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CONCESSION AGREEMENT FOR PETROLEUM

EXPLORATION AND EXPLOITATION
BETWEEN
THE ARAB REPUBLIC OF EGYPT
AND
THE EGYPTIAN GENERAL PETROLEUM CORPORATION

AND

IEOC CO. ING.

IN
RANIMV: OFFSHORE AREA
GULF OF SUEZ

__ Iis agrecment made  and  cntered on this day of
22nd, Dz2cember, 1987, by and between the ARA
REPUBLIG OF EGYPT (hereirafter refeired to variously a
“A.R.E.” or as the «GOVERNMENT”), the EGYPTI

GENERAL PETROLEUM CORPORATION, a legal enti
created by Law No. 167 of 1958 as amended (hereinafter referre
to as “EGPC”) and IEOC CO., INC., 2 company organized an
existing under the laws of PANAMA (hereinafter  referred tg
vartously as «IEOC” or as «“CONTRACTOR”). '

WITNESSETH

WHEREAS, all minerals including petroleum, existing in
mines and quarries in A.R.E., including the territorial waters,
and 1n the sea bed subject to its jurisdiction and extending beyond
the territorial waters, are the property of the State; and

WHEREAS, EGPC has applied for an exclusive concession
for the exploration and exploitation of petroleum in and
throughout the area referred to in Article II, and described in

Annex “A” and shown approximately on Annex «B” which are
attached hereto and made part hereof ; and
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WHEREAS, IEQQC agrees to undertake its obligations provi-
ded hereinafter as Contractor with respect to the exploration,
development and production of petroleum 1n said Area : and

ﬁ

WHEREAS, the Government desires hereby to grant suﬁ,h

Concession ; and

WHEREAS, the Minister of Petroleum and Mineral
Resources pursuant to the provisions of Law No. 86 of 1956, may

enter into a concession agreement with EGPC, and with IEOCQC
as a contractor in the Area.

NOW, Therefore, the parties hereto agree as follows :

ARTICLE I

DEFINITIONS

(a) “Exploration” shall include such geological, geophysical,
aerial and other surveys as may be contained in the ap-
proved Work Programs and Budgets, and the drilling of such
shot  holes, core holes, stratigraphic tests, holes for the

discovery of Petroleum or the appraisal of Petroleum
discoveries and other related holes and  wells, and

the purchase or acquisition of such supplies, materials and
equipment therefore, all as may be contained in the approved

Work Programs and Budgets. The verb explore’” means
the act of conducting exploration.

(8) “Development” shall include, but not be limited to, all the
operations and activities pursuant to approved Work

Programs and Budgets under this Agreement with respedt
1o :

i

(1) the drilling, plugging, deepening, side tracking redrilling
completing, equipping of 'devebpment wells, changing
of the status of a wéll, and
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(22) design, engineering, construction, installation, servicing
and maintenance of equipment, lines, systems, facilities,
plants and related operations to produce and operate said
development wells, taking, savirg, treating, handling, stor-
ing, transporting and delivering petroleum, represssuring
recycling and other secondary recovery projects, and,

(z21) transportation, storage and any other work or activities
necessary or ancillary to the activities specified in (1)

and (i),
&) “Petroleum” means liquid crude oil of various densities,
o asphalt, gas, casinghead gas and all other hydrocarbon
substances that may be founcd in, and produced, or otherwise

B

obtained and saved from the Area under this Agreement,*

L")

‘and all substances that mav be extracted therefrom.

‘(dj _“Liquid Crude Oil” or «Crude Oi]” or «Oi]’’ means any
- hydrocarbon produced from the Area which is in aliquid state
" at the wellhead or lease separators o which 1s extracted from

the gas or casinghead gas in a plant. Such term includes

distillate and condensate.

) <Gas” is natural gas both associated and non-associated, and
all of its constituent elements produced from any well in the
Area and all nonhydrocarbon substances therein. Said term

shall include residual gas.

0/) A <«Barrel” shall consist of forty-two (4Z) United States gai-

lons, liquid measure, correctrd to a temperature of sixty
!

degrees (60) Fahrenheit.
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(g) “Commercial Well” means the first well on any geological
feature which after testing for a period of not more than thirty
(30) consecutive days where practical, but in any cvent
accordance with sound and accepted industry production
practices, and verified by EGPC, 1s found to be capable of

producing at the average rate of not less than three thousand
(3000) barrels of oil 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,

(k) «AR.E.” means ARAB REPUBLIC OF EGYPT.

3
- * L 3 A J}
(2) «Efective Date’” means the date on which the text of this

Agreement 18 signed by the GOVERNMENT, EGPC
and CONTRACTOR, after the relevant Law is issued.

(7) “Year” or ¢«Calendar Year” means a period of twelve (12)

months according to the Gregorian Calendar.

(£) <«Fmancial Year” means the Government’s financial vear

according to the laws and regulations of the A.R.E.

(I} «Tax Year” means the period of twelve (12) months atcor-

ding to the laws and regulations of the A.R.E.

(m) An <“Aflihated Company” means a company :

(1) the share capital, conferring a majority of votes at st¢ck-

holders’ meetings of such company, of which 1s GWT d

directly or indirectly by a party hereto ; or |
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(22) which is the owner directly or indirectly of share capital
conferring a majority of votes at stockholders’ mJeetmgs
of a party hereto ; or

(17) whose share capital conferring a majority of votes at
stockholders’ meetings of such company and the share
capital conferring a majority of votes at stockhiolders’
meetings of a party hereto are owned directly or inft]irect-
ly by the same company.

(n) “Lixploration Block” shall mean an area, the corner pdints of

@)

(o

which have to be coincident with 1’ x 1’ latitude and longitude
divisions, according to the Tnternational Grid System iwher;:q
possible or with the existing boundaries of the Area doverd
by this Concession Agreement as set out in Annex ¢ ‘AT, 5

“Development Block™ shall mean an area, the corner pemts
oi which have to be coincident with 1/ X 1’ latitude] and
longitude divisions according to the Intcrnational {Gudf
System  where possible or with the existing bounda rjes of
the Area covered by this Concession Agreement as sdt out
in Annex “A”, 1:

“Development Lease (s)” shall mean the Development tBlock
or Blocks covering the geological structure capable of pr&;duc—
tion, the corner points of which have to be coincident iwith
17 x 1’ latitude and longitude divisions according tp the
International Grid System where possible or with the ex;isting
boundaries of the Area covered by this Concession .Agree@ent

as set out m Annex “A”». |
i

“Agreement” shall mean this Agreement.
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ARTICLE 11

Annexes to the Agreement

Annex “A” isa description of the Area covered and affected
by this Agreement, heremafter referred to as “The Area”.

Annex “B” 1s a provisional tllustrative map on the scale of
I : 100,000 indicating the Area covered and aflected by this
Agreement and described in Annex “A”.
|
Annex “C” 15 the form of a Charter of the Operating
Company to be formed as provided for in Article VI hereof.

|
II
|

Annex “D” 1s the Accounting Procedure.

. 3 ) M i
Annex “A”, <“B”, «C”, and “D” to this Agreement are| hereby
made part hereof, and they shall he considered as having\ cqual
force and effect with the provisions of this Agreement.

.
i

ARTICLE 111 |
Grant of Rights and Term |

The GOVERNMENT hereby srants EGPC and QONTRAC—
TOR subject to the terms, covenants and conditions set jout in.
this Agreement, which insofar as they are contrary to or jconsis-
tent 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 in Anncxes “A”7 and “B”.

i

(@) The GOVERNMENT shall own and be entitliz-d, as
hereinafter provided to a royalty in cash or in kind *af ten
(10) percent of the total quantiiy of Petroleum produced and
saved from the Are.. during the development pericd induding
renewal, Said royalty shail be borne and paid by EGPC
and shall net be the obligation of the CONTRACTOR. The
payment of rovaltics by EGPC shall not be deemed to result
i ncome attrtbutable to the CONTRACTOR. |
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¢b) An iuitial exploration period of two (2) vears shall start from
the flective Date. Two (2) successive extensions to the
initial exploration period of one (1) vear cach, the first of
which is hereinafter called the «Second Exploration Periocd”
and the second of which is hereinafter called the «Third
Exploration Period”, shall be granted to COD TRACTOR
at 1ts option, upon not less than thirty (20) days prior written
notice to EGPC and subject only to its havmg fulfilled 1ts
obligations hereunder for the then cuirent period.
T
This Agreement shall be terminated if no ;Ccm ’iél*Cial
Discovery 1is established by the end of the fourth (4tl‘13
year of the ﬁ};pioration period. However, such period ;i;maj
be extended at CONTRACTOR’S option .for up to six
(63 months to enable the ccmpleticn of drilhing arc tfi{iting
of any well acteally driling or testing at the cnd of the i}four
(4) year exploration period. The clection of EGP@ to
undertake a scle risk venture under paragraph (c) imn%edi-
ately hcreafter shall not extend the exploration period |nor
affect the termination of this Agrcement to CONTRACTQR.-

(¢) <Commercial Discovery”’ : After discovery of a Commtilicial
Well, CONTRACTOR shall, unless otherwise agreed ui:.!on
with EGPC, undertake as part of its Exploration program ithe

appraisal of the discovery by drilling one or more additiognal
appraisal wells, to determine whether such discovery 1s woriﬁhy
of being developed commercially, taking into consideration
the recoverable reserves, production, pipeline and tEI‘IHi]ilal
facihities required, estimated crude cil prices, and all otﬁm

relevant technical and economic factors.
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A Commercial Discovery may consist of ore producing
reservolr or a group of producing reservoirs which after ap-
praisal is worthy of being developed commercially.
CONTRACTOR shall give notice of a Commercial
Discovery to EGPC immediately after the discovery
is considered by CONTRACTOR to be worthy of commereial
development but in any eveut not later than the completion
of the second “Exploration’” appraisal well, or twelve (12)
months following the date of the discovery of the Commercial
Well, whichever is earlier; except that the CONTRACTOR
shall also have the right to give such notice of Commercial
Discovery with respect to anv reservoir or reservolrs even if
the well or wells thereon are not «Commercial’’ -within the
definition of «Commercial Well™ if, in its opinion, a reservoir
or a group of reservoirs considered collectivly, could be worthy
of development.

Following receipt of such notice EGPC and CONTRACTOR
shall mect and review all appropriate data with a view to
mutually agreeing upon the existence of a Commercial Disco-
very. The date of Commercial Discovery shall be the
date EGPC and CONTRACTOR mutually agree that

a Commercial Discovery exists.”

If Crude Oil 1s discovered but is not decemed by
CONTRACTOR to be a Commercial Discovery under the
above provisions of this paragraph (c¢), EGPC shall one (l)
month after the expiration of the period specified above within
which CONTRACTOR can give, notice of Commercial
Discovery, have the right, following sixty (60) days notice |
in writing to CONTRACTOR, at its sole cost, risk and
expense, to develop, produce and dispose of all Crude
Oil from the geological feature on which the well has been
drilled. Said notice shall state the specific area covering
said geological feature to be developed, the wells to be drilled,
the production facilities to be instzlled and EGPC’s estimated
cost thereof. Within thirty (30) days after receipt of said
notice CONTRACTOR, may in writing, elect to develop
such area as provided for in the case of Commercial
Discovery hereunder. In surh event all terms of this
Agreement shall continue to apply to the specificd area.
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It CONTRACTOR elects not to develop such area, the

Specific area covering said geological feature shall be set aside
for sole risk operations by EGPC, such area to be mutually
agreed upen by EGPC and GONTRACTOR on the basis
of good oil industry practices. EGPC shall be entitled to

perform, or in the event Operating Company referred to in
Article tVI has come into existence, to have Operating
Company perform, such operations for the account of EGPC
and at EGPC’s sole cost, risk and expense, Wher EGPC
has recovered from the Crude Oil produced from such speci-
fic area a quantity of Crude Oil equal in walue to three
hundred (300) percent of the cost it has incurred in carrymg
out the sole risk operations,; CONTRACTOR shall have

the option, only in the event there has been a scparate
Commercial Discovery, to share in further development and
production of that specific arca upon paying EGPC one hundred
(100) percent of such costs Incurred by EGPC, Such Dné

hundred (IOO) percent payment shall not be recovered by
CONTRACTOR. Immediately following . such payment

1

the specific area shall either (1) revert to the status of ap |

ordinary Development Lease under this Agreement and

thereafter shall be operated in accordance with the terms
hereot ; or (ii) alternatively, in the event that at such time

EGPC or its Affiliated Company is condacting all develop-

ment operations In the area at its sole expense and EGPC
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elects to continue operating, the area shall remain set aside
and CONTRACTOR shall only be cntitled to its production
sharing percentage of the Grude Oil as specified in Article
VII (b) below. The sole risk Crude O1l shall be valued in
the manner provided in Paragraph (¢ cf Article VII. In
the event of any termination of this Agreement under the
provisions of paragraph (b} above this Agreement shall,
however, continue to apply to EGPC’s operation of any sole
risk venture hereund-r, although such Agreement shall have
been terminated with respect to CONTRACTOR pursuant
to the provisions of said paragraph (b) above.

