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CONCESSION AGREEMENT FOR PETROLEUM
EXPLORATION AND EXPLOITATION

BETWEEN

THE ARAR REPUBLIC OF EGYPT
THE EGYPTIAN GENERALAEE?TR{]LEIM CORPORATION
PHILLIPS PETR(]LEUMA ggMPANY NORTH SINAI
TEXACO EIPLDRAT?OILDNDRTH EGYPT INC.,
KM. EGYPT LTD.,

IN
OFFSHORE NORTH SINAI AREA
A.R.E.

This Agreement made and entered on this

day of ,199¢ |, by and between THE ARAR REPUBLIC
OF EGYPT ( hercinafter 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 { hercinafter referred to as “‘EGPC' ) and, PHILLIPS
PETROLEUM COMPANY NORTH SINAI, a company organized and
cxisting under the laws of the state of Delaware, United States of
America (hereinafter referred to as *PHILLIPS'”), and TEXACO
EXPLORATION NORTH BEGYPT INC., a company organized and
existintg under the laws of the Republic of Liberia (hereinafter referred
to as “TEXACO™), and K.M. EGYPT Lid.,; a Bahamian corporation
organized and existing under the laws of the Bahamas (hereinafter
referred to as “"K.M. EGYPT LTD."). (Phillips, Texaco and K.M.
Egypt Ltd. hereinafter referred to collectively as “‘CONTRACTOR and
individually as **CONTRACTOR MEMBER''}.
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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 sea bed
subject to its jurisdiction and extending bevond the territorial waters,
are the property of the State; and

WHEREAS, EGPC has applied for an exclusive concession for the
exploration and exploitation of petroleum in and throughout the area
referred to in Article 11, and described in Annex A’ and shown
approximately on Annex ““B*" which are attached hereto and made part
hereof; and

WHEREAS, PHILLIPS, TEXACO and K.M. EGYPT LTD. agree
to undertake their obligations provided hereinafter as Contractor with
respect to the exploration, development and production of petroleutn

in said Area; and
WHEREAS, the Government desires hereby to grant such

Concession: and
WHEREAS, the Minister of Petroleum and Minera) Resources

pursuant to the provisions of Law No. 86 of 1956, may enter into a
concession agreement with EGPC, and with PHILLIPS, TEXACQO and
K.M. EGYPT LTD, as a contractor in the Area.

NOW, therefore, the parties hereto agree as follows :

ARTICLE 1
DEFINITIONS

fa) ‘'‘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 equipment therefore, all as may be contained in the
approved Work Programs and Budgets. The verb “‘explore” means
the act of conducting exploration.

(0) *‘Development'' shall include, but not be limited to, all the
operations and activities pursuant to approved Work Programs
and Budgets under this Agreement with respect to :

(i) the drilling, plugging, deepening, side tracking, redrilling,

completing, equipping of development wells, the changing
of the status of a well, and
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{5y design, engineering, construction, insialiation, strwcmg anqi
maintenance of equipiment, lines, systems facilities, plantg and
related operations to produce and operate said development

welis, taking, saving, ireating, handling, stoving, transporting
amdl delivering petroleum, repressuring, recycling and other
sevondary recovery projects, and

{iii} transportation, storage and any other work or activitfes

necessary oF anciliary 10 the activities specified in §) and 6.
“Patrgleum® means Hquid crude oil of various densities, asphait,
gas_ casinghead gas and all other bydrocarbon substances that may
be found in, and produced, or stherwise abtained and saved from
the Area under this Agreement, and all other substancas that may
be extracted therefrom.

“Liquid Crude Oi** or “Crude Oi'* or *'Oil’' means any
hydrocarbon produced from the Area which is in a liguid state
at the wellhead or lease separatars or which is extracted from the
gas or casinghead gas in a plant, Such hqud state shall exist at
sixty {60} degrees Fahrenheit and almospheric pressurz of 14.65
PSIA. Such term includes distillate and condensate.

“Gas" is natural gas both associatad and non-associated, and alt
of ity constituent elements produced from any well in the Area
{ other than Liquid Crude il ) and all nonhydrocarbon substances
therein, Said ferm shall include residual Gas, that gas remaining
after removal of LPG,

“LPGY means Hquefied petrolenm gas, which is & mixture of,
pringipally, butane and propane liguefied by pressure and
iemperature.

A “Barrel' shall consist of fortytwo (421 United States gallons,
figuid measure, correcied 1o a temperature of sty {60) degrees
Fahrenheit,
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(h) (1)

(i)
)

2)

“Commercial Oi! Well'* means the first well on any geological
feature which after testing for a period of not more than thirty
(30) consecutive days where practical, but in any event in
accordance with sound and accepted industry production
practices, and verified by EGPC, is found to be ¢apable of
producing at the average rate of not kess than two thousand
(2,000) barrels of oil per day (BOPD). The date of discovery
of a “*“Commercial Oil Well’' is the date on which such well
is tested and completed according to the above,

“Commercial Gas Well’' means the first well on any geological
feature which after testing for a period of not more than thirty
(30) consecutive days where practical, but in any event in
accordance with sound and accepted industry production
practices and verified by EGPC, is found to be capable of
producing at the average rate of not less than fifteen (15)
million 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.

“A.R.E."” means ARAB REPUBLIC OF EGYPT.

‘“Bffective Date’’ means the date on which the text of this
Agreement is signed by the GOVERNMENT, EGPC, and
CONTRACTOR, after the relevant Law is issued.

fk) (1} *“*Year'’ means a period of twelve (12) months according to

(l

the Gregorian Calendar.

(2) **Calendar Year’ means a period of twelve (12) months

according 1o the Gregorian Calendar being Ist January to 31st
December.

“Financial Year" means the Government’s financial year
according to the laws and regulations of the A.R.E.

(m) “Tax Year’’ means the period of twelve (12) months according
to the laws and regulations of the A.R.E.
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(nj An “Affiliated Company’’ means a company :

(i) the share capital,conferring & majority of votes at stockholders’
meetings of such company, of which is owned directly or
indirectly by a party hereto;

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

(ili) whose share capital conferring a majority of votes ai
stockholder meetings of such company and the share capital
conferring a majority of votes at stockholders’ meetings of a
party hereto are owned directly or indirectly by the same
company.

fo} *‘Exploration Block’’ shali mean an area, the corner points of
which have 10 be coincident with three (3) minute by three (3)
minute latitude and longitude divisions, according to the
Internationai Grid System where possible or with the existing
boundaries of the Area covered by this Concession Agreement as
set out in Annex “A’.

(p} “‘Development Block’ shall mean an area, the corner points of
which have to be coincident with one (1) minute by oae (1) minute
iatitude and longitude divisions, according to the International Grid
System where possible or with the existing boundaries of the Area
covered by this Concession Agreement as set out in Annex “*A”.

{g} ‘‘Development Lease (s)’* shall mean the Development Block or
Blocks covering the geological structure capable of production,
ihe corner points of which have to be coincident with one (1)
minute by one (1) minute latitude and longitude divisions according
to the International Grid System where possible or with the existing
houndaries of the Area covered by this Concession Agreement as
set oul in Annex ‘A",

{r] “*Agreement '* shall mean this Concession Agreement and its
Annexes.

(s} ‘“Gas Sales Agreement’’ shall mean a written agreement between
EGPC and CONTRACTOR (as sellers) and EGPC (as buyer)
which contains the terms and conditions for gas sales from a
Development Lease entered into pursuant to Article VII (e).
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{if **Standard Cubic Foot™ (SCF} is the amount of gas necesssry o
fill one (1) cubic foot of space at atmospheric prassure of 14,68
PSIA at a base temperature of sixty degrees Fahrenheit {80 °FL

ARTICILE &
ANNEXES T() THE AGREEMENT

Anncx “A” is a description of the area covered and affected by
ihis Agreement, hereinafier referred to as “The Area®’,

Annex “B” 18 a provisional illustrative map on the scale of
I 1 730,000 indicating the Area covered and affected by this Agreernent
and described in Annex A",

Annex (" is the form of a Lettzr of Guaranty to be submitted
by CONTRACTOR one {i} day before the timme of signature by the
Minister of Petrolenm and Mineral Resources of this Agreement, for
the sum of ten {10} milkon 1.8, Dollars {4 10,000,000) guarantecing
the ¢xecution of CONTRACTOR's minithum exploration obligations
hereunder for the first two and one-half {2.5) year exploration period.
in case CONTRACTOR extends the initial exploration period for two
{2) additions! periods of three (3) years and two (2) vears respectively,
cach in accordance with Article [T (b} of the Agreement, & similar Leotter
of Guaranty shall be issued and be subimitted by CONTRACTOR on
the day the CONTRACTOR exercises its opfion io extend.
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The first such Letter of Guaraney shall be for the sum of “twelve million
five hundred thousand 1.5, Dollars’ ($12,500,000) and the second
such Letter of Guaranty shall be for the som of eight miliion ULS.
Dollars (§3, 000,000 less in both instances any excess expenditures of
the preceding exploration period permitted for carry forward in
accordance with Article 1V {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 i has been
issued expept as # may be relessed prior to that time in accordance with
the termy thereof,

Annex ‘D" is the form of a Charter of the Operating Company
1 be formed as provided for in Article Vi hereof.

Annex “E” is the Accounting Procedure.

Anmnex “F* is a map of the National Gas Pipeline Grid System
established by the GOVERNMENT, The point of delivery for Cias shall
be the Dange conneciing the lease mipeline 1o the nearest point on the
National Gas Pipeline Grid System depicted in such Annex, or as
otherwise agreed upon by E.G.P.C. and CONTRACTOR,

Annaxes AT VBT, UOY, DY, YEY and UF 1o this Agreement
are hereby made part hereof, and they shall be considered as having
equal force and effect with the provisionsg of this Agreement,

ARTICLE II1
GRANT OF RIGHTS AND TERM

The GOVERNMENT hereby grants EGPC and CONTRACTOR
stibject Lo the terts, covenants and conditions set out it this Agreement,
which insofar as they are contrary to or inconsistent with any provisions
of Law Mo, 86 of 1253, as amended,shall have the force of Law, an
exclusive concession in and 1o the Area described in Annexes A" and
‘BT
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The GOVERNMENT shall own and be entitled, as hereinafter
provided to a royalty in cash or in kind of ten (10} percent of the
total quantity of Petroleurn produced and saved from the Area
during the development period including renewsl. Said royalty shall
be borne and paid by EGPC and shall not be the obligation of
the CONTRACTOR. The payment of royalties by EGPC shall
not ba desmed i resull in ncome attributable to the
CONTRACTOR,

An initial explioration peniod of two and one-half [2.5) years shall
start from the Effective Date. Two () succegsive extensions to the
initial exploration period, of three (3} years and two {2) years
respectively, shall be granted to CONTRACTOR at {is option,
upon not less than thirty (30) days prior written notice to EGPC
and subject only to its having fulfilled its obligations hereunder
for the then corrent period. This Agreement shall be terminated
if neither a Commercial Ol Discovery nor a Commercial Gas
Discovery is established by the end of the seven and one-half (7.5}
vears of the exploration period. However, such period may be
extended at CONTRACTOR s option for up to six {6} months to
enable the completion of drilling and testing of any well actually
drifling Or testing ai the end of the seven and one-half {7.5) veur
exploration period, The ¢lection by BGPC to undertake a soin risk
venture wnder paragraph (¢) immediately hereafter shall not extend
the Exploration period nor affect the termination of this Agresment
as to CONTRACTOR.

Commercial Dis¢overy

(i) A Commercial Discovery-whether of Oil or Gag-may consist
of ong producing reservoir or a group of producing Teservolrs
which ix wotthy of being developed commercially. After
discovery of a Commercial Oil or Gas Well CONTRACTOR
shall, unless otherwise apgreed upon with EGPL, undertake as
part of its exploration program the appraisal of the discovery
by drilling one or more appraisal wells, to determine whether
such discovery is worthy of being developed commercially,
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taking into consideration the recoverable reserves, production,
pipeline and terminal facilities required, estimated Petroleum
prices, and all other relevant technical and economic factors.

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

(iii} CONTRACTOR shall give notice of a Commercial Discovery
to EGPC immediately after the discovery is considered by
CONTRACTOR to be worthy of commercial development but
in any event with respect to a Commercial Qil Well not later
than thirty (30) days following the completion of the second
exploration appraisal well, or twelve (12) months following the
date of the discovery of the Commercial Oi] Well, whichever
is earlier, or with respect to a Commercial Gas Well not later
than twenty-four (24) months following the date of the
discovery of the Commercial Gas Well (unless EGPC agrees
that such period may be extended) except that CONTRACTOR
shall also have the right to give such notice of Commercial
Discovery with respect to any reservoir or reservoirs even if
the well or wells thereon are not ‘*Commercial’* within the
definition of ‘*‘Commercial Well** if, in its opinion, a reservoir
or a group of reservoirs, considered collectively, could be
worthy of commercial development.

CONTRACTOR may also give a notice of Commercial Qil
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 hHeld life.



\‘ﬁfh_ﬂ-«-—g}r\ J(tgﬁ}ﬂf .'i.Lnj'l—L_:"J“EJ.!J;_-i

L'

wolas Lt ladl D0 e laa Jglially Aipell aaiagy

i pis g yein gall Vigr Aealad] SUL DS lia sy SIAD ) U

LY b 5%y - ol LSl sy o L B

Ipny o lae JHRA, Al 4 i1 dl gl e gl
 eolal LaLssy

Gy o3l bolad GLEES) Jliall o ey aly pla ) waloast o3 o) - 8

oLkl 3as Aizgll 3oy 408« () Bsmall 238 3 oMol 3 ySull JKa
@Ll.el'mujuﬂ\_,.ﬂnli.uhaﬂiﬂl Fl.‘.‘ﬁll_*_,.( Y ).:._-..'i_,_}._._‘:.
AN eliadit sas b ¢ il ot LSV jtad) clhac) Jgladd
Ol A lad 1k » e ¥ Sk (LS} Se Doed (VT) de
> syl S i) e il pA oy S DS ey ey gl
ALy 53 ke Al lian y A ghonny 4005 e o S 4 ke s
iy o aagy s S Gy glaal a leil e Lagy (4 ) Caian 0y
gyl A il aaaal) Aaladl yaas eV i
iy i) ZEY) el y ¢ kel i il LYY ¢ Aaaais ol
G (D Jgliall Bagy o ] Aa 0 CallSl] dipgll iy ¢ Wl
dalaad! ol i LIS Jhay of Jlaa¥h ol aadiul e Ly (T4)
GLES) 3 yay Ala b AWV a38 i lple o paiall pKaD Gk
ghad _aiony ASEYY 03 Ly poaai azan o Wt oda . (5l
c3adaall Aaliiall ot dguill
sosaall Zaluad) 56 o Zabaall Ol da¥ pae Jaliall il 13
o V) A gl et cind (g gl Sl S i
Jplially gl o Aaluaall ada Je BWY o3 of o ¢ Rgl A aas
st o Ryl Gy ¢ Jyil) Al (4 Ayl Aadul g i
sead of Adagll (3 lslaally Aadtill A€ 50 391 5 Ala A ) Sililaall,
i ey Adggdl Sllad elln oLl cllally Gl 4,0



YV

YAAY 'A;J‘H.'i Ll J{cglij ay }-h.!'-—i.::")'li-h_.}}_-\

(iv)

Following receipt of a notice of a Commercial Oil or Gas
Discovery, EGPC and CONTRACTOR shall meet and review
all appropriate data with a view to mutually agreeing upon the
existence of a Commercial Discovery. The date of a Commercial
Discovery shall be the date EGPC and CONTRACTOR jointly
agree that a Commercial Discovery exists.

If Crude Qil is discovered but is not deemed by
CONTRACTOR 1o be a Commercial Oil Discovery under the
above provisions of this paragraph (¢), EGPC shall one (1)
month after the expiration of the period specified above within
which CONTRACTOR can give notice of Commercial Qil
Discavery, or thirteen {13) months after completion of a well
not considered 1o be a **Commercial Oil Well”, have the right,
following sixty (60) days notice in writing to CONTRACTOR,
at its sole cost, risk and expense, to develop, produce and
dispose of all Crude Oil from the geological feature on which
the wel]l has been drilled. Said notice shall state the specific area
covering said geological feature to be developed, the wells to
be drilled, the production facilities to be installed and EGPC's
estimated cost thereof. Within thirty (30) days after receipt of
said notice CONTRACTOR may, 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.

