Y 'fL:L;_.,ﬁl_._.ﬂg,!_,i&(i}gUthyl.b.Ll.”“l:HJ”E.h__}F

Foo¥ Gond AL o) 9ala
a5 Aalalt Gl gl pn it Byl ) s
Wity ot o8 Sl 3 3 Mo s G5 i gl 3,4
il oedd G g Al
el | i
G ) el | e
Dol pial 43y kW ] cand s 3
( A5 BI)
sl &880 Jym T L) A all A gl o Bl Sdy 2 L5y e
P R I P EURPOVFIEN NP P T | N JU - paryes
( dalld! Ball! )
VI | EPPURCE S SO (R EES A Fro
( dd &S Bakl! )
NEYRF RGO T R | PN Y ICPS Uy GPVPID SN [ VIS X DI kT
 Lilyd e 5 S Bty ¢ Dglt 5lony 050 L pcay
)t g

Y YL Lag A Gl



Yook dow gl dyl (1) as I sl — e haa b A

RN T Ny

| Jumndd | Gl |
WYty g ll g sl
Ao Jull gl e y it
Jorat doladl dupaadf Gl
ri8 gt S I @ it g} B g

b

ol G o iy Sl
i | Qo
‘E*F ia
as t Y- .0 4 i oy F_,.:JIUJ'L;JLEJ":'“JJCJJ;

G aaSEl ol g o w Lo ke lags ) Doall can D O Ly
VY 5, o0l e el 550 el sy o el Dl & el Rl
il b L e Gt ) oda oo aeke ool b Y 80A 22
13 pdomns ool gtas D3 A5 0 a0 g (T I i Gt st bl A5 s
¢ el v g b et Lpade Gl s ) SLelSTl 5z Oty d) Ui 2oty 2ejes

A JslEll p )



A I A S COR YD N U IRV VS TR SO | I Y

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

THE EGYPTIAN GENERAL PETROLEUM
CORPORATION

AND
OCEAN SOUTH EAST JULY, LTD.
IN
SOUTH EAST JULY AREA
GULF OF SUEZ
A.R.E.

This Agreement made and entered on this ................ day of .................. :
2003, by and between the ARAB REPUBLIC OF EGYPT (hereinafter
referred to variously as "ARE." or as the "GOVERNMENT"), the
EGYPTIAN GENERAL PETROLEUM CORPORATION, a legal entity

created by Law No. 167 of 1958 as amended (hereinafter referred to as
"EGPCY) and OCEAN South East July, LTD., a Limited liability company
organized and existing under the laws of the Cayman Islands (hereinafter

referrcd to variously as “OCEAN" or as “CONTRACTOR™),
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WITNESSETH

WHEREAS, all minerals including petroleum, existing in mines and
guarmies in A.R.E., including the territerial wuters, and in the seabed
subject to its junisdiction and extending heyond the terrilorial waters, are
the property of the State; and

WHEREAS, EGPC has applied for an exclusive concession for the
exploraion and exploitatien of petroleum in and throughout the area
referred to in Article H. and described in Annex "A" und shown
approximately on Annex "B", which are attached hereto and made part
hereof (heremafter referred to as the “Area’): and

WHEREAS, OCEAN agrees to undertake its obligations provided
hereinafter as a CONTRACTOR with respect to the exploration,
development and production of petroleum in South East July Area, Gulf
of Suez: and

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

WHEREAS, the Minister of Petroleum pursuant to the provisions of
Law No. 86 of 1956, may enter into a concession aereement with EGPC
and with OCEAN as a CONTRACTOR in the said Area.

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

(a) "Exploration™ shall include such geological, geophysical, aerial and
other surveys as may be contained in the approved Work Programs
and Budgets, and the driling of such shot holes, core holes,
stratngraphic tests, holes for the discovery of Petroleum or the
appraisal of Petrolcum  discoveries and other related holes and
wells, and the purchase or acquisition of such supplies, materials,
services and equipment therefor. all as may be contained in the
approved Work Programs and Budgets. The verb "explore” means
the act of conducting Exploration.
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(b) "Development” shall include, but not be limited to, all the
operations and activities pursuant to approved Work Programs and
Budgets under this Agreement with respect to:

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

the status of a well. and

(i1) design, engineering, construction, installation, servicing and
mainttenance of equipment, lines, systems facilities, plants and
related operations to produce and operate said development
wells. taking, saving, trcating. handling, storing, transporting
and  delivering Petroleum, repressuring, recycling and other

secondary recovery projccts, and

(1m) transportation, storage and any other work or activities TIeCessary

or ancillary to the acuvitics specified in (i) and (i1).

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

therefrom.

(d) "Liguid Crude Oud" or "Crude Oil" or "Oil" means any hydrocarbon
produced trom the Area which 1s in a liquid state at the wellhead or
lease sepuarators or which is extracted from the Gas or casinghead
gas 1n g plant. Such  liquid state shall exist at sixty  degrees
Fahrenheit (60'F) and atmospheric pressure of 14.65 PSIA. Such

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

(t) "LPGY means Hquefied petroleum gas, which is a mixture principally
of butane and propane liquefied by pressure and temperature,

(g) A "Barrel” shall consist of forly-two (42) United States gallons,
liguid measure. comrected to a temperature of sixty  degrees
Fahrenhert (60°F) at atmosphertc pressure of 14.65 PSIA.

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

(2) "Commercial Gas Well” means the first well on any geological
fcature which after testing for a penod of not more than thirty
(30} consccutive days where  practical, but in any event in
accordance with sound and accepted indusiry produoction
practices and veritied by EGPC, 1s found to be capable of
producing at the average rate of not less than fifteen million
(15.000.000) standard cubic feet of Gas per day (MMSCFD).
The date of discovery of a "Commercial Gas Well" 1s the date
on  which such well 15 tested and completed according to the

above,



R LU A B R PPN I [P SO XV R D

.@ﬁlﬂLJmhLmu.ﬁ.r.En ()
T S | il o 3N 0 el gy 7 i " Ol ) ()
AL Lokl o) S shes ey JHlELT, 2l
c @l il s [l (VY] de SHS 0 alae T LT - Y (W)
il o g (VY) e 51520 Wlias " Aoty |7 - Y
e 3 TN e inwslﬂ.ﬂ SRl
e Sl bR U e S LU 2] s T RJUT Rl ()
ol U gl (AY) e 015,05 Lalins " day paall i ™ (L)
g peE W
a8t balias " dedefl 49,200 7 ()
Olelazal b olpo¥ ki Upadl Ldlad ) gd 5,50 31 -
Ol soY bl il 5,20 B0 25,80 adae Jlen ) g Waon
AP I
LY U yee Jlal ) oV 5800 515,200 ASOU 5,50 ) - Y
sl i3 sda LB sl gl e Silelazal 3 Y
s Sleloza! 3 Olpa¥ LEY D pidl Lend ) gl 5055 1 - ¥
o5 Ol bt &l Il ]y 2872200 s ]
§pilae 26,02 L3Nl ioe G e Ok gl Bes Slelaza
A5, A Gl ki) Sl le o



WYtk (D) e DY sl = da S50 2

(1) "AR.E." means ARAB REPUBLIC OF EGYPT.

(1) "Effective Date" means the date on which the text ot this
Agreement is signed by the GOVERNMENT, EGPC and
CONTRACTOR, after the relevant Law 18 15sued.

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

(2} "Calendar Year" means a period of twelve (12) months
according to the Gregorian Calendar being 1st January 10

31st December.

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

(m) " Tax Year " means the period of twelve {12) months according to the laws
and regulations of the A R.E.

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

(i} of which the share capital, conferring a majority of votes at
stockholders’ meetings of such company, 18 owned directly or
inchrectly by a party hereto; or

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

(111} of which the share capital conferring a majority of votes at
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 indirectty by the same
company.
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{0)

(P}

(g)

{r)

(s}

(1)

"Exploration Block” shall mean an area, the corner points of which
have 1o be coincident with three (3) minutes by three {3} minutes
latitude 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 set out in Annex "A".

"Development Block™ shall mean an area, the corner points of
which have to be coincident with one (1) minute by onc (i) minute
latitude 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 set out in Annex "A”".

"Development Lease(s)” shall mean the Development Block or
Blocks covering the geological structure capable of production, the
corner poinis of which have to be coincident with one (1) minule by
one (1) minute latitude and longitude divisions according to the
International Grid System where possible or with the existing
boundanes of the Area covered by this Concession Agreement as
set ouf m Annex "A".

"Agreement” shall mean 1his Concession Agreement and its

Annexes.

"Gas Sales Agreement” shall mean a wntten agreement between
EGPC and CONTRACTOR (as sellers) and EGPC or The Egyptian
Natural Gas Helding Company “EGAS” or a muwsally agreed third
party {as buyer), which contains the terms and conditions for Gas
sales from a Development Lease entered into pursuant to Article VII (e).
"Standard Cubic Foot" (SCF) is the amount of Gas necessary 1o fill

one (1) cubic foot of space at atmospheric pressure of 14.65 PSIA at
a base temperature of sixty degrees Fahrenheit (60 F).
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ARTICLE 11
ANNEXES TO THE AGREEMENT

Annex “A” is a description of the area covered and atfected by this
Agrecement, hereinafter referred to as the "Area”.

Annex “B™ is a provisional illustrative map on the scale of
approximately (1: 500,000) indicating the Area covered and affected by

this Agreement and described in Annex "A™.

Annex “C” is the form of a Letter of Guaranty to be submitted by
Ocean East Zeit Petroleum, Ltd. as Guarantor on behalf of
CONTRACTOR to EGPC one (1) day before the lime of signature by
the Minister of Petroleum of this Agreement, for guaranieeing the
exccution of CONTRACTOR’s minimum Exploration obligations
hereunder for the initial two and one half (2.5) year Exploration period
by paying andfor transferring a quantity of Crude Otl sufficient in value
to cover the shortfall between the sum of sixteen mullion and thiee
hundred thousand 1.S. Dollars (3 16,300,000) and the amount of
money spent by CONTRACTOR and approved by EGPC. In case
CONTRACTOR extends the initial Exploration Period for two (Z2)
additional periods, cach of three (3) years respectively, each in accordarnce
with Article 111 (b) of this Agreement, a similar Letter of Guaranty shall |
be issued and be submitted by Ocean East Zeit Petroleum, lLtd. as
Guarantor on behalf of CONTRACTOR on the day the CONTRACTOR
exercises its option to extend. The first such letter of Guaranty shall be
for guaranteeing the payment and/or transfer of a quantity of Crude Oil
sufficient in value to cover the shortfall between the sum of five mullion
US. Dollars ($ 5,000,000) and the amount of money spent by
CONTRACTOR and approved by EGPC and the second such letter of
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suaranty shall be for guaranteeing the payment and/ or transfer of a
quantity of Crude Oil sufficient in value to cover the shortfall between
the sum of five million U.S. Dellars (3 5,000,000} and the amount of
money spent by CONTRACTOR and approved by EGPC less 1n both
instances, any excess expenditures of the preceding Exploration period
permitted for carry forward in accordance with Article 1V (b) third
naragraph of this Agreement. Each Leiter of Guaranty shall remain
effective for six (6) months after the end of the respective Exploration
period, as the case may be or upon completion or performance of
CONTRACTOR s obligations hereuner.

Annex *D” is the form of a Charter of the Operating Company if

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 Gnd

System established by the Govemment.

The point of delivery for gas shall be agreed upon by BEGPC and
CONTRACTOR under a Gas Sales Agreement, which point of delivery
shall be located at the flange connecting the Development lease pipehine
to the nearest point on the National Gas pipeline Gnd System as
depicted in Annex "F' or as otherwise agrced by EGPC and
CONTRACTOR .

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

force and effect with the provisions of this Agreement.
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ARTICLE III
GRANT OF RIGHTS AND TERM
The GOVERNMENT hereby grants EGPC and CONTRACTOR

subject to the terms, covenants and conditions set out 1n this Agreement,
which insofar as they are contrary 1o or inconsisteni with any
provisions of Law No. 60 of 1933, as amended, shall have the force of
Law, an exclusive concession in and to the Area described in Annexes

"A "
(a)

(b}

and 'IIBII-

The GOVERNMENT shall own and be e¢ntitled, as hereinafter
provided to a royalty in cash or in kind of ten percent (10%) of the
total quantity of Petroleum produced and saved from the Area
during the Development penod including renewal.  Said royalty
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 income attributable to the CONTRACTOR.

An initial Exploration period of two and one half (2.5) years shall
start from the Effective Date. Two (2) successive extensions 1o the
initial Exploration period, each of three ycars (3) respectively, 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 then current period, as may be extended
pursuant (o the provisions of Articie V {a), and subject only
its having fulfilled its obligations hereunder for that period.
This Agreement shall be terminated 1if neither a Commercial Ol
Discovery nor a Commercial Gas Discovery 15 established by the
end of the eighth and one half (8.5™) year of the Exploration period,
as may be extended pursuant to Article V {a). The election by
EGPC (o undertake a sole rnisk venture under paragraph (c) shail not
extend the Exploration peniod nor affect the termination of this
Agreement as to CONTRACTOR.
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(¢c) Commercial Discovery:

(1)

(if)

A Commercial Discovery - whether of Oil or Gas - may consist
of one producing reservoir or a group of producing reservoirs
which 1s worthy of being developed commerciafly. After
discovery of a Commercial Qil or Gas Well CONTRACTOR
shall, unless otherwise agreed upon with EGPC, undertake as
part of 1ts Exploration program the appraisal of the discovery by
drilling one or more appraisal wells, to determine whether such
discovery 1s worthy of being developed commercially, taking
into  consideration the recoverable reserves, production,
pipeline and terminal facilities required, estimated Petroleum
prices, and all other relecvant technical and economic factors.

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

(11) CONTRACTOR shall give notice of a Commercial Discovery

to EGPC immediately after the discovery is considered by
CONTRACTOR to be worthy of commercial development but
in any event with respect to a Commercial Oil Well not later
than thirty (30) days following the completion of the second
appraisal well or eighteen (18) months following the date of the
discovery of the Commercial Oil Well, whichever is earlier or
with respect to a Commercial Gas Well not later than thirty six
(30) 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 reservorr or reservoirs even if the well or wells
thereon are not “"Commercial” within the defimtion of
"Commercial Well" if, in its opinion, a reservoir or a group of
reservorrs,  considered collectively, could be  worthy of
commercial development.
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CONTRACTOR may also give a notice of a Commercial Oil

Discovery in the event it wishes 10 undertake a Gas Recycling
Project.

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

Gas rescrves, the estimated production potential and profile and
field life.

Within sixty (60) days following receipt of a notice of
a Commercial Oil or Gas Discovery, EGPC and CONTRACTOR
shall meet and review all appropriate data with a view to
mutually agreeing upon the existence of a Commercial
Discovery. The date of Commercial Discovery shall be the
date EGPC and CONTRACTOR jointly agree in writing that
a Commercial Discovery exists.

(iv) If Crude Qil is discovered but is not deemed by CONTRACTOR
to be a Commercial Qil Discovery under the above provisions
of this paragraph (c), EGPC shall one (1) month after the
expiration of the period specified above within which
CONTRACTOR can give notice of a Commercial Cil
Discovery, or thirteen (13) months afier the completion of
a well not considered 1o be a "Commercial O1] Well”, have the
right, following sixty (60) days notice in wniing 10
CONTRACTOR, at its sole cost, risk and expense, to develop,
produce and dispose of all Crude Oil from the geological
feature on which the well has been drilled. Said notice shall
state the specific area covering said geological feature to be
developed, the wells to be drilled, the production facilities to be
instatled and EGPC’s estimated cost thereof, Within thirty (30)
days after receipt of said notice CONTRACTOR may, in
writing, elect 10 develop such area as provided for In the case of
Commercial Discovery. hereunder. In such event all terms of
this Agreement shall continue to apply to the specified area.
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[t CONTRACTGR elects not to develop such area, the specific
area covenng said geological feature shall be set aside for sole
risk aperations by EGPC. such area to be muitually agreed upon
by EGPC and CONTRACTOR on the basis of good petroleum
industry practice. EGPC shall be entitled to perform or in the
event Operating Company has come into existence, to have
Operating Company perform such operations for the account of
EGPC and at EGPC's sole cost, risk and expense. When EGPC
has recovered from the Crude 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 1n carrying out the
sole risk operations, CONTRACTOR shall have the option,
orly in the event there has been a scparate Commercial Gil
Discovery, elsewhere within  the Area, to share in further
developmeni and production of that specific area upon paying
EGFC one hundred percent (100%) of such costs incurred by
EGPC.