(d) The development period of each Development Lease shall
be twenty (20) years from the date of issuance thereof. This
period may be renewed for an additional period of five (5)
vears at the option of CONTRACTOR upon six (6) months
prior written notice to EGPC. Following Commercal
Discovery the extent of the whole area capable of production
to be covered by Development Lease or leases shall be mutual-
ly agreed upon by EGPC and CONTRACTOR and be sub-
ject to the approval of the Minister of Petroleum and Mineral
Resources. 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 promptly
by Operating Company and be conducted in accordance
with good oil field practices and accepted petroleum
enginecring principles, until the field is considered to be fully
developed. In the event no Commercial Production
- of Petroleum 1n regular shipments 1s established in any
Development Block within three (3) years from the date
of the approval of the Minister of Petroleunm1 and Mineral
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Resources referred to hzreinabove such a Development Block
shall immediately be surrendered, provided gthat each,
Development Block in a Deveh}pmént Lease bging | partly
within the radius of drainage of any producing ;well-idn such
- Development Lease shall be considered as participating in
the Commercial Production referred to above, However,

such three (3) year period may be extended by an additional

period not exceeding one (1) year subject to the approval of
the Minister of Petroleum and jMineral Resources.

(e) CONTRACTOR  shall bear and pay all the costs
and expenses required in carrying out all the operations under

this Agreement but such costs and expenses shall not include
any 1nterest on investment, and CONTRACTOR shall look

only to the Petroleum to which it is enitled under this Agree-
ment to recover such costs and expenses. Such costs and
expenses shall be recoverable as provided in Article VII.
During the term of this Agreement and its renewal, the total
production achieved in the conduct of such operations shall

be divided between EGPC and CONTRACTOR in

accordance with the provisions of Article VII,

(/) 1. Unless otherwise provided, IEOC shall be subject to
Egyptian income tax laws and shall comply with the

requirements of such laws with respect to the filing of
returns, the assessment of tax, and keeping and showing

of books and records.

TEOC’s annual income for Egyptian income tax purposes
under this Agreement shall bz an amount calculated as

follows :

-

The total of the sums received by -:CONTRACTOR
from the sale or other disposition of all Crude
Oit acquired by CONTRACTOR pursuant to Article

- VI, paragraphs (a) and (b) ;
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Reduced by :
() The costs and expenses of CONTRACTOR -

(#) The-valuc as determined according to paragraph
(c) of Article VII, of EGPC’s share of the Excess
Cost Recovery Crude Oil repaid to EGPC in cash

or mn kind, if any,

Plus :

An amount equal to JEOC’s Egyptian income taxes
grossed up in the manner shown in Annex D Article

VI

For purposes of above tax deductions in any Tax Year,
paragraph (a) of Article VII shall apply only in respect
of classificattion of costs and expenses and rates of
amortization, without regard to the percentage limitation
referred to in the first paragraph of Article VII (a)
(1). All costs and expenses of IEOC in conducting the
opereations under this Agreement which are not controlled
by paragraph (a) of Article VII as above qualified shall
be deductible in accordance with the provisions of the

Egyptian Income Tax Law.

3. EGPGC shall assume, pay and discharge, in the name and
on behalf of IEOC, IEOC’s Egyptian income tax out of
EGPC’s share of the Crude Oil produced and saved and
not used in operations under Article VII. All taxes paid by
EGPC m the name and on behalf of IEOC shall be consid-
ered 1come to IEQOC.

4. EGPC shall furnish to IEOC the proper official receipts
evidencing the payment of JEOC’s Egyptian ir.come tax for
each ‘Tax Year within ninety (90) days followirg the recelpt
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by EGPC of GONTRACTOR’s tax declaration for the
preceding tax year. Such receipts shall be issued by the
proper Tax Authorities and shall state the amount and other

particulars customary for such receipts.

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

6. In calculating 1ts A.R.E. Income taxes, EGPC shall be
entitled to deduct all royalties paid by EGPC to the Govern-
ment and IEOC’s Egyptian income taxes paid by EGPC on

TEOCs.

ARTICLE IV

WORK PROGRAM AND EXPENDITURES DURING
EXPLORATION ,PERIOD

(@) CONTRACTOR shall commence exploration operations
hereunder not later than six (6) months after the Effective
Date. Not later than the end of the twelfth (12) month after
the Effective Date, CONTRACTOR shall start exploration
drilling in the Area, with a commitment of drilling one (1)
well during the initial Exploration Period. EGPC shall make
available for CONTRACTOR’S usce all Seismic,q W(",‘HS and
other exploration data in EGPC’s possession with respcct to
the Area.
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The Imitial Exploration Period shall be two (2) years.
CONTRACTOR may extend this exploration period for

two (2) additional periods of one (1) year each in
accordance with Article IIT (b), upon at least thirty (30)
days prior written notice to EGPC subject to its expenditure
of its minimum exploration obligations and its fulfillment of

the drilling obligations hereunder for the then current period,

CONTRACTOR shall spend a minimum of four million
U.5. Dollars (U.S. § 4,000,000) on exploration operations
and activities related thereto during the Inidal two (2) year
Exploration Period ; provided that CONTRACTOR shall

drill one (1) well. For the first one (1) year period that
CONTRACTOR elects to extend beyond the initial Explor-

ation Pertod, the Second Exploration Period, CONTRACTOR.
shall spend a minimum of four million” (U.S. § 4000,000) ; for

Third Exploration Period of one ! (1) year, CONTRACTOR
shall spend a minimum of four million U.S.” Dollars

(US. § 4,000,000). During each of such extensions
CONTRACTOR shall drill one (1) well.

Should CONTRACTOR spend more than the minimum
amount required to be expended or drill more wells than the
minimum required to be drilled during the initial (2) two

year Exploration Period or durirg any period thereafter, the
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€XCESS may be subtracted from the minimum amount that
may be required to be drilled during any succeeding explora-
tion period or periods as the case may be.

In case CONTRACTOR surrenders its exploration
obligations under this Agreement as set forth above before or
at the end of the second (2nd) year of the imtial
period, having expended less than the total sum of four mil-
ion U.S. Dollars (U.S. § 4,000,000) on exploration or in the
event at the end of the two (2) yvears GONTRACTOR has
expended less than said sum in the Arca, an amount equal
10 the difference between the said four million U.S. Dollars
'U.S.§ 4,000,000) and the amount actually spent on explora-
tion activities shall be paid by CONTRACTOR to EGPC
at the time of surrendering or within three (3) months from
the end of the second year of the initial Explm ation Period
as the case may be. Any expenditurc deficiency by
CONTRACTOR at the end of any additional exploration
neriod for the reasons above noted shall similarly result in
2 payment by CONTRACTOR to EGPC of such deficiency.
Provided this Agreement is still in force as to CONTRAC-

TOR, CONTRACTOR shall be entitled to recover any such
payments as exploration expenditure in the manner provided
for under Article VII in the event of Commercial Production.

Cxplorvation operations in the Area carried out with EGPC’s

approval between the date EGPCG and CONTRACTOR first

sign

this Agreement and the Effective Date are hereby ratified and

confirmed. Costs incurred and work performed for such opera-
tions shall be deemed incurred and performed tfor zll purposes

under this Agreement (including but not limited to cost recovery).

Without prejudice to Article ITT (b), n case no Commercial

Discovery is established by the end of the fourth (4th) year, or in

case

CONTRACTOR surrenders its exploration obligations under

this Agreement prior to such time, EGPC shall not bear any of
aforesaid expenses spent by CONTRACGTOR.
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@:] At least four (4) months prior to the beginning of each Finan-
" cial Year or at such other times as may mutually be agreed to
by EGPC and CONTRACTOR, CONTRACTOR shall
prepare an Exploration Work Program and Budget for the
Area setting forth the exploration operations which
CONTRACTOR proposes to carry out during the ensuing
year. During the exploration period, such Work Programs
and Budgets taken together shall be at least sufficient to satisty
CONTRACTOR'’s minimum]expenditure obligations taking
into account any credits for excess expenditures by CONTRA-
CTOR in prior Exploration periods.

The Exploration Work Program and Budget shall be reviewed
by a joint committee to be established by EGPC and
CONTRACTOR after the Effective Date of this Agreement.
This Committee, hereinafter referred to as the ¢Exploration
Advisory Committee”, shall consist of six (6) members, three
(3) of whom shall be appointed by EGPC and three (3) by
CONTRACTOR. The Chairman of the Exploratica Advi-
sory Committee shall be designated by EGPC from among
the members appointed by it. The Exploration Adwsowg
Committee shall review and give such advice as 1t deems ap-'
propriate with respect to the proposed Work Program and
Budget. Following review by the Exploraration - Advisory
Committee, CONTRACTOR shall make such revisions as
CONTRACTOR deems appropriate and submit the Explora-
tion Work Program and Budget to EGPC for 1ts approval.
Following such approval, it 1s further agreed that :

(z7) CONTRACTOR shall not substantially revise or
modifv said Work Program and Budget nor reduce the

approved budgeted cxpenditure without the approval
of EGPC.
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1i7) In_the event of emergencies involving danger of loss of
tves or property, GONTRACTOR may expend such
addittonal unbudgeted amounts as may be required to
alleviate such danger. Such expenditure shall be
considered in all respects as exploration expenditure and

shall be recovered pursuant to the provisions of Article
VII hereof.

CONTRACTOR shall advance all necessary funds for ull
materials, equipment, supplies, personnel, administration and
operatiens pursuant to the Exploration Work Program and
Budget and EGPC shall not be responsible to bear or repay
any of the aforesaid costs,

CONTRACTOR shall be responsible for the preparation
and performance of the Exploration Werk Program which
shall be implemented in 2 workmanhke manner and consis-
tent with good industry practices.

Except as is appropriate for specialized studies such as the
processing of data, laboratory studies or specialized enginec-

ring or develppment studies thereon, to be made 1 Spﬁ{:lahzc‘:d

as well as any other studies related to the performance of this

centers outside A.R.E., all geological and geophysical studies
Agreement, shall be made 1n the A.R. E. +

CONTRACTOR shall entrust the management of exp-
loration operations in the A.R.E to its technically compe-
tent General Manager and Deputy General Manager. 'The
names of such Manager and Deputy General Manager shall
upon appointment, be forthwith notifiad to the GOVERN-
MENT and to EGPC. The General Manager and, in s
absence, the Deputy General Manager shall be entrusted
by CONTRACTOR with sufﬁmcnt powers to carry out
immediately all lawful written directions given to them by
the GOVERNMENT or its representative under the terms
of this Agreement. All lawful regulations 1ssued or hereafter

to be issued which are appllcablc hereunder and not in confl-
ict with this Agreement shall apply to CONTRACTOR.
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(f) GONTRACTOR shall supply EGPC, within thirty (30}
- days from the end of each calendar quarter, with a State.
ment of Exploration Activity showing costs incurred bv
CGONTRACTOR during such quarter, CONTRACTOR’S
records and necessary supporting documents shall be
available for inspection bv EGPC at any time during regular
working hours for three(3) months from the date of receiving

cach Statement

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

if it conriders -
(z') that the record of costs is not correct ;

(1) that the costs of goods or services supphied are not in line
with the international market prices for goods or services
of similar quality supplied on similar terms prevailing at
the time such goods or ~ervices were supplied, provided

however, that purchases made and services performed
within AR E. shall be subject to Article XXV ;

(12 that the condition of the materials furnished by
GONTRACTOR does not tally with their prices ; or

(¢z) that the costs incurred are not reasonably required for
operations

IEOC shall confer with EGPC in connection with the
problem thus presented, and parties shall attempt to reach
a settlement which s mutually  satisfactory, Any
reimbursement due to EGPC out of the Cost Recovery Crude
O1l as a result of reaching agreement or of an arbitral award
shall be promptly made in cash to EGPC, plus simple interest
at LIBOR plus 2.5 percent per annum from the date on
which the disputed amount(s) would have been paid to
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EGPC according to Article VII (@) (2) and ANNEX «D”
(1.e.. the date of rendition of the relavant Cost Recovery
Statemfnt) of this Agreement to the date of payment, The

LIBOR rate applicable shall be the average of the figure or
figures published by the Financial Times representing the
midpoint of the rates (bid and aSk) applicable to one month
US, dellar deposits in the Londen Interbank Lurocurrency
Market on cach fifteentl) day of cach month vccurring bet-
ween the date on which the disputed amount(s) would have

been paid to EGPC and the date on which it is scttled,

It the LIBOR rate is available on any fifteenth day but 1s not
published in the Finzncial Times in rc spect of such dav for
any reason, the LIBOR rate chosen shall be that offercd by
Citibark N A to other leading banks in the London Interbank
Eurocurrency Market for one month U.S. dollar deposits.