If CONTRACTOR elects not to develop such area, the specific
area covering said geological feature shall be set aside for
sole risk operations by EGPC, such area to be mutually
ngreed upon by EGPC and CONTRACTOR on the basis of
good Petroleum industry practice. EGPC shall be entitled to
nerform, or in the event Operating Company has
come into existence, to have Operating Company
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perform, such operations for the account of EGPC and at
EGPC's sole cost, risk and expense. When EGPC has recovered
from the Crude Qil produced from such specific area a quantity
of Crude Oil equal in value to three hundred (300) percent 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 Oil Discovery, elsewhere within
the Area, to share in further development and production of
that specific area upon paying EGPC one hundred (100) percent
of such costs incurred by EGPC. Such one hundred (100)
percent payment shall not be recovered by CONTRACTOR.

Immediately following such payment the specific area shall
either (i) rever! to the status of an ordinary Development Lease
under this Agreement and thereafter shall be operated in
accordance with the terms hereof; or (ii) alternatively, in the
event that at such time EGPC or its Affiliated Company is
conducting development operations in the area at its sole
expense and EGPC elects to continue operating, the area shall
remain set aside and CONTRACTOR shall only be entitled to
its production sharing percentage of the Crude Qil as specified
in Article V1I{b} below. The sole risk Crude Qil shall be valued
in the manner provided in paragraph (c) of Article VII. In the
event of any termination of this Agreement under the provisious
of Article IT1{b) above this Agreement shall, however, continue
to apply to EGPC's operation of any sole risk venture
hereunder, although such Agreement shall have been terminated
with respect to CONTRACTOR pursuant to the provisions of
Article 1I1{b) above,

{d) Conversion to a Development Lease :

(i) Following a Commercial Qil Discovery or a Commiercial Gas
Discovery the extent of the whole area capable of production
to be covered by a Development Lease shail be mutually agreed
apon by EGPC and CONTRACTOR and be subject to the
approval of the Minister of Petroleum and Mineral Resources.
Such area shall be converted automatically into a Development
Lease without the issue of any additional legal instrument or
permission.
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Following the conversion of an area to a Development Lease
based on a Commercial Gas Discovery { or upon the discovery
of Gas in a Development Lease granted following a
Commercial Oil Discovery) EGPC shall make efforts to find
adequate local markets capable of absorbing the production
of Gas and shall advise CONTRACTOR of the potential
outlets for such Gas, and the expected annual schedule of
demand. Thereafter, EGPC and CONTRACTOR shall meet
with a view to 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
available shall be disposed of to EGPC under a long-term Sales
Agreement in accordance with and subject to the conditions
set forth in Article VII below,

{iit) The Development period 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
Optional Extension Period ( as defined below) provided
that, in the event that, subsequent 1o the conversion of a
Commercial Oil Discovery intc a Development Lease, Gas
is discovered in the same Development Lease and is used
or s capabie 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) years from the date of first
deliveries of Gas lecally or for export plus the Optional
Extension Period (as defined below) provided that the
duration of such Development Lecase 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 and Mineral Resources.
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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 Optional Extension Period ( as defined
below ) provided that if subsequent to the conversion of
a Commercial Gas Discovery into a Development Lease,
Crude Qil is discovered in the same Development Lease,
CONTRACTOR's share of such Crude Oil from the
Development Lease { except LPG extracted from Gas or
Crude Oil in the form of Condensate produced with Gas )
and Gas associated with such Crude Oil shall revert entirely
to EGPC upon the lapse of twenty (20) years from the date
of such Crude Qil Discovery plus the Optional Extension
Period ( as defined below ).

Notwithstanding anything to the contrary under this
Agrecment, the duration of a Development Lease based
an a Commercial Gas Discovery shall in no casc exceed
thirty-five (35) years from the date of such Commercial
Discovery.

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

The “‘Optional Extension Period’’ shall mean a period
of five (5) years which may be elected by CONTRACTOR
upon six {§) months written notice to EGPC prior to the
expiry of the relevant twenty (20) year period.

fe) Development operations shall, upon the issuance of a Development
Lease granfed following a Commercial Oil Discovery, be started
promptly by Operating Company and be conducted in accordance
with good oil field practices and accepted petroleum engineering
principles, until the field is considered to be fully developed, 1t
being understood that if associated gas is not utilized, EGPC and
CONTRACTOR shall negotiate in good faith on the best way to
avoid impairing the production in the interest of the parties,
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In the event no Commercial Production of oil in regular shipments
is established in any Development Block within four (4) years from
the date of the Commercial oil Discovery, such Development Block
shall immeadiately be relinquished. However, such four (4) year
period may be extended by an additional period not exceeding one
(1) year subject to the approval of the Minister of Petroleum and
Mineral Resources. Each Development Block in a Development
Lease being partly within the radius of drainage of any producing
well in such Development Lease shall be considered as participating
in the Commercial Production referred o above.

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

If upon application by Contractor it is recognized by EGPC that
Crude Oil or Gas is being drained from a Block under this
Agreement into a Development Block on an adjoining concession
area held by Contractor, the Block being drained shall be
considered as participating in the Commercial Production of the
Development Block in question and the Block being drained shall
be converted into a Development Lease with the ¢nsuing allocation
of costs and production {calculated from the Effective Date or
the date such drainage occurs, whichever is larer) between the two
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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 peclogical structure
underlying each Concession Area bears to the total recoverable
reserves of such structure underlying both Concession Areas, The
production allocated to a Concession Arca shall be priced
according to the Concession Agreement covering that Concession
Area.

CONTRACTOR shall bear and pay all the costs and expenses
required in carrying out all the operations under this Agreement
but such costs and expenses shall not include any interest on
investment. CONTRACTOR shall look only to the Petroleum to
which it is entitled under this Agreement to recover such costs and
expenses. Such costs and expenses shall be recoverable as provided
in Article VII, During the term of this Agreement and its renewal,
the total production achieved in the conduct of such operations
shall be divided between EGPC and CONTRACTOR in
accordance with the provisions of Article VII.

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

2. CONTRACTOR’s annual income for Egyptian income 1ax

purposes under this Agreement shall be an amount calcuiated
as follows:

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

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

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

An gmount ¢qual 1o CONTRACTOR s Egyptian income
taxes grossed up in the manner shown in Annex “E»
Article VI.

For purposes ¢f above tax deductions in any Tax Year,
paragraph (a) of Article VII 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 paragraph (a) of Article
V1! 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
laxes paid by EGPC in the name and on behalf of
CONTRACTOR shall be considered income to
CONTRACTOR.

EGPC shalil furnish to CONTRACTOR the proper official
receipts evidencing the payment of CONTRACTORs 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 shatl be issued by the
proper Tax Authorities and shall state the amount and other
particulars customary for such receipts.

Ax used herein, Egyptian Income Tax shall be inclusive of all
ncome taxes pavable in the AR.E. { including tax on tax )
<u-h as the tax on income [rom movable capital and the tax
o profits from commerce and industry and inclusive of 1axes
hased on income or profits including all dividend, withholding
with respect to shareholders and other taxes imposed by the
Government of A R.LC. on the disiribution of income or profits
by CONTRACTOR.



49y MW}V‘LJ{&-&}#?JME* “J’ii-hjl_-f

1 3

*-:#‘PJ *—-J'-{*“ u~“ Wagh) i 2 M*JW" Azax 1(-'-* pocri u" !
Al e Al Wil geds AR Q4R o G osemad Jaaf
{ A ) Balalt)
Sl 5 e cliiilly Jaall mabiy

i ga b LAY e aiaiiar aall ablas Yay of Jyliall e cany
o maas ARV e b e el (1) B by
2 A5 aule ae ge 3 Gahiall &GSV el g o D
£ Y ) ool siag ot 5T aa ;UL}.Jt Jhm(ﬁn)w;w.,_,..ut
il 1M|¢;m@uu1with WY il m DA
Gaaglly Laaladl lilall e la gy LYY Ralad) L 1N 5 g 3o
ARkl Ll Ralt 33 A 055

58 e chyliall Gaags { V.2 } ohoads Ol R050 S 3 5 2
(e y O ghea [ ) 230 Leghaa ¢ idlial { ¥ ) ol 34 Cealt
S SUaad e ol ol g () AN AL G, i e o (Y)
oy gll Baa 8 U6 by SV e Ta (70 ) 0Dl Gaens
wtal 3L 00 5 g Zaadl O #@ﬁb*ﬂiwﬁ?i&ﬁd}w}#ﬁiﬁi
M dtadh 3 o LAWYE a3 uiadiay sdall
(Veees o) adainde e iy Y L il ol Jsthalt o i
vasall Gillac L G Yl Baadall LYl SV s e Y e
ey ¥ Gacdl 153 (e Ly Ribad A,
PR B DS S S PRI W
WS £ ) Coole Jharg e B8 Veor a b g e puume ol
il Aflesad s e e G e B Y L iy oh O
e A e ¥ ol QY ol Y e N (VY 0 as)
RO PRV B FORE PRI (L S LT K R T
PN LS TRUNE S SIS TR VO PR TR 11X I 1 K0 N
i (Y ) cotion BRI G0 5l Dhay L OUH (P) KB dayy
JBY Lo 3 oy o) siall o 3l 5V anll s i amg W (il s,y

(1)



£ YAAY R ey TV O (aty OF ddall - L Jlay

6. Incalculating its A.R.E. income taxes, EGPC shall be entitled
to deduct all rayalties paid by EGPC 1o the Government and

CONTRACTOR’s Egyptian income taxes paid by EGPC on
CONTRACTOR's behalf,

ARTICLE 1¥
WORK PROGRAM AND EXPENDITURES DURING
EXPLORATION PERIOD

(a} CONTRACTOR shall commence Exploration operations
hereunder not later than six (6) months after the Effective Date.
Not Jater than the end of the fifteenth (15th) month after the
Effective Date, CONTRACTOR shall start exploration drilling
in the Area, with a commitment of drilling twa {2) wells during
the initial exploration period. EGPC shall make available for
CONTRACTOR’s use all seismic, wells and other exploration data
in EGPC’s possession with respect to the Area,

(b) The initial exploration period shall be two and one-half (2.5) years.
CONTRACTOR may extend this exploration period for two (2)
additional periods of three (3) and two (2) years respectively in
accordance with Article IIT (b), each upon at least thirty (30) days
prior written notice to EGPC subject to its expenditure of its
minimum exploration obligations and of its fulfillment of the
drilling obligations hereunder, for the then current period.

CONTRACTOR shall spend a minimum of ten million U.S.
Dollars (U.S § 10,000,000) on explaration operations and activities
related thereto during the initial two and one-half (2.5) year
exploration period; provided that CONTRACTOR shalt do 1,000
km of seismic and drill two (2) wells. For the first three (3) year
period that CONTRACTOR e¢lects to extend beyond the initial
exploration period, CONTRACTOR shall spend a minimum of
an additional twelve million five hundred thousand U.S, Dollars
(U.S. $ 12,500,000); provided that CONTRACTOR shall do 500
km seismic and drill three (3) wells. For the second period ef two
(2) years that CONTRACTOR elects to extend beyond the initial
Exploration Period CONTRACTOR shall spend a minimum of



TRAY i e T3 B at )y 8F Jandl — & J1 B

£y

daadadl DLV M S Vs e V(A e v ) Cadhae Al e
Y ) Caa i 0y B aY)
G o3k 538 adaall W) aad e iE 3 3 e s
.ﬁgﬁ“};fﬁﬁﬁjmmw‘fuﬁwﬁspm
;)ﬂuid},{_\}thmdi.ywdj?im{fc}mjwi
il plealt ok AW aadl e aeadd o Sa 50l I 0l 4 S amg
A NS Wiy ok 50 LY sad LW aal) il a0 5 5L
P JUCCT UG & LR - SR R 9
e LB A3 ey a3 A ghe oo B RS e i
b G (V50 ) iy Cpiull gl die g} ey el g
f yans oo Jb Wl 2ol Gllae e 3030 58 00y 0 LTI Gl
AN R A Y e e Ve e e Y palle o0 jh
bt g 3ie SR S B b Wl b o RS saYE saaiad
Candy i ¢l lan G S e Al 3 30 0 (Y8 ) e
caSha B sall flia iy B0 b gleca Wilie Al ady o) Jylial) Lo
Aidhee 2S5 a1t saaiall Y g A g3 e {3 vae aen)
i ada ooy ¢ ondt Ahadid e Mk il 30 Al gy SSIB
O ok (T )R g 8t Akt e LA aic Ayl bt
d\_p.::‘h_m.,lﬂ;ﬂhbﬂhﬁw(?E)MJWILM
dailial 3y LAy ae J el iy ol Sl 3 e S
PR 3R T B T T IS I R PRV VI <L B RNE P,
ot O ¢ el Rl Jpndadl 34 s ISV 236 walle Lalle g
apaiall G phally hian SRS Al B e bl e o A3 Gy
Golaal £V Al A kbt sl i e
WHEEY el aae Alla 3 aslE o o) GIN SoLal RAVS 2 aa
Gl Al A WD 6 as i Mad¥l e o a5 jles
i yoa kit g Jglial RS Al A e (V.00 ) Ceilly Rkl

T



£ Y "I'.\Tl:-l_).u—-g:'l"ld{cgli}ﬂ'l'#-lﬂ1—l_.:‘)ii.g}r1

an additional eight million U.S. DoHars (1J.5. § 8,000,0600):
provided that CONTRACTOR shall drill two (2) wells,

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 two and one-half (2.5) vear
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 mimimum number of wells
required to be drilled during any succeeding exploration period
or periods, 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 two
and one half {2.5) year of the initial Exploration period, having
expended less than the total sum of ten million U.S. Dellars (U.S.
$10,000,000) on Exploration or in the event at the end of the two
and one-half (2.5) year Exploration period CONTRACTOR has
expended less than saidsum inthe Area, an amount equal 10 the
difference between the said ten million U.S. Dollars (U.S.
$10,000,000) and the amount actuailly spent on Exploration
activities shall be paid by CONTRACTOR to EGPC at the time
of surrendering or within three (3} months from the end of the
two and one-half (2.5) years of the initial Exploration period, as
the case may be. Any expenditure deficiency by CONTRACTOR
at the end of any additional period for the reasons above-noted
shali similarly result in a payment by CONTRACTOR to EGPC
of such deficiency. Provided this Agreement is still in force as to
CONTRACTOR, CONTRACTOR shall be entitled to recover any
such payments as exploration expendituere in the manner provided
for under Article VI1 in the event of Commercial Production.

Withaout prejudice to Article 111 (b), in case no Commercial Oil
Discovery is established or no notice of Commercial Gas Discovery
is given by the end of the seven and one-half (7.5) year, or in case
CONTRACTOR surrenders the Area under this Agreement prior
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to such time, EGPC shall not bear any of aforesaid expenses spent
by CONTRACTOR.

At least four (4) months prior to the beginning of each Financial
Year or at such other times as may mutually be agreed to by EGPC
and CONTRACTOR, CONTRACTOR shall prepare an
Exploration Work Program and Budget for the Area setting forth
the Exploration operations which CONTRACTOR proposes to
carry out during the ensuing year.

The Exploration Work Program and Budget shall be reviewed
by a joint Committee t0 be estabhshed by EGPC and
CONTRACTOR afier the Etfeciive Date of this Agreement. This
Committee, hereinafter referred io as the ‘“Exploration Advisory
Commitiee’’, shall consist of s1x (6) members, three (3) of whom
shall be appointed by EGPC and three (3) by CONTRACTOR.
The Chairman of the Exploration Advisory Committee shall be
designated by EGPC from among the members appainted by 1t.
The Exploration Advisory Committec shall review and give such
advice as it deems appropriate with respect 1o the proposed Work
Program and Budget. Following review by the Exploration
Advisory Commuttee, CONTRACTOR shall make such revisions
as CONTRACTOR deems appropriate and submit the Exploration
Work Program and Budget to EGPC for appraval.

