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CONCESSION AGREEMENT FOR PETROLEUM

. EXPLORATION AND EXPLOITATION

BETWEEN

THE ARAB REPUBLIC OF EGYPT
AND

THE EGYPTIAN GENERAL PETROLEUM CORPORATION
AND
CONOCO LAGIA OFFSHORE, INC.

IN

LAGIA OFFSHORE AREA

This agreement made and entered on this Seventeenth day of

June, 1981, by and between the ARAB REPUBLIC OF EGYPT
(hereinafter referred to variously as “A.R.E.”” or as the “GOVERN-
MENT?”), the EGYPTIAN GENERAL PETROLEUM CORPO-
RATION, a legal entity created by Law No. 167 of 1938 as
amended (hereinafter referred to as “EGPC”) and CONOCO
LLAGIA QOFFSHORE. INC. a company organized and existing
under the laws of the State of Delaware (hereinafter referred to

variously as “CONOCO” or as “CONTRACTOR”).

WITNESSETH

WHEREAS, all minerals including petroleum, existing in mimes
and quarries in A.R.E., including the territorial waters, and in the
sea bed subject to its jurisdiction and extending beyond the terr-
torial waters, are the property of the State, and
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WHEREAS, EGPC has applied for an exclusive concession for
the exploration and exploitation of petroleum in and \iaroughout the
area referred to in Article 11, and, described in Annex “A’” and shown
approximately on “B” which are attached hereto and made part
hereof; and

WHEREAS, CONOCO agrees to undertake its obligations
provided hereinafter as a ctontractor 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 Mmuster of Petroleum pursuant to the pro-
visions of Law No. 86 of 1956, may enter into concession agreement

with EGPC and with CONOCO as a contractor, in the Area here-
mafter referred to.

NOW, Therefore, the parties hereto agree as follows :

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, ma-
terials, services and equipment therefore, all as may be contai-

ned m the approved Work Programs and Budgets. The verb

“explore” means the act of conducting exploration.
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(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 :

(1) The drilling, plugging, deepening, side tracking, redrilling,
completing, equipping of development wells, the changing of
the status of a well from oil well to water well and vice versa
and

() Design, engineering, construction, installation, servicing
and mamtenance of equipment, lines, systems, facilities,
plants and related operations to produce and operate said
clevelopment wells, taking, saving, treating, handling, stor-
ing, flaring, transporting and delivering petroleum repres-
suring, recycling and other secondary recovery projects,
and

(zu) Transportation, storage and any other work or activities
necessary or ancillary to the actvities specified in (3} and

(i1).

(¢) “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. -

(d) “Liquid Crude Oil” or “Crude Oil” 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 term includes dis-
tillate and condmsatc: |

—_—— e R



Ay Byl YA b () @B Y sl e I B

\ Y

'——__

[ —

55 el s pad mlall et W Sl (=)

ParaElp (o akldl @ 5 u,.cL_,_a:_..ll d @ O el

, aaksrh oW e Lalll lasg @ do A g 5 g Al

i e e bl (87 J amnly 5T e 85 dee 0 (0)

sl dmyd e Mdma DL WS LG A S il SLY
JEPgge (“\*)

.Lu_r_gf_,}_,.o-wfjtﬁd 5 Jal bl € 2, 2 11))(4,).
S8 LIS a4 Log () u\,),u;_uj‘yb.d_,l LY ol o]
EL'N\\?EJLLU Jlf}liﬁ? 3 Gl '-U'C?, L}\u,\o Llos SAS
L1 4l 4 a0 D ﬁ,yxﬂla_,fm}jlthﬂui_;u&
(Yoos) £hoves s 2T e db Y daes eyt f-b":h Pl

_9.&4:_',{::...}\ J,...H Q_QL.MS“ @)b O}(:‘l_g ¢ gﬁ_ﬁ,ﬂ dgﬁ)‘w&f
*«L.JL..» D9 L_l ey a_)\_._,:-\j H JM‘;-::JL‘

+ :L.dj-.H e 4:)_,..34.':- h:LM ( 1&1{111-5:: » (C)

z_-\\b-uauia."ﬂ a-\__hua.vcdy Lu.uu « ;_)L_,-».-H C'Jg)}(-}ﬁ')
o 43l u.o\p:n Q}Jlﬂ.” sho A (J_gia.n_g 4...4”_9 %_9@‘

‘ﬁ—"*‘"-"\-‘*—c’;ﬁ?; bLu(tujU‘LJF))j'ft(m ))(L;)"
. GJM‘ ru".n_.” :
ﬂ“’}j L)\)ij.ﬂj L.-:L—f *..H._.n I abas UU‘ 'L.._«..n » (ﬂ)
fainial
saladl il o Ve 3 ot P58 Wl € 4 I ity (J)

-
.‘C"T*E_ E'__,__J‘JI}

il



e

VEAEAY e plovA B (0) ml YW Sl i M S s

T . L.

(¢) “Gas” is patural gas both associated and non-associated,
and all of its constituent elements produced from any well in

the Area and all non-hydrocarbon substances therein Said term
shall include residual gas,

(f) A “barrel” shall consist of forty-twe (42) United States gallons,

hquid measure, corrected to a temperature of sixty degrees (60)
Fahrenheit.

(¢) “"Commercial Well” means the first well in any geological
feature which after testing for a period of not more than thirty
(30) consecutive days where practical, but in any event in ac-
cordance with sound and accepted industry production practices,
and verified by EGPC, is found to be capable of producing at the
average rate of not less than two thousand five hundred barrels
of o1l per day (BOPD). The date of discovery of a “Commercial

Well” is the date on which such well is completed and tested
according to the above,

() “ARE.” means ARAB REPUBLIC OF EGYPT.

() “Effective Date” means the date on which the text of this

agreement is signed by the GOVERNMENT, EGPC and CON-
TRACTOR, after the relevant law is issued.

() “Year” or “Calendar Year” means a period of twelve (12)
months according ta the Gregorian Calendar.

(/) “Financial Year” means the financial year according to the
laws and regulations of the AR.E.

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

@) The share capital, conterring a majority of votes at stock-

holders” meetings of such company, of which is owned
directly or indirectly by a party hereto:

(1)  Which is the owner directly or indirectly of share capital
conferring a majority of votes at stockholder’s meeting of
a party hereto; or

(111) Whose share capital confecring a majority of votes at
stockholders’ meetings of such company and the share
capital conferring a majority of votes of stockholders’ meet-
ings of a party hereto are owned directly or indirectly by the
same cempany.

(n) Exploration Block shall mean an area, the corner points of
which have to be coincident with 1’X 1’ latitude and longitucle
divisions; according to the International Grid System where pos-
sible or with the existing boundaries of the Area covered by
this Concession Agreement as set out in Annex “A”.

(0) Development Block shall mean an area, the corner points of
which have to be coincident with 17X 1’ 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 rights, duties and obli-
gations pertaining to the development and production of pet-
roleum as set outin this Concession Agreement all or part
of Development Block or Blocks covering the geological struc-
ture capable of production the corner points of which have to
be coincident with 1’X 1 latitude and longttude divisions accor-
ding 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”,
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ARTICLE II

ANNEXES TO THE AGREEMENT

Annex “A” 15 a description of the Area covercd and affected by

this Agreement, hereinafter referred to as ‘““the Area”.

Annex “B” 1s a provisional illustrative map on the scale of
1 : 100,000 indicating the Area covered and affected by this Agree-

ment and described in Annex “A’.

Annex “G” is the form of a Letter of Guaranty to be issued by
an hLgyptian bank, the ownership of which is Egyptian, in Cairo,
Egypt, and to be submitted by CONTRACTOR one day before
the time of signature by the Minister of Petrolenm of this Agree-
ment, for the sum of Eight Million U.S. Dollars guaranteeing the
execution of CONTRACTOR’s minimum exploration obligations
hereunder for the first two year exploration period. Such guaranty
shall remain effective for six (6) months after the end of the said

two year period except as it may be released prior to that time in
accordance with the terms thereof.

Annex “D” is the form of a Charter of the operating company
to be formed as provided for in Article VI hereof,

Amex “E” is the Acoounting Procedure.

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 TERM

The GOVERNMENT hereby grants EGPC and CON-
TRACTOR subject to the terms, covenants and conditions
set out in this Agreement, which insofar as they are contrary to or
mconsistent with any provisions of Law No. 66 of 1953, as amended,

shall have the force of Law, an exclusive concession in and to the
Area described 1n Annexes “A” and “B”.

(a) 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 bv EGPG and shall not be the
obligation of the CONTRACTOR. The payment of rova'tics

by LGPC shall not be decmed to result in income attributable
to the CONTRACTOR.

(b) An initial exploration period of two vyears shall start from
the Effective Date. Two successive extentions to the initial
exploration period of one year each shall be granted to CON-
TRACTOR at its option upon thirty days prior written notice
to EGPC and subject only to its having fulfilled its ob-
ligations hereunder for the preceding period. The Agree-
ment shall be terminated if no Commercial Discovery is estab-
ished by the end of the fourth (4th) year of the exploration
period. However, such period may be extended at CONT-
RACTOR's option for up to six months to enable the comple-
tion of drilling and testing of any well actually drilling or
testing at the end of the fourth (4th) year of the exploration
period, but shall not exceed this period by more than six
months. ‘The Election by EGPC to undertake a sole risk ven-
ture under paragraph (c) immediately hereafter shall not extend

the exploration period nor offect the termination of the Agree-
ment as to CONTRACTOR.
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(¢) “Commercial Discovery” : After discovery of a Commercial
well, CONTRACTOR shall undertake, as part of 1ts Explor-

ation program the appraisal of the discovery by drilling one
or more additional wells, to determine whether such discovery
is worthy of being developed commercially, taking into consider-
ation the recoverable reserves, production, pipeline and terminal
facilities required, estimated crude oil prices, and all other
relevant techincal and economic factors.

A Commercial Discovery may consist of one producing
reservoir or a group of producing reservoirs which after ap-

praisal 1s worthy of being developed commercially. GON-
TRACTOR 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 not later than the completion of the second “ex-
ploration” appraisal well, or twelve (12) months following the
date of the discovery of the Commercial Well whichever is ear-
lier ; 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 thercon 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 development.

Following receipt of such notice EGPC and CONTRAG-
TOR shall meet and review all appropriate data with a view
to mutually agreeing upon the existence of a Commercial Dis-
covery. The date of Commercial Discovery shall be the date
EGPC and CONTRACTOR mutually agree that a Comme-
rcial Discovery exists. Notwithstanding the foregoing, in the
event EGPC fails to agree, within 120 days from receipt of
such notice, with Contractor that a Commercial Discovery
exists, Contractor shall have the right to declare a Commercial
Discovery and develop the same under a Development Lease.
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If Crude Oil 1s discovered but is not deemed by CONTRAC-

TOR to be a Commercial Discovery under the above pro-
visions of this paragraph (c), EGPC shall one (1) year after
the expiration of the period specified above within which CON-
TRACTOR can give notice of Commercial - Discovery, or
cighteen (18) months after the completion of a well not conside-
red a “Commercial Well” have the right following sixty (G0)
days notice m writing to CONTRACTOR, at its sole cost, risk
and expease, to develop: preduce and dispose of all Crude il
from the geological feature on which the well has been diilled.
Said notiee shall state the specific area covering said geological

feature to be developed, the wells to be drilicd, the production
facilities to be installed and EGPC's estimated cost thereof, With-

in thirty (30) davs after receipt of said notice CONTRACTOR
may. in writing, clect to develop such avea as provided fer in

the case of Commercial Discovery hereunder. In such event all
terms of this Agreement shall continue to apply to the specitied

arca.

[f CONTRACTOR elects not to develop such area, the speci-
fic area covering said geological feature shall be set aside for
sole risk operations by EGPC, EGPC shall be entitled to per-
form, or in the event Operating Company referred to in Article
VI has come into existence, to have Operating Company .
perform such operations for it at EGPC’s sole cost, risk and ex-
pense. When EGPC has recovered from the Crude Oil produced
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+from such gpecific area a guantity of Crude Oil equal in value
o three hundred {300) percent of the cost it has incurred in car-
«ying out the sole risk operations, CONTRACTOR shall: have
the option, only in the event there has been a separate Commer-
cial Discovery, to share in’ further development and production
ot that specific area ypon paying' EGPC one hundred (100): per-
cent of such costs incurred by EGPC: Such one hundred (100)
gercent gpayment shall be recovered by CONTRACTOR from
#Cost Recovery Crude Oil:in the-normal-manner for - the- reco-
svery. of expenses under Article VI1:(a). Immediately. following
ush payment the specific area. ghall cither {i) eevert to the stat-
wus of an ordinary development dease under this Agreement. and '
#hereafter shall be Cpem-ted in accordance with the terms hore-
of.; or (ii) alteratively, in the event that at such time BGPC or
dts affiliated company 15 contducting afl devclopment - opera~
{oins in the area at ifs sole txpénse and EGPG élecls to
tontinue -:pﬂrahng, the area $hall ¥amain set aside and CONT-
RACTOR shall only be entitled to-its¢production sharing, per-
‘ceritage of the Grude Oil as specified. in Artide VIL (b) below.
Tlie sole risk Crode Ol shall be valued in the manner provided
dn Paragraph.(c) of Article VII. In the event of any téimination
of this Agreement underithe p ovisions of paragraph (b). above
‘this Agreement shall, however, continue to apply to EGPC's
operation ¢f any sole risk veature hercunder, although such

Agreement shall have been terminated with respeet to CONT-
RACTOR pursuant o the provisions of said paagraph (B)
above.
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(d) Thc development period shall be twenty (20) years from the
date of issuance of the first Development Lease. This period may
he renewed for an additional period of-Five (5) years at the option
of CONTRACTOR upon six (6) months prior written notice to
EGPC. Following Commercial Discovery the extent of the
whole area capable of production to be covered by development
lease or leases shall be mutually agreed upon by EGPC and

CONTRACTOR and be subject to the approval of the Minister
of Petroleum.  Such area shall then be converted automati-

cally into a development lease or leases without the issuance of
any additional legal instrument or permission.

