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CONCESSION AGREEMENT FOR PETROLEUM
EXPLORATION AND EXPLOITATION
BETWEEN
THE ARAB REPUBLIC OF EGYPT
AND
THE EGYPTIAN GENERAL PETROLEUM CORPORATION
AND
IEOC CO. INC.

AND
- AMOCO EGYPT OIL COMPANY
IN
ELL. TEMSAH
OFFSHORE NILE DELTA
A.R.E.

This Agreement made and entered on this ........vvvevveeeinn .
day of , 199, by and between the ARAB REPUBLIC
OF EGYPT ( hereinafter referred to variously as ““A.R.E.” or as the
“"GOVERNMENT” ), the EGYPTIAN GENERAIL PETROLEUM
CORPORATION, a legal entity created by Law No. 167 of 1958 as
amended ( hereinafter referred to as “EGPC?’ ) and IEOC CO. INC.,
a company organized and existing under the laws of Panama (hereinafter
referred to as “IEOC”’): and AMOCO EGYPT OIL COMPANY, a
company organized and existing under the laws of the State of Delaware,
USA (hereinafter referred to as “AMOCO”’). IEOC and AMOCO
hereinafter are referred to collectively as “CONTRACTOR”’ and
individually as “CONTRACTOR MEMBER’’.

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 beyond the territorial waters,
are the property of the State: and

WHEREAS, EGPC has applied for an exclusive concession for the
exploration and exploitation of Petreleum in and throughout the area
referred to in Article II, and described in Annex ““A’’ and shown
approximately on Annex ‘“B’’ which are attached hereto and made part

hereof: and
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WHEREAS, IEOC and AMOCO agree to undertake their
obligations provided hereinafter as CONTRACTOR with respect to the
Exploration, Development and production of Petroleum in said Area;

and

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

WHEREAS, the Minister of Petroleum and Mineral Resources
pursuant to the provisions of Law No. 86 of 1956, may enter into a
concession agreement with EGPC, and with CONTRACTOR as a

CONTRACTOR in the Area.

NOW, therefore, the parties hereto agree as follows

(a)

(h)

ARTICLE 1
DEFINITIONS

“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,

“Development’’ shall include, but not be limited to, all the
operations and activities pursuant to approved Work Programs
and Budgets under this Agreement with respect to :

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

of the status of a well, and

(2) design, engineering, construction, installation, servicing and
maintenance of equipment, lines, systems facilities, plants and
related operations to produce and operate said development
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(c)

(d)

(e)

0

(g)

wells, taking, saving, treating, handhing, storing, transporting
and delivering Petroleum, repressuring, recycling and other
secondary recovery projects, and

(3) transportation, storage and any other work or activities
necessary or ancillary to the activities specified in (1) and (2).

‘““‘Petroleum’’ means liquid crude oil of various densities, asphalt,
gas, casinghead gas and all other hydrocarbon substances that may
be found in, and produced, or otherwise obtained and saved from
the Area under this Agreement, and all substances that may be

extracted therefrom.

‘“Liquid Crude Oil”’ or *‘Crude Oii’’ or “Oil’” means any
hydrocarbon produced from the Area which is in a liquid state
at the wellhead or lease separators or which is extracted from the
gas or casinghead gas in a plant. Such liquid state shall exist at

sixty (60) degrees Fahrenheit and atmospheric pressure of 14.63
PSIA. Such term includes distillate and condensate.

““Gas’’ is natura! gas both associated and non-associated, and zll
of its constituent elements produced from any well in the Area

( other than liquefied Crude Oil) and all non-hydrocarbon
substances therein. Said term shall include residual gas, that gas

remaining after removal of LPG.

“LPG” means liquefied petroleum gas, which is a mixture of,
principally, butane and propane liquefied by pressure and

temperature.