Following such approval, it is further agreed that ;

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

(i) In the event of emergencies involving danger of loss of lives
or property, CONTRACTOR may expend such additional
unbudpeted amounts as may be required to alleviate such
danger. Such expenditure shall be considered in all respects
as Exploration expenditure and shall be recovered pursuant
to the provisions of Article Vil hereof.

CONTRACTOR shall advance all necessary funds for all materials,
aquipment, supphies, personnel, adminisiration and operations
ppursuant to the Exploration Work Program and Budget and EGPC
shall not be responsible to bear or repay any of the aforesaid costs.
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fei CONTRACTOR shall be responsible for the ﬁreparatinn and

(f}

performance of the Exploration Work Program which shall be
implemented in a werkmanlike manner and consistent with geod
industry practices

Except as is appropriate for the processing of data, specialized
laboratory engineering and development studies thereon, to be
made in specialized centers outside A_R.E., all geological and
geophysical studies as well as any other studies related to the

performance of this Apreement. shall be made in the A.R.E.
CONTRACTOR shall entrust the management of Exploration

operations in the A.R.E. 1o its technically competent General
Manager and Deputy General Manager. The names of such
Manager and Deputy General Manager, shall upon appointment,
be forthwith notified 1o the GOVERNMENT and to EGPC. The
General Manager and, in his absence, the Deputy General Manager
shall be entrusted by CONTRACTOR with sufficient powers 10
garry out immediately all lawful written directions given to them
by the GOVERNMENT or its representative under the terms of
this Agreement. All lawful regulations 18sued or hereafter to be
issued which are applicable hereunder and not in conflict with this
Agreement shall apply to CONTRACTOR,

CONTRACTOR shall supply EGPC, within thirty (30) days from
the end of each calendar quarter, with a Statement of Exploration
Activity showing costs incurred by CONTRACTOR during such
quarter. CONTRACTOR’s records and necessary supporting
documents shall be available for inspection by EGPC at any time
during regular working hours for three (3) months from the date

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

considers

(1) that the record of costs is not correct;
(2) thai the costs of goods or services supplied are not in line with

the international market prices for goods or services of similar
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quality supplied on similar terms prevailing at the time such
goods or services were supplied, provided however, that
surchases made and services performed within the A.R.E. shall
be subject to Article XXV,

(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
aperattons.

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

Any reimbursement due to EGPC out of the Cast Recovery
Petroleum as a result of reaching Agreement or of an arbitral
award shall be promptly made in cash 1o EGPC, plus simple
interest at LLIBOR plus 2.5 percent per annum from the date on
which the disputed amount (3) would have been paid te EGPC
according to Article VII (a) (2) and ANNEX *“'E"’ (1. e. the date
of rendition of the relevant Cost Recovery Statement) of this
Agreement to the date of payment. The LIBOR rate applicable
shall be the averape of the fipure or figures published by the
Financial Times representing the mid-point of the rates (bid and
ask) applicable to ane month U.S. Dollar deposits in the London
[nterbank Eurocurrency Market on each fifteenth day of each
maonth occurring berween the date on which the disputed amouni(s)
would have been paid to EGPC and the date on which it is settled.

{f the LIBOR rate is available on any fifteenth day but is not
published in the Financial Times in respect of such day for
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any reason, the LIBOR raie chosen shall be that offered by
Citibank N.A. to other leading banks in the Londen Interbank
Eurocurrency Market for one menth U.S. dollar deposits.

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

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

CONTRACTOR shall supply all funds necessary for its operations
in A.R.E. under this Agreement in freely convertible currency from
abroad. CONTRACTOR shall have the right to buy Egyptian
currency whenever required and the conversion shall be made at
the local banks in the A.R.E. according to the Official A.R.E.
rate of exchange,

EGPC is authorized to advance to CONTRACTOR the Egyptian
currency required for the operations under this Agreement against
receiving from CONTRACTOR an equivalent amount of U.5.
Daollars at the official A.R.E. rate of exchange, such dollar amount
1o be deposited in an EGPC account abroad with a correspondent
bank of the National Bank of Egypt, Cairo. Withdrawals from
said acccunt shall be used for financing EGPC’s and its Affihates
foreign currency requirements subjeci to the approval of the
Minister of Petroleumn and Mineral Resources.
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ARTICLE ¥
MANDATORY AND YOLUNTARY RELINQUISHMENTS

fa} Mandstory

Al the end of the two and one-haif (2.5} vear afier the Effective
Date hereof, CONTRACTOR shall reiinguish to the
GOVERNMENT a total of twenty-five (25) percent of the original
Area nit then converted 10 a Development Lease or Leases. Such
ralinquishment shall be in units of whele Exploration Blocks or
parts of Exploration Blocks not converted to Development Leasss
sa as to enable the celinquishment requirements t& be precisely
fulfilled.

At the end of the fifth and one-half {5.5) year after the Effective
Diate hereof, CONTRACTOR shall! relinguish to the
GOVERNMENT an additionat twenty-five (25} percent of the Area
not then converted to a Development Lease or Leases. Such
relinguishment shall be in units of whole Exploration Blocks or
parts of Exploration Blocks not converted to Development Leases
so as 10 ¢nable the relinguishment requirements 1o be precisely
fulfitiad.

Without prejudice 1o Articles Il and XXII and the last three
paragraphs of this Article V { a} at the end of the seven and
ane-half {7.5) years of the Expipration period, CONTRACTOR
shall relinquish the remainder of the Area not thea converted to
a Development Leas¢ or Leases,

It is understood that at the time of any relinquishment the areas
to be eonveried into Development Leases and which are submitted
to the Minister of Petroleumn and Minerai Resources for his
appravid, according 1o Article Il { d } shall, subject to such
approval, be deemed converted to Development Leases.

CONTRACTOR shall not be reqguired 1o relinguish
any EBxploration Block or Bilocks on which a Commercial
Oil or Gas Well is discovered befors the pericd of time
referred to in Article III (c) of this Agreement
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given 10 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 a Commercial Discovery pursuant to
Article III { ¢ ) , and without prejudice to the requirements of
Article 11 (e ).

In the event at the end of any exploration period, a well is actually
drilling or 1esting, CONTRACTOR shall be aliowed up to a six
{ 6} month period to cnable it to establish a Commercial
Discovery.

fb; VYoluntary

(a)

CONTRACTOR may, voluntarily, during any period relinquish
all or any part of the Area in Blocks provided that at the time
of such voluntary relinquishment 1ts Exploration obligations under
Article IV ( b ) have been satisfied for such period.

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

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

ARTICLE VI
OPERATIONS AFTER COMMERCIAL DISCOYERY

On Commercial Discovery, EGPC and CONTRACTOR shall
form in the A.R.E. an operating company pursuant to Article
VI (b)and Annex *'D* which shall be named by mutual agreement
between EGPC and CONTRACTOR and such name shall be
subject to the approval of the Minister of Petroleum and Mineral
Resources ( hereinafter referred to as the ““Operating Company”’ ).
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.
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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. 97 of 1976, organizing decalings in foreign
currencies;

—  Law No. 48 of 1978, on the staff regulations of Public
Companies;

_  Law No. 159 of 1981, promulgating the law on joint stock
companies, partnership limited by share companies and
timited liability companies; and

—  Law No. 97 of 1983 promulgating the law concerning public
sector's authorities and companies.

b) The Charter of operating Company is hereto attached as Annex

fc)

<D’ Within thirty ( 30 } days after the date of Commercial Oil
Discovery or within thirty ( 30 ) days after signature of a Gas Sales
Agreement or commencement of a scheme to dispose of Gas
{ unless otherwise agreed upon by EGPC and 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 nto
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
Commercial 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 agrecd upon ) and four (4) months preceding the
commencement of each succeeding Financial Year thereafter  or
such other date as may be agreed upon ) Operating Company shall
prepare an annual Production Schedule, Work Program and
Budget for further Exploration and Development for the
succeeding Financial Year, The Production Schedule, Work
Program and Budget shall be submitted to the Board of Directors
for approval.
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fd} Mot later than the twentieth ( 20th )Y day of each month, Operating

fe}

()

Company shall furnish {0 CONTRACTOR a written estimate of
its total cash raquirements for expenditure for the first half and
second half of the succeeding month expressed in U.S, Dollars
having regard (o the approved Budget. Such estimate shall take
it consideration any cash expected to be on hand at month end.

Paymenc for the appropriate period of such snonth shali be mads
to the correspondent bank designated in paragraph (£) below on
the first {Jst) day and fifteenth (15th) day respectively, or the next
following husiness day, i such day is not 3 business day.

Operating Company is authorized to keep at its own disposal
abroad in an account opened with a correspondent bank of the
MNational Bank of Egypt, Cawro, the foreign funds advanced by
CONTRACTOR. Withdrawals from said gocount shall be used
for pavment for goods and services acquired abroad and for
transferring Lo & local bank in the A_R.E. the required amount
te meet the expenditures in Egyptian Pounds for Qperating
Company in connection with its activities under this Agreement.

Within sixty {60y days after the end of each Financial Year,
Operating Company shall submit to the appropriate exchange
control authorities in the AR E. a statement, duly centified by
2 vecognized firm of auditors, showing the funds credited to that
acoount, the dishursements made out of thal account and the
batance ounistanding at the end of the vear.

If and for as long during the period of production operatiors there
PXI51s @R £XCess ¢apadity in facilities which cannot during the period
of such excess be ysed by the Operating Company, EGPC and
CONTRACTOR will consult together to find a mutuaily ggreed
formula whereby EGPC may use the excess capacity if it so desires
without any unreasonable financial or unreasonable operationai
disadvantage {0 the CONTRACTOR.
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ARTICLE VI

RECOVERY OF COSTS AND EXPENSES AND PRODUCTION

SHARING

fa) 1. Cost Recovery Peirolevm

Subject to the puditing provisions under this Agreement,
CONTRACTOR shall recover all costs and sxpenses in respect
of ali the exploration, development and related operations
under this Agreement 1o the extent and out of forty (40) percent
quarterly of all Petroléewm produced and saved from all
Development Leases within the Area hereunder and nor used
in Petroleam operations, Such Petroleum is hereinafier referred
1o as ““Cost Recovery Petroleum™,

For all Exploration, Development and Production hereunder,
such costs and expenses shall be recovered from Cost
Recovery Puroleum in the following manner

(1}

{1i)

Operating Expensss, incurred and paid after the date of
initial Commercial Production, which for the purposes of
this Agreement shall mean the dute 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.

Exploration Expenditures including those accumulated
prior to the commencement of inntizi Commergial
Production, which for the purpases of this Agreernent shail
mean the date on which the first regular shipment of Crude
Oil or the first deliveries of Guas are made, shall be
recoverable at the rate of twenty (208} percent per annum
starting either in the Tax Year in which such expenditures
are incurred and paid or the Tax Year in which initial
Commercial Production commences, whichever is the later date,
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{iti} Development Expenditures, including those accumaulated

prior 0 ihe comunencement of initia! 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 twenty {20) percent per anpum
stavting ¢ither in the Tax Year in which such expenditures
arz incurred and patd or the Tax Year in which initial
Commercial Production commences, whichever is the later
date.

(iv} To the extent that, in a2 Tax Year, ¢OSts, expenses or

{v)

expenditures recoverabie per paragraphs 1), {3} and (i
preceding exceed the value of all Cost Recovery Petroleum
for such Tax Year, the excess shall be carried forward for
recovery in the next suwe¢eeding Tax Year or Years until
fully recovered, but in nno case after the termination of this
Agresment, as o CONTRACTOR,

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

i, “Exploration Expenditures” shall mean all costs snd
expenses for Exploration,

2. “Development Expenditures’’ shall mean all cogts and
expenses for Development with the exception of
Operating Expenscs,

3. “"Operating Expenses” shall mean all costs, expenses
and expenditures made after initial Commercial
Production, whicl costs, expenses and expendityres are
net normally depreciable,

However, Opsrating Expenses shall  iachuds
wOTKOVOT, repair and maintenapce of assets byt
shall not include any of the following: side tracking,
redrilling and changing of the status of a well, replacetnent
of assets ar part of an asset, additions, improvements,
rencwals of major overhauling that extend the life of the
AZSEL, '
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{vi) It is understood and agreed upon that the recovery of costs
and expenses as based upon the rates referred to above shall
be allocated to each quarter proportionately ( one fourth
to each quarter). However, any recoverable costs and
expenses not recovered in one quarter, as thus allocated,
shall be carried forward for recovery in the next quarter.

2. Except as provided in sub-paragraph (a) (3) below of this
Article VII and Article VII (&) (1), CONTRACTOR shall each
quarter be entitled to 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 Petroleurn ( as determined in paragraph (<)
below ) exceeds the actual recoverable costs and expenditures,
including any carry forward under paragraph (a) (1) {vi) above,
to be recovered in that quarter, then fifty percent (50%) of
the value of such Excess Cost Recovery Petroleum shall be paid
directly to EGPC and the remaining fifty percent (50%) of
the value of such Excess Cost Recovery Petroleum shall be
divided between CONTRACTOR and EGPC in the manner
set forth in Article VII (b) 1. (i) below and EGPC’s share shall
be paid either (i) in cash by CONTRACTOQR to EGPC in the
manner set forth in Article IV of the Accounting Procedure
contained in Annex “E”’ or {ii) in kind,

3. Nincty (90) days prior 10 the commencement af each year
EGPC shall be entitled to elect by notice in writing to
CONTRACTOR to require repayment of up to one hundred
(100} percemt of EGPC’s share of Excess Cost Recovery
Petroleum in kind. Such repayment will be in Crude Oil from
the Area F.Q.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
Oil actually taken and separately disposed of by
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CONTRACTOR from the Area daring the previous quarter
H EGPC's entitiement to receive repayment of its share -:t:
Excess Cost Recovery Petroleum is limited by the foregoing
provision, the balance of such entitlement shall be paid in cash,

fb) Production Sharing :

1. The remainmg sixty (60} percent of the Peiroleum shall he
divided between EGPC and CONTRACTOR according to the
following shares. Such shares shall be taken and disposed of
pursuant to Article Vil (e)

{i) Crude Oil
Crude O produced and seved vnger  EGPC Coutractar

this Agreement and not used in Share Share
Petroleum operations. Barvels per day ;/, }"
{quarterly averagel. |
That portien of increment up to 25,000 12 3.
BO .

That partian of increment shove 25,000 13 25

BOFPD and up fo 50008 ROPD

‘Fhat poriion of increment ahove 56,006 8 ¢
and up 1o 75,00 BOFD

That portion of increment abuve 75,068 88 i5

BOPL and vp o 100,08 BUPD.
That portion in pocess of 100,008 BOPD 4 il
(iy Laas amd LPG

Gas and LPG produced and saved uvder this  same production levels and
Agreeinent and nol used in Petrokum  splits #s set out above Tor
figeraliony. rrude oif plier convering gas

infa anyuivalent dareels of oil
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2. Afier the end of each contractual year during the term of any
{ias Sales Agreesment entered Into pursuant to Article VE (2},
EGPC and CONTRACTOR (as sellers) shall render to EGPC
{as buyer) a statemen! for an amount of Gas, if any, equai
1 the amount by which the quantity of Gas of which BEGPC
{ay buvyer) has taken delivery fails below seventy-five (75)
percenl of the Contract quantities of Gas as gstablished by the
applicable Gas Sales Agreement (the ““Shorifall™), provided
the Oas is available, Within sbay (803 davs of receipt of the
slatement, EGPC {as buyer} shall pay EGPC and
CONTRACTOR (as seilers) for the amount of the Shortfall,
if any. The Shortfail shall be included in EGPC's and
CONTRACTOR s eptitioments 10 (3as pursuam 10 paragraphs
{a} and (b} of this Article in the fourth {#h} quarter of such
(;ontractual year,

Cruantities of Gas nol taken but to be paid for shall be
recorded in a separate YTake-and-pay account™. Quantities
of Gas {** Make up Gas ") which are delivered in subseguent
vears in excess of seventy-five (75) percent of the Contract
quantities of Gas as established by the applicable Gas Sales
Agreement, shall be set against and reduce quantities of Gas
in the ‘‘Take-and-pay account” 1o the extent thereof and, (o
that exteni, no payment shall be due in respect of such Gas.
Such Make Up Gas shall not e included in CONTRACTOR'S
enlitlerncnts 10 Gas pursuant 1o paragraphs (a) and (b) of inis
Article. CONTRACTOR shalf have no righis o such Make
U Cras.

