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CONCESSION AGREEMENT FOR PETROLEUM
EXPLORATION AND EXPLOITATION
BETWEEN
THE ARAB REPUBLIC OF EGYPT
AND

THE EGYPTIAN GENERAL PETROLEUM
CORPORATION

AND
TEOC EXPLORATION B.V.
N
WEST TOSHKY AREA
SOUTH WESTERN DESERT
ARE.

This Agreement made and entercd on this ... da8y Of o
199 | by and between the ARAB REPUBLIC OF EGYPT (hereinafter
referred to variously as "A.R.E." or as the "GOVERNMENT"), the
EGYPTIAN GENERAL PETROLEUM CORPORATION, a legal
entity created by Law No. 167 of 1958 as amended (hereinatter referred
to as "EGPC") and IEQC EXPLORATION B.V., a company organized
and existing under the laws of the NETHERLANDS (bereinafter referred
to variously as “IEQOC” or as “CONTRACTOR”).
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WITNESSETH

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

WHEREAS, BEGPC has applied for an exclusive concession for the
Exploration and Exploitation of petroleum in and throughout the area
referred to in Article 11, (hereinafter referred to as the “Area”), and
described in Annex "A" and shown approximately on Annex "B", which
are attached hereto and made part hersof;, and

WHEREAS, “IEOC” agrees to undertake its obligations pravided
hereinafter as a CONTRACTOR with respect to the Exploration,
Development and Production of petroleum in West Toshky South
Western Desert Area;, and

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

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

NOW, THEREFORE, the parties hereto agree as follows:
ARTICLE I
DEFINITIONS

(a) “Exploration" shall in¢lude such geologicul, geophysical, aerial and
other surveys as may be contaimed in the approved Work Programs
and Budgets, and the drilling of such shot holes, core holes,
stratigraphic tests, holes for the discovery of Petroleum or the
appraisal of Petroleum discoveries and other refated holes and
wells and the purchase or acquisition of such supplies, materials,
services and equipment therefor, all as may be contained in the
approved Work Programs and Budgets. The verb "explore” means
the act of conducting Exploration.
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() "Devclopment" shall include, but not be limited to, all the
operations and activities pursuant to approved Work Programs and
Budgets under this Agreement with respect to:

(i) the drilling, plugging, deepening, side tracking, re-drilling,
completing, equipping of development wells, the changing of
the status of a well, and

(ii) design, enginecring, construction, installation, servicing aand
mainicnance of equipment, lines, systems facilities, plants and
related operations to produce and operate said development wells,
taking, saving, ftreating, handling, storing, transporting and
delivering petroleum, repressuring, recycling and other secondary
recovery projects, and

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

(¢) ""Petroleurn’ means liquid crude oil of various densities, asphalt, gas,
casinghead gas and all other hydrocarbon subslan;:es that may be
found in and produced, or otherwise obtained and saved from the
Area under this Agreement and all substances that may be extracted

thetefrom,

(d) "Liquid Crude Oil" or "Crude Oi" or "Oil" means any hydrocarbon
produced from the Area which is in a liquid state at the wellhead or
lease separators or which is extracted from the gas or casiﬁghead
gas in a plant. Such liquid state shall exist at sixty degrees
Fahrenheit (60°F) and atmospheric pressure of 14.65 PSIA. Such

term1 includes distillate and condensate.
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(e) "Gas" means natural gas both associated and non-associated and ail
of its constituent clements produced from any well in the Area
(other than Liquid Crude Oif) and all non-hydrocarbon substances
therein. Said termn shall include residual gas, that Gas remaining
after removal of LPG.

(f) "LPG" means liguefied petroleum gas, whick is a mixture principally
of butane and propane liquefied by pressure and temperature,

(g} A "Barrel” shall consist of forty-two (42) United States galions,
liquid measure, comected o a temperalure of sixty  degrecs
Fahrenheit (60°F) at atmosplieric pressure of 14.65 PSIA.

() (1) "Commercial Qil Well” means the first well on any geclogical
feature which after testing for a period of not more than thirty
(30) consecutive days where practical. but in any evcut in
accordance with sound and accepted industry production
practices and verified by EGPC, is found to be capable of
producing at lthe average rate of not less than two thousand
(2000} Barrels of oil per day (BOPD). The date of discovery
of a "Commercial O1l Well" is the date on which such well is
tested and completed according to the above,

{2} "Commecrcial Gas Well'" means the first well on any geological
feature which after testing for a period of not mote than thirty
(30) consecutive days where practical, but in any event in
accordance with sound and accepted industry production
practices and verified by EGPC, is found to be capable of
producing at the average rate of not less than fifteen million
{15,000,000) standard cubic fect of Gas per day (MMSCFD).
The date of discovery of a "Commercial Gas Well" is the date
on which such well is tested and completed according 1o the

above.
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() "A.R.E.'"means ARAB REPUBLIC OF EGYPT.

(j) '"Effective Date" means the date on which the text -of this
Agz,‘ccment is signed by the GOVERNMENT, EGPC and
CONTRACTOR after the relevant Law is issued.

(k) (1) "Year" means a pericd of twelve (12) months according to the
Gregorian Calendar.

(2) "Calendar Year" means a period of twelve (12) months
according to the Gregorian Calendar being 1st Januvary to 31st
December, |

() " Financial Year " means the GOVERNMENT's financial year

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

(o) " Tax: Year " means the period of twelve (12) months acoording to the laws
and regulations of the A.R.E.

(n) An "Affiliated Company'* means a company:
(i) of which the share capital, conferring a majority of votes at

stockholders' meetings of such company, is owned directly or
indirectly by a party hereto; or

(ii) which is the owner directly or indirectly of share capital
conferring a majority of votes at stockholders' meetings of a
party hezeto; or

(iii) of which the share capital conferring a majority of votes at
stockholders’ meetings of such company and the share capital
conferring a majority of votes at stockholders' meetings of a
party hereto are owned directly or indirecdy by the same
company.
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“Exploration Block” shall mean an area, the comner points of which
have to be coincident with six(6) minutes by six (6) minutes latitade
and longitude divisions, according 10 the International Grid System
where possible or with the existing boundaries of the Area covered
by this Concession Agreement as set out in Annex A",

"Development Block" shall mean an area, the comer points of
which have to be coincident with one (1) minute by one (1) minute
latitude and longitude divisions, according to the Intemational Grid
System where possible or with the existing boundaries of the Area
covered by this Concession Apresment as set out in Annex "A”.

