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

THE EGYPTIAN GENERAL PETROLEUM
CORPORATION

AND
SIPETROI, INTERNATIONAL S.A.
AND
OIl. SEARCH (EGYPT) LIMITED
IN
EAST RAS QATTARA
WESTERN DESERT
AR.E.

This Agreement made and entered on this ...ovoeeervennns day of .......ovinieen
2004, by and between the ARAB REPUBLIC OF EGYPT (hercmafter
referred to variously as "A.R.E." or as the "GOVERNMENT"), the
EGYPTIAN GENERAL PETROLEUM CORPORATION, a legal entity
created by Law No. 167 of 1958 as amended (hereinafier referred to as
"BEGPC"} and SIPETROL INTERNATIONAL S.A., a joint stock
corporation orgamzed and existing under the laws of the Republic of
Uruguay {hercinafter referred to as “SIPETROL”) and OIL SEARCH
{(EGYPT) LIMITED, a limited lability company organized and existing
under the laws of the British Virgin Islands (hereinafter referred 1o as
“OIL SEARCH™), SIPETROL and OIl. SEARCH shall be hereinafter
reterred to collectively as “CONTRACTOR” or individually as
“CONTRACTOR Member”.
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WITNESSETH

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

WHEREAS, EGPC has applied for an exclusive concession for the
exploration and exploitation of petroleum i1n and throughout the area
referred to in Article II, and described in Annex "A" and shown
approximately on Annex "B", which are attached hereto and made part
hereof (hereinafter reterred to as the “Area’”); and

WHEREAS, “SIPETROL” and “OIL SEARCH" agree to undertake its
obligations provided hereinafter as a CONTRACTOR with respect to the
Exploration, Development and Production of Petroleum in EAST RAS
QATTARA AREA, WESTERN DESERT; and

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

WHEREAS, the Minister of Petroleum pursuant to the provisions of
Law No. 806 of 1956, may enter mto a concession agreement with
EGPC, and with “SIPETROL” and “OIL SEARCH” as a CONTRACTOR
In the said Area.

NOW, THEREFORE, the parttes hereto agree as follows:
ARTICLE 1
DEFINITIONS

(a) "Exploration” shall include such geological, geophysical, aenal and
other surveys as may be contained in the approved Work Programs
and Budgets, and the dnlling of such shot holes, core holes,
stratigraphic tests, holes for the discovery of Petroleum or the
appraisal of Petroleum discoveries and other related holes and
wells, and the purchase or acquisition of such supplies, maienals,
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)Y "Development” shall include, but not be limited teo, ail the
operations and activities pursuant to approved Work Programs and
Budgets under this Agreement with respest (o

(i} the drilling, plugging, deepening, side tracking, re-dnlling,
comtpleting, equipping of development wells and the changing
of the status of 2 well, and

(i1} design, engineering, construction, mstallation, servicing and
maintenance of equipment, lines, systems faciities, plants and
related operations to produce and operate said development
wells, taking, saving, treating, handling, storing, transporting
and delivering Petroleum, repressuning, recyciing and other
secondary recovery projects, and

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

(¢) "Petroleum” means Liquid Crude Oil of various densities, asphalt,
(Gras, casinghead gas and all other hydrocarbon substances that may
be found in, and produced, or otherwise obtained and saved from the
Area under this Agreement, and all substances that may be exiracted
therefrom.

{d} "Liquid Crude Qil" or "Crude Oil"” or "0i!” means any hydrocarbon
produced from the Area which is in a liquid state at the wellhead or
lease separators or which 1s extracted from the Gas or casinghead
gas in a plant. Such liquid state shall exist at sixty degrees
Fahrenheit (60°F) and atmospheric pressure of 14.65 PSIA. Such
term inciudes 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 Qil) and all non-hydrocarbon substances therein.
Said term shall include residual gas, that Gas remaining after
removal of LPG.

(f} "LPG" means hiquefied petroleum gas, which is a mixture principaily
of butane and propane iiguchied by pressure and emperatuee.

{g} A "Barrel” shall consist of forty-two (42} United States galions,

liquid measure, corrected to a temperature of sixty degrees
Fahrenheit (60°F) at atmospheric pressure of 14.65 PSIA.

(h) (1) "Commercial Oil Well" means the first well on any geologcal
feature which after testing for a pertod of neot more than thirty
(30) consecutive days where practical, but in any event 1n
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 two thousand
(2000) Barrels of Oil per day (BOPD). The date of discovery
of a "Commercial Oil Well" 1s the date on which such well 1s
tested and completed according to the above.

(2) "Commercial Gas 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, bt in any event in
accordance with sound and accepted industry produchon
practices and venfied by EGPC, is found to be capable of
praducing at the average rate of pot less than fifteen million
{15,000,000) standard cubic feet of Gas per day (MMSCED).
The date of discovery of a "Commercial Gas Well" is the date

on which such well is tested and completed according to the
above.,
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(i} "AR.E." means ARAB REPUBLIC OF EGYPT.

{1} TEffective Date” means the date on which the text of this
Agreement 15 signed by the GOVERNMENT, EGPC and
CONTRACTOR, safter the relevant Law is issued,

(k) (1) "Year” means a period of twelve {12) months according to the
Ciregorian Calendar,

{2y "Calendar Yem” means a period of twelve (12} months
according to the Gregorian Calendar being 1st January to 31st
Pecember.

(1) "Fmarcial Year" means the COVERNMENT's financial vear sccording
to the taws and regalations of the AR.E.

{my " Tax Year ™ means the period of twelve {12) months according 1o the laws
and regotations of the AR L.

{n} An "Affihated Company” means a company;

(i} of which the share capital, conferring a majority of votes at
stockholders' meetings of such company, is owned directly or
indirectly by a party herelo; or

(ii} which is the owner direcily or indirectly of share capital
conferring & majonty of voles at stockhoiders’ meetings of a
parly hereio; or

{iit} of which the share capital conferring a majority of votes at
stockholders’ meetings of such company and the share caputal
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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(q)

(r)

(t)
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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
System where possible or with the existing boundaries of the Area
covered by this Concession Agreement as set out in Annex "A".

"Development Block" shall mean an area, the comer points of
which have to be coincident with one (1) minute by one (1) minute
latitude and longitude divisions, according to the International Grid
System where possible or with the existing boundaries of the Area

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

"Development Lease(s)” shall mean the Development Block or
Blocks covering the geological structure capable of production, the
corner pomnts of which have to be coincident with one (1) minute by
one (1) minute latitude and longitude divisions according to the
International Grid System where possible or with the existing
boundaries of the Area covered by this Concession Agreement as set
out m Annex "A",

"Agreement” shall mean this Concession Agreement and its
Annexes.
"Gas Sales Agreement” shall mean a written agreement between

EGPC and CONTRACTOR (as sellers) and EGPC or The Egyptian
Natural Gas Holding Company “EGAS” or a mutually agreed third
party (as buyer), which contains the terms and conditions for Gas
sales from a Development Lease entered into pursuant to Article VII {e).

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

Annex “A” is a description of the Area covered and affected by this

Agreement, hereinafter referred to as the "Area"”.

Annex “B” is a provisional illustrative map on the scale of
approximately (1: 235,000) indicating the Area covered and affected by

this Agreement and described in Annex "A",

Annex “C” is the form of a Letter of Guaranty to be submitted by
CONTRACTOR to EGPC one (1) day before the time of signature by
the Mimister of Petroteum of this Agreement, for the sum of four million
and seven hundred thousand U.S. Dollars ($4,700,000) guaranteeing the
execution of CONTRACTOR’s mimimum Exploration obligations
hereunder for the initial three (3) year Exploration period. In case
CONTRACTOR extends the initial Exploration Period for two (2)
additional periods of two (2} years each, each in accordance with Article
[l (b) of this Agreement, similar Letters of Guaranty shall be issued and
be submitted by CONTRACTOR on the day the CONTRACTOR
exercises 1ts option to extend. The first such letter of Guaranty shall be
for the sum of three million and seven hundred thousand U.S. Dollars
($3,700,000) and the second such Letter of Guaranty shall be also for the
sum of two million and nine hundred thousand U.S. Dollars ($2,900,000)
less in both instances any excess expenditures of the preceding
Exploration period permitted for carry forward in accordance with

Article IV (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 relevant Exploration period for which it has been issued
except as it may be released prior to that time in accordance with the
terms thereof

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

Annex “E” is the Accounting Procedure.

Annex “F”’ 1s a current map of the Nattonal Gas Pipeline Grid
System established by the Government.

The point of delivery for Gas shall be agreed upon by EGPC and
CONTRACTOR under a Gas Sales Agreement, which point of delivery
shall be located at the flange connecting the Development Lease
pipeline to the nearest point on the National Gas pipeline Gnid System as
depicted in Annex "F" or as otherwise agreed by EGPC and
CONTRACTOR .

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

ARTICLE I
GRANT OF RIGHTS AND TERM

The GOVERNMENT hereby grants EGPC and CONTRACTOR
subject to the terms, covenants and conditions set out in this Agreement,
which 1nsofar as they are confrary to or inconsistent with any
provisions of Law No. 66 of 1953, as amended, shall have the force of

Eaw, an exclusive concession in and to the Area described in Annexes
nAn al'ld an,
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(a)

(b)

{c}

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 preduced and saved from the Area during
the Development period including renewal. Said royalty shall be
borne and paid by EGPC and shall not be the obligation of
CONTRACTOR. The payment of rovalties by EGPC shall not be
deemed to result in income  attributable to the CONTRACTOR.

An mitlal Exploration penied of three (3) yvears shall start from the
Effective Drate. Two (2) successive extensions to the ipitial
Exploration period, each of two (2) years respectively, shall be
granted to CONTRACTOR at its option, upon not less than thirty
(3() days prior written notice to EGPC, such notice to be given not
later than the end of the then current period, as mav be extended
pursuant {0 the provisions of Article V {a}, and subject only to its
naving fulfiled s obligations hereunder for thaf period. This
Agreement shall be terminated if neither a Commercial Qil
Discovery nor a Commercial Gas Ihscovery is established by the
end of the seventh (7*) year of the Exploration period, as may be
extended pursuant to Article V (a). The election by EGPC to
undertake a sole risk venture under paragraph (¢} shall not extend

the Exploration penod nor affect 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 1s worthy of being developed commercially. After
discovery of a Commercial Oil or Gas Well CONTRACTOR

shall, unless otherwise agreed upon with EGPC, undertake as
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part of its Exploration program the appraisal of the discovery by
drilling one or more appraisal wells, to determine whether such
discovery is worthy of being developed commercially, taking
into consideration the recoverable reserves, production,
pipeline and terminal facihities required, estimated Petroleum
prices, and all other relevant technicai and economic factors.

{ii} The provisions laid down herein postulate the unity and
indivisitility of the concepts of Comwnercial Discovery and
Development Lease. They shall apply umformly to Oil and Gas
unless otherwise specified,

(iity CONTRACTOR shall give notice of 3 Commercial Discovery
to EGPC immediately after the discovery is considered by
CONTRACTOR to be worthy of commercial development but
in any event with respect to a Commercial O1l Well not later
than thirty {30} days following the completion of the second
appraisal weil or twelve (12) months  following the date of the
discovery of the Commercial Ol Well, whichever s carlier or
with respeet to a Commercial Gas Well not later than twenty
four {24) months following the date of the discovery of the
Conunercial Gas Well {unless EGPC  agrees that such period
may be extended) except that CONTRACTOR shall also have
the nght to give such notice of Comrercial Discovery with
respect to any reservoir or reservoirs even if the well or wells
thereon are not "Commercial® within the defimition of
“Commercial Well” if, in its opinion, a meservoir or a group of
reservoirs, considered collectively, could be worthy of
commescial development.

CONTRACTOR may also give 3 potice of a Commercial
Oil Discovery in the e¢vent i wishes to undertake a Gas
Recyeling Project.

A notice of Commercial Gas Discovery shall contain ail
detailed particulars of the discovery and especially the area of

Gas reserves, the estimated production potential and profile and
field life.
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Within sixty (60) days following receipt of a notice of a
Commercial Oil or Gas Discovery, EGPC and CONTRACTOR
shall meet and review all appropriate data with a view to
mutually agreeing upon the existence of a Commercial
Discovery. The date of Commercial Discovery shall be the
date EGPC and CONTRACTOR jointly agree in writing that a
Commercial IDiscovery exists.

(iv) If Crude Oil 1s discovered but is not deemed by
CONTRACTOR to be a Commercial Oil 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 O1l Well™, have the
right, following sixty (60) days notice in writing to
CONTRACTOR, at its sole cost, risk and expense, to develop,
produce and dispose of all Crude O1l from the geological feature
on which the well has been drilled. Said notice shall state the
specific area covering said geological feature to be developed,
the wells to be dnlled, the production facilities to be mstalled
and EGPC's estimated cost thereof. Within thirty (30) days after
receipt of said notice CONTRACTOR may, in writing, elect to
develop such area as provided for in the case of Commercial
Discovery hereunder. In such event all terms of this Agreement
shall continue to apply to the specified area.

If CONTRACTOR elects not to develop such area, the specific
area covernng said geological feature shall be set aside for sole
risk operations by EGPC, such area to be mutually agreed upon
by EGPC and CONTRACTOR on the basis of good petroleum
industry practice. EGPC shall be entitled to perform or in the
event Operating Company has come into existence, to have
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Operating Company perform such operations for the account of
EGPC and at EGPC's sole cost, risk and expense. When EGPC
has recovered from the Crude Qil produced from such specific
area a quantity of Crude (il equal in value to three hundred
percent (300%) of the cost it has incurred  in carrying out the
sole risk operations, CONTRACTOR shall have the option,
only in the event there has been a separate Commercial Oi
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 ¢osts incurred by
EGPC. |

Such one hundred percent {100%) payment shall not be
recovered by CONTRACTOR. Immediately following such
payment the specific arca shall either (i) revert to the status of
an ordinary Development Lease under this Apreement and
thereafter shall be operated in  accordance with the terms
hereof; or (ii) alternatively, in the event that at such time EGPC
or its Affiliated Company is conducting Development
operations in the area at its sole expense and EGPC  elects to
continue operating, the area shall remain set aside and
CONTRACTOR shall ouly be entitled to its production sharing
percentages of the Crude Oil as  specified in Article VH (b}
The sole risk Crude Oil shall be valued in the manner provided
in  Article VII {¢). In the event of any termination of this
Agreement under the provisions of Article II1 (b), this
Agreement shall, however, continue to apply to EGPC's
operations of any sole risk venture hereunder, although such
Agreement shall have been terminated with respect 1o
CONTRACTOR pursuant io the provisions of Articie 1H (b} .
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(d) Conversion to a Development Lease:

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

(i1) 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 ILease granted following a
Commercial Qil Discovery), EGPC and CONTRACTOR shall
endeavor with diligence to find adequate markets capable of
absorbing the production of Gas and with respect to the local
markets, EGPC shall advise CONTRACTOR of the potential
outlets for such Gas and the expected annual schedule of
demand. Thercafter, EGPC and CONTRACTOR shall meet
with a view to assessing whether the outlets for such Gas and
other relevant factors warrant the development and production
of the Gas and in case of agreement the Gas thus made available
shall be disposed of to EGPC or EGAS under a long-term Gas
Sales Agreement in accordance with and subject 1o the
conditions set forth 1n Article VII .

(i11) The Development period of each Development Lease 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
in the same Development Lease and is used or is capable of
being used locally or for export hereunder, the penod ot
the Development Lease shall be extended only with respect
to such Gas, LPG extracted from such Gas and Crude Ol
in the form of condensate produced with such Gas for



Yoot din Judl YY 5 () b VY sandl = i Gy 11 YE

G (Y0} prte 3 LA U3 pe gt CiSia JS5 5 g gl
VIR FICYRROEIT & WEDRT PRI IS PO W P
Lol ade Yol i T B2y (Lol nam 4b LS slaza¥1 3,23
L (¥0) OUWy s e a3l o)l DL2S) e a3l Lia
il Oy GLSYI 5 13] 9 o) gy onsdl GLEAXSY Lia 2y )6 o
Al e dislee By eld M e J,l

aaa o xSy slall Sl azst ol e, 5 ae ) JyLall dade,
SIS Ly b e e by paitly Tl

e (V) o e doaiall 3 8 (0,50 5L (g, 12 OLASS, las d (0 )

LoV il 5l Lo SU o DS odeas i) o0
sl Bl Lo dla Gl aby 2 (lo] dnes g L) Slaca] s 2 a)
el g o Cuj Sl ol s e L U O] ), 2
o gkl U e elds e Sl s Gl el a i e
oo palimzudl ( LPGy JUlt Jy 200 5L« lasal) Lo aie
WSFLPPY EXCIFE SO U RIPT IRE SPORT N I |
e il dip Bingdd LIS 35y g 2B o Wl Ll LRI,
S BLSYL U ol el SLazS 0,5 oy Rine (Y1) s
O] (e g LS) slasal G 28

SU e ¥ il Y e 5 U U 5, Lo bl i,
e Sl ol Olaast e st Ll s s by of Jis
311 5L (gLl LTV Gll3 0,6y diten (10 (g nni
cdazdl sy dddlge bl S Wi o Jylakly Zgdl on LY 5



Yo

¥oof i ol YY G () b VY aadl = e 31 By

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 based on a Commercial Oil Discovery may not be
extended beyond thirty-five (35) years from the date of
such Commercial Oil Discovery, unless otherwise agreed
upon between EGPC and CONTRACTOR and subject 10
the approval of the Minister of Petroleum.