Such one hundred percent (190%) payment shall not be
recovered by CONTRACTOR. tmmediately following such
payment the specific area shall either (i) revert to the status of
an ordinary Development Lease under this Agreement and
thereafter shall be operated in  accordance with the terms
hereof; or (i1) alternatively, in the event that at such tme EGPC
or its Affiliated Company 15 conducting Development
operations in the area ai its sole expense and EGPC  elects to
continue operating, the area shall remamn 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 VII (¢). In the event of any termination of this
Agreement under the provisions: of Article [ (b}, this
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Agreement shall, however, continue 1o apply to EGPC's
operation of any sole risk venture hereunder, although such
Agreement shall have  been termunated with respect 10
CONTRACTOR pursuant to the provisions of Artucle 11 (b) .

(d) Conversion Lo a Development [easc:

(1) Following a Commercial Oil Discovery or a Commercial Gas
Discovery the extent of the whole areu capable of production to
be covered by a Development Lease shali be mutually agreed
upon by EGPC and CONTRACTOR and be subject to the
approval of the Mimister of Petroleumn.  Such area shall be

converted automatically into a Deveclopment Lease without the
1ssue of any additional legal instrument or permission.

(11) Following the conversion of an area to a Development Leuse
hased on a4 Commercial Gas Discovery (or upon the discovery
of Gas in  a Development Lease granted following
a Commercial Oil Discovery), EGPC and CONTRACTOR shall
endeavor with diligence to find adequate markets capable of
absorbing the production of Gas and with respect to the local
market, EGPC shall advise CONTRACTOR of the potential
outlets for such Gas and the expected annual scheduie of
demand. Thereafter, EGPC and CONTRACTOR shall meet
with a view to assessing whether the outlets for such Gas and
other refevant factors warrant the development and production
of the Gas and 1n case of agreement the Gas thus made available
shalt be sold of to EGPC or EGAS or a third party under
a long-term Gas Sales Agreement in accordance with and subject
to the conditions set forth in Article VII .

(in) The Development pertod of each Development Lease shall be
as follows:

(aa) In respect of a Commercial Oil Discavery, twenty (20)
years from the date of such Commercial Discovery plus the
Extension Period (as defined below) provided that, in the
event that, subsequent to the conversion of a Commercial
01l Discovery into a Developmeni Lease, (Gas is discovered



Yoo g i ol Job (1) s ¥ sl — da Jlan 41 YA

ball 5 Uos aalidezal 56 o pasuian s drsll die i
die Jl o o, DL Sy f caie el ALY dn s
ey Ll g Al B i sitasie dpaisd] die 5,58 013 0 des
S ) cy3lly 5L el e paliadt (LPG. JLdbd, =l
oyt doow (¥ 0) o e 3k LA ) pa prie CiZSaes JSZ 4 o0
Lot Lilins siasll of Ldona LA o OaSY s Jof 7,0
il aie Job s Y Boiyy (sUsl inee oo LeS) aluze¥l s ,od
i (YO0 G e e Cusld ool OliasT de el s
gl o Gl 5 13 Y ol ol BLARSYT s 5,5 (e

cdu b s adit e Doty eld OV e Jlall,

55 o Sy LAl Glaafl gl e Ty Lot J,LEl s
st alds play was s die caldey iddl LI
B (Y1) e At 3 pm 50 LA (o F LSS Shas L ()
3ak) DL pdeat) 5 Wow 5L e Sl odos Il 7,5 e
- PA 3 H Ul | P B BN NN JT VPR W ¢ R P |
Ee gub b el S etiaS] ol Leass aie S| 5l (S SLAST
PRI AT PR S PURS O T ERN AT SRR S S
St s bkl (LPGy UL, 208 5le s lizuly) L
;,L;.J_,(julemamﬁsgfﬁﬂlrw@yui
e it wie A gl S 5 pms e ST el oLl
s ALY ptl et el BliaaST 7,6 e 2w (Y-)

: (nLi.‘ui e o LS) alazal




o

Yoo tdm gl dyl g (1)l dY el = T M 4

in the same Development Lease and is used or 18 capable
of being used locally or for export hereunder, the period of
the Development Lease shall be extended only with respect
to such Gas, LPG extracted from such Gas and Crude Ohl
in  the form of condensate produced with such Gas for
twenty (20) years from the date of first delivenes of Gas
locally or for export plus the Extension Period (as defined
below) provided that the duration of such Development
[ease based on a Commercial il Discovery may not be
extended beyond thirty-five (35) years from the date of
such Commercial Oil Discovery, unless otherwise agreed
upon between EGPC and CONTRACTOR and subject to

the approval of the Minister of Petroleum.

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

(bb) In respect of a Commercial (ias Ihscovery, twenty (20)

years from the date of {irst deliveries of Gas locally or for
export plus the Extension Period (as defined below)
provided that, if subsequent to the conversion of
a Commercial Gas Discovery into a Development iease,
Crude Qil is discovered in the same Development iease,
CONTRACTOR's share of such Crude Oil from the
Development Lease {except LPG extracted from Gas or
Crude Oil 1n the form of condensate produced with Gas)
and Gas associated with such Crude Qil  shall revert
entirely to EGPC upon the lapse of twenty (20) years from
the date of such Crude Oil Discovery plus the Extension
Period (as defined below),
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Notwithstanding, anything to the contrary under  this
Agreement, the duration of a Development Lease based on
a Commercial Gus Discovery shall in no case cxceed
thirty-five (35) vears from the date of such Commercial
Gas Ihscovery, unless otherwise agreed upon between

ECGPC and CONTRACTGR  and subject to the approvat of
the Minister of Petroleum.

CONTRACTOR shalt immediate!y noify EGPC of any
il Discovery but shall not be reguired to apply for a new
Development Lease in respzet of such Crude Oil.

The "Extension Period” shall mean a  period of five (3)
years which may be elected by CONTRACTOR upon six (6)
manths written request sent by CONTRACTOR 10 EGPC
prior to the expiry of the relevant twenty (20) yeuar peried
supplemented by technical studies including evaluation of
production perniod expected levels of production during
extensten  penod, CONTRACTOR’s obligations and
relevant cconomic consideration. This extension period is
subject to the approval of the Minisier of Petroleum.

(c) Development operations shal!l upon the issuance of 4 Development
Lease granted following 2 Commercial Oi1l Discovery, be staried
promptly by Operating Company or other organization and be
conducted in accordance with good oil field practices and accepted
petroleumn engineering principles, until the field 1s considered to be
fully developed, it being understood that if associated Gas is not
utthzed, EGPC and CONTRACTOR shalt negotiate in good faith on
the best way to avoid impairing the production in the interests of the
parues.

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

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

If, upon application by CONTRACTOR it is recognized by EGPC
that Crude Qil or Gas is being drained from the Exploration Block
under this Agreement into a Dcvelopment Block on an adjoining
concession area held by CONTRACTOR, the Block being drained
shall be considered as participating in the Commercial Production
of the Development Block in question and the Block being drained
shall be converted into a Development Lease with the ensuing
allocation of costs and production (calculated from the Effective
Date or the date such drainage occurs, whichever is later) between
ihe two Concession Areas. The ailocation of such costs and  production
under each Concession Agreement shall be in the same portion thal
the recoverable reserves in the drained geological structure underlying
each Concession Area bears to the total recoverable reserves of such
structure underlying both Concession Areas. The preduction allocated
10 a concession area shall be priced according to the concession
agreenient covering that concession area.
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(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 shail ook only to the Petroleum to which it is
cntitled under this Agreement to recover such costs and expenses.
Such costs and expenses shall be recoverable as provided 1n
Atticle VII. During the term of this Agrzement and its renewal,
the tetal production achieved in the conduct of such operations shall
be divided between EGPC and CONTRACTOR in accordance with
the provisions of Article VII.

(2) (1) Unless otherwise provided, CONTRACTOR shall be subject to
Egvptiun mcome tax laws and shall comply with the
requirements of such laws with respect to the filing of retumns,
the assessment of lax, and keeping and showing of books and
records.

(2) CONTRACTOR's annual income for Egyptian income tax
nurposes under this Agreemeni shall be an amount calculated
as fotlows:

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

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

(11) The wvalue as determined according o Article VII (c), of
EGPC’s share of the Excess Cost Recovery Petroteum
repaid to EGPC 1n cash or in kind, if any,

Plus:

An amount equal to CONTRACTOR's Egyplian income taxes
grossed up in the manner shown in Article VI of Annex "E7 .
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(3)

{4)

()

For purposes of above tax deductions 1n any Tax Year, Article
VII {a) shall apply only im respect of classification of costs and
expenses and rates of amortization, without regard to the
percentage limitation referred to in the first paragraph of
Article VII (a) (1). All costs and expenses of CONTRACTOR
in conducting the operations under this Agreement which are
not controlled by Article VII (a) as above qualitied shall be
deductible in accordance with the provisions of the Egypuan
Income Tax Law.

EGPC shall assume, pay and discharge, in the name and on
behalf of CONTRACTOR, CONTRACTOR's Egyptian income
tax out of EGPC's share of the Petroleum produced and saved
and not used in operations under Article VIL.  All taxes paid by
EGPC 1n the name and on behalf of CONTRACTOR shall be
considered income t0 CONTRACTOR.

EGPC shall furmish to CONTRACTOR the proper official
receipts evidencing the payment of CONTRACTOR's Egyptian
income tax for each Tax Year within ninety (9G) days
following the receipt by EGPC of CONTRACTOR's tax
declaration for the preceding Tax Year. Such receipts snall be
1ssued by the proper Tax Authonties and shall state the amount
and other paruculars customary for such receipts.

As used herein, Egyptian Income Tax shall be inclusive of all
income taxes payable in the A.R.E. (including tax on tax) such
as the tax on imcome from movable capital and the tax on
profits from commerce and industry and inclusive of taxes
based on income or profits including all dividends, withholding
with respect to shareholders and other taxes imposed by the

GOVERNMENT of A.R.E. on the distnbution of income or
profits by CONTRACTOR.
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{0)

(a)

(b)

in calcutating 1ts A R.E. income taxes, EGPC shall be entitled
to deduct ail royalties patd by EGPC to the GOVERNMENT
and CONTRACTOR's Egyptian income taxes paid by EGPC
on CONTRACTOR's behalf,

ARTICLE 1V
WORK PROGRAM AND EXPENDITURES
DURING EXPLORATION PERIOD

CONTRACTOR shall commence Exploration operations
hereunder not later than six (0) months after the Effective
[ate. Within eighteen (18"} months from the Effective Date,
CONTRACTOR shail start Exploratory dniling operations in
the Area durnng the initial Exploration peniod with a
commitment of reprocessing the existing 3D seismuc data set
and drilling two (2) wells. EGPC shall make available for
CONTRACTOR s use all seismic, wells and other Exploration
data 1n EGPC s possession with respect to the Area as EGPC is

entitled to so do.

The mmitial Exploration period shall be two and one half (2.5)
years. CONTRACTOR may extend this Exploration pertod for
two (2) successive extension periods, each of three (3) years
respectively 1n accordance with Artucle I (h), each of which
upon at least thirty (30) davs prior written notice to EGPC,
subject to 1ls expenditure of (s unimum Exploration obligutions
and of 1ts fulftllment of the drilling obligations hereunder, for

the then current period.
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CONTRACTOR shall spend a minimum of sixteen mullion and
three hundred thousand U.S Dollars ($ 16.30C,000) on Exploration
operations and activitues related therveio during the mmnal (two
and one half {(2.5) year Exploration period; provided that
CONTRACTOR shall reprocess th existing 3D seismic data set
and shail drill two (2) wells. For the first three {3) vear extension
pertod that CONTRACTOR elects to extend beyond i iminal
Exploration period, CONTRACTOR shall spend a minimum of
five milhon U.S. Dollars ($ 5,000,000) and for the secons three
(3) year cxtension period that CONTRACTOR elects to extend
beyond the three (3) year first extension period,
CONTRACTOR shalt also spend 4 minimum of five rullion
1.8, Dollars ($ 5,000,000). During each of the first and second
extension periods that CONTRACTOR clects to extend heyond
the initial Exploration period, CONTRACTOR shall dri!l one (1)
well in the first extension period and also shall deill one (1) well
in the second extension perrod.

Should CONTRACTOR spend more than the minimum amount
required to be expended or dnll more welis than the mmriimum
required to be drilled or acquired more seismic than the
minimum required during the initial two and one half (2.5) year
Exploration perrod, or during any period thereafter, the excess
may be subtracted from the minimum amount of money required
teo be expended by CONTRACTORK or mmmmum number of
wells required to be dnlled during any succeeding Exploration
period(s), as the case may be.

in case CONTRACTOR surrenders s Exploration nghis under

this Agreement as set forth above before or at the end of the
second and one half (Z.S“d) year of the mmtial Expioration
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period, having expended less than the total sum of sixteen
million and three hundred thouand U.S. Deollars ($ 16,300,000),
on Exploration or in the event at the end of the second and onc
half (2.5 year, CONTRACTOR has expended less than said
sum 1n the Area, an amount equal to the difference between the
said sixteen rmulhion and three hundred thousand U.S. Dollars
($ 16,300,000) and the amount actually spent on Exploration
shall be paid by CONTRACTOR to EGPC at the time of
surrendering or within six (6} months from the end of the
second and one halfl (2.5"%) ycar of the mitial Exploration
period, as the case may be. Any expenditure deficiency by
CONTRACTOR at the end of any additional poriod for the
reasons above noted shall similarty result in a payment by
CONTRACTOR to EGPC of such deficiency. Provided this
Agreement is still in force as to CONTRACTOR, CONTRACTOR
shall be entitled to recover any such payments as Exploration
Expenditure in the manner provided for under Article VII in the
event of Commercial Production.

Without prejudice to Article HI (b}, in case no Commercial Oil
Discovery is established or no nouce of Commercial Gas
Discovery 15 given by the end of the eighth and one half (8.5
ycar, as may be extended pursuant to Article V (a) or m case
CONTRACTOR surrenders the Area under this Agreement
prior t0 such time, EGPC shall not bear any of the atoresamd
expenses spent by CONTRACTOR.

(c) At least four (4) months prior to the beginning of cach Financial
Year or at such other times as may muiually be agreed to by
EGPC and CONTRACTOR, CONTRACTOR shall 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.
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{d)

(e)

T Tt

The Exploration Work Program and Budget shall be reviewed
by a joint committee tO be established by EGPC and CONTRACTOR
atier the Effective Date of this Agreement. This Committee,
hereinafter referred to as the "Exploration Advisory Committee”,
shall consist of six {6) members, three (3) of whom shall be
appointed by EGPC uand three {(3) hv CONTRACTOR. The
Chairman of the Exploration Advisory Committee shali be
designaicd by EQOPC from among the members appointed by it.
The Exploration Advisory Committee shall review and give
such advice as it deems appropriate with respect to the proposed
Work Program and Budget. Following review by the Exploration
Advisory Committee, CONTRACTOR shall make such
revisions as CONTRACTOR deems appropriate and submit the
Exploration Work Program and Budget to EGPC for its
approval.

Foilowing such approval, it 1s further agreed that:

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

{11) in the event of e¢mergencies involving danger of loss of
lives or property, CONTRACTOR may expend such
add:tional anbudgeted amounts s may be required to
alleviate such danger. Such expenditure shall be considered
in all aspects as Exploration Expenditure and shall be
recovered pursuant to the provisions of Article VII hereof.

CONTRACTOR shail advance ali necessary funds for all
materials, equipment. supplies, personnel administration and
operations pursuani {0 the Exploration Work Program and
Budget and EGPC shall not be responsible to bear or repay any
of the aforesaid costs.

CONTRACTOR shall be responsible for the preparation and
performance of the Exploration Work Frogram which shall be
mplemrented 1in a workmanbhke muznner and consistent with
good indusury practices.
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Except as 1s approprniate tor the processing of data, specialized
laboratory engineering and development studies thereon. to be
made in specialized centers outside ALRE., all geological and
ccophysical studies as well as any other studics related to the

performance of this Aereement, shali be made 1n the A.R.E.

CONTRACTOR shall entrust the management of Exploration
operations 1 the A.R.E. to its techmcally competent General
Manager and Deputy General Manager. The names ol such
Manager and Deputy General Manager shall, upon appointment.
be forthwith notified to the GOVERNMENT and to EGPC. The
General Manager and, in his absence, the Deputy General
Muanager shall be entrusted by CONTRACTOR with sufficient
powers 1o carry oul imunediaicly all lawful written directions
aiven to them by the GOVERNMENT or its representative
under the terms of this Agreement. All lawful regulations 1ssued

or hercafter to be issued which are applicable hereunder and not
in contlict with this Agreement shall apply to CONTRACTOR.