"Development Lease(s)" shall mean the Development Block or
Biocks covering the geological structure capable of production, the
corner points of which have to be coincident with one (1) minute by
one (1) minute [atitude and longitmde divisions according to the
International Grid System where possible or with the existing
boundaries of the Area covered by this Concession Agreement as
setoutin Annex "A",

"Agreement” shall mean this Concession Agreement and its
Annexes,

"Gas Sales Agreement” shall mean a written agreement between
EGPC and CONTRACTOR (as sellers) and EGPC (as buyer), which
contains the terms and conditions for Gas sales from a Development
Lease entered into pursuant to Article VLI (e).

"Standard Cubic Foot" (SCF)} is the amount of gas necessary to fill
one (1) cubic foot of space at atmospheric pressure of 14.65 PSIA at
a base temperature of sixty degrees Fahrenheit (60° F).



Yoo uliadl V3 () PY sl = L S Y

{ dudlit Bad)
E o [ 2

Y e Sy Lglats o Rkl oy g 3,be ey gl

oy B g Rl 5 Tt ety B 2 35w G
ey Golll 3 Byemsbly LAWYl 0 gy Lplots MLl a3 ¥ v v e 5

s ,_;z'a—?:-fu.r: Iyl 18,2 Regl) s plais oilla Lo a0 Sl
iy o LAWY np o daly o pm Jatdl )y peds 8 e L, Jsliall cpabiad’
2is g 5a,ll ol lbae 5 wlalisd] coa 3N add iy ULl L) Tl
o0 S by o 1/ dag @3y L Basly (V) T RAIUI LY Sl 5 2 L3NS
(0 v v ) il B! oo iy sonaad] Budaih Rl o 0 L3 13,55 1 33
oalazaf o7 Syl akisl (o A1 Tty B8 a1 il LY I Y PR R
B nzeiln] (V) ) KdsSE ol 3,08 0 oLl 6 051 L il 3 . Roagl o
2 Al e e ()T 3L Lids JIdl Lo coaia (F) OS5 Lagia JS
Jia sakinS . 3 o a8y il 152 Leguadsy Lot posay (WU e ol
ol oo Ol L sa¥) 3 e Syl e sl el 8 235 i 2
S o SelS 55 U 20 n 2eaS s 15 ) Ul 58 gl ol
S gl (Sl s (8- ) inn T W1 s g ol e 2l
oo o175 il Ul 35S I Uty Kty ya walane] 3 ytald il
Lap ¥ s S srad) Sendaid Tl g o 2l 3505 Uk F C )l e 2saS’

L] oo oolezel oy J b il ST ALy (Sl Nps e e ) e

pos Sl Condl 3,55 S5 (it o5 1l i L oWl S 5w eaday
L L3yl s e 28T 5,01 (@) Red 1ol lid Ll 2,

g gl (1) Fam 3L J gl g, b ) sliiadl @ llhS o bl JS et
- Tgal! Sl 8,28 Lyl



TV Yo Ko el Vo () VY i) = R 3By

ARTICLE I

ANNEXES TO THE AGREEMENT

~ Annex "A" is a description of the Area covered and affected by this
Agreement,

Annex '"B'" is a provisional illustrative map on the scale of
approximately 1: 2,000,000 indicating the Area covered and affected by

this Agreement and described in Annex "A",

Annex “C" is the form of a Letter of Guarantee to be submitted by
IEQC Production B.V. as Guarantor on behalf of CONTRACTOR to
EGPC. one (1) day before the time of signature by - the Minister of
Petroleum of this Agreement, for QGuaranteeing the execution of
CONTRACTOR’s minimum Exploration obligations hereunder for the
initia] one (1) year Exploration period by paying and/or transferting a
quantity of crude oil sufficient invalue to cover the shortfall between the
sum of five hundred thousand (500,000) U.S. Dollars and the amount of
money spent by CONTRACTOR uid approved by EGPC. In case
CONTRACTOR extends the initial Exploration period for two (2)
additional periods .of three (3) years each respectively, each in
 accordance with Article III(b) of this Agrcement, similar Letters of
Guarantee shall be.issued and be submitted by JEOC Production B.V. as
Guarantar on behalf of CONTRACTOR on the day the CONTRACTOR
exercises its option to extend. The first such Letter of Guarantee shall be
for guaranteeing the payment and/or transfer of a quantity of crude oil
sufficient in value to cover the shortfall between the sum of four million
(4,000,000) U.S. Dollars and the amount of money spent by
CONTRACTOR and approved by EGPC and the second such Letter of
Guarantee shall be for guaranteeing the payment and/or transfer of a
quantity of crude oil sufficient in value to cover the shortfall between the
sum of four million.(4,000,000) U.S.Dollars and the amount:of money
spent by CONTRACTCR and approved by EGPC less in both instances
any excess expenditure of the preceding Exploration period permiitted for
carry forward in accordance with Article IV (b) third paragraph of this
Agreement. Each of the three Letters of Guarantee shall remain effective
for six (6) months after the end of the relevant Exploration period.
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It is understood that, ir the event IEQC Exploration B.V. assigns in
whole or in part any of its rights, privileges, duties and obligations
pursuant to Article XXI hereof, this letter of guarantce shall be reduced’
by such assigned share. The assignee shall submit to EGPC a letter of

guarantee in the form requested by EGPC, covering its share.

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

Annex "E" is the Accounting Procedure,

Amnex "F" is a current map of the National Gas Pipeline Gnid
System established by the Government. The point of delivery for Gas
shall be agreed upon by EGPC and CONTRACTOR under a Gas Sales
Agreement, which point of delivery shall be located at the flunge
connecting the Development Lease pipeline to the nearest point on the
National Gas pipeline Grid System as depicted in Annex "F', or as
otherwise agreed by EGPC and CONTRACTOR .