CONTRACTOR shall immediately 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)

years from ihe date of first deliveries of Gas locally or for
export plus the Extension Period (as defined below)
provided that, if subsequent to the conversion of a
Commercial Gas Discovery into a Development Lease,
Crude Oil 1s discovered 1n the same Development Lease,
CONTRACTOR's share of such Crude Oil from the
Development Lease {except LPG extracted from Gas or
Crude il in the form of condensate produced with Gas)
and Gas associated with such Crude Oil shall revert
entirely to EGPC upon the lapse of twenty (20) years from
the date of such Crude Oil Discovery plus the Extension
cernod (as defined below).

Notwithstanding, anything to the contrary under this
Agreement, the duraticn of a Development Lease based on
a Commercial Gas Discovery shall in 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
Oil Discovery but shall not be required to apply for a new
Development Lease in respect of such Crude O1l.

The "Extension Peniod” shall mean a period of five (5)
years which may be elected by CONTRACTOR upon six
(6) months written request sent by CONTRACTOR to EGPC
prior to the expiry of the relevant twenty (20) year peniod
supplemented by technical studies including evaluation of
production, expected levels of production during extension
period, CONTRACTOR’s obligations and relevant
economic consideration. This extension pened 1s subject to
the approval of the Mimster of Petroleum. Such approval
shall be given provided that the techmical and economic
information submitted by CONTRACTOR supports such
request for an extension.

{(e) Deveiopment operations shall upon the issuance of a Development
Lease granted following a Commercial O1l Discovery, be started
promptly by Operating Company as defined in Article VI and be
conducted in accordance with good o1l field practices and accepted
petroleum engineering principles, until the field 1s considered to be
fully developed, it being understood that if associated (Gas 18 not
utilized, EGPC and CONTRACTOR shall negotiate 1n good faith on
the best way to avoid impairing the production in the interests of the
parties.

In the event, no Commercial Production of Oil in regular shipments
or Gas deliveries from any Development Biock 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 relinquished. Each Development Block in a
Development Lease being partly within the radius of drainage of any
producing well in such Development Lease shall be considered as
participating in the Commercial Production referred to above.

Development operations in respect of Gas and Crude Ol 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 dispose of the Gas, whether for
export as referred to in Article VII or otherwise, be started promptly
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by Operating Company and be conducted in accordance with good
gas field practices and accepted petroleun engineering prnciples
and the provisions of such Agreement or scheme. In the event no
Commercial Production of Gas is established 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.

If, upon application by CONTRACTOR it is recognized by EGPC
that Crude Oil or Gas is being drained from the Exploration Block
under this Agreement into a Development Block on an adjoining
concession area held by CONTRACTOR, the Block being drained
shall be considered as participating in the Commercial Production
of the Development Block in question and the Block being drained
shall be converted into a Development Lease with the ensuing
allocation of costs and production {calculated from the Effective
Date or the date such drainage occurs, whichever is later) between
the two Concession Areas, The allocation of such costs and
production under each Concession Agreement shall be 1n the same
portion that the recoverable reserves in the drained geological
structure underlying each Concession Area bears to the total
recoverable reserves of such structure underlying both Concession
Areas. The production allocated to a concession area shali be priced
according to the concession agreement covering that concession
area.

(f} CONTRACTOR shall bear and pay all the costs and expenses
required in carrying out all the operations under this Agreement but
such costs and expenses shall not include any interest on investment.
CONTRACTOR shall look only to the Petroleum to which 1t is
entitled under this Agreement to recover such costs and expenses.
Such costs and expenses shall be recoverable as provided in Article
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VII. Dunng 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 1in accordance with the
provisions of Article VIIL

(g (1)

(2)

Uniess otherwise provided, CONTRACTOR shall be subject to
Egyptian income tax laws and shall comply with the
requirements of such laws with respect to the filing of returns,

the assessment of tax, and keeping and showing of books and
records.

CONTRACTOR's annual income tor Egyptian income tax
purposes under this Agreement shall be an amount calculated
as follows:

The total of the sums received by CONTRACTOR f{rom the
sale or other disposition of ail Petroleum acquired by
CONTRACTOR pursuant to Article VII (a} and (b);

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

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

Plus:

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

For purposes of above tax deductions 1n any Tax Year, Article
VII (a) shall apply only in respect of classification of costs and
expenses and rates of amortization, without regard to the
percentage limitation referred to in the first paragraph of
Article VII (a) (1). All costs and expenses of CONTRACTOR
in conducting the operations under this Agreement which are
not controlled by Article VII (a) as above qualified shall be
deductible in accordance with the provisions of the Egyptian
Income Tax Law.
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(3) EGPC shall assume, pay and discharge, in the name and on
behalf of CONTRACTOR, CONTRACTOR's Egyptian income

tax out of EGPC’s share of the Petroleum produced and

saved

and not used 1n operations under Article VII. All taxes paid by
EGPC in the name and on behalf of CONTRACTOR shall be

considered income to CONTRACTOR.

(4) EGPC shall furnish to CONTRACTOR the proper

official

receipts evidencing the payment of CONTRACTOR's Egyptian

income tax for each Tax Year within ninety (90) days following
the receipt by EGPC of CONTRACTOR's tax declaraton for

the preceding Tax Year. Such receipts shall be issued

by the

proper Tax Authorities and shall state the amount and other

particulars customary tor such receipts.

(5) As used herein, Egyntian Income Tax shall be inclusive of all

income taxes payable in the A.R.E. (including tax on tax) such

as the tax on income from movable capital and the tax on

profits

from commerce and industry and inclusive of taxes based on

imcome or profits including all dividends, withholding with

respect to shareholders and other taxes imposed by the
GOVERNMENT of A.R.E. on the distnibution of income or

profits by CONTRACTOR.

(6) In calculating its A.R.E. income taxes, EGPC shall be entitled

to deduct all royalues paid by EGPC to the GOVERN

and CONTRACTOR’s Egyptian income taxes paid by
on CONTRACTOR's behalf.

MENT
EGPC
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ARTICLE IV
WORK PROGRAM AND EXPENDITURES

DURING EXPLORATION PERIOD

(a) CONTRACTOR shall commence dnilling operations hereunder not
later than the end of the eighteenth (18"‘) month from the Effective
Date, with a commitment of acquinng two hundred and fifty (250)
kilometers seismic survey, conducting Geological and Geophysical
studies and drilling one (1) well in the Area during the initial
Exploration period. EGPC shall make available for CONTRACTOR’s
use all seismic, wells and other Exploration data i EGPC’s
possession with respect to the Area as EGPC is entitled to so do.

(b) The mtial Exploration peniod shall be three (3) years.
CONTRACTOR may extend this Exploration peniod for two (2)
successive extension periods, each of two (2) years, in accordance
with Article III (b), each of which upon at least thirty (30} days prior
written notice to EGPC, subject to its expenditure of its mimmum
Exploration obligations and of its fulfillment of the dnlling obligations
herecunder, for the then current penod. |

CONTRACTOR shall spend a minimum of four million and seven
hundred thousand U.S. Dollars ($4,700,000) on Exploration operations
and activiies related thereto dunng the imtial three (3) year
Exploration period; provided that CONTRACTOR shall acquire two
hundred and fifty (250) kilometers seismic survey, and shall conduct
Geological and Geophysical studies and shali drill one (1} well. For
the first two (2) vear extension period that CONTRACTOR elects to
extend beyond the initial Exploration perrod, CONTRACTOR shall
spend a minimum of three million and seven hundred thousand U.S.
Dollars ($ 3,700,000) and shall acquire two hundred and fifty (250)
kilometers seismic survey and for the second two (2) year extension



Yool L bl ¥Y 3 (2] a0 WY siall = e Jlan A1 €1

RIS { OUIR'IR A, FPORPRRY R O B DIPRIP 1 | I & P
shada ally 1Y) plane Wi, 200230 sliza 3,25 M 2.5 Y
SRR § BATIRF IS, B | PUITPY 5 JEEINUIPYS TRV N E+
shiza¥t 3,080 JaV] sbiae¥ 5 03 e 5 B siady (V) L4 ke
kel ol 525 o Lasde JHULT jisdy it At

pibe (ol plals 5o UL e 28T SN Gl 6] L WL 8y
338 e s ol oL siad oW At e 88T e 30 1 L
o ¢ 3 a0 55 sl e T il () @0 ZIUIT LN G
oL JaLall ppaly gl Al Il a1 udd e amaded ol s Bal3
g ol 3,508 Bl W Uiy 38y LR sm) s ik
o LN o LU

b AT 2dd it S d]  al i e JLAH o Wle 4y
bpd e (Y} DI L I ALE aie o Jud by geadl ol e
faeat O s Likes St Cldae e it 45 50505 Bl ¥ Sl
el ¥ar e ¥ (LY. - F it Rilmattorgns s ot Rt Bty 51 b
REPS U LS TR S £ PO N S I T | FRWNE LA I
LU ¢ A e e Ja Gl 33l 5 gal 05 (1) AW 2 Ly
et oot Gl Lesbonams ik Ligld ity 0 5 e e,
ERT R CR I N P O 1 IR ) B3 SUPON, W PO
bl e Sk aiiil 23 AL s SISl 1,85 Y1 Sl
() Lo g b 3l ol i Tl AT U s 3050
L i e Y] el 5,25 e () AW L] sl o et
b 2ol 500 L L aie Jy Al Wiy W OGBS G e gl



LY

¥t D ol XY 5 () b VY sutadl — e Ji 5y 4

period that CONTRACTOR elects to extend beyond the two (2) year
first extension period, CONTRACTOR shall alse spend a minimum
of two million and nine hundred thousand U.S. Dollars ($2,900,000).
During each of the first and second extension periods that
CONTRACTOR elects to extend beyond the initial 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 mintmum
required to be drilled during the initial three (3) year Expleration
period, or during any period thereafter, the excess may be subtracted
from the mimimum amount of money required 0 be expended by
CONTRACTOR or minimum number of wells required to be dnlled

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 three (3)
year of the initial Exploration period, having expended less than the
total sum of four million and seven hundred thousand ($ 4,700,000),
U.S. Dollars, on Exploration or in the event at the end of the three
(3) year, CONTRACTOR has expended less than said sum in the
Area, an amount equal to the difference between the said four
million and seven hundred thousand ($ 4,700,000) U.S. Dollars and
the amount actually spent on Exploration shall be paid by
CONTRACTOR to EGPC at the ime eof surrendering or within s1x
(6) months from the end of the three (3) year of the initial
Exploration period, as the case may be. Any expenditure deficiency
by CONTRACTOR at the end of any additional period for the
reasons above noted shall similarly result 1n a ‘payment by
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CONTRACTOR w BEGPC of such deftciency. Provided this
Agreement 1s still in force as to CONTRACTOR, CONTRACTOR
shall be entitled to recover any such pavments as Exploration
Expenditure in the manner provided for under Article Vii in the
event of Commercial Production. |

Withont prejudice to Article I (b), i case no Commercial Ol
Discovery is established or no notice of Commercial Gas Discovery
is given by the end of the seventh (7%} year. as may be extended
pursuant © Article V {a) or in case CONTRACUTOR surrenders the
Area under this Agreement prior to such time, EGPC shall not hear
any of the aforesaid expenses speat by CONTRACTOR.

{¢) At least tour (4} morths prior to the beginning of each Financial
Year or at such other timmes as may mutually be agreed to by
EGPC and CONTRACTOR, CONTRACTOR shall prepare an
Exploration Work Program and Budget for the Area setting
forth the Exploration operations which CONTRACTOR
IFOPOSES 10 carry out during the ensuing Year,

The Exploration Work Program and Budget shall be reviewed
by a joint committee to be established by EGPC and
CONTRACTOR after the Effective Date of this Agreement.
This Committee, hereinafter referred to as the "Exploration
Advisory Committee”, shall consist of six {6) members, three
(3) of whom shall be appointed by EGPC and three (3) by
CONTRACTOR. The Chairman of the Exploration Advisory
Committec shall be designated by EGPC from among the
members appointed by H.  The Exploration Advisory Commuttee
shall review and give such advice as it deems appropriate with
respect 1o the proposed Work Program and Budget. Following
review by the Exploration Advisory Committee, CONTRACTOR
shall make such  revisions as CONTRACTOR deems
appropriaie and submit the Exploration Work Program and
Budget to EGPC for its approval.
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Following such approval, it is further agreed that:

(1) CONTRACTOR shall not substantially revise or maodify
said Work Program and Budget nor reduce the approved
budgeted expenditure without the approvat of EGPC;

(it} In the event of emergencies involving danger of loss of
lives or property CONTRACTOR may expend such
additional unbudgeled amounts as may be regquired
atleviale such danger. Such expenditure shall be conzidered
in all aspects as Exploranion Expenditure and shall be
recovefed pursuant to the provisions of Article ViI hereof.

CONTRACTOR shaf! advance all necessary funds for all
materials, equipments, supplies, personnel administration and
operations pursuant to the Explorattion Work Program and
Budget and EGPC shall not be responsible 1o bear or repay any
of the aforesaid costs.

CONTRACTOR shail be responsible for the preparation and
performance of the Exploration Work Program which shail be
implernented in a workmanlike manner and consistent with
good industry practices,

Except as 15 appropriate for the processing of data, specialized
laboratory engineering and development stuches thereon, to be
made in specialized centers outside A R.E., all geological and
geophysical studies as wel] a8 any other studies related to the
performanee of this Agreement, shall be made inthe ARE.

CONTRACTOR shail entrust the manazement of Exploration
operations in the A.RE. to its techmcally competent General
Manager and Deputy General Manager. The names of such
Manager and Deputy General Manager shall, upon appointment,
be forthwith notified to the GOVERNMENT and to EGPC. The
General Manager and, in his absence, the Deputy General
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Manager shall be entrusted by CONTRACTOR with sufficient
powers to carry out immediately all tawful wntten directions
given to them by the GOVERNMENT or its represemative
under the terms of this Agreement, Ail lawful regulations 1ssued
or hereafter 1o be issued which are applicable horeunder and not
in conflict 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 Statement of
Exploration activity showing costs incurred by CONTRACTOR
during such guarter. CONTRACTOR's records and necessary
supporting documents shall be available for inspection by
EGPC ar any time during regular working hours for three (3)
months from the date of receiving cach statement.

Within the three {3) months from the date of receiving such
Statement, EGPC shall advise CONTRACTOR in wntling if it
considers:

{1} that the record of cosis 15 RO ¢cotreet; OF

(2) that the costs of goods or services supplied are not in {ine
with the international market prices for goods or services
of similar guality suppiied ob similar terms  prevailing at
the time such goods or services were supplied, provided
however, that purchases made and services performed
within the A.R.E. shall be subject to Article XXVE or

{3) that the condition of the materials furnished by
CONTRACUTOR does not tally with their prices; or

{4) that the costs incurred are not reasonably requived for
operations.