[t such fifteenth day is not a day on which LIBOR rates are
quoted In the London Interbank burocurrency Market, the
LIBOR rate to be used shall be that quoted on the next fol-

lowmg day on which such rates are quoted,

It witlin the time limit of the three (3) months period
provided for in this paragraph, EGPC hus not advised
CONTRACTOR of its objection to any Statement, such

Statement shall be considered as approved

(&) -CONTRACTOR shall supply all funds nccessary  for its
operations in A.R.E. under this Agreement in frcely conves-

tible currency from abroad. CONTRACTOR shall have
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the right to buy Egyptian currency whenever required and the
conversion, shall be made at the local banks in the A.R.E.
according to the Official A.R.E. rate of exchange. |

(#) EGPC is authorised to advance to CONTRACTOR the
Egyptian currency required for the Operations under this
Agreement against receiving from CONTRACTOR  an
equivalent amount of U.S. Dollars at the official A.R.E. rate
of exchange such dollars to be deposited in an EGPC account
abroad with a correspondent bank of the National Bank of
kgypt, Cairo. Withdrawals from said account shall be used
for financing EGPC’s and its Affiliates foreign currency requi-

rements subject to the approval of the Minister of petroleum
and Mineral Resources.

ARTICLE V

Mandatory and Yoluntary Relinquishments

a) MANDATORY

Without prejudice to  Article 111 and XXII or the last para-
graph of this Article V (a) at the end of the fourth (4th) year of the
exploration period, CONTRACTOR shall relinquish the remain-
der of the original Area not then converted to a Development Lease

or L.eases,

It 1s understood that at the time of any relir quishment the
areas to be converted into Development Leases and which are
submitted to the Minister of Petroleum and Mineral Resources
for his approval, according to Article III (d) shall, subject to such

-ﬁ.—.il_

approval, be deemed converted to Development Leases.
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Nothing in this Agreement shall be construed as requiring.
GONTRACTOR to relinquish any Exploration Block or Blocks
on which a Commercial Well is discovered befor the period of time
referred to in Article T11 (€} of this Agreement orven to CONTRA-
(TOR t determine whether such W ell 1s a Commercial Discovery
worthy oif development, or to relinquish- an FExploration Block
which has either been converted to a Development Lease or with
respect to which an application for conversion has been made.
In the event at the end of any cxploration pericd a well is actually
drilling or testine, CONTRACTOR. shall be allowed up to <ix
(6, months period to establisl a Commmercial Well or declare a

Commercial Discovery as the case may be,

b) VOLUNTARY

CONTRACTOR nav, voluntarily, during any pleriod
relinquish all or any part of the Arez in Blocks provided that at
the time of such voluntary relinquishment its Brarnrcial ﬂhligjtiﬂns

tor exploration expenditure under Article 1V (b) have been satisfied
for such period.

Following Commercial Discovery, E7'PC and CONTRIAC-
TOR shall mutually agree upon any area to be relinquished
thereatter, except for the relinquishment provided for abovie at
the end of the total exploration penad.

ARTICLE VI

Operation After Commercial Discovery

(8 On Commercial Discovery, EGPC and CONTRACTOR
shall form in the A.R.E. an operating company which shall
be named by mutual agreement between EGPC and
CONTRACTOR and shall be subject to the approval of the
Mmister of Petroleum and Mineral Resources  (herematter
referred to as «Operating  Company”. Said company shall
be a private sector company. Operating Company shall
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be subject to the laws and regulations in force in the A.R.E.
to the extent that such laws and regulations are not inconsis-
tent with the provisions of this Agreement or the charter of

Operating Company.

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

regulations as now or hereafter amended or substituted :

— Law No. 97 of 1976 organizing dealings in foreign cur-
rencles

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

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

— Law 97 of 1983 promulgating the law ‘concerning public

sector’s authorities and companies.

(0) 'The Charter of Operating Company is hereto attached as
Annex «C”, Within thirty (30) days after the date of
Commercial Discovery (unless otherwisc agreed by EGPC
aind CONTRACTOR), the Charter shall take effect and
Operating Company shall automatically come into existence
without any further procedures, The Exploration Advisory

Commuittee shall be dissolved.

(¢} Nincty (90) days after the date Operating Corapany comes
into existence in accordance with paragraph (b) above, 1t

shall prepare a Work Program and Budget for further Explo-

ration and Development for the remainder of the year In
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which the Commcreial Discovery is made ; and not later than
tour (4) mentks before the end of the current Financial Year

(01 such other date as may be agreed upon) and four
(4) months precedirg the commencement of each succeeding

Financial Year thereafter (cr such other date as may be
agreed upon) Optrating Company shall prepare an annual
Production Schedule, Work Prograni and Budget fir furb]er

- Expioration and Dcivd@pmfm for the sveceedirg P‘inaicial
Year. The Production Schedule, Work Program and Bu get
shall be submittcd to the Board of Directors for approval, |
(d) Not Jater than the twentic th (2Gth) day of cach month, Opéra-
ting Company shall furnish to CONTRACTOR a wrigten
cstimate of its total cash requiremerts for expenditure |for
the first hall and the second half of the succeeding month
expressed 1 U.S. Dollars huaving regard to  the appl‘ﬁxfd
Budget. Such cstimate shall take into consideration any
cash expected to be on hand at month end.

Payment for the appropriate pericd of such month shall be
made to the correspendent bark designatcd i prragraph t)
below on the first day and fiftcenth day respectively, or the
next followirg business day, if such day is not a business day.

(¢) Opcrating Cormpany is autheriscd to keep at its own disposal
abroad in an account opened with a correspondent bank of

the National Bank of Fgypt, Cairo, the foreign funds advanc

by CONTRACTOR. Withdrawals from said account shajl

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 in Egyptian Pounds for Oper:i—
ting Company in connecticr: with its activities under thig
Agrecment. '
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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 A.R.E. a statement, duly certified
by a recognized firm of auditors, showing the funds credited
to that account, the disbursements made out of that account
and the balance outstanding at the end of the year.

If and for as long during the period of production operations
there exists an excess capacity in facilities which cannot
during the period of such excess be used by the Operating
Company, EGPC and CONTRACTOR will consult together
to find a mutually agreed formula whereby EGPC may use
the excess capacity if it so desires without any financial, or

unreasonable operational disadvantage to the CONTRACTOR .

(a) 1.

1

ARTICLE VII

Recovery of Costs and Expenses and Production

Sharing
Cost Recovery Crude Oil.

Subject to the auditing provisions under this Agreement,
CONTRACTOR shall recover all costs and expenses in
respect of all the exploration, development and related
operations under this Agreement to the extent and out
of forty (40) percent quarterly of all Crude Oil produ-
ced and saved from all Development Leases within the
Area hereunder and not used in petroleum operations.
Such Crude Oil is hereinafter referred to as <«Cost
Recovery Crude Qil’.

For all Exploration, Develcpment and Production
hereunder, such costs and expenses shall be recovered
from Cost Recovery Crude Qil in the following manner :

(¢) All Opcrating Expenscs, ixcurred after initial Com-
mercial Production, which for the purposes of this
Agreement shall mean the date on which the first
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regular 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 * Production occurs, = whichever
is the later date.

(2} Exploration Expenditures includin g those accumulated
prior to the commencement of initial Commercial
Production, which for the purposes of this
Agreement shall mean the date on which the first
regular shipment is made, shall be recoverable at
the rate of twenty (20) 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, whiche-
ver 1s the later date

(#t) Development  Expenditures, including those ac-
cumulated prior to the commencement of initial
Commercial Production shall be recoverable at the
rate of twenty (20) percent per annum starting in
the Tax Year in which such expenditures are incur-
red and paid or the Tax Year in which
inittal  Commercial  Production commences,
whichever 1s the later date. "

(13) To the extent that, in a Tax Year, costs, expenses
or expenditures recoverable per paragraphs (i),
(1) and {iii) preceding exceed the value of all Cost
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 in no case after the termination of this Agree-

ment, as to GONTRACTOR.

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

. «Exploration Expenditures® shall mean
all costs and expenses for Exploration.

2. “Development Expenditures” shull mean
all costs and expenses for Development with the
exception of Operating Expenses.
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3. «Operating Expenses” shall mean all costs,
expenses and expenditures made after initial

Commercial Production, which costs, expenses and,
expenditures are not normallv depremable

However, Operating LExpenses shall iclude
workover, repair and maintenance of asscts but
shall not include any of the following: side tracking;

redriling and changing of the status of a well ;
replacement of assets or part of an asset, additions,
improvements, renewals or major overhauling
that extend the life of the asset.

() It 15 understood and agreed upon that the recovery
of costs and expenses as based upon the rates referred
to above shall be allocated to each quarter
propriionately (one fourth to each quarter)_
However, any recoverable costs and expenses
not rccovered in one quarter, as thus allocated,
shall be carried forward for recovery in the next

quarter.

2. CONTRACTOR shall each quarter take and export

or otherwisc separately dispose of all Cost Recovery Grude
Oil produced, except as provided in paragraph (a) (3)
below of this Article VII, plus 1ts share of the balance of
the Crude Oil as supulated in paragraph (b) below of
this  Article VII. To the extent that the valuc
of the Gost Recovery Crude Oil (as determinad in sub-
paragraph (c) below.) exceeds the actual recoverable
costs and expenditures, including any carry forward
from paragraph (a) (1) (1v) above, to be recovered in
that quaiter the valuc of such Excess Cost Recovery
Crude- Oil actually taken and separately disposed of by
CONTRACTOR shall be paid by CONTRACTOR
to EGPC 1n the manncr set forth in Article IV of the
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Acmunting Procedure contained in Annex  «D?’ and

CONTRACTOR shall be deemed to have rurchased

-

snch Excess Cost Recovery Crude Oil.

3

Nmety (90) davs prior to the commenciinent of each
year EGPC shall be entitled to elect by notice in writing
to GONTRACTOR to take <ebwverv in kin.) F.O.B.
cxport terminal or other cgreed ashvery pomntofun to 100
percent of any BExcess Gost Recovery Crude Ol for thut
year, and thercby reduce the amount io be purchased
by CONTRACTOR in the same percentage amount.

