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

THE EGYPTIAN GENERAL PETROLEUM
CORPORATION

AND
LURKOIL OVERSEAS EGYPT LIMITED
IN
WEST GEISUM AREA
GULF OF SUEZ
A.R.E,

This Agrcement made and entered on this ... e-day ol L :
2003, by and between the ARAB REPUBLIC OF EGYPT (hereinafter
referred to variously as “A.R.E.” or as the “GOVERNMENT”), the
EGYPTIAN GENERAL PETROLEUM CORPORATION, a legal entity
created by Law No. 167 of 1958 as amended (hereinafter referred 10 as
“"EGPC”) and LUKOIL OVERSEAS EGYPT LIMITED. 4 limited
habillity company organized and existing under the iaws of Cyprus
(hereinafter referred to as “LUKOIL"” or as “CONTRACTOR™).
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WITNESSETH

WHEREAS, all minerals including petroleum, existing in mines and
quarries 1n AR.E., including the termntoriai waters, and in the scabed
subject to its jurisdiction and extending beyond the territorial waters, are
the property of the State; and

WHEREAS, EGPC has applied for an exclusive concession for the
exploration and exploitation of petroleum in and throughout the area
referred to m Article II, and described in Annex “A” and shown
approximately on Annex “B”, which are attached hereto and made part
hereof (hercinafter referred to as the “Area™); and

WHEREAS, “LUKOIL” agrees to undertake its obligations provided
hereinafter as a CONTRACTOR with respect to the Exploration,
Development and Production of Petrolcum in WEST GEISUM AREA,
Gulf of Suez; and

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

WHEREAS, the Minister of Petroleum pursuant to the provisions of
Law No. 86 of 1936, may enter into a concession agreement with

EGPC, and with LUKOIL as a CONTRACTOR in the said Area.
NOW, THEREFORE, the partzes hereto agree as follows:
ARTICLE 1
DEFINITIONS

(a) “Exploration” shall include such geological, geophysical, aerial 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, materials,
services and equipments therefor, all as may be comntained in the
approved Work Programs and Budgets. The verb "explore” means
the act of conducting Exploration.
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(d) *a

“Development” shall include, but not be limied to, all the
operations and activities pursuant to approved Work Programs and

Budgets under this Agreement with respect to:

(1) the dnlling, plugging, deepening, side trackimg, re-dnlling,

completing, equipping ot development wells and the changing

of the status of a well, and

{11} design, engineenng, constructon, installatton, servicing and
mamntenance of cquipments, lines, systems facilitics, plants and
related operations o produce and operaie said development
wells, taking., saving, treating, handling, stormg, transporting
and delivenng Petroleum, repressurning, recycling and other

secondary recovery projects, and

(111} transportation, storage and any other work or acluviles necessary

or ancitlary to the activities specithied m (1) and (11).

“Petroleum” means fiquid Crude Oil of vanious densiues, asphalt, Gas.

casinghead gas and all other hydrocarbon substances that may be
tound 1n, and produced, or otherwise obtained and saved from the Arca
under this Agreement, and all substances that may be extracted

thercfrom.

Eaguid Crude O1l”7 or *Crude Oil" or “(O1]” means any hydrocarbon
produced trom the Arca which 1s 1n a liguid state at the wellhead or
lease separators or which 1s extracted from the Gas or cuasinghead
gas 1n a plant. Such hquid state shall exist at sixty  degrees
Fahrenheit (60°F)  and atmospheric pressure of 14.65 PS1A. Such

termh includes distillate and condensate.
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(e) “Gas” mecans natural gas both associated and non-associated, and all
of its constituent elements produced trom any well 1n the Area
(other than Liquid Crude Gil) and all non-hydrocarbon substances
therein, Said term shall include residval gas, that Gas remaining
after removal of LPG.

(f) “LPG" means liquefied petroleum gas, which is a mixturc principally
of butane and propane liquefied by pressure and tcmperature.

() A “Barrel” shall consist of forty-two (42) United States  gallons,
liquid measure, correcled 1o a temperature of sixty  degrees
Fahrenheit (60°F) at atmasphernc 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 n
accordance with sound and accepted ndustry production
practices, and verified by EGPC, is found to 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 Oil Well” is the date on which such well 13
tested and completed according to the above.

(2} “Commercial Gas Well” means the first well on any geological
feature which after testing for a period of not more than thirty
(30) consecutive days where practical, but mn any cvent 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 malhion (15.000.600)
standard cubic feet of Gas per day (MMSCED). The date of
discovery of a “Commercial Gas Well” 1s the date on  which
such well is tested und completed according to the above.
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(1} "ARLE."means ARAB REPUBLIC OF EGYPT.

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

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

{2) "Calendar Year” means a period of twelve (12) months

according to the OGregorian Calendar being 1st January to
315! December,

(1) “Hinancial Ycar” means the GOVERNMENT s financial year according

to the laws and regulations of the AR E.

(m} "Tax Year” means the period of twelve (12) months according to the laws

and regulatons of the A.R.E.

(n)  An "Affiliated Company” means a company:

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

(n} which is the owner directly or indirectly of share capital
conferring a majority of votes at stockholders' meetings of a
party hereto; or

(n1) of which the share capital conferring a majority of votes at
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 indircctly by the same

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

“Development Block™ shall mean an area, the corner points of
which huave 1o be coincident with one (1) minute by one (1) minute
latitude and longitude divisions, according to the Intcrnational Grid
System where possible or with the existing boundarics of the Area
covered by this Concession Agreement as set out in Annex "A”",

"Devclopment Lease(s)” shall mecan the Development Block or
Blocks covering the geological structure capable of production, the
corner points of which have to be coincident with one (1) minute by
one (1) minute latitude and longitude divisions according to the
International Grid System where  possible or with the existing
boundarics of the Area covered by this Concession Agreement as
sel out 1n Annex “A”,

“Agreement” shall mean this Concession Agreement and its
Annexes.
“Gas Sales Agreement” shall mean a written agrecement between

EGPC and CONTRACTOR (as sellers) and EGPC or The Egyptian
Natural Gas Holding Company “EGAS™ or a mutually agreed third
party (as buycr), which centains the terms and conditions for Gas
sales from a Development Lease entered into pursuant 1o Articte VI (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
a4 base temperature of sixty degrees Fahrenheit (60° F),



Pt L pole L b)YV sl - L Jlig Y

[ duald! Bald! )
Wdlid! gade
i liiVl adn LeoSfy Lo oo I L alerdd ooy e 5z oy el
.uﬂ.h:l] H'ELTL!.LLQ';LG":JEJL‘LJ
By gly 2ILY) s LS, Loty Jiihdiong £6. ... Y
"Iiﬂtj"d'“;_-;j
Jodl 3y et Joed Longld JyLall wend, sl ol s «pp Gandd
il Glay o bl g iy LBV uis e ualy oy
S o W a2l LN I SN s e Yaa LA YL )
Sldes & wlaliall e GV ad) diin Jolal) L Ul s
AT Sl R LY G 52 A5 WY sde G 5s,),0) G
cnsm;a,ﬂ;_;ﬂl;mgisﬁ_m@mlru 3 L Ul 3
OB LAWY sde e (0) (P Sall Wy (7)) Hlaie Wi diles!
il S5l s S e fhosk S . 3laaaY ! s Il
5 30 Ol Ll ae a3y Koyl ¥ (VAL L )

o7 s QedV 28 Ll aa ed) (V) e sal J il gl i)
Be 15 Vo 23 5l G w1 Y1 Ll plezalt Ol i)
S e ool Ol LSSY G



Y Yotk sl £ () V- sl - a0y 4

ARTICLE I
ANNEXES TO THE AGREEMENT

Annex “A™ 1s a description of the Area covered and affected by this

Agreement, hereinafter referred Lo as the "Area”.

Annex “B” is a provisional illustrative map on the scale of
approximately (1: 450,000} indicating the Area covered and affected by

A

this Agreecment and described im Annex “A

Annex “C” is the form of a Letter of Guaranty to be subrmitled by
CONTRACTOR to EGPC one (1) day before the time of signature by
the Minister of Petroleum of this Agreement, for the sum of eight
mittion and one hundred thousand U.S. Dollars (3 3,100,000)
sugranteeing the execution of CONTRACTOR s mumimum Exploraton
obligations hereunder for the initial two (2) year Exploration period. In
case CONTRACTOR extends the initial Exploration Period for an
additional period of two (2) years in accordance with Article I {(b) of
this Agrecment, a similar Letter of Guaranty shall be issued and be
submitied by CONTRACTOR on the day the CONTRACTOR exercises
its option to extend. Such letter of Guaranty shall be for the sum of seven
million and six hundred thousand U.S. Dollars ($7,600.000) less any
excess expenditures of the preceding Exploration period permitted tor
carry forward in accordance with Article IV (b) third paragraph of ths
Agreement. Each of the two Leuers of Guaranty shull remuain cltective
for six (6 months after the end of the relevant Exploration period {or
which it has been issued except as it may be released prior to that ume n

accordance with the terms thercof.
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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
to the ncarest pomnt on  the National Gas pipeline Grid System as
depicted 1 Annex “F’ or as otherwise apreed by EGPC and
CONTRACTOR .

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

ARTICLE III

GRANT OF RIGHTS AND TERM

The GOVERNMENT hereby grants EGPC and CONTRACTOR
subjcct to the terms, covenants and conditions set our in this Agreement,
which  msofar 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 cxclusive concession in and to the Area described in Annexes
"All ﬂ[_]d 'HBII-

(a) The GOVERNMENT shali own and be entitled, as hereinafter
provided {0 a royalty in cash or in kind of ten percent (10%) of the
total quantity of Petroleum produced and saved from the Arca
durmg the Development period including renewal. Said rovalty
shall be borme and paid by EGPC and shall not be the obligation of
CONTRACTOR. The payment of royalties by EGPC shall not be
deemed to result in mcome  attributable 10 the CONTRACTOR.
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(b)

(c)

An initial Exploration period of two (2) yvears shall start trom the
Effective Date. One (1) successive extension to the imtial
Exploration period, of two (2) years, shall be granted to
CONTRACTOR at its option, upon not less than thirty (30) days
prior written notice to EGPC, such notice to be given not later than
the end of the initial Exploration period pursuant to the provisions
of Article V (a), and subject only to its having fulfilled 1ts
obligations hereunder for that period. This Agreement shall be
rerminated if neither a Commercial Qil Discovery nor a Commetrcial
Gas Discovery is established by the end of the fourth (4 vear of
the Exploration period, as may be extended pursuant 1o Article V
(a}. The election by EGPC 1o undertake a sole risk venture under
paragraph (c) shall not extend the Exploration period nor affect the
termination of this Agreemcnt as to CONTRACTOR.

Commercial Discovery:

(i) A Commercial Discovery - whether of Gil 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 otherwisc agrced upon with EGPC, undertake as
part of its Exploration program the appraisal of the discovery by
drilling one or more appraisal wells, to determine whether such
discovery is worthy of beimng developed commercially, taking
into  consideration the recoverable reserves, production,
pipeline and terminal facilities required, estimated Petroleum

nrices. and all other relevant technical and e¢conomic factors.
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(11) The provisions laid down herein postulate the unity and

indivisibility of the concepts of Commercial Discovery and
Development Lease. They shall apply uniformly to i1l and
Gas unless otherwise specified.

(111) CONTRACTOR shall give notice of a Commercial Discovery

to EGPC mmmediately after the discovery is considered by
CONTRACTOR 1o be worthy of commercial development but
in any event with respect to a Comumnercial Oil Well not later
than thirty {30G) days following the completion of the second
appraisal well or twelve (12) months following the date of the
discovery of the Commercial (hl Well, whichever is earlier or
with respect to a Commercial Gas Well not  later than twenty
four (24) months following the date of the discovery of the
Commercial Gas Well (unless EGPC  agrees that such period
may be extended) except that CONTRACTOR shall also have
the right to give such notice of Commercial Discovery with
respect to any reservoir or reservoirs even if the well or wells
thereon are not "Commercial” within the definiuon of
"Commercial Well" if, in its opimion, a reservoir or a group of
reservoirs, considered collectiveiy, could be  worthy of

commerciai development.

CONTRACTOR may also give a notice of a Commercial Oil

Discovery 1n the event 1t wishes {0 undertake a Gas Recycling
Project.

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

(sas reserves, the estimated production potential and profile and
ficld lifc.
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Within sixty (60) days following receipt of a nouce of a
Commercial Oil or Gas Discovery, EGPC and CONTRACTUOR
shall meet and veview all appropriate data with a view 10
mutually agrccing upon the existence of a Commercial
Discovery. The date of Commercial Discovery shall be the
datc EGPC and CONTRACTOR joindy agree in wnting that a
Commercial Discovery ¢xists.

(iv) If Crude Qil is discovered but is not deemed by CONTRACTOR

to be a Commercial Oil 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 Onil
Discovery, or thirteen (13) months after the completion of
4 well not considered to be a "Commercial O1l Well”, have the
right, following sixty (60) days notice 1 wnting 1o
CONTRACTOR, at its sole cost, risk and expense, 1o develop,
produce and dispose of all Crude Oil from the geological
feature on which the well has been drlled. Said notice shall
state the specific arca covering said geological fecature to be
developed. the wells to be drilled, the production facilities to be
installed and EGPC's estimated cost thercof. Within thirty (30)
days afier receipt of said notice CONTRACTOR may, in
wriling, elect to develop such area as provided for in the case of
Commercial Discovery hercunder. In such event all terms of
this Agreement shall continue to apply to the specified arca.

1f CONTRACTOR elects not to develop such area, the specific
area covering said geological feature shall be set aside for sole
risk operations by EGPC, such area to be mutually agreed upon
by EGPC and CONTRACTOR on the basis of good petrolcum
industry practice, EGPC shall be entitled to perform or i the
event Operating Company has come into existence, to huve
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Operating Company perform such operations for the account of
EGPC and at EGPC's socle cost, risk and expense. When BEGPC
has recovered {rom the Crude Oil produced from such specific
area a quantity of Crude Oil equal in value to three hundred
percent {300%) of the cost it has incurred in carrying out the
sole risk operations, CONTRACTOR shall have the option,
only in the event there has been a separate Commercial Ohl
Discovery, elsewhere within  the Area, to share in further
development and production of that specific area upon payimg
EGPC one hundred percent (100%) of such costs incurred by
EGPC.

Such one hundred percent (100%) payment shall noi be
recovered by CONTRACTOR. Immediately following such
sayment the specific area shall cither (i) revert to the status of
an ordinary Devclopment Lease under this Agreement and
thereafter shall be operated it accordance with the terms
hereof; or (11) alternatively, mm the event that at such time EGPC
or its Affiliated Company 15 conducting Development
operations in the arca at its sole expense and EGPC  elects to
continue operating, the area shall remain set  aside and
CONTRACTOR shall only be entitled to its production sharing
percentages of the Crude Oil as specified in Article VII (b).
The sole risk Crude Oil shall be valued in the manner provided
in Article VI (c). In the event of any termination of this
Agreement under the provisions of Articic 11l (b), this
Agreement shall, however, continue to apply to EGPC's
operations of any sole risk venture hereunder, although such
Agreement shall have  been terminatcd with respect to
CONTRACTOR pursuant to the provisions of Article HI (b) .
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(d) Conversion to a Development Lease:

(i) Following a Commercial Qil Discovery or a Commercial Gas
Discovery the extent of the whole area capable of production 10
be covered by a Development Lease shall be mutually agreed
upon by EGPC and CONTRACTOR and be subject to the
approval of the Minister of Petroleum.  Such area shall be
converted automatically into a Development Lease without the
issue of any additional legal instrument or permission.

(ii) Following the conversion of an area to a Development Lease
based on a4 Commercial Gas Discovery (or upon the discovery
of Gas in a Development Leuase granted  following a
Commercial O1l Discovery), EGPC and CONTRACTCR shall
endeavor with diligence to find adequate markets capable of
absorbing the production of Gas and with respect to the local
markets, EGPC shall advise CONTRACTOR of the potential
outlets for such Gas and the expected annual schedule of
demand. Thereafter, EGPC and CONTRACTOR shall meet
with 4 view 1o asscssing whether the outlets for such Gas and
other relevant factors warrant the development and producton
of the Gas and in case of agreement the (ias thus made available
shall be disposed of to EGPC or EGAS under a long-term (as
Sales Agreement in accordance with and subject te the
conditions set forth in Arnicle VII.

(111) The Development period of each Development Lease shait be
as follows:

(aa) In respect of a Commercial Oil Discovery, twenty (20)
years from the date of such Commercial Discovery plus the
Extension Period (as defined below) provided that, mn the
event that, subsequent to the conversion of a Commercial
(1l Discovery into a Development Lease, Gas 18 discovered
in the same Development Lease and i1s used or is capable
of being used locally or for export hereunder, the period of

the Devclopment Lease shall be extended only with respect
to such Gas, LPG extracted from such Gas and Crude Oil
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in the form of condensate produced with such Gas for
twenty (20} years from the date of first deliveries of Gas
locally or tor export plus the Extension Period (as defined
below) provided that the duration of such Development
Lease based on a Commercial O1l Discovery may not be
extended beyond thirty-five (35) ycars from the dale of
such Commercial Oil Discovery, unless otherwise agreed
upon between EGPC and CONTRACTOR  and subject 1o
the approval of the Minister of Petroleum.