CONTRACTOR shall confer with EGPC in connection with the
problem thus presented, and the parties shall attempl 10 reach 2
settlement which is mutually satistactory,
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Any reimbursement due to EGPC out of the Cost Recovery
Petroleum as a result of reaching agreement or of an arbitral
award shall be promptly made in cash to EGPC, plus simple
interest at LIBOR plus two and half percent (2.5%) per annum
from the date on which the disputed amount(s) would have been
paid to EGPC according to Article VI {a) (2) and Annex “E” of
this Agreement {i.e., the date of rendition of the relevant Cost
Recovery Statement) to the date of payment. The LIBOR rate
apphicable shall be the average of the figure or figures published
by the Fimancial Times represerting the mid-point of the rates
(bid and ask) applicable to one month U.S. Dollars deposits in the
London Interbank Eurocurrency Market on each fifteenth (15%)
day of each month occurring between the date on which the
disputed amount{s} would have been paid to EGPC and the date
on which i 1s settled.

if the LIBOR rate s available on any fifteenth (lSﬂ‘} day but iz
not published 1n the Financial Times in respect of such day for
any reason, the LIBOR rate chosen shall be that oftered by
Citibank N.A. to other leading banks in the London Interbank
Eurocurrency Market for one month U S, Dellar deposits.

If such fifteenth {15th) day 1s not a day on which LIBOR rates
are quoted in the London Interbank Eurocumrency Market, the
LIBOR rate to be used shall be that quoted on  the next
following day on which such rates are quoted.

If within the time limit of the three (3) month period provided
for in thas paragraph, EGPC has not advised CONTRACTOR. of
its objection to any Statement, such Statement  shall be
considered as approved.
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(g) CONTRACTOR shall supply all funds necessary for its
gperations in the AR.E. under this Agreement in freely
convertible currency from abroad. CONTRACTOR shail have
the right 10 freely purchase Egyptian currency in the amounts
necessary for #s operations in the ARE. from any bank or
entity authorized by the GOVERNMENT o conduct foreign
currency exchanges.

(h} EGPC is authorized to advance to CONTRACTOR the Egyptian
currency required for the operations under this Agreement
against receiving from CONTRACTOR an eguivalent amount
of U.S. Dollars according ta the rate of exchange of the central
bank of Egypt, such amount in U.S. Dollars shall be
deposited in an EGPC account abroad with a  correspondent
bank of the National Bank of Egypt, Cairo. Withdrawals from
said account shall be wused f{or financing EGPC's and its
Aftilhated Companies’ foreign currency reguirements subject to the
approval of the Minsster of Petroleum.

ARTHCLE ¥
MANDATORY AND VOLUNTARY RELINQUISHMENTS
{ay MANDATORY:

Al the end of the third (3™ year after the Effective Date hereof,
CONTRACTOR shall relinguish to the GOVERNMENT a total of
twenty five percent (25%) of the original Area on the Effective Date
not then converted to a Development Lease or Leases. Such
relinquishment shall be in a single unit of whole Exploration Blocks
ot converted to Development Leases unless otherwise agreed upon
between EGPC and CONTRACTOR so as to enable the relinquish-
ment requirements to be precisely fulilled.
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At the end of the fifth (5“‘) year after the Effective Date hereof,
CONTRACTOR shali relinquish to the GOVERNMENT an addition-
al twenty five percent { 25% ) of the original Area on the Effective
Date not then converted to a Development Lease or Leases. Such
rehinquishment shall be 1n a single unit of whole Exploration Blocks

not converted to Development Leases uniess otherwise agreed upon
between EGPC and CONTRACTOR so as to enable the

relinquishment requirements to be precisely fulfilled.

Without prejudice to Articles TII and XXIIH and the last three
paragraphs of this Article V (a), at the end of the seventh (7“") year
of the Exploration period, CONTRACTOR shall relinquish the
remainder of the Area not then converted to Development

Leases.

It 18 understood that at the time of any relinquishment the areas to
be converted into Development Leases and which are submitted to
the Minister of Petroleum for his approval according to Article I11
(d) shall, subject Lo such approval, be deemed converted to
Development Leases.

CONTRACTOR shall not be required to relinquish any Exploration
Block or Blocks on which a Commercial O1]l or Gas Well 1s
discovered before the period of time referred to in Article I (c)
given to CONTRACTOR to determine whether such Well 18 a
Commercial Discovery worthy of Development or to relinquish an
Exploration Block in respect of which a notice of Commercial Gas
Discovery has been given to EGPC subject to EGPC's right to agree
on the existence of a Commercial Discovery pursuant o Article III

(¢), and without prejudice to the requirements of Articie III {(e).
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In the event at the end of the initial Exploration period or either of
the two successive extensions of the initial Exploration penod, a
well is actually drilling or testing, CONTRACTOR shall be allowed
up to six (6) months to enable it to discover a Commercial O1l 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 length of the next succeeding Exploration period, as
applicable, by that amount.

(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
relinquishment its Exploration obligations under Article IV (b) have
been satisfied for such period.

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

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

ARTICLE VI
OPERATIONS AFTER COMMERCIAL DISCOVERY

(a) On Commercial Discovery, EGPC and CONTRACTOR may form 1n
the A.RE. an operating company pursuant to Article VI (b) and
Annex (D) (hereinafter referred to as “Operating Company”} which
company shall be named by mutual agreement between EGPC and
CONTRACTOR and such name shall be subject to the approval of
the Minister of Petroleum. Said company shall be a private sector
company. Operating Company shall be subject to the laws and
regulations in force in the A.R.E. to the extent that such laws and
regulations are not inconsistent with the provisions of this
Agreement or the Charter of Operating Company.
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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 embloyee regulations of public sector
companies;

- Law No. 159 of 1981, promulgating the law on joint stock

- compames, partnership limited by shares and limited hability
companies;

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

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

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

{b) The Charter of Operating Company is hereto attached as Annex “D”.
Within thirty (30) days after the date of Commercial Oil Discovery
or within thirty (30) days after signature of a Gas Sales Agreement
or commencement of a scheme to dispose of Gas (unless otherwise
agreed upon by EGPC and CONTRACTOR), the Charter shall take
effect and Operating Company shall automatically come into
existence without any further procedures. The Exploration Advisory
Committee shall be dissolved forthwith upon the coming into
existence of the Operating Company. |

(c) Ninety (90) days after the date Operating Company comes into
existence in accordance with paragraph (b) above, i1t shall prepare a
Work Program and Budget for further Exploration and Development
for the remainder of the year in which the Commercial Discovery 1s
made; and not later than four (4) months before 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 thereafter (or
such other date as may be agreed upon by EGPC and
CONTRACTOR), Operating Company shall prepare an annual
Production Schedule, Work Program and Budget for further
Exploration and Development for the succeeding Financial Year.
The Production Schedule, Work Program and Budget shal be
submtted 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 furnish to CONTRACTOR a written estimate of its
total cash requirements for expenditure for the first half and the
second half of the succeeding month expressed in U.5. Dollars
having regard to the approved Budget. Such estimate shall take into
consideration any cash expected to be on hand at month end.

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

(e) Operating Company is autherized to keep at its own disposal abroad in an
account opened with a correspondent bank of the National Bank of Egypt,
Cairo, the foreign funds advanced by CONTRACTOR. Withdrawals
from said account shall be used for payment for goods and services
acquired abroad and for transferring to a local bank in the A.RE. the
required amount to meet the expenditures in Egyptian Pounds for
Operating Company in connection with 1its activities under this
Agreement.

Within sixty (60) days after the end of each Financial Year,
Operating Company shall submit to the appropriate exchange control
authorities in the A.R.E. a statement, duly certified by a recognized
firm of auditors, showing the funds credited to that account, the
disbursements made out of that account and the balance outstanding
at the end of the Year.

(f) If and for as long during the period of production operations, there
exisis an excess capacity in facilities which can not during the penod
of such excess be used by the Operating Company, EGPC shall use
the excess capacity if it so desires without any financial or
operational disadvantage to the CONTRACTOR or Operating
Company.
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ARTICLE VII
RECOVERY OF COSTS AND EXPENSES AND
PRODUCTION SHARING

(&) {1} Cost Recovery Petroleum :

Subject to the auditing provisions under tms Agreement,
CONTRACTOR shall recover quarterly all costs, expenses and
expenditures in respect of all the Exploration, Development and
related operations under this Agreement to the extent and out of
thirty five percent (35%) of all Petroleum preduced and saved
from all Development Leases within the Area hereunder and not
used m Petroleum operations. Such Petroleum is hereinafter
referred to as "Cost Recovery Petroleom™

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

1- "Exploration Expenditures” shall mean all costs and expenses
for Exploration and the related portion of indirect expenses

and overheads.

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

3- “Operating Expenses” shall mean all costs, expenses and
expenditures mmade after initial Commercial Production,
which costs, expenses and expenditures are not normally

depreciable.
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However, Operating Expenses shall include workover, repar
and mamtenance of assets bur shall not include any of the
following: sidetracking, redntling and changing of the status of
a well, replacement of assets or part of an asset, additions,
improvements, renewals or major overhauling that extend the
life of the asset.

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

(1) “Exploration Expenditures,” including those accumulated
prior to the commencement of initial Commercial
Production, which for the purposes of this Agreement shall
mean the date on which the first regular shipment of Crude
Oil or the first deliveries of Gas are made, shali be
recoverable at the rate of twenty-five perceat {253%) per
annum sfarting exther in the Tax Year wm which such
expenditures are incured and paid or the Tax Year in
which itial Commercial Production  commences,
whichever 1s the later date.

(1z} “Development Expenditures,” including those accumulated
prior to the commencement of initial Commercial
Production which for the purposes of this Agreement shail
mean the date on which the first regular shipment of Crude
Ol or the first delivenies of Gas are made, shall be
recoverable at the rate of twenty five percent {25%) per
annum starung etther in the Tax Year in which such
expenditures are incurred and paid or the Tax Year m
which initial Commercial Production commences,
whichever 1s the later date.

(1i1) “Operating Expenses”, incurred and paid after the date of
initial Commercial Production, which for the purposes of
this Agreement shall mean the date on which the first
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regular shipment of Crude Oil or the first deliveries of Gas
are made, shall be recoverable either in the Tax Year in
which such costs and expenses are incurred and paid or the
Tax Year in which initial Commercial Production occurs,

whichever 1s the later date.

(iv) To the extent that, in a Tax Year, costs, expenses oOr
expenditures recoverable per paragraphs (i), (ii) and (1)
preceding, exceed the value of all Cost Recovery Petroleum
for such Tax Year, the excess shall be carmed forward for
recovery in the next succeeding Tax Year(s} until fully
recovered, but in no case after the termination of this
Agreement, as to CONTRACTOR.

(v) The recovery of cosis and expenses, based upon the rates
referred to above, shall be allocated to each quarter
proportionately (one fourth to each quarter). However, any
recoverable costs and expenses not recovered 1n one quarter
as thus allecated, shall be carmied forward for recovery in

the next quarter.

(2) Except as provided in Article VII (a) (3) and Article VII (e) (1),
CONTRACTOR shall each quarter be entitled to take and own
all Cost Recovery Petroleum, which shall be taken and disposed
of in the manner determined pursuant to Asticle VII (e). To the
extent that the value of all Cost Recovery Petroleum [as
determined in Article VII (c)} exceeds the actual recoverable

costs and expenditures, including any carry forward under
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Article VII (a) (1) (iv), to be recovered in that quarter, then the
value of such Excess Cost Recavery Petroleum shall be spht
between BEGPC and CONTRACTOR in accordance with the
percentages specified in Article VI {b) {1) below and EGPC’s
shares shall be paid by CONTRACTOR to EGPC either (i) in
cash in the manner set forth in Article IV of the Accounting

Procedure contamned in Annex “E” or {11} in kind in accordance
with Articie VH {a) {3},

{3) Ninety (Y0} days prior to the commencement of each Calendar
Year EGPC shall be entitled to elect by notice in writing to
CONTRACTOR to requure payment of up to one hundred
percent (100%)} of EGPC’s share of Excess Cost Recovery
Petroleum in kind. Such payment will be in Crude Oal from the
Area F.O.B. export terminal or other agreed delivery point
provided that the amount of Crude Qil taken by EGPC in Kind
in a quarter shall not exceed the value of Cost Recovery Crude
O actwally taken and separately disposed of by
CONTRACTOR from the Area dunng the previcus quarter. If
EGPC’s entitlement to receive payment of its share of Excess
Cost Recovery Petroleum in kind is limited by the foregoing
provision, the balance of such entitlement shall be paid in cash,

{b) Production Sharing

{1) The remaining sixty five percent {65%) of the Petroleum shal
be divided between EGPC and the CONTRACTOR according
to the following shares: Such shares shall be taken and
disposed of pursuant te Article VI {e}
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(i) Crude Oil

Crude il produced and
saved under this Agree-
ment and not used 1n Petro-
leum operations. Barrels
oil per day (BOPD) (quar-
terly average).

That portion or increment
up to less than 5,000
BOPD.

That portion or increment
from 5,000 and up to fess
than 10,000 BOPD.

That portion or increment
from 10,000 and up to less

than 25,000 BOPD.

That portion or increment
trom 25,000 and up to less
than 50,000 BOPD.

That portion or increment

from 50,000 and up to less
than 100,000 BOPD.

That porticn or increment
from 100,000 BOPD and
above.

EGPC
SHARE

(seventy percent)

(70%)

(seventy one
percent)
(71%)

(seventy two
percent )
(72%)

(seventy three

percent)
(73%)

(seventy four

percent})
(74%)

(seventy five

percent)
(75%)

CONTRACTOR

SHARE

{(thirty percent)

( 30%)

(twenty nine
percent)
( 29%)

(twenty eight
percent)
{ 28%)

(twenty seven
percent)

( 27%)

(twenty six
percent)
( 26%)

(twenty five
percent)
( 25%)
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(i) Gas and LPG
Gas and LPG produced and EGPC CONTRACTOR
saved under this Agree- SHARE SHARE

ment and not used in Petro-

leum operations (SCFD})
(quarterly average) (seventy percent) {thirty percent)
(70%) ( 30%)

(2) After the end of each contractual year during the term of any
Gas Sales Agreement entered into pursuant to Article VI {e},
EGPC and CONTRACTOR (as sellers) shall render to EGPC or
EGAS (as buyer) a statement for an amount of Gas, if any, equal
to the amount by which the quantity of Gas of which EGPC or
EGAS (as buyer) has taken delivery falls below seventy five
percent (75%) of the Contract quantities of Gas as established
by the applicable Gas Sales Agreement {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 entitlement to Gas pursuant to Article VII (a)
and Article VII (b) in the fourth (4th) quarter of such contractual year.

Quantities of Gas not taken but te be paid for shall be recorded
in a separate Take-or-Pay Account. Quantities of Gas ("Make
Up Gas™) which are delivered in subsequent years in excess of
seventy five percent (75%) 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 Take-or-Pay account
to the extent thereof and, to that extent, no payment shall be due
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in respect of such Gas. Such Make Up Gas shall not be included
in CONTRACTOR's entitlement to Gas pursuant to Article VII
(a) and (b). CONTRACTOR shall have no rights to such Make
Up Gas.

If at the end of any Contract year, EGPC and CONTRACTOR
(as sellers ) fail to deliver seventy five percent {(75%) of the an-
nual contract guantity of Gas as defined in the Gas Sales Agree-
ment with EGPC or EGAS (as buyer), the difference between
seventy five percent (75%) of the annual Contract quantity of
Gas and the actual Gas quantity delivered shall be referred to as
the “Deliver - or - Pay Shortfall Gas”. EGPC or EGAS ( as buy-
er) shall have the right to take a quantity of Gas equal to Deliver
-or- Pay the Shortfall Gas and such quantity of Gas shall be
priced at ninety percent (90%) of the Gas pnce as defined in the
Gas Sales Agreement.

The percentages set forth in Article VI (a) and (b) in respect of
LPG produced from a plant constructed and operated by or on

behalf of EGPC and CONTRACTOR shall apply to all LPG
available for delivery.

(c) Valuation of Petroleum:
(1) Crude Oit:

(i) The Cost Recovery Crude Qil to which CONTRACTOR is
entitled hereunder shall be valued by EGPC and
CONTRACTOR at “Market Price” for each calendar quarter.

(ii) “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 arriving at the weighted average(s) shall be sales of
comparable quantities 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 Qil sales
contracts involving barter and,
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(1) Sales, whether direct or indirect, through brokers or

otherwise, of EGPC or CONTRACTOR to any
Affiliated Company.

(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 oil sales.

(111) It 15 understood that in the case of “C.LF”. sales, appropnate

deductions shall be made for transport and insurance charges
to calculate the F.O.B. point of export price; and always
taking nto account the approprate adjustment for quahty of
Crude Oil, freight advantage or disadvantage of port of
loading and other appropriate adjustments. Market Prnice shall
be determined separately for each Crude Oil or Crude il

mix, and for each port of loading.