Development operations thereafter shall be started prom-
ptly 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.
In the event no commercial production of Petroleum in regular
shipments is established in any Development Block within four
‘,?cars from the date of the approval of the Minister of
Petroleum referred to hereinabove such a Development Block
<hal] jmmediately be surrendered unless otherwise agreed upon

by EGPC. This four year time limit shall not apply to a Com-

mercial Discovery of non-associated gas which shall be subject

to the provisions of Article XXVII.

le) CONTRACTOR shall bear and pay all the costs and expen-
ses required in carrying out all the operations under this Agre-

ement but such costs and expenses shall not include any nterest

on investment, and 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

cecoverable as provided in Article VII. During the term of
this Agreement and its renewal, the total production achieved

:n the conduct of such operations shall be divided between
EGPC and CONTRACTOR in accordance with the provision

of Article VIL.




\AAY A gle YA (o) mb XY 2wl — daos J) B0 I YA

R ——l il . ———

is 4! a1 ( C*{‘*[) B 4Lt ot all AUl i (V) ()
JERUIRES P P Pr o1 A s o Al dnled]
AT 2 28 A G N3 3 Ly W 1lwe 2N
A ey p LBl ey Sal) &y s delially 4,0
oLy ) erbendd 5 (A e ATy Jeat e e 0
an o sliiab s ¢ (Ceperep B PV S50 )k b LS
pin SA_atil iz JolEl) O 43L5Y! sdn (B &ld M ke
FBa Bl A all b s O Y1 g et Lo R

o My O gob galt ol lade Al S3temm s

¢ s _ _ e L ek

b:}{‘;‘ ‘L—MA db lj {*atffa) 3 W L u\p-.kH u‘l‘; ;_:.a‘_',..a ﬂi\
sog s g Jelill Aot dolS Jgtahl ganbiw Jo o a5 05 s
c Jsll e by e B s e ALY

o 1 ALS o gl s OT 4ol o wd Zally ade GAY s
gl ol .;-\:‘:JI Si Pl e RS peni dw L) S0l 1 ATy ,:--L:'dl
Mol (e 2 LS { gomer J O Jadld o8, Al ol 1
oz paild OV e ) G 5 o (1) (3) 340 oan &
L o e JolElh SLIl Al b el e ) e SLSTT ol
Aglinial e ((peper ) 4 (5N

i}ﬁm ._)_,L soll sua o (\) (3) nJMJ] (J""‘L“ dalf‘:y_, (‘{')t
S om o Gy 5 T STOL8 G 4l aBl JS ) S
DS gmed]

AT G a5 C;-“f“” e Jalalt alslan b U 5 sotea — )

(<)o) it oY sy Jolall e Jam 631 pladl 2 1 3

. 9 ¢ :i.i.:'.....“ E.JE:U e



L

() 1.

VN Y el Sho R RANE \l-...-—*} Ci“ ‘ ‘ it N '4_.:.4:.....1-!‘;” ﬁ-‘-:r“;.‘i!:”

Rl

CONTRACTOR shall be subject to the laws in force in.
the A.R.E. and the political subdivisions thereof, which
impose taxes on or are measured by income or profits, in.
cluding those laws imposing the commercial and industrial
profits tax, municipal tax, defense tax and national security
tax on income and dividends paid with respect to share-
holders (hereinafter referred to as “A.R.E. Income Taxes™),
and except as otherwise provided in the Agreement, shall
comply with the requirements of such laws with respect to
the filing of returns the assessment of tax, and the keeping
for review by authorised persons of books and records.
Any A.R.E. Income Taxes as described above which
may be levied against CONTRACTOR’s shareholders as

a result of CONTRACTOR’s activities under this Agree-
ment shall be deemed to be a tax levied against CON-

TRACTOR.

It 1s expressly agreed and acknowledged that EGPC’s
share of the volume of crude oil as determined under
Article VII mcludes a volume of crude 1 to meet the
CONTRACTOR’s ARE. Income Taxes as described
above in this paragraph (f) (1). EGPC agrees that pro-
ceeds from such crude oil volumes will be used to meet
CONTRACTOR’s Income Tax hability in A.R.E. as and

when due.

For I DOSES of app]ying paragraph (f) {]) of this Article,
the total taxable income of CONTRACTOR in respect of

any Tax Year shall be an amount calculated as follows

(1) The total of the sums received by CONTRACTOR
from the sale or other disposition of all Crude i
acquired by CONTRACTOR pursuant to Article VIT,

“paragraphs (a) and (b);
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(a) The costs and expenses of CONTRACTOR
which are allowed to be recovered in the Tax
Year under paragraph (a) of Article VI1I; and

(b) The value, as determined in paragraph (c) of
Article V11 of the excess Cost Recovery Crude

Ou taken and separately disposed of by CON-
TRACTOR pursuant to Article VII, paragraph

(a) (2);
PLUS

() An amount equal to CONTRACTOR’s A.R.E In-
come Taxes,

3. . EGPC shall assume, pay and discharge, on behalf of CON-
TRACTOR, CONTRACTOR’s A.R.E. Income Taxes out

of the sums received by EGPC from the salc or other dis-

»

position of its share of the Crude Oil.

. EGPC shall furnish to CONTRACTOR the proper official

receipt evidencing the payment of CONTRACTOR's
AR.E. Income Taxes, within sixty (60) 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.

() In calculating its A.R.E. Income Taxes, EGPC shall be entitled
to deduct royalties paid by EGPC to the GOVERNMENT and
the A.R.E. Income Taxes of CONTRACTOR paid by EGPC
on CONTRACTOR’s behalf.
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ARTICLE IV

WORK PROGRAM AND EXPENDITURES DURING
EXPLORATION PERIOD

CONIRACTOR shall commence cxploration operations here-
under not later than six (0) months after the Effective Date.
Not Iater than the end of the ecighteenth {(18th) month after
the clfective DPate, CONTRACTOR :hall start exploration
dniling w the Area, with & commitment of drilling one (1)
well during the iniual exploration period. EGPG shall make
available for contractor’s use all seismic, wells and other explo-
ration data, in EGPC’s possession with respect to the Area.

The initial exploration period shall be two (2) years. CGON-
TRACTOR may extend this exploration period for additional

periods of one (1) year and one (1) year respectively in accor-

dance with Article 111 b, each upon a thirty (30) days prior

written notice to EGPC subject to its expenditure of 1ts mini-

muam exploration obligations for the then current period.

CONTRACTOR shall spend a minimum of Eight Millien
U.S. Dotlars {$8,000,000) on exploration operations and acti-
vities related thereto during the initial two year exploration
period, including drilling of one well. For the first one year
period that CONTRACTOR elects to extend beyond the nitial
exploration period CONTRACTOR shall spend a minimum of
Six Million U.S. Dollars ($6,000,000) and for the second one
year extension period, GCONTRACTOR shall spend a minimum

of Six Miltion U.S. Dollars: ($6,000.000).
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Should CONTRACTOR spend more than the minimunr
amount required to be expended during the initial two

year exploration period or during any period thereafter, the
excess may be subtracted from the minimum amount of money

required to be expended by CONTRACTOR during any suc~

ceeding exploration period or periods as the case may be.

In case CONTRACTOR surrenders its exploration obliga-
tions in this Agreement as set forth above before or at the end
of the second (2nd) year of the initial period, having expended:
less than the total sum ot eight million (8,000,000 U.S. Dollars
on exploration or in the event at the end of the second (2nd)
year CONTRACTOR has expended less than said sum in the
Area, an amount equal to the ditference between the said eight
milhon (8,000,000) U.S. Dollars and the amount actually spent
on exploration activities shall be paid by CONTRACTOR tc
EGPC at the time of surrendering or within three (3) months-
from the end of year of the initial exploration period, as the-
case may be. Any expenditure deficiency by CONTRACTCR:
at the end of any additional pertod for the reasons above-noted
shall similarly, result in a payment by CONTRACTOR t¢
EGPC of such deficicncy, provided this Agreement is still int
force as to CONTRACTOR, CONTRACTOR shall be entit-
led to recover any such payments as exploration expenditure iy
the manner provided foi under Article VIT in the event of

commercial production.
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(c)

Without prejudice to Article 111 (b), in case no Commercial

Discovery is established by the end of the fourth (4th) year, o1
mn case CONTRACTOR surrenders its exploration obligations

under this Agreement prior to such time, EGPC shall not bear
any of aforesaid expenses spent by CONTRACGTOR.

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 Arca sett-
ing forth the exploration operations which CONTRACIOR
proposes to carrv out during the ensuing vear. During the
exploration period, such Work Program and Budget shall be
at least sufficient to satisfy CONTRACTOR’s minimum expen-
diture obligations for the period 1t covers, taking into account
any credits for excess expenditures by CONTRACTOR m

prior exploration period.

The Exploration Work Program and Budget shall be revies
wed by a joint committee to be established by EGPG and
CONTRACTOR after the Effective Datc of this Agreement.
This Committce. 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 he desionated by EGPC frem amorng the
members appointed by it.

The Exploration Advisory Committee shall review and give
such advice as it deems appropriate with respect to the proposed

Work Program and Budget. Following review by the Explora-
tion Advisory Committee, CONTRACTOR shall make surh

revisions as CONTRACTOR deems appropriate and submit the
Exploration Work Program and Budget to EGPC tor its app-
roval. Following such approval, it is further agreed that :

(/)  CONTRACTOR shall not substantially revise or modify
said Work Program and Budget nor reduce the approved
budgeted expenditure without the approval ot EGPC |



VAAY e ol \'Aua( )cl, T“ St —— 4...4....,_)” 3 el T A
- —

—

e ———-

AN OB s o 5kt I & G B e
li.:a-)..k b one 4...5\,.;:'5“ CKL.L\ 3 O J el Jm G113 ULl
RS IRV I PRI PV U IR e el LR
3ls 2o) Com y Cow Dlid s e B e DAY 2As i
o Y sda e dnlld B3N o pad s,
AWy Slanlly sl BT LU AL e il pas ()
L5l sl Dldee @BJJ s Olleadls 5,I0W1 s Cnkalel) Ei
dafl CUCH e 61 210 5T o o dpien <G 05 Y
o Sl
-J«....ﬂ..dj staed o Y sins Jolall ._3}&..» (
derd B JpoW e o2l oy adle selalG ol Com (gl
ol @4 Ul
iadlee s deanairdl Sl slaeY il ea Lol
& 5 ks Acadl Slub Wiy ddaall DLt slael s .-:,,M:M
Lo g gl SLLA B8 spoper zab Loann S d

o

L..-?-"-JL uF:L:;:]I L’Lg_w_“ EAU )

62 a3tV sl Adn ddlaie (0 >T DL 5Ty Al 55 ol

*Q‘C*C d
H.a P qu t r*?—' (_3 h,an..” l._.Jl_.-LN‘— b)‘.}l.l L:L“ -M;!JJ

{‘—--A-L‘i '-‘\.:.-Q.H_) :-{AJ.(_O:_” Jl:.'.:;i_g * i‘-l‘_ﬁ"’yl u:\:...u’:“ e ._'-"1:- j-\.a g_....!tu_j
r!L-.“ .:.J-.i.\l J_g'l.z.“ 2933 L»M )_,3 fl"’“ J;..\_U FU} Js..i.l.l A
l_a.qﬁc ‘-L.BLS' s.__;LL:.L..a Js.\ll UL&MGCM' J)..\“;_.,Ju I.Lf_j
s MLQJY‘ qJ..b U:>'}F las_g \.gl...m _3‘ 44 .Co;“ e %LS# La.g..”

) 9 ¥
Ew 5555 ;e 5T O G U A0 1S DU e
ol ool Vs GlaVI sde g5 3 Galel



'Tvq VaLA 4 }'“La T)"Lj; (L"") f"l’ YY :"1“"“ — 4"‘"""""'JH a.i_x:p:n

ikl oy s e
—

. e i il

i

1i)  In the cvent of cmergencies mnvolving danger of loss ot |
lives or property, CONTRACTDR may expend such addi-
tional unbudgeted amounts as may be required to alieviate '

such danger. Such expenditure shall be considered in all |

respects as exploration expenditure and shall be recovered :
pursuant to the provisions of Article V11 hereot. |

4y CONTRACTOR shall advance all necessary funds for all
matcrials, cquipment, supplies, personnel administration and
operations pursuant to the Exploration Work Frogram 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 cf the Exploration Work Program which shall be
implemented in a workmanlike manner and in consistence with
good industry practices.

