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CONCESSION AGREEMENT FOR PETROLEUM
EXPLORATION AND EXPLOITATION
BETWEEN
THE ARAB REPUBLIC OF EGYPT
AND
THE EGYPTIAN GENERAL PETROLEUM GOR}.*ORA"N}@N
AND
PHOENIX RESOURCES COMPANY OF NATRUN
AND
ENRON OIL EGYPT INC.

IN
THE NATRUN AREA
WESTERN DESFRT AR.J

THIS AGREEMENT made and entered on this b

hereinatter veterred to variously as ¢A.R.E.» or as the GOVHE
MENT), the EGYPTIAN GENERAL PETROLEUM COR®P)
TION, a legal entity created by Law No. 167 of 1958 as winoyfe
‘hereinafter referred as «EGPC», and PHORENIX RESOURGLES
CGOMPANY OF NATRUN, a company organized and existitig urgler
the laws of the State of Delaware, U.S.A. {hcreinatter referved tof as
«PHOENIX>); and ENRON OIL EGYPL ING,, a compauy -;eg§ni-

s&d and existing under the laws of the State of Texas, U.S.A. PHQE-
NIX and ENRON Leing hereinafter veerred to collectively as «CON
FRACTOR>.

WITNESSETH

WHEREAS, all minerals including petroleem, cxisting in mires
and quarries in A.R.E., including the territorial waters, and in the
s€abed subject to its jurisdiction and extending bevond the territorial
walcrs, are the property of the State; and
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WHEREAS, EGPC has applied for an exclusive concession [for t;
exploration and exploitation of petroleum in and throughout tl
area referred to in Article 11, and described in Annex <Ay ar

shown approximately on Annex «B» which are attached |here

and made part hereof (hereinafter referred to as the «Area»): an

|
WHEREAS, PHOENIX and ENRON agree to undertake tiei

obligations provided hereinafter as a contractor with respect o th
exploration, development and production of petroleum in said Brea

an¢!
(‘oncession ; and I

nursuant to the provisions of Law No. 86 of 1956, may enter iatﬂ %
concession agreement with EGPC, and with PHOENIX and EN
as a Coentractor 1n the Area

WHEREAS, the GOVERNMENT desires hereby to erant|sii-h

WHERLEAS, the Minister of Petroleum =nd Mineral Rosciroes

ON

NOW THEREFORE, the parties hereto agree as follows :

ARTICLE 1
DEFINITIONS

«Explorationy shall include such geological, geophysical, aerial
and other surveys as may be contained in the approved Work
Programs and Budgets, and the drilling of such shot holes. care
holes, stratigraphic tests, holes for the discovery of Petroleum |
the appraisal of Petroleum discoveries and other related hole:
and wells, and the purchase or acquisition of such supphes, mat
rials, services and equipment therefor, all as may be contained In
the approved Work Programs and Budgets. 'The verb «explorgy

means the act of conducting exploration.

]
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(0)  «Developments shall include, but not be limited to, all the ope-

rations and activities pursuant to approved Work Programs and
Budgets under this Agreement with réspect to .

(1) The drilting. plugging, deepening, side tracking, redrilling,

completing and equipping of development wells, changing pt
the status of a well; and

(2) Design, engineering, construction, installation. servicng and
maintenance of equipment, lmes, systems facilities, plants
and related operations to produce and operate sald develosp.
ment wells, taking, saving, treating. extracting, separating
handling, storing, transporting and delivering Petroleum.
represuring, recyclling and other secondary recovery projecty;

and

(37 Transportation, storage and any other work or activitiek
necessary or ancillary to the activities specified in (1) and ({2)}

(¢) «Petroleums means lquid crude oil of various densities, asphalt]
gas, casinghead gas and all other hydraocarbon substances that may
he found in, and produced, or otherwise obtained and saved from
the Area under this Agreement, and all substances that may be ex-
tracted therefrom.

(d) «Liquid Crude Oils or ¢«Crude Oily or «Oily means any hydro-
carbon produced from the Area which is in 2 hquid statc at the:
welihead or lease separators or which is extracted from the gas
or casinghead gas in a plant. Such liquid state shall exist at

(60) Degress Fahrenheit and atmospheric pressure. Such
term Includes distillate and condensate.
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() «Gasy is natural gas both associated and non-associated, and ali

of its constituent elements produced from any well in the Area
(other than Liquid Crude Oil) and all non-hydrocarbon substances

therein. Such term shall include residual gas.

o) «LPG» means liquified petroleum gas, which 13 a mixture ¢f
principally, propane and butane lLiquefied by pressure/tempera-

ture that have been extracted from the Gas.

() A «Barrel» shall consist of forty-two (42) United States galions,

hquid measure, corrected to a teémperature of sixty degrees (60

Fahrenheit at atmospheric pressure.

(k) (1) «Commercial Qil Well» means the first well 1n any geolo-
gical feature which after testing for a pericd of not more
than thirty (30} consecutive days where practical, but in 1y

event in accordance with sound and accepted mdustry pro-
duction practices, and verified by EGPC, 1s found to he

capable of producing at the average rate of not less than two
thousand (2000) Barrels of Oil per day (BOPD}. The date

of discovery of 3 «Commercial Oil Welly is the date on
which such well is tested and completed according to the

above.

(R) (2) «Commercial Gas Well» means the first well on any geolo-
gical feature which after testing for a pertod of not more than
thirty (30) consecutive days where practical, but in any event

in accordance with sound and accepted industry production
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practices and verified by EGPC. is found to be caphable of
procdiucimg at the avarage rate of not loss than ten (10) million

standard cubie feet of gas per dav (MMSCYFD).  {he daie

of discovery of a «Commercial Gas Weily is the date o] which
sitch vwell Is tested and comlei-d aceorvt: - to the aLbove_

1t «ARE means ARAB REPUBLIC OF EGLVPT.

i «Effective Datey means the date on whicii the text of this Agrec-
meut is sicied by the GOVERNMENT, EGPC and CONTRA-
CTOR, after the relevant Law is 1ssuéed.

Y ATy DTS dliy pﬂl’i{)d oi tweive | ]_'.-f:i - nths E-th{rig-ang fe,

the (iregorian Calendar.

02 eGalendar % eary means a pertod of twelve (120 months a¢cord-
mg to the Gregoman Calendar being 1st Janvary to 313t De e
mber.

‘' «Fmancial Yeary means the GOVERNMENTs financial year
according to the Jaws and regulations of AR.E.

‘m) «Tax Year» means the period of twelve (12) months according to
the laws and regulations of the AR E.

‘n)  An «Affiiated Companyy means a company
(1) The share capital, conferring a majority of votes at stock:

holde:s” meetings of such company, of which is owned direc
tly or indircctly by a party hereto: "

2} Which is the owner directly or mdirectly of share capital
conferring a majority of votes at stockholders’ meetings of a
party hereto,
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(3) Whose share capital conferring a majority of votes at stock-
holders’ meetings of such company and the share capital

conferring a majority of votes at stockholders’ meetings of 2
party hereto are owned dircctly or indirecly by the same
company; or

(4) Which directly or indirectly controls, is controlled by or is
under common confrol with a party hereto. For the puu-
pose of this definition, the word «Controly means the right
to exercise more than fiity percent (50%) of the voting righits
at shareholders’ or partners’ meetings.

=
W
e

«Exploration Blocky shall mean an area,the corner ponts o
which have to be coincident with three (3) minute bv thrge /4
minute latitude and longitude divisions, according to the Iufen:

tional Grid System where possible or with the existing boundarie,

of the Area covered by this Concession Agreement as set opt it
Annex «Avy.

‘#y  «Development Blocky shall mean an area, the corner ponils of
which have to be coincident with three (3) minute by three (3
minute latitude and longitude divisions according to the Intgres-

tional Grid System where possible or with the existing boundaries

of the Area covered by this Concession Agreement as set oyt 1.
Annex «Ay.

