agreement made and entered on this .............day of ... ,

2003, by and between the ARAB REPUBLIC OF EGYPT (hereinafter

referred to variously as “AR.E.” or as the

“"GOVERNM]I

ENT™, the

EGYPTIAN GENERAL PETROLEUM CORPORATION, a legal entity

created by Law No. 167 of 1958 as amended (hereinafter referred to as

“EGPC”") and BP EXPLORATICN (DELTA) LIMITED, a linuted

liability company organized and existing under the laws of England

(hereinafter referred 10 variously as “BP” or as “CONTRACTOR").
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WITNESSETH

WHEREAS, all minerals including petroleum, existing 1n mines and
guarries in A.R.E., including the territonal waters, and 1n the seabed
subject to its jurisdiction and extending bevond the territorial waters, are
the property of the State; and

WHEREAS, EGPC has applied for an exclusive concession for the
expleration and exploitation of petroleum in and throughout the area
referred to in Armticle II, and described m Annex “A” and shown

approximately on Annex “B”, which are attached hereto and made part
hereof (hereinafter referred to as the “Area”™); and

WHEREAS, BP agrees to undertake i1ts obligations provided herginaftter
as a CONTRACTOR with respect to the exploration, development and
production of petroleum 1n East Morgan Area, GULF OF SUEZ; and

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

WHEREAS, the Minwster of Petroleum pursuant to the provisions of

Law No. 86 of 1956, may enter 1nto a concession agreemenl with
EGPC, and with “BP” as a CONTRACTOR in the said Area.

NOW, THEREFORE, the parties hereto agree as follows:
ARTICLE I
DEFINITIONS

(a) "Exploration” shall include such geological, geophysical, aeral and
other surveys as may be contained in 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, matenals,
services and equipment therefor, all as may be contained in the
appreved Work Programs and Budgets. The verb “explore™ means
the act of conducting Exploration.
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(b) “Development” shall include, but not be limited to, all the
operattons and activities pursuant to approved Work Programs and

Budgets under this Agreement with respect to:

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

the status of a well, and

(11) 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, treating, handling, storing, transporting
and delivering Petrolcum, repressuring, recycling and other

secondary recovery projects, and

(1) transportation, storage and any other work or activities necessary
or ancillary (0 the activities specified in (1) and (ii).

(¢) “Petroleum”™ means Liquid Crude Oil of varntous densities, asphalt, Gas,
casinghead gas and all othetr hydrocarbon substances that may be
found m, and produced, or oltherwise obtuined and saved from the Arca
under this Agrcemeni, and all substances that may be extracted

theretrom.

(d} “Laquid Crude Oil” or *Crude Oi1l” or “Oil” means any hydrocarbon
produced from the Area which is in a liquid state at the wellhead or
lease separators or which 1s extracied from the Gas or casinghead
gas 1n a plant. Such hqud state shall exist at sixty degrees
Fahrenheit (60°F) and atmospheric pressure of 14.65 PSIA. Such
term includes distiliate and condensate.
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(e) “(Gas’” means natural gas both associated and non-associated, and all
of its constituent 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.

(1) “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,
hiquid measure, corrected to a temperature of sixty  degrees

Fahrenheit (60°F) and atmospheric pressure of 14.65 PSIA.

(h) (1) “Commercial Oil Well” means the first well on any geological
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 10 be capable of
producing at the average rate of not less than two thousand
(2000) Barrels of o1l per day (BOPD). The date of discovery
of a "Commercial il 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 geclogical
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 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 “Commerciai Gas Well” is the date
on which such well is tested and completed according to the
above.
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(1} "A.R.E." means ARAB REPUBLIC OF EGYPT.

(j) "Effecuive Date” means the date on which the text of this
Agreement 15 signed by the GOVERNMENT, EGPC and
CONTRACTOR, after the relevant Law is issued.

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

Gregorian Calendar.

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

3 1st December.

(1) "Financial Year” means the GOVERNMENT s financial year according
1o the laws and regulations of the AR E.

(m) " Tax Year " means the pened of twelve (12) months according to the laws

and regulatuons of the A R.E.

(n} An "Affihated Company” means a company:

(1) of which the share capital, confernng a majority of voles at
stockholders’ meetings of such company, is owned directly or
mdirectly by a party hereto; or

(11) which is the owner directly or indirectly of share capital
conferring a mayjorty of voles at stockholders’ meetings of 4
party hereto; or

(1) of which the share capital conferring a majority of votes al
stockholder’s 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

company.
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"Exploration Block" shall mean an area, the corner points of which
have to be coincident with three (3) minutes by three (3) minutes
latitude and longitude divisions, according to the International Grid
dystem where possible or with the existing boundaries of the Area

covered by this Concession Agreement as set out in Annex "A",

"Development Block” shall mean an area, the comer points of
which have to be coincident with one (1) minute by one {I) minute
latitude and longitude divisions, according to the Intemational Grid
System where possible or with the existing boundarics of the Area

covered by this Concession Agreement as set out in Annex "A".

"Development Lease(s)” shall mean the Development Block or
Blocks covering the geological structure capable of production, the
corner poants of which have (o be coincident with one (1) minute by
one (1) munuie latitude and longitude divisions according to the
International Gnd Systcm where possible or with the existing

boundaries of the Area covered by this Concession Agreement as

set out i Annex "A".

"Agreement” shall mean this Concession Agreement and its

Annexes.

"Gas Sales Agreement” shall mean a written agreement between
EGPC and CONTRACTOR (as sellers) and EGPC or The Egyptian
Natural Gas Holding Company (EGAS) or a mutually agreed third
party {as buyer), which contains the terms and conditions for Gas

sales from a Development Lease entered into pursuant to Article VII (e).

“Standard Cubic Foot" (SCF) is the amount of Gas necessary to fill
one (1) cubic foot of space at atmospheric pressure of 14.65 PSIA at
a base temperaturc of sixty degrees Fahrenheit (60° F).
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ARTICLE 1I

ANNEXES TO THE AGREEMENT

Annex “A” 13 a description of the area covered and affected by this
Agreement, hereinafter reterred to as the "Area".

Annex “B” s a provisional illustrative map on the scale of
approximately (1: 550,000) indicating the Area covered and affected hy
this Agreement and described 1n Annex "A".

Annex “C” is the form of a Letter of Guaranty to be submitted by
BP EGYPT Company as Guarantor on behalf of CONTRACTOR 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 ot Crude oil sufficicnt in value to cover the shortfall between
the sum of four million and five hundred thousand U.S. Dollars
($ 4,500,000) and the amount of money spent by CONTRACTOR and
approved by EGPC. In case CONTRACTOR extends the initial
Exploranon Period for two (2) additional periods, each of three (3} years,
each in accordance with Article 1II (b) of this Agreement, similar Letters
of Guaranty shall be issued and be submitted by BP EGYPT Company as
Guarantor on behalf of CONTRACTOR on the day the CONTRACTOR
exercises 1ts option to extend. The first such letter of Guaranty shall be
for guaranteeing the payment and/or transfer a quantity of Crude oll
sufficicnt in value to cover the shortfall between the sum of four million
and five hundred thousand U.S. Dollars ($ 4,500,000} and the amount of
maney spent by CONTRACTOR and approved by EGPC and the second
such Letter of Guaranty shall be for guarantecing the payment and / or
transfer of a quanuty of Crude o1l sufficient in value to cover the
shortfall between the sum of five million U.S. Dollars ($ 5,000,000) and
the amount of money spent by CONTRACTOR and approved by EGPC
less in both instances, any excess expenditures of the preceding
Exploration period permitted for carry forward in accordance with
Article TV (b) third paragraph of this Agreement. Each of the three
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Letters of Guaranty shall remain effective for six (6) months after the
end of the mitial Exploration period or any successive Exploration
period(s), as the case may be.

Annex “D* is the form of a Charter of the Operating Company to be
formed as provided for in Article VI hereof.

Annex “E” is the Accounting Procedure.

Annex “F” is a current map of the National Gas Pipeline Grid

System established by the Government.

The point of delivery for gas shall be agreed upon by EGPC and
CONTRACTOR under a Gas Sales Agreement, which point of delivery
shall be located at the flange connecting the development lease pipeline
o the nearcst point or .he National Gas pipeline Grid System as
depicted in Amme:x "F" or as olherwise agreed by EGPC and
CONTRACTGR .

Annexes "A", "B", "C", "D", "E" and "F" to this Agrecment are
hereby made part hercof, and they shall be considered as having equal

force and effect with the provisions of this Agreement.

ARTICLE III
GRANT OF RIGRTS AND TERM
The GOVERNMENT hereby grants EGPC and CONTRACTOR

subject to the terms. covenants and conditions sel out in this Agreement,
which insofar as they are contrary to or inconsistent with any
provisions of Law No. 66 of 1953, as amended, shall have the force of

Law, an exclusive concession in and to the Area described in Annexes
l'IA'IT Elnd HB".
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(a)

(b)

IR S [ & P T L JPRPL S SOUR [ THF S

The GOVERNMENT shall own and be entitled, as hereinafter
provided to 2 royalty in cash or in kind of ten percent (10%) of the
total quantity of Petrolcum produced and saved from the Area
during the Development period including renewal. Said royalty
shall be borme and paid by EGPC and shall not be the obligation of
CONTRACTOR. The payment of rovalties by EGPC shall not be
deerned to result in income attributable to the CONTRACTOR.

An mitial Exploration period of three (3) yvears shall start from the
Etffecttve Date. Two (2) successive extensions to the initial
Exploration penod, each of thiec (3) years shall be granted to
CONTRACTOR at its option, upon not less than thirty (30) days
prior wntlen notice to EGPC, such notice to be given not fater than
the end of the then current period, as may be extended pursuant to
the provisions of Article V (a), and subject only toits having
fulfilled its obligations hereunder for that period. This Agreement
shall be terminated if neither a Commercial Oi Discovery nor a
Commercial Gas Discovery is established by the end of the ninth
(9"} year of the Exploration pertod, as may be extended pursuant o
article V. (a). The election by EGPC to undertake a sole risk
venture under paragraph {(c) shail not extend the Exploration pertod
nor atfect the termination of this Agreement as to CONTRACTOR.

Commercial Discovery:

(1} A Commercial Discovery - whether of Ol or Gas - may consist
of one producing reservoir or a group of producing reservoirs
which is worthy of being developed commercially. After
discovery of a Commercial Oil or Gas Well CONTRACTOR

shall, unless otherwise agrced upon with EGPC, undertake as
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{1}

part of 1ts Exploration program the appraisal of the discovery by
drilhing one or more appraisal wells, to determine whether such
discovery 1s worthy of being developed commercially, taking
into  consideration the recoverable reserves, production,
pipeline and terminal facilities required, estimated Petroleum
prces, and all other relevant technical and economic factors.

The provisions laid down herein postulate the unity and
indivisibility of the concepts of Commercial Discovery and
Development Lease. They shall apply uniformly to 0Oil and
Gas unless otherwise spectfied.

i) CONTRACTOR shall give notice of a Commercial Discovery

o EGPC mmmediately after the discovery is  considered by
CONTRACTOR 10 be worthy of commercial development but
in any event with respect to a Commercial Qil Well not later
than thirty (30) days following the completion of the second
appraisal well or twelve (12) months following the date of the
discovery of the Commercial Oil Well, whichever is earlier or
with respect to a Commercial Gas Wcll not later than twenty

four (24) months following the date of the discovery of the
Commercial Gas Well {(unless EGPC  agrees that such period
may be extended) except that CONTRACTOR shall also have
the right to give such notice of Commercial Discovery with
respect L0 any reservolr or reservolrs even if the well or wells
thereon are not "Commercial® within the definition of
"Commercial Well” if, in its opinion, a reservoir or a group of
reservolrs, considered collecnively, could be worthy of commercial
development.

CONTRACTOR may also give a notice of a Commercial Oil
Discovery in the event it wishes to undertake a Gas Recycling
Project.
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A notice of Commercial Gas Discovery shall contain all
detailed particulars of the discovery and especially the area of

(as reserves, the estimated production potennal and protfile and
field life.

Within sixty (60} days following receipt of a notice of a
Commercial Oil or Gas Discovery, EGPC and CONTRACTOR
shall meet and review all appropriaie data with a view 10
mutually agrecing upon the existence of a Commercal
Discovery. The date of Commercial Ihscovery shall be the
date EGPC and CONTRACTOR jointly agree in writing that a

Commercial Discovery exists.

(1v) If Crude Ol 1s discovered but 1s not deemed by CONTRACTOR

to be a Commercial i1l Discovery under the above provisions
of this paragraph (c}, EGPC shall one (1) month after the
expiration of the period specified  above within which
CONTRACTOR can give notice of a Commercial Oil
Discovery, or thirteen (13) months after the completion of
a well not considered o be a "Commercial Oil Well”, have the
right, followmg sixty (00) days notice in  writing (o
CONTRACTOR, at its sole cost, rnisk and expense, to develop,
produce and dispose of alt Crude Oil from the geological
feature on which the well has been dnilled. Said notice shall
state the specific area covering said geological feature to be
develaoped, 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, In
writing, elect to develop such area as provided for in the case of
Commercial Discovery hereunder. In such event all terms of

this Agrcement shall continue to apply to the specified area.
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If CONTRACTOR elects not to develop such area, the specific
area covering said geological feature shall be set aside for role
risk operations by EGPC, such area to be mutually agrced apoen
by EGPC and CONTRACTOR on the basis of good petroleum
industry practice. EGPC shall be entitled to perform or in the
event Operating Company has come into existence, to have
Operating Company perform such operations for the account of
EGPC and at EGPC's sole cost. risk and expense. When EGPC
has recovered from the Crude Otl produced from such specific
area a quantity of Crude Oil cqual in value (o three hundred
percent (300%) of the cost it has incurred in carrying out the
sole nsk operations, CONTRACTOR shall have the option,
only n the event there has been a separate Commercial il
Discovery, 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 thus Agreement and
thereafter shall be operated in  accordance with the terms
hereot, or (1) alternatively, in the event that at such time EGPC
or us Affihated Company is conducting Development
operations in the area at its sole expense and EGPC elects to
continue operating, the arca shall remain set  aside and
CONTRACTOR shall only be entitled 1o 1ts production sharing
percentages of the Crude O1l as specified in Article VII (b).
The sole risk Crude Otl shall be valued in the manner provided
in Article VIT {¢). TIn the event of any termination of this
Agreement under the provisions of Article III (b), this
Agreement shall, however, continue to apply te EGPC's
operation of any sole risk venture hereunder, although such

Agreement shall have  been termunated with respect to
CONTRACTOR pursuant to the provisions of Article III (b) .
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(d) Conversion 1o a Development Lease:

(i) Following a Commercial Gil Discovery or a Commercial Gas
Discovery the exient of the whole area capable of production to
be covered by a Development Lease shall be mutually agreed
upon by EGPC and CONTRACTOR und be subject to the
approval of the Minister of Petroleum.  Such area shall be
converted automatically into a Development Lease without the
issue of any additional legal instrument or permission.

(i1) Following the conversion of an area to a Development Lease
based on a Commercial Gas Discovery (or upon the discovery
of Gas in a Development Lease granted  following a
Commercial Oil Discovery), EGPC and CONTRACTOR shall
endeavor with diligence to find adequate markets capable of
absorbing the production of Gas and with respect Lo the local
markets, EGPC shall advise CONTRACTOR of the potential
outlets for such (Gas, and the expected annual schedule of
demand. Thereafter, EGPC and CONTRACTOR shall meet
with a view 10 assessing whether the outlets for such Gas and
other relevamt factors warrant the development and production
of the Gas and 1n casc of agreement the Gas thus made available
shall be disposed of 1o EGPC or EGAS under a long-term Gas
Sales Agreement in accordance with and subject 10 the
condifions set forth in Article VII .