Except as is appropriate for the processing of data; labo-
ratory specialised engineering and development studies
thereon, to be made in specialised centres outside AR.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 ¢l explora-
tion operations in the A.R.E. to its technically competent Gene-
ral Manager zand Deputy General Manager. The names of such
Manager and Deputy General Manager shall, upon appoint-
ment, be forthwith notitied to the GOVERNMENT and to:
EGPC. The General Manager and, in his absence, the Deputy
General Manager shall be entrusted by CONTRACTOR with
wufficient powers to represent and bind Contractor in all deal-
ings with the Government and EGPC.

All lawful regulations issued or hereafter to be issued which
are applicable herennder and not in conflict with this Agreement |
shall apply to CONTRACTOR Contractor shall be subject to
211 Jaws and regulations n force in the AR E. to the extent that
ctich laws and regulations are not ‘nconsistent with the provisions

of this Agreement.
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d)  GONITRACTOR shall supply EGPC, within thirty (30) days
from the end of each calendar quarter, with a Statement of Fx-
poration Activity showing costs incurred bv CONTRACTOR
during such quarter. CONTRACTOR’s records and neces-
sar'y 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 Statement.

Within the three (3) months from the date of receiving such
Statement ; EGPGC shall advise CONTRACTOR in writing if

it considers :
(z)  that the record of costs is not correct ;

(2) that the costs of goods or services supplied are not in lirte
with the international market prices for goods or services of
similar quality supplied on similar terms prevailing at the
time such goods or services were supplied, provided houw-
ever, that purchases made and services performed within
AR.E. shall be subject to Article XXV;

(122) that the condition of the materials furnished by CON-
TRACTOR does not tally with their prices; or

() that the costs incurred are not reasonably required for ope-
rations. '

CONTRACGCTOR shall confer with EGPC in connection with the
problems thus presented, and parties shall attempt to reach a
settlement which is matually satisfactory. If within the time
limit of the three (3) months period provided for in this para-
graph, EGPC has not advised CONTRACTOR of it objection
to any statement, such statement shall be considered as approved.
If withmn the time 1imit of three (3) months EGPC hac advised

contractor of its obrections to any statement then contractor shall
confer with EGPC in connection with the problem thus presen-
tedd and the parties <ha'l attempt to reach a final settlement

thereto.



\&Q A\ 42 _’JLa YA UE (;__:) C!U “Y SAml 4...,:,,..»“;51 aJan-_H 2I¥

A —————"—" - e ————

RPN e § RWIR VY CJL_.‘LI S Jalt - 43 (5)
sl s e ot gl B gl e O 431N
Bk o8BIl .9 ¢ L‘,sﬁl‘.,u.wb LS A 2kl dheal ¢ 2
gt ) uj_ajlfﬂu“___n l;;(cfc)dmfalﬁ = A
(tr"")”

&fcd”bﬁ g el ¢ Jalid aaw O G LG U (C}

LGN sas o e s Sllead L lll 4 2l a).n)!

vm iV Ll Vi Gl e e OF b

u““‘“J" G el e el edSS Y] sdsekl Db 41 O ‘:!;.b

TR UR W-0v | R W G oY o a i O P aa t

RV o \_:,:;,_Jt adxl 9 o sl LSJ.a.U lfjl ) o Sa S

Ll G 2 i) B Ll Sl b ged Sl
s I s il s e sl Wil WL

( dalaedt sallt )

G LY LY oL

>4l ol

U_gla.l| ula.-.a culm'ﬁ.!i AP ._)L...umyl: Ay ('q“) a3 e 4.:\.@.1.,.;

Olellad e o 3 S g (e4) O gt Lo gomea il ROV €l
Com Olelld o — S My 4s PESIUETS RRVY LLA;! dikll e Coed!
sl Ldb J k)l u_aj.ml Loghs e sdsly &3> X Sdely 43N dlies
wglwuwl;uﬂﬁa@o&un PEVBRAK R
6T e B Lin oz ¥ (F) Galll G e 52 LS 2de o1 2N 4L

'wﬁjﬂ; l\-l.d.Cru,‘ll-JD-



CF O aAY Do gl YA g (o) mF Y Y 2R - Ao JI 3 mI

¥ -

(¢) CONTRACTOR shall supply all funds necessary for its opera-
vons in A.R.E. under this Agreemen: in freely convertible cur-

rency from abroad. CONTRACTOR shall have the right to
puy 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.

(h) EGPC is authorized to advance to Contractor at a bank of Gon-
tractor’s choosing within A.R.E. the Egyptian currency requi-
red for the operations under this Agreement and In return re-
ceive from Contractor an equivalent amount of US Dollars at
such Official A R.E. rate of exchange, such dollars to he depo-
sited in an EGPC account abroad with a correspondent bank of
the National Bank of Egypt, Cairo. Withdrawals from said
~ccount shall be used for financing EGPC’s and its affiliates

foreign currency requirments in accordance with their appro-
ved budgets, and subject to the approval of the Minister of

Petroleum.

ARTICLE V

MANDATORY AND VOLUNTARY RELINQUISHMENTS
MANDATORY :

At the end of the third (3rd) year after the I'*fect ve Date here-
of, CONTRACTOR shall relinquish to the GOVERNMENT a
total of approximately 50 percent of the original arca. Such rc-
linquishment to be in an Exploration Block or Blocks represented by
1> 1" latitude and lcngitude according to the International Grid
System where possible or withm the existing boundaries of the Area
covered by this concession Agreement as set out in Annex “A”.
Such relinquishments shall not include any part of a development

T.ease orl.cascs.
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Without prejudice to Article IIT and XX, at the end of the-

tourth year of the exploration period, CONTRACTOR shall relin-.

qussh the remainder of the original Area not then converted to a
development lease or leases.

VOLUNTARY, :

CON1TRAGTOR may, voluntarily, chiriiz any period relin-
quish all or any part of the Area in Exploration blocks as provided
aboye provided that at the time of such voluntary relinquishment

its financial obligations for exploration expenditure under Articie
IV paragraph (b) have becn satisfied for such period.

Any relinquishments hercunder shall be credited toward the
mandatory provisions of the above paragraph,

Following Coommercial Discovery, EGPC and CONTRACTOR
shall mutually agree upon any area to be relinquished thereafter,

except tor the relinquishment provided for above at the end of the
total exploration period.

ARTICLE VI

OPERATION AFTER COMMERCIAL DISCOVERY

(a) On Commercial Discovery, EGPC and CONTRACTOR shali

form in the A.R.E. an operating company which shall be called
LAGIA Petroleum Company hereinafter referred to as LAG-

PETCO or as Operating Company. LAGPETCO 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 LAGPETCQO:-
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However, LAGPETCO shall, for the purpose of this Agree-
ment, be exempted from the following laws and regulations as
now or hereafter amended or substiouted

— T.aw No. 26 of 1954 concerning certain provisions on joint

stock companies, partnership and limited hability com-

pantes as amended;

— Law No. 141 of 1963 on Representation of Employecs and
Workers on the Boards of Companics;

— Law No. 60 of 1971 on Public Institutions and Public Sector
Unuits;

—  Law No. 97 of 1976 organising dealings m foreign curren--
cles;

— Law No. 48 of 1978 on the staff Regulations of Pubhic

Companies;

—  Presidential Decree No. 1868 of 1974 restricting some cou-
tracts of Works of the Government to Public Institutioas
and Corporation and Public Scctor Units.

-—  Law No. 113 of 1963 on salaries.

(b) The Charter of LAGPETCO is hereto attached as Annex "D’
within thirty (30) days after the date of Commercial Discovery,.
the Charter shall take effect and Operating Company shall
antomatically come into existence, without any further proce--
dures.
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Ninety (90) days after the date Operating Company comes into

existence m accordance with paragraph (b) above, it shall pre-

pare a development Work Program and Budget for the remamn-
der of the year m which the Commercial Discovery is made; and

not later than four months before the end of the current fina-
ncial year (or such other date as may be agreed upon) and -
four 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 the succeeding finan-

cial year. The Production Schedule, Work Program and Bud-
get shall be submitted to the Board of Directors for approval
and to be finally approved by EGPC.

Not later than the twentieth (20th) day of each month, Ope-
rating Company shall furnish to CONTRACTOR a written
estimate of its total cash requirements for expenditure for the
first half and the second half of the succeeding month expre-
ssed in U.S. Dollars having regard to the approved budget.
Such estimate shall take into consideration any cash expected

to be on hand at month end.

Payment for the appropriate period of such month shali
be made to the correspondent bank designated in paragraph
(¢) below on the first day and fifteenth day respectively, or the
next following business day, if such day is not a busmess day.

Operating Company is authorized to keep at its own disposal
abroad in an account opened with a correspondent bank of the
National Bank of Egvypt, Cairo, the foreign funds advanced by
CONTRACTOR. Withdrawals from said account shall be used
for payment for goods and services acquired abroad and for
transferring to a local bank in the A.R.E  the required amount
to meet expenditures inEgyptian Pounds, for Operating Comgp-
any in connection with its activities under thic Agreement.
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Within sixty (60) 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 certified by
a recognised firm of auditors, showing the funds credited to
that account, the disbursements made out of that account and
the balance outstanding at the end of the year.

(/) 1f and for as long during the period of production opQrations
there exists an cxcess capacity in facilities which cannot
during the period of such excess be used by the Operating
Company, the Contractor will consult with EGPC to find 2
mutually agreed formula whereby EGPC may use the excess
capacity 1f it so desires without any unreasonable financial, or
operational disadvantage to the Contractor.

ARTICLE VII

REGOVERY OF COSTS AND EXPENSES AND PRODUCTION
SHARING

(@) (1) Cost Recovery Crude Oil

Subject to the auditing provision under this Agrecment,
CONTRACTOR shall recover all costs and expenses in
respect of all thc exploration development and related
operations under this Agreement to the extent and out of
forty percent per annum of all Crude Oil produced and
saved from all development leases within the Area here-
under and not used in petroleum operations.  Such Crude
Oil is hereinafter referred to as “Cost Recovery Crude Oil”,

For all Exploration. Development and Production here-
umder, such costs and expenses shall be recovered from

Cnst Recovery Crude Oil in the following manner :
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(i) All Operating Expenses, mcwred after initial Com-
mercial Production, which for the purposcs of this
Agreement shall mean the date on which the first re-
gular shipment is 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 mitial

commercial preduction oceurs, whichever is later date.

(ii) Exploration Expenditures including those accumus-
Latdd praut W UiL commencermnet o mmual (.l(}mmn:r-'
cial Production, which for the purposcs of this Agree-
ment shall mean the date on which the st regular
shipment is made, shall be rccoverable at the rate o
twenty 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 later date.

(it1) Development Expenditures, including those accumu-
lated prior to the commencement of initial Gommer-
cial Production shall be recoverable at the rate of
twenty (20) percent per annuwm starting 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.

{70} To the extent that, in a Tax Year, costs, expenses or
expenditures recoverable per paragraphs (1), (1) and
(iii) precedmg exceed the value of all Gost Recovery
Crude Oil for such Tax Year, the excess shall be
carried forward for recovery in the next succeeding
Tax Year or Years until fully recovered, but m no
case after the termination of the Agreement, as to
CONTRACTOR.

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

1. “Exploration Expenditures” shall mean all costs
and expenses for Exploration.
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2. “Development Expenditures” shall mean all costs

and expenses for development with the exception
of opecrating expenses.

3. "Operating Expenses” shall mean all costs, expen-
ses and expenditures made after initial Commer-
cial Production, which costs, expenses and expen-
ditures are not normally depreciable.

However, operating expenses shall include work
over repair and maintenance of assets but shall
not mclude any of the following : side trackine. re-

drilling and changing of the siatus of a well from
ol well to water well and vice versa replace-
ment of asscts or a part of an asset, major over-
hauling that extends the life of the asset, additions,
improvement and renewals.  Such costs shall be

regarded as either Exploration Expenditures or
Development Expenditures as appropriate.

(v1) It is understood and agreed upon that the recovery of
costs and expenses as based upon the rates referred
above shall be allocated to each quarter proportiona-
tely (one fourth to each quarter). However, any
recoverable costs and expenses not recovered m one

quarter, as thus allocated, shall be carried forward
for recoverv in the next quarter.

2) CONTRACTOR shall each year take and separately dis-
pose of all Cost Recovery Crude Oil produced, except as
provided in sub-paragraph (a) (3) below of this Article VL.
plus its share of the balance of the Crude Oil as stipulated
in paragraph (b) below of this Article VII. To the extent
that the value of the Cost Recovery Crude Oil (as determi-
ned in sub-paragraph (c) below) exceeds the actual reco-
verable costs and expend:tures, including any carry forward

from paragraph (a) (1) (iv) above, to be recovered in that
year, the value ¢ such excess Cost Recovery Crude Oil
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actually taken and separately disposed. of by CONTRAC-
1TOR shall be paid by CONTRACTOR to EGPC in the

manner set forth m Article IV of the Accounting Proce-

dure contained in Annex “E” and CONTRACTOR shall

be deemed to have purchased such excess Cost Recovery
Crude Oil.