(b) Production Sharing :
Lhe remauung sixty (60) percent of the Crude Oil shall

be taken and disposed of separately by EGPC and CONT-
RACTOR according to the following incremental scale *

Crude Qil produced and
saved under this Agre- * i
ement and not used in - EGPC GONTRACTOR
Petroleum operations. ~ Share 9%, | Share 9/
Barrels per day (quarterly |
average).
— | - R—

That portion or increment Eighty One Ninteen
up to 30,000 BOPD (81) | (19)
That portion or increment Eighty three Seventeen
trom 30.001 - 50,000 ; (83) (17)
BOPD ; !
That portion or increment | FEighty five | Fifteen
from 50,001-100,000 ! (85) | (15)
BOPD |

Lhat portion in excess of | Eighty cight T'welve
100,000 BOPD (88) (12}

(¢} 1. It is the intent of the Parties that the value of the Cést
Recovery Crude Oil shall reflect the prevailing market
price for Crude Oil. For the purpose of evaluating the
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prevailing market value of the quantity of cost Recovery
Crude Oil to which CONTRACTOR 1s entitled herc-
under duringeach calendar quarter, the weighted average
price realized for comparable quantities on comparable
credit terms in freely convertible currency from F.QO.B.
point of export sales to non-affiliated companies during
such quarter at arms-length by e¢ither EGPQ or
CONTRACTOR under all Crude Oil sales contract
currently m effect, but cxcluding Crude Oi1l 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 is
understood that in the case of G.LF. sales, appropriate
deductions shall be made for transport and insurance
charges to calculate the F.O.B. point of export price ;
and always taking into account the appropriate adjust-
ment for quality of Crudc Oil, freight advantage or

disadvantage of port of loading and other appropriate
adjustments. Nevertheless, if  CGONTRACTOR
considers the value of the Cost Recovery Crude Oil so
determined not to reflect the market conditions prevai-
ling during the calendar quarter, CONTRACTOR and
EGPC shall meet and mutually agree upon the price.

2. If during any calendar quarter there are no such sales
by EGPC or CONTRACTOR under Crude Oil sales
contracts currently in effect EGPC and CONTRACTOR
shall meet and mutually agree upon the price of
Crude Oil to be used in determining the value
mentioned in subparagraph (c) (I) above. Pending
such mutual agreement the price used shall be
the last price determined pursuant to Sub-paragr;a;‘
(¢) (1) or under this sub-paragraph (c) (2) whichever
is later, and appropriate adjustement will be made
thereto after determination of a mutually agreed price

by EGPC and CONTRACTOR.
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(d) Operatrg Ccmparny shall prepare (ret Iess then nincty
(50) days prior to the begirrirg of each calerdar semester
tollowing regular preduction) ard furnich in writirg
to CONTRACTOR and EGPC a forccast seitirg cut a total
quantity of Petroleum that Operatirg Ccmparny estimates
can be produced, saved and transported hereunder during
such calendar semester in accordance with geed oil industry
practices. Operating Company shall endeavour to produce
each calendar semester the forecast quantity, The Crude
Oil shall be run to storage tanks or offshore lcading facilities
constructed, maintained and operated according to Govern-

‘ment Regulations, by Operating Company in which said
Crude O1l shall be metered or otherwise measured for

royalty, and the other purposes required by this Agreement.

(e) EGPC and CONTRACTOQR shall have the right and the
obligation to separately take and dispose of currently all of
the CGrude Oil to which it is entitled as is determined in
accordance with sub-paragraphs (a) and (b) of this Article.
Subject to payment of sums due EGPC under Articles VII
(@) (2) and IX, CONTRACTOR 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.
At a reasonable time prior to the commencement

of Commercial Production EGPC and CONTRACTOR

shall meet and agree upon a precedure for scheduling tanker

hftings from the agreed upon point of export.
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ARTICLE VIII

Title to Assets

(8) EGPGC shall become the owner of all assets acquired and
owned by CONTRACTOR in connection with the
operations carried out by GONTRAGTOR or Operatmg

Company in accordance with the following

1. Land shall become the porperty of EGPC as soon as
it 1s purchased.

2. Title to fixed and movable assets shall be transferred
autcmatically and gradually from CONTRACTOR

to EGPC as they become subject to recovery in
accordance with the provisions cf Article VII ; however
the full title to fixed and movable assets shall be trans-
ferred autcmatically frem CONTRACTOR to EGPC
when 1ts total cost has been recovered by CONTRA-
CTOR in accordance with the oprovisions of
Articie VII or at the time of termination of this Agree-
ment, whichkever first occurs,

‘The Book Valuc of the Assets created during each calendar
quarter shall be communicated by CONTRACTOR to EGPC
or by Operating Company to EGPC and CONTRACTOR within

thirty (30) days of the end of each quarter.

() During the texm of this Agreement and the renewal period
EGPC, CONTRACTOR and Operating Company are entitled
to the full use and enjocyment of all fixed and movable assets
referred to above in connection with opcraticns Lhereunder or
under any other Petroleum Concession entered into by the
Parties. Proper accounting adjustment shall be made. CON-*
TRACTOR and EGPC shall not dispose of the same except
with agreement of the other.
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CONTRACTOR and Operating Company may freely
import into A.R.E., use therein and freely export at the end of
such use machinery and equipment which they either rent or lease
In accordance with good industry practices, including but not

limited to the lease of computer hardware and software.

ARTICLE IX

Bonuses

() GONTRACTOR shall pay to EGPC as a Signature Bonus
the sum of five hundred thousand (500,000) U.S. Dollars on
the Effective Date.

(6) CONTRACTOR shall pay to EGPC the sum of five (5) mil-
lion U.S. Dollars as Production Bonus when the total average

daily production from the Area first reaches the rate of fifty
thousand (50,000) barrels per day for a period of thirty (30)
consecutive producing days. Such payment will be made

within seven (7) days after CONTRAQCTOR has been notified
by Operating Gompany of such production levels,

(c) CONTRACTOR shall also pay to EGPC the additional sum
of eight (8) million U.S. Dollars as a Production Bonus when

the total average daily production from the Area first reaches
the rate of one hundred thousand (100,000) barrels per day
for a period of thirty (30) consecutive producing days. Pay-
ment will be made within seven (7) days after
CONTRACTOR has been notified by Operating Company

of such production levels.
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(d) CONTRAGTOR shall also pay to EGPC the additional sum
of ten (10) million U.S. Dollars as a Production Bonus when
the total average daily production fror the Area first reaches
the rate of one hundred and fifty thousand (150,000)
barrels per day for a period of thirty (30) consecutive producing
days. Payment will be made within seven (7) days after
CONTRACTOR has been notified by Operating Company
of such production levels.

(¢) All the above mentioned Bonuses shall 1n no event be
recovered by CONTRACTOR.

(/) Inthe event that EGPG elects to develop any part of the Area
pursuant to the sole risk provisions of Article 111 (c) heremna-

bove, production from such sole risk Area shall be considered
for the purposes of this Article IX only 1if CONTRACTOR

exercises its option to share in such production, and only from
the initial date of sharing,

ARTICLE X
Office and Service of Notice

CONTRACGCTOR shall maintain an office in A.R.E. at
which notices shall be validly served.

The General Manager and Deputy General M—aﬁ:?-[éer.éhall

be entrusted by CONTRACTOR with sufficient power to carry
out immediately all local written directions given to him by the
GOVERNMENT or its representatives under the terms of this
Agreement. All lawful regulations issued or hereafter to be
issued which are applicable hereunder and not in conﬂict with
this Agreement shall apply to the duties and activities of the Gene-
ral Manager and Deputy General Manager.
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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 1n
A.R.E.

All matters and notices shall be deemed to be validly served

which are left at the office of the Chairman of EGPC or which are
sent to him by registered mail at EGPC’s main office in Cairo.

ARTICLE XI

Saving of Petroleum and Prevention of Loss

(a) Operating Company shall take all proper measures,
according to generally accepted methods in use in the oil
industry to prevent loss or waste of petroleum above or under
the ground in any form during drilling producing, gathering,
and distributing or storage operations. The GOVERN-
MENT has the right to prevent any operation on any well

that 1t might reasonably expect would result in loss or damge
to the well or the oil field.

(6) Upon completion of the drilling of a productive well,
Operating Gompany shall inform the GOVERNMENT or
its representative of the time when the well will be tested and
the production rate ascertained.

(¢) Except in instances where multiple producing formations in
the same well can only be produced economically through
single tubing string, Petroleum shall not be produced from
multiple oil carrying zones through one string of tubing at

the same time, except with the prior approval of the
GOVERNMENT or its representative,
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Operating  Company shall record data regarding the
quantities of Petroleum and water produced monthly from
cach Development Lease. Such data shall be sent to the
GOVERNMENT or its representative on the special forms

provided for that purpose within thirty (30} days after
it 18 obtained. Daily or weekly statistics regarding the
producton from the Area shall be available at all reasonabl
times for examination by authorized representatives of

the GOVERNMENT.,

Daily drilling records and the graphic logs of wells must show
the quantity and type of cement and the amount of any other
materials used in the well for the purpose of protecting Petro-
leum, gas bearing or fresh water strata.

Any substantial change of nechanical conditions of the well

after 1ts completion shall be subject to the approval of the
representative of the GOVERNMENT.

(a)

\

ARTICLE XTI

Customs Exemptions

EGPC, CONTRACTOR (YEOC) and Operating Company
shall be permitted to import and shall be exempted from
customs taxes and duties and from any other taxes and from
the importation rules with respect to the importation of
machinery, equipment, appliances, materials, items, means
of transport and transportation (the exemption {rom
taxes and duties shall not apply to passengers cars), electric
appliances, air conditioners for offices and oil fields, electronic
appliances, computer hardware and software, as well as spare
parts required for any of these items, all subject to a duly
approved certificate by an EGPG responsible representative
nominated by EGPC for such purpose, that the imported
items are required for carrying on the activities related to

this Agreement.
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Machinery, equipment, appliances and means of transport
and transportation imported by contractors and sub-contrac-
tors temporarily engaged in an activity related to
the operations subject of this Agreement shall be cleared under
the «Temporary Release System’ (without payment of any
taxes or customs duties), upon presentation of a duly
approved certificate by an EGPGQ responsible representative
nominated by EGPC for such purpose that the iniportf:d
items are required for one of the activities aforementioned.
ltems (excluding motor-vehicles) set out in paragraph (a)
of this Article imported by contractors and sub-contractors
for the aforesaid activities, for the purpose of being installed
or used permanently or consumed shall be subject to the
f;xemﬁtian set forth in paragraph (a) of this Article after being
duly certified by an EGPC responsible representative to be
used for carrying on the activities related to this Agreement.

The employees of Contractor, Operating Company and their
contractors and sub-contractors shall not be entitled to any
exemptions from customs duties and other ancillary taxes
and charges except within the limits of the provisions of the
laws and regulations applicable 1n the A.R.E.

(d) Items imported into A.R.E. whether exempt or not exempt

from customs duties and other ancillary taxes and charges
hereunder, may be exported by the importing party at any
time after obtaining EGPC’s approval, without any export
taxes or charges or any taxes or charges from which such
items have been already exempt, being applicable. Such
items may be sold within the A.R.E., after obtaining the ap-
proval of EGPC and the Customs Department. In this case
the purchaser shall pay all applicable customs duties and
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other ancillary taxes and charges, according to the condition
and value of such items and the customs tariff applicable on

b

the sale, unless such items (excluding passengers cars) have
already been sold to an affiliated company of EGPC having
the same exemption or unless (title to) such items have

reverted to EGPC or the Customs Department. E’ %

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

proceeds from such sales shall be divided in the following
manner

Contractor shall be entitled to reimbursement of its unreco-

vered cost, if any, in such items and the excess, if any, shall
be paid to EGPC. '

(¢) The exemption provided for in (a) of this Article shall not
apply to any imported items when, in the opinion of EGPC,
items of the same, or substantially the same kind and quality
are manufactured locally and are available for timely purch-
ase and delivery in the A.R.E. at a price not higher than ten

percent (IO%)more than the cost of the imported item before

customs duties,but after transportation and isnurance costs
have been added.

() Contractor, EGPC and thewr respective buyers shall be enti-
tled to export the petroleum referred to in this Agreement ;
no license being required, and shall be exempted from any
duties, or taxes, or any other imposts in respect of the export
of petroleum hereunder.

ARTICLE XIII
Books of Account : Accounting and Payments

(@) EGPC, CONTRACTOR and Operating Company shall

each maintain at their business offices in the A.R.E. books of
account, In accordance with the Accounting Procedure in
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Annex <D’ and accepted accounting practices generally
used in the petroleum industry, and such other books and
records as may be necessary to show the work performed
under this Agreement, including the amount and value of
all Petroleum produced and saved hereunder. CONTRA-
CTOR and Operating Company shall keep their books of
account and accounting records in United States Dollars-
Operating Company shall furnish to the GOVERNMENT
or its representative monthly returns showing the amount ot
Petroleum produced and saved hereunder. Such returns shall
be prepared in the form required by the GOVERNMENT
or its representative and shall be signed by the General
Manager or by the Deputy General Manager or a duly
designated deputy, and delivered to the GOVERNMENT
or its representative within thirty (30) days after the end of
the month covered in the return. _

(b) The aforesaid books of account and other books and records
referred to above shall be available at all reasonable times
for inspection by duly authorized representatives oif the

GOVERNMENT.