(111) The Development period of cach Development Leasc shall be
as follows:

(2a) In respect of a Commercial Oil Discovery, twenty (20)
years from the date of such Commercial Discovery plus the
Extension Penod (as defined below) provided that, in the
cvent that, subsequent to the conversion of a Commercial
Oif Discovery into a Development Lease, Gas is discovered
m 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
to such Gas, LPG extracted from such Gas and Crude Qil
in the form of condensate produced with such Gas for
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twenty (20) vears 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 Oil Discovery may not be
cxtended bevond thirty-five (35) years from the date of
such Commercial Oil Discovery, unless otherwise agreed
upon between EGPC and CONTRACTOR and subject o
the approval of the Minister of Petroleum.

CONTRACTOR shall immediatcly notify EGPC of any
Gas Discovery but shall not be required to apply for a new
Development Lease 1n respect of such Gas.

(bb) In respect of a Commercial Gas Discovery, twenty (20)

yvears from the date of first deliveries of Gas locally or for
export plus the Extension Period (as defined below)
provided that, if subsequent to the conversion of
a Commercial Gas Discovery into a Development Leasc,
Crude O1l 15 discovered in the same Development Lease,
CONTRACTOR's share of such Crude Oil from the
Development [.ease (except LPG cxtracted from Gas  or
Crude Oil in the form of condensate produced with Gas)
and (as assoclated with such Crude Ol  shall revert
cntirely to EGPC upon the lapsc of twenty (20) yeurs from
the date of such Crude Oi] Discovery plus the Extension
Perod (as defined below).

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

the Mimister of Petroleum.
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CONTRACTOR shall immediately notify EGPC of any

Ol Discovery but shall not be required to apply for a new
Development Lease in respect of such Crude Oil.

The "Extension Period" shall mean a penod of five (5)
years which may be elected by CONTRACTOR upon six (6)
months written request sent by CONTRACTOR to EGPC
prior to the expiry of the relevant twenty (20) year period
supplemented by technical studies including evaluation of
production period expected levels of production dunng
extension period, CONTRACTOR’s obhgations and
relevant economic consideration. This extension period is
subject to the approval of the Mimster of Petroleum. This
approval will be given if the Development Lease 15
economically producing or is capable of production.

(e) Development operations shall upon the issuance of a Development
Lease granied following a Commercial Qil Discovery, be started
promptly by Operating Company and be conducted in accordance
with good otl field practices and accepted petroleum engineering
principles, until the field 1s considered to be fully developed, it being
understood that 1if associated gas 15 not utlized, EGPC and
CONTRACTOR shall negotiate in good faith on the best way o
avoid impainng the production in the interests of the parties.

In the event no Commercial Production of Oil in regular shipments
ot Gas dehiveries from any Development Block within four {(4) years
from the date of the Commercial Ot] Discovery, or from the date of
first (ras debiveries for local or export, such Development Block
shall immediately be relinquished, unless there 13 a Commercial Oil
or Gas discovery on the Development Lease. Each Development
Block in a Development Lease bemg partly within the radius of
drainage of any producing well in such Development Lease shall be

considered as participaiing in the Commercial Production reterred
to above.

Development operations in respect of Gas and Crude O1l in the form
of condensate or LPG to be produced with or extracted from such
Gas shall, upon the signature of a Gas Sales Agreement or
commencement of a scheme 1o dispose of the Gas, whether tfor
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cxport as referred to in Article VII or otherwise, be started promptly
by Operating Company and be conducted in accordance with good
gas ficld pracuices and accepted petroleum engineering principles
and the provistons of such Agreement or scheme. In the event no
Commercial Production of Gas 1s cstablished in accordance with
such Gus Sales Agreement or scheme, the Development Lease

relating to such Gas shall be relinquished, unless otherwise agreed
upon by EGPC.

tt, upon application by CONTRACTOR it 15 recognized by EGPC
that Crude Oil or Gas 1s being drained from an Exploration block
under this Agreement into a Development Block on an adjoining
concession area held by CONTRACTOR, the Block being drained
shait be considered as participating 10 the Commercial Production
of the Development Block in question and the Block being drained
shall be converted into a Development Lease with the ensuing
allocatron 01 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 mn the drained geological
struwture  underlying cach Concession Area bears to the total
recoverable reserves of such structure  underlying both Concession
Arcas. The production aliocated to a concession arca shall be priced
according o the concession agreement covering that concession
ared.

(f) CONTRACTOR shall bear and pay all the costs and expenses
required 1n carrying out all the operations under this Agreement but
such costs and expenses shall not include any interest on investment.

CONTRACTOR shall ook only to the Petroleum to which 1t is
entitled under this Agreement to  recover such costs and expenscs.
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Such costs and expenses shall be recoverable as provided in
Article VII. During the term of this Agreement and its renewal,
the total production achieved in the conduct of such operations shall
be divided between EGPC and CONTRACTOR in accordance with
the provisions of Article VIIL

(g) (1)

(2}

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

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

Reduced by:
(1) The costs and expenses of CONTRACTOR.:

(1) FThe value as determined according to Article VII (¢), of
EGPC’s share of the Excess Cost Recovery Petroleum

repaid to EGPC in cash or in kind, if any,
Plus:

An amount equal to CONTRACTOR's Egyptian income taxes
grossed up 1in the manner shown in Article VI of Annex "E" .

For purposes of above tax deductions in any Tax Year, Article
V11 (a) shall apply only in respect of classification of costs and
expenses and rates of amortization, without regard to the
percentage hmitation referred to 1n the first paragraph of
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Article VII (a) (1). Al costs and expenses of CONTRACTOR
in conducting the operations under this Agreement which are
not controlled by Article VII (a) as above qualified 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
behalt of CONTRACTOR, CONTRACTOR's Egyptian imcome
tax out of EGPC's share of the Petroleum produced and saved
and not used in operations under Article VII.  All taxes paid by

EGPC 1n the name and on behalf of CONTRACTOR shall be
considered income to CONTRACTOR..

EGPC shall furmish to CONTRACTOR the proper official
receipts evidencing the payment of CONTRACTOR's Egyptian
mmcome tax for each TFax Year within minety (90) days
foliowing the receipt by EGPC of CONTRACTOR's tax
declaration for the preceding Tax Year. Such reccipts shall be
tssued by the proper Tax Authorities and shall state the amount
and other particulars customary for such reccipts.

As used herein, Egyptlian Income Tax shall be inclusive of all
Income taxes payable in the A.R.E. (including tax on tax) such
as the tax on income from movable capital and the tax on
profits from commerce and industry and inclusive of taxes
bascd on income or profits including all dividends, withholding
with respect to shareholders and other taxes imposed by the
GOVERNMENT of A.R.E. on the distribution of income or
profits by CONTRACTOR.
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(6) In calculating its A R.E. income taxes, EGPC shall be entitted

to deduct all royalties paid by EGPC to the GOVERNMENT
and CONTRACTOR's Egyptian income taxes paid by EGPC
on CONTRACTOR's behalf.

ARTICLE TV
WORK PROGRAM AND EXPENDITURES
DURING EXPLORATION PERIOD

(a) CONTRACTOR shall commence Exploration operations hereunder

(b)

not later than six (6) months after the Effective Date. Not
later than the end of the twelfth (12‘“) month alter the Effective
Date, CONTRACTOR shall start Exploratory dnlling
operations 11 the Area with a commitment of drlling one (1)
well in the first year of the mitial Exploration peniod. EGPC
shall make available for CONTRACTOR’s use all seismic

survey, wells and other Exploration data in EGPC’s possession
with respect to the Area as EGPC s entitled to do so.

The iniial Exploration period shall be three {(3) vyears.
CONTRACTOR may cxtend this Exploration perod for two (2)
successive extension periods each of three (3) years in accordance
with Article 1IT (b), each of which upon at least thirty (30) days
prior written notice to EGPC, subject 1o 1ts expenditure of its
mununturmn Exploration obligations and of its fulfillment of the
drilling obligations hereunder, for the then current period.

CONTRACTOR shall spend a minimum of four million and five
hundred thousand U.S Dollars ($ 4,500,000) on  Expleration
operations and activitics related therete during the ininal three
(3) year Exploration period; provided that CONTRACTOR
shall dnill one (1) well In the first year of this imtial Exploration
period. For the first three (3} vear extension period that
CONTRACTOR elects to extend beyond the initial Exploration
period, CONTRACTOR shall spend a minimum of four million
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and five hundred thousand U.S. Dollars ($ 4,500,000) and for
the second three (3} year extension period that CONTRACTOR
elects to extend beyond the three (3) year first extension period,
CONTRACTOR shall also spend a minimum of five million
.S, Dollars (3 5,000,000). During each of the first and second
extension periods that CONTRACTOR elects to extend beyond
the mnttial Exploration period, CONTRACTOR shall drill one
(1) well in each.

Should CONTRACTOR spend more than the minimum amount
required to be expended or drill more wells than the minimum
required to be drilled during the initial three (3) vear
Exploration period, or during any period thereafter, the excess
may be subtracted from the minimum amount of money required
10 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 ¢3™) year of the inital Exploration period, having
expended less than the total sum of four million and five
hundred thousand U.S. Dollars($ 4,500,000), on Exploration or
in the event at the end of the third (3™) year, CONTRACTOR
has expended less than said sum in the Area, an amount equal

to  the difference between the said four million and five
hundred thousand U.S. Dollars ($ 4,500.000) and the amount
actually spent on Exploration shall be paid by CONTRACTOR
to EGPC at the time of surrendering or within six (6) months
from the end of the third (3"} year of the initial Exploration
period, as the case may be. Any expenditure deficiency
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by CONTRACTOR at the end of any additional period for the
reasons above noted shall sirmiarly result in a payment by
CONTRACTOR to EGPC of such detficiency. Provided this
Agreement is still in force as to CONTRACTOR, CONTRACTOR
shall be entitled to recover any such payments as Exploration
Expenditure 1n the manner provided for under Article VII in the
event of Commercial Production.

Without prejudice ta Article 111 {b), In case no Commercial Oil
Discovery 1s established or mo notice of Commercial Gas
Discovery is given by the end of the ninth (9™ 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 aforesaid expenses spent by
CONTRACTOR.

(¢) At least four (4) months prior to the beginning of each Financial

Year or at such other times as may mutually be agreed to by
EGPC and CONTRACTOR, CONTRACTOR shall prepare an
Exploration Work Program and Budget for thc Arca scuing
forth the Exploranon operauons which CONTRACTOR
proposes o carry out dunng the ensuing Year.

The Exploration Work Program and Budget shall be reviewed
by a joint committee to be established by EGPC and CONTRACTOR
after the Effeciive Date of this Agreement. This Commattee,
hereinafter referred to as the "Exploration Advisory Commutiee”,
shall consist of six (6) members, three (3) of whom shall be
appointed by EGPC and three (3) by CONTRACTOR. The
Chairman of the Exploration Advisory Committee shall be
designated by EGPC trom among the members appoinied by 1t
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 Committee, CONTRACTOR shall make such
revisions as CONTRACTOR deems appropriate and submit the
Exploration Work Program and Budget to EGPC for its
approval.
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Following such approval, 1t 1s further agreed that:

(1) CONTRACTOR shall not substantially revise or modify

said Work Program and Budget nor reduce the approved
budgeted expenditure without the approval of EGPC;

(11) In the event of emergencies involving danger of loss of
lives or property, or damage to the environment,
CONTRACTOR may expend such additional unbudgcted
amounts as may be required to alleviate such danger or
damage. Such expenditure shall be considered in all
aspects as Exploration Expenditure and shall be recovered
pursiant 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
pertormance of the Exploration Work Program which shall be
implemented in a workmanlike manner and consistent with
good industry practices.

Except as 1s appropriate for the processing of data. specialized
Jaboratory enginecring and development studics thereon, to be
made 1n specidlized centers outside A.R.E., all geologica]l and
geophysical studies as well as any other studics related to the
nerformance of this Agreement, shall be made in the A R.E.

CONTRACTOR shall entrust the management of Exploration
operations in the A.RE. 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, in s absence, the Deputy General
Manager shall be entrusted by CONTRACTOR with sufficient
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powers to carry out ummediately all lawful 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 1ssued which are applicable hereunder and not
n contlict with this Agreement shall apply to CONTRACTOR.

(1) CONTRACTOR shall supply EGPC, within thirty (30) days from

the end of cach calendar quarter, with a Stutement of
Exploration activity showing costs incurred by CONTRACTOR
during such quarter. CONTRACTOR's records and necessary
supporting documents shall be available for inspection by
EGPC at any time during regular working hours for three (3)
months trom the date of receiving each statemnent.

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 is not correct:

(2) that the costs of goods or scrvices supplied are not in line
with the international market prices for goods or services
of similar quality supplicd on similar terms prevailing at
the ame such goods or services were supplied, provided

however, that purchases made and services performed
within the A.R.E. shall be subject 1o Article XXV

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

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

CONTRACTOR shali confer with EGPC in connection with the
problem thus presented, and the parties shali attempt to  reach
a settlement which i1s mutually satisfactory.

Any reimbursement due to EGPC out of the Cost Recovery
Petroleum as a result of reaching agreement or of an arbitral
award shall be promptly made in cash to EGPC, plus simplc
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inicrest at LIBOR plus two and one half percent (2.5%) per
annum from the date on which the disputed amount(s} would
have been paid o EGPC according to Article VI (a) (2} and
Annex “E” of this Agreement (i.c., the date of rendition of the
relevant Cost Recovery Statement) to the date of payment. The
LIBOR rate applicable shall be the average of the hgure or
ficures published by the Fmancial Times reprcsenting the
mid-point of the rates {bid and ask) applicable to one month
U.5.Dollars deposits in the London Interbank Eurocurrency
Market on each fiftcenth (13th) day of cach month occcurrng
between the date on which the disputed amount{s) would have
been paid to EGPC and the date on which it is seftled.

If the LIBOR rate is available on any fifieenth (15th) day but 18
not published in the Financial Times in respect of such day for
any reason, the LIBOR rate chosen shall be that offered by
Cittbank N.A. to other leading banks in the London Interbank
Eurocurrency Market for one month U.S. Dollar deposits.

If such fifteenth (I5th) day is not a day on which LIBOR rates
are quoted in the London Interhank Eurocurrency Market, the
LIBOR rate to be used shall be that quoted on thc next
following dav on which such rates are quoted.

If within the time Limit of the three (3) month penod provided
for in this paragraph, EGPC has not advised CONTRACTOR ot
Its objection fo any Statcment, such Statement  shall be
considered as approved.

CONTRACTOR shall supply all funds necessary for its
operations in the ARE. under this Agreement in freely
convertible currency from abroad. CONTRACTOR shall have
the right to frecly purchase Egyptian cuirency in the amounts
necessary for its operations in the A.R.E. from any bank or
entilty authorized by the GOVERNMENT to conduct toreign
currency ¢xchanges.
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(h) EGPC is authorized to advance to CONTRACTOR the Egyptian
currency required for the operations under this Agreement
against receiving from CONTRACTOR an cquivalent amount
of U.S. Dollars at the applicable rate of exchange, such amount
in 1).8. Dollars shall be deposited in an EGPC account abroad
with a correspondent bank of the National Bank of Egypt, Caro.
Withdrawals from said account shall be used for financing
EGPC's and its Affitiated Companies’ foreign currency  requirements
subject to the approval of the Mintster of Petroleum.

ARTICLE ¥
MANDATORY AND YOLUNTARY RELINQUISHMENTS
{a) MANDATORY:

At the end of the third {3“‘) vear after the Effective Date hereof,
CONTRACTOR shali relinquish 1o the GOVERNMENT a total of
twenty five percent (25%) of the original Area on the Effective date
not then converted to a Development Lease or Leases. Such
relinquishment shall be in a single unit of whoie Exploration Blocks
not converted to Development Leases unless otherwise agreed upon
between EGPC and CONTRACTOR so as to enable the
relinquishment requirements to be precisely fulfilled.