A “Barrel’’ shall consist of forty-two (42) United States gallons,
liquid measure, corrected to a temperature of sixty (60) degrees

Fahrenheit.
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(h) (1)

(2)

«Commercial Oil Well’’ means the first well on any geological
feature which after testing for a period of not more than thirty
(30) consecutive days where practical, but in any event in
accordance with sound and accepted industry production
practices, and verified by EGPC, is found to be capable of
sroducing at the average rate of not less than two thousand
(2000) barrels of oil per day (BOPD). The date of discovery
of a ““Commercial Oil Weil’ 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 ten (10) miliion
<tandard cubic feet of Gas per day ( MMSCED ). The date
of discovery of a ““Commercial Gas Well™ is the date on whichi
cuch well is tested and completed according to the above.

(i) “A.R.E.” means ARAB REPUBLIC OF EGYPT.

(j) ‘“Effective Date’’ means the date on which the text of this
Agreement 1S signed by the GOVERNMENT, EGPC and

CONTRACTOR, after the relevant Law is issued.

(k) (1}

«year’’ means a period of twelve (12) months according to
the Gregorian Calendar.

(2) ‘“Calendar Year means a period of twelve (12) months

according to the Gregorian Calendar being 1st January 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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(n)

(o)

(p)

(q)

An ‘“‘Affihated Company’’ means a company :

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

(2) which 1s the owner directly or indirectly of share capital
conferring a majority of votes at stockholders’ meetings of a
party hereto:; or

(3) whose share capital conferring a majority of votes at
stockholders’ 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.

““Exploration Block’’ shall mean an area, the corner points of

which have to be coincident with three (3) minute X three (3)
minute latitude and longitude divisions, according to the
International Grid System where possible or with the existing
boundaries of the Area covered by this Concession Agreement as

set out in Annex ‘A’

‘“Development Block’’ shall mean an area, the corner points of

which have to be coincident with one (1Y minute X one (1) minute
latitude and longitude divisions, according to the International Grid
System where possible or with the existing boundaries of the Area
covered by this Concession Agreement as set out in Annex ““A’.

“‘Development Lease (s)’’ shall mean the Development Block or
Blocks covering the geological structure capable of production,
the corner points of which have to be coincident with one (1)

minute X one (1) minute latitude and longitude divisions,
according to the International Grid System where possible or with

the existing boundaries of the Area covered by this Concession

Agreement as set out in Annex “‘A’’,
““ Agreement ’’ shall mean this Concession Agreement and its
Annexes.

““Gas Sales Agreement’’ shall mean a written agreement between

EGPC and CONTRACTOR (as sellers) and EGPC (as buyer)
which contains the terms and conditions for Gas sales from a

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

A o
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(1) “‘Standard Cubic Foot’’ (SCF) is the amount of gas necessary to

fill one (1) cubic foot of space at atmospheric pressure of 14.65

PSIA and at a base temperature of sixty degrees Fahrenheit

(60 °F).

ARTICLE 1I

ANNEXES TO THE AGREEMENT

Annex ‘A’ is a description of the Area covered and affected by

this Agreement, hereinafter referred to as ‘“The Area’’.

Annex ‘‘B” 1s a provisional illustrative map on the scale of
1 : 1,000,000 indicating the Area covered and affected by this

Agreement and described in Annex ‘‘A’’.

Annex ““C” 1s the form of a Charter of the Operating Company

to be formed as provided for in Article VI hereof .

Annex ‘D’ is the Accounting Procedure.

Annex “E” is a map of the National Gas Pipeline Grid System
established by the GOVERNMENT. The point of delivery for Gas shall
be the flange connecting the lease pipeline to the nearest point on the

National Gas Pipeline Grid System depicted in such Annex.

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

force and effect with the provisions of this Agreement.
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ARTICLE III

GRANT OF RIGHTS AND TERMS

The GOVERNMENT hereby grants EGPC and CONTRACTOR

subiect to the terms, covenants and conditions set out in this Agreement,

which insofar as they are contrary to or inconsistent with any provisions

of Law No. 66 of 1953, as amended,shall have the force of Law, an

exclusive concession ini and to the Area described in Annexes ‘““‘A’’ and

iiB!.“

(a)

(0)

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 Petroleum produced and saved from the Area
during the Development period including renewal. 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 be deemed to result in income attributable to the