(q) «Development Lease(s)» shall mean the Development Block or
Blocks covering the geological structure capable of production,
the comer points of which have to be comncident with three (3}
minute by three (3) minute latitude and longitude divisions
according to the International Grid System where possible or
with the existing boundaries of the Area covered by this Conces-
sion Agreement as set out in Annex «A».
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(r) «Agreement> means this Concession Agreement and its Annexes.

5} «Gas Sales Agreementy shall mean a written agreement between
FEGPC and CONTRACTORS as sellers {heremafter referred to

as Sellers) and E.G.P.C. as buyer (hereinafter referred to as buyer),

which contains the terms and conditions for all Gas sales from 2
Development Lease.

ARTICLE I1I

ANNEXLES TO THE AGREEMENT

Annex ¢Ay is a description of the Area covered and affected |bs
this Agreement, hereinafter referred to as «The Areay.

Annex «B» is a provisional illustrative map on the scale |of
{ : 1,000,000 indicating the Area covered and affected by this Agree-
ment and described in Annex «Ab.

Annex «Cy is the form of a Charter of the Operating Company
to he formed as provided for in Article V1 hereot.

Annex «Dy is the Accounting Procedure.

Annex «E» is a current map of the National Gas Pipeline Girid

System cstablished by the Government. The point of delivery for Gas
shall be agreed upon by the parties under the Gas Sales Agreement.

which point of delivery will be located at the flange connecting the
lease pipeline to the National Gas Pipeline Grid System. as depiclgd

in such annex, or as otherwise agreed,

Annexes <Ay, «By, «C», «D» and «E» to this Agreement aie
herehy made part hereof, and thev shall be considered as having €qu 1
toree and effect with the provisions of this Agreement.
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ARTICLE 111

GRANT OF RIGHTS AND TERM

The GOVERNMENT hereby grants EGPC and CONTRAC-

TOR subject to the terms, covenants and conditions set out in this
Agreement, which insofar as they are contrary to or inconsistent with
any provisions of Law No. 66 of 1953, as amended, shall have the force

of Law. an exclusive concession in and to the Area described In Ann-

CXCS

(a)

gy and «By.

The GOVERNMENT shall own and be entitled, as herémaiter
provided to a yoyalty In cash or in kind of ten (10) percent of the
total quantity of Petroleum produced and saved from the Area
curing the development period including renewal. Said royatly
shall be bome and paid by EGPC and shall not be the cbligation
of the CONTRACTOR. The payment of royalties by EGPC
shall not be deemed to result in income attributable to the GON-
TRACTOR.

An initial Exploration period of three (3) years shall start from

the Lffective Date. Two (2) successive extensions to the initial
Exploration period of two (2) years each shall be granted to
CONTRACTOR at its option, upon not less than thirty (30)

days’ prior written notice to EGPC and subject only to its having
fulfilled its obligations hereunder for the then current period.

This Agreement shall be terminated if neither a Commercial Oil
Discovery nor a Commercial Gas Discovery is established by the
end of the seventh (7) year of the Exploration pertiod. However,

each such period may be extended at CONTRACTOR’s option
tor up to six (6) months to enable the completion of drilling and

testing of any well actually drilling or testing at the end of €ach
Exploration period. It is understood and agreed upon that in
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case the nitial or the second Exploration period shall have becn
extended for a period of up to 6 months (or less) as above men-
tioned, then such extension period shail be credited to the next
succeeding period and consequentiy such extension period shall
be deducted from the next succeeding period. The clection by
EGPO to undertake a sole risk venture under paragraph (¢) imme-
diately hereafter shall not extend the Exploration period nom
affect the terminations of this Agrecment as to CONTRACTOR.

Commercial Discovery

(; A Commercial Discovery, whether of Qil or Gas, may con-
sist of one pro-ducing res€ervolr or a group of producing reger-
voirs whj 1 1s worthy of being develoved commerciallly.
After discovery of a Commercia! Ol or Gas Well, CQN-
TBJ;_C'T'OR ,,]n,l unless otherwise agreed upon, uncer{ake

as part of its Exploration pregram the appraisal of the |di:
covery by drilling on€ or more appraisal wells, to determ:
Wheth& such dlscovmy 18 warth} Of lf‘mg dﬁ'VElei Roaie’s
TR ‘ {air o into consideration the recoverable reser

D1,u thd,i, Hipcmm and terminal racitiies Iﬁf‘quliud Cstdia-
ted Petroleum prices, and all other relevant technical |and

eccnnomic factors.

'it'  The provisions laid down herein postulate the unity| arl
wdivistbility of the concepts of Commercial Discovery| and
Dea—-’elejprtmnt ‘Lease. They shall apply uniformly to Oil and
(Gas nless otherwise specified.

iy GUNITRACTOR  hall give notice of a Commercial | Dis-
covery to BEGPC immediately after the discovery is conjside-

red by CONTRACTOR to be worthy of commercial Ileve
lopment but In any event with respect to a Commercial Oul
Well not later than the completion of the second explonation
appraisal well, or twilve (12) months following the date of

the discovery of the Commercial Oil well (unless HGPC
agrees that. such pericd may be extended), whichever i ear-

lier or, with respect to a Commercial Gas Well, not [{ater
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than (twenty-four (24) months following the date of the dis-
covery of the Commercial Gas Well (unless EGPC agrees that
such, period may be extended), except that CONTRACTOR
shall also have the right to give such notice of Commercial
Discovery with respect to any reservoir or reservoirs even if
the well or wells thereon are not «Commercialy within the
definition of «Commercial Welly if, in its opinion, a reser-
voir or a group of reservoirs, considered collectively, could
be worthy of commercial development.

CONTRACTOR may also give notice of a Commercial Oil
Discovery in the event it wishes to undertake a Gas Recycl-
ing or similar Project. A nofice of Commercial Gas bis-
covery shall contain all detailed particulars of the discovery
and especially the area of gas reserves, the estimated produc-
tion potential and profile and field life.

Following receipt of a notice of a Gommercial Oil or Gas
Discovery, EGPC and CONTRACTOR shall meet and re-

view all appropriate data with a view to mutually agreeing
upon the existence of a Commercial Discovery. 1he date
of Commercial discovery shall be the date EGPC and CON-
TRACTOR agree that a Commercial Discovery exists.

If Crude Oil is discovered but is not deemed by CONTRA-
CTOR to be a Commercial Oil Discovery under the above
provisions of this paragraph (c), EGPG shall one (1) month
after the expiration of the period specified above within
which CONTRACTOR can give notice of Commercial Oil
Discovery, or thirteen (13) months after the completion of a
well not considered to be a «Commercial Oil Well» have the
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vight, following sixty (60) days, notice in writing to CON
TRACTOR, at its sole cost, risk and expense, to develop,
produce and disposc 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 featnre
to be developed, the wells to be drilled, the production faci

lities to be installed and EGPC’'s estimated cost théreof

Within thirty (30) days after receipt of said notice UN'fi‘
RACTOR may, in writing, elect to develop such aria .

provided for m the case of Commercial Discovery hemupder
In such event. all terms of this Agreement shall continue t
apply to the specified area. It CONTRACTOR elects no
to develop such area, the specific aréa covering said ceolog!
cal feature shall be set aside for scle risk (}pﬂmtmﬂs; g
EGPC, such azea to be mutually .agreed upon by EGPG anc
CONTRACTOR on the basis of good peiroleum industy
practice. In the event Operating Company has come inf
existence, EGPC shail be cntitled to have Operating Com
pany perforn such opérations for it at EGPC’s sole cost
risk and expense. When EGPC has recovered from th
Crude Oil produced from such specific area a quantity ©

Cruce Oil equal in value to three hundred (300} perceat &
the cost it has incurred in carrying out the sole risk opcra
tions, CONTRACTOR shall have the option, only in th
event there has been a separate Commercial Oil Discover
elewhere within the area, to share 1n further developmen

and procuction of that specific area upon paying EGPCG on
hundred {100) percent of such costs incurred by EGPC
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Such onc hundred (100) percent payment shuil not  he
recovered by CONTRACTOR. Imnicdiately followi 1112
such payment, the specific area shall either (1) revert teo ihe
status of an crdinary Development Lease under this Agrec.
ment and thereafter shall be operated in accordaunce with
the terms hereof; or (2) alternatively, in the event that at
such time¢ EGPC or its Affihated Company is conducting
development operaticas in the area at its scle expense |n.ad
EGPC elects to continue operating, the area shall remaiy set
aside, and CONTRACTOR shall oni, be eutitled to its pro-
duction sharing percentage of the Crude Oil as specified in
Ariicle VII (b) below. 'The sle risk Crude Qil shall bce
valued in the manncr provided in paragraph (c) of Article
VII. In the event of any termination of this Agreeneot
uider the provisions of Article YT h) above, this Agreenfent
shall, however, continue to apply to EGPC’s operation of [any
sole risk venture hereunder although such Agreement shall
have been terminated with respect 0o CONTRACTOR jpn:-
suant to the provisions of Article 1T (i) above.