Al the end of the sixth (6“‘) year afier the Efiectnive Date hereot,
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 or Leases.
Such relinquishment shall be in a single unit of whole Exploration
Blocks not converted to Development Leases unless otherwise
agreed upon between EGPC and CONTRACTOR 50 as to enable the
relinquishment requirements to be precisely fulfilled.
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Without prejudice to Aricles III and XXIII and the last three
paragraphs of this Artcle V (a), at the end of the ninth (Qt“) yvear of
the Exptoration period, CONTRACTOR shall relinquish the
remainder of the Arca not then converted to a Development

Leases.

It 1s understood that at the time of any relinquishment the arcas to
be converled into Development Leases and which are submitted to
the Minister of Petrolecum for his approval according to Article 111
(d) shall, subject 10 such approval, be deemed converted to

Development Leases.

CONTRACTOR shall not be required to relinquish any Exploration
Block or Blocks on which a Commercial Oil or Gas Well is
discovered before the period of time referred to in Article 11 {c)
given to CONTRACTOR to determine whether such Well s
a Commercial Discovery worthy of Development or (0 relinquish an
Exploration Block in respect of which a notice of Commercial Gas
Discovery has been given to EGPC subject to EGPC's right 1o agree
on the existence of a Commercial Discovery pursuant to Article 111
{¢). and without prejudice to the requirements of Article I1] (e).

In the event at the end of the initial Exploration period or either of
ihe two successive extensions of the initial Exploration perioed,
a well 1s actually dnliing or testing, CONTRACTOR shall be allowed
up to six {6) menths to enable it to discover a Commercial OQil or
Gas Well or 1o 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
apphicable, by that amount.
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(D) VOLUNTARY:

CONTRACTOR may, voluntarily, during any period relinquish all
or any part of the Area in whole Exploration Blocks or parts of
Exploration Blocks provided that at the time of such voluntary
relinquishment its Exploration obligations under Article IV (b) have
been satisfied for such pertod.

Any rehinquishments hereunder shalt be credited toward the
mandatory provisions of Article V (a) above.,

Following Commercial Dhscovery, EGPC and CONTRACTOR shall
mutually agree upon any area to be relinquished thereafter, except
for the relinquishment provided for above at the end of the total
Exploration period.

ARTICLE VI
OFPERATIONS AFTER COMMERCIAL DISCOVERY

{a) On Commercial Discovery, EGPC and CONTRACTOR may form in

the A.R.E. an operating company pursuant to Article V1 (b) and
Annex (D) (heremafter 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 1n 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 Charter of Operating Company.

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

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

COmpanies;
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- Law No. 139 of 1981, promulgating the law on joint stock
companics, partnership hmited by shares and limited hability
coOmpanics;

- Law No. 97 of 1983 promulgating the law conceiming public sector
organizations and companies;

- Law No. 203 of 1991 promutgating the law on public business sectoer
companies; and

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

(b) The Charter of Operating Company 15 hereto attached as Annex “D”,
Within thirty (30) days after the date of Commercial Oil Discovery
or within thirty {30) days alter signature of a Gas Suales Agreement
or commencement of a scheme to dispose of Gas (unless otherwise
agreed upon by EGPC and CONTRACTOR), the Charter shall take
ettcct and Operating Company shall automatically come into
existence without any further procedures. The Exploration Advisory
Committee shall be dissolved forthwith upon the coming nto
existence of the Operating Company.

(¢)y Ninety {(90) days after the date Operating Company comes tnto
exisience 1n accordance with paragraph (b) above, 1t shall prepare
a Work Proeram and Budeet for further Exploration and Development
tor the remainder of the year in which the Commercial Dhiscovery 1s
muade; and not later than four (4) months betore the end of the
current Financial Year (or such other date s 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 apon by EGPC and
CONTRACTOR), Operating Company shall prepare an annual
Production Schedule, Work Program and Budget for further
Exploration and Development for the succeeding Financial Year.
The Production Schedule, Work Program and Budget shall be
submitted to the Board of Directors for approval.
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(d) Not later than the twenticth (20th) day of each month, Operating
Company shall furnish to CONTRACTOR a wnitten estimate of its
total cash requirements for expenditure for the first half 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 cxpected to be on hand at month end.

Payment for the appropriate period of such month shall be made to
the comrespondent bank designated in paragraph (e) below on the
first (1st) day and fifteenth (15th) day respecuvely, or the next
following business day, if such day is not a business day,

(e) Operating Company is authorized to keep at its own disposal abroad in an
account opencd with a correspondent bank of the National Bank of Egypt,
Cairo, the forcign funds advanced by CONTRACTOR. Withdrawals
from said account shall be used for payment for goods and services
acquired abroad and for uunsferting to a local bank in the AR E. the
required amount t© meet the expenditures in Egyptian Pounds for
Operating Company in connection with 1ts activities under this
Agreemery.

Within sixty (60) days after the end of each Financial Year,
Operating Company shall submit to the appropriate exchange control
authorities in the A.R.E. a statement, duly certified by 4 recognized
{irm 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.

() If and for as fong during the period of production operations there
exists an excess capacity in facilities which can not during the penod
of such excess be used by the Operating Company, EGPC shall use
the excess capacity if it so desires without any financial or
operational disadvantage to the CONTRACTOR or Opcrating
Company.
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ARTICLE VII
RECOVYERY OF COSTS AND EXPENSES AND

PRODUCTION SHARING
(a) (1) Cost Recovery Petroleum :

Subject to the auditing provisions under this Agreement,
CONTRACTOR shall recover quarterly all costs, expenses and
cxpenditures 1n respect of all the Exploration, Development and
related operations under this Agreement to the extent and out of
thirty pereent (30%) of all Petrolcum produced and saved trom
all Development Leases within the Area herecunder and not used
in Pectroleum operations. Such Petrolcum s hereinatter reterred
to as "Cost Recovery Petrolecum™.

For the purpose of determining the classification ol all costs,

expenses and expenditures tor their recovery, the {oliowing

lerms shall apply:

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

2- “Development LExpenditures™ 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 mnitial Commercial Production,
which costs, expenses and expenditurcs are not normally
depreciable.

However, Operating Expenses shall include workover, repair
and maintenance of asscts but shall not include any of the
following: sidetracking, redritling and changimg of tne status of
a well, replacement of assets  or part of an asset, additions,
improvements, renewals or major overhauling that exiend the
lifc of the asset.
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Exploration Expenditures, Development Expenditures and
Operating Expenses shall be recovered from Cost Recovery
Petroleum n the following manner:-

(i) “Exploration Expenditures,” including those accumulated
prior to the commencement of inittal Commercial
Production, which for the purposes of this Agreement shall
mecan the date on which the first regular shipment of Crude
Oil or the first dcliveries of Gas arc made, shali be
recoverable at the rate of twenily-five percent (25%) per
annum slarting cither in the Tax Year 1n which such
expenditures arc incurred and paid or the Tax Year
which initiat  Commercial Production commences,
whichever is the later date.

(i1) “Development Expenditures,” including those accumulated
priot t0 the commencement of mmtial Commercia
Production which for the purposes of this Agreement shal
mean the date on which the first regular shipment of Crude
Oil or the first deliveries of Gas are made, shall be
recoverable at the rate of twenty tive percent (25%) per
annum  starting cither in the Tax Year in which such
expenditures are incurred and paid or the Tax Year 1n
which 1mittal  Commercial  Production  commences.
whichever 1s the later date.

(itt) “Operating Expenses,” incurred and paid after the date of
initial Commercial Production, which for the purposes of
this Agrcement shall mean the date on which the first
recular shipment of Crude Oil or the first deliveries of Gas
are made, shall be recoverable either in the Tax Year n
which such costs and expenses are incurred and paid or the
Tax Year in which nitiai Commercial Production occurs,
whichever is the later date.
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(1v) To the extent that, in a Tax Year, costs, expenses or
cxpenditures recoverable per paragraphs (i), (i) and (in)
preceding, exceed the value of all Cost Recovery Petroleum
for such Tax Year, the excess shall be carried forward for
recovery o the next succeeding Tax Year(s) uniuil fully
recovered, but 1in no case afier the termination of  this
Agreement, 4s 10 CONTRACTOR.

v I'ne recovery of costs and expenses, based upon the rates
ferred to above, shall be allocated to each quarter
proportionately (one fourth to each quarter). However, any
‘ceoverable costs and expenses not recovered in one quarier
2~ thus allocated, shall be carmied forward for recovery in

Lhie next quarter.

oot ax provided in Article VI () (3) and Arvoicle VIT (e) (1),

CONTRACTOR shall cach quarter be enttled to take and own

st Recovery Petroleum, which  shall be taken und
cnosed of i the manner determined  pursuant to Article VI
(e Fo the extent that the value of all Cost Recovery Petroleum
Lax dewernmned i Arocle VI {¢)] exceeds the actueal recoverable
costs and  expenditures, including any carry lorward under
Aracic VI (a) (13 (iv), 1o be recovered in that quarter, then the
vadue of such Excess Cost Recovery  Petroleum shall be split
between EGPC and CONTRACTOR in accordance with the
percentages speciiied i Article VI (b) (11 betow and EGPC s
shares shall be paid by CONTRACTOR to EGOPC 1a cash 1n the
manner s¢t lorth o Arucle 1V of the Accounting Proceduie

contained 1in Annex kB .
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(b) Production Sharing

(1) The remaining seventy percent (70%:) of the Petreleum shall be

of pursuant to Article VII (e):

{i} Crude Oil

Crude Oil produced and
saved under this Agree-
ment and not used 1in Petro-

leum operations. Barrels o1l
per day (BOPD) (quarterly
AVETUZE).

That portion or increment
up 1w 10,000
BOPD.

iecss  than

That portion or mcrement
from 10.000 and wup to less
than 25,000 BOPD.

That portion or crement
from 25,000 and up to less
than 50,000 BOPD.

That portion or increment
from 50,000 BOPD and

above,

EGPC
SHARE

(seventy seven
nercent)
(77 %)

(seventy eight
percent)
(78 %)

(cighty percent)
{80 Y%0)

(cighty two percent)
{82 %)

divided between EGPC and the CONTRACTOR according to
the following shares: Such shares shall be taken and disposed

CONTRACTOR
SHARE

(twenty three

percent)
( 23 %)

(twenty two

percent)
(22 %)

{twenty percent)

( 20 %)

(e1ghteen percent)
( 18 %)
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{(ii}) Gas and LPG

Gas and LPG produced and
saved under this Agree-
ment and not used tn Petro-
leum operations (SCFD)
(quartcrly average)

That portion or increment
up to less than 125,000,000
SCFD.

that portuon or increment
from 125,000,000 and up
(0 less than 250,000,600
SCED.

That portion or 1increment
trom 230,000,000 and up
t¢ less than 500,000,000
SCED.

That portion or ncrcment
from 500,000,000 SCFD

and abhove.

EGPC
SHARE

(e1ighty percent)
(80%)

{cighty two percent)
(82%)

(eighty four percent)
(84%)

(erchty s1x percent)

(86%)

CONTRACTOR
SHARE

(twenty percent)
( 20 %)

(erghtcen percent)
(18 %)

(s1xteen percent)
( 16 %)

(towrteen percent)
{ 14 %)
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(2) After the end of cach contractual year during the term  of any

Gas Sales Agreement entered mio pursuani (0 Article VII (e),
EGPC and CONTRACTOR {as sellers) shall render to EGPC
or EGAS (as buyer) a statement for an amount of Gas, if any,
equal to the amount by which the quantity of Gas of which
CGPC or EGAS (as buyer) has taken dehlivery falls below
seventy five percent (73%) of the Contract quantities of Gas as
established by the applicable Gas Sales Agrcement (the
"Shortfall"), provided the Gas i1s  available. Within sixty (60)
davs of receipt of the statement, EGPC  or EGAS (as buver)
shall pay EGPC and CONTRACTOR (as sellers) for the
amount of the Shortfall, if any. The Shorifall shail be included
in EGPC's and CONTRACTOR's ¢ntitlement to {(sas pursuant
to Arucle VII {a) and Article VII (b) in the fourth (4th) quarter
of such contractual year.

Quantities of Gas not taken but to be paid for shall be recorded
in a scparatc " Take-or-Pay™ Account. Quantities of Gas ("Make
Up Gas”) which are delivered 1n subscquent years in excess of
sevently five percent {75% ) of the contract quantities of Gas as
established by the applicuble Gas Sales Agreement, shall be sel
against and rcducce quantitics of Gas in the “Take-or-Pay™
account to the extent thereof and, to  that extent, no payment shall
be due in respect of such Gas. Such Make Up Guas shall not be
mcluded in CONTRACTOR's entitlement to Gas pursuant to
Anticle VII (a) and Article VII (b). CONTRACTOR shall have
no rights to such Make Up Gas.

I at the end of any Contract vear, LGPC and CONTRACTOR
(as scllers) fasl to deliver seventy five percent {(/3%) of the
annual contract quantity of Gas as defmed in the Gas Sales Agreement
with EGPC or EGAS (as buyer), the difference between seventy
five percent (75%) of the annual Contract quantity of Gas and
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the actual gas quantity delivered shall be referred to as the
“Dehver- or - Pay Shortfall Gas”. EGPC or EGAS (as buyer) shall
have the right to take a quantity of Gas equal to Deliver-or- Pay
the Shortfall Gas and such quantity shall be valued at ninety
percent (909%) of the Gas price as defined in the Gas Salcs
Agrecment. The mechanism for the delivery-or-pay concept will
be deternuned in the Gas Sales Agreement.

The percentages set forth in Article VII (a) and this Article VII
(b) 1n respect of LPG produced from a plant constructed and

operated by or on behalf of EGPC and CONTRACTOR shali
apply to all LPG available for delivery,

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

(1) The Cost Recovery Crude Qil to which CONTRACTOR  is
entitled  hereunder shall be wvalued by EGPC and
CONTRACTOR at "Markcet Price” for each calendar quarter.

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

(1) Sales, whether direct or indirect, through brokers or
otherwise, of EGPC or CONTRACTOR to any
Aftitiated Company.
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(2) Sales invelving a quid pro quo other than payment in a
freely convertible currency or motivated in whole or in
part by considerations other than the usual economic
incentives for commercial arm's length crude ot sales.

(1} It is understood that in the case of C.LF. sales, appropriate
deductions shall be made for transport and insurance charges
o calculate the F.O.B. point of export price; and always
taking into account the appropriate adjustment for quality of
Crude O, freight advuntage or disadvantage of port of
loading and other appropriate adjustments. Market Price shall
be determined separately for each Crude Ol or Crude Oil
mix, and for each port of loading.

(1v) It during any calendar quarter, there are no such sales by
EGPC and / or CONTRACTOR under the Crude Qil sales
contracts 1 effect, EGPC and CONTRACTOR  shall
mutually agree upon the Market Price of the barrel of Crude
Oil to be used for such quarter, and shall be guided by all
relevant and available evidence including current prices in
freely convertible currency of leading crude oils produced by
major o1l producing countries (in the Arabian Gulf 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 crude oil 1s
delivered, to the cxtent that such sales are effected under such
lerms 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 oil quality, freight advantage or
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disadvaniage of port of loading and other appropriute

adjustments, as the case may be, for differences in gravity.
sulphur, and other factors generally recognized by sellers and
purchasers, as reflected in crude prices, transportation ninety
{90) days insurance premiums, unusual fees bhorne by the
seller, and for credit terms in excess of sixty (60) days, and
the cost of loans or guarantees granted for the benefit of the

sellers at prevailing interest rates.

It i1s the intent of the Partics that the vilue of the Cost
Recovery Crude Oil shall reflect the prevailing market price
tor such Crude Ozl

(v) It erther EGPC or CONTRACTOR considers thal the Market
Price as determuned under sub-paragraph (ii) above does not
retlect the prevalling Market Price or in the event EGPC and
CONTRACTOR fail 1o agree on Market Price for any Crude
Oil produced under this Agreement for any quarter within
ffteen (15) days after the end thereof, any party may
elect at any time thercafter 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 tor the Crude Otil in question. The arbitrator shall make
his determination as soon as possible following the quarter in
question. His determination shall be final and binding upon
all the parties. The arbitrator shall be selected in the manner

described below.
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in the event EGPC and CONTRACTOR {ail to agree on the
arbitrator within thirty (30) days from the date any party
notifies the other that it has decided to submit the determination
of the Market Price to an arbitrator, such arbitrator shall be
chosen by the appointing authority designated in  accordance
with Article XXIV (e), or such other appointing authority with
access (o such expertise as may be agreed to between EGPC
and CONTRACTOR, with regard to the qualifications for
arbitrators set forth below, upon written application of one or
hoth of EGPC and CONTRACTOR. Copies of such application
by onc of them shail be promptly sent to the other.