(¢) GONTRACTOR shall submit to EGPC a Profit and lLoss
Statement of its tax year not later than four (4) months after
the commencement of the following tax year to show its net
profit or loss from the petroleum operations under this Agree-
ment for such year.

CONTRACTOR shall at the same time submit a year-end
Balance Sheet for the same tax year to EGPC. The Balance
Sheet and financial statements shall be certified by an
Egyptian certified accounting firm. '
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ARTICLE XIV
Records, Reports and Inspection

CONTRACTOR and/or Operating Gompany shall prepare
and, at all times while this Agreement is in force, malntain
accurate and current records of its operations in the Area
hereunder. CONTRACTOR andjor Operating Company
shall furnish the GOVERNMENT or its representative, in
conformity with applicable regulations or as the GOVERN-
MENT or its representative may reasonably require
information and data concerning its operations under this

Agreement. Operating Company will perform the functions |
indicated in this Article XIV in accordance with its role

as specified in Article VI

CONTRACTOR andfor Operating Company shall save
and keep for a reasonable period of time a representative
portion of each sample of cores and cuttings taken from dril-
ling wells, to be disposed of, or forwarded to the Govern-
ment or 1its representative in the manner directed by the
GOVERNMENT. All samples acquired by CONTRAC-
TOR and/or Operating Company for its own purposes

shall be considered available for inspection at any reasonable
time by the GOVERNMENT or its representatives,

Unless otherwise agreed to by EGPC, in case of exporting
any rock samples outside A.R.E., samples equivalent 1In
size and quality shall, before such exportation, be delivered

to EGPC as representative of the GOVERNMENT.

Originals of records can only be exported with the permission

of EGPC ; provided, however, that magnetic tapes and any
-~ other data which must be processed or analyzed outside the

A.R.E. may be exported if a monitor or a comparable record
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if available, is maintained in A.R.E. and provided that such

exports shall be repatriated to A.R.E. immediately when
CONTRACTOR has finished using such records on the

understanding that they belong to EGPC.

(¢) During the period CONTRACTOR is conductung the
exploration operations, EGPC’s duly authorized representa-
tives or emplovees shall have the right to full and complete
access to the Area at all reasonable times with the right to
observe the operations being conducted and to inspect all

assets, records and data kept by CONTRACTOR. EGPC’s
representative in exercising its 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
but not limited to, geological and geophysical reports, logs
and well surveys) information and interpretation of such
data, and other information in CONTRACTOR’s possession

For the purpose of obtaining new offeis, the GOVERNMENT
andfor EGPC may show any other party uninterpreted basic
geophysical and geological data (such data to be less than one
(1) year old unless CONTRACTOR agrees to a shorter period,
which agreement shall not be unreasonably withheld) with respect

to that care of the Area which is adjacent to the area ofsuch new
offer.

ARTICLE XV

Responsibility for Damages

CONTRACTOR shall entirely and solely be responsible 1n
law toward third parties for any damage caused by CONTRAC-
TOR’s exploration operations and shall indemnify the GOVERN-

MENT andfor EGPC against all damages for which they may
be held liable on account of any such operations.
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ARTICLE XVI1

Privileges of Government Representatives

Duly authorized representatives of the GOVERNMENT
shall bave access to the Area covered by this Agreement and to
the opcratlons conducted thereon. Such representatives may
examine the books, registers and records of CONTRACTOR
and Operating Company and make a reasonable number of
surveys, drawings and tests for the purpose of enforcing this
Agreement. They shall, for this purpose, be entitled to make
reasonable use of the machmery and instruments of CONTRA-
CTOR or Operating Company on the condition that no danger
or impediment to the operations hereunder shall arise directly or
indirectly from such use. Such representatives shall be given

reasonable assistance by the agents and employees of
CONTRACTOR or Operating Company so that none of the
activities shall endanger or hinder the safety or efficicncy of the
operations. CONTRACTOR or Operating Company shall offer
such arepresentatives all privileges and facilities accorded to ifs
own employees m the field and shall provide them, free of charge,
the use of reasonable office space and of adequately furmshed .
housing while they are in the field for the purpose of facilitating
the objectives of this Article. Without prejudice to Article X1V,

any and all information obtained by the GOVERNMENT or its
representatives under this Article XVI shall be kept confidential
with respect to the Area.

ARTICLE XVII

Employment Rights and Training of Arab
Republic of Egypt Personnel

(@) It is the desire of EGPC and CONTRACTOR that

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

!. The expatriate administrative, professional and techni-

~ cal personnel employed by CONTRACTOR -or
Opﬁrating Campany and the personnel of its contractors
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for the conduct of the operations hereunder, shall be
eranted a residence as provided for in Law No. 89 of
1960 as amended and Ministerial Order No. 280 of 1981
as amended, and CONTRACTOR agrees that all
immigration, passport, visa and employment regulations
of the A.R.E., shall be applicable to all alien employees
of CONTRACTOR working in the A.R.E.

2. A minimum of twenty-five (25) percent of the combined
salaries and wages of each of the expatriate administra-
tive,. professional and technical personnel employed by
CONTRACTOR or Operating Company shall be paid
monthly in Egyptian Currency.

(b)) CONTRACTOR and Operating Companv 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 sPecmhzed training programs for all
its A.R.E. employees engaged 1n operations hereunder with
respect to applicable aspects of the petroleum industry.
CONTRACTOR and Operating Company undertake to
replace gradually their non-executive expatriate staffs by
qualified nationals as they are available.

(d) During the period when GONTRACTOR 1s conducting
Exploration, CONTRACTOR shall give mutually agreed
numbers of EGPC employees an opportunity to attend and
participate in CONTRACTOR’s and CONTRACTOR’s
affiliate training programs relating to exploration and develo-
pment operations. In the event that the total cost of such
programs is less than fifty thousand (50,000) United States
dollars in any Financial Year during such period,
CONTRACTOR shall pay EGPC the amount of the shortfall
within thirty (30) days following the end of such Financial

Year.
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ARTICLE XVIII
Laws and Regulations

(a) GONTRACTOR and Operating Company shall be subjcct
to Law No. 66 of 1953 (excluding Article 37 thereof) as
amended by Law No. 86 of 1956 and the regulations issued for
the implementation thereof, including the regulations for
the safe and efficient performance of operations carried out
for the execution of this Agreement and for the conservation
of the petroleum resources of the A.R.E. provided that no
regulations, modification or interpretation thereof shall be
contrary to or inconsistent with the provisions cf this Agree-
ment.

(b)) EGPC, CONTRACTOR and Operating Company shall
be exempted from all taxes and duties, including but
not Immited to taxes on the extracting, producing, exporting
or transporting of Petroleum hereunder except as provided in
Article 11T paragraph (f) for mcome taxes, CONTRACTOR
shall also be exempted from any tax on capital.

(¢} The rights and obligations of EGPC ard CONTRACTOR
under, and for the effective term of this Agreement, shall be
governed by and in accordance with the provisions of this
Agrcement and can only be altered or amended by the mutual
agrecruent of the said contracting parties, -

(@) The contractors and sub-contiactors of CONTRACTOR
and Operating Company shall be subject to the Provisions
of this Agreement which affect them. Insofar as all regula-
tions which are duly issued by the GOVERNMENT apply
from time to time and are not in accord with the provisions

ot this Agreement, such regulations shall not apply to the
CONTRACTOR and sub-contractors.

(¢) EGPC, CONTRACTOR, Operating Compary and thair
sub-contractors shall for the purposes of this Agreement be
cxempted from all professional stamp duties imposed by
syndical laws with respect to their documents and activities
hereunder.,
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ARTICLE XIX
Right of Requisition

() In case of national emergency due to war or imminent
expectation of war or internal causes, the GOVERNMENT
may requisition all or part of the production from the Area
obtained hereunder and require Operatiug Company to
increase such production to the utmost possible maximum.

The GOVERNMENT may also requisition the oil field

itself and, if necessary rclated facilities.

(6) In any such case, such requisition shall not be cfiected except
after inviting EGPC and CONTRACTOR or? their
representative by registered letter, with acknowledgement of

receipt, to express their views with respect to such requisition.

(¢) The requisition of production shall be effected by Ministerial
Order, Any requisition of an oil field itself, or any rclated
facilittes shall be effected by a Presidential Decree duly
notified to EGPC and CONTRACTOR. In the event of
any requistiion as provided above, the GOVERNMENT shall
indemnify 1in full EGPC and CONTRACTOR for the period

during which the requisition is maintained, including :

1. All damages which result from such requisition ;

e

2.  Full repayment each month for all Petrolenm extracted
by the GOVERNMENT less the royalty share of such

production.
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However, any damage resulting from enemy attack is not

within the meaning of this paragraph (d). Payment hereunder
shall be made to CONTRACTOR in U.S. Dollars remittable
abroad. The price paid, to GONTRACTOR for Petroleum

taken shall be calculated in accordance with Article VII paragraph
(c).

ARTICLE XX

Assignment

(@) Neither EGPC nor CONTRACTOR may assign to a person,

firm or corporation In whole or 1n part, any of
its rights, privileges, duties or obligations under this
Agreement without the written consent of the GOVERN-

MENT.

(§) To enable consideration to be given to any request for such
consent, the following conditions must be fulfilled :

1. The obligations of the assignor deriving from
this Agreement must have been duly fulfilled as of the

date such request is made.

2. The Instrument of assignment must include provisions
stating precisely that the assignee 1s bound by all cove-
nants contained in this Agreement and any modifications
or additions in writing that up to such time may have
been made. A draft of such instrument of assignment
shall be submitted to EGPC for review and approval

before being formally executed.

(¢) Any assignment made pursuant to: the provisions of this
Article shall be free of any tr'ansfer or related taxes, charges

or tfees.
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(d) Aslong as the assignor shall held any mterest under this
Agreement the assignor together with the assignee shall
be jointly and severally liable for all dutics and obligations of

CONTRACTOR under this Agreement.

ARTICLE XXI

Breach of Agreement and Power to Cancel

(a¢) The GOVERNMENT shall have the right to Cancei this
Agreement by Order or Presidential Decree, with lfsp¢ct to
CONTRACTOR, i the followmg instances

1. I it knowingly has submitted any false Statt‘:ment%. to
the GOVERNMENT which were of a ma.t'__erial

- . : . . oo
consideration for the executicn ol this Agrcement p

2. Ifit assigns any interest hereunder contrary to the p"#*(_wi-
sions of Article XX hereof ; '

5. If it is adjudicated banklupt by a court of compeltcnt
jurisdiction

'\
|
|

4. It it does not comply with any final decision reachfﬁ as
the result of court prccecdings cornductcd under Mtlclc
XXIII paragraph (a] hdrcunder

5. If it intentionally extracts any mmeral other tl@:}an
Petrolcum not authorized by this Agreement or withbut
authority of the GOVERNMENT, except such
extractions as may be unavoidable as the result: of

operations conducted hercunder 1 accordance wpth

accepted petroleum industry practice and which shall
be notified to the GOVERNMENT or 1ts 1epresenta

as soon as possible ; and |

VC
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6. If 1t commits any material breach of this Agreement
or of the provisions of Law No. 66 of 1953, as amended
by Law No. 86 of 1956, which are not contradicted by
the provisions of this Agreement. Such cancellation
shall take place without prejudice to any rights which

may have accrued to the GOVERNMENT against
CONTRACTOR ir accordance with the provisions of
this Agreement.

(6) It the GOVERNMENT decms that one of the aforesaia
Causes (other than a force majeure cause referred to in Article
XXII hereof } exists to cancel this Agreement, the GOVERN-
MENT shall give CONTRACTOR ninety (90) days written
notice personally served on CONTRACTOR’s General
Manager in the legally official manner and receipt of which
15 acknowledged by him or by his legal agents, to remedy and
remove such cause ; but it for any reason such service 1S
impossible due to unnotified change of address, publication
in the Official Journal of the GOVERNMENT of such
notice shall be considered as validly served upon CONTRA(C.
TOR. If at the end of the said ninety (90) days notice
period such cause has not been remedied and removed, this
Agreement may be cancelled forthwith by Order or Presiden-
tial Decrce as aforesaid ; provided however, that if such cause,
or the fatlure to remedy or rcmove such cause, results from
any act or omussion of onec party, cancellatio. of this
Agreement shall be effective Omy agairst that Party and not
as against the other party hereto.