The percentages set forth in Article VII (a) and this Article
Y11 (b} in respect of LPG produced from a plant constructed
and operated by or on behalf of EGPC and CONTRACTOR
shalt apply 1o all LPG available for delivery.
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Yaluation of Petroleum

1. Crude Oil.

(i)

()

The Cost Recovery Crude Oil to which CONTRACTOR
is entitled hereunder shail be valued by EGPC and

CONTRACTOR at ‘“Market Price’’ for each calendar
quarter.

*Market Price’’ shall mean the weighted average prices
realized from sales by EGPC or CONTRACTOR during
the quarter, whichever is higher, provided that the sales
to be used in arriving at the weighted average (s} shall be
sales of comparable quantities on comparable ¢credit terms
in freety convertible currency from F.O.B. point of export
sales to non-affiliated companies at arm's length under ail
Crude Qil sales contracts then in effect, but excluding
Crude Oil sales contracts involving barter and

1. Sales, whether direct or indirect, through brokers or
otherwise, of EGPC or CONTRACTOR to any
Affiliated Company.

2. Sales involving a quid pro quo other than payment in

a freely convertible currency or motivated in whole or
in part by considerations other than the usual economic
incentives for commercial arm’s length crude oils sales,

(i) 1t 15 understood that in the case of C.1.F. sales, appropriate

deductions shall be made for transport and insurance
charges to caiculate the F.O.B. point of export price; and
always taking into account the appropriate adjustment for
quality of Crude Qil, freight advantage or disadvantage
of port of loading and other appropriate adjustments.
Market Price shall be determined separately for each ¢crude
oil or crude oil mix, and for cach port of loading.
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(iv) If during any calendar quarter, there are no such sales by

(v)

EGPC and/or CONTRACTOR under the ¢rude oil sales
contracts in effect, EGPC and CONTRACTOR shall
mutually agree upon the Market Price of the barrel of crude
oil 1o be used for such quarier, and shall be guided by all
relevant and available evidence including current prices in
freely converiible currency of leading crude oils produced
by major oil producing countries ( in the Arabian Gulf/at
the Mediterranean Area ), which are regularly sold in the
open market according to actual sales contracts but
excluding paper sales and sales promises where no crude
oil is delivered, to the extent that such sales be effected
under such terms and conditions { excluding the price ) not
significantly different from those under which the crude
oil to be valued, was sold, and always taking into
consideration appropriate adjustments [or crude oil
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
generally recognized by sellers and purchasers, as reflected
in crude prices, transportation (90) days insurance
premiums, unusual fees borne by the seller, and for credit
terms in excess of 60 days, and the cost of loans or
guarantees granted for the benefit of the sellers at prevailing
interest rate.

It is the intent of the Parties that the value of the Cost
Recavery Crude Qil shall reflect the prevailing market price
for crude oil.

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

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

The arbitrator shall be as nearly as possible a person with
an established reputation in the international petroleum
industry as an expert in pricing and marketing crude oil
in international commerce. The arbitrator shall not be a
citizen of a country which does not have diplomatic
relations with both the A .R.E. and the U.S.A. He may
not be, at the time of selection, employed by, or an expert
or consultant on a continuing or frequent basis to, the
American Petroleum Institute, the Organization of the
Petroleum Exporting Countries or the Organization of
Arab Petroleumn Exporting Countries, or a consultant on
a continuing basis to EGPC, CONTRACTOR or an
affiliate of either, but past occasional consultation with such
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companies, with other petroleum companies, government
agencies or organizations shall not be a ground for
disqualification. He may not have been, 4t any time during
the two (2) veuars before selection, at employee of any
patroleum company oF of any govérament agency or
OTEaniZalion.

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

The arbitrator shall make his determination in 2ccordance
with the provisians of this paragraph, based on the best
evidence available to him. He will review il sales contracts
as well as other sales data and information but shall be
free to evaluate the extent 1o which any contracts, data or
information is subsiantiated or pertinent. Representalives
of EGPC and CONTRACTOR shail have the right 0
consult with the arbitrator and furnish him written
materials provided the arbitrator may impose reasonable
limitations on this right. EGPC and CONTRACTOR each
shall cooperate with the arbitrator to the fullest extent and
each shall insure such cooperation of its trading companies.
The arbitrator shall be provided access to crude otl sales
contractors and related data and information which EGPC
and CONTRACTOR or their trading companies are able
to make available and which in the judgement of the
arbitrator might aid the arbitrator in making valid
determination.
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(vi) Pending Market Price agreement by EGPC and
CONTRACTOR or determination by the arbitrator, as
applicable, the Market Price agreed for the quarter
preceding the quarter in question shall remain temporarily
i £ffect. In the event either BEGPC or CONTRACTOR
should incur a loss by virtue of the temporary continuation
of the Market Price of the previous guarier, it shall
promptly be reimbursed such loss by the other party plus
simple interest at the LIBOR plus 2.5 percent per annum
rate provided for in Article IV { f } from the date on which
the dispuied amount { 5 ¥shouid have been paid 1o the date
of payment.

2. Gas and LPG

{i} The Cost Recovery and Profit Shares af Gas subject to
a Gas Sales Agreement between EGPD and
CONTRACTOR { as Scliers ) and EGPC { a8 buyer)
entered ingo pursuant to Articie VII { e ) shail be valued
and delivered to and purchased by EGPC at a price
determined according to the following formula :

F
PG = 088 X . X H
39.69 % 10

Where !

PG = the value of the Gas in U.S. Dollars per thousand cubic
feet { MCF ).

¥ = awvalugin U8, Dollars per metsic tor of fuel oii calcniated
by referting (o “platt’s Oligram price Report”” during 8
month under the heading “'European Bulk Cargoes FOB
Mediterranean Basis ltaly’” and averaging (a) the sum of
the mid-points of the published low and high values for
high sulphur Tuel oil quoted during such month divided
by the number of days in such manth for which such values
were guoted and (b} the sum of the mid-points of the
published low and high values for low suiphur fuel off
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quoted during such month divided by the number of days
in such month Tor which such values were gquoted.

H = the number of British Thermal Units { BTUs ) per
thousand cubic feet { MCF ) of the Gas.

In the event that Piatt’s Oilgram Price Report is issued
on certain days during a month but not on others, the
value of F shall be calculated using only those 1ssues which
are published during such menth. I[n the event that the
value of F cannot be determined because platt’s Oilgram
Price Report is not published at all during a month, the
parties shall meet and agree the value of F by reference
to other published sources. In the event that there are no
such published sources, or if the value of F ¢annot be
determined pursuant to the foregoing for any other
reason, the parties shall meet and agree to a value of F
by reference to the averape value of low and high-sulfur
content fuel oil delivered FOB from the Mediterranean
arca. Such valuation of Gas under a formuia providing
far a fifteen ( 15 ) percent discount 1s based upon delivery
at the delivery point specified in Article VII{e Y2 {11)
below, and is to enable EGPC to finance and maintain
the portions af the pipeline distribution system 1o be
provided by FGP{C.

{ii} The Cost Recovery and Profit Shares of LPG produced
from a plant constructed and operated by or on behalf of
EGPC and CONTRACTOR shall be separately valued for
Propanc and Butane at the outlet of such LPG plant
according to the following formula ( unless otherwise
agreed between EGPC and CONTRACTOR ) :

F
PLPG = 095 PR - (J «x 0.8 X )
39.69 x 10°

Where

PLPG - 1.PG price { separately determined for Propane anc Butane )
in U5, Daollars per metric ton.
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PR

=the average over a period of a month of the figures
representing the mid-point beiween the high and low prices
in U.S. Doilars per metric ton quoted in ‘‘platt’s LPG as-
wire’’ during such month for Propane and Butane FOB
Ex-Ref/Stor. West Mediterranean.

BTUs removed from the Gas Stream by the LPG plant per
metric ton of LPG produced.

the same value as F under sub-paragraph (1) above.

In the event that Platt’s LPG as wire 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 value of PR cannot be
determined because Platt’s LPG as wire is not published at
all during a month, the parties shall meet and agree to the value
of PR by reference to other published sources. In the event
that there are no such other published sources or if the value
of PR cannot be determined pursuant to the foregoing for any
other reason, the parties shall meet and agree to the value of
PR by reference to the value of LPG ( Propane and Butane )
delivered FOB from the Mediterranean Area.

Such valuation of LPG is based upon delivery at the delivery
point specified in Article V11 {e) (2) (iii) below.

(iii) The prices of Gas and LPG so calculated shall appiy during
the next succeeding month.

(iv) The Cost Recovery and Profit Shares of Gas and LPG disposed
of by EGPC and CONTRACTOR other than to EGPC
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pursuant to Article VI1 (¢) shall be valued at their actual
realized prices.

{d} Forecasts

Operating Company shall prepare { not less than ninety (90) days
prior to the beginning of each calendar semester following regular
praduction) and furnish in writing to CONTRACTOR and EGPC
a forecast setting out a total quantity of Petroleum that Operating
Company estimates can be produced, saved and transported
hereunder during such calendar semester in accordance with good

oil and gas industry practices.

Operating Company shall endeavour to produce cach calendar
semester the forecast quantity. The Crude Oil shall be run to
storage tanks or off-shore loading facilities constructed, maintained
and operated according to Government Regulations, by Operating
Company in which said Crude Oil shall be metered or otherwise
measured for royalty, and the other purposes required by this
Agreement. Gas shall be handled by Operating Company in

accordance with the provisions of Article V1I (e) below,

(e) Disposition of Petrolenm

1. EGPC and CONTRACTOR shall have the right and the
obligation to separately take and dispose of, currently all of
the Crude Oil to which each is entitled under Article VII (a})
and (b). Subject 10 payment of sums due to EGPC under
Article V11 {a) {2y and IX, CONTRACTOR shall have the right
to relain abroad all funds acquired by it abread including the

proceeds from the sale of its share of Petroleum exported,
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Motwithstanding anything (¢ the contrary under ihis
Agreement priority shall be given to meet the requirements of
the A R E. Market from CONTRACTORs share of the Crude
Oil preoduced from the Area and EGPC shail bave the
preferential right to purchase such Crude Oil at a price (o be
determined purstiam to Article Vi {¢) . The amount of Crude
Ol so purchased shail be a portion of CONTRACTOR s share
of the Crude Oil produced under this Agreement, Such amaount
sirall be proportional 1o CONTRACTOR's share of the total
erocduction of crude oif from the coneession areas inthe AR E,
that are also subjzct 10 EGPC’s preferential right to purchase.
The payment for such purchased arpount shall be made by
EGPC in 118, Dollars or in any other freely converibis
currency remittable by CONTRACTOR abroad.

f1 is agreed upon that BGPC shall notify CONTRACTOR, at
jeast forty-five {45} days prior 10 the bepinning of the Calendar
Semester, of the amownt to be purchased during such Semester
under this Article VIT {2} {1},

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

(iy Priority shail be given to meet the requirements of the local
market as determined by EGPC.

(i) In the event that EGPC is to be the buyer of Gas, the
disposition of Gas to the local markets as indicated abave
shail be by virtue of long term (Gas Sales Agreements 10
be entered into between EGPC and CONTRACTOR ( as
sellers ¥ and EGPC { as buyer L.



"lﬁﬁfﬂmmbr‘\J(@U]#fﬂﬁiw@‘)*ﬁ@}* AA

gttt (G b N adk i { ity Lagiheay } o glal g Gt a5k 5
Ay s ial (bl Ad e AN a Gl Qi o L gl
ST S TS SRR PR S -t U JPCL

;_}iiuﬁiﬁaiﬂMLﬁLdiJJﬁiquLhamﬁemﬁhuj{ij

cld lad olilh die % A AkEl) 4 kol Al o o

Lo Al Al st 33 e Lok o il sk adkaia
»AAYl 03 B« g n Galdl oy g LS

15a dadlaal LPG™ Bt dy il S e el Al 3 )

b St ol 5 el el Rl ey S D bl 2 ¢ L

g Jalmall ol 2 o bk crpar Sl Jyoudt e Jasa

e g b g gl ol o Bl oo Sl b s ¢ 5 4R

AS Wl DU e rpe e AT Jyad e Gasa ) Jadal 2l

on pdlaal) Al ) Canalin bl Jai o Uil bty RSEY

di gt B reee S Gy adl B8 Jeas o e S

Salall 3 o g g2 laS Glall Gaplil Said dga alt ASa2D |z

(i 0 4 Y50 bV dei Riagl ol g . 4l o3n Lk g

Sl Adad g 3y AT Jaaig o () Rl sold
bl solall (i, apai Dl s eaf

S Jaema ob3E cpaty 1€ Bl r 00 e Jglkelly Lgll i - Y

O wepon Sy sl Gle 2l sl e sk cpon Jilad) 3y ol

Jothadl Ryl s b e Al A, 0 RAMOVE 3 ap pas iy S g

C St i e Tash Jemall VoS ) i ¢ aaddd e el

O - TR P L R R RENLRPEN e O I e B

ol b e Y e e a3 5 B uludad Liesad «rran Sl §y il

St Jyil e Jans zol) Ml sie o BEEYY e3a lyaldes



AL VQAY Ly 3 WY (b oY sudall = Lz Gy !

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

a) inthe event no LPG Plant is constructed to process
such Gas, the delivery point shall be at the flange
connecting the lease pipeline to the nearest point on
the National Gas Pipeline Grid System depicted in
Annex "“‘F'' hereto.

b) in the event an LPG plant is constructed to process
such Gas, such Gas shall be metered, at the inlet to
such LPG Plant. However, notwithstanding the fact
that the metering shall take place at the LPG Piant
inlet, CONTRACTOR shali! 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 depicied in Annex *‘F'* hereto. Such pipeline
shall be owned in accordance with Article VIII (a) by
EGPC, and its cost shall be financed and recoverad
by CONTRACTOR as Development Expenditures
pursuant to Article VII.

(i11) EGPC and CONTRACTOR shall consult together to

determine whether to build an LPG plant for recovering LPG
from any Gas produced hereunder. [n the event EGPC and
CONTRACTOR decide to buiid such a plant, the plant shail
as is appropriate be in the vicinity of the point of delivery as
determined in Article I1. Delivery of LPG for royalty and other
purposes required by (his Agreement shall be at the outlet
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of the LPG plant. The costs of any such LPG plant shall be
recoverable in accordance with the provisions of this
Agreement unless the Minisier of Petroleum and Mineral
Resocurces agrees to accelerated recovery.

(iv) EGPC (as buycr) shall have the option 1o elect, by ninety (90)

days prior written notice 1o EGPC and CONTRACTOR (as
sellers), whether payment for the Gas which 1s subject to a Sales
Agreement between EGPC and CONTRACTOR (as sellers)
and EGPC (as buyer) and ILPG produced from a plant
constructed and operated by or on behalf of EGPC and
CONTRACTOR, as valued in accordance with Article VII {¢},
and 1o which CONTRACTOR is entitled under the provisions
of Cost Recovery and Production Sharing as stipulated in
Article VII of this Agreement, shall be made 1 (in cash
or 2) in kind. Payments in cash shall be made by EGFPC (as
buyer) at intervals provided for in the relevant Gas Sales
Agreement in U.S. Daollars remittable hy CONTRACTOR
abroad.

Payments in kind shall be calculated by converting the value
of Gas and LPG to which CONTRACTOR 1is entitled into
equivalent barrels of Crude Qil to be raken concurrently by
CONTRACTOR from the Area, or to the extent that such
Crude Oil is insufficient, Crude Oil from CONTRACTOR’s
other Concession Areas or such other areas as may be agreed.
Such Crude Oil shall be added to the Crude il that
CONTRACTOR s otherwise entitled to lift under this
Agreement. Such equivalent barrels shali be caleulated on the
basis of the provisions of Article VI (¢} of this Agreement

relating to the valuation of Cost Recovery Crude Oil,
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Provided that :

aa)

bb)

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 il available for conversion as provided
for above.