(tv) If dunng any calendar quarter, there are no such sales by

EGPC and/or CONTRACTOR under the Crude Oil sales
centracts 1 effect, EGPC and CONTRACTOR  shall
mutua]ly agree upon the Market Price of the barrel of Crude
Ol to be used for such quarter, and shall be guided by all
relevant and available evidence including current prices in
freely convertible currency of leading crude oils produced by
major o1l producing countries (in the Arabian Gulf or the
Mediterrancan Area), which are regularly sold in the open
market according to actual sales contracts terms but excluding
paper sales and sales promises where no crude o1l 1is

delivered, to the extent that such sales are etfected under such
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terms and conditions (excluding the price)} not significantly
different from those under which the Crude Qil to be valued,
was sold, and always taking into consideration appropriate
adjustments for crude oil quality, freight advantage or
disadvantage of port of loading and other appropriate
adjustments, as the case may be, for differences in gravity,
sulphur, 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 sixty (60) days, and
the cost of loans or guarantees granted for the benefit of the
sellers at prevailing interest rates.

It is the intent of the partics that the value of the Cost

Recovery Crude Qil shall reflect the prevailing market price
for such Crude Oil.

(v) If either EGPC or CONTRACTOR considers that the Market
Price as determined under sub-paragraph (ii) above does not
reflect the prevailing Market Price or in the event EGPC and
CONTRACTOR fail to agree on Market Price for any Crude
Oil produced under this Agreement for any quarter within
fifteen (15) days after the end thereof, any party may
elect at any time thereafter to submit to 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 in question. The arbitrator shall make
his determination as soon as possible following the quarter in
question. His determination shall be final and 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 fail 10 agree on the
arbitrator within thirty (30) days from the date any party
notifies the other that it has decided to submit the determination
of the Market Price to an arbitrator, such arbitrator shall he
chosen by the appointing authonity designated in  accordance
with Article XXIV {e), or such other appointing authority with
access {0 such expertise as may be agreed o between EGPC
and CONTRACTOR, with regard to the qualifications for
arbitrators set forth below, upen wntten application of one or
both of EGPC and CONTRACTOR. Copy of such
application by one of them shall be promptly sent to the other.

The arbitrator shall be as nearly as possible a person with an
established reputation in the mternational petrolevm industry
as an expert in pricing and marketing crude ol n
intemational commerce. The arbitrator shall not be a citizen of
a coundry which does not have diplomatic relations with
AR.L., Chile and Australia. He may not be, at the time of
selection, employed by, or an arbitrator or consultant on a
continuing or frequent basis to, the American Petroleum
institute, the Organization of the Petroleum Exporting
Countries or the Organization of Arab Petroleum Expotting
Countnies, or a consultant on & contmuing basis to EGPC,
CONTRACTOR or an Affiliated Company of cither, but past
occasional consultation with such companies, with other
petroleum companies, governmental agencies or organizalions
shall not be a ground for disqgualification. He may not have
been, at any time during the two (2) years before selection, an
employce of any petroleumn company or of any governmental
agency or orgamzation.
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Should a selected person decline or be unable to serve as
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 shall share equally the expenses of the
arbitrator.

The arbitrator shall make 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
the extent to which any contracts, data or information is
substantiated or pertinent. Representatives of EGPC and
CONTRACTOR shall have the right to consult with the
arbitrator and fumish him wntten matenals provided the
arbitrator may impose reasonable limitations on this right.
EGPC and CONTRACTQOR each shall cooperate with the
arbitrator to the fullest extent and each shall insure such
cooperation of its trading companies. The arbitrator shall be
provided access 10 crude o1l sales contracts and related data
and mfermation which EGPC and CONTRACTOR or theiwr
trading companies ar¢ able to make available and which in the
judgment of the arbitrator might aid the arbitrator in making a
valid determination.

(vi) Pending Market Price agreement by EGPC and CONTRACTOR
or determination by the arbitrator, as applicable, the Market
Price agreed for the quarter preceding the quarter in question
shall remain temporarily in effect. In the event either EGPC or
CONTRACTOR should incur a loss by virtue of the temporary
continuation of the Market Price of the previous quarter, it shall
promptly be reimbursed such loss by the other party plus simple
interest at the LIBOR plus two and one - half percent (2.5%) per
annum rate provided for in Article IV {f) from the date on which
the disputed amount(s) should have beenr paid to the date of
paymernt.
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{2) Gas and LPG

(1) The Cost Recovery and Productiont Sharing Gas Price will be
agreed upon between CONTRACTOR and EGPC or EGAS
atter the Commercial Discovery and before converting an area
to a Development Lease(s) according to the average prevaiing
Gas price of the Mediterranean region at that time. Except Gas
for export (LNG), where production shanng Gas price will be at
net hack price.

(11) The Cost Recovery and Production Shares of (LPG) produced
from a plant constructed and operated by or on behalf of EGPC
and CONTRACUTOR shall be separately valued for Propane and
Butane at the ocutlet of such LPG plant according to the
foliowing formula (unless otherwise agreed between EGPC and

CONTRACTORY):

PLPG=  095PR-(JX0.85 X ——— )
42.96 « 10

Where:

PLPG = LPG price (separately determined for Propane and
Butanc} m U.S. Dolars per metnic ton.

PR = The average over a period of a month of the figures
representing the mid-point between the high and low
prices in U8 Dollars per metric ton quoted in
“Plait’s LPGaswire” during such month for Propane
and Butane FOB Ex-Ref/Stor. West Mediterranean.

J= BTU’s removed from the Gas stream by the L.PG plant
per melric ton of LPG produced.
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F = avalue in US. Dollars per metric ton of the crude oil
of Gulf of Suez Blend "FOB Ras Shukheir” AR.E.
calculated by referring to “Plat’s Oilgram Price
Report” during a month under the heading “Spot
Crude Price Assessment for Suez Blend”. This value
reflects the total averages of the published low and
high values for a Barrel during such month divided
by the number of days in such month for which such
values were quoted. The value per metric ton shall be
calculated on the basis of a conversion factor to be
agreed upon annually between EGPC and CON-
TRACTOR.

In the event that “Platt's LPGaswire” 15 1ssued on certaimn
days during a month but not on others, the value of (PR)
shall be calculated using only those issues which are
published during such month. In the event that the value
of (PR) «c¢an not  be determined because “Platt’s
LPGaswire” is not published at all during a month, EGPC
and CONTRACTOR shall meet and agree to the value of
(PR) by reference to other published sources. In the event
that there are no such other published sources or if the
value of (PR) cannot be determined pursuant to the foregoing
for any other reason, EGPC and CONTRACTOR shall
meet and agree the value of (PR) by reference to the value

of LPG (Propane and Butane) delivered FOB from the
Mediterranean Area.

Such valuation of LPG 1s based upon delivery at  the
delivery point specified in Article VII (e) (2) (in).

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

(iv) The Cost Recovery and Production Shares of Gas and LPG
disposed of by EGPC and CONTRACTOR other than to

EGPC or EGAS pursuant to Article VII (e) shall be valued at
their actual realized price.
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(d) Forecasts:

Operating Company shall prepare (not less than ninety (90) days
prior to the beginning of each six month penod following first
regular production) and furnish in writing to CONTRACTOR and
EGPC a forecast setting out a total quantity of Petroleumn that
Operating Company estimates can be produced, saved and
transported hereunder during such six month period in accordance
with good oil and gas industry practices.

Operating Company shall endeavor to produce each six month
period the forecast quantity. The Crude Oil shall be run to storage
tanks or offshore loading facilities constructed, maintained and
operated according to Govemment Regulations, by Operating
Company in which said Crude Qil shall be metered or otherwise
measured for royalty, and other purposes required by this
Agreement. Gas shall be handled by Operating Company 1n
accordance with the provisions of Article VII (e) .

(e) Disposition of Petroleum:

(1) EGPC and CONTRACTOR shall have the night and the
obligation to separately take and freely export or otherwise
dispose of, currently all of the Crude Oil to which each is
entitied under Article VII (a) and (b). Subject to payment of
sums due to EGPC under Article VII {(a) {2) and Article IX,
CONTRACTOR shall have the right to remit and retain abroad
all funds acquired by it including the proceeds from the sale of
its share of Petroleum.

Notwithstanding anything to the contrary under this Agreement,
priority shall be given to meet the requirements of the AR.E.
market from CONTRACTOR's share under Article YI (b) of
the Crude Qil produced from the Area and EGPC shall have
the preferential right to purchase such Crude Gil at a price to be
determined pursuant to Article VII (c). The amount of Crude
Oil so purchased shall be a portion of CONTRACTOR's share
under Article VII (b). Such amount shall be proportional to
CONTRACTOR's share of the total production of crude oil
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from the concession areas in the A.R.E. that are also subject to
EGPC's preferential right to purchase. The payment for such
purchased amount shall be made by EGPC in U.S. Dollars or in
any other freely convertible currency remittable by CON-
TRACTOR abroad.

It is agreed upon that EGPC shall notfy CONTRACTOR, at
least forty-five (45) days prior to the beginning of the six menth

period, of the amount to be purchased during such six month
period under this Article VII (e) (1).

(2) With respect to Gas and L.PG produced from the Area:

(i) Priority shall be given to meet the requirements of the local
market as determuined by EGPC.

(i) 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
to be entered into between EGPC and CONTRACTOR (as
sellers) and EGPC or EGAS (as buyer).

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

(a) In the event no LPG plant is constructed to process such
Gas, the delivery point shall be at the flange
connecting the Lease pipeline to the nearest point on
the National Gas Pipeline Grid System as depicted in
Annex "F" hereto, or as otherwise agreed by EGPC
and CONTRACTOR.

(b) In the event an LPG plant is constructed to process such
Gas, such Gas shall, for the purposes of valuation and
sales, be metered at the inlet to such LPG Plani.
However, notwithstanding the fact that the metering
shall 1ake place at the LPG Plant inlet, CONTRACTOR
shall through the Operating Company build a pipeline
suitable for transport of the processed Gas from tfe
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LP(G Plant outlet to the nearest point on the National
Gas Pipeline Gnd System as depicted in Annex "F°
hereto, or otherwise agreed by EGPC and
CONTRACTOR. Such pipeltne shall be owned in
accordance with Article VIIH (a) by EGPC, and its cost

shall be financed and recovered by CONTRACTOR as
Development Expenditures pursuant to Article VII

() EGPC and CONTRACTOR shall consult together to
determine whether to build an LPG plant for recovering
LPG from any Gas produced hereunder. In the event EGPC
and CONTRACTOR decide to build such a plant, the
plant shall, as 1s appropnate, be in the vicinity of the point
of delivery as determined in Article Il and Article VII(e)2
(11). The delivery of LPG for, royally and other purposes
required by this Agreement shall be at the outlet of the LPG
plant. The costs of any such LPG plant shall be
recoverable in accordance with the provisions of this
Agreement unless the Minister of Petroleum agrees to
accelerated recovery.

(1v) EGPC or EGAS (as buyer) shall have the option to elect,
by ninety (90) days prior written notice to EGPC and
CONTRACTOR (as sellers), whether payment tor the Gas
which 1s subject to a Gas Sales Agreement between EGPC
and CONTRACTOR (as seilers) and EGPC or EGAS (as
buyer) and LPG produced from a plant constructed and
operated by or en behalf of EGPC and CONTRACTOR, as
vaiued 1n accordance with Article VII (c¢), and to which
CONTRACTOR 15 entitled under the Cost Recovery and
Production Shanng provisions of Article VII, of this
Agreement shall be made 1) in cash or 2) in kind.
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Payments in cash shall be made by EGPC or EGAS (as
buyer) at intervals provided for in the relevant Gas Sales
Agreement in U.S. Dollars, remuttable by CONTRACTOR
abroad.

Payments in kind shall be calculated by converting the val-
ue of Gas and LPG to which CONTRACTOR is entitled
Into equivalent barrels of Crude O1l to be taken concurrently
by CONTRACTOR from the Area, or to the extent that
such Crude Oil is insufficient, Crude Oil from CONTRAC-
TOR’s other concession areas or such other areas as may
be agreed. Such Crude O1l shall be added to the Crude Ol
that CONTRACTOR is otherwise entitled to lift under this
Agrcement. Such cquivalent barrels shall be calculated on
the basis of the provisions of Article VII (¢) relating to the
valuation of Cost Recovery Crude Oil.

Provided that:

(aa) Payment of the value of (;as and LPG shall always be made

in cash in U.S. Dollars remittable by CONTRACTOR
abroad to the extent that there is insufficient Crude Oil
available for conversion as provided for above;

(bb) Payment of the value of Gas and LPG shall always be

made in kind as provided for above 1o the extent that
payments in cash are not made by EGPC.

Payments to CONTRACTOR (whether in cash or kind),
when related to CONTRACTOR's Cost Recovery Petroleumn,
shall be included in CONTRACTOR's Statement of
Recovery of Costs and of Cost Recovery Petroleum referred
to in Article FV of Annex "E" of this Agreement.
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(v) Should EGPC or EGAS (as buyer) fail to enter into a long-term
(Gas Sales Agreement with EGPC and CONTRACTOR (as
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 quantity of
(Gas and LPG in respect of which the notice of Commercial
Discovery 15 given by exporting such (Gas and LPG.

(vi) The proceeds of sale of CONTRACTOR's share of Gas and LPG
disposed 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 t0 join in an ongoing export project,
such producers shall have to contribute a fair and equitable
share of the investment made.

(vii1) {(aa) Upon the expiration of the four (4) year period referred to
in Article VII (e) (2) (v), CONTRACTOR shall have the
obligation to exert its reasonable efforts to find an export
market tor Gas reserves.

(bb) In the event at the end of the four (4) year penod 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 a further period of up to four (4) years,
subject to Article VII (e) (2) (vii1) (cc), during which
period EGPC shall attempt to find a market for Gas
[ESETVES.

(cc) In the event that CONTRACTOR 1s not exporting the
Gas and CONTRACTOR has not entered into a Gas Sales
Agreement pursuant to Article VIE (e} (2) pnor to the
expiry of eight (8) years from CONTRACTOR’s notice of
Commercial Gas Discovery, CONTRACTOR shall
surrender the Gas reserves in respect of which such notice
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has been given. it being understood that CONTRACTOR
shall, at any time pnor to the expiry of such eight (8) year
period, surrender the Gas reserves, if CONTRACTOR is
not exporting the Gas and CONTRACTOR does not
accept an offer of a Gas Sales Agreement from EGPC
within six (6) months from the date such offer is made
provided that the Gas Sales Agreement offered to
CONTRACTOR shall take into consideration the relevant
technical and economic factors to enable a commercial
contract including;

A sufficient delivery rate.

Delivery pressure to enter the National Gas Pipeline Gnd
System at the point of delivery.

Deltvered Gas quality specifications not more stringent
than those imposed or required for the National Gas
Pipeline Gnd System.

The Gas prices as specified in this Agreement.

(dd) In the event that CONTRACTOR has not entered into a

(Gas Sales Agreement pursuant to 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, CONTRAC-
TOR shall surrender to EGPC such Development Lease (s)
in which Gas discovery is made.

(ix) CONTRACTOR shall not be obligated to sumrender a
Development Lease based on a Commercial Gas Discovery, H
Crude Qil has been discovered in commercial quantities in the
same Development Lease.

(D) Operations:

If following the reversion to EGPC of any nights to Crude Oil
hereunder, CONTRACTOR retains nghts to Gas in the same
Development Lease, or if, following surrender of rights to Gas
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hereunder, CONTRACTOR retains rights to Crude Qil in the same
Development Lease, operations to explore for or exploit the
Petroleumn, the nights to which have reverted or been surrendered
(O1l or Gas as the case may be) may only be carried out by Operating

Company which shall act on behalf of EGPC alone, unless
CONTRACTOR and EGPC agree otherwise.

(g) Tanker Scheduling:

At a reasonable time prior to the commencement of Commercial
Production EGPC and CONTRACTOR shall meet and agree upon a

procedure for scheduling tanker hitings from the agreed upon point
of export.

ARTICLE VIII
TITLE TO ASSETS

(a} EGPC shall become the owner of all CONTRACTOR acquired and

owned assets which assets were charged to Cost Recovery by
CONTRACTOR in connection with the operations carried out 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) Title to fixed and movable assets shall be transferred
~ automatically and gradually from CONTRACTOR to EGPC as
they become subject to recovery in accordance with the
provisions of Article VII; however the full title to fixed and
movable assets shall be transferred  automatically from
CONTRACTOR to EGPC when its total cost has been
recovered by CONTRACTOR 1n accordance with the provisions

of Article VII or at the time of termination of this Agreement

with respect to all assets chargeable to the operations whether
recovered or not, whichever first occurs.



