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

THE EGYPTIAN GENERAL PETROLEUM
CORPORATION

AND
BP EXPLORATION (DELTA) LIMITED
IN
EAST MORGAN AREA
GULF OF SUERZ
A.RE.

This Agrecment made and entered on this ... day of ............. ,

2003, by and between the ARAB REPUBLIC OF EGYPT (hereinaiter
referred 10 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 (hereinafier referred to as
“EGPC™) and BP EXPLORATION (DELTA) LIMITED, a houled
liability company organized and existing under the laws of England

(hereinafter referred 10 variously as “BP” or as "CONTRACTORT).
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WITNESSETH

WHEREAS, all minerals 1ncluding petroleum, existing 1n mines and
guarries in A.R.E., includimg the territonal waters, and in the seabed
subject (o 1ts junisdiction and extending beyond the termitorial waters, are
the property of the State; and

WHEREAS, EGPC has applied for an exclusive concession for the
expleration and exploitation of petroleum in and throughout the area
referred to in Arucle II, and described it Annex “A” and shown
approximately on Annex “B”, which are attached hereto and made part
hereof (hereinafter referred to as the “Area”); and

WHEREAS, BP agrees to undertake 1ts obligations provided hereinafter
as a CONTRACTOR with respect to the exploration, development and
production of petroleum 1n East Morgan Area, GULF OF SUEZ; and

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

WHEREAS, the Minster of Petroleum pursuant to the provisions of

Law No. 86 of 1956, may enter Into a concession agreemenl with
EGPC, and with “BP” as a CONTRACTOR in the said Area.

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

(a) "Exploration” shall include such geological, geophysical, aeral and
other surveys as may be contained in the approved Work Programs
and Budgets, and the drnilling of such shot holes, core holes,
straugraphic tests, holes for the discovery of Petroleumn or the
appraisal of Petroleum discoveries and other related holes and
wells, and the purchase or acquisition of such supplies, matenals,
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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(b) “Development” shall include, but not be limited to, all the
operations and activities pursuant to approved Work Programs and

Budgets under this Agreement with respect to:

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

the status of a well, and

(11) design, engineering, construction, installation, servicing and
maintenance of equipment, lines, systems facilities, plants and
related operations 10 produce and operate said development
wells, taking, saving, treating, handling, storing, transporting
and dclivering Petrolcum, repressuring, recycling and other

secondary recovery projects, and

(i11) transportation, storage and any other work or activities necessary
or ancillary to the activities specitied in (1) and (i1).

(c) "Petroleum™ means Liquid Crude Oil of vanous densities, asphalt, Gas,
casinghead gas and all other hvdrocarbon substances that may be
found m, and produced, or oltherwise obtained and saved from the Arca
under this Agrcement, and all subslances thal may be extracted
therefrom.

(d)} “Laquid Crude Gil” or “Crude Oil” or “Oil” means any hydrocarbon
produced from the Area which is 1n a liquid state at the wellhead or
lease separators or which 1s extracted from the Gas or casinghcad
gas in a plant. Such Liquid state shall exist at sixty degrees
Fahrenheit (60°F) and atmospheric pressure of 14.65 PSIA. Such
term includes distillate and condensate.
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(e) "Gas” means natural gas both associated and non-associated, and all
of its constituent elements produced from any well in the Area
(other than Liquid Crude Oil) and all non-hydrocarbon substances
therein. Said term shall include residual gas, that Gas remaining
after removal of LPG.

(f) “LPG™ means liquefied petroleum gas, which is a mixture principally
of butane and propane liguefied by pressure and temperature.

(2) A "Barrel” shall consist of forty-two (42) United States gallons,

bquid measure, corrected to a temperature of sixly  degrees
Fahrenheitr (60°F) and atmospheric pressure of 14.65 PSIA.

(h) (1) “Commercial Oil Well” means the first well on any geological
feature which after testing for a period of not more than thirty
(30} consecutive days where practical, but in any event jn
accordance with sound and accepted industry production
practices, and venfied by EGPC, is found 10 be capable of
producing at the average ratc of not less than two thousand
(2000) Barrels of o1l per day (BOPD). The date of discovery
of a 'Commercial Oil Well” is the date on which such well is
tested and completed according to the above.

(2) "Commercial Gas Well” mecans the first well on any geological
feature which after testing for a period of not more than thirty
(30) consecutive days where practical, but in any event in
accordance with sound and accepted industry production
practices and verified by EGPC, is found to be capable of
producing at the average rate of not less than fifteen million
(15,000,000) standard cubic feet of Gas per day (MMSCED).
The date of discovery of a4 “Commercial Gas Well” is the date
on which such well 15 tested and completed according to the
above.
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(1} "A.R.E." means ARAB REPUBLIC OF EGYPT.

(j) "Effective Date” means the date on which the text of this
Agreement 15 signed by the GOVERNMENT, EGPC and
CONTRACTOR, after the relevant Law is 1ssued.

(k) (1) "Year" means a period of twelve (12) months according to the

Gregorian Calendar.

(2) "Calendar Yedr®™ means a period of twelve (12) months
according to the Gregorian Calendar being lst January to

3 1st December.
(1) "Financial Year” means the GOVERNMENT 's financial year according
to the laws and regulations of the A.R.E.
(m) " Tax Year " means the penied of twelve (12) months according to the laws
and regulations of the A R.E.
(n}) An "Aifihated Company” means a company:
(1) of which the share capital, conferring a majority of votes at

stockholders’ meetings of such company, s owned directly or
indirectly by a party hereto; or

(11} which s the owner directly or indirectly of share capital
conferrimg a majorntv of votes at stockholders’ meetings of a
party hereto; or

(11) of which the share capital conferming a majority of votes at
stockholder’s meetings of such company and the share capital
conferring a majority of votes at stockholders' meetings of a
party hereto are owned directly or indirectly by the same

company.
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"Exploration Block" shall mean an area, the comer points of which
have to be coincident with three (3) minutes by three (3) minutes
latitude and longitude divisions, according to the International Grid
dSystem where possible or with the existing boundaries of the Area

covered by this Concession Agreement as set out in Annex "A".

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

"Development Lease(s)" shall mean the Development Block or
Blocks covenng the geological structure capable of production, the
corner points of which have 1o be coincident with one (1) minute by
one (1) munuie latitude and longitude divisions according to the
Intermational Grid Systcm where possible or with the existing

boundaries of the Atea covered by this Cencession Agreement as
set out in Annex "A".

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

"Gas Sales Agreement” shall mean 4 written agreement between
EGPC and CONTRACTOR (as sellers) and EGPC or The Egyptian
Natura] Gas Holding Company (EGAS) ar a mutually agreed third
party (as buyer), which contains the terms and conditions for Gas
sales from a Development Lease entered into pursuant w Article VII ().

“Standard Cubic Foot” (SCF) is the amount of Gas necessary (o fill
one (1) cubic foot of space at atmospheric pressure of 14.65 PSIA at
a base temperature of sixty degrees Fahrenheil (60° F).
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ARTICLE 11
ANNEXES TO THE AGREEMENT

Annex “A’ 15 a description of the area covered and affected by this
Agreement, hereinafter reterred to as the "Area”.

Annex “B" is a provisional illustrative map on the scale of
approximately (1: 550,000) indicating the Area covered and affected hy
this Agreement and described in Annex "A".

Annex “C” is the form of 4 Letter of Guaranty to be submitted by
BP EGYPT Company as Guarantor on behalf of CONTRACTOR to
EGPC one (1) day before the time of signature by the Minister of
Petreleum of this Agrcement, for guaranteeing the execution of
CONTRACTOR s minimum Exploration obligations hereunder for the
initial threg (3) year Exploration penod by paying and/or transferring a
quantity ot Crude oil sufficient in value to cover the shortfall between
the sum of four million and five hundred thousand U.S. Dollars
(5 4.500,000) and the amount of money spent by CONTRACTOR and
approved by EGPC. In case CONTRACTOR extends the initial
Exploranon Period for two (2) additional periods, each of three (3) years,
each in accordance with Article 1II {(b) of this Agreement, similar Letters
of Guaranty shall be issued and be submitted by BP EGYPT Company as
Guarantor on behalf of CONTRACTOR on the day the CONTRACTOR
exercises 1ts option to extend. The first such letter of Guaranty shall be
for guaranteeing the payment and/or transfer a quantity of Crude oil
sufficicnt in value to cover the shortfall between the sum of four million
and five hundred thousand U.S. Dollars ($ 4,500,000} and the amount of
money spenl by CONTRACTOR and approved by EGPC and the second
such Letter of Guaranty shall be for guarantecing the payment and / or
transfer of a quantty of Crude o1l sufficient in value to cover the
shorttall between the sum of five million U.S. Dollars ($ 5,000,000) and
the amount of money spent by CONTRACTOR and approved by EGPC
less in both instances. any excess expenditures of the preceding
Exploration penod permitted for carry forward in accordance with
Article TV (b) third paragraph of this Agreement. Each of the three
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Letters of Guaranty shall remain effective for six (6) months after the
end of the minal Exploration period or any successive Exploration
periad(s), as the case may be.

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.

Annex “F” is a current map of the National Gas Pipeline Grid
System ¢stablished 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 flange connecting the development lease pipeline
to the nearcst point or .he National Gas pipeline Grid System as
depicted in Anne:. "F" or as olherwise agreed by EGPC and
CONTRACTGR .

Annexes "A", "B", "C", "D", "E" and "F" to this Agrecment are
hereby made part hercof, and they shall be considered as having equa!
force and effect with the provisions of this Agreement.

ARTICLE III
GRANT OF RIGRHTS AND TERM
The GOVERNMENT hereby grants EGPC and CONTRACTOR

subject to the terms, covenants and conditions sel 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 Annexes
I!A"’ and IIBH.
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(a)

(b)
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The GOVERNMENT shall 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 Area
during the Development period including renewal  Said rovalty
shall be bome 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 attributable to the CONTRACTOR.

An mitial Exploration period of three (3) years shall start from the
Effective Date. Two (2) successive extensions to the imtal
Exploration penod, each of threc (3) years shall be granted to
CONTRACTOR at its option, upon not less than thirly (30) days
prior wntlen 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 1ts obligauons hereunder for that period. This Agreement
shall be tcrminated if neither a Commercial Oil Discovery nor a
Commercial Gas Discovery is established by the end of the ninth
(9"} year of the Exploration pertod, as may be extended pursuant 1o
Article V. (a). The election by EGPC to undertake a sole risk
venture under paragraph {c) shall not exiend the Exploration period
nor atfect the termination of this Agreement as to CONTRACTOR.

Commercial Discovery:

(1) A Commercial Discovery - whether of Oil or Gas - may consist
of one producing reservoir or a group of producing reservoirs
which is worthy of being developed commercially. After
discovery of a Commercial Oi11 or Gas Well CONTRACTOR
shall, uniess otherwise agreced upon with EGPC, undertake as
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part of 1ts Exploration program the appraisal of the discovery by
drilling one or more appraisal wells, to determine whether such
discovery 1s worthy of being developed commercially, taking
into  consideration the recoverable reserves, production,
pipeline and termunal facilitics 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 01l and
(ras unless otherwise spectfied.

i} CONTRACTOR shall give notice of a Commercial Discovery

o BEGPC immmediately after the discovery is  considered by
CONTRACTOR to be worthy of commercial development but
in any event with respect to a Commercial Qil 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 Qil Well, whichever is carlier or
with respect to a Commercial Gas Wcll not later than twenty
four (24) months following the date of the discovery ol the
Commercial Gas Well (unless EGPC  agrees that such period
may be extended) except that CONTRACTQOR shall also have
the nght to give such notice of Commercial Discovery with
respect Lo any reservolr or reservolrs cven 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
reservolrs, considered collecnively, could be worthy of commercial
development.

CONTRACTOR may also give a notice of a Commercial Oil
Discovery in the event it wishes to undertake a Gas Recycling
Project.
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A notice of Commercial Gas Discovery shall contain all
detailed particulars of the discovery and especially the area of

(as reserves, the estimated production potennial and profile and
freld life.

Within sixty (60) days following receipt of a notice of a
Commercial Oil or Gas Discovery, EGPC and CONTRACTOR
shall meet and review all appropriate data with a view 10
mutually agreecing upon the existence of a Commercial
Discovery. The date of Commercial Dhscovery shull be the
date EGPC and CONTRACTOR jomntly agree in writing that a
Commerciat Discovery exists.

(1v) If Crudge Onl is discovered but is not deemed by CONTRACTOR

to be a Commercial O1] Discovery under the above provisions
of this paragraph {c), EGPC shall one (1) month after the
expiration of the period specified  above within which
CONTRACTOR can give notice of a Commercial Oil
Discovery. or thirteen (13) months after the completion of
a well not considered to be a "Commercial Oil Well”, have the
right, followimg sixty (00) days notice 1n writing o
CONTRACTOR, at 1ts sole cost, nisk and expense, to develop,
produce and dispose of all Crude O1]l [rom the geological
feature on which the well has been dnidled.  Said notice shall
state the specific area covering said geological feature to be
develaoped, 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
wriling, elect to develop such area as provided for in the case of
Commercial Discovery hereunder. In such event all terms of
this Agreement shall continue to apply to the specified area.
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If CONTRACTOR elects not to develop such area, the specific
area covering said geological teature shall be set aside for vole
risk operations by EGPC, such area to be mutually agrced upon
by EGPC and CONTRACTOR on the basis of good petroleum
industry practice. EGPC shall be entitled to pecform 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 Otil produced from such specific
area a quantity of Crude Oil cqual in value lo three hundred
percent (300%) of the cost it has incurred in carrying out the
sole risk operations, CONTRACTOR shall have the option,
only n 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 ordimary Development Lease under this  Agreement and
thereafter shall be operated in accordance with the terms
hereoi; or (1) altermauvely, in the event that at such time EGPC
or 1its Affihated Company is conducting Development
operations in the area at its sole expense and EGPC elects to
continue operating, the arca shall remain set  aside and
CONTRACTOR shall only be entitled to its production sharing
percentages of the Crude Onl as specified in Article VI (b).
The sole risk Crude Oil shall be valued in the manner provided
m  Article VII (¢). In the event of any termination of thts
Agreement under the provisions of Article III (b), this
Agreement shall, however, continue to apply to EGPC's
operation of any sole rnisk venture hereunder, although such

Agreement shall have  been terminated with respect to
CONTRACTOR pursuant to the provisions of Article HI (b) .
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(d) Conversion 1o a Development Lease:

(1) Following a Commercial Oil Discovery or a Commercial Gas
Drscovery the extent of the whole area capable of production to
be covercd by a Development Lease shall be mutually agreed
upon by EGPC and CONTRACTOR and be subject to the
approval of the Minister of Petrolcum.  Such areag shall be
converted automatically into a Development Lease without the
issue of any additional legal instrument or permission.

(ii) Following the conversion 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 and CONTRACTOR shall
endeavor with diligence to find adequate markets capable of
absorbing the production of Gas and with respect Lo the local
markets, EGPC shall advise CONTRACTOR of the potential
outlets for such Gas, and the expected annual schedule of
gemand. Thereafter, EGPC and CONTRACTOR shall meet
with a view (0 assessing whether the outlets for such Gas and
other relevant factors warrant the development and production
of the Gas and 1nt case of agreement the Gas thus made available
shall be disposed of 10 EGPC or EGAS under 4 [ong-term Gas
Sales Agreement in accordance with and subject 1o the
conditions set forth in Article VII .

(111) The Development period of cach Development Leasc shall be
as follows:

(aa) In respect of a Commercial Oil Discovery, twenty (20)
years from the date of such Commercial Discovery plus the
Extension Period {as defined below) provided that, in the
event that, subsequent to the conversion of a Commercial
Oil Discovery into a Development Lease, Gas is discovered
m the sume 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, LPG extracted from such Gas and Crude Oil
in the form of condensate produced with such Gas for
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twenty (20) years from the date of first deliveries of Gas
locally or for export plus the Extension Period (as defined
below) provided that the duration of such Development
Lease hased on a Commercial Oi]l Discovery may not be
extended bevond thirty-five (35) years from the date of
such Commercial Oil Discovery, unless otherwise agreed
upon between EGPC and CONTRACTOR and subject o
the approval of the Minister of Petroleum.

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

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

vears {rom the date of first deliveries of Guas Jocally or for
export plus the Extension Period (as defined below)
provided that, if subsequent to thce conversion of
a Commercial Gas Discovery into a Development Leasce,
Crude O1l 15 discovered 1in the same Development Lease,
CONTRACTOR's share of such Crude Oil from the
Development Lease (except LPG cxtracted from Gas  or
Crude Oil in the form of condensate produced with Gas)
and Gas associated with such Crude Oil  shall revert
cntircly to EGPC upon the lapsc of twenty (20) years from
the cate of such Crude Oi] Discovery plus the Extension
Period (as defined below).

Notwithstanding, anything to the contrary under this
Agreement, the duration of ¢ Developmenl Lease based on
a Commercial Gas Discovery shall 1n no case exceed
thirty-five (35) 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

(1l Dhscovery but shall not be required to apply for a new
Development Lease in respect of such Crude Oil.

The "Extension Period" shall mean a penod of five (5)
years which may be elected by CONTRACTOR upon six (6)
months wniten request sent by CONTRACTOR to EGPC
prior to the expiry of the relevant twenty (20) year perod
supplemented by technical studies including evaluation of
production perind expected levels of productnon dunng
extension period, CONTRACTOR’'s obligations and
relevant economic consideration. This extension period is
subject to the approval of the Mimster of Petroleum. This
approval will be given 1if the Development Lease 1s
economically producing or is capable of production.

(e) Development operations shall upon the issuance of a Development
Lease granied following a Commercial Oil Discovery, be started
promptly by Operating Company and be conducted in accordance
with good otl field practices and accepted petroleum engineering
principles, unti! the field is considered to be fully developed, it being
understood that 1if associated gas i1s not ulilized, EGPC and
CONTRACTOR shall negotiate in good faith on the best way lo
avoid impairing the production in the interests of the patties.

In the event no Commercial Production of O1l 1n regular shipments
ot Gas detiveries from any Development Block within four (4) years
from the date of the Commercial Oil Discovery, or from the date of
first Gas deliveries for local or export. such Development Block
shall immediately be relingquished, unless there 1s a Commercial Oil
or Gas discovery on the Development Lease. Each Development
Block in a Development Lease bemg partly within the radius of
drainage of any producing well 1n such Development Lease shall be
considered as participaiing in the Commercial Production referred
Lo above.

