VoYV ol il () b 8 sl - R J i 4

Yool Gunisd ¥ i ) N
Lo Tolalt Gy padl Banglh mn MBladlt 3 s 0l iy gd et Sl
VY P RITRIY-rIS P WL Wyt e P
sty Jolt o8 Sl
o it ol preetlly raldalt e dibne 3
il | iy
%t el )
Y P T S Vi i PIPIEY | B PO
( 93 Bald1)

38 s U pial) Relall Kyl Ktngll e aSlasdl S du il iiad ab
Rihia g Aeiinls dyzdl ot Sl ol L ol s i i3 YVaslod Lilia g8
g Rl i R 338 0 by SD G, o3y ¢ Lt e Lty Spediall (g
{ ! Ball 1)
RPTPOUR{ 04 U SO A0 § I PP 1 | O B TP ) R S RS | PR 1L I %
g e o, T P8 e LV Jasy
( QG Bald 1)
ot ot gl ek Joary o Qaan JURa A 3 0l L
 Liilyd e ppPUES Sty ¢ gl (o 5 S s e
ket s

B VYA B i A i ekl 2y oo
U Y ¥ R L YU LI



VoW L poledsl G () a0 8 i - Le g 41 A

o | G b
O Semmmitsa] § JQ et | s el
G il | ks G Yt
3
J9 Pt Gt G | il
g

o Gl o ol gl 3 53 gl il

o
okl ey iy
e pl| 11yl
o & s e
O bd s R ¥ VB pdge ol Sl o
K pald Baoght 5 CRa S P 5l "pn 2 b b Lk Glaus} Loyl e gy pins
RELIETRRL L P FENE S FUPIPIYE FIRJEE  OPCEL SO L P N
83 Vywilow! Lol sy (L@l (b e Lgedes Gl y) oas oooe sl Joa L
Ll 036515 Ui 2315y o Zeb i K52 2 wl el v pads sy

S 71+ ) [ OV P ST PO P TN -9



S UL U VR B R €3 I L QP SOV [ AV Y

CONCESSION AGREEMENT FOR PETROLEUM
EXPLORATION AND EXPLOITATION

BETWEEN
THE ARAB REPUBLIC OF EGYPT
AND

THE EGYPTIAN GENERAL PETROLEUM
CORPORATION

AND
COMPANIA ESPANOLA DE PETROLEQS, S.A.
IN
SOUTH ALAMEIN AREA
WESTERN DESERT
A.R.E.

This Agreement made and entered on this day of , 2006, by
and between the ARAB REPUBLIC OF EGYPT (herecinafter referred to
variously as "A.R.E." or as the "GOVERNMENT"), the EGYPTIAN
GENERAL PETROLEUM CORPORATION, a legal entity created by
Law No. 167 of 1958 as amended (hereinafter referred to as "EGPC")
and COMPANA ESPANOLA DE PETROLEQS, S.A. , a joint stock
company organized and existing under the laws of Spain (hereinafter

referred to as "CEPSA" or as "CONTRACTOR™).
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WITNESSETH

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

WHEREAS, EGPC has applied for an exclusive concession for the
exploration and exploitation of petroleum in and throughout the area
referred to in Article II, and describcd in Annex "A" and shown
approximately on Annex "B”, which are attached hereto and made part
hereof (hereinafter refcired to as the "Area”) : and

WHEREAS, "CEPSA" agrecs to undertake its obligations provided
hereinafter as a CONTRACTOR with respect to the Exploration,
Development and Production of Petroleum in SOUTH ALAMEIN Area,
WESTERN DESERT ; and

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

WHEREAS, the Minister of Petroleum pursuant to the provisions of
Law No. 86 of 1956, may enter into a concession agreement with EGPC,
and with " CEPSA" as a CONTRACTOR 1n 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 drilling of such shot holes, core holes,
stratigraphic tests, holes for the discovery of Petroleum or the
appraisal of Petroleum discoveries and other related holes and
wells, and the purchase or acquisition of such supplies, materials,
services and equipments therefor, all as may be 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 (o:

(1)

(11)

(111)

the dnlling, plugging, deepening, side tracking, re-drilling,
completing, equipping of development wells and the changing

of the status of a well, and

design, engineering, construction, installation, servicing and
mﬁinlenance of equipments, lines, systems facilities, plants
and related operations to produce  and operate said
development wells, taking, saving, treating, handling, storing,
transporting and delivering Petroleum, re-pressunng,

recycling and other secondary recovery projects, and

transportation, storage and any other work or activitics

necessary or ancillary to the activities specified in (i) and (ii).

(c} "Petroleum” means Liquid Crude Oil of various densities, asphalt,

Gas, casinghead gas and all other hydrocarbon substances that may

be found 1n, and produced, or otherwise obtained and saved from

the Area under this Agreement, and all substances that may be

extracted therefrom.

(d) "Liquid Crude Q11" or "Crude Oil" or "Qil" means any hydrocarbon

produced from the Area which is in a liquid state at the wellhead

or lease separators or which is exiracted from the Gas or

casinghead gas in a plant. Such hquid state shall exist at sixty

degrees Fahrenheit (60°F) and atmospheric pressure of 14.65

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

(f) "LPG" means liquefied petroleum gas, which 15 a mixture
principally of butane and propane liquefied by pressure and
temperature.

(g) A "Barrel” shall consist of forty-two (42) United States gallons,

liquid measure, comrected to a temperature of sixty degrees
Fahrenheit (60°F) at atmospheric pressure of 14.65 PSTA.

(h) (1) "Commercial Oil Well" means the first well on any gcological
feature which after testing for a period of not more than
thiﬁy (30) consecutive days where practical, but in any event
in accordance with sound and accepted industry production
practices, and verified by EGPC, is found to be capable of
‘producing at the average rate of not less than two thousand
(2000) Barrels of oil per day (BOPD). The date of discovery
of a "Commercial O11 Well" i1s the date on which such well is
tested and completed according to the above.

(2) "Commercial Gas Well" means the first well on any
geological feature which after tesiing for a period of not
more than thirty (30) consecutive days where practical, but
in any evenl in accordance with sound and accepted industry
production practices and verified by EGPC, 1s found to be
capable of producing at the average rate of not less than
fifteen mitiion (15,000,000) standard cubic feet of Gas per
day (MMSCFD). The date of discovery of a "Commercial
Gas Well” is the date on  which such well is tested and
completed according to the above.
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(1) "A.RE." means ARAB REPUBLIC OF EGYPT,

(1) "Effcciive Date” means the date on which the text of this Agreement
is siyned by the GOVERNMENT, EGPC and CONTRACTOR,

after the relevant Law is issued,

(k) (1) "Yvear” means a perted of twelve (12) months according to the
Gregovian Calendar,

(2} "Calendar Year" wmeans a period of twelve {12} months
sceording to the Gregorian Calendar being ¥ January to 31%

Pecember.

{} "Financial Yeuwr" means the GOVERNMENTs financial year
according to the faws and regulations of the ARE.

{m} "Tax Year” means the period of twelve (12) months according 1o
the laws and regulations of the A R.E.

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

{1y of which the share capal, confemng a majonty of voles at
stockhoiders' meetings of such company, 15 owned directly or

mdirectly by a party hereto; or

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

party hereta, or

{iii} of which the share capital conferring a majority  of votgs at
stockholder’'s meeungs of such company and  the share capital
conferrmg a majority of votes at  stockholders’ meetings of a
party hereto are owned directly or indirectly by the same

company,
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{0} "kxploration Block” shall mean up ares, the comer points of which

{p)

(q)

{1}

{t)

have 10 be comcident with thiree (3) munutes by three (3) minutes
fathude und longitude divisions, according 10 the International Grid
Systermn where possible or with the existing boundaries of the Area
covered by this Concession Agreement as sof out in Annex "A",

"Development Block™ shall mean an area, the corner points of
which have (o he coincident with one { { Y minute bvonc §{ {1 )
minuie  latitude  and  longitude  divisions, according to the
International Grid System where possihle or with the existing
boundarics of the Area covered by this Concession  Agreement as
sef out i Annex A"

"Develapment Leascis)” shall mean the Development Block or
Blocks covering the geological structure capeble of production, the
corner pomnis of which have 1o be coincident with one {1) minute by
oie¢ (1) minute latitude and longitude divisions according 1o the
International Grid System where  possible or with the existing
boundanes of the Ares covered by this Concession Agreement as
set out in Annex A",

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

“(as Sales Agreement” shall mean a written agrecment between
EGPC and CONTRACTOR {as sellers) and EGPC or The Egyptian
Natural Gas Holding Company "EGAS” or u mutuaily agreed third
party (as buyer), which containg 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 foor of space at atmospheric pressure of 14.63 PSIA
at 4 base temperature of sixty degrees Fahvenheit (6} F).

{1) "BGAS" means the Egyptian Natural Gas Holding Company.



YooY R posbe dil 3 (g) U 8 saadl - R R b Y

St | Dl
W vy { I SIS

Sl s LY 0da LgaSidy gl | 20 iihiad) Ciory oo Bl " 17 Gl
ikl b 3 el

B T P s e 2 e - TEr o SUN T
et LAY sda LgaSsfy Lehandy adtddbhliong b % o0 i)
T Gl 3 Bl

st Wit s pedei o8 Lgld Jal] aiy plads olla> die ﬁ‘;u’“m
(Yo Y el gt ot il ASWOYT e e ETN
JARE L Gl S ¥l Bl LY I O Y55 50 )Y
b 3 3a,fyt Codl Qildar (3 wilalpalt e Sa¥t it iy
Db 5+ Dbt (1) S LI LN o 5 i) Lk lir Y
tanlnie] (¥ 002t ) ol s nd o JplaT 505 03] Lo
s3d cpe {eo) £ 13l Lady (%) plan Lagae J8 5 oo
Wiy oAl Legeiitss Lodpibam WU Sl ol 518 0 230GV
ol e olls Job. sl wis Jolalt Guyle T oyl 3
oo 2Aps (A ) Ot K Mt S i Slaiall
RNV W 1 PP E § PO SR | RO | POIOY (R PR T Y



LA SRS EWOUUR PN P 3 PSP oL WRE TS IS SUUM 5 TP &

ARTICLE U
ANNEXES TO THE AGREEMENT

Annex "A" is a description of the Area covered and affected by this

Agregment, hereinafter referred to as the "Ares”,

Annex "B is a provisional Hlustrative map on the scale of
approximately 1 : 1,600,000 indicating the Area covered and affected by

this Agreement and described in Annex "A",

Ann&x- "C" is the form of a Letter of Guaranty to be submitted by
CONTRACTOR 1o BEGPC one {1} day before the time of signature by
the Minister of Petroleum of this Agreement, for the sum of twenty
million US. Dollars (320,000,000}, guarantecing the exscution of
CONTRACTOR's minimum Exploration obligations hereunder for the
nitial three {3) year Exploration period. In case CONTRACTOR extends
the initial Exploration Penod for two (2) additional successive periods of
two (2) years eéach , each in accordance with Aricle 1T (h) of this
Agreement, similar Letters of Guaranty shall be tssued and be submitied
by CONTRACTOR on the day the CONTRACTOR exercises its option
o extend. The first such Letter of Guaranty shall be for the sum of nine
million U5, Dollars (39,000,000) and the second such Letter of
Guaranty shall be for the sum of seven million U.S. Dollars (37,000,000}
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less in both instances any excess expenditures of the preceding
Exploration period permitted for camry forward in accordince with
Article IV (b) third paragraph of this Agreement. Each of the three
Letters of Guaranty shall remain effective for six (6) months after the end
of the Exploration period for which it has been issued except as it may be

released prior to that time in accordance with the terms thereof.

Annex "D" is the form of a Charter of the Operaling Company 1o be

formed as provided for in Article VI hereof.
Amnex "E" 1s the Accounting Procedure.

Annex "F" is a current map of the National Gas Pipeline Grid Svstem

established by the GOVERNMENT.

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

CONTRACTOR,

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

effect with the provisions of this Agreement,
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ARTICLE HI
GRANT OF RIGHTS AND TERM

The GOVERNMENT hereby grants EGPC and CONTRACTOR subject
to the terms, covenants and conditions set out i this Agreement, which
insofar as they are conlrary 1o or mconsistent with any provisions of
Law No. 66 of 1953, as amended, shall have the foree of Law, an
cxclusive concession in and io the Area described in Annexes "A" and
"B

{1} The GOVERNMENT shall own and be entitled, as hereinatier
provided o a rovalty in cash or in Kind of ten percent {(10%) of the
total quantity of Petroleum produced and saved from the Area
during the Development period inCludmg  renewal, Said royaily
shall be borne and paid by EGPC and shall not be the obligation of
CONTRACTOR. The payment of royaltics by EGPC shall not be
deemed to result in income atiributable to the CONTRACTOR.

(b An imtial Exploration period of three (3) years shall start from the
Effective Date. Two ({2} successive extensions to the imtisl
Exploration period, each of two (2) years respectively, shall be
granted to CONTRACTOR &t is ophion, upon not less than thirty
(30) days prior written notice to BEGPC, such notice to be given not
later than the ¢nd of the then current periad, as may be extended
pursuant 1o the provisions of Article V {a), and subject only to its
having fulfilled its obligations hereunder for that period. This
Agreement shall be torminated if neither & Commercial Ol
Discovery nor a Commercial Gas Discovery 1s established by the
end of the seventh (7%) year of the Exploration period, as may be
extended pursuant to Articie V (a). The election by EGPC io
undertake a sole risk venture under paragraph (¢} shall not extend
the Exploration period nor affect the termination of this Agreement
as to CONTRACTOR,
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{¢} Commercial Discovery:

(1) A Commercial Discovery - whether of Ol or Gas - may consist
0f one producing reservoty of & group of  producing reservoirs
which & worthy of being developed commercially, After
discovery of a Commercial O or Gas Well CONTRACTOR
shali, undess otherwise agreed upon with EGPC, underluke as part
of its Exploration program the appraisal of the discovery by
darithng one or more appraisal wells, to determine whether such
discovery is worthy of being developed commercially, wking mio
consideration the recoverable reserves, production, pipeline and
terminal facilities requircd, estimated Petroleum prices, and all
other relevant technical and cconomic factors.

{1} The provisions lard down herein postulate the unity and
mhvisibilits, of the concepts of Commercial Discovery  and
Development Lease. They shall apply uniformiy to Od and Gag
untess otherwise specified.

(111} CONTRACUTOR shall give notice of a Commercial Discovery o
EGPC  immediately after the discovery 18 considercd by
CONTRACTOR to be worthy of commerbial development but in
any event with respect to a Commercial Ol Well not later than
thirty {30} days following the completion of the second appratsal
well or twelve (12 months  following the date of the discovery of
the Commercial Oil Well, whichever is carlier or with respect to a
Commerctal Gas Well not  later than twenty four {24) months
following the date of the discovery of the Commercial Gas Well
(unless BEOPC  agrees that such peried may be extended) except
that CONTRACTOR shall also have the right to give such notice of
Commercial Discovery with respect to any Te$ervoir or reservoirs
even if the well or wells thereon are not "Commercial” within the
definittion of "Commercial Well” if, in {18 opinion, a reservoir or a
group of reservoirs, considersd collectively, could be  worthy of
commercial development.
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CONTRACTOR may also give a notice of a2 Commercial Ol
Discovery in the event it wishes to 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 reserves,
the estimated production potential and profile and field life,

Within sixty {60} days following receipt of a notice of a
Commercial O# 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.