Following a Commercial O1! Discovery or a Gommnercial | as
Discovery, the extent of the whole arca capable of produe-
tion to Le covered by a DDevelopment Fease shall be antunily
agreed upon by EGPC and CONTRACTOR and be subject
to the approval of the Mmister of Petroleum and Mingral
Resources.  Such area shall be couve:ted antomatically tn
a Development Lease without the issue of any additiynal
legal mstroment or permission.

Following the conversion of au area to a Development 1.guse
based on a Commercial Gas Discovery {or upon the distovery
of Gas in a Development Lease pranted tollowing a Cdm-
mercial Oil Discovery), EGVFC shall mike etfforts to find the
adequate local markets capable of absorbing the production
of Gas and shall advise CONTRACTOR of the potential .
outlets for such Gas, and the cxpected annual sfzhedule;nf

demand. Thereafter. EGPC and CONTRACTOR shall

—
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meet with a view to assessing whether the cutlets for such
(as and other relevant factors warrant the development and
production of the Gas and, in case of agreement, the Gas

thus made available shall be disposed of to EGP(U under o
long-term sales agreement in accordance with and subject to

the conditions set forth in Article VII below.

1, The development peried of each vevelopment Lease shali
be as tollows

aa) In respect o a Commercial (Uil Discovery, 'i:went-}f 20
ye€ars irom the date of such Commerciz Discovery plus
the Optional Extension Period (as defined belmnw Provi-
ded, that m the event that subsequent to the co.ﬂvelsirln
of a Commercial Oil Discovery into a Devclopmeni
Lease, Gas 1s discovered in the same Dvelopment Leage
and 1s used or 1s capable of being used locally or fnr e-
port nereunder, the period of the development LeaLt_~
shall be extended only with respect to such Gas, LP{;
exiracted from-such Gas and Crude ol a2 the form of
condensate produced with such Gas for twenty (20) years
from the date of first deliveries of Gas locally or far
export plus the Optional Extension Period {as defined
below) provided that the duration of such Development
Lease based on the Commercial OH Discovery shall not
be extended hevond thirty-five (35) vears from the date
of the Commercial Oil Discovery. Unless otherwise
agreed upon between EGPU and CONTRACTOR and
subject to the approval of the Minister of Petroleum
and Mmeral Resources, CONTRACTOR shall im-
mediately notify EGPC of any Gas discovery, hut there
shall be mo requirement te apply for a new Develop-
ment Lease In respect of such Gas.

(bb) In respect of a Commercial Gas Discovery, twenty (20)
years from the date of first detiveries of Gas locally or
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for export plus the Optional Extension Period (as de-
fined below), provided that if subsequent to the conver-
sion of a Commercial Gas Discovery into a Develop-
ment Lease, Crude Oil is discovered in the same Deve-
lopment Lease, CONTRACTORs share of such Crude
Oil from the Development Lease (except LPG extracted
from Gas or Crude Oil in the form of condensate produ-
ced with Gas) and Gas associated with such Crude Qil
shall revert entirely to EGPC upon the lapse of twenty
(20) years from the date of such Crude Oil discovery,
plus the Optional Extension Period (as defined below).

Notwithstanding anything to the contrary under this
agreement the duration of a Development Lease based

on a Commercial Gas Discovery shall not exceed
thirty-five (35) vears from the date of Commercial Gas

Discovery.

CONTRACTOR shall immediately notify EGPC of
any Oi1l discovery, but there shall be no requirement to
apply for a new Development Lease in respect of such

Crude Ouil.

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

(¢) Development operations shall, upon the issuance of a Develop-
ment Lease granted following a Commercial Onl Discovery be
started promptly by Operating Company and be conducted in
accordance with good oll field practices and accepted petroleum
engineering principles, until the field is congdered to be fully



\a&s 4w pll VA S (.::L) v 3ol _ des il By gl v
._—_#’—-———_—_—_—_——._-————— I. - | - .
o Loy BV B} i) s Jui) OLy & o Olo sl

e &olazsNl G clL:_,.a

&" G Aok Dioeds ol oy S CL:.;\ ,",@‘ 5 o Wi (82
_._5\3\ c»)hu.au‘j...__u (‘(”) -.._.J)b d}’t::h wU.}j-.’.MAtlh_
..ap-_,;vJuuUwa\mq.MJ\tLa,up _,_,sgL-t,_.i_,.mm Lg)u:.t_l

SY e 40 A.-U\an o (S i St las dwldl aLL:.ad
i el Y asloal &l et Hlall Of st (o) SOV 8 0
ikl Byt Ja,idl pis Al e b Sl sdaly (1)
de&uﬁ&W\wpwmélsmhi&ét}f

\.ﬁ;.-.t ;—':*LJ .a.” _(_; rﬁw ‘L's\ -.M 1-3\45 ‘jv-u-u-]" Yy J 4.—.*:.-.-¢ J:.. LL‘

CPks
L ‘;LJ.‘HJ d..gll ..-} .-.n.li

Ay 3l G Ol das G sl ) Gl e m e
EREWIRIER TN (1 am Ll Salib adl e A LS ol
Ja sl 51 Ouie S o s oV =l oo ple sl aes
S g Al 2lrmlies 21l tas el G s «d A6 L)if."'l.....i.ll
i s N> Jor s Olleall asril S sl Wl g 3 ale 1A
4 gkl 53 g LIl dsondl Asd 485 S Jio 3 A A Al ael g2l
NIk P> 39 C.JJ._d,JS.mJ.\ M e dlas- 51 sie p Gl el AS 4
BE o, S S o W oY e By SW Gyl S Giet
e L G g (,J b owe Jin G 31 Bkl dazdl aie
o El> SN

L)l Lol s alls AN @l s Jaldll Jea (9§
4...’\93_,_2115 AT s L}T -@- la.:\u n-!rh — 3 i...JLLn-nj‘ %‘K: ‘

uj.l__ﬂl] ‘LJ" ""'-“'Ii‘. Lt fﬂ-—ﬂ- 911 )LM-—HV‘ WLGJU'?; ﬂ;]M '




™Y V34 4l JsL.:_ A G (CJ U‘) r SAmil :-’;:.,..;,.__...J” EJHE'J.?Jl

—

d"‘-—-'hld-m

developed, it being understood that if associated Cas is not ntrh-
z€d, EGPC and CONTRACTOR <hall negotiate in good faith
on the best way to avoid Impairing the production in the €conomic
mterests of the parties. In the event no Commercial Produc-
tion of Oil in regular shipments is established in any Develop-
ment Block within three (3) years from the date of the Comurier-
clal Discovery, such Development Block shall immediately e
rehlinquished unless there is a Commercial Gas Discovery on the
Development Lease. However, such three (3) year period may be
extended by an additional period not excecdlng one (1) year, sub-
Ject to apprival of the Minister of Petroleum and Mineral resour-
ces. Each Development Rlock in a Development Lease beiy partly
within the radius of drainage of any producig well in such
Development Lease shall be considered as participating in the
Commercial Production referred to above. Development opera-
tions in respect of Gas and Crude Qil in the form of Condensate
or LPG to be produced with or extracted from such Gas shall,
upon the signature of a Gas Sales Agreement or commencement
of 3 scheme to dispose of the Gas, whether for export as reierred
to mn Article VII below or otherwise, be started promptly by
Operating Company and be conducted in accordance with good
gas field practices and accepted petroleum engineering principles
and the provisions of such Gas Sales Agreement or scheme. In
the event no Commercial Production of Gas is established n
accordance with such Gas Sales Agreement or scheme, the Deve-
lopment {.case relating to such Gas shall be relinquished, unless
otherwise agreed upon by EGPC,