The arbitrator shali be as nearly as possible a  person with an
cstablished reputation in the international petroleum industry as
an expert in pricing and marketing crude oil tn international
commerce. The arbitrator shall not be a citizen of a country
which does not have diplomatie relations with both the A.R.E.,
and Engiand. He may not be, at the time of selection, employed by,
or an groitrator or consultant on a continuing or frequent basis to,
the Amencan Petroleum  Institute, the Oreanization of the
Petroleum Exporting Countrics or the Organization of Arab
Petroleum Exporting Countries. or 4 consultant on a continuing
tasis 1o EGPC, CONTRACTOR o an Affihated Company of
cither, but past occuastonal consultation with such companies,
withi - other petroleum companies.  govermmental agencics  or
organizations shall not be g ground tor disqualification. He muay
not have becn, at any ume during the two (2) ycars before
sclection, an employee of any petroleum company or of any

apvernmental agency ar organization.
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should a sclected person decline or be unable o serve us
arbitrator or should the position of arbitrator fali vacant prior to
the decision called for, another person shall be chosen in the
same  manner provided in  this paragraph, EGPC  and

CONTRACTOR shal! share equally the expenses of the
arbitrator.

T'he arbitrator shall muke his determination in accordance with
the provisions of this paragraph, based on the best evidence
available 1o hum. He will review oil sales contracts as well as
other sales data and information but shall be free to evaluate
the extent to which any contracts, data or information is
substantiated or pertinent. Representatives of EGPC  and
CONTRACTOR  shall have the right to consull with the
arbitratoy and furnish him written materials provided the
arbitrator may imposc reasonable limitations on this right.
EGPC and CONTRACTOR  cach shall cooperate with the
arbitrator to the fullest  extent and each shall insure such
cooperation of its trading companies, The arbitrator shall be
provided access to crude oil sales contracts and related data
and information which EGPC und CONTRACTOR or their
trading companies are able to make available and which in the
judgment of the arbitrator might aid the arbitrator in making a
vahd 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 question
shull remain temperarily in effect. In the event either EGPC or
CONTRACTOR should incur a4 loss by virtue of the temporary
continuation of the Market Price of the previous quarter, it shall
prompily be reimbursed such loss by the other party plus
simpic 1nterest at the LIBOR plus two and one-haifl percent
(2.5%) per annum rate provided for in Article 1V (D) from the
date on which the disputed amount(s) should have been paid to
the date of payment.
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{2) Gas and LPG

(1)

The Cost Recovery and Production Sharing Gas Price will be
agiced upon between CONTRACTOR and EGPC or EGAS
atter the Commercial Discovery and before converting an area
0 a development lease(s) according to the average prevailing
Gas price of the Mediterranean region at that time. Except Gas
tor export, where production sharing Gas price will be at net

back price.

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
Butane at the outiet of such LPG plant according to the
following formula (unless otherwise agreed between EGPC and
CONTRACTOR):

PLPG = 0.95PR-(] X 0.85 X F )
42,96 < 10°

Where:

PLPG = LPG price (scparately determined for Propane and

Butane) in U.S. Dolluars per metric ton.

PR

The average over a period of a month of the figures
representing the mid-point between the high and low
prices i 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 metrc ton of LPG produced.
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F= awvalue in US, Dollars per metric ton of the
crude ol of Gult of Sucz Blend "FOR Ras Shukheir”
AR.E. calculated by referring to "Platt’s Oilgram
Price Report” during a month under the heading
"Spot Crude Price Assessment {or Suez Biend". This
value refiects the 1otal averages of the published low
and high values for a Barrel during such month
drvided by the 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 ugreed upon annualfy between EGPC and
CONTRACTOR.

In the event that Platt’'s LPGaswire 1s issued on
cerfain days during a month but not on others. the
value of (PR} shall be caiculated using only those
1ssues which arc published during such menth. In the
event that the value of PR)Y cannot bhe determined
pecause Platt's LPGuswire is not published at al) during
a month, EGPC and CONTRACTOR shall meet snd
agree © 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
othcr reason, EGPC and CONTRACTOR shall meet
and agree the value of {(PR) by relerence to the value
of LPG (Propane and Butanc) delivered FOB from
the Mediterranean Area.

In the cvent that the vaiue of F cannot be determined
because Plat’s Onlgram Price Report (s not published
al all dunng a month, EGPC and CONTRACTOR
shall mect und agree the value of F by reference to
other published soutrces, In the cvent that there arc no
such published sources or if the value of F cannot be
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determined pursuant to the foregoing for any other

reason, EGPC and CONTRACTOR shall meet and
agree to a value of F.

Such valuation of LPG 15 based upon delivery at the
dehvery point specitied in Article VII{e) (2) fi).

(111) The prices of Gas and LPG so calculated shali apply during the
same month.

(1v) The Cost Recovery and Production Shares of Gas and LPG
disposed of by EGPC and CONTRACTOCR other than 10 EGPC
or FGAS pursuant to Article VIE (¢) shatl be valued at their
actual! realized price.

(d) Forecasts;

Operating Company shall prepare (not less than ninety (90) days
prior to the begmning of cach calendar scmester following first
regular production) and furmish i wnting to CONTRACTOR and
EGPC a forecast setting out a total quantity of Petroleum that
Operating Company  estimates can  be produced, saved and
transported hereunder during such calendar semester in accordance
with good o1l and gas indusiry practices.

Operating Company shall endeavor to produce each calendar
semester the forecast quantity. The Crude O3l shall be run to storage
tanks or offshore loading facilitics constructed, maintained and
operatcd according to Government Regulations, by Operating
Company in which said Crude Oil shall be metered or otherwise
measured  tor rovalty, and other purposes required by this
Agrcement. Gas shali be handled by Operating Company 1n
accordance with the provisions of Article VII (e} .
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(e) Disposition of Petroleum:

(1)

EGPC and CONTRACTOR shall have the vight and the
obhgation to separately take and frecly export or otherwise
dispose of, currently all of the Crude Oil to which each is
entitled under  Article VII (a) and Article VII (b). Subject to
payment of sums due to EGPC under Article VIE (1) (2) and
Article X, CONTRACTOR shall have the right to remit and
retain abroad all funds acquired by it including the proceeds
from the sole of its share of Petreleum.

Notwithstanding anything to the contrary under this Agreement
priotity shali be given o meet the requirements of the A.R.E.
market from CONTRACTOR's share under Article VI (b) of
the Crude Oil produced {rom the Area and EGPC shall have
the preterenual right 1o purchase such Crude Oil at a price to be
deterrmimed pursvant to Article VII (¢). The amount of Crude
Uit so purchased shall be u portion of CONTRACTOR's share
under Arucle VI (b). Such amount shall be proporticnal to
CONTRACUTOR's share of the total production of crude oil
from the concession arcas in the A R.E. that are also subject 10
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 frecly convertible currency remittable by
CONTRACTOR abroad.

it 15 agreed upon that EGPC shall notify CONTRACTOR, at
least forty-five (45) days prior to the beginning of the Calendar
Scmester, of the amount o0 be purchased during such scmester
under this Article VI (e) (F).

(2) With respect to Gas and LPG produced from the Arca:

(1) Priority shall be given to meet the requirements of the local
markct 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
lo be entered mto between EGPC and CONTRACTOR . (as
scllersy and EGPC or EGAS (as buver).
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EGPC and CONTRACTOR {as setlers) shall have the
obligatton to deliver Gas to the following point where such
Guas shall be metered for salkes, rovalty, and other purposes
required by this Agreement:

(4) In the event no LLPG plant is constructed to  process
such Gas. the delivery point shall be at the flange
connecting the Lease pipeline to the nearcst point on
the National Gas Pipeline Grid System as depicted 1n
Annex "F" hereto, or as othcerwise agreed by EGPC
and CONTRACTOR.

(b) In the event an LPG plant 1s constructed to  process
such Gas, such Gas shall, for the purposes of valuation
and sales, be metered at the inlet to such LPG Plant.

However, notwithstanding the fact that the metering
shall take place at the LPG Plant inlet, CONTRACTOR
shall through the Operating Company build a pipeline
sultable for transport of the processed Gas from the
LLPG Plant outlet to the nearest point on the National
Gus Pipeline Grid Sysiem as  depicted in Annex "F°
hereto, or otherwise agreed by EGPC  and
CONTRACTOR. Such pipeline shall be owned n
accordance with Article VIII (a) by EGPC, and 1ts cost
shall be financed and recovered by CONTRACTOR as
Development Expenditures pursuant to Article VI

(111) EGPC and CONTRACTOR shall consult together 10

determinc whether 1o build an LPG plant for recovering
I.PG from any Gas produced hereunder. In the event EGPC
and CONTRACTOCR decide o build such a plant, the

plant shall. as is appropriate, be tn the vicimity ot the point
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of delivery as determined 1n Article II and Article VIi(e)2
{u). The dehvery of LPG for, royalty and other purposes
required by this Agreement shall be at the outlet of the LPG
plant. The costs of any such LPG plant shall be recoverable
in accordance with the provistons of this Agreement unless
the Mimster of Petroleum agrees to accelerated recovery.

(1v) EGPC or EGAS (as buyer} shall have the option to clect, by

mnety (90 days prnior written notice o EGPC and
CONTRACTOR (as scllers), whether payment for the Gas
which 1s subject to a Gas Sales Agreement between EGPC
and CONTRACTOR (as sellers) and EGPC or EGAS (as
buyer} and LPG produced from a plant constructed and
opcrated by or on bechalf of EGPC and CONTRACTOR, as
valued 1n accordance with Article VII (¢), and 1o which
CONTRACTOR s entitled under the Cost Recovery
and Producuon Sharing provisions of Article VLI, of this
Agreement shall be made 1) in cash or 2) in kind.

Paymenis 1n cash shall be made by EGPC  or EGAS (as
buyer) at intervals provided for inthe relevant (Gas Sales
Agreement in U.S5.Dollars, remittable by CONTRACTOR
abroad.

Payments 1n kind shall be calculated by converting  the
value of Gas and LPG to which CONTRACTOR s entitied
Into equivalent barrels of Crude Ol to be taken concurrent-
ly by CONTRACTOR from the Area, or to the extent that
stich Crude Ol 15 insufticient, Crude Ol from CONTRAC-
TOR's other concesston areas or such other areas as may
be agreed. Such Crude Oil shall be added to the Crude Oni
that CONTRACTOR 1s otherwise entitled 1o lift under this
Agreement. Such equivalent barrels shall be calculated on
the basis of the provisions of Article VI {¢} relating to the
valuation of Cost Recovery Crude O:l.
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Provided that:

(aa) Payment of the value of Gas and LPG shall always be made
in cash v US. Dollars  remuttable by CONTRACTOR
abroad to the extent that there 1s insufficient Crude Gil
avaslable for conversion as provided for above;

{bh} Payment of the value of Gas and LPG 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 10 CONTRACTOR's Cost Recovery Petroleum, shall
be included in CONTRACTOR's Statement of Recovery
of Costs and of Cost Recovery Petroleum referred to in Aricle
I'V of Annex "E" of thus Agrecment.

(v) Should EGPC or EGAS (as buyer) fail to enter into a tong-term
Gas Sales Acreement with EGPC and CONTRACTOR (as
sellers) within four {(4) years from a notice of Commercial Gas
Discovery pursuant to Article IH, EGPC and CONTRACTOR
shall have the right to take and freely dispose of the quantity of
Gus and LPG in respect of which the notice of Commercial
Discovery 1s given by exporting such Gas and LPG.

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

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

share of the mvestment madc.
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(viii) (aa) Upon the expiration of the four (4) year period referred to
in Articlte VII () (2) {v), CONTRACTOR shall have the
obligation to ¢xert its reasonable ciforts to find an export
market for (Gas reserves.

(bh) In the event at the end of the four (4} year period referred
to under Article VII (e) (2) (v), CONTRACTOR and
EGPC have not entered into  a Gas Sales Agreement,
CONTRACTOR shall retain its rights to such (Gas reserves
for a further period of up to four (4) years, subject to
Article VII (e) (2) (vii1) {cc), during which peried EGPC
shall attempt to tind a market for Gas reserves.

coo) In the event that CONTRACTOR s not exporting the Gas
and CONTRACTOR has not entered inlo a Gas Sales
Agreement pursuant o Artcle VIL (e) (2) prior to the
cxpiry of eight (8) years from CONTRACTOR’s netice of
Commercial  Gas  Discovery, CONTRACTOR  shall
surrender the Gas reserves in respect of which such notice
has been given. li being understood that CONTRACTOR
shall, a1 any time prior to the expiry of such eight {3} year
period, surrender the Gas reserves, if CONTRACTOR 15
not cxpoerting the Gas and CONTRACTOR docs not
accept an offer of a Gas Sules Agreement from EGPC
within six (6) months {rom the date such otfer 18 made
provided rthat the Gus Sales Agrecment offered to
CONTRACTOR shuil tuke inio consideration the relevant
technical and cconomte fuctors to enable a commercial
contract mcluding:

A sufltcient dehivery rate,

- Delivery pressure 1o enter the National Gas Pipeline Gnd
System it the point ol detivery.
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- Debhvered Gas quality specificanons not more stringent
than those imposed or required for the National Gas
Pipchne Gnd System.

- The Gas prices as specified in this Agreement.

{(dd) In the event that CONTRACTOR has not entered into a
Gas Sales Agreement pursuant to Article VI (e) (2) or
otherwise found an acceptable scheme for commercial
disposal of such Gas, at the time of the expiration of eight
(8) yvears Irom CONTRACTOR’s notice of Commercial
Discovery of Gas or failing agreement with EGPC on gas
disposal at the expiration of eight (8) years , CONTRACTOR
shall surrender to EGPC such Development Lease (s) in
which Gas discovery 1s made.

(1x) CONTRACTOR shall not be obligated to surrender a
Development Lease based on a Commercial Gas Descovery, 1f
Crude Q1] has heen discovered in commercial quantities in the
same Pevelopment Lease.

(f) Operations:

Ii tollowing the reversion to EGPC of any rnights to Crude Oil

nereunder, CONTRACTOR retams rights to (Gas 1 the same

Development Lease. or 1f, following surrender of rights to  Gas

hereunder. CONTRACTOR retains nghts to Crude il in the same

Development Lease, operations to explore {or or exploit the

Pctrolcum, the rights to which have reverted or been  surrendered

(Oit or Gas as the case may be) may only be carned out by

Operating Compuany which shall act on behalf of EGPC alone,

unless CONTRACTOR and EGPC agree otherwise.

(g) Tanker Scheduling:

At a reasonable time prior o the commencement of Commercial
Production EGPC and CONTRACTOR shall meet and agree upon a
procedure for scheduling tanker liftings from the asrced upen point
of export.
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ARTICLE VIII
TITLE TO ASSETS

(a) EGPC shall become the owner ol all CONTRACTOR acquired and
owned assets which asscts were charged to Cost Recovery by
CONTRACTOR in connection with the operations camed out by
CONTRACTOR or Operating Company in accordance with the
following:

(1} Land shall become the property of EGPC as soon as 1t s
purchased.

(2) Tule to fixed and movable assets shall be transferred
automaticaity and gradually from CONTRACTOR to EGPC as
they become subject 10 recovery 1n accordance with the
provisions of Arucle VII; howcever the full dtle (o fixed and
movable assets shall be transferred  auiomatically from
CONTRACTOR to EGPC when 1is total cost has been
recovered by CONTRACTOR in accordance  with  the
provisions of Article VII or at the time of termination of this
Avreement with respect to all assets chargeable to the
operations whether recovered or not, whichever lirst occurs.