Payvment 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
Cost and of Cost Recovery Petroleum referred to in
Article IV of Annex "E'* of this Agreement,

{v) Should EGPC (as buyer) fail to enter into a long-term Gas Saies
Agreement with EGPC and CONTRACTOR (as sellers),
within five (5) years { unless otherwise agreed ) from a notice
of Commercial Gas Discovery pursuant to Article 111, EGPC
and CONTRACTOR shall have the right to take and freely
dispose of the quantity of Gas and LPG in respect af which
the notice of Commercial Discovery 15 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 subparagraph (v) may
be freely remitted or retained abroad by CONTRACTOR.

(vii) In the event EGPC and CONTRACTOR agree to accept new
Gas and LPG producers to join in an cngoing export project,
such producers shall have to contribute a fair and equitable

share of the investment made.
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(viii} aa) Upon the expiration of the five {5) year period referred

bb)

£<)

toin Article VII {e) {v) above, CONTRACTOR shall have
the obligation to exert its reasonable c¢fforts to find an
export market for Gas reserves.

In the event at the end of the five (5) year period referred
to under Article VIl {e) (v) above, 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 seven (7) years,
subject ta Article VII {e) {viii} (cc), during which period
EGPC shall attempt to find a market for the 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 V]I {e} (2) prior to the
expiry of twelve (12) years from CONTRACTOR’s notice
of Commercial Gas Discovery, CONTRACTOR shall
surrender the Gas reserves in respect of which such notice
has been given. It being understood that CONTRACTOR
shall, at any tiime prior to the expiry of such twelve (12)
year period, surrender the Gas reserves, if
CONTRACTOR is not exporting the Gas and
CONTRACTOR does not accept an offer from EGPC
of a Gas Sales Agreement within six (6) months from the
date such offer is made, provided that the Gas Sales
Agreement offered to CONTRACTOR shall take into
consideration the relevant technical and economic factors
to enable a commercial contract including:

- A Sufficient delivery rate.

- Delivery pressure to enler the National Gas Pipeline
Grid System at the point of delivery.
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fg)

fa)

- Delivered Gas quality specifications not more stringent
than those generally applied in Egypt.

(ix) CONTRACTOR shall not be obliged to surrender a
Development Lease based on a Commercial Gas Discovery,
if Crude Qil has been discovered in commercial guantities in
the same Development lease.

Operations

If following the reversion to EGPC of any rights to Crude Oil
hereunder, CONTRACTOR retains rights to Gas in the same
Development Lease, or if, following surrender of rights to Gas
hereunder, CONTRACTOR retains rights to Crude Oil in the same
Development Lease, operations to explore for or exploit the
Petroleum, the rights to which have reverted or been surrendered
(Oil 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,

Tanker Scheduling :

At 4 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 exporl.

ARTICLE VIl
TITLE TO ASSETS

EGPC shall become the owner of all CONTRACTOR acquired
and Owned assets which assers were charged to Cost Recovery by
CONTRACTOR in connection with the operations carried out by
CONTRACTOR or Operating Company in accordance with the
following :
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1. Land shall become the property of EGPC as soon as it is
purchased.

2. Title 1o fixed and movable assets shall be transferred
automatically and gradually from CONTRALCTOR 10 EGPC
as they become subject to recovery in accordance with the
provisions of Article VII; However the full title 1o fixed and
movable assets shall be iransferred awlomatically from
CONTRACTOR o EGPC when iS5 10zl cost has heen
recaverad by CONTRACTOR in accordance with the
provisions of Article VII or at the time of termination of this
Agrepment with respect to all assets chargeable 1o the
operations whether recovered or nol, whichever first oecurs.

The Book value of the Assels created during each calendar
cuarter shall be communicated by CONTRACTOR 10 EGPC
or by Operating Company 10 EGPC and CONTRACTOR
within thirty (30) days of the end of each quarter.

(o) Lruring the term of this Agreement and the renewal period EGPC,
CONTRACTOR and Operating Company are ¢ntitled to the full
use and enjovment of all fixed and moyable assets referred 0 above
in connection with operations hereunder or under any gther
Petroleum Concession entered into by the parties. Proper
aecounting adjustment shall be muatle. CONTRACTOR and EGPC
shall not dispose of the same except with agrecment of the other,

fc; CONTRACTOR and Operating Company may freely import mnte
A.R.E.. use therein and freely export &t the end of such use
machinery and equipraent which they either rent or lease in
accordance with good industry practices, including but not limited
to the lease of computer hardware and software.
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(e)
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ARTICLE IX
BONUSES

CONTRACTOR shall pay to EGPC as a Signature Bonus the surmn
of one million five hundred thousand U.S. Dollars
( US.$ 1,500,000 ) on the Effective Date.

CONTRACTOR shall pay to EGPC the sum of two million U.5.
Dollars( U.S.$. 2,000,000 ) as a Production Bonus when the total
average daily production from the Area first reaches the rate of
twenty-five thousand (25,000) barrels per day for a period of thirty
(30) consecutive producing days. Such payment will be made within
fifteen (15} days thercafter.

CONTRACTOR shall also pay to EGPC the additional sum of
two million U.S. Dollars (U.8.$. 2,000,000} as a Production Bonus
when the total average daily production from the Area first reaches
the rate of fifty thousand (50,000) barrels per day for a period

of thirty (30) consecutive pioducing days. Payment will be made

within fiftec (15) days thereafter.

CONTRACTOR shall also pay to EGPC the additional sum of

three million U.S. Dollars (U.S. $ 3,000,_000) as a Production
" +ily production from the Area first

Bonus when the total average da.,
reaches the rate of seventy-five thous. N4 Uiqﬂﬁ) barrels per day
~Aucing days. Payment

for a period of thiry (30) consecutive pro.™
will be made within fifteen {15) days thereati’™

All the above mentioned Bonuses shall in no event be recovere 9

by CONTRACTOR,

In the event that EGPC elects to develop any part of the Area
pursuant to the sole risk provisions of Article IH {c) hereinabove,
production from such sole risk Area shall be considered for the
purposes of this Article IX only if CONTRACT OR exercises its
option to share in such production, and only from the initial date
of sharing.
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fz) Gas shall be taken into account for purposes of determitung the
total average daily production from the Area under Article 1X (b )
- { d ) by converting daily Gas delivered into equivalend barrels
of daily Crude Oil production in accordance with the following

formuoia :

MCF % M x 0.136 = equivalent barrels of Crude Oil
Where

MCF = pne thousand cubic feet of Gas

H ~ the number of Million British Thermal Units

{ BTUs } per MCF .

ARTICLE X
OFFICE AND SERVICE OF NOTICE

CONTRACTOR shall maintain an office in AR K, at which notices
shall be validly served.

The General Manager and Deputy General Manager shail be
entrusted by CONTRACTOR with sufficient power {0 carry out
jnmediately all local written divections given to themt by the
GOVERNMENT or iis representatives under the term of this
Agreement. All lawful regulations issued or hereafter 1o be issued which
are applicable hereunder and not in conflict with this Agreement shatt
apply 10 the duties and activities of the General Manager and Deputy

General Manager.

All matiers and notice shall be deemed to be validly servegd which
are delivered 1o the office of the General Manager or which are seat
to him by registered mail to CONTRACTOR’s office in A.R.E.

Al matters and notices shall be deemed 1o be validly served which
are delivered (o the office of the Chairman of EGPC Or which are sent
ta him by segistered mad at BGPC's main office in Cawo.
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ARTICLE Xi

SAVING OF PETROLEUM AND PREVENTION OF LOSS

Operating Company shall take all proper measures, according 1o
generaily accepted methods in use in the oif and gas industry to
prevent loss or waste of petroleum above or under the ground in
any farm during drilling, producing, gathering, and distributing
or storage operations. The GOVERNMENT has the right 1o
prevent any operation on any well that it might reasonably expect
would result in loss or damage to the well or the oil or gas field.
Upon completion of the driling of a productive well, Operating
Company shall inform the GOVERNMENT or its representative
of the 1ime when the well will be t2sted and the production rate

ascertained.
Except in instances where multiple producing formations in the

same well can only be produced economically through singie tubing
string, Petroleum shalf not be produced from multiple vil carrying
zones through one string of tubing at the same time, except with

the prior approval of the GOVERNMENT or iis representative,
Operating Company shall record data regarding the quantities of

Petroleum and water produced monthly from each Development
Lease. Such data shall be sent {0 the GOYENMENT or its
representative oh the special forms provided for that purpose
within thirty (301 days afier # is obtained. Daily or weekly stafistics
regarding the production from the Area shall be available at all
reasonsble times for examination by authorizad represeniatives

of the GOVERNMENT.
Daily drilling records and the graphic logs of wells must show the

quantity and type of cement and the amount of gny other materials
used in the well for the purpose of protecting Pewwoleum, gas
bearing or fresh water strata.
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Any substantial change of mechanical conditions of the well after
its completion shal be subiect 10 the approval of the representalive

of the GOVERNMENT.
ARTICLE XII

CUSTOMS EXEMPTIONS

EGPC, CONTRACTOR, and Operating Compiany shall be
permitted to import and shall be exempted from customs taxes
and duties and other taxés and frony the importation rules with
respect to the importation of machinery, equipment, appliances,
materials, items, means of transport and transportation (the
sxemption from taxes and duties shall not apply {0 passenger cars),
eleciric appliances, air conditioners for offices and oil fields,
elecironic appliances, computer hardware and software, as well
as spare parts required for any of these items, all subject to a duly
approved ceniificate by an BGPC responsible representative
nominated by EGPC for such purpose, that the imported items
are required for carrying on the activities related to this Agreement.
Such certiffcate shall be final and binding and shail satomaticedly
result in the importation and the exemption without any further
approval or procedure,

Machinery, eguipment, applisnces and means of transport and
transporiation imported by vomraciors and sub-contraciors
temporarily engaged in an activity related to the operations which
are the subiect of this Agrecment shall be cleared under the
“Temporary Relzase System’” {without payment of any 1axes of
sustoms duties), upon presentation of a duly approved certificate
by an EGPC responsible representative nominated by EGPC for
such purpose, that the imporied ftens are vequired for carrying
on the activities related to this Agreement. [tems {excluding motor
Vehicles) set out in paragraph (a) of this Article imported by
contractors and subcontractors for the aforesaid activities, in order
1o be instalied or used permanently or consumed shail be subjeci
lo the exemption set forth in paragraph (a) of this Article after
being duly certified by an EGPC responsible representative (0 he
used for carrying on the activities related 10 this Agresment.
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The employees of CONTRACTOR, Operating Company and their
contractors and sub-coptractors shall not be cntitled to amy
exemptions from customs duties and other ancillary {axes ang
charges except within the limiis of the provisions of the laws and
regulations applicable in the A.R.E.

Items tmported into the A R.E. whether exémpt or not exempt
from customs duties and other ancillary taxes and charges
hereunder, may be exported by the imporiing party at any time
after obtaining EGPC's approval, without any export taxes or
charges or any taxes or charges from which such items have beep
already exempt, being applicable. Such items may be s0id within
the A.R.E. after obtaining the approval of EGPC and the Customs
Depariment. In this case the purchaser shall pay al applicable
customs duties amd other anciliary taxes and charges according
i 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 EGPC, having the same exemption or
uniess title to such Hems {excluding passenger cars) have reverted
to BGPC or the Customs Department. In the event of any such
sale under this paragraph (d}, the proceeds from such sales shall
be divided in the following manner :

CONTRACTOR shall be entitled to reimbursement of ifs
unrecoversd ¢ost, if dny, in such Hems and the excess, if any, shall
be paid 1o EGPC.

The exemption provided for in paragraph (a) of this Article shali
not apply to any imported items when, in the opinion of EGPC,
wetns of the same or substantially the same kind and quality are
manuiactured locally and are available for limely purchase and
delivery in the A R.E. at 4 price not higher than ten {10) pereent
maore than the cost of the imported item before customs duties
but after transportation and insurance costs have besn added.
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CONTRACTOR, EGPC and their respective buyers shall be
entitled to export the Petroleum referred to in this Agreement:
no licence being required, and shail be exempted from any duties,
or taxes or any other imposts in respect of the export of Petroleum
hereunder.

ARTICLE XIIT

BOOKS OF ACCOUNT: ACCOUNTING AND PAYMENTS

(a}

(b)

fc)

EGPC, CONTRACTOR and Operating Company shall each
maintain at their business offices in the A.R.E. books of account,
in accordance with the accounting procedure in Annex “*E’* and
accepted accounting practices generally used in the petroleum
industry, and such other bocks 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 furnish to the GOVERNMENT or its
representative monthly returns showing the amount of Petroleum
produced and saved herceunder. 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 thircy (30) days
after the end of the month ¢covered in the return. .

The aforesaid books of account and other books and records
referred to above shall be available at all reasonable times for
inspection by duly authorized representatives of the
GOVERNMENT. :

CONTRACTOR shall submit to EGPC a Profit and Loss
Statement of its tax year not 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 vear.

CONTRACTOR shall at the same time submit a year-end Balance
Sheet for the same Tax Year to EGPC. The Balance Sheet and
financial statements shall be certified by an Egyptian certified
accounting firm.
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ARTICLE X1V
RECORDS, REPORTS AND INSPECTION

CONTRACTOR and/or Operating Company shall prepare and,
at all times while this Agreement is i force, maintain accurate
angd current records of its operations in the Area hercunder,
CONTRALTOR and/or Operating Company shall furnish the
GOVERNMENT or its representative, in conformity with
applicable regulations or as the GOVERNMENT or iis
represcntative may reasonably require information and dats
concerning its operations wunder this Agreement. Qperating
Company will perform the functions indicated in this Article X1V
in accordance with its respective role as specified in Article Vi

CONTRACTOR and/or Operating Company shall save and keep
for a reasonable period of time a revresentative portion of cach
saiople of ¢ores and cuttings taken from drilling wells, to be
disposed of, or forwarded to the GOVERNMENT or its
represeniative in the manney direcied by the GOVERNMENT. Al
samples acquired by CONTRACTOR, &nd/or Operating Company
for their pwn purposes shall be considered available far inspection
a8t any ressonable time by the GOVERNMENT or i
representatives.

Unless otherwise agresd 1o by EGPUC in case of sxporting any rock
samples outside A.R.E., samples equivalent in size and quality
shall, befure such exportation, be delivered to EGPC as
representative of the GOVERNMENT.

Originals of records can only be exported with the permission of
EGPC, provided, however, that magnetic tapes and any other data
which must be processed or analyzed outside the A.R.E, may be
exported if a monitor or a comparable record, if available, is
maintained in A.R.E, and provided that such exports shall be
repatriated to A R.E. immediately on the understanding that they
belong to EGPC,
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fe} During the period CONTRACTOR i conducting the exploration
operations, EGPC's duly authorized representatives o employees
shall have the right to Tull and complete access to the Area at al)
reasonable times with the right to observe the operations being
conducted and to inspect all assets, records and data kept by
CONTRACTOR. BCGPL’s representative, in exercising its righis
under the preceding sentence of this paragraph {ey, shall not
interfere with CONTRACTOR’s operations. CONTRACTOR
shall provide EGP{ with ¢opies of any and all data (including,
but not Hmited 1o, geological and geophysical reports, logs and
well surveys) information and interpretation of such data, and
ather information in CONTRACTOR's possession.

For the purpose of obtaining new offers, the GOVERNMENT
and/or EGPC may show any other party uninterpreted basic
geophysical and geological data {(such data to be not less than one
{1} yverr old uniess CONTRACTOR agrees to a shorer period,
which agreement shall not be unreasonably withheld) with respect
to the Area.

ARTICLE X¥
RESPONSIBILITY FOR DAMAGES

CONTRACTOR shall entizely and solely be responsible in law
toward third parties for any damage caused by CONTRACTOR's
exploration oeperations and shall indemnify the GOVERNMENT and/or
EGPC against all damages for which they may be held Hable on account
of any such operations.