Annexes "A", "B", "C", "D", "E" and "F" to this Agreement are
hereby made part hereof, and they shail be considered as having cqual
force and effect with the provisions of this Agreement.

ARTICLE III
GRANT OF RIGHTS AND TERM

The GOVERNMENT hereby grants EGPC and CONTRACTOR
subject to the terms, covenants and conditians set out in this Agreement,
which insofar as. thcy are contrary 10, or inconsistent with any
provisions of Law No. 66 of 1953, as amendcd, shall have the force of
Law, an exclusive concession in and to the Area dcscribed in Annexes

||A|T and "Bll'
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{(a)

(b)

(<)

The GOVERNMENT shzall own and be entitled, as hereinafter
provided to a royalty in cash or in kind of ten percent (10%) of the
total quantity of Petroleum produced and saved from the Arca
during the Development period including renewal. Said royalty
shall be borne and paid by EGPC and shall not be the obligation of
CONTRACTOR. The payment of royalties by EGPC shall not be
deemed to result in income attmbutable to the CONTRACTOR.

An initial Exploration period of one {1) year shall start from the
Effective Date. Two (2) successive extensions to the initial
Exploration period, of three (3) years each respectively, shall be
granted to CONTRACTOR at its option, upon not less than thirty
(30) days prior written notice to EGPC, such notice to be given not
later than the end of the then current period, as may be extended
pursuant to the provisions of Article V {a), and subject only to
its having fulfilled its obligations bereander for that 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 (7th) year of the Exploration period, as may be
extended pursuant to Article V. (a). The election by EGPC to
undertake a sole risk venture under paragraph (¢} shall not extend
the Bxploration period nor affect the termination of this Apreement
as to CONTRACTOR.

Commercial Discovery:

(i) A Commercial Discovery - whether of Oif or Gas - may consist
of one producing treservoir or a group of producing reservoirs
which is worthy of being developed commercially. —After
discovery of a Commerciat Oil or Gas Well CONTRACTOR
shall, unless otherwise agreed upon with EGPC, undertake as
part of its Exploration program the appraisal of the discovery by
drilling one or more appraisal wells, 10 determine whether such



LR S 01 I D J W Ty R QPRSI SO L TIPS S o

byl 7Nl Lo Jma b oS b 0l b L] Lel
1Sy Jp ) 5l L ATy L b Mt ) ool sl s cansUY!
- Al Adlaztl o BN Lalaity Ludlt Jul

(oo plail pic y iy i x5 LW sl 3 3yl ST of (1)
Sl e damgn JSG GadaT e - Lt ey gy loned LSS
a3 O e ey el WSl S

S Gl 0 b kel SlazYy il st JyL) paiz (Y)
oo J Ll o Ul s ala VT bty ) LE aias S
735 o Lagg (1) 0 s Gy el el 0 Ll J Y
Rl o Lt (V1) e 23y o« K] Tl 21 IS
sdn slazal jle e ke casly B3 Y1) bl co 2 L3Le xS
o et S ) gy T U 0, G\ g 4 (5,
V1) Kpphonad] 5L L5 GLA2S) jo 5 e 15 (YE) 1 tey Ty
Joliald 5,80 ol e o Cayaitlnds slaxal jler s 2t gl catily 131
Sl SLASYG Lol | Ul e Jooe b o 3 Linl G2
JPF RS [ JESUNCUT 8 QUETITTEY A KNTERPS SNV
S 13] ally o Tyl 20y Cia s Gl 8 i o Lol
S o it amea ol Ul ol e | Byl i gy o 5
o Wl 315Uy 2yl Tt s iraimne Wil el 0
PRI [ P31 P ROV RPN Peet | D TR o1 T NV 4 B PN |
Wi SaleY g it pi
L0 5Ll ¢t GLE SO ol (sl ey o oy
A g s Lo, Ol e Y Al aid o]l
v S ey 2l iy G s, S LB



YWY oY-..

Ko il N+ b () FY 2 = G B

iy

discovery is worthy of being developed commercially, taking
into consideration the recoverable reserves, production,
pipeline and terminal facilities required, estimated Petroleum
prices, and all other relevant technical and economic factors.

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

(iii) CONTRACTOR shall give notice of a Commercial Discovery

t{o EGPC immediately afier the discovery is considered by
CONTRACTOR to be worthy of commercial development but
in any event with respect to a Commercial Oil Well not later
than thirty (30) days following the completion of the second
appraisal well or twelve (12) months following the date of the
discovery of the Commercial Oil Well, (unless EGPC agrees
that such period may be cxtended), whichever is later ar with
respect to a Commercial Gas Well not later than twenty four
(24) months following the date of the discovery of the
Commercial Gas Well {unless EGPC  agrees that such period
may be extended), except that CONTRACTOR shall also have
the right to give such notice of Commercial Discovery with
respect 1o any resecvait or reservoirs even if the well or wells
thereon are not "Commercial! within the definition of
"Commercial Well'" if, in its opinion, a reservoir or a group of
reservoirs, considered collectively, could be  worthy of
coemrmnercial development.

CONTRACTOR may also give a notice of a Commercial
Oil Discovery in the event it wishes to undertake a Gas
Recycling Project

A notice of Commercial Gas Discovery.shall contain all
detailed particulars of the discovery and especially. the area of
Gas reserves, the estimated production potential and profile and
field life.
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Within sixty (60) days following receipt of a notice of a
Commercial Qil ar Gas Discovery, EGPC and CONTRACTOR
shall meet and review all appropriate data with a view to
mutuzlly agrecing upon the existence of a Commercial
Discovery. The date of Commercial Discovery shall be the
date EGPC and CONTRACTOR jointly agree in writing that a
Commercial Discovery exists.

(ivy If Crude Ol 1s discovered but (s not deemed by
CONTRACTOR to be a Commercial Qil Discovery under the
above provisions of this paragraph (c), EGPC shall one (I)
month after the expiration of the period specified above within
which CONTRACTOR can give notice of a Commercial Qil
Discovery, or thirteen (13) months afier the completion of a
well not considered to be a "Commercial Oil Well", have the
right, following sixty (60) days notice in writing to
CONTRACTOR, at its sole cost, risk and expense, to develop,
praduce and dispose of all Crude Oil from the geological
feature on which the well has been drilled. Said notice shall
state the specific area covering said geological feature to be
developed, the wells to be drilled, the production facilities to be
installed and EGPC's estimated cost thereof, Within thirty (30)
days after receipt of said notice CONTRACTOR may, in
writing, elect to develop such area as provided for in the case of
Commercial Discovery hereunder. In such event all terms of
this Agreement shall continue to apply to the specified area.