¥ Crude Ot is discovered but is not deemed by CONTRACTOR

o be a Commercial Gil Discovery under the above provisions of
this paragraph (¢}, EGPUC shall one {1} month after the expiration of
the period specified abeve within which CONTRACTOR can give
notwee of a2 Commercial Oil Discovery, or thirteen (13} months
after the completion of a well not considered to be a2 "Commercial
Oil Well", have the right, following sixty {60) days notice in writing
i CONTRACTOR, at its sole cost, risk and gxpense, o develop,
produce and dispose of all Crude Oi from the geological feature on
which the weil has been drilled. Said notice shall state the specific
area covering said geological feature 1o be developed, the welis to
be dnilled, the production facilities o be installed and EGF(C's
estimated cost thereof. Within thirty (301 days after receipt of sad
notice CONTRACTOR may, in writing, elect to develop such area
as provided for in the case of Commercial Discovery hereunder, In
such event all terms of this Agreement shall continue to apply to
the specified area. |
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If CONTRACTOR clects not to develop such area, the specific
ared covering said geological feature shall be set aside for
sole risk operations by EGPC, such area to be mutually agreed
upon by EGPC and CONTRACTOR on the basis of good
petroleum industry practice. EGPC shall be entitled to 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 0il equal in value to three hundred percent
(300%) of the cost it has incurred in carrying out the sole risk
operations, CONTRACTOR shall have the option, only in the event
there has been a separate Commercial Qil Discovery, elsewhere
within the Area, to share in further development and production of
that specific area upon paying EGPC one hundred percent (100%)
of such costs incurred by EGPC.

Such one hundred percent (100%) payment shall not be recovered
by CONTRACTOR. Immediately following such- payment the
specific area shall either (i) revert to the status of an ordinary
Development Lease under this Agreement and thereafter shall be
operated 1n accordance with the terms hereof; or (ii) alternatively.
in the event that at such time EGPC or its Affiliated Company 1s
conducting Development operations in the area at its sole expense
and EGPC e¢lects to continue operating, the area shall remain set

astde and CONTRACTOR shall only be entitled to its production
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sharmg percentages of the Crude Ol as specified in Article ViI (b).
The sote risk Crude Ol shall be vahied m the manner provided in
Articie Vil {¢). In the event of any termination of this Agreement
under the provisions of Articlie Il {b), this Agreement shall,
however, continue o apply to BGPC's operations of any sole risk
venture hereunder, although such Agreement shall have been
terminated with respect to CONTRACTOR pursuant to  the
provisions of Article H1I {(b), |

Conversion to a2 Development Lease:

(1) roliowmg a Commercial Ol Discovery or a Commercial Gas
Discovery the extent of the whole area capable of production to
be covered by a Development Lease shall be mutually agreed

" upon by EGPC and CONTRACTOR and be subject to the
approvai of the Mmister of Petroleum. Such areca shall be
converted automatically into a Development Hease without the
issue of any additicnal legal instrument or permission.

(11} Following the conversion of an area to a Development l.ease
hased on a Commercial Gas Discovery (or upon the discovery
of (as i a Development Lease granted following g
Compercial Oil Discovery), BGPC and CONTRACTOR shall
endeavor with diligence to find adequate markets capable of
absorbing the production of Gas and  with respect to the local
markets, BGPC shall advise CONTRACTOR of the potential
outlets for such Gas and the expected annual schedule of
demand, Therealter, EGPU and CONTRACTOR shall meet
with a view {o assessing whether the outlets for such Gas and
other relevant factors warrant the development and production
of the Gas and in case of agreement the Gas thus made
avatiuble shall be disposed of to EGPC or EGAS under a
long-term (as Sales Agreement in accordance with and subject
10 the conditions set forth in Articie VI
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(i11) The Develapment penod of each Development Lease shall be
as follows: -

(aa) In respect of a Commercial Oil Discovery, twenty (20)
years from the date of such Commercial Discovery plus
the Extension Penod (as defined below) provided that, in
the event that, subsequent to the conversion of a
Comunerctal Oil Discovery into a Development Lease, Gas
1s discovered in the same Development Lease and is used
or ts 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 Oil in the {form of condensate produced
with such Gas for twenty (20) vears from the date of first
deliveries of Gas locally or for export plus the Extension
Penod (as defined below) provided that the duration of
such Development Lease based on a Commercial Qil
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 notify 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 Gas Discovery, twenty (20)
years from the date of first deliveries of Gas locally or for
export plus the Extension Penod (as defined below)
provided that, if subsequent to the conversion of a
Commercial Gas Discovery into a Development Lease,
Crude Oil is discovered in the same Development Lease,
CONTRACTOR's share of such Crude Qil from the
Development Lease (except LPG extracted from Gas or
Crude O1l 1n the form of condensate produced with Gas)
and Gas associated with such Crude (il shall revert
entirely to EGPC upon the lapse of twenty (20) years from
the date of such Crude Qil Discovery plus the Extension
Perod (as defined below).
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(e)

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

CONTRACTOR shall tmmediately notify EGPC of any
O1l Discovery but shall not be required to apply for a new
Development Lease in respect of such Crude Oil.

The " Extension Period” shall mean a period of five (5)
years which may be elected by CONTRACTOR upon six
(0) months written request sent by CONTRACTOR to
EGPC prior to the expiry of the relevant twenty (20) year
period supplemented by technical studies including
evaluation of production, expected levels of production
during extension period, CONTRACTOR’s obligations and
relevant economic constderation. This extension period is
subject 1o the approval of the Minister of Petroleum.

Development operations shall upon the issuance of a
Development Lease granted following a Commercial Oil
Discovery, be started promptly by Operating Company and be
conducted in accordance with good oil field practices and
accepted petroleum engincering principles, until the field s
considered to be fully developed, it being understood that if
associated gas 1s not utilized. EGPC and CONTRACTOR shall
negotiate 1n good faith on the best way to avoid 1mpairing the
production in the interests of the parties.

In the event no Commercial Production of il in regular
shipments or Gas delivenes from any Development Block
within four {4) years from the date of the Commercial Qil
Discovery, or from the date of first Gas deliverics for local or
export, such Development Block shall immediately be
relinquished, wunless there i1s a Commercial Oil or Gas
Discovery on the Development Lease. Each Development
Block tn a Development Lease being partly within the radius of
drainage of any producing well in such Development Lease
shall be considered as participating in the Commercial
Production referred to above.
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Development operations in respect of Gas and Crude Gil in the
form of condensate or LPG to be produced with or extracted
from such Gas shall, vpon the signature of a Gas Sales
Agreement or commencement of a scheme to dispose of the
Gas, whether for export as referred o in Aticle VI or
otherwise, be started promptly by Operating Company and be
conducted in accondance with good gas held practices and
accepted petroleum engineering principles and the provisions
of such agreement or scheme. In the event no Comumercial
Production of Gas is established in accordance with such Gas
Sales Agreement or scheme, the Development Lease relating to
such Gas shall be relinquished, unless otherwise agreed upon by
EGPC.

If, upon application by CONTRACTOR it 1s recognized by
BEGPC that Crude Oil or Gas is being drained from the
Exploration block under this Agreement into a Development
Block on an adjoining concession  area  heid 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
inter) between the two Concession Areas. The allocation of
such costs and production under each Concession Agreement
shall be in the same portion that the recoverable reserves in the
drained geological structure underlying ¢ach Concession Area
bears to the total recoverable reserves of such structure
gnderlying both Concession Areas. The production allocated (o
a concession arca shail be priced according to the concession
agreement covermg that concession area.
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{fy CONTRACTOR shall bear and pay all the costs and expenses
required 1y carrying out all the operations under this Agreement hut
such costs and expenses shall not mclude any interest on
investment, CONTRACTOR shall look only to the Petroleum 1o
which it 1§ entitled under this Agreement 1o recover such costs and
expenses. Such costs and expenses shall be recoverable as provided
in Article YII. During the term of this Agreement and its renewal,
the total production achieved in the conduct of such operations shal)
be divided between EGPC and CONTRACTOR m accondance with
the provisions of Article ViIL

{g) (1} Unless otherwise provided, CONTRACTOR shall be subject to
Egyptian income tax laws and shall comply with the
requirements of such faws with respect to the filing of returns,
the assessment of tax, and keeping and showing of books and
records.

(2) CONTRACTOR shall be liable to prepare the tax retum, that
only the tax authority shall be entitled to audit. CONTRACTOR
shall submit the tax retum to EGPC twenty five (25) days prior
to the due date of submitting thereof to the tax authority, EGPC
shall have the right to review the tax retumn in order 1o accept
the tax calculation therein. EGPC shall provide comments on
such return withia filteen {135) days of the date of receiving the
tax return from CONTRACTOR . In any case CONTRACTOR
shali be responsible for submitting the tax return to the tax
authorily within the due date, |

{3y CONTRACTOR’s annual income for Egyptian income tax
purpoeses under this Agreement shall be ap amount calculated
as follows:

The total of the sums received by CONTRACTOR {rom the sale
or other disposition of all Petroleum ocquired by CONTRACTOR
nursuant to Article VH {3} and (b); |
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(4)

(5)

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

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

Plus:

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

For purposes of above tax deductions in any Tax Year, Article
VII (a) shall apply only in respect of classification of costs and
expenses and rates of amortization, without regard to the
percentage limitation referred to in the first paragraph of
Article VII (a) (1). All costs and expenses of CONTRACTOR

~in conducting the operations under this - Agreement which are

not controlled by Article VII (a) as above qualified shall be
deductible in accordance with the provisions of the Egyptian
Income Tax Law.

EGPC shall assume, pay and discharge, in the name and on
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 VII. All
taxes paid by EGPC in the name and on behalf of
CONTRACTOR  shall be considered income to
CONTRACTOR.

EGPC shall furmsh to CONTRACTOR the proper official
receipts evidencing the payment of CONTRACTOR's
Egyptian income tax for each Tax Year within ninety (90)
days following the receipt by EGPC of CONTRACTOR's tax
declaration for the preceding Tax Year. Such receipts shall be
issued by the proper Tax Authorities and shall state the
amount and other particulars customary for such receipts.
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{6) As used herein, Egyptian Income Tax shall be inclusive of all
mcome taxes payable in the A RE. (ncluding tax on tax) such
as the fax on mcome from mevabie capital and the mx on
profits from commerce and industry and inclusive of taxes
based on mcome or  profits including -all dividends,
withholding with respect to sharcholders and other iaxes
imposed by the GOVERNMENT of A R.E. on the distribution
of income or profits by CONTRACTOR.

{7) In calculabing its A R.E. income taxes, EGPC shall be entitied
to deduct all royalties paid by BEGPC to the GOVERNMENT
and CONTRACTOR's Egyptian income taxes paid by EGPC
ot CONTRACTQR's behalf,

ARTICLE LIV
WORK PROGRAM AND EXPENDITURES
DURING EXPLORATION PERIOD
fa} CONTRACTOR shall commence bBxploration operations

hereunder not later than siz {6) months after the Effective Date,
EGPC shall make available for CONTRACTOR's use gl
seismic, wells and other Exploration data in EGPC's possession
with respect (o the Area as EGPC is entitled to so do.

tby The mmual Exploration period shadl be three {3) vears.
CONTRACTOR may exiend this Exploration pertod for twol2)
successive  exicmsion peniods  cach  of two  (2)  yoars
respectively, i accordance with Article 1 (b), each of which
upon at least thirty (30) days prior written notice to EGPC,
subject to its expenditure of its minimum Exploration obligations
and of its fulfiliment of the dritling obligations hereunder, for
the then current penod.
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CONTRACTOR shall spend a minimum of twenty million
U.S. Dollars ($20,000,000) on Exploration operations and
activiies related thereto duning the initial three (3) vear
Exploration penod; provided that CONTRACTOR shall
acquire 2D and 3D seismic acquisition and process and
interpret such 2D and 3D seismic acquisition and drill at least
two (2) wells including one deep well. For the first two (2) year
extension period that CONTRACTOR elects to extend beyond
the mitial Exploration period, CONTRACTOR shall spend a
minimum of nine million U.S. Dollars ($9,000,000) and for the
second two (2) year extension period that CONTRACTOR
elects to extend beyond the two (2) year first extension
period, CONTRACTOR shall also spend a minimum of
seven million U.S. Dollars ($7,000,000). During the first and
second extension periods that CONTRACTOR elects to
extend beyond the initial Exploration period, CONTRACTOR
shall drill two (2) wells in the first extension period and shall
also drill two (2) wells in the second extension period.

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

In case CONTRACTOR surrenders its Exploration rights under
this Agreement as set forth above before or at the end of the
third (3 year of the initial Exploration period, having
expended less than the total sum of twenty muliien U.S. Dollars
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($20,000,000} on Exploration or in the event at the end of the
thirdd (3 year, CONTRACTOR has expended less than
soid sum in the Area, an amount equal to the difference
between the said twenty milhion U.S. Dollars ($20,000,000)
and the amount actually spent on Expioration shall be paid by
CONTRACTOR o EGPC at the time  of surrendering or
within six {6) months from the end of the third (3% year of the
initial Eﬁpi{}m{ii}n poriod, as the case may be. Any ﬁ;x},;mndimrﬁ
deficrency by CONTRACTOR at the end of any additional
period for the reasons above noted shall similarly resuft in a
payment by CONTRACTOR o EGPC of such dehiciency.
Provided this Agreement is still in force 28 to CONTRACTOK,
CONTRACTOR shall he 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 1o Article HI {(b), in case no Commercial Oil
Discovery is ostablished or no notice of Commercial Gas
Discovery is given by the end of the seventh {7%) year, as may
be extended pursuant o Adicle V {3 or m case
{CONTRACTOR sumenders the Area under this Agreement
prior 10 such  tme, BGPT shall not bear any of the aforesaid
expenses spent by CONTRACTOR.

{c} At least four (4} months prior to the beginning of each
Financial Year or at such other times as may mutually be
agreed o by EGPC and CONTRACTOR, CONTRACTOR
shali prepare an Explnratiwn Work Program and Budget for the
Area setting  forth the Exploration operations which
CONTRACTOR proposes 1o carry out during the ensung
Year,
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The Exploration Work Program and Budget shall be reviewed
by a joint committee to be established by EGPC und
CONTRACTOR after 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 and three (3) by
CONTRACTOR. The Chairman of the Exploration Adwvisory
Committee shall be destgnated by EGPC from among the
members appointed by it. The Exploration Advisory Comnuitee
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 deemns appropnate
and submit the Exploration Work Program and Budget to
EGPC fot its approval.

Folluwing such approval, it is further agreed that:

(i CONTRACTOR shall not substantially rtevise or
modify said Work Program and Budget nor reduce the
approved budgeted expenditure without the approval

of BEGPC;

{it) In the event of emergencies involving danger of losgs of
lives or property, CONTRACTOR may expend such
additional unbudeeted amounts as may be required to
alleviate such danger. Such expenditure shall be
considered in all aspecis as Exploration Expenditurs
and shall be recovered pursuant to the provisions of
Article VII hereof.

{d} CONTRACTOR shall advance all necessary funds for all

materials, equipments, supplies, personnel administration and
operations pursuant to the Exploration Work Program and
Budget and EGPC shail not be responsible to bear or repay any
of the aforesaid costs,
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{e} CONTRACTOR shall be responsible for the preparation and

(f)

performance of the Lxploratton Work Program which shall be
tmplemented in a workmanlike munner and consistent wuh
good industry practices.