CONTRACTOR.
An initial exploration period of four (4) years shall start from the

Effective Date. Two (2) successive extensions to the initial
exploration period of two (2) years and one (1) year respectively,
shall be granied to CONTRACTOR at its 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
current period. This Agreement shall be terminated if neither a
Commercial Qil Discovery nor a Commercial Gas Discovery 1s
established by the end of the seventh (7th) year 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 drilling or
testing at the end of the seventh (7th) year of the exploration
period. The election by EGPC to undertake a sole risk venture
under paragraph {(c) immediately hereafter shall not extend the
exploration period nor affect the termination of this Agreement

as to CONTRACTOR.
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(c) ‘“‘Commercial Discovery”’ :

(1)

(11)

(111)

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

The provisions laid down herein postulate the unity and
indivisibility of the concepts of Commercial Discovery and
Development Lease. They shall apply uniformly te Oil and Gas

unless otherwise specified.

CONTRACTOR shall give notice of a Commercial Discovery
to EGPC immediately after the discovery is considered by
CONTRACTOR to be worthy of commercial development but
In any event with respect to a Commercial Oil Well not later
than thirty (30; days following the completion of the second
“expioration’’ appraisal well, or twelve (12) months following
the date of the discovery of the Commercial Oil Well whichever
s earlier, or with respect to a Commercial Gas Well not later
than twenty-four (24) months following the date of the
discovery of the Commerciai Gas Well (unless EGPC agrees
that such period may be extended); except that the
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 definiticn of ‘*Commercial well’?

if, 1n1ts opinion, a reservolr or a group of reservoirs considered
collectively, could be worthy of commercial development.
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CONTRACTOR may also give a notice of Commercial Oil

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

A notice of Commercial Gas Discovery shall contain all

detailed particulars of the discovery and especially the area of
Gas reserves, the estimated production potential and profile

and field life.

Following receipt of a notice of a Commercial Otil 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.

(iv) If Crude Oil is discovered but is not deemed by
CONTRACTOR to be a Commercial Oil Discovery under the
above provisions of this paragraph (c), EGPC shall one (1)
month after the expiration of the period specified above within
which CONTRACTOR can give notice of Commercial Oil" -
Discovery, or thirteen (13) months after completion of a well
not considered to 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 well has been drilled. Said notice shall state the specific area
covering said geological feature to be developed, the wells to
be drilled, the production facilities to be installed and EGPC" |
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.
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[f CONTRACTOR elects not to develop such area, the specific
area covering said geological feature shall be set aside for
sole risk operations by EGPC, such area to be mutually
agreed upon by EGPC and CONTRACTOR on the basis of
sood petroleum industry practices. EGPC shall be entitled
to perform, or in the event Operating Company

has come into existence, to have Operating Company

nerform, 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 opticn, 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 (1) revert to the status of an ordinary

Development Lease under this Agreement and therefore shall
be operated in accordance with the terms hereof; or (2)
alternatively, in the event that at such time EGPC or 1ts
Affiliated Company is conducting Development Operations 1n
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 Oil as specified in Article VII (b) below. The sole

risk Crude Qil shall be valued in the manner provided 1n
Paragraph (c) of Article VIL. In the event of any termination

of this Agreement under the provisions of Article [11 (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 1o

CONTRACTOR pursuant to the provisions of Article I1I (b)
above.
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(d) Conversion to a Development Lease :

(1) Fqllowing a Commercial O1l Discovery or a Commercial Gas
Discovery, the extent of the whole area capable of production

to be covered by a Development Lease shall be mutually agreed
upon by EGPC and CONTRACTOR and be subject to the
approval ot 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.

(i1) Following the conversion of an area 1o 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
the adequate local markets capable of absorbing the production

of Gas and shall advise CONTRACTOR of the potentiai
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 tc EGPC under a long-term Sales
Agreement in accordance with and subject to the conditions

set forth in Article VII below.