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

(b) During the term of this Agreement and the renewal penod LGPC,
CONTRACTOR and Operating Company are entitled to the full use
and enjoyment of all fixed and movable asscts 1eferred to above in
connccuon with operations hereunder or under any other  Petroleum
concession  agreement  entered mte by  the Parties. Proper
accounting adjustment shall be made. CONTRACTOR and EGPC
shall not disposc of the same except with agreement of the other.




Yoofin plad VY S 0l ) A saadl — dpan JUSug 40 N

. A

b T It ol 8 LA ol LS IS, J i) 85 ()
Iy Gb 5,LeNl of ool oo Slially YY) L Meanz
UV N [ | U GRSV T £ S DRSPS OO | I I S | SO W |
Wz of 5 B A g 0500 « amelny IV el | ilins Lz
Jleaza YT ald e < Y aa

( Amaullt Bald1)
Qs

(0. ... ) il Blasad s gl adl o, 8 dt gl I Jglal i, (D)

g deniaS 5V Sueal ] NI SN e Y g

e s (Y - )t Bl Lot Lila i gl Ll JLLEl adi (O
I o e isld! sie draaS 250 0 Susmtdl LY Y s
s e Il Ol s s el

Nas (8- ... ) il Glawas Lilof Lakee 1 Lia T J, Ll 30, ()
Fam Lasine mlasl I iad L8 ¥ foadl LY I el ¥y oy
(V- - )W ae NS d YA G bdl e gl m il Jajma g o
i e Al g () G0N e e Wslay La el (B ) St A
o e aa by (Vo) i s i slad] U o

(6-. ... Y il Llaas o laiie Ldlon] Lats gt Lind J50all iy ()
e Lokie L] domiaS 3S eV a0 N0 o Y

A i s A 5 Y Tl e o) Y] fae e pamns
o (¥ 00 g e adalsla ol 2 pdl s Joep (YO -
OO U VN GOV QLY D RN P SPESS PR S SV EWA | PEIPIR-B JES L



\

()

(D)

(<)

. Voo dw pld Y 3 () A sl - aa JI 50y 4

CONTRACTOR and Operating Company may freely import into
the A.R.E., use thercin and freely cxport at the end of such use,
machincry and equipment which they either rent or lease in
accordance with good industry practices, including but not hmited o

the lease of compuler hardware and software,

ARTICLE IX
BONUSES

CONTRACTOR shall pay to EGPC as a signature bonus the sum of
five hundred thousand U.S . Dollars ($ 500,000) on the Effective Date.

CONTRACTOR shall pay to EGPC as a ponus the sum of one
hundred thousand U.S. Dollars ($ 100,000) upon approval of each

Development Lease.

CONTRACTOR shall pay 1o EGPC the sum of five hundred
thousand U.5. Dollars ($ 500,000) as a production bonus when the
total average daily production from the Area fivst reaches the rute of
ten thousand (20.000) Barrels of oil or equivalenm per day for a
period of thirty (30) consecutive producing days. Payment will be

made within fiftcen (15) days thereafter.

(d) CONTRACTOR shall also pay to EGPC the additional sum of five

hundred thousand U.S. Dollars (3 500,000) as a production bonus
when the total average daily production from the Area first reaches
the rate of twentv-tive thousand {25,000) Barrels of o1l or equivalem
per day for a period of thirty (30} consecutive producing days.

Pavment will be made within Iifteen (15) days therealier.
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(e) CONTRACTOR shall pay to EGPC the sum of one million and five
hundred thousand U.S. Dollars ($ 1,500,000) as a production bonus
when the total averagce daiiy production from the Area first rcaches
the rate of fifty thousand (50,000) Barrels of oil or equivalent per
day for a period of thirty (30) consecutive producing days. Payment
will be made within fifteen (153) days thereafter,

(f) CONTRACTOR shalfl also pay to EGPC the additional sum of two
miilion U.S. Dollars (3 2,000,000) as a production bonus when the
lotal average daily production from the Area first reaches the rate of
one hundred thousand (100,00() Barrels of oil or equivalent per day
for a period of thirty (30) consecutive producing days. Payment will
be made within fifteen (15) days thereafter.

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

hundred thousand U.S. Dollars (3 100,000) upon approval to enter
inte the five (3) year extension period pursuant 1o Atticle 1l

paragraph {d) (3) (bb).

(h} All the above mentioned bonuses shall in no event be recovered by
CONTRACTOR.

(1) In the event that EGPC elects to develop any part of the Area pursuant
to the sote risk provisions of Artcle Il () (1v). production from
such sole nsk area shall be considercd for the purposes of this
Article I1X only 1f CONTRACTOR exercises its option to sharc in

such production, and only from the imitaal date of sharing.

(1) Gas shali be taken into account for purposes of determining the total
average daily production from the Arca under Aiticle X (c-f) by
converting daily Gas delivered 1into equivalent barrels of daily Crude
Ol production in accordance with the following formula:

MSCF x H x 0.167 = equivalent barrels of Crude Ol
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where
MSCF = one thousand Standard Cubic Feet of Gas.

H = the number of million Bnitish Thermal Units {BTU's
per MSCE).

ARTICLE X
OFFICE AND SERVICE OF NOTICES

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

The General Manager and Deputy General Manager shall be entrusted by
CONTRACTOR  with sufficient power to carry out immediately all
local written directions given to them by the Government or its representatves
under the terms of this Agrecement. All lawful resulations issued or
hereafter to be issued which are applicable hereunder and not in conflict
with this Agreement shall apply to the duties and activities of the
General Manager and Deputy Generat Manager.

All matiers and notices shall be deemed to be vahdly served which are
delivered to the office of the General Manuger or which are sent to him
by regisiered mail to CONTRACTOR's officc m the AR.E.

A1l matiers and notices shall be deemed to be validly served winch are
delivered to the office of the Chairman of EGPC or which are sent 10
him by registered mail at EGPC's main office in Cairo.

ARTICLE Al
SAVING OF PETROLEUM AND PREVENTION OF LOSS

(a) Operating Company shall ke all proper measures, according 1o
generally accepted methods in usc in the o1l and gas industry to
prevent loss or waste of Petroleum above or under the around I any
form during drilling, producing, gathening, and distributing or
storage operations. The GOVERNMENT has the nght to prevent
any operaticn on any well that it might reasonably expect would
result in loss or damage to the well or the Oil or Gas licld,
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(b) Upon completion of the drilling of a productive well, Operating
Compuny shall inform the GOVERNMENT or its representative of
the time when the well wtll be tested and the production rate

aseertained,

(¢) Except in mstances where multiple producing formations in the same
well can only be produced economically through a single tubing
string, Petroleumn shall not be produced from multiple oil 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 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
represcntative 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
reasonablie imes for examinaton by authorized representatives of
the GOVERNMENT,

(¢) Daily drilling records and the graphic logs of wells must show the
quantity and type of cement and the amount of any other materials
uscd m the well tor the purpose of protecting Petroleum. gas bearing

ot fresh water strata,

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

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

CUSTOMS EXEMPTIONS

(a) EGPC, CONTRACTOR and Operating Company shall be permitted

(D)

to import and shall be exempted from customs duties, any laxes,
levies or fees (including fees imposed by Mmisterial  Decision No.
154 of 1993 issued by the Minister of Finance. as now or hereafter
amended or substituied) of any nature and from the importation riles
with respect to the importation of  machinery, equipment,
appliances, materials. items, means of transport and transportation
(the exemption from taxes and duties for cars shall only apply 1o cars
to be used in operations). electric appliances. air conditioners for
offices, field housing and facilities, electronic apphances, computer
hardware and software, as well as spare parts required for any of the
imported items, att subject to a duly approved ccrulicate issued by
the resnonsible representative nominated by EGPC for such purpose,
which states that the imported items are required for conducting the
operations pursuant to this Agreement.  Such  certiticate shall be
fina] and binding and shal! automatically result in the tmportation
and the exemption without any further approval. delay or procedure.

Muachinery, equipment, appliances and mecans ot transport and
transportation  imported by EGPCs, CONTRACTOR's  and
Operating Corpany's contractors and sub-contractors  temporartly
engaged in any activity pursuant to the operations which are the
subject of this Agrecment, shall be  cleared under the "Temporary
Release System™ withoul  payment of customs dulics, any taxes,
levies or fees Gneluding fees imposed by Minisierial Decision No.
254 of 1993 1ssued by the Minister of Finance as now or hevealter
amended or substituted) of any nature upon presentation of a duly
approved certificate issued by an EGPC responsible representanive
nominated by EGPC {or such purpose which states, that the
imported items are required for conducting the operalions pursuant
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to this Agreement. items (excluding cars not to be used in operations)

sel out in Article XII (1) imported by EGPC’s, CONTRACTOR s
and Operating Company’s contractors and sub-contractors for the
aforesaid operations, in order to be installed or used permancatly or
consumed shall meet the conditions for exemption sct f{orth in
Article XTI (a) after being duly certified by an EGPC responsible
representative to be used for conducting operations pursuant to tes
Agreement.

(¢c) The expatriate employees of CONTRACTOR, Operating Company
and their contractors and sub-contractors shall not be centitied to any
exemptions {rom customs duties and other ancillary taxes and
churges except within the limits of the provisions of the laws and
regulations applicable in the A.RE. However. personal household
gpods and fumniture {including onc (1) car) for each expatriatc
employee of CONTRACTOR and / or Operating company shail be
cleared under the "Temporary Relcase System” (without payment of
any customs duties and other ancillary taxes) upon presentation of
a letter to the appropriate customs authorities by CONTRACTOR
or Operating Company approved by an EGPC  responsible
representative that the imported items are imporicd for the sole use
of the capatriate empioyee and his famtly, and that such imported
items shall be re-exported outside the A.R.E. upon the repatriation of
the concerned cxpatriate employee.

(d} ltems imported into the A R.E. whether exempt or not exempl fron:
customs duties and other ancillary taxes and charges hereunder,
may be cxported by the importing party al any time after oblaining
EGPC's approval. which approval shall not bc unreasonably
withheld, without any export duties, taxes or charges or any 1axes or
charges from which such items have been already exempt, being
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applicable. Such items may bec sold within the A_R.E. after obtainine
the approval of EGPC which approval shall not be unreasonably
withheld. In this event, the purchaser of such items shall pay all
apphicable customs duties and other ancillary taxes and charees
according to the condition and value of such items and the tariff
applicable on the date of sale, unless such items have already been
sold to un Affiliated Company of CONTRACTOR, if any, or EGPC,
having the same cxemption, or unless title to such items {excluding
cars not used 1in operations) has passed to EGPC.

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

CONTRACTOR shall be entitled to reimbursement of its

unrecovered cost, if any, 1in such items and the ¢xcess, if any, shail
be paid to EGPC.,

(¢) The excmption provided for in Article X1I (a) shall not apply to any
imported items when items of the same or substantially the same
Kind and quithty are manufactured locally meeting CONTRACTOR's
and / or Operating Company's specifications for quality and safety
and arc avaitable for timely purchase and delivery in the AR.E. at a
price not lngher than ten percent (10%:) of the cost of the imported
item, before customs duties but after freight and insurance costs if
any have been added.

(f) CONTRACTOR, EGPC and their respective buyers shall have the

right to treely 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 duties, any taxes,
evics or any other imposts in respect of the export of Petroleum

hereunder,
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ARTICLE XIII

BOOKS OF ACCOUNT : ACCOUNTING AND PAYMENTS

(4} EGPC, CONTRACTOR and Operating Company shall each maintain

al  their business offices i the ARE. books of account, in
accordance with the Accounting Procedure in Annex "E" and
accepted accounting practices generally uvsed in the petroleum
mdustry. and such other books and records as may be necessary to
show  the work performed under this Agreement, including the
amount and value of all Petroleum produced und saved hereunder,
CONTRACTOR and Operating Company shall keep their books of
account und accounting records in United Staes Dollars.

Operaung Company shall furnish to the GOVERNMENT or its
representatives monthly returns showing the amount of  Petroloum
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 1ts representative within  thirty (30) days after
the end of the month covered in the return.

(b} The atorcsaid books of account and other books and records referred

to above shall be availuble at all reasonable umes for inspection by
duly authonzed representatives of the GOVERNMENT.

(c) CONTRACTOR shall submit to EGPC a Profit and Loss Stalement

ol 115 Tax Year not later than four (4) months after the commence-
ment of the following Tax Year to show its net profit or loss from
the Petrolcum operations under this Agreement for such Tax Year.

CONTRACTOR shall at the same {ime submit a yeur-end Balance
Sheet tor the same Tax Year to EGPC. The Balance Shect and
financial statements shall be certified by an Egyptiun certified
dccounting firm.
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ARTICLE X1V
RECORDS, REPORTS AND INSPECTION

(a) CONTRACTOR and / or Operatung Compuny shall prepare and, at all
times while this Agreement 15 1n force, maintain  accurate and current
tecords of 1ts operations in the Area. CONTRACTOR and / or Operating
Company shall furmish the GOVERNMENT or 1ts representative, in
conformity with applicable regulations or as the GOVERNMENT
Or 118 representative may reasonably require information and data
concermng 1ts operanons under this Agreement. Operating Company

will perform the functions indicated in this Article X1V in accordance

with its rolc as specified in Article V1.

(b) CONTRACTOR and/or Operating Company shuall save and keep for
a reasonable period of time a representative portion of each sample

of cores and cuttings taken from dnlling wells. to be disposed of. or

forwarded 10 the GOVERNMENT or its representative 1n the
manncr directed by the GOVERNMENT. All samples acquired by
CONTRACTOR and/or Operating Company tor their own purposes
shull be considered available for inspection at any reasonable time
by the GOVERNMENT or its representatives,

(c) Unless otherwise agreed to by EGPC, in case of exporting any rock
samples outside AR E.. samples equivalent in size and  guality
shall, before such exportation, be deliveted to EGPC  as

representative of the GOVERNMENT.
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(d) Originals of records can only be exported with the permission of

(&)

EGPC, provided, however, thal magnetic tapes and any other data
which must be processed or analyzed outside the AR E. may be
exported il a monitor or a comparable record, if available, is
maintained 1n the AR E. and provided that such exports shall be
repatriated 1o A R.E. promptly following such processing or analysis

on the understanding that they belong to EGPC.

During the period CONTRACTOR s conducting the Exploration
operaticns, EGPC's duly authonzed representatives or  employees
shall have the right to full and complete access to the Area at all
reasonable times with the nght to observe the operations being
conducied and to inspect all assets, records and data kept by
CONTRACTOR. EGPC's representative, 1n exercising its ri gh't:a under
the preceding sentence of this paragraph (c), shall not interfere with
CONTRACTOR's operattons. CONTRACTOR shall provide EGPC
with copies of any and all data (including, but not hmited to,
realogical and  geophysical reports, logs and well surveys)
information and miempretation 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 ninth (9"’) yvear of the Exploration
period or the date of tcrmination of this Agrecement, whichever is the
carlicr, show any other party uminterpreted basic geophysical and

ecological data (such data 1o be not less than one (1) year old unless
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CONTRACTOR agrees to a shorter period. which agreement shall
not be unreasonably withheld) with respect o the Arca. provided

that the GOVERNMENT und / or EGPC may at any tume show

another party such data dircctly obtained over or acquired from those
parts of the Area which CONTRACTOR has rehinquashed as long as

such data 1s at least one (1) year old.
ARTICLE XV
RESPONSIBILITY FOR DAMAGES
CONTRACTOR shall enurely and solely be responsible 1o law toward
third partics for any damage caused by CONTRACTOR's Expioratnon
operations and shall indemnily the GOVERNMENT and / or EGPC

against all damages for which they may be held liable on account of any

such operanons.
ARTICLE XVI
PRIVILEGES OF GOVERNMENT REPRLESENTATIVES

Duly authorized representatives of the GOVERNMENT shall have

access to the Area covered by this Agreement and to the Operauons

conducted thereon. Such representatives may examine the books, registers
and records of EGPC, CONTRACTOR and Operatnng Company and
make a reasonable number of surveys, drawings and tests for the purpose
ol enforeme this Aoreement. They shall, for this purpose, be entitled to make

reasonable use of the machinery and mstuments of CONTRACTOR or
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Operating Company on the condition that no danger or impediment to
the operations hereunder shall arise directly or mdirectly {rom such use.
Such representatives shall be given reasonable assistance by the agents
and employees of CONTRACTOR or Operating Company so that none
of the activilies shall endanger or hinder the safety or efficiency of the
operations. CONTRACTOR or Operating Company shall offer such
representatives all privileges and faciiities  accorded to its own
cmployees in the field and shall provide them, free of charge, the use of
reasonable office space and of adequately furnished housing while they
arc in the field for the purpose of facilitating the objectives of this
Article. Without prejudice to Armicle XIV (e} any and all information

obtained by the GOVERNMENT or its representatives under this
Article XV1 shall be kept confidential 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 1in a busingss-like and ethicient manner.