Development operations in respect of Gas and Crude Oil in the form
of condensate or LPG to be produced with or extracted from such
Gas shall, upon the signature of a Gas Sales Agreement or
commencement of a scheme to disposc of the Gas, whether lor



Vootiie Ll YN G (Al ) 8 sadl - L M5 bl A

8l il 5t Ty Ot ki o) JL1 100 e iy
Joio 3 e tlin Ll aelydl) sy $U3  Jos 2 Oldaaly 0LE1
HETPOUPV A IRY PARCSS BETR PRIV B3 JE 3 WA e | IRV PR PRSP
b ol wie Gy S 500 Pl i o 31 L Dl iy o oSl
we Amm e Gl D Glasll dnddl e O 0 ) ,SUE AT Ay
a3 O e gl il L
e ol o JUidl w gy b e o Ly o gl o 3T 15
plhad SV edn Olellel o o, g lhS o oo (o 2 jLall
| g g2 g Ll i SRFNUFTACE FPP sidldabi, il
NPT pEEE | )V EWAL [ Ty ] D P D] PR PSS
o 3 azs Lo e ey dde ] ate comdl g o gl p Wil J s
la & gas o, o Sl sl e e ) 2l IS a5
o5 - N eidaie o ellis o (L 0,50 O Ll gl o]
A el ity W5 B3 IS b 5, S U LYy S )
= gl el oS I S gl Jpad ) oS ol Lasl Ll
o5 A OBl s W il S s s
REIPPENEL) | PPES- SRR K S-S | PUVE S| TP IPIN EIU PSS
S AL LSl Wy el idh oY Gaasd | 20V s
. Aidaid b sl
BSG WLl Ly I Ol paally IS G iy y Syl Jases, ()
rO VLT I CH IS Y PPN (U (P PO S I P S PP TR I B |
G B sm oty Y Gl adlazy e andyy o Sl Y e K
3y 3+ A\ sda b By e i i Le e Syl



PR YRl Y () A sl — e i

cxport as referred to in Article VII 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 Agreement or scheme. In the event no
Commerciil Production of Gus 1s cstablished in accordance with
such Gas Sales Agreement or scheme, the Development Lease

relating to such Gas shall be relinquished, unless otherwise agreed
upon by EGPC.

I, upon application by CONTRACTOR it 1s recognized by EGPC
that Crude il or Gas is being drained from an Exploration block
under this Agreement into a Development Block on an adjoining
concession area held by CONTRACTOR, the Block being drained
shalf be considered as participating 1in the Commercial Producuon
of the Development Block in question and the Block being drained
shall be converted into a Development Lease with the ensuing
allocation 0} costs and production  (calculated from the Effective
Date or the date such  drainuge occurs, whichever is later) between
the two  Concession Areas.  The allocation of such costs and
production under each Concession Agreement shatl be in the same
portion that the recoverable reserves 1in the drained geological
structure  underlying each Concession Area bears to the totul
reccoverable reserves of such structure  underlying both Concession
Arcus. The production allocated to a concession area shall be priced
according o the concession agreement covering that concession
ared.

() CONTRACTOR shall bear and pay all the costs and expenses
required 1n carrying out all the operations under this Agreement but
such costs and expenses shall not include any interest on investment.

CONTRACTOR shall look only to the Petroleum to which it is
entitled under this Agreement o recaver such costs and expenses.
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Such costs and expenses shall be recoverable as provided in
Atrticle VII.  Duning the term of this Agreement and its renewal,
the total production achieved in the conduct of such operations shall
be divided between EGPC and CONTRACTOR in accordance with
the provisions of Article VII.

(g) (1)

{2}

Unless otherwise provided, CONTRACTOR shall be subject to
Ezyptian income tax laws and shall comply with the
requirements ot such laws with respect to the filing of retums,
the assessment of tax, and keeping and showing of books and
records.

CONTRACTOR's annual immcome 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 other disposttion of all Petroleum acquired by
CONTRACTOR pursuant to Article VII (a) and (b),

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

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

Plus:

An amount equal to CONTRACTOR's Egyplian income taxes
grossed up 1n 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 i the first paragraph of
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Article VII (a) (1). All costs and expenses of CONTRACTOR
In conducting the operations under this Agreement which are
not controlled by Artcle VII (a) as above qualified shall be
deductible in  accordance with the provisions of the Egypiian

Income Tax Law.

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

EGPC 1 the name and on behalf of CONTRACTOR shall be
considered income to CONTRACTOR.

EGPC shall fumnish to CONTRACTOR the proper official
recelpts evidencing the payment of CONTRACTOR's Egyptian
mmcome  tax for each TFax Year within ninety  (90) days
following the receipt by EGPC of CONTRACTOR's tax
declaration for the preceding Tax Year. Such reccipts shall be
tssued by the proper Tax Authonties and shall state the amount
and other particulars customary for such reecipts.

As used herein, Egyptian Income Tax shall be inclusive of all
income taxes payable in the A R E. (including tax on tax) such
as the tax on income from movable capital and the tax on
prolits from commerce and industry and inclusive of taxes
bascd on income or profits including all dividends, withholding
with respect to shareholders and other taxes imposed by the
GOVERNMENT of A.R.E. on the distnbution of income or
profits by CONTRACTOR.
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(6) In calculating its A R.E. income taxes, EGPC shall be entitted

to deduct all royalties paid by EGPC to the GOVERNMENT

and CONTRACTOR's Egypuan income taxes paid by EGPC
on CONTRACTOR's behall.

ARTICLE TV
WORK PROGRAM AND EXPENDITURES
DURING EXPLORATION PERIOD

(a) CONTRACTOR shall commence Exploration operations hereunder

(b)

not later than six (6) months after the Effective Date. Not
later than the end of the twelfth (12”‘) month aflter the Effective
Date, CONTRACTOR shall starr Exploratory  drilling

opcrations 1n the Area with a commitment of drilling one (1)
wcll in the first year of the mitial Exploration period. EGPC
shall make available for CONTRACTOR’s use all seismouc

survey, wells and other Exploration data in EGPC’s possession
with respect to the Area as EGPC 1s entitled to do so.

The smunal Exploration period shall be three (3) vears.
CONTRACTOR may cxtend this Exploration period for two (2)
successive extension periods each of three (3) years in accordance
with Article 11 (b), each of whrch upon at least thirty (30) days
prior written notice to EGPC, subject 1o its expenditure of its
minimiium  Exploration obligations and of 1ts fulfillment of the
dnlling obligations hercunder, for the then current period.

CONTRACTOR shall spend a minumum of four million and five
hundred thousand U.S Deollars ($ 4,500,000) on  Exploration
operations and activities related therete during the ininal three
(3) year Exploraton period; provided that CONTRACTOR
shall dnll one (1) well 1n the first year of this imtial Exploration
pericd. For the first three (3} vyear extension period that
CONTRACTOR eiects to extend beyond the initial Exploration
period, CONTRACTOR shall spend a mmnimum of four million
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and five hundred thousand U.S. Dollars {$ 4,500,000) and for
the second three (2) year extension period that CONTRACTOR
elects to extend beyond the three (3} year first extension period,
CONTRACTOR shall also spend a minimum of five million
U.S. Dollars (5 5,000,000). During each of the first and second
extension periods that CONTRACTOR elects to extend beyond
the 1mitial Exploration period, CONTRACTOR shall drill one
(1) well in each.

Should CONTRACTOR spend more than the minimum amount
required to be expended or drill more wells than the minimum
required to be drilled during the initial three (3) vyear
Exploration period, or during any period Lhereafter, the excess
may be subtracted from the minimum amount of money required
(0 be expended by CONTRACTOR or minimum number of
wells required to be drilled during any succeeding Exploration
period{(s}, as the case may be.

In case CONTRACTOR surrenders its Exploration rights under
this Agreement as set forth above before or at the end of the
third (3™} ycar of the iniual Exploration period, having
expended less than the total sum of four million and five
hundred thousand U.S. Dollars($ 4,500,000), on Exploration or
tn the event at the end of the third (3™) year, CONTRACTOR
has expended less than said sum in the Area, an amount equal
to the difference between the said four million and five
hundred thousand U.S. Dollars ($ 4,500,000) and the amount
actually spent on Exploration shall be paid by CONTRACTOR
to EGPC at the time of surrendering or within six (6) months
from the end of the third (3™) year of the initial Exploration
period, as the case may be. Any expenditure deficiency
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by CONTRACTOR at the end of any additional period for the
reasons above noted shall sinmiarly result in a payment by
CONTRACTOK to EGPC of such deficiency. Provided this
Agreement 18 still in force as (o CONTRACTOR, CONTRACTOR
shalt be entitled to recover any such payments as Exploration
Expenditure in the manner provided for under Article VII in the
event of Commercial Production.

Without prejudice to Article I11 (b), in case no Commercial Oil
Discovery 1s established or no notice of Commercial Gas
Discovery 1s given by the end of the ninth (9') year, as may be
cxtended pursuant to Article ¥V (a) or in case CONTRACTOR
surrcnders the Area under this Agreement prior to such time,

EGPC shall not bear any of the aforesaid expenses spent by
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
Exploration Work Program and Budget for thce Arca scuing
forth the Exploranon operations which CONTRACTOR
propeses Lo carry out dunng the ensuing Year.

The Exploration Work Program and Budget shall be reviewed
by a joint committee to be established by EGPC and CONTRACTOR
atter the Effective Date of this Agreement. 1his Commtlee,
hereinafter referred 1o as the "Explorauen Advisory Commitiee”,
shall consist of six (6) members, three (3) of whom shall be
appointed by EGPC and three (3) by CONTRACTOR. The
Chatrman of the Exploration Advisory Committee shall be
designated by EGPC from among the members appoinied by 1L
The Exploration Advisory Committee shall review and give
such advice as 1t deems appropriate with respect 1o the proposed
Work Program and Budget. Foliowing review by the Exploration
Advisory Committee, CONTRACTOR shall make such
revisions as CONTRACTOR deems appropriate and submat the
Exploration Work Program and Budget to EGPC for is
approval.
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Following such approval, it is further agreed that:

(1) CONTRACTOR shall not substantially revise or modify

said Work Program and Budget nor reduce the approved
budgeted expenditure without the approval of EGPC;

(1) In the event of emergencies involving danger of loss of
lives or property, or damage to the environment,
CONTRACTOR may expend such additional unbudgcted
amounts as may be required to alleviatc such danger or
damage. Such expenditure shall be considered in all
aspects as Exploration Expenditure and shall be recovered
pursitant to the provisions of Article VII hereof.

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

(¢} CONTRACTOR shall be responsible for the preparation and
performance of the Exploration Work Program which shall be
imiplemented in a workmanlike manner and consistent with
good industry practices.

Except as 1s appropriate for the processing of data. specialized
laboratory enginecring and development studics thereon, 10 be
made in specialized conters outside AR.E., all geological and
geophysical siudies as well as any other studics related to the
pertormance of this Agreement, shall be made in the A.R.E.

CONTRACTOR shall entrust the management of Exploration
operztions n the AR.E. to 1ts technically competent General
Manager and Deputy General Manager. The names of such
Manager and Deputy General Manager shall, upon appointment,
be forthwith notified 1o the GOVERNMENT and to EGPC. The
General Manager and, in his absence. the Depuly General
Manager shall be entrusted by CONTRACTOR with sufficient
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powers [0 carry out tmmediately all lawful written directions
given 10 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
10 conthet with this Agreement shall apply to CONTRACTOR.

(f) CONTRACTOR shall supply EGPC, within thirty (30) days from

the end of each calendar quarter, with a Stutement of
Exploration activity showing costs incurred by CONTRACTOR
during such quarter. CONTRACTOR's records and necessary
supporting documents shall be available for inspection by
EGPC at any tume during regular working hours for three (3}
months from the date of receiving each statemnent.

Within the three (3) months from the date of receiving such
Statement, 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 scrvices supplied are not in line
with the mtemational market prices for goods or services
of similar quality supplicd on similar terms  prevailing at
the aime such goods or services were supplied, provided
however, that purchases made and services performed
writhin the A R.E. shall be subject to Article XX VI;

(3) that the condition of the materials fumished by
CONTRACTOR does not tally with their prices; or

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

CONTRACTOR shali confer with EGPC 1n connection with the
problem thus presented, and the parties shall attempt to  reach
a settlement which 1s mutually satisfactory.

Any retmbursement due to EGPC out of the Cost Recovery
Petroleum as a result of reaching agreement or of an arbitral
award shall be promptly made in cash to EGPC, plus simple
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intcrest at LIBOR plus two and one half percent {2.59%) per
annum {rom the date on which the disputed amountis) would
have been puid to EGPC according {0 Article V11 (a) (2) and
Annex “E” of this Agreement (i.¢., the daie 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
fieures  published by the Financial Times reprcsenting the
mid-point of the rates {bid and ask) applicable to one month
U.5.Dollars deposits in the London Interbank Furocurrency
Market on each fiftcenth (15th) day of cach month occurrng
between the date on which the disputed amount(s) would have
bean patd to EGPC and the date on which it is settled.

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

If such fifteenth (E5th) day 1s not a day on which LIBOR rates
are quoted in the London Interhank Eurocurrency Market, the
LIBOR rate to be used shall be that quoted on thc next
following dav on which such rates are guoted.

If within the time limit of the three (3) month peried provided
for in this paragraph, EGPC has net advised CONTRACTOR of
its objection to any Statcment, such Statement  shall be
considered as approved.

CONTRACTOR shall supply all funds necessary for its
operations in the AR.E. under this Agrecment n freely
convertible currency from abroad. CONTRACTOR shall have
the right to frecly purchase Egyptian cuirency in the amounts
necessaty for its operations in the ARE. from any bank or
ctitity autheorized by the GOVERNMENT to conduct foreign
CUrrency cxchanges.
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(h) EGPC is authorized to advance to CONTRACTOR the Egyptian
currency required for the operations wnder this Agreement
against receiving from CONTRACTOR an equivalent amount
of U.S. Dollars at the applicable rate of exchange, such amount
in 1J.S. Dollars shall be deposited in an EGPC account abroad
with a comrespondent bank of the National Bank of Egypt, Cairo.
Withdrawals from said account shall be used for fmancing
EGPC's and s Affitiated Companies' foreign currency  requirements
subject to the approval of the Minister of Petroleum,

ARTICLE ¥
MANDATORY AND VOLUNTARY RELINQUISHMENTS
(a) MANDATORY:

At the end of the third (3™) vear after the Effective Date hereof,
CONTRACTOR shali relinquish to the GOVERNMENT a total of
lwenty five percent (25%) of the original Area on the Effective date
not then converted to a Development Lease or Leases. Such
relinquishment shall be in a single ueit of whole Exploration Blocks
not converted to Development Leases unless otherwise agreed upon
between BEGPC and CONTRACTOR so as W enable the
refinquishment requirements 10 be precisely fulfilled.

At the end of the sixih (6”’) year afier the Effective Date hereod,
CONTRACTOR shall rclinquish to the GOVERNMENT an
additional twenty five percent (25%) of the original Area on the
Effective date not then converted to a Development Lease or Leases.
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 precisely fulfilled.
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Without prejudice to Agrlicles III and XXIIl and the last  three
paragraphs of this Article V (a), at the end of the ninth (9'") vear of
the Exptoration period, CONTRACTOR shall relinquish the
remainder of the Area not then converted to a Development

[eases.

It 15 understood that at the time of any relinquishment the arcas to
be converted into Development Leases and which are submitied to
the Mimister of Petrolcum for his approval according to Atticle 111
(d) shall, subject 10 such approval, be deemed converted 1o

Development Leases.

CONTRACTOR shall not be required to relinquish any Exploratien
Block or Blocks on which a Commercial Qil or Gas Well is
discovered before the period of time referred to in Article 1 (c)
given o CONTRACTOR w determine whether such Well s
a Commercial Discovery worthy of Development or 10 relinquish an
Exploration Block in respect of which a notice of Commercial Gas
Discovery has been given 1o EGPC  subject to EGPC's right 1o agree
on the existence of a Commercial Discovery pursuant to Article 11
(¢). and without prejudice to the requirements of Article TT] (e).

In the event at the end of the initial Exploration period or either of
the two successive extensions of the mitial Exploration period,
a well 1s actually dnliing or testing, CONTRACTOR shall be allowed
up 1o 81X {6) months to enable it to discover a Commercial Qil or
Gas Well or to establish a Commercial Discovery, as the case may
be. However, any such extension of up to six (6) months shall
reduce the lengih of the next succeeding Exploration Period, as
applicable. by that amount.
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(b)YOLUNTARY:

CONTRACTOR may, voluntarily, 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
relinqushment 1ts Exploration obligations under Article IV (b) have

been satisfied for such pertod.

Any relinquishments hercunder shalt be credited toward the
mandatory provisians of Article V (a) above,

Following Commeicial 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

{2) On Commerciat Discovery, EGPC and CONTRACTOR may form in

the A.R.E. an operating company pursuant to Article VI {b) and
Annex (D) (heremafter 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 A RE. 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 regulations as now or hereafter amended or substituted:

- Law No. 48 of 1978, on the employee regulations of public sector

companies;
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- Law No. 139 of 1981, promulgating the law on joint stock
companics, partnership himited by shares and fvmited hability
companies;

- Law Ne. 97 of 1983 promulgating the law conceming public sector
organmizations and companies;

- Law No. 203 of 1991 promulgating the law on public business secter
compames; and

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

(b) The Churter of Operating Company 15 hereto atiached as Annex D",
Within thirty (30) days after the date of Commercial Oy Discovery
or within thirty (30) days alter signature of a Gus Sales Agreement
or commencement of a scheme to dispose of Gas (unless otherwise
agreed upon by EGPC and CONTRACTOR), the Charter shall take
effect and Operating Company shall automaticully come into
existence without any further procedures. The Exploration Advisory
Commiuwtee shall be dissolved forthwith upon the coming 1nto
existence of the Qperating Company.

(c) Ninety {90) days after the date Operating Compdany comes into
existence 1 accordance with paragraph (b) above, 1t shall prepare
a Work Proeram and Budeet for further Exploration and Development
tor the remainder of the year in which the Commercial Discovery 1s
mude; and not later than four (4) months betore the end of the
current Financial Year (or such other date as may be agreed upon by
EGPC and CONTRACTOR) and four (4) months preceding the
commencement of each succeeding Financial Year thereatter (or
such  other date as may be agreed upon by EGPC and
CONTRACTOR), Opcrating Company shall prepare an annual
Production Schedule, Work Program and Budget for further
Exploraton and Development for the succeeding Financial Year,
The Production Schedule, Work Program and Budget shall be
submitted to the Board of Directors for approval.
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(d) Not later than the twentieth (20th) day of each month, Operating
Company shall fumish 1o CONTRACTOR a written estimate of 1ts
total cash requirements for expenditure for the firsi 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
consideration any cash cxpected to be on hand at month end.