(iii) The Development period of each Development Lease shall be
as follows :

aa) Inrespect of a Commercial O1l 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 to the conversion of a
Commercia) Oil Discovery into a Development Lease, Gas

is discovered in the same Development Lease and 1s used
or is capable of being used locally or for export hereunder,
the period of the Development Lease shall be extended cnly
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with respect to such Gas, LPG extracted from such Gas
and Crude O1l in the torm of Condensate produced with
such Gas for twenty (20) years from the date of first
deliveries of Gas locally or tor export plus the Optional
Extension Period (as defined below) provided that the
duratton of such Development Lease based on the
Commercial Oil Discovery may not be extended beyond
thirty-five (33) years from the date of such Commercial
O1l Discovery unless otherwise agreed upon between EGPC

and CONTRACTOR and subject to the approval of the
Minister of Petroleum and Mineral Resources.

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 Oil 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 Oil Discovery, plus the Optional Extension

Period ( as defined below ).

Notwithstanding anything to the contrary under this
Agreement, the duration of a Development [ease based

on a Commercial Gas Discovery shall in no case exceed

thirty-five (35) vears from the date of such Commercial

Discovery.
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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 Oul.

The “*Optional Extension Period’’ shall mean a period
of five (5) years which may be elected by CONTRACTOR
upon six (6) months written notice to EGPC prior to the
expiry. of the relevant twenty (20) year period.

(e) Development operations shall upon the issuance of a Development
Lease granted following a Commercial O1l Discovery, be started
promptly by Operating Company and be conducted 1n accordance
with good oil field practices and accepted petroleum engineering
principles, until the field is considered to be fully developed, it
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 interests of the parties.

In the event no Commercial Production of oil in regular shipments
is established in any Development Block within three (3) years from
the date of the Commercial Qil Discovery, such Development Block
shall immediately be relinquished. However, such three (3) year

period may be extended by an additional period not exceeding cne
(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 to 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 VII below or otherwise, be started
promptly by Operating Company and be conducted in accordance
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with good Gas field practices and accepted petroleum engineering '
pg,inc_iples 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 Development Lease
relating to such Gas shall be relinquished, unless otherwise agreed

upon by EGPC.

If upon application by CONTRACTOR it is recognized by EGPC
that Crude Oil or Gas is being drained from an Exploration Block
under this Agreement into a Development Block on an adjoining?

concession area held by CONTRACTOR, the Exploration Block]
being drained shall be considered as participating in the
Commercial Production of the Development Block in question and
the Exploration Block being drained shall be converted into a
Development Lease with the ensuing allocation of costs and
production (calculated from the Effective Date or the date such

drainage occurs, whichever is later) between the two concession,

areas. The allocation of such costs and production under each
Concession Agreement shall be in the same portion that the
recoverable reserves in the drained geological structure underlying
each concession area bears to the total recoverable reserves of such
structure underlying both concession areas. The production
allocated to a concession area shall be priced according to the

Concession Agreement covering that concession area.

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.
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Unless otherwise provided, in this Agreement,
CONTRACTOR shall be subject to Egyptian income tax laws
and shall comply with the requirements of such laws with

respect to the filing of returns, the assessment of tax, and
keeping and showing of books and records.

CONTRACTOR’s annual income for Egyptian income tax
purposes under this Agreesment shall be an amount calculated

as follows:

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

reduced by :

(1) The costs and expenses of CONTRACTOR.
(1) The value, as determined in paragraph (c) of Article VII

of EGPC’s share of the Excess Cost Recovery Petroleum
repald to EGPC i1n cash or in kind, if any,
Plus :

an amount equal to CONTRACTOR’s Egyptian income
taxes grossed up in the manner shown in Annex “D”’

Article VI.

For purposes of 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
VII as above qualified shall be deductible 1n accordance with
the provisions of the Egyptian Income Tax Law.

EGPC shall assume, pay and discharge, in the name and on
behalf of CONTRACTOR, CONTRACTOR’s Egyptian
income tax out of EGPC’s share of the Petroleum produced
and saved and not used in operations under Article VII. All
taxes paid by EGPC in the name and on behalf of
CONTRACTOR shall be considered i1ncome to

CONTRACTOR.
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4. EGPC shall furnish to CONTRACTOR the proper official
receipts evidencing the payment of CONTRACTOR’s Egyptian
income tax for each Tax Year within ninty (90) days following
the receipt by EGPC of CONTRACTOR’s tax declaration for
the preceding tax year. Such receipts shall be issued by the
proper Tax Authorities and shall state the amount and other
particulars customary for such receipts.