(3) Ninety (90) days prior to the commencement of each year
EGPC  shall be entitled to elect by notice in writing to
CGONTRACTOR to take delivery in kind, F.O.B. export
termmal or other agreed delivery point, of up o 4 e
cent of any excess Cost Recovery Crude Qil for that year,
and thereby reduce the amount to be purchased by CON-
TRACTOR in the same peccentage amount,

by Production Sharing :

AR

The remaining sixty percent of the Crude Ot shall be
caken and disposed of secarately by EGPC and CONTRAC-

o

TOR according to the following incremental scale

b . A e L . . s i e ki T T R ——

. 1. f F
Crude Oil produced and saved under EGPC

: . atract
this Agreement and not wused in Share COS;EI_; ot
Petroleum Operations barrels per day 0/ 0
(BOPDy Y P

That portion “or increment up to 20,000 | . |

BOPD 83% 17;'?.;}

That portion or increment in excess of | |

20,000 BOPD up to 50,00 BOPD 859, | 1595
|

That portion or increment over 50,600 i

BOPD ' 389, | 129/

TP T il T -k » ey — ___ A . N L Tl b L ]

C. (1) It is the intent of the Parties that the value of the Cost _
Recovery Crude Oil shall reflect the prevailing market price

for Crude Oil. For the purpose of evaluating the prevailing
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market value of the quantity of Cost Récovcry Crude Qi to

which CONTRACTOR is entitled hereunder during each
calendar semester, the weighted average price realized for

comparabl. quantities on comparable credit terms in freely
convertible currency from F.O.B. point of export sales tc
non-affiliated companies during such semester at armslen-

gth by either EGPC or CONTRACTOR under all Crude F

Oll sales contracts currently in effect, but excluding crude
ol spot sales not consistent with prevailing market prices
for similar Crude Oil and also excluding Crude Oil sales
contracts involving barter, whichever is higher, shall be
used. It i1s understood that in the case of C.IF. sales, ap-
propriate deductions shall be made for transport and insue
rance charges to calculate the F.O.B. point of export price;
and always taking into account the appropriate adjustment
for quality of crude oil, freight advantage or disadvantage

of port of loading and other appropriate adjustments.
Nevertheless, if CONTRACTOR considers the value of

the Cost Recovery Crude O1l so determined not to reflect

the market conditions prevailing during the calendar
scmester, CONTRACTOR and EGPC shall meet and

mutually agree upon the price.

[f during any calendar semester there are no such sales by
EGPC or CONTRACTOR under Crude O1l sales contracts
currently in effect, ECGPC and CONTRACTOR shall meet
and mutually agrce upon the price of Crude O1l to be used
n detcnhﬁﬂng-. the value mentioned in sub-paragraph (c]
(1) above, pending such mutual agreement the price used
shall be the last price determined pursuant to sub-para-
graph (c) (1). or under this sub-paragraph (c) (2) whichever

is-tater; and appropriate adjustment will be made thereto

top determination of a mutualiy, agreed price by EGPC
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(d) Operating Company shall prepare (not less than nincty (90) days
prior to the beginning of each calendar semester following re-
gular production) and furnish in writing to CONTRAGIOR
and EGPC a forecast setting out the total quantity of petroleum
that Operating Company estimates can be prdduced} saved and
transported hereunder during such calendar semester 1 accor-

dance with good oil industry practices. Operating Company shail
endeavour to produce each calendar semester the forecast quan-

tity. The Crude Oil shall be run to storage tanks constructed,
maintained and operated according to Government Regulations,
by Operating Company in which said Crude O1l shall be mete
red or otherwise measured for royalty, and the other purposes

required by this Agreement.

() CONTRACTOR shall have the nght and the oblicato to
separatelv take and dispose of currently all of the Crude Oi to
which it is entitled as is determined in accordance with sub-
paragraphs (a) and (b) of this Article. Subject to payment of
sums duc EGPC under Articles VII (a) (2) and IX, CON-
TRACTOR shall have the right to retain abroad all funds

acquired by it abroad including the proceeds from the sale of

its share of Crude Oil exported.

(fy At a reasonable time prior to the commencement of Commer-
cial Production EGPC and CONTRACTOR shall meet and

agree upon a procedure for scheduling tanker hiftiogs from the
agreed upon point of export so as to prevent curtailiment of
production operations due to failure to lft.

ARTICLE VIII
TITLE TO ASSETS

‘a) EGPC shall become the owner of all assets acquired and owned
by CONTRACTOR in connection with the operations carried
out by CONTRACTOR or Operating Company 1mn accordance

with the following :

(1) Land shall become the property ot EGPC as soon as 1t 1s
purchased. |
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2y Tite to Fixed end movab'e assets shall be wansferred auto
maticaily from CONTRACTOR to EGPC as they become
subject to recovery In accordance with the provisions of

Ariicle VII:; or at the time of termination of the Agreement,

whichever first occurs,
The Book Value of the Assets created during each calendar qua-
rter shall be communicated by CONTRACTOR to EGPGC or

by Operating Company to EGPC and CONTRACTOR within
thirty (30) days of the end of each quarter.

b) During the term of this Agreement and the renewal period

CONTRACTOR and Operating Company are entitled to the
el use of all fixed and movable assets in connection with ope-
ations hereunder in {1) the Area and (2) any other area appro-

ved by EGPC and CONTRACTOR and proper accounting
adjustment shall be made. CONTRACTOR and EGPC shall

not dispose of the same except with agrecment of the other.

“c) CONTRACTOR may freely import nto A.R.E., use theremn
and freely export at the end of such use machinery and equip-
ment which it either rents or leases in accordance with good

industry practices.

ARTICLE IX

BONUSES

‘@) CONTRACTOR shall pay to EGPC as a Signature Bonus the
cum of Two Million Five Hundred Thousand U.S. Dollars on

the Effective Date.

(b) CONTRACTOR shall pay to EGPC :
he sum of two million U.S. Dollars ($2,000,000) as a Produc-

tion Bonus when the total average daily production first reaches
the rate of Ten thousand (10,000) barrels per day for a period

of Thirty {30) consecutive producing days. Payment will be

made within fifteen (15) davs thereafter.
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(c) CONTRACTOR shall also pay to EGPC the additional sum
of four mithion (4,000,000) U.S. Dollars as a Production Bonus
when the total average daily production first reaches rate of
wwenty thousand (20,000) barrels per day for a period of thirty

(30} consecutive producing days. Payment will be made within

fiftcen (15) days thereatter.

(@ CONTRACTOR shall also pay to EGPC the additional sum of
six million. (6,000,000) U.S. Dollars as a Production Bounds when
the toral average datly production first rcaches the rate of
forty thousand (40,000) barrels per day for a period of thirty (30)
consecutive producing days. Payment will be made within

fitteenn (15) days thereafter.

() Both afiorcsaid Signature and Production Bonuses shall in no
cvent be recovered nor amortized by CONTRACTOR.

(A In the event that EGPC elects to develop any part of the Area
pursuant to the sole risk provisions of Article 1iI(c) herenabove,

production from such sole risk area shall be considered for the
purposes of this Article 1X only if CONTRACTOR exercises

its option to share in such production, and only from the initial

datc of sharing.

ARTICLE X

L | l"'l

OFFICE AN SERVICE O NOT1C:

CONTRACTOR <hall maintain an office in A R at which

notices shall be validly served.
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The General Manager and Deputy General Manager shall be
entrusted by CONTRACTOR with sufficient power to carry out
immediately all local wnitten directions given to him by the GO-
VERNMENT or its representatives under the terms of this Agree-
ment. All Jawful regulations issued or hereafter to be issued which
are applicable hereunder and not in contlict with this Agreement
shall apply to the duties and activities of the General Manager and

Deputy General Manager.

All matters and notices shall be deemed to be validly served
which are left at the office of the General Manager or which are
sent to him by registered mail to CONTRACTOR’s office in A.R.E.

All matters and nouces shall be deemied to be vabdly ser-
ved which are left at the office of the Chairman of EGPC or which

are sent to him by registered mail at EGPC’s mam otfice m Catro.

ARTICLE XI

g

SAVING OF PETROLEUM AND PREVENTION OF LOSS

(a) Operating Company shall take all proper measures, according
to generally accepted methods mn use m the ol industry to
prevent loss or waste of petroleum above or under the ground
1n any form during drilling, producing, gathering and distribut-
ing or storage operations. The GOVERNMENT has the right
to prevent any operation on any well that 1t might reasonably
expect would result in loss or damage to the well or the oil field.

(b} Upon completion of the drilling of productive well, Operating
Company shall mform the GOVERNMENT or its representa-

tive of the time when the well will be tested and the production

rate ascertained.
fc) Except in instances where multiple producing formations in

the same well can onlv be produced economically through a
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single tubing string, Petroleum shall not be produced fromi
multiple oil carrying zones through onc string of tubing at the
same time, except with the prior approval o the GOVERN!
MENT or its representative.

(d) Operating Company shall record data regarding the quantitic$
of petroleum and water produced monthly from each develop-
ment lease.  Such data shall be sent to the GOVERNMENT or

its representative on the special forms provided for that purpos¢
within thirty (30) days after it is obtained. Daily or weckly
statistics regarding the production rom the Arca shall b
available at all reasonable times for esamination by authort-

zed representatives of the GOVERNMENTD

(¢) Daily drilling records and the graphic logs of wells must shcxiv
the quantity and type of cement and the amount of any other
materials used in the well for the purpose of protecting petr@
lewm, gas bearing or fresh water strata.

Any substantial change ol mechanical conditions of the well

after its completion should be subject to the approval of the represen-

tative of the GOVERNMENT.
ARTICLE XI1i

CUSTOMS EXEMPTIONS

) EGPC, CONTRACTOR, Operating Company and their
foreign Contractors and sub-contractors engaged in carrying on
operations under this Agreement shall be permitted to import
and shall be exempted from customs duties, with respect to the
importation of machinery, equipment, vehicles, materials, sup-
plies, consurnable 1tems, foodstuffs and movable property when
certified by responsible representative of EGPC, to be usecd

solely in carrying on operations under this Agreernent.
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(b) Lach expatriatec employee of CONTRACTOR and Operating
Company and the said contractors and sub-contractors shall
be permitted to import and shall be exempt from all customs du.-
ties with respect to the reasonable importation of household
goods, consumable rtems, foodstuffs (within the limits approved
by Minstry of Petroleum) and personal effects including one
automobile provided however, that such properties are un-

ported for the sole use of the employee and his family and
prowgded further, that no such property imported by the em-
ployee shall be resold by him in the A.R.E. except in accordance
with GOVERNMENT regulations.

() The exemption provided in (a) of this Article shall not apply
to any imported items when EGPC considers and shows that
items of the same, or substantially the same. kind and quality
are manufactured locally and are available for purchase and
timely debvery in the AR E. at a price not higher than ten (10)
percent more than the cost of the imported item before customs
duties, but after transportation and msurance costs have been

added,.

(d) Without prejudice to Article VIII, any of the items imported
into the A.R.E. either exempt or not-exempt from custoras
duties, taxes or imposts under this Article may be exported by

the importing party at any time without the payment of any
cxport duty, or 1mpost.

(e) Used but serviceable material, equipment and good resulting
from operations hereunder may be sold within the A.R.E. pro-
vided that the purchasers pay the applicable customs duties,
taxes or imposts, if any, except if sold to EGPC or an affilia-

ted company of EGPC.
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(f5  Material, equipment and goods so damaged or used as to be
non-scrviceable and which are classified by CONTRACTOR
or Operating Company as scrap or junk (any such CONTRAC-
TOR’s appraisal being subject to EGPC approval and ariy
such Operating Company’s appraisal being subject to EGPU
and CONTRACTOR approval) may be sold as scrap or junk
without payment of customs dutics, taxes or imposts.

() In the event of such sale under sub-paragraphs (e) and (1)
above, the proceeds from such sales shall be divided :n the

following manner :
CONTRACTOR shall be entitled to reimbursement of 1S

unrecovered cost, if any, in such material or cquipment znd

the excess, if any, shall be paid to EGPC.

(h) “Customs Duties”, as used herein, shall include all duties, taxes
or imposts (except those charges paid to the GOVERNMEN
for actual services rendered), which are payable as a result of

the importation of the item or items under consideration.

()  There shall be no licence required, and CONTRACTOR,
EGPC and their respective buycrs shall be exempted from any
duty, tax, fee or any other [inancial impost in respect or the

export of Petroleum hereunder.