CONTRACTOR shall immediately notily EGPC ol any
Gas Discovery but shall not be required to apply fora new
Development Lease in respect of such Gas.

(hb) In respect ol a Commercial Gas Discovery, twenty (20)

years from the date of first deliveries of Gas locally or for
export plus the Extension Period (as defined below)
provided  that, if subscquent to the conversion ol
a Commercial Gas Discovery into a Development Lease,
Crude Gil 18 discovered 1o the same Development Lease,
CONTRACTOR's share of such Crude il from the
Development Lease {except LPG extracted from Gas  or
Crude Oil in the form of condensate produced  with Gas)
and Gas ussoclated with such Crude Oil shall revert
entitely to EGPC upon the lapse ol twenty (20) years from
the date of such Crude Oil Iiscovery plus the Extension
Period (as delincd below).

Notwithstanding, anything to the conuary under  this
Aercement, the duration of a Development Lease hased on
4 Commercial Gas Discovery shall in no case exceed
thirty-live (353 vears from the  date of such Commercial
Gas Diccovery, unless otherwise agreed upon between
EGPC and CONTRACTOR aad subject to the approval ol
the Minister of Petroleum.
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CONTRACTOR shall immediately notity EGPC of any

Qil Discovery but shall not be required to apply for a new
Development Lease in respect of such Crude O1l

The "Extension Period" shall mean a period of five (5)
years which may be elected by CONTRACTOR upon six (6}
months writtets request sent by CONTRACTOR 10 EGPC
prior 10 the expiry of the relevant twenty (20} vear penod
supplemented by technical studies mncluding evaluation of
production, expected levels of production during extension
pernod, CONTRACTOR s obligations and relevant economic

considcration. This extensien pertod 1s subject to the approval
ol the Minster of Petroleum.

(¢) Development operations shall upon the 1ssuance of a Development
Lease granted followimg a Commercial O1l Ihscovery, be started
promptly by Operaung Company and be conducted mm accordance
with good o1l field practices and accepted petroleum engineering
principles, until the field 1s considered to be tully developed. 1t being
understood that it associated gas 1s not utilized, EGPC and
CONTRACTOR shall negonate in good faith on the best way to

avold impainng the production 1n the interests ol the parties.

In the event no Commercial Production of Otl 1in regular shipments
or (as deliveries from any Development Block within tour (4) years
from the date of the Commercial Oil Discovery, or from the date of
first Guas deliveries for local or export, such Development Block
shall immediately be relinquished, unless there 15 a Commercial Ohl
or Gas discovery in the Development Lease. Each Development
Block in a Development Lease being partly within the radius of
drammage of any producing well in such Development Lease shall be
considered as participating in the Commercial Producton reterred
to above.

Development operations tn respect ot Gas and Crude Ol n the form
of condensate or LPG to be produced with or extracted from such
Gas  shall, upon the signature of a Gas Sales Agreement
or commencement of a scheme to dispose of the (Gas, whether for
export as referred to 1in Article VI or otherwise., be started promptly
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by Uperating Company and be conducted in accordance with zood
gas tield practices and accepted petroleum engincering principles
and the provisions of such agreement or scheme. In the event no
Commercial Production of Gas is established in accordance with
such Gas Sales Agrecment or scheme, the Devclopment Lease
rclating to such Gas shall be relinquished, unless otherwisc agreed
upon by BEGPC.

If, upon applicatien by CONTRACTOR it is recognized by EGPC
that Crude Chl or Gas 1s being drained from the Exploration block
under this Agreement into a4 Development Block on an adjoining
concession arca held by CONTRACTOR, the Block being drained
shall be. considered as participating in the Commercial Production
ot the Deveilopment Block in question and the Block being drained
shall bc converted into a Development Leuse with the cnsuing
atlocation of costs and production  {calculated from the Effective
Date or the date such drainage occurs, whichever is later) between
lhe two  Concession Arecas.  The allocation of such costs and
production under each concession agreement shall be in the same
portion that the recoverable reserves in the drained  geological
structure  underlying each concession area bears to the total
recoverable rescrves of such structure underlying both concession
areas. The production allocated to a concession  area shall be
priced according to the concession agreement covering  that
CONCessIon area.

(f) CONTRACTOR shall bear and pay all the costs and expenses
required in carrying out all the operations under this Agreement but
such costs and expenses shall not include any interest on investment.
CONTRACTOR shall look only to the Petroleum o which it is
cntitled under this Agreement to recover such costs and cxpenses.
Such costs and expenses shall be recoverahle as provided in
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Article VII.  During the termn 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

R A O U S PIC) BA RO [y SOUE [ SVgF §

the provisions of Article VII.

(g)(1)

(2)

Unless otherwise provided, CONTRACTOR shall be subject to
Egyptian ncome tax laws and shall comply with the
requirements of such laws with respect to the filing of returns,
the assessment of tax, and keeping and showing of books and
records.

CONTRACTOR's annual income for Egyptian income tax

purposes under this Agreement shali be an amount calculated
45 follows:

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

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

(1} The 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, 1if any,

Plus:

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

For purposes of above tax deductions 1n any Tax Year, Article
VII (a) shall apply only in respect of classification of costs and
expenses and rates of amortization, without recard to the
percentage limitation referred to in the first paragraph of
Article VII (a) (1). All costs and expenses of CONTRACTOR
1n conducting the operations under this Agreement which are
not controlled by Article VII (a) as above qualified shall be
deductible 1n  accordance with the provisions of the Egyptian
Income Tax Law,
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(3) EGPC shall assume, pay and discharge, in the name and on

(4)

(0)

behalt of CONTRACTOR, CONTRACTOR's Egyptian income
tax out ol EGPC's share of the Petroleum produced and saved
and not usced in operations under Article VII.  All taxes paid by
EGPC 1 the name and on behalf of CONTRACTOR shall be
constdered income 1o CONTRACTOR.

EGPC shall furnish to CONTRACTOR the proper official
recempts evidencing the payment of CONTRACTOR's Egyptian
income tax for each Tax Year within ninety (90} days
following the receipt by EGPC of CONTRACTOR's tax
declaration for the preceding Tax Year. Such receipts shall be
1ssued by the proper Tax Authorities and shall state the amount

and other particulars customary for such receipts,

As uscd herein, Egyptian income Tux shall hbe inclusive of all
Income taxes payvable in the AR.E. (including tax on tax) such
as the tax on mncome from movable capital and the tax on
profits from commerce and industry and inclusive of taxcs
based on income or profits including all dividends, withholding
with  respect to sharcholders and other tuxes imposed by the
GOVERNMENT ¢ A.R.E. on the disttibution of income or
profits by CONTRACTOR.

in calculating 1ts A.R.E. income taxes, EGPC shall be entitled
to deduct ali rovaluies paid by EGPC 1o the GOVERNMENT
and CONTRACTOR's Egyptian income taxes paid by EGPC
on CONTRACTOR's behalf.
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ARTICLE 1V
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. CONTRACTOR
shall start Exploratory drilling operations in the Area during the
initial Exploration period with a commitment of reprocessing
and reinterpreting of seismic data, acquiring ffty square
kilometers (50km*) of 3D seismic survey and drilling two (2)
wells, EGPC shall make available for CONTRACTOR s use all
seismic, wells and other Exploration data in EGPC’s possession
with respect to the Area as EGPC s entitled to so do.

The inmitial Exploration period shall be two (2) years.
CONTRACTOR may extend this Exploration period for ong (1)
successive extension period of two (2) years, in accordance
with Article III (b}, of which upon at least thirty (30} days pnior
written notice to EGPC, subject to 1ts expenditure of its
mintmum Exploration obligations and of its fulfillment of the
drilling obhgations hereunder, for the then current period.

CONTRACTOR shall spend a minimum of eight rmillion and onc
hundred thousand U.S. Doltars ($ §,100,000) on Exploration
operations and activities related thereto during the imitial two
(2) year Exploration period; provided that CONTRACTOR
shall acquire reprocessing and remterpretation of seismic data of
one hundred thousand U.S. Dollars ($ 100,000) and acquire fifty
square Km. (50km?)} of 3D seismic survey of four million U.S.
Dollars ($ 4,000,000) out of eight million and one hundred
thousand U.S. Dollars ($ 8,100,000) and shall drill two (2)
wells. For the two (2) year extension penod that CONTRACTOR
elects to extend beyond the mual Exploration period,
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CONTRACTOR shall spend 2 minimum of seven million and
siX hundred thousand U.S. Dollars ($ 7.600,000). During the
first exiension period that CONTRACTOR elects w0 extend
bevond the initial Exploration period. provided that CONTRACTOR
shadl acquire reprocessing and reinterpretation of scismic data of
two hundred thousand U.S. Dollars ($ 200.000) out of scven
million and six hundred thousand {$ 7.600.000) and shall drill
three {3) wells in the extension period.

Should CONTRACTOR spend more than the minimum amount
required 1o be expended or drill moere wells than the minimum
required to be drilled or acquire more seismic survey (han the
mimmum required during the initial two (2) vear Fxploration
pernod, or during the successive period thereafter, the excess
may be subtracted from the minimum amount of money
requiredd 10 be expended by CONTRACTOR or minimum
number of wells required to be drilled during the succeedine
Exploration period.

n case CONTRACTOR surrenders its Exploration rights under
this Agreement as sct forth above before or at the end ot the
sceond (2™ year of the mtial Exploration period, having
cxpended lcss than the total sum  of eight million and one
hundred thousand ($ 8,10(,000) U.S. Dollars, on Exploration or
in the cvent at the end of the second (2™) vear, CONTRACTOR
has cxpended less than said sum in the Ared, an amount equal to
the difference between the said eight million and one hundred
thousand (3 8,100,000) U.S. Dollars and the amount actually
spent on Exploration shall be paid by CONTRACTOR 10 EGPC
at the time ol surrendering or within six (6) months from the
end of the second (2MY) year of the ininal Exploration period, as
lhe case may be. Any expenditure deficiency by CONTRACTOR
at the end ol the additional period for the reasons above noted
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shall similarly result in a payment by CONTRACTOR to EGPC
of such deficiency. Provided this Agreement is still in force as
1o 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 to Articie L1l (b). in case no Commercial Chl
Discovery 15 established or no notice of Commercial Gas
Inscovery is given by the end of the fourth (4'h yedr, as may be
extended pursuant to Article V (a) or in case CONTRACTOR
surrenders the Area under this Agreement prior to such time,

ECGPC shalt not bear any of the aforesaid expenses spent by
CONTRACTOR.

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

Year or at such other imes as may mutually be agreed to by
EGPC and CONTRACTOR, CONTRACTOR shail prepare an
Exploration Work Program and Budget for the Area setung
forth the Exploration operations which (CONTRACTOR
proposes to carry out during the ensuing Year.

The Exploration Work Program and Budget shati be reviewed
by a joint commuttee to be established by EGPC and CONTRACTOR
after the Effective Date of this Agreement. This Commuittee,
hereinafter referred to as the "Exploration Advisory Committee”,
shall consist of six (6) members, three (3) of whom shall be
appointed by EGPC and three (3} by CONTRACTOR. The
Chatrman ot the Exploration Advisory Committee shall be

designated by EGPC from among the members appointed by it.
The Exploration Advisory Commiitee shali review and give
such advice as it deems appropnate with respect to the proposed
Work Program and Budget. Following review by the Exploration
Advisory Commttee, CONTRACTOR shall make such
revisions as CONTRACTOR deems appropnate and submit the
Exploraton Work PFrogram and Budget to EGPC for its
approval.
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{c)

(e)

Following such approval, it is further agreed that:

(1) CONTRACTOR shall not substantially revise or modify
said Work Program and Budget nor reduce the approved
budgeted expenditure without the approval of EGPC;

(11) In the event of cmergencics involving danger of loss of
lives or property, CONTRACTOR may expend such
additional unbudgeted amounts as may be required (o
alleviate such danger. Such expenditure shall be considered
in all aspects as Exploraton Expenditure and shaf! be
recovered pursuant to the provisions of Article VI hereof.

CONTRACTOR shall advance ali necessary funds for all
materials, couipments, supplies, personnel administration and
opcrations pursuant to the Exploration Work Program and
Budget and EGPC shall not be responsible 1o bear or repay any
of the aforesard costs.

CONTRACTOR shall be responsible tor the preparation angd
performance of the bBixpioration Work Progsram which shall be
impiemented 1 a4 workmanlike manner and consistent with
cood ndustry practices.

Except as 18 appropriate for the reprocessing and reinterpretation
of data. specialized laboratory cngineering and development
stuchies  thercon, 1o be made in specialhized centers outside
ARE. all geological and geophysical studics as well as any
other studics related 1o the performance of this Asrecment, shall
be made in the ARLE, |

CONTRACTOR shall entrust the management of Exploration
opcrations m the AR to its technically competent General
Manager and Deputy General Manager, The names of such
Manager and Depuly General Manager shall, upon appointment,
be forthwith notitied 10 the GOVERNMENT and to EGPC. The
General Manager and. 1n his absence. the Deputy General
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Manager shall be entrusted by CONTRACTOR with sufficient
powers (0 carry out immediately all lawful written directions
given to them by the GOVERNMENT or 1is representative
under the terms of this Agreement. All lawtul regulations 1ssued
or hereafter to be issued which are apphlicable hereunder and not

in conflict with this Agreement shall apply to CONTRACTOR.

(f) CONTRACTOR shall supply EGPC, within thirty {30} days from

the end of each calendar quarter, with a Statement of
Exploration activity showing costs incurred by CONTRACTOR
durineg 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 from the date of recciving cach statement.

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

(1) that the record of costs is not correct; or

(2) that the costs of goods or scrvices supphied are not in line
with the international market prices for goods or services
of similar quality supplied on similar terms prevailing at
the time such goods or services werc supplied, provided
however, that purchases made and services pecformed
within the A.R.E. shall be subject to Article XX VI; or

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

{4) that the costs incurred are nof reasonably required for
operations.

CONTRACTOR shall confer with EGPC in connecton with the
problem thus presented, and the parties shall attempt to reacn
a settlement which 1s mutually satisfactory.
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Any reimbursement due to EGPC out of the Cost Recovery
Petroleum as a result of reaching agreement or of an arbitral
avard shall be promptly made in cash o EGPC, plus simplc
interest at LIBOR plus two and half percent (2.5%) per annum
from the date on which the disputed amount(s) would have been
paid 10 BEGPC according 1o Article VI (a) (2) and Annex “E” of
this Agreement (i.e.. 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 figure or figures published
by the Fnancial Times representing the mid-point of the rates
(bid und ask) applicable to one month LLS. Dollars deposits in the
Pondon Interbank BEurocurrency Market on each fificenth (15th)
day of cach month occurring between the dute on which the
disputed amount(s) would have been paid 1o EGPC and the date
on which 1t 1s scttled.

[t the LIBOR rute 18 available on anv fifteenth (15th) day but is
not pubhshed in the Financial Times in respect of such day for
any reason, the LIBOR rate chosen shuall be thut  offered by
Citthank N.A. 10 other leading banks in the London Interbank
Eurocurrency Market for one month LS. Dollar deposits.

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

If within the time limit of the three (3) month pernod provided
for in this paragraph, EGPC has not advised CONTRACTOR of
1ts objection to any Statement, such Statement  shall be
considered as approved.
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(o) CONTRACTOR shall supply all funds necessary for Is
operations in the AR.E. under this Agreement in frecly
convertible currency from abroad. CONTRACTOR shall have
the right to freely purchase Egyptian currency in the amounts
necessary for its operations in the AR.E. from any bank or
entity authorized by thce GOVERNMENT to conduct foreign
currency exchanges.

(h) EGPC 1s authorized to advance to CONTKACTOR the Egyptian
currency required for the operauons under this Agreement
against receiving from CONTRACTOR an equivalenl amount
of U.S. Dollars at the official A.R.E. rate of exchange, such
amount 1n U.S. Dollars shall be deposited in an EGPC account
abroad with a correspondent bank of the National Bank of Egypt.
Cairo. Withdrawals from said account shall be wused for
financing EGPC's and its Affiliated Companies’ foreign currency
requirements  subject to the approval of the Minister of
Petroleum.

ARTICLE V
MANDATORY AND VOLUNTARY RELINQUISHMENTS
(a) MANDATORY:

At the end ol the second (2""1} vear after the Lffective Date hereol,
CONTRACTOR shall relinquish to 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
relinguishment shall be in a single unit of whole Exploration Blocks
not converted to Development Leases unless otherwise agreed upon
between EGPC and CONTRACTOR so as to ehable the
relinquishment requirements to be precisely fulfilled.

Without prejudice to Articles III and XXiIH and the last ithree
paragraphs of this Article V (a), at the end of the fourth (4" yvear of

the Exploration period, CONTRACTOR shall rclinquish the remainder
of the Area not then converted to a Development Leases.
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[t 15 understood that at the ime of any relmgquishment the areas (o
be converted mto Development Leases and which are submitted to
the Minister of Petroleum for his approval according to Article LI
(d) shall, subsect to such  approval, be deemed converted to
Development Leases,

CONTRACTOR shall not be required to relinquish any Exploraton
Block or Blocks on which a Commercial Ol or Gas  Well 1s
discovered before the period of time referred to in Article I1I (c)

given to CONTRACTOR to determine whether such Well s
a Commercial Discovery worthy of Development or 1o relinquish an
Exploratton Block in respect of which a notice of Commercial Gras
Dhscovery has heen given to BEGPC subject to BEGPU'S night to agree
on the existenee of a Commercial Dhiscovery pursuant to Article 111
(¢). and without prejudice to the requrements of Atticle 11 ().