Payment for the appropriate period of such month shall be made to
the correspondent bank designated in paragraph {e) below on the
first (1st) day and fifteenth (15th) day respecuvely, or the next
following business day, if such day is not 4 business day.

(e) Operating Company is authorized (o keep at its own disposal abroad in an

account opencd with a correspondent bank of the National Bank of Egypt.
Cairo, the foreign funds advanced by CONTRACTOR. Withdruwals
from said account shall be used for payment for goods and services
acquired abroad and for trunsfesting to a local bank in the AR E. the
requircd amount (o meet the expenditures in Ligypitan Pounds for
Operating Company in connection with 18 activitics under 1this
Agreemen.
Within sixty (60) days after the end of each Financial Year.
Operating Company shall submit to the appropriate exchange contral
authonities in the A.R.E. a statement, duly cerified by a recognized
{firm of auditors, showing the funds credited to that account, the
disbursements made out of that account and the balance outstanding
at the end of the Year.

() If and for as long during the period of production operations there
exists an excess capacity in factlities which can not during the penod
of such excess be used by the Operating Company, EGPC shall use
the excess capacity if 1t so desires without any financial or
operational disadvantage to the CONTRACTOR or OQOperating
Company.
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ARTICLE VII
RECOYERY 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
cxpenditures 1n respect of all the Exploration, Development and
related operanons under this Agrecment to the exient and out of
thirty percent (309%) of all Petrolcum produced and saved from
all Development Leascs within the Area hereunder and not uscd
in Petroleum operatons. Such Petrolcum s hercinafter reterred
to as "Cost Recovery Petrolecum™.
For the purposc of deternumng the classification ol all costs,
expenses and expenditures for their recovery, the following
lerms shall apply:
|- "Exploration Expenditures” shall mean all costs  and
expenses for LExploration and the related porton of indirect
expenses and overheads.

2- “Development Lxpenditures” shall mean all costs and
expenses for Development (with the exception of
Operating Expenses} and the related portion of indirect
expenses and overheads.

3- “Operaung Expenses’” shall mean all costs, expenses and
expenditures made after initial Commercial Production,
which costs, cxpenses und expenditures arc not normally
depreciable.

However, Operating Expenses shall include workover, tepair
and maintenance of asscts buat shall not include any of the
following: sidetracking, redritline and changing of the status of
a well, replacement of assets  or part of an asset, additions,
improvements, renewals or major overhauling that cxiend the
life of the asset.
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Exploration Expenditures, Development Expcnditures and
Operating Expenses shall be recovered from Cost Recovery
Petroleum m the following manner:-

(i) “Exploration Expenditures,” including those accumulated
prior (0 the commencement of inittal 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 dcliveries of Gas are made, shali be
recoverable at the rate of tweniy-five percenl (25%) per
annum starting cither in the Tax Year in which such
expenditures arc incurred and paid or the Tax Year 1o
which inidat  Commercial  Production commences,
whichever s the laler date.

(i1) “Development Expenditures,” including thosc accumulated
prior 0 the commencement of imitral 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. shail be
recoverable at the rate of twenty five percent (25%) per
annum  starting either in the Tax Yeur mm which such
expenditures are incurred and paid or the Tax Year 1n
which 1mitial  Commercial  Production  commcences,
whichever s the later date.

(it1) “Operating Expenses,” incurred and paid after the date of
nitial Commercial Production, which for the purposes of
this Agrcement shall mean the date on which the tirst
recular shipment of Crude Oil or the first defiveries of Gas
are made, shall be recoverable either in the Tax Year 1n
which such costs and expenses are incurred and paid or the
Tax Year in which initiai Commercial Production occurs,
whichever is the later date.
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(v To the extent that, in a4 Tax Year, cosits, expenses or
cypenditures recoverable per paragraphs (i), (i) and {(in)
preceding, exceed the value of all Cost Recovery Petroleum
for such Tax Year. the excess shall be carried torward for
recovery m o the next succeedimg Tax Year(s) untl fully
recovered, but 1n no case after the tfermination of this
Aereement, as (o0 CONTRACTOR.

o e recovery of costs and expenses, based upon the rates
ferred to above, shall be allocated to each guarter
rroportionately (one tourth to cach gquarter). Howevar, any
~ocoverable costs and expenses not recovered 1n one quatier
+- thus allocated, shall be carried forward for recovery in
Ui next quartes.

S bocopt as provided in Article VI (@) (3) and Arocle VI {e) (1),
t ONTRACTOR shall cach guarter be entitled to take and own
o5t Recovery Petroleum, which  shall be taken and
dr-poscd of 1 the maoner determined  pursuant to Article VI
(cr bootae extent that the value of all Cost Recovery Petroleum
[ax dewernnned in Arocle VI (¢)] exceeds the acteal recoverable
costs and  expenditures, including any cacry forward under
Aracle VI (u) (1} (1v), to be recovered in that quarter, then the
value of such Excess Cost Recovery  Petroleum shall be split
between EGPC and CONTRACTOR in accordance wath the
percentages speciiied in Arucle VI (b) (1} betow and EGPC s
shares shall be paid by CONTRACTOR to EGPC in cash 1in the
manner set lorth m Arucle 1V of the Accounung Procedure

contamed 1in Annex “E.



V.. § il ﬁ!_ﬂjf'\t_&j(@t?]“t st — Ao J1 2w A LA
:emﬁlph&ﬁl{.._.ﬂ

Wisy JL Wl Rl dny s Jy b e il (V) U 3 0yt (V)
J.:.;L.JIE:LJJ FLE.%J Lg.:-’-h..!').a..'.ur..;__:r :.-....:zt‘“ o Ja-j.'t'_, : :._'-_.‘rjfl :L:....;:.J:}U
. Aa) bk

:ﬁ&-;lﬂj”-‘

J Gl riOPY | . VYETHIPY TH{NE SRt
P | BT | IS S

L s s I'“'t ety

SRS TS PP LI DY 1)

(15 g @J-L"*-ﬂ]

(GUL 8 oy mimy W) (ZW 5 5 pma s b ) it iaS ol dm it Tl
(/. TF) L/ YY) Gl N e Bl o b

(1381 5 Saubeg D) (U g opmaensTld) 5] 2nef 5] i ) il
d/%JTG.*.&J;;&

LU 5 e ) CHLUBPFRARI IS SR 1] [ OUC g [PPSO s [¥
(/¥ ) {/A-) Sy g/ YO - o
Sl 0 o el s

(U1 e ikt ) (U S oplidy i) Sl i ] dowy 20 2
(/. VA) (/AY) LY SO I oyl



VY Y s VY () A sl - de S 2

(b) Production Sharing

(1) The remaining seventy percent (709) of the Petreleum shall be
divided between EGPC and the CONTRACTOR according to
the following shares: Such shares shall be taken and disposcd
of pursuant to Article VII {(e):

(i} Crude Qil

Crude Oil produced and
saved under this Agree-
ment and not used 1n Petro-
leum operations. Barrels oil
per day (BOPD) (quarterly
AVETAZE).

That portion or increment
up 1w 10,000
BOPD,

iess  than

That portion or mcrement
from 10.000 and up to less
than 25,000 BOPD.

That portion or ncrement
from 25,000 and up to less
than 50.000 BOFD.

That portion or increment
50,000 BOPD and

from
above.

EGPC
SHARE

(seventy seven
nercent)
(77 %)

(seventy eight
percent)
(78 %)

(cighty percent)
{80 9¢)

(cighty two percent)
(82 90)

CONTRACTOR
SHARE

(twenty three

percent)
( 23 %)

(twenty two

percent)
(22 %)

{twenty percent)
( 20 %)

(e1ghteen percent)
( 18 %)
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(i1} Gas and LPG

Gas and LPG produced und
saved under this Agree-
ment and not used n Petro-
leum operations (SCFD)
(quarterly average)

That portion or increment
up to less than 125,000,000
SCFD.

That portion or increment
from 125,000,000 and up
(0 less than 250.,000.000
SCEFD.

That portion or increment
from 250,000,000 and up
to less than 500,000,000
SCED.

Thuat portion or ncrement
from 500,000,000 SCFD

Al above.

EGPC
SHARE

(eighty percent)
(80%)

{cighty two percent})
(827 )

(eighty four percent)
(84%)

(erchty stx percent)

(8696)

CONTRACTOR
SHAREL

(twenty percent)
( 20 %)

(eightcen percent)

(18 %)

(s1xteen percent)
{ 16 %)

(fowrteen percent)
(14 %)
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(2) After the end of cach contractual year during the term of any

Gas Sales Agreement entered into pursuani (0 Article VII (e),
EGPC and CONTRACTOR (as sellers) shall render to EGPC
or EGAS {(as buyer) a statement for an amount of Gas, it any,
equal to the amount by which the quantity of Gas of which
EGPC or EGAS (as buyer) has taken delivery falls below
seventy Tive percent (73%9%) of the Contract quantities of Gas as
established by the applicable Gas Sales Agrecement (the
"Shortfall”), provided the Gas is available. Within sixty {(60)
days of receipt of the statement, EGPC  or EGAS (as  buyer)
shall pay EGPC and CONTRACTOR (as sellers) for the
amount of the Shortfall. :if any. The Shortfall shall be included
in EGPC's and CONTRACTOR's cntitlement to (as pursuant
o Arucle VII (a) and Article V]I (b) in the fourth (4th} quarter
of such contractual year.

Quantities of Gas not taken but to be paid for shall be recorded
in a scparatc “Take-or-Pay” Account. Quantities of Gas ("Muake
Up Gas") which are delivered in subsequent years 1o excess of
sevently five percent {(73% ) 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 “Fake-or-Pay”™
account to the extent thereof and, to  that extent, no payment shall
be due in respect of such Gas. Such Muake Up Gas shall not be
imciuded in CONTRACTOR's entitlement to Gas pursuant to
Aoticle VII (a) and Article VII (b). CONTRACTOR shall have
no rights to such Make Up Gas.

I at the end of any Contract yeur, LGPC and CONTRACTOR
(as scllers) fasl 10 deliver seventy tive percent (75%) of the
annual contract quantity of Gas as defined in 1he Gas Sales Agreement
with EGPC or EGAS (as buyer), the difterence between seventy
[ive percent (75%) o1 the annual Contract guantity of Gas and
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the actual gas quantity delivered shall be referred to as the
“Dehver- or - Pay Shortfall Gas”. EGPC or EGAS (as buyer) shall
have the right 10 take a quantity of Gas equal to Deliver-or- Pay
the Shortfall Gas and such quanuty shall be valued at ninety
percent (90% ) of the Gas price as defined in the Gas Salcs
Agrecment. The mechanism for the delivery-or-pay concept wil

be determined in the Gas Sales Agreement.

The percentages set {forth in Article VII (a) and this Article VII
(b) 1n respect of LPG produced from a plant constructed and
operated by or on behalf of EGPC and CONTRACTQOR shali
appiy ¢ all LPG available for delivery,

(c¢) Valuation of Petroleum:
(1) Crude Oil:

(1) The Cost Recovery Crude Qil to which CONTRACTOR  is
entitled hereunder shall be wvulued by EGPC and
CONTRACTOR at "Markct Price” for each calendar quarter.

(n) "Market Price” shall mean the weighted average prices
realized from sales by EGPC or CONTRACTOR during the
quarter, whichever is higher, provided that the sales to be
used in arreving at the weighted average(s) shall be sales of
compdrable quantitics on comparable credit terms in freely
convertible currency from F.O.B. point of export sales to
non-affiliated companies at arm’s length under all Crude Oil
sales contracts then in effect, but excluding Crude Oil sules
contracts involving barter and.

(1) Sales, whether direct or mdirect, through brokers or
otherwise, of EGPC or CONTRACIOR  to any
Affiliated Company.
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(2) Sales involving a quid pro quo other than payment in a
freely convertible currency or motivated in whole or in
part by considerations other than the usual economic
incentives for commercial arm’s length crude o1l sales.

() It is understood that in the case of C.ILF. sales, appropriate
deductions shall be made for transport and insurance charges
10 calculate the F.O.B. point of cxport price; and always
taking into account the appropriate adjustment for quality of
Crude O, freight advantage or disadvantage of port of
loading and ather appropriate adjustments, Market Price shall
be determined separately for each Crude Ol or Crude Oil
mix, and for each port of Joading.

(1v) It during any calendar quarter, there are no such sales by
EGPC and / or CONTRACTOR under the Crude Oil sales
contracts 1 effect, EGPC and CONTRACTOR  shall
mutually agree upon the Market Price of the barrel of Crude
(hl to be used for such quarter, and shall be guided by all
relevant and available evidence including current prices in
freely converiible currency of leading crude oils produced by
major o1l producing countres (in the Arabian Gulf or the
Mediterranean Arca), which are regularly sold in the open
market according to actual sales contracts terms but excluding
paper sales and sales promises where no crude oil is
deiivered, 1o the cxtent that such sales are effected under such
lerms and conditions {excluding the price) not significantly
different from those under which the crude oil to be valued,
was sold, and always taking into consideration appropriate
adjustments for crude oil quality, freight advantage or
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disadvaniage of port of loading and other appropriale
adjustments, us the case may be, for differences in gravity,
suiphur, and other factors generally recognized by sellers and
purchasers, as reflected in crude prices. transportation ninety
(90) days insurance premiums, unusual fees borne by the
seller, and  for credit terms in excess of sixly (60) days, and
the cost of loans or guarantecs eranted for the benefit of the

sellers at prevailing intercst rates.

It s the intent of the Partics that the value of the Cost
Recovery Crude Oil shall reflect the prevailing market price
tor such Crude Otl.

(v) If erither EGPC or CONTRACTOR considers that the Market
Price as determined under sub-paragraph (i1) abeve does not
retlect the prevailing Market Price or in the event EGPC and
CONTRACTOR ftail 10 agrec on Market Price for any Crude
Oil produced under this Agreement for any quarter within
hiteen (15) days after the end thercof, any party may
clect at any time thercafter to submit o a single arbitrator
the question, what single price per barrel, in the arbitrator's
Judgment, best represents for the pertinent quarter the Market
Price for the Crude Oil 1n question. The arbitrator shall muke
his determination as soon as possible following the guarter in
question. His determination shall be final und binding upon
all the parties. The arbitrator shall be selected in the manner

described below,
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In the event EGPC and CONTRACTOR {ail to agree on the
arbitrator within thirty (30) days from the date any party
noliftes the other that it has decided to submit the determination
of the Market Price to an arbitrator, such arbitrator shall be
chosen by the appointing authority designated in  accordance
with Aiticle XXIV {e), or such other appointing authority with
access to such expertise  as may be agreed to between EGPC
and CONTRACTOR, with regard to the qualifications for
arbitrators  set forth below, upon writlen application of one or
both of EGPC and CONTRACTOR. Copies of such application
by onc of them shail be promptly sent to the other.

The arbitrator shali be as nearly as possible a  person with an
cstablished reputation in the international petroleum industry as
an expert an pricing and marketing crude oil tm nternational
commerce. The arbitrator shall not be a citizen of a country
which does not have diplomatic relations with both the A.R.E..
and England. He may not be, at the time of selection, ermployed by,
Or an groitrator or consultant on a conbinuing or frequent basis to,
the Amernican Petroleum  Institute, the Orcamization of the
Petroleumn Exporting Countries or the Organization of Arab
Pelroleum Exporting Countries. or a consultant on a continuing
basis 1o FGPC, CONTRACTOR or an Affihated Company of
cither, but past occasional consultation with such companies,
with other peuroleum companies,  govemmental agencics  or
arganizations shall not be u greound for disqualification. He may
not have been, at any ume during the two (2) years before
selecuion, an - employee of any petroleum company or of any

sovermmental agency or organization.
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should a sclected person decline or be unable to  serve us
arbitrator or should the position of arbitrator fall vacant prior to
the decision called for, another person shall be chosen in the
same  manner provided in  this  paragraph. EGPC  and
CONTRACTOR shali share equally the expenses of the
arbitrator.

The arbitrator shall muke his determination in accordance with
the provisions of this paragraph, based on the best evidence
available to him. He will review oil sales contracts as well as
other sales data and information but shall be free to evaluate
th¢ extent to which any contracts, data or information i1s
substanniated or pertinent. Representatives of EGPC  and
CONTRACTOR  shall have the vight to consull with the
arbitratoy  and furnish him written materials provided the
arbitrator may imposc reasonable limitations on this right.
EGPC and CONTRACTOR  cach shall cooperate with the
arbitrator 10 the fullest  extent and each shall insure such
cooperaton of (1S rrading companies. The arbitrator shall be
provided access 10 crude o1l sales contracts and related daa
and information which EGPC and CONTRACTOR or their
rrading companies are able to make available and which in the
judgment of the arbitrator might aid the arbitrator in making a
vahd determination.

(vi) Pending Market Price agreenient by EGPC and CONTRACTOR

or detcrmination by the arbitrator, as  applicable, the Markel
Price agreed for the quanter preceding the quarter in qucstion
shull remain temporacily in efiect. In the event either EGPC or
CONTRACTOR should incur 4 loss by virtue of the temporary
continuations of the Market Price of the previous quarter, it shall
prompily be reimbursed such toss by the other party plus
simpic nterest at the LIBOR plus two and onc-haifl percent
(2.5%) per annum rate provided for in Article 1V (1) from the
date on which the disputed amount(s) should have been pad 10
the date of payment.
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(2) Gas and LPG

(1)

(1)

The Cost Recovery and Production Sharing Gas Price will be
agreced upon between CONTRACTOR and EGPC or EGAS
atter the Commercial Discovery and before converting an area
o & development lease(s) according to the averapge prevailing
Gus price of the Mediterranean region at that time. Except Gas
tor export, where production sharing Gas price will be at net

back price.

The Cost Recovery and Production Shares of (LPG} produced
from 4 plant constructed and operated by or on behalf of EGPC
and CONTRACTOR shall be separately valued for Propane and
Butane at the outiet of such LPG plant according to the
following {formula (unless otherwise agreed between EGPC and
CONTRACTOR):

PLPG = 0.95PR -(J x (.85 X F__ )
42 96 < 10"
V¥ here:

PLPCG = LPG price (separalely determined for Propane and

Butane) in U.S. Dollars per metric ton.

PR = The averuge over a period of a month of the figures
representng the mid-point between the high and low
prices in U.S. Dollars per metric ton quoted in
“Platr’s LPGaswire”™ during such month for Propane
and Butane IF'OB Ex Ref/Stor. West Mediterrancan.