CONTRACTOR shall bear and pay all the costs and expenses
required s carrying ot all the operations under this Agreement
but such costs and -expenses shall not include any interest on in-
vestment.
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CONTRACTOR  shall look only to the Petroleum to which it
1s entitled under this Agreement to recover such costs and ex-
penses. Such costs and expenses shall be recoverable as provided
in Article VII. During the term of this Agreement and its re-
newal, the total production achieved in the conduct of such ope-
rations shall be divided between EGPC and CONTRACTOR in
accordance with the provisions of Article VII.

(1) GONTRACTOR shall be subject to Egyptian income tax

(2)

laws and shall comply with the requirements of such Iaws
with respect to the filing of returns, the assessment of tax,
and the keeping and showing of books and records.

CONTRACTOR 5> annual income for Egyptian income lax
purposes under this Agreement shall be an amount calcula-

ted as follows :

The total of the sums received by CONTRACTOR
fromn the sale or other disposition of all Petroleum
acquired by CONTRACTOR pursuant to Article VI,

paragraphs (a) and (b);

Reduced by :
() the costs and expenses of CONTRACTOR ;

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

PL.US :

An amount equal to CONTRACTOR’s Egyptian income
taxes grossed up In the manner shown in Amnnex D,
Article VI,
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3)

5)

For purposes of above tax deductions in any l'ax Year para-
graph (a) of Article VII shall apply only 10 respect of class-
fication of costs and expenses and rates of costs amortization,
without regard to the percentage hmitation referred to In
the first paragraph of Article VI1 (a' (1), All costs and ex-
penses of CONTRACTOR in conductmg the operations
under this Agreement which are not controlled by paragia:h
(aj of Article VII as above qualified shall be deductible jn

accordance with the provisions of the Egvptian Income Tay

Law.

EGPC shall assume, pav and discharge, in the name ant op
behalf of the CONTRACTOR, CONTRAGTOR’s Egypling
income Tax out of EGPC’s share of the Petroleum pr:hiy
céd and saved and not used in opcerations under Article 311
All taxes paid by EGPC in the name and on behalf of CONf-
TRACTOR shall be considered income to CONTRACT CR
as calcuisted i accordance with Annex «D», Article VI of

the attached Accounting Procedure.

EGPCG shall furnish to CONTRACTOK the proper ofticial
receipts evidencing the payment of CONTRAGTOR’s Egy
ptian Income Tax for each Tax Year, within ninety (90}
days following the receipt by EGPC of CONTRACTOR's
tax declaration {or the preceding year. Such receipis shall
be 1ssued by the proper Tax Authoritics and shall state the
amount and other parttculars customary for such receipts.

As used herein, ligyptian Income Tax shall be inclusive cf
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 protits from commerce and industry ancd inclusive of
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taxes based on income or profits, including all dividends,
withholding with respect to shareholders, and other taxes
imposed by the GOVERNMENT of the A.R.E. on the dis-
tribution of income or profits by CONTRACTOR,

(6) In calculating its A.R.E, Income Taxes, EGPC shall »e en-
titled to deduct all royalties paid by EGPC to the GOVE-
RNMENT and CONTRACTOR’s Egyptian income taxcs
pald by EGPC on CONTRACTOR’s behalf.

ARTICLE IV
WORK PROGRAM AND EXPENDITURES DURING
EXPLORATION PERIOD

(@) CONTRACTOR shall commence Exploration operations here-
under not later than six (6) months after the Effective Date.
Not later than the end of the fifteenth (15th) month after the
Lftective Date, CONTRACTOR shall start Exploration drilling
in the Area, with a commitment of drilling two (2) wells during
the mitial Exploration period. EGPQ shall make available for
CONTRACTOR’s use all seismic, wells and other Exploration
data in EGPC’s possession with réspect to the Area,

() The initial Exploration period shall be three (3) years. CONT-
RACTOR may continue Exploration activities by undertaking
two (2) successive additional periods of two ( 2) years each ip
accordance with Article III (b), each of which upon at least a
thirty (30) days prior written notice to EGPC, subject to CONT-
RACTOR’s expenditure of its minimum Exploration obligaticns
and of its fulfillment of the drilling obligations hereunder for the
then current period.
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CONTRACTOR  shall spend a minimum of four million U.S,
Dollars (U.S. § 1,000,000) on Exploration operations and ativi-
ties related thereto during the initial three (3) year Exploration
period. During such initial period CONTRACTOR shall drill
two (2) wells. For each of the two (2) successive additional
exploration periods of two (2) years each that CONT RACTOR
elects to undertake beyond the initial Exploration period, CONT -
RACTOR shall spend a minimum of six million U.S. Dollars
(U.S. $ 6,000,000) and drill two (2) wells during the first exten-
sion period of Exploration, and three (3) wells during the second
exiension period of Exploration. Should CONTRACTOR
speidd more than the minimum amount required to be expended
or crill more wells than the minimum requircd to he  driljed
during the Initial three (3) year fixploration period, or during any
period thereafter, the excess may be subtracted from the mini-
mum amount of money required (o be expended by CONTRA-
CTOR or minimum number of wells required to be driiled dui-
Ing any succeeding Exploration period or periods, as the case mav
be. In case CONTRACTOR surrcncers jts Lixploration rights

under this Agreement as set forth above before or at the end of
the third (3rd) year of the initial exploration period, or any exten-
sion thereof, having expended less than the total sum of four
million U.S. Dollars (U.S. $ 1,000,000} cn Exploration or in the
cvent at the end of the third (3rd) year CONTRACTOR has
cvent at the end of the third (3rd) year CONTRACTOR
has expended less than said sum in the Area, an amount equal
o the difference between the said four million U.S. Dolars
(U.S. $ 4,000,000) and the amount actually spent on Exploration
activities shall be paid by CONTRACTOR to EGPC at the time of
surréndering or within three (3) months from the end of the third

(3rd) year of the initial Exploration period, as the case may bhe.

ey ey gy
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Any expenditure deficiency by CONTRACTOR at the end of
any additional period for the reasons above noted shall similarly
result in a payment by CONTRACTOR to EGPC of such defi-
ciency. Provided this Agreement is still in force as to CONT-
RACTOR, CONTRACTOR shall he entitled to recover any

such payments as Exploration expenditures i the manner provi-
ded for under Article VII in the event of Commercial Produc-
tion.

Without prejudice to Article IIT (b), in case no Commercial Oil
Discovery is established or no notice of Commercial Gas Dis-
covery Is given by the end of the seventh (7th) year of the Ex-
ploration period or any extensions thereof, or in case CONTRA-
CTOR surrenders the Area under this Agreement prior to such
time, EGPC shall not bear any of the aforesaid expenses incur-

red hy CONTRACTOR.

At least four (4) months prior to the beginning of each Financial
Year or at such other times as may mutually be agreed to by
EGPC and CONTRACTOR, CONTRACTOR shall prepare
an Exploratiocn Work Program and Budget for the Area setting
forth the Exploration operations which CONTRACTOR propo-
ses to carry out during the ensuing year. During each Explora-
tion period, such Work Programs and Budgets taken together
shall be at least sufficient to satisfy CONTRACTOR’s minimum
expenditure obligations for the period it covers, taking into
account any credits for excess drilling or expenditures by CON-
TRACTOR in prior Exploration periods.