In the cvent ar the end of the mmnal Exploranon period or cither of
the successive extension of the mitial Exploration peried. a well
is actually drilling or testing., CONTRACTOR shill be allowed up to
s1X (06) manths to cnable it to discover a Commoercial Chl or Gas Well
or 1o establisn a Commercial Piscovery, as the case mayv bc.
Howewver, any such extension of up to six (0) months shall reduce
the length of the next succecding BExploration period. as applicable,
by that amount.

(MYOLUNTARY:
CONTRACTOR may, voluntanly, durimg any period rehlinguish all
or any part of the Arca in whole Exploration Blocks or parts of
Expleration Blocks prowvided that at the hime of such voluntary
relimgquishment 1ts Exploration obligations under Article I'V (b) have
been satisfied for such period.

Any rehingushments hereunder shall be credited toward the mandatory
provisions of Article V {(a) above.
Following Commercial Discovery, EGPC and CONTRACTOR shall

mutually agree upon any area 1o be relinquished thereafter, except
tor the rehinquishment provided for above at the end of the total

Exploration pernod.
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ARTICLE VI
OPERATIONS AFTER COMMERCIAL DISCOVERY

(a) On Commercial Discovery, EGPC and CONTRACTOR may form 1n
the A.R.E. an operating company pursuant to Article VI (b} and
Annex (D) (hereinafter referred to as “Operating Company ') winch
company shall be named by mutual agreement between EGPC and
CONTRACTOR and such name shall be subject to the approval of
the Minister of Petroleum. Said company shall be a private sector
company. Operating Company shall be subject to the laws and
regulations in force in the A.R.E. to the extent that such laws and
regulations are not inconsistent with the provisions of this
Agreement or the Charter of Operating Company.

However, Operating Company and CONTRACTOR shall, tor the
purposc of this Agreement, be exempted from the following laws
and regulations as now or hereaftecr amended or substituted:

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

- Law No. 159 of 1981, promulguting the law on joint stock
companies, partnership limited by shares and limited liabihity
COMpanies;

- Law No. 97 of 1983 premulgating the law concerming public sector
orgamzations and companies;

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

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

{b) The Charter of Operating Company is hereto aitached as Annex D"
Within thirty (30) days after the date of Commercial O1l Discovery
or within thirty (30) days after signature of a Gas Sales Agreement
or commencement of a scheme to dispose of Gas (unless otherwise
agreed upon by EGPC and CONTRACTOR), the Charter shall take
effect and Operating Company shall automatically come 1nto
existence without any further procedurcs. The Exploration Advisory
Committee shall be dissolved forthwith upon the coming mto
existence of the Operating Company.
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() Nincty () days after the date Operating Compuny comes into
existence 1n accordance with paragraph (b} above, it shall prepare
a Work Program and Budget tor furtner Exploration and Development
for the rtemainder of the vear in which the Commercial Discovery 1s
made; and not later than tour (4) months before the end of the
current Financial Year {or such other date as may be agreed upon by
LGPC and CONTRACTOR) and four (4) months preceding the
commencement of cach succceding Financial Year thereaiter (or
such  other datc as may be agreed upon by LEGPC and
CONTRACTOR), Opcrating Company shall prepare an annual
Production Schedule, Work Program and Budgetr for further
Exploration and Development for the succeeding Financial Year,
The Production Schedute, Work Program and Budeer shall be
submitted to the Board of Directors for approval,

(d) Not later than the twentieth (20th) day of cach month, Opcrating
Company shatl fumish to CONTRACTOR a written estimate ot 1ts
total cash requirements for expenditure for the first half and the
sccond halt ot the succceding month expressed i U5, Dollars
having regard to the approved Budget. Such estimate shall take into
consideration any cash expectled to be on hand at month end.
Payment for the appropnate period of such month shall he made 1
the comespondent bank designated 1n paragraph {¢) below on the
first (1s1) day and fitteenth (15th) day respectively, or the next
folJowing business day, if such day 15 not a business day.

(e) Operating Company 1s authonzed to Keep at 1ts own disposal abroad in an
account opened with a correspondent bank of the National Bank of Egypt,
Cano,  the toretgn tunds advanced by CONTRACTOR. Withdrawals
lrom said account shall be used for payment for goods and services
acquired abroad and for transtcerring to a local bank in the ARE. the
required amount to meet the expenditures in Egvprtan Pounds for
Operating Company 1 connection  with  1ts  activitties  under this
Apreement.
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Within sixty (00) days after the end of each Financial Year.,
Operating Company shall submit to the appropriate exchange control
autherities in the A.R.E. a statement, duly certified by a recognized
firm of auditors, showing the funds credited to that account. the
disbursements made out of that account and the balance outstanding
at the end of the Year.

(1) It und for us long during the period of production aperations there
eX1s18 an excess capacity in facilities which can not during the period
of  such excess be used by the Operating Company or
CONTRACTOR from a Devclopment Lease(s) adjacent 1o the Area,
EGPC shall use the excess capacity if it so desires without any
financial or operational disadvantage 1o thc CONTRACTOR or
Operating Company.

ARTICLE VH
RECOVERY OF COSTS AND EXPENSES AND
PRODUCTION SHARING
(a} (1) Cost Recovery Petroleum :

Subject to the auditing provisions under this Agrcement,
CONTRACTOR shall recover quarterly all costs, expenses and
expenditures in respect of all the Exploration, Development and
related operations under this Agreement to the extent and out of
thirty percent (30%) of all Petroleum produced and saved from
all Development Leases within the Area hereunder and not used
in Petroleum operations. Such Petroleum is hereinafier referred
to as "Cost Recovery Petroleum®.

For the purpose of determining the classification of all costs,
expenses and expenditures for their recovery, the following
terms shall apply:

1. "Exploration Expenditures” shall mean all costs and
expenses for Exploration and the related portion of indirect
expenses and overhcads.
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2. “Development Expenditures” shall mean all costs and
expenses for Development  (with the exception of
Operating Expenses) and the related poruon of indirect
expenses and overheads.

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

However, Operating Expenses shall include workover, repair
and maintenance of assets but shall not include any of the
following: sidetracking, redrilling and changing of the status of
a well, replacement of assets or part of an asset, additions,
Improvements, renewals or major overhauling that exiend the
life of the asset.

Exploration Expenditures, Development Expenditures and
Operating Expenscs shall be recovered from Cost Recovery
Petroleum in the following manner:-

(1} “Exploration Expenditures”, including those accumulated
prior to the commencement of mnmitial Commercia
Production, which tor 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 percent (Z0%) per annum
starting erther in the Tax Year in which such expenditures
are mmcurred and paid or the Tax Year in which inital

Commercial Production comimences, whichever is the later
date.

{(11) “Development Expenditures’”, including those accumulated
prior to the commencement of inittial Commercial
Production which for the purposes of this Agreement shall
mean the date on which the first regular shrpment of Crude
i1l or the first delivenes of Gas are madce, shall be
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recoverable at the rate of twenty percent (20%) per
annum  starting either in the Tax Year in which such
cxpenditures are incurred and paid or the Tax Year in
which ntial Commercial Production commences,

whichcver 1s the laler date.

“Operating Expenses”, incurred and paid after the date of
initial Commercial Production, which for the purposes of
this Agreement shall mean the date on which the first
reguiar shipment of Crude (i or the first deliveries of (3as
are made, shall be recoverable cither in the Tax Year in
which such costs and expenses are incurred and paud or the
Tax Ycecar 1n which mitial Commercial Prodoction occours,

wlnchever 15 the later date.

{lv) To the extent that, n a Tax Year, costs, expenses or

expenditures recoverable per paragraphs (1), (1) and (1)
preceding, exceed the value of all Cost Recovery Petroleum
for such Tax Year, the excess shall be carried tforward for
rccovery tn the next succeeding Tax Year(s) until fully
recovercd, but 1n no case after the terrmimation of  this
Agrcement, as to CONTRACTOR.

(v) The recovery of costs and expenses, based upon the rates

referred to above, shall be allocated to each quarter
proportionately {one fourth 1o each quarter). However, any
recoverable cosis and expenses not recovered in one quarter
as thus allocated, shall be camed forward Tor recovery 1n

the next quarter.
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(2) Except as provided in Article VII (a) (3) and Article VII (e} (1),
CONTRACTOR shall each quarter be entitled to take and own
all Cost Recovery Petroleum, which shall be taken and
disposed of in the manner determined pursuant to Article VII (e).
To the extent that the value of all Cost Recovery Petroleum [as
determined in Article VII (¢)] exceeds the actual recoverable
costs and expenditures, including any carry forward under
Article VII (a) (1) (iv), to be recovered in that quarter, then the
value of such Excess Cost Recovery Petroleum shall be paid by
CONTRACTOR to EGPC ecither (i) in cash in the manncr set
forth in Article IV of the Accounting Procedure contained in
Annex “E” or (ii) in kind in accordance with Articie VII(a} (3).

(3) Ninety (90) days prior to the commencement of each Calendar
Year EGPC shall be entitled to elect by notice in writing to
CONTRACTOR to requite payment of up to one hundred
percent {100%) of EGPC's share of Excess Cost Recovery
Petroleum in kind. Such payment will be n Crude Oil trom the
Area F.O.B. export terminal or other agreed delivery point
provided that the amount of Crude Qil taken by EGPC in kind
in a quarter shall not exceed the value of Cost Recovery Crude
Oil actually taken and separately disposed of by
CONTRACTOR from the Area during the previous quarter. If
EGPC's entitlement to receive payment of i1ts share of Excess
Cost Recovery Petroleum in kind is limited by the foregoing
provision, the balance of such entitlement shall be paid in cash,

(b) Production Sharing

(1) The remaining seventy percent (70%) of the Petroleum shall be
divided between EGPC and the CONTRACTOR according to
the following shares: Such shares shall be tuken and disposed
of pursuant to Article V11 (e):



T*-f-;.:..-.u J-JJLJL Lﬁ-';(@tl'-)‘l'

VY

o Al s

{ ngﬁiﬂ.:!:-‘-"} Hw} [i.illl‘_ﬁ-‘_;l,.-.,.._,l;.__.]
VAR LS (/YY)

(UL 3 aptie g aals) LOUT 3 Cgnnsdand)
(/ V) (7 V&)

AIE AR BT U B LR B INT Pt )

WARY (7AY)
(M1 3 e o ) (SR 3 oypilady 22O00)
{7 (/S AY)
(d) 3 e dos ) (DU 3 5 pilad s des)
VAYE [/ A0)

:PW’@}”‘\

VI | E- T I W S

et ook “-1‘9-’;5-”]}
ﬁﬁJﬂk{ﬁlQLﬁJlﬁﬂéaﬂ|

(g3 b 520)
CL..J 4...5'}| uu_J.....J FEa

NN

s/

il LS 5l iy i) Gl
N T e
Sl o e 8

ot iyl Ay ) il
J—adz sl Ve e
sfo Ve - e Bl o

7l BaS 5l oyt 2l
JaTs /e Ve s
s/t - e

L] Zaad 5l o i) Ranadll

AU g/ >

LPG” Jusd! 9 paall kg j&dl - ¥

(/ Yo) (/Yo

pcdl JLl Jy =01 5L, 5Ll
E_JLE.'-*')'faJ-h ;.._...:.s-_,,ﬂ u..E.i.':.-:-r.LJ

IQUH~¢u1hUw“]

L_Jl




VY Vot i poole £ 8 (0) e sl = doan JU S0y 20

(i) Crude €)il

Crude O1l produced and
savea under this  Agrec-
ment and not used 1in Petro-
leum operations. Barrels ot
per day (BOPD) {(guarterly

AVCIaae).

That porucnh or increment
up 1o less  than 5,000
BOPD.

That portion or increment
trom 5.000 and up to less
than 10,000 BOPD.

That portion or increment
from 10,600 and up 1o less
than 25,000 BOPD.

That portion or increment
from 235000 and up to less
than 50.000 BOPD.

That portion or ncrement

from 30,000 BOPD and
above.

(ii) (xas and LPG

{ras and LPG produced and
saved under this Agree-
meTtil and not used in Petro-
lcum opcrations  (SCFD)
(quarterly average)

EGPC
SHARE

Lseventy scven

percent)
(77 Gt)

(scventy nine
percent}

(79 %)

(cighty one percent)

(81 @)

(c1ghty three perecent)

(83 %)

feighty five percent)

(85 %)

EGPC
SHARE

(scventy five
pereent)
(73%%)

CONTRACTOR
SHARE

(twenty three
percent)
( 23 ")

(lwenty one
perecent)

( 21 &)

(ninctecen percecnt)
{ 19 %)

(seventecn porcent)
( 17 %)

(fifteen percent)
{ 13 %)

CONTRACTOR
SHARE

(twenty five
pereent)
(25%)
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(2) After the end of each contractual year during the term of any

(sas Sales Agreement eniered 1nto pursuant to Article VII (e},
EGPC and CONTRACTOR (as sellers) shall render 1o EGPC
or EGAS (as buver) a statement tor an amount of Gas, 1f any,
equal to the amount by which the quantity of Gas of which
EGPC or EGAS (as buyer) has taken delivery {alls below
seventy five percent (73%) of the Contract quantities of Gas as
cstablished by the applicable Gas Sales Agreement (the
'Shortfall™), provided the Gas 15 available. Within sixty (60)
days of receipt of the statement, EGPC  or EGAS (as buyer)
shall pay EGPC and CONTRACTOR (as sellers) for the
amount of the Shortfall, if any. The Shortfall shall be included
in EGPC's and CONTRACTOR's enfitlement to (Gas pursuant
to Article VII (2) and Article VII (b) in the fourth (4™ quarter
of such contractual year.

Quantities of Gas not taken but to be paid for shall be recorded
in a separate “Take-or-Pay Account”. Quantities of Gas ("Make
Up Gas™) which are delivered 1n subsequent vears 1n excess of
seventy five percent (75%) of the contract quantities of Gas as
established by the applicable GGas Sales Agreement, shall be set
agamst and reduce quantities of Gas 1n the “Take-or-Pay”
account to the extent thereof and, to  that extent, no payment shall
be due 1n respect of such Gas. Such Make Up Gas shatl not be
included in CONTRACTOR's entitlement to (Gas pursuant to
Article VII (2) and (b). CONTRACTOR shall have no rights
to such Make Up Gas.

It at the end of any Confract year, EGPC and CONTRACTOR
(as sellers ) fail to deliver seventy five percent (75%) of the annual
contract quantity of (Gas as defined 1n 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 pas quantity delivered shall be referrcd 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 priced at nincty
percent (Y0%) of the Gas price as defined 1n the Gas Sales

Agreemenit.

The percentages set forth in Article VII (&) and (b) in respect of
LPG produced trom a plant constructed and operated by or on
behalf of EGPC and CONTRACTOR shall apply to all LPG

available for delivery.
(c) Valuation of Petroleum:

(1) Crude Oil:

(1) The Cost Recovery Crude Oil to which CONTRACTOR s
entitled  hereunder shall be  wvalued by EGPC  and
CONTRACTOR at "Market Price” for each calendar guarter.

(1) "Market Price” shall mean the weighted average prices
realized trom sales by EGPC or CONTRACTOR during the
quarter, whichever ts higher, provided that the sales to be
uscd in armving at the weighted average(s) shall be sales of
comparable guantifies on comparable credit terms in {reely

convertible currency from F.O.B. point of export sales to

non-affiliated companies at arm's length under all Crude Ol
sales contracts then in effect, but excluding Crude Oil sales

contracts involving barter and,

([} Sales. whether direct or indirect, through brokers or
otherwise, of EGPC or CONTRACTOR to  any
Aftiliatcd Company.
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(2) Sales involving 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 oil sales.,

(111} It 18 understood that in the case of “C.ILF.” sales, appropriate
deductions shall be made for transport and insurance charges
to calculate the F.O.B. point of export price; and always
taking into account the appropriate adjustment for quality of
Crudc Oil, freight advantage or disadvantage of port of
loading and other appropriate adjustments. Market Price shal

be determined separately for each Crude Oil or Crude Oi
mix, and for each port of loading.

(iv) If durning any calendar quarter, there are no such sales by
EGPC and/or CONTRACTOR under the Crude Oil sales
contracts 1n effect, EGPC and CONTRACTCR  shall
mutvally agree upon the Market Price of the barrel of Crude
(nl 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
Meditestanean Area), which are regularly sold in the open
rmarket according to actual sales contracts terms but excluding
paper sales and sales promises where no crude oil is
delivered, to the extent that such sales are effected under such
terms and conditions (excluding the price) not significantly
different from those under which the crude oil to be valued,
was sold, and always taking into consideration appropriate
adjustments for crude oil quality, freight advantage or
disadvantage of port of loading and other appropriate
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(v)

T N l—

adjustments, as the case may be, for differences in gravity,
<ulphur, and other factors generally recognized by sellers and
purchasers, as reflected in crude prices, transportation ninety
(90) days insurance premiums, unusual fees borne by the
seller. and for credit terms in exc¢ess of sixty {(60) days. and
ithe cost of loans or suaruntees granted for the benefit of the

sellers at prevailing intercst rates.