If CONTRACTOR elects not to develop such area, the
specific area covering said geological feature shall be set aside
for sole risk operations by EGPC, such area to be mutually
agreed upon by EGPC and CONTRACTOR on the basis of
good petroleum indusuy practice. EGPC shall be entitled to
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perform or in the event Operating Company 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. When EGPC has recovered from the Crude Qil
produced from such specific area a quantity of Crude Qil equal
in value to three hundred percent (300%) of the cost it has
incred in carrying out the scle rnisk operations,
CONTRACTOR shall have the option, only in the event there
has been a separate Commercial Oil Discovery, elsewhere
within the Area, to share in further development and
production of that specific area upon paying EGPC one hundred
percent (100%) of such costs incurred by EGPC,

Such one hundred percent (100%) payment shall not be
recovered by CONTRACTOR. Immediately following such
payment the specific area shall either (i) revert to the status of
an ordinary Development Lease under this Agreement and
thereafter shall be operated in  accordance with the terms
hereof; or (ii) "alternatively, in the event that at such time EGPC
or its Affiliated Company is conducting Development
operations in the area at its sole expense and EGPC elects to
continue operating, the arca shall remamn set  aside and
CONTRACTOR shall only be entitled to its production sharing
percentages of the Crude il as specified in Article VII (b).
The sole risk Crude Qil shall be valued in the manner provided
i Article VII (c). In the event of any termination of this
Agreement under the provisions of Article I (b), this
Agreement shall, however, continue to apply to EGPC's
operation of any sole risk venture hereunder, although such
Agreement shall have been terminated with respect to
CONTRACTOR pursuant to the provisions of Article III (b) .
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(d) Conversion to a Development Lease:

(1) Followmng a Commercial Qil Discovery or a Commercial Gas
Discovery the extent of the whole area capable of production to
be covered by a Development Lease shall be mutually agreed
upon by EGPC and CONTRACTOR and be subject to the
approval of the Minister of Petroleum.  Such area shal be
converted automaticzlly into a Development Lease without the
issue of any additional legal instrument or permission.

(i) Following the canversion of an area to a Development Lease
based on a Commercial Gas Discovery {or upon the discovery
of Gas In a Development Lease granted following a
Commercial Oil Discovery), EGPC shall endeavor with
diligence to find adequate local markets capable of absorbing
the production of Gas and shall advisc CONTRACTOR of the
potential outlets for such Gas, and the expected annual
schedule of demand. Thereafter, EGPC and CONTRACTOR
shall meet with a view to assessing whether the outlets for such
Gas and other relevant factors warrant the development and
production of the Gas and in case of agreement the Gas thus
made available shall be disposed of to EGPC under a2 long-term
Gas Sales Agreement in accordance with and subject to the
conditions set forth in Atticle VII,

(111} The Development period of each Development Lease shall be
as follows:

(aa) In respeet of a Commercial Qil Discovery, twenty (20}
years from the date of such Commercial Discovery plus the
Optional Extension Period (as defined below) pravided
that, in the event that, subsequent to the conversion of a
Commercial Qil Discovery into a Development Lease, Gas
is discovered in the same Development Lease and is used
or is capable of being used locally or for export hereunder,
the period of the Development Lease shall be extended only
with respect to such Gas, I.PG cxtracted from such Gas
and Crude Oil in the form of condensate produced with
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such Gas for twenty (20) ycars from the date of first
deliveries of Gas locally or for export plus the Optional

Extension Period (as dcfined below) provided that the

duration of such Development Lease based on a
Commercial Qil Discovery may not be extended beyond
thirty-five (35) years from the date of such Commercial Ol
Discovery, unless otherwise agreed upaon between EGPC
and CONTRACTOR and subject to the approval of the
Minister of Petroleam.

CONTRACTOR shall immediatcly notify EGPC of any
Gas Discovery but shall not be required to apply for a new
Development Lease in respect ot such Gas,

(bb) 1In respect of a Commercial Gas Discovery, twenty (20)

years from the date of first deliveries of Gas locally or [or
export plus the Optional Extension Period (as defined
below) provided that, if subsequent to the conversion of a
Commercial Gas Discovery into a Development Lease,
Crude Qil is discovered in the same Development Lease,
CONTRACTOR's share of such Crude Oil from the
Development Lease (except LPG extracted from Gas or
Crude Oil in the form of vondensate produced with Gas}
and Gas associated with such Crude Oil shall revert
entirely to EGPC upon the lapse of twenty (20) years from
the date of such Crude Qil Discovery plus the Optional
Extension Periad (as defined below).

Notwithstanding, anything 10 the contrary under this
Agreement, the duration of a Development Lease based on
a Commercial Gas Discovery shall in no case exceed
thirty-five (33) years from the date of such Commercial
Gas Discovery, unless otherwise agreed upon between
EGPC and CONTRACTOR and subject to the approval of
the Minister of Petroleum.
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CONTRACTOR shall immediately notify EGPC of any
Oil Discovery but shall not be required to apply for a new
Development Lease in respect of such Crude Oil.

The "Optional Extension Period" shall mean & pcriod of
five (5) vears which may be clected by CONTRACTOR
upon six (6) months written notice to  EGPC prior to the

expiry of the relevant twenty (20) year periad.,

(e) Development operations shall upon the issuauce of a Development
Lease granted {ollowing a Commercial Qil Discovery, be started
promptly by Operating Company and be conducted in accordance
with good oil field practices and accepted petrolenm engineering
principles, until the field is considered to be fully developed, it being
understood that if associated gas is not utilized, EGPC and
CONTRACTOR shall negotiate in gond faith on the best way 1
avoid impairing the production in the interests of the parties.