ARTICLE XXII

Force Majeure

(@) The non-performance or delay in perfermance by EGPC
and CONTRACTOR, or either of them of any obligation

under this Agreement shall be excused if, and to the extent
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that, such non-performance or delay 1s caused by force majeu-
re. The period of any such non-performance or delay,
together with such pertod as may be necessary for the restora-

tion of any damage done during such delay, shall be added to
the time given in this Agreement for the performance of such

obligation and for the performance of any obligation depen-
dent thereon and consequentlyﬁ to the term of this
Agrecment, but only with respsct 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 EGYPIl, or the
GOVERNMENT of ITALY, with respect to GONTRACTOR
whether promulgated in the form of a law or otherwise or
any act of God, insurrection, riot, war, strike, and other
Jabor disturbance, fires, floods or any cause not due to the

fault or negligence of EGPC or CONTRACGTOR or erther of
them, whether or not similar to the foregoing, provided that

any such cause is beyond the reasonable control of EGPG

and CONTRACGTOR, or etther of them.

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

majeure caused by the order, regulations or direction of the
GOVERNMENT of the ARAB REPUBLIC OF EGYPT.
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(d) If the force majeure event occurs during the Initial Explora-
tion Period or any extension thereof and continues in effect

for a period of six (6) months CONTRACTOR shall have

the option upon ninety (90) days prior written notice to
terminate its obligations hereunder without further liability

of any kind.

ARTICLE XXIII
Disputes and Arbitration |

' (@) Any dispute, controversy or claim arising out of or relgting
to this Agreement or the breach, termination or invalidity
thereof, between the Government and the parties shall be
referred to the jurisdiction of the appropriate A.R.E. Courts
and shall be finally settled by such Courts.

() Any dispute, controversy or claim arising out of er relating

to this Agreemest, or breach, termination or invalidity thereof
between GCONTRACTOR and EGPC shall be settled by

arbitration mn accordance with the Arbitration Rules of the
Regional Center for Commercial Arbitration-Cairo J(the

Centre) in effect on the date of this fAgreement. The award
of the arbitrators shall be final and binding on the parties.

(¢) The number of arbitrators shall be three.

(d) Each party shall appoint onc arbitrator. If, within thirlty

days after receipt of the claimant’s notification of the appoirt-
ment of an arbitrator the respondent has not notified the
claimant in writing of the name of the arbitrator he appoints,
the claimant may request the Centre to appoint the second

arbitrator.
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(¢) LThe two arbitrators thus appointed shall choose the third
arbitrator who will act as the presiding arbitrator of |the
tribunal. If within thirty days after the appointment of] the

second arbimrator, the two arbitrators have not agreed upon

the choice of the presiding arbitrator, then either party may
réquest the Secretary Gencral of the Permanent Court of

Arbitration at the Hague to designate the appointing autho-
rity.  Such appointing authority shall appoint the presiding
arbitrator in the same way as a sole arbitrator would be pp-
pointed under Article 6.3 of the UNCITRAL Arbitration
Rules, Such presiding arbitrator shall be a person of a
nationality other than A.R.E. or ITAL™ and of a country
which has dipl(jmatic relations with both A.R.E. and ITALY
and who shall have no economic interest in the oil Husinjess
of the signatories hereto.

( /) Unless Otherwise agreed by the parties to the arbitration, the
arbitration mcluding the making of the award, shall tgke
place in Cairo, A.R.E.

(&) The Egyptian Law shall apply to the dispute except that fin
the event of any conflict between the Egyptian Laws and this
Agreement (including the arbitration provision), the provi-
sions of this Agreement shall govern,

(fz} If for whatever rcason arbitration in accordance with t}Fe
above procedure would likely fail, then the parties  agrge
that all disputes, controversies or claims arising out of ar
velating to the Agrcement or the breach, termination dr
invalidity thereof shall be settled by arbitration in accordande
with the - UNCITRAL Rules.
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ARTICLE XXIV

Status of Parties

(@} The rihgts, duties. obligations and liabilities in respect of
EGPC and CONTRACTOR hercunder shall be several and
not joint or collective, it being understood that this Agreement
shall not be construed as constitutin g an association or corpo-
ration or partnership.

(¢) GONTRACTOR shall be subject to the laws of the place
where it is incorporated regarding its legal status or creation,
organization, charter and by-laws, shareholding, and owner-
ship. GONTRACTOR’s  shares of capttal which are
entirely hcld abroad shall not be negotiable i1 the AR.E.
and shall not be offered for public subscription nor shall they

be subject to the stamp tax on capital shares nor any tax or

duty in the A R.E.  CONTRACTOR shall be exempted
from the application of Law No. 159 of 1981 as amended.

(¢) All parties comprising CONTRACTOR shall be jolntly and

severally liable for the performance of the obhgations under
this Agreement.

ARTICLE XXV

Local Contractors and Locally Manufactured Material

CGONTRACGTOR or Operating Company, as the case may

be, and their contractors shall

(a) Give priority to local contractors as long as their prices ana
performance are comparable with international prices and
performance.
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(b) Give preference to locally manufactured material, equip-
ment, machmery and consumables so long as their quality
and time of delivery are comparable to internationally
available materials, equipment, machinery and consumables.
However, such material, equipment, machinery and

consumables may be imported for operations conducted
hereunder if the local price of such items at CONTRACTOR s

or Operating Company’s operating base in A.R.E. is more
than ten (10) percent higher than the price of such imported
1items before customs duties, but after transportation and

1nsurance ccsts have been added.

ARTICLE XXVI

Arabic Text

T'he Arabic version of this Agreement, shall, before the courts

of A.R.E. be referred to in construing or interpreting this Agree.
ment ; provided however, that in any arbitration pursuant to
Article XXIIT hereabove between EGPC and CONTRACTOR the
English and Arabic versions shall both be referred to as having

cqual force in construing or interpreting the Agreement.

ARTICLE XXVIT
Gas ;

(@) If Gas is produced or is capable of being preduced fI‘OIIil the
Area, EGPC and CONTRACTOR shall in good faith S:[tudy
all possible economic alternatives for its use and mutyally
agree on the best alternative. The cost and expenses in the
field of producing non-associatcd gas shall be recovered in
accordance with the Cost Recovery Principles of Article ﬁ’II.

-
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(b) Prcduction Sharing Principles of Article VII shall apply
to the value of associated and nomn-associated gas if sold for
export and not used in operations, flared or re-injected.
However, any Gas not exported outside A.R.E., in a hquid
or solid state, or not used in operations (including re-injec-
tion), or not used internally in the A.R.E. with EGPC’s
agreement pursuant to Paragraph (a) above shall be the
property of the State and may be utilized by EGPCand
EGPC shall not be liable for payment to CONTRACTOR
of any costs or cxpenses respecting any past operations of
CONTRACTOR related to such Gas. Under no circum-

stances will CONTRACTOR be responsible for or bear
any cost or expenses incurred for utilization of Gas used

iernally by EGPC alone in the A.R.E.

Notwithstanding Article IIT (d), in the event of a Commer-
cial Discovery in respect of Gas (In circumstances where
CONTRACTOR is entitled to Gas pursuant to Article XXVII),
subject to the approval of the Minister of Ptroleum and Mineral

Resources the three (3) years period may be extended by one (1)
additional year for the establishment of Commercial Productior from
a Develoment Block containing such Gas if necessary to allow for
the development of a project for the supply ard sale of such Gas
to a market including the finalization of a contract for the sale of
such Gas, the development of the Gas Reserves and construction
of production and transportation facilitics.

ARTICLE XXVII1

General

"The headirgs cr titles to ezch of the Articles to this Agreement
are solely for the ccrnvenierce cf the partics hereto ard shall rot
be used with respect to the interpretation or construction of said
Articles
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ARTICLE XXIX

Approval of the A.R.E. Government

T'his Agreement shall not be binding upon any of the parties
hereto unless and until a law is issued by the competent authori-
tites of the AR.E. authorizing the Mimister of Petroloum and

Mineral Resources to sign said Agreemeat and giving thas
Agreement ftull 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

IEOC CO. INC. -
BY
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ANNEX «A”

CONCESSION AGREEMENT
BETWEEN
A.R.E. and E.G.P C.
and
IEQC CO. INC.
IN
RANIIM OFFSHORE AREA
GULF OF SUEZ
DESCRIPTION OF THE AREA

Annex «B” is an illustrative map at an approximate scale ot
1:100,000 showing the Avea covered and affected by this Agree-

ment.,

The Area measures approximately 14.6 square kilometres.
It 1s composed of all or part of 19 Exploration Blocks defined on a
I’ by I’ grid using Latitude 27° 50’ N and Longitude 33° 35" E as
reference lines and shown in Annex «B”.

[t is to be noted that the delineation lines of the individual
Exploration Blocks in Annecx ¢«B’ arc intended to be only 1llustra-
tive and provisional and may not show accurately their true
position in relation to existing monuments and geographical
features. The Area is bounded by a group of straight lines except
where the boundary runs along the Eastern shore of the Ranim
Island, in which case the boundary shall run along the shoreline
for this island.
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Co-ordinates of the corner points of the Area are given in the
following table which forms an integral part of Annex «A”.

LATITUDE LONGITUDE DUE
NORTH EAST

27° 44 33~ 33° 38" 30" Southwest to point 2
27° 42" 297 383 33° 36" 00” North to point 3

Intersection of longitude 33° 36’ 00" Northeast along the cast

with the Southern Coast of Ranim coast of Ranim Island

Island. to point 4.

Intersecticn of latitude  27° 46’ 44” Southeast to - point [
with the Eastern Coast of Ranim which is the point of

Island. beginning.
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ANNEX C
Charter of Operating Company
ARTICLE 1

A Joint stock company having the nationality of the ARAR
PEPUBLIC OF EGYP! shall be formed with the authorization of
the GOVERNMENT in accordance with the provisions

i this
Agreement referred to below and of this Charter. |

The Company shall be subject to all laws and regulations in
torce i the A.R.E. to the extent that such laws and regulatigns arc

not inconsistent with the provisions of this Charter and Agreement
referred to below.

ARTICLE TI

The name of the Company shall be mutually agreed| upon
betwecen EGPC and CONTRACTOR on the date of the |Com-

merclal Discovery and shall be subject “to the approval ¢f the
Minister of Petroleum and Mianeral Resources.

ARTICLE III

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

ARTICLE 1V

The object of Operating Company is to act as the agency
through which EGPC and IEOC CO. INC. as CONTRACTOR

carry out and conduct the Development operaticns requiréd in

accordance with the provisions of the Agreement signed on the

day of 22 /121987 by and between the ARAR REPUBLIC OF

EGYPT, THE LGYPTIAN GENERAL PETROLEUM CORPO-

RATION and CONTRACTOR covering petroleum operations
in the RANIM offshore Area described therein.
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Operating Company shall be the agency to carry out and
conduct exploration operations after the date of Commercial
Discovery pursuant to Work Programs and Budgets approved in
accordance with the Agreement.

Operating Company shall keep account of all costs expenses
and expenditures for such operations under the terms of the Agree-

ment and Annex D" thereto.

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

ARTICLE V

The authorized capital of Operating Company is twenty
thousand Pounds Egyptian divided into five thousand shares of
common stock with a value of four 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 Operating Company referred to above,
one half (1) of the capital stock of Operating Company provided
that only in the event that either party should transfer or assign
the whole or any percentage of 1ts ownership interest in the
entirety of the Agreement, may such transferring or assigning
party transfer or assign any of the capital stock of Cperating
Company and in that event, such transferring or assigning party
(and its successors and assigns) must transier and assign a stock
interest in Operating Companv equal to the transferred or
assigned whole or percentage of its owncrship interest in the

entirety of the said Agrecement.
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ARTICLE VI

Operating Company shall not own any right, title, interest
or estate in or under the Agreement or any development lease
created thereunder or 1n any of the Petroleum produced from any
Exploration Block or Development Lease area thereunder or in
“any of the assets, equipment or other property obtained or used in
connection therewlith, and shall not be obligated as a principal
for the financing or performance of any of the duties or
obligations of either EGPC or CGONTRACTOR  under the
Agreement, Operating Company shall not make any profit from
any source whatsoever,

ARTICLE VII

Operating Company shall be no more than an agent for
EGPC and CONTRACTOR. Whenever it is indicated herein
that Operating Company shall decide, take action or make a
proposal and the like, 1t 1s understood that such decision or
judgement is the result of the decision or judge ent of EGPC,
CONTRACTOR, or EGPC and CONTRACTCR, as may be

required by the Agreement.