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

the end of each calendar quarter, with a Siatement ol
Exploration activity showing costs incurred by CONTRACTOR
during such quarter. CONTRACTOR's records and necessary
supporing documents shall be available for inspection by
EGPC at any ume durning regular working hours for three (3)
months from the date of receiving each statement.

Within the three (3) months from the date of receiving such
Statement, EGPC shall advise CONTRACTOR 1n writing if 1t

considers:

(1} that the record of costs 18 not correct;
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{2} that the costs of goods or services supplied are not in line
with the intemational market prices for goods or services
of simular quality supplied on similar terms prevailing at
the time such goods or services were supplied, provided
however. that purchases made and services performed
within the A.R.E. shall be subject to Article XX VI,

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

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

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

Any reimbursement due to EGPC out of the Cost Recovery
Petroleurn as a rcsult of reaching agreement or of an artitral
award shall be adjusted in the subsequent Cost Recovery
Staternent sent for the portion of the costs incurred which ase
not due for recovery or promptly made 1a cash to EGPC, plus
simple interest at LIBOR plus two and haif percent (2.5%) per
annum from the date on which the disputed amount(s} would
have been paid to EGPC according to Article VI1I (a) (2) and
Annex “E” of this Agreement {i.e., the date of rendition ot the
relevant Cost Recovery Statement) to the date of payment for
the portion of the costs incurred that are due for Cost Recovery.
The LIBOR ratc applicable shall be the average of the figure or
fisures pubiished by the Financial Times representing the
mid-point of the rates (bid and ask) applicable to one month
U.S.Dollars deposits in the London Interbank FEurccuitency
Market on each fifiteenth (15th) day of each month occurring
between the date on which the disputed amount(s) would have
been paid to EGPC and the date on which it is settled.
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if the LIBOR rate 15 available on any fifteenth (15th) day bur 1s
not published 1n the Financial Times in respect of such day for
any reason, the LIBOR rate chosen shall be that offered by
Citibank N.A. 1o other leading banks in the London interbank
Eurocurrency Market for one month U.S. Dollar deposits.

It such fifteenth (15th} day is not a day on which LIBOR rates
are quoted in the London Interbank Eurocurrency Market, the
LIBOR rate to be used shall be that quoted on  the next
following day on which such rates are quoted.

If within the iime himit of the three (3) month period provided
for in this paragraph, EGPC has not advised CONTRACTOR of
1ts objection to any Statement, such Stautement shall be considered
as approved.

CONTRACTOR shall supply all funds necessary for its
operations 1 the ARE. under this Agreement in freely
convertiblie 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 the GOVERNMENT to conduct foreign
currency exchanges.

(h) EGPC is authorized 1o advance to CONTRACTOR the Egyptian

currency required for the operations under this Agreement
against recerving trom CONTRACTOR an equivalent amount
of U.S. Dollars at the official A.R.E. rate of exchange us
specified by the Central Bank of Egypt on the date of exchange,
such amount in 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 used
for fimancing EGPC’s and its Affilated Companies’ foreign
currency reguirements subject 1o the approvai of the Minister of
Petroleum.
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ARTICLE V¥
MANDATORY AND VOLUNTARY RELINQUISHMENTS
(a) MANDATORY:

At the end of the second and one half (2.5"%) year after the Effective
Date hereof, CONTRACTOR shall relinquish to the
GOVERNMENT a total of twenty five percent (253%) of the
original Area on the Effective date not then converted te a
Development Lease(s). Such relinquishment shall be in a single unit
or units of whole Exploration Blocks not converted to Development
Leases so as to enable the relinquishment requirements to be
precisely fulfilled.

At the end of the fifth and one half (5.5") year after the Effective
Date hereof, CONTRACTOR shall relinquish to the
GOVERNMENT an additional twenty-five percent (25%) of the
original Area on the Effective Date not then converted to a
Development Lease(s). Such relinquishment shall be 1 a singie unit
or units of whole Exploration Blocks not converted to Development
Leases so as to cnable the relinquishment requirements o be
preciscly fulfilled. |

Without prejudice to Articles Il and XXIII and the last three
paragraphs of this Article V (a), at the end of the eighth and one half
(8.5"™) year of the Exploration period, CONTRACTOR shall
relinquish the remainder of the Area not then convertea o a
Development Leases.

It is understood that at the time of any relinquishment the areas to
be converted into Development Leases and which are submitted to
the Minister of Petroleum for his approval according to Article 111
(d) shall, subject to such approval, be deemed converted to
Dcvelopment Leases.
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CONTRACTOR shall not be required to relinquish any Exploration
Block or Blocks on which a Commercial Qil or Gas Well 15
discovered before the period of time referred to in Article 1T {(¢)
given to CONTRACTOR to determine whether such Well s
a Commercial Discovery worthy oi Development or to relinquish an
Exploration Block in respect of which a notice of Commerciat Gas
Discovery has been given to EGPC subiect to EGPC's right to agree
on the existence of a Commercial Discovery pursuant to Article 111
(c), und without prejudice to the requirements of Article 1T (e}

In the event at the end of the initial Exploration period or either of
the two successive extensions of the initial Exploration period,
a well is actually driliing or testing, CONTRACTOR shall be allowed
up to six (6} months to enable it 1o discover a Commercial Oil or
Gas Well or to cstablish a Commercial Discovery, 48 the case muay
be. However, any such extension of up to six (6) months shall
reduce the length of the next succeeding Exploration Period, as
applicable, by that amount.

VOLUNTARY:

CONTRACTOR may, voluntarily, during any penod re!inquiSh all
or any part of the Area in whole Exploration Blocks or parts of
Exploration Blocks provided that at the ume of such voluntary
relinquishment its Exploration obligations under Article IV (b} have
been satisfied for such period.

Any relinguishments hereunder shall be credited toward the
mandatory provisions of Artcle V (a) above.

Foliowing Commercial Discovery, EGPC and CONTRACTOR shall
mutuaily agree upon any area to be relinquished thereafter, except
for the relinquishment provided for above at the end of the total
Exploration period.
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ARTICLE VI
OPERATIONS AFTER COMMERCIAL DISCOVERY

(a) On Commerci Discovery, EGPC and CONTRACTOR may form in
the A.R.E. an operating company or other organization approved by
the Minister of Pectroleum (o conduct operations or oversee
operations subject to the economic feasibility study for the
discovery. In the event that both EGPC and CONTRACTOR agree
to form an Operauing Company then 1t shall be chartered pursuant to
Article VI (b) and Annex (D) (hereinafter referred to as “Operating
Company™) which company shall be named by mutval ugreement
between EGPC and CONTRACTOR and such name shall be subject
to the approval of the Mimister of Petroleuin. Said company shall be
a privatc sector company. Operating Company shall be subject 1o the
laws and regulantons 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, Operatmg Company or other orgamzation and
CONTRACTOR shall, for the purpose of this Agreement, be
exempted from the following laws and regulations as now or
hereafter amended or substituted:

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

- Law No. 159 of 1931, promulgating the law on joimnt stock
companies, partnership limited by spares and limuted liability
COMpAaries;

- Law No. 97 of 1983 promulgating the jaw concerning public sector
organizations and companies;

- Law No. 203 of 1991 promulzating the faw on public business secter
companies, and

- Law No. 38 of 1994, organizing dealings in foreign currencies.
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(b) The Charter of Operating Company is hereto attached as Annex “D”.
Within thirty (30) days after the date of Commercial Oil Discovery
or within thirty (30) days after signature of a Gas Sales Agreement
or commencement of a scheme to dispose of Gas (unless otherwise
agreed upon by EGPC and CONTRACTORY), the Charter shall take
effect and Operating Company or other organization. whichever the
case may be shall automatically come into existence without any
further procedures. The Exploration Advisory Commitiee shall be

dissotved torthwith upon the coming into existence of the Operaiing
Company or other organization.

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

(d) Not later than the twentieth (20th) day of each month, Operating
Company or other orgamzation shall furmish to CONTRACTOR a
writlen estimate of its total cash requirements for expenditure for the
first half and the second half of the succeeding month expressed in
U.S. Dollars having regard to the approved Budget. Such estimate

shall take inte consideration any cash expected to be on hand at
month end.
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Payment for the appropriate period of such menth shall be made to
the correspondent bank designated in paragraph (e} below on the
first (1st) day and fifteenth (15th) day respectively, or the next
following business day, if such day is not a business day.

(e) Cperating Company or other organization is authorized to keep at its
own disposal abroad in an account opened with a correspondent
bank of the National Bank of Egypt. Cairo, the foreign funds advanced
by CONTRACTOR. Withdrawals from said account shall be used for
paymeit for goods and services acquired abroad and for transferring
to a local bank in the A.R.E. the required amount to meet the
expenditures in Egyptian Pounds for Operating Company or other
orgamzation 1n connection with its activities under this Agreement.

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

(f} If and for as long during the period of production operations there
CXiSts an excess capacity in factlities which can not during the period
of such excess be used by the Operating Company, other
crgamzation, or CONTRACTOR from a Development Lease or
adjacent concession area in which CONTRACTOR is a partner,
EGPC shall use the excess capacity if it so desires without any
tinancial or operational disadvantage to CONTRACTOR, Operating
Company or other organization.
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ARTICLE VII
RECOVERY OF COSTS AND EXPENSES AND

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

Subject to the auditing provisions under this Agreement,
CONTRACTOR shall recover quarterly all costs, expenses and
expendituies in respect of all the Exploration, Development and
refated operations under this Agreement (o the extent and out of
forly percent (40%) of all Petroleum produced and saved from
all Development Leases within the Area hereunder and not used
in Petroleum operations. Such Petroleumn is hereinafter referred

to as "Cost Recovery Petroleum”.

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

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

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

Operating Expenses) and the related portion of indirect
expenses and overheads.

3- “Operating Expenses” shall mean all costs, e¢xpenses and
expenditures made uafter mitial Commercial Production,
which costs, expenses and expenditures are not normally

depreciable.
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However, Opcrating Expenses shall inciude workover, repair
and maintenance of asscts but shall not include any of the
following: sidetracking, rednlhing and changing of the status of
a well, replacement of assets or part of an asset, additions,
improvements, renewals or major overhauling that extend the
life of the asset,

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

(i} “Exploration Expenditures”, incliading those accumulated
prior t¢ the commencemeni of inittal Commercial
Production which for the purposes of this Asreement shall
mean the date on which the f{irst regular shipment of Crude
Ol or the first debveries of Gas are made, shall be
recoverable at the rate of twenty-five percent (25%) per
annum starting either 1 the Tax Year in which such
expenditures are incurred and paid or the Tax Year in
which mnal  Commercial Producion commences.
whichever is the later date,

(1) “Development Expendiiures”, tncluding those accumulated
prior 10 the commencement of mitial Commercial
Production which {or the purposes of this Agreement shall
mean the date on which the first regular shipment of Crude
(hl or the first deliveries of (as are wmade, shall be
recoverable at the rate of twenty-five percent (23%) per
annum  starting either 1n the Tax Year i which such
expenditures are mcurred and paid or the Tax Year n
which 1mitial Commercial Production commences,
whichever is the later date.
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(111} “Operating Expenses™, incurred and paid after the date of
tnitial Commercial Production, which for the purposcs of
this Agreement shall mean the date on which the first
regular shipment of Crade Oil or the first deliveries of Gas
are made, shall be recoverable either 1n the Tax Year 1n
which such costs and expenses are incurred and paid or the
Tax Year in which initial Commercial Production occurs,

whichever i1s the later date.

(iv) To the extent that, in o Tax Year, costs, expenses oOr
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 forward for
recovery 1n  the next succeeding Tax Year(s) until fully

recovered, but in no cuse after the termination of this
Agreement, as to CONTRACTOR.

(v) The recovery of costs and expenses, based upon the rales
recierred to above, shall be allocatcd 1o each quarter
proportionately (one fourth to each quarter). However, any
recoverable costs and expenses not recovered 1n one guaiter
as thus allocated, shall be camed forward for recovery 1n

the next quarter.

(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 Petrolcum, which shall be taken and
chsposed of 1in the manner determined pursuant o Article VIL (e).

To the extent that the value of all Cost Recovery Petroleum
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{as determined in Article VII (c)] exceeds the actual recoverable
costs and expenditures, including any carry forward under
Article VII (a) (1) (1v), to be recovered in that quarter, then the
value of such Excess Cost Recovery Petroleum shall be sphit
between EGPC and CONTRACTOR in accordance with the
percentares specified in Article VII (b) (1) below and EGPC’s
shares shall be paid by CONTRACTOR to EGPC either (i) in
cash in the manner set forth in Article 1V of the Accounting

Procedure contained in Annex “E” or (11) in kind in accordance
with Article VII{a) {(3).

(3) Ninety (90) days pnior to the commencement of each Calendar
Year EGPC shall be entitled to elect by notice in writing to
CONTRACTOR to require payment of up to one hundred
nercent (100%) of BEGPC's share of Excess Cost Recovery
Petroleum 1n kind. Such payment will be n Crude Oil from the
Area F.O.B. export terminal or other agreed delivery point
provided that the amount of Crude Ohl taken by EGPC in kind
in a quarter shall not exceed the value of Cost Recovery Crude
Onl actually taken and separately disposed of by CONTRACTOR
from the Area duning the previous quarter. If EGPC's ¢ntitlement
to receive payment of its share of Excess Cosl 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 sixty percent (60%) of the Perrolcum shall be
divided between EGPC and the CONTRACTOR according (o
the following shares: Such shares shall be taken and disposed
of pursuant to Article VII (e):
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(1) Crude il

Crude Oi1l preduced and
saved under this Agree-
ment and not used 1n Petro-
leum operations. Banels otl
per day (BOPD) (quatrterly

average).

That portton or increment
up to less than 25,000
BOPD.

That portion or Iincrement

from 25,000 and up 10 less
than 50,000 BOPD.

That portion or Increment

from 3L000 and up to less
than 100,000 BOPD.

That portion or increment
from 1006.000 BOPD and

above.

EGPC
5SHARE

(sevenly l1ve
nercent )

(75 %)

(e1ghty percent)
(80 %)

(eighty seven and
one half percent)

(87.5 %)

(runetly percent)

(90 %)

CONTRACTOR
SHARE

(lwenty five
percent)
(25 %)

(twenty percent)
( 20 %)

{twelve and one

half percent)
( 12.5 %}

(ten percent)

(10%)
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(ii) Gas and LPG

Gas and LPG produced and
seved under this Agree-
ment and not used 1n Petro-
lcum operations  (5CHD)
(quarierly average)

That poruon or increment
up to less than 30,000,000
SCFD.

That portion or increment
from 50,000,000 and up to
less  than 125,000,000

SCED,

That portion or increment
from 125,000,000 and up
to iess than 250,600,000
SCID.

That portion or increment
from 250.000,000 and up
to less than 500,000 000
SCFD.

That portion or ncrement
from 500.000,000 SCFD
and above.

EGPC
SHARE

{seventy five
percent)
(71500}

(scventy seven &
one half percent)
(77.5%)

(ei1ghty percent)
(80%)

{eighyt two &
one halt percent)
(82.5%)

(eighty five percent)

(85%)

CONTRACTOR
SHARE

(twenly five

percent)
(25 %)

(twenty two &
onc half pereent)
( 22.5%)

(twenty percent)
( 20%)

(seveniecen &
onte halt percent)

( 17.5%)

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

Uas Sales Agreement entered into pursuant 1o Article VII (e),
EGPC and CONTRACTOR (as sellers) shall render to EGPC
or EGAS (as buyer) a statement for an amount of Gas, if any,
equal to the amount by which the quantity of Gas of which
EGPC or EGAS (as buyer) has taken delivery falls below
seventy hve percent (75%) of the Contract quantitics of Gas as
estublished by the applicable Gas Sales Agreement (the
“Shortfull™), provided the Gas is available. Within sixty (60)
days of receipt of the statement, EGPC or EGAS (as buyer)
shall pay EGPC and CONTRACTOR (as sellers) for the
amount of the Shorttall, if any. The Shortfall shall be included
m EGPC's and CONTRACTOR's centitlement to Gas pursuant
to Article VII (a) and Article VIIL {b) in the fourth (4th) quarter
of such coniractual vear,

(Quantities of Gas not taken but to be paid for shail be recorded
in a separaic Take-or-Pay Account. Quantities of Gas (“Make
Up Gas™) which are delivered m subsequent years in excess of
seventy five percent (75%:) of the contract quantities of Gas as
established by the appiicable Gas Sales Agreement, shall be set
agamst and reduce quantities of (Gas in 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 shall not be in-
cluded in CONTRACTOR's entitlement to Gas pursuant to Ar-
ucle VII (a) and Article VII (b). CONTRACTOR shall have no
rights to such Make Up Gas.