In the event no Commercial Production of Qil in regular shipments
is established in any Development Block within four (4) years from
the date of the Commercial Qil Discovery, such Development Block
shail immediately be rclinquished, unless there is a Commercial Gas
discovery on the Development Lease. However, such four (4) year
period may be extended by an additional period not exceeding one
(1) yeat, subject to the approval of the Minister of Petroleum. Each
Development Block in a Development Lease being partly within the
radius of drainage of any producing well in such Development Lease
shall be considered as participating in the Commercial Production
referred to above.

Development operations in respect of Gas and Crude O1l in the form
of condensate or LPG to be produced with or extracted from such
Gas shall, upon Lhe signature of a Gas Sales Agreement or
commencement of a scheme to dispose of the Gus, whether for
export as referred to in Article VII or otherwise, be started promptly
by Operating Company and be conducted in accordance with good
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gas fleld practices and accepled petroleum engineering principles
and the provisions of such agreement or scheme. In the event ne
Commercial Production of Gas is established in accordance with
such Gus Sales Agreement or scheme, the Devclopment Lease
relating to such Gas shall be relingquished, unless othcrwise agreed
upon by LGPC,

If, upon application by CONTRACTOR it is recognized by EGPC
that Crude Oil or Gas is heing drained from an Exploration Block
under this Agreement into a development block on an adjoining
concession arca held by CONTRACTOR, the Block being drained
shall be considered as participating in the Commercial Production
of the development block in guestion and the Block being drained
shall be converted into a Development Lease with the ensuing
allocation of costs and production (calculated {rom the Effective
Date or the date such drainage occurs, whichever is later) between
the two concession arcas. The allocation of such c¢osts and
production under each concession agreement shull be in the same
portion that the recoverable reserves in the drained  geologicat
structure underlying each concession area bears 1o the total
recoverable reserves of such structure underiying both concession
areas. The production allocated to a concession area shall be priced
according te the concession agreement covering that concession

area.

(fy CONTRACTOR shall bear and pay afl the costs and expenses
requited in carrying out all the operations under this Agrcement but
such costs and expenses shall not include any inlerest on investment.
CONTRACTOR shall laok only to the Petroleum to which it is
entitled under this Agreement to 1ecover such costs and expenses.
Such cosls and expenses shall be recoverable as provided in
Article VII.  During the term of this Agreement and its renewal,

Such costs and expenses shall be vecoverable as provided in
Article VIT.  During the term of this Agreement and its renewal,
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the total production achieved in the conduct of such operations shall
be divided between EGPC and CONTRACTOR in accordance with
the provisions of Article VIL

(8 M

(2

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

CONTRACTOR's annual income for Egyptian income tax
purposes under this Agreement shall be an amount calculated

as follows:

The total of the sums received by CONTRACTOR from the
sale or otber disposition of all Petrocleum acquired by
CONTRACTOR pursuant to Arlicle VII {(a) and Article VII (b);

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

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

Plus:

An amount equal to CONTRACTOR's Egyptian income taxes
grossed up in the manner shown in Article VI of Annex "E”.

For purposes of above tax deductions in any Tax Year, Article
VII (a) shall apply only in respect of classification of costs and
expenses and rates of amortization, without regard to the
percentage limitation referred to in the first paragraph of
Article VII (a) (1). All costs and expenses of CONTRACTOR
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(3)

(4)

(5}

(6)

in conducting the operations under this Agreement which are
not controlled by Anicle VII {a) as above qualified shail be
deductible it accordance with the provisions of the Egyptian
Income Tax Law.

EGPC shall assume, pay and discharge, in the name and on
behalf of CONTRACTOR, CONTRACTOR's Egyptian income
tax out of EGPC's share of the Petroleum produced and saved
and not used jn operations under Article VI, All taxes patd by
EGPC in the name and on behalf of CONTRACTOR shall be
considered incame to CONTRACTOR.

EGPC shall furnish to CONTRACTOR the proper official
receipts cvidencing the payment of CONTRACTOR's Egyptian
imcome tax for each Tax Year within ninety (90} days
following the receipt by EGPC of CONTRACTOR's tax
declaration for the preceding Tax Year. Such receipts shall be
1ssued by the proper Tax Authorities and shall state the amount
and other particnlars custornary for such receipts.

As used herein, Egyptian Income Tax shall be inclusive of all
income taxes payable in the ARE. (including tax on tax) such
as the tax on income from movable capital and the tax on
profils from commerce and industry and inclusive of taxecs
based on mcome or profits including ail dividends, withhalding
with respect to shareholders and other taxes imposed by the
GOVERNMENT of A.R.E. on the disttibution of income or
profits by CONTRACTOR.

In calculating its A.R.E. income taxes, BEGPC shall be entitled
to deduct al} royalties paid by EGPC to the GOVERNMENT
and CONTRACTOR's Egyptian Income Taxes paid by EGPC
on CONTRACTOR's behalf, as expenses.
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ARTICLE LV
WORK FROGRAM AND EXPENDITURES
DURING EXPLORATION PERIOD
(a) CONTRACTOR shall commence Explaration operations hercunder
not later than six (6) months after the Effective Date with a
commitnent of conducting Geological and Geophysical studies
EGPC shall make available for CONTRACTOR's use all
Exploration data in EGPC's possession with respect Lo the Area as

EGPC is entitled to do so.

(b) The initial Exploration period shall be one (1) year

CONTRACTOR may extend this Exploration pericd for two (2)
successive extension periods of three (3) years each respectively, each
in accordance with Article 11 (h), each of which upon at least thirty (30)
days prior wrilten notice to EGPC, subject to its expenditure of its
minimum Exploration obligations and of its fulfillment of the drilling
obligations heretnder, for the then current period.
CONTRACTOR shall spend a minimum of five hundred thousand
(500,000) U.S. Dollars on Exploration operations and activities
related thereto during the initial Exploration period of one (1) year ,
provided that CONTRACTOR shall conduct Geological and
Geaphysical studies. For the first three (3) year extension period that
CONTRACTOR elects to extend beyond the initial Exploration
period, CONTRACTOR shall spend a2 minimum of four million
(4,000,000) U.S. Dollars and for the second three (3) year extension
period, that CONTRACTOR elects to extend beyond the three (3)
year first extension period, CONTRACTOR shall also spend a
minimum of four million (4,000,000) U.S. Dollars. During the first
extension period that CONTRACTOR elects (o extend beyond the
initial Exploration period, CONTRACTOR shall conduct an
Aerogravity and/or lund gravity survey and acquire seismuc survey
and during the secand extension period CONTRACTOR shall dritl
one (1) well.
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Should CONTRACTOR spend more than the minimum amount
required to be expended during Lthe initial one (1) yeuar Exploration
period, or during any period thereafter, the excess may be subtracted
from the minimum amount of money required o be expended by
CONTRACTOR during any succeeding Exploration period (s), as

the case may be.