Except as 15 uppropriate for the processing of data,
specialized laboratory engineering and development studies
thereon, 10 be muade in specialized cenlers outside ARE
subject to BEGPCs approval, all geological and geophysical
studies as well as any other studies related to the performance
of this Agreement, shall be made in the AR L.

CONTRACTOR shall entrust the management of Exploration
operations in the AR .E. to its technically competent General
Manager and Deputy General Manager. The names of such
Manager and Deputy General Manager shall, upon
appomtment, be forthwith notified fo the GOVERNMENT
and ¢ EGPC. The General Manager and, in his absence, the
Deputy  General  Manager  shall  be  entrusted by
CONTRAUTOR with sufficient powers to cairy out
immediately al fawiul written directions gtven to them by the
GOVERNMENT orits representative under the terms of this
Agreement. All lawfuol regulations issued or hergafter 1o be
issued which  are appheable hereunder and not in conflicl
with this Agreement shull apply (0 CONTRACTOR.

CONTRACTOR shali supply EGPC, within thirty {30) days
from the end of each calendar quarter, with ¢ Statement of
Exploration  activity  showing costs  incwired by
CONTRACTOR during such quarter. CONTRACTOR's
records and necessary supporting documents shali be
avatlable for inspection by EGPC at any time during regular
working hours for three {3} months from the dare of
recerving euach statement. ‘
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Within the three (3} months from the date of receiving such
Statement, BEGPC shall advise CONTRACTOR in writing if
it considers:

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

{2) that the costs of goods or services supplied are not in
line with the nternational market prices for goods or
services of similar quahty supplied on similar ferms
prevailing at the time such goods or services were
supplied, provided howewver, that purchases made and
services performed within the A R.E. shall be subject o
Article XXV or

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

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

CONTRACTOR shall confer with BGPC in connection with
the problem thus presented, and the parties shall attempt to
redch a settiement which is murtually satisfactory.

Any reimbursement due to BGPU out of the Cost Recovery
Petrolenm as a result of reaching agreement or of an arbitval

- award shall be promptly made in cash to EGPC, plus simple
interest at LIBOR plus two and half percent (2.5 %) per
annum from the date on which the disputed amount(s}
would have been paid to EGPC accordmg to Article VH {a)
{2) and Annex "E" of this Agreement {i.e., the date of
rendition of the relevant Cost Recovery Statement) to the
date of payment. The LIBOR rate applicable shall be the
average of the figure or figures published by the Fimancial
Times representing the mid-point of the rates {(bid and ask)
applicable to one month U.S. Dellars deposits in the London
Interbank Eurocurrency Market on each fifteenth (15%) 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 i is seitled.
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if the LIBOR rate is available on any fificenth {15%) day
but 15 not pubhished in the Financial Times in respect of
such day for any reason, the LIBOR rate ¢hosen shall be that
offered by Citibank N.A. to other leading banks in the
London Interbank Eurcowrrency Market for one month US,
Dotiar deposits.

I such fifteenth (15" duy is not a day on which LIBOR
rates are quoted m the London Interbank Burocurrency
Market. the LIBOR rate to be used shall be that guoted on
the next following day on which such rates are quoted.

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

{g} CONTRACTOR shall supply all funds necessary for its
operations in the AR.E. under this Agreement in freely
convertible currency from abread. CONTRACTOR shali
have the tight to freely purchase Egyptian currency in the
amounts necessary for s operations in the ARE. from
EGPC or from any bank authorized by the GOVERNMENT
i» conduct Joreign  currency exchanges. Prionty shall be
given to BEGPC 10 purchase the foreign currencies from
CONTRACTOR at the same apphcable rale and date as
such currencies may be purchased from the National Bank
of Egypt.

(hy EGPC is authorized to advance to CONTRACTOR the
Foyptian currency required for the operations under this
Agreement against receiving from CONTRACTOR an
equivalent amount of U.S. Dollars at the official A.R.E, rate
of exchange, such amount in U.S. Dollars shall be deposited
in an EGPC account abroad with a correspondent bank of
the National Bank of Egypt, Cairo, Withdrawals from said
account shall be used for financing EBGPC's and its
Affiliated Companies' foreign currency requirements subject
to the approval of the Minister of Petroleum,
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ARTICLE V
MANDATORY AND VOLUNTARY RELINQUISHMENTS
{a) MANDATORY:

At the end of the third {3%) vear after the Effective Date hereof,
CONTRACTOR shall relinquish to the GOVERNMENT a total of
thirty pémant { 30 %) of the onginal Area on the Effective date not
then converted to a Dewclopment Lease or lLeases. Such
relinquishment shall be in a single unit of whole Exploration Blocks
not converted (o Development Leases unless otherwise agreed upon
between EHGPC and CONTRACTOR so as to enable the
relinquishment requirements to be precisely fulfilled.

At the end of the fifth (') 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 or Leases,
Such refinquishment shall be in a single unit of whole Exploration
Blocks not converted to Development Leases unless otherwise
agreed upon between EGPC and CONTRACTOR 30 gs to enable
the rehinquishiment requirements 1o be precisely fulfilled.

Without prejudice to Articles I and XXIII and the last three
paragraphs of this Article V (a), at the end of the seventh (7t year
of the Exploration period, CONTRACTOR shall relinquish the
remainder of the Area not then converted (o 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 {11
{d} shall, subject to such approval, be deemed converted to
Dovelopmient Leases, |
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(b)

CONTRACTOR shall not be required to relinquish any
Exploration Block or Blocks on which ¢ Commercial Oil or Gas
Well 1s discovered before the period of time referred to in Article
HI {¢} given to CONTRACTOR to determine whether such Well is
a Commercial Discovery worthy of Development or to relinquish
an Exploration Block in respect of which a notice of Commercial
Gas Discovery has been given to EGPC subject to EGPC's right to
agree on the existence of u  Commercial Discovery pursuant to
Articie TII (¢}, and without prejudice to the requirements of Article
HI (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 1s actually drilling or testing, CONTRACTOR shall be
allowed up to six (6) months to enable it to discover a Commercial
O1l or Gas Well or 1o establish a Commercial Discovery, as the case
mufy be. Howcver, 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, voluntarly, during any period relinquish all
or any part of the Arca in whole Exploration Blocks or parts of
Exploration Blocks provided that at the time of such voluntuary
relinguishment its Exploration obligations under Article [V (b)
have been satisfied for such period,

Any relinquishments hereunder shall be credited toward the
mandatory provistons of Article V {(a) above.

Following Commercial Discovery, EGPC and CONTRACTOR
shall mutually agree upon any area to be relinquished thereatfter,
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 Commercial Discovery, EGPC and CONTRACTOR may form
in the A.R.E. an operating company pursuant to Article VI (b) and
Annex (D) (hereinafter referred to as "Operating Company”) which
company shall be named by mutual agreement between EGPC and
CONTRACTOR and such name shall be subject to the approval of
the Minister of Petroleum. Said company shall be a private sector
company. Operating Company shall be subject to the laws and
regulations in force in the A.R.E. to the extent that such laws and
regulations are not inconsistent with the provisions of this

Agreement or the Charter of Operating Company.

However, Operating Company and CONTRACTOR shall, for the
purpose of this Agreement, be exempted from the following laws

and regulations as now or hereafter amended or substituted:

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

companies;

- Law No. 159 of 1981, promulgating the law on joint stock
compantes, partnership limited by shares and limuted liability

cormnpanies;

- Law No. 97 of 1983 promulgating the law concerning public scctor

organizations and companies;

- Law No. 203 of i991 promulgating the law on public business

sector companies; and

- Provisions of part 2 of Chapter 6 of Law No. 88 of 2003, orgamzing

dealings in foreign currencies.
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(b)

(c)

(d)

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

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

Not later than the twentieth (20%) day of each month, Operating
Company shall furnish to CONTRACTOR a written 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 Budgei. Such estimate shall take

into consideration any cash expected to be on hand at month end.
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(1)

Payment for the appropnate peniod of such rﬁﬂnth shali be made to
the correspondent bank designated in paragraph (¢} below on the
first {1*} day and fifteenth {15%) day respectively, or the next
following business day, if such day is not a business day.

Operating Company 15 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
payment for goods and services acquimed 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

in conpection with its activities under this Agreement,

Within sixty (60) days after the end of each Financial Year,

- Operating Company shall submit to the appropriate exchange

coniroi authorities in the AR.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

halance outstanding at the end of the Year.

If and for as long during the period of production operations there
exists an excess capacity in facilities which can not during the
period of such excess be used by the Operating Company or
CONTRACTOR from a Development Lease or adjacent concession
area related to the CONTRACTOR, EGPC shall use the excess
capacity if it so desires without any financial or operational
disadvantage to the CONTRACTOR or Operating Company. B
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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 ins Agreement.

CONTRACTOR shall recover quarterly all costs, expenses and

expenditures in respect of all the Exploration, Development and

related operations under this Agreement to the extent and out

of thirty percent (309%) of all Petroleum produced and saved

trom all Development Leases within the Area hereunder and not

used in Petroleum operations. Such Petroleum is hereinafter

- referred to as "Cost Recovery Petroleum”.

For the purpose of determuning the classification of all costs,

expenses and expenditures for thetr recovery, the tollowing terms

shall apply:

L.

[~

"Exploration Expenditures” shall mean all costs and expenses

for Exploration and the related portion of indirect expenses

and overheads.

"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.

"Operating Expenses"” shall mean all costs, cxpenses and
expenditures made after imitial Commercial Production, which
costs, expenses and expenditures are not normally

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

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

"Exploration Expenditures”, including those accumulated pnor
to the commencement of initial Commercial Production, which
for the purposes of this Agreement shall mean the date on
which the first regular shipment of Crude Oil or the first
deliveries of Gas are made , shali be recoverable at the rate of
twenty percent ( 20%) per annum starting either in the Tax
Year in which such expenditures are incurred and paid or the
Tax Year in which initial Commercial Production commences,
whichever 18 the later date.

(i) "Development Expenditures”, including those accumulated

prior to the commencement of initial Commercial Production
which for the purposes of this Agreement shall mean the date
on which the first regular shipment of Crude Oil or the first
deliveries of Gas are made, shall be recoverable at  the
rate of twenly pereent (20% gﬁfsr annum isiaz‘ting gither in the
Tax Year in which such expenditdres are incurred and pawd or
the Tax Year in which inial Commercial Production
G{}mmﬁncés,- whichever is the later date.
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(iii) "Operating Expenses”, incurred and paid after the date of

initial Commercial Production, which for the purposes of this
Agreement shall mean the date on which the first regular
shipment of Crude Qil or the first deliveries of Gas are made,
shall be recoverable either in the Tax Year in which such
costs and expenses are incurred and paid or the Tax Year in
which initial Commercial Production occurs, whichever is the

later date.

(iv) To the extent that, in a Tax Year, costs, expenses or

(v)

expenditures recoverable per paragraphs (i), (i) and (iii)
prﬁceding, exceed the value of all Cost Recovery Petroleum
for such Tax Year, the excess shall be carned forwurd for
recovery 1in  the next succeeding Tax Year(s) until fully

recovered, but 1n no case after the termination of this

Agreement, as to CONTRACTOR.

The recovery of costs and expenses, based upon the rates
referred to above, shall be allocated to each quarter
pmpnrtinnzttely (one fourth to each quarter). However, any
recoverable costs and expenses not recovered tn one quarter as
thus allocated, shall be carried forward for recovery in the next

quarter,
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(2) Except as provided in Article VII (a) (3) and Article VII (e) (1),
CONTRACTOR shall each quarter be entitled to take and own all
Cost Recovery Petroleum, which shall be taken and disposed of
in the manner determined pursuant to Article VII (e). To the
extent that the value of all Cost Recovery Petroleum [as
determined in Article VII (c)] exceeds the actual recoverable costs
and expenditures, including any carry forward under Article VII
(a) (1) (iv), to be recovered in that quarter, then the value of such
Excess Cost Recovery Petroleum shall be paid by
CONTRACTOR to EGPC either (i) in cash in the manner set
forth in Article IV of the Accounting Procedure contained in
Annex "E" or (11} in kind in accordance with Article VII(a) (3).

(3) Ninety (90) days prior to the commencement of each Calendar
Year EGPC shall be entitled to elect by notice in writing to
CONTRACTOR to require payment of up to one hundred
percent (100%) of EGPC's share of Excess Cost Recovery
Petrolelim in kind. Such payment will be in Crude Oil from the
Area F.O.B. export terminal or other agreed delivery point
provided that the amount of Crude Oil taken by EGPC in kind in a
quarter shall not exceed the value of Cost Recovery Crude Qil
actually taken and separately disposed of by CONTRACTOR
from the Area during the previous quarter. If EGPC'’s entitlement
to receive payment of its share of Excess Cost Recovery
Petroleum 1n kind 1s liimted by the foregoing provision, the
balance of such entitlement shall be paid in cash.

(b) Production Sharing

{1} The remaining seventy percent (70%) of the Petroleum shall
be divided between EGPC and the CONTRACTOR according
to the following shares: Such shares shall be taken and
disposed of pursuant to Article VII (e):
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(i) Crude Qil

Crude Qil produced and
saved under this Agreement
and not used in Petroleum
operations. (BOPD)

(quarterly average)

That portion or increment

up to less than 5,000 BOPD.

That portion or increment
from 5,000 and up to less

than 10,000 BOPD.

That portion or increment
from 10,000 and up to less

than 25,000 BOPD.

That portion or increment
from 25,000 BOPD and

above.

EGPC CONTRACTOR
SHARE SHARE

(cighty six percent)  (fourtcen percent)

(56%) (14%)
(eighty s1x and hatf  (thirteen and half
percent) percent)

(86.5%) (13.5%)

(eighty seven percent) (thirteen percent)

(87%) (13%)
(eighty seven and (twelve and hall
half percent) percent)

(87.5%) (12.5%)



VoW Z e dyf () Al 8 sasdh = i Mo ) VA

"LPG™ Jauid}  f§ pind! jl g jlRII - ¥

JIUL ! i U TP TR [ {0 P [ W P W
3 i gt Ay Bak 2l e‘..:n

(S & Jaw g )

(B B e D)l ) (BU Gty B ) gl LaS 5l doey 40 Tty
(/ \¢) (/ AY) Yo ... ... cr-dilu-*d-a

(LUl 3 (SUl 3 Yo ... ... o gl

(/Y. 0) (/ A%, 0) Y | I BT
caSaph 5 0

pf gl

(U 3 ke ) WU opldptana)  Dpa§ ol Loy a0 ol

(/ \¥) (/. AY) 0. e e g gl

o S s Joats

ade o VY L

gl

huaiy jude ) i g ygilalig daan ) CL..IA.-..S'JI dovy ) il
{JJU|U5 {Elllui I._\_v,’ﬂ'n e e e
(/Y. 0) (/AY, 0) AT s/ il ne



YA YYD le dol S (2) b A saadl - dea Sl 2

(ii) Gas and LPG

Gas and LPG produced and
saved under this Agreement
and not used in Petroleum
operations (SCFD).

(quarterly average)

That portion or ncrement
up to less than 25,000,000
SCFD.

That portion or mcrement
from 25,000,000 and'up 1o
less  than 50,000,000
SCFD.

That portion or increment

from 350,000,000 and up to.

less than 125,000,000
SCFD.