If at the end of any Contract year, EGPC and CONTRACTOR
(aus sellers ) tail to deliver seventy five percent (75%) of the an-
nual contract quantity of Gas as defined in Gas Sales Agreement
with EGPC or EGAS (as buyer), the difference between scventy
five pereent (75%) of the annual contract quantity of Gas and
the actual Gas quantity delivered shall be referred to as the “De-
liver- or - Pay Shortfall Gus”. EGPC or EGAS (as buyer) shall
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have the nght to take a quantity of Gas equal to Deliver - or -
Pay the Shortfall Gas and such quantity shall be priced at ninety
percent {20%) of the Gas price as defined in the Gas Sales

Agreement.

The percentages set forth in Anicle VII (a) and this Article VII
(b) in respect of LPG produced from 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 Qil to which CONTRACTOR s
entitied hereunder shall be valued by EGPC and
CONTRACTOR at “Market Price™ for each calendar quarter.

(n} "Market Price” shall mean the weighted average prices
realized from sales by EGPC or CONTRACTOR during the
quarter, whichever is higher, provided that the sales to be
used in armving at the weighted average(s) shall be sales of
comparable quantities on comparablc credit terms in freely
convertible cuirency from F.O.B. point of export sales to
non-affiliated companies at arm's length under afl Crude Ol
sales contracts then in effect, but excluding Crude Oil sales

contracts involving barter and,

(1) Sales, whether direct or indirect, through brokers or

otherwise, of EGPC or CONTRACTOR to any
Affiliated Company.



Yoo g K by ol i (1) U a0 saall = L Jhaa bl AL

b gl T any pdll WS e Je g (il (Y
LA Y ol Lzl i ol LS Ry L el oS 31
el pa R D jlatl W) Gl g o Balealt s LasEY

Jolie 2y Wl Sl it 52 o i ,}tﬁgluugairﬂmy-r

a3k g e ey ol olad Yooy gl JEIN LSS

EURPARTE SO IRUI EL U WP DY PTIAVERS (D) SV PR AV DTS

ookt o dll3 oty oot e Lot iald] 5,000 salao 5l Llses oL

als ooy J=S Ll S e el —aey i i g >
*c,,._;gu:,Jﬁ;.i_u;lL.Jl,ls.;g_h,ls-ﬁ

Lt gl sl o it 5 R gy sl S Sl s Joze o o ] - £

e oa A5 d Ll S ay apde o g Legi ol JoLatt,

ot iy el Al ¢ Gl e n b e ks, pl il g

oz 2baaa ¥l geley o W13 Rl oy o WHlanid Opaty 1 L2

U ORI L VPN S PO [ PELERRERT PP Y J o]

gl it gl g8 Lponns (2l i Il Gl o 5l 2l

iadizin i p Lt D (el ol Big o el | ()

i )l Sladl sbazd e S0 :__L.stﬂa,wu,b:;.,;_al,_;l_,ﬁius

PO TS RN CRUIPSPRIN ECV U W gy JEAUY SROURPPLY

18 sl calzos ¥ (el e bzzaly ) o8l G355 Ty 2 S a3

Lits el o ey o« adamd pdds ol ST Sl Loy p AT ol 2

sl (plams 5l Llsmy ol cypdliapd Las Ll caasdl <}

L « Jlyo ¥t e ¢ kil L S daztl e sl s (ed] « g sl



Ad ¥t R ol il (D) s LY sl - e J1 502

(2) Sales involving a quuid pro quo other than payment in a
frecly convertible currency or motivated in whole or in
part by considerations other than the usuwal economic
incentives for commercial arm's length crude oil sales.

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

(iv) If during any calendar quarter, there are no such sales by
EGPC and/or CONTRACTOR under the Crude O:il sales
contracts in effect, EGPC and CONTRACTOR  shall
mutually agree upon the Market Price of the barrel of Crude
O1l to be used for such guarter, and shall be guided by all
relevant and available evidence including current prices n
freely convertiblc currency of leading crude oils produced by
major oil producing countries {(in the Arabian Gulf or the
Mediterrancan Area), which are regularly sold in the open
market according to actual sales contracts terms but excluding
paper sales and sales promises where no crude oil s
delivered, to the extent that such sales are etfected under such
terms and conditions (excluding the price) not signihicantly
different from those under which the crude oil to be valued,
was sold, and always taking into consideration appropridle
adjustiments for crude o1l quality, freight advantage or
disadvantage of port of Iloading and other appropnate
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adjustments, as the case may be, for differences in gravity,
sulphur, and other factors generally recognized by sellers and
purchasers, as reflected in crude prices, transportation ninety
(90} days insurance premiums, unusuat fees borme by the
seller, and for credit terms in excess of sixty (60} days, and
the cost of loans or guarantees granted for the benefit of the
sellers at prevailing interest rates.

It s the intent of the Parties that the value of the Cost

Recovery Crude Oil shall reflect the prevailing market price
for such Crude Qil.

(v} If either EGPC or CONTRACTOR considers that the Market
Price as determined under sub-paragraph (1) above does not
reflect the prevailing Market Price or in the event EGPC and
CONTRACTOR fail to agree on Market Price for any Crude
il produced under this Agreement tor any guarter within
fifteen (15) days after the end thercof, any party may
elect at any time thercafter to submit to a single arbitrator
the guestion, what single price per barrel, in the arbitrator's
judgment, best represents for the pertinent quarter the Market
Price for the Crude Oil in question. The arbitrator shall make
his determination as soon as possible following the guarter in
gquestion. His determination shall be final and binding upon
all the parties. The arbiirator shall be selected in the manner
dcscribed below.

In the event EGPC and CONTRACTOR fail to agree on the
arbitrator withuin thirty (30) days from the date any party
notifies the other that it has decided to submit the determination
of the Market Price to an arbitrator, such arbitrator shall he
chosen by the appointing authority designated in  accordance
with Article XXIV (e}, or such other appointing authonty with
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access to such expertise as may be agreed to between EGPC
and CONTRACTOR, with regard o the qualifications for
arbitrators set forth below, upon written apolication of one or
both of EGPC and CONTRACTOR. Copies of such application

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

The arbitrator shall be as nearly as possible a person with an
established reputation in the intermational petroleum industry as
an expert in pricing and marketing crude oil tn international
commerce. The arbitrator shall not be a citizen of a country
which does not have diplomatic relations with both the AR.E.,
and the United States of America. He may not be, at the time of
seiection, employed by, or an arbitrator or consultant on a
continuing or frequent basis (o, the American Petroleum
Institute, the Organization of the Petroleurn Exporting
Countries or the Orgamzation of Arab Petroleurn Exporting
Countries, or a consultant on a continuing basis 10 EGPC,
CONTRACTOR or an Affiliated Company of either, but past
occasional consultation with such companies, with other
petroleum companies, governmental agencies or organizations
shail not be a ground for disqualification. He may not have
been, at any time during the two (2) vears before selection, an
employee of any petroleum company or of any governmental
agency Oor Organization.

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

The arbitrator shall make his determination in accordance with
the provisions of this paragraph, based on the best evidence
available to him. He will review 01l sales contracts as well as
gther sales data and information but shall be free to evaluate
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the extent to which any contracts, data or information is
substantiated or pertinent. Representatives of EGPC and
CONTRACTOR shall have the rnight to consult with the
arbitrater and furnish him written materials provided the
arbitrator may 1mpose reasonable limitations on this right.
EGPC and CONTRACTOR  each shall cooperate with the
arbitrator to the fullest extent and each shall insure such
cooperation of its trading companies. The arbitrator shall be
provided access to crude oil sales contracts and related data
and information which EGPC and CONTRACTOR or their
trading companies are able to make available and which in the
judgment of the arbitrator might aid the arbitrator in making a
valid determination.

{vi) Pending Market Price agreement by EGPC and CONTRACTOCR
or determination by the arbitrator, as applicable, the Market
Price agreed for the quarner preceding the quarter in question
shatl remain temporanly in efiect. In the event either EGPC or
CONTRACTOR should incur a loss by virtue of the temporary
continuation of the Market Price of the previcus quarter, it shall
promptly be reimbursed such loss by the other party plus
simple interest at the LIBOR plus two and one-half percent
(2.5%) per annum rate provided for in Article IV {1} from the
date on which the disputed amount(s) should have been paid to
the date of payment.

(2) Gas and LPG

(1) 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
to a development lease(s) according to the average prevailing
Cas price of the Mediterranean region at that time. Except Gas
for export {LNG), where production sharing Gas price will be at
net hack nrice.
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(ti) The Cost Recovery and Production Shares of (LPG) produced
from a plant constructed and operated by or on behalf of EGPC
and CONTRACTOR shall be separately valued for Propane and
Butane at the outlet of such LPG plant according to the

following formula (unless otherwise agreed between EGPC and

CONTRACTOR):

PLPG = 095PR-(J x 085 x —F )
42.96 x 10°

Where:

PLLPG = LPG price (separately determined for Propane and

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

PR = The average over a4 period of a month of the figures
representing the mid-point between the high and low
prices in U.S. Dollars per metnc ton quoted m
“Platt’s LPGaswire” during such month for Propane

and Butanc FOB Ex-Ref/Stor, West Mediterrancan.

] = BTU’s removed from the Gas stream by the LPG plant
per metric ton of LPG produced.

F = a value in U.S. Dollars per metric ton of the crude o1

of Guif of Suez Blend “FOB Ras Shukheir” A.R.E.

calculated by referring to “Platt’s Qilgram Price
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Report” during a month under the heading “Spot
Crude Price Assessment for Suez Blend”. This value
reflects the total averages of the published low and
high values for a Barrel durning such month divided
by the number of days in such month for which such
values were quoted. The value per metric ton shatt be
calculated on the basis of a conversion factor to be
agreed upon annually between EGPC and CON-
TRACTOR.

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

Such valuation of LPG is based upon delivery at the
delivery point specified in Article VII {e) (2) (11).

(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 o Article VII (e) shall be valued at their
actual reahzed phice.

(d) Forecasts:

Cperating Company or other organization shall prepare {not tess than
ninety (90) days prior to the beginning of each six {6) months
following first regular production) and furnish in writing (0
CONTRACTOR and EGPC a forecast setting out a total quantity of
Petroleum that Operating Company or other orgamzation estimates
can be produced, saved and transported hereunder during such six (6)
months in accordance with good oil and gas industry practices.

Operating Company or other organization shall endeavor to produce
cach six (6) months the forecast quantity. The Crude Gil shall be run
to storage tanks or offshore loading facilities constructed, maintained
and operated according to Government Regulations, by Operating,
Company or other organization in which said Crude Ol shall be
metered or otherwise measured for rovalty, and other purposes
required by this Agreement. Gas shall be handled by Operating

Company or other organization in accordance with the provisions of
Article VII (e) .

(e} Disposition of Petroleum:

(1) EGPC and CONTRACTOR shall have the nght and the
obligation to separately take and freely export or otherwise
dispose of, currently all of the Crude Oil to which each 1s
entitled under Article VII {a) and Artcle VII (b). Subject to
payment of sums due to EGPC under Article VII (a) (2) and
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Article 1X, CONTRACTOR shall have the right 1o remit and
retzin abroad all funds acquired by it including the proceeds
from the sale of its shure of Petroleum.

Notwithstanding anything to the contrary under this Agreement
priority shall be given to mecet the requirements of the A.R.E.
market from CONTRACTOR's share under Article VII (b) of
the Crude Oil produced from the Area and EGPC shall have
the preferential right to purchase such Crude Oil at a price 1o be
determined pursuant o Article VII (¢). The amount of Crude
Oil so purchased shall be 4 portion of CONTRACTOR's share
under Article VIT (b). Such amount shall be proportional to
CONTRACTOR's share of the total production of crude oil
irom the concession areas in the A.R.E. that are also subject to
EGPC's preferential right to purchase. The payment for such
purchased amount shall be made by EGPC in U.S. Dollars orin
any other freely convertible curmrency remittable by CONTRACTOR
abroad.

It is agreed upon that EGPC shall notify CONTRACTOR, at
teast forty-five (45) days prior to the beginning of the six (6)
months, of the amount to be purchased during such six (0)
months period under this Article VII (e} (1).

(2} With respect to Gas and LPG produced from the Area:

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

(i1) In the event that EGPC or EGAS is to be the buyer of Gas,
the disposition of Gas to the local markels as indicated
above shall be by virtue of long term Gas Sales Agreements
to be entered into between EGPC and CONTRACTOR (as
sellers) and EGPC or EGAS {45 buvyer).
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EGPC und CONTRACTOR (as sellers) shall have the
obligation to deliver Gas to the following point where such
Gas shall be metered for sales, royalty, and other purposes
reqeiired by this Agreement:

(2) In the event no LPG piant ts constructed 0 process such
(GGas, the dehivery point shall be at the flange connecting
the Development Lease pipeline to the nearest point on
the National Gas Pipeline Gnd System as depicted 1n
Annex “F’ hereto, or as otherwise agreed by EGPC
and CONTRACTOR.

(b} In the event an LPG plant 1s constructed to  process
such Gas, such Gas shall, for the purposes of valuation
and sales, be metered at the nlet to such LPG Plant.
However, notwithstanding the fact that the metering
shail take place at the LPG Plani inlet, CONTRACTOR
shall through the Operating Company or other organi-
catton bwnld a pipcline suitable for transport of the pro-
cessed Gas from the LPG Plant outlet to the nearest
point on the National Gas Pipeline Grid System as
depicted in Annex “F7 hereto, ov otherwise agreed by
EGPC and CONTRACTOR. Such pipelinc shall be
owned in accordance with Article VIII (a) by EGPC,
and its cost shall be financed and recovered by
CONTRACTOR as Development Expenditures
pursuant (0 Articie VII.

(1) EGPC and CONTRACTOR shall consult together to
determine whether to build an LPG plant for recovering
LPG from any Gas produced hereunder. In the event EGPC
and CONTRACTOR decide to build such a plant, the
plant shall, as is appropnate, be in the vicimity of the point
of delivery as determined in Article Il and Article VII{e)2 (i1).
The delivery of LPG for, royalty and other purposes
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required by this Agreement shall be at the outlet of the LPG
plant. The costs of any such LPG plant shall be recoverahle
in accordance with the provisions of this Agreement unless
the Minister of Petroleum agrees o accelerated recovery.

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

ninety (90} days prior writien notice to rRGPC and
CONTRACTOR (as scllers), whether paymenlt tor the Gas
which is subject to a Gas Sales Agreement between EGPC
and CONTRACTOR (as sellers) and EGPC or EGAS (as
buyer) and LPG produced from a plant consuucted and
operaied by or on behalf of EGPC and CONTRACTOR, as
valued 1n accordance with Article VII {¢). and to which
CONTRACTOR 1s entitled under the Cost  Recovery
and Production Sharing provisions of Article VII, of this
Agreement, shall be made 1} in cash or 2) in kind.

Payments in cash shall be made by EGPC or EGAS (as
buyer) at intervals provided for inthe relevant Gas Sales

Agreement in U.S. Doliars, remittable by CONTRACTOR
abroad.

Payments in kind shall be calculated by converting the
value of Gas and LPG to which CONTRACTOR 15 entitied
into equivalent barrels of Crude Oi to be taken concurtent-
ly by CONTRACTOR irom the Area, or to the extent that
such Crude O1i 15 insufficient. Crude Oil from CONTRAC-
TOR's olher concession areas or such other areas as may
be agreed. Such Crude Oil shall be added o the Crude 1l
that CONTRACTOR is otherwise entitled to ift under this
Agreement. Such equivalent barrels shall be calculated on
thc basis of the provisions of Article VII (c) relating to the
valuation of Cost Recovery Crude Onl,
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Provided that:

{aa) Payment of the value of Gas and LPG shall always be made
in cash n US. Dollas  remittable by CONTRACTOR
abroad to the cxient that there is insufficient Crude Oil

available for conversion as provided for ahove:

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

payments 1n cash are not made by EGPC.

Payments o CONTRACTOR {whether in cash or kind), when
related to CONTRACTOR's Cost Recovery Petroleum,  shall
be ncluded i CONTRACTOR's Statement of Recovery
of Costs and of Cost Recovery Petroleum refened to in Article

IV of Annex “E” of this Agreement.

(v) Should EGPC or EGAS (as buyer) fail to enter into a long-term
(as Sales Agreement with EGPC and CONTRACTOR (as
scllers) within four (4) yeuars from a notice of Commercial Gas
Discovery pursuant to Article [Il, EGPC and CONTRACTOR
shall have the right to take and frecly dispose of the quantity of
Gas and LPG in respect of which the notice of Commercial

Discovery is given by exporting such Gas and LPG.