The Exploration Work Program and Budget shall be reviewed
by a joint committee to be cstablished by EGPC and CONTRA-
CTOR after the Effective Date of this Agreement. This Com-
mittee, heremafter referred to as the «Exploration Advisory Com-
mittee», shall consist of six (6) members, three (3) of whom shall,
be appointed by EGPC and three (3) by CONTRACTOR. The
Chairman of the Exploration Advisory Committce shall be desi-
gnated by EGPC from among the members appointed by it. The
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Exploration Advisory Committee shall review and give such
advice as it deems appropriate with respect to the proposed
Work Program and Budget. Following review by the Explora-
tion advicory Committee, CONTRACTOR shall make such re
visions as CONTRACTOR deems appropriate and submit the
Exploration Work Program and Budget to EGPG for its approval.
Following such approval, it is further agreed that :

‘1Y CONTRAGYTOR shall not substantially revise or modity
satd Work Program and Budget nor reduce the approved
budgeted cxpenditure without the approval of EGPG;

(2) In the event of emergencics involving danger of loss of lives
or property, CONTRACTOR may expend such additjonal
non-budgeted amounts as may be  required to alleviate such
danger. Such expenditure shall be considered in all 1espts
as an Exploration expendituie and shall be récovered pur-
suant to the provisions of Article VII hereof.

CONTRACTOR shall advance all necessary funds for all ina-
terials, equipment, supplies, personnel administration and opyra-
tions 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 pod
percformance of the Exploration Work Program which shall| be

implemented in a workmanlike manner and consistent with gpod
mdustry practices.

Except as is appropriate for the processing of data, specialized
taboratory, engineering and development studies thereon, tobe
made in specialized centers outside AR.E., all geological gx:wd
geophysical studies as well as any other studies related to he
pérfﬂnnance of this Agreement, shall he made in the A R.E
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OONTRACTOR shall entrust the management of Exploration
operations In the A.R.E. to its technically competent General
Manager and Deputy General Manager. The names of such
Manager end Deputy General Manager shall upon appointment,
be forthwith notified to the GOVERNMENT and to EGIC.
The General Manager and, in his absence, the Deputy General
Manager shall be entrusted by CONTRACTOR with sufficient
powers to carry out immediately all lawful written directions
given to them by the GOVERNMENT or its representative
under the terms of this Agreement. All lawful regulations
issued or hereafter to be issued which are applicable hereun:ler

and not in conflict with this Agreement shall apply to CONT-
RACTOR.

(N CONTRACTOR shall supply EGPC, within thrity (30)|days
from the end of each calendar quarter, with a Statement of Fx-
ploration Activity showing costs Incurred by CONTRACTOR
during such quarter. CONTRACTOR’s records and necéssary
supporting documents shall be available for inspection by EGPC
at any time during regular working hours for three (3) months
from the date of receiving each Statement. Within the t]ree
(3) months from the date of receiving such Statement, E{:PG
shall advise CONTRACTOR in writing if it considers :

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

(2) that the costs of goods or services supplied are not in line
with the international market prices for goods or services of
similar quality supplied on similar terms prevailing at' the
time stch goods or services were contracted for, provided,
however, that purchases made and services performed within
A.R.E. shall be subject to Article XXV;

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

(4) that the costs incurred are not reasonably required for gpe-
rations.
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CONTRACTOR shall confer with EGPC in conncection with the
problem thus presented, and the parties shall attempt to reach a

oy VAR i A A dﬁ:—*b')i r sanll _ L"‘*"J” oy ol

settlement which is mutually satisfactory. Any reimbursement
due to EGPC out of the Cost Recovery Petroleum, as a result of
reaching agreement or of an arbitral award shall be promptly

™ T

made 1n cash to EGPC, plus simple interest of IIBOR plus 2.5

percent per annum from the date on which the cdispited
amount(s) would have been paid to EGRC according to Article

VII (a) (2) and Annex «Dy (1.e., the date of rendition of the re-
levant Cost Recoverv Statement) of this agreement to the Hate

of payment. The LIBOR rate applicable shall be the average

ot the figure or figures published by the Financial Times repre-
senting the mid-point of the rates (bid and ask) applicable to lone
month U.S. Dollar deposits in the London interbank Luropur-
rency Mavket on each fifteenth (19th) day of each month oc¢ur-
ring between the date on which the disputed amount (s) wduld
have been paid to EGPC and the date on which it is settled.
It the LIBOR rate is available on any ilficenth (15th) day put

1s not published in the Financial Times in respect of such day
for any reason, the LIBOR rate chosen shall be that offered,
by Citibank N.A. to other leading banks in the London Inter-

bank Eurocurrency Market for one-menth U.S. Dollar cdeposits.

It such fifteenth (15th) day is not a day on which TLIBOR rates

areé quoted m the London Interbank E-I_lmcnrrenéz}; Market, tPe
LIBOR rate to be used shall pe that quoted on the next follow-

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

() CONTRACTOR shall supply all funds necessary for its opera-
tions in A.R.E. under this Agreement in freely convertible cur-
rency from abroad. CONTRACTOR shall have the right to buy
Egyptian currency whenever réquired and the conversion shall

be made at the local banks in the A.R.E. according to the
Official A.R.E. rate of exchange.

(h) EGPC is authorized to advance to CONTRACTOR the Egyp-
tian currency required for the operations under this Agreement
against receiving from CONTRACTOR an equivalent amount
ot U.S. Dollars at the official AR.E. rate of €xchange, such Dol-
lars to be deposited in an EGPC account abroad with a corres.
pondent bank of the National Bank of Egypt, Cairo.  With-
drawals from said account shall be used for financing EGPC’s
and 1ts Affiliated Companies’ foreign curréncy requiréments sub-

Ject to the approval of the Minister of Petroleum and Mineral
Resources

ARTICLE V
MANDATORY AND VOLUNTARY RELINQUISHMENTS

(a) MANDATORY

At the end of the third (3rd) year after the Effoctive Date

hereof, CONTRACTOR shall relinquish to the GOVERN-
MENT a total of twenty-five (25) percent of the original Area
not then converted to a Development Lease or Leases. Such re-
linquishment shall be in units of whole Exploration Blocks or
parts of Exploration Blocks not converted to Development Ieases
so as to enable the relinquishment requirements to be precisely
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fulfilled. At the end of the fifth (5th) year after the Effective
Date hereof, CONTRACTOR shall relinquish an additional

twenty-five (25) percent of the original Ar€a not then converted te
Such relinquishment shall be

a Development Lease or l.eases.
or parts of Exploration

i units of whole Exploration Blocks
Blocks not converted to Development [.eases sO as WO enable t
relinquishment requirements to be precisely fulfilied.

1

Without prejudice to Article ill ancd XXIT or the last three
paragraphs of this Article V' (a), at the end of the seventh ({7th,
year of the Exploration period, CONTRACTOR  shall reimn-
quish the remainder of the original Arcu not thes converted

Developmient Lease or Leases.

(t is understood that at the time of any relinquishment theé greas
to be converted into Development Leases and which are su THL-
ted to the Minister of Petroleum and I\/IineralRt;bqurcesf(j his
approval, ac;:m*«gling to Article 111 ((l) shall, subject to such apgpeo-
val, be deemed to be converted to Development I eases. |

CONTRACTOR shall not be required to relinquish any Explora-
tion Block or Blocks on which a Commercial Oil or Gas Well 1s
discovered before the period ™ of time referred to in Article 111

e
4

c) of this Agreement given 1o CONTRACIOR fto dctermne
whether such Well is a Commercial Discovery worthy of develop-
ment. In the event at the end of any Exploration period a well
is actually drilling, or testing, CONTRACTOR shall be allowed

up to a six (6) month period to enable 1t to establish a Commer-
cial Discovery.