J = BTU’s removed from the Gas siream by the LPG plant
per metine ton of LPG produced.
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F= awvalue in US, Dollars per metric ton of the
crude oil of Gulf of Sucz Blend "FOB Ras Shukheir”
A.R.E. calculated by rcferring to "Plan’s Oilgram
Price Report” during a month under the heading
"Spot Crude Price Assessment for Suez Biend". This
value reflects the 1otal averages of the published low
and high values for a Barrel duning such month
divided by the number of days in such month  faor
which such values were quoted. The value per metric
ton shall be calculited on the bhasis of a conversion
factor to be ugreed upon annually between EGPC and
CONTRACTOR.

In the cvent that Platt's LPGaswire is issued on
cortain days dunng a month but not on others. the
value of (PR) shall be caiculated using only those
tssues which arc published during such month. In the
event that the wvelue of (PR) cannot be determined
necause Plail's LPGaswire is not published at all during
a month, EGPC and CONTRACTOR shall meet and
agree o 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 (o the foregoing for any
other reason, EGPC and CONTRACTOR shall meet
and agree the value of (PR)Y by relerence to the value
of LPG (Propane and Butanc) delivered FOB from
the Meditertanean Area.

in the ¢vent that the value of F cannot be determined
because Platt’s Oilgram Price Report is not published
4l &l) during & month, EGPC and CONTRACTOR
shall mect and agrea the value of F by reference to
other published soutces. In the cvent that there arc no
such published sources or if the value of F cannot be
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determined pursuant to the foregoing for any other

reason, EGPC and CONTRACTOR shall meet and
agree to a value of F.

Such valuation of LPG 15 based upon delivery at the
dehwvery point specitied in Article VII(e) (2) (in).

(111) The prices of Gas and LPG so calculated shall apply during the
same month.

(1v) The Cost Recovery and Production Shares of Gas and LPG
disposcd of by EGPC and CONTRACTOR other than to EGPC
or EGAS pursuant to Article VIE (¢) shatl be valued at thesr
actua! realized price.

(d) Forecasts:

Operaung Company shall prepare (mot less than nimety (90) days
prior to the beginning ot cach calendar scmester following first
regular producuon) and fumish im writing to CONTRACTOR and
EGPC a forecast sctting out a tolal quantity of Petroleum that
Operating Company estimales can  be produced, saved and
transported hereunder during such calendar semester in accordance
with good o1l and gas indusiry practices.

Opcrating Company shall endeavor to produce each calendar
semester the forecast quantity. The Crude Ot shall be run to storage
tanks or offshore loading facilitics constructed, maintained and
opcratcd according to Government Regulations, by Operating
Coempany in which said Crude Oil shall be metered or otherwise
measured  for rovalty, and other purposes required by this
Agrcement. Gas shali be handled by Operating Company in
accordance with the provisions of Article VII (e) .
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(e) Disposition of Petroleum:

()

EGPC and CONTRACTOR shalt have the right and the
obligation to separately take and frecly export or otherwise
dispose of, currently all of the Crude Oil to which each is
entitled under  Article VII {a) and Article VII (b). Subject to
payment of sums due to EGPC under Article VII (4) (2) and
Article 1X. CONTRACTOR shall have the right to remit and
retain abroad all funds acquired by it mcluding the proceeds
[rom the sale of its share of Petroleum.

Notwithstanding anvthing to the contrary under this Agrcement
prionty shali be given to meet the requirements of the A.R.E.
market from CONTRACTOR's share under Article VI (b) of
the Crude O1l produccd {rom the Area and EGPC shall have
the preferenual right 1o purchase such Crude Oil at a price to be
determined pursvant to Article VII (¢). The amount of Crude
Ol so purchased shull be a portion of CONTRACTOR's share
under Arucle VI (h). Such amount shall be proportional te
CONTRACTOR's share of the total production of crude oil
from the concession arcas in the A R.E. that are also subject to
EGPC's preferential right 10 purchase. The payment for such
purchased amount shall be made by EGPC in U.S. Dollars or in
dny - other frecly convertible currency remittabic by
CONTRACTOR zbroad.

It 1s agreed upon that EGPC shall notify CONTRACTOR, at
Jeast forty-five (45} days prior to the beginning of the Calendar
sScmester, of the amount  be purchasced daring such scmester
under this Article VI e (1),

(2) With respect to Gas and LPG produced from the Arca:

(i) Prionty shall be ziven to meet the requirements of the local
markcl as determined by EGPC.

(11) in the event that EGPC or EGAS is to be the buyer of Gas,
the disposition of Gas to the local markets as indicated
above shall be by virtue of long term Gas Sales Agreements
lo be entered mio between EGPC and CONTRACTOR (as
scllers) and EGPC or EGAS {as buyer),
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EGPC and CONTRACTOR {as sellers) shall have the
obligatton to deliver Gas to the tollowing point where such
Gaus shall be metered for sales, royalty, and other purposes
required by this Agreement:

(1) In the event no [LPG plant 1s constructed to  process
such Gas. the delivery pomt shall be at the flange
connecting the Lease pipeline w the nearest point on
the National Gas Pipeline Grid System as depicted 1n
Annex "F" hereto, or as othcrwise agreed by EGPC
and CONTRACTOR.

(b) In the event an LPG plant s constructed to  process
such Gas, such Gas shall. for the purposes of valuation
and sales, be metered at the inlet to such LPG Plant,

However, notwithstanding the fact that the metering
shall take place at the LPG Plant inlet, CONTRACTOR
shall through the Operating Company build a pipeline
sultable for wansport of the processed Gas from the
LPG Plant outlet to the nearest point on the National
Gus Pipeline Grid Sysiem as  depicted in Annex 'F°
hereto,  or otherwise agreed by EGPC  and
CONTRACTOR. Such pipeline shall be owned 1n
accordance with Article VIII (a) by EGPC, and 1ts cosl
shuall be financed and recovered by CONTRACTOR as
Development Expenditures pursuant to Article VI

(111) EGPC and CONTRACTOR shall consult together 10
determine whether 10 build an LPG plant for recovering
I.LPG trom anv Gas produced hereunder. In the event EGPC
and CONTRACTOR decide to build such a plant, the
plant shall. as i1s appropriate, be it the vicimty of the pomt
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of delivery as dectermined 1n Article IT and Article VIi(e)2
(u). The dehvery of LPG for, royalty and other purposcs
required by this Agreemient shall be at the outlet of the LPG
plant. The costs of any such LPG plant shall be recoverable
in accordance with the provistons of this Agreement unless
the Minister of Petroleumn agrees to accelerated recovery.,

{1v) EGPC or EGAS (as buyer) shall have the option to clect, by

mnely (90} days prior written notice 1o EGPC  and
CONTRACTOR (as scliers), whether payment for the Gas
which 15 subject 1o a Gas Sales Agreement between EGPC
and CONTRACTOR (as sellers) and EGPC ar EGAS (as
buyer}) and LPG produced from a plant constructed and
operated by ar on behalf of EGPC and CONTRACTOR, as
valued 1n accordance with Article VII (¢), and 1o which
CONTRACTOR s entitled under the Cost Recovery
and Production Sharing pravisions of Article VI, of this
Agreement shal! be made 1) in cash or 2) 1n kind.

Paymenis 1n cash shall be made by EGPC or EGAS (as
buyer) at intervals provided for inthe relevant (Gas Sales
Agreement 1n U.S Dollars, remittable by CONTRACTOR
abroad.

Payments 1n Kind shall be calculated by convenrting  the
value 0f Gas and LPG to which CONTRACTOR s entitted
into equivalent barrels of Crude Oil to be taken concurrent-
Iy by CONTRACTOR from the Area, or to the cxtent that
stich Crude Oil 1s insufticient, Crude Otl from CONTRAC-
TOR's other concession areas or such other areas as may
be agreed. Such Crude Oil shall be added to the Crude Oni
that CONTRACTOR 15 otherwise entitled to lift under this
Agreement. Such equivalent barrels shall be calculated on
the basis of the provisions of Article VI1 {¢} relating to the
valuation of Cost Recovery Crude Oil.
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Provided that:

(aa) Payment of the value of Gas and LPG shall alwayvs be made
in cash i US Dollars  remuttable by CONTRACTOR
abroad to the extent that there 1s nsufficient Crude Gil
available for conversion as provided for above;

(hb} Payment of the value of Gas and LPG shall always be
made 1n kind as provided for above to the extent that
payments in cash are not made by EGPC.

Payments to CONTRACTOR (whether in cash or kind), when
related 10 CONTRACTOR's Cost Recovery Petroleum,  shall
be included in CONTRACTOR's Statement of Recovery
of Costs and of Cost Recovery Petroleum referred to in Aricle
I'V of Annex "E" of thus Agrecment.

(vy Should EGPC or EGAS (as buyer) fail to enter into a long-term
(Gas Sales Agreement with EGPC and CONTRACTOR (uas
sellers) within four {4) years from a notice of Commercial Gas
Discovery pursuant to Article I, EGPC and CONTRACTOR
shall have the right to take and freely dispose of the quanuty of
Gus and LPG in respect of which the notice of Commercial
Discovery is given by exporting such Gas and LPG.

(vi) The proceeds of sale of CONTRACTOR's share of Gas  and
LPG disposcd of pursuant to the above sub-paragraph (v) may
be freely remitted or retained abroad by CONTRACTOR.

(vii) In the event EGPC and CONTRACTOR agree to accept new
Gas and LPG producers to join in an ongoing export project,
such producers shall have to contribute a fair and cquitable
share of the mvestment made.
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(vii1) (aa) Upon the expiration of the four (4) year period referred to
i Article VII (¢) (2) (v). CONTRACTOR shall have the
obligation to ¢xcrt 1ts reasonable cfforts to find an export
market for Guas reserves.

(bb} In the event at the end of the four (4) year pericd referred
to under Article VII (e} (2} (v), CONTRACTOR and
EGPC have not entered into  a Gas Sales Agreement,
CONTRACTOR shall retain its rights to such Gas reserves
for « further period of up to four (4) years, subject to
Article VI (e) (2) (vii1) {cc), during which period EGPC
shall attempt to find a market for Gas reserves.

coo) In the event that CONTRACTOR is nol exporting the Gas
s1d CONTRACTGR has not entered inlo a Gas Sales
Agreement pursuant to Article VIL (¢) (2) pror to the
cxpiry of eight (8) years {rom CONTRACTOR s notice of
Commercial  Gas  Discovery, CONTRACTOR  shalt
surrender the Gas reserves in respect of which such notice
has been given. [t being understond that CONTRACTOR
shall, ut any time prior to the expiry of such eight (&} year
period, surrender the Gas reserves, if CONTRACTOR 15
not cxporting the Gas and CONTRACTOR does not
aceept an offer of a Gas Sules Agreement from BEGPC
within six (6) months {rom the date such offer is made
provided that the Gas Sales Agreement coffered to
CONTRACTOR shall tuke mio ¢onsideration the relevant
technical and economite fuctors 10 enable a commerciadl
contract mcluding:

A suflicient delivery rate.

- Drelivery pressure 1o enter the Natonal Gas Pipeline Gnid
Syswem at the point of defivery.
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- Dehvered Gas quality specificanons not more stningent
than those imposed or required for the National Gas
Pipchne Gnd System.

- The Gas prices as specified 1n this Agreement.

(dd) In the event that CONTRACTOR has not entered 1nto a
Gas Sales Agreement pursuant (o Article VII (e) (2) or
otherwise found an acceptable scheme for commercial
disposal of such Gas, at the time of the expiration of eight
(8) years from CONTRACTOR's notice of Commercial
Discovery of Gas or failing agreement with EGPC on gas
disposal at the expiration of eight (8) years , CONTRACTOR
shall surrender to EGPC such Development Lease (s) n
which Gas discovery (s made.

(1x) CONTRACTOR shall not be obhgated to swrender a
Development Lease based on a Commercial Gas Discovery, 1f
Crude O1l has becen discovered in commercial guantities in the
same Pevelopment l.ease.

(f) Operations:

If tollowing the reversion to EGPC of any nights to Crude Onl
nereunder, CONTRACTOR retams rights to Gas in the same
Development Lease. or if, lTollowing surrender of rights to (s
hereunder. CONTRACTOR retains nghts to Crude (il 1n the same
Development Lease, operations to explore for or exploit the
Petroleumn, the rights 1o which have reverted or been  surrendered
(OQit or Gas as the case may be) may only be carned out by
Operating Company which shall act on behalf of EGPC alone,
unless CONTRACTOR and EGPC agree otherwise.

(g) Tanker Scheduiing:

At a reasonable time prior o the commencement of Commercial
Production EGPC and CONTRACTOR shall meet and agree upon a
procedure for scheduling tanker liftings from the agreed upon point
of export.
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ARTICLE VIII
TITLE TO ASSETS

(a) EGPC shall become the owner ol all CONTRACTOR acquired and
owned asscts which asscts were charged to Cest Recovery by
CONTRACTOR in connection with the operations camed oul by
CONTRACTOR or Operating Company in accordance with the
following:

(1} Land shall become the property of EGPC as soon as it is
purchased,

(2) Tule to fixed and movable assets shall be transferred
automaticatly and gradually from CONTRACTOR to EGPC as

they become subject 10 recovery 1n accordance with the
provisions of Article Vil howcver the full utle (o fixed and
movable assets shall be transferred  automatically from
CONTRACTOR to EGPC when tts total cost has been
recovered by CONTRACTOR in  accordance with  the
provisions of Article VII or at the time of termimauon of this
Agreement with respect to all assets chargeable to the
operations whether recovered or not, whicnever {irst occurs.

The book value of the assets crcated during each calendar
guarter shall be communicated by CONTRACTOR to EGPC or

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

(b) During the term of this Agrecment and the renewal period EGPC,
CONTRACTOR and Operating Company are entitled to the full use
and enjoyment of all fixed and movable asscts referred to above in
connection with operations herevnder or under any cther Petroleum
concession  agreement  entered nte by the Parties. Proper
accounuing adjustimient shall be made. CONTRACTOR and EGPC
shall not disposc of the same except with agreement of the other,



Yo-tdaw pled V3 4 (gl ) & sadl = dea Jl5ug 1 V- A

e T Pt ol R Ly 2 S, Jylil) 5,8 ()
Jyah) Lids 5,LeYl el e e Silaally Y s Mz
VRS [ V1S [y OEPUWI PTG 2 Sy DRI S IS | Rt O S | [ S WA |
balyaay of & Al L 5,80 ¢ ammsl s IV el ] lian jlaniz
 Jleaza W i s o gV day

( T Ball! }
Ty

(0. ... ) il Blad floo gl pdl oo 5 Lt gl TGl iy (D)
g 5 S 35 e Sl AN Y s e Y

se oM Y- ) B Bl Ll el e ke g Ll JLEl pd ()
B i e Aasld! e davnS A S5 e baaxll SLY ) LY s
P EUCTIY-TS [N | ) PR IR o

Nas{o-. - -, ) i)l Dlaas Lslind Lakes 1o g8 ] Syl pi0s ()
IS IPFCIFAP I H B IR 5 S WP | FUPAETY FUA PRI FCA T JRee
(V- - )W i IS e d Vi Ebdln ol m LWl o 2a ¢ pons
e gty (7)) o8 b e ol el (s S
e B L (Ve ) e s ppal 6 sladl s o

{(¢-. ... ) i s o e sl il 2t gl Liay | Ul iy ()

et Lanic GL:J[LMSZ.,SQJ.@W bzl | LN I Y s e Y e
A i s das I3 JoY Tl e ol ISVl iy
as (P} GO g e adalla ol 2l B e p (YO o0 )

ST \C (R NESEPUN POV QLY D INCYS SIS PR S TN | PRSP e  EH



\

(<)

4 Voo b 8 Y 3 (o) A ool - B Jl50 4

CONTRACUTOR and Operating Company may frecly import into
the A.R.E., use thercin and freely export at the end of such use,
machinery and equipment which they either rent or lcase in
accordance with good industry practices, including but not hmated 1o

the lease of computer hardware and software.,

ARTICLE IX
BONUSES

CONTRACTOR shall pay to EGPC as a signature bonus the sum of
five hundred thousand U.S.Dollars ($ 300,000) on the Effective Date.

CONTRACTOR shall pay to EGPC as a ponus the sum of one
hundred thouwsand U.S. Dollars (§ 100,600) upon approval of each

Development Lease.

CONTRACTOR shall pay 1o EGPC the sum of five hundred
thousand U.5. Dollars (5 500,000} as a production bonus when the
total average daily production {from the Arca tivst reaches the rate of
ten thousand (E0.000) Barrels of oil or equivalem per day for a
period of thirty (30) consecutive producing days. Payment will be

made within fiftcen (15) davs theredfter.

(d) CONTRACTOR shall also pay to EGPC the additional sum of five

hundred thousand U.LS. Dollars (3 500,000) as a production bonus
when the total average duily production from the Area first reaches
the rate of twentv-tive thousand (25,000) Barrels of o1l or equivalent
per day for a period of thirty (30) consecutive producing days.

Pavment will be made within fifteen (15) days therealter.
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(e) CONTRACTOR shall pay to EGPC the sum of one million and five
hundred thousand U.S. Dollars (% 1,500,000) as a production bonus
when the total averuec danly production from the Arca first rcaches
the rate of fifty thousand (50,000) Barrels of oil or cquivalent per
day for a period of thirty (30) consecutive producing days. Payment
will be made within fifteen (13) days thereafter,

(f) CONTRACTOR shall also pay to EGPC the additional sum of two
miilion U.S. Doltars ($ 2,000,000) as a production bonus when the
lotal average daily production from the Area first reaches the rate of
one hundred thousand (100.0(K)) Barrels of oil or equivalent per day
for a period of thirty (30) consecutive producing days. Payment will
be made within fifteen (15) days thereafter.

(g} CONTRACTOR shall pay to EGPC as a bonus the sum of one

hundred thousand U.S. Dollars ($ 100,000) upon approval to enter
inte the five (5) vear extension period pursuant 10 Article lll
patragraph {d) (3) (bb).

(h} All the above mentioned bonuses shall in no event be recovered by
CONTRACTOR.

(1) In the event thal EGPC elects to develop any part of the Area pursuant
to the sote nsk provisions of Arncle III {¢) (v). production tfrom
such sole msk area shall be considercd for the purposes of this
Article 1X only 1f CONTRACTOR exercises its optien to sharc in

such production, and only from the imitaal date of sharing.

(1) Gas shall be taken into account for purposcs of determining the (otal
avcrage daily production from the Arca under Article [X {¢-f) by
converting daily Gas delivered o equivalent barrels of daily Crude
Otl production in accordance with the following formula:

MSCF x H x 1.167 = equivalent barrels of Crude Oil
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where
MSCF = one thousand Standard Cubic Feet of Gas.