ARTICLE XV}
PRIVILEGES OF GOYERNMENT REPRESENTATIVES

Duly authorized representatives of the GOVERNMENT shall have
access 1o the Area covered by this Agreement and 1o the operations
conducted thereon. Such representatives may examine the books,
registers and records of EGPC, CONTRACTOR and Operating
Company and make g reasonabie number of surveys, drawings and tosts
for the purpose of enforcing this Agreement, They shall, for this
purpose. be entitled 1o make reasonable use of the machinery and
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instruments of CONTRACTOR or Operating Company on the
eondition that no danger or impediment to the operations hereunder
shall anse directly or indirectly from such use. Such representatives shali
be given reasonable assistance by the agents and employees of
CONTRAUTOR or Operating Company so that none of the activities
shali endanger or hinder the safety or efficiency of the operations.
CONTRACTOR or Operating Company shall offer such representatives
all privileges and facilities accorded to its own employees in the field
angd 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 cbtained by the
GOVERNMENT or its representatives under this Article XV shall be
kept confidential with respect to the Area.

ARTICLE XV{I
EMPLOYMENT RIGHTS AND TRAINING OF
ARAB REPUBLIC OF EGYPT PERSONNEL

fa) It is the desire of EGPC and CONTRACTOR that gperations
hereunder be conducted in a business-like and efficient manner.

{i} The expatriate admumisirative, professional and ischnical
personnel employed by QONTRACTOR or Operating
Company and the personnel of its contractors for the conduct
of the operations hereunder, shall be grantied a residence as
provided for in Law No. 85 of 1960 as amended and Ministeris)
Order No. 280 of 1981 ay 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 (25} percent of the combined
salaries and wages of cach of the expatriate administrative,
prizfessional and technical personnel employed by
CONTRACTOR or Operating Company shall be paid monthly
m Egypiian Currency.

{6} CONTRACTOR and Operating Company shall each select its
employses and determine the number thereof, to be used for
operatyons herevnder.
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(d)

CONTRACTOR shall, after consultation with EGPC, prepare
and carry out snecialized 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 staffs by qualified nationals as they are
available,

During the period when CONTRACTOR is conducting
Exploration, CONTRACTOR shall give mutually agreed numbers
of EGPC employees an opportunity to attend and participate in
CONTRACTOR's and CONTRACTOR's affiliate training
programs relating to exploration and development operations. In
the event that the total cost of such programs is less than fifty
thousand United States dollars (U.S. $ 50,000) 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 {UI.S $ 50,000 ) allocated for training, be paid directly
to EGPC for such purpose.

ARTICLE XVIII
LAWS AND REGULATIONS

CONTRACTOR and Operating Company shall be subject 10 Law
No. 66 of 1953 ( excluding Article 37 thereof ) as amended by Law
No. 86 of 1956 and the regulations issued for the implementation
thereof, including the regulations for the 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, modification or
interpretation thereof shall be contrary to or inconsistent with the
provisions of this Agreement.
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{4y EGPC, CONTRACTOR and Operating Compsny shall be

i'c)

fd]

()

exempied from wll taxes and ditics, including but not limited 1o
taxes on the exploration, development, extracting, producing,
exporiing or transporiing of Petroleumn hereunder or on the
documents refated (0 such activities axcept as provided in Article
III paragraph {g) for income taxes. CONTRACTOR shall also be
exempted from any tax on capital.

The rights and obligations of EGPC and CONTRACTOR under,
and for the effective term of this Agreement, shall be governed
by and in accordance with the provisions of ihis Agreement and
can oniy be silered of amoended by the writien mutaa] agreement
of the said contraciing parties.

The contractors and sub-contractors of CONTRACTOR and
Operating Company shall be subject to the provisions of this
Agregrnent which affect thn, fnsofar as all regudations which are
duly issued by the GOVERNMENT apply from time 1o time and
are pot in accord with the provisions of this Agrecment, such
regulations shall not apply to the CONTRACTOR, Qperating
Company and thewr respective contractors and sub-contractors,
&z the {ase may be.

EGPC, CONTRACTOR, Opersting Company and ther respective
comtrariors and sobecontraciors shall for the purposes of this
Agreegnent be exempied fromt all professional stamp dpties,
Imposts and levies itnposed by syndical laws with respect to their
documenis angd activiies heresunder,

All the exemptions from the application of the A R.E laws or
regulations granted 1o BOPC, CONTRACTOR, the Operating
Company, their contractors and sub-contraciors, under this
Agredment shall include such laws and regulations as presently in
eifect or hereafier amended or subsfityied.
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(b)

(c)

(d)

ARTICLE XIX
RIGHT OF REQUISITION

In case of national emergency due to war or imminent expectalion
of war or internal causes, the GOVERNMENT may requisition
all or part of the production from the Area obtained hereunder
and require Operating Company Lo increase such production to
the utmost possible maximum. The GOVERNMENT may also
requisition the oil or gas field itself and, if necessary, related
facilities.

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

The requisition of production shall be effected by Ministerial
Order. Any requisition of an oil or gas field,or any related facilities
shall be effected by a Presidential Decree duly notified to EGPC
and CONTRACTOR.

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

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

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

However, any damage resulting from enemy attack is not within
the meaning of this paragraph (d). Payment hereunder shall be
made 10 CONTRACTOR in tJ.8S. Dollars remittable abroad, The
price paid to CONTRACTOR for Petroleum taken shall be
calculated in accordance with Article V11 paragraph (c).
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ARTICLE XX
ASEIGNMENT

Neither EGPC, CONTRACTOR, nor CONTRACTOR member
may assign to a person, firm Or corporation, in the whole Or in
part, goy of theiy rights, privileges, duties or obligations under
this Agresment withoul the writlen consent of the
GOVERNMENT.

To enable consideration to be given to any request for such
consent, the following conditions must be fulfilled ;

{1} The obligations of the assignor deriving from this Agreement
must have been duly fulfilied as of the date such roguest s
made.

{(2) The instrument of assignment must include provisions stating
precisely that the assignee is bound by all covenants contained
i this Agrecment and any modifications or additions in writing
ihat up to such (e may have been made. A draft of such
instrument of assignment shall be submitted to EGPC for
review and approval before being formally executed.,

Any assignment made pursuant to the provisions of this Article
shall be free of any transfer or related 1axes, charges or fees,

As long as the sssignor shall hold any interegt under this Agreement
the assignor together with the assignee shall be jointly and saverally
itabie for all duties and obligations of CONTRACTOR under this

Agresment.
ARTICLE XXi

BREACH OF AGREEMENT AND POWER TO CANCEL

The GOVERNMENT skl have the Aght to cancel this Agreement
by Order or Pregclential Deg, "¢t With respect to CONTRACTOR,
in the following ins(2nces :

(1) If it knowingly has submiuea 20y false statements 1o the

GOVERNMENT which wes-e of a . Material consideration for
the execution of this Agreermient:

{2} I it assigns any interest heyey, nder contrary” {0 the provisions

of Article XX hereof:
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(3) I it is adjudicated bankrupt by a court of competent
juriscivtion;

{4} If it does not comply with any {inal decision reached 2s the
resull of court procesdings conducted under Article XXIN
paragvaph (2} hereunder:

{5) If it intentionally extracts any mineral other than Petroleum
not authorized by this Agreement or without the authority of
the GOVERNMENT., oxcept such extractions as may be
unavoidable a3 the resuit of operations conducted hersunder
in accordance with accepied petroleum industry practice and
which shall be natified 10 the GOVERNMENT or i3
representative as soon as possible; and

{8} 11 i1 commits any material breach of this Agreement ot of the

provisions of Law No. 66 of 1953, as amended by Law No,
86 of 1936, which are not gontradicted by the provisions of
this Agreement,
Such cancellazion shall take place withow! prejudice o any
rights which may have acerued to the GOVERNMENT against
CONTRACTOR in accordance with the provisions of thig
Agreement, and, in the event of such canccHation,
CONTRACTOR shall have the right 1o remove from the Ares
all I1s persopal properny.

i 1f the GOVERNMENT desms that one of the aforesaid causes
{ other than a force majeure cause referred to in Article XXII
hereof ) exists to cancet this Agreement, the GOVERNMENT shali
give CONTRACTOR aninety { 9¢ ) 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, publication in ihe Official Journal of the
GOVERNMENT of such notice shall be considered as validly
served npon CONTRACTOR. i1 at the end of the said ninety { 90 )

davs notce peried such cause has not been remedied and removed,

this Agresment may be cancelied forthwith by Order of Presidential

Decrae as aforesaid | provided however, that if such cause. or the

fatlare 1o remedy or remove such cause, rgsults from any st or

amission of one party, cancellation of this Apreement shall be
effective only against that party atd not as against the other party hereto.
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ARTICLE XXI
FORCE MAJEURE

The non-performance or delay in performance by EGPC and
CONTRACTOR, or gither of them of any obligation under this
Agreement shall be excused if, and to the extent that, such
non-performance or delav is caused by force majoure, The period
of any such non-performance or delay, topether with such period
as may be recessary for the restoration of any darmage done during
such detay, shall be added to the time given in this Agreement for
the performance of such obligatiots and for the performance of
any obligation dependent thereon and consequently, 1o the ttrm
of this Agreemeni, but only with respect 1o the biock or blocks
affected.

“Force Majeure’’, within the meaning of this Article XXII, shall
be any order, regulation or direction of the GOVERNMENT of
the ARAR REPUBLIC OF EGYPT, or the GOVERNMENT of
the Linited Staies of America, wiih respect (¢ CONTRACTOR
whether promulgated in the form of a law or otherwise or any
act of Giod, insurrection, riot, war, strike, and other {abowr
disturbance, fires, floods or any cause not due to the fault or
negligence of BGPC and CONTRACTOR or either of them,
whether or not similar 10 the foregoing, provided that any such
cause s bevond the reasonable control ¢f EGPC and
CONTRACTOR, or ¢ither of them. ‘

Without prejudice to the above and except as may be otherwise
provided, hereln, the GOVERNMENT shall incur no responsibility
whaispever 10 EGPC and CONTRACTOR, or either of them for
any darmages, restrictions or loss arising in conseéquence of such
case of force majeure except a force majeure caused by the order,
regulations ar direction of the GOVERNMENT of the ARAB
REPUBLIC OF EGYPT.

if the Torce inajeure event occurs during the initial exploration
pericd or any extension thereof and continues in effect for a period
of six (/) months CONTRACTOR shall have the aption upon
ninety {90} days priat written notice to EGPC to termuinate its
ablizations hereunder without further Eability of any kind.
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ARTICLE XX}
DISPUTES AND. ARBITRATION

Any dispute, controversy or claim arising out of or relating to this
Agreement or the breach, termination or invalidity thereof,
hetween the Government and the parties shall be referred to the
jurisdiction of the appropriate A. R. E. Courts and shali be finally

setifed by such Courts.

Any dispute, controversy or claim arising out of or relating to this
Agresment, or breach, termination or invalidity thersof between
CONTRACTOR and EGPC shall be settled by arbitration in
accordance with the Arbitration Rules of the Regional Center for
Commercial Arbitration Cairo {the Centre)} in effect on the date
of this Agreement. The award of the arbitrators shall be final and

binding on the parties.
Tne nuitnber of arbitrators shail be three.

Each party shall appoint one arbitrator, If within thirty (30) days
after receipt of the claimant’s notification of the appointment of
an arbitrator the responcdent has not notified the ¢laimant in writing
of the name of the arbitrator he appoints, the clatrmant may reguest
the Centre to appoint the second arbitrator,

The two arbitratars thus appointed shall choose the third arbitrator
who will act as the presiding arbitrator of the tribunal. I within
thirty (30) days after the appointment of the second arbitrator,
the two arhitrators have not agreed upon the choice of the presiding
arbitzator, then ¢ither party may reguest the Secretary General of
the Permanent Court of Arbitration at the Hague to designate the
appointing authority. Such appointing authority shall appaoint the
presiding arbitrator in the same way as a sole arbitrator would
ba appointed under Article 6.3 of the LINCITRAL Arbitration
Rules. Such presiding srbitrator shall be g person of a nationality
other than A.R.E. or the United Siates of America apd of a
country which has diplomatic relations with both A.R.E. and the
United States of America and who shail have no economic interest
in the oil business of the signatories hereto.
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{Inless otherwise agreed by the pariies 1o the arbitration, the
arbitration inciuding the making of the award, shail take place
in Caire, ALR.E.

The Egyptisn Law shall apply to the disputz except that in the
event of any conflict between the Egyptian Laws and this
Agreement (inchuding the arbitration provision), the provisions of
this Agreement shall govern.

EGPC and CONTRACTOR agrae that if, for whatever reason,
arbitration in accordance with the above procedure cannot take
place, then the parties agree that all disputes, controversies or
claims, arising out of or relating (o this Agreement or the breach,
sermination or invalidity thereof shall be settled by arbitration in
accordance with the UNCITRAL Rules,

ARTICLE A X1V
STATUS OF PARTIES

The rights, duties, obligations and liabilities in respect of EGPC
and CONTRACTOR hercunder shall be several and not joint or
collective, it being undersiood thai this Agreement shall not be
consirued as constituting an association or gorporation or
parinership.

CONTRACTOR MEMBERS shall be subject to the laws of the
pizce where they are incorporated regarding thelr lggal status oy
creation, organization, charter and by-laws, shareholding and
ownership. CONTRACTOR MEMBERS shares of capital which
are entirely held abroad shail not be negotiable inthe A R.E. and
shall not be offered for public subscription nor shall they be subject
to the stamp tax on capital shares nor any tax or duty inthe A.R.E.
CONTRACTOR shall be exempted {rom the application of Law
No. 159 of 1981 as amended.

AR parties comprising CONTRACTOR shall be jointly and
severally liabie for the performance of the obligations of
CONTRACTOR, under this Agreement.
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ARTICLE XMV

LOCAL CONTRACTORS AND LOCALLY
MANUFACTURED MATERIAL

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

fa} Ciive priority to togal cantractors and sub-contractors, including
EGPC's Affiliated Companies a5 long as their performance is
cornparable with interpational pexformance and the prices of their
services are not higher than the prices of other coniractors and
sub-contractors by maore than ten [{10) percent,

(b} Give preference to tocally manufactured material, eguipment,
machinery and consumables 50 long as rtheir quality aad time of
delivery are comparable to inteérnationally available materials,
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 CONTRACTQR's or Operating Company's operating base in
A R.E. is more than 1en { 10} percent higher than the price of such
imporied items betore cusioms dutes, but after transporiation and
insurance costs have been added.

ARTICLE XXY]
ARABIC TEXT

The Arabic version of this Agreement shall, before the courts of
A.R.E, be referred to in construing or interpreting this Agreement,
provided however, in any arbitration pursuant to Article XXIII
hereabove betwern EGPC and CONTRACTOR the Enghish and Arabic
versions shall polh be referred 1o as having 2qual force in construing
OF yrterpretng the Agresment,
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ARTICLE XXVII
GENERAL

The headings or titles to each of the Articles (¢ this Agreement are
solely for the convenience of the partizs Kereto and shail not be ysed
with respect 10 the interpretation of said Articles

ARTICLE XXVIII
APPROVAL OF THE A.R.E. GOYERNMENT

This Agreement shail not be binding upon any of the pariies hereto
unless and until a law is issued by the competent authorities of the
A R.E. authorizing the Minister of Petroleum and Mineral Resources
to sign said Agreement and giving this Agreement full force and effect
of law notwithstanding any countervailing governmental enaciment,
ard the Agreemsni s signed by the GOVERNMENT, EGPC . and
CONTRACTOR,

PHILLIPS PETROLEUM COMPANY NORTH SINAIL
BY :

DATE ;

TEXACDO EXPLORATION NORTH EGYPYT INC.

BY :

DATE ;

K.M. EGYPT LTD.

BY

DATE :

FGYPTIAN CENERAL PETROLELM CORPORATION
BY :

DATE :

ARAB REPLBLIU OF EGYPY

BY :

DATE :
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ANNEX “A*
CONCESSION AGREEMENT
BETWEEN
A.R.E. AND EGPC
AND
PHILLIPS PETROLEUM COMPANY NORTH SINAI
AND
TEXACO EXPLORATION NORTH EGYPT INC.
AND

K.M. EGYPT Ltd.
IN

OFFSHORE NORTH SINAI AREA
A.R.E.

BOUNDARY DESCRIPTION OF THE CONCESSION AREA

Annex ‘B’ is an illustrative map at an approximate scale of
1 : 750,000 showing the Area covered and affected by this Agreement.

The Area measures approximately 3520 square kilomecres, [t is
composed of all or part of Explaration Blocks and Partial Exploration
Blocks defined on three {(3) minute by three {(3) minute grid.