Yoot i Bl YO 3 () b VY sl = L Jl B A1 VY

SbaL OUdeally LA 35201 s ol il SUnly Iyl o i
ok g5 g3 JS sl g gy (¥ ) IR (Ml Tal
- Rk 4T o gy S 13T Sodmnd I S Ay il R,
bib b e Sde I bl LS A8, 01, Ja il Ko gdd 5,50 (o)
LS YN [T YU ERWPY K NPESWEN B IS S TY VRV S TOPP I W
At oldanll ol 6Y elldy adley Gt LAk 2 ad) Gt J s
Wt s A o3l it (g aie o L3 ol uacis (5 2
ety DOl Ao ety o LW elad ) £y L il B!
e Leglish Y1 JpaN1 0de 5 4 ey N
B o omen oF B Oty RSl IS, Jpliald oK ()
J e L 5, ¥ 1 ealdl e e cliadly VY Lo Mt s
st Y Il en e olls Jotuy s leliall 3o A ueded]]
WY o Al g a5y ¢ amal py ISl Ol jlaviod
R UPETR { U LIRS PP
{ Gaaulllt Balli)
AT
(8.« «.. ) ] Dt hin 5l el gy o gt I S5l by ()
by Aniad IS0 Y Gl LY Y s g Vs
PR N § S ) il i aslados Wil 2t gl JHURL by (00}
By pyama Joas Lo 2] doviad L8 w1 Rasall SLY IO Y
Soj e £00 e ) MY s I3 Sy Lkl e e gl LY
el 2y i e il e (¥ ) GO gk e aalay eyl gl 8
WoPi- LT IFPTR PIVE Q LIS BT WRE IC0S- Y P



VoYY LYY S () ml VY saall - e ) 2

The book value of the assets created during each calendar
quarter shall be communicated by CONTRACTOR to EGPC or
by Operating Company to EGPC and CONTRACTOR within
thirty (30) days of the end of cach guarter.

(b) During the term of this Agreement and the renewal period EGPC,

(b)

CONTRACTOR and Operating Company are entitled te the full use
and enjoyment of all fixed and movable assets referred to above in
connection with operations hereunder or under any other Petroleum
concession  agreement entered into by the parties. Proper
accounting adjustment shall be made. CONTRACTOR and EGPC
shall not dispose of the same except with agreement of the other.

CONTRACTOR and Operating Company may freely import into
the A.R.E., use therein and freely export at the end of such use,
machinery and equipments which they either rent or lease in
accordance with good industry practices, including but not limited to
the lease of computer hardware and software.

ARTICLE IX
BONUSES

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

CONTRACTOR shall pay to EGPC the sum of two hundred
thousand (200,000) U.S. Dollars as a production bonus when the
total average daily production from the Area first reaches the rate of
five thousand (5,000) Barrels of oil per day or equivalent for a
peniod of thirty (30) consecutive producing days. Payment will be
made within fifteen (15} days thereafter.
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(c) CONTRACTOR shall alsc pay to EGPC the additional sum of three
hundred thousand (300,000) U.S. Dollars as a production bonus
when the total average daily production from the Area first reaches
the rate of ten thousand (10,000) Barrels of o1l per day or equivalent
for a penod of thirty (30) consecutive producing days. Payment will
be made within fifteen (15) days thereafter.

(d) CONTRACTOR shall also pay to EGPC the additional sum of four
hundred thousand (400,000} U.S. Dollars as a production bonus
when the total average daily production from the Area first reaches
the rate of twenty five thousand (25,000) Barrels of o1l per day or
equivalent for a period of thirty (30) consecutive producing days.

Payment will be made within fifteen (15) days thereafter.

(e) CONTRACTOR shall also pay to EGPC the additional sum of five
hundred thousand (300,000) U.S. Dollars as a production bonus
when the total average daily production from the Area first reaches
the rate of fifty thousand (50,000) Barrels of oil per day or
equivalent for a period of thirty (30) consecutive producing days.

Payment will be made within fifteen (15) days thereafier.

(f) CONTRACTOR shall also pay to EGPC the additional sum of six
hundred thousand (600,000) U.S. Dollars as a production bonus
when the total average daily production from the Area first reaches
the rate of one hundred thousand (100,000) Barrels of o1l per day or
equivalent for a period of thirty (30) consecutive preducing days.

Payment will be made within fifteen (15) days thereafter.
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(g) CONTRACTOR shall pay to EGPC as a bonus the sum of one
hundred thousand U.S. Doilars (100,000) upon approval to enter into

the five (5) vear extension period pursuant to Article III paragraph
(d) (3) (bb).

(h) All the above mentioned bonuses shall in no event be recovered by

CONTRACTOR.

(1) In the event that EGPC elects to develop any part of the Area pursuant
to the sole risk provisions of Article III (c) (iv), production from
such sole nisk area shall be considered for the purposes of this

Article IX only if CONTRACTOR exercises its option to share in

such production, and only from the initial date of shaning.

(j) Gas shall be taken into account for purposes of determining the total
average daily production from the Area under Article [X (b-f) by
converting daily Gas delivered into equivalent barrels of daily Crude

Qil production in accordance with the following formula:
MSCF x H x 0.167 = equivalent barrels of Crude OQil
where
MSCF = one thousand Standard Cubic Feet of Gas.

H = the number of million British Thermal Units (BTU's
per MSCF).
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ARTICLE X
OFFICE AND SERVICE OF NOTICES

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

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

General Manager and Deputy General Manager.

All matters and notices shall be deemed o be validly served which are

delivered to the office of the General Manager or which are sent to him
by registered mail to CONTRACTOR’s office in the A.R.E.

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

ARTICLE XI
SAVING OF PETROLEUM AND PREVENTION OF LOSS

(a) Operating Company shall take all proper measures, according to
generally accepted methods 1in use in the oil and gas industry to
prevent loss or waste of Petroleum above or under the ground in any
form during drilling, producing, gathenng, and distributing or
storage operations. The GOVERNMENT has the right to prevent
any operation on any well that it might reasonably expect would
result 1n loss or damage to the well or the Oil or Gas field.
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(b) Upon completion of the dnlling 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

ascertained.

(c) Except 1n instances where multiple producing formations in the same

well can only be produced economically through a single tubing
string, Petroleum 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
representative 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

reasonable times for examination by authorized representatives of
the GOVERNMENT.

(e) Daily dnlling records and the graphic logs of wells must show the

quantity and type of cement and the amount of any other materials
used in the well for the purpose of protecting Petroleumn, gas bearing

or fresh 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 GOVERNMENT,
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ARTICLE XIY
CUSTOMS EXEMPTIONS

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

(b)

to import and shall be exempted from customs duties, any taxes,
levies or fees (including fees imposed by Mimstenal Decision No. 254
of 1993 1ssued by the Munister of Finance, as now or hereafter amended
or substituted) of any nature and from the importation rules with
respect to the importation of machinery, equipment, appliances,
materials, items, means of transport and transportation (the exemption
from taxes and duties for cars shall only spply tocars to be used in
operations), electric appliances, air conditioners for offices, field
housing and facilities, electronic appliances, computer hardware and
software, as well as spare parts required {or any of the imported
iterns, all subject to a duly approved centificate issued by the responsible
representative nominated by BEGPC for such purpose, which states
that the imported items are required for conducting the operations
pursuant to this Agreement. Such certificate shall be final and
binding and shall automatically result i the importation and the
exemption without any {urther approval, delay or procedure,

Machinery, equipment, appliances and means of transport and
transportation imported by EGPC's, CONTRACTOR's and
Operating Company's contractors and sub-contractors temporarily
engaged in anv achvity pursuant to the operations which are the
subject of this Agreement, shall be cleared under the "lemporary
Release Systern” without payment of customs duties, any taxes,
levies or fees {(including 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, upon presemtation of a duly
approved certificate issued by an EGPC responsibie representative
nominated by EGPC for such purpose which states, that the
imported items are required for conducting the operationts pursuant
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to this Agreement. Items (excluding cars not 10 be used In
operations) set out in Article XII {(a) imported by EGPC’s,
CONTRACTOR’s and Operating Company’s contractors and
sub-contractors for the aforesaid operations, in order to be installed
or used permanently or consumed shall meet the conditions for
exemption set forth in Article XII (a) after being duly certified by an
EGPC responsible representative to be used for conducting
operations pursuant to this Agreement.

(c) The expatriate employees of CONTRACTOR, Operating Company
and their contractors and sub-contractors shall not be entitied to any
exemptions from customs dutics and other ancillary taxes and
charges except within the limits of the provisions of the laws and
regulations applicable in the A R.E. However, personal household
gsoods and furniture (including ome (1) car) for each expatnate
employee of CONTRACTOR and/or Operating company shail be
cleared under the "Temporary Release System™ (without payment of
any customs duties and other ancillary taxes) upon preseatation of
a letter to the appropriate customs authorities by CONTRACTOR
or Operating Company approved by an EGPC  responsible
representative that the imported items are imported for the sole use
of the expatriate employee and his family, and that such imported
items shall be re-exported outside the A.R.E. upon the repatriation of
the concemed expatnate employee.

(d) Items imported into the A.R.E. whether exempt or not exempt from
customs duties and other ancillary taxes and charges hereunder,
may be exported by the importing party at any time after obtaining
EGPC's approval, which approval shall not be unreasonably
withheld, without any export duties, taxes or charges or any taxes or
charges from which such items have been already exempt, being
applicable. Such items may be sold within the A.R.E. after obtaining



Yoof i Jul YY 3 () b VY sl — i Jl sy 41 VY-

S A B hy Lo Ll e Syl sy popp - L2
sy ¢ Lt e (g 2 ta ey bl ais by dydas ;s 533 o
idy L Lol o g Iy ol e by &Ll 48 jad | g A e
CIIPR VR FIPICIE 5 IPI0 [ SE O p FHPEY| |13 PR VEDUE PRUPES 7
iy ol ¢ il Al A o 05 Lt Y ade S5 ) L
WP [P { S O S S DK 0 B I VS B PO PESE DI (O (Y
izl Jlcdinl 5 ( obdaad] dileaz s o Ol L
ORI U | B P L PSP ST Y JY b & | I
: S gl e gl 1 eamie p g0 () 52

; ..\.-1-:,;,1¢L_~.i.:il > J.JlS'c-‘;,.po;_,:__.:rJ L. alaJ.'.'_....!J_,Li.ll,_‘.;m_:_..g

Ll e e Lol g (1) 3,a0 3 ake o guaidl  GeY) g s Y ()

Ui e o iglis o] Sgnltos 5l Ll Co\S (31 5 pimms « LA
Lol &8 a0l JUkl olislpn Lesd Slia (ol Llows gy 16 354,
o Lels 312 5,50 s 5laly 53,0 by Legie sl ol UL,
BUl o, o ASL e Y s g g b gt il 23
day (S LS pad o g N LLo] Lo o pranl ¥ DN GASS e (/Y 1)

ey ol el 50 IS Bl

gl Jadl s 3 G g sl gm gl gl Jall 56 ()

=Ln.r-1cp ‘ hﬂ.}jd!iﬁbg}b ‘ -M:LAJ'Y' oi‘)iw} At ‘103 ikl O
Sl pmey sl il 5 1 o) il e 51 S e gy 5T g s ]
a3l edg Gy Jymd) pdeany ddlace



VWA YL ai bl VY S () mU VY sl - D i 4

AT ey

the approval of EGPC wihuch approval shall not be unreasonably
withheld., In this eveni, the purchaser of such tems shall pay all
applicable customs duties and other ancillary taxes and charges
according to the condition and value of such items and the tariff
appiicable on the date of sale, uniess such wems have already been
sold 1o an Affiliated 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
from such sale shall be divided in the fcllowing manner:

CONTRACTOR shall be entitled to reimbursement of its
unrecovered cost, if any, in such ttems and the excess, f any, shall
he paid to EGPC.

(e) The exemption provided for in Article XII (a) shall not apply to any
imported items when items of the same or substantially the same
kind and quality are manufactured locally mecting CONTRAC-
TOR's andfor Operating Company’s specifications for gquality and
safety and are available for timely purchase and delivery in the
AR.E. at a price not higher than ten percent (10%) of the cost of the
imported item, before customs duties but after freighi and msurance
costs 1f any have been added.

(f) CONTRACTOR, EGPC and their respective buyers shall have the
right to freely export the Petroleum produced from the Area
pursuant to this Agreement; no hcense shall be required, and such
Petroleum shall be exempted from any customs duties, any taxes,
levies or any other imposts in respect of the export of Petroleum
hergunder.
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ARTICLE XIil
BOOKS OF ACCOUNT : ACCOUNTING AND PAYMENTS

(a) EGPC, CONTRACTOR and Operating Company shall each maintain
at their business offices in the AR.E. books of account, in
accordance with the Accounting Procedure in Annex "E" and
accepted accounting practices generally used in the petroleum
industry, and such other books and records as may be necessary to
show the work performed under this Agreement, including the
amount and value of all Petroleum produced and saved hercunder.
CONTRACTOR and Operating Company shall keep their books of
account and accounting records in United States Dollars.

Operating Company shall furnish to the GOVERNMENT or its
representatives monthly returns showing the amount of Petroleum
produced and saved hereunder. Such returns shall be prepared 1n the
form required by the GOVERNMENT, or its representative and
shall be signed by the General Manager or by the Deputy General
Manager or a duly designated deputy and delivered to the
GOVERNMENT or its representative within thirty (30) days after
the end of the month covered in the return.

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

(c) CONTRACTOR shall submat to EGPC a Profit and Loss Statement
of 11s Tax Year not later than four (4) months after the commence-
ment of the following Tax Year 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 year-end Balance
Sheet for the same Tax Year to EGPC. The Balance Sheet and
financial statements shall be certified by an Egyptian certified
accounting firm.
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ARTICLE X1V
RECORDS, REPORTS AND INSPECTION

(a) CONTRACTOR and/or Operating Company shall prepare and, at all

times while this Agreement is in force, maintain accurate and current

records of 1ts operations 1 the Area. CONTRACTOR and/or Operating
Company shall furnish the GOVERNMENT or its representative, in

conformity with applicable regulations or as the GOVERNMENT
or its representative may reasonably require information and data
concerning its operations under this Agreement. Operating Company
will perform the functions indicated in this Article XIV 1n accordance

with 1ts role as specified in Article VI.

(b) CONTRACTOR and/or Operating Company shall save and keep for

a reasonable peniod of time a representative portion of each sample

of cores and cutiings taken from dnlling wells, to be disposed of, or

forwarded to the GOVERNMENT or its representative 1n the
manner directed by the GOVERNMENT. All samples acquired by

CONTRACTOR and/or Operating Company for their own purposes

shall be considered available for inspection at any reasonable time

by the GOVERNMENT or its representatives.

(c) Unless otherwise agreed to by EGPC, in case of exporting any rock

samples outside A.R.E., samples equivalent in size and quality
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

(e)

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

on the understanding that they belong to EGPC.

During the period CONTRACTOR is conducting the Exploration
operations, EGPC's duly authorized representatives or employees
shall have the right to full and complete access to the Arca at all
reasonable times with the right to observe the operations being
conducted and to inspect all assets, records and data kept by
CONTRACTOR. EGPC's representative or employees, in exercising
its rights under the preceding sentence of this paragraph (e), shall not
interfere with CONTRACTOR's operations. CONTRACTOR shall
provide EGPC with copies of any and all data (including, but not
limited to, geological and geophysical reports, logs and well
surveys) information and interpretation of such data, and other
information in CONTRACTOR's possession.