H = the number of million British Thermal Units (BTU's
per MSCF).

ARTICLE X
OFFICE AND SERVICE OF NOTICES

CONTRACTOR shal] maintain an office in A.R.E. at which notices shal!
be validly served.

The General Manager and Deputy General Manager shall be entrusted by
CONTRACTOR  with sufficient power to carry out immediately all
local written directions given to them by the Government Or its representatives
under the terms of this Agreement. All lawful regulations 1ssued or
hereafter to be issued which are applicable hereunder and not in contlict
with this Agrecement shall apply to the duties and activities of the
General Manager and Deputy General Manager.

All matiers and notices shall be deemed to be vahidly served which are
delivered to the office of the General Manager or which are sent to him
by registered mail to CONTRACTOR's office inthe AR.E.

A1l matters and notices shall be deemed to be vahdly served which are
delivered to the office of the Chairman of EGPC or which are sent 10
him by registered mail at EGPC's main office in Cairo.

ARTICLE X1
SAVING OF PETROLEUM AND PREVENTION OF LOSS

(a) Operating Company shall ke all proper measures, according 1o
oererally accepted methods in use in the ol and gus industry (o
prevent lass or waste of Petroteum above or under the aground 10 any
form during drilling, producing, gathening, and distributing or
storage operations, The GOVERNMENT has the night to preven
any operatien on any well that it might reasonadly expect would
result in loss or damage to the well or the Oil or Gas licld.
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(b) Upon completion of the drilling of a productive well, Operating
Company shall inform the GOVERNMENT or its representative of
the time when the well will be tested and the production rate

asceertained.,

(¢) Exceptin instances where multiple producing formations in the same
wcll can only be produced economically through a single wbing
string, Petroleumn shall not be produced from multiple oil bearing
zones through one string of tubing at the same time, except with the
prior approval of the GOVERNMENT or its representative, which

shall not be unreasonably withheld.

{d) Operating Company shall record data regarding the quantities of
Petroleum and water produced monthly from each Development
Lease, Such data shall be sent to the GOVERNMENT or its
represcntative on the special forms provided for that purpose within
thirty (30) days after the data are obtained. Daily or weekly statistics
regarding the production from the Area shall be available at all
reusonabie nmes for examiraton by authorized representatives of
the GOVERNMENT.,

(¢) Dally driiling records and the graphic logs of wells must show the
quanuty and type of cement and the amount of any other materials
used m the well for the purpose of protecting Petroleum. gas bearing

ot [resh water strata.

(f) Any substantial change of mechanical conditions of the well after its

completion shall be subject to the approval of the representative of
the GOVERNMUNT,
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ARTICLE X1l

CUSTOMS EXEMPTIONS

(a) EGPC, CONTRACTOR and Operating Company shall be permitted

(b)

to import and shall be exempted from customs duties, any  taxes,
levics or fees (includina fees imposed by Ministerial Decision No.
254 of 1993 issued by the Minister of Finance. as now or hereafter
amended or substituted) of any nature and from the importation ruiles
with respect to the mportation of mauchinery, equipment,
appliances, materials. items, means of transport and transportation
(the exemption from taxes and duties for cars shalt only apply 1o cars
to be used in operations). clectric appliances. air conditioners for
offices, field housing and facilities, electronic apphances, computer
hardware and software, as well as spare parts required for any of the
imported items, att subject 1o a duly approved cerulicate issued by
the responsible representative nominated by EGPC for such purpose,
which states that the imporied items are required for conducting the
aperations pursuant w0 this Agreement.  Such  certificate shall be
fina) and binding and shall automatically result in the importation
and the exemption without any further approval. delay or procedure.

Machinery, equipment, appliances and means ot transport and
transportation  imported by  EGPC's. CONTRACTOR's  and
Opcrating Company's contractors and sub-contractors  temporarily
engaged in any activity pursuant to the operations which are the
subject of this Agrecment, shall be cleared under the "Temporary
Release System” without  payment of customs dulics, any taxes,
levies or fecs (inciuding fees imposed by Ministerial Decision No.
254 of 1993 ssved by the Ministey of Finance as now or hereafter
amended or substituted} of any nature upon presentation of a duly
approved certificate 1ssued by an EGPC responsible representanve
nominaied by EGPC for such purpose which states, that the
imported ilgms are required Jor conducting the operalions pursuant
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to this Agreement. Items (excluding cars nol to be used 1n operations)

set out in Article XII (&) imported by EGPC’s, CONTRACTOR s
and Operating Company’s contractors und sub-contractors for the
wforesaid operations, in order to be installed or used permancntly or
consumed shall meet the conditions for exemption sct {orth n
Article XTI (a) after being duly certified by an EGPC responsible
representative 10 be used for conducling operations pursuant to s
Agreemcnt.

(¢} The expatriate employees of CONTRACTOR, Operating Company
and their contractors and sub-contractors shall not be entitled to any
exemptions {rom customs duties and other ancillary taxes and
churges except within the limits of the provisions of the laws and
regulations applicable in the A R.E. However. personal household
epods and furniture {(including onc (1) car) for each expatrtatc
employee of CONTRACTOR and / or Operating company shatl be
cleared under the "Temporary Release System” (without payment ot
any customs duties and other ancillary taxes) upon presentation of
4 letter to the appropriate customs authoritics by CONTRACTOR
or Operating Compuny approved by uan EGPC  responsible
representative that the imported items are imparted for the sole use
of the cxpatriate empioyee and his fumtly, and that such imported
iterns shall be re-exported outside the A.R.E. upon the repatriation of
the concerned cxpairiate employee.

(¢} llems imported inte the A R E. whether exempt or not exempt ron
cestoms duties and other ancillary taxes and charges hereunder,
may be cxported by the importing party atl any time after oblauning
EGPC's approval. which approval shall not bc unreasonably
withheld, without any export duties, 1axes or charges or any 1axes or
charges from which such ttems have been already excempt. being
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applicable. Such items may be sold within the A _R.E. after obtaining
the approval of EGPC which approval shall not be unreasonahly
withheld, In this event, the purchaser of such items shall pay all
applicable customs duties and other ancillary taxes and charees
according to the condition and value of such items and the tariff
applicable on the date of sale, unless such items have already been
sold to an Affihated Company of CONTRACTOR, if any, or EGPC,
having the same exemption, or unless title to such items (excluding
cars not used in operations) has passed to EGPC.

In the event of any such sale under this paragraph (d}, the proceeds
[rom stich sale shall be divided in the following manner:

CONTRACTOR shull be entitled to recimburscment of its
unrecovered cost, if any, 1n such items and the ¢xcess, if any, shall
be paid to EGPC.

(¢) The exemption provided for in Article Xk (a) shall not apply to any
mported stems when items of the same or substantiaily the same
Kind and quality are manufactured locally mecting CONTRACTOR's
and / or Operating Company's specifications for quality and safety
and arc avaitable for timely purchase and delivery in the ALR.E. at a
price nat hhgher than ten percent (10%) of the cost of the imported
item, before customs duties but after freight and insurance costs if
any have been added.

(f) CONTRACTOR, EGPC and their respective buyers shall have the
right to trecly export the Petroleum produced from the Area
pursuant to this Agreement: no licensce shall be required, and such
petroleum shall be exempted from any customs dutics, any taxes,
levies or any other imposts in respect of the export of Petroleum
hereunder.
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ARTICLE XITI

BOOKS OF ACCOUNT : ACCOUNTING AND PAYMENTS

(4} EGPC, CONTRACTOR and QOperating Company shall cach maintain

al  their business offices m the AR.E. books of account, in
accordance with the Accounting Procedure in Annex "E" and
accepted  accounting practices generally used in the petroleum
imdustry. and such other books and records as may be necessary to
show the work performed under this Agrcement, including the
amonnt and value of all Petroleum produced and saved hereunder.
CONTRACTOR and Operating Company shall keep therr books of
account ind accountng records in United States Dollars,

Operaung Company shall furnish to the GOVERNMENT or its
representatives monthly returns showing the amount of Petroloum
produced and saved hereunder. Such returns shall be prepared in the
torm required by the GOVERNMENT, or its representative and
shall be signed by the General Manager or by the Deputy General
Muandager or a duly designated deputy uand delivered to the
GOVERNMENT or 1t representative within  thirty (30) duys after
the end of the month covered in the retumn.

(b} The aforcsaid hooks of account and other books and records referred

to above shall be available at all rcasonable umes tor inspection by
duly suthonzed representatives of the GOVERNMENT.

(c) CONTRACTOR shall submit to EGPC a Profit and Loss Stalement

ol 1ts Tax Ycar not later than four (1) months after the commence-
ment of the following Tax Ycar to show its net profit or loss from
the Petroleum operations under this Agreement for such Tax Year.

CONTRACTOR shall at the same time submit a vear-end Balance
Sheet for the saume Tax Year to EGPC. The Balance Shect and
financial statements shall be certified by an Egyptian certified
dccountng firm.



Y. . § aon J_:!‘,,:,SYWUJT[@U)‘\ saadl — daw Jlous 4l VYK

( e Szl f BT

i 19y UL § ot Yo

CHE PO WU B I WO 0 LU A PRC TN ETIPIN Y (1)
st Aokl O laa)] Wb anks 2055 S Moy 23U 2 5L e 5ae J1 b
i Sl I Ll ol S ldeadly oSt a8 o2l Jo il S s o ik
WEP AR R UINEY N DAL @R FOW LU T R - S S PNV W ¥ PR I £
LSV eds aic Ao Lobhuay aeld l SUL s Dol lalt o S iadl
salitode 3 Lg ol Sl Ll - by ol el AL a2t 0 i3
RSN U N SR IS PPRVR F R PSP |

e Loa 3 Lagol o Coldeall e 138 201, JLUL Jaom, o ooy (o)
EUP TS I (g N PO LR SE N 0 (LU S N L S
i) 1 Lol 5 Lt ] Sl &g Lgod 3 e alldy LN i
Jslall Lede Joaon Al olbwdl sy i S Ly VG, AL
salr s e ol ] Lugol 2N Lagyl o) Coldantl Xt 257,201,
NP TP RN B0 A - UL LORCE- PR B PR PO 551

s Jod tpam g o re ool e Ll uar U ()
Sl S G Bl J e L L) Jote s il

ROV P (305 | I H JC N R PRI



(ACTEN PIFE-T R & SR T I S [ SN (VP A

ARTICLE XIY
RECORDS, REFPORTS AND INSPECTION

(a) CONTRACTOR and / or Operating Compuny shall prepare and, at all
times whuile this Agreement 18 1n force, maintain  accurate and current
records of 1ts operations in the Area. CONTRACTOR and / or Operating
Company shall furmish the GOVERNMEINT or its representatve, in
conformity with applicable regulations or as the GOVERNMENT
or 11$ representative may reascnably require information and data
concermnrg its operations under this Agreement. Operating Company
will perform the functions indicated in this Article X1V in accordance

with 115 role as specified in Article VI,

(b) CONTRACTOR and/or Operating Company shull save and keep for
a4 reasonable period of time a representative portion of each sample
of cores and cuttings taken from drilling wells. to be disposed of. or
forwurded 1o the GOVERNMENT or s representauve 1o the
mannct directed by the GOVERNMENT. All samples acquired by
CONTRACTOR and/or QOperating Company for their own purposes
shall be considered available for inspection at any reasonable ume
by the GOVERNMENT orits representatives.

(c) Unless otherwise agreed to by EGPC, i case of exporting any rock
samples ouwrside ALRE.. sampiles equivalent in size and  guality
shall, before such exportation, be delivered to EGPC  as

representative of the GOVERNMENT.
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(d) Originals of records can only be exported with the permission of

(&

2

EGPC; provided, however, that magnetic tapes and any other data
which must be processed or analyzed outside the ARE. may be
exported 1 a monitor or a comparable record, if available, s
maintained 1n the A.R.E. and provided that such exports shill be
repatriated 1o ARE. promptly following such processing or analysis

on the understanding that they belong to EGPC.

During the pernod CONTRACTOR is conducting the Exploration
operaticns, EGPC's duly authonzed representatives or  employees
shall have the right to fuill and complete access to the Area at all
reasonable times with the nght 1o observe the operations being
conducied and to nspect all assets, records and dara kept by
CONTRACTOR., EGPC's representative, In exercising its 1i gh'ts under
the preceding sentence of this paragraph (c), shall not interfere with
CONTRACTOR's operations. CONTRACTOR shall provide EGPC
with copies of any and all data (including, but not hmited to,
geological  and  geophysical reports, logs and well surveys)
information and mntepretation of such data, and other intormation in

CONTRACTOR'S possession.

For the purpose of obtaining new offers, the GOVERNMENT
and / or EGPC may, after the ninth (9" year of the Exploration

period or the date of tcrmination of this Agreement, whichever is the
carlicr, show any other party uninterpreted basic geophysical and

ecological data (such data to be not less than one (1) year old unless
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CONTRACTOR agiees to a shorter period. which agreement shall
not be unreasonably withheld) with respect 1o the Arca. provided
that the GOVERNMENT und / or EGPC may at any time show
another party such data directly obtained over or ucqguired from those
parts ol the Arca which CONTRACTOR has velirquushed as long as

such data 15 al [east one (1) year old.
ARTICLE XV
RESPONSIBIHLITY FOR DAMAGES
CONTRACTOR shall enurely and solely be responsible o faw toward
third partics for any damage coused by CONTRACTOR's Exploration
operations and shall indemnily the GOVERNMENT and / or EGPC
against all damages for which they may be held Liable en account of any
such operauons.
ARTICLE XVI
PRIVILEGES OF GOVERNMENT REPRISENTATIVES

Dulv authorized representatives of the GOVERNMENT shall havc
access to the Area covered by this Agreement and to the Operauons
conducted thereon. Such representatives may examine the books, registers
and records of EGPC, CONTRACTOR and Operating Company and
make @ reasonable number of surveys, drawings and tests for the purpose
ol enforcmg this Asreement. They shall. for this purpose, be entitled 1o make

reasonable use of the machinery and mstruments of CONTRACITOR or
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Operating Company on the condition that no danger or impediment to
the operations hereunder shall arise divectly or mdirectly {rom such use.
Such representatives shall be given reasonable assistance by the agents
and employees of CONTRACTOR or Operating Company so that none
of the activilies shall endanger or hinder the safety or efficiency of the
operations. CONTRACTOR or Opcrating Company shall offer such
representatives all privileges and faciiitics  accorded (o its own
cmployees in the field and shall provide them, free of charge, the use of
reasonable office space and of adequately furnished housing while they
arc in the field for the purpose of factlitating the objectives of this
Article. Without prejudice to Amicle XIV (e) any and all informaton
obtained by the GOVERNMENT or its representatives under this
Article XVI1 shall be kept confidential with respect to the Arca.

ARTICLE XVII
EMPLOYMENT RIGHTS AND TRAINING OF
ARAB REPUBLIC OF EGYPT PERSONNEL

(a) It 15 the desire of EGPC and CONTRACTOR that operations
hereunder be conducted 1in a business-like and efficient manner.

(1) The cxpatnate admimstrative, professional and technical personnel
employed by CONTRACTOR or Operanng Company and the
personnel of its contractors for the conduct of the opcrations
hereunder, shall be granted a residence as provided for in Law
No. 89 of 1960 as amended and Ministenal Order No. 280 of
1981 as amended, and CONTRACTOR agrees that all immigration,
passport, visa and employment regulations of the A.R.E., shall be
applicable to all alien employees of CONTRACTOR working in
the A.R_E.
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(2} A minimum of twenty-five percent (25%) of the combined
salaries and wages of each of the cxpatriate administrative,
professional  and  technical  personnel  employed by
CONTRACTOR or Operating Company shall be paid moentily

in Egypran Currency.

ih1 CONTRACTOR and Operaung Company shall cach select its
cmployees and determine the number thercol, 1o be used for

operations hereunder.

¢y CONTRACTOR, shalt after consultation with EGPC. prepare and
curry out spectalized training programs for all its A.RE. emplovees
envaged o operations hereunder with respect o applicable aspects
of the petroleum industry. CONTRACTOR and Operatimg Company
andertake to roplace gradually their non-execulive expatriaie stufl by

gquafilied nationals as they are avatlable.

(d) During any of the Exploration phases, CONTRACTOR shail 2ive
murtzlly agreed numbers of EGPC emplovees an epportumfty 1
attend and participute  in CONTRACTOR's and CONTRACTOR'S
Affiliated Companics training programs relating o Lap.orcbon and
Development  aperations. In the event that the total cost ot such
programs is tess than At thousead (50,0003 United States Dollars
in any Finwicia? Year ducing such pernod, CONTRACTOR shall
puay EGPC the amount of the shorttall within dharty (30) days foliowing
the ond of such Financia. Year. However, EGPC shall have the nglit
that said amount (LLS $30.000) aflocated lor uaiming, he pad

directiy ta FGPC for such purnuose,
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ARTICLE XVIII

LAWS AND REGULATIONS

(a) CONTRACTOR and Operating Company shalt be subject to Law
No. 06 of 1953 {excluding Article 37 thereof) as amended by Law
No. 86 of 1956 and the rcgulations 1ssucd for the 1implementation
thereof, ncluding the rcgulations for the safe and efficient
performance of operations carried out for the execution of this
Apreement and for the conservation of the petroleum resources of
the A RE. provided that no regukitions, or modification or
mnterprelaton thereof, shall be contrary (0 or mmconsisient with the

provisinns ef this Agreement.

(by CONTRACTOR and Operating Company shall be subject to the
provisions of the Law No. 4 of 1994 concerning the environment
and its executive reguliation 4s may be amended, as well 45 any laws
or regulalions may be 1ssued, concerming the protection of the
environment which are consistent with the provisions of this

Agreement.

(c) Except as provided in Article IIT (g) for Income Taxes, EGPC,
CONTRACTOR and Operating Company shall be cxempied from
all taxes and duties, whether imposed by the GOVERNMENT or

municipaldtics mcluding among athers, Sales Tax, Value Added Tax

and Tuxes on the Exploration, Deveiopment, extracting, producing,
exporting or transporting ot Petrojieum and LPG as well as any and
all withhoiding taxcs thai might otherwise be imposed on dividends,
interest, technical service fees, patent and trademark royalties, and

simiutar items. CONTRACTOR shall also be exempted from any tax
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on the hiqguidation of CONTRACTOR. or distributions of any
income 1o the shareholders of CONTRACTOR, andd from any tax on

capital.

(d) The nghts and obligations of EGPC and CONTRACTOR under, and

(e)

for the etlective term of this Agreement shall be governed by and in
accordance with the provisions of this Agreement and can only be
ultered or amended by the written muotual  agreement of the said
contracting parties m the same procedures by which the original

Agrecment has been issued.