(vi) The proceeds of sale of CONTRACTOR's share of Gas and
LPG disposed of pursuant to the above sub-paragraph (v) may

be freely remitted or retained abroad by CONTRACTOR.
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(vi1) In the event EQPC and CONTRACTOR agree 1o accept new
Gas and LPG preducers ¢ join in an ongoing export project,
such producers shall have o contribute a fair and equitable
share of the nvestment made.

{viu) (2xa) Upon the expiranon of the four (4) yveur peniod referred to
in Article VII (¢} (2) (v}, CONTRACTOR shall have the
obligation (0 exerl its reasonable efforts 10 find an export
market tor Gas 1cserves.

(bh) In the event at the end of the four (4) year period referred
o under Article VII (e) (2) (v), CONTRACTOR and
EGPC have not entered into  a Gas Sales Agreement,
CONTRACTOR shali retain 1ts rights to such Gas reserves
for a further peried of up to four {(4) years, subject 1o
Article VII (e) (2) (vin) (c¢), during which period EGPC
and CONTRACTOR shall attempt to  find a market for
(5as reserves.

(c¢) In the event that CONTRACTOR is not exporting the Gas
and CONTRACTOR has not entered mmto a Gas Sales
Agreement pursuant to Article VI {(e) (2) pnor 1o the
expiry of eight {8) years from CONTRACTOR's nolice of
Commercial  Gas  Discovery, CONTRACTOR shall
surrender the Gas rescrves in respect of which such notice
has been given. It being understood that CONTRACTOR
shall, at any ume pror to the expiry of such eight (8) year
pericd, surrender the Gas reserves, if CONTRACTOR 15
not exporting the Gas and CONTRACTOR does not
accept an offcr of a Gas Sales Agreement from EGPC
within six (6) months from the date such offer is made
provided that the Gas Sales Agreement offered 10
CONTRACTOR shall take into consideration the relevant
teclhinical and economic faciors to c¢nable a commercial
contract including;

A sufhicient delivery rate.
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- Delivery pressure to enter the National Gas Pipetine Grid
System at the point of delivery.

- Delivered Gus quality specifications not more stringent
than those 1mposed or required for the National Gus
Pipeline Grid System.

- The Gas prices as specified in this Agreement.

(dd) In the event that CONTRACTOR has not entered into
a (as Sales Agreement pursuant to Article VII (e) (2) or
otherwise found an acceptable scheme for commercial

disposal of such Gas, at the time of the expiration of eight (8)
years from CONTRACTOR’s notice of Commercial
Dhscovery of Gas or fuiling agreement with EGPC on gas
disposal at the expiration of eight (8) vears , CONTRACTOR
shall surrender to EGPC such Development Lease (s) in

which Gas discovery ts made.

(1x} CONTRACTOR shall not be obligated 1o surrender a Development
Leise based on a Commercial Gas Discovery, if Crude Qil has
been discovered in commercial quantities in the same Development

Lease.
() Operations:

If following the reversion to EGPC of any rights to Crude Oil
hercunder, CONTRACTOR retains rights to Gas in the same
Developinent Lease, or if, following surrender of rights 10 Gas
hereunder, CONTRACTOR retuins rnights to Crude Oil in the same
Development Lease, operations (o explore for or exploit the

Pctroleum,the rights to which have reveried or been surrendered
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(Ol or Gas as the case may be) may only be carried out by
Operating Compuny or other organization which shall act on behalf
of EGPC alone, unless CONTRACTOR and EGPC agrec otherwise.

(g) Tanker Scheduling:

At a reasonable time prior to the commencement of Commercial
Production EGPC and CONTRACTOR shali meei and agree upon
a procedure for scheduling tanker liftings from the ugreed upon point
of ¢xport,

ARTICLE VI
TITLE TO ASSETS

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

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

(2) Title to fixed and movablc 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 rtransferred  auwtomatically from
CONTRACTCOR to EGPC when its total cost has been
recovered by CONTRACTOR i1n  accordance with the
provistons of Article VI or al the time of termination ol this
Agreement with respect to all assets chargeable 10 the
operations whether recovered or not, whichever first occurs.

The book value of the asscts crcated during each:  calendar
quarter shali be communicated by CONTRACTOR to EGPC or
by Operating Company or other organization to EGPC and
CONTRACTOR within thirty (30) days of the end of each
quarter.
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(b) During the term of this Agreement and the renewal period EGPC,

(a)

(b)

{C}

CONTRACTOQOR and Operating Company or other organization are
entitled to the full use and enjoyment of all fixed and movable assets
referred 1o above in connection with operations hereunder or under
any other Petroleum concession agreement entered into by the
parties. Proper accounting adjustment shall be made. CONTRACTOR
and EGPC shall not dispose of the same except with agreement of
the other.

CONTRACTOR and Operating Company o1 other orgamzaton may
freely import into the A.R.E., use therein and freely export at the
end of such use, machinery and equipment which they cither rent or
lease 1n accordance with good industry practices, including but not
limited to the lease of computer hardware and software.

ARTICLE IX
BONUSES

CONTRACTOR shall pay 1o EGPC as a signature bonus the sum of
two million U.S.Dellars (& 2,000,000) on the Effective Datc.

CONTRACTOR shall pay to EGPC as a bonus the sum of two
hundred fifty thousand U.S. Dollars ($ 250,000) on the date of the
approval of each Development Lease. Said bonus shall be paid upon
commencement of first Commercial Production.

CONTRACTOR shall pay to EGPC the sum of two million U.S.
Dollars {$ 2,000,000) as a production bonus when the total average
duily production from the Area first reaches the raic of twenty-tive
thousand and one (25,001 Barrels of oil or equivalent per day for
a period of thirty (30) consecutive producing days. Payment will be
made within fifteen (135) days thereaftter.
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(d) CONTRACTOR shall pay to EGPC as a bonus the sum of one
hundred thousand U.S. Dollars (3 100,000) on the date of the

approval to enter into the five (5) year Extension Period pursuant to
Article LI paragraph (d) (3) (bb).

(e} All the above mentioned benuses shall in no event be recovered by
CONTRACTOR.

(t) In the event that EGPC elects to develop any part of the Area
pursuant to the sole risk provisions of Article 1II (c) (iv), production
from such sole risk area shall be considered for the purposes of this
Articie 1X only if CONTRACTOR exercises its option to share in

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

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

O1f production in accordance with the following formula.
MOCF x H x 0.167 = equivalent barrels of Crude Oil
where
MSCF = one thousand Standard Cubic Feet of Gas.

H = the number of million British Thermal Units (BTU's
per MSCF).
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ARTICLE X
OFFICE AND SERVICE OF NOTEICES

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

The General Manager and Deputy General 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 Agreement. All lawful regulations issued or
hereafter to be issued which are applicable hereunder and not in contlict
with this Agreement shall apply to the duties and activetics of the

General Manager and Deputy General Manager.

All matters and notices shall be deemed ¢ be vahdly served which are

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

All matters and notices shall be deemed to be validly served which are
delivered to the office of the Chairman of EGPC or which are sent 1o

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

(a) Qperating Company or other organization shall take all proper
measures, according to gencrally accepted methods in use i the ail
and gas 1ndustry to prevent loss or waste of Petroleum above or
under the ground 1 any lorm during drilling, producing, gathcring,
and distributing or storage operations. The GOVERNMENT has
the night to prevent any operation on any well that it maght

reasonably expect would result 10 loss or damage to the well or the

Ol or Gas field.
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(b} Upon completion of the drilling of a productive well, Operating
Company or other organization shatl inform the GOVERNMENT or
its representative of the ime when the well will be tested and the

production rate ascertained.

(¢) Except int instances where multiple producing formations in the same
well can only be produced economically through a single tubing
string, Petroleum shall not be produced from multiple o1l beanng
zones ihrough one string of tubing at the same time, except with the
prior approval of the GOVERNMENT or its representative, which

shall not be unreasonably withheld.

(d) Operating Company or cther organization shall recotd data regarding
the quantities of Petroleum and water produced monthly from each
Development Lease. Such data shall be sent to the GOVERNMENT
or its representative on the special forms provided for that purpose
withun thirty (30) days after the data are obtained. Daily or weekly
statistics regarding the production from the Area shall be available at
all reasonable times for examination by authorized representatives
of the GOVERNMENT.

(¢) Daily drilling records and the graphic logs of wells must show the
quantity and type of cement and the amount of any other materials
used in the well for the purpose of protecting Petroleum, gas beanng

or fresh water strata.

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

completion shall be subject to the approval of the representative of
the GOVERNMENT.
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ARTICLE X1I
CUSTOMS EXEMPTIONS

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

(b)

shall be permitted to import and shall be exempited from customs
duties, any laxes, [evies or fees (including fees imposed Dby
Ministerial Decision No. 254 of 1993 issued by the Minister of
Finance, as now or hereafler amended or substituted) of any
nature and from the importation rules with respect to the importation
of machinery, equipment, appliances, materials, items, means of
transport and transportation (the exemption from taxes and duties for
cars shall only apply to cars to be used in operations), electric
appliances, air conditioners for offices, field housing and facilities,
electronic appliances, computer hardware and software, as well as
spare parts required for any of the imported ttems, all subject to a
duly approved certificate issued by the responsible representative
nominated by EGPC for such purpose, which states that the
imported items are required for conducting the operations pursuant
to this Agreement. Such certificate shall be final and binding and
shall automatically result in the importation and the exemption
without any further approval, delay or procedure.

Machinery, equipmen't, appliances and means of transport and
transportation imported by EGPC's, CONTRACTOR's and
Operating Company's or other organization contractors and sub-contractors
temporarily engaged in any activity pursuant to the operations which
are the subject of this Agreement, shall be cleared under the "Temporary
Releasc System" without payment of customs dulies, any taxes,

levies or fees (including fees imposed by Mimsterial Decision
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No. 254 of 1993 issued by the Minister of Finance, as now or
hereafter amended or substituted) of any nature upon presentation of
a duly approved certificate i1ssued by an EGPC responsible
representative nominated by EGPC for such purpose which states,
that the mmported 1items are required for conducting the operations
pursuant to this Agreement. Items (excluding cars not to be used 1n
operations) set out mn Article XII (a) wmported by EGPC's,
CONTRACTOR s and Operating Company’s or other organization’s
contractors and sub-contractors for the atoresaid operations, 1n order
to be installed or used permanently or consurned shall meet the
conditions for exemption set forth in Article XII (a) after being duly
ceriified by an EGPC responsible representative to be used for

conducting operations pursuant to this Agreement.

(¢) The expatriate employees of CONTRACTOR, Operating Company
or other organization and their contractors and sub-contractors shall
not be entitled to any exemptions from customs duties and other
ancillary taxes and charges except within the hirmits of the provisions
of the laws and regulations applicable in the A.R.E. However,
personal household goods and furniture {including one (1) car) for
cach expatnate employee of CONTRACTOR and/or Operatng
Company or other orgamzation shall be cleared under the
"Temporary Release System” {without payment of any customs
duties and other ancillary taxes) upon presentation of a letter to the
appropriate customs authorities by CONTRACTOR or Operating
Company or other organization approved by an EGPC responsible
representative that the imported items are imported for the sole use
of the expatriate employee and his famuly, and that such imported
items shall be re-exported outside the A.R.E. upon the repatnation of
the concemed expatriate employee.
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(d) Items imported into the A R.E. whether exempt or not exempt from
customs duties and other ancillary taxes and charges hercunder,
may be exported by the importing party at any time after obtaining
EGPC's approval, which approval shall not be unreascnably
withheld, without any export duties, taxes or charges or any taxes or
charges from which such items have been already exempt, being
applicable. Such items may be sold within the A.R.E. after obtaining
the approval of EGPC which approval shall not be unreasonably
withheld. In this event, the purchaser of such items shall pay ail
applicable customs duties and other ancillary tux:as and charges
according to the condition and value of such items and the tariff
applicable on the date of sale, unless such items have already been
sold to an Affiliated Company of CONTRACTOR, if any, or EGPC.
having the same exemption, or unless title to such items {(excluding

cars not used 1t operations)} has passed to EGPC.

In the event of any such sale under this paragraph (d}, the procceds

from such sale shall be divided in the following manner:

CONTRACTOR shall be entitled to reimbursement of s

unrecovered cost, if any, in such items and the excess, if any, shall

be paid 1o EGP(C.

(e) The exemption provided for in Article XII (a) shall not apply to any

imported items when 1tems of the same or substantially the same
kind and quality are manufactured locally meeting CONTRAC-
TOR's and/or Operating Company's or other organization’s specifi-

cations for quality and safety and are available for timely purchase
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and dehvery in the A R.E. at a price not higher than ten percent
(109%) of the cost of the imported item, before customs duties but
after freight and insurance costs, if any, have been added.

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

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

ARTICLE XIIl
BOOKS OF ACCOUNT : ACCOUNTING AND PAYMENTS

(a) EGPC, CONTRACTOR and Operating Company or other organization
shall each maintain at their business offices in the A.R.E. books of
account, in accordance with the Accounting Procedure in Annex
"E" and accepted accounting practices generally used in the
petroleum industry, and such other books and records as may be
necessary 10 show the work performed under this Agreement,
including the amount and value of ali Petroleum produced and saved
hereunder. CONTRACTOR and Operating Company or other
organization shall keep their books of account and accounting
rccords in United States Doliars.

Operating Company or other organization shall fumish to the
GOVERNMENT or its representatives monthly returns showing the
amount of Petroleum produced and saved hereunder. Such returns
shall be prepared in the form required by the GOVERNMENT, or
its representative and shall be signed by the General Manager or by
the Deputy General Manager or a duly designated deputy and
delivered 1o the GOVERNMENT or ifs representaive within thirty (30)
days after the end of the month covered in the retum.
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(b} The aforesaid books of account and other books and records referred
to above shail be available at all reasonable times for inspection by

duly authorized representatives of the GOVERNMENT.

(¢c) CONTRACTOR shall submit t0 EGPC a Profit and Loss Statement
of its Tax Year not later than four (4) months after the commence-
ment of the following Tax Year to show its net profit or loss from

the Petroleum operations under this Agreement for such Tax Year.

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

accounting firm.
ARTICLE X1V
RECORDS, REPORTS AND INSPECTION

(a) CONTRACTOR and/or Operating Company or other organization
shali prepare and, at all umes while this Agreement is in force,
maintain accurate and current records of its operations in the Area.
CONTRACTOR and / or Operating Company or other organization
shall furnish the GOVERNMENT or its representative, in conformity
with  applicable regulations or as the GOVERNMENT or 1its
representative may reasonably require information and data concerming
its operations under this Agreement. Operating Company or other
oreanization will perform the functions indicated in this Aricle X1V

in accordance with its role as specified in Article VI.
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(b) CONTRACTOR and/or Operating Company or other organization

shall save and keep for a reasonable period of time a representative
portion of each sample of cores and cuttings taken from dilling
wells, to be disposed of, or forwarded 1o the GOVERNMENT or 1ts
representative in the manner directed by the GOVERNMENT. All
samples acquired by CONTRACTOR and/or Operating Company or
other orgamization for their own purposes shall be considered
available for inspection at any reasonable time by the

GOVERNMENT or 1ts representatives.

{c) Unless otherwise agreed 10 by EGPC, in case of exporting any vock

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

(d) Originals of records can only be exporied with the permission of

(e)

EGPC; provided, however, that magnetic tapes and any other data
which must be processed or analyzed ocutside the A.R.E. may be
exported if a monitor or a comparable record, i1f available, is
maintained in the A.RE. and provided that such exports shall be
repatriated to A.R.E. promptly following such processing or analysis
on the understanding that they belong to EGPC.

During the period CONTRACTOR is conducting the Exploration
operations, EGPC's duly authorized representatives or employees
shall have the right to full and complete access to the Area at all
reasonable times with the right to observe the operations being
conducted and to inspect all assets, records and data Kept by
CONTRACTOR. EGPC’s representative, 1n exercising its nghts under

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

POSSESSION.

For the purpose of obtaining new offers, the GOVERNMENT
and/or EGPC may, after the eighth and one half (8.5'") year of the
Exploration period or the date of termination of this Agreement,
whichever 1s the earlier, show any other party umnterpreted basic
geophysical and geological data (such data to be not less than one (1)
vear old unless CONTRACTOR agrees to a shorter perniod, which
agreement shall not be unreasonably withheld) with respect to the
Area, provided that the GOVERNMENT and/or EGPC may at any
time show another party such data directly obtained over or acquired
from those parts of the Area which CONTRACTOR has

relinquished as long as such data s at least one (1) year oid.