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

6. Incalculating its A.R.E. income taxes, EGPC shall be entitled
to deduct all royalties paid by EGPC to the GOVERNMENT
and CONTRACTOR’s Egyptian income taxes paid by EGPC

on CONTRACTQR’s behalf.
ARTICLE 1V

WORK PROGRAM AND EXPENDITURES DURING
EXPLORATION PERIOD

() CONTRACTOR shall commence Exploration operations
hereunder not later than six (6) months after the Effective Date.

Not later than the end of the eighteenth (18th) month after the
Effective Date, CONTRACTOR shall start Exploration drilling
in the Area, with a commitment of drilling six (6) 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, as EGPC is entitled

to so doing .
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(0) The initial exploration period shall be four (4) vyears.
CONTRACTOR may extend this exploration period for two (2)
additional periods of two (2) years and one (1) year respectively
in accordance with Article I1I (b), each of upon at least a 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 a2 minimum of twenty-four million
U.S. Dollars (U.S § 24,000,000) on exploration operations and
activities related thereto during the initial four (4) year exploration
period; provided that CONTRACTOR shall drill six (6) wells. For
the first two (2) year extension period CONTRACTOR shall spend
a minimum of eight million U.S. Dollars (U.S. $ 8,000,000) and
shall drill two (2) wells; and for the second one (1) year extension
period CONTRACTOR shall spend a minimum of eight million
U.S. Dollars (U.S. $ 8,000,000) and 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 four (4) vear exploration
pertod, or during any period thereafter, the excess may be
subtracted from the minimum amount of money required to be
expended by CONTRACTOR or minimum number of wells
required to be drilled during any succeeding exploration period
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 fourth
(4th) year of the initial exploration period, having expended less
than the total sum of twenty-four million U.S. Dollars (U.S.
$ 24,000,000) on Exploration or in the event at the end of the four
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(4) years CONTRACTOR has expended less than said sum in the
Area, an amount equal to the difference between the said
twenty-four milhon U.S. Dollars (U.S. § 24,000,000) and the
amount actually 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 fourth (4th) year 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 shall similarly result in a payment by
CGONTRACTOR to EGPC of such deficiency. Provided this
Agreement is still in force as to CONTRACTOR, CONTRACTOR
shall be entitled to recover any such payments as exploration
expenditure in the manner provided for under Article VII in the
event of Commercial Production.

Without prejudice to Article III (b), in case no Commercial Oil
Discovery is established or no notice of Commercial Gas Discovery
is given by the end of the seventh (7th) year, or in case
CONTRACTOR surrenders the Area under this Agreement prior
to such time, EGPC shall not bear any of aforesaid expenses spent

by CONTRACTOR.

(c) At least four (4) months prior to the beginﬁing 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 to be established by EGPC and
CONTRACTOR after the Effective Date of this Agreement. This
Committee, hereinafter referred to as the ‘‘Exploration Advisory
Committee’’, shall consist of six (6) members, three (3) of whom
shall be appointed by EGPC and three (3) by CONTRACTOR.
The Chairman of the Exploration Advisory Committee shall be
designated by EGPC from among the members appointed by it.
The Exploration Advisory Committee shall review and give such
advice as it deems appropriate with respect to the proposed Work
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Program and Budget. Following review by the Exploration
Advisory Committee, CONTRACTOR shall make such revisions
as CONTRACTOR deems appropriate and submit the Exploration
Work Program and Budget to EGPC for approval. Following such
approval, it is further agreed that :

(1) CONTRACTOR shall not substantially revise or modity said
Work Program and Budget nor reduce the approved budgeted

expenditure without the approval of EGPC;

(2) In the event of emergencies involving danger of loss of lives
or properties, CONTRACTOR may expend such additional
unbudgeted 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 VII hereof.

(d) CONTRACTOR shall advance all necessary funds for all materials,

(e)

equipment, supplies, personnel, administration and operations
pursuant to the Exploration Work Program and Budget and EGPC
shall not be responsible to bear or repay any of the aforesaid costs.