The contractors and  sub-contractors of CONTRACTOR and
Operating Company shall be subject to the provisions of this
Agreement which afiect them. Insofar as ali regulations which are
duly 1ssued by the GOVERNMENT apply from time to time and are
not 1n accord with the provisions of this Agreement, such regulations
shall not apply 10 CONTRACTOR, Operating Company and theur

respective contractors and sub-contractors, as the case may be.

(1) BGPC, CONTRACTOR, Operaling Company and their respective

contractors and  sub-contractors shall for the purpeses of this
Agreement be exempled from all professional stamp duties, imposts
and levics imposed by syvadical laws with respect to their documents

and uctivites herecunder.

All the cxemptions {rom the apphcation of the A.R.E. laws or
regnlationg granted 1o LGPC, CONTRACTOR, the Operating Compuny,
thewr contriactors and suh-contractors under this - Agreciment shall include
stich laws and regulations as presently in effect or hereafler amended

or substituted.



Yoot i i Y B () A sl = dpen JiSa Al ATA

( puinke Soanl! Bl )
adxdl )l

AW W ] Sl il s+ Sl sl s 151 L Wl S
clLai1uL;*L.u1,;‘uu¢,g 2 amlly aaisy Jymd] e Sl Juiss e 3kl
Jyo b olalall Syl e o i 5l JHlall s i £V sdgd 30lans Y]
o gl gy gt Jyall b dts o Lyl ) 5 ey oo AEH DU g
s WY sigd aSed | i) iy GLBYI ol ULkl ode B,y . L1
bl 750 B Tagm e I8 D ASUM (galasi¥l o3lall Sale] J Dugs

s A3 LIV sda haess Jo GLEW s g 55l SLEYTIL
Al el e ey (A1)

olaml I asUisY ol cbamatl sia 5335 5l Ja ¥ o J sl e Y
- ol el 5,5 s gty SN e Lae ol bl Gaia S 3ok A

e ialdl Ba Ul pda 3 L ULl sall DG gL LB il (3]

o itdly Tyl UL 3 dide o paia pa W, oS! o G b &5 5o

Y e o



ARTICLE XIX

STABILIZATION

In case of changes in existing legislation or regulations applicable o the
conduct of Exploration, Development and production of Petroleum,
which take place after the Effective Date, and which significantly affect
the economic interest of this Apreement to the detriment of
CONTRACTOR or which imposes on CONTRACTOR an obligation to
remit to the ARE. the proceeds from sales of CONTRACTOR's
Pctroleum, CONTRACTOR shall notify EGPC of the subject legislative
or regulatory measure. In such case, the Parties shall ncootiate possible
modifications to this Agreement designed to restore the economic

balance thereof which existed on the Effective Date.

The Parties shall usc their best elforls to agree on amendments to this

Agreement within ninety (90) days from aforesaid notice.

Thesc amendments (o this Agreement shall not in any event dimmnish or
mcrease the rights and obligations of CONTRACTOR as these were

agrecd on the Effective Date.

Failing agreement between the Parties during the period referred to
above 1n this Article XIX, the dispute may be submitted to arbitration, as

praovided in Article XXIV of this Agreement.
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ARTICLE XX
RIGHT OF REQUISITION

{a) In casc of national emergency due 10 wir or mminent  expectation
of war or internad causes. the GOVERNMENT may  reguisiton all
or part of the production from the Area obtained hereunder and
require. Operating Company 10 increase such production o the
aumost  possibic maximum.,  The GOVERNMENT mav  also
requisinon the O:l and / or Gas field itself and. 1t necessary, related
tacihities

(b)  inany such case. such requisition shall not be erteewed  except alter

mviing BEGPC and CONTRACTOR or their  representative n
registered feller. with achnowledgement of recept. (o @xpress ot
VICWS wilh respect to such requisiton.

(¢ci  The requisiuon of production shall be ertected by Ninisternal Ovder.
Any requistiion of an Ol and ' or Gas ficld. or any relaed Faclite s
shall be etfected by o Presicdential Docree duby nowitied 1o EGPC and
CONTRACTOR.

(d)  Inthe event of anv requisthion as provided above. the GOVERNMIENT
shall imdemnity in full EGPO and CONTRACTOR ror (the perod

durtng which the requisinom s mamiained. mcludins:

(1) Al damages which result from such requisiiien: and

t2) Full repayment cach month for all Peroleunt oxtrzcted by he

GOVERNMENT less the rovalty share of such production.

However. any damage resulting trone enemy attuck s not within the
medamng af tus paragraph (d). Pavment hercunder  shall be mude ©
CONTRACTOR in LS. Dotlars renuttuble abroad. The price paid 1o
CONTRACTOR for Petroleum taken shall be calculated o acceordance
with Article Vil (¢).
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ARTICLE XXI
ASSIGNMENT

(a) Neither EGPC nor CONTRACTOR may assign to a person, firm or
corporation, in whole or in part, any of its rights, privileges, dutics or
oblizations under this Agreement either directly or indirectly without
the written consent of the Gavernment and in all cases prionity shall
be wiven o EGPC if it so desires to obtain the interest intended to be
assigned (except assignments to Affiliated Companics) provided
EGPC shall match any third party’s offer within sixty (60) days of
recetpt of natificanon of said otfer.

{b) To enable consideration to be given to any request for such consent,
the following conditions must be fultilled:

(1) The obligations of the assignor deriving from this Agreement
must have been duly fulfilled as of the date such request 1s
made.

(2) The instrument of assignment must include provisions stating
precisely that the assignee is bound by all  covenanls contained
in this Agreement and any modifications or additions in writing
that up te such time may have heen made. A draft of such
instrument of  assignment shall be submitted to EGPC for
review and approval before being formally executed.

(c) Any assignment, sale, transfer or other such conveyance made
pursuant lo the provisions of this Asticte XXI shall be free of any
rransfer, cupital gains taxes or related taxes, charges or fees
including without limitation, all Income Tax, Sales Tax, Value
Added Tax, Stamp Duty, or other Tixes or similar payments.
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() As long as the assignor shall held any imterest under this Agreement,

the assionor together with the wssignee shall be jomidy and severaily
lable tor ad duties and oblications ot CONTRACTOR undey this

Agreement.
ARTICLE XXII
BREACH OF AGREEMENT AND POWER 1O CANCLEL

i) The GOVERNMENT shall have the right o cuncel this Agreement

by Order oy Presidentiul Decvee, with yespect o CONTRACTOR 1

the foilowing instances:

(1) IF v knowinely has submived any false statements w o the
GOVERNMENT which were of a materiz] comsideration for the

execution of this Agreement:

(2) IC it assigns any interest hereunder contrary to the provisions of
Articie XXE

(3 Ifit iy adjudivated barkrupt by a court el competent junsdichon,

4y 1f it does not comply with any {inal decision reached  as rhe

resull of court proceedings conducted under Article XXTV(w):

(37 If it intennonally extracts any minerat otlier than Petreleum nol
authorized by this Agreement or without the authority of the
GOVERNMENT. except such extractions as may be unavoidable
as the result of the operations conducted hereunder in accordance
with accepied peucleam industry practice und which shall be
noufied o the GOVERNMENT or its representafive as SO0 as

possible: and
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(0) If it commits any materiul breach of this Agreement or of the
provisions of Law No, 66 of 1953, as amended by Law No. 86
of 1936, which are not contradicted by the provisions of this
Agreement.

Such cancellatton shall take place without prejudice to  any
nights which may have accrued to the GOVERNMENT against
CONTRACTOR in accordance with the provisions of this
Agreement, and, in the cvent of such cancellation, CONTRACTOR.
shall have the nght 10 remove from the Area all its personal

property.

(b) It the GOVERNMENT deems that one of the aforesaid causes (other
than a force majeurc causc referred to in Article XXIII) exists to
cancel this Agreement, the GOVERNMENT shall give CONTRACTOR
minety (90) days wntten notice personally served on CONTRACTOR's
(General Manager in the Iegally official manner and receipt of which
15 acknowledged by him  or by his legal agents, to remedy and
remove such cause; but  if for any reason such  service s
impossible due to unnoufied change of address, publication in the
Otticial  Journal of the GOVERNMENT of such notice shall be
considered as valid service upon CONTRACTOR. If al the end of
the said ninety (90) day notice period such cause has not been
remedied and removed, this Agreement may be canceled forthwith
by Order or Pres:dential Decree as aforesaid, provided howcver,
that 1f such cause, ot the failure to remedy or remove such cause,
results from any act or omission of one party, cancellation of this
Agreement shalt be cffective only against that party and not as

against any other party hereio.
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ARTICLE XXII
FORCE MAJEURE

ta) “The non-performance or delay in performance by LEGPC and
CONTRACTOR. ar cither of them of anyv obligation under this
Agreement shall be cxcused if, and tw the extent thal. soch
non-pertormance or delav is caused by foree mageure. The period of
any such non-performance ov deluy, together with  such period as
may be necessary for the resiorgnon ol any  damage done duning
stett deluy, shell be added to the time given m this Asreement for
the performance of such  obligaton and for the performance of Any
ohtication  dependent thercon und conscauently. e the term of this

Agreement. but only with respect 10 the block or blacks affecrted.

(b "Force Majewe” wilin the meaning of this Article X X1, shall be
anyorder, regalation o directon of the GOVERNMENT of the
ARAB REPUBLIC OF EGYPT. or with respect to CONTRACTOR,
e Government of Bneiand whether promuleated in the form of a
luw o otherwise or any act of Godl insurrection. riol, war. strike.
aind ooy Labor Gisturbanee. fires. floods or any cause not due o the
et o negevence of COPC and CONTRACTOR or cither of tham.
whether ornot ssmilar to the foregoing, provided that any such cause
15 bevond the reasonable conunl of EGPC and CONTRACTOR. ur
cither o e,

) Wanonl presadice o e wbove and exeept as mav be  otherwise
Provided heicin, tie GOVERNMENT shall incur no responsibiliny
whatsoeser o EOGHT ond CONTRACTQR. or cither of them lo- Ay
dimages. restrictions or foss arising in consequence of such cuse of
fonce mucuse excepl a lorce magjeure  caused by the order.
regulationy or disrecuon of the GOVERNMENT of the ARAR
REPUBLIC O LGYPT.
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If the force majeure event occurs during the initial Exploration period
or any extensioti thercof and continues in effect for a period of six
(6) months CONTRACTOR shall have the option upon ninety (90)
days prior written notice to EGPC to terminate its obligations
hereunder without further liability of any kind.

ARTICLE XXIV
DISPUTES AND ARBITRATION

(1) Any dispute, controversy or ¢laim arising out of or rclating to this

Agreement or the breach, termination or invalidity thereof, between
the GOVERNMENT and the parttes shall be referred to the

Jjunsdiction of the appropriate A.R.E. Courts and shall bc finally

settled by such Courts.

(b) Any dispute, controversy or claim arising out of or relating {0 this

Agreement, or breach, termination or invalidity thereof between
EGPC and CONTRACTOR shall be settled by arbitration in
accorgance with the Arbitration Rules of the Cairo Regional
Center for International Commercial Arbitration (the Center) in
ctlect on the date of this Agreement. The award of the arbitrators

shall be finuf und binding on the parties.

(c) The number of arbitrators shall be three (3).

(d) Each party shall appoint one arbitrator. If, within thirty (30) davs

after receipt of the cldimant’s notification of the appointment of an
arbitrator the respondent has not notificd the claimant in writing of
the name of the arbitrator he appoints, the claimant may request the

Center 1o appoint the second arbitrator,
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(e) The two arbatrators thus appointed shall choose the third arbitrator
who will act as the presiding arbitrator of the tribunal IF within
thirty (30} days after the appointment of the sccond arbitrator. the
two arbitrators have nolt  agreed upon the choice of the presiding
arbitrator, then either panty may request the Secretary General of the
Permunent Court of Arhiteation at the Mague 10 designate the
appointing authonty . Such appointing authority shall appoint the
presidimg arbatrator i the same way as a sole arbitrator would be
appomted under Arucle 6.3 of the UNCITRAIL Arbitration Rules,
Such presiding arbitipior shall be a person of a nationabty other than
the A RE. or Englund and of a country which has diplomuatic relations
with both A R.E. und Englind and who shall have no economic
interest in the Petroleum business of the signatories hereto.

(1) Wnless otherwise ugreed by the partics o the uarbitraton,
the arbiration, mcluding the making of the award, shall tuke pluce
im Cairo, A R.E.

&) The decision of a mujority of the arhitrators shall be final and binding
upon the Partics and the arbitral award rendered shatl be final and
conclusive. Judement on the arbitral award rendered. may be entered
M any court having Jurisdicuon or appticaiion may be made in such
court for a judicial acceprance of the award and for enforcement, as
the case miay be.

(h) Egypuan Law shall apply o the dispute except that in the cvent of any
confiict between Egyptian Laws and this Agreement the provisions of
this Agreement (including the arbitration provision) shall prevail. The
arbitration shall be conducted 1in both English and Arabic lunguage.

(1 EGPC and CONTRACTOR agree that if, for whatever reason,
arbitration in uccordance with the above procedure cannot Lake place,
or 15 hikely to wake place under circumstances for CONTRACTOR
which could prejudice CONTRACTOR's right to fair arbitration, all
disputes. contraversies or claims  arising out of or relating to this
Agreement or the breach. termination or invalidity thereof shall be
scitied by ad hoc arbitration in accordunce with the UNCITRAL
Rules in eftect on the Effective Date.
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ARTICLE XXV
STATUS OF PARTIES

(1) The nghts, duties, ohligations and liabilities in respect of EGPC and

CONTRACTOR hereunder shall be several and not  joint or
collective. 1l being understood that this Agreement shall not be
construcd  as  constituting  an  association or corporation or
partnership.

(b) CONTRACTOR shall be subject 1o the laws of the place where it is

{C)

incorporated regarding its legal status or creation, organization, charter
and by-laws, sharcholding, and ownership.

CONTRACTOR's shares of capital which are entirely held abroad
shall not be negotiable in the A.R.E. and shali not be offered for
public subscription nor shall be subject to the stamp tax on capirtal
shares nor any  tax or duty in the AR.E. CONTRACTOR shall be
exempied from the application of Law No. 139 of 1981 as amended.

tn case CONTRACTOR consists of more than one member, all
CONTRACTOR Members shall be jointly and severally liablc for

the performance of the obligations of CONTRACTOR under this
Agrcement.

ARTICLE XXVI
LOCAL CONTRACTORS AND
LOCALLY MANUFACTURED MATERIAL

CONTRACTOR or Operating Company, as the case may be, and their
contractors shali:

(a) Give prionty to local contractors and sub-contractors, including

EGPC's Affiliated Companies as long as their performance is
comparable with international performance and the prices of their
services are not higher than the prices of other contractors and
sub-contractors by more than ten percent (10%%).
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by Give preference to Jocally  manufactured  matenal.  equipment.
nuwchinery smd consumables <o long as their quality and time of
detvrery e comparable o inrermatienaily  availuble  maierial.
cgipment. machiners amd coniumabics. However. such matenal,
cgurpment, muachinery gnd  consumables may be imported for
opcrations conducted  horeunder af the local price of such 1ttems at
CONTRACTOR S o Operinne Company's operuting base in ALRLE.
s more than ien pereent t10% higher “han the price of such
unported tets herine costoms daties, but afler transportation and
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NYHE i respest o is operations ander this Agreemient.



STI O (R SN I VT ISP [ SO TP N Y'Y

il 2L ¢ Gl e i« a0 Wil i le Y sda ) (&)
1S Jalesy - b, oo enisl oF 25 adn Gl Lpad (a1 415201
o g e Jiaae JRK25 S e SLILEYT sis e LSl
A ol y il pally SLUY padd ady JALE Jo e slds s
Al e oty gl e S L
I e Syt Jemsd Lkl e A0 e 6 S0l » s 13 ()
e Syt i ol 0 TS sl cempe LWL 20 2S00
LIl (o by s g ety Ol i 55 Gy ey (il Y
oot g il om LY i bl el RSB A8 i) S S
Jolatl o oy il gy i S8z LS el HLS UL o Sl
71N [ IS AT 1) g [ R FY R EUPS B L PO & =p [ERT T P
L LU edgd iy
(g9 puladly R Balg )
Wi 3R gaall
Ll Lo ol Uil sds s 5 g Al g0 LU sdgh pp
S5E sl VU bt s e boadyy s ! o L e oS
o U5 e o SBIR L G ieally Al 500 et sy Ll 2l 0
LAWY sde b ol e 5,0 s Legd S YL ol pall
(g9 pidal]§ Amaall] B2l
ribad
il odm 3lym cpo 3300 JSJ ey | o sbindl 1 ol gyl sy danan!
ol i S d g P i Yy s U GBY Mg



R R N U I A I R VL) R VAT SORP [ YV 8

(b) Nothing in this Agreement shall be construed as constiluting any
relationship 1o any concession agreement heretofore entered into by
the parties hereto or one of the parties hereto, and each of such
agreements shall be treated separately and independently in all
respects. Including but not limited to royalties, taxes and the
computation of the net profits of EGPC and CONTRACTOR
respectively.

(¢} Provided that GUPCQO is designated by EGPC and CONTRACTOR
lo act as subcontructor of the Operating Company under this
Agreement, EGPC and CONTRACTOR shall use their best cfforts
1o the effect that the officers, directors, other personne! and offices
of the Operating Company shall, as far as reasonably possible, be the
same as those of GUPCO, 1t being understood that the
CONTRACTOR under this Agreement shall be represented on the
Board of Dircctors of the Operating Company under this Agreement.

ARTICLE XXVIII
ARABIC TEXT

The Arabic version of this Agreement shall, before the courts of A.R.E.
be referred to in construing or interpreting this  Agreement; provided
however, that i1 any arbitration pursuant to Article XXIV herein above
between EGPC and CONTRACTOR the English and Arabic versions
shall both be referred to as having equal force in construing or
interpreting the Agreement.

ARTICLE XXIX

GENERAL

The headings or titles to each of the Articles to this Agreement are
solely for the convenience of the parties hereto and shall not be used
with respect to the mterpretation of said Articles.
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ARTICLE XXX
APPROVAL OF THE GOVERNMENT

This Agreement shall not be binding upon any of the parties hereto
unless and until a law 18 15sued by the competent authorities of the

A.R.£. authorizing the Minister of Petroleum to sign this Agreement

and giving this Agreement full force and effect of law notwithstanding

any countervailing Governmental enactment, and the Agreement 1s
signed by the GOVERNMENT, EGPC and CONTRACTOR.

BP EXPLORATION (DELTA) LIMITED
BY: —mMmM————.