ARTICLE XV
RESPONSIBILITY FOR DAMAGES

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

such operations.
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ARTICLE XVI
PRIVILEGES OF GOVERNMENT REPRESENTATIVES

Duly authorized representatives of the GOVERNMENT shall have
access to the Area covered by this Agreement and to the Operations
conducted thereon. Such representatives may exarmine the books, registers
and records of EGPC, CONTRACTOR and Operating Company or other
organization and make a reasonable number of surveys, drawings and
tests for the purpose of enforcing this Agreement. They shall, for this
purpose, be entitled to make reasonable use of the machinery and
instruments of CONTRACTOR or Operating Company or other
organmzatton on the condition that no danger or impediment 1o the
operations hereunder shall anse directly or mdirectly from such use.
Such representatrves shall be given reasonable assistance by the agents
and employees of CONTRACTOR or Operating Company or other
organization so that none of the activities shall endanger or hinder the
safety  or efficiency of the operations. CONTRACTOR or Operating
Company or other organization shall offer such representatives all
privileges and facilities accorded to its own emplovees in the field and
shall provide them, free of charge, the use of reasonable office space and
of adequately furmished housing while they are in the field for the pur-
pose of faciiitating the objectives of this Article. Without prejudice to
Article XIV (e} any and all information obtained by the GOVERN-
MENT or its representatives under this Article XVI shall be kept confi-
dential with respect to the Area.

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

(a) It 15 the desire of EGPC and CONTRACTOR that operations
hereunder be conducted 1n a business-like and efficient manner.
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(1) The expatriate administrative, professional and technical personnel
employed by CONTRACTOR or Operating Company or other
organization 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 Ministenal
Order No. 280 of 1981 as amended, and CONTRACTOR agrees that
all immigration, passport. visa and employment regulations of
the A.R.E., shall be applicable to all alien employees of
CONTRACTOR working in the A.R.E.

(2) A minimum of twenty-five percent (25%) of the combined
salaries and wages of euch of the expatrniate administrative,
professional and technical personnel employed by CONTRACTOR
or Operating Company or other organization shali be paid
monthly in Egyptian Currency.

(b)Y CONTRACTOR and Operating Company or other organization shall
each select its employees and determine the number thereof, to be

used for DpEl‘ﬂtiﬂﬁS hereunder.

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

avatlable.

(dj) During any of the Exploration phases, CONTRACTOR shall give
mutually agreed numbers of EGPC employees an opportunity to
attend and participate 11 CONTRACTOR's and CONTRACTOR's
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Affiliated Companies training programs relating to Exploration and
Development operations. In the event that the total cost of such
programs 18 less than fifty thousand United States Dollars (3 50.600)
in any Financial Year during such period, CONTRACTOR shall pay
EGPC the amount of the shortfal within thirty (30) days following
the end of such FFinancial Year. However, EGPC shall have the right
that said fifty thousand United States Dollars (3 50,000} allocated
for training, be paid directly to EGPC for such purpose.

ARTICLE XVIIE

LAWS AND REGULATIONS

(2 CONTRACTOR and Operating Company or other organization shall
be subject to Law No. 66 of 1933 (excluding Article 37 thereofl) as
amended by Law No. 86 of 1956 and the regulations issued for the
implementation thereof, including the regulations for the safe and
efficient performance of operations carried out for the execution of
this Agreement and for the conservation of the petroleum resources
of the A.R.E. provided that no regulations, or modification or
interpretation thereof, shall be contrary to or inconsistent with the
provisions of this Agreement.

(h) CONTRACTCR and Cperating Company or other organization shall
be subject to the provisions of the Law No. 4 of 1994 concermning the
environment and its executive regulaiion as may be amended, as
well as any laws or regulations may be i1ssued, concerming the

protection of the environment.

(c) Except as provided in Article Il {g) for Income Taxes, EGPC,
CONTRACTOR and Operating Company or other organization shall
be exempled from all tuxes and duties, whether imposed by the
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GOVERNMENT or municipalities including among others, Sales
Tax, Value Added Tax and Taxes on the Exploration, Development,
extraciing, productng, exporting or transporting of Petroleum and
LPG as well as any and all withholding taxes that might otherwise
be imposed on dividends, interest, technical service fees, patent and
trademark royalties, and stmilar items. CONTRACTOR shall also
be exempted from any tax on the ligquidation of CONTRACTOR, or
distnibutions of any income to the shareholders of CONTRACTOR.
and from any tax on capital.

(d) The rights and obligations of EGPC and CONTRACTOR hercunder,

(e)

()

and for the effecuive term of this Agreement shall be governed by
and in accordance with the provisions of this Agreement and can
only be altered or amended by the written mutual agreement of the
said contracting parties, in the same procedures by which the
onginal Agreement has been 1ssued.

The contractors and sub-contractors of CONTRACTOR and
Operating Company or other organization shall be subject to the
provisions of this Agreement which affect them. Insofar as all
regulations which are duly issued by the GOVERNMENT apply
from time to time and are not in accord with the provisions of this
Agreement, such regulauons shall not apply to CONTRACTOR.
Operating Company or other orgamzation and their respective
cantractors and sub-contractors, as the case may be.

EGPC, CONTRACTOR, Operating Cotmpany or other organization
and their respective contractors and sub-contractors shall for the
purposes  of this Agrecement be exempted from all professional
stamp duttes, imposts and levies imposed by syndical laws with
respect to their documents and activities hereunder.
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(g} All the exempuions from the applicauon of the A.R.E. laws or
regulations granted to BEGPC, CONTRACTOR, the Operating
Company or other organization, their contractors and sub-contractors
under this Agreement shall include such laws and regulations as

presently in effect or hereafter amended or substituted.
ARTICLE XIX
STABILIZATION

In case of changes in existing legislation or regulations applicable to the
conduct of Exploration, Development and production of Petroleum,
which take place afler the Eftfective Date, and which stgmificantly affect
the economic interest of this Agrecment to the detriment of
CONTRACTOR or which immposes on CONTRACTOR an obligation to
remit to the A.R.E. the proceeds from sales of CONTRACTOR's
Petroleum, CONTRACTCR shall notify EGPC of the subject legislative
or regulatory measure. In such case, the Parties shall negotiate possible
modiications to this Agreement designed to restore the economic

balance thereof which existed on the Effective Date.

The parties shall use their best efforts to agrec on amendments to this

Agreenment within ninety (90) days from aforesaid notice.

These amendmenits to this Agreement shali not in any event diminish or
increase the nghis and obligations of CONTRACTOR uas these were

agreed on the Effective Date.

Failling agreement between the parties during the penod referred to
above in this Amicle X1X, the dispute may be submitted to arbitration, as
provided in Article X X1V of this Agreemenit.
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(a)

(b)

(c)

(d})

ARTICLE XX
RIGHT OF REQUISITION

In case of national emergency due to war or imminent 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 or other organization to increase such
production (o the utmost possible maximum. The GOVERNMENT

may also requisition the Gil and/or Gas field itself and, if necessary,
related facilities.

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

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

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

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

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

However, any damage resulting from enemy attack is not within the
meaning of this paragraph (d). Payment hereunder shall be made to
CONTRACTOR in U.S. Dollars remittable abroad. The price paid (o

CONTRACTOR for Petroleum taken shali be caiculated in accordance
with Article VII {¢).
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ARTICLE XXI

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

corporation, in whole or in pan, any of its rights, pri vileges, duties or
obligations under this Agreement either directly or indirectly without
the written consent of the Gevernment and in all cases prionty shall

be given to EGPC if it so desires to obtain the interest intended to be

assigned.,

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

the following conditions must be fulfilled:

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

made.

(2) The mstrument of assignment must include Provisions stating,
precisely that the assignee is bound by all covenants contained
in this Agreement and any modifications or additions in wrlling
that up to such time may have been made. A draft of such
mmstrument of  assignment shall be submitted to EGPC for

review and approval before being formally executed.

(C) Any assignment, sale, transfer or other such conveyance made
pursuant to the provisions of this Article XXI shal] be free of any
ransler, capital gains taxes or related taxes, charges or fees
including without limitation, all Income Tax, Sales Tax, Value

Added Tax, Stamp Duty, or other Taxes or similar payments.
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(d) As long as the assignor shall hold any interest under this Agreement,

the assignor together with the assignee shall be jointly and severally

liable for all duties and obhgations of CONTRACTOR under this
Agreement.

(e) Once the assignor and a proposed third party assignee, other than an
Affihated Company or a CONTRACTOR MEMBER, have agreed
the final conditions of an assignment, the assignor shall disclose
such final conditions 1n a wrtten notification to EGPC. EGPC shall
have the right to acquire the interest intended to be assigned, if,
within sixty (60) days from assignor’s written notification, EGPC
delivers to the assignor a written notification that it accepts the same
condittons agreed to with the third party assignee. If EGPC does
not deliver such notification within such sixty (60) day perod, the
ass1gnor shall have the rnight to assign 1o the proposed third party

assignee, subject to the Gevernment approval under paragraph (a) of
this Article.

In the event that EGPC exercises its option 1o acqguire the mterest
intcnded to be assigned and if a4 joint operating agreement 15 not
already existiing among the CONTRACTOR MEMBERS including
the assignor, EGPC and CONTRACTOR shall negotiate 1n good
faith to enter into a “joint operating agreement ', ﬂ}:cﬂrding to the
model published by the “Association for Intermational Petroleum
Negotiators™ to finahze such agreement within one hundred and
twenty (120} days from EGPC’s notificauon. If EGPC and
CONTRACTOR cannot agree on a “joint operating agreement’
within such one hundred and twenty (120) day penod, the assignor
shall have the right to assign to the proposed third party assignee,
subject to the Government approval under paragraph (a) ot this
Article.
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ARTICLE XXII
BREACH OF AGREEMENT AND POWER T CANCEL

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

the following instances:

(1) If 1t knowingly has submitted any false statements to the
GOVERNMENT which were of a material consideration for the

execuuon of this Agreement;

(2) Tf it assigns any interest hereunder contrary to the provisions of
Article X XI;

(3) If it is adjudicated bankrupt by a court of competent jurisdiction;

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

result of court proceedings conducted under Article XXIV(a).

() If 1t intentionally extracts any mineral other than Petroleum not
authorized by this Agreement or without the authority of the
GOVERNMENT, except such extractions as may be unavoidable
as the result of the operations conducted hereunder in accordance
with accepted petroleum industry practice and which shail be
notified to the GOVERNMENT or its representative as soon as

possible; and

(G) If it commits any material breach of this Agreement or of the
provisions of Law No. 60 of 1953, as amended by Law No. 86
of 1956, which are not contradicted by the provisions of this

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

If the GOVERNMENT deems that one of the aforesaid causes
(other than a force majeure cause referred to in Article XXI11) exists
to cancel this Agreement, the GOVERNMENT shall give CONTRACTOR
ninety (90) days written notice personally served on CONTRACTOR's
General Manager in the legally official manner and receipt of which
is acknowledged by him or by his legal agents, to remedy and
remove such cause:; but if for any reason such service 1S
impossible due to un-notified change of address, publication in the
Official Joumal of the GOVERNMENT of such notice shall be
considered as valid service upon CONTRACTOR. If at the end of
the said ninety (90) day notice period such cause has not been
remedied and removed, this Agreement may be canceled forthwith
by Order or Presidential Decree as aforesaid; provided however,
that if such cause. or the failure to remedy or remove such cause,
results from any act or omission of one party, cancellation of this
Agreement shall be effective only against that party and not as
against any other party hereto.

ARTICLE XXI1I1
FORCE MAJEURE

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

(b) "Force Majeure™ within the meaning of this Article XXIII, shall be
any order, regulation or direction of thc GOVERNMENT of the
ARAB REPUBLIC OF EGYPT, or with respect to CONTRACTOR,
the Government of the United States of Amernica, whether promulgated
in the form of a law or otherwise or any act of God, 1nsurrection,
riot, war, stnike, and other labor disturbance, fires, floods or any
cause not due to the fault or neghgence of EGPC and CONTRACTOR
or either of them, whether or not similar to the foregoing, provided
that any such cause 1s beyond the reasonable control of EGPC and
CONTRACTOR, or either of them.

(c) Without prejudice to the above and except as may be otherwise
provided herein, the GOVERNMENT shall incur no responsibility
whatsoever to EGPC and CONTRACTOR, or either of them for any
damages, restrictions or loss arising in consequence of such case of

force majeure except a force majeure caused by the order,
regulations or direction of the GOVERNMENT of the ARAB
REPUBLIC OF EGYPT.

(d) If the force majeure event occurs during the mtial Exploration period
or any extension thereof and continues in effect for a penod of six

(6) months CONTRACTOR shall have the optien upon ninety (20)
days prior written notice to EGPC to terminate its obligations
hereunder without further liability of any kind.
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ARTICLE XXIV
DISPUTES AND ARBITRATION

(a) Any dispute, controversy or claim ansing out of or relating (o this
Agreement or the breach, termination or invalidity thereof, between

the GOVERNMENT and the parties shall be referred to the

jurisdiction of the appropriate A.R.E. Counts and shall be finally
settled by such Courts.

(b) Any dispute, controversy or claim arising out of or relating to this
Agreement, or breach, termination or invalidity thereof between
EGPC and CONTRACTOR shall be settled by arbitratton in
accordance with the Arbitranon Rules of the Cairo Regional
Center for International Commercial Arbitration (the Center) m
effect on the date of this Agreement, The award of the arbitrators
shall be final and binding on the parties.

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

(d) Each party shall appoint one arbitrator. If, within thiny (3{) days
after receipt of the claimant's notification of the appointment of an
arbitrator the respondent has not notified the claimant in writing of
the name of the arbitrator he appoints, the claimant may request the
Center to appoint the second arbitrator.

(¢) The two arbitrators thus appointed shall choose the third arbitrator
who will act as the presiding arbitrator of the tribunal. If within
thirty (30) days after the appointment of the second arbitrator, the
two arbitrators have not agreed upon the choice of the presiding

arbitrator, then either party may request the Secretary General of the
Permanent Cowrt of Arbitration at the Hague to designate the

appointing authority. Such appointing authority shall appoint the
presiding arbitrator in the same way as a sole arbitrator would be
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appointed under Atrticle 6.3 of the UNCITRAL Arbitration Rules.
Such presiding arbitrator shall be a person of a nationality other
than the A.R.E. or United States of America and of a country which
has diplomaltic relations with both the A R.E. and United States of

America and who shall have no economic interest in the Petroleum

business of the signatories hereto.

(f) Unless otherwise agreed by the parties to the arbitration,

the arbitration. including the making of the award, shall take place
in Camro, AR.E.

(g) The decision of a majority of the arbitrators shall be final and binding
upon the Parties and the arbitral award rendered shall be final and
conclusive. Judgment on the arbitral award rendered, may be entered
in any court having Junsdiction or application may be made in such
court for 4 judicial acceprance of the award and for enforcement, as
the case may be,

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

(i) EGPC and CONTRACTOR agree that if, for whatever reason,
arbitration in accordance with the above procedure cannot take place,
or is hkely to take place under circumstances for CONTRACTOR
which could prejudice CONTRACTOR's right to fair arbitrauon, all
disputes, controversies or claims ansing out of or relating to this
Agreement or the breach, termination or invalidity thereof shall be
settled by ad hoc arbitration in accerdance with the UNCITRAL
Rules in effect on the Effective Date.
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ARTICLE XXV
STATUS OF PARTIES

(a) The rights, duties, obligations and liabilities in respect of EGPC and
CONTRACTOR hereunder shall be several and not  joint or
collective, 1t being understood that this Agreement  shall not bhe
construcd as  constituting  an  association or comoration  or
partnership.

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

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

CONTRACTOR’s shares of capital which are entircly held abroad
shall not be negotiable in the A.R.E. and shall not be offered for
pubitc subscription nor shall be subject to the stamp tax on capital
shares nor any tax or duty in the A.R.E.

CONTRACTOR shall be exempted from the application of Law No.
159 of 1981 as amended.

(¢) In case CONTRACTOR consisis of more than one member, afl
CONTRACTOR Members shall be jointly and severally liabie for
the performance of the cobligations of CONTRACTOR under this
Agreement.

ARTICLE XXVI
LOCAL CONTRACTORS AND
LOCALLY MANUFACTURED MATERIAL

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

(a) (nve pnority to local contractors and sub-contractors, including
EGPC's Affiliated Companies as long as their performance is
comparable with mternational performance and the prices of their
services are notl higher than the prices of other contractors and
sub-contractors by more than ten percent (109%).
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b) Give preference (0 locally manufactured wmaterial, equipment,
machinery and consumables so long as their quality and time of
delivery are comparable (o internationally available material,
cquipment, machinery and consumables. However, such material,
equipment, machinery and consumables may be imported for
operations conducted hercunder if the local price of such items at
CONTRACTOR's or Operating Company's or other organization’s
operating base in A R.E. is more than ten percent (10%) higher than
the price of such imported items before customs duties, but after
transportation and insurance costs have been added.