It is the intent of the Parties that the value of the Cost
Recovery Crude Ol shall reflect the prevailing market price

{or such Crude O,

If either EGPC or CONTRACTOR considers that the Market
Price as determined under sub-paragraph (11} above does not
reflect the prevailing Market Price or in the event EGPC and
CONTRACTOR fail to agree on Marker Price for any Crude
Oil produced under this Agreement for any quarter within
fiftcen {15) days after the end thereof, any party may
clect at any ume thercafier 1o submit o a single artnirator

the question, what single price per barvel, in the arbitrators

judgment, best represents for the pertinent quarter the Market

Price {or the Crude Oil in question. The arbitrator shali make
his determination as soen as possible following the quartcer n
question. His determination shail be final and binding upon
all the parties. The arbitrator shall be selected in the manner

described helow.
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In the event EGPC and CONTRACTOR fail to agree on the
arbitrator within thirty (30) days from the date any p&rty
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 to 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
both of EGPC and CONTRACTOR. Copy of such
application by one of them shall be promptly sent to the other.

The arbitrator shall be as nearly as possible «# person with an
established reputation in the international petroleum industry as
an expert in pricing and marketing crude oil i international
commerce. The arbitrator shall not be a citizen of a country
which does not have diplomatic relations with both the A.R.E.
and Russia. Hc may not be, at the time of selection, employed
by, or an arbitrator or consultant on a continuing or frequent basis
to, the American Petrolcum Institute, the Organization of the
Petroleum Exporting Countries or the Organization of Arab
Petroleum Exporting Countries, or a consultant on a continuing
basis to EGPC, CONTRACTOR or an Affiliated Company of
either, but past occasional consultation with such companies,
with other petroleum companies, governmental agencies or
orgamzations shall not be & ground for disqualification. He may
not have been, at any ume during the two (2) years before
selection, an employee of any petroleum company or of any

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

The arbitrator shall make his determination in accordance with
the provisions of this paragraph, based on the best evidence
availlable to him. He will review oil sales contracts as well as
other sales data and mformation but shall be frec to evaluate
the extent o which any contracts, data or information is
substantiatcd or perunent. Representatives of EGPC  and
CONTRACTOR shall have the right to consult with the
arbitrator and furmish him  written materials provided the
arbitrator may impose reasonable limitations on this right.
EGPC and CONTRACTOR cach shall cooperate with the
arbitrator 1o the fullest  extent and each shall insure such
cooperation of 118 trading companics. The arbitrator shall be
provided access to crude ofl sales contracts and  related data
and information which EGPC and CONTRACTOR or their
trading companies are able to make available and which in the
judgment of the arbitrator might aid the arbitrator in making a
valid determination.

(v1) Pending Market Price agreement by EGPC and CONTRACTOR

or determunation by the arbatrator, as  applicable, the Market
Price agreed tor the quarter preceding the quarter in question
shall remain temporartly in effect. In the event either EGPC or
CONTRACTOR should incur a Joss by virtue of the temporary
continuation ot the Market Price of the previous quarter, it shall
promptly be reimbursed such loss by the other party plus
simple imterest at the [LIBOR plus two and one-hall’ percent
(2.5%) per annum rate provided for i Article TV {f} 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)

(11)

The Cost Recovery and Production Sharing Gas Price will be
agreed upon between CONTRACTOR and EGPC or EGAS
after the Commercial Discovery and before converting an area
(o a development lease(s) according to the average prevailing
Gas price of the Mediterranean region at that time. Except Gas
for export (LNG), 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
Butanc at the outlet of such LPG plant according to the
following formula (unless otherwise agrecd between EGPC and

CONTRACTOR):

PLPG = 0.95PR-(J x 0.85 X K }
42 96 < 10°

Where:

PLPG = LPG price (separately determined for Propane and

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

PR

The average over a period of a month of the figures
representing the mid-point between the high and low
prices in U.S. Dollars per metric ton quoted in
“Platt’s LPGaswire” during such month for Propane
and Butane FOB Ex-Ref/Stor. West Mediterrancan.

I= BTU's removed from the Gas streamn by the LPG plant
per metnc ton of LPG produced.
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F = & valuein U.S. Dollars per metric ton of the crude
otl of Gulf of Suecz Blend "FOB Ras Shukhen”
A.R.E. calculated by referring to "Plat’s Oilgram
Price Report” during a month under the heading
"Spot Crude Price Assessment for Suez Blend”. This
value reflects the tofal averages of the published low
and high values for a Barrel during such month
divided by the number of days n such month for
which such values were quoted. The value per metric
ton shall be calculated on the basis of i conversion
Factor 1o be agreed upon annually between EGPC and
CONTRACTOR.

En the cvent that “"Plact's LPGaswire™ 15 1ssucd on
certain days during 2 month but not on others, the
value of (PR) shall be calculated vsing only those
1ssucs which are published during such month. In the
event that the value of (PR) cannot be determined
because “Platt’s LPGaswire™ 15 not  published w all duning
4 month, EGPC and CONTRACTOR shall meet and
agree to the  value of (PR) by reference 1o other
published souwrces. [n the event that there are no such
other published scurces er il the value of (PR) cannot
be determined pursuant to the foregoing for any
olher reason, EGPC and CONTRACTOR shall meet
and agree the vaiue of (PR) by reference to the value
of LPG (Propane and Butane) delivered FOB from
the Mediterranean Area.

Such valuation of LPG s based upon delivery at the
delivery point specified in Article VII {e) (2) (111).

(111) The prices of Gas and LPG so calculated shall apply during the
same month.
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(iv) The Cost Recovery and Production Shares of Gas and LPG
disposed of by EGPC and CONTRACTOR other than to EGPC
or EGAS pursuant to Article VII (e)shall be valued at their
actual realized price.

(d) Forecasts:

Operating Company shall prepare (not less than ninety (90) days
prior to the beginning of each calendar semester following first

regular production) and furnish in writing 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 oil and gas industry practices.

Operating Company shall endeavor 1o produce each calendar
semester the forecast quantity. The Crude Oil shall be run 10 storage
tanks or offshore loading facilities constructed, maintained and
operated according to Government Regulations, by Operating
Company 1n which said Crude Oil shali be metered or otherwise
measured for royalty, and other purposes requircd by this
Agreement. Gas shall be handled by Operating Company in
accordance with the provisions of Article VII (e) .

(¢) Disposition of Petroleum:

(1) EGPC and CONTRACTOR shall have the right and the
obligation to separately take and freely export or otherwise
dispose of, currently all of the Crude Oil to which each is
cntitled under Article VI (a) and (b). Subject to payment of
stims due to EGPC under Article VII {(a) (2) and Article IX,
CONTRACTOR shall have the right to remit and retain abroad

all funds acquired by 1t including the proceeds from the sale of
1ts share of Petroleum.
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Notwithstanding anything to the contrary under this Agreement,
priority shall be given to meet the reguirements of the A.R.E.
market from CONTRACTOR's share under Article VI1I (b) of
the Crude Oil produced from the Area and EGPC shall have
the preferential right to purchase such Crude Oil at a price to be
determined pursuant to Article VII (c). The amount of Crude
O1f so purchased shall be a portion of CONTRACTOR's share
under Article VII (b). Such amount shall be proportional to
CONTRACTOR's share of the total production of crude oil

trom the concession areas in the A.R.E. that ar¢ also subject to
EGPC's preferential right to purchase. The payment for such
purchased amount shall be made by EGPC 1in U.S. Dollars or in

any other freely convertibie currency remittable by
CONTRACTOR abroad.

It is agreed upon that EGPC shall notity CONTRACTOR, at
least forty-five (43) days prior to the beginning of the Calendar

Semester, of the amount to be purchased during such semester
under this Article VII {e) (1).

(2) With respect to Gas and LPG produced from the Arvea;

(1) Prionty shall be given to meet the requirements of the local
market as determmed by LGPC.

(11) In the event that EGPC or EGAS 1s to be the buyer of Gas,
the disposition of Gas to the local markets as indicated
above shall be by virtue of long term Gas Sales Agreements
to be cntered into between EGPC and CONTRACTOR (as
sellers) and EGPC or EGAS (as buycr),

EGPC and CONTRACTOR (as sellers) shall have the

obligation to deliver Gas to the following point where such

(Gras shall be metered for sales, rovalty, and other purposcs

required by this Agreement:

(a) In the event no LLPQG plant 1s constructed to  process
such Gas, the dclivery point shall be at the flange
connecting the Lease pipeline to the nearest pomnt on
the  National Gas Pipehine Grid System as depicted in
Annex "F" hereto, or as otherwise agreed by EGPC
and CONTRACTOR.
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(b) In the event an LPG piant is constructed to process
stich 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
suitable for transport of the processed Gas from the
LPG Plant outlet to the nearest point on the National
Gas Pipeline Gnd System as depicted in Annex "F" hereto,
or otherwise agreed by EGPC and CONTRACTOR.
Such pipeline shall be owned in accordance with
Article VI (a) by EGPC, and its cost shall be
financed and recovered by CONTRACTOR as
Development Expenditures pursuant to Article VI

(iii) EGPC and CONTRACTOR shail consult together to

determine whether to build an LPG plant for recovening
LLPG from any Gas produced hereunder. In the event EGPC
and CONTRACTOR decide to build such a plant, the
plant shall, as is appropriate, be in the vicinity of the pomt
of delivery as determined in Article I and Article VII(e)Z2 (u1).
The delivery of LPG for, royalty and other purposes requitred
by this Agreement shall be at the outlet of the LPG plant.
The costs of any such LPG plant shall be recoverable m
accordance with the provisions of this Agreement unless
the Minister of Petroleum agrees to accelerated recovery.

(iv) EGPC or EGAS (as buyer) shall have the opuon to clect,

by ninety (90) days prior wrtten notice to BEGPC and
CONTRACTOR (as sellers), whether payment for the (Gas
which is subject 10 a4 Gas Sales Agreement between EGPC
and CONTRACTOR (as sellers) and EGPC or EGAS (as

buyer) and LPG produced from a plant constructed and
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operated by or on behalf of EGPC and CONTRACTOR, as
valued 1n accordance with Article VEH (¢), and to which
CONTRACTOR is entitled under the Cost Recovery
and Production Shanng provisions of Article VII of this
Agcreement, shall be made 1) in cash or 2) 1n kind.

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

abroad.

Payments in kind shall be calculated by converting the val-
ue of Gas and LPG to which CONTRACTOR 1s entitled
into equivalent barrels of Crude Oil to be taken concurrent-
ly by CONTRACTOR tfrom the Area, or to the exient that
such Crude Ol 1s msuificient, Crude Oil from CONTRAC-
TOR's other concession areas or such other areas as may
be agreed. Such Crude Oil shali be added to the Crude Oil

that CONTRACTOR 1s otherwise entitled to lift under this
Agreement. Such equivalent barrels shall be calculated on

the basis of the provisions of Article ViI (¢} relaung 1o the
valuation of Cost Recovery Crude Oal,

Provided that:

(aa) Payment ol the value of Gas and LPG shall atways be made
in cash 1n U.S. Dollars  remittable by CONTRACTOR
abroad to the extent that there is insufficient Crude Ol
available for conversion as provided for abowve;

(bb) Payment of the value of Gas and LPG shall always be
made 1n kind as provided for above (0 the extent that
payments in cash are not made by EGPC.
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Payments to CONTRACTGR (whether in cash or kind), when
related to CONTRACTOR's Cost Recovery Petroleum,  shiall
be  meluded in CONTRACTOR's Statement of Recovery
of Cosis and of Cost Recovery Petroleum refened to in Artlicle
[V of Annex "E" of this Agreement.

(v) Should EGPC or EGAS (as buyer) fail to enter into a long-term
Gas Sales Agreement with EGPC and CONTRACTOR (as
sellers) within four {4) vears {rom a notice of Commercial Gas
Discovery pursuant to Article 111, EGPC and CONTRACTOR
shall have the right to take and freely dispose of the quanuty of
Gas and LPG in respect of which the notice of Commercial

Inscovery is given by exporting such Gas and LPG.

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

(vi1) In the event EGPC and CONTRACTOR agree 1o accept new
Gas and LPG producers to join in an ongoing exporl project,
such producers shall have ta contnbule a fair and equitable
share of the investment made,

(vil1) (aa) Upon the expiration of the four {4) year period referred to
n Arucle VIT (0) (2) (v, CONTRACTOR shall have the
obligation 10 exert its rcasonable efforts to find an export
market for Gas reserves.

(0b) In the cvent at the end of the four {4) year period referred
to under Article VIU (&) (2) {v), CONTRACTOR and
LGPC have oot entered inte a Guas Sales Agreement,
CONTRACTOR shall rewin ns rights to such Gas
resetves for o further period of up to four (4) vears,
subject to Articie VH (¢} (2} (vii} (cc), during which
period EGPC shall attempt to  find a market for Gus
TESCTVES.
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(cc) In the event that CONTRACTOR 1s not exporling the Gas

and CONTRACTOR has not cntered into a Gas Sales
Agreement pursuant to Article VH (¢) (2) prnor (o the
expiry of eight {8) years from CONTRACTOR s notice of
Commercial  Gas  [hscovery, CONTRACTOR  shall
surrender the as reserves 1n respect ol which such notice
has been given. It being understood that CONTRACTOR
shall, al any time prnior 1o the expiry of such eight (8) vear
period, surrcnder the Gas reserves, 1f CONTRACTOR s
not exporting the Gas and CONITRACTOR does not
accept an offer of a Gas Sales Agreement from EGPC
within s1x (6) months from the date such oller 15 made
provided that the Gas Sales Agreement offered to
CONTRACTOR shall take into consideration the relevant
lechnical and cconomuc factors to enable a commercial
contract mcluding:

A sufficient delivery rate.

Delivery pressure to enter the Natonal Gas Pipeline Grid
System dt the point of delivery.

Dehvered Gas gqualiiy specificaions not more stringent
than those mmpesed or required lor the National Guas
Pipeline Gnid System.

The Gas prices as specified 1in this Agreement.

{dd) In the event that CONTRACTOR has not entered into a

Gas Sales Agreement pursuant to Artcle VIL {e) (2) or
othcrwise found an acceprable scheme for commercial
disposal of such Gas, at the ttme of the expiration of eight
(8) years from CONTRACTOR s notice of Commercial
Discovery of Gas or falling agreement with EGPC on gas
disposal at the expiration of eight (8) years , CONTRACTOR
shall surrender to BEGPC such Development Lease {s)
which Gas discovery 1s made.
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(ix) CONTRACTOR shall not be obligated to surrender a
Development Lease based on a Commercial Gas Discovery, 1f
Crude Oi! has been discovered in commercial guanfitics n the
samme Development Lease.

() Operations:

If following the reversion to EGPC of any rights to Crude Ohl
hereunder, CONTRACTOR retains rights to Gas 1 the samc
Development Lease, or if, following surrender of rights to  Gas
hereunder, CONTRACTOR retains rights to Crude Oi] 1n the same
Development Lease, opcrations to explore for or exploit the
Petroleum,the rights to which have reverted or been surrendered
(Oi] or Gas as the case may be) may only be cuarried oul by
Opecrating Company which shall act on behali of EGPC alonc,
unless CONTRACTOR and EGPC agree otherwise.

(g) Tanker Scheduling:

At a reasonable time prior to the commencement of Commercial
Production EGPC and CONTRACTOR shall mect and agree upon a
procedure lor scheduling tanker liftings from the agreed upon pom
of export.

ARTICLE VHI
TITLE TO ASSETS

(a) EGPC shall bccome the owner of all CONTRACTOR acquired and
owned assets which assets were charged to Cost Recovery by
CONTRACTOR in connection with the operations carned out by
CONTRACTOR or Operating Company in accordance with thc
following:

{1) Land shall become the property of EGPC as soon as it 1s
purchased.
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(2) Tide to fixed and mowvable assets shall be  transferred
automatically and gradually from CONTRACTOR to EGPC as
they become subject to recovery in accordance with the
provisions of Article VII; however the full title to  fixed and
movable assets shall be transterred awtomatically  from
CONTRACTOR 10 EGPC when i1ts total cost has been
recovered by CONFRACTOR 1n accordunce with  the
provisions of Article VII or at the ume of termination of this
Agreement with respect to all asscts charecuble to the

operations whether recovered or not, whichever first occurs.

The book value of the assets created during cach calendar quarler
shall be communicated by CONTRACTOR 10 EGPC or by
Operating Company to [:GPC and CONTRACTOR  within thiry
(30) days of the end of each quarter.

(b) During the term of this Agreement and the renewal period EGPC,

{c)

CONTRACTOR and Operating Company are entitled to the full use
and cnjoyvment of all fixed and movable asscts referred to above in
conncction with operations hercunder or under any other  Petreleum
concession  agreement entered nto by the Partics. Proper
accounting adjustment shali be made. CONTRACTOR and EGPC
shall not dispose of the sume except with agreement of the other.

CONTRACTOR and Opecrating Company may freely import into
the A.R.E., use thcrem and freely export at the end of such use,
machinery and equipments which they cither rent or lease 1n
accordance with good industry practices, including but not limited (e

the lease of computer hardware and software.
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(b)

ARTICLE IX
BONUSES

CONTRACTOR shall pay to BEGPC as a signature bonus the sum of
one milhon (1,000,000) U.S. Doitars on the Effective Date.