For the purpose of obtaining new offers, the GOVERNMENT
and/or EGPC may, after the seventh (7™ year of the Bxploration
period or the date of termination of this Agreement, whichever is the
earlier, show any other party uninterpreted basic geophysical and

geological data (such data to be not less than one (1) year old unless
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CONTRACTOR agrees to a shorter period, which agreement shall

not be unreasonably withheld) with respect to the Area, provided
that the GOVERNMENT and/or EGPC may at any time show

another party such data directly obtained over or acquired from those
parts of the Area which CONTRACTOR has relinquished as long as

such data is at least one (1) year old.
ARTICLE XV
RESPONSIBILITY FOR DAMAGES

CONTRACTOR shall entirely and solely be responsible in law toward
third parties for any damage caused by CONTRACTOR's Exploration
operations and shall mmdemnify the GOVERNMENT and/or L£GPC
against all damages for which they may be held liabie on account of any

such operations.
ARTICLE XVI
PRIVILEGES OF GOVERNMENT REPRESENTATIVES

Duly authorized representatives of the GOVERNMENT shall have
access to the Area covered by this Agreement and to the Operations
conducted thereon. Such representatives may examine the books, registers
and records of EGPC, CONTRACTOR and Operating Company and
make a reasonable number of surveys, drawings and tests for the purpose
of enforcing this Agreement. They shall, for this purpose, be entitled to make

reasonable use of the machimery and instruments of CONTRACTOR or
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Operating Company on the condition that no danger or impediment to
the operations hereunder shall arise directly or indirectly from such use.
Such representatives shall be given reasonable assistance by the agents
and employees of CONTRACTOR or Operating Company so that none
of the activities shall endanger or hinder the safety or efficiency of the
operations. CONTRACTOR or Operating Company shall offer such
representatives all privileges and facilities accorded to its own employees
in the field and shall provide them, free of charge, the use of reasonable
office space and of adequately fumished housing while they are in the
field for the purpose of facilitating the objectives of this Article. Without
prejudice to Artcle XIV (e) any and all information obtained by the
GOVERNMENT or its representatives under this Article XVI shall be
kept confidential with respect to the Area.

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

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

(1) The expatriate administrative, professional and technical personnel
employed by CONTRACTOR or Operating Company and the
personne! of its contractors for the conduct of the operations
hereunder, shall be granted a residence as provided for in Law
No. 89 of 1960 as amended and Ministerial Order No. 280 of
1981 as  amended, and CONTRACTOR agrees that all
immigration, passport, visa and employment regulations of the
ARE., 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 (23%) of the combined
salarjes and wages of each of the expatriate administrative,

professional and technical personnel employed by
CONTRACTOR or Operating Company shall be paid monthly
in Egyptian Currency.

(b) CONTRACTOR and Operating Company shall each select its
employees and determine the number thereof, to be used for

operations hereunder.

(¢) CONTRACTOR, shall after consultation with EGPC, prepare and
carry out speciaiized training programs for all its A.R.E. employees
engaged in operations hereunder with respect to applicable aspects
of the petroleum industry. CONTRACTOR and Operating Company
undertake to replace gradually their non-executive expatriate staff by

qualified nationals as they are available.

(d) During any of the Exploration phases, CONTRACTOR shall give
mutually agreed numbers of EGPC employees an opportunity to
attend and participate in CONTRACTOR's and CONTRACTOR's
Affiliated Companies training programs relating to Exploration and
Development operations. In the event that the total cost of such
programs is less than fifty thousand (50,000) United States Dollars
in any Financial Year durng such period, CONTRACTOR shall
pay EGPC the amount of the shortfall within thirty (30) days
following the end of such Financial Year, However, EGPC shall
have the right that said amount (U.S. $50,000) allocated for training,
be paid directly to EGPC for such purpose.
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ARTICLE XVIII
LAWS AND REGULATIONS

(a) CONTRACTOR and Operating Company shall be subject to Law No.
66 of 1933 {excluding Article 37 thereof) as amended by Law No.
86 of 1956 and the regulations issued for the implementation
thereof, including the regulations for the safe and cfhicient
performance of operations carmied out for the execution of this
Agreement and for the conservation of the petroleum rescurces of
the ARE. provided that no regulatons, or modification or
interpretation thereof, shall be contrary to or mconsistent with the
provisions of this Agreement.

(b} CONTRACTOR and Operating Company shall be subject to the
provisions of the Law No. 4 of 1994 concerning the environment
and its executive regulation as may be amended, as well as any laws
or regulations may be issued, concerning the protection of the
environment.

(c) Except as provided in Article Il (g) for Income Taxes, EGPC,
CONTRACTOR and Operating Company shall be exempted from
all taxes and duties, whether imposed by the GOVERNMENT or
municipalities including among others, Sales Tax, Value Added Tax
and Taxes on the Exploration, Development, extracting, producing,
exporting or transposting of Petroleum and LPG as well as any and
all withholding taxes that might otherwise be imposed on dividends,
mterest, technical service fees, patent and trademark rovaliies, and
similar items. CONTRACTOR shall also be exempted from any tax
on the liguidation of CONTRACTOR, or distributions of any
income to the shareholders of CONTRACTOR, and from any tax on
capital.
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(d) The rights and obligations of EGPC and CONTRACTOR under, and
for the effective term of this Agreement shall be governed by and n
accordance with the provisions of this Agreement and can only be
altered or amended by the written mutual agreement of the said
contracting parties in the same procedurcs by which the original

Agreement has been issued.

(¢} The contractors and sub-contractors of CONTRACTOR and
Operating Company shall be subject to the provisions of this
Agreement which affect them. Insofar as all regulations which are
duly issued by the GOVERNMENT apply from time to tirne and are
not in accord with the provisions of this Agreement, such regulations
shall not apoly to CONTRACTOR, Operating Company and ther

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

() EGPC, CONTRACTQOR, Operating Company and their respective
contractors and sub-contractors shall for the purposes of this
Agreement be exempted from all professional stamp duties, imposts
and levies imposed by syndical laws with respect 1o their documents

and activities hereunder,

(g} All the exemptions from the application of the ARE. laws or
regulations granted to EGPC, CONTRACTQR, the Operating
Company, their contractors and sub-contractors under this
Agreement shall include such laws and regulations as presently in

effect or hereafter amended or substituted.
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ARTICLE XIX
STABILIZATION

In case of changes in existing legislation or regulations applicable to 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 Agreement to the detoment of
CONTRACTOR or which imposes on CONTRACTOR an obligation to
reimit t0 the AR.E. the proceeds from sales of CONTRACTOR's
Petroleum, CONTRACTOR shall notify EGPC of the subject legislative
or regulatory measure. In such case, the Parties shall negotiate possible
modifications to this Agreement designed to restore the economic
balance thereof which existed on the Effective Date.

The Parties shall use their best efforts to agree on amendments to this
Agreement within ninety (90) days from aforesaid notice.

These amendments to this Agreement shall not in any event diminish or
increase the rights and obligations of CONTRACTOR as these were
agreed on the Effective Date.

Failing agreement between the parties during the period referred to
above in this Article XIX, the dispute may be submitted to arbitration, as
provided in Article XX1V of this Agreement.

ARTICLE XX
RIGHT OF REQUISITION

(a) In case of national emergency due to war or imminent expectation
of war or internal causes, the GOVERNMENT may requisition all
or part of the production from the Area obtained hereunder and
require Operating Company to increase such production to the
utmost possible maximum. The GOVERNMENT may also
requisition the Oil and/or Gas field itself and, 1if necessary, related
facilities.
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(b) In any such case, such requisition shall not be effected except after
inviting EGPC and CONTRACTOR or their representative by
registered letter, with acknowledgement of receipt, to express their
views with respect to such requisition.

(c) The requisition of production shall be effected by Ministenal Order.
Any requisition of an Oil and/or Gas field, or any related tacilities
shall be effected by a Presidential Decree duly notified to EGPC and

CONTRACTOR,

(d) In the event of any requisition as provided above, the GOVERNMENT
shall indemnify in full EGPC and CONTRACTOR for the penriod
during which the requisition is maintained, including:

(1) All damages which result from such requisition; and

(2) Full repayment each month for all Petroleum extracted by the
GOVERNMENT less the royalty share of such production.

However, any damage resulting from enemy attack i1s not within the
meaning of this paragraph (d). Payment hereunder shall be made to
CONTRACTOR in U.S. Dollars remittable abroad. The price paid to
CONTRACTOR for Petroleum taken shall be calculated in accordance
with Article VII (c).

ARTICLE XXI
ASSIGNMENT

(a) Neither EGPC nor CONTRACTOR / CONTRACTOR MEMBER
may asstgn to a person, firm or corporation, in whole or in part, any
of its rights, privileges, duties or obligations under this Agreement
either directly or indirectly without the written consent of the
GOVERNMENT. In all cases priority shall be given to EGPC 1f it
s0 desire to obtain the interest intended to be assigned in accordance
of paragraph (e) of this Article.
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(b) To enable consideration to be given to any request for such
Government consent, the following conditions must be fulfilled:

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

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

{c) Any assignment, sale, transfer or other conveyance made pursuant to
the provisions of this Article XXI shall be free of any transfer,
capital gains taxes or related taxes, charges or fees including without

limitation, all Income Tax, Sales Tax, Value Added Tax, Stamp
Duty, or other Taxes or similar payments.

(d) As long as the assignor shall hold any interest under this Agreement,
the assignor together with the assignee shall be jointly and severally
liable for all duties and obligations of CONTRACTOR under this

Agreement.

(e) Once the assignor and a proposed third party assignee, other than an
Affiliated Company or a CONTRACTOR MEMBER, have agreed
the final conditions of an assignment, the assignor shall disciose
such final condition in a written notification to EGPC. EGPC shall
have the nght to acquire the interest intended to be assigned, if,
within sixty (60) days from assignor’s wntten notification, EGPC
delivers to the assignor a written notification that it accepts the same
condittons agreed to with the third party assignee. If EGPC does not
deliver such notification within such sixty (60} day period, the
assignor shall have the night to assign to the proposed third party
assignee, subject to the GOVERNMENT approval under paragraph
(a) of this Article. In the event that EGPC exercises its option to
acquire the interest intended to be assigned and if a joint operating
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agreement 1s not already existing among the CONTRACTOR
MEMBERS including the assignor, EGPC and CONTRACTOR
shall negotiate in good faith to enter into a joint operating
agreement, according to the model published by the Association for
International Petroleurn Negotiators to finalize such agreement
within one hundred and twenty (120) days from EGP(C’s
notification. If EGPC and CONTRACTOR cannot agree on a joint
operating agreement within such one hundred and twenty (120) day
pertod, the assignor shall have the right to assign to the proposed
third party assignee, subject to the GOVERNMENT approval under
paragraph (a) of this Article.

ARTICLE XXII
BREACH OF AGREEMENT AND POWER TO CANCEL

(a) The GOVERNMENT shall have the right to cancel this Agreement
by Order or Presidential Decree, with respect to CONTRACTOR, in

the following instances:

(1) If 1t knowingly has submitted any false statements to the
GOVERNMENT which were of a material consideration for the

execution of this Agreement;

(2) If it assigns any interest hereunder contrary to the provisions of
Article XXI:

(3) If it 1s adjudicated bankrupt by a court of competent jurisdiction;

(4) If it does not comply with any final decision reached as the

result of court proceedings conducted under Article XXIV{a);
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(3) If it intentionally extracts any mineral other than Petroleum not
authonzed by this Agreement or without the authonty of the
GOVERNMENT, except such extractions as may be
unavoidable as the result of the operations conducted hereunder
in accordance with accepted petroleum industry practice and
which shall be notified 1o the GOVERNMENT or its representative
as soon as possible; and

(6) If it commits any material breach of this Agreement or of the
provistons of Law No. 66 of 1953, as amended by Law No. 86

of 1956, which are not contradicted by the provisions of this
Agreement.

Such cancellation shall take place without prejudice to any
rights which may have accrued to the GOVERNMENT against
CONTRACTOR in accordance with the provisions of this
Agreement, and, in the event of such cancellation, CONTRACTOR
shall have the right to remove from the Area all its personal

property.

(b) If the GOVERNMENT deems that one of the aforesaid causes {(other
than a force majeure cause referred to in Article XXIII) exists to
cancel this Agreement, the GOVERNMENT shall give CONTRACTOR
ninety {90) days written notice personally served on CONTRACTOR's
General Manager in the legally official manner and receipt of which
is acknowledged by him or by his legal agents, to remedy and
remove such cause; but if for any reason such service 1s
impossible due to unnotified change of address, publication in the
Official Journal of the GOVERNMENT of such notice shall be
considered as valid service upon CONTRACTOR. If at 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 Presidential Decree as aforesaid; provided however,
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that if such cause, or the falure to remedy or remove such cause,
resalts from any act or omission of one party, cancellation of this
Agreement shall be effective only against that party and not as
agamst any other party hereto.

ARTICLE XXIII
FORCE MAJEURE

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

(b} "Force Majeure™ within the meaning of this Article XXHI, shall be any
order, regulation or direction of the GOVERNMENT of the ARAB
REPUBLIC OF EGYPT, whether promulgated in the form of a law or
otherwise or any act of God, msurrection, riot, war, strike, and other
labor disturbance, fires, floods or any casse not due to the fault or
negilgence of EGPC and CONTRACTOR or cither of them, whether
or not similar to the foregoing, provided that any such cause is beyond
the reasonable control of EGPC and CONTRACTOR, or either of
them.
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(c) Without prejudice to the above and except as may be otherwise

provided herein, the GOVERNMENT shall incur no responsibility
whatsoever to EGPC and CONTRACTOR, or either of them for any
damages, restrictions or loss arising in consequence of such case of
force majeure except a force majeure caused by the order,
regulations or direction of the GOVERNMENT of the ARAB
REPUBLIC OF EGYPT.

(d) If the force majeure event occurs during the initial Exploration period
or any extension thereof and continues 1n effect for a period of six
(6) months CONTRACTOR shall have the option upon ninety (90)
days prior wrntten notice to EGPC to terminate 1ts obligations
hereunder without further liability of any kind.

ARTICLE XXIV
DISPUTES AND ARBITRATION

(a) Any dispute, controversy or ¢laim ansing out of or relating to this
Agreement or the breach, termination or invalidity thereof, between
the GOVERNMENT and the parties shaill be referred to the
jurisdiction of the appropriate A.R.E. Courts and shall be finally
settled by such Courts.

(b} Any dispute, controversy or claim ansing out of or relating to this
Agreement, or breach, termination or invalidity thereof between
EGPC and CONTRACTOR shall be settled by arbitration in
accordance with the Arbitration Rules of the Cairo Regional
Center for International Commercial Arbitration (the Center) in
effect on the date of this Agreement. The award of the arbitrators
shall be final and binding on the parties.

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

(d) Each party shall appoint one arbitrator. If, within thurty (30) days
after receipt of the claimant's notification of the appointment of an
arbitrator the respondent has not notified the claimant in wnting ot
the name of the arbitrator he appoints, the claimant may request the
Center to appoint the second arbitrator.
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{e) The two arbitrators thus appointed shail choose the third arbitrator
who will act as the presiding arbitrator of the tnbunal. If within
thirty (30) days after the appointment of the second arbitrator, the
two arbitrators have not agreed upon the choice of the presiding
arbitrator, then either party may request the Secretary General of the
Permanent Court of Arbitraton ai the Hague to designate the
appointing authonity. Such appointing authority shall appoint the
presudmg arbiivator in the same way as a sole arbitrator would be
appointed under Article 6.3 of the UNCITRAL Arbitration Rules.
Such presiding arbitrator shall be a person of a nationality other
than the A.R.E. or Chile and Australia and of a country which has
diplomatic relations with A.R.E., Chile and Australia and who shall
have no ¢conomic interest in the Petroleum business of the
signatones hereto.

(f} Unless otherwise agreed by the parties to  the arbitration,
the arbitration, including the making of the award, shall take place
n Cairo, AR.E.

{g) The decision of a majority of the arbitrators shall be final and binding
upon the Parties and the arbitral award rendered shall be final and
conclusive. Judgment on the arbitral award rendered, may be entered
in any court having Jurisdiction or application may be made in such
court for a judicial acceptance of the award and for enforcement, as
the case may be,

(h} Egyptian Law shall apply to the dispute except that in the event of any
confhet between Egyptian Laws and this Agreement the provisions of
this Agrecment {includimg the arbitration provision} shall prevasi.
The arbitration shall be conducted in both English and Arabic
languages.

{1} EGPC and CONTRACTOR agree that if, for whatever reason,
arbitration in accordance with the above procedure cannot take place,
or is likely to take place under circumstances for CONTRACTOR
which could prejudice CONTRACTOR's right to fair arbitration, al}
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disputes, controversies or claims arising out of or relating to this
Agreement or the breach, termination or invalidity thereof shall be
settled by ad hoc arbitration in accordance with the UNCITRAL
Rules in effect on the Effective Date.

ARTICLE XXV
STATUS OF PARTIES

(a) The rights, duties, obligations and liabilihes in respect of EGPC and
CONTRACTOQR hereunder shall be several and not joint or
collective, 1t being understood that this Agreement shall not be
construed as constituting an  assoctation or corporation  or

partnership.

th} CONTRACUTOR shall be subject to the laws of the place where it is
incorporated regarding its legal status or ¢reation, organization, char-

ter and by-laws, shareholding, and ownership.