That portion or increment
from 125000000 SCFD
and above.

EGPC CONTRACTOR
SHARE SHARE

(eighty six percent)  (fourteen percent}

(86%) (14%)
(eighty six and (thirteen and
half percent) half percent)
(86.5%) (13.5%)

(eighty seven percent)  (thirteen percent)

(87%) (13%)
(eighty seven and (twelve and
half percent) half percent)

(87.5%) (12.5%)
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{2} After the end of each contractual vear during the term  of any

Gas Sales Agreement catered into pursuant to Article VI {g},
ECPC and CONTRACTOR (as sellers) shall render to EGPO
or BGAS {(as buyer) a statement for an amount of Gas, if
any, equat to  the amount by which the quantity of Gas of
which EGPC or EGAS (as buver) has taken delivery {alls helow
woventy five percent (73%) of the Coniract guantities of Gas o
established by the applicable Gas Sales Agreement {the "Short{all™),
provided the Gas 1s avadable, Within sixty (60) davs of receip
of e statement, EGPC or EGAS (as  buyer) shall  pay
EGPC and CONTRACTOR {as sellersy for the amount of the
Shortfall, if any. The Shortfall shall be included in EGPC's and
CONTRACTOR's entitlement to {as pursuant 1o Articie VI

~(a) and Article VII (b) in the fourth (@™ quarter of such

caoptractual year

Guantities of Gus not taken but to be paid for shall be recorded
in a separate "Take-or-Pay Account”, Quantities of Gas {"Make
Lip Gas")y which are delivered in subsequent veurs in excess of
seventy five percent (75%) of the contract quantities of (as as
established by the appbceable Guas Sales Agreement, shail be set
against and reduce quantities of Gas i the "Take-or-Pay”
account fo the oxtent thereof and, t¢  that extent, no payment shall
be due in respect of such Gas. Such Make Up Gas shall not be
included m CONTRACTOR's entitlement to Gus pursaant 0
Article VII (&) and (b). CONTRACTOR shall have no rights
to such Make Up Gas.

If at the end of any Contract vear EGPC and CONTRATUTOR
(as sellers) fail to deliver sevenly five percent {73%) of the
annual contract gquantity of Gas as defined in the Gas Sales
Agreement with EGPC or EGAS (us buyer), the dificrence
between seventy five percent {(75%) of the annual Contract
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guaniity of Gas and the actual gas guaniity delivered shail be
reterved to as the "Deliver- or - Pay Shorntfall Gas" | EGPC or
EGAS {(as buyer) shall have the right to take a guantity of Gas
equai to Dehver-or-Pay the Shortfall Gas and such quantity of
Gas shall be priced at ninety percent (90%) of the Gas price as
defined in the Gas Sales Agreement The mechanism for the
Deliver-or-Pay concept will be determimed in the Gas Sales
Agreement.

The percentages set forth in Article VI (a) and (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
avatlable for delivery.

{¢) Valuation of Pefroleum:

{1} Crude Oil:

(i) The Cost Recovery Crude Oil to which CONTRACTOR
13 entitied hereunder shall be valued by EGPC and
CONTRACTOR at "Market Price” for each calendar
quarter, |

(i1} "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 I armving at the weighted av&ﬁg&{&} shall be
sales of comparable gquantities on comparable credit terms
in frecly convertible currency from F.O.B. point of export
sales 10 non-affiliated companies at arm's length under all
Crude (1l sales contracts then in effect, but excluding
Crude Qil sales contracts involving barter, and

{1} Sales, whether direct or mdirect, through brokers or
otherwise, of EGPC or CONTRACTOR to any
Affihated Company.
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{2} Saules involving a quid pro quo other than  pavment
in a freely convertible currency or  motivated In
whole or in pwt by conswderations other than the
usual economic acentives for commercial arm’s

length crude o1l sales.

(i) B s understood that in the case of "CLET saloy, appropiate

deductions shall be made for {ransport and msurance
charges to caleulate the F.OB. point of export prce, ang
always taking  into account the appropriaie adjustment Yor
quahty of Crude Otl, freight advantage or disadvantage of
port of loading and other appropriate adiustments. Market
Price shall be determined separately for each Crude Oif or
Crude Ol mix, and for each port of loading.

tivy I during any calendar quarter, there are no such sudes by

EGPC and/for CONTRACTOR under the Crude Ol sales
contracts in effect. EGPC and CONTRACTOR  shalf
mutually agree upon the Market Price of the bharrel of
Crude il {o be used for such guarter, and shall be guided
by all relevant and avatlable evidence wncluding  currend
prices in frecly convertible currency of leading orude olig
produced by major ot producing counines {in the Araban
Culf or the Mediterranean Area), which are regularly sold
in the open markel according 10 actual sales contracts
terms but excluding paper sales and sales promises where
no crude oil 1s delivered, to the extent that such sales are
effected under such terms and conditions {excluding the
price) not signmificantly different  from those under which
the crude il to be valued, was sold, and always taking
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(v}

LA P

into consideration approprate adjustments for crude ol
quality, freight advantage or disadvantage of port of
loading and other appropriate adjustments, as the case
may be, for differences in gravity, sulphur, and other
factors penerally recognized by sellers and PUICRASETS, a8
reflected in crude prices, Iransportation ninety (80) days
msurance premiums, unusual foes bome by the seller, and
for credht ferms in excess of sixty (00) days, and the cost
of loans or guarantees granted for the benefit of the sellars
at prevaihing mterest rates,

It is the intent of the Parties that the value of the Cost
Recovery Crude Qi shall reflect the prevatling market
price for such Crude Oil.

If either EGPC or CONTRACTOR considers that the
Market Price as determined under sub-paragraph (i}
above does not refiect the prevailing Market Price or in
the event EGPC and CONTRACTOR fafl to agree on
Market Price for any Crude Oil produced under this
Agreement for any quarter within fifteen {(13) days after
the end thereof, any parly may <¢lect ot any time
thereafter to submut to a smgle arbitrator  the question,
what single price per barrel, in the mbitrator's judgment,
best represents for the pertinent quarter the Market Price
for the Crude Gil 1 question. The arbitrator shail make his
determination as soon as possible following the quarter in
question. His determination shall be final and binding
upon all the parties. The arbitrator shall be selected in the
manner described below.
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In the event EGPC and CONTRACTOR  f{ail to agree on
the arbitrator within thirty {30) days from the  date any
party notifies the other that it has decided to submit the
determunation of the Market Prce w an aibitrator, such
arbstrator shail be chosen by the appomntmg authority
destgnated b accordance with Article XXIYV (3, or such
other appointing authority with aceess 10 such expertise as
may he agreed to betweer EGPC and CONTRACTOR,
with regard to the qualifications Tor arbitrators  set forth
below, upon written application of one or bath of EGPC
and CONTRACTOR. Copy of such appiication by one of
them shail be promptly sent to the other.

The arbitrator shall be as nearly as possible a person with
an exiublished reputation in the international petroleum
industry as an expert in pricing and marketing crude oil in
international commerce. The arbitrator shall not be a
citizen of a countrv which does not have _diplomatic
rolations with both the AR.E. and SPAIN. He may not be,
at the time of selection, empioyed by, or an arbitrator or
consuitant on a contrtuing or frequent basis to, the
American Petroleum  Institute, the Organization of the
Petroleum Exporting Countries or the Orgamization of
Arab Petroleum Bxporting Couniries, or a consultant on a
continuing basis to EGPC, CONTRACIOR or an
Affiliated Company of either, but past occasions]
consultation with such companies, with other petroleum
comipanies, governmental agencies or ﬂi*gﬂniza{iﬂns shali
not be a ground for disqualification. He may not have
been, at any tme during the two {2) years before
selection, an employee of any petroleum company or of
any governmenial agency or organizalion.
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Should a selectsd person decline or be ungble to serve as
arbitrator or should the position of arbitrator {all vacant
prior to the decision called for, another person shall be
chosen in the same manner provided in this paragraph.
EGPC and CONTRACTOR shall share cqually 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 oil sales
coniracts as well as other sales data and information but
shail be free o evaluate the extent to-which any contracts,
data or mformation 315 substantiated or perfinent,
Representatives of EGPC and CONTRACTOR  shall have
the right 10 consull with the arbitrator and fwrmnish him
writien ‘materials provided the arbitrator may impose
reasonable limitations on this rightt EGPC and
CONTRACTOR each shall cooperate with the arbitrator
o 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 compani¢s are able to make available and
which in the judgment of the arbitrator might aid the
arbitrator in making 2 valid determination.

(vi)Pending Market Price agreement by EGPC  and

CONTRACTOR or determunstion by the arbitrator, as
applicable, the Market Price agreed for the quarter
precedmg the guarter in question shall remain temporarily
in effect. In the event either EGPC or CONTRACTOR
should incur a loss by virtue of the temporary continaation
of the Market Price of the previous quarter, it shail
promptly be remmbursed such loss by the other party plus
stmple interest at the LIBOR plus two and one - half
percent (2.5%) per annum rate provided for in  Article IV
(f} from the date on which the disputed amount(s) should
have been paid to the date of payment
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(2) Gas and LPG

(1) The Cost Recovery und 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 Ixevelopment Lease(s) according to the average prevailing
Gas price of the Mcditerranean region at that time . Except
Gas for export (LNG), where production sharing Gas price

will be at net back price.

(11} The Cost Recovery and Production Shares of (LPG) produced
[rom a plant constructed and operated by or on behalf of
BEGPC and CONTRACTOR shall be separately valued for
Propane and Butane at the outlet of such LPG piant according

to the following formula {unless otherwise agreed between

EGPC and CONTRACTOR):
PLPG = 0.95PR
Where

PLPG = LPG price (separately determined for Propanc and

Butane) in U.S. Dollars per meiric ton,

PR = The average over a period of a month of the figures
representing the mid-point between the high and low
prices in U.S. Dollars per meiric ton quoted in
"Pla's LPGaswire" during such month for Propane

and Butane FOB Ex-Ref/Stor. West Mediterranean.
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In the event that "Platt's LPGaswire” is issued on certain days
during a month but not on others, the value of (PR) shall be
calculated using only those issues which are published during
such month. In the event that the wvalue of (PR) can
not be determined because "Platt's LPGaswire” is not published
at all during a month, EGPC and CONTRACTOR shall meet
and agree to the value of (PR) by reference to other published
suurc,es.. In the event that there are no such other published
sources or if the value of (PR) cannot be determined pursuant to
the foregoimg 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 1in Article VII {e) (2) (iii).

(ii1) The prices of Gas and LPG so calculated shall apply during the

same month.

(tv) The Cost Recovery and Production Shares of Gas and L.PG

disposed of by EGPC and CONTRACTOR other than to
EGPC or EGAS pursuant to Article VII () shall be valued at

their actual realized price .
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(d)

(e)

Forecasts:

Operating Company shall prepare (not less than ninety (90) days
prior to the beginning of each calendar semester following first
regular production) and fumish in writing to CONTRACTOR and
EGPC a forecast setting out a total guantity of Petroleum that
Operating Company estimates can be produced, saved and
transported hercunder duning such calendar semester in accordance

with good otl and gas industry practices.

Operating Company shall endeavor to produce each calendar
semester the forecast quantity. The Crude Oil shall be run to
storage tanks or offshore loading facilities constructed, maintained
and operated according to GOVERNMENT Regulations, by
Operating Company in which said Crude Qil shall be metered or
otherwise measured for royalty, and other purposes required by this
Agreement. (Gas shall be handled by Operating Company in

accordance with the provisions of Article VII (e).
Disposition of Petroleum:

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

its share of Petroleum.
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Notwithstanding anything to the contrary under this
Agreement, prionity shall be given to meet the requirements
of the AR.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 to be determined pursuant to Article VII (¢ ) .
The amount of Crude Oil so purchased shall be a portion of
CONTRACTOR's share under Article VH (b). Such amount
shall be proportional to CONTRACTOR's share of the total
production of crude oil from 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 or in any other freely
convertible currency remittable by CONTRACTOR abroad.

It 1s agreed upon that EGPC shall notify CONTRACTOR, at
least forty-five (43) days prior to the beginning of the
Calendar Semester, of the amount to be purchased during such
semester under this Article VI {(e) (1).

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

(1) Prionty 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 markets as
indicated above shall be by virtue of long term Gas Sales
Agreements to be entered into between EGPC and
CONTRACTOR (as sellers) and EGPC or EGAS (as
buyer).
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EGPC and 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 required by this Agreement:

(a) In the event no LPG plant i1s constructed to process
such Gas, the delivery point shall be at the tlange
connecting the Lease pipeline to the nearest point
on the National Gas Pipeline Grid System as
depicted in 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 outlet to such
LPG Plant. However, notwithstanding the fact that
the metering shall take place at the LPG Plant
outlet, CONTRACTOR shall through the
Operating Company build a pipeline suitable for
transport of the processed Gas from the LPG Plant
outlet to the nearest point on the National Gas
Pipeline Grid System as depicted in Annex "F°
hereto, or otherwise agreed by EGPC and
CONTRACTOR. Such pipeline shall be owned 1in
accordance with Article VIII (a) by EGPC, and its
cost shall be financed and recovered by
CONTRACTOR as Development Expenditures
pursuant to Article VIL

(iii) 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 appropriate, be in the vicimty of the
point of delivery as determined in Article II and Article



YooV T yle dal (3 (2) a0 & ol = Remne Jla 30 VY

pizs - (Y AYY Cad Zagloadt 35UE LAl 35UE oo sadd ol Je
oL e n by 350WH wolizal o a0 (LPGY JUall dyadt 5L cphus
Jy il 3Lb Jaona b sl i Ui ade Lgoddass ol
La {(LPGIwdl Jy,adl 5L Jase gf A 3 ity {LPGIL
- Maaetl Jemash ul.cJJJ:,ﬂ _,.Jj,l_;&i.,gﬂ P“ Lo AN 2dn o geat) Wi
riands + i 5l 3 g ade Lghoar) ool 5l dtwgll - £
Latidacas) ALl 5 L b Lagy (80} iy s ilaS U]
PRSP TP L S I IR 4F ESURPETV ENCR B RIS 0S¥
gl 5 (ool Lamgaieas} Jplilly iyl g p bl LA oy e adady
gt gl (LPGILl g il 5L 135 5 (atin Lpaios) el o
Uiy pade o0 LaS logis Bybs o Jslil 5 2eagdl 26 ,mg Jados Lisy Juns
s el S8 aig Jylil aonnn (g o At 33UT e () 3,00
i 8 Tuntounl] 330 b o gmcin g2 LaS L] il 5 i IS
A
S YEIS-L RS T [N P G B 300 2 T SR T E RSP E <R
b I Lo Jylial) oSe 1 LS5 N Tkl iyl Y sk
ot Sladl Sl oy e 3 Lok oty 38 e ellis
- AHLPG I dy 23l 5 5 5Ll Ragd Ly sonsy Apieall Golo ol spunns?
WINPT DT R T ICNE ) WS Y WL N PYS DR T R V%
R KGO0 S IARE L FOR P ESE I P RPN R AR
RRERIPPRT PR LIRS (PRI ST LIRS CRE PR (R
e I Bl i Ol 5+ aode Gty L (31 S 5l o
STUPINE 0 B0 [~ TN PR TN FUN KT TR SHOPS I E YO R
PP R I E LR S IS ) IPPTOO S W s P NP L WL
- wi S ol mn¥ paaimdl WU S iy



\

¥

R O PRV A B N €3 IPSICIL SV g SRR R SV 3

VIi(e)2(11). The delivery of LPG for, royalty and other
purposes required by this Agreement shall be at the outlet
of the LPG plant. The costs of any such LPG plant shall
be recoverable in accordance with the provisions of this
Agreement unless the Minister of Petroleum agrees to
accelerated recovery.