ARTICLE XXVII
SHARING OF PERSONNEL

(2) The CONTRACTOR and EGPC shall have the option, to utilize the
East Zeit Petroleum Company (ZEITCO), to act as subcontractor
for the CONTRACTOR, Operating Company or other organization
to carry out Exploration and Development operations under this
Agreement.

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

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

Overhead and other charges and payroll of personnel engaged in
activity fer 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 concerned party or parties may agree,
ZEITCO shall be entitled to the exemptions referred to in Article
XVIII hereot in respect of its operations under this Agreement.
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(b) Nothing in this Agreement shall be construed as censtituting any
relationship to any concession agreement heretofore entered inte by
the parties hereto or one of the pariies hereto, and each of such
agreements shall be treaied separately and independently in all
respects. Including but not [imited to rovalties, taxes and the

computation of the net profits of EGPC and CONTRACTOR
respectively.

{¢) Provided that ZEITCO 1s designated by EGPC and CONTRACTOR
to act as subcontractor of the CONTRACTOR, Operating Company
or other orgamzation under this Agreement, EGPC and
CONTRACTOR shall use their best efforts to the effect that the
officers, directors, other personnel and offices of the Operating
Company or other oranization shall, as far us reasonably possible, be
the same as those of ZEITCO, it being understood that the
CONTRACTOR under this Agreement shall be represented on the
Board of Directors of the Operating Company or other organization
under this Agreemenit.

ARTICLE XXVIII
ARABIC FEXT

the Arabic version of this Agreement shall, before the courts of ARE.
be referred to in construing or interpreting this  Agreement; provided
however, that in any arbitration pursuant to  Article XXIV herein above
between EGPC and CONTRACTOR the English and Arabic versions
shall both be referred to as having equal force in construing or
interpreting the Agreement.

ARTICLE XXIX

GENERAL
The headings or titles to each 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 of said Articles.
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ARTICLE XXX
APPROVAL OF THE GOVERNMENT

This Agreement shall not he binding upon any of the parties hereto
anless and until a law is issued by the competent authornties of the
A.R.E. authorizing the Minister of Petroleum to sigh this Agreement
and giving this Agreement full force and effect of law notwithstanding
any countervailing Gavernmental enactrnent, and the Agreement ts
signed by the GOVERNMENT, EGPC and CONTRACTOR.

OCEAN SOUTH EAST JULY, LTD.

BY:

EGYPTIAN GENERAL PETROLEUM CORPORATION
BY: -—

ARAB REPUBLIC OF LHLGYPT
By: - _

DATE.:
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ANNEX “A”
CONCESSION AGREEMENT
BETWEEN
THE ARAB REPUBLIC OF EGYPT
AND
EGYPTIAN GENERAL PETROLEUM CORPORATION
AND
OCEAN SOUTH EAST JULY, LTD.
IN
SOUTH EAST JULY 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

(1:500,000) showing the Area covered and atfected by this Agreement.

- The Area measure approximately two hundred forty-five square
kilometers (2435 km?) of surface Area. It is composed of all or part of
Exploragon Blocks. The Whole Blocks are defined on three (3)

minutes latitude by three (3) minutes longitude gnd.

- It 15 to be noted that the delineation lines of the Area in Annex "B" are
intended to be only illustrative and provisional and may not show
accuratety their truge posimion n relaton o existing monuments and

- geographical features.
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Coordinates of the corner points of the Arca are given in the following
table which forms an integral part of Annex “A”

BOUNDRAY COORDINATES OF
SOUTH EAST JULY AREA
INGULF OF SUEZ

PEET LATITUDE f NORTH LONGITUDE / EAST
| 28" 15 $3.00" | 33° 19° 13.00"
2 28° 14 46.00" | 33° 19° 13.00"
3 28" 14’ 46.00" | 33° 200 25.00"
4 28 14 00.00" | 33° 20 25.00"
N 28 14 00.00" | 33° 19° 00.00"
6 28 11 30.00" | 33° 19 00.00"
7 28 I 00.00" | 33° 22 00.00"
8 28 10 30.00" | 33° 22 00.00"
9 28" 10° 00.00" | 33° 2% 31.72"
10 28 10° 28.60" | 33° 23 33.30"
11 28° 10 25.40" | 33° 26’ 36.50"
|2 28 07 43.10" | 33° 26 32.80"
13 28" 07 39.98" | 33° 29 35.83"
14 28 04’ 37.70" | 33° 29 32.07
15 28" 04 5347" | 33° r 00.00"
16 28 03 00.00" | 33° 3 (0.00"
7 28" 05 00.00" | 33° 27 {0.00"
8 28 035 00.00" | 3%° 26’ 30.00"
£9 28 04’ 00.00" | 33° 26 30.00"

20 28" 04 00.00" | 33° 27 00.00"
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ngT LATITUDE /! NORTH LONGITUDE / EAST
21 28° 02 30.00" | 33° 27 00.00"
22 28 02" 20.00" | 33° 28’ 00.00"
23 28° 02 00.00" | 33° 28" 00.00"
24 23" 02 00.00" | 33° 3 00.00"
25 28" Ol 30.00" | 33° 31" 00.00"
26 28" Ol 30.00" | 33° 31" 30.00"
27 27° 59" 30.00" | 33° 31 30.00"
28 27° 59" 30.00" | 33° 307 00.00"
26 28° 00 00.00" | 33° 30’ 00.00"
30 28° 00’ 00.00" | 33° 29! 00.00"
31 | 28° 00’ 30.00” | 33° 29' 00.00"
32 28° 00’ 30.00" | 33° ek 00.00"
33 28° 01" 00.00" | 33° 27 00.00"
34 28° 01 00.00" | 33° 26' 30.00"
35 28 02 00.00" | 33° 26' 30.00"
36 28° 02" 00.00" | 33° 25! 00.00"
37 28° 08’ 08.00" | 33° 20! 02.00"
38 28° 07 05.00" | 33¢ 19 40.00"
39 | 28° 12 15.00" | 33° 16° 03.60"
40) 28 |2 23.00" | 33° 16" 07.00"
41 28° 13 19.56" | 33° 1S° 16.77"
42 28° 13 17.33" | 33" 17 30.53"
43 28 15 59.51" | 33° 17 33.97"
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ANNEX (B)
CONCESSION _{&GHEEHENTMF'DR PETROLEUM
EXPLORATION AND EXPLOITATION

BETWEEN

(@)l
A g J il OF agll p1 50 S8

(b

THE ARARIR REPULBLIC OF EGYPT VR VY FRYTINY
AND
THE EGYPTIAN GENERAL PETROLEUM s saall Lui. pcaadl Riag
CORPORATION
AND 3
OCEAN SOUTH EAST JULY, LTD, (3 b sl (o gia Gl AS A
N u’
SOUTH EAST JULY AREA s a s pia Akl
GULF OF SUEZ L peall ald
ATLE. t.ll-c

SCALE | :5 00,000

ﬂii‘iil - 'l Hﬁ‘u@a




Wo v g L ul dol B U) U Y saadl — Zpan S5 L
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CONCESSION AGREEMENT FOR PETROLEUM | 4335 3 g 0! o6 danall 2 T Aghliy
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BETWEEN

i

THE ARAR REPUDBLIC OF EGYPT s pdl yuma 4y ) pgas
AND
. _ 3
THE EGYPTIAN GENERAL PETROLEUM Jaial! el 4 peaddi Liugh
CORPORATION
AND 3
QOCEAN SOUTH EAST JULY , LTD. B A e s sia bl A8
IN o
SOUTH EAST JULY AREA VI PPy PRAROR- T 1
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ANNEX “CY
LETTER OF GUARANTEL
EGYPTIAN GENERAL PETROLEUM CORPORATION
Gentlemen,

Reference i1s made to the Concession Agreement for Petroleum
Exploration and Exploitation in South East July Area issued by law No
- of 2003 by and between the Arab Republic of Egypt (A.R.E.), The
Egyptian General Petroleum Corporation (EGPC) and OCEAN SOUTH
EAST JULY, LTD. (hcreinafter referred to as “QCEAN" or as
CONTRACTOR).

Ocean FEast Zeit Petroleum, Lid., as Guarantor on behalt of
CONTRACTOR hereby undertakes that, if CONTRACTOR spends
durine the initial Exploration period of two and one half (2.3) years of
said Concession Agreement less than the minimum amount speciiied for
such peried being sixteen million and three hundred thousand U0.5.
Dollars ($ 16,300,000) under this Concession Agreement (the difference
being hercunder described as “*Shortfafll”), EGPC shall notify GCEAN
SOUTH EAST JULY, LTD. as CONTRACTOR and Occan East Zeit
Petroleum, Ltd., as Guarantor in writing of the amount of the Shortfall.
Within fifteen (13) days of receipt of said notice, Ocean East Zeit
Petroleum, Ltd., on behalf of CONTRACTOR shall pay and/ or transfer
to EGPC a quantity of crude oil sufficient in value to cover the Shortfall.

In case said crude oil shall be transferred, it will be deducted from Ccean
East Zeit Petroleum, Ltd.. share of crude oil production from the
Development Lease pursuant to the terms of the Concession Agreement
for Petroleum Exploration and Exploitation by and between the Arab
Republic of Egypt, EGPC and ESS50 SUEZ INC. now {Ocean East Zeit
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Petroleum, Ltd.) effective the 23™ of March 1981 and issued by law No.
8 of 1981 as amended and said crude oil shall be valued at the time of
the transfer to EGPC in uccordance with the provisions of Article V ot
the Concession Agreement in East Zeit Offshore Area.

QOcean East Zeit Petroleum, Ltd., may at any ume between the date
hereof and the date on which this letter of Guarantee shall expire submit
a bank guarantee of the Shortfall in a form satisfactory to EGPC, n
which event the provisions of this letter shall automatically lapse and be
of no effect.

This letter of Guarantee shall expire and become null and void on the
date six (6) months after the end of the initial Exploration perod of the
Concession Agreement of South Eust July Area, Guif of Suez or on the
date upon completion or performance of the CONTRACTOR's
obligations hereunder.

Yours Faithfully,

OCEAN EAST ZEIT PETROLEUM, LTD.

—— L o N EE N B e e el e g vy g B B B M - T R e TR e T ———
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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 shall be formed with the authorization of the GOVERNMENT
In accordance with the provisions of this Agreement referred to below
and of thhs Charter.

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

ARTICLE 11

The name of the Operating Company shall be mutually agreed upon
between EGPC and CONTRACTOR on the date of the Commercial

Discovery and shall be subject 1o the approval of the Minister of
Petroleum.

ARTICLE HI1
The Head Oftfice of Operating Company shall be in the A.R.E. in Cairo.
ARTICLE IV

The object of Operating Company is to act as the agency through which
EGPC and CONTRACTOR, carry out and conduct the Development
operations required in accordance with the provisions of the Agreement
signed on the ------ day of --—— by and between the ARAB
REPUBLIC OF EGYPT, THE EGYPTIAN GENERAL PETROLEUM

CORPORATION and CONTRACTOR covering Petroleum operations
in South East July Area, Gulf of Suez described therein.



Yoot Rl dal (D) b N1 el — L Jlag 1 VAT

dny b Ly eondl Sldas o (B3 JoSpE bl dustall 25,20 59
- AU i,y Suazall G5 1d Juall el G gyt OLaSY 30

by &Gy ety EJSH Y T oldaal Lolall 487,200 uluZ,
A G qarn Gl ALY LY Wy Oldealt aiy]

Ll alonzy Bl b o5 5T Jae g ol oF Oldaall 2t 35,800 )
Celds e Lo Jylalty Rt ety 151 Y1l 58 oldaall

{ dusgld! DalL])

i g dir A g b by pad U Sldasll, iUl i ad e
Sz apb L I8 sy Cugmasll Gy (A sbanis $3le s YT s
. dal] 2y Uy S A giae & s

S lansdU Sl 287,800 sy g G ollaEy ey Jabilly il e JS mis
ML o1l g il he v Slbeally Rl 38,00 ], el (—— ) i
a2 Sl Tear oo T 51 ol IS e S50 06 Bl e Y Ui G B B
sl ol O oo Jimy 5l iy ol bl oon T 51 5] e e a il ] Lkl ]
oz DBl s iy LplasT 2l e it azas 5 azSile 5l o i 0
5 e J3lzes ity o pgadl Sty pny il s ) J3latt oF 5L Gl L e
3 it o ytht Al o1 IS sleas ool i3 2,201 Jaal; ol 3 dinzs

VT { P 1P PPN« VRSPV PV [ 61 B



VAV YL ki Al ol () s N sl - a1

Operating Company shall be the agency to carry out and cenduct
Fxploratron 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, ¢xpenses 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
agreed upon by EGPC and CONTRACTOR.

ARTICLE V

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

rights, fuliy paid and non-assessable.

EGPC and CONTRACTOR shall each pay for, hold and own, throughout
the life of Operating Company, one half (1/2) of the capital stock of
Operating Company provided that enly in the event that either party
should transfer or assign the whole or any percentage of its ownership
tnterest in the entirety of the Agreement, may such transfemring or
assigning party transter 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 entirety of the said Agreement.
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ARTICLE VI

Operating Company shall not own any right, title, intcrest or estale in or
under the Agreement or any Development Lease created thercunder or
in any of the Petroleum produced from any Exploraton Block or
Development Lcase thereunder or in any of ihe assets, cquipment or
other property obtained or used in connection therewith, and shall not be
obligated as a principal for the financing or performance of any of the
duties or obligations of either EGPC or CONTRACTOR under the
Agreement. Operating Company shall not make any profit from any

source whatsocver.
ARTICLE YIiI

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

judgment of EGPC, CONTRACTOR or EGPC and CONTRACTOR, uas

may be required by the Agreement.
ARTICLE VI1II

Operating Company shall have a Board of Directors consisting of eight
(8) members, four (4) of wha shall be designated by EGPC and the other
four (4) by CONTRACTOR. The Chairman shall be designated by
EGPC and shall also be a Managing Direcior. CONTRACTOR shall

designate the General Manager who shall also be a Muanaging Director.



Yoo f i la Jyl 3 (D) b IOV saadi - G M3 41 VAN

{ asualdl! Salll )

L sl pdadl  Loael 2T b jias 13] Govases 5,15 Ludows ilebozal 5,85
Sl (0) icad adke ity 31 Y L 508 Y Clslaza Vi 0in i sy

QMJPT?WH&iJMJ%’_}ﬁﬁiULGtmtilﬂb_ﬁiw‘rf_(fi}i
ks jole SS9 Je el we LU
(Bt Baldf )

Ao | ah CAE (3] S ety s Y| W e pat)] D | lazn! S5
ol o plazal i G o clyls ol . bl 2ol 38,200 Jland ) g
I SOVE IO TSN NCA VRS U [ TIPSy B £ R TFCH . ) WP &
SJUl Ll

(e Ruatad! Ballf)

Pl Lol LSy Loy - Jracts I 5, 15Y1 udone dasa,
(- DURCH T WS P ST (U A FPUNE IESUC 00 1) A W DY (V-0 3 C S {3
SN s an gl Lyl e

IR W[ N UgR = VY- P PO 1| JURJR [ S P PSR NP oy

PSR IR RS P THN TS R EPpe |



VAY Y i L dad (D) s Y1 sl - R M50y

ARTICLE IX

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

by another Director.
ARTICLE X

General meetings of the Shareholders shall be valid 1f a majonty of the
capital stock of Operating Company 1s 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 XI

The Board of Directors shall approve the regulations covering the terms
and conditions of employment of the personnel of Operating Company
emploved directly by Operating Company and not assigned thereto by
CONTRACTOR and EGPC.

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

provisions of Article X hereof.
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ARTICLE XII

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

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

agreed by EGPC and CONTRACTOR).

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

duration of the said Agreement, including any renewal thereof.

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

above is terminated for any reason as provided for thereimn.

OCEAN SOUTH EAST JULY, LTI.

BY

EGYPTIAN GENERAL PETROLEUM CORPORATION

BY
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ANNEX “E”
ACCOUNTING PROCEDURE
ARTICLE 1

GENERAL PROVISIONS
{(a) Definitions:

The definitions contained in Article 1 of the Agreement shall apply
to this Accounting Procedure and have the same meanings.

(b) Statements of activity:

(1) CONTRACTOR shall, pursuant to Article IV of this Agreement,
and until the coming into existence of the Operating Company
or other organization - in accordancc with Article VI of the
Agreement-render to EGPC within thirty (30) days of the end of
each calendar quarter a Staternent of Exploration Acuvity
reflecting all charges and crcdits related to the Expioration
operations for that quarter summarized by  appropriate
classifications indicative of the nature thereot.