It is to be noted that the delineation lines of the individual
Exploration Blocks in Annex ‘‘B” are intended to be only illustrative
and provisional and may not show accurately their true position in
relation to existing monuments and geographical features.

Coordinates of the corner points of the Area are given in the
following table which forms an integral part of Annex *“A"":
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CONCESSION BOUNDARY COORDINATES
LATITUDE LONGITUDE
POINT NO. DUE
North Eas¢

1 32“0&: 32"’13: east to point 2
2 32¢00 32“54’, South to point 3
3 31“12} 31“54‘_ West 1w point 4
4 31°12 32°18 North to point §
5 31°24 32°18 East 10 point ¢
6 31°24 32°36 North to point 7
7 31°48 32“36{ West to point 8
8 31°48 32°18 North to point 1
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ANNEX “C”
LETTER OF GUARANTY
LETTER Gi' GUARANTY NO CAIRO,
EGYPTIAN GENERAL PETROLEUM CORPORATION

Gentlemen,

The Undersigned, National Bank of Egypt, as Guarantor, hereby
guarantees to the EGYPTIAN GENERAL PETROLEUM
CORPORATION (hereinafter referred to as “"EGPC’") to the limit of
ten {(10) million U.S. Bollars {(§ 10,000,000} in U.5. Currency the
perrormance by Phillips Petroleum Company North Sinai, Texaco
Exploration North Egypt Inc. and K.M. Egypt Ltd. (hereinafter
collectively referred to as ““CONTRACTOR™) of their obligations
required for Exploration Operations to spend a minimum of ten million
U.S. Dollars (§ 10,000,000) during the initial Exploration Period under
Article 1V of that certain Congession Agreement ¢hereinafter referred
to as the “*Agreement’*) covering that Area described in 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 --—--- -~ - - —mmmmem --

It is understood that this Guaranty and the liability of the Guarantor
hereunder shall be reduced quarterly, during the period of expenditure
of said ten million U.S. Dollars ($ 10,000,000) by the amount of money
expended by CONTRACTOR for such Exploration Operations during
each such quarter. Each such reduction shall be established by the joint
written statement of EGPC and CONTRACTOR.

~ Inthe event of a claim 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 this
Agreement there shall be no liability 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.
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It is @ furthar condition of this Letier of Guarsnty that :

{}) This Letter of Guaranty will become available only provided
that the Guarantor will have been informed in writing by
CONTRACTOR and EGPC that the Agresment betwesn
CONTRACTOR, AR.E. and EGPC has b&ome effective
according to its terms, and said Guaranty shall become effactive
on the BEffective Date of zaid Agreement.

{2} This Letter of Guaranty shall in any event automatically expire ;
(a}) Two and one half (2.5) yvears and six (6) months after the
date it hecomes effective, or,

{b) At such time as the total of the amounts showi on quarterly
joint statements of EGPC and CONTRACTOR equals or
exceeds the amount of said minkmum expenditure
obligations, whichever is earlier.

(3} Consequently, any claim, in respect thereof should be thade
to the Guaranior prioy to either of said sxpiration dates at the
tetest aceompanied by EGPC's written statement, setting forth
the amount of under expenditure by CONTRACTOR to the
effect that :

{(d) CONTRACTOR has failed to perform its expenditurs
obligations referred to in this Guaranty, and

{b} CONTRACTOR has failed to pay the expenditure deficiancy
to EGPC.

Pirase raturn 1o us this Leauter of Guaranty in the svent 1 doss not
bezcome effective, or upon the expiry date.

Yours faithfoily,

FGR Mmook BT PRI P —
P YW 1101172 |1 UEEEPI———eve—— Y, /-1 117 Q- T
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ANNEX O
CHARTER OF OPERATING COMPANY
ARTICLE |

A joint stock company having the nationaiity of the ARAR
REPURLIC OF BOYPT shafl be formed with the authorization of the
GOVERNMUENT in accordance with the provisions of this Agreement
referred 10 helow 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 with the provisions of this Charter and Agreement referred
toy helow.

ARTICLE 1T

The natme of the Company shall be mutually sgreed upon between
EGPC and CONTRACTOR vt the date of the Commercial Discovery
and shall be subisct to the approval of the Minister of Petroleum and
Mineral Resouroes.

ARTICLE 111

The Head Office of Operating Company shall be in the A.R.E, in
Alexandria.

ARTICLE IV

The object of Operating Company 15 to act as the agency thrpugh
which EGFC and CONTRACTOR carry owt and conduet the
Developmelt operations requited in accordarnee with the provisions of
the Agreement signed on the day of , 19 by and
hetween the ARAR REPUBLIC OF EGYPT, THE EGYPTIAN
GENERAL PETROLEUM CORPORATION and CONTRACTOR
covering petrilewm operations in the Gffshore North Sinai Area
described therein,

Operating Company shall be the agency to carry out and conduct
exploration operations after the date af Commercial Discovery pursuant
1o Work Programs and Budgets approved in accordance with the
AgrecTient.



VALY L poemgd YY) J(plty oY 3l — A J1 50 31 0,

N

CAadd) y il g panalt y Sl ARIST s Callaadly daslal) 4SSN Wl
g A« A Gadally AWV LY D ldaall dg)
Sty Wl gl g5 e (sl gl o claally 2usti 200 s
ol YA e gliall g At ity 13] V) o tiT 5800 cillaally Ll
( Lwal )} 3alalt

5 naa dsip all g pde b 4 gad sall Cllanlly LW RS ,E0 Sl
Bns ) Lia S Ry < el Gl 4 &y sl (5210 e 0¥ Riad )} i
o Aaglh by Jalsll de a4 jema Cilgia

il A5 ,00 dpay DA ALy Gaady Jolially Ul e S ad
¢ albandly Lastih 28 AN o 5 gl { ¥/ Y Cial dgilag Ll LA ilylaally
0F D cu Sl e Y L S A Bl Alal) G il G il e
e sl Al Alla a0 L A Aea e A gl ) S
AN wiems ol iSla gl 4 gin gl S OS 0 Ot b Jiy o oM
Jobadt g LN Gl e e ety el ol Ll ity e
sl psd g Aimn 0 53 00 S 5N iy o () S5 (oo il )
O lgie JNdl o) Dgiiad) 445l Luall g J9 Glas colglaadly L0860 48,30
telaSh LYl e A3AUH 4iSle Leaa

( daalaall salall )

allas o Yy S L Lam Yy 3a o clbadly A 25,80 yihs Y

LAWY eia e Ly duais ke (g 4 Yy AUV gy 4f g0 2l (3 gia Y
Ga piaall Aabaad G Agais i sy pUad (gl oo g e i sl b Y
e prmad} 3 (5 il ilShian 5l lana g Jgeal 4} 3 Yy AUV aatiay
o gais 1 3 (51 QS Ll iy ¥y bl 355 yiad 2 Y hanican b Laa
aiter Syl gl Al o gl o oo sia oy oV 4f cualy f ool )
c O aean il ey sl g ol llaally RN 4S80 G pag Y L ddlisY)



1OV N ARY Lt pys PV o (il ) T SuAlE = R 1 By b

Nl — e

Operating Company shail keep account of aif costs, sxpenses and
expenditures for such operations under the terms of the Agresment and
Annex “E" thersto.

Operating Company shall not engage in any business or undertake
gy activity beyond the performancs of said operations unless otherwise
agreed upon by BOGPC and CONTRACTOR.

ARTICLE ¥

The suthorized capital of Operating Company 1§ twenty thousand
Pounds Egyptian divided imto five thousand shares of common stock
with a vaiue of four Pounds Egyptian per share having equal voting
rights, fully paid and non-assessable,

BGPC and CONTRACTOR shall each pay for, hold and own,
throtghout the life of Operating Comnpany referred 10 above, one haif
{1/2) of the capital stock of Operating Company provided that only
int the svent that sither parly should transfer or assign the whole or
any pereentage of #s ownarship interest in the entinsty of the Agresment,
may such transferring or assigning party transfer or assign any of the
capital stock of Operating Company and, in that event, such transferring
Or ASSigning party { and s successors and &33igns ) rmoust transfer and
assign a stock interest in Operating Company equal to the transferred
or assigned whaole or nercentage of its ownership interest in the entirety
of the said Agresment,

ARTICLE Vi

Operating Company shall not own any right, title, interest or estate
in or under the Agreement or any development lease created thereunder
or in any of the Petroleum produced from any Exploration Block or
Development Lease area thereunder or in any of the assets, equipment
ot other property obtained or used in connection therewith, and shall
not be obligated as 4 principal for the Bnancing oy performance of any
of the duties or obligations of cither EGPC or CONTRACTOR under
the Agreement, Operating Company shali not make any profit from
any source whatsoever,
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ARTICLE VII

Operating Company shail be no more than an agent for EGPC and
CONTRACTOR. Whenever it is indicated herein that Operating
Company shall decide, take action or make a proposal and the like,
it is understood that such decision or judgement is the rasult of the
decision or judgement of EGPC, CONTRACTOR, or EGPC and
CONTRACTOR, as may be required by the Agreement.

ARTICLE YII

Operating Company shall have a Board of Directors consisting of
eight (8) members, four {(4) of whom shall be designated by EGPC and
the other four (4) by CONTRACTOR. The Chairman shall be
designated by EGPC and shall also be a Managing Director.
CONTRACTOR shall designate the General Manager who shall also
be a Managing Director.

ARTICLE IX

Meetings of the Board of Directors shall be valid if a majority of
the Directors are present and any decision taken at such meetings must
have the affirmative vote of five (5) ar more of the Directors; pravided,
however, that any Director may be represented and vote by proxy heid
by another Director.

ARTICLE X

General meetings of the Shareholders shall be valid if a majority
of the capital stock of Operating Company is represented thereat. Any
decisions taken at such meetings must have the affirmative vote of
Shareholders owning or representing a majority of the capital stock.

ARTICLE XI

The Board of Directors shall approve the regulations covering the
terms and conditions of employment of the personnel of Operating
Company employed directly by Operating Company and not assigned
thereto by CONTRACTOR and EGPC.
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The Bpard shall, in dug course, draw up the By-Laws of Qperating
Company and such By-Laws shail be effective upon being approved
by a Cenperal Meeting of the Shareholders, in accordance with the
provisions of Article X hereof,

ARTICLE Xl

Cperating Company shall come into existence within thirty (30) days
after the date of Commercial Oil Biscovery or within thirty (30} days
afier signature of & Gus Sales Agreement Or commencemens of a schame
to dispuse of Gas gs provided for in the Agresment {unless otherwise
agresd).

The duration of Operating Company shall be for a period equal
to the duration of the said Agreement, including any renews! thereof,

1t shall be wound up if the Agreement referred to above is terminated
for any reazon as prowvided for therein.

PHILLIPS PETROLEUM COMPANY NORTH SINAI
BY 3 A . I
DATE ¢ - . —
TEXALO EXPLORATION NORTH EGYPT INC.

BY : — .
DATE : — -

K.M. EGYPT LTD.

BY : —— —

BATE . - -
EGYFPTIAN GENERAIL PETROLEUM CORPORATION
BY : . —

DBATE — N
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ANNEX “E”
ACCOUNTING PROCEDURE
ARTICLE I

GENERAL PROVISIONS

{a} Definitions

The definitions contained in Article I of the Concession Agreement

shall apply to this Accounting Procedure and have the same
meaning,

(b) Statements of Activity

(1)

(2)

CONTRACTOR shall pursuant to Article IV of this
Agreement, and until the coming into existence of the
Operating Company-in accordance with Article V1 of the
Agreement-render 10 EGPC within thirty (30) days of the end
of each Calendar Quarter a statement of Exploration Activity
reflecting ail charges and credits related to the Exploration
operations for that Quarler summarized by appropriate
classifications indicative of the nature thereof.

Following its coming into existence, Operating Company shall
render to EGPC and CONTRACTOR within fifteen (15) days
of the end of each Calendar Quarter a Statement of
Development and Exploration Activity reflecting all charges
and credits related to the Development and Expiloration
operations for that Quarter summarized by appropriate
classifications indicative of the nature thereof except that items
of controllable material and unusual charges and credits shall
be detailed.

fc) Adjustments and Audits.

{1)

Each Quarterly Statement of Exploration Activily pursuani
to paragraph (b) (1) above shall conclusively be presumed to
be true and correct after three (3) inonths following the receipt
of each S1atement by EGPC unless within the said three (3)
months EGPC Lakes written exceplion thereto pursuant to
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Article IV (D) of the Agresment. During said three {3} month
period supporting documents will be avaiiabiz for inspection
by BGPC during all working hours, CONTRACTOR wili have
the same audit rights on Operating Company Statements as
EGFPC under this sub-paragraph,

(X) All Statements of Development and Exploration Activity for
any Calendar Quarter pursuant {0 paragraph (b) {2) above shall
conclusively be presumed to be true and correct three (3)
months following the receipt of such statement unless within
the said three (3) month period EGPC or CONTRALUTOR
takes written axception thereto. Pending expiration of said
three {33 months BGPC or CONTRACTOR or both of them
shail have the right to audit Operating Company acoounis,
recerds and supporting docurnents for such quarter in the same
manner as provided in Article IV {f) of the Agreement.

fd} 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 U.S5. Doliars. All U.S. Dollars
expenicitures shall be charged in the amount expended. All
Egyptian Pounds expenditures shall be translated to ULS, Doliars
at the official buying rate of exchange issued by the Central Bank
of Egypt on the first day of the month in which expenditures are
recorded, and all other non-U.S. Dollats expenditures shall be
translated to U.S. Dollars at the buying rate of exchange for such
currency as quoted by National Westminister Bank Limited,
London at 10 .38 a.m. G.M.T., on the first day of the month
in which expenditures are recorded. A record shail be kept of the
exchange rates used in translating Egyptian Pounds or other
non-11.8. Dollars expenditures to U.S. [rollars.
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Precedence of Documents

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

Revision of Accounting Procedure

By mutual agreement between EGPC and CONTRACT OR, this
Accounting Procedure may be revised from time to time in the
fight of future arrangements.

No Charge for Interest on Investment

Interest on investment or any bank fees, charges or commissions
related to any bank guarantees shall not, at any titne be charged
as recoverable cost under the Agreement,

ARTICLE 11
COSTS, EXPENSES AND EXPENDITURES

Subiject 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 allocated to the activities according to sound and generally accepted
accounting principles and treated and recovered in accordance with
Article VII of this Agreement :

(a/

{bi

Surface Rights

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

[.abour and Related Costs

(13 Saluries and Wages of CONTRACTOR’s or Operating
Conpany's employees, as the case may be directly engaged
in the varlous activilies under the Agreement including salaries
and wages paid to geologists and other employees who are
lemporarily assigned to and employed in such activities. Such
valaries and wages to be certified by a certified public
accounting firm,
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Reascnable revistons of such salaries and wages shall be
effecred to take into account changes in CONTRACTORs
nolicies and amendments of Laws appiicable (o salaries, For
the purpose of this paragraph {bj and paragraph (c}, salaries
and wages shall mean the assessable amount for AR.E.
Incotne Taxes, including the salaries during the vacations and
sick Jeaves, but excluding zll the amounts of the other items
covered by the percentage fixed under {2} below.

{2} For expatriate employees permanently assigned to Egypt ¢

1. All allowances applicable to salaries and wages;
2. Cost of established plans; and

3. Alltravel and relocation costs of such expatriate employees
and their families to and from the employee’s couniry o
point of origin at the time of smployment, at the time of
separation, or as a result of transfer from one location to
another and for wvacation {transportation costs for
employees and their families transf{erring from A.R.E. to
anather location other than their country of origin shail
ot be charged 10 AR.E. operations).

Costs under this sub-paragrapn {b) {2) shall be deemed 10 be
cquai to Seventy {7 percent except for employees whose
families have not been transferred to A.R.E., in which ¢ase
the percentage shall be fifty (50) percent of salaries and wages
paid for such expatriate personnel includivg those paid during
vacations and sick leaves as established in CONTRACTOR s
infernational policies, chargeable under sub-paragraphs B3],

paragraph {1} aad sub-paragraphs (k) {1) and {3) of this Article
II.