ARTICLY X111

BOOKS OF ACCOUNT : ACCOUNTING AND PAYMINIS

(&) 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 ir
Annex “E” and accepted accounting practices generally used
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in the petrolcum industry, and such other books and records as
may be necessary to show the work performed undezr this

Agreement, wncluding the amount and value of all petrolewn

produced and saved hereunder. CONTRACTOR and Cpe-
rating Company shall keep their books of account and ac-

counting 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 hereunder. OSuch returns shall be prepared m the
form required by the GOVERNMENT, or its representative

and shall be signed by the General Manager or by the Deputy

General Manager or a duly designated deputy, and delivered
to the GOVERNMENT or its representative within thirty
(30) days after the end of the month covered in the return.

(b} The aforesaid books of account and other books and records
referred to above shall be available at all reasonable ames

for inspection by duly authorized representatives of the
GOVERNMENT.

(¢} CONTRACTOR shall submit to EGPC a Profit and Loss
Statement for the financial Year not later than 3 month after

the Commencement of the following financial year to show
its net profit or loss from the petroleum operations under this

Agreement for such year.

CONTRACTOR shall at the same time submit a year-
end Balance Sheet for the same financial Year to EGPC.

The Balance Sheet and Financial statements shall be certified
by an Egyptian certified accounting firm accepted by EGPC.
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ARTICLE X1V

RECORDS, REPORTS AND INSPECTION

(a) CONTRACTOR and/or Operating Company shall prepare
and, at all times while this Agreement is in force, maintain

accurate and current records of its operations in thc Area

hereunder. CONTRACTOR and/or Operating Company
shall furnish the GOVERNMENT or its representative, m con-
formity with applicable regulations or as the GOVERNMENT
or its represcntative may vcasonably require information and
data concerning its operations under this Agreement. Ope-
rating Company will perform the functions indicated in this
Article XIV in accordance with their respective roles as speci-
fied in Article V1.

(b)) CONTRACTOR and/or Operating Company shall save and
keen for a icasonable period of time a representative portion of
each sample of cores and cuttings taken from drilhing wells, to
be disposcd of, or forwarded to the GOVERNNMENT or its
representative in the manner directed by the GOVERNMENL
All samples acquired by CONTRACTOR and/or Operating

Cempany for its own purposes shall be considered available for
inspection at any reasonable time by the GOV ERNMENT or

its representatives. Any such samples which CONTRACTOR

or Operating Company has kept for a period of twelve (12)
months without receipt of instructions to forward them to the
GOVERNMENT or its representatives or clsewhere may be
disposed of by CONTRACTOR or Operating Company at its
discretion after first offering to deliver them to EGPC.
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(¢) Unless otherwise agreed to by EGPC, in case of exporting any
rock samples outside A R.E., samples equivalent in size and

quality shall, betore such exportation, be delivered to EGPC as
representative of the GOVERNMENT.

(d) Origmals of records can only be exported with the permissior
of BGPG; provided, however, that magnetic tapes and zny

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 n A.R.E. and provided that
such exports shall be repatriated to A.R.E. immediately upoi
EGPC request on the understanding that they belong to EGPC.

‘e} During the period CONTRACTOR is conducting the expilc-
ration operations, CONTRACTOR shall permit EGPC
through EGPC’s duly authorized representatives or employees
to have full and complete access to the Area at all reasonalle
times with the right to observe the operations being conducted
and to inspect all assets, records and data kept by CONTRAC-
TOR. EGPC’s representative. in exercising its rights under
the preceding sentence of this paragraph (e), shall not interfere
with CONTRACTOR’s operations, CONTRACTOR shall
provide EGPC with copies of any and all data (including, bhut
not limited to, geological and geophysical reports, logs and well
surveys) information and interpretation of such data, and

other information in CONTRACTOR’s possession.
For the purpose of obtaining new offers as to adjacent

areas, the Government and or EGPC may show any other party

geophysical and geological data (the age of which is not less than
one year) with respect to the Area.
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ARTICLE XV
RESPONSIBLITY FOR DAMAGES

CONTRACTOR shall entirely and solely be responsible in
law toward third parties for any damage caused by GONTR-
ACTOR’s exploraticn operations and shall indemnify the GOVIRN-

MENT and/cr EGPC agamst all damages for which they may be
held liable on account of any such operations. CONTRAGTOR

shall have the opportunity to investigate or otherwise deal with any
such <laim bv a third party.

ARTICLE XVI

PRIVILEGES OF GOVERNMENT REPRESENTATIVES

Duly authorized representatives of the GOVERNMENT shall
have access to the Area covered by this Agreement and to the oper-

adons conducted thereon. Such representatives may examine the
books, registers and records of EGPC, CONTRACTOR and Operat-
mg Company and make a reasonable number of surveys, drawings
and tesis for the purpose of enforcing this Agreement. They shall, {er
this purpose, be entitled to make reasonable use of the machinery and
mstruwmens of CONTRACTOR or Operating Company on  the
condition that no danger or impediment to the operations hereunder

shall arise directly or indirectly from such use. The GOVERN-
MENT shall indemnify and reimburse CONTRACTOR or Operat-

ing Company for any loss or damage which may in fact result from
any such use of said machinery and instruments. Such representatives

shall be given reasonable assistance by the agents and employees of

CONTRACTOR or Operating Company so that none of the activi-
ties shall endanger or hinder the safety or efficiencv of the oper-
aiios,. CONTRACTOR or Operating Company shall offer such
cepresentatives all privileges and facilities accorded to its own ri-
ployees in the field and shall provide them, free of charge. the vse
of reasonable office space and of adequately furnished housing while

they are in the field for the purpose af facilitating the ohiectives nf
this Acrticie. Anv and all information obtained by the GOVERN-
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MENT or its representatives under this Article XVI shall be kept
confidential with respect to the Area.

ARTICLE XVII

EMPLOYMENT RIGHTS AND TRAINING OF
ARAB REPUBLIC OF EGYPT PERSONNEL

{d) It is the desire of EGPC and CONTRACTOR that operations

hereunder be conducted in a business-like and efficient manner.

(1)

The expatriate administrative, professional and technical
personnel employed by CONTRACTOR or Operating

Company and the personnel of its contractors for the con-

duct of the operations hereunder, shall be granted a resi-
dence as provided for in Law Nao. 89 of 1960 as amended

and Ministerial Order No. 9 of 1963 as amended, and

CONTRACTOR agrees that all immigration, passport.
visa and employment regulations of the A.R.E., shall be
applicable to all alien employees of CONTRACGTOR wor-

king in the AR.E.

A minimum of twenty-five (25) percent of the combined
salaries and wages of each of the expatriate administrative,
professional and technical personnel employed by CONTR-
ACTOR or Operating Company or their foreign con-
tractors shall be paid monthly in Egyptian Currency. On
final repatriation such personnel shall have the right to
remit abroad in U.S. Dollars or other currencies the unusecl
portion of Egyptian Currency in excess of twenty-five (23)
percent of such personnel’s salary Compliance on the part
of said foreign contractors with the provisions of this sub-
paragraph’ shall be solely theirs and CONTRACTOR’s
and Operating Companv’s responsibility in this regard
shall extend only tc requiring said foreign contractors to
agree to comply with the provisions of this Agreement.
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(b)) CONTRACTOR and Operating Company shall each select
its employees and determine the number thereof, to be used for

operations hereunder.

(¢} CONTRACTOR shall, after consultation with EGPC, prepare
and carry out specialized training programs for all its A.R.E.
employees engaged in operations hereunder with respect to
applicable aspects of the petroleum industry. CONTRACTOR
and Operating Company undertakes to replace gradually their
non-executive expatriate stuffs by qualified nationals as they

are avallable.

([d) During the period when CONTRACTOR is conducting Ex-
ploration, 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.
ARTTCLE XVIII

LAWS AND REGULATIONS

2y CONTRACTOR and Operating Company shall be subject to
T.aw No. 66 of 1953 (excluding Article 37 thereof) as amended

by Law No. 86 of 1956 and the regulations issued for the imp-
lementation thereof, including the regulations for the safe and
efficient performance of operations carried out for the execu-
tion of this Agreement and for the conservation of the petro-
leum 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.

(b) EGPC, Operating Company and CONTRACTOR shall he

exempted from all taxes, except as provided in Article 111 para-
graph (f) for income taxes, with respect to the extracting pro-

ducing, exporting or transporting of petroleum hereunder.

CONTRACTOR and Operating Company shall also be exem-

pted from any tax on capital or asscts.
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(¢) 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 this Acree-
ment and can only be altered or amended by the mutual agice-

ment of the said contracting parties.

(d) The contractors and sub-contractors of CONTRACTOR. and
Operating Company shall be subject to the provisions of this
Agreement which affect them. Insofar as all regulations which

are duly i1ssued by the GOVERNMENT apply from time to
time and are not in accord with the provisions of this Agree-
ment, such regulations shall not apply to the CONTRACTOR

and sub-contractors.

(e) EGPC, CONTRACTOR, Operating Company and their sub-
contractors shall for the purposes of this Agreement he exem-
pted from all professional stamp duties imposed by syndical
laws with respect to their documents and activities hereunder.

ARTICLE XIX

RIGHT OF REQUISITION

fas  Tn case of national emergency due to war or imminent expecta-
tion of war or internal causes, the GOVERNMENT may requi-
sition all or part of the production from the Area obtained here-
uncer and réquire Operating Companyv to increase such pro-
duction to the utmost possible maximum. The GOVERN-
MENT may also requisition the oil field itself and, if necessary

related facilities.

(b) In any such case, such requisition shall not be effected except
after inviting EGPC and CONTRACTOR or their representa-
tive by registered letter, with acknowledgement of receipt, to
express their views with respect to such requisition.
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(¢} The requisition of production shall be effected by Ministerial

Order. Any requisition of oil field itself, or any related

facilities shall be effected by a Presidential Decree duly notified
to EGPC and CONTRACTOR.

() 1In the event of any requisition as provided above. the GOVERN-
MENT shall indemnify in full EGPC and CONTRACTOR for

the period during which the requisition is maintained, including :
(1) All damages which result from such requisition.

(2) Full payment each month for all Petroleum extracted by

the GOVERNMENT less the royalty share of such produc-
- tion, and

(3) Other obligations of Contractor and EGPC hereunder.
However, any damage resulting from enemyv attack is not

within the meaning of this sub-paragraph (d). Payment here-
under shall be made to CONTRACTOR in U.S. Dollars

remittable abroad. The price paid to CONTRACTOR
tor Petroleum taken shall be calculated in accordance with

Article VIT paragraph (c).
ARTICLE XX

ASSIGNMENT

(@) Neither EGPC nor CONTRACTOR may assign to a person,
firm or corporation not party hereto, in whole or 1n part, any
of its rights, privileges, duties or obligations undcr this Agree-
ment without the writen consent of thé GOVERNMENT
provided, however, cither EGPC or CONTRACTOR shall
be frec to assign, its rights, priviliges, duties and obligations

under this Agreement to an Affiliated Company-.
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(b) Tn the event that EGPC or CONTRACTOR wishes to assign,

in whole or in part. any of its rights, privileges, duties or obli-

gations hereunder as aforesaid, the written consent thereto of
the GOVERNMENT if required under this Article shall not

be arbitrarily withheld. 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 Agrez-
ment must have been duly fulfilled as of the date suci

request is made.

(9) The proposed assignee or assignees must produce reaso-
nable evidence to the GOVERNMENT of its or thetr

financial and technical competence.

/3)  The instrument of assignment musi be written m both
Arabic and English and must include provisions stat-
ing precisely that the assignee is bound by all covenants cou-
tained in this Agreement and any modifications ofr adds-
tions in writing that up to such time have becn made.

A draft of such instrument of assignment shall be submitted
toEGPC for review and approval before being formally

executed.

(¢) Any assignment made pursuant to the provisions of this Article
shall be free of anv transfer or related taxes charges or fees.

(d) As long as the assignor shall hold any interest under this Agree-
ment, the assignor together with the assignee shall be jointly
and severally lable for all the duties and obligations of Con-

tractor under this Agreement.
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ARTICLE XXI
SREACH OF AGREEMENT AND POWER TO CANCEL

), The GOVLRNMENT shall have the right to cancel this Agree-
mene by Order or Presidential Decree, with respect to CON-
TRACTOR, in the fcllowing instances :

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

2} - If 1t assigns any interest hereunder contrary to the pro-
vistons of Article XX hereof:

13} If ir is adjudicated bankrupt by a court of competent juris-

diction:
4y II it does not comply with any final decision reached as

the result of court proceedings conducted under Article

XXIII paragraph (a) hereunder;

(8}  If it intentionally extracts ary mineral other than Petroleum
not authorized by this Agreement or without the authority
of the GOVERNMENT, except such extractions as may de
unavoidable as the result of operations conducted hereunder
in accordance with accepted petroleum industry practice
and which shall be notified to the GOVERNMENT or

its representative as soon as possible; and

. {6) If it commits any material breach of this Agreement or
| of the provisions of law No. 66 of 1953, as amended by .
law No. 86 of 1956, which are not expressly contradicted

by the provisions of “this Agreement. Such cancellation

shall take place without prejudice to any rights which may

* have accrued to the GOVERNMENT against CON-

TRACTOR in accordance with the provisions of this
Agreement. and. in the event of such cancellation, GON-

TRACTOR shall have the right to remove from the Arca
all its personal property.
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(b) If the GOVERNMENT deems that one of the aforesaid causes
(other than a force majeure cause referred to in Article XXI1
hereot) exists to cancel this Agreement, the GOVERNMENT
shall give GONTRACGITOR ninety (90) days written notice per-
sonally 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 the Offical Joumal of the

GOVERNMENT of such notice shall be considered as validlv

served upon CONTRACTOR. If at the end of the said ninety
(90) days notice period such cause has not been remedied and re-

moved, this Agreement may be cancelled forthwith by Order or

Presidential Decree as aforesaid ; provided however, that if such
cause, or the failure to remedy or remove such cause, results
from any act or omussion of one party, cancellation of this

Agreement shall be effective only against that party and not as
against the other party hereto.