(iv) EGPC or EGAS (as buyer) shall have the option to elect,

by ninety (90) days prior written notice to EGPC and
CONTR 4“CTOR (23 sellers), whether payment for the
Gas which is subject to a Gas Sales Agreement between

- EGWPC and CONTRACTOR (as sellers) and EGPC or

EGAS (as buyer) and LPG produced from a plant
constructed and operated by or on behalf of EGPC and
CONTRACTOR, as valued in accordance with Article
VII (c¢), and to which CONTRACTOR is 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 in the relevant Gas

Sales Agreement in U.S. Dollars, remittable by
CONTRACTOR abroad.

Payments in kind shall be calculated by converting the
value of Gas and LPG to which CONTRACTOR is
entitled into equivalent barrels of Crude O1l to be taken
concurrently by CONTRACTOR from the Area, or to the
extent that such Crude Otil is insufficient, Crude (il from
CONTRACTOR's other concession areas or such other
areas as may be agreed. Such Crude Oil shall be added to
the Crude Oil that CONTRACTOR ‘is otherwise entitled
to lift under this Agreement. Such equivalent barrels
shall be calculated on the basis of the provisions of
Article VII (¢) relating to the valuation of Cost
Recovery Crude O1l.
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Provided that:

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

available for conversion as provided for above.

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

payments in cash are not made by EGPC.

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

Agreement.

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

1s given by exporting such Gas and LPG.

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

(v) may be freely remitted or retained abroad by
CONTRACTOR.
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{vii} In the event EGPC and CONTRACTOR agree 1o accept
new (Gas and LPOG producers 10 join in an ongoing export
project, such producers shall have to contribude a fair and
equitable share of the nvestment made,

{viii)} (aa)

{bb}

{cc)

Upon the expiration of the four {4) vear pericd
referred to in Article VI &) (2} {v)
CONTRACTOR shall have the obligation (o exert
its reasonabie efforts to find an export market for
{335 reserves,

In the event at the end of the four (4) year period

referred to under Article VII (e) (2) (v),
CONTRACTOR and EGPC have not entered into
a Gas Sales Agreement, CONTRACTOR shall
retain its rights to such Gas reserves for a further
period of up to four (4) years, subject to Article
VH (e} (2) (viii¥ce), during which period EGPC
shall attempt to Hind a market for Gas reserves.

In the event that CONTRACTOR is not exporting
the Gas and CONTRACTOR has not entered into
a Gas Sales Agreement pursuant to Article VI (g)
(2) prior to the expiry of eight {8) years from
CONTRACTOR's notice of Commercial (as
Discovery, CONTRACTOR shall surrender the
Gas reserves in respect of which such notice has
been given. It being understood that CONTRACTOR
shall, at any time prior to the expiry of such eight (8)
vear  peniod, surrender the (as  reserves, if
CONTRACTOR 18 not exporting the Gag and
CONTRACTOR does not accept an offer of a Gas
Sales Agreement from EGPC within six (6)
months from the date such offer is made provided
that the Gas Sales Agreement offersd to
CONTRACTOR shall take into consideration the
relevant technical and economic factors to enable
a comumercial contract inciuding:
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- A sufficient delivery rate,

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

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

- The Gas prices as specified mn the Gas Sales
Agreement .

{{ddy In the event that CONTRACTOR has not entered
into 4 Gas Sales Agreement pursuant (o Article
VII (e) (I} 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
Dhascovery of (as or failing agreement with EGPC
on gas disposal at the expirafion of eight { 8 }
years , CONTRACTOR shall surrender to EGPC
such DPevelopment Lease (s) in which Gas
discovery s made.

(1x} CONTRACTOR shall not be obligated to surrender a
Development Lease based on a Commercial Gas
Inscovery, f Crude Oil has been discovered in
conmmercial quantities i the same Development Lease.

{f} Operations:

If following the reversion to BGPC of any rights to Crude Gil
hersunder, CONTRAUTOR retains rights to {Gas in the suame
Development Lease, or if, following surrender of righis o Gas
hereunder, CONTRACTOR retains rights to Crude Qil in the same
Development Lease, operations to explore for or exploit the
Petroleumn, the rights to which have reverted or been surrenderad
(01l or Gas as the case may be) may only be carried out by
Operating Company which shall act on behalf of EGPC alone,
unless CONTRACTOR and EGPC agree otherwise.
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{g) Tanker Scheduling:

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

of export.

ARTICLE ViH
TITLE TO ASSETS

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

(i)

(Z)

Land shall become the property of EGPC as soon as it is
purchased,

Title to fixed and movabie assets shall be transferred
automatically and gradually from CONTRACTOR to EGP(C as
they become subject to recovery in accordance with the
provisions of Article VII; however the full title to fixed and
movable assets shall be transferred  automatically from
CONTRACTOR to EGPC when s total cost has been
recovered by CONTRACTOR in accordance with the
provisions of Article VII or af the time of termination of this
Agreement with respect to all assets chargeable to the
operations whether recovered or not, whichever first occurs,

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

During the term of this Agreement and the renewal period EGPC,
CONTRACTOR and Operating Company are entitled 1o the full use
and ¢njoyment of all fixed and movable assets referred to above in
connection with operations hereunder or under any other Petroleum
concession  agreement  entered into by the Parties. Proper
accounting adjustment shall be made. CONTRACTOR and EGPC

shall not dispose of the same except with agreement of the other.

{c) CONTRACUTOR and Operating Company may frecly import into the

{a}

AR.E., use therein and freely export at the end of such use,
machinery and equipments which they either rent or lease in
accordance with good industry practices, including but not limited to

the lease of compuier hardware and soltware,
ARTICLE IX
BONUSES

CONTRACTOR shall pay to EGPC as a signature bonus the sum of
six million 1.8, Dollars ($6,000,000 ) on the Effective Date,

{b} CONTRACTOR shali pay to EGPC a5 a bonus the sum of five

{c}

hundred thousand U.S. Dollars ($500,000) upon approval of each

Development Lease,

CONTRACTOR shall pay to BEGPC the sum  of five hundred
thousand 1.5, Dellars (35003,000) as a production bonus when the
total average daily production from the Area first reaches the rate of
five thousand (5,000) Barrels of oil per day or equivalent for a period
of thifty (30) consecutive producing days. Payment will be made
within fificen {15} days therealter.
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CONTRACTOR shall also pay to EGPC the additional sum of one
million U.8. Dolars {$1,000,000} as a production bonus when the
total average daily production from the Area first reaches the rate of
ten thousand { 16,000 } Barrels of ol per {ia}*“ or equivalent for 3
perind of thirty (30) consecutive producing days. Payment will be
muade within fifteen {15} duys thereafter.

CONTRACTOR shall also  pay to EGPC the additional sum of
one million and five hundred thousand 1S, Dollars
{$1,500,000) as a production bonus when the total average daily
production from the Area first reaches the rate of twenty five
thousand {25,000} Barrels of oil per day or equivaient for a period of
thirty {30} consecutive producing days. Payment will be made within
fifteen {13) days thereafter.

CONTRACTOR shall pay to EGPC as a bonus the sum of one
million .S, Dollars ($1,000,000 ) upon approval 1o enter into the
five {5} year extension period pursuant to Article I paragraph (d)

{3313 (Db

All the above mentioned bonuses shall in no event be recoversd by
CONTRACTOR,

{h} In the event that EGPC clects to develop any part of the Area

purstant to the sole risk provisions of Article III {¢) (iv), production
from such sole risk area shall be considered for the purposes of this
Article IX only if CONTRACTOR exercises its -oplion to share in

such production, and only from the initial date of sharing.
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(1} Gas shall be taken into account for purposes of determining the
total average daily production frorm the Area under Article X {c-¢}
by converting daily Gas delivered into equivalent barrels of daily

Crude Onl production in accordance with the following formula:

MSCE x B x 0.167 = equivalent barrels of Crude Gil

Where
MSCF = one thousand Standard Cubic Feet of Gas.

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

ARTICLE X
OFFICE AND SERVICE OF NOTICES

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

‘The General Manager and Deputy General Manager shall be entrusted by
CONTRACTOR  with sufficient power to carry out immediately all
tocal written directions given to them by the Govemment or s
representatives under the terms of this Agreement. All lawful regulations
tssued or hergafter ta be issued which are applicable hereunder and not
in conflict with this Agreement shall apply to the dutieé and activities of

the General Manager and Deputy General Manager.
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All matters and notices shall be deemed 10 be validly served which sre
defivered to the office of the General Managﬂr or which are sent io lum
by registered mail 1o CONTRACTOR s office inthe ARE.

All matiers anl notices shall be deemed to be validly served which are
delivered o the office of the Chairman of EGPC or which are sent {o

him by registered mail at EGPC's main office i Cairo.
ARTICLE X1
SAVING OF PETROLEUM AND PREVERTION OF LOSS

(a) Operating Company shall take all proper measures, according to
generally accepted methods in use in the oil and gas industry to
prevent 1088 or waste of Petroleum above or under the ground in any
form during drilling, produoing, gathering, and distnbuling or
storage operations, The GOVERNMENT has the right to prevent
any operation on any well that it might reasonably expect would
result in foss or damage to the well or the (sl or Gas field.

{b) Upon completion of the drlling of a productive well, QOperating
Company shall inform the GOVERNMENT or #t8 representative of
the time when the well will be tested and the production rate

ascertamed.

{c) Except in instances where multiple producing formations in the same
well can only be produced cconomically through a single fubing
string, Petrolenum shall not be produced from  multiple oil bearing
zones through one string of tubing at the same time, except with the
prior approval of the GOVERNMENT or ils representative, which
shall not be unreasonably withheld,
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{(d} Operating Company shall record data regarding the quantities  of

(¢)

Petroleum and water produced monthiy from each Development
Lease. Such data shall be sent to the GOVERNMENT or iis
representative on the special forms provided for that purpose within
thirty (30} days after the data are obtained. Daily or weekly statistics
regarding the production from the Areu shall be available at all
reasonable times for examination by authorized representatives of
the GOVERNMENT.

Draily 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 Petrofeurn, gas bearing

or fresh waler s{irata.

{f} Any substantial change of mechanical conditions of the well after is

{4)

completion shail be subiect 10 the approval of the representative of
the GOVERNMENT.

ARTICLE X1k
CUSTOMS EXEMPTIONS

EGPC, CONTRACTOR, and Operating Company  shall be
permitted to import and shall be exempted from customs duties, any
taxes, levies or fees (including fees im;msa& by Ministernial Decision
No. 254 of 1993 ssued by the Minister of Finance, as now or

hergafter amended or substituted) of any nature and from the

'impmﬂatiﬂn reles with respect 10 the importation of  machinery,

equipment, appliances, materials, items, means of transport and

transportation {the exemption from taxes and duties for cars shail
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only apply to cars to be used in operations), clectric appliances, air
conditioners for offices, field housing and facilities, electronic
appliances, computer hardware and software, as well as spare parts
reguired for any of the imported items, ail 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 pursuan! to this Agreement .
Such certificate shall be final and binding and shall automatically
result m the importation and the exemption without any further

approval, delay or procedure.

Machinery, equipment, appliances and means of transport and
franspogation ymported by EGPC's, CONTRACTOR's and
Operating Company’s contractors and sub-contractors temporarily
engaged in any activity pursuant to the operations which are the
subject of this Agreement, shall be cleared under the "Temporary
Release System" without payment of customs duties, any taxes,
levies or fees (including fees imposed by Ministerial Decision No.
254 of 1993 issued by the Minister of Finance, as now or hercafter
amended or substituted} of any nature ,upon presentation of a duly
approved certificate issued by an EGPC responsible representative
nominated by EGPC for such purpose which states, that the
imported items are required for conducting the operations pursuant
to this Agreement. Items (excluding cars not to be used in
operations) set out in Article XII (a) imported by EGP('s,
CONTRACTOR's and Operating Company's contractors  and
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(c)

sub-contractors for the aforesaid operations, in order to be installed
or used permanently or consumed shall meet the conditions for
exemption set forth in Article XII (a} after being duly certified by an
EGPC responsible  representative to be used for conducting

operations pursuant to this Agreement.

The expatriate employees of CONTRACTOR, Operating Company
and their contractors and sub-contractors shall not be entitled to any
exemptions from customs duties and other ancillary taxes and
charges except within the limits of the provisions of the laws and
regulations applicable in the ARE. However, personal household
goods and furniture (including one (1) car) for each expatriate
employee of CONTRACTOR and/or Operating cutnpémy shall be
cleared under the "Temporary Release System™ (without payment of
any customs duties and other ancillary taxes)-upﬂn presentation of a
letter to the appropnate customs authorities by CONTRACTOR or
Operating Company approved by an EGPC responsible represeniative
that the imported items are imported for the sole use of the expatriate
employee and his family, and that such imported items shall be
re-exported outside the A.R.E. upon the repatriation of the concerned

expatriate employee.
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(d) Items imported into the A.R.E. whether exempt or not exempt from
customs duties and other ancillary taxes and charges hereunder, may
be exported by the importing party at any time after obtaining
EGPC's approval, which approval shall not be unreasonably
withheld, without any export 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 all
speideces s et nees und other ancillary taxes and  charges
zicmrding 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 in operations) has passed to EGPC.

In the event of any such sale under this paragraph (d), the proceeds

from such sale shall be divided in the following manner:

CONTRACTOR shall be entitled to reimbursement of its
unrecovered cost, if any, (n such items and the excess, if any, shall

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

()

imported items when items of the same or substannally the same
kind and quality are manufactured locally meeting CONTRACTOR's
and/or Operating Company's specifications for quality and safety and
are available for timely purchase and delivery in the A.R.E. at a price
not higher than ten percent (10%) of the cost of the imported item,
before customs duties but after freight and insurance costs , if any,
have been added.

CONTRACTOR, EGPC and their respective buyers shall have the
right to freely export the Petroleum produced from the Area
pursuant to this Agreement; no license shall be required, and such
petroleum shall be exempted from any customs duties, any taxes,
levies or any other imposts in respect of the expoit of Petroleum
hereunder.

ARTICLE XIil

BOOKS OF ACCOUNT : ACCOUNTING AND PAYMENTS

(a) EGPC, CONTRACTOR and Operating Company shall each maintain

at their business offices in the AR.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 to
show the work performed under this Agreement, including the
amount and value of all Petroleum produced and saved hereunder.
CONTRACTOR and Operating Company shall keep their books of
account and accounting records in United States Dollars.

Operating Company shall fernish to the GOVERNMENT or its
representatives monthly retums showing the amount of Petroleum
produced and saved hereunder. Such returns shall be prepared in the
form required by the GOVERNMENT, or its representative and shall
be signed by the General Manager or by the Deputy General Manager
or a duly designated deputy and delivered to the GOVERNMENT or
its representative within thirty (30) days after the end of the month
covered in the return.
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(b) The aforesaid books of account and other books and records referred

to above shall be available at all reasonable times for inspection by
duly authorized represemtatives of the GOVERNMENT.

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

(a)

(b)

{c)

of its Tax Year nol later than four (4) months after the
commencement 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 centified
accounting firm.