VOLUNTARY

CONTRACTOR may, voluntarily, during any perioc! rebnguish’
all or anv part of the Area in Blocks provided that at the tim¢ ot
such vohmtary relinquishment its drilling obhgations unger
Article 1V (b) have been satisfied for such period.
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(a)

R

Any relinquishments hereunder shall be credited toward the

mandatory provisions of Article (V) (a) above. Following Comm-
ercial Discovery, EGPC and CONTRACTOR shall mutually
agree upon any area to be relinquished thereafter, except for the

relinquishment provided for above at the end of the total Explo-
ration period.

ARTICLE VI

OPERATION AFTER COMMERCIAL DISCOVERY

On Commerclal Discovery, EGPC and CONTRACTOR shall
form in the A.R.E. an operating company which shall be named
by mutual agrecment between EGPC and CONTRACTOR and
such name shall be subject to the approval of the Minister of
Petroleum and Mineral Resources (heremafter reterred to as
«Operating Companys. Said company shall be a private sector
company. Operating Company shall be subject to the laws and
regulations in force in the A.R.E. to the extent that such laws
and regulations are not inconsistent with the provisions of this
Agreement or the Charter of Operating Company.

However, Opeérating Company and CONTRACTOR shall, for
the purpose of this Agreement, be exempted from the following
laws and regulations asnow or hereafter amended or substituted

~ Law No, 97 of 1976, organizing dealings in foreign curren-

cies;

— Law No. 48 of 1978, on the staff regulation of Public Com-

panies;

— Law No. 139 of 1981, promulgating the law on joint stock

compani€s, partnership limited by share companies and
limited liability companies; and

— Law 97 of 1983 promulgating the law conceming public

sector’s authorities and companies.
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The Charter of Operating Company is hereto attached as Annex
«C», Within thirty (30) days after the date of a Commercial
Oil Discovery or within thirty (30) days after signature of a Gas
Sales Agreement or ccmmencement of a scheme to disposed of Gas
(unless otherwise agreed upon by EGPC and CONTRACTOR),
the Charter shall take effect and Operating Company shall auto-
matically come into existcnce without any further procedures.
The Exploraticn Advisory Committee shall be dissolved forth-

with on the coming into existence of the operating company.

Ninety {90) days after the date Operating Company comes iito
existence in accordance with paragraph (h) above, it shall pre-
pare 2 Work Program and Budget for further LExploration and
Development for the remamcer of the Year m which the Com-
merclal Discovery is made; and not later than four (4) months
before the end of the current Financial Year {or such other dale
as may b€ agreed upon) and five (5) months preceding the commie-
ncement of each succeeding Financial Ycar thereafter (or such
other date as may be agreed upon) Operatizg Company shall
prepare an annual Production Schedule, Work Program and
Budget for further Exploration and Development for the succee-
ding Financial Year. The Producticn Schedule, Werk Program
and Budget shall be submiitted to the Board of Directors for
approval.

Not later than the twentieth (20th) day of each menth, Opera-
ting Company shall furnish to CONTRACTOR a written csti-
mate of its total cash requirements for expenditure for the first
half and the second half of the succeeding month expressed n
U.S. Bollars having regard to the approved Budget. Such esti-
mate shall take mmto consideration any cash expected to -be on
hand at menth end. Payment for the appropriate pertod of suci
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month shall be made to the correspondent bank designated 1
paragraph (€) below on the first {1st) day and fifteenth (15th) das
respectively, or the next following business day, if such day is no

a business day.

(€) Operating Company is authorized to keep at its own disposal
abroad In an account opened with a correspondent bank of the
National Bank of Egypt, Cairo, the foreign funds advanced by
CONTRACTOR. Withdrawals from said account shall be
used for payment for goods and services acquired abroad and for
transferring to a local bank in the ARE. the required amount
to meet expenditures in‘Egyptian P(m}mds for Operating Com-

pany in connection with its activities under this Agreement.

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

rating Company shall submit to the appropriate exchange control
authorities in the A.R.E. a statement, duly certified by a recog-
nized firm of auditors, showing the funds credited to that account,

the disbursements made out of that account and the balance out-

standing at the end of the Financial Year.

(/) 1t and for as long during the period of production operations

there exists any 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 unreasonable financial or

opérational disadvantage to the CONTRACTOR.
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ARTICLE VII

RECOVERY OF COSTS AND EXPENSES AND
PRODUCTION SHARING

‘fa) (1) Cost Recovery Petroleum
Subject to the auditing provisions under this Agreement,
CONTRACTOR shall recover all costs and expenses 1 res-
pect of all the Exploration, Development and related opera-
tions under this Agreement to the extent and out of thirty
five (35) percent quarterly of all Petroleum produced and
saved from all Development Leases within the Avca here-

"’"} .
E*0

under and not used 1 Petroleum operations. buch Pl

leum 1s hereiaiter referred to as «Cost Recovery reir

leum.»

For all Exploration, Developmeit and produciion 1'.;::.1'::;;11
der, such costs and expenses shall be rvecovered finin g
Recovery Peiroleum in the foliowing i1nauner :

(1) Operating Expenses, incurred and paid alter the date
of the initial Commercial Production, which, for tHe
purposes of this Agreement, shall mean the datce
which the first regular shipmeat of Crude Oil or the
first deliveries of Gas are made, shall be recoverab
either in the Tax Year in which such costs and expensgs
are Incurred and paid or the Tax Year in which initigl
Commercial Production occurs, whichever is the late:

date.

(1) Exploration Expenditures including those accumulated
prior to the commencement of Initial Commercial Pro-
duction, which for the purposes of this Agreement shaf

mean the date on which the first regular shipment <
Crude Oil or the first deliveries of Gas are made, sha
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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,
whichever is the later date.

(i) Development Expenditures, including those accumulated

- prior to the commencement of initial Commercial Pro.

duction, which, for the purposes of this Agreement,

shall mean the date on which the first regular shipment

of Crude Oil or the first deliveries of Gas are made,

shall be recoverable at the rate of twenty (20) percent

per annum starting in the Tax Year in which such ex-

penditures arce incurred and paid or the Tax Year in

which initial Commercial Production commences, which-
ever is the later date.

(v) To the extent that, in a Tax Year, costs, expenses or
expenditures recoverable per paragraphs (i), (1) and
(1if) preceding exceed the value of all Cost Recovery
Petroleum for such Tax Year, the excess shall be carri-
ed forward for recovery in the next succeeding Tax
Year or Years until fully recovered, but in no case after
the termination of this Agreement, as to CONT-
RACTOR.

(v) For the purpose of determining the classification of all
costs, expenses and expenditures for their recovery, the

followmg terms shall apply :

(1) «Exploration Expendituresy shall mean all costs
and expenses for Exploration and its related portion
of the overheads.

(2) <«Development Expenditures» shall mean all costs
and expenses for Development with the exception
of Operating Expenses and its related portion of
the overheads.

(8) «Operating Expensesy shall mean all costs, expen-
ses and expenditures made after initial Commercial
Production, which costs, expenses and expenditures
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are not normally depreciable., However, Operat-
ing Expenses shall mmclude workover, repair and
maintenance of assets, but shall not include any of
the following : side tracking; re-drilling and chang-
ing of the status of a well; replacement of assets or
a part of an asset; additicns, improvements, rene-
wals and major overhauling that extend the life ot
the asset,

(vi) It is understcod and agreed upon that the recovery ~t
costs and expenses as based upon the rates referred to
above shall be allocated to each quarter proporiionately
(one fourth to each quarter). However, any rccovera-
ble costs and expenses not recovered m cu€ quarter] as
Lhus allocated, shall be carsicd forward for recovery in
the next quarter.