CONTRACTOR shall pay to EGPC the sum of two milbon
(2,000,000) 11§, Doliars as a produciion bonus when the total

average daily production tfrom the Area first reaches the rate ot ten

thousand (10,000) Barrels of oil per day or cquivalent for a period of
thirty (30) consecutive producing days. Payment will be made within

fiftcen (15) days therealter.

CONTRACTOR shall zlso pay to EGPC  the additional sum of
four mithion (4,000,000} U.8. Dollars as a production benus when
the total average daily production from the Area hirst reaches the rate
of twenty Nive thousand (25,000) Barrels of 01l per day or equivaient
for a penod of thirty (30) consecutive producing days. Payment will

be made within fitteen {(15) days thereafter.

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

gight million {8,000,000) U.S. Dollars as a production bonus when
the total average daily production frem the Area tirst reaches the rate
of [1{ty thousand (30,000) Barrels of o1l per day or cquivalent for a
period of thirty (30) consecutive producing days. Payment will be

made within fifteen (15) days thereuiter.
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(e) CONTRACTOR shall also pay to EGPC the additional sum of ten rmillion
(10,000,000) U.5. Dollars as a production bonus when the total

average daily production from the Area first reaches the rate of one

hundred thousand (100.000) Barrels of o1l per day or equivalent for
a pentod of thirty (30) consccunve producing days. Payment will be

made within fifteen (13) days theratater.

(f) CONTRACTOR shall pay to EGPC as a bonus the sum of {ive
hundred thousand (500,000) U.5. Doliars on the date of the approval
lo enter mnto the live (3) years exiension period pursuant 1o Article

11T paragraph (d) {3) {bb).

(g} Al the above mentioned bonuses shall in no event be recovered by

CONTRACTOR

(h} In the event that EGPC clects to develop any part of the Arca

pursuant te the sole risk provisions of Articte I (¢) (1v), production

from such sole risk area shall be considered for the purposcs of this

Articie IX only 1If CONTRACTOKR exercises its option 1o share m

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

(1) Gas shall be taken into account for purposes of determining the total
average datly production from the Arca under Article IX (b-¢) by
converting daily Gas delivered into equivalent barrels of daily Crude

Oil production in accordance with the following formula:

The following formula shall be applied for equivalent barrels of (ias:

MSCHE x H x 3.167 = egquivalent! bairels of Crude (hl
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where

MSCF = one thousand Standard Cubic Feet of Gas.

F{ = the number of millhon  Brittsh Thermal Units
(BTU's per MSCF).

ARTICLE X
OFFICE AND SERVICE OF NOTICES

CONTRACTOR shall maintain an office in A.R.E, at which notices shali

be validly scrved.

The General Manager and Deputy Genceral Manager shall be entrusted by
CONTRACTOR with sufficient power to carry out immediately all
local wntten directions given to them by the Government or its representatives
under the terms of this Agrecment. All lawful regulations 1ssued or
hereafter to be 1ssued which are applicable hercunder and not in conllict
with this Agreement shall apply to the duues and activitics of the

Ceneral Manager and Deputy General Manager.

Al matters and notices shall be deemed to be validly scrved which are
dehivered to the office of the General Manager or which arc sent to him
by registered mail (0 CONTRACTOR's office 1n the A.R.E.

All matters and notices shall be deemed (0 be validly served which aic
delivered to the office of the Chairman of EGPC or which are sent to

him by registered mail at EGPC's main office in Cairo.
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ARTICLE XI
SAVING OF PETROLEUM AND PREVENTION OF LOSS

(a) Operating Company shall take all proper measurcs. according to
generally accepted methods in use in the oil and gas industry to
prevent loss or waste of Petroleum above or under the ground in any
form during drilling, producing, gathering, and distributing or
storage aperations. The GOVERNMENT has the right to prevent
any opcratton on any well that 11 mght reasonably ¢xpect would

result in Joss er damage to the well or the Oil or Gas ficld.

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

ascertamed.

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

(d) Operating Company shall record data rcgarding the quantities  of
Petroleurn and water produced monthly from each Development
Lease. Such data shall be sent to the GOVERNMENT or its

representative on the special forms provided for thal purpose within
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thirty (30) days after the data are obtained. Datly or weekly statistics
regarding the production from the Area shall be available at all

rcasonable times for examination by authorized representatives of
the GOVERNMENT,

(e) Daily drilling records and the graphic logs of wells must show the
quantty and type of cement and the amount of any other materials
uscd i the well for the purposc of protecting Petroleum, gas bearing

or fresh water strata.

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

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

ARTICLE XTI

CUSTOMS EXEMPTIONS

(a) EGPC. CONTRACTOR and Operating Conipany shall be permitted
o import and shall be exempted from customs duties, any taxes,
levies or fees (including fees imposed by Ministerial Decision No. 254
of 1993 1ssued by the Mimister of Finunce, as now or hercalter
amended or substituted) of any nature and from the importation rules
with respect to the importation of machinery, equipment, appliances.
musterials. iterns, means of transport and transportation (the exemption
from taxes and dutics {or cars shall only apply (o cars to be used in
operanions}. cleetric appliances, air conditioners for  offices. ficld
housimg and facilitics, electronic appliances, computer hardware and

soltware, as well as spare  parts required for any of the imported
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(b)

nems, all subject to a duly approved certificate 1ssued by the
responsible representative nominated by EGPC for such purpose,
which states that the imported 1items are required for conducting the
operatons pursuant o this Agreement. Such certificate shall be
fimal and binding and shall automatcatly result 1n  the
importation  and the exemption without any further approval, delay

OfF Pl‘DCCdLll'E.

Machinery, eqguipment, applhiances and means of transport and
transportatton  1mported by LEGPCs, CONTRACTOR's and
Operating Company's contractors and sub-contractors temporarily
cngaged in any activity pursuant to the operations which are thc
subject of this Agreement, shall be cleared under the "Temporary
Release System” without  payvment of customs duties, any taxes,
levies or fees {(including fees imposed by Mimsterial Decision No.
234 of 1993 1ssued by the Mmister of Finance, as now or herealler
amended or substituted) of any nature, upon presentation ot a duly
approved certificate 1ssued by an LGPC responsible representative
nominatcd by EGPC {or such purpose which states, that the imported
itcms are required for conducting the operations pursuant to this
Agreement. Items (excluding cars not 1o be used in operations) set
oul 1 Anrticle XII (a) imported by EGPC's, CONTRACTOR s and
Operating Company's contractors and sub-contractors for the
aforesaid operations. in order 1o be installed or used permanently or
consumed shall meet the conditions for exemption set forth in
Article XII (a) after being duly certificd by an EGPC responsible
representative {o be uscd for conducting operattons pursuant to this

Agreement.
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i) The expatriate cmployees of CONTRACTOR, Qperating Company
and thewr contractors and sub-contractors shall not be entitled 10 any
cxempuions from customs duties and other ancillary taxes and
charges except within the limiis of the provisions of the laws and
regulations applicable 1in the A.R.E. However, personal houschold
gouds and furniture (including one (1) car) for each expatriate
employee of CONTRACTOR and / or Operating Company shall be
cleared under the "Temporary Release System” (without payment of
any customs dutics and other ancillary laxes) upon presentation of
a lctter o the appropriate customs guthorities by CONTRACTOR
or Operanng Company approved by an EGPC responsible representative
that the imported items are imported for the sole use of the expatriate
employee and his  Tamily, and that such imported iierms shall he
re-exported  outside the ARE. upon the repamtation of the
concerncd cxpatridte emplovee.

td) Ttrems imported into the A RE. whether exempt or not exempt from
customs duties and other ancillary taxes and charges hereunder,
may be exporied by the importing party at any time after obtaining
EGP('s approval, which approval shall not he unreasonably
withheld. without any export duties, tuxes or charges or any taxes or
charges Irom which such items have been already exempt. being
applicable. Such items may be sold within the A .R.E. after obtaining
the approval of EGPC which approval shall not be unrcasonably
withhield. In this event. the purchaser of such items shall pay all
applicable customs duties and other ancillary taxes and charecs
according to the condition and value of such items and the tariff
apphicable on the date of sale, unless such items have already been
sold to an Atfihiaied Company of CONTRACTOR, it any, or EGPC.
having the same exemption, or unless title 1o such jlems (cxcluding
cars not used 1 operations) has passed to EGPC.
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In the cvent of any such sale undcer this paragraph (d), the procecds

from such sale shatil be divided 1n the following manner:

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

(e} The exempuon provided tor in Arucle XII {a) shall not apply to any
imported ttems when 1tems of the same or substantially the same
kind and guality are manufactured locally meecting CONTRACTOR's
and/or Qperating Company's specifications for quality and safety
and are available for timely purchase and delivery in the ALRE. at a
price not higher than ten percent (10%) of the cost of the mmported
iem, before customs duties but after freight and imsurance costs af

any have been added.

(1) CONTRACTOR, EGPC and 1heir respective buyers shall have the
rght 1w freely export the Peuoleum produced from the Area
pursuant to this Agreement; no Iicense shall be required, and such
petroleum shall be exempted from any customs duties, anv taxes,
levies or any other imposts n respect of the export of Petroleum

hereunder.

ARTICLE XIH

BOOKS OF ACCOUNT : ACCOUNTING AND PAYMENTS
ta) EGPC, CONTRACTOR and Operaung Company shall cach maintain

At  their business oftices in the A.R.E. books of account. 1n
accorduance with the Accounting Procedure in Ammex "E" and
accepled accounting practices gencrally used in the petrolecum
industrv, and such other books and records as may be necessary 1o
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show the work performed under this Agreement, including the
amount and value of all Petroleum produced and saved hereunder,

CONTRACTOR and Operating Company shall keep their books of

account and accounting records in United States Dollars.

Operating Company shall tfurmish to the GOVERNMENT or its
representanves monthly returns showing the amount of Petrolewm
produced and saved hereunder. Such returns shall be prepared i 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 designaled deputy and dehivered to the
GOVERNMENT or its representative within thirty (30) days after

the end oi the month covered 1n the return.

(b) The aforesaird books of account and other books and records reterred

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

duly authornzed representatives of the GOVERNMENT.

(¢Yy CONTRACTOR shall submut to EGPC a Profit and Loss Statement
of its Tax Year not later than four (4) months after the commence-
ment of the tollowing Tax Year to show its net profit or loss from

the Petroleum operations under this Agreement for such Tax Year.

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

accouniing birm.
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ARTICLE XI1V¥
RECORDS, REPORTS AND INSPECTION

(2) CONTRACTOR and / or Operating Company shall prepare and, at all
times while this Agreement is in force, mamtain accurate and current
records of its operations in the Arca. CONTRACTOR and / or Operuting
Company shall furnish the GOVERNMENT or its representative, In
conformity with applicable regulations or as the GOVERNMENT
or its representative may reasonably require information and data
concerning its operations under this Agreement. Operating Company
will perform the functions indicated in this Article XIV in accordance

with its role as specified in Articte V.

() CONTRACTOR and/or Operaling Company shall save and Keep for
a reasonable period of time a representative poertion of each sample
of cores and cuttings taken from drilling wells, to be disposcd of, or
forwarded 0 the GOVERNMENT or its representative 1 the
manner directed by the GOVERNMENT. All samples acquired by
CONTRACTOR and/or Operating Company tor their own purposes
shall be considered available for inspection at any reasonable tme

by the GOVERNMENT or its representatives.

(c) Unless otherwise agreed to by EGPC, in case ol exporting any tock
sumples outside A.R.E., samples equivalent in size and quality
shall, before such cxportation, be delivered 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, that magnetic tapes and any other data
which must be processed or analyzed outside the AR E. may be
exporled if a monitor or a comparable rccord, if avarlable, 1s
maintained in the A RE. and provided that such exports shall be
repatrizied to A.R.E. promptly following such processing or analysis

on the understanding that they belong to EGPC.

During the period CONTRACTOR s conductimg the Exploration
operations, EGPC's duly authorized representalives or  cmployees
shall have the night to full and complete access 1o the Arca at all
reasonable times with the right 10 observe the operations bcing
conducted and to inspect all assets, records and data kept by
CONTRACTOR. EGPC's representative, tn exercising its rights under
the preceding sentence of this paragraph {e), shall not wnterfere with
CONTRACTOR's operations. CONTRACTOR shall provide EGPC
with copies of any and all data (including. but not hmited 1o,
ceological and eeophysical reports, logs and well surveys)
- Cormalion and interpretation of such data, and other information in

TONTRACTOR'S possession.

o urpose of  obtaiming new  olfers, the GOVERNMENT

o LGPC may, after the fourth (4" year of the Exploration

. the date of termination of this Agrecment, whichever is the
oo wew any other party uninterpreted basic geophysical and

41 Jdata (such data to be not less than one (1) vear old unicss



Y. .t lu e g {_J(c._;'..‘r}’\- st — daw Jl 3 A VYA

La81 Ll sl e 3oy J313 28 e JHGL i I L (V) asly i
&TujLﬂ-i—L“a.SIJhii—E—”JLﬂMjmdglh ( Jpias o f0
Ll o1 Lo dpad L i Dl 0b L ol e 3T G0 ol (2
R N AT U AR T AV 71 U OO [ BT ET P SRISEEIN P S B

M e (V) el Ll b es pde SULLT Wl SOl U« Leis

( g Suaintdf SaLL 1)

2 puadl e o G,
J_,.bdio_cﬁiﬂi_prl_,.adjgjﬂiuiw J-.JLSULJ Ad grmnnd | B JJLﬁ|M
iglly de ySET aypar adey - LA Ly o T Condl Sl ed Bl Sty
S i Lo e L s i i ) 2N G060 e Lagio o

(et Sl | Bl )

Aasiafl i ol jluds!
0§ pipga dalill J1 il 4 G L p U Ly o onio sl de S0 E il
Sy Lamd gdaldl SN L) S Lg__._i;_;_,.?:"‘_,_:‘J|QL=J.a.JJ|ETl_,.‘¢(_,J1F; A3 LY
LI RPS ) SV PR Vhp{ I PO U6 TERP TR I UCS, | FRCT DYUO [P on { LA W D

il ] 59ad ! o daally T a2l ol Jylall crlyoly o Fdeasay ol o



\ v a T--Ll.‘....uu.u;l.af-,_ri(@b‘)\-:J.-Jlﬂi.,_.a....-_‘,.'|i..l..n‘_,.=!-|

CONTRACTOR agrees to a shorter period, which agreement shall
not be unreasonably withheld) with respect 10 the Area, provided
that the GOVERNMENT and / or EGPC may at any time show
another party such data directly obtained over or acquired from thosc

parts of the Area which CONTRACTOR has relinquished us long as

such data i1s at least one (1) vear old.
ARTICLE XV
RESPONSIBILITY FOR DAMAGES

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

such operations.
ARTICLE XVI
PRIVILEGES OF GOVERNMENT REPRESENTATIVES

Duly authorized representatives of the GOVERNMENT Shﬁll have
access to the Area covered by this Agreement and to the Operations
conducted thereon. Such representatives may examine the books, regisiers
and records of EGPC, CONTRACTQOR and Operating Company and
make a reasonable number of surveys, drawings and tests for the purpose
of cnforcing this Agreement. They shall, for this purposc, be entitled to make

reasonable use of the machinery and instruments of CONTRACTOR or
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Operating Company on the condition that no danger or impechment o
the operations hereunder shall arise directly or indirectly from such use.
Such representatives shall be given reasonable assistance by the agents
and employees of CONTRACTOR or Operating Company 50 that none
of the activities shall endanger or hinder the safety or efficiency of the
operations. CONTRACTOR or Operating Company  shail offer such
represchtatives all privileges and factliies  accorded to its own
cmployees in the field and shall provide them, free of charge, the use of
reasonable office space and ol adequately furnished housing while they
are in the field for the purpose of facilitating the objectives of this
Article. Without prejudice to Article X1V (¢} any and all informatton
obtained by the GOVERNMENT or its representatives under this
Article XV shull be kept contidential with respect to the Area.

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

(a) It is the desire of EGPC and CONTRACTOR that operations
hereunder be conducted in a business-like and eificient manner.

(1} The expatriate administrative, professional and technical personnel
emploved by CONTRACTOR or Opcrating Company and the
personnel of its contractors for the conduct of the operations
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, passportt, visa and employment regulations of the
ARE., shall be applicable to all alien employees of
CONTRACTOR working in the AR .E.
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(2) A minimum of twenty-five percent (25%) of the combined
salaries and wages of each of the expatriate administrative,
professional and  technical personnel employed Dby

CONTRACTOR or Operating Company shall be paid monthly
in Egyptian Currency.

(b) CONTRACTOR and Operating Company shall each select its
empioyces and determune the number thereol, to be used for

operations hereunder.

(c) CONTRACTOR, shall after consultation with EGPC, prepare and
carry out specialized traming programs for all its AR E, emplovees
engaged in operations hereunder with respect to  applicable aspects
of the petroleum industry, CONTRACTOR and Operating Company
undertake to replace gradually their non-exccutive expatniate staff by

qualificd naticnals as they are available.