(2) Following its coming into existence, Operating Company or
other organization 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 summanzed by
appropriate classifications indicative of the nature thereof,
except that items of controllable matenai and unusual charges
and credits shall be detailed.
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(¢) Adjustments and Audits:

(1) Each quarterly Statement of Exploration Activity pursuant to
Articte I (b) (1} of this Annex shall conclusively be presumed
to be true and correct after three (3) months following the
receipt of each Statement by EGPC unless within the said three
(3) months EGPC takes written exception thereto pursuant to
Article IV (I) of the Agreement. During the said three (3)
month period  supperting documents will be available for
tnspection by EGPC during all working hours.

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

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

(d) Currency Exchange:

CONTRACTOR'’s books for Exploration and Operating Company's
or other orgamzation’s books for Development and Exploration, if
any, shall be kept in the A.R.E. in U.S. Dollars, All U.S. Dollars
expenditures shall be charged in the amount expended. All Egyptian
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Pounds expenditures shall be converied to U.S. Dollars at the
applicable rate of exchange issuved by the Central Bank of Egypt
on the first day of the month in which expenditures are recorded, and
all other non-U.S. Dollars expenditures shall be translated to U.S.
Dollars at the buying rate of eﬁchangﬂ for such currency as quoted
by National Westminster Bank Limited, London at 10.30 am.
G.M.T., on the first day of the month in which expenditures are
recorded. A record shall be kept of the exchange rates used in

translating Egyptian Pounds or other non-U.S. Doltars expenditures
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
freating the same subject differently, then the provisions of the

Agreement shall prevail.

(1) Revision of Accounting Procedure:

By mutual agreement between EGPC and CONTRACTOR, this
Accounting Procedure may be revised in writing from time to time

in the hght of future arrangements.
() No Charge for Interest on Investment:

Interest on mnvestment or any bank fees, charges or commissions

related to any bank guarantees shall not at any time be charged as

recoverable costs under the Agreement.
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ARTICLE II
COSTS, EXPENSES AND EXPENDITURES

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

(a) Surface Rights:

All direct cost attributable to the acquisition, renewal or
relinguishment of surface rights acquired and maintained 1n  force
for the Area.

(b) Labor and Related Costs:

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

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

3. All travel and relocation costs of such expatriate
employees and their families to and from the employee's
country or pomt of origin at the time of employment, at
the time of separation, or as a result of transfer {rom one
location to another and for vacatron (transportation costs
for employees and their famimlies transferming from the
A.R E. to another location other than their country of

origin shall not be charged to A R.E. Operations).

Costs under this Article II ( b ) ( 2 ) shall be deemed to be equal to
seventy percent (70%) of basic salaries and wages paid for such
expatriate persoanel including those paid during vacations and sick
lecaves as established in CONTRACTOR s international policies,
chargeable under Article I (b) (1), Article II (i), Article 11 {k} (1)
and Article II (k) (3} of this Annex.

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

allowances and costs ;-

1. Housing and Utilities Allowance.
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. Commodities and Services Allowance.

. Special Rental Allowance.

. Vacation Transportation Allowance.

2

3

4

5. Vacation Travel Expense Allowance.

6. Vacation Excess Baggage Allowance.

7. Education Allowances (Children of Expatnate Employecs).
o

. Hypothetical U.5. Tax Offset {which results in a reduction of
the chargeable percentage).

9. Storage of Personal Effects.
10. Housing Refurbishment Expense.
11. Property Management Service Fees.
2. Recreation Allowance,
13. Reurement Plan.
14. Group Life Insurance.
15. Group Medical Insurance.

16. Sickness and Disablity.

17. Vacation Plans Paid (excluding Aliowable Vacation Travel
Expenses).

18. Savings Plan.

19. Educational Assistance.

20. Military Service Allowance.
21. F1.C.A.

22, Workman's Compensation.
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23. Federat and State Unemployment Insurance.

24. Personnel Transfer Expense.

25. Naticnal Insurance.

26. Any other Costs, Allowances and Benefits of a like nature
as established in CONTRACTOR's International Folicies.

The percentages outlined above shall be reviewed at intervals

of three (3) years from the Effective Date and at such time
CONTRACTOR and EGPC will agree on new percentages 1o

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 actual costs of all its established allowances and
benefits and of persennel transtfers.

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

mentioned 1n Article II (k) (2) of this Annex.

(4) Costs of expendrture or contributions made pursuant to law or
assessment imposed by Governmental authority which are
applicable to labor cost of salanes and wages as provided under
Article I (b) (1), Article I (b) (2), Articie II (1), Article H (k)
(1) and Article 1T (k) (3) of this Annex.
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(c} Benefits, allowances and related costs of national employees:

Bonuses, overtime, customary allowances and benefits on a  basis
simitar-to that prevailing for oil companies operating in the A.R.E.,
all as chargeable under Article I1 (b) (1), Article IT (i}, Article 11 (k) (1)
and Article Tl (k) (3) of this Annex. Severance pay will be charged at
a fixed rate applied to payrolls which will equal an amount equivalent

to the maximum liability for severance payment as required under
the A.R.E. Labor Law.

(d) Material

Matenal, equipment and suppiics purchased or furnished as such by
CONTRACTOR or Operating Compuny or other organization.

(1) Purchases:

Matenal, equipment and supplies purchased shail be at the
prnice paid by CONTRACTOR or Operatine Company or other
orgamization plus any related cost and after deduction of all
discounts actualiy recetved.

{2) Material Furnished by CONTRACTOR:

Material required for operations shail be purchased directly
whenever practicuble, except that CONTRACTOR may furnish
such material from CONTRACTOR's or CONTRACTOR's
Aftiliated Companies stocks outside the A.R.E. under ithe
following conditions:

1. New Material (Condition "A'")

New Material transferred from CONTRACTOR's or
CONTRACTOR's Affiliated Companies warchouse or other
propertics shall be priced at cost, provided that the cost of
material supplied is not higher than international prices for
matenal of similar quality supplied on similar terms,
prevailing at the time such material was supplied.
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2. Used Material (Conditions "B' and "'C'")

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

b) Material which cannot be c¢lassified as Condition "B" but
which 1s serviceable for onginal function but substantially
not suitable for reconditioning, shall be classed as Condition
"C" and priced al fifty percent {50%) of the price of new
matertal.

c) Materal which cannot be classifted as Condition "B" or
Condition "C" shull be priced at a value commensurate
with 1ts use.

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

(3) Warranty of Materials Farnished by CONTRACTOR

CONTRACTOR does not warrant the matenial fumished
beyond or back of the dealer's or manufaciurer's guaranty; and
m case of defective matenal, credit shall not be recorded until
adjustment has been received by CONTRACTOR from
manufacturers or their agents.

(¢) Transportation and Empleyee Relocation Costs:
(1) Transporiation of equipment, matenals and supplhies nccessary
for the conduct of CONTRACTOR's or Gperating Company's or
other organization’s activities.

(2} Business travel and transportation expenses to the extent covered
by established policies of CONTRACTOR or with regard to
expatriate and national employees, as incurred and paid by, or
for, employees in the conduct of CONTRACTOR's or Operating
Company's or other ovganization’s business,
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Employees transportation and relocation cests for national

employces to the extent covered by established policies.

() Services:

(g)

(1)

(2)

(3)

(4)

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

Cost of services performed by EGPC or by CONTRACTOR or
their Affiliated Compantes in facilities inside or outside the
A.RE. Regular, recurring, routine services, such as interpreting
magnetic tapes and/or other analyses, shall be performed and
charged by EGPC and/or CONTRACTOR or their Affiliated
Companies at an agreed contracted price. Major projects
involving engineerimg and design services shall be performed
by EGPC and/or CONTRACTOR or their Affilialed Companies
at a nggehiated contract amount.

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

CONTRACTOR's and CONTRACTOR's Affiliated Companies’
rates shall not include any administrative or overhead cosis other

than what is menitoned in Aracle 11 (k) {2} of this Annex.

Damages and L.osses:

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

organization,.
Insurance and Claims:

The cost of any public liability, property damage and other
insurance against liabiiities of CONTRACTOR, Operating Company
or other organization and/or the parties or any of them to their
employees and/or outsiders as may be required by the laws, rules
and reguiations of the GOVERNMENT or as the parties may agree
tipon. The proceeds of any such insurance or claim collected, less
the actual cost of making a claim, shall be credited against
Opcrations.

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

SCTVICES.

(i) Indirect Expenses;

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

indirectly serving the Area.
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{ j) Legal Expenses:

All costs and expenses of littgation, or legal services otherwise
necessary or expedient for the protection of the Area, in¢cluding
attorney's fees and expenses as hereinafter provided, togethetr with
all judgments obtained against the partics or any of them on account
of the operations under the Agreement, and actual expenses incurred
by any party or parties hereto in sccuring evidence for the purpose of
defending against any action or clam prosecuted or urged against
the operations or the subject matler ot the Agreemeni. In the event
actions or claims affecting the interests hereunder shall be handled
by the legal staff of one or more of the parues hercto, a charge
commensurate with cost of providing and fumishing such services
may be made to operations.

(k) Administrative Qverhead and General Expenses:

(I} While CONTRACTOR is conducting Exploration operations,
the cost of staffing and maintaining CONTRACTOR's head
office in the A.R.E. and/or other offices established in the
A.R.E as appropriate ather than field offices which will be
charged as provided in  Article II (i) of this Annex, and
excepting salaries of employees of CONTRACTOR who are
temporarily assigned to and direclly serving on the Area, which
will be charged as provided in Article il {(b) of thus Annex,

(2) CONTRACTOR's adminstrative overhead outside the ARE.
applicable to Exploration operations in the AR.E. shall be
charged each month at the rate of five percent (5%) of total Ex-
ploration expenditures, provided that no adminisirative over-
head of CONTRACTOR outside the AR.E. applicable to
A.R.E. Exploration operations will be charged for Exploration
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operations conducted by Operating Company. No other direct
charges as such for CONTRACTOR's administrative overhead
autstde the AR.E. will be applied against the Exploration
obligations. Examples of the type of costs CONTRACTOR 1is
incurring and charging hereunder due to activities under this

Agreement and covered by said percentiage are:

1. Executive - Time of executive officers.

2. Treasury - Financial and exchange problems.

3. Purchasing - Procuring materials, equipment and supplies.

4. Exploration - Directing, advising and controlling the entire

project.

5. Other departments such as legal, comptroller and engineering
which contributc time, knowledge and experience tw the

operations.

The foregoing does not preclude charging for direct scrvice
under Asticle 1L (D) (2) of this Annex.

(3} While Operating Comnpany or other organization 1§ conducting
operations, Operating Company's ot other organtzation’s personne!
engaged in general clerical and office work, supervisors and
officers whose time s generally spent in the main office and not
the field, and all employees generally considered as general
and administrative and not charged to other types of expense
will be charged to operations. Such expenses shall be allocated
each month between Exploration and Development operations

according 1o sound and practicable accounting methods.
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Taxes:

All taxes, duties or levies paid in the A RE. by CONTRACTOR or
Operating Company or other organization with respect to this
Agreement other than those covered by Article 111 (g) (1) of the
Agreement.

(m) Continuing CONTRACTOR Costs:

Costs of CONTRACTOR activities required under the Agreement
and incurred exclusively in the A R.E. after Operating Company is
formed. No sales expenses incurred outside or inside the A.R.E.
may be recovereq as a cost.

(n) Other Expenditures:

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

ARTICLE Il
INVENTORIES

(a) Periodic Inventories, Notice and Representation:

At reasonable ntervals as agreed upon by EGPC and
CONTRACTOR inventories shall be taken by Operating Company
or other organization of the operations materials, which shall include
all such materials, physical assets and construction projects. Written
notice of intenuon to take inventory shall be given by Operating
Company or other organization to EGPC and CONTRACTOR at
least thirty (30) days before any inventory 1s to begin so that EGPC
and CONTRACTOR may be represented when any inventory is
taken. Failure of EGPC and/or CONTRACTOR 1o be represented at
an inventory shall bind them to accepl the inventory taken by
Operating Company or other organization who shall in that event
furnish the party not represented with a copy thereof,
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(b) Reconciliation and Adjustment of Inventories:

(a)

Reconciliation of inventory shall be made by CONTRACTOR and
EGPC, and a hst of overages and shortages shall be jointly

determined by Operating Company or other organization and
CONTRACTOR and EGPC, and the inventory adjusted by Operating

Company or other organization
ARTICLE IV

COST RECOVERY

Statements of Recovery of Costs and of Cost Recovery
Petrolenm:

CONTRACTOR shall, pursuant 10 Asticle VII of the Agreement,
render to EGPC as promptly as practicable but not later than fifteen
(15) days after receipt from Operating Company or other organization
of the Statements for Development and Exploration Activity for the
calendar quarter a Statement for that quarter showing:

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

e

. Recoverable costs incurred and paid during the quarter.
Total recoverable costs {or the quarter (1} + (2).

3.
4. Value of Cost Recovery Petroleum taken and separately disposed
of by CONTRACTOR for the quarter.

N

. Amount of costs recovered for the quarter,

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

7. Excess, if any, of the value of Cost Recovery Petroleum taken and
separately disposed of by CONTRACTOR over costs recovered
for the quarter.
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(b} Payments:

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

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

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

Pctroleum.
(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  shail
agree on any required adjustments. Supporting documents and
accounts will be available o EGPC during suid twelve (12) month

period.



Voot diw by dyl 6 (D) o JNT saadl = e 3 41 vy

( Dol 52441 )
IR ST T IREN [P P JTL AT N

: il st 1 B! 34 s (1)

pyoms a3l L ! albdl Dludly odl olalpall 311 Lo Jlabl ;2
() (o) 5,08 Jal ol oy saad ) Bl G a8 6 3a, 1] ] ol Ml
dny il S gl Lpde A5 Saonmiss flie ol Jlizl sy Gl 13a e
(V) (g )5, el TSy eoblaalt, I R VAT PSR IR 7S |
UE N PO P VI £ | IV SUPLEIR R SRRV PELE PP N B
2 valhd (! 212 et B o sttt (v }

AAPLL Jolall sl Ol ]y a8 ala zal 2518 Llas Jotall 22,
RS TR=TYT Bl N RIS S VY IPRRTTIN R IYE S [ BES N PR PR |
s ol ¢ RIS sl aY paaddl dy 2l s el
: G ] Silibssiaf (2 )

Ledomzt U8y La S sls a Sl ally liadl, NS s o0
iy ol ally IS i ¢ Sl Ol | 5oV ad U s e
b ol e ey Sl 3

et oo ldl —

I T | FEV PP ' S SET) | JCH 3

el iy s -

T il UL ) i

i Loty oIS sl el L31L LW 0 5ad | G Joal) oblas ol iz
I8 MY el Jy 2]



Y Y Bl il (1) e BV saall — T Iy

ARTICLE V
CONTROIL AND MAJOR ACCOUNTS

(a) Exploration Obligation Contrel Accounts:

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

(b) Cost Recovery Control Account:

CONTRACTOR will establish a Cost Recovery Control Account
and an off-setting contra account o control therein the amount of
cost remaining to be recovered, if any, the amount of cost recovered
and the value of Excess Cost Recovery Petroleum, 1t any.

(c) Major Accounts:

For the purpose of classifying costs, expenses and expenditures for
Cost Recovery as well as for the purposc of establishing when the
mirimum Exploration obligations have been met, costs, expenses
and expenditures shall be recorded in 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 to the
extent necessary for the control of recovery of costs and the
treatment of Cost Recovery Petroleum.
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ARTICLE VI

TAX IMPLEMENTATION PROYVISIONS

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

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

«ONTRACTOR’s annual income”, as determined i Article III {g) (2)
of this Agreement, less the amount equal to CONTRACTOR's
grossed-up Egyptian income tax liability, shall be CONTRACTOR's

"Provisional Income”.

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

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

If the "A.R.E. Income Tax rate", which means the effective or composite
tax rate due to 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 = A R.E. income tax rate TIMES Taxable Income.
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Combining the first and last equations above

Provisional income x Tax Rate
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 is 310 and the A.R.E.
Income Tax rate is forty percent (40%), then the Grossed-up Value 1s

equal to:
$ 10x0.4
— =% 6.67
1 - 0.4

Therefore:
Provisional income £ 10.00
Plus Grossed-up Value 6.67
Taxable Income £16.67
Less: A.R.E. Income Taxes at 40% 06.67

CONTRACTOR's Income after taxes £ 10.00
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ANNEX “F”™

MAP OF TIIE NATIONAL GAS PIPELINE GRID SYSTEM
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