Except as proviced in sub-paragraph (a) (3) below of this
Article VIT and Vil (e) (1), CONTRACTOR shall cach
quarter ce eniitled to and own all Cost Recovery Petroleu.
which shall be taken and freely exported or otherwise clis-
posed of in the manner determined pursuant to Article VII
(). To the extent that the value of all Cost Recovery Pet-
roleum (as determired in sub-paragraph (c) below) exceeds
the actual recoverable costs and expenditures, including any
carry torward wder paragraph (a) (1) (vi) above, to ke
recovered in that quarter, (Excess Cost Recovery Petroleum})
then EGPC and CONTRACTOR shall share all the Exctss
Cost Recovery Petroleum in the same percentages as set

forth below In paragraph (b) on this Article VII.

Ninety (90} days prior to the commencement of each year
EGPQC shall be entitled to elect by notice in writing to CON-
TRACTOR to require repayment of up to one hundred
(100) percent of EGPC share in the Excess Cost Recovery
Petroleum in kind. Such repayment will be in Crude Oil from
the Area F.O.B. export terminal or other agreed delivery
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point provided that the amount of Crude Oil taken by EGPC
n kind in a quarter shall not exceed the value of Cost Re-
covery Crude Oil actually taken and separately disposed of
by CONTRACTOR from the Concession Area during pre-
vious quarter. If EGPC’s entitlement to recejve repayment
of Excess Cost Recovery Petroleum is limited by the forego-
ing provision, the balance of such entitlement shall be paid
In cash.
(b) Production Sharing :

(1) The remaining sixty five percent (65%) of the Petroleum
shall be divided between EGPC and CONTRACTOR. acco-
rding to the following shares :

Such shares shall be taken and disposed of pursuant to Arti-

A e ey

cle VII (e).

(1) Crude Oil EGPC Share  CONTRACTOR Share
o 7o

Crude Oil produced and

saved under this Agree-

ment and not used in

Petroleum operations Bar-

rels per day (BOPD)

(quarterly average)

That portion or increment Seventy-eight Twenty-two

up to 25,000 BOPD percent (78%) percent (22%)

That portion or incre- Eighty and Nineteen and

ment from 25,001 BOPD  one half one half

and up to 50,000 BOPD percent (80,5%) percent (19,5%)

That portion in excess of Eighty three Seventeen

30,000 BOPD percent (83%) percent (17%)

(i) Gas and LPG :
Gas and LPG produced and saved under this Agreement and not
used in Petroleum operations :

EGPC Share : Eighty percent (80%)
CONTRACTOR Share - Twenty percent {20%)
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After the end of each contractual year during the térm of
any Gas Sales Agreement cntered into pursuant to Article
VII (e), EGPC and CONTRACTOR (as sellers) shall ren-
der to EGPC (as buyer) a statement for an amount of Gas,
if any, equal to the amount by which the quantity of Gas
of which EGPC (as buyer) has taken delivery falls below
seventy-five (75) percent of the contract quantities of Gas
as established bythe Applicable Gas Sales Agreement (the
«Shortfally), provided the Gas is available. Within sixty
(60) days of receipt of the statement, EGPC (as buyer) shall
pay EGPC and CONTRACTOR (as sellers) for the amount
of the Shortfall, if any. The Shostfall shail be included n
EGPC’s and CONTRACTOR’s entitlements to Gas puir-
suant to paragraphs (a) and (b) of this Article in the fourth

(4th) quarter of such contractual year.

Quantities of Gas not taken but to be paid tor shall be z'ecior-
ded in a separate «Shortfall account.» Quantities of Gas
(¢make-up gas») which are delivered in subsequent years in
excess of seventy-five (75) percent of the Contract quantities
of Gas as established by the applicable gas sales agreement,
shall be set against and reduce quantities of Gas in the Short”
fall account to the extent thereof and, to that extent, no addi-
tional payment shall be due in respect of such Gas. Such
make-up gas shall not be included is CONTRACTOR’s en-
titlements to Gas pursuant to paragraphs (a) and (b) of this
Article, CONTRACTOR shall have no rights to such
make-up gas. The percentages set forth in Article VII (a)
and this Article VII (b) in respect of LPG produced from a
Plant constructed and operated by or on behalf of EGPC

and CONTRACTOR shall apply to all LPG available for
delivery.
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(¢) Vabuation of Petroleum

(1) Crude OQil

(1)

Lt 1s the intent of the Parties that the value of the Cost
Recovery Grude Oil shall reflect the prevailing market
price for Crude Oil. For the purpose of determining
the prevailing market value of the quantity of Cost Re-
covery Urude Oil to which CONTRACTOR is entitled
hereunder during each calendar quarter, the weighted
average price realized for comparable quantities on
comparable credit terms in freely convertible currency
from F.O.B, point of export sales to non-Affiliated Com-
panies during any such quarter at arm’s-length by either
EGPC or CONTRACTOR under all Crude Qil sales
contracts then currently in effect by either EGPC on the
one hand or CONTRACTOR on the cther hand, but
¢xcluding Crude Oil spot sales not consistent with pre-
valling market prices for similar Crude Oil and also ex-
cluding crude oil sales contracts involving barter, which
ever Is higher, shall be used. It is understood that in
the case of C.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 adjustment for quality of
Crude Oil, freight advantage or disadvantage of port of
loading and other appropiate adjustments. Neverthe-
less, if CONTRACTOR considers the value of the Cost
Recovery Crude Oil so determined not to reflect the
market conditions prevailing during the calendar quar-
ter, CONTRACTOR and EGPC shall meet and mutu-
ally agree upon the price.

It during anv calendar cuarter there are no such sales
by EGPC or CONTRACTOR under Crude Oil sales
contracts then currently in effect, EGPC and CONT-
RACTOR shall meet and mutually agree upon the price

of Crude Oil to be used in determining the value men-
tioned in subparagraph (c) (1) (1) above. Pending such
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mutual agreement, the price used shall be the last price
determined pursuant to subparagraph (c) (1) (i) or
under this subparagraph (c) (1) (1), whichever is later,
and appropriate adjustments will be made therel:: after
determination of a mutually agreed price by EGPL apd
CONTRACTOR.

Gas end LPG

(i) The Cosi Recovery and Profit Shares of Gas subiect (to
a Gas Sales Agreement between EGPC and CONTRA-
CTOR (as sellers) and EGPC (as buyer) entered i;ﬁo
pursuant to Article VII (e) shall be valued, delivered jto

and purchased by EGPU at a price determine:’ accond-

Ing to the following formula :

PG = 0.85 X I X H
39.69 X 10*
Where -
PG=the valie of the Gas in U.S. Dollars per  theooupd

cubic feet (MCF),

' =a valu¢ in U.S. Dollars per metric ton of fuel oil calch-
lated by referring to «Platt’s Oilgram Price Repﬁrt»
during a month under the heading «European Bul:
goes F.O.B., Mecditerranean Basis Italyy and averagipg
(@) the sum of the mid-poiuts of the published fow and
high values for high sulphur fuel oil quoted during sich
month divided by the number of days in such month fpr
which such values are quoted and (b) the sum of the
mid-points of the published low and high values for law
sulphur fuel oil quoted during such month divided by
the number of days in such month for which such valugs

were quoted.
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H =the number of British Thermal Units (BT Us) per thou-
sand cubic feet (MCF) of Gas. The Gas buyer and
sellers shall agree on the measurement location.

In the event that Platt’s Oilgram Price Report is issued on
certain days during a month but not on others, the value of F
shall be calculated using only those issues which are published
during such month. 1In the event that the value of F cannot
be determined because Platt’s Oilgram Price Report is not
published at all during a month, the parties shall meet and
agree the value of F by reference to other published sources,
In the event that there are no such published sources or if
the value of F caninot be determined pursuant to the fore go-

ing for any other reason, the parties shall meet and agred a
value of F by reference to the average value of low and high-
sulphur content fuel oil delivered F.O.B. from the Mediter-

ran€an arc€a. Such wvalvation of Gas under the abave

formula providing for a fifteen percent (15%) discount Is
based upon delivery at the delivery point specified in Article
VII (e) (2) (ii) below, and is to enable EGPC to finance and

maintain the portion or portions of the pipeline distribution
system to be provided by EGPC.