AP TICLE VIil

Operating Company shall have a Board of Directors consis-
ting of eight (8) members, four (4) of whom shall be designated
by EGPC and the other four (4) by CONTRACTOR. The
Chairman shall be designated by EGPC and shall also be a2 Mana-

ging Director.  CONTRACTOR shall designate the General
Manager who shall also be a Managing Director.

ARTICLE 1IX

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

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

ARTICLE XI

The Board of Directors shall approve thc regulations
covering the terms and conditions of employment of the person-
nel of Operating Company employed directly by Operating
Company and not assigned thereto by CONTRACTOR and
EGPC.

The Board shall, in due course, draw up the By-Laws
of Operating Company and such By-Laws shall be effective upon
being approved by a General Meeting of the Shareholders, in
accordance with the provisions of Article X hereof.

ARTICLE XII

Operating Company shall come into existence within thirty
(30) days after the date of Commercial Discovery as provided for
in the Agreement.

The duration of Operating Company shall be for a period
cqual to the duration of the said Agreement, including any rene-
wal thereof.

It shall be wound up if the Agreement referred to above 1s
terminated for any reason as provided for therein.

EGYPTIAN GENERAL PETROLEU]‘..-{_;[CORPORATION i
BY :

IEOQC CO. INC.
BY :
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ANNEX D

Accounting Procedure

ARTICLE 1

General Provisions

1. DPefinitions

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

defined 2as follows

(a) <Agreement’” means the Concession Agreement ol which
this Annex 15 a part.

.il

(6) «Non-Operator’” means the partics to the Agreement
other than CONTRACTOR when 1t is performing work.

2. Statements of Activity

(@) GONTRACTOR shall pursuant to Article IV of this
Agreement and until the coming into existence of the

Operating Company render to Non-Operator within
thirty (30) days of the end of each Calendar Quarter a
Statement of Exploration Activity reflecting all charges
and credits related to the Exploraticr operations for that
Quarter summarized by appropriate classifications indi-
cative of the nature thereof

(6) Operating Company shall render to EGPC an
CONTRACTOR within fifteen (15) days of the cnd of eaci
Calendar Quarter a Statement of Development and

Exploration Activity rcflecing all charges and credits
related to the Development and Exploration operations
for that Quarter summarized by appropriate classifica-
~ tions indicative of the nature thereof except -that.items
of controllable material and unusual charges and credits

'shall be detailed.

= . 1% JLrE—
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3. Adjustments and Audits

() Fach Statement of Exploration Activity shall conclusi-
vt'_:ly be presumed to be true and correct after three (3)
months following the receipt of each Statement by EGPC
unless within the said three (3) months EGPC takes
written exception thereto pursuant to Article IV (f) of
the Agreement. During said three (3) months period

supporting ‘documents will be avail able for inspection by
EGPC during all working hours. CONTRACTOR will

have the same audit rights on Operating Company
Statements as EGPC under this sub-pavagraph.

(6) All Statements of Activity for Development for any
Calendar Quarter shall conclusively be presumed to be
true and correct three (3) months following the rcceipt
of such statement unless within the said threc (3) months
period EGPC or CONTRACTOR takes written excep-
tion thereto. Pending expiration of said three (3) months
EGPC or CONTRACTOR or both of ihem shall have
the right to audit Operating Company accounts, records
and supporting documents for such guarter in the same
manner as provided in Article 1V (1} of the Agreement.

4. CQCurrency Exchange

CONTRACTOR?s books for Exploration and Operating
Company’s books for Development and Exploration, if any, shall
be kept in the A.R.E. in U.S. Dollars. All U.S. Dollar
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 1ssued 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
expenditures shall be translated to U.S. Dollars at the buying
rate of exchange for such currency as quoted by National
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Westmmster Bank Linmted, London at 10.30 a m. G.M.T., on
the first day of the month in which expenditures arc recorded. A
record 'shall be kept of the exchange rates used in translating
Egyptian Pounds or other non-U.S. Dollars expenditures to U.S.
Doliars.

5. Precedence of Documents

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

sions of the Agreement shall prevail.

0. Revision of Accounting Procedure
By mutual agreement between EGPC and CONTRACTOR,
this Accounting Procedure may be revised from timefto time in

the light of future arrangements.

7. No charge for Interest on Investment

Interest on 1nvestment or any bank fees or charges shall not,

at

any time be charged as recoverable cost under the Agreement.

ARTICLE 1I
Costs, Expenses and Expenditures

Subject to the provisions of the Agreement, CONTRACTOR
shall alone bear and, directly or through Operating Company,
pay the following costs and expenses, which costs and XpPenses
shall be classified and allocated to the activities d.ccordmg to sound

and gencrally accepted accounting principles and treated and
recovered ‘1 wccordance with Article "V of  this Agreement
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. Surface Rights

All direct cost attributable to the acquisition, renewal

Oof

relnquishment of surface rights acquired and maintained & force

for the Area.

2. Lahour and Related Costs

(@) Salaries and Wages of CONTRACGTOR’s or Operating

Company’s empleyees, as the ease may be, directly erga-
ged in the various activitiesunder the Agreement including
salaries and wages paid to geologists and other employees
who are temporarily assigned to and employed in such
activitics, Such salaries and wages to be certified by 1
cestified public accounting firm. Reasonable revisions
of such salaries and wages shall be effected to take intc
account changes m CONTRACTOR’s pohictes and
amnendments of Laws applicable to salaries, For the
purpose of this paragraph 2, and paragraph 3, salaries
and wages shall mean the assessable ameunts for A R.E
Income Taxes, including the salartes during the vaca-
tions and sick leaves, but excluding all the amounts of
the other items covered by the percentage fixed under (B)

below.

(6) For expatriate employees permancntly assigned to Egypt :

1. All allowances applicable to salarics and wages ;

2. Cost of established plans ; and

3. Al travel and relocation costs of such expatriate
employees and their familtes to and from the emplo-
yee’s country Qr peint of origin at the time of
empleyment, at the time of separation, cr as a vesult
of trapsfer from one locaticn to another and for
vacation (transportztion costs for employees and
their families transferring from A.R.E. to another
location cther than their country of origin shall

not be- chzarged: to- A.R.E.. Operations).
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Costs under this sub-paragraph 11 (B) shall be

deemed equal to ninety (90) percent except for emplo-
yees whose familes have not been transferred to A.R.E.,
in which case the percentage will be sixty (60) percent
of basic salaries and wages paid for such expatriate person-
nel including those paid during vacations and sick lea-
ves as established In CONTRACTOR?’ international
policies, chargeable under sub-paragraph 2A, paragraph
9 and sub-paragraphs 11. A and C of this Article II.

However salaries and wages durlng vacations, sick
leaves and disability are covered by the foregoing
percentage. The percentage outlined above shall be
decmed to reflecct CONTRACTORs actual costs as of
the Effective Datc with regard to the following bernicfits,
allowances and costs

1. Housing and Utilities Allowance.

2. Ccmmcaities ard Services Allowance.
3. Speaal Rental Allowance.

4. Vacation transpcrtation Allowance.

5. Vacation Travel Expense Allowance.
6. Vacation Excess Baggage Allowance.

7. Education Allowances (Children of Expatrate
Employees).

8. Hypothetical U.S. Tax Offet (which results in 4
reduction of the chargeable percentage).

9. Storage of Personal Effects.

10. Fousing Yefurbishment Expense.



o el {-Ue.s R =

c Ll e pleadl peld el g
o slall Bl et Yo

o peallg oA s

Sl @ et slas el ) a oAbl 3N E"E VY

v e Cféu
o Sl el A
o doodn] C;l\ — \a
e b ol dadsdl gy — Yo
o Selil Lﬁi\.ﬁd,_\:._.ﬂl Sl el vy
v Jleadl Dl aa oYY
oAkl as BN b et v
v oab Gl ga olas v

et D s (») SO NS 4l doe i oh! el 2 SBY sk

Denzet eas Js Joll Led 5o S AN s Ob I b
-.- E_ﬁ.ﬁ‘ b A oAy BN Ao




VEA MM TR G (ab) § o sl e 1y
M%_

tl.  Property Management Service Fees,
2. Recreation Allowance.

3. Retirement Plan.

}4. Group Life Insurance.

I5. Group Medical Insurance.

16. Sickness and Disability.

17.  Vacation Plans Paid (excluding Allowable Vacation
Iravel Expenses).

18.  Savings Plan.

19.  Educational Assistance.

20.  Military Service Allowance.

21, FLCA.

22. Workman's Compensation.

23. Federal and State Unemployment Insurance,

Zz4. Personnel Trapsfer Expense.

25. Any other Costs. Allowances and Benefits of a
ltke nature as established in CONTRACTOR s
Faternational Policies.

The percentage outlined above shall be reviewed
at intervals of three (3) years from the Effective Date

and at such time CONTRACTOR and EGPC will agree
On neéw percentages to be used under this paragraph.
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Revisions of the percentages - will take into
consideration variances in costs and changes In
CONTRAGTOR’s international policies which change

or exclude any of the above allowances and henefits.

The revised percentages will reflect as nearly as possible
CONTRACTOR’s actual costs of all its egtablished

allowances and benefits and of personncl transfers.

(c) For expatriate employees temporarily assigned to Egypt
all allowances, costs of established plans and all travel
relocation costs for such expatrates as paid in accordance
with CONTRACTOR’s 1international policies. Such
costs shall not include any administrative overhead other
than what is mentioned in Article II II (b),

(d) Costs of expenditure or contributions made pursuant to
law or assessment 1mposed by governmental authority
which are applicable to labour costs of salaries and wages
as provided under subparagraphs 2 A and 2 B, para-
graph 9 and sub-paragraphs Il (a) and II (c) of this
Article 1I.

3. Beﬁefits, Allowances and Related Costs of National Em.

ployees

Bonuses, overtime , custormary allowances and benefits on a
basis similar to that prevailing for Oi1l Companies operating in
A.R.E., all as chargeable under sub-paragraph 2 A, paragaph 9
and sub-paragraphs II (a) and Il(c) of this Article IT Severance
pay will be charged at a fixed rate applied to payrolls which will
equal an amount equivalent to the maximum lability of severance
payment as required under the A.R.E. Labour Law,
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4 Material

Matertal, equipment and supplies purchased or furnished as
such by MONTRACTOR or Operating Gompany.

(A) Purchases

Material, equipment and supplies purchased shall be at
price paid by CONTRACTOR or Operating Company

plus any related cost and after deduction of all discounts
actually received.

'B) Material Furnished by CONTPACTOR

Material required for operations shall be purchassp
directly whenever practicable, except that CONTRAC-
TOR may furaish sach material from CONTRAC-

TOR’s afhiliates stocks outside the A.R.E. under the
following conditions :

I. New Material (Condition <A”)
New Material transferred from CONTRACTOR’s
affibates warchouse or other properties shall be
priced at cost, provided that the cost of material
supplied 1s no higher than international prices for
material of similar quality supplied on similar terms,
prevailing at the time such material was supplied.

{~J

Used Material {Conditions «B” and «“()

(a) Material which is in sound and serviceable
condition and is suitable for re-use without
reconditioning shall be classed as Condition
«B” and priced at seventy-five percent (75%) -
of the price of new material.
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(b)) Material which cannot be classified as Condi-
tion «B” but which is serviceable for original
function but substantially not suitable for
reconditioning, shall be classed as Condition
«CG” and priced at fifty percent (50%) of the

price of new material.

(¢) Material which cannot be classified as Condi-
tion «B” or Condition «C’’ shall be priced at
a value commensurate with 1ts use.

(¢) Tanks, buildings and other equipment invol-
ving erection costs shall be charged at appli-
cable percentage of knocked-down new price.

(C) Warranty of Materials Furnisked by CONTRAC.