In case CONTRACTOR surmrenders its Lixploration rights under this
Agreement as set forth above before or at the end of the one (1) year
of the initial Exploration period, having expended less than the total
sum  of five hundred thowsand (500,000) U.S. Deollars, on
Exploration or m the event at the end of the first (lst) year,
CONTRACTOR has expended less than said sum in the Area, an
amount ¢qual to the difference between the said five hundred
thousand ({500,000) U.S. Dollars and the amount actually spent on
Exploration shall be paid by CONTRACTOR to EGPC at the time
of surrendening or within three (3) months from the end of the first
(1th) year of the initial Explorition period. as the case nay be. Any
expenditure deficiency by CONTRACTOR at the end of any
additional period for the reasons above noted shall similarly result
in a payment by CONTRACTOR 1o EGPC of such deficiency.

Without prejudice to Article III (b), in case no Commercial Oii
Discovery is established or no notice of Commercial Gas Discovery
is piven by the cnd of the seventh (71h) year, as may be extended
pursuant 1o Article V {a) or in case CONTRACTOR surrenders the
Area under this Agreement prior to such time, EGPC shall not bear
any of the aforesaid expenses spent by CONTRACTOR.
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(c) At least four {4) months prior to the beginning of each Financial
Year or at such other times as may mutually be agreed to by EGPC
and CONTRACTOR, CONTRACTOR shall prepare an Exploration
Work Program and Budget for the Area setting forth the
Exploration operations which CONTRACTOR proposes to carry out
during the epsuing Year.

The Expioration Work Program and Budget shall be reviewed by a
joint committee to be cstablished by EGPC and CONTRACTOR
after the Effective Date of this Agrecement. This Commuittee,
hereinafter referred 1o as the "Exploration Advisory Commitiee”,
shall consist of six (6) members, three (3) of whom shall be
appointed by EGPC and three (3) by CONTRACTOR. The
Chairman of the Exploration Advisory Committee shall be
designated by EGPC from among the members appoinied by it.
The Exploration Advisory Committee shall review and give such
advice as it deems appropriate with respect to the proposed Work
Program and Budget. Following review by the Exploration
Advisory Committee, CONTRACTOR shall make such revisions as
CONTRACTOR deems appropriate and submit the Exploration
Waork Program and Budgct to EGPC for its approval.

Following such approval, it 18 furthcr agreed that;

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

(ii) In the event of emergencics involving danger of loss of lives
ar properties, CONTRACTOR may expend such additional
unbudgeted amounts as may be required to alleviate such danger.
Such expenditure shall be considered in all aspects as Exploration
expenditure and shall be recovered pursuant to the provisions of
Article VI hereof.
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(d) CONTRACTOR shall advance all nccessary funds for all

(¢}

materials, equipment, supplies, personnel, administration and
operationg pursuant to the Exploration Work Program and Budget
and EGPC shall not be responsible to bear or repay any of the

aforesaid costs.

CONTRACTOR shall be responsible for the preparation and
performance of the Exploration Work Program whick shall be
implemented in a wotkmanlike manner and consistent with good

industry practices.

Except as is appropriate tor the processing of data, specialized
laboratory engineering and development studies thereon, to be made
in specialized centers outside ALR.L2., all geological and geophysical
studies as well as any other studies related to the performance of this
Agreement, shall be made in the A.R.E.

CONTRACTOR shall entrust the management of Exploratian
operations in the A.R.E. to its technically competent General
Manager and Deputy General Manager, The names of such Manager
and Deputy General Manager shall, upon appointment, be forthwith
notified to the GOVERNMENT and to EGPC. The General Manager
and, in his absence, the Deputy General Manager shall be entrusted
by CONTRACTOR with sufficient powers to carry out immediately
all lawtul 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

hereunder and not in conflict with this Agreement shall apply to
CONTRACTOR.
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(f) CONTRACTOR shall supply EGPC, within thirty (30) days from the
end of each calendar quarter, with a Statcment of Exploration
activity relating to Exploration which has been conducied in any
portion of the Area not converted into a Development Lease
showing costs incurred by CONTRACTOR during such quarter.
CONTRACTOR's records and necessary supporting documents shall
be available for inspection by EGPC at any time during regular
working hours for three (3} months {rom the date of regeiving each
statement.

Within the three (3) months from the date of receiving such
Statemnent, EGPC shall advise CONTRACTOR in writing if it
considers:

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

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

(3) that the condition of the maierials furnished by CONTRACTOR
does not tally with their prices;

(4) that the costs incurred arg not reasonably required for
operations.

CONTRACTOR shall confer with BEGPC in connection with the
ptoblem thus presented, and the parties shall attempt to reach a
settlement which 1s mutuaily satisfactory.
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Any remmbursement due by EGPC out of the Cost Recovery
Petroleunt as a result of reaching agreement or of an arbitral award
shall be promptly made in cash o EGPC, plus simple jnterest at
LIBOR plus two and half percent (2.5%) per annum from the date
on which the disputed amount(s) would havc been pzid to EGPC
according to Article VII (a) {2) and Annex “E” (i.e., the date of
rendition of the relevant Cost Recovery Statement) to the date of
payment. The LIBOR rate applicable shall be the average of the figure
or figures published by the Finanecial Tmmes representing the
mid-point of the rates (Lid and ask) applicable to one month
U.S.Dollars deposits in the London Interbank Lurocutrency Market
on each lilleenth (15th) day of cach month nccurring between  the
date on which the disputed amount(s} would have been paid to EGPC
and the date on which it 1s settled.