EGYPTTAN GENERAL PELTROLEUM CORPORATION
Y- e

ARAB REPUBLIC OF EGYPT
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ANNEX “A”
CONCESSION AGREEMENT
BETWEEN
THE ARAB REPUBLIC OF EGYPT
| AND
EGYPTIAN GENERAL PETROLEUM CORPORATION
AND
BP EXPLORATION (DELTA) LIMITED
IN
EAST MORGAN AREA
GULF OF SUEZ,
A.R.E.
BOUNDARY DESCRIPTION OF THE CONCESSION AREA

Annex "BY is a provisional itlustrative map at an approximiite scale of

(1:550,000) showing the Arca covered and affected by this Agreement.

- The Arca measure approximately two hundred and sixty cight square
kilometers (268 km?) of surface Area. It is composed of all or part of
Exploration Blocks, the whole Blocks are defined on three (3) minutes

latitude by three {3) minutes longitude gnid.

- It 1s t0 be noted that the delineation lines of the Area in Annex "B" are
intended to be only illustrative and provisional and may not show
accurately their frue postizon in refation to exisiing monuments  and

oeographical features.
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Ceordinates of the corner points of the Area are given in the following
table which forms an integral part of Annex “A”

BOUNDARY COORDINATES OF
EAST MORGAN AREA IN

GULF OF SUEZ
ngT LATITUDE f NORTH LONGITUDE / EAST
1 28° 23 59.89" | 33° 24 00.68"
2 ’8° L0 11.78" | 33° 1g’ 18.83"
3 28 10 1543 | 33° 35! 45.80"
4 { 28° 07 33.18" | 33° 15" 11.89"
5 08° 07" 36.61" | 33° 32 1% 86"
6 og° 10 18.87" | 33° 32 42.70"
7 0g° 10 2200 | 33° 31’ 00.00"
8 28" 13 00.00" | 33° 3y 00.00"
9 28’ 13 00.00" | 33° 29 43.50"
10 18’ 1 5" 46.77" | 33° 2g 47.14"
11 28 15 50.08" | 33° 26 43.87"
12 o8 17 03.83" | 32° 26 45.52"
13 28’ 18 06.01" | 33° g 50.39"
14 28 18 29.04" | 33° 20 50.93"
15 58" 18 32.36" | 33° 26 47.58"
16 08 71" 14.63" | 37° 26 51.30"
17 g 21" 17.89" | 33° 273 47.86"
18 28 15 53.21" | 33° 23 40.56”
19 28" 15 56.70" | 33° 20/ 47.99"
20 08¢ 24 03.35" | 33° 20 47.99"
AREA EXCLUDED
ng” LATITUDE/ NORTH LONGITUDE / EAST
1 28 13 01.100" | 33° 32 46.548"
2 28" 12 57.686" | 33° 35 49.726"
3 28’ L0 15.433" | 33° 35 45.802"
1

28" 10 18.873" | 33° 32 42,7017
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ANNEX (B )

CONCESSION AGREEMENT FOR PETROLEUM
EXPLORATION AND EXPLQITATION

BETWEEN
THE ARAB REPUBLIC OF ECYFT

AND
THE EGYPTIAN GENERAL PETROLEUM
CORPORATION

AND
BP EXPLORATION (DELTA) LIMITED

| IN
EAST MORGAN AREA
GULF OF SUEZ
A.R.E.
SCALE 1 : 550,000
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ANNEX (B)

CONCESSION AGREEMENT FOR PETROLEUM
EXPLORATION AND EXPLOITATION

BETWEEN

THE ARAB REPUBLIC OF EGYPT
AND
THE EGYPTIAN GENERAL PETROLEUM
CORPORATION
AND
BP EXPLORATION (DELTA) LIMITED

IN
LAST MORGAN AREA
GULF OF SUEZ
A.RE,

SCALE [ : 550,000
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ANNEX “C»
EETTER OF GUARANTEE
EGYPTIAN GENERAL PETROLEUM CORPORATION
Gentlemen:

Reference 1s made to the Concession Agreement for Petrolewm
Exploration and Exploitation in East Morgan Area issued by law No ---
of 2003 by and between the Arab Republic of Egypt (A.R.E.}, The
bBEgyptian  General Petroleurn  Corporation (EGPC) and BP
EXPLORATION (DELTA) LIMITED (BP) (hercinafter referred to as
CONTRACTOR).

BP EGYPT Company as Guarantor on behalf of CONTRACTOR hereby
undertakes that, if CONTRACTOR spends during the initial Exploration
period of three (3) year of said Agreement less thap the minimum
amount specified for such period four million and five hundred thousand
U.5. Dollars ($4.500,000) under the Agreement (the difference being
hereunder described as  “Shortfall”’}, EGPC shall notfy BP
EXPLORATION (DELTA) LIMITED as CONTRACTOR and BP
EGYPT Company as Guarantor in writing of the amount of the Shortfall.
Within fiftcen (15} days of receipt of said notice, BP EGYPT Company
on behall of CONTRACTOR shall pay and / or transfer to EGPC
a quantity of crude oil sufficient in value to cover the Shortfall.

In case said crude o1l shall be transferred, it will be deducted from BP
EGYPT Company’s share of crude oil production from the Development
leases, pursuant to the terms of the Concession  Agpreement for
Petrolcum Exploration and Exploitation by and between the Arab
Republic of Egypt, EGPC and Amoco Egypt Oil Company now (BP
Egypt Company) effective the first day of July 1975 and issued by law
No. 15 of 1976 as amended and said crude oil shall be valued at the time
of the transfer to EGPC in accordance with the provisions of Article VII
(c} of the Concession Agreement of law no. 15 of 1976.



Y. . i L. _,ifJ:A'T“iui(@U}“s Sl — A 50 AL VY.

S ety o, L G GBS e 3y gl 5 a0 o AT e
iy ol i 05 L s Ul auds pl v i pleczall il as gty U e
o5 pany oLl s 8] LOLL Jhas DU sin 3y Zonghd Zuis e

J..g_..";.f (V) o e Lz .J.:.r.;tilr.:.l.::_, Lt romcai ) riad | e Ao a3 s
365 31 gy ki Dl A1 55 Riaie o) 33Uy sV ] 3,25 L
WY ade Bl sl J Wl Just &

e a




BF Egypt Company may at any time between the date hereof and the
date on which this letter of Guarantee shall expire submit a bank
guarantee of the Shorttall tn a form satisfactory to EGPC, in which event
the provisions of this letter shall automatically lapse and be of no effect.

This letter of Guarantee shall expire and become null and void on the
date six (6) months after the end of the tmitial Exploration period of the

Concession Agreement of East Morgan Area, Gulf of Suez or on the date

upon completion or performance of the CONTRACTOR’ s obligations
hereunder.

Yours Faithfully,

BP Egypt Company

L ) B B N B R R T et e e Sy S S S S S ———————
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ANNEX “DH
CHARTER OF OPERATING COMPANY
ARTICLE ]

A joint stock company having the nationality of the ARAB REPUBLIC
OF EGYPT shall be formed with the authorizatton of the GOVERNMENT
in accordance with the provisions of this Agrcement refeered to helow
and of this Charter.

The Company shall be subject to all laws and regulattons 1n force in the
A.R.E. to the extent that such laws and regulations are not mconsistent
with the provisions of this Charter and the Agreement referred Lo below.

ARTICLE H

The name of the QOperating Company shull be mutwally agreed upon
between EGPC and CONTRACTOR on the date of the Commercial
Discovery and shall be subject lo the approval of thc Minmister of
Perroleum.

ARTICLE 111
The Head Office of Operating Company shall be in the A R.E. in Cairo.
ARTICLE IV

The object of Operating Company is to act as the agency through which
EGPC and CONTRACTOR, carry out and conduct the Development
operations required in accordance with the provisions of the Agreement
signed on the -—-- day of --------one-- by and between the ARAB
REPUBLIC OF EGYPT, THE EGYPTIAN GENERAL PETROLEUM
CORPORATION and CONTRACTOR covering Petroleum operations
in East Morgan Arca, Gulf of Suez described therein.
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Operating Company shall be the agency to carry out and conduct
Exploration operations after the date of Commercial Discovery pursuant

to Work Programs and Budgets approved in accordance with the

Agreement.

Operating Company shall keep account of all costs, expenscs and
expenditures for such operations under the terms of the Agreement and

Annex "E" thereto.

Operating Company shall not engage in any business or undertake any

activity beyond the performance of said operations unless otherwise
agreed upon by EGPC and CONTRACTOR.

ARTICLE V

The authonized capital of Operating Company is twenty thousand
Egyptian Pounds divided into five thousand shares of common stock
with a value of four Egyptian Pounds per share having equal voting

rights, fully paid and non-assessable.

EGPC and CONTRACTOR shall cach pay for, hold and own, throughout
the life of Operating Company, one half (1/2) of the capital stock of
Opcrating Company provided that only in the event that either party
should transter or assign the whole or any percentage of its ownership
interest in the entirety of the Agreement, may suoch transferring or
assigning party transfer or assign any of the capital stock of Operating
Company and, in that event, such transferring or assigning party (and its
successors  and - assignees) muast transfer and #ssign  a stock interest
in Operating Company equal to the transferrcd or assigned whole or

percentage of its ownership interest in the entirety of the said Agreement.
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ARTICLE Vi

Operating Company shall not own any nght. title, interest or estate in or
under the Agreement or any Development Lease created thereunder or
in any of the Petroleum produced from any Exploration Block or
Development Lease thereunder or in any of the assets, equipment Or
other property obtained or used in connection therewith, and shall not be
oblipated as a principal for the financing or performance of any of the
duties or obligations of either EGPC or CONTRACTOR under the
Agreement. Operating Company shall not make any profit from any

source whatsoever.
ARTICLE Vi1

Operating Company shall be no more than an agent for EGPC and
CONTRACTOR. Whenever it i1s mdicated herein that Operating
Company shall decide, take action or make a proposal and the like. 1t is
understood that such decision or judgment 1s the result of the decision or
judgment of EGPC, CONTRACTOR ot EGPC and CONTRACTOR, as

may be required by the Agreement.
ARTICLE VI

Operating Company shall have a Board of Directors consisung ot eight
{R} members, four (4) of whom shall be designaed by EGPC ana the
other four (4) by CONTRACTOR. The Chairman shall be designated by
EGPC and shall also he a Managing Director.  CONTRACTOR shall

designate the General Manager who shall also be a Managing Director.
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ARTICLE 1X

Meciings of the Board of Directors shall be valid if a majority of the
Directors are present and any decision taken at such meetings must have
the affimmative vote of five (5) ur mwre of the Directors; provided,
however, that any Ihrector may be represented and vote by proxy held

by another Director.
ARTICLE X

Generat meetings of the Shareholders shall be valid if a majonity of the
capitil stack of Qperaling Company s represented thereat. Any decision
taken al such mcetings must have the affirmative vote of Shareholders

owming or represenling a4 majority of the capital stock.
ARTICLE XI

The Board of Dhrectors shail approve the regulations covering the terms
and conditions of employment of the personnel of Operating Company
emnployed directly by Operating Company and not assigned thercto by

CONTRACTOR and EGPC.

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

provisions of Article X hereof.
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ARTICLE XII

QOpevating Company shall come nto existence within thinty (30} days
after the date of Commercial Oil Discovery or within thirty (3() days
after signature of a Gas Sales Agreement or commencement of a scheme

to dispose of Gas, as provided for in the Agreement (unless otherwise
agreed by EGPC and CONTRACTOR).

The duration of Operating Company shall be for a period equal to the

duration of the said Agreement, including any renewal thercof.

The Operating Company shall be wound up if the Agrcement referred 1©

above is terminated for any reason as provided for therein.

BP EXPL.ORATION (DELTA) LIMITED

BY :

EGYPTIAN GENERAL PETROLEUM CORPORATION

BY




Voo dn L3 ¥ 3 (Al ) Y unll = e Slias 3l VAT

i,
-y

nﬁ)&ﬂﬂ

il | p el

( o193 Balgl )
e alSal
: v i ()
s lod | o L2d) Lis Lo S5l e AW 50U 530000 ol acd) Gk
sl asld L sa s
a8 ol e il oy Y e e 2au) J15alal) Tad,y o JyLils a0y (V)
Lo (7)) DO I Al N e asludl 3okl i, ol el
bt o il LS S 2l bty Ul ds g i ag, JS g e
Lasda ad] Lall i) ayy o S a2 Gt Coldaay dakacl) 251,
e IS Aab e duy i U ] s
I Jlally il Woli Gl ldaal sl il A5 )l s i (¥)
datadl do i Ul Rt B M oy WAL e gy (V0 e T
:-:-ﬁ-‘—';." i:—’L'-_-Ld-’J. L-.d’l—'LI l.].:i.l.“_} ;.;..:-Lil .",.:-.ZJI Z—éL{L;—i ‘_ycg-':l‘ hia.?'!._i-Jlj
b e dug oD TP YOI ) BT AVE SIS\ PR LR

Ay Lyl s il Wn s oS 230 oAl spany o e Lagie J8
Mojviwlgjuli_.s



VAY ¥ il Y G () 8 sl — e i L

ANNEX “E”
ACCOUNTING PROCEDURE
ARTICLE 1

GENERAL PROVISIONS
(a) Definitions:

The definitions contained in Article | of the Agreement shall apply

to this Accounting Procedure and have the same meanings.
(b) Statements of activity:

(1} CONTRACTOR shall, pursuant to Article [V of this Agreement,
and uniil the coming into existence of the Operating Company-
in accordgance with Article VI of the Agreement render to EGPC
within thirty (30) days of the end of each calendar quarter
4 statement of Exploration  Acuvity reflecting all charges and
credits related 10 the Exploration operations for that quarter
summanized Dy  appropriate classifications indicanive of the

nature thereof.

(2) Following its coming into existence, Operating Company shall
render to EGPC and CONTRACTOR within fifteen (15) days
of the end of ¢ach calendur quarter a Statement of Devclopment
and Exploration Activity reflecting all charges and credits
related to the Development and Exploration operations for that
quarter summarized by appropriate classifications indicative of
the nature thereof, except that items of controllable material and

unusual charges and credits shall be detailed.
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(¢) Adjustments and Audits:

{1) Each quarnterly Statement of Exploration Activity pursuant to
Article 1 {b} (1) of this Annex shall conclusively be presumed
10 be true and correct after three (3) months following the
receipt of each Statement by EGPC unless within the said three
(3) months EGPC takes written exception therelo pursuant 1o
Articte IV (D) of the Agrcement. During the said three (3)
month period  supporting documents will be available for

inspection by EGPC during all working hours.

CONTRACTOR will have the same audit rights on Opcrating

Company Statements as EGPC under this sub-paragraph,

(2) All Statemcnts of Development and Exploration Activity for any
calendar quarter pursuant to Article I (b) (2) of this Annex, shall
conclusively be presumed to be truc and  correct three (3)
months following the receipt of such Statement, unless within
the said three (3) months period EGPC or CONTRACTOR
takes written except:on thereto. Pending expiration of said three
(3) months EGPC or CONTRACTOR or both of them shall
have the richt to audit Operating Company accounts, records
and supporting documents for such quarter tn the same manner

as provided in Article IV () of the Agreement.



Yo e YV G gl ) A s - A i Al VAN

L — —

: eitd | | g (3)
dnastly dne\d ] Sl s A8 20l SUsy S JU Lol JL Ll Sl elad
ST S | T T ) 8 T P PRVPRCITEPS ol Pt el
SIRIRCTRVR 1 WU PR L P [ VST FOR T IR TRC I VS-S I TRCRE 713
SN @Y J g mall acd b o D oliadl s d =y | il
s Al o j3ball Gl el Uy pmadl ad Lisd LK, V1 il
$AY SN G, - Slid) as cud sl il e VI 0 5 5 pal)
b zl] LYY J) Jpf LS Y sam LY SN ek,
U2l ey s deay ot it s o L) O et e il 250 Y
i ey alpe Vo ¥ il S et m] e,
YO | A 5 C U VS SPRENE & 5/ DU JLITRE SR EPI Y| DIPSRY B
OUY s i a3l Sl )l L el Olgad b wliad! §y 2 3 dlesaudl

RS el Y IS e et | LY

: G Al e g i st i (o )
RO, W CA L ERTS) | LRI PN PN Y IO P Y (PR

PR Wby | V- JOE PR PR R P gyt dalac 4 Ml JIsa g ALy
e Jons s D e
p sl | AUG! | oz (§)

laS bl U s usias oy Laly B gl o Jolshl GLSNY 5o
Cldedb ol e g Je Y e

: Yoot o Babidy bt Juneid ke ()
eLed 51y B T Lzt e sl UL Jakt iy ol (3 o0
e b LB Wt e sk DBleds B il OV s 1 15
LAY b S



YAY YL L YV S (a0) A sl - den s
22TV SN

(d) Currency Exchange:

CONTRACTOR's books for Exploration and Operating Company's
books for Development and Exploration, if any, shall be kept in the
ARLE i US. Dollars. All U.S. Dollars expenditures shall be
charged in the amount expended. All Egyptian Pounds expenditures
shali be converted to U.S. Dollars at the applicable rate  of
exchange issued by the Central Bank of Egypt on the first day of
the month in which expenditures are recorded, and all other
non-L1.5. Dollars expendiures sha:l be translated to U.S. Dollars at
the buying rate of exchange for such currency us quoted by National
Westmipster Bank Limited, London at 10.30 a.m. GM.T.. on the
first day of the month in which expenditures are recorded. A record
shall be kept of the exchunge rates used in translating Egyptian

Pounds or othcr non-U.S. Dollars expenditures to U.S. Dollars.

(e) Precedence of Documents:

[n the event of any nconsistency or conflict between the provisions
of this Accourting Procedure and the provisions of the Agreement
reating the same subject differently, then the provisions of the

Agreement shall pravail.
(f) Revision of Accounting Procedure:

By mutual agreement between EGPC und CONTRACTQOR, this
Accounting Procedure may be revised in writing from fime to time

in the light of future arrangements.
2) No Charge for Interest on Investment:
Interest on mvestment or any bank fees, charges or commissions

related to any bank guarantees shall not at any time be charged as
recoverable costs under the Agreement.
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ARTICLE I1
COSTS, EXPENSES AND EXPENDITURES

Subject to the provisions of the Agreement, CONTRACTOR shalt alone
bear and, directly or through Operating Company, pay the following
costs and cxpenses, which costs and expenses shall be classified and
allocated to the activities according to sound and gencrally accepted
accounting principles and treated and recovered in accordance with
Article VII of this Agreement;

(a) Surface Rights:

All dircct  cost  auributable to the acquisition, renewal or
relinguishment of swface rights acquired and muintained in  force
for the Area.