(i) The Cost Recovery and Profit Shares of LPG producing
from a plant constructed and operated by or on behalf of

EGPC and CGONTRACTOR shall be separately valued for
Propane and Butane at the outlet of such LPG plant accor-
ding to the following formula (unless otherwise agreed bet-
ween EGPC and CONTRACTOR)

PLPG =

0.95 PR ... (J X 0.85 X ! )
39.690 X 10°
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Where

PLPG = LPG price (separately determined for Propane and
butane) in U.S. Dollars per metric ton of LPG

produced.

PR = the average over a period of a month of the figures
représenting the mid-point between the high and
low price in U.S. Dollars per metric ton quoted in
«Platt’s LPGaswire» during such month for Pro-

pan¢ and Butane I'.C.B. Ex-Ref/Stor, West Mexli-

terrancan,

J = BTUs removed from the Gas Siream by the LL’G

plant per metric ton of LPGs sroduced.  The (as

buyers and sellers shall agrec on the measuremént

location.

F = the same value as I under subparagraph (i) above.

In the event that Platt’s LPGaswire is issued on certain days
during a month but not on others, the value of PR shall be
calculated using only those issues which are published dulr-
ing such month. In the event that the valuc of PR cannot
be determined hecause Platt’'s I.PGaswire is not published at
all during & month, the parties shall meet and agree to the
value of PR by reference to other published sources. In the
event that there are no such other published sources or if the

value of PR cannot be determined pursuant to the foregoing
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(d)

for any other reason, the parties shall meet and agree to the

value of PR by reference to the value of LPG {Propane and
Butane delivered F.O.B. from the Mediterranean area.

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

(iii) The Prices of Gas and LPG so calculated shall apply during

the next succeeding month.

(iv) The Cost Recovery and Profit shares of Gas and LPG dis-

posed of by EGPC and CONTRACTOR other than to
EGPC pursuant to Article VII (e) shall be valued at their

actual realized prices.

Forecasts :

Operating Company shall prepare (not less than ninety (90) days
prior to the beginning of each calendar semester following regular
production) and furnish in writing to CONTRACTOR and
EGPCG a forecast setting out the total quantity of Petroleum that
Operating Company estimates can be produced, saved and tran-
sported hereunder during such calendar semester In accordance
with good Oil and gas industry practices.

Operating Company shall endeavour to produce each calendar

semester the forecast quantity, The Crude Qil shall be run to

storageé tanks or offshore loading facilities constructed, ma-
Intained and operated according to Government regulations by

Operating Company in which said Crude Oil shall be metered
or otherwise measured for royalty and all other purposes required
by this Agreement. Gas shall be handled by Operating Com-

pany in accordance with the provisions of Article VII (€) below.
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Disposition of Petroleum

1)

2)

EGPC and CONTRACTOR shall have the right and the
obligation to separately take and freely export or otherwise
dispose of currently all of the Crude Oi to which ea-h is
catitied under Article VII (a) and (b). Subject to paymont
of sums due EGPC under Article VII (a) (2) and 1, CON-
TRACTOR chall have the right to retain abread 2l funds
acquired by it 2broad mncluding i€ proceeds from ine saie
of its share of Petroleum exportcd. Noitwithstatdiang any-
thing to the contrary under this Agreement, priority shaii be
given to meei the requirements of the AR.E. market from
the Crude Oil produced from the Area, and EGPC
have the preierential right to purchase such Crude Oil
price to be deiermined pursuant to Article VII (c).
amount of Urnde Oil so purchased shall be a portion of C{
TRACTOR's share of the Crude Oll produced wnder this
Agreerent.  Such amount shall be proportional to CON-
LRACYOR’s share of the total preduction of crude cil from
the concession areas in the A.R.E. that are also subjes! to
EGPCUs preferential right to purchase. The paymeni for
such purchased amount shall be made by EGPC in U.S. iJol-
iars or 1n any other f{reely convertible currency remittable
abroad. It is agreed upon that EGPC shall notify CGNT-
RACTOR, at least forty five (45) days prior to the beginning
of the calendar semsster, of the amount to be purchased
during such semester under this Article VII () (1},

With respect to Gas and LPG produced from the Area .

() Prority shall be given to meet the requirements of the
Jocal market as determined by EGPC.

i) In the event that EGPC is to be the huyer of Gas, the
disposition of Gas, to the local market as indicated above
shall be by virtuc of long term Gas Sales Agreements to

be entered into between EGPC and CONTRACTOR
(as sellers) and EGPC (as buyer).
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EGPC and CONTRACTOR (as sellers) shall have the
obligation to deliver Gas to the following point where
such Gas shall be metered for sales, royalty, and other
purposes required by this Agreement

(a) In the event no LPG Plant is constructed to pro-
cess such Gas, at the point of delivery to be agreed
upon by the parties under the Gas Sales Agree-
ment, which point of delivery will be the flange
connécting the pipeline to the National Gas Pipe-
Ime Grid System as depicted is Annex «Es. ; Or as
otherwise agreed.

(b) 1In the event an LPG plant is constructed to pro-
cess such Gas, such Gas shall, for the purposes of
valuation and sales, be metered at the inlet to <uch
LPG plant.  However, notwithstanding the fact
that the metering shall take place at the LPG ;lunt
inlet, EGPC and CONTRACTOR (as sellers) shall
through the Operating Company huild a pipcline
sultable for transport of the processed Gas fmtn the
LPG plant outlet to the point of delivery to be
agreed upon by the parties under the Gas Sales
Agreement, which point of deliverv will he the
flange connecting the pipeline to the National Gas
Pipeline Grid System as depicted in Annex «E» here-
to, or as otherwise agreed. Such pipeline shall be
owned In accordance with Article VII| (a) by
EGPC, and its cost shall be financed and recovered
by CONTRACTOR as Development Expenditures
pursuant to Article V1.

(i) EGPC and CONTRACTOR shall consult together to
determine whether to build an LPG plant for the event

LPG from any Gas produced hereunder. In the event
EGPC and CONTRACTOR decide to build such a
plant the plant shall, as appropriate, be in the vicinity
of the National Gas Pipeline Grid System. The point
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of delivery of LPG for sales, royalty and other purposes
required by this Agreement shall be at the outlet of the
LPG Plant. The costs of any such LPG Plant shall be
recoverable m accordance with the provisions of this
Agreement unless the Minister of Petroleum au«d Mine-
ral Resources agrees to accelerated recovery,

{iv) EGPC (as buyer) shall have the option to elect, by
ninety (90) days prior written notice to EGPC and CON-
TRACTOR (as sellers) whether payment for the Gag
which 1Is subject to a Gas Sales Agreement between
EGPC and CONTRACTOR (as sellers) and FGIC
(as buyer) and LPG produced from a plant constructed
and operated by or on behalf of EGPC and CONTRA
CTOR, as valued in accordance with Article Vil (o).
and to which CONTRACTOR is entitled under tiw:
provisions of Cost Recovery and production Sharing as
stipulated in Article VIT of this Agreement, shall be
maa€ 1) 1n Cash or 2) in Kind.

Payments in cash shall be made by EGPC (as buyjer: at
inteivals provided for mm the relevant Gas Sales ;L.g:'::e_ :
ment in U.S. Dollar 1emittable by CONTRACTOR
abroad. Payments in kind shall be calculated by con-

verting the value of Gas and LPG to which CONITRA-
CTOR is entitled into equivalent Barrels of Grude Oil

to be taken concurrently by CONTRACTOR from the
Area, or to the extent that such Crude Ou is insuffi-

clent, Crude Oil from CONTRACTOR’s other conces-
sion ar€as, or such other areas as may be agreed. Such
Crude O1l shall be added to the Crude Qil that COIN-
TRACTOR 1is otherwise entitled to lift under this

Agreement. Such cquivalent Barrels shall be calcula-
ted on the basis of the provisions of the relevant Conces-
sion Agreement relating to the valuation of Cost Re-
covery Crude Oil.
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