ARTICLE X1V
RECORDS, REPORTS AND INSPECTION

CONTRACTOR andfor Operating Company shall prepare and, at
all times while this Agreement is in force, maintain accurate and
current records of its operations in the Area. CONTRACTOR and/or
Operating Company shall fumish the GOVERNMENT or its

‘representative, in conformity with applicable regulations or as the

GOVERNMENT or its representative may reasonably require
information and data concerning its operations under this Agreement.
Operating Company will perform the functions indicated in this
Article XIV in accordance with its role as specified in Article VI

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

Uniess otherwise agreed to by EGPC, in case of exporting any rock
samples outside A.R.E., samples equivalent in size and quality shall,
before such exportation, be delivered to EGPC as representative of
the GOVERNMENT.
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(d) Originals of records can only be exported with the permission of

(e)

EGPC; provided, however, that magnetic tapes and any other data
which must be processed or analyzed outside the A.R.E. may be
exported if a monitor or a comparable record, if available, 1s
maintained in the A.R.E. and provided that such exports shall be
repatriated toe 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, in exercising its nghts
under the pre:ceding sentence of this paragraph (¢), shall not interfere
with CONTRACTOR's operations. CONTRACTOR shall provide
EGPC 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
information in CONTRACTOR's possession.

For the purpose of obtaining new offers, the GOVERNMENT
and/or EGPC may, after the seventh (7™) year of the Exploration
period or the date of termination of this Agreement, whichever is the
earlier, show any other party uninterpreted basic geophysical and
geological data (such data to be not less than one (1) year old unless
CONTRACTOR agrees to a shorter period, 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 is at least one (1) year old.
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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
pperations and shall indemnify the GOVERNMENT andior EGPC
against all damages for which they may be held liable on account of any
sitch operations,

However, any damage resulting from issuing any opder, regulation or
airection of the GOVERNMENT of the Arab Republic of Egypt whether
in the form of a law or otherwise, EGPC andfor CONTRACTOR shall be
exempted from the responsibility of non performance or delay of any
obligation hersunder, 11 consequence of 1ssuing these orders, regulations
or directions in the limitation of imposing these orders, regulations or
divections. CONTRACTOR shall be granted the necessary period 0
restore the damage done of the non performance or delay by adding a
period to the period of the Agreement, with respect to the block or blocks
affected by these orders , regulations or directions.

ARTICLE XVI
PRIVILEGES OF GOVERNMENT REPRESENTATIVES

Puly authorized representatives of the GOVERNMINT shail have
access to the Area covered by this Agreement and i the Operations
conducted thercon. Such representatives may examine the books,
registers and records of EGPC, CONTRACTOR and Operating
Company and make a reasonable number of surveys, drawmgs 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
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CONTRACTOR or Operating Company on the condition that no danger
or impediment to the operations hereunder shall arise directly or
indirectly from such use. Such representatives shall be given reasonable
assistance by the agents and employees of CONTRACTOR or Operating
Company so that none of the activities shall endanger or hinder the
safety or efficiency of the operations. CONTRACTOR or Operating
Company shall offer such representatives all privileges and facilities
accorded to 1ts own employees in the field and shall provide them, free of
charge, the use of reasonable office space and of adequately furnished
housing while they are in the field for the purpose of facilitating the
objectives of this Article. Without prejudice to Article XIV (e) any
and  all information obtained by the GOVERNMENT or its
representatives under this Article XVI shall be kept confidential with
respect to the Area.

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

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

(1) The expatriate administrative, professional and technical
personnel employed by CONTRACTOR or Operating Company
and the personnel of its contractors for the conduct of the
operations hereunder, shall be granted a residence as provided
for in Law No. 89 of 1960 as amended and Ministerial Order
No. 8180 of 1996 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 each of the expatriate administrative,
professional and technical personnel employed by
CONTRACTOR or Operating Company shall be paid monthly
in Egyptian Currency.



¥V i sl Jol 3 () b 8 sandl = D Jl a4 VFA

p M 3! ooy 3 deils o Sldadly AL IS0, o] o JS ki ()
RPIEIFD § TP LI I DY | l.I.Liu...)U .

Tcainin o i il dodiTy lhsly 2o gll pa sLisdl amy Sy a1 oy ()
i LSVl 0 gt Sldaadly (g ps ol g onzr (Aol gt patd
Uil gy « Jy mdl dslead i i daddl o0 Lazdy Lei el
i oot ot ¥ Lageath g Loy s Yoo L Ll A1 387,801,

c Loy LS idase (il Oy daiicll
ibpa o Lgade i Totael J ULl mic ¢ Eomdl Jol o o a0 2 < LS ()
Dol by pgls (A bl ol 3 SV y jpadl 3 G il ity
51 Lo Wl by ¢ dnaidlly ol Olbuny Ghats Lo o) daylal S, 201,
(0 ) G i e i el g Tl ¥ TS 018
pid s LI i 1 3 S N sumat | SN il N s e
Loy (F2) 0O M5 3 o) e L2egl) pdits ol Iyl 52k, « 52
bl ln ads b Lo gl) oy ¢ el pay o U] Al ells LS dny
Sh¥as e Y5 (0 o) A e 0y il el

oAl e i) 5 el L LS Y sl LY
ok St Bl

Q3 gity it gl
VoY Ld W S, ol olla sl LOlal 38,2l JyLall paiy ()
Ll V40N Zid AN 3, 0 L Jacall (e ¥V Sslll L Ltz LA
Colalaall ¢ 1ol e LiSTy Lty Lok | il 01 S 6 s+ adoiid 5500
ool o o syl e il dddy 1SV adg) Bkt o )



VA Y Y i ule ol () b 8 saadl = e Sl g 2

(b)

CONTRACTOR and Operating Company shall each select its
employees and determine the number thereof, to be used for
operations hereunder.

(c) CONTRACTOR, shall after consultation with EGPC, prepare and

(d)

(a)

carry out specialized training programs for all its A.R.E. employees
engaged in operations hereunder with respect to applicable aspects
of the petroleum industry. CONTRACTOR and Operating Company
undertake to replace gradually their non-executive expatriate staff by
qualified nationals as they are available.

During any of the Exploration phases, CONTRACTOR shall give
mutually agreed numbers of EGPC employees an opportunity to
attend and participate in CONTRACTOR’s and CONTRACTOR's
Affiliated Companies training programs relating to Exploration and
Development operations. In the event that the total cost of such
programs is less than fifty thousand (U.5.350,000)} United States
Dollars in any Financial Year during such period, CONTRACTOR
shall pay EGPC the amount of the shortfall within thirty (30) days
following the end of such Financial Year. However, EGPC shall
have the right that said amount fifty thousand (U.5.$50,000) United
States Dollars allocated for training, be paid directly to EGPC for
such purpose.

ARTICLE XVIII
LAWS AND REGULATIONS

CONTRACTOR and Operating Company shall be subject to Law
No. 66 of 1953 (excluding Article 37 thereof) as amended by Law
No. 86 of 1956 and the regulations issued for the i1mplementation
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.
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(b)

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

Except as provided in Article III {g) for Income Taxes, EGPC,
CONTRACTOR and Operating Company shall be exempted from
all taxes and duties, whether imposed by the GOVERNMENT or
municipalities including among others, Sales Tax, Value Added Tax
and Taxes on the Exploration, Development, extracting, producing,
exporting or transporting of Petroleum and LPG as well as any and
all w-ithhﬂlding taxes that might otherwise be imposed on dividends,
mterest, technical service fees, patent and trademark royalties, and
similar items. CONTRACTOR shall also be exempted from aﬁy tax
on the liquidation of CONTRACTOR, or distributions of any income
to the sharcholders of CONTRACTOR, and from any tax on capital.

{d) The rights and obligations of EGPC and CONTRACTOR hereunder,

(e)

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

Agreement has been issued.

The contractors and sub-contractors of CONTRACTOR and
Operating Company shall be subject to the provisions of this Agreement
which affect them. Insofar as all regulations which are duly issued
by the GOVERNMENT apply from time t0 time and are not in
accord with the provisions of this Agreement, such regulations shall
not apply to CONTRACTOR, Operating Company and their

respective contractors and sub-contractors, as the case may be.
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(fy EQPC, CONTRACTOR, Operating Company and their respective
contractors and sub-contractors shatl for the purposes of this
Agreement be exempted from all professional stamp duties, imposis
and levies imposed by syndical laws with respect to thelr documents
and activifies hereunder.

(g3 All the exemptions from the application of the AR.E. laws or
regulations granted to EGPC, CONTRACTOR, the Operating
Company, their contractors and sub-contractors under this
Agreement shall include such laws and regulations as presently in
effect or hereafter amended or substituted.

ARTICLE XIX
STABILIZATION

In case of changes in existing Iegisiation or regulations applicable to the
conduct of Exploration, Development and production of Petroleum,
which take place after the Effective Date, and which significantly affect
the economic interest of this Agreement to the detriment of
CONTRACTOR or which imposes on CONTRACTOR an obligation to
remit 1o the ARE. the proceeds from sales of CONTRACTOR's
Petroleum, CONTRACTOR shall notify EGPC of the subject legisiative
or regulatory measure and also the consequent effects upon issuing
iegisiation or regulation which impact on the stabilization. In such case,
the Parties shall negotiate possible modifications to this Agreement
designed to restore the economic balance thereof which existed on the
Effective Date.

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

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

In case of the parties' failure to solve the disputes , Article XXIV of this
Agreement shall be applied.
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ARTICLE XX
RIGHT OF REQUISITION

{a} In case of national emergency due to war or imminent expectation

(b)

of war or mternal causes, the GOVERNMENT may requisition all
or part of the production from the Avea obtained hereunder and
require Operating Company to increase such production to the
utmost  possible  maximum. The GOVERNMENT may also
requisition the Oil and/or Gas field itself and, if necessary, related

facilibes.

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

{c} The requisition of production shall be effected by Ministerial Order.

Any requisition of an (il and/or Gas field, or any related facilities
shall be effected by a Presidential Decree duly notified to EGPC and
CONTRACTOR.

{dy In the event of any requisition as provided above, the

GOVERNMENT shall indemnify in full BGPC and CONTRACTOR
for the penod during which the requisition is mamtained, including:

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

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

However, any damage resulting from enemy attack 1s not within the
meaning of this paragraph (d). Payment hereunder shall be made to
CONTRACTOR in U.S. Dollars remittable abroad. The price paid to

{CCONTRACTOR for Petroleum taken shall be calculated in
accordance with Article VI (¢).
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ARTICLE XXI
ASSIGNMENT

Neithey EGPC nor CONTRACTOR may assign 1o 2 person, firm or
corporaiion, in whole or in part, any of s nights, privileges, duties or
obligations under this Agreement either divectly or indirectly without
the written consent of the GOVERNMENT and in all cases priority
shail be grven {0 BGPC it it 30 desire 1o obtain the interest intended
to be assigned (except assignment (0 affiliated companies) subject to
paragraph {¢} of this Article,

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

{c)

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.

{2y The instrument of assignment must include provisions siating
precisely that the assignee is bound by all covenanis contained
in this Agreement and any modifications or additions in
writing that up to such tme may have deen made. A draft of
such instrument of assignment shall be submitted to BOGPC for
review and approval before being formally executed .

Any assignment, sale, wwansfer or other such conveyance mads
pursuant o the provisions of this Article XX1 shall be free of any
transfer, capital gains taxes or related iaxes, charges or fees
inciuding withoot Iimitation, all Income Tux, Sales Tax, Value
Added Tax, Stamp Duty, or other Taxes ov similar payments,

(d) Aslong as the assignor shall hold any interest under this Agresment,

the assignor together with the assignes shall be jointly and severally
fiable for all duties and obiligations of CONTRACTOR under this
Agreement.
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{e} Once the assignor and a proposed third party assignee, other than an
Affiliated Company or a CONTRACTOR MEMBER, have agreed
the final conditions of an assignment, the assignor shall disclose such
final conditions in a written notification to EGPC. EGPC shall have
the rnight 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 accepis the same conditions
agreed to with the third party assignee. If EGPC does not deliver
such notification within such sixty (60} day period, the assignor shall
have the right to assign to the proposed third party assignee, subject
to the Government approval under paragraph (a) of this Article.

In the event that EGPC exercises its optian to acquire the interest
intended to be assigned and if a joint operating agreement is not
already existing among the CONTRACTOR MEMBERS including
the assignor, EGPC and CONTRACTOR shall negotiate in good
faith to enter into a joint operating agreement, according 0 the
model published by the Association for International Petroleum
Negottators to finalize such agreement within one hundred and
twenty {120) days from EGPC's notification. If EGPC and
CONTRACTOR cannot agree on 4 joint operating agreement within
such one hundred and twenty (120) day period, the assignor shall
have the right te assign to the proposed third party assignee, subject
to the Government approval under paragraph (a) of this Article.

ARTICLE XXH
BREACH OF AGREEMENT AND POWER TO CANCEL

(@) The GOVERNMENT shall have the right to cancel this Agreement
by Order or Presidential Decree, with respect to CONTRACTOR, in
the following instances:

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

(3)

(4)

(5)

(0)

if 1t assigns any interest hereunder contrary to the provisions of
Article XXI;

[f it 1s adjudicated bankrupt by a court of competent
jurisdiction;

If it does not comply with any final decision reached as the
result of court proceedings conducted under Article XXIV(a);

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

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

Such cancellation shall take place without prejudice to any
rights which may have accrued to the GOVERNMENT against
CONTRACTOR in accordance with the provisions of this
Agreement, and, in the event of such cancellation,
CONTRACTOR, shall have the right to remove from the 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 XXIII) exists
to cancel this Agreement, the GOVERNMENT shall give
CONTRACTOR ninety (90) days written notice personally served
on CONTRACTOR's General Manager in the legally official manner
and receipt of which is acknowledged by him or by his legal agents,
to remedy and remove such cause; but if for any reason such
service is impossible due to unnotified change of address.
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publication in the Official Journal of the GOVERNMENT of such
notice shall be considered as valid service upon CONTRACTOR. If
at the end of the samd ninety (90} day notice period such cause has
not been remedied and removed, this Agreoment may be canceled
forthwith by Qrder or Presidential Decree as aforesaid; provided
however, thal if such cause, or the failure to remedy or romove such
cause, results from any act or omission of one party, canceliation of
this Agreernent shall be effective only against that party and not as
against any other party hereto.

ARTICLE XXI1H1
FORCE MAJEURE

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

{b} "Force Majeurg”" within the meaning of this Article XXII, shall be

any act of God, insurrection, pot, war, strike, and other labor
disturbance, fires, floods or any cause not due to the fask or
negligence of EGPC and CONTRACTOR or ecither of them,
whether or not similar to the foregoing, provided that any such cause
is beyond the reasonable control of EGPC and CONTRACTOR, or
either of {hem.
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¢} Without prejudice {o the above and except as may be otherwise
provided herem, the GOVERNMENT shall incur no respousibility
whatsoever to BEGFC and CONTRACTOR, or either of them for any
damages, restrictions or loss arising in consequence of such case of
force majeure hereinafter referred to in this Article,

{(d} If tie torce majeure event occurs during the initial Exploration period
or any extension thereof and continues 1n effect for a period of six
{6} months CONTRACUTOR shall have the option upon ninety (90)
days prior wntten notice o EGPC to terminate its obligations
nereunder without further hability of any kind.

