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CONCESSION AGREEMENT FOR
GAS AND CRUDE OIL
EXPLORATION AND EXPLOITATION
BETWEEN
THE ARAB REPUBLIC OF EGYPT
AND
THE EGYPTIAN NATURAL GAS HOLDING
COMPANY
AND
BG INTERNATIONAL LIMITED
AND
PETRONAS CARIGALI OVERSEAS SDN, BHD.
IN
EL BURG OFFSHORE AREA
MEDITERRANEAN SEA
A.R.E.
This Agreement made and entered on this day of ., 200 by
and between the ARAB REPUBLIC OF EGYPT (hereinatter referred to
variously as "A.R.E." or as the "GOVERNMENT"), the EGYPTIAN
NATURAL GAS HOLDING COMPANY, a legal entity created by the
Prime Minister Decree No. 1009 of 2001 as amended and according t©
Law No. 203 of 1991 as amended (hereinafter referred to as "EGAS™)
and BG INTERNATIONAL LTD., a limited hability company organized
and existing under the laws of England and Wales (hereinafter referred to
as "BG"Y and PETRONAS CARIGALLI OVERSEAS SDN. BHID. a
limited liability company organized and existing under the laws of
Malaysia (hereinafter referred to as "Petronas”). BG and Petronas shall
he hereinafter meferred to coliectively as "CONTRACTOR® and
individually as "CONTRACTOR Member" |
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WITNESSETH
WHEREAS, all minerals including petroleum, existing in mines and
quarries in A.R.E., including the territorial waters. and in the seabed
subject to its jurisdiction and extending beyond the tertitorial waters, arc
the property of the State; and
WHEREAS, EGAS has applied to the GOVERNMENT for an exclusive
concession for the exploration and exploitation of petroieum i and
throughout the area referred 1o in Article 1I, and described in Annex "A"
and shown approximately on Annex "B", which are attached hereto and
made part hereof; (hereinafter referred to as the "Area") ; and
WHEREAS, BG and Petronas agree to undertake their obligations
provided hereinafter as CONTRACTOR with respect to the Exploraton,
development and production of Petroleum in EL. BURG OFFSHORE
AREA , MEDITERRANEAN SEA ; and
WHEREAS, the GOVERNMENT desires hereby to grant such
Concession; and
WHEREAS, the Minister of Petroleum pursuant to the provisions of TLaw
No. 86 of 1956, may enter imo a concession agreement with EGAS, and
with BG and Petronas as CONTRACTOR in the said Area.
NOW, THEREFORE, the parties hereto agree as foliows:

ARTICLE I

DEFINITIONS

(a) "“Exploration” shall include such geological, geophysical, aerial and

other surveys as may be contained in the approved Work Programs
and Budgets, and the dniling of such shot holes, core holes,
stratigraphic tests, holes for the discovery of Petroleum or the
appraisal of Petroleum discoveries and other related holes and
wells, and the purchase or acquisition of such supplies, materials,
services and equipment therefor, all as may be contained 1n the
approved Work Programs'and Budgets. The verb "explore” means
the act of conducting Exploration.
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"Development” shall inciude, but not be limited to, all the
operations and activities pursuant to approved Work Programs awd
Budgets under this Agreement with respect to:

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

{i1) design, engineering, construction, installation, servicing and
maintenance of equipment, lines, systems facilities, plants
and related operations to produce  and operate said
development wells, taking, saving, treating, handling,
stoning, transporting and delivering Petroleum, re-pressuring,
recycling and other secondary recovery projects, and

(i1} f{ransportation, storage and any other work or activities
necessary or ancillary to the activities specified in (1) and (i}

“Petroleum” means Liqud Crude Ol of vanious densities, asphal,

Gias, casing head gas and all other hydrecarbon substances that may

be found in, and produced, or otherwise obtained and saved from

the Area under this Agresment, and all substances tha! may be
exiracted therefrom.

"Liquid Crude Oil" or "Crude Gil” or "0il" means any hydracarbon

produced from the Area which is in a Hquid state at the wellthead or

lease separators or which is extracted from the Gas or casing head
gas in a plant. Such hquid. state shall exist at sixty degrees

Fahrenheit (6{}013) and atmnaospheric pressure of 14,096 PSIA. Such

term inciudes distillate and condensate.
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(e) "Qas“ means natural gas both associated and non-associated, and
all of its constituent ¢lements produced from any well in the Area
(other than Liquid Crude Oil) and all non-hydrocarbon substances
therein. Said term shall include residual gas, that Gas remaining
after removal of LPG.

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

(g} A "Barrel" shall consist of forty-two {42) United States gallons,
hquid measure, corrected to a temperature of sixty degrees
Fahrenheit (60 F) at atmospheric pressure of 14.696 PSIA.

(h} (1) "Commercial Oil Well” means the first well on any geological
feature which after testing for a period of not more than
thirty (30} consecutive days where practical, but in any event
in accordance with sound and accepted industry production
practices, and verified by EGAS, is found to be capable of
producing at the average rate of not less than three thousand
(3000) Barrels of oil per day (BOPD). The date of
discovery of a "Commercial Oil Well" is the date on which
such well 18 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, but
iIn any event In accordance with sound and accepted
indusiry production practices and verified by EGAS, is
found to be capable of producing at the average rate of not
tess than fifteen Million (15,000,000) standard cubic feet of
Gas per day (MMSCED). The date of discovery of a
"Commercial Gas Well" i1s the date on which such well is

tested and completed according to the above.
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(i) "A.R.E." means ARAB REPUBLIC OF EGYPT.

(j) "Effective Date" means the date on which the text of this Agreement
is signed by the GOVERNMENT, EGAS and CONTRACTOR,
after the relevant Law is issued.