ARTICLL XXII

FORCE MAJEURE

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

(¢) “Force Majeure”, within the meaning of this Article XXII,
shall be any order, regulation or direction of the GOVERN-
MENT of the ARAB REPUBLIC OF EGYPT, or the
GOVERNMENT of the UNITED STATES with respect to

CONTRACTOR whether promulgated in the form of a law
or otherwise or any act of God, insurrection, riot, war, strike,

other labor disturbance, fires, floods or any cause not

due to the fault or negligence of EGPC or CONTRACTOR or
either of them, whether or not similar to the foregoing, provided
that any such cause is beyond the reasonable control of EGPG

and CONTRACTOR, or either of them.

(¢) Without prejudice to the above and except as may be otherwise
provided herein, the GOVERNMENT shall incur no respon-
sibility whatsoever to EGPC and CONTRACTOR, or cither of
them for any damages, restrictions or loss aris,ing in consequences
of such case of force majeure except a force majeure caused by
the order, regulations or direction of the GOVERNMENT of
the ARAB REPUBLIC OF EGYPT.

(d) 1t tilf; force majeure event occurs during the initial explorati_cﬁ;
period or any extension thereof and continuels:l in effect for a pe-
riod of two (?) years, CONTRACTOR shall have the option -
upon ninety (90) days prior written notice to EGPC to termin-
ate its obligations hereunder without further liability of arniy?
kind and, if still in force, the Guaranty contained m Annex “C

hereto, shall be automatically cancelled and EGPC shall so
notify the Bank to release the Guaranty. '
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ARTICLE XXI1I1
DISPUTES AND ARBITRATION

(@) Any dispute arising between the GOVERNMENT and the par-

ties hereto with respect to the interpretation, application or exe-

cution of this Agreement, shall be referred to the jurisdiction of

the appropriate AR.E, Courts and shall be finally settled by
such courts.

(b) Any dispute arising between CONTRACTOR and EGPC in
connection with the present Agreement shall be finally settled by

arbitration. The Arbitration shall be held in Stockholm,
Sweden arnd conducted mn accordance with the Rules of Con-
ciliation and Arbitration of the International Chamber of
Commerce. In the event of no provisions being made in these

rules 1 cerfam cases, the Arbitrators shall establish their
own procedures.

(¢) The arbitration shall be initiated by either party giving notice
to the other party that it elects to refer the dispute to arbi-
tration and that such party (heremafter referred to as the “First

Party”) has appointed an Arbitrator who shall be identified in _
said notice. The other party (hereinafter referred to as the

“Second Party™), within fifteen (15) days shall notity First Party |
in writing, identifving the Arbitrator that it has selected.

(d) 1f the Second Party does not appoint its Arbitrator as aforesaid,
the First Party shall have the right to apply to the Court of Arbi-
tration of the International Chamber of Gommerce to appoint.
a second arbitrator. - The two arbitrators shall within thirty (30} -
days, select a third. Arbitrator, failing which the third Arbitra--

tor shall be appointed by the Court of Arbitration of the
International Chamber of Commerce. at the request of either

party.

o

o sl .

|
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(¢) The third Arbitrator must be a citizen of a country other than

the A.R.E. and The United States and of a country which has
diplomatic relations with both the A.R.E. and The United States

and shall hatje no economic interest in the oil business of the

signatories hereto.

(f) The parties shall extend to the Arbitration board all facilitcies
(including access to the petroleum operations) for obtaining aay
information required for proper determination of the dispute.
The absence or default of any party to the arbitration shall not
be permitted to prevent or hinder the arbitration procedure 1n

any or all of its stages.

(¢) Pending the decision or award, the operations or activi ties which
have given rise to the arbitration need not be discontinuied. In
the event the decision or award recognizes that the complaint
was justified, provision may be made therein for such reparation

as may appropriately be made in favor of the complanant.

(k) Judgement in the award rendered may be entered in any Court
having jurisdiction and application may be made n such Court
for a judicial acceptance of the award or an order of enforce-

ment as the case may be.

() The parties desire that, wherever appropriate, decisions and
awards shall specifv a time for compliance therewith.

(7} The provisions of this Agreement relating to arbitration shall
continue in force notwithstanding the termination of talks
Agreement.
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(k) PRINGCIPLES of GOODWILL ~— The signatories base thei
relations with respect to this Agreemcnt on the principles of
goocdwill and good ifaith. Taking into account their different
nationalitics, this Agreement shall for the purpose of arbitra-
tion be given eifect and shall be interpreted and applicd in
conformity with principles of law common to the A.RE. and
the Unrited States and in the absence of such princinles, then in
conformity with the principles of law normally recognized Ly
cviiized nations i general, mcluding those which have been
applied by Internanonai Tribunals.

ARTICLE XX1V
STATUS OF PARTIES

(a) 'The rtights, duties, obligations and liabilities in respect of

EGPC and CONTRACTOR hereunder shall be several and
ot joint or collective, it being understood that this Agrecmen’ .
shall m)t be construed as canstltutmg an association Or mrp |

ration or partnership.

(b) CONTR?&( TOR shall be subject to the laws of the place
where it is incarporated regarding their legal status or creation,

organization, charter an¢ by-laws, sharcholding, and owner-

ship, CONTRACTOR’s shares of capital which are entively
held abroad .shall not be negotiable in the A.RE. 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 in the-

A RE. CONTRACTOR shall be exempted from the apph-
cation of Law No 26 of 1954 as amended, and from Law No.

G of 1964.

(¢) Al parties comprising CONTRACTOR shall be jointly and
severally liable for the performance 0f the obhgatmm under

this Concession Agreement.
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ARTICLE XXV .
LOCAL CONTRACTORS AND LOCALLY
MANUFACTURED MATERIAL

'CONTRACTOR or Operating Company, as the case may be,

and their contractors shall

(@) Give priority to local contractors as long as their prices and
performance are comparable with international prices and
performance. CONTRACTOR and Operating Company shall,
however, subject to the preceding sentence, be exempted
from the provisions of Presidential Decree No. 1868 of 1974.

as amended.

(b) Give preference to locally manufactured material, equipment,
machinery and consumables so long as their quahty and time
of delivery arc comparable to internationally available mat-
erials, equipment. machinery and consumables. However.

such material, equipment, machinery and consumables may
be imported for operations conducted hereunder if the local
price of such items at CONTRACTOR’s or Operating Com-
pany's operating base in A.R.E. 15 more than ten (10) vercent
hicher than the price of such imported items before custems

duties. but after transportation and msurance costs have hecn

added.

(¢) Any of the above mentioned payments in (a) & (b) shall be
made in local currency. '

ARTICLE XXVI
ARABIC TEXT

“The Arabic version of this Agcreement shall, before the courts
of ARE. be referred w in construing or interpreting this Agree-
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ment ; provided however, that in any arbitration pursuant to Atticie
X XT1II hereabove between EGPC and CONTRACTOR the Iin-
glish and Arabic versions shall both be referred to as having equal
force in construing or interpreting the Agreement. |

ARTICLE XXVII
GAS

If Gas is produced or is capable of being produced from the

Area, EGPC and CONTRACTOR shall in good faith study all
possible economic alternatives for its use and decide on the best alter-

native for EGPC and CONTRACTOR jointly. The cost and
expenses in the field of producing non-associated gas shall be re-
covered in accordance with the Cost Recovery Principles of Article

VI1I.
Production Sharing Principles of Article VII shall apply to the

value of associated and non-associated gas if sold for export and unot
used in operations, flared or re-injected. However, any Gas not

exported outside A.R.E. in a liquid or solid state, or not used in ope-

rations (including re-injection), shall remain in the property of the
State and may be utilized by EGPC and EGPC shall not be lable

for payment to CONTRACTOR of any costs or expenses respect-
ing any past operations of CONTRACTOR related to such Gas.
Under no circumstances will CONTRACTOR be responsible for or

bear anv cost or expenses incurred for utilization of Gas used in-

ternally in the A.R.E.

ARTICLE XXVIII

GENERAL

The headings or titles to each of the Articles to this Agreement
are solely for the convenience of the parties hereto and shall not be
used with respect to the interpretation or construction of satd

Articles
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ARTICLE XXIX

APPROVAL OF THE AR.E. GOVERNMENT

1lus agreement shall not be binding upon any of the parties
hercto unless and until a law is 1ssued by the competent authorities
of the A.R.E. authorizing the Minister of Petroleum to sign said

Agreement and giving this Agreement full force and effect of law
notwithstanding any countervailing governmental enactment, and

the Agreement is signed by the GOVERNMENT, EGPC, and
CONTRACTOR.

ARAB REPUBLIC OF EGYPT

BY :

FEGYPTIAN GENERAL PETROLEUM CORPORATION
By :

CONOCO LAGIA OFFSHORE, INC.
By :
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ANNEX “A”

CONCESSION AGREEMENT
BETWEEN

ARE, EG.P.C. AND CONOCO)
IN
OFFSHORE LAGIA AREA

GULF OF SUEZ
BOUNDARY DESCRIPTION

Annex “B” is a provisional illustrative map on the scale of
1 100 OOO including the Area covered and affected by this Con-

OSSO “orerment,

The Area meagures approximately Filty (50 km*) and composed
of all or part of Twenty six (26) exploration blocks. Each com-
plete block is one (1) minute latitude by one (1) minute longitude,

approximately (2.78 km?®).

It is to be noted that the delineation lines of mdividual Blocks

i Annex “B” are intended to be only illustrative and provisional
and do not show accurately their true position in relation to exis-

ting monuments and geographical features.

Coordinates of the corner points of the Area are given in the

. ' (C A9,
following table, which forms an integral part of this Annex "A" :
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29° 137 13.22°

29 107 19.00"

29° 10’ 19.007

29° 10’ 13.227

Longitudz East

— r— ——

Where Latitude

29° 13 13.227
intersects the high tide
water line of Eastern

Suez Gulf Coast.

Where Latitude

29 10/ 19 .00”
intersects the high tide
water line of Eastern

Suez Gulf coast

Remarks

Southeastward along
the high water mark
of the shoreline to

point 2

Due West to point 3

Due North to point 4

Then due East to pointl
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ANNEX *C”

LETTER OF GUARANTY

CAIRO,——————

LETTER OF GUARANTY NO. —— -
EGYPTIAN GENERAL PETROLEUM CORPORATION

Gentlemen

The Undersigned, , as Guarantor,

hereby guarantees to the Egyptian General Petroleum Corporation
(hereinafter referred to as EGPC) to the limit of Eight Million

(8,000,000) Dollars in U.S. Gurrency the performance by CONOCO
LAGIA OFFSHORE, INC. (hereinafter referred to as CONTRAC:-
TOR of its obligations required for exploration operations to
spend z minimum of Eight Million U.5. Dollars ($8,000,000) during
the initial two years of the exploration period under Article 1V
of that certain Concession 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 “AR.E.”), EGPC anc

CONTRACTOR, dated 17/6/1981. |

It is understood that this Guaranty and the liability of the
Guarantor hereunder shall be reduced quarterly, during the period
of expenditure of said Eight million U.S. Dollars ($8.000,000) by
the amount of monev expended by CONTRACTOR for such
exploration operations during each such quarter. Each such re-

Juction shall be established by the joint written statement of EGPC
and CONTRACTOR.
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In the event of a claim by EGPC of non-performance or sur-

render of the Agreement on the part of CONTRAGTOR prior to
$ulfilment of said minimum expenditure obligation under Article IV

of this Agreement there shall be no liability on the undersigned
Guarantor for payment to EGPC unless and until such hability has

been established by written statement of EGPC setting forth the
amount due under the Agreement.

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

(1) This Letter of Guaranty will become available only provided
that the Guarantor will hav- been informed in writing bv CON-
TRACTOR and EGPC that the Agreement between GON-
TRACTOR, AR.E., and EGPC has become effective accord-

ing to its terms, a>d said Guaranty shall becoms effective on |
the Effective Date of said Agreement.

(2) This Letter of Guaranty shall in any event automatically
expire :

(¢) Thirty months after the date 1t becomes effective,
Oor

(b) at such time as the total of the amounts shown on cuarterlv

joint statements of EGPC and CONTRACTOR equals or

exceeds the amount of said minimum expenditure obliga- -

tions. Whichever is earlier.