CONTRACTOR shall be responsible for the preparation and
performance of the Exploration Work Progrem which shall be
implemented in a workmanlike manner and consistent with good

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 Agreement, shall be made in the A.R.E.

CONTRACTOR shall entrust the management of exploration
operations in the A.R.E. to its technically competent General
Manager and Deputy General Manager. The names of such

Manager and Deputy General Manager shall, upon appointment,
be forthwith notified to the GOVERNMENT and to EGPC. The

General Manager and, in his absence, the Deputy General Manager
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shall be entrusted by CONTRACTOR with sufficient powers to
carry out immediately all lawful written directions given to them
by the GOVERNMENT or its representative under the terms of
this Agreement. All lawful regulations 1ssued 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 shal! be available for inspection by EGPC at any time

during regular working hours for three (3) months from the date
of receiving each Statement.

Within the thres (3) months from the date of receiving such
Statement, EGPC shall advise CONTRACTOR 1n wnting if it

considers :

(1) that the record of costs i1s not correct;

(2) that the costs of goods or services supplied are not in line with
‘he international market prices for goods or services of similar
quality supplied on similar terms nrevailing at the timie such
g0ods or services were supplied, provided however, that
purchases made and services performed within the A.R.E. shall

be subject to Article XXV;
(3) that the condition ot the materials furnished by

CONTRACTOR does not tally with their prices; OT

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

operations.
CONTRACTOR snall confer with EGPC in connection with the

problem thus presented, and the parties shall attempt to reach a
settlement which is mutually satisfactory.
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Any reimbursement due to EGPC out of the Cost Recovery
Petroleum as a result of reaching agreement or of an arbitral
award shall be promptly made in cash to EGPC, plus simple
interest at LIBOR plus 2.5 percent per annum from the date on
which the disputed amount (s) would have been paid to EGPC
according to Article VII (a) (2) and ANNEX ‘D’ (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 average of the figure or figures published by the
Financial Times representing the mid-point of the rates (bid and
ask) applicable to one month U.S. Dollar deposits in the London
Interbank Eurocurrency Market on each fifteenth day of each
month occurring between the date on which the disputed amount(s)
would have been paid to EGPC and the date on which it 1s settled.

If the LIBOR rate is available on any fifteenth day but is not
published in the Financial Times in respect of such day for
any reason, the LIBOR rate chosen shall be that offered by
Citibank-N.A. to other leading banks in the London Interbank

Eurocurrency Market for one month 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 quoted.

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.

(z) CONTRACTOR shallsupply 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
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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.

(h) 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.S.
Dollars at the official A.R.E. rate of exchange, such dollars to be
deposited in an EGPC account abroad with a correspondent bank
of the National Bank of Egypt, Cairo. Withdrawals from said
account shall be used for financing EGPC’s and its Affiliates

foreign currency requirements subject to the approval of the
Minister of Petroleum and Mineral Resources.

_ ARTICLE V
MANDATORY AND VOLUNTARY RELINQUISHMENTS

(@) MANDATORY

At the end of the fourth (4th) vear after the Effective Date hereof,
CONTRACTOR shall relinquish to the GOVERNMENT a totial
of twenty-five (25) percent of the original Area not then converted
to a Development Lease or Leases. Such relinquishment shall be
‘1 units of whole Exploration Blocks or parts of Exploration Blocks
not converted to Development Leases so as 10 enable the
relinquishment requirements to be precisely fulfilled.

At the end of the sixth (6th) year atter the Effective Date hereof,
CONTRACTOR shall relinquish to the GOVERNMENT an

additional twenty-five (25) percent of the Area not then converted
to a Development Lease or Leases. Such relinquishment shall be
i1 units of whole Exploration Blocks or parts of Exploration Blocks
not converted to Development Lesses so as to enable the
relinquishment requirements to be precisely fulfilled.
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Without prejudice to Article II1 and Article XXII and the last
three (3) paragraphs of this Article V ('a ) at the end of the seventh
(7th) year of the Exploration period, CONTRACTOR shall
relinquish the remainder of the Area not then converted to 2
Development Lease or Leases,
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