(1) The expatriate admimstrative, professional and technical personnei
eraployed by CONTRACTOR or Operating Company and the
personnel of its contractors for the conduct of the opcrations
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 agrees that all immigration,
passport, visa and employment regulations of the A.R.E.. shall be
applicable to all alien employees of CONTRACTOR working in
the A.R.E.
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(2) A minimum of twenty-five percent (25%) ot the combined
salaries and wages of each of the cxpatnate adminmistrative,
professional  and  technical  personnel  employed by
CONTRACTOR or Operating Company shall be paid monthly

in Egypttan Currency.

(hi CONTRACTOR and Operating Company shall cach select its
cmployees and determine the number thercof., to be used lor

aperations hereunder,

() CONTRACTOR, shalt after consultation with EGPC. prepare and
curry out spectalized traning programs for all its ARE. emplovees
envaged 1 operations hereunder with respect 1o applicable aspects
of the petroleum industry. CONTRACTOR and Operating Company
andertake to replace gradually their non-executive expatriaie staft by

quatified natienals as they are avatlable.

(d) During any of the Exploration phases, CONTRACTOR shail oive
muruzlly agreed numbers of EGFC emplovees an opportumty 1o
attend and participate  in CONTRACTOR's and CONTRACTORS
Affiliated Companics training programs relating 1o Explorcton and
Development  operations. In the event that the total cost o such
programs is tess than A theasand (50.000) Umted States Dollars
in any Financial Year during such pernod, CONTRACTOR shall
pay EGPC the amount of the shortfall within thirty (30) days tollowing

the ond of such Financial Year. However, EGPC shall have the nglit
that said amount {11.5 5300000 atlocated lor traimng. he paid

directiy ta FGPC for such purmose.
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ARTICLE XVIII
LAWS AND REGULATIEONS

(a) CONTRACTOR and Operating Company shall be subject to Law
No. 00 of 1933 (excluding Article 37 thereof) as amended by Law
No. 80 of 1956 and the regulattons 1ssued for the 1mplementation
thereef, including the regulations for thc safe and efficient
performance of operations carrted out for the execution of this
Agreement and for the conservation of the petroleum resources of
the ARE. provided that no regulations, or modilicaiion or
interpretannon thereof, shall be contrary to or inconsisitent with the

provisions of this Agrecment.

(hy CONTRACTOR and Operating Company shall be subject to the
provisions of the Law No. 4 of 1994 concerning the environment
and (ts cxecutive regulation 4s may be amended, as well 45 any laws
or regulations may be 1ssued, concerning the protection of the
environment which are consistent with the provisions of this

Agreement.

(c) Except as provided in Article III (g) for Income Taxes, EGPC,
CONTRACTOR and Operating Company shall be cxempred from
all taxes and duties, whether imposed by the GOVERNMENT or
municipalitics including among others, Sales Tax, Value Added Tax
and Tuxes on the Exploration, Development, extracting, producing,
exporting or transporiing of Petroleum and LPG as well as any and
all withholding taxcs that might otherwise be imposed on dividends,
interest, technical service fees, patent and trademark royalties, and

simitar items. CONTRACTOR shall also be exempted trom any tax
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oo the hqudation of CONTRACTOR. or distributions of any
income to the shareholders of CONTRACTOR, andd from any tax on

capital.

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

(c)

for the eflective term of this Agreement shall be governed by and in
accordance with the provisions of this Agreement and can only be
ullered or amended by the wrilten mutual  agreement of the said
contracting parties i the same proccdures by which the original

Agreement has been issued.

The contractors and sub-contractors of CONTRACTOR and
Operating Company shall be subject to the provisions of this
Agrecement which affect them. Insotfar as ali reguiations which are
duly 1ssued by the GOVERNMENT apply from time to time and are
not 1n accord with the provisions of this Agreement, such regulations
shall not apply 10 CONTRACTOR, Operating Company and their

respective contructors and sub-contractors, as the case may be.

(1} BEGPC, CONTRACTOR, Operaling Company and their respective

§

§is

)

contractors  and  sub-contractors  shall for the purposes of this
Agreement be exempled from all professional stamp duties, 1mposts
and levics imposcd by syndical laws with respect to their documents

and activities hercunder.

All the exemptions {rom the application of the ARE. laws or
regulations granted 10 LGPC, CONTRACTOR, the Operating Company,
Lther contractors and sub-contractors under this - Agreement shall include
such laws and regulations as presently in effect or hereafler amended

or substituted.
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ARTICLE XIX

STABILIZATION

In case of changes in existing legislation or regulations applicable 1o 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 to the A.R.E. the proceeds from sales of CONTRACTOR's
Petroleum, CONTRACTOR shall notify EGPC of the subject legislative
or regulatory measure. In such case, the Parties shall nceotiate possible
modifications to this Agreement designed to restore the economic

balance thereof which existed on the Effective Dite.

The Parties shall usc their best efforts to agree on amendments to this

Agreement within ninety (90) days from aforesaid notice.

T'hese amendments to this Agreement shall not in any event dimmish or
mcrease the rights and obligations of CONTRACTOR as thesc were

agreced on the Eftective Date.

Failing agreement between the Parties during the period referred to
above 1n this Article XIX, the dispute may be submitted to arbitration. as

provided 1n Article XXIV of this Agreement.
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ARTICLE XX
RIGHT OF REQUISITION

(a} In casc of national cmergency due 0 war Or iImminent  expeclalion
of war or internad causes. the GOVERNMENT may requisiton all
or part ot the production from the Area obtained hereunder and
require Operating Company (o inerease such production to the
utmost  possibic maximum.  The GOVERNMENT mav  abso
requisitnon the Onl and / or Gas field itself and. 1t necessary, related
tacthities.

(b) Inany such case. such requisition shall not be ettecied except alter
mviing EGPC and CONTRACTOR or their  representative by
registered letter. with achnowledgement of recept. (o express therr
VIews willi respect to such requisiton.

(¢} The requisiion of production shall be ertected bn Ministeral Order
Any requisttion of an Chl and ' or Gas Dield, or any relaed facilities
shall be etiected by a Presidentiid Decree duly notied 1o RGPC and
CONTRACTOR.

(d) Inthe event of any requisition as provided above, the GOVERNMENT
shall indemmty in tull EGPC and CONTRACTOR 1o the perod
durtng which the reqguisinom w marntained. includie:

(1) All damages which result from such requisiian: and

t2) Full repayment cach month for all Pewoleum oxtiacted by the
GOVERNMENT less the rovadty share of such production.

However, any damage resulting trom enomy atlack v not within the
medmng of ths paragraph «d).  Pavment hercunder  shall be made to
CONTRACTOR in U5, Dollars remittable abroad. The price paid to
CONTRACTOR for Petraleum taken shalt be calculated in accordance
with Article Vil (¢).
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ARTICLE XXI
ASSIGNMENT

{a) Neither EGPC nor CONTRACTOR may assign to a person, firm or
corporation, in whole or in patt, any of its rights, privileges, duties or
obligations under this Agreement either directly or indirectly wathouwt
the written consent of the Government and in all cases prionty shall
be given to EGPC if it so desires to obtain the interest intended to be
assigned (except assignments to Affiliated Companics) provided
EGPC shali match any third party's offer within sixty (60) days of
receipt of notification of said otfer.

{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 1s

made.

(2) The instrument of assignment must include provisions stating
precisely that the assignee is bound by al!  covenants contained
in this Agreement and any modifications or additions m wiiting
that up to such time may have beecn made. A draft of such
instrument of assignment shall be submitted to EGPC for
review and approval before being formally executed.

(c) Any assignment, sale, transfer or other such conveyance made
pursuant to the provisions of this Article XX{ shall be free of any
trans{er, cupital gains taxes or related taxes, charges or fees
including without limitation, all Income Tax, Sales Tax, Value
Added Tax, Stamp Duty, or other Tixes or similar payments.
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() As long as the assignor shall held any interest under this Agreement,

the assienor together with the assignee shall be jomtly and severally
Habhle tor all duties and obligations of CONTRACTOR under this

Agreement.
ARTICLE XXII

BREACH OF AGREEMENT AND POWER TO CANCRL

() The GOVERNMENT shall have the nght 1o cuncel this Agreement

by Order or Presidential Decree. with vespect o CONTRACTOR. n

the foillowing instances:

(1) If ot knowingly has submittied any false statements o the
GOVERNMENT which were of a muatertal comsideration for the

exccution of this Agreement,

(2) I it assigns any interest heveunder contrary to the provisions ol
Articie XXE:

(33 Ititis adjudicated bankrupt by a court el competent jurisdiction:

43 1t it does not comply with any final decision reached a8 the

result of court proceedings conducted under Article XXTV(a):

(31 If it intentonadly extracts any minerat othier thun 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 hercunder in accordance
with accepted petroleum industiry practies und which shall be
notified to the GOVERNMENT or its representative as soon as

possible: and
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(0) If it commits any material breach of this Agreement or of the
provisions of Law No. 66 of 1953, as amended by Law No. 86
of 1956, which are not contradicted by the provisions of this
Agreement.

such cancellatton shall take place without prejudice to  any
rights which may have accrued to the GOVERNMENT against
CONTRACTOR in accordance with the provisions of this
Agreement, and, in the cvent of such cancellation, CONTRACTOR,
shall have the right 10 remove from the Area all its personal
property.

(b) It the GOVERNMENT deems that one of the aforesaid causes (other
than a force majeurc cause referred to in Article XXII1) exists to
cancel this Agreement, the GOVERNMENT shall give CONTRACTOR
ninety (90) days writlten notice personally served on CONTRACTOR's
(General Manager in the lcgally official manner and receipt of which
1s acknowledged by him  or by his legal agents, to remedy and
remove such cause; but if for any rcason such  service  is
impossible due to unnotified change of address, publication in the
Otticial  Journal of the GOVERNMENT of such notice shall be
considered as valid service upon CONTRACTOR. If al 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 aforesaid; provided howcver,
that 1f such cause. ot the faiture to remedy or remove such cause,
results from any act or omission of one party, cancellation of this
Agreement shatt be cffective only agmnst that party and not as

against any other parly hereio.
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ARTICLE XXIII
FORCE MAJEURE

(a) The non-performance or delay in performance by LEGPC and
CONTRACTOR. o cither of them of anyv obligation under this
Agreement shall be excused if, and w the extent thal, such
non-pertormance or delav is caused by foree mugeure. The period of
any such non-perfomance o delay. together with  such period as
may be necessany for the restorgtion of uny  damuge done during
siet deluy, shall be added to the time given in this Agreement for
the performance of such  obligation and for the performance of dAny
ohlicavion  dependent thercon und consegquently. o the term of this

-—

Agreement. but onbyv with respect 10 the block or blocks wifected.

() "lorce Majeure” wirhin the meaning of this Article X XIH. shall be
any order, regdlaton or direction of the GOVERNMENT of the
ARAB REPUBLIC OF EGYPT. or with respect 10 CONTRACTOR,
the Governiment of Engiand whether promuleated in the form of a
liw 0 otherwise or any act of God, insurrection. nol. war. strike.
and othr Labaor desturbance. fires. Meoads or any cause not due 10 the
Lt o negeceace of LOPC and CONTRACTOR or cither of them.
whaeiher o not selar to the forceomg, provided that any such cause
1y bevond the reasonable conuol of EGPC and CONTRACTOR. ur
clither o Urein.

el Witnout presadice o the gbove und excepl as mayv be  otherwise
provided hereins e GOVERNMENT shall incuir no responsibhiliy
whatsoerer o EGPCmd CONTRACTOR. or cither of thenr for uny
dimages. restictons or foss arising in consequence ol such cuse of
force mujeure exeepl a force majeure caused by the order.
requlations or direction of the GOVERNMENT of the ARAB
REPUBLIC OF LGYPT,
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(d) If the force majeure event occurs during the initial Exploration penod
or any extension thereof and continues in effect for a period of six
(6) months CONTRACTOR shall have the option upon ninety (90)
days prior written notice to EGPC to terminate its obligations

hereunder without further liability of any kind.
ARTICLE XXIV
DISPUTES AND ARBITRATION

(2) Any dispute, controversy or claim arising out of or relating to this
Agreement or the breach, termination or invalidity thercof, between
the GOVERNMENT and the parties shall be referred to the
jurisdiction of the appropriate A R.E. Courts and shall be finally
settled by such Courts.

(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 in
accordance with the Arbitration Rules of the Cairo Regional
Center for International Commercial Arbitration (the Cenider) in
ctlect on the date of this Agreement. The award of the arbitrators

shall be finat and binding on the parties.
(¢) The number of arbitrators shall be three ¢3).

(d) Each party shalt appoint one arbitrator. If, within thirty (30) days
aller receipt of the claimant's notification of the appointment of an
arbitrator the respondent has not notified the claimant in writing of

the name of the arbitrator he appoints, the claimant may request the

Center to appoint the second arbitrator.
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() The two arbitrators thus appointed shall choose the third  arbitrator
who will act as the presiding arbitrator of the tribunal. If within
thirty (30) days after the appointment of the sccond warbitrator. the
two arbitrators have not  agrecd upon the choice of the presiding
arbitrator, then either party may request the Secretary General of the
Pernvanent Court of Arbitration at the HMugue to designate the
appointing authorty. Such appointing authority shall appoint the
presiding arbitrater i the same way as a sole arbitrator would be
appoimted under Arucle 6.3 of the UNCITRAL Arbitration Rules.
sSuch presiding arbitiaior shatll be a person of a nationabity other than
the A RE. ar Englund und of 2 countiry  which has diplomatic relations
with hoth A RLE  und England and who shall have no economic
interest i the Petroleum business of the signatorics hereto,

(1) Unless  otherwise agreed by the parties 1o the arbitration,
the arbitration, mcluding the making of the award, shall take pluce
m Carrg, ALRE.

(2} The decision of a majority of the arbitrators shall be final and binding
upon the Parties and the arbitral award rendered shatl be finsgl and
conclusive. Judament on the arbitral award rendered. may be entered
M any court having Jurisdiction or apptication may be madc in such
court for a judicial acceptance of the award and for enforcement, as
the case may he.

(h) Egyptian Law shall apply to the dispute except that in the cvent of any
confiict between Egyptian Laws and this Agreement the provisions ot
this Agreement (including the arbitration provision) shall prevail. The
arbitration shall be conducted mn both English and Arabic lunguage.

(1 EGPC and CONTRACTOR agree that if, for whatever reason,
arbitration in accordance with the above procedure cannot take place,
or 15 hkely to take place under circumstances for CONTRACTOR
which could prejudice CONTRACTOR's right to fair arbitration, all
disputes, controversies or claims  arising out of or relating to this
Agreement or the breach. termination or invalidity thereof shall he
settied by ad hoc arbitration in acceorduance with the UNCITRAL
Rules 1in effect on the Eftective Date.
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ARTICLE XXV
STATUS OF PARTIES

(a) The nghts, duties, oblications and liabilities in respect of EGPC and

CONTRACTOR hereunder shall be several and not joint or
collecttve. 1t being understood that this Agreement shall not be
construcd as constituting  an  association or corporation  or
partnership.