(d) Duning any of the Exploration phases, CONTRACTOR shall give
mutually agreed numbers of EGPC emplovees an opportunity to
attend and participate 1n CONTRACTOR's and CONTRACTOR's
Aftfihated Companies tramning programs relating to Exploration and
Development  operations. In the cvent that the total cost of such
programs 18 I¢ss than hilty thousand {(50,000) United States Dollars
in any Financial Year during such period, CONTRACTOR shall
pay BEGPC the amount of the shorttall withim thirty (30) days

foliowing the end of such Fimancial Year. However, EGPC shall
have the mght that said amount (U.5.550.000) allocated for training,
be paid directly to EGPC for such purposc.
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ARTICLE XVIIi
LAWS AND REGULATIONS

{ay CONTRACTOR and Operating Company shall be subject to Law
No. 66 of 1953 (excluding Article 37 thereof) as amended by Law
No. 86 of 1956 and the regulations issued {for the 1mplementation
thercof, 1ncluding the regulations for the safe and efficient
performance of operations carried out for the execution of this
Agreement and for the conscrvation of the pctroleum resources of
the A.R.E. provided that no regulabons, or modification or
interpretation thereof, shall be contrary to or inconsssient with the
provisions of this Agreement.

(b) CONTRACTOR and Operating Company shall be subject to the
provisions of the Law No. 4 of 1994 concerming the environment
and 11s executive regulation as may be amended. as well as any laws
or regulavons may be issucd, conceming the protection of the

environment.

{(c} Except as provided i Article LII (g) tor Inceme Taxes, BEGPC,
CONTRACTOR and Operaung Company shall be exempted irom
all taxes and duties, whether imposed by the GOVERNMENT or
mumcipaliiies including among others, Sales Tax, Value Added Tax
and Taxes on the Exploration, Development, cxtracting, producing.
exporting or transporting of Petroleumn and LPG as well as any and
all withholding taxes that rmght otherwise be 1mposed on dividends,
interest, technical service fees, patent and trademark royalties, and
similar items. CONTRACTOR shalt also be exempted {rom any tax
on the liquidatuon of CONTRACTOR, or distributions of uany
income 1o the shareholders of CONTRACTOR, and {from any tax on
capital.



T A DR VIS N VT ILYNAS I SIS ENRF U R o

Ll Jlb £, Ll 23U ade comm gt J 5l Rt ol 2]y 5 i ()
ghhns ] Wiy oS Yy L by B USYT e LY Bt s )55
Sl LYl llyy 5,3l sasbend | BULY py wopaSd e zatl GG Y
RSN AW g oyae )

bt e Las fyliny Ol daally Lailall a8 201, Jytall Jylae pia s ()
il &8l JyGll e (g i Ny ¢ ABLY ] 0dn ey ol ] LIS
i ity D onadl (b1 o g s Liey g slins ol sl
Ny | T IFIETE PRGOS ) JUS NV E (PR JUL P R WA TS
C W] S L

Sldaal i adla! 28l Jylally i gl s o Sy sde Lol 29, ()
g | Lol o gy B o (o gtal | G BULIL s i Jliiay gmy) sl o
ik iily gtz e Lol ooty o s ot oL Lkl sl i)
. et Y] gy 32,1

138 gk ol g a7l T sl ekl e Sl LY S ()
rﬁ-:J_au-U p-d-:-]_au-‘u Sldaally Aolll a8 2l J.!ulb diegd|  J] 3L
oo gte Ly Loy Ll 2, Lt ity oul o)) s S b1 e
edzas oo Jou 5! s



vy YRl e £ 3 (0 Y sl - Ji S 4

(d} The rights and obligaticns of EGPC and CONTRACTOR herzunder, and

(e)

for the effective term of this Agreement shall be governed by and in
accordance with the provisions of this Agreement and can only be
altercd or amended by the written mutual agreement of the said
contracting parties, in the same procedures by which the original

Agrecement has been issued.

The contractors and sub-contractors of CONTRACTOR and
Operating Company shall be subject to the provisions of this
Agreement which affect them. Imsofar as all regulations which are
duiy 1ssued by the GOVERNMENT apply from time to time and are
not in accord with the provisions of this Agreement, such regulations
shull not apply to CONTRACTOR, Operating Company and their

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

(f) EGPC, CONTRACTOR, Operating Company and their respective

" contractors and sub-contractors shall for the purposes of this

Agreement be exempted from all professional stamp duties, imposts
and levies imposed by syndical laws with respect to their documents

and activities hercunder,

(g} All the exemptions from the application of the AR.E. laws or

regulations  granted to EGPC, CONTRACTOR, the Operating
Company, their contractors and sub-contractors under this
Agreement shall include such laws and regulations as prescntly in

effect or hereafter amended or substituted.
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ARTICLE XIX

STABILIZATION

In case of changes in existing legislation or regulations applicable to the
conduct of Exploration, Development and production of Petroleum,
which take place after the Effecuve Date, and which significantly affect

the cconomic interest of this Agreement to the detriment of

CONTRACTOR or which impeses on CONTRACTOR an obligation to
remut to the AR.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 negotiate possible
modifications to this Agreement designed to restore the economic

balance thereof which existed on the Effective Date.

The Parttes shall use their best efforts to agree on amendments to this

Agreement within ninety (90) days from aforesaid notice.

These amendments to this Agreement shall not in any event diminish or
increase the rights and obligations of CONTRACTOR as these were

agreed on the Effective Date.

Failling agreement betwcen the Parties during the period referred to
apbove 11 this Article XIX, the dispute may be submitted to arbitration, as

provided 1n Article XXIV of this Agreement.
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(a)

(b)

(c)

(d)

ARTICLE XX
RIGHT OF REQUISITION

In casc of national emergency due to war or immunent expectation
of war or internal causes, the GOVERNMENT may requisition all
or part of the production from the Area obtained hereunder and
require Operating Company to mncrease such produciion to the
utmost  possible maximum. The GOVERNMIENT may also
requisition the Oi1l and / or Gas hield itsell and, i necessary, related
facilities.

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

views with respect to such requisition.

The requisition of production shall be effected by Ministerial Order.
Any requisition of an O1l and / or Gas tield, or any related tacilitics
shall be effected by a Presidential Decree duly notitied to EGPC and
CONTRACTOR.

In the event of any requisition as provided above, the GOVERNMENT

shall indemnity in fuil EGPC and CONTRACTOR for the period
during which the requsition 15 mamtained, including:

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

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

However, any damage resulting from enemy artack 1s not  within the

meaning of this paragraph (d). Payment hereunder shall be made to
CONTRACTOR in U.S. Dollars remittable abroad. The price paid to

CONTRACTOR for Petreleum taken shall be calculated in accordance
with Article VII (¢).
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ARTICLE XXI
ASSIGNMENT

(a) Neither EGPC nor CONTRACTOR may assign to a person, {irm or
corporation, 1n whaole or in parl. any of its rights, privileges, duties or
obligations under this Agreement either directly or indirectly without
the written consent of the Governmeni and 1n all cases priority shall
be given to LGPC if 1t so desires to obtain the 1oterest intended to be
assigned.

(b) To enable consideration to be given 1o any reguest for such consent,
the tollowing conditions must be fulfilled:

{1) The obhgations of the assignor deriving from this Agreement
must have been duly ftulfilled as of the date such request is
made.

(2) The mstrument of assignment must include provisions  stating
precisely that the assignee is bound by all covenants contained
~inthis Agreement and any modifications or additions in writing
that up to such 1tme may have been made. A draft of such

instrument of  assignment shall be submitted to EGPC for
review and approval before being formaliy exccuted.

(c} Any assignment, sale. transfer or other such convevance made
pursuant to the provisions of this Article XXI shatl be free of any
transfer, capital gains taxes or related taxes, charges or fees
including without linmtatron, all Income Tax, Sales Tax, Value
Added Tax, Stamp Duty, or other Taxes or similar payments.

(d} As long as the assignor shall hold any interest under this Agreement,
the assignor together with the assignee shall be jointly and severally
liable for all duties and obligations of CONTRACTOR under thzs
Agreement.
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ARTICLE XXIi
BREACH OF AGREEMENT AND POWER TO CANCEL

(a) The GOVERNMENT shall have the nght to cancel this Agreement
hy Order or Presidential Decree, with respect to CONTRACTOR, in

the following instances:

(1} It it knowingly has submitted any false statements to the
GOVERNMENT which were of a material consideration for the

cxccution ot this Agreement;

(2} If 11 assigns any interest hereunder contrary to the provisions of
Article XXI;

(3) It 1t 1s adjudicated bankrupi by a court of competent jurisdiction;

(4) It it docs not comply with any final decision reached as the
result of court proceedings conducted under Article XXTV(a);

(3) If st imtentionally extracts anv mineral other than Petroleum not
authornzed by this Agreement or without the authority of the
GOVERNMENT, except such extractions as may be unavoidable
as the result of the operattons conducted hereunder in accordance
with accepted petrolewmn industry practice and which shall be
notificd to the GOVERNMENT or its representative as soon as

passible; and

(6) It it commits any material breach of this Agreement or of the
provisions of Law No. 66 of 1933, as amended by Law No. 86
of 19506, which are not contradicted by the provisions of this
Agreement.
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Such cancellation shall take place without prejudice o any
rights which may have accrued to the GOVERNMENT against
CONTRACTOR in accordance with the provisions of  this
Agreement, and in the event of such cancellanon, CONTRACTOR
shall have the right to remove from the Area all 1ts personal

property.

(b) It the GOVERNMENT deems that one of the aforesaid causes {other
than a force majeure cause referred to in Article XXIIL) exists to
cancel this Agrcement, the GOVERNMENT shall give CONTRACTOR
ninety (90) days written notice personally served on CONTRACTOR's
General Manuger in the legally official manner and receipt of which
is acknowledged by him or by his Jegal agents, to remedy and
remave such cause; but if for any reason such  service 1
impossible due to unnotified chaneze of address, publication in the
Official  Journal of the GOVERNMENT of such notice shall be
considered as vahd service upon CONTRACTOR. If at the end of
the said ninety (90) day notice period such cause has not been
remedied and removed, this Agreement may be canceled  torthwith
by Order or Presidential Decree as aforesaid;  provided however,
that if such cause, or the failure 10 remedy or remove such cause,
results from any act or omission of one party, canccllation of this
Agreement shall be effcctive only against that party and not as
acainst any other party hercto.

ARTICLE XXIil
FORCE MA JEURE

(2) The non-performance or delay in performance by EGPC and
CONTRACTOR, or either of them of any obligation under this
Agreement shall be excused if, and to the extent that, such
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non-pertormance or delay 1s caused by force majeure. The period of
any such non-performance or delay, together with such period as
may be necessary for the restoration of uny damage done during
such delay, shall be added to the time given in this Agreement for
the performance of such obligation and for the performance of any
obligation dependent thereon and censequently, to the term of this
Agrecment, but only with respect Lo the block or blocks affected.

(b} "Force Majcure” within the meaning of this Article X X1, shall be

any order, regulation or direction of the GOVERNMENT of the
ARAB REPUBLIC OF EGYPT, whether promulgated in the form
of a law or otherwise or any act of God, tnsurrection, riot, war.
strike, and other labor disturbance, fires, floods or any cause not due
to the lault or negligence of EGPC and CONTRACTOR or either of
them, whether or not similar to the foregoing, provided that any such

cause 18 bheyvond  the reasonable  conirol of EGFC  and
CONTRACTOR, or cither of them.

(¢) Without prcjudice to the above and except as may be otherwise

(d)

provided hercin, the GOVERNMENT shall incur no responsihility
whatsoever to EGPC and CONTRACTOR, or cither of them for any
damages, restrictions or |oss arising in conscquence of such case of
force majcure except & force majeure caused by the order,
rcgulations or direction of the GOVERNMENT of the ARAB
REPUBLIC OF EGYPT.

It the torce majeure event occurs during the initial Exploration period
or any exiension thereof and continues 1n effect for a period of six
(0) months CONTRACTOR shall have the eption upon ninety (40)
days prior wrntten notice to EGPC to terminate its obligations
hereunder without {urther liability of any kind.
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ARTICLE XXV
DISPUTES AND ARBITRATION

(a) Any dispute, controversy or claim arising out of or relating to this
Agreement or ihe breach, termunauon or invahdity thereof, between
the GOVERNMENT und the parties shall be referred to the
wrisdiction of the appropriate A.R.E. Courts and shall be finally
settled by such Courts.

(b) Any dispute, controversy or ¢laim ansing out of or relating to this
Agreement, or breach, termination or invalidity thereol between
EGPC and CONTRACTOR shall be settled by arbitration in
accordance with the Arbitraiton Rules of the Cairo Regional
Center for International Commercial Arbitration (the Center) in
cffect on the date of this Agreement. The award of the arbitrators
shall be final and binding on the partics.

(¢) The number of arbitrators shall be three (3).

(d) Each party shall appoint one arbitrator. If, within thirty (30) days
after receipt of the claimani's notification of the appointment of an
arbitrator the respondent has not norfied the claimant i writing of
the name of the arbitrator he appoints, the claimant may request the
Center to appoint the second arbitrator.

(¢} The two arbitrators thus appointed shall choose the third arbatrator
who will act as the presiding arbitrator of the trmbunal. I within
thirly (30) days after the appointment of the second arbitrator, the
two arbitrators have not agreed upon the choice of the presiding
arbrtrator, then either party may request the Secretary (General of the
Permanent Court ot Arbitration at the Haguc to designate the
appointing authority. Such appointing authority shall appoint the
presiding arbitrator i the same way as a sole arbitrator would be
appointed uader Article 6.3 of the UNCITRAL Arbitration Rules.
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Such presiding arbitrator shall be a person of a nationality other
than the A.R.E. or Russia and of a country which has diplomatic
relatons with both ALR.E., and Russia and who shall have no cconomic
mterest i the Petreleum business of the signatories hereto.

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

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

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

(1) LGPC and CONTRACTOR agree that if, for whatever reason,
arbitration 1n accordance with the above procedure cannot take place,
or is likely 1o take place under circumstances for CONTRACTOR
which could prejudice CONTRACTOR's nght to fair arbitration, all
disputes, controversies or claims  ansing out of or relating to this
Agreement or the breach, termination or invalidity thercof shall be
setiled by ad hoc arbitration in accordance with the UNCITRAL
Rulesn effect on the Effective Date.

ARTICLE XXY

STATUS OF PARTIES

(a) The nights, duties, oblhigations and liabilities in respect of EGPC and
CONTRACTOR hereunder shall be several and not joint or
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collective, it being understood that this Agreement shall not be

construcd  4s  constututing an  associatton or corporation  or
partnership.

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

(c)

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

CONTRACTORs shares of capital which are entirely held abroad
shall not be negotiable in the AR E. and shall not be offered for

pubhe subscription nor shall be subject to the stamp tax on capital
shares nor any tax or duty in the AR E. CONTRACTOR shall he
exempied from the application of Law No. 159 of 1981 as amended.

In case CONTRACTOR consists of more than one member, all
CONTRACTOR Mcmbers shall be jointly and severally liable for
the performance of the obiigations of CONTRACTOR under this
Agreement.

ARTICLE XXVI
1L.OCAL CONTRACTORS AND
LOCALLY MANUFACTURED MATERIAL

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

(a) Give prionty to local contractors and sub-contractors, including

(D)

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

Give preference to locally manufactured material, equipment,
machinery and consumables so long as their quality and time of
delivery are comparable to internationally available material,
equipment, machinery and consumables. However, such matcrial,
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equipment, machinery and consumables may be i1mported for
operations conducted hereunder if the local price of such items at
CONTRACTOR's or Operating Company's operating base in A.R.E.
is more than ten percent {10%) higher than the price of such
imported 1temns before customs duties, but after transportation and

msurance costs have been added.
ARTICLE XXVI1
SHARING OF PERSONNEL

(a) The CONTRACTOR and EGPC shall have the option, to utilize Esh
El Mallaha Petroleumn Company “ESHPETCO™, to act as
subcontractor for CONTRACTOR or the Operating Company to

carry out Exploration and Development operations under this

Agreement.

Any such operations performed by “"ESHPETCO™ as subcontractor
of CONTRACTOR or the Operating Company and any ¢xpenditures
required therefor shall be recoverable under this Concession

Agreement .

Any Exploration expenditures incurred by “ESHPETCO™ shall be
counted towards CONTRACTOR s Expleratien obligations.

Overhead and other charges and payroll of personnel engaged in
activity for more than one concession agreement shall be allocated
on the basis of periodic time studies or upon such other basis or
bases as EGPC and the concemed party or parties may agrec.
“ESHPETCO” shall be entitled to the exemptions referred to in
Article XVII herecof in respect of its operations under this
Agreement,
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(b) Nothing m this Agreement shall be constried as consututing any
relanonship 1o any concession agreement heretotfore 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 himited to rovalties, taxes and the
computation of the net profits of EGPC and CONTRACTOR
respectively.

(cy Provided that “ESHPETCO” 15 designated by EGPC and
CONTRACTOR to act as subconuactor of CONTRACTOR or the
Operating Company under this  Agreement, EGPC and
CONTRACTOR shall use their best efforts 1o the effect that the
officers, directors, other personne! and offices of the Operating
Company shall, as far as reasonzbly possible, be the same as those of
"ESHPETCO”, it 1s being understood that the CONTRACTOR
under this Agreement shall be represented on the Board of Directors
of the Operating Company under this Agreement.