(3) Consequently, any claim in respect thereof should be made to |
the Guarantor prior to either of said expiration date af the :
latest accompanied by EGPC’s written statement, setting forth!

the amount of under expenditure by CONTRACTOR to the’
effect that :

(a) CONTRACTOR has failed to perform its expenditure ob-

ligations referred in this Guaranty, and
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() CONTRACTOR has failed to pay the expenditure defi-
ciency to EGPC.

We declare that on issuing this Guaranty we did not exceed the
limit of total guaranties which we are entitled to issue as per M-
stry of Economy’s letter No. dated

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

Yours faithfully,

For

A ccountant Manager
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ANNEX “D”

CHARTER OF
LAGIA PETROLEUM COMPANY

ARTICLE I

A joint stock company having the nationality of the ARAB
REFUBLIC OF EGYPT shall be formed with the authorization of

the GOVERNMENT in accordance with the provisions of the Ag-

reement referred to below and of this Charter.

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

referred to below

ARTICLE II

The name of the Company is “LAGIA.” Petroleum company,
abbreviated as “LAGPLETCO ™.

ARTICLE I1I

The Head Office of “LAGPETCO?” shall be in the A.R.E. in
Cairo.
ARTICLE IV

The object of LAGPETCO is to act the agency through which
EGPC and CONOCO LAGIA OFFSHORE. ING. as CON-

TRACTOR carry out and conduct the Development operations
required in accordance with the provisions of the Agreement sign-

ed on the seventeenth day of June, 1981 by and between the ARAB
REPUBLIC OF EGYPT, THE EGYPTIAN GENLRAL PETRO-

LEUM CORPORATION. and CONTRACTOR covering petro-
leum operations in the LAGIA OFFSHORE Area described therem.

[LAGPETCO shall also be the agency to carry out and
conduct exploration operations after the date of Commercial Dis-
covery pursuant to CONTRACTOR’s Work Program and Budget

approved in accordance with the Agreement,
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LAGPETCO shall keep account of all costs, expenses and
expenditures for sucli operations under the terms of the Agreement

and Annex “E” thereto.

LAGPETCO shall not engage in any business or under-
take any activity beyond the performance of said operations un-
less otherwise agreed upon by EGPC and Contractor.

. ARTICLE V
The authorized capital of LAGPETCO is Thirty Thousand

Pounds Egyptian divided into Six Thousand Shares of common stock
with a value of Five Pounds Egyptian per share having equal voting
rights, fully paid and non-assessable.

EGPC and CONTRACTOR shall each pay for, hold and own,
throughout the life of LAGPETCO referred to above, one-half
(14) of the capital stock of LAGPETCO provided that only in
the évent that either party should transfer or assign the whole or any
p:;:rcentage of its ownership interest in the entirety of the Agreemeni
may such transferring or assigning party transfer or assign any of
the capital stock of LAGPETCO and, in that event, such trans-

ferring or assigning party (and its successors and assigns) must
transfer and assign a stock interest in LAGPETCO equal to the

transferred or assigned whole or percentage of its ownership interest
in the entirety of the said Agreement.

ARTICLE V1

[LAGPETCO shall not own any right, tille, interest or estate
in or under the Agreement or any development lease created
thereunder or in any of the Petroleumm produced from any explo-
ration block or development lease area thereunder or in any of the
assets, equipment or other property obtained or used m connection

therewith, and shall not be obligated as a principal for the financing
or performance of any of the duties or obligations of either EGIC

or CONTRACTOR under the Agreement. LAGPETCO shall
not make any profit from any source whatever.
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ARTICLE VII

LAGPETCO shall be no more than an agent for EGPC and
CONTRACTOR. Whenever it is indicated herein that LAG-
PETCO shall decide, take action or make a proposal and the like,
Jt is understood that such decision or judgement is the result of the
decision or judgement of CONTRACTOR, or EGPC and CON-

- TRACTOR, as may be requircd by the Agreement.

ARTICLE VIII

LAGPETCO shal have a Board of IDirectors consisting ot
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 uny decision taken at such
meetings must h.. > the affirmative vote of five (5) or more of the
Directors; provided, however, that any Director may be represented

and vote by proxy held by another Director.

ARTICLE X

General meetings of shareholders shall be valid if a major-
ity of the capital stock of LAGPETCO is represented thereat.
Any decisions taken at such meetings must have the affirmative

pote of sharcholders owning or representing a majority of the capital

stock.
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ARTICLE XI

The Board of Directors shall approve the regulations covering
the terms and conditions of employment of the personnel of LAG-
PETCO employed directly by LAGPETCO and not assigned thereto

sy CONTRACTOR and EGPC.

The Board shall, in due course, draw up the By-laws of LAG-
PETCO and such by-laws shall be effective upon being approved
by a General Meeting of the Shareholders, in accordance with the
grovisions of Article X hereof.

ARTICLE XII

LAGPETCO shall come into existence within thirty (30) days
after the date of commercial Discovery as provided for in the

Agreement,

The duration of LAGPETCO shall be for a period equal to
me duration of the said Agreement, including any renewal thereof.

It shall be wound up and liquidated if the Agreement referred

10 above is terminated for any reason as provided for therein.

EGCYPTIAN GENERAI PETROLEUM CORPORATION
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ANNEX “E”

ACCOUNTING PROCEDURE
ARTICLE I

GENERAL PROVISIONS

Definitions :

The definitions contained in Article 1 of the Concession
Agreement shall apply to this Accounting Procedure and have
the same meaning. Certain accounting terms herem used are

defined as follows :

a. “Agreement’ means the Concession Agreement of which

this Annex is a part.

b. “Non-Operator’” means the parties to the Agreement other
than CONTRACTOR when it is performing work.

Statements of Activnity :

2. CONTRACTOR or Operating Company, as the case may
be, shall pursuant to Article IV of the Agreement, render

to Non-Operator within thirty (30) days of the end of each
Calendar Quarter a Statement of Exploration Activity re-
flecting all charges and credits related to the Exploration
operations for that Quarter summarized by appropriate

classifications indicative ot the nature thereof.
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b. Operating Company shall render to EGPC and CONTRA.
CTOR within fifteen (15) days of the end of each Calendar
quarter a Statements of Development and Exploration Act:-
vity reflecting all charges and credits related to the Deve-
lopment and Exploration operations for that quarter sum-
marized by appropriate classifications indicative of the na-

ture thereof except that items of controllable material and
unusual charges and credits shall be detailed.

3. Adjustments and Audils

(a) Each Statement of Exploration Activity shall conclusively
be presumed to be true and correct after three (3) months
following the receipt of each statement by EGPC unless
within the said three (3) months EGPC takes wrtten ex-
ception thereto pursuant to Article IV (f) of the Agreeinent.
During said three (3) months period supporting docurrients
will be available for inspection by EGPC during all warking
hours, CONTRACTOR will have the same auai righté

on Operating Company statements as EGPC under this sub-
patagraph. |

b) All Statemeuts of Activity for Development for am
Calendar quarter shall conclusively be presumed to .L:rp"
true and correct three (3) months following the receipr
of such statement unless within the said three (3) months
period EGPC or CONTRACTOR takes written exceplion
thereto, Pending expiration of said three (3! months
EGPC or CONTRACTOR or both of them shall have
the right to audit Operating Gompany accounts, records
and supporting documents for such quarter in the same
manner as provided in Article TV (f) of the Agreement

L
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4.  Currency Exchange

CONTRACTOR’s books for Exploration and Operating
Company’s books for Development and Explorauon, if any,
shall be kepr 1n the A.R.E. in U.5. Dellars. All U.S. Dollars
expenditures shall be charged in the amount expended. All
Egyptian Pounds expenditures shall be translated to U.S.
Dollars 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. Dollar ex-

penditures shall be translated to U.S. Dollars at the buying
rate of exchange for such currency as quoted by Natona! West-

minister Bank Limited, London, at 10.30 a.m. G.M.T.. on the
first day of the month in which expenditures are recorded. A
record shall be kept of the exchange rates used in translating

Ligyptian Pounds or other non U.S. Dollars espenditures to
U.S. Dollars.

5. Precedence of Documents

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

6.  Reuvision of Accounting Procedure

By mutual agreement betwcen EGPC and CONTRAC-
TOR, this Accounting procedure may bhe revised from time tc
time n the light of future arrangements.

7. No Charge for interest on Investment

Intercst on investment or any bank fees or charges shall

not, at any timec be charged as recoverable cost under the
Agreement.
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ARTICLE 11
COSTS. ENPIENSES AND EXPENDITURES

Subject to the provisions of the Agreement, CONTRAGTOR
shall alone bear and, directly or through Operaung Company, pay
the following costs and expenses, which costs and expenses shall e~
classified and treated in accordance with Article V11 of the Agree-

ment,

[. Surface Rights:

AN direct cost attributable to the acquisition, renewai or

relinquishment of surface rights acquired and mamtamed
force for the Area,

2. Labour and Related Costs :

4)  Salaries and wages of CONTRACTOR's or Operatuig
Lou_pan 's emiployees, as the case may be, directly enga-
ged in the various activities under the Agreement inclu.-
ing salaries and wages paid to geologists and other emp-.
loveea who are temporarily assigned to and employed in
such activitics. Such salaries and wages to be certified
bv a certified public accounting firms. ’

Reasonable revisions of such salaries and wages shals s
cffected i take into account changes 1n CONTRAC-
TOR’s policies and amendments of Laws t;-f}h(:ahlf. m_j

salaries. For the purpose of this paragraph 2. and para-
graph 3, salaries and wages shall mean the afssed.a&l e

mounts for A.R.E. Income Taxes, including the salares
during the vacations and sick leaves, but exclucing a:l the
smonnts of the other items covered by the percentage

fixed under 2 bhelow.
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For expatriate anployces permanently assigned to bgypt
1. All allowances applicable to salaries and wages |

2. Cost of established plans; and

3. All travel and relocation costs of such expatriate em-
ployees and their families to and from the employee's

country or point of origin at the time of employment,
at the time of separation, as a result of transfer from
one location to another and for vacation (transporta-
tion costs for employees and their families transt er-
ring from A.R.E. to another location vther than their |

country of origin shall not be charged o A.R.L. |
Operations). ?
(Closts under this sub-paragraph 2.B shall be equal to
seventy (70) percent except for employees whose families
have not been transferred to AR.E., in which case
the percentage will be fifty (50) percent of basic salaries
and wages paid for such expatriate personnel including
those paid during vacations and sick leaves as established
in CONTRACTOR’s international policies, paragraph

9 and sub-paragraph 11.A and C of this Article I1.

However, salaries and wages during vacations, sick

leaves and disability are covered by the foregoing per-
centage. The percentage outlined above reflects CON -

TRACTOR’s actual costs as of the Effective Date w1th

regard to the following benefits, allowances and costs :

Anticipated termination of lease contract m A. R. E.
or abroad.

Household implements transportation in A.R.E. or abroad

(round trip).



———

mhl— A .

T — .

-t oy

VAAN & _yl.a YA Ué (u.__.}) Cil? YY ddat] 4:4.«»_)11 ot oell

N N

] L‘

[ u I r ]
nedball o g

L

- r - :
1 - - ‘ "ﬁ
* ;ned J{'L yor e < ey

) - e T,

5).}1.;,;{ 4;'."..l’...,[.| &.:‘....J’LQl —

o Aol A jJJ_T s, s

Lol >V St sy 2, -

agll”

o Aeldloa I.Li.i

e

. g_k ) «T, r te . L] -
® r'»'*}{’ i o J\A.L}....U 4143L.Jl :T““"” LR:";L_‘.‘.‘“.» _— Y

-

+ J.ﬂ_:)l Lfi'i“‘H — A

V¢




2.

6.

0.

11.

12.

e o

3
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Clothing equipment allowances.

kxpenses connccted with departurc and arrival of

emplovees and their families.

Accruals of seniority mndemnity.

Charges for socal securitv and insurance such as :

* ety

Retirement plan.

National Health Insurance.
Unemployment Insurance.
Accident and disahility Insurance.

Fxtraordinary Insurance.

Contractieal travel expenses of employees and their
families.

Excess luggage.

Recreational Allowances.

Medical assistance to employees and their families
n or outside A RE.

Housing and utilities allowances.

Education allowance (children of expatriate emplo-
vees) and educational assistance,

Settlement allowance in or outside A.R.E.

Contribution for resettlement expenses at vepatriation.
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15.  Vacations, sick leaves and disability salaries or ex-

penses.

16. Any other costs, allowances and benefits of a hke
nature as established in CONTRACTOR’s interna-

tional policies.

The percentages outlined above shall be reviewed af
intervals of three (3) years from the Effective Date and

at such timec CONTRACTOR and EGPC will agree od
new percentages to be used under this paragraph.

. . . N , 'f
Revisions of the percentages will take mto considera;

tion variances in costs and changes in CONTRACGTORs
international policies which change or exclude any of "he

above allocwances and benefits.

The revised percentages will reflect as nearly as possi-
ble CONTRACTOR’s actual cosis of all its established
allowances and benefits and of personnel transters.

‘c) For expatriate employees temporarily assigned to Eg}'pf
all allowances, costs of established plans and all travel
relocation costs for such expatriate as paid 1n accordancé
with  CONTRACTOR’s international policies such costs
shall not include any administrative overhead other thanj'
what is mentioned in Article IT 11 b.