If the LIBOR rate is available on any fiftcenth (15th) day but is not
published in thic Financial Times in respect of such day for any
reason, the LIBOR rate chosen shall be that offered by Citibank
N.A. to other leading banks in the London Interbank Eurocurrency
Market for one month .S, Dollar deposits.

If such fifteenth (15th) duy is not a day on which LIBOR rates are
quoied in the London Interbank Eurocurrency Market, the LIBOR
rate to be used shall be that gquotcd on the next following day on
which such rates are quoted.

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

approved.
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(g} CONTRACTOR shall supply all funds necessary for jts operations in
the A.R.E. under this Agreement in freely convertible currency
from abroad. CONTRACTOR shall have the right to freely purchase
Egyptian currency in the amounts necessary for its operations in the
A.R.E. from any bank or entity authorized by the GOVERNMENT

to conduct foreign currency exchanges.

(h) EGPC is authorized to advance to CONTRACTOR the Egyptian
currency required for the operations under this Agreement against
receiving from CONTRACTOR an equivalent amount of U.S.
Dollars at the official A R.E. rate of exchange, such amount in U.S.
Dollars shall be deposited in an EGPC account abroad with a
correspondent bank of the National Bank of Egypt, Cairo.
Withdrawals from said account shall be used for financing
EGPC's and its Affiliated Companies' foreign currency
requirements subject to the approval of the Minister of Petroleum.

ARTICLE ¥V
MANDATORY AND VOLUNTARY RELINQUISHMENTS

(a) MANDATORY:

At the end of the fourth (4th) year after the Effective Date hereof,
CONTRACTOR shall relinquish to the GOVERNMENT a total of
twenty five percent (25%) of the original Area on the Effective Date
not then converted to a Development Lease(s). Such relinquishment
shall be in a single unit of whole Exploration Blocks not converted
to Development Leases, unless otherwise agreed upon between
EGPC and CONTRACTOR so as to enable the relinquishment
requirements to be preciscly (ulfilled.
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Without prejudice to Articles I and XXII and the last 1hree
paragraphs of fhis Article V (2), at the end of the seventh (7Ih) year
of the Exploration pericd, CONTRACTOR shal! relinquish the
remainder of the Area not then converted to a Devclopment

Lease(s).

It is understood that at the time of any relinguishment the areas to
be converted into Development Leases and which are submitted to
the Minister of Petroleum for his approval according to Article 111
(d) shall, subject to such approval, be deemed converted (o
Developmeni Leases.

CONTRACTOR shall not be required to relinquish any Exploraiion
Block or Blocks on which a Commercial Oil or Gas Well s
discaovered before the period of time referted to in Article III (c)
given to CONTRACTOR to determine whether such Well is a
Commercial Discovery worthy of Dcvelopment or to relinquish an
Exploration Block in respect of which a notice of Commercial Gas
Discovery has been given to EGPC subject to EGPC's right to agree
on the existence of a Commetcial Discovery pursuant to Article HI
(c), and without prejudice to the requirements of Article II1 (e).

In the event at the end of the initial Exploration period or either of
the two successive extensions of the initial Exploration period, a
well is actually drilling or testing, CONTRACTOR shall be allowed
up to six (6) months 10 enable it 10 discover a Commercial Qil or
Gas Well or to establish a Comunercial Discovery, as the case may
be. However, any such extension of up to six {6) months shall
reduce the length of the next succeeding Exploration Period, as

applicable, by that amoun.
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(b)YOLUNTARY:

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

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

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

ARTICLE VI
OPERATIONS AFTER COMMERCIAL DISCOVERY

(a) On Commercial Discovery, EGPC and CONTRACTOR shall form ia
the A.R.E. an operating company pursuant to Article VI (b) and
Annex (D) (hereinafter referred to as “Operating Company”) which
company shall be named by mutual agreement between EGPC and
CONTRACTOR and such name shall be subject to the approval of
the Minister of Petroleum. Said company shall be a private sector
company. Operating Company shall be subject to the laws and
regulations in force in the ARE. to the extent that such laws and
regulations are not inconsistent with the provisions of this
Agreement or the Charter of Operating Company.

However, Operating Company and CONTRACTOR shall, for the
purpose of this Agreement, be exempted from the following laws
and recnlations as now of hereafter amended or substituted:
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- Law No. 48 of 1978, on the employee regulations of public sector
companies;

- Law No. 159 of 1981, promulgating the law on joint stock
companies, parinership limited by shares and Jimited liability
campanies;

- Law No. 97 of 1983 promulgating the law concerning public sector
organizations and companies;

- Law No. 203 of 1991 promulgating the law on public business sector
companics; and

- Law No. 38 of 1994, organizing dealings in forezgn currencies,

(b) The Charter of Operating Company is hereto attached as Annex “D”.
Within thirty (30) days after the date of Commercial Oil Discovery
or within thicty (30) days after signature of a Gas Sales Agreement
or commencement of a scheme to dispose of Gas (unless otherwise
agreed upon by EGPC and CONTRACTOR), the Charter shall take
cffect and Operating Company shall automatically come inta
existence without any further procedures. The Exploration Advisory
Committee shall be dissolved upon the relinguishment of the Area
not convetted into a Development Lease.

(¢) Ninety (90) days afier the date Operating Company comes iitto
existence in accordance with paragraph (b} above, it shall prepare a
Work Program and Budget for further Explotation and Development
in any portion of the area converted into a Development Leasc for
the remainder of the year in which the Comimercial Discovery is
made and not later than {oor {4) months hetore the end of the current
Financial Year (or such other date as may be agreed upon by LGPC
and CONTRACTOR) and four (4) months preceding the
commencement of each succeeding Financial Year thereafter (or
such other date as may be agreed upon by EGPC and
CONTRACTOR), Operating Company shall prepare an annual
Production Schedule, Work Program and Budget for further
Development and Exploration if any, in any portion of the area
converted into a Development Lease for the succeeding Financial
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Year, The Production Schedule, Work Program and Budget shall be
submitted to the Board of Directors for approval. The Work Program
and Budget for further Exploration in any portion of the Area not
converted into a Development Lease shall be implemented, reviewed
and approved in accordance with Article IV (¢).