ARTICLE XXVIII
ARABIC TEXT
The Arabic version of this Agreement shall, before the courts of ARL.
be reterred to in construing or interpreting this  Agreement; provided
howcver, that 1n any arbitration pursuant 1o Article XX1V herein above
between EGPC and CONTRACTOR the Enghish and Arabic versions
shall both bc¢ referred to as having cqual force in conslruing or

interpreting the Agreement.

ARTICLE XXIX
GENERAL
The headings or titles to cach of the Articles to this Agreement are

solely for the convenience of the parties hereto and shall not be used

with respect to the interpretation ot saxd Articles.
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ARTICLE XXX
APPROVAL OF THE GOVERNMENT

tThis Agreement shall not be binding upon any of the parties hereto
unless and until a law is issued by the competent authorities of the
AR E. authonzing the Minister of Petrolecum to sign this Agrecment
and giving this Agreement full force and effect of law notwithstanding
any countervailing CGovernmental enactment, and the Agreement 1s
signed by the GOVERNMENT, EGPC and CONTRACTOR.

LUKOIL OVERSEAS EGYPT LIMITLED
BY: ~—

EGYPTIAN GENERAL PETROLEUM CORPORATION

BY:
ARAB REPUBLIC OF EGYPT

By: - -

-

DATE:
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ANNEX “A”
CONCESSION AGREEMENT
BETWEEN
THE ARAB REPUBLIC OF EGYPT
AND
EGYPTIAN GENERAL PETROLEUM CORPORATION
AND
LLUKOIL OVERSEAS EGYPT LIMITED
IN
WEST GEISUM AREA
GULF OF SUEZ
A.R.E.
BOUNDARY DESCRIPTION OF THE CONCESSION AREA

Annex "B" 1s a provisional illustrative map at an approximate scalc of

(1:450.000) showing the Area covered and affected by this Agrecment.

- I'he Area measures approximately ninety four square kilometers
(94km?) of surface Area. It is composed of all or part of Exploration
Blocks, the whole Blocks are defined on three (3) minutes latitude by

three (3) minutes longitude grid.

- It 15 to be noted that the delineation lines of the Arca in Annex "B"” are
intended to be only illustrative and  provisional and may not show
accurately their true position in relation to existing monumens and

ocographical features.
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Coordinatcs of the comer points of the Arca are given in the following

table which forms an integral part of Annex “A”:-

BOUNDARY COORDINATES
OF
WEST GEISUM AREA

ngT LATITUDE f NORTH LONGITUDE / EAST
| 27" 45 00.00" | 33" 38 00.00"
2 27 44 00.00" | 337 33 00.00"
3 27 43 00.00" | 33 37 0C.00"
4 27 41 00.00" | 337 37 00.00"
5 27" 41 00.00" | 337 REY 00, 00"
6 27 40’ 00.00" | 337 3K 00.00"
7 27 40 000" | 33° 3o 00.00"
3 27" 39 00.00" | 33° 39 00.06G"
O 27" 39 00.00" [ 337 10} 00.00"
() 27" 38 00.00" | 337 A 00.00"
11 27 38 (30.00" | 33° 38 00.00"
1.2 277 36 (000" | 33° 38 (}).00"
13 27" 36 0O.00" | 33 30 30.007
14 27" 30 30.007 | 337 36 30.00"
[5 27" 36 30.00" | 33 36 00.00"
10 27 37 00.00" { 33 36 00.00"
17 27 37 (00.00" | 33° 33 00.00"
I8 27" 3G 30.00" | 33° 33 (00.00"
North aiong the high tide Shore Line of Zeit
Bay to the pomt (19)

[y 27" 47 00.00" | 33 32 30.00"
2() 27" 43’ Q000" | 33° 33 00.00"
21 27" 42 00.00" § 337 33 (000"
22 P27 42 O0C.00" | 33 35 23007
23 27 42 300" [ 337 30 00.00"
24 27 45 00.00" | 337 36 (OO0




Vootdw gt S0l ) Ve sdadl =~ ln Mo 4l R

ANNEX (B) (i) s
CONCESSION AGREEMENT FOR PETROLEUM | 4Dtdai g J g il 0 Saanll 2 53 4,805
EXPLORATION AND EXPLOITATION -

BETWEEN i

THE ARAB REPUBLIC OF EGYPT igy ad juaa 4o ggan
AND '

-
THE EGYPTIAN GENERAL PETROLEUM J gl Ahalt Ay pioali disgd!
CORPORATION
AND

LUKOIL OVERSEAS EGYPT LIMITED
IN : .

WEST GEISUM AREA

GULF OF SUEZL
A.R.E.
SCALE 1 430,000
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ANNEX (B)

CONCESSION AGREEMENT FOR PETROLEUM
EXPLORATION AND EXPLOITATION
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BETWEEN e
THE ARAB REPUBLIC OF EGYPT Ay jadl s 4y 3 g4acn

AND -

THE EGYPTIAN GENERAL PETROLEUM Ja At Al :L s dall diag

CORPORATION
AND 3
LUKOTIL OVERSEAS EGYPT LTMITED Liand Copad S pf g1 Jugl Ll A8 0
IN u*

WEST GEISUM AREA

GULF OF SUEZ
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ANNEX =(C7
LETTER OF GUARANTY

[citer of Guaranty No. ... (Cairo ......... 2003, EGYPTIAN GENERAL
PETROLEUM CORPORATION
Crentlemen,

The undersigned, Nauonal Bank of Epypt as Guarantor, hereby
cuatrantees to the REGYPTIAN  GENERAL PETROLUEM
CORPORATION (hereinafter referred to as “EGPC™) to the limit of
creht muthon and one hundred thousand {8, 100, GO0y ULS, Dollars, the
performance by "LUKOIL OVERSEAS EGYPT LIMITED” (hereinafter
referred to as "CONTRACTOR™) of its obligutions required for
Fxploration operations to spend a minimum of eight million and one
hundred thousand (8. 100, Oy US. Doilars during the initial two (2)
yveur of the D[ixploration period under Arcticle [V of that certain
Concession Agreement (hereinafter referred to as the “Agrcement™)
covering that Arcu described in Annexes "AT and BT of said
Agreemenlt, by and between the Arab Republic of Egypt theremaiter
referred o as “AR.E” ) EGPC and CONTRACTOR. dated ------ -

15 understood that this Guaranty and the lighiiity of the Guarantor
hereunder shull be reduced quarterly, during the period of expenditure of
sard cight million and one hundred thousand (8, 100 080) U.S Dollurs by
the amount of money expended by CONTRACTOR for such Exploration
operations during each such quarter. Each such reduction shall be
cstablished by the joint written statement of CONTRACTOR and EGPC.
In the event of a claim by EGPC of non-performance or susrender of the
Agreement on the pait of CONTRACTOR prior wo fulfillment of said
mnimum expenditure obligatons under Article IV of the Agreement.
there shall be no hability on the undersigned Guurantor [or payment to
EGPC unless and unti] such Lability has been estabhished by written
statement of EGPC sctting forth the amount due under the Agreement.
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It 15 a turther condition of this Letter of Guaranty that ;

(1) This Letter of Guaranty will become available only provided that the
Guarantor will have been informed in writing by CONTRACTOR
and EGPC that the Agreement between CONTRACTOR, ARE.
and EGPC has become effective according to its terms, and sad

Guaranty shall become eftective on the Effecuive Date of said
Agreement.

(2} This Letrer of Guaranty shall in any event automatcally expare:

(a) Two (2) years and six (06) months after the date 1t becomes
etfective, or

{b) At such time as the total of the amournts shown on quarterly
jomt statements of EGPC and CONTRACTOR equals or

exceeds the amount of said mmimum expenditure obligation,
whichever 1s earher.

(3) Consequently, any claim, in respect thereof should be made to the
Guarantor prior to either of said expiration dates at the latest
accompanied by EGPC’s written statement, setting forth the amount
of under-expenditure by CONTRACTOR to the etftect that:

(a) CONTRACTOR has failed to perform 1ts expenditure
obligations referred to in this Guaranty, and

(b} CONTRACTOR has failed to pay the expenditure deficiency
o EGPC.

Please return to us this Letter of Guaranty in the event it does not
become effective, or upon the expiry date.

Y ours Faithiuily,
ACCOUNTATIE | —~m e e

Manager : - e
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ANNEX “D”
CHARTER OF OPERATING COMPANY
ARTICLE I

A joint stock company having the nationality of the ARAB REPUBLIC
OF EGYPT shull be formed with the authonzation of the GOVERNMENT
in accordance with the provisions of this Agreement referred 10 below
and of this Charter.

The Company shall be subject 10 all laws and regulations in lorce n the
A R E. 1o the extent that such laws and regulations are not inconsistent

with the provisions of this Charter and the Agreement referred 10 below.
ARTICLE 11

The name of the Operating Compuny shall be mutually agreed upon
hetween EGPC and CONTRACTOR on the date of the Commercial
Discovery and shall be subject to the approval of the Minster of

Petroleum.
ARTICLE 111

The Head Office of Operating Company shall be in the AR.E.1in Care,
ARTICLE 1V

The object of Operating Company 1s 1o acl as the agency through which
BEGPC and CONTRACTOR, carry out and conduct the Development
operations required 1n accordance with the provisions of the Agreement
sigencd on the ------ day of —————oommue- by and between the ARAB
REPUBLIC OF EGYPT, THE EGYPITAN GENERAL PFPETROLEUM
CORPORATION und CONTRACTOR covering Petroleum  operations
m WEST GEISUM Arca, Gull of Suez desenbed 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
Agreement.

Operating Company shall keep account of all costs, expenses and
expenditures for such operations under the terms of the Agreement and
Annex "E” thereto.

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

ARTICLE ¥V

The authorized cupital of Operating Company is twenty thousand
Egyptian Pounds divided into tive thousand shares of common stock
with a value of four Egyptian Pounds per share having equal voting
rnights. 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
Operating Company provided that only in the event that either party
should transfer or assign the whole or any percentage of its ownership
mierest in  the entirety of the Agreement, may such transferring or
assigning party transfer or assign any of the capital stock of Operating
Company and, in that event, such transferring or assigning party (and its
successors and  assignees) must transfer and assign a stock interest
in Operating Company equal to the transferred or assigned whole or
percentage of its ownership interest in the entirely of the said

Agreement.
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ARTICLE Vi

Opcrating Company shall not own any right, ttle, interest or estale n or
under the Agreement or any Development fease created  thereunder or
in any of the Petroleumt produced from any  Explaration Block or
Development Lease thercunder or in any of the assets, cquipment or
other property obtained or used in connection therewith. and shall not be
obligated as a principal for the financing or performance ol any of the
duties or obligations of either EGPC or CONTRACTOR under the
Acrcement. Operating Company shall not make any profit from any

source whalsQCver.
ARTICLE VI1

Operating Company shall be no more than an agent for EGPC arl
CONTRACTOR. Whenever 1t 1s indicated hercin that Operating
Cormpany shall decide. wke action or make a proposal and the hke, it 15
understood thal such decisian or judgment 18 the result of the decision or
judgment of EGPC, CONTRACTOR ot EGPC und CONTRALUTOR, as

may be required by the Agreement,
ARTICLE VIII

Opcrating Company shall have a Board of Directors consisting of eight
(8) members. four {4) of whom shall be designated by EGPC  uand the
other Tour (4) by CONTRACTOR. The Chairman shall be designated by
EGPC and shall also be a Managing Director.  CONTRACTOR shall

desionate the General Manager who shall also be a Manuging Director,
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ARTICLE IX

Mecetings of the Board of Directors shall be valid if a majority of the
Directors are present and any decision taken at such meetings must have
the affirmative vote of five (3) or moere of the Directors; provided,
however, that any Director may be represented and vote by proxy held

by another Director.
ARTICLE X

General meetings of the Shareholders shall be valid 1f a majority of the
capital stock of Operating Company is represented thereat. Any decision
taken at such meetings must have the affirmative vote of Shareholders

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

The Board of Directors shall approve the regulations covering the terms
and conditions of employment of the persennel of Operating Company
employed directly by Operating Company and not assigned  thereto by

CONTRACTOR and EGPC.

The Roard shall, in 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 Sharcholders, in accordance with the

provisions of Article X hereof.
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ARTICLE X1}

Operating Company shall come mnto existence within thirty (30) days
after the date of Commercial Oil Discovery or within thirty (30} days
after signature of @ Gus Sales Agreement or commencciment of a scheme
1o dispose of Gas. as provided for in the Agreement {unless otherwise

agrecd by EGPC and CONTRACTOR).

The duration of Operating Company shall be for a pertod equil 1o the

duration of the said Aereement, including any renewal thereof.,
o - -

The Opcrating Company shall be wound up if the Agrcemcent referred (0

above is terminated for any recason as provided for therein,

LUKOIL OVERSEAS EGYPT LIMITED

BY

KGYPTIAN GENERAL PETROLEUM CORPORATION

BY
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ANNEX “E”
ACCOUNTING PROCEDURE
ARTICLE 1
GENERAL PROVISIONS
(a) Definitions:

The definitions contained in Article T of the Agreement shall apply

to this Accounting Procedure and have the same meanings.

(b) Statements of activity:

(1} CONTRACTOR shall, pursuant to Article IV of this Agrcement,
and until the coming into existence of the Operating Company-
1In accordance with Article VI of the Agreement-render to EGPC
within thirty (30) days of the end of each calendar quarter a
Statement of Exploration Activity reflecting all charges and
credits relatcd to the Exploration Operations for that quarter
summarized by appropnate classifications indicative of the

nature thereof.

{2) Following its coming into existence, Operating Company shall
render to EGPC and CONTRACTOR within fifteen (15) days
of the end of each calendar quarter a Statement of Development
and Exploration 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 shall be detailed.
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() Adjustments and Audits:

(1Y Each quarterly Statement of Exploration Activity pursuant to
Article | (b) (1) of this Anncex shall conclusively be presumed
1o be true and correct after three (3) months  following the
receipt of cach Statement by EGPC unless within the said three
(3) months EGPC takes written exception thereto pursuant to
Arucie IV (1) of the Agreemenl. Durning the said three (3)
month penod  supporting documents will be avarlable for

mspection by EGPC dunng all working hours.

CONTRACTOR will have the same audit rights on Operating

Company Staltements as EGPC under this sub-puragraph.

(2) All Statements ol Development and BExploration Activity for any
calendar quarter pursuant to Article 1 {b) (2} of this Anncx, shall
conciusively be presumed to be true and  correct three (3)

months following the receipt of such  Statement. unless within
the said three (3} months pernod BEGPC or CONTRACTOR

takes wriltten excepuion thereto. Pending expiration of sad three
{3) months EGPC or CONTRACTOR or both of them shall
have the right to audit Operating Company accounts, records
and supporung  documents for such quarter in the same manner
as provided in Article IV (1) of the Agreement.
(tl) Currency Exchange:
CONTRACTOR's books tor Exploratton and Operating Company's

books for Development and Exploration, if anv, shall be kept 1n the
ARE m US Dollars. All U.S. Dollars expenditures shall be



ML Ol Lo oy« 350 0¥ ol | SN I 1Y 5 i eank | cbiic)!
SLY e I gall acd b cd 2l eliadl 6L J ey - L el
AN s sobeadl Godaddl L o pmid] ad Wil .50, 071 Sl
SAN OGN U, . oWl 4 ugd gl el e LT S g al!
bl LY SN I d e i 8 ¥ Samd l SUY I SN s i
IOyt iy syt Ml el ol < 80 Gl ad Uil L5, Y
At Sdym Lalee Ve Y e lll g pad o i
Sl Sl o Taizan - S Lia s S gl el e g ol 3
¥ e Y Olaadl 5l i el Ot U oladl L # 5 dleacdl
RSl SNy ) RS e N sasad | )

2 Sl [ e (0 Sl O] et 3 (ol )
i iy gl 2 U] L o i G |l oy (s 3 Dl S
LW oyl U 0 Gl g i ge ddalas B D] Y 005 L3SV
e Jeny S T s

p ik, | | | i (9)
L8 el ol LB i Laws o J5 LAkt Lol o Jalalf YL e
Cdadl oo Al s e 2N oSy o

: ) odd [ | s Bl b1 Junod 2 ()
Ll ol gy Bl ol ez e il Sl | Jued o3y gl S ey
315 el iU eSS Wy oe 5 she Siblais LU ez Y yae ) LS
RN IV



VAV Voof ow Gusle £ 8 () Ve suadl = da Jl By |

charged 1n the amount expended. All Egyptian Pounds expenditures
shatl be converted to U.S. Dollars at the applicable rate of
exchange issued by the Central Bank of Egypt on the first day of

thc month 1n which expenditures are recorded, and all other

non-U.5. Dollars expenditures shall be translated to U.S. Dollars at

the buying rate of exchange for such currency as quaoted by National
Westminster Bank Limiuted, London at 1030 am. G.M.T., on the
first day ot the month in which expenditures are recorded. A record
shall be kept of the exchange rates used in translating Egyptian

Pounds or other non-U.S. Dotlars cxpenditures to U.S. Dollars.
(e) Precedence of Documents:

In the event of any inconsistency or conflict between the provisions
of this Accounting Procedure and the provisions of the Agreement
treating the same subject differently, then the provisions of the

Agreement shall prevail.