CONTRACTOR’s shares of capital which are entirely held abroad
shall not be negotiable in the A.R.E. and shall not be offered for
public subscription nor shall be subject to the stamp tax on capital
shares nor any tax or doty 1n the ARE. CONTRACTOR shall be
exempted from the application of Law No. 139 of 1981 as amended.

(©) In case CONTRACTOR consists of more than one member, all
CONTRACTOR Members shall be jointly and severally liable for
the performance of the obligations of CONTRACTOR under this

Agreement.
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ARTICLE XXVI

LOCAL CONTRACTORS AND
LOCALLY MANUFACTURED MATERIAL

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

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

(b)

EGPC's Affiliated Companies as long as their performance 18
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%).

Give preference to locally manufactured matenal, equipment,
machinery and consumables so long as their quality and time of
delivery are comparable to intermnationally available matenal,
equipment, machinery and consumables. However, such matenal,
equipment, machinery and consumables may be imported for
operations conducted hereunder if the local prnice of such items at
CONTRACTOR's or Operating Company's operating base in A R.E.
is more than ten percent (10%) higher than the price of such
imported items before customs duties, but after transportation and
insurance coslts have been added.

ARTICLE XXVII
ARABIC TEXT

The Arabic version of this Agreement shall, before the courts of A.R.E.
be refetrred to in construing or interpreting this Agreement; provided
however, that in any arbitration pursuant to Article XXIV herem 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.
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ARTICLE XXVIII
GENERAL

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

ARTICLE XXIX
APPROVAL OF THE GOVERNMENT

This Agreement shall not be binding upon any of the parties hereto
uniess and until a law 1s issued by the competent authonties of the
A R.E. authonizing the Minister of Petroleum to sign this Agreement
and giving this Agreement full force and effect of law notwithstanding
any countervailing Govemmental enactment, and the Agreement 1S
signed by the GOVERNMENT, EGPC and CONTRACTOR.

SIPETROL INTERNATIONAL S.A.
BY:

OIL SEARCH {(EGYPT) LIMITED
BY:

EGYPTIAN GENERAL PETROLEUM CORPORATION
B}(: ———rr———————

ARAB REPUBLIC OF EGYPT

By: e

Date; -————
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ANNEX “A”
CONCESSION AGREEMENT
BETWEEN
THE ARAB REPUBLIC OF EGYPT
AND
EGYPTIAN GENERAL PETROLEUM CORPORATION
AND
SIPETROL INTERNATIONAL S.A.
AND
OIL SEARCH (EGYPT) LIMITED
IN
FAST RAS QATTARA AREA
WESTERN DESERT
ARE.
BOUNDARY DESCRIPTION OF THE CONCESSION AREA

Annex "BY s a provistonal iHlustrative map at an  approximate scale of
{1:235,000}) showing the Area covered and affected by this Agreement.

- The Arca measures approximately five thousand seven hondred and
sixty eight square kilometers (5768 km®) of surface Area. It is
composed of all or part of Exploration Blocks, the whole Blocks are
defined on three (3) nunutes lalitude by three (3) minutes longitude
gnd.

- It is {0 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 true position in relation to existing monuments  and
geopraphical features.
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Coordinates 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 RAS QATTARA AREA
IN
WESTERN DESERT

romt LATITUDE LONGITUDE

No

] 30 36 00.00" 300 21" 006.00"
2 29" 54 00.00" 300 21" 00.00"
3 29° 54 00.00" 30° 18"  00.0G"
4 29° 39" 00.00" 30° 18" 00.00"
5 29° 39 00.00" 30° 12" 00.00"
6 29° 48 00.00" 30° 12 00.00"
7 29° 48  00.00" 29° 57 00.00"
8 29° 57 00.00" 29" 57 00.00"
9 29° 57 00.00" 29" . 45 00.00"
10 30 24" 00.00" 29° 45" 00.00"
11 30° 24 00.00" 29" 30" 00.00"
12 30° 27 00.00" 29° 30"  00.00"
13 307 27 00.007 29° 18" 00.00"
14 30° 36  00.00" 29° 18 00.00"

e —— —— = = S . — e —
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ANNEX (B) (=) dale

CONCESSION AGREEMENT FOR PETROLEUM [4Dliiud 3 Jg sl 0 Cadl ) 538 4 dliG)
EXPLORATION AND EXPLOITATION

BETWEEN ) o
THE ARAB REPUBLIC OF EGYPT LITE 1 REW-PRFTVITN
AND 3
THE EGYPTIAN GENERAL PETROLEUM Juall Aladl 45 paall Al
CORPORATION
AND 3 ]
SIPETROL INTERNATIONAL S.A. b o JU gaddo 553 g R 45 i
AND 3
OIL SEARCH (EGYPT) LIMITED Siagh (Cogad) e dagh Lk
IN oA
EAST RAS QATTARA AREA S ALE (b 3k dikis
WESTERN DESERT iy Y 5t aually
A.RE. Eool

SCALE 1:235000 T
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EXPLORATION AND EXPLOITATION

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

SIPETROL INTERNATIONAL S.A.
ANRD

OIL SEARCH (EGYPT} LIMITER
IN
EAS’E‘ RAS QATTARA AREA
WESTERN DESERT

ARE.
SCALE 1 : 235000
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ANNEX *C¥
LETTER OF GUARANTY

Letter of Cuarantee No. ... (Carro ..vvevvenne. 2004), EGYPTIAN
GENERAL PETRCGLEUM CORPORATION.

Gentlemen,

The undersigned, National Bank of Egypt as QGuarantor, hereby
guaraniees (o the EGYPTIAN  GENERAL  PETROLEUM
CORPORATION (hercinafter referred to as “EGPU”) to the limit of four
millton ang seven hundred thousand (4,700,000; U.S. Daoilars, the
performance by “SIPETROL INTERNATIONAL S A" (heretnafter
referred to as “SIPETROL”) and Oll. SEARCH (EGYPT) LIMITED
(hereinafter referred to as “OIL SEARCH™) SIPETROL and OIL
SEARCH shall be  Thereinafter referred to  collectively  as
“CONTRACTOR” of its obligations required for Exploration operations
to spend a minimum of four million and seven hundred thousand
{4,700,000) UL.S. Dollars duning the imtial three (3} year of the
Exploration penod ander Arucle 1V of that certain Concession
Agreement (hereinafter referred to as the “Agreement’™) covering that
Area described in Annexes “A” and “B” of said Agreement, by and
between the Arab Repubiic of Egypt (hereinafter referred to as “A.RE".),
EGPC and CONTRACTOR, dated ..............

It is understpod that this Guaranty and the liability of the Guarantor
hereunder shail be reduced guarterly, during the period of expenditure of
said four million and seven hundred thousand (4,700.000) U.S. Dollars
by the amount of money expended by CONTRACTOR for such
Exploration operations during cach such quarter. Each such reduction
shall be cstablished by the joint writien statement. of CONTRACTOR
and EGPC.

In the event of a claim by EGPC of non-performance of swrender of the
Agreement on the part of CONTRACTOR pnor te fulfilment of said
minimum. expenditure obligations under Article IV of the Agreement,
there shall be no hability on the undersigned Guarantor for payment {0
EGPC unless and until such liability has been established by written
statemeni of EGPC setting forth the amount due under the Agreement.
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It is a further condition of this Letter of Guaranty that:

(1) This Letter of Guaranty will become available only provided that the
Guarantor will have been informed in wniting by CONTRACTOR
and EGPC that the Agreement between CONTRACTOR, AR.E.
and EGPC bas become effective according to its terms, and said
Guaranty shaill become effective on the Effective Date of said
Agreement,

{2) This Letter of Guaranty shall in any event automaticaily expire:

(a) Three (3) years and six {(6) months after the date it becomes
effective, or

{b) At such Gime as the tolal of the amounts shown on guarterly jomt
statemnents of EQPCU and CONTRACTOR equals or exceeds the
arrrount of said minimum expenditure obligation, whichever is
earhier.,

{3y Consequently, any clanm, in respect thereof should be made o the
Guarantar prior to either of said expiration dates at the latest
accompanied by EGPC’s written statement, setting forth the amount
of under-expenditure by CONTRACTOR 10 the effect that:

{a) CONTRACTOR has failed 1o perform its expenditure obligations
referred to 1n this Guaranty, and

(b CONTRACTOR has failed to pay the expenditure deficiency to
EGPC.

Please return to us this Letter of Guaranty in the event 1t does not be
come etffective, or upon the expiry date.

Yours Faithfully, e e



Yoot B ol YY 3 () A VY sl - dan Jl S 41 VY.

iy M'
'Y A
wbadoil Gl 38 yudd!
( 9t Baldi)
AR L EOPIIPCE W JPVS FFIUICY SIESGL W5 NAWWE (g3 - -
PO ES v PR VIR WO R VR QRN I Foy (PRI,
L] ! BBV sdny il i (1S e sl ity o igd o slnss ¥
WP
( quitidl Sald 1)
38 il g he Toe dyLalls tpgl! Gi5 oLl GLASEY 3y s
SN PEN | TR+ 1 PR SRR |

{ Saif Saldf )

plEia L gL p sz A Ol A B Al s A 0SS
( amal il Saldt )

dylikly Rl pocbeas (G B8F RS 55 oLl g Olbandly LS IS00 0,2
ind 1 LY 00 Lo gt Ugani 2 ettt e 3500l dkis 5 o0
Birgdly A ppd| ot ot g Ot bty ddpmd e S radt
el 3ad Adihie 3 Ly ot Oldaadl Jeds S Jolilly dyzl) Gebaadl 4 ol
ALYl sda d ad) aud)l e oally 55 Us




WYY ol VY () el VY el de 3 4

AT Ay S sy

ANNEX “D*»
CHARTER OF OPERATING COMPANY
ARTICLE!L

A joint stock company having the nationality of the ARAB REPUBLIC
OF EGYPT shall be formed with the authonzation of the GOVERNMENT

in accordance with the provisions of this Agreement referred 10 below
and of this Charter.

The Company shall be subject to all laws and regulations in force in the
AR.E, to the extent that stch Jaws and regnlations are not inconsistent
with the provisions of this Charter and the Agreement referred {0 below,

ARTICLE [

The name of the Operating Company shall be mutually agreed upon
between EGPC and CONTRACTOR on the date of the Commercial
Discovery and shall be subject to the approval of the Minister of
Petroleum.

ARTICLE HI
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 vequired in accordance with the provisions of the Agreement
sigre<t on the - day of ~remvecoacaan by and between the ARAB
REPUBLIC OF BEGYPT, THE EGYPTIAN GENERAL PETROLEUM
CORPORATION and CONTRACTOR covering Petroleum  operations
in EAST RAS QATTARA Arca, WE STERN DESERT, described therein.
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Operating Company shall be the agency to carry out and conduct
Exploration operations after the date of Commercial Discovery pursuant
to Work Programs and Budgets approved in accordance with the
Agreement.

Operating Company shall keep account of all costs, expenses and
expenditures for such operations under the terms of the Agreement and
Annex “E” thereto.

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

ARTICLE ¥V

The authorized caputal of Operating Company s twenly thousand
Egyptian Pounds divided into five thousand shares of commen stock
with a value of four Egvptian Pounds per share having equal volng
rights, fully paid and non-assessable.

EGPC and CONTRACTOR shall each pay for, hold and own, throughout
the life of Operating Company, one half (1/2) of the capital stock of
Operating Company provided that only in the event that either party
should transfer or assign the whole or any percentage of Hs ownership
imterest in  the entirety of the Agreement, may such transferring or
assigning party transfer or assign any of the capital stock of Operating
Company and, in that event, such transferning or assigning party {(and its
successors  and  assignees) must transfer and assign a stock inderest
in Operating Company equal to the transferred or assigned whole or
percentage of its ownership intersst in the entirety of the said Agreement.
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ARTICLE VI

Operating Company shall not own any night, title, interest or estate in or
under the Agreement or any Development Lease created thereunder or in
any of the Petreleum produced from any  Exploration Block or
Development Lease thereunder or in any of the assets, equipment or
other property obtained or used in connection thercWith, and shall not be
cbligated 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 VII

Operating Company shall be no more than an agent for EGPC and
CONTRACTOR. Whenever it is indicated herein that Operating
Company shall decide, take action or make a proposal and the like, it is
understood that such decision or judgment is the result of the decision or
judgment of EGPC, CONTRACTOR or EGPC and CONTRACTOR, as
may be required by the Agreement.

ARTICLE VIII

Operating Company shall have a Board of Directors consisting of eight
(&) members, four (4) of whom shall be designated by EGPC and the
other four (4) by CONTRACTOR. The Chairman shali be designated by
EGPC and shall also be a Managing Director. CONTRACTOR shall

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

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

by another Director.

ARTICLE X

General meetings of the Sharcholders shall be valid if a majority of the
capital stock of Cperating Company is represented thereatl, Any decision
taken at such meetings must have the affirmative vote of Shareholders

owning or representing a majonty of the capital stock.
ARTICLE X1

The Board of Directors shall approve the regulations covering the terms
and conditions of employment of the personnel of Operating Company

employed directly by Operating Company and not assigned thereto by
CONTRACTOR and EGPC.

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

provisions of Article X hereof.
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ARTICLE X1l

Operating Company shail come into existence within thinty (30) days
after the date of Commercial Oil Discovery or within thirty {30) days
atter signature of a Gas dales Agreement or commencement of a scheme
tor dispose of (Gas, as provided for in the Agreement (uniess otherwise
agreed by EGPC and CONTRACTOR).

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

duration of the sard Agreement, including any renewal thereof,

The Operating Company shall be wound up if the Agreement referred (o

above 1s termunated for any reason as provided for therem.

SIPETROL INTERNATIONAL S.A.

QIL. SEARCH (EGYPT) LIMITED

BY

EGYPTIAN GENERAL PETROLEUM CORPORATION

BY
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ANNEX “E™
ACCOUNTING PROCEDURE
ARTHCLE 1
GENERAIL PROVISIONS
(a) Definitions:

The defittitions contained in Article T of the Agreement shail apply
to this Accounting Procedure and have the same meanings.

{b) Statemenis of activity:

(1) CONTRACTOR shali, pursuant to Article [V of this Agreement,
and untl the coming into existence of the Operating Company -
in accordance with Article VI of the Agreement-render to EGPC
within thirty {30} days of the end of sach calendar quarter 2
Statement of Exploration  Activity reflecting all charges and
credits related to the Exploration operations for that quarter
sumimarized by appropriate classifications tndicative of the
nature thercof,

(2} Following its coming into existence, Operating Company shall
render o EGPC and CONTRACTOR within fifteen (15) days
of the end of each calendar quarter a Statement of Development
and Exploration Activity reflecting all charges and crediis
related to the Development and Exploration operations for that
guarier summarized by appropriate classifications indicative of
the nature thereof, except that tems of controliable material and
unusual charges and credits shatl be detailed.
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(c) Adjustments and Aundits:

- {1} Each quarterly Statement of Exploration Activity pursuant ©
Article 1 {b} (1) of this Annex shall conclusively be presumed
to be true and correct after three (3) months following the
receipt of each Statement by EGPC unless within the said three
{3} months EGPC takes written exception thereto pursuant (o
Articlie TV {f) of the Agreement. During the said three (3)
month penod supporting documents will be available for

mspection by EGPC during all working hours.

CONTRACTOR will have the same audit rights on Operating

Company Statements as EGPC under this sub-paragraph.

(2) All Statements of Development and Exploration Activity for any
calendar quarter pursuant to Anticie | (b} (2) of this Annex, shall
conciusively be presumed 1o be true and comrect three {3)
months following the receipt of such Statemnent, unless within
the said three (3) months period EGPC or CONTRACTOR
takes written exception thergto. Pending expiration of said three
{3} months EGPC or CONTRACTOR or both of them shall
have the right to audit Operating Company accounts, records
and supporiing documents for such quarter in the same manner

as provided in Article IV {f) of the Agreement.
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{d} Currency Exchange:

CONTRACTOR's books for Exploration and Qperating Company's
books for Development and Exploration, if any, shali be kept in the
AR.E. in 1.S. Dollars. All U.S. Dollars expenditures shali be
charged in the amount expended. All Egyptian Pounds expenditures
shall be converted to US. Dolars at the applicabie rate of
exchange issued by the Central Bank of Lgypt on the first day of
the month in which expenditures are recorded, and all other
nop-U.S. Dollars expenditures shail be transiated to U.S. Dollars at
the buying rate of exchange for such currency as quoted by National
Westminster Bank Limited, London at 13.30 am. GM.T., on the
first day of the month in which expenditures are recorded. A record
shall be kept of the exchange rates uscd in translating Egyptian
Pounds or other non-U.S. Dollars expenditures to U.S, Dollars.