ARTICLE XX1V
DISPUTES AND ARBITRATION

(a} Any dispute, controversy or claim arising 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
junsdiction of the appropriate courts of A.RE. to settle any dispute
arising on the interpretation or the exccution of any term of this
Agrecment,

{b) Any dispuie, controversy or claim arising out of or relating to this
Agreement, or breach, termination or invalidity thereof between
EGPC and CONTRACTOR shall be settled by arbitration in
accordarice with the Arbitration Rules of the Cairo Regional
Center for International Commercial Arbitration (the Center} in
effect on the date of this Agreement, the approval of the Minister of
Petroleum is provided in case EGPC only tum to arbitration. The
award of the arbitrators shall be final and binding on the parties.

{c} The munber of arbitrators shall be three (3).

{d) Each party shall appoint one arbitrator. If, within thirty (30} days
after receipt of the claimant’s notification of the appeintment of an
arbitrator the respondent has not notified the claimant in writing of
the name of the arbitrator he appoints, fhe clatmant may request the
Center o appoint the second arbitrator.
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(e)

()

(g)

(h)

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
arbntrators have not agreed upon the choice of the presiding
arbitrator, then either party may request the Secretary General of the
Permanent Court 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
appointed under Article 6.3 of the UNCITRAL Arbitration Rules.
Such presiding arbitrator shall be a perseon of a nationality other than
A.R.E. or SPAIN and of a country which has diplomatic relations
with both A.R.E. and SPAIN and who shall have no economic

interest in the Petroleum business of the signatories hereto.

Unless otherwise agreed by the parties to the arbitration, the

arbitration, including the making of the award, shall take place in
Cairo, A.R.E.

The decision of the arbitrators shall be final and binding upon the
Parties ,including the arbitration fees and all the related issues and
the execution of the arbitrators decision shall be referred to the

appropriate courts according to the Egyptian laws.

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 Arabic and

English languages.
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(1)

EGPC and CONTRACTOR agree that if, for whatever reason,
arbitration 1 accordance with the above procedure cannot take
place, or is likely to take place under circumstances for
CONTRACTOR which could prejudice CONTRACTOR's night to
fair arbitration, all disputes, controversies or ¢claims arising out of or
relating to this Agreement or the breach, termunation or invalidity

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

ARTICLE XXV
STATUS OF PARTIES

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

(b)

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

partnership.
CONTRACTOR shall be subject to the laws of the place where 1t 1s

incorporated regarding its legal status or creation, organization,

charter and by-laws, shareholding, and ownership.

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

In case CONTRACTOR consists of more than one member, all
CONTRACTOR Members shall be jointly and severally liable for
the performance of the obligations of CONTRACTOR under this

Agreement.
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ARTICLE XXVI
LOCAL CONTRACTORS AND
LOCALLY MANUFACTURED MATERIAL

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

(a) Give prionty to IDCHILCD[]IT&CIUI‘S and sub-contractors, including
EGPC's Affiliated Companies as long as their performance 18
comparable with international performance and the prices of their
services are not higher than the prices of other contractors and
sub-contractors by more than ten percent (10%).

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

insurance costs have been added.
ARTICLE XXVII
ARABIC TEXT

The Arabic version of this Agreement shall, before the appropriate
comts of AR.E., be referred to in construing or interpreting this
Agreement; provided however , that tn 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 1n constroing or interpreting this Agreement.
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ARTICLE XXVIII
GENERAL

The headings or fitles 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.

ARTICLE XXIX

APPROVAL OF THE GOVERNMENT

This Agreement shall not be binding upon any of the parties hereto
untless and until a law 1s issued by the competent authorities of the
A.R.E. authorizing the Minister of Petroleum to sign this Agreement
and giving this Agreement full force and effect of law notwithstanding

any countervailing Govermnmental enactment , and the Agreement is

stigned by the GOVERNMENT, EGPC, and CONTRACTOR.

COMPANIA ESPANOLA DE PETROLEOS, S.A.

THE EGYPTIAN GENERAL PETROLEUM CORPORATION

Y L
B 2 — — s ke g e e e e ke i S vl vyl drr i wr e e WS S NN EE S CEEE EEE S ENT NS NN SN WSS S S N S S R N R S
LN

THE ARAB REPUBLIC OF EGYPT
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ANNEX "A"
'CONCESSION AGREEMENT
BETWEEN
THE ARAB REPUBLIC OF EGYPT
AND
THE EGYPTIAN GENERAL PETROLEUM CORPORATION
AND .
COMPANIA ESPANOLA DE PETROLEQOS, S.A.
IN
SOUTH ALAMEIN AREA
WESTERN DESERT

A.R.E.
BOUNDARY DESCRIPTION OF THE CONCESSION AREA

Annex "B" is a provisional illustrative map at an approximate scale

of 1:1,600,000 showing the Area covered and aftected by this Agreement.

- The Area measures appmximately three thousand two hundred and
iwenty eight square kilometers ( 3228 km®) of surface Area. It is
composed of all or part of Exploration Blocks, the whole Blocks are
defined on three (3) minutes latitude by three (3) minutes longitude
grid.

- It is to be noted that the delineation lines of the Area in Annex "B" are
intended to be only illustrative and provisional and may ﬁmt show
accurately their true position in relation to existing monuments and

veographical {eatures..
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Coordinates of the corner points of the Area are given in the following
tuble which forms an integral part of Annex "A":

BOUNDARY COORDINATES

OF
SOUTH ALAMEIN ARFA
IN
WESTERN DESERT
POINT NO. LATITUDE LONGITUDE

L W0 30 00007 29° 18 00.00"
T 27 00.00" | 297 18 00.007
3 27 00.00° ] 29° 300 00.00°
4 24" 00.00° 20° 30°  00.00°
e 24 0000 | 29 45 00.00"
6 09 00.00" 20° 45 00.00"
7 09" o000" | 29° é%* " 00.00"

& 12 00.00" 20° 47 00.00"
9 12 0000" | 29° 09 00.00"
10 06" 00.00" 29° 09°  00.00"
¥ 06 00.00" 29° 12 00.00"
12 o0 00400 | 29° 127 00007
3 00 00.00" z 29° (8 00.00"
14 03’ 00.00° 29" 18 00.00"
15 03 00.00" 29° 30° 00.00°
16 ST 00.00" 29° 30'  00.00"
17 57 00.00" I 29° 03 00.00"
8 00 00.00" | 29° 03 00.00"
T 00 00.00" 29° 00'  00.00"
20 09' 00.00" 29° 00" 00.00°
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POINT
21

NQO. LATITUDE
30° 09" 00.00"

LONGITUDE

29°

03’

00.00"

30° 15" 00.00"

29°

03"

(X).00"

00.00"

28"

36’

00.00"

00.00"

28°

36

00.00"

30° 24 00.00"

28°

39

00.G0"

00.00"

28°

59

00.00"

00.00"

29°

00

00.00"

30° 29" 00.00"

29°

00

00.060"

00.00"

29°

06’

00.00"

00.00"

29°

0o’

00.00"

m-GUH

29°

03

00.00"

00.00"

29°

03’

00.00"

00.00"

29°

12'

00.00"

00.00"

29°

12

00.00"
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. ANNEX TICTI
Letter of Guaranty
Letter of Guaranty No. --- (Cairo =-~---~=~=== 200--)
EGYPTIAN GENERAL PETROLEUM CORPORATION.
Gentlemen,
The undersigned, ------~-~-c—emmmcateeme " first class bank in Egypt”

as Guarantor, hereby 'guarantﬁ:ﬁs to the EGYPTIAN GENERAL
PETROLUEM CORPORATION (hercinafter referred to as "EGPC")
to the lmit of twenty million U.S. Dollars ($20.000,000). the
performance by "COMPANIA ESPANOLA DE PETROLEOS, S.A."
(hercinafter referred to as "CONTRACTOR") of its obligations required
for Exploration operations to spend a minimum of twenty million U.S.
Dollars (320,000,000} during the initial three (3) year of the Exploration
period under Article IV of that certain Concession Agreement
(hereinafter referred to as the "Agreement"} covering that Area described
i Annexes "A" and "B" of said Agreement, by and between the Arab
Republic of Egypt (hereinafter referred to as "A.R.E"), EGPC and
CONTRACTOR, dated ------ -

It is understood that this Guaranty and the lability of the Guarantor
hereunder shall be reduced quarterly, during the period of expenditure of satd
twenty millron U.S. Dollars ($20,000,000) by the amount of moncy
expended by CONTRACTOR for such Exploration operations during each
such quarter. Each such reduction shall be established by the joint writien

statement of CONTRAUCTOR and EGPC.
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In the event of a claam by EGPC of non-performance or surrender of the
Agreement on the part of CONTRACTOR prior to fulfillment of said
minimum expenditure obligations under Article IV of the Agreement,
there shall be no hability on the undersigned Guarantor for payment to
EGPC unless and until such liability has been established by written
statement of EGPC setting forth the amount due under the Agreement.

It is a further condition of this Letter of Guaranty that:

(1) This Letter of Guaranty will become available only provided that the
Guarantor will have been informed in writing by CONTRACTOR
and EGPC that the Agreement between CONTRACTOR, A.R.E. and
EGPC has become effective according to its terms and said Guaranty
shall become effective on the Effective Date of said Agreement.

(2) This Letter of Guaranty shall in any event automatically expire:
(a) Three (3) years and six (6) months after the date it becomes
effcctive, or
(b) At such time as the total of the amounts shown on quarterly joint
statements of EGPC and CONTRACTOR equals or exceeds the

amount of said minimum expenditure obligation, whichever is
earlier.

(3) Consequently, any claim, in respect thereof should be made to the
Guarantor prior to either of said expiration dates at the latest

accompanied by EGPC's wnitten statement, setting forth the amount
of under-expenditure by CONTRACTOR to the effect that:

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

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

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

Yours Faithfully,
ACCOUNANE ;| ~mm e e a

MANAZET ; ------mmemmemmemmeeeeceeaeaeane
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ANNEX "D
CHARTER OF OPERATING COMPANY
ARTICLEL

A joint stock company having the nationality of the ARAB REPUBLIC
QF EGYPT shall be formed with the authorization of the
GOVERNMENT n accordance with the provisions of this Agreement
referred 1o below and of this Charter,

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

ARTICLE H

The name of the Operating Company shall be mutually agreed upon
between EGQPC and CONTRACTOR on the date of the Commercial
Discovery and shall be subject 1o the approval of the Minister of
Petroloum,

ARTICLE 111
The Head Office of Operating Company shail be 1in the A.R.E. in Cairo.
ARTICLE 1V

The obiect of Operating Company is 1o act as the agency through which
EGPC and CONTRACTOR, carry out and condoct the Development
operations required in accordance with the provisions of the Agreement
signed on the «--v-- day of -------veroernes by and between the ARARB
REPUBLIC OF EGYPT, THE EGYPTIAN GENERAL PETROLEUM
CQRP{}RATK}N and CONTRACTOR covering Petroleum operations in
SOUTH ALAMEIN Area, WESTERN DESERT described therein,
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Operating Company shall be the agency to carry out and conduct
Expioration operations after the date of Commaercial Discovery pursuant
to Work Programs and Budgets approved in accordance with the

Agreement.

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

Annex "E” thereto.

Operating Company shall not engagc in any business or underiake any
activity beyond the performance of said operations unless otherwise
agreedl upon by EGPC and CONTRACTOR.

ARTICLE VY

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

rights, fuily paid and non-assessabie.

EGPC and CONTRACTOR shall ¢ach pay for, hold and own, throughout
the hife of Opecrating Company, one half {1/2) of the capital stock of
Operating Company provided that only in the event that either party
should transfer or assign the whole or any percentage of its ownership
intergst in the entivety of the Agreement, may such transieming or
assigning party transfer or assign any of the capital stock of Operating
Company and, in that event, such transferring or assigning party (and its
successors and  assignees) must transfer and assign a stock interest in
Operating Company eqgual 1o the transferred or assigned whole or percentage

of its ownership interest in the entirety of the said Agreement,
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ARTICLE VI

Operating Company shall not own any right, title, interest or c: tatc in or
under the Agreement or any Development Lease created thereunder or in
any of the Petroleum produced from any  Exploration Block or
Development Lease thereunder or 1 any of  the assets, equipment or
other property obtained or used in connection therewith, and shall not be
chiigated as a principal  for the financing or performance of any of the
dutics or cbhgations of either EGPC or CONTRACTOR under the
Agreement. Operating Company shall not make any profit from any

soturce whatsoever.,

ARTICLE VI

Operating Company shall be po more than an agent for EGPC and
CONTRACTOR. Whenever it is indicated herein that Operating
Company shall decide, take action or make a proposal and the like, it is
understood that such decision or judgment s the result of the deciston or
judgment of LGPC, CONTRACTOR or EGPC and CONTRACTOR, as

may be required by the Agreement.

ARTICLE VI
Operating Company shall have a Beard of Directors consisting of eight
(8) members, four (4) of whom shall be designated by EGPC  and the
other fouyr (4} by CONTRACTOR. The Chairman shall be designated by
EGPC and shall alse be a Managing Director. CONTRACTOR shall

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

Meetings of the Board of Directors shall be valid if a majority of the
Directors are present and any decision taken at such meetings must have
the affirmative vole of five {8) or more of the Directors; provided,
however, that any Direcior may be represented and vote by proxy held by

another Dhvector,
ARTICLE X

General meetings of the Shareholders shall be valid if a majonity of the
capital stock of Operating Company is represented thereat, Any decision
faken at such meetings must have the affirmative vote of Sharcholders

owning Or represeniing a majority of the capitat stock.
ARTICLE X}

The Board of Directors shall approve the regulations covermg the terms
and conditions of employment of the personnel of Operating Company
employed directly by Operating Company and not assigned theveto by
CONTRACTOR and EGPC.

The Board shall, in due course, draw up the By-Laws of Operating
Company, and such By-Laws shall be eftective upon being approved by
a4 General Meeting of the Shareholders, in accordance with the

provistons of Articie X hereof.
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ARTICLE X1

Operating Company shall come into existence 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 & scheme
to dispose of Gas, as provided for in the Agreement (uniess otherwise
agreed by EGPC and CONTRACTOR).

The duraiion of Operating Company shall be for a period equal 10 the

duration of the said Agreement, mcluding any renewal thereof.

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

above is terminated for any reason as provided for therein,

COMPANIA ESPFANOLA DE PETROLEOS, S.A.

THE EGYPTIAN GENERAL PETROLEUM CORPORATION

.
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ANNEX "E"
ACCOUNTING PROCEDURE
ARTICLE 1
GENERAL PROVISIONS

{a) Definitions:

The definitions contained in Article § of the Agreement shall apply to

this Accounting Procedure and have the same meanings.

(b} Siatements of activity:

{1}

(2)

CONTRACUTOR shall, pursuant to Article IV of this

Agreement, and untii the coming ito existence of the

- Operating Company - in accordance with Article VI of the

Agreement - render to EGPC within thirty (30) days of the end
of each calendar quarter a Statement of Exploration Activity
reflecting all charges and credits related to the Exploration
Operations for that quarter summarized by  appropriate
classifications indicative of the nature thereof.