() Revision of Accounting Procedure:

By mutual agreement between EGPC and CONTRACTOR, this

Accounting Procedure may be revised in writing from time to ©ime

1n the light of future arrangements.
(g) No Charge for Interest on Investment:

Interest on 1nvestment 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 11
COSTS, EXPENSES AND EXPENDITURES

Subject to the provisions of the Agreement, CONTRACTOR shall alone
bear and, directly or through Operating Company, pay the followmg
costs and eapenses, which costs and expenses shall be classified and
allocated to the activities according to sound and generally accepted
accounting principies and treated and recovered 1n accordance with
Article VI of this Agrcement:

(a) Surface Rights:

All  direct cost  attributable to  the acquisition. renewal  or
relinquishment of surface rights acquired and maintained in force
for the Arca.

(b) Labor and Relaled Costs:

(1Y Salarmes and Wages of CONTRACTOR's or Operaling
Company's employees, as the case may be. directly engaged 1n
the various activities under the Agreement including  salaries
and wages paid to geologists and other employees  who are
remporarily assigned to and employed in such  activities. Such
salarics and wages to be cerufied by a  cerutied public
accounting lLirm.

Reasonable revisions of such salaries and wages shall be
cffected 1o take into account changes m CONTRACTOR's
policies and amcndments of laws applicable to salaries. for the
purpose of this Article IT (b) and Article II (c), salanes and
wages shall mean the asscssable amounts for A RE. Income
Taxes, including the salanes during vacations and sick leaves,
but excluding all the amounts of the other items covered by the
percentage [1xed under (2) below.
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(2) For expatnate employees permanently assigned to Egypt:
l. All allowances applicable to salaries and wages;
2. Cost of established plans; and

3. All ravel and relocalon costs of such expatriate
employees and therr families to and from the employee's
country or point of origin at the time of employment, at
the time of separaticn, or as a result of transfer from one
location 1o another and for vacation (transportation costs
for employees and their famihes transfernng from the
ARLE. to  another locauon other than thewr country of
origin shall not be charged to A R.E. Operations).

Costs under this Article 11 ( b ) ( 2 ) shall be deemed to be equal 1o
seventy-two percent (72%) of basic salarics and wages paid for
such expatriate personnel including those paid during vacations
and sick lcaves as established in CONTRACTOR s international
policies, chargeable under Arucle 1L (b) (1), Artucle H (i}, Arucle 11
(i) (1) and Article 11 (k) {3) of this Annex.

However. salanies and wages durnng vacations, sick leaves and
disability are covered by the foregoing percentage. 'The percentage
outlincd above shall be deemed to reflect CONTRACTOR's actuai
costs as of the Effective Date with regard (o the foilowing benefits,

allowances and costs :-
1. Housing and Unlrties Allowance.
2. Commodities and Services Allowance.

3. Special Rental Allowance,
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4. Vacation Transportation Allowance.

5. Vacation Travel Expense Allowance.

6. Vacation Excess Bagegage Allowance.

7. Education Allowances (Children of Expatriate Employees).

&. Hypothetical U.8. Tax Offset (which results in a reduction of

the chargeable percentage).

Y. Steorage of Personal Effects.
10. Housing Refurbishment Expense.
11. Property Management Scrvice Fees.
12. Recreation Allowance.
13. Retirement Plan.
14. Group Life Insurance.

15, Group Medical Insurance.
16. Sickness and Disability.

17. Vacation Plans Paid (exciluding Allowable Vacation Travel

Expenses).
18, Savings Plan.
19, Educational Assistance,
200 Mrihitary Service Allowance.

21, FI1CA,

22, 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 cutlined above shall be reviewed at intervals
af three (3) years from the Effective Date and at such timg
CONTRACTOR and EGPC will agree on new percentages (o

be used under this paragraph.

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

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

The revised percentages will reflect as nearly as possible
CONTRACTOR's actup] costs of al] its established  allowances and

benefits and of personnel transfers.

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

merittoned in Article I1 (k) {2) of this Annex.
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(4) Costs of expenditure or contrnbutions made pursuant to law or
assessment 1mposed by Governmental authority which are
applicable to labor cost of salanes and wages us provided under
Article 1T (b} (1), Article 1I (b) (2), Article II {1}, Article II (k)
(1) and Article 11 (k) (3) of this Annex.

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

Bonuses, overtime, customary allowances and benefits on a basis
simuiar 10 that prevailing for oil companies operating in the ARE.,
all as chargeable under Article IT (b) (1), Article IF (), Article T (k) (1)
and Article I (k) (3) of this Annex. Severance pay will be charged at
a fixed rate applied to payrolls which will equal an amount equivalent

to the maximum liability for scverance payment as rcquired under

the A R.E. Labor Law.

(d) Material

Materal. equipment and supplies purchased or furmished as such by

CONTRACTOR or Operating Company.
(1) Parchases:

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

received.
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{2) Material Furnished by CONTRACTOR:

Matcrial required for operations shall be purchased directly
whenever practicable, except that CONTRACTOR may furnish
such material from CONTRACTOR's or CONTRACTOR's

Alfiliated Companies stocks outside the A.R.E. under the
following conditions:

1. New Material (Condition "A"")

New Material 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 1s not higher than international prices for
matenal of similar quality supplied on similar terms,
prevailing at the time such material was supplied.,

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

a} Matertal which 1s in sound and serviceable condition and
1s suitable for reuse without reconditioning shull be classed as
Condition "B" and priced at seventy-five percent {75%) of
the price of new matcrial.

b) Matenal which cannot be classitied as Condition "B" but
which 15 serviceable for original function but substantially
not suitable for reconditioning, shall be classed as
Condition "C" and priced at fifty percent (50%) of the
prece of new material.

c) Materal which cannot be classified as Condittion "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 pricce.
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(3) Warranty of Materials Furnished by CONTRACTOR
CONTRACTOR does not warrant the material furnished

beyond or back of the dealer’s or manufacturer's guaranty; and
in case of defective material, credit shall not be recorded until
adjustment hus been received by CONTRACTOR from

manutacturers or their agents.
(e) Transportation and Emplovee Relocation Costs:

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

activities.

(2) Business travel and transportation expenses to the extent covered
by established policies of CONTRACTOR or with regard to
expatnate and nauonal employees, as incurred and paid by, or
for, cmployees in the conduct of CONTRACTOR's or Operating

Company's business.

(3) Employees transportation and relocation costs for national
employees to the extent covered by cstablished policies.

() Services:

(1) Outside services: The costs of contracts for censultants, services

and utihues procured from third partics.

{2} Cost of services performed by EGPC, by CONTRACTOR or by
their Affifiated Companies in facilities inside or cutside the
AR E. Regular, recurring, routine services, such as interpreting
magnetic tapes and/or other analyses, shall be performed and
charged by EGPC andfor CONTRACTOR or thar Affiliated
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Companies at an agreed contracted price. Major projects
involving engineenng 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 Affiliated
Companies’ wholly owned equipment shall be charged at
a rental rate commensurate with the cost of ownership and
operation, but not in excess of compelitive rates currently
prevailing in the A.R.E.

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

rates shall not inclede any adrrunistrative or overhead costs other
than what ts mentioned in Arucle II (k) (2).

Damages and Losses:

All costs or expenses, necessary to replace or repair damages or
tosses 1ncurred by fire, flood, storm, theft, accident or any other
cause not controllable by CONTRACTOR or Operating Company
through the exercise of reasonable diligence. CONTRACTOR or
Operaung Company shall furnish EGPC and CONTRACTOR
written notice of damages or losses tncurred 1n excess of ten
thousand ($10,000) U.S. Dollars per occurrence, 48 soon  as
practicable after report of the samec has been  received by
CONTRACTOR or Operating Company.

Insurance and Claims:

The cost of any public liability, property damage and other
insurance against  liabilities of CONTRACTOR, Operating
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 proceeds of any such tnsurance or claim collected, less
the actual cost of making a clamm, shall be credited against

operations.

If no insurance 1s carried for a particular risk, 10 accordance with
good international oil field practices, all related actual expenditures
mcurred and paid by CONTRACTOR or Operaung Company in
scttlement of any and all losses, claims, damages, judgments and any

other expenses, including legal services.

(i) Indirect Expenses:

(J)

Camp overhead and facilities such as shore base, warchouses, water
systems, road systems, salanes and expenses of ficld supervisory
perseonnel, field clerks, assistants, and other  gencral cmployees

indirectly serving the Area.
Legal Expenses:

All costs and expenses of lLiugation, ot legal scrvices otherwise
necessary or expedient for the protection of the Area, including
attorney's fees and expenses as hereinafter provided, together with
ati judgments obtained against the parties or any of them on account
of the operations under the Agreement, and actual expenses incurred
by any party or parties hereio 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 cvent
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actions or claims affecting the interests hereunder shall be hundled
by the legal staff of one or more of the parties hercto, a charge
commensurate with cost of providing and furnishing such services

may be made 10 operations,
(k) Administrative Overhead and General Expenses:

(1) While CONTRACTOR is conducting Exploration operations,
the cost of staffing and maintaining CONTRACTOR's head
office in the ARE. and/or other offices established in the
AR.E. as appropriate other than field offices which will be
charged as provided in Article 11 (i), and excepting salaries of
employees of CONTRACTOR who are temporarily assigned to
and dircctly  serving on the Area, which will be chareed as

provided in Article Il (b) of this Annex.

(2) CONTRACTOR's administrative overhead outside the A R E.
applicable to Exploration operations in the A.R.E. shall be
charged ecach month at the ratec of five percent {(5%) of total
Exploration expenditures, provided that no administrative
cverhcad of CONTRACTOR outside the AR.E. apphcable to
A.R.E. Exploration operations will be charged for Exploration
operations conducted by Operating Company. No other direct
charges as such for CONTRACTOR's administrative overhead
outstde the ARE. will be applied against the Exploration
obligations. Examples of the type of costs CONTRACTOR is
tncurring and charging hereunder due to activities under this

Agreement and covered by said percentage arc:
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1. Executive - Time of exccuuve officers.

|

CFreasury - Financial and exchange problems.
3. Purchasing - Procuring materials, cquipment and supplics.

4. Exploration and Production-Directing, advising and controlling

the entire project.

5. Othecr departments such as legal, comptroller and engincering
which contribute ttme, knowledge and expenence to the

operations.

The loregoing does not prectude charging for direct service
under Article H (1) (2) of this Annex,

{3) Whilc Opcrating Company i1s conducting operations, Operating
Company's personnel engaged in general clerical and office
work, supervisors and otficers whose time is generally spent in
the main office and not the field, and all employeces generally
constdered a8 general and adminmistrative and not charged to
other types of expense will be charged to operations. Such
expenses shall be allocated each month between Exploration
and Development operations according to sound and practicable

accounting methods.
(1) Taxes:

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

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

Costs of CONTRACTOR activities required under the Agrecment
and incurred exclusively in the AR.E. after Operating Company 1s

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

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

Any cosls, expenses or expenditures, othet than those which are
covercd and deait with by the foregoing provisions of this Article 1.
incurred by CONTRACTOR or Operating Company under approved
Work Programs and Budgets.

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

Al reasonable intervals as  agreed upon by EGPC  and
CONTRACTOR inventories shall be taken by Operating Company
of the operations materials, which shall include all such matenais,
physical assets and construction projccts. Written notice of intention
to take inventory shall be given by Operating Company to EGPC
and CONTRACTOR at least thiny (30) days before any mventory
is to begin so that EGPC and CONTRACTOR may be represented
when any inventory ts taken. Failure of EGPC and/or CONTRACTOR
to be represented at an nventory shall bind them to accept the inventory
taken by Operating Company, who shall in that event furnish the

party not represcnted with a copy thereof.
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(b) Reconciliation and Adjustment of Inventories:

(a)

Reconcihation of mventory shzall be made by CONTRACTOR and
EGPC, and a List of overages and shortages shall be jointly
determined by Operating Company and CONTRACTOR and EGPC,
and the mventory adjusted by Operaung Company.

ARTICLE 1V
COST RECOVERY

Statements of Recovery of Costs and of Cost Recovery
Petroleum:

CONTRACTOR shall, pursuant 1o Article VII of the Agreement,
render to EGPC as prompily as practicable but not later than fiflteen
{15) days after receipt from Operating Company of the Statements
for Development and Exploration Activity for the calendar quarter a
Statement for that quarter showing:

. Recoverable costs carned forward from the previous quarter, if
any.

[~

. Recoverable costs incurred and paid duning the quarter.

Ll

. Total recoverable costs for the quarter (1) + (2).

. =

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

1

. Amount of costs recovered for the quarter.
G. Amount of recoverable costs carried into the succceding guarter,
1f any.

7. Excess, if any, of the value of Cost Recovery Petrolcum taken and
separately disposed of by CONTRACTOR over costs 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. Daollars 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 Botrowing
Offcred Rate (LIBOR) for three (3) months U.S. Dollars deposins
prevailing on the date such interest is caleulated. Such mterest

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

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

rendition of such Statements in case CONTRACTOR has taken

more than its own entitlement of such Excess Cost Recovery

Petreleum.
/d) Audit Right:

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

period.



Fofim bt B {alb) Ve sl - Jling A1 YIR

( i 2 | DAL )
VRSN T r T OO W [ ET Y P W PN

: skl | il [ 3l Sl g il (1)
f sames &34 WALl el Gy ol ol 2514 Ll Jslall i
(V) () 5 oY1 5ol o g saall BLal G pi8” i Sl ol JLs
dony 3Ll gl e 35 Sioaminns Ml 4l Jpinel acay 3ol Lia e
i b Jy¥l 5 lal] Uiy coldeally LA o Loy (A i ST Sl e
ol Slalizl e a1 AL <G 7, s slldy Gaddl i o (V) (23

: sl Al | 10yt ot oy vt i e }

PSR { [ G UY3Y RPN 3 Y WO PO-SGLL 3| PYCI S Ry T P e AL s
FOE PRLITYE ] i P WL ] adess o dams ] CY PRI | [y | I S0 | G | RN W )
o ol el ol 2N Laeard | Jymdl e sl
: Shutaatetnl o | v bl i | { e )

Sudoed fU3S Ty IS sla 2 Soldy el ldadly, A IBEN o5 o Al
Slaaedl, oy el I8! alds L Col Il oolal N {_,.i::ﬂ U S PR U I | S

e | slaas -

: :I‘-‘-"-"“-‘J.' s |n._‘.:|-.5_5_,..a.nl._jﬂﬁq d_..n.-.-.]-_ I ealds -

. |L_|_...J_-;"|4.:JU'JJ-.E.¢-

- da M Lo il D LLud | Ly eais

it lns g LS sl ol L3 fa W 20| 5 ol o lls Julall CT:'L"'J
0] U [ FYESUR PR § S PR |



YAV Voot i msla b 2 (1) Y suadl — da JI50 A

(a)

ARTICLE V
CONTROL AND MAJOR ACCOUNTS

Exploration Obligation Control Accounts:

CONTRACTOR will establish an Exploration Obligation Control
Account and an offsctting contra account to control therein the total
arnount of Exploration expenditures reported on  Stalements of
actuivity prepared per Articie I (b) (1) of this Anncx, less any
reducuons agreed o by EGPC and CONTRACTOR following
written exceplons taken by @ non-operator pursuant to Artcle I (¢)
(1) of this Annex, in order to detgrmine when minimum Exploration
oblications have been met.

(b) Cost Recovery Control Account:

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

(c) Major Accounts:

For the purposc of classifying costs, expenses and expenditures for
Cost Recovery as well as {or the purpose of establishing when the
minimum Exploration obiigations have been met, costs, expenses
and ¢xpenditures shall be recorded 1n major accounts including the
following:

- Exploration Expenditures;

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

Necessary sub-accounts shall be used.

Revenue accounts shall be maintained by CONTRACTOR 1o the
extent necessary for the control of recovery of costs and the
treatment of Cost Recovery Petroleum.
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ARTICLE V1
TAX IMPLEMENTATION PROVISIONS

It is understood that CONTRACTOR shall be subject to Egyptian
Income Tax Laws except as otherwise provided 1n the Agreement, that
any A.R.E. Incomc¢ Taxes paid by EGPC on CONTRACTOR's behail
constitute additional income to CONTRACTOR, and this addinonal

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

“CONTRACTOR's annual income™, as determined in Article I () (2) of
this Agreement, less the amount ¢cqual to CONTRACTOR's grossed-up
Egyptian income tux 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 o the

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

If the "AR.E. Income Tux raic”, which means the effective or composite
tax rate due o the various A.R.E. taxes levied on income or profits,

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

Grossed-up Value = AR E. income tax rate TIMES Taxable Income.
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Combining the first and last equations above

Provisional income w Tax Kate

Grossed-up Value =
| - Tax Rate

where the tax rate is expressed as a decimal.

The above computations are illustrated by the following numerical
example. Assuming that the Provisional Income 1s 310 and the A.R.E.

Income Tax rate 1s forty percent (40%), then the Grossed-up Value 1s

equal 1o
$ 10504
=$ 6.07
i- 04

Therefore:
Provisional income $ 10.00
Plus Grossed-up Value 6.07
Taxable Income $16.67

Less: A R.E. Income Taxcs 4t 40% 6.7
CONTRACTOR's Income after (axes $ 10.00
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ANNEX “["

MADP OF THE NATIONAL GAS PIPELINE GRID SYSTEM
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