However, salaries and wages during vacations, sick leaves and
dizability are covered biv the foregoing pereentage,

The perceniage outlined above shall be deemed 1o reflect
CONTRACTOR’s actual costs as of the Effective Date with

regard to the following benefits, allowances and cosis:
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19.
20,
21,
. Workman's Comnpensatian.

23,
24,

. Any other Costs, Allowances and Benefits of a like nature as

25,

e

. Housing and Uiilities Adlowance.
. Lommodities and services Allowance.

Special Rental Allowance.,

Vacation Transportation Allowange.
YVacation Travel Expense Allowance.
Yacation Excess Baggpare Ajlowance.

. Bducation Allowances (Children of Expatriate Employees).
. Hypothetical U.8. Tax Offset {(which results in a reduction of the

chargeabls pereentagel.

. Siprage of Personal Bffects,
iQ,
11.
12.
13.
i4.
15,
16,
17,

Housing Refurbishment Expense,
Property Management Service Feoes.
Recreation Allowance.

Reatirement Plan.

Orpup Life Insurance.

CGroup Medicai Insurance.

Sickness and Disability.

Vacation Plans Paid (excluding Allowable Vacation Travel
Expenses).

Savings Plan.

Educationzl Assistance.

Military Service Allowance.
F.LC.A.

Federal and State Unemploymient Insurance,
Personnel Transfer Expense.

established in CONTRACTORs International Policies.
Nuationai Insurance.
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The pereentage cutlined above shall be reviewed af intervals
of three {3) years from the Effective Date and at such time
CONTRACTOR and EGPC will agree on new percentages to
b¢ used under this paragraph.

Revisions of the pereentages will take into consideration
varkinees in cosis and changes in CONTRACTOR’s
mernrtional policles which change or exclude any of the above
alfowances and benefiis.

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

{3} For expatriate employees temporarily assigned to BEGYPT alt
afiowances, 00sts of eswabilished plans and 3!l trave! relocstion
costs for such expairiates as paid in accordance with
CONTRACTOR s international policies. Such costs shall not
melude any administrative overhead other than what is
mennoned in Articie H, k (2).

(43 Costs of expenditure or contributions made pursuant 1o law
or assessment imposed by governmental authority which are
appiicabie 10 {abour cost of salaries and wages as provided
under sub-paragraphs {b) (1) and (b) {2), paragraph (i) and
sub-paragraphs (k) (1) and (k) {3) of this Article .

Benetiis, Allowances and Related Cosis of Nationa! Emplovees

Bonuses, overtime, customary allgwances and benefits on a basis
stmiiar 1o that prevailing for Oil Companics operating in A.R.E,,
all as chargeable under sub-paragraph (b) (1), paragraph (i) and
sub-paragraph (k) {1} and (k} 33 of this Article I, Severance pay
wiit be churged at g fixed rate appiied to pavrolls which will egual
an amounl cguivaient 1o the maximum Babillty of severanoe
paymient as required voder the ALR.E, Labour Law.

Malterial

Material, equipment and supplies purchased or furnished as such
by CONTRACTOR or Operating Company.
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{1) Purchases

(2)

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

Material Furnished by CONTRACTOR

Material required for operations shall be purchased directly
whenever practicable, except that CONTRACTOR may
furpish such material from CONTRACTOR’s or
CONTRACTOR's Affiliates stocks outside the A.R.E. under
the following conditions :

1. New Material (Condition '"“A’')

New Material transferred from CONTRACTOR or its
Affiliates warchouse or other properties shall be priced at
cost, provided that the cost of material supplied is no higher
than international prices for material of similar quality
supplied on similar terms, prevailing at the time such
material was supplied.

2. Used Material (Conditions **B”’ and “*C’’)

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

by 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 Conditon *‘B"
or Condition “*C’ shall be priced at a value
commensurate with its use.
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d) Tanks, buildings and other equipment involving
erection costs shall be charged at applicabie percentage
of knocked-down new price.

(3) Warraniy of Materials Furaished by CONTRACTOR

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

Transpostation and Employee Relocation Costs :

{) Transpnrtatiuri of cquipmcm, 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 Expatriates and Nationals, as incurred and paid by
or for, employees in the conduct of CGNTRAC’I‘ OR's or
Operating Company’s business,

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

Services

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

(2) Cost of services performed by EGPC or CONTRACTOR or
their Affiliated Compantes in facilities inside or outside the
A.R.E. Regular, recurring, routine services, such as
interpreting magnetic tapes and/or other analyses, shall be
performed and charged by EGPC and/or CONTRACTOR or
their Affiliated Companies al an agreed contracted price.
Major projects invelving engineering and design services shail
be performed by EGPC and/or CONTRACTOR or then
Affiliated Companies al a negotiated contract amount,
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(3) Use of EGPC's CONTRACTOR’s or their Affiliated
Companies’ wholly owned equipment shall be charged at a
rental raie commensurate with the cost of ownership and
operation, bur not in excess of competitive rates currently
prevailting in the A.R.E.

{(4) CONTRACTOR’s and its Affihated Companies’ rates shall
not include any administrative or overhead costs other than
what is mentioned in Article I1. (k) (2).

Damages and losses.

All costs or expenses necessary to replace or repair damages or
tosses incurred by fire, flood,storm, theft, accident or any other
rause not controliable by CONTRACTOR or Operating Company
through the exercise ol reasonable diligence. CONTRACTOR or
operating company shall furnish EGPC and CONTRACTOR
writtent notice of damages or losses incurred in excess of ten
thousand (10,000 U.S. Dollars per occurrence, as soon as
practicable after report of the same has been received by
CONTRACTOR or Qperating Company.

Insurance and Claims

The cost of any public liability, property damage, and other
insurance against liabilities of CONTRACTOR, operating
Company and/or the parties or any of them to their employees
and/or outsiders as may be required by the laws, rules and
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.

[f noinsurance 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 in
seltiement of any and all losses, claims, damages, judgements and
any olher expenses, including legal services.,
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Indireet Expenses

Camp overhead and facilities such a5 shore base, warshouses,
waler systems, road systems, salaries and expensss of Seld
supervisory personned, field clerks, assistants and other general
emplovees indirectly serving the Area,

L&gﬂ Expenses

All costs and expenses of Hitigation, or lezal services otherwise
nacessaty or expedient for the protection of the Area including
attorney’s fees and expenses as hercinafier provided, together with
afl judgements obtained againgt the partes or any of them on
account of the operations under the Agresment, 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 of the subject matier
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 cornmensurate with the cost
of providing and furnishing such services may be made to
operations.

Administrative Overhead and General Expenses

{1} While CONTRACLTOR is conducting Exploration activities,
cost of staffing and muintaining CONTRACTOR'S head
affice in the A.R.E., and/or other offices established in the
AGRLE. as appropriate other than feld offices which will be
charged as provided in Anticle i, paragraph (i) above, and
exgepting salarics of emplovees of CONTRACTOR who are
termporarity assigned to and directly servirng on the Area, which
will be charged as provided in Article H, paragraph (b) above,

{5 CONTRACTOR’s administrative overhead outside the ALRE
applicable 10 the AR.E, exploration operation shall be
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charged each month at the rate of of two and one-half
{2——1—-) percent of total exploration expenditures while

CONTRACTOQOR is conducting exploration activities.
Administrative overhead outside the AR.E. will not be
charged while Operating Company is conducting exploration
activities. No other direct charges as such for
CONTRACTOR’s admimstrative overhead outside the A.R.E.
will be applied against the Exploration obligation. Examples
of the type of costs CONTRACTOR is incurring and charging
hereunder due to activities under the 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.

5. Other departments such as legal, comptrollers and
engineering which contribute time, knowledge and
experience to the operations. |

The feoregoing doecs not preclude charging for direct
service under sub-paragraph (f) (2) of this Article II.

(3 While Operating Company is conducting activities, 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 field, and all employees generally
considered as general and administrative and not charged to
other types ol expenses will be charged to operations. Such
expenses shall be allocated each month between Exploration
and Development operations according to sound and
practicable accounting methods.
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Taxes

PP hoiiviuivinn

All taxes, dutias or levies paid in the A.R.E. by CONTRACTOR
or Operating Company with respect 1o this Agreement other than
those covered by paragraph (g} of Articie U of the Agreament.

Conginuing CONTRACTOR Costs

Losts of CONTRACTOR activities required under the Agreement
and incurred exclisively in the A R.E. after Operating Company
is formed. No sajes expenses incurred outside or inside {he AR.E.
may be recovered as & ¢ost.

Other Expenditures

Auy costs, expenses of expenditures, other than those which ara
covered and dealt with by the foregoing provisions of this Arfisle
i, meurred by CONTRACTOR or Operating Company undey
approved Work Programs and Budgess.

ARTICLE Hi
INVENTORIES
Periodic Inventoyies, Notice and Representation

At reasonabie intervals as sapreed upon by EGPOC and
CONTRACTOR inventories shall be taken by Operating Company
of the operations materials, which shall include all such materials
physical assets and construction projects. Written notice of
intention (o take inventory shall be given by Operating Company
10 BOGPC and CONTRACTOR at feast thirty (30) days before any
mventory is 1o begin so that EGPC and CONTRACTOR may be
represented when any inventory is taken, Failure of EGPC and/or
CONTRACTOR 1o be represenied a1 an inventory shall hind them
o accept the inventory taken by Qperating Company, who shali
in that event furnish the party not reprasented with a copy thereof.

Beconctligtion and Adjustment of Yaventories

Reconciliation of mveniory shall be made by CONTRACTOR
and ROPC, and a list of overages and shortages shail be jointly
determined by Operating Company and CONTRACTOR and
EGPC, and the inventory adjusted by Operating Company.
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ARTICLE I¥
COST RECOVERY

fa) Statements of Recovery of Costs and of Cost Recovery Petroleum

(8

CONTRACTOR shall, pursuant to Article VI of this Agreement,
render to EGPC as promptly as practicable but not later than
fifteen (1$) days after receipt from Operating Comparny of the
Sratements for Development and Exploration Activity for the
Calendar Quarter a Statement for that Quarter showing:

(1) Recoverable costs carried forward from the previous
Quarter, if any.

(2) Recoverable costs incurred and paid during the Quarter.
(3) Tota! recoverable costs for the Quarter (1) + {2).

(4) Value of Cost Recovery Petroleum taken and separately
disposed of by CONTRACTOR for the Quarter.

(5} Amount of costs recovered for the Quarter.

(6) Amount of recoverable costs carried into the succeeding
Quarter, if any,

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

Paymenls

If such Statement shows an amount due to EGPC, payment of
that amount shall be made in U.5. Dollars by CONTRACTOR
with the rendition of such Statement. I[f CONTRACTOR fails to
make any such payment to EGPC on the date when such payment
is due, then CONTRACTOR shall pay an interest of 2.5% per
antium higher than the Londoen Interbank Borrowing Offered Rate
(LIBOR) for three {3) months U.S. Dollars deposits prevailing
of the dale such interest is calculated. Such interest payment shall
not be recoverable,
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A,

fc)  Settlement of Excess Cost Recovery Petrolenm

— ) i WL Y e ——

BEGPC has the right to take i3 entitlerment of Excess Cost
Recovery Petroleum undey Article Vi {a} of the Agreement, in
kind during the said Quarter, 2 settlement shall be required with
the rendition of such Statements in case CONTRACTOR has taken
more than i3 own entitlement of such excess.

fd} Andit Right

EGPC shall have a period of twelve (12) months from receipt
of any statement under this Articte IV ia which to audit and raise
objeriion 10 any such Statemen!, EGPC and CONTRALCTTOR shall
agrec on any required adjustments. Supporting documents and
accounts will be available 1o EGPC during said twelve (1) manth
peringd,

ARTICLE Y
CONTROL AND MAIOR ACCOUNTS

fe) Exploration Obligation Control Accounts

CONTRACTOR will establish an Exploration Obligation Control
Account and an offsetting contrz account 10 controf therein the
1o1al amount of Exploration Expenditures reported on Siatements
of Activity prepared per Article I (b) (1) hereof, fess any reductions
agreed to by EGPC and CONTRACTOR following written
exceplions taken by a Non-Operater pursuant to Anticle 1 {e} {1}
hereol, in order 1o determine when mintmum Exploration
{Obligations have been met

fh;  Cost Recovery Control Acconnt

CONTRACTOR will establish a Cost Recovery Control Account
ang an offsetting contra account 1o control therein the amount
of ¢ost remaining to-be recovered, if any, the amount of cost
recovered, and the value of Excess Cost Recovery petroleum, if
any,
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fc; Major Accounts

For the purpose of ciassilying costs, expenses and expenditures
for cost recovery as well as for the purpose of establishing when
the Exploration Obligation has been met, costs, expenses and
expenditures shall be recorded in major accounts including the
foliowing:

Exploration Expenditures
Lievelopmen: Expenditures other than Operatineg Exvenses
Operating Expenses;

Neceysary sub-accounts shall be used,

Revenue accounts shall be maintained by CONTRACTOR 1o the
extent necessary for the control of recovery of costs ang the
ireatment of {ost Recovery Petroleum,

ARTICLE ¥I]
TAX IMPLEMENTATION PROVISIONS

it 38 understood that CONTRACUTCR shall be subjent
Egyptian Income Tax Laws except 25 otherwise provided in this
Agreentent, that any A.R.E. Income taxes paid by EGPC on
CONTRACTOR’s behall consitute additional income 1o
CONTRACTOR, and this additional income is also subject to
ALR.E. income fax, thal 5 “‘grossed-up’.

CONTRACTOR s anneal income, as determined in Article §1
(£} 2, 1885 the amount cqual to CONTRACTOR's grossed up
Favitian income tax Liability, shall be CONTRACTOR's
SHrovisionad Income’™,

The "'gross-up vatee™ 15 an amount added 1o Provisional
ticome 10 give “Taxable Income”’, such that the gross-up value
» equivalent to the AR, income iaxes,



YEAY Lo pawd TV Bty oY doadt — Gt JL B A1 VAN

DA pliyg
Ranall Ll 813 At Ja) » Sy el puialdh Jol
G e g a8 e = Alaiell Al
il Jaaalt i ity LB e B A Ry e (e S 1
ot Y S il e A g i) ol el Ciliaad Aais Ay puiall wi )
T TR PP SR T 0 U
hjgm.&ﬁrfﬁéw¥@ﬁﬂd&uﬂ PR S O B
.@—Mﬁulﬂuiﬁa’i
PO ey Ko 5 AV LW bt sy
il oax ¥ Assadt 3500
;LH‘_}...A]'IMM*‘I
. P st el dame o s us
v adedy B Sl Aphaadl Coldaall SEIL gaoadl  JSal zda 33 8
o il Lypcie Jane oy Vo Ve st ot o G gt
:nghﬂih@diiﬁiﬁgﬁﬁ;iimuji-}hﬁ.,.ﬁ

- u..;.:n..,d'l i_n...i.iﬂ

_}TJ.‘! 1Y = “'i % JHJJ '
a € - %
tagle oLy
S

11*&% ) ":irj IH Ll—'i-lj*
i R

1YY Ay panlsdl Jaal
R WPPE I

B e Bt B
3,71Y At Jamas
Yo a0 #EHEMML}JEAIL};Q




YAV 3RRY R e TV ad) BT 2l — i 3 iy

THEREFORE:

Taxable Income = Provisional income PLUS Gross-up Value

And
Gross-up Vatue = A R.E. Income Tax on Taxabie Income.

If the A R.E. incoms tax rate'!, which means the effective or
composite tax rate due to the various AR, E. 1axes levied on mcome
ar profits, is constant and not dependent on the evel of income, than,

Gross-up Vajue = A RE. Income Tax rate TIMES Taxabie Income.

Combining the first and last equations above.

CIross-0D Value = s o e Sy Bl B e 2SS —-

Where the tax rate is expressed a8 a8 decinal,

The above computations are illustrated by the following numerical
example. Assumring 1hat the Provisional Income is 310 and the A R.E.
income tax rate is (40) pereent, then the Gross-up Value is equal to:

10 x {14 "
-3 X QL = 5667

THEREFORE:

%
Provisional income 10,00
Plus Oross-up ¥alue 6.67
Tusable Income 1.%:Yi
LESS: A RE. Income Taxes af 40% 657
CONTRACTOR 'S Incomy alor faxes 10,00
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