(d) Not later than the twenticth (20th) day of each month, Qperating
Company shall furnish to CONTRACTOR a written estimate of its
total cash requirements for expenditure for the first half and the
second half of the succeeding month expressed in U.S. Dollars
having regard to the approved Budget. Such estimate shall take into
considcration any cash expected to be on hand at month end.
Paymment for the appropriate period of such month shall be made to
the correspondent bank designated in paragraph (e) below on the
first (Ist) day and fifteenth (15th) day respectively, or the next
following business day, if such day is not a business day.

(&) Operating Company is authorized {0 keep at its own disposal abroad in an
account opencd with a correspendent bank of the National Bank of Egypt,
Cairo, the forcign 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 the expenditures in Egyptian Pounds for
Operating Company in connection with its activities under this
Agreement.

Within sixty (60) days after the end of each Financial Year,
Operating Company shall submit to the appropriate exchange control
aathorities in the A.R.E. a statement, duly certified by a recognized
firm of auditors, showing the funds credited (o that account, the
disbursements made out of that account and the balance outstanding
at the end of the Year.
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(f) If and for as long during the period of production operations there
exists an excess capacity in facilities which can not 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 unreascnable operational
disadvantage to the CONTRACTOR.

ARTICLE VII
RECOVERY OF COSTS AND EXPENSES AND
PRODUCTION SHARING

(a) (1) Cost Recovery Petroleum:

Subject to the auditing provisions under this Agreement,
CONTRACTOR shall recover quarterly all costs, expenses and
expenditures 1n respect of all the Exploration, Development and
related operations under this Agreement to the extent and out of
forty percent (40%) of all Petroleum produced and saved from
all Development Leases within the Area hereunder and not
used in Petrolcum operations. Such Petroleum ts hereinafter

referred to as ""Cost Recovery Pctralcum”.

For the purpose of determining the classification of all costs,
expenses and expenditurcs for their recovery, the following

terms shail apply:

1. "Exploration Expenditures'” shall mean all costs and
expenses for Exploration and the redated  porlion of indirect

expenses and overheads.
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2. '"Development Expenditures" shall mean all ecosts and
expenses for Development (with the exception of
Operating Expenses) and the related portion of  indirect
cxpenses and overheads.

3. "Operating Expenses" shall mean all costs, expenses and
expenditures made after inittal Commercial Production,
which costs, expenses and expenditures are not normally
depreciable.

However, Operating Expenses shall include workover, repair
and maintenance of asseits but shall not include any of the
following: sidetracking, redrilling and changing of the status of
a well, replacement of assets or part of an asset, additions,
improvements, renewals or major overhauling thal extend the
Life of the asset.

Exptoration Expenditares, Development Expenditures and
Operating Expenses sball be recovered from Cost  Recovery
Petroleum in the following manner:-

(i) Exploration Expenditures, including those zccumulated 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 of Crude Oil or the
first deliveries of Gas are made, shall be vecoverable at the
rate of iwenty-five percent (25%) 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 comuaences, whichever is the later date.



Yoon Tiw gudradl Vo 3 () PY sl - Law JISag 4 Y

r ¥l ey Jond lagin 515 L elld 3 L el by - Y
sl el gy LAY 0 da ol Y gilly « Js¥ (g laeet]
ol 2l )b 5l Lkl Gl iatioin Liseds Syl ams
(/Y0) B 8 spphes dai Jitng 5,205 ¢ 5Ll s cildee
3o Ld Curdsg e ) T i)l Ll 3 Lol T o Ly
PPN P P UUpPY] b SUPREN [ CON g 39 O 7
Y a8 ol e o BN

Y AU sy e (¢ it Sl ey = ¥
S eyl L3 ads o2 s et g et
Jsl #LEl tﬂujrus.;qjtya_mmJjH_su
L, AR oS | D DY RSV U PO 11 [0 W 1 B D
il i gh ol —ally S s L o bsy oo
oo st o IV et gl Lged Sy (N L ]
S R ERRE |

GG gl f IS ol o s e i i s 3l - £
(Yhs (V) Sl it ol oyt Loty o] ol il S
sy 2 Gavasdl dyandl 36 s e 1z il (V)
Wsfs, Y Jou s nL_,II,_,Ls.A__...J.aJIL...Tle.Ll:\_,_:‘.,L_JlS'\JI
C deSIG e ol I Lzl ol S 2t
eIl 2SN adi < Lzl Js L wsr_-q‘yiu_u
R AFRT

LeJl Sladl ardualt Je ol o by cally 2B oo 2] - 0
= c)lw] Lol o oy S s u.vL.,‘
o= 2z G Ol e s LIS Y o6 el peg (T
PSYRES I e PR PO LT RV AC I P e T PO R LIEVCT
oy it aidl gy



YA Y.k bl V0 () Y saalt - de M A

(ii) Development Expenditures, including those accumulated
priot to the commencement of initial Commercial
Production which for the purposes of this Agreement shall
mean the date on which the first regular shipment of Crude
Oil or the first deliveries of Gas are made, shal be
recoverable at the rate of twenty-five percent (25%) per
annum  starting either in the Tax Year in which such
expenditures are incuired and paid or the Tax Year in
which initial Commercial Production commences,
whichever is the later date.

(i) Operating Expenses, incurred and paid after the Date of
initial Commercial Production, which for the purposes of
this Agreement shall mean the date on which the first
regular shipment of Crude Oil or the first deliveries of Gas
are made. shall be recaverable either in the Tax Year in
which such costs and expenses are incurred and paid or the
Tax Year in which initial Comrnercial Production aceurs,
whichever is the later date.

(iv) To the extent that, in a Tax Year, costs, expenses ot
expenditures recoverable per paragraphs (), (i) and (iti)
preceding, exceed the value of all Cost Recovery Petroleum
for such Tax Year, the excess shall be carned forward for
recovery in the next succeeding Tax Year(s) until fully
recovered, but in no case after the termination of this
Agreement, as to CONTRACTOR.

(v) The recovery of costs and expenses, bascd upan the rates
referred to above, shall be allocated to each quarter
proportionately (one fourth to each quarter). However, any
rccaverable costs and expenses not recovered 1n one quarter
as thus allocated, shall be carried forward for recovery in
the next quarter.
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