Following 1ts coming into existence, Operating Company shall
render to EGPC and CONTRACTOR within fifteen (15) days
of the end of each calendar quarter a Statement of
Development and Bxploration Activity reflecting ali charges
and credits related to the Development and  Exploration
operations for that guarter surmmarized by  appropriate
classifications indicative of the nature thereof, except that items
of controflable material and unusual charges and credits shall
be detatled.
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(c)

Adjustments and Audits:

(1)

(2)

Each gquarterly Statement of Exploration Activity pursuant to
Article [ (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
(31 months EGPC takes written exception thereto pursuant to
Article IV (f) of the Agreement. During the said three (3)
month period supporting documents will be available for

inspection by EGPC during all working hours.

CONTRACTOR will have the same audit nghts on Operating

Company Statements as EGPC under this sub-paragraph.

All Statements of Development and Exploration Activity for
any calendar quarter pursuant to Article I (b) (2} of this Annex,
shall conclusively be presumcd to be true and corvect three (3)
months following the receipt of such Statement, unless within
the said three (3) months pcriod EGPC or CONTRACTOR
takes written exception thereto. Pending expiration of said three
(3) months EGPC or CONTRACTOR or both of them shall
have the right to audit Operating Company accounts, records
and supporting documents for such quarter in the same manner

as provided in Articte IV (f) of the Agreement.
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(@)

{e)

Currency Exchange:

CONTRACTOR's books for Exploration and Operating Company's
books for Development and Exploration, if any, shall be kept in the
ARE. in US. Dollars. All U.S. Dollars expenditures shall be
charged in the amount expended. All Egyptian Pounds expenditures
shall be converted to U.S. Dollars at the applicable rate of
exchange 1ssued by the Cepgtral 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 exchange for such currency as quoted by
National Westminster Bank Limited, London at 10.30 a.m. 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 Dollars expenditures to U.S.

Dollars.
Precedence of Documents:

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

Agreement shall prevail.

(f) Revision of Accounting Procedure:

(2

By mutual agreement between EGPC and CONTRACTOR, this.
Accounting Procedure may be revised in wnting from time o time

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

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

recoverable costs under the Agreement. -
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ARTICLET]
COSTS, EXPENSES AND EXPENDITURES

Subject to the provisions of the Agreement, CONTRACTOR shall alone
bear and, directly or through Operating Company, pay the following
costs and expenses, which costs and expenses shall be classified and
altocated to the activities according to sound and  generally accepted
accounting principles and treated and recovered in accordance with
Articlie Vi1 of this Agreement:

{#} Surface Rights:

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

{b} Labor and Related Cosfs:

{1} Salaries and Wages of CONTRACTOR's or Operating
Company'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
temporanly assigned to and employed in such activities. Such
salaries and wages 10 be certified by 3 certified pubhic
accounting fum.

Reasonable revisions of such salaries and wages shail be
effected to take into account changes in CONTRACTOR's
policies and amendments of laws applicable to salaries. For the
purpose of this Article Il {b) and Article I (¢} of this Annex,
salaries and wages shall mean the assessable amounts for
ARE. Income Taxes. including the salaries duning  vacations
and .sick teaves, but excluding all the amounts  of the other
items covered by the percemtage fixed under {Z} below,
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{2} For expatriate employees permanently assigned to Egypt:

y
1. All allowances applicable to salaries and wages;

2. Cost of established plans; and

3. Al travel and relocation costs of such expatriate
employees and their fanulies to and from the employee’s
country or point of origin al the time of employment, at
the time of separation, or as a result of ransfer from one
focation to another and for vacation (fransportation costs
for employees and their farmlies {ransfernng from the
ARE to another location other than their country of

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

Costs under this Article I (B) (2} shall be deemed 0 be equal to
seventy percent {70 %) or applied percentage, which is lesser, of
basic salaries and wages paid for such expatriate personnel
including those paid during vacations and sick leaves as establhished
in CONTRACTOR's intemational policies, chargeable under Article
IL{b) (1), Article IT (i}, Article II (k) (1) and Article II (k)(3) of this
Annex,

However, saluries and wages during vacations, sick leaves and
disability are covered by the forcgoing percentage. The percentage
ﬂuﬁim::f:i above shall be deemed to reflect CONTRACTOR's actual
costs as of the Effective Date with regard to the following benefits,

allowances and costs :
I, Housing and Utilities Allowance.

2. Commoditios and Services Allowance.
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Special Reptal Allowance .

4. Vacanon Transportation Allowance,
5. Vacation Travel Expense Allowance.
Vacation Excess Baggage Altowance,

Education Allowances (Children of Expatriate Emplovees).

o B

Hypotheucal U.S, Tax Offset {which results in a reduction

of the chargeable percentage).

9,  Storage of Personal Effects.
10.  Housing Refurbishment Bxpense.
ii. Pmperiy Management Serﬁﬂﬂ fees.
12, Recreation Allowance.
13, Retirement Plan.
i4. Group Life Insurance.
5. Group Medical Insurance.
16. Sickness and Disability.

{7. Vacation Plans Paid (excluding Allowable Vacation Travel
Expenses).

I8, Sm*ings; Plan.

19, Educanonal Assistance.

20.  Military Service Allowance.
21, FLCA.

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

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

The percentages outhned above shall be reviewed at  intervals of
three {3) years from the Effective Date and at such time
CONTRACTOR and BGPC will agrce on new percentages o be
used under this paragraph.

Revistons of the percentages will take into consideration vartances
+ i + » - - -
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
henefits and of personnet transfers.

(3) For expatriate employees temporarily assigned to Egypt all
atlowances, costs of estabhished piéns and all travel relocation
costs for such expatriates as paid in sccordance with
CONTRACTOR's intemational policies. Such costs shali not
include any administrative overhead other than whal s
mentioned in Article 1T {k) (2) of this Annex.

(4) Costs of expenditure or contributions made pursuant o faw or
assessment imposed by Governmental authomty which are
applicable to fabor cost of salaries and wages as provided under
Article 1T {b) (1), Article I (b) (2), Anticle H (i), Asticle I (k)
{1} and Article (k) {3) of this Annex.
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(c)

(d)

Benefits, allowances and related costs of national employees :

Bonuses, overtime, customary allowances and benefits on a basis
simifar to that prevailing for o1l companies operating in the A.R.E,,
all as chargeable under Article II (b) (1), Article II (1), Article 1I (k)
(1) and Article 11 (k) (3) of this Annex. Severance pay wilt 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.

Material

Material, equipment and supplies purchased or furnished as such by
CONTRACTOR or Operating Company.

(1) Purchases: |

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

(2) Material Furnished by CONTRACTOR:

Material required for operations shall be purchased directly

whenever practicable, except that CONTRACTOR may furnish

such material from CONTRACTOR's or CONTRACTOR's

Affiliated Companies stocks outside the A.R.E. under the

following conditions:

1. New Material {(Condition "A'")
New Material transferred from CONTRACTOR's or
CONTRACTOR's Affiliated Companies warehouse or other
properties shall be priced at cost, provided that the cost of
material supplied is not higher than 1nternational prices for
material of similar quality supplied oa similar terms,
prevailing at the time such material was supplied.
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2. Used Material (Conditions '"B" and "'C™)

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

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

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

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

(3) Warranty of Materials Furnished by CONTRACTOR

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

(e) Transportation and Employee Relocation Costs:

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

(3) Employees transportation and relocation costs for national
employees to the extent covered by established policies.
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(f) Services:

(®)

(1) Outside services: The costs of contracts for consultants, services
and utthities procured from third parties.

(2) Cost of services performed by EGPC , by CONTRACTOR or
by their Affiliated Companies in facilities inside or outside the
A.R.E. Regular, recurring, routine services, such as intcrpreting
magnetic tapes and/or other analyses, shall be performed and
charged by EGPC and/or CONTRACTOR or their Affiliated
Companies at an agreed contracted pnce. Major projects
involving engincering and design services shall be performed
by EGPC and/or CONTRACTOR or their Affillated Companies
at a negotiated contract amount.

(3) Use oi 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 competitive rates currently prevailing in the
AR.E.

(4) CONTRACTOR'S and CONTRACTOR's Affiliated
Companies' rates shall not include any administrative or
overhead costs other than what is mentioned in Article I (k) (2)
of this Annex.

Damages and Losses:

All costs or expenscs. nccessary to replace or repair damages or
losses incurred by fire, flood, storm, theft, accident or any other
cause not controllable by CONTRACTOR or Operating Company
through the cxercise of reasonable diligence. CONTRACTOR or
Operating Company shall furnish EGPC and CONTRACTOR
written notice of damages or losses incurred in excess of ten
thousand ($10.000)y U.S. Dollars per occurrence, as soon as

practicable after report of the same has been  received by
CONTRACTOR or Operating Company.
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(h} Insurance and Claims:

(i)

()

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

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

Indirect Expenses:

Cump overhcad and facilities such as shore base, warechouses, walter
systems, road systems, salaries and expenses of field supervisory
personnel, field clerks, assistanls, and other general employees
indirectly serving the Area.

Legal Expenses:

All costs and expenses of litigation, or legal services otherwise
necessary or expedient for the protection of the Area, including
attorney's fees and expenses as hereinafter provided, together with
all judgments obtained against the parties or any of them on account
of the operations under the Agreement, and actual expenses incurred
by any party or parties hereto in securing evidence for the purpose of
defending against any action or claim prosecuted or urged against
the operations or the subject matter of the Agreement. In the event
actions or claims affecting the interests hereunder shall be handled
by the legal staff of one or more of the parties hereto, a charge
commensurate with cost of providing and furmshing such services
may be made t0 operations.
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(k) Administrative Overhead and General Expcenses:

(1) While CONTRACTOR is conducting Exploration operations,

(

)

the cost of staffing and maintaining CONTRACTOR's head
officc in the A.R.E. and/or other offices established in the
A RE. as appropriaic other than field offices which will be
charged as provided in Articie Il (i), and excepting salaries of
employees of CONTRACTOR who are temporartly assigned to
and directly  serving on the Arca, which will be charged as
provided in Article H (b) of this Annex.

CONTRACTOR's administrative overhead outside the AR.E.
applicable to Exploration operations 1 the A.R.E. during the
period prior to the ivrmation of the Operating Company shall be

-charged each month at the rate of five percent (5%) of total

Exploration expenditures, where CONTRACTOR's Exploration

operations are carried out by CONTRACTOR itself. Any

administrative overhead of CONTRACTOR outside the A.R.E.

applicable to A.R.E. Exploration operations wiil not be charged

on the Exploration operations in A.R.E. while Exploration

operations are being conducted following the formations of the

Operating Company.

No other direct charges as such for CONTRACTOR's

administrative overhead outside the A.R.E. will be applied

aguinst the Exploration obligations. Examples of the type of

costs CONTRACTOR is incurring and charging hereunder due

1o activitics under  this Agreement and covered by said

percentage are:

1. Executive - Time of executive officers.

2. Treasury - Financial and exchange problems.

3. Purchasing - Procuring materials, equipment and supplies.

4, Exploration and Production-Directing, advising and controlling
the entire project.
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(n)

(3)

3. Other departments such as legal, comptroller and engineering
which contribute time, knowledge and experience (o the

operations.

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

While Operating Company is conducting operations, Operating
Company's personnel engaged in general clerical and office
work, supervisors and officers whose time is generally spent in
the main office and not the ficld, and all employees generally
considered as general and administrative and not charged to
other types of cxpcnse will be charged to operations. Such
expenses shalli be allocated each month between Exploration

and Development operations according to sound and practicable

~ accounting methods.

(I} Taxes:

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

those covered by Article 11 (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 recovered as a cost.

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 under approved. -

Work Programs and Budgets.
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(a)

ARTICLE III
INVENTORIES

Periodic Inventories, Notice and Representation:

At reasonable ntervais as agreed upon by EGPC and
CONTRACTOR inventonies shall be taken by Operating Company
of the operations materials, which shall include all such materials,
physical assets and construction projects. Written nolice of intention
to take inventory shall be gtven by Operating Company to EGPC
and CONTRACTOR at icast thirty (30) days before any inventory is
{0 begin so that EGPC and CONTRACTOR may be represcnted
when any inventory is taken. Failure of EGPC and/or
CONTRACTOR 1o be represented at an inventory shall bind them to
accept the inven'mry taken by Operating Company, who shall in that
cvent furnish the party not represented with a copy thercof.

(b} Reconciliation and Adjustment of Inventories:

(a)

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

ARTICLE 1V
COST RECOVERY

Statements of Recovery of Costs and of Cost Recovery
Petroleum:

CONTRACTOR shall, pursuant to Article VII of the Agreement,
render to EGPC as promptly as practicable but not later than fifieen
(13) days after receipt from Operating Company of the Statements
for Development and Exploration Aclivity for the calendar quarter a
Statement tor that quarter showing: |

I. Recoverable costs carried forward from the previous quarter, if
any.

2. Recoverable costs incurred and paid during the quarter.
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3. Total recoverable costs tor the quarter (1) + (2).

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

5. Amount of costs recovered for the quarter.

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

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

(b) Payments:

(c)

If such Statement shows an amoumt due EGPC, payment of that
amount shall be made in U.S. Dollars by CONTRACTOR with the
rendition of such Statement. If CONTRACTOR fails to make any
such payment to EGPC on the date when such payment is due, then
CONTRACTOR shall pay interest of two and one half percent
(2.5%) per annum higher than the London Interbank Borrowing
Offered Rate (LLIBOR) 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 nght to take its entitlement of Excess Cost Recovery
Petroleum under Article VII (a) (2) of the Agreement in kind during
the said quarter . A settlement shall be required with the rendition of
such Statements 1n case CONTRACTOR has taken more than its
own entitlement of such Excess Cost Recovery Petroleum.

(d) Audit Right:

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

(b)

{c)

ARTICLE YV
CONTROL AND MAJOR ACCOUNTS

Exploration Obligation Control Accounts:

CONTRACTOR will establish an Exploration Obligation Control
Account and an oftsetting contra account to control therein the total
ammount of bExploration expenditures yeported on Statements of
activity preparcd pey Asticle 1 {(b) {1} of ims Anncx, less any
reductions agreed to by EGPC and CONTRACUTOR following
written exceplions taken by a non-operator pursuant to Article 1 (¢}
(1) of this Annex, in order to determing when minimum Exploration
obligatiems have been met.

Cost Recovery Control Account:

CONTRACTOR will establish a Cost Recovery Contro! Account
and an off-sething contra account (o copirol therein the amount of
cost remaining to he recovered, if any, the amount of cost recovered
and the value of Excess Cost Recovery Petroleum, if any.

Major Accounts:

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

- Exploration Expenditures;

- Development Expenditures other than Operating Expenses;

- Operating Expenses;

Necessary sub-accounts shail be used.

Revenue accounts shall be maintained by CONTRACTOR to the

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

It 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 behalf
constitute additional income to CONTRACTOR, and this additional

imcome 1§ also subject to A.R.E. income tax, that is "grossed up”.

"CONTRACTOR's annual income”, as determined in Article IIT (g) (3)
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” 1s an amount added to Provistonal Income to give
"Taxable Income™, such that the grossed-up value is equivalenl to the

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

Grossed-up Value =

where the tax rate 1s cxpressed as a decimal.

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

cqual to:
$10x04
= $ 6.67
1- 04

Therefore:
Provisional income $ 10.00
Plus Grossed-up Value 0.67
Taxable Income $16.67
Less: A.R.E. Income Taxes at 40% 6.67

CONTRACTOR's Income after taxes $ 10.00
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ANNEX “F”

MAP OF NATIONAL GAS PIPELINE GRID SYSTEM
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