(b) CONTRACTOR shall be subject to the laws of the ptace where it is

incorporated regarding its legal status or creation, organization, charter
and by-laws, shareholding, and ownership.

CONTRACTOR s shares of capital which are entirelv held abroad
shall not be negotiable in the A.R.E. and shalt not be offered for
public subscription nor shall be subject to the stamp tax on capital
shares nor any  tax or duty in the AR E. CONTRACTOR shall be
exempted trom the application of Law No. 139 of 1981 as amended.

tn case CONTRACTOR consists of more than one member, 2l
CONTRACTOR Members shall be jointly and severally liable for

the performance of the obligations of CONTRACTOR under this
Agreement.

ARTHCLE XXVI
LOCAL CONTRACTORS AND
LOCALLY MANUFACTURED MATERIAL

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

(@) Give priority to local contractors and sub-contractors, including

EGPC's Affiliated Companies as long as their performance is
comparable with international performance and the prices of their
services are not higher than the prices of other contractors and
sub-contractors by more than ten percent (10%).
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by Gnve preference to locally  manufactured  matertal.  equipment,

niwchinery and consumabies <o lone as their guality and tume of
deitrery are comparable o ntemationally  avatluble  matenal,
cyuipment. machinery and consumabics. However, such malenal,
citpment, machinery and  comsumables may be imported f{or
operations conducted  hicreunder 1f the local price of such items ar
CONTRACTOR S oF Operutine Company's operating base in A.R.E.
s omore than ten pereent 140 higher than the price of such
urported vems Botore Customs duties, but afer transportation and
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(b) Nothing in this Agreement shall be construed as constituting any
relationship to any concession agreement heretofore entered into by
the parties hereto or one of the parties hereto, and each of such
agreements shall be treated separately and independently in all
respects. Including but not hmited to royalties, taxes and the

computation of the net profits of EGPC and CONTRACTOR
respectively.

(¢) Provided that GUPCO 1s designated by EGPC and CONTRACTOR
lo act as subcontructor of the Operating Company under this
Agreement, EGPC and CONTRACTOR shall use their best cfforts
to the effect that the officers, directors, other personne! and offices
of the Operating Company shall, as fur as reasonably possible, be the
same as those of GUPCO, 1t being understood that the
CONTRACTOR under this Agreement shall be represented on the
Board of Dircctors of the Operating Company under this Agreement.

ARTICLE XXVIII
ARABIC TEXT

The Arabic version of this Agreement shall, before the courts of A.RE.
be referred to in construing or interpreting this  Agreement; provided
however, that in any arbitration pursuant to Article XXIV herein above
between EGPC and CONTRACTOR the English and Arabic versions

shall both be referred to as having egual force in construing or
interpreting the Agreement.

ARTICLE XXIX

GENERAL

The headings or titles to each of the Articles 10 this Agreement are
solely for the convenience 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
uniess and until a law 18 18sued by the competent authorities of the
A.R.E. authorizing the Minister of Petroleum (o sign this Agreement
and giving this Agreement full force and effect of law notwithstanding

—

any countervailing Governmental enactment, and the Agreement 1s
signcd by the GOVERNMENT, EGPC and CONTRACTOR.

BP EXPLORATION (DELTA) LIMITED

BY:
EGYPITAN GENERAL PELTROLEUM CORPORATION
BY:

ARAB REPUBLIC OF EGYPT

By: e

DATE: ——-
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ANNEX “A”
CONCESSION AGREEMENT
BETWEEN
THE ARAB REPUBLIC OF EGYPT
| AND
EGYPTIAN GENERAL PETROLEUM CORPORATION
AND
BP EXPLORATION (DELTA) LIMITED
IN
EAST MORGAN AREA
GULF OF SUEZ
A.R.E.
BOUNDARY DESCRIPTION OF THE CONCESSION AREA

Annex "B 1s a provisional itHlustrative map at an approximiite scale of

(1:550,000) showing the Arca covered and affected by this Agreement.

- The Arca measure approximately two hundred and sixty cight square
kilometers (268 km?) of surface Arca. It is composed of all or part of
cxploration Blocks, the whole Blocks are defined on three (3) minutes

latitude by three {(3) minutes longitude gnd.

- It is 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 refalion to exisiing 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
LAST MORGAN AREA IN

GULF OF SUEZ
POINT - o
O LATITUDE / NORTH LONGITUDE / EAST
. 28° 73 59.89" | 33° 24 00.68"
’ o8 L0 11.78" | 33° 38 48.88"
3 28’ 10 15.43 | 33° 35! 45.80"
4 28° 07 33.18" | 33° 35" 41.89"
5 08° 07" 36.61" | 33° 32 18 86"
6 28" 10 18.87" | 33° 32 42.70"
7 08° 10 200" | 33° 31" 00.00"
8 08° 13 00.00" | 33° 3y 00.00"
9 28’ 13 00.00" | 33° 29 43.50"
10 28° i 5 46.77" | 33° 29 47.14"
11 28 15 50.08" | 33° 26 43.87"
12 28’ 17 03.83" | 33° 26 45.52"
13 28’ 18’ 06.01" | 33° 29 50.39"
14 78° 18° 29 04" | 23° 20 50.93"
15 28 18" 32.36" | 33° 26 47.58"
16 28 2y 14.63" | 33° 26 51.30"
17 28° 21" 17.89" | 33° 273 17.86"
18 18" 15 53.21" | 33° 23 40.56"
19 28 15 56.70" | 33° 20 47.99"
20 28 24! 03.35" | 33° 20 47.99"
AREA EXCLUDED
ng” LATITUDE/ NORTH LONGITUDE / EAST
I 28" 13 0L.100" | 33° 32 46.548"
2 28" 12 57.686" | 33° 35" 49 726"
3 78° L0 15.433" | 33° 35" 45.802"
1 28" 10 18.873" | 33° 37" 12.701"
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ANNEX ( B)
CONCESSION AGREEMENT FOR PETROLETUM
EXPLORATION AND EXPLOITATION

BETWEEN

THE ARAB REPUBLIC OF EGCYPT
AND
THE EGYPTIAN GENERAL PETROLEUM
CORPORATION
AND

BP EXPLORATION (DELTA) LIMITED
| IN
EAST MORGAN AREA
GULF OF SUEZ
A.R.E.
SCALE 1 : 550,000
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ANNEX “ B”

EAST MORGAN AREA
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CONCESSION AGREEMENT FOR PETROLEUM
EXPLORATION AND EXPLOITATION

BETWELEN

THE ARAB REPUBLIC OF EGYPT
AND
THE EGYPTIAN GENERAL PETROLEUM
CORPORATION
AND
BP EXPLORATION (DELTA) LIMITED

| IN
EAST MORGAN AREA
GULF OF SUEZ
A.RE.

SCALE I : 550,000
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ANNEX “(C”
LETTER OF GUARANTEE
EGYPTIAN GENERAL PETROLEUM CORPORATION
(entlemen:

Reference 1s made to the Concession Agreement for Petrolewm
Exploration and Exploitation in East Morgan Area issued by law No ---
of 2003 by and between the Arab Republic of Egypt (A.R.E.}, The
Egyptian  General Petroleum  Corporation (EGPC) and BP
EXPLORATION (DELTA) LIMITED (BP) (hereinafter referred to as
CONTRACTOR).

BP EGYPT Company as Guarantor on behalf of CONTRACTOR hereby
undertakes that, if CONTRACTOR spends during the initial Exploration
period of three (3) year of said Agreement less than the minimum
amount specified tor such period four mittion and five hundred thousand
U.5. Dollars ($4.500,000) under the Agreement (the difference being
hereunder described as “Shortfall”), EGPC shall notify BP
EXPLORATION (DELTA) LIMITED as CONTRACTOR and BP
EGYPT Compuny as Guarantor in writing of the amount of the Shortfall.
Within fifteen (13} days of receipt of said notice, BP EGYPT Company
on behalt ot CONTRACTOR shall pay and / or transfer to EGPC
a quantity of crude oil sufficient in value to cover the Shortfall.

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

This letter of Guarantee shall expire and become null and void on the
date s1x (6) months after the end of the initial Exploration period of the
Concession Agreement of East Morgan Area, Gulf of Suez or on the date

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

Yours Faithfully,

BP Egypt Company

N BN BN N BN N N EE S EN EE .- L L e —— . e e e ———
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ANNEX “D”

CHARTER OF OPERATING COMPANY
ARTICLE 1

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

The Company shall be subject to all laws and regulattons in force in the
A.R.E. to the extent that such laws and regulations are not inconsistent
with the provisions of this Charter and the Agreement referred to below.

ARTICLE I

The name of the Qperating 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
Peiroleum.

ARTICLE 111
The Head Office of Operating Company shall be in the A.R.E. in Cuairo.
ARTICLE IV

The object of Operating Company is to act as the agency through which
EGPC and CONTRACTOR, carry out and conduct the Development
operations required in accordance with the provisions of the Agreement
signed on the -—-- day of ---------rm- by and between the ARAB
REPUBLIC OF EGYPT, THE EGYPTIAN GENERAL PETROLEUM
CORPORATION and CONTRACTOR. covering Petroleum  operations
in East Morgan Area, Gulf of Suez described therein.
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Operating Company shall be the agency to carry out and conduct
Exploration operations after the date of Commercial Discovery pursuant

to Work Programs and Budgets approved in accordance with the

Agreemernt.

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

Annex "E" thereto.

Operating Company shall not engage 1in any business or undertake any

activity beyond the performance of said operations unless  otherwise
agreed upon by EGPC and CONTRACTOR.

ARTICLE V

The authonized capital of Operating Company i1s twenty thousand
Egyptian Pounds divided into five thousand shares of common stock
with 4 value of four Egyptian Pounds per share having equal voting

nights, fully paid and non-assessable.

EGPC and CONTRACTOR shall cach pay for, hold and own, throughout
the life of Operating Company, one half (1/2) of the capital stock of
Opcrating Company provided that only in the event that either party
should transfer or assign the whole or any percentage of its ownership
interest 1 the ennirety 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 assigning party (and its
successors  and  assetgnees) must transfer and #ssign  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 Agreement.
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ARTICLE Vi

Operating Company shall not own any right, title, interest or estate in or
under the Agreement or any Development Lease created thereunder or
in any of the Petroleum produced from any Exploration Block or
Development Lease thereunder or in any of the assets, equipment Or
other property obtained or used in connection therewith, and shall noi be
obligated as a principal for the financing or performance of any of the
duties or obligations of either EGPC or CONTRACTOR under the
Agreement. Operating Company shall not make any profit from any

source whatsoever.
ARTICLE VII

Operating Company shall be no more than an agent for EGPC and
CONTRACTOR. Whenever it is indicated herein that Operating
Company shall decide, take action or make a proposat and the like, 1t 1s
understood that such decision or judgment 18 the result of the decision or

judgment of EGPC, CONTRACTOR ot EGPC and CONTRACTOR, as

may be required by the Agreement.
ARTICLE VIII

Operating Company shall have a Board of Directors consisting of cight
{8} members, four (4} of whom shall be designaied by EGPC and the
other four (4) by CONTRACTOR. The Chairman shall be designated by
EGPC and shall alsa be a Managing Director. CONTRACTOR shall

designate the General Manager who shall also be a Managing Director.
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ARTICLE 1X

Meetings of the Board of Directors shall be valid if a majority of the
Directors are present and any decision taken at such meetings must have
the affirmative veote of five {5) or more of the Directors; provided,
however, that any Director may be represented and vote by proxy held

by another Director.
ARTICLE X

General meetings of the Shareholders shall be valid if a majonity of the
capital stock of Operating Company is represented thereat. Any decision
taken ai such mcetings must have the affirmative vote of Shareholders

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

The Board of Dhrectors shail approve the regulations covering the terms
and condilions of employment of the personnel of Operating Company
employed directly by Operating Company and not assigned thereto by

CONTRACTOR and EGPC.

The Board shall, 1n due course, draw up the By-Laws of Operating
Company, and such By-Laws shall be effective upon being approved by
a General Meeting of the Shareholders, in accordance with the

provisions of Article X hereof,
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ARTICLE XII

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

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

agreed by EGPC and CONTRACTOR).

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

duration of the said Agreement, including any renewal thereof.

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

above is terminated for any reason as provided for therein.

BP EXPLORATION (DELTA) LIMITED

BY :

EGYPTIAN GENERAL PETROLEUM CORPORATION

BY
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ANNEX “°E”
ACCOUNTING PROCEDURE

ARTICLE 1
GENERAL PROVISIONS
(a) Definitions:

The definitions contained in Article I of the Agreement shall apply

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

(1} CONTRACTOR shall, pursuant to Article 1V of this Agreement,
and unil the coming into existence of the Operating Company-
in accordance with Article VI of the Agreement-render to EGPC
within thirty (30) days of the end of cach calendar quarter
a statement of Exploration Acuovity reflecting all charges and
credits related 1o the Exploration operations for that quarter
summarnized by appropriate classifications indicative of the

nature thereof.

(2) Following 1ts coming into existence, Operating Company shall
render to EGPC and CONTRACTOR within f{ifteen (15) days
of the end of ¢ach calendar quarter a Statement of Development
and Exploration Activity reflecting 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 sirall be detailed.
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(¢) Adjustments and Audits:

{1) Each quarterly Statement of Exploration Activity pursuant 1o
Article 1 {b)} (1) of this Annex shall conclusively be presumed
10 be true and correct after three (3) months  following the
receipt of each Statement by EGPC unless within the said three
(3} months EGPC takes written exception thereto pursuant to
Articte IV (D) of the Agrcement. During the said three (3)
month period supporting documents will be available for

inspection by EGPC during all working hours.

CONTRACTOR will have the same audit righis on Opcrating

Company Statements as EGPC under this sub-paragraph.

(2) All Statemcnts of Development and Exploration Activity for any
calendar quarter pursuant to Article I (b) (2) of this Annex, shall
conclusively be presumed to he truc and  correct three (3)
months following the receipt of such Statcment, unless within
the said three (3) months period EGPC or CONTRACTCR
takes written exception thereto. Pending expiration of said three
(3) months EGPC or CONTRACTOR or both of them shall
have the richt to audit Operaung Company accounts, records
and supperting documents for such quarter tn the same manner

as provided in Article IV {f) of the Agreement,
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(d) Currency Exchange:

CONTRACTOR's books for Exploration and Operating Company's
books for Development and Exploration, if any, shall be kept in the
ARE m US. Dollars. All U.S. Dollars expenditures shall be
chiarged in the amount expended. All Egyptian Pounds expenditures
shali be converted to U.S. Dollars at the applicable rate  of
exchange issued by the Central Bank of Egypt on the first day of
the month in which expenditures are recorded, and all other
non-ULS. Dollars expenditures shall be translated to U.S. Dollars at
the buying rate of exchange for such currency s quoted by National
Westminster Bank Limted, London at 10.30 am. G.M.T.. on the
first day of the month in which expenditures are recorded. A record
shall be kept of the exchunge rates used in translating Egyptian
Pounds or other non-U.S. Dollars expenditures to U.S. Dollars.

(e) Precedence of Documents:

[n the event of any inconsistency or contlict between the provisions
of this Accounting Procedure and the provisions of the Agreement
treating the same subject differently, then the provisions of the
Agreement shall prevail.

(f) Revision of Accounting Procedure:

By mutual agreement between EGPC und 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 mvestment 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.
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ARTICLE II
COSTS, EXPENSES AND EXPENDITURES

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

(a) Surface Rights:

All direct  cost  auributable to the acquisition, renewal or
relinguishment of swface rights acquired and maintained 1n force
tor the Area.