(¢} Precedence of Documents:

in the gvent of any inconsistency or conflict between the provisions
of this Accounting Procedure and the provisions of the Agreement
treating the same subject differendy, then the provisions of the
Agreement shall prevail.

() Revision of Accounting Procedure:

By mutual agreement between EGPC and CONTRACTOR, this
Accounting Procedure may be revised in woiting from time 0 time
in the light of future arrangements,

(g} No Charge for Interest on Investment:

Interest on investment 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 11

COSTS, EXPENSES AND EXPENINTURES

Subject to the provisions of the Agreement, CONTRACUTOR shail alone
bear and, directly or through Operating Company, pay the following
costs and expenses, which costs and expenses shall be classified and
atlocated to the activities according to sound and pencrally accepted
accounting principles and treated and recovered in accordance with
Articie VI of this Agreement:

{a) Surface Righis:

All direct cost atinbutable to the acquisition, renewal or
relinquishment of surface rights acquired and maintained in  force
for the Area.

(b} Labor and Related Costs:

(1) Salanes and Wages of CONTRACTOR's or Operating Compa-
ny's employees, as the case may be, directly engaged in the var-
tous activities under the Agreement including salaries and wag-
es paid 10 geologists and other cmployees who are temporaniy
assigned to and employed in such activities. Such salaries and
wages to be certified by a certified public accounting firm.

Reasonable revisions of such salanies and wages shall be
effected to take into account changes in CONTRACTOR’s
policies and amendments of laws applicable to salanes. For the
purpose of this Articie I (b} and Article 11 (¢), salanes and
wages shall mean the assessable amounts for A.R.E. Income
Taxes, including the salanes duning vacations and sick leaves,
but excluding al} the amounts of the other tems covergd by the
percentage fixed under (2} below,
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(2) For expatriate employees permanently assigned to Egypt:
1. All allowances applicable to salanies 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 transferting from the
A.R.E. to another location other than their country of
origin shall not be charged to A.R.E. Operations).

Costs under this Article I ( b ) { 2 ) shall be deemed to be equal to
seventy percent (70%) of basic salanes and wages paid for such
expatnate personnel including those paid during vacations and sick
leaves as established in CONTRACTOR s internationzl policies,
chargeable under Article II (b) (1), Article IT (i), Article II (k) (1)
and Article IT (k) (3) of this Annex.

However, salaries and wages during vacations, sick Ieaves and
disability are covered by the foregoing percentage. The percentage
outlined above shall be deemed to refiect CONTRACTOR's actual
costs as of the Effective Date with regard to the following benefits,
allowances and costs :-

1. Housing and Utlities Altowance.
2. Commodities and Services Allowance.

3. Special Rental Allowance.
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4, Vacation Transportation Allowance.

5. Vacation Travel Expense Allowance.

6. Vacation Excess Baggage Allowance.

7. Education Allowances (Children of Expatriate Employees).

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

9. Storage of Personal Effects.
10, Housing Refurbishment Expense.
11. Property Management Service Fees.
12. Recreation Allowance.
13. Retirement Plan.
i4. Group Lafe Insurance,
15, Group Medical Insurance.
16. Sickness and Disability.

17. Vacation Plans Paid {excluding Allowable Vacation Travel
Expenses).

18. Savings Plan.
19, Fducational Assisiance.

20. Military Service Allowance.
21. F.IC.A.

22. Workman's Compensation,
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23. Federal and State Unemployment Insurance.
24. Personnel Transter Expense.
25. National Insurance.

26. Any other Costs, Allowances and Benefits of a like nature as

established in CONTRACTOR's Intemational 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 vanances
in costs and changes in CONTRACTOR's international policies

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

The revised percentages will reflect as nearly as possible

CONTRACTOR's actual costs of all its established allowances and

benefits and of personnel transfers.

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

mentioned in Article II (k) (2) of this Annex.
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(4) Costs of expenditure or contributions made pursuant to law or

assessment imposed by Governmentai authority which are
applicable to labor cost of salaries and wages as provided under
Article II (b) (1), Article II (b) (2), Article II (1), Article IT (k)
(1) and Article II (k) (3) of this Annex.

(c) Benefits, allowances and related costs of national employees:

Bonuses, overtime, customary allowances and benefits on a basis
stmilar to that prevailing for o1l companies operating in the AR.E.,
all as chargeable under Article II (b) (1), Article II (i}, Article II (k) (1)
and Article IT (k) (3) of this Annex. Severance pay will be charged at
a fixed rate applied to payrolls which will equal an amount equivalent

to the maxamum hability for severance payment as required under

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

Matenal, equipment and supplies purchased or furnished as such by

CONTRACTOR or Operating Company.

(1) Purchases:

Matenal, equipment and supplies purchased shall be at the
price paid by CONTRACTOR or Operating Company plus any
related cost and after deduction of all discounts actually

received.
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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 ARE. under the
following conditions:

1. New Material (Condition "A'")

New Maienial transferred from CONTRACTOR's or
CONTRACTOR's Affihated Companies warchouse or other
properties shatl be priced at cost, provided that the cost of
material supplied is not higher than international prices for
material of similar quality supplied on similar terms,
prevailing at the time such matenal was supplied.

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

a) Material which is in sound and serviceable condition and
is suitable for reuse without reconditioning shall be classed as
Condition "B" and priced at seventy-five percent {(75%) of
the price of new material.

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

c) 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 shall 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 matenal furnished
beyond or back of the dealer's or manufacturer's guaranty; and
in case of defective material, credit shall not be recorded until
adjustment has been received by CONTRACTOR from

manufacturers or their agents.
(e) Transportation and Employee Relocation Costs:

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

(2) Business travel and transportation expenses to the extent covered
by established policies of CONTRACTOR or with regard to
expatriate and national employees, as incurred and paid by, or

for, employees in the conduct of CONTRACTOR'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 consultants, services

and utilities procured from third parties.

(2) Cost of services performed by EGPC by CONTRACTOR, or by
their Affiliated Companies in facilities mside or outside the
A.R.E. Regular, recurring, routine services, such as interpreting

magnetic tapes and / or other analyses, shall be performed and
charged by EGPC and / or CONTRACTOR or their Affiliated
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(g)

Companies at an agreed contracted price. Major projects
involving engineering and design services shall be performed

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

(3) Use of EGPC's, CONTRACTOR's or their Affiliated
Companies' 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 in the AR E.

(4) CONTRACTOR's and CONTRACTOR's Affiliated Companies’

rates shall not include any administrative or overhead costs other
than what is mentioned in Article IT (k) (2).

Damages and Losses:

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

practicable after report of the same has been received by
CONTRACTOR or Operating Company .

(h) Insurance and Claims:

The cost of any public liability, property damage and other
insurance against habilities of CONTRACTOR, Operating
Company and/or the parties or any of them 1o their employees
and/or outsiders as may be required by the laws, rules and

regulations of the GOVERNMENT or as the parties may agree
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upon. The proceeds of any such insurance or claim collected, less
the actual cost of making a claim, shall be credited against

operations.

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

other expenses, including legal services.
(i) Indirect Expenses:

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

(j) 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 expenses as hereinafter provided, together with
all judgments obtained against the parties or any of them on account
of the operations under the Agreement, and 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
actions or claims affecting the interests hereunder shall be handled
by the legal staff of one or more of the parties hereto, a charge
commensurate with cost of providing and furnishing such services

may be made to operations.
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(k) Administrative Overhead and General Expenses:

(1) While CONTRACTOR 1s conducting Exploration operations,
the cost of staffing and maintaining CONTRACTOR's head
office in the A.RE. and /or other offices established in the
A R.E. as appropnate 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 II (b) of this Annex.

(2) CONTRACTOR's administrative overhead outside the A.R.E.
applicable to Exploration operations 1n the A.R.E. shall be
charged each month at the rate of five percent (5%) of total Ex-
ploration Expenditures, provided that no administrative 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 direct
charges as such for CONTRACTOR's admimstrative overhead
outside the A.RE. will be applied against the Exploration
obligations. Examples of the type of costs CONTRACTOR 1s
incurning and charging hereunder due to activities under this

Agreement and covered by said percentage are:
1. Executive - Time of executive otticers.
2. Treasury - Financial and exchange problems.

3. Purchasing - Procuring materials, equipment and supplies.
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4. Exploration and Production-Directing, advising and controlling

the entire project.

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

operations.

The foregoing does not preclude charging for direct service
under Article II (f) (2) of this Annex.

(3) While Operating Company is conducting operations, Operating
Company's personnel engaged in general clerical and office
work, supervisors and officers whose time is generally spent in

the main office and not the field, and all employees generally
considered as general and administrative and nol charged to
other types of expense will be charged to operations. Such
expenses shall be allocated each month between Exploration
and Development operations according to scund and practicable

accounting methods.
() Taxes:

All taxes, duties or levies paid in the A.R.E. by CONTRACTOR or

Operating Company with respect to this Agreement other than
those covered by Article I1I (g) {1) of the Apgreement.

(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.



¥oof i Jual YY 3 (7)) b VY ol — Zows Jh5ap 4l ¥ LA

1§ )t il ()
ddlng 53,11 2 YT wdd sy azhed Lo OG> ik 5 iy s 5 LIS &
gt bl U LW G820 Jyll Lelas 05 0,8« Aol 5ol oda 3

azall St Jaadl rat

( S Ballt)
d Juudd |

10 guay di Jaddig 5 )9alf 2 i (1)

L alia 018 e Obdaadly LOW! IS0 4 s Soldaal] olags 32 o2
Ko yald] g ¥ly 2l g poar 3 1 iy o Dyl i gl ade G e e
LI TRV P WCH U D (W -3 1 S~ PRy S B PN PP {
NSy [P P DYVEL SPI-Y CIPVIEYUR W Y g R PRSP A UAE P
gl by o s b il e Sl T gl Jotd sy 2
Lo iy Lo gy il sih o 3l pad ndae JUil e Lage! ol Jylatl
S a0 e onac D ada s oldeall Lol 48 A1 el o) 4

W2 S o Gl Gl LA e 5y e Jl ] oLl

gl sl i ad ()
3l U el LadSIl sy Ry JSWEL G5 a5, 40 Lol | S el g
wlad dawsy Lol Jptally Sldeadt LOlE) 387,200 Gy 23N sl
S ldealL LSl 45,201 43 ag 5 4



VoA YL gl YY () b VY sl = da Sy 4

(n) Other Expenditures:

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

ARTICLE 111
INVENTORIES
(a) Periodic Inventories, Notice and Representation:

At reasonable intervals as agreed upon by EGPC and
CONTRACTOR inventones shall be taken by Operating Company
of the operations matenials, which shall include all such matenials,
physical assets and construction projects. Writien notice of intention

to take inventory shall be given by Operating Company to EGPC

and CONTRACTOR at least thirty (30) days before any inventory
1S to begin so that EGPC and CONTRACTOR may be represented

when any inventory 1s taken. Failure of EGPC and/or
CONTRACTOR to be represented at an inventory shall bind them to

accept the inventory taken by Operating Company, who shall in that

event furnish the party not represented with a copy thereof.
(b} Reconciliation and Adjustment of Inventories:

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

{a} Statements of Recovery of Costs and of Cost Recovery

Pefroleum:

CONTRACTOR shall, pursuant to Article VII of the Agreement,
render to EGPC as promptly as practicable but not later than fifteen
(15) days after receipt from Operating Company of the Statements
for Development and Exploration Activity for the calendar quarter 3

Statement for that quarter showing:

1. Recoverable costs cammied forward from the previous quarter, if

any.
2. Recoverable costs incurred and paid during the quarter.
3. Tota! recoverable costs for the quarter {1) + {2).

4. Value of Cost Recovery Petroleum taken and separately disposed
of by CONTRACTOR for the quarter.

5. Amount of costs recovered for the guarter.

6. Amount of recoverable costs carried into the succeeding quarter,

if any.,

7. Bxcess, if any, of the vaiue of Cost Recovery Peiroleum taken and
separately disposed of by CONTRACTOR over costs recovered

for the quarter.



Yoo hw L VY () @b VY sl — e S B ¥AY

il gial | ()

Il aniyy AL s ol 22l s oo 3y Sl cadSU gbil 151
s 130y Sl A s a3 ¥ bl SN I Ol Y L)
sl o3 ad Gy il I Rgl) AL e e g i 3 Ll
e oo hel Vi (/Y00 LU i iy ont] e 305U JLall ady Wi
29 BA S3 aSls gl (pmeed) o oty Gt e s a5 U E SN
U e e g g L 5 Ly S ¥ S| LY Y
,abs mad AL e it Sl oSS Y
: wlhad Sl 313 g paraadid ! | [ 2dad |yl dutuasi (2)

IS aly Y Jaast! Jy 2l 2l e L Ui J30 u1 5 ol izl
raadl s SIS LY e Lemolad| 50U o () (1) 5, o ypatd Wiy Lo
Byt Sy Do 3 Gt STl i addls e Ty hbie &y gl 55,5 Sl
IS 5l muy aaid ] dy 2l e L2l i e a5 Uiseians e 25T e
: daal ! g ()

oo iS gl Lol dny [t (VY Jae 500 3 Gl gl 5,56
Sl s Lt Ll 3 0 i) il ) 5ol 0da 3 gl Ll Uyt
G55 Wl ool oaas Gl e Sy Lo glf Gizsy . ke ol 2 Y,

CaSalEl el (A Y) ,uusvlsp.wiwbm s 3l Oliziadly Sol Ll |



YAV y..gz;.,uLmi’Yt‘,_,i(C) g VY sdll — Kas J1 3y 2

(b) Payments:

If such Statement shows an amount due EGPC, payment of that
amount shall be made in U.S. Dolilars by CONTRACTOR with the
rendition of such Statement. If CONTRACTOR fails to make any
such payment to EGPC on the date when such payment is due, then
CONTRACTOR shall pay 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. Dollars deposits
prevailing on the date such interest 158 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 Arucle VII (a) (2) of the Agreement n kind
during the said quarter. A scttlement shall be required with the
rendition of such Statements in case CONTRACTOR has taken
more than its own entitlement of such Excess Cost Recovery

Petroleum.
(d) Audit Right:

EGPC shall have a period of twelve (12) months from receipt of any
Statement under this Article IV in which to 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 penod.
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ARTICLE V
CONTROL AND MAJOR ACCOUNTS
(a) Exploration Obligation Control Accounts:

CONTRACTOR will establish an Exploration Obligation Control
Account and an offsetting conira account to control therein the total
amount of Expioration expenditures reported on  Statements of
activity prepared per Article I (b) (1) of this Annex, less any
reductions agreed to by EGPC and CONTRACTOR following
writien exceptions taken by a non-operator pursuant to Article I (c)
(1) of this Annex, in order to determine when minimum Exploration
cbligations have been met.

(b) Cost Recovery Control Account;

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

(c) Major Accounts:

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

- Exploration Expenditures;
- Development Expenditures other than Operating Expenses;
- QOperating Expenses;

Necessary sub-accounts shall be used.

Revenue accounts shall be maintained by CONTRACTOR to the
extent necessary for the control of recovery of costs and the
treatment of Cost Recovery Petroleum.
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ARTICLE VI
TAX IMPLEMENTATION PROVISIONS

It is understood that CONTRACTOR shall be subject to Egyptian
Income Tax Laws except as otherwise provided in the Agreement, that
any A.R.E. Income Taxes paid by EGPC on CONTRACTOR's behalf
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 III (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 to Provisional Income to give
"Taxable Income"”, such that the grossed-up value 1s equivalent to the

A RE. 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 "AR.E. Income Tax rate”, which means the effective or composite
tax rate due to the various A.R.E. taxes levied on income or profits,

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

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

Provisionat income X Tax Rate
Grossed-up Value = e s
! -Tax Rate

where the tax rate is expressed as a decimal,

The above computations arc llustrated by the following numencal
example. Assuming that the Provisional Income is $10 and the A.RE.
Income Tax rate is forty percent (40%), then the Grossed-up Value is
equal o

$10 04
=$6.67
i- 04

Therefore:
Provisional income $ 10.00
Plus Grossed-up Value 6.67
Taxable Income $16.67
Less: ARE. Income Taxes at 40% 5.67

CONTRACTOR's Income after taxes $ 10.00
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