({d) Costs of expenditure or contributions made pursuant to
law or assessement imposed by governmental authority
which are applicable to labour cost of salaries and wages

as provided under sub-paragraphs 2.A, and 2.B, paragraph
9, and sub-paragraph 11.A and 11.C of this Article 1I. :
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3. Benefits, allowances and rels:ed coits of national eruployees

Bonuses, overume, custcmary allowances and beneitts o
a basis stmilar 1o that prevailing for Oil Companies operating
in A.R.E., alt as chargeahle under Sub-Paragraph 2:A Parag-
raph 9 and Sub-Paragraphs i1.A and 11.C of this Arucle 1L
Sevrerance pay will be charged ar 2 {ixed rate applied to pay-
rolls which wiil equal an amount equivalent to the maxrwaun:
liability of severance payment as required under the AR.UL,

labour Law.

4. DMatenal

Material, cquipment and supplies purchased or furnished .
as suchh by CONTRACTOR or Operating Company '

a2) Purchases

Material, equipment and supplies purchased shall be
at price paid by CONTRAUTOR or Operating Compan:
plus any related cost and after deduction of all discounts

actually received.
b) Material Fumished by CONTRACTOR

Material required for operations shall be purchased
directly whenever practicable, except that CONTRAC-
TOR may fumish such material from CONTRACTOR’s
affiliates stocks outside the ARE. under the following.

conditions :
1. New Material (Condition “A”)

New material transferred from CONTRAC-
TOR’s 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 ot stmilar quality supplied on similar terms.
prevailing at the time such materral was supplied.
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2. Used Material (Conditions “B” and “(7)

(2) Material which is m sound and serviceable condi-
tionn and is suitable for re-use without recondition-
ing shall he classed as Gondition “B” and priced
at seventy-five percent (75%) of the pricc of new

material.

(b) Material which cannot be classified as Condition
“B” hut 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]

(¢} Matcrial which cannot be classified as conditiod
“B” or condition “C” shall be priced at a value
commensurate with its use.

(d) Tanks, buildings and other cquipment involving
erection costs shall be charged at applicable per-

centage or knocked-down new price.

(C) Warranty of Materials furnished by CONTRACTOR.

le

Transportation and Employee Relocation (osts

CONTRACTOR does not warrant the material fur-
nished beyond or back of the dealer’s or manufacturer’s
guaranty; and in case of defective material, credit shall not
be recorded until adjustment has been received by CON-

TRACTOR from manufacturers or their agents. !
|

(a) ‘Transportation of equipment, materials and supplies neces-

()

sary for the conduct of CONTRACTOR’s activities.

Business Travel and Transportation expenses fo the extent

covered by established policies of CONTRACTOR 01;‘

with regard to Expatriates and Nationals, as incurred and
paid by, or for, employees in the conduct of GONTRACT

TOR’s business.
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Employees transportation znd relocation costs for Natie-

nal employees to the extent covered by established policies.

Sé’?‘vfc £S5

a.

b

)

Outside services.

The costs of contracts for consultants, services and utilites

procured from third parties.

GCost of services performed by EGPG or by CONTRAC-
FOR or their Affiliated Companies in facilities inside c-
outside the A.R.E. regular, recurring, routine services.
such as interpreting magnetic tapes and/or other analy-
ses, shall be performed and charged by EGPC and/or
CONTRACTOR or their Aftihated Companies at an
agreed contracted price, Major projects mvolving engi-
neering and design services shall be performed by EGPC

and /or CONTRACTOR or their Affiliated Companies at
Use of EGPC's CONT-

a negotiated contract amyunt.

RACTOR’s, or their Affiliated Companies’ wholly owned
equipment shall he charged at a rental rate commensurate

with the cost of ownership and operation, but not in excess
of competitive rates currently prevailing in the A R.E. for

Exploration, CONTRACTOR’s and its Affiliated Com-
panies’ rates sha'l not include any administrative or over-

head costs other than what is mentioned in Article 11
11 (b,
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Damages and I.osses

All costs or expenses, necessary w0 replace ar repair dam-
ages or losses mcurred by hre, Hood, storm, thelt, accident or
any other cause not controllable by CONTRACTOR or Ope-
rating Company through the exercise ol reasonable diligence,
CONTRACTOR or Operating Company shall furnish EGPC

written notice of damagcs or losses incurred m excess of ten tho-

usand (10.000) U.S. Dollars per occwrrence, as soon as practi-

eable after report of the same has heen reccived by CONTRAC-
TOR or Operating Company,

8., [Insurance and Cloims

The cost of any public hability, property, damage and other
insurance against liabilities of CONTRAGTOR, Operating
Company and / or the parties or any «f them to thewr em-

ployees and/or outsiders as may be required by the laws, rules
and regulations of the GOVERNMENT or as the parties may

agree upon. Lhe proceeds of any such insurance or claim coll-
ected shall he credited against operations. If no msurance 1s

carried for a particular risk, all related actual expenditures
incurred and paid by CONTRACTOR or Operating Com-

pany in settlement of anv and all losses, claims, damages, jud-
germents and any other expenscs, inchiding legal services.

5 Indirect Expenses |

Camp overhead and facilities such as shore base, ware-
houses, water systems, road systems, salaries and expense of field

supervisory personnel, field clerks, assistants, and other general

employces indirectly serving the Area.
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i), Legai BExpenses

All costs and expenses of litigation, or legal services other:
wise necessary or expedient for the protection of the Area, 1o-
cluding attorney’s fees and expenses as heremnafter providm:hi
together with all judgements obtained against the parties or a.n};l;

of them on account of the operations under the Agreement,
and actual expenscs incurred by any party or parties hereo 1n,
cccuring  evidence for the purpose of defending agamst any
action or claim prosecuted or urged against the operailons or

the subject matter of the Agreement. In the event actiopns o1

-laims affecting the interests hereunder shall be hundled by the

ezai staff of one or more of the parties hereto, a charge com!

!

reensurate with cost of providing and fumishing such ServiCes

may be made to operations.
71 Administraiive Querhead and General Expenses

A} While CONTRACTOR is cenducting Exploration activr-
ties, cost of staffing and maintaining CONRTACTORs
head office in the AR.E., and or other offices established
in the A.R.E. as appropriate other than field offices which
will be charged as provided in Article [1, paragraph 9
above, and excepting salarics of employees of CONTRAC-

TOR who are temporarily assigned to and directly serving

on the Area, which will be charged as provided in Article

IT, paragraph 2 above. I

(B) CONTRACTORSs 2 dministrative overhead outside the

A.R.E. applicable to the A.R.L. Fxploration operation
which will be charged each month at the rate of five per-
cent (5%) of total Exploration expenditures while CONT-
RACTOR is conducting Exploration activities, Admiis-
crative overhead outside A.R.E. will not be charged while
Operating Company 1s conducting Exploration activities.
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No other  direct charges as such for CONTRACTOR's
achmimstrative overhead outside the A.R.E. will be applied
agamst the Exploration obligation. Examples of the type
of costs CONTRACTOR is incurring and charging here-

under duc to activities under the Agreement and covered
by sald percentage are :

1. Executive — Time of executive officers.

2. ‘Treasury — Financial and exchange problems.

3. Purchasing — Procuring materials, equipment and
supplies. ‘

i

4. kxploration and Production Directing, advising and

controlling the entire project.

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

The foregoing does not preclude charging for direct

service under sub-paragraph 6.b of this Article 11

(C) While Operating Company is conducting activities, Opera-
ting Company’s personnel engaged in general clerical anﬂ
office work, supervisors and officers whose time 1s gemmiig* :-
spent in the main office and not the field, and all emplo-
yees generally considered as general and administrative aﬁd :
not charged to other types of expenses, will be charged to

operations. Such expenses shall be allocated each month
between Exploration and Development operations accor-

ding to sound and practicable accounting methods.
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12. Taxes :

All taxes, dutics or levies paid in the A.R.E. by CON-

TRACTOR or QOperating Company with respect to inis Agree-

. inent other than these covered by paragraph (i) (1} ot Article
I11 ot the Agreement.

15, Continuing CONTRACTOR C(Costs -

Costs of CONTRACTOR activities required under the
Agreemen: and incurred exclusively in the A.R.E. after Ope-
rating Gompany is formed. Ne sales expenses incurred outside
or mside the A.R.E. mav be recovered as a cost:

14, Other Expenditures :

Any costs, expenses or expenditures, other than those whi- h
are covered and dealt with by the foregoing provisions of this
Article 1i, mcurred by CONTRACTOR or Operating Com-
pany under approved Work Programs and Budgets.

ARTICLE III
INVENTORIES

[.  Periodic Inventories Notice and Representation :

At reasonable intervals as agreed upon by EGFC and
CONTRACTOR inventories shall be taken by Operating Com-
pany of the operations materials, which shall include all such

material, physical assets and construction projects. Written
notice of intention to take inventory shall be given by Opera-
tng Company to EGPC and CONTRACTOR at least thirty
(30) days before any inventory is to begin so that EGPC and
CONTRACTOR mav be represented when any inventory is
taken. dailure of LGPC and/or CONTRACTOR 110 be rep-
resented at an 1nventory shall bind them to accept the inven-
tory taken by Operating Companv, who shall, in that event,
turnish the party not representz=d with a copy thereof.
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2.  Reconcilialion aind Adjustment of [noventories :

Reconciliation of inventory shall be made by CON1RAC-
TOR and EGPC, and a list of overages and shortages shall be
jointly determined by Operating Company and CONTRAG:
TOR and EGPC, and the inventory adjusted by Operating

Company.
- ARTICLE IV

COST RECOVERY

4. Statements of Recovery of Costs and of Cost Recovery Cruae
Ol

CONTRACTOR shall, pursuant to ARTICLE VII of the
Agrcement, render 1o EGPC as promptly as practicable but not
later than fifteen (15) days after rveceipt from Operating Gom-
pany of thc Statements for Development and Exploration
Activity for the Calendar Quarter a statement for that guarter
showing :

(i) Recoverable costs carried from the previous quarter, il any.

(if) Recoverable costs incurred and paid during the quarter.
(1) Total recoverable costs for the quarter, (1) + (1).

(2v) Value of Cost Recovery Crude Oil taken and separately,
disposed of by CONTRACTOR for the quarter.

'+ Amount of costs recovered for the quarter.

(vi) Amount of recoverable costs carried mtu the succeeding
quarter, if any.
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(va) Excess, if any, of the value of Cost Recovery Crude Qi
taken and separately disposed of by CONTRACTOK over
custs recovered for the quarter.

Payments ;

If such statement shows an amcunt due EGPC, payment
of that amount shall be made i U.S. Dollars by CONTRAC-
T'OR with the rcndition of such statement, If CONTRACTOR
falls to make any such pavment to EGPC on the daic when
such payment s due, thea CONTRACGTOR shail pay an iite-
rest of 2.7 higher than the London Interbank Borrowin:

Oftered Rate {LIBOR) for three (3} months U.S. dollars de -
sits prevailing on the date such interest is calculated. Such

wierest payvment shall not be recoverable

Setclement of Excess Cost Recovery Crude Qi :

EGPC having the rnight to take its entit‘ement of excess

Cost Recovery Crude Oil under Artic.e VIT rub-paragraph (a
of the Agreement, in kind during the said Quarter, A cettle-
ment shall! be required with the rendition of such staternents
n case Centractor has taken more than its own entitlement of

such excess,
Audit Righs :

EGPC shall have a period of twelve {12) months from
receipt of any statement under this Article 1V in which 1w
audit and raise objection to any such statement. EGPC and
CONTR*CTOR shall agree on any requred adiustinenis.
Supporting documents and accounts will be 2vailable ta LGHC

during said twelve (12) months period.
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ARTICLE V
CONTROL AND MAJOR ACCOUNTS

I, Exploration Obligation Control Accounts :

CONTRACTOR will estabiish an Exploration Obligation
Control Account and an offsetting contra account to control
theremn the total amount of Exploration Expenditures reported
on Statements of Activity prepared per Article 1.2.A hereof.
less any reductions agreed o by EGPC and CONTRACTOR
following written exceptions taken by a Non-Operator pursuant
to Article 1.3.A hereof, in order to determine when minimuim

Exploration Obligation have been met.

<. CGost Recovery Gontrol Account

CONTRACTOR will establish a Cost Recovery Control
Account and an offsetting contra account to control thercin the
amount of cost remaining to be recovered, if any, the amount

of cost recovered, and the value of Excess Cost Recovery Crude
Oil; if any.

3. Major Accounts :

For the purpose of classifying costs, expenses and expen-
ditures for cost recovery as well as for the purpose of estab-
lishing when the Exploration Obligation has been met, costs,
expenses and expenditures shall be recorded in major accounts
including the following :

Exploration Expenditures
Development Expenditures other than Operating Expenses
Operating Expenses ;

Necessary sub-accounts shall be used.

Revenue accounts shall be maintained by CONTRACTOR to

the extent necessary for the control of recoverv of costs and the
treatment of Cost Recovery CGrude Ol |
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