(b) Labor and Related Costs:

(1) Salanes and Wages of CONTRACTOR's or Operating
Company's employees, as the case may be, directly engaved in
the vartous activiies under the Agrecment including  salaries
and wages patd to geologists and other employees who are
temporarity 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 10 take nto account changes in CONTRACTOR's
policies and amendments of laws applicable to salaries. For the
purpose of this Article 1Y (b} and Aricle B (¢), salaries and
wages shall mean the assessable amounts for A.R.E. Income
Taxes, including the salarics during vacations and sick leaves,
but excluding all the amounts of the other items covered by the
percentage fixed under (2) below.
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(2) For expainate employees permanently assigned to Egypt:
. All allowances applicable to salaries and wages,
2. Cost of established plans; and

3. All travel and relocation costs of such expatnate
employees and their families to and from the employee's
country or point of origin at the time of employment, at
the time of separation, or as a result of transfer from one
location to another and for vacation (transportation costs
for employees and their families transferring from the
A.R.E. to another location other than their country of
origin shall not be charged to A.R.E. operations).

Costs under this Article I ( b ) ( 2 ) shall be deemed to be equal to
erghty-one percent (81%) of basic salaries and wages paid tor such
expatnate personnel including those paid during vacations and sick
lcaves as established in CONTRACTOR’s international policics,
chargeuble under Article IT (b) (1), Article 11 (1), Article 1T (k) (1)
and Article 11 (k) {3) of this Annex.

Howcever, salaries and wages during vacations, sick leaves and
disabtlity are covered by the foregoing percentage. The percentage
outlined above shall be deemed to reflect CONTRACTOR's actual
costs as of the Effective Date with regard to the following benefits,

allowances and costs -
1. Housing and Utilities Allowance.

2. Commuodities and Services Allowance.,

L

. Special Rental Allowance,



Vol B b YV B (b ) 8 sadl = e JEa AL VY

byl T Jusl Ju - £

eVl Ll il Gy haa oy — 0

e G Wl it duy -

oYl bl e WY ) el SV - Y

Sl sas ) Sy ¥l iu sl UM L al a8V Ll - A
o (Al sl et

Ll daza¥l o — 8

cdd ] ol s | CadEG - Y-

C iUl Y510 e gy = 4

.a_:j,:JIJ.L*.—'\T

..A.::L.E.:Jil.l.la.‘,-n"

Dbl e elad i ol U - Ve

Celad] Bl ol - v e

cpeadly o U= AT

A a1 G il Ol il ) e Bl 5l s - VY

N i - VA

el ot — 18

i Sl dond [ Joy — Y

el Jhaa]l .;;};L:,JIFL.'E:.; — ¥\

et ol ar - YT



VAY

-] O

tO.

1.

| 3.
4.
15,
10.

17,

1 &,
iy
20).
21.

Yof Ll YO 3 () A saadl = e )V 5y 2

. Vacanon Transportation Allowance.

. Vucauon Travel Expense Allowance.

. Vacanon Excess Baggage Allowance,

. Education Allowances {Children of Expatrniate Employees).

. Hypothetical U.S. Tax Offset {which results in a reduction of

the chargeable percentage).

. Storage of Personal Effects.

Housing Refurbishment Expense.

Property Management Service Fees.

. Recreation Allowance.

Retirement Plan.

Group Life Insurance,
Group Medical Insurance.
Sickness and [isability.

Vacation Plans Paid (excluding Allowable Vacation Travel

Expenses).

Savings Plan.

Educational Assistance.
Military Service Allowance.,

FICA,

. Workman's Compensation.
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23. Federal and State Unemployment Insurance.

24. Personnel Transfer Expense.
25. National Insurance,

26. Any other Costs, allowances and benefits 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 ¢osts  and changes m CONTRACTOR's international 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 temporartly assigned to Egypt all
allowances, costs of established plans and all {ravel relocation
costs for such expatriates as pad 1n accordance with
CONTRACTOR's international policies. Such costs shall not
include any admimstrative overhead other than what s

mentioned in Article II (k) {(2) of this Annex.
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(4) Costs of expenditure or contributions made pursuant (o law or
assesstnent 1mposed by Governmental authority which are
applicable to labor cost of salaries and wages as provided under
Article 1T {(b) (1), Articte IT (b) (2), Article II (1), Article H (k)
(1} and Article {I (K) (3) of this Annex.

(¢) Benefits, allowances and related costs of national employees:

Bonuses, overtime, customary allowanccs and benefits on a basis
similar to that prevailing for oil companies operating i the ARE,
all as chargeable under Article 11 (b) (1), Arucle I (1), Article 1 (k) (1)
and Article 11 (k) (3) of this Annex. Severance pay will be charged at
a fixed rate applied 10 payroils which will equal an amount equivalent
to the maximum liability for severance payment as required under

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

Material, equipment and supplies purchascd or furmished as such by

CONTRACTOR or Operating Company.
(1) Purchases:

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

recesved.
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(2) Material Furnished by CONTRACTOR:

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

1. New Material (Condition A’}

New Matenal transferred from CONTRACTOR's or
CONTRACTOR's Affiliated Companies warehouse or other
properties shall be priced at cost, provided that the cost of
material supplied is not higher than internanonal prices tor
material of similar quality supplied on similar terms,
prevailing at the time such material was supplied.

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

a} Material which 1s 1in sound and serviceable condition and
is suitable for reuse without reconditioning shall be classed
as Condition "B"” and priced at seventy-five percent (73%)
of the price of new material.

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

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

d) Tanks, buildings and other equipment involving erection
costs shall be charged at applicable percentage of knocked -
down new price.
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(3) Warranty of Materials Furnished by CONTRACTOR
CONTRACTOR does not warrant the matenal turntshed

beyvond or back of the dealer's or manufacturer's guaranty; and
in case of defective matenal, credit shall not be recorded until
adjusiment has been received by CONTRACTOR from
manufacturers or their agents.

(e) Fransportation and Emplovee Relocation Costs:

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

activities.

(2) Business travel and transportation ¢xpenses to the extent covered
by established policies of CONTRACTOR or with regard to
expatnate and natronal ecmployecs, as ncurred and pawd by, or
for, employees in the conduct of CONTRACTOR's or Operating

Company's business.

(3) Employees transportation and rclocation costs for national

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

(1) Qutside services: The costs of contracts Yor consultants, services

and utilities procured trom third partics.

(2) Cost of services performed by EGPC, by CONTRACTOR, or
by their Affihated Compames i tacilhities inside or outside the
A.R.E. Regulur, recurmng, routine services, such as mierpreung
magnetic tapes and/or other analyses, shall be pertormed and
charged by EGPC and/or CONTRACTOR or their Affiliated
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Compantes at an agreed contracted price. Major projects
involving enginecring and design services shall be performed
by EGPC and/or CONTRACTOR or their Affiliated Companies

at a negotiated contract amount.

(3) Use of EGPC's, CONTRACTOR's or their Affitiated
Compames' wholly owned equipment shall be charged at
a rental rate commensurate with the cost of ownership and
operation, but not in excess of competitive rates currently
prevailing in the A .R.E.

(4) CONTRACTOR's and CONTRACTOR's Affiliated Companics'
rates shail not include any administrative or overhead costs other

than what 15 mentioned 1n Article H (k) (2).
Damages and L.osses:

All costs or expenses, necessary to repluce or repair damages or
losses 1ncurred by fire, flood, storm, theft, accident or any other
cause not controllable by CONTRACTOR or Operating Company
through the exercise of recasonable diligence. CONTRACTCR or
Operating Company shall furnish EGPC and CONTRACTOR
written notice of damages or losses incurred in excess of ten
thousand ($10,000) U.S. Dollars per occurrence, as soon as
practicable after report of the sume has been  received by

CONTRACTOR or Operating Company.
Insurance and Claims:

The cost of any public lability, property damage and other
imsurance  against  liabilities  of CONTRACTOR, Operiting
Company and/or the parties or any of them to their employees
and/or outsiders as may be required by the laws, rules and
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rcgulations of the GOVERNMENT or as the parties may agree
upon. The procceds of any such insurance or claim collected, less
the actual cost of making a claim, shall be credited against

OpCrations.

If no insurance is carried for a particular risk, 1 accordance with
good international o1l field practices, all related actual expenditures
incurred and paid by CONTRACTOR or Operating Company in
settlement of any and all losses. claims, damages, judgments and any

other expenses, including legal services.

(1) Indirect Expenses:

{J)

Camp overhead and facilities such as shove base, warchouses, water
systems, road systems, salaries and expenses of ficld supervisory

personnel, hield clerks, assistants. and other general cmployees

indirectly serving the Area.
Legal L.xpenses:

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 wilh
all jJudgments obtained against the partics or any of them on account
ot the operations under the Agreement, and actual expenses incurred
by any party or parties hereto in securing evidence for the purpose of
defending against any action or claim prosecuted or urged against

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

may be made to operations.
(k) Administrative Overhead and General Expenses:

(1} While CONTRACTOR 1is conducting Exploration operatons,
the cost of staffing and maintaining CONTRACTOR's head
office in the A.R.E. and/or other offices established in the
A RE. as appropriate other than field offices which will be
charged as provided in Article I (i), and excepting salanes of
employees of CONTRACTOR who are temporarily assigned to
and directly serving on the Area, which will be charged as

provided in Article I (b) of this Annex.

(2) CONTRACTOR's administrative overhead outside the AR.LE.
applicable to Exploration operations in the AR.E. shall be
charged each month at the rate of hve percent (5%) of total bEx-
ploration expenditures, provided that no administrative over-
head of CONTRACTOR outside the A.R.E. applicable to
A.R.E. Exploration operations will be charged for Exploration
operations conducted by Operaung 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 1s
incurring and charging hereunder due to activities under this

Agreement and covered by said percentage are:
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. Executive - Time of execulive officers.
2. Treasury - Financial and exchange problcms.
3. Purchasing - Procuring materials, equipment and supplies.

4. Exploration and Production-Directing, advising and controliing

the entire projcct.

5. Qther departments such as legal, comptroller and engineering
which contribute time, knowledge and experience to the

Qperations.

The foregoing does not preclude charging for direct service
under Article I1 () (2) of this Annex.

(3) While Operating Company is conducting operattons. Operanng
Company's personnel engaged in general clerical and ottice
work. supervisors and officers whose time 1s generally spent in
the main office and not the field, and all employees generally
considered as  general and  administrative and not charged w
other types of expense will be charged to operations. Such
expenses shall be allocated ecach month between Exploration
and Development operations according to sound and practicable

accounting methods.
(I} Taxes:

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

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

Costs of CONTRACTOR activities required under the Agreement
and incurred exclusively in the A R.E. after Operating Company is

formed. No sales expenses incurred outside or inside the A.R.E.

may be recovered 4s a cost.
(n) Other Expenditures:

Any cosis, expenses or expenditures, other than those which are
covered and dealt with by the foregoing provisions of this Article T1,
incurred by CONTRACTOR or Operating Company under approved
Work Programs and Budgets,

ARTICLE 111
INVENTORIES
(a) Periodic Inventories, Notice and Representation;

At reasonable infervals as agreed upon by EGPC and
CONTRACTOR inventories shall be taken by Qperating Company
of the opcrations materials, which shall include all such materials,
physical assets and construction projects, Written notice of intention
to take inventory shall be given by Opcrating Company to EGPC
and CONTRACTOR at least thirty (30) days before any inventory
15 to begin 80 that EGPC and CONTRACTOR may be represented
when any inventory s taken. Failure of EGPC and/or CONTRACTOR
lo be represented at an inventory shall bind them to accept the
inventory taken by Operating Company, who shall i that event furmsh

the party not represented with a copy thereof.
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{b) Reconciliation and Adjustment of [nventories:

(a)

Reconciligtion of inventory shall be made by CONTRACTOR and
EGPC. and a list of overages and shortages shall be jointly
determined by Operating Company and CONTRACTOR and EGPC,
and the inventory adjusted by Operating Company.

ARTICLE IV
COST RECOVERY

Statements of Recovery of Costs and of Cost Recovery
Petroleum:

CONTRACTOR shall, pursuant to Article VII of the Agrcement,
render 10 EGPC as promptly as practicable but not later than fifteen
(15) days after receipt from Operating Company of the statements
tor Development and Exploration Activity Tor the calendar quartcr a
Statement for that quarter showing:

[. Recoverable costs carried forward from the previous quarier, if
any.

[

. Recoverable costs incurred and paid during the quarter.

. Total recoverable costs {or the quarter (1} + (2).

. R S

- Vatue of Cost Recovery Petroleum taken and separately disposed
ot by CONTRACTOR for the quarter.

2. Amount of costs recovered for the quarter.

6. Amount of recoverable costs carried into the succeeding quarter,
1f any.

7. Excess, if any, of the value of Cost Recovery Petrolcum taken and
separately disposed of by CONTRACTOR over cosls recovered
tor the quarter.
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(b) Payments:

If such Statement- shows an amount due EGPC, payment of that
amount shall be made in U.S. Dollars by CONTRACTOR with the
rendition of such Statement. If CONTRACTOR fails to make any
such payment to EGPC on the date when such payment is due, 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. Dollars deposits
prevailing on the date such interest is calculated. Such interest

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

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

morc than its own entitlement of such Excess Cost Recovery

Petroleum.
(d) Audit Right:

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

period.
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ARTICLE V¥
CONTROL AND MAJOR ACCOUNTS

(a) LExplaration Qbligation Control Accounts:

CONTRACTOR will establish an Exploration Obligation Control
Account and an offsetting contra account to control therein the total
amount of Exploration expenditures reported on  Statements of
activity prepared per Article 1 (b) (1) of this Annex, [ess any
reductions agreed 10 by EGPC and CONTRACTOR following
written exceptions taken by a non-operator pursuant o Article 1 (c)
(1) of this Annex. in order to determine when minimum Exploration
obligations have been met.

(b} Cost Recovery Control Account:

CONTRACTOR will estublish a Cost Recovery Control Account
and an off-sctiing contra account to control thercin the amount ot
cost remaining to be recovered, if any, the amount of cost recovered
and the value of Excess Cost Recovery Petroleum, it any.

() Major Accounts:

For the purpose of classifying costs, expenses and cxpenditures for
Cost Recovery as well as for the purpose of establishing when the
minimum Exploration obligations have becn met, cosls, expenses
and expenditures shall be regorded in major accounts including the
following:

- Exploration bxpendifures;

- Devclopment Expenditures other than Operaling Expenses;

- Operatng Expenscs:

Necessury sub-accounts shall be used.

Revenue accounis shall be maintained by CONTRACTOR 1o the

extent necessary for the conuol of recovery of costs and the
treatment of Cost Recovery Petroleum.
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ARTICLE VI
TAX IMPLEMENTATION PROVISIONS

It is understood that CONTRACTOR shall be subject to Egyptian
Income Tax Laws except as otherwise provided in the Agreement, that
any A.R.E. Income Taxes paid by EGPC on CONTRACTOR's behalt
constitute additional income to CONTRACTOR, and this additional

income is also subject to A.R.E. income tax, that is "grossed up”.

“CONTRACTOR's annual income”, as determined in Article LI (g) (2) of
this Agreement, less the amount equal to CONTRACTOR's grossed-up
Egyptian income tax liability, shall be CONTRACTOR's "Provisional

Income’.

The “gross-up value® is an amount added to Provisional Income to give
"Taxable Income", such that the grossed-up value is equivalent to the

AR E Income Taxes.
THEREFORE:
Taxable Income = Provisional Income plus Grossed-up Value
and
Grossed-up Value = A.R.E. Income Tax on Taxable Income.

If the "A.R.E. Income Tax rate”, which means the effective or composite
tax rate due to the various A.R.E. taxes levied on income or profiis,

is constan( and not dependent on the level of income, then:

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

Provisional income x Tax Rale
] - Tax Rate

Grossed-up Value =

where the tax Tate 18 cxpresscd as a decimal,

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

equal to:
$10x 0.4
: = $ 6.67

1 - 0.4 b
Therefore:
Provisional income $ 10.00
Plus Grossed-up Value G.67
Taxable Income $16.67
Less: A RE. Income Taxes ut 0% G.67

CONTRACTOR's Income after tuxes $ 10.00
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