(b) Labor and Related Costs:

(1) Salanes and Wages of CONTRACTOR's or Opcrating
Company's employees, as the case may be, directly engased in
the varnous aclivities under the Agrecment including  salaries
and wages paid to geologists and other employecs who are
temporarity assigned to and employed in such activities. Such
salanes and wages to be certified by a centified public
accounting firm.

Reasonable revisions of such salaries and wages shall be
effected 10 ke mto account changes in CONTRACTOR's
policies und amendments of laws applicable to salaries. For the
purpose of ths Article 1} (b) and Anicle I (c), salaries and
wages shall mean the assessable amounts for AR.E. Income
Taxes, including the salaries during vacations and sick leaves,
but excluding all the amounts of the other items covered by the
percentage tfixed under (2) below.
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(2) For expatriate employees permanently assigned to Egypt:
. All allowances applicable to salaries and wages;
2. Cost of established plans; and

3. All travel and relocation costs of such  expatriate
employees and their families to and from the employee's
country or point of origin at the time of employment, at
the time of separation, or as a result of transfer from one
location to another and for vacation (transportation costs
for employees and their families transferring from the
A.R.E. 10 another location other than thenr country of
origin shall not be charged to A.R.E. operations).

Costs wder this Article [T (b ) ( 2 ) shall be deemed to be equal to
erghty-one percent (817%) of basic salaries and wages paid tor such
expamate personnel including those paid during vacations and sick
lecaves as established in CONTRACTOR’s international policies,
chargeable under Article 1T (b) (1), Article 11 (1), Article 1 (k) (1)
and Article TT (k) {3) of this Annex.

However, salanies and wages during vacations, sick leaves  and
disability are covered by the foregoing percentage. The percentage
outlined above shall be deemed to reflect CONTRACTOR's actual
costs as of the Effective Date with regard to the following benelits,

allowances and costs :-
1. Housing and Utilities Allowance.

2. Commodities and Services Allowance.

L

. Special Rental Allowance,
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. Vacation Transportation Allowance.

. Vacanon Travel Expense Allowance.

. Vacation Excess Baggage Allowance,

- Educatton Allowances (Children of Expatnate Employees).

. Hypothettcal U.S. Tax Offset {(which results in a reduction of

the chargeable percentage).

. Storage of Personal Effects.

Housing Refurbishment Expense.

Property Management Service Fees.

 Recreatvon Allowance.

Retirement Plan.

Group Lite Insurance.
Group Medical Insurance.
Sickness and Ihsability.

Vacation Plans Paid {(excluding Allowable Vacation Travel

Expenses).

Savings Plan.

Educational Assistance.
Military Service Allowance.
FIL1C.A,

Workman's Compensation.
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23. Federal and State Unemployment Insurance.

24. Personnel Transfer Expense.
25. National Insurance,

26. Any other Costs, allowances and benefits of a like nature
as established i1n CONTRACTOR's International Policies.

The percentages outlined above shall be reviewed at intervals

of three {3) years from the Effective Date and at such time
CONTRACTOR and EGPC will agree on new percentages to

be used under this paragraph.

Revisions of the percentages will take into consideration variances
in costs  and changes m CONTRACTOR's intermational policies

which change or exclude any of the above allowances and benefits.

The revised percentages will reflect as nearly as possible

CONTRACTOR’s acrual costs of all its established allowances and

benefits and of personnel transfers.

(3) TFor expatnate employees temporarily assigned to Egypt all
allowances, costs of established plans and all travel relocation
costs for such expatriates as paid 1n accordance with
CONTRACTOR's international policies. Such costs shall not
include any admimstrative overhcad other than what s

mentioned in Article I (k) (2) of this Annex.
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(4) Costs of expenditure or contributions made pursuant 10 taw or
assessment 1mposed by Govermmental authoeity which are
applicable to labor cost of salaries and wages as provided under
Article IT (b) (1), Articke IT (b) (2), Article I (1), Article H (k)
(1} and Article 1l (k) (3) of this Annex.

(¢} Benefits, allowances and related costs of national employees:

Bonuses, overtime, customary allowances and benefits on a  basis
similar to that prevailing for otl companies operating 1 the A RE|
all as chargeable under Artcle 11 (b) (1), Amcle I (1}, Article 11 (k) (1)
and Article 11 (k) {(3) of this Annex. Severance pay will be charged at
a fixed rate applied 10 payrolls which will equal an amount equivalent
to the maximum lability for severance paymemt as required under

the A.R.E. Labor Law.
(d) Material

Material, equipment and supplies purchased or furnished as such by

CONTRACTOR or Operating Company.
(1) Purchases:

Material, equipment and supplies purchased shall be at the
price paid by CONTRACTOR or Operaung Company pius any
related cost and atter deduction of all discounts actually

reeosved.
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(2) Material Furnished by CONTRACTOR:

Material required for operations shall be purchased directly
whenever practicable, except that CONTRACTOR may fumish
such material from CONTRACTOR's or CONTRACTOR's

Affiliated Companies stocks outside the AR.E. under the
following conditions:

1. New Material (Condition '"A’")

New Matenial transferred from CONTRACTOR's or
CONTRACTOR's Affiliated Companies warehouse or other
properties shall be priced at cost, provided that the cost of
material supplied is not higher than internanonal prices for
material of similar quality supplied on similar terms,
prevailing at the time such material was supplied.

2. Used Material (Conditions "'B'' and ""C")

a} Material which s 10 sound and serviceable condition and
is suilable for reuse without reconditioning shall be classed
as Condition "B"” and priced at seventy-five percent (/3%)
of the price of new material.

b) Material which cannot be classified as Condition "B™ but
which is serviceable for original tunction but substantially
not suitable for recconditioning, shall  be classed  as
Condition "C" and priced at fifty percent (50%) ot the
price of new material,

¢) Material which cannot be classified as Condition "B" or
Condition "C" shall be priced at a value commensurate
with its use.

d) Tanks, buildings and other equipment involving erection
costs shatl be charged at applicable percentage of knocked -
down new price.
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(3) Warranty of Materials Furnished by CONTRACTOR

CONTRACTOR does not warrant the maternal fumntshed
beyond or back of the dealer's or manufacturet's guaranty; and
in case of defective material, credit shall not be recorded unt:l
adjustment has been received by CONTRACTOR from
manufacturers or their agents.

(e) Fransportation and Employee Relocation Costs:

(1) Transportation of equipment, materials and supnlies necessary
for the conduct of CONTRACTOR's or Operating Company's

activitics.

(2) Bustness travel and transportation ¢xpenses to the extent covered
by established policies of CONTRACTOR or with regard to
expatnate and nattonal emplovyeces, as ncurred and paid by, or
for, employees in the conduct of CONTRACTQOR's or Operating

Company's business.

(3) Employees transportation and relocation costs for national

employees to the extent covered by established policies.
(f) Services:

(1) Outside services: The costs of contracts for consullants, services

and uftlities procured from third partics.

(2) Cost of services performed by EGPC, by CONTRACTOR, or
by their Aftihated Compames m tacihues inside or outside the
A.R.E. Reguluar, recurmng, routine services, such as mterpreting
magnetic tapes and/or other analyses, shall be performed and
charged by EGPC and/or CONTRACTOR or their Affiliated
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Companies at an agreed contracted price. Major projects
invalving engineering and design services shall be performed

by EGPC and/or CONTRACTOR or their Affiliated Companies
at a negotiated contract amount.

(3) Use of EBGPC's, CONTRACTOR's or their Affiliated
Compames' wholly owned equipment shall be charged at
a rental rate commensurate with the cost of ownership and
operation, but not in excess of competitive rates currently
prevailing i the A.R.E.

(4) CONTRACTOR's and CONTRACTOR's Affiliated Companies’
rates shall not include any administrative or overhead costs other

than what 1s mentioned in Article H (k) (2).

Damages and Losses:

All costs or expenses, necessary to replace or repair damages or
losses mcurred by fire, flood, storm, theft, accident or any other
cause not controllable by CONTRACTOR or Operating Company
through the exercise of rcasonable diligence. CONTRACTCR or
Operating Company shall furnish EGPC and CONTRACTOR
written notice of damages or losses incurred in excess of ten
thousand ($10,000) U.S. Dollars per occurrence, as soon s
practicable after report of the same has been received by

CONTRACTOR or Operating Company.
Insurance and Claims:

The cost of any public liability, property damage and other
insurance  against  habilites of CONTRACTOR, Operating
Company and/or the parties or any of them to their employees
and/or ouisiders as may be required by the laws, rules and
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regulations of the GOVERNMENT or as the parties may agree
upon. The procceds of any such insurance or claim collected, tess
the actual cost of making a claim, shall be credited against

operations.

If no insurance 1s carried for a particular risk, in accordance with
good international o1l field practices, all related actual expenditures
incurred and paid by CONTRACTOR or Operating Company in
settlement of any and all losses. claims, damages, judgments and any

other expenses, including legal services.

(1) Indirect kxpenses:

#)

Camp overhead and facilities such as shore hase, warchouses, water
systems, road systems, saluaries and expenses of ficld supervisory
personnel, hield clerks, assistants. and other general cmployees

mndirectly serving the Area.
Legal Expenses:

All costs and expenses of litigation. or legal services otherwise
necessary or expedient for the protection of the Area, including
attorney's fees and cxpenses as hereinafter provided, together with
all judgments obtained against the pactics or any of them on accoum
of the operations under the Agreement, ard actual expenses incurred
by any party or parties hereto in securing evidence for the purpose of
defending against any action or claim prosecuted or urged against

the operations or the subject matter of the Agreement, In the event
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actions or claims affecting the 1nterests hereunder shall be handled
by the legal staff of one or more of the parties herete, a charge
commensurate with cost of providing and furnishing such services

may be made to operations.
(k} Administrative OQOverhead and General Expenses:

{1} While CONTRACTOR 1is conducting Exploration operations,
the cost of staffing and maintaining CONTRACTOR's head
office in the A.R.E. and/or other offices established n the
A.R.E. as appropriate other than field offices which will be
charged as provided in Article II (i), and excepting salanes of
employees of CONTRACTOR who are temporanly assigned to
and directly serving on the Area, which will be charged as

provided in Article I (b) of this Annex.

(2) CONTRACTOR's administrative overhead outside the A.R.E.
applicable t¢ Exploration operations in the A.R.E. shall be
charged ¢ach month at the rate of five percent (5%) of total Bx-
ploraiion expenditures, provided that no admunistrative over-
head of CONTRACTOR outside the A.R.E. applicable to
A.R E. Exploration operations will be charged for Exploration
operations conducted by Operating Company. No other dircct
charges as such for CONTRACTOR's administrative overhead
outside the AR E. will be applied aganst the Exploration
obligations. Examples of the type of costs CONTRACTOR 1s
incurring and charging hereunder due to activities under this

Agreement and covered by said percentage are:
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1. Executive - Time of exccutive officers.
2. Treasury - Financial and exchange problems.
3. Purchasing - Procuring maitenals, equipment and supplies.

4. Exploration and Production-Directing, advising and controliing

the entive projcct,

5. Other departments such as legal, comptroller and engineering
which coninbute time, knowledge and experience to the

operdtions.

The forcgoing does not preclude charging for direct service

under Article I1 () (2) of this Annex.

(3) While Operating Company is conducting operations. Qperaing
Company's personnel engaged in general clerical and ottice
work, supervisors and officers whose time 1s generally spent 1n
the main office and not the field, and all employees generally
considercd us  eeneral and  administrative and not charged to
other types of expense will be charged to operations. Such
expenses shall be allocated cach month between Exploration
and Development operations according to sound and practicable

accounting methods.
(I} Taxes:

All taxes, dutics or levies paid in the A R.E. by CONTRACTOR or
Opcrating Company  with respect 10 this Agreement other thin

thase covered by Article TI (g} {1} of the Agreement.
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{m) Continuing CONTRACTOR Costs:

Costs of CONTRACTOR activities required under the Agreement
and incurred exclusively in the A.R.E. after Operating Company is

formed. No sales expenses incurred outside or inside the A.R.E.

may be recovered as a cost.
(n) Other Expenditures:

Any costs, expenses or expenditures, other than those which are
covered and dealt with by the foregoing provisions of this Article IT,
incurred by CONTRACTOR or Operating Company under approved
Work Programs and Budgets.

ARTICLE I
INVENTORIES
(a) Periodic Inventories, Notice and Representation:

At reasonable intervals as agreed wupon by LEGPC and
CONTRACTOR inventories shall be taken by Operating Company
of the opcrations matenals, which shall include all such materzals,
phavsical assets und construction projects, Written notice of intention
to take inventory shall be given by Opcrating Company to EGPC
and CONTRACTOR at least thirty (30) days before any inventory
15 to begin 80 that EGPC and CONTRACTOR may be represented
when any inventory is taken. Faillure of EGPC and/or CONTRACTOR
to be represented at an inventory shall bind them to accept the
mventory taken by Operating Company, who shall i that event furmsh

the party not represented with a copy thereol.
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(b) Reconcilistion and Adjustment of Inventories:

{a)

Reconaliation of inventory shall be made by CONTRACTOR. and
EGPC. and a list of overuges and shortascs shall be Jointly
determined by Operating Company and CONTRACTOR and EGPC,
and the inventory adjusted by Operating Company.

ARTICLE IV
COST RECOVERY

Statements of Recovery of Costs and of Cost Recovery
Petroleum:

CONTRACTOR shall, pursuant 1o Article VII of {he Agrcement,
render o EGPC as promiptly as priacticable but not later than fifteen
(15} days after receipt from Operating Company of the statements
tor Development and Exploration Activity for the calendar quaitcr a
Statement for that quarter showing:

L. Recoverzble costs carried forward from the previous quarter, if
any.

-

. Recoverable costs incurred and paid during the quarter.

. Total recoverable costs for the quarter (1) + (2).

= W

- Vatue of Cost Recovery Petroleum taken and separately disposed
ot by CONTRACTOR for the quarter.

> Amount of casts recovered for the quarter.

0. Amount of recoverable costs carried into the succeeding quarter,
if any.

/. Excess af any, of the value of Cost Recovery Petrolcum taken and
scparately disposed of by CONTRACTOR over costs recovered
tor the quarter.
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(b) Payments:

If such Slatemenf shows an amount due EGPC, payment of that
amount shall be made in U.S. Dollars by CONTRACTOR with the
rendition of such Statement. If CONTRACTOR fails 10 make any
such payment to EGPC on the date when such payment is due, then
CONTRACTOR shall pay interest of two and one half percent
(2.5%) per annum higher than the London Interbank Borrowing
Offered Rate (LIBOR}) for three (3) months U.S. Dollurs deposits
prevailing on the date such interest is calculated. Such interest

payment shall not be recoverable.
(c) Settlement of Excess Cost Recovery Petroleum:

EGPC has the right to take its entitlement of Excess Cost Recovery
Petroleum under Article VIL (2) (2) of the Agreement 1n Kind
during the said quarter, A settfement shall be required with the
renditton of such Statements in case CONTRACTOR has taken

more than its own entitlement of such Excess Cost Recovery

Pctroleum.
(d) Audit Right:

EGPC shall have 4 period of twelve (12) months from receipt of
any Statement under this Article IV in which (o audit and raise
objection to any such Statement. EGPC and CONTRACTOR shall
agree on any required adjustments. Supporting documents  and
accounts will be available to EGPC during said twelve {12) month

period.
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(a)

ARTICLE V¥
CONTROL AND MAJOR ACCOUNTS
lExploration Qbligation Control Accounts:

CONTRACTOR will establish an Exploration Obligation Control
Account and an offsetling contra account to control therein the total
amount of Exploration expenditures reported on  Statements of
activity prepared per Article T (b) (1) of this Annex, [ess any
reductions agreed to by EGPC and CONTRACTOR following
written exceptions taken by a non-operator pursuant to Article 1 (c)
(1) of this Annex. in order to determine when minimum Exploration
obligations have been met.

(b) Cost Recovery Control Account:

CONTRACTOR will establish a Cost Recovery Control Account
and an off-sctting contra account to control thercin the amount  of
cost remaining to be recovered, if any. the amount of cost recovercd
and the value of Excess Cost Recovery Petroleum, it any.

{c) Major Acconnts:

For the purpose of classitying costs, expenses and  expenditures for
Cost Recovery as well as for the purpose of establishing when the
minimum Exploration obligations have becn met, cosls, expenses
and expenditures shall be recorded in maujor accounts including the
following:

- Exploration Expenditures;

- Devclopment Expenditures other than Operating Expenses;

- Operaung Expenscs.

Necessary sub-accounts shall be used.

Revenue accounts shall be maintained by CONTRACTOR 1o the

extent nccessary for the conuol of recovery of costs and the
trcatment of Cost Recovery Petroleum.
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ARTICLE VI
TAX IMPLEMENTATION PROVISIONS

It is understood that CONTRACTOR shall be subject to Egvptian
Income Tax Laws except as otherwise provided in the Agreement, that

any A.R.E. Income Taxes paid by EGPC on CONTRACTOR's behalt
constitute additional income to¢ CONTRACTOR, and this additional

income is also subject to A.R.E. income tax, that is "grossed up”.

“CONTRACTOR's annual income™, as determined in Article Il (g) (2) of
this Agreement, less the amount equal to CONTRACTOR's grossed-up
Egyptian income tax liability, shall be CONTRACTOR's "Provisional

Income'.

The “gross-up value" is an amount added o Provisional lncome to give
"Taxable Income", such that the grossed-up value is equivalent to the

AR E. Income Taxes.
THEREFORE:
Taxable Income = Provisional Income plus Grossed-up Value
and
Grossed-up Value = A.R.E. Income Tax on Taxable Income.

If the "A R.E. Income Tax rate”, which means the effectve or composite
tax rate due to the various A.R.E. 1axes levied on income or profits,

is constant and not dependent on the level of income, then:

Grossed-up Valug = A.R.E. income tax rate TIMES Taxahle Income.
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Combining the first and last equations above

Provisional income x Tax Ratlg
Grossed-up Valug=————— Lo T~

] - Tax Rate

where the tax rate is expressed as a decimal,

The above computations are illustrated by the following numerical
example. Assumung that the Provisionud Income 1s 310 and the AR E.

Income Tax rate is forty percent (40%), then the Grossed-up Value 1s
equal 1o:

$10x0.4
—_— —— =% 06.67

] - (0.4 b
Therefore:
Provisional income $ 10.00
Plus Grossed-up Value 0.07
Taxable Income $16.67
less: ARE. Income Taxes at 20% 667

CONTRACTOR's Income after tuxes $ 10.00
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