TOR

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

5. Transportation and Employee Relocavion Costs

(4)

()

Transportation of equipment, materials and supplies
necessary for the conduct of CONTRACTOR’s

activities,

Business Travel and Transportation expenses to the
extent covered by established policies of CONTRACTOR
or with regard to Expatriates and Nationals, as incurred
and paid by, or for employees in the conduct of
CONTRACTOR s business.

Employees transportation and relocation costs for
National employees to the extent covered by established
policies. |
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6. Services

(@) Outside services. The costs of coniracts for consultants.
services and utilities procured from third parties.

() Cost of services performed by EGPC or by GONTRA-
CTOR or their Affiiated Compaines in facilities inside
or outside the A.R.E. Regular, recurring, routine services,
such as interpreting magnetic tapes and or other
analyses, shall be performed and charged by EGPC
andfor CONTRACTOR or their Affiiated Companies
at an agreed contracted price. Major projects involving
engineering and design services shall be performed by
EGPC andjor CONTRACTOR or their Affiliated

Companlcs at a negotiated contract amount,

(¢) Use of EGPC’s CONTRACTOR’s or their Affiliated
Compantes’ wholly owned equipment shall be charged
at a rental rate commensurate with the cost of ownership
and operation, but not in excess of competitive
rates currently prevailing i the AR.E.

(d) CONTRACTOR’s and its Affiliated Compantes’ rates

shall not include any administrative or overhead costs

other than what is mentioned m Article 11 11 (b). \
|
|

¥

7. Damages and Losses

All costs or expenses, necessary to replace or repair damages
or losses incurred by fire, flood, storm, theft, accident or any other
cause not controllable by CONTRACTOR through the exercise
of reasonable diligence. CONTRACTOR or Operating Com-
pany shall furnish EGPC and CONTRACTOR written notice of
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- damages or losses incurred in excess of ten thousand (10,000) U.S.
Dollars per occurrence, as soon as practicable after report of the

Same has been received by CONTRACTOR or Operating
Company.

8. Insurance amd Claims

The cost of any public liability, property damage and other |
Insurance against liabilities of CONTRACTOR, Operating C}om:j
pany and/or the parties or any of them to their employees andfor
outsiders as may be required by the laws, rules and regulations of
the GOVERNMENT or as the parties may agree upon. The
proceeds of ary such insurance or claim collected shall be credited
against operations.

If no insurance is carried for ‘a particular risk, all related
actual expenditures incurred and paid by CONTRACTOR. or
Operating Company in settlement of any and all losses, claims,
damages, judgements and any other expenses, including legal
services.

9. Indirect Expenses

Camp overhead and facilities such as shore base, warehouses,
water systems, road systems, salaries and expenses of field supervi-
sory personnel, field clerks, assistants, and other general employees
indirectly serving the Area.

10. Legal Expenses

All costs and expenses of litigation, or legal services otherwise
ficcessary or expedient for the protection of the Area, including
attomney’s fees and expenses as hereinafter provided, together with

udgements obtained against the ,arties or any of them on
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account of the operations under the Agreement, and actual expen-
ses Incurred by any party or parties hereto in securing evidence
lor the purpese of defending against airy actien ‘or claim prasccated
or urged against the operations or the subject matter of the
Agreement. In the event actions or claims affocting the interests
hereunder shall be handled by the legal staff of one or more of the
parties hereto, a charge commensurate with -cost -of providing -and
furnishing :such serwices may be made to operations.

11. Admindstrative Overhead and General Expenses
(@) While CONTRACGTOR is vonducting Bxplorasion

(6)

activities, cost of staffing and maintaining CONTRA-
CTOR’s head office in the A.R.E., andjor other offices
established in the A.R.E. as appropriate other than field
offices which will be charged as provided in Article 11,
paragraph 9 above, and excepting salaries of employees
of CONTRACTOR who are temporarily assigned to
and directly serving on the Area, which will be charged
as provided in Article ll, paragraph 2 above.

CONTRACTOR’s administrative overhead outside the
A.R.E applicable to the A.R.E. Exploration operation
shall be charged cach month at the rate of five percent
(3% of total Exploration expenditures while CONTRAC-
TOR is conducting Exploration activities, provided
that no administrative overhead of the GONTRACGTOR
outside A.R.E. applicable to the A R.E. Exploration
operation will be charged while Exploration activities
are being conducted following the formation of the
Operating Company. No other direct charges as such
for CONTRACTOR’s administrative overhead outside
the A.R.E. will be applied against the Exploration
obligation. Examples of the type of costs CONTRAC-
TOR is incurring and charging hereunder duc to

 activities under the Agreement and covered by said

- percentage are
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1. Executive - Time of executive officers.

2. Treasury - Financial and exchange problems,

3. Purchasing - Procuring materials, equipment and
supplies.

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

5. Other departments such as legal, comptrollers

and engineering which contribute time, knowledge
and experience to the operations.

The foregoing does not preclude charging for

direct service under sub-paragraph 6 (b) of this Article
I

(c) While Operating Company is conducting activities,
Operating Company’s personnel engaged in generali
clerical and office work, supervisors and officers whose
time is generally spent in the main office and not the
field, and all employees generaly considered as general
and administrative and not charged to other types of
expense will be charged to operations. Such expenses
shall be allocated each month between Exploration and

Development operations according to sound and
practicable accounting methods.

12. Continuing CONTRACTOR Costs

Costs of CONTRACTOR activities required under the
Agreement and incurred exclusively in the A.RE. after Operating

Company is formed. No sales expenses incurred outside or inside
the A.R.E. may be recovered as a cost.
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13. Other Impositions

All taxes, duties or levies paid 1n the AR.E. by CZONTRAC-
TOR or Operating Company with respect to this Ag{-t:t;*;*nent
other than those covered by paragraph 1) (I) of Article 11l
of this Agreement.

14. Other Expenditures

Any costs, expenses or expenditurcs, other than those which
are covered and dealt with by the foregoing provisions of

this Article II, incurred by CONTRACTOR or Operating Com-
pany under approved Work Programs and Budgets.

Annecx D
Inventories
1. Periodic Inventories, Notice and Representation :

At reasonable intervals as agreed upon by EGPC and CONT -
RACTOR inventories shall be taken by Operating Company of the
operations materials, which shall include all such material, physi-
cal assets and construction projects. Written notice of intention
to take mventory shall be given by Operating Ci mpany to EGPC
and CONTRACTOR at least thirty (30) days before any inventory
s to begin so that EGPC and CONTRACTOR. may be represen-
ted when any inventory 1s taken. Failure of EGPC andfor
CONTRACTOR to be represented at an inventory shall bind
them to accept the inventory taken by Operating Company,
who shall in that event furnish the party not represented with a
copy therecf.

2. Reconciliation and Adjustment of Inventories :

Reconciliation of mventory shall be made by CONTRACTOR
and EGPC, and a list of overages and shortages shall be Jointly
determined by Operating Company and CONTRACTOR and
EGPC, and the inventory adjusted by Operating Company.
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ARTICLE 1V

Cost Recovery

Statements of Recovery of Costs and of Cost Recovery
Crude Oil .

CONTRACTOR shall, pursuant to Article VIT of this Agreement,

render to EGPC as promptly as practicable but not later than
ffteen (15) days after receipt from Operating Company of the

Statements for Development and Exploration Activity for the
Calendar Quarter a Statement for that Quarter showing :

(¢) Recoverable costs carried from the previous Quarter if
any.

(22) Recoverable costs incurred and paid during the Quarter.
(122) Total recoverable costs for the Quarter (1) + (ii).

(t2) Value of Cost Recovery Crude Oil taken and separately
disposed of by CONTRACTOR for the Quarter.

(?) Amount of costs recovered for the Quarter.

(#) Amount of recoverable costs carried into the succeedivg
~ Quarter, if any.

(ot1) Excess, if any, of the value of Cost Recovery Grude Qil

taken and separately disposed of by CONTRACTOR
over costs recovered for the Quarter.
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2. Payments

It such Statement shows an amount due EGPC payment
of that amount shall be made in U.S. Dollars by CONTRACTOR
with the rendition of such Statement. If CONTRACTOR. fails
to make any such payment to EGPC on the date when such
payment is due, then CONTRACTOR shall pay an interest of
2.3% higher than the London Interbank Borrcwing Offered Rate
(LIBOR) for three (3) months U.S. Dollars Ceposits prevailing
on the date such interest is calculated. Such interest payment

shall not be recoverahle.

3. Settlement of Excess Cost Recovery Crude Oil

EGPC having the right to take its eﬁtit1€~ment of Excess Cost
Recovery Crude Oil under Article VII (a) of this Agreement, in
kind during the said Quarter, a scttlement shall be required witl
the rendition of such Statements in case CONTRACTOR has

taken more than its own entitlement of such excess.

4. Audit Right

EGPC shall have a pericd cf twelve (12) months frem receipt
of any statement under this Article IV in which to audit and raise
objection to auy such Statement. -EGPC and CONTRACTOR
shall agree on any required adjustments. Supporting documents

and accounts will be available to EGPC during said twelve (12)

months pericd.
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wing written exceptions taken by a Non-Operator
Article 1 (3) a.

ARTICLE V

Control and Major Accounts

Exploration Obligation Control Accounts

CONTRACTOR will establish an Exploration Obligation
Control Account and an offsetting contra account to control
therein the total amount of Exploration Expenditures reported on

Statements of Activity prepared per Article 1 (2) a. hereot, less

any reductions agreed to by EGPC and CONTRACTOR follo-
pursuant to

hereof, in order to determine when minimuimn

r-f"'.:_"':" S

Exploration Obligations have been met. g L

e
L

MEESR i T
(. -

Cost Recovery Comntrol Account

CONTRACTOR will establish a Cost Recovery Control
Accourt and an offsetting contra account to control therein the
amount of cost remaining to be recovered, it any, the amount of
cost recovered, and the value of Excess Cost Recovery Crude Q1l,

if any.

Major Accounts

For the purpose of classiying costs, ¢Xpenses and expenditures
for cost recovery as well as for the purpose of establishing when the
Exploraticn Obligation  has beer miet, costs, expenses ahd
expenditures shall be recorded in major accounts including the

following

Exploration Expenditures.

Development Expenditures other than Opcrating Expensgs.

Operating Expenscs

Necessary sub-accounts shall be used.
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‘Revenue accounts shall be maintained by CONTRACTOR
to the extent necessary for the control of recovery of costs and

the freatment of Cost Recovery Crude Oil.

ARTICLE VI

Tax Implementation Provisions
It 1s understood that IEOC shall be subject to Egyptian
Income Tax Laws except as otherwise provided in this Agreement,
that any A.R.E. Income taxes paid by EGPC on IEOC’s behalf

constitute additional income to IEOC and this additional income

1s also subject to A.R.E. income tax, that is “grossed-up’’.

IEOC’s annual income, as determined in Article III (t) 2,
less the amount equal to TEOC’s grossed up Egyptian income

tax Liability, shall be IEOC’s Provisional income?.

the «gross-up value” is an amount added to Provisional
Income to give «“Taxable Income”, such that the gross-up value

1s equivalent to A.R.E. income taxes

Therefore :

Taxable Income = Provisional  income PLUS Gross-up
Value

And

Gross-up Value = AR.E. Tncome Tax on Taxable 1NCOmce
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If the <«A.R.E. income tax rate”, which means the effective
or composite tax rate due to the various A.R.E. taxes levied on )
income or profits 15 constant and not dependent on the level of

income, then

Gross-up Value = AR.E. Income tax rate TIMES Taxa-Y}

N
ble income Combining the first and last equations above,

Gross-up Value = Prowvisional income X Tax Rate
1 - Tax Rate -

Where the tax rate 15 expressed as a decimal

The above computations are ilustrated by the following
numerical example. Assuming that the Provisional Income
is $ 10 and the ARGE. Income tax rate is 40 percent, then the

Gross-up Value 15 cqual to :

$ 10 X 0.4
T-04  — %66
Therefore :
3

Provisional 1income S T 10.00
PLUS Gross~up Value, . . . . . . . . . .. 6.67
Taxable income . . . . c e e e e e 16.674
ESS : AR.E. income Taxes at 40%, . . . .. 6.67

IEOC’s income after taxes . . . . . . . . . . 10.00
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