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

Gregorian Calendar.

(2) “Calendar Year” means a period of twelve (12) months
according 1o the Gregorian Calendar being 1*' January to 31°

| ‘ December.

() "Financial Year" means the GOVERNMENT's financial year
according to the laws and regulations of the A.R.E.

(m) “Tax Year" means the period of twelve (12) months according to
the laws and regulations of the A.R.E.

(n) An "Affihated Company” means a company:

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

(i) -which is the owner directly or indirectly of share capital
conferring a majority of votes at stockholders’ meetings of a
party hereto; or

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

company.
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"Exploration Block" shali miean an area, the comer points of
which have 1o be coincident with three {3) minutes by three (3}
minutes latitude and Jongitude divisions, according to the
Intermnauonal Grid System where possible or with the existing
boundanies of the Arca covered by this Concession Agreement
as set out in Annex "A", |
"Development Block™ shall mean an area, the corner points of
which have {0 be comcident with one (1} minnte by one {1}
minute latitude and longitude divisions, according to the
International Grid Systemn where possible or with the existing
houndaries of the Arca covered by this Concession Agrecement
as set out i Annex A7
"Development Lease{s}” shal mean the arga that covers one or
more Development Block or Blocks covering the geological
structure capable of produoction, the corner points of which
have to be comcident with iatitude and longitude divisions
according o the Intemational Grnd System where possible or
with the existing boundaries of the Arca covered by this
Congession Agreement 2s set gut in Annex "A”,
"Agreement” shail mean this Concession Agreement and us
Anngxes.
"Gus Sales Agreement” shall mean a written agreement between
EGAS and CONTRACTOR (as sellers) and BEGAS or EGAS
andlor a third party agreed by EGAS (as buyer), which
comiains the terms and conditions for Gas sales from a
Development Lease entered into pursuant to Asticie Vii{e),
“Standard Cubic Foot” (SCF) is the amount of Gas necessary (o
filf one (1) cubic fool of space at atmospheric pressure of 14.696
PSIA at a base temperature of sixty degrees Fahrenheit (60" F).
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(u) "CONTRACTOR" could be one company or more (and in all
cases each company is called a CONTRACTOR Member). Unless
modified by virtue of Article XXI herein, CONTRACTOR under

this Concession Agreement shall mean BG and Petronas.

(v} "Operator" means a company of the CONTRACTOR's
Members (if they are more than one company) appointed by
them to be the entity to which , from which and in whose name

all notifications related to or in connection with this
Concession Agreement shall be made. CONTRACTOR shall
notify the name of the Qperator to EGAS.

(w) "Joint Venture Company” is a company to be formed in
accordance with Article VI and Annex D of this Agreement.

(x) "BTU" (British Thermal Unit) shall mean the amount of energy
required to raise the temperature of one (1) pound of pure
water one degree Fahrenheit from sixty degrees Fahrenheit to
sixty one degrees Fahrenheit at a constant pressure of 14.696
PSI absolute.

(y) "LNG" means Liquefied Natural Gas.

(z) "EGPC” means the Egyptian General Petroleum Corporation,
a legal entity created by Law No. 167 of 1958 as amended.

(aa) "Dry Gas" means Gas with an initial condensate yield of up to
and including 5bbls/mmscf at a temperature of sixty degrees
Fahrenheit (60 F) at atmospheric pressure of 14.696 PSIA.,

(bh) "Wet Gas" means Gas with an initial condensate yield of more
than 5bbls/mmscf at a temperature of sixty degrees Fahrenheit
(60 F) at atmospheric pressure of 14.696 PSIA.
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ARTICLEH
ANNEXES TO THE AGREEMENT

Annex "A” is a description of the Area covered and affected by this
Agreement, hereinafter referred to 85 the "Area”.

Annex "B” is a provisional illustrative map on the scale of
approximately 1:700,000 indicating the Area covered and affecied by this
Aprsement and descnibed in Annex "A”.

Annex "C" is the form of a Letter of Guaraniee to be submitted by
CONTRACTOR, to EGAS one (1) day before the time of signature by
the Minister of Pewroleum of this Agreement, for goaranteeing the
execution of CONTRACTOR's minimum Exploraton obligations
hereunder for the mitaal four (4} year Exploration pericd by paymg
angdfor transferring a quantity of Petrolewm sufficiznt in value to cover
ihe shortfall between the sum of fourteen million five hundred and thisty
thousand ($14,530,000) U8, Dollars and the amount of money spent by
CONTRACTOR and approved by BGAS durning such Exploration
perind, Incase CONTRACTOR extends the inttial Exploration period toz
two (23 additional periods each of three (3) yeuwrs respectively, in
accordance with Article IH {b) of this Agreement, similar Letters of
Guarantee shall be issued and be submitied by CONTRACTOR on the
day the CONTRACTOR cxercises its option to exiend. The first such
letter of Guarantee related to the first extension exploration period shall
be for guarantecing the payment and/or transfer of a quantity of
Petroleum sufficient in value to cover the shortfall beiween the sum of
(wenty two Milhon six hundred and fifty thousand ($22,650,000) ELS.
Dollars and the amount of money speai by {UONTRACTOR and
approved by EGAS during such Exploration period and the second such
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Letter of Guarantee related to the second extension exploration period
shall be for guaranteeing the payment and/or transfer of a quantity of
Petroleum sufficient in value to cover the shortfall between the sum of
fourteen Million six hundred and fifty thousand ($14,650,000) U.S.
Dollars and the amount of money spent by CONTRACTOR and
approved by EGAS dunng such Exploration period; less in both
instances any excess expenditures of the preceding Exploration penod
permitted for carry forward in accordance with Article IV (b) third
paragraph of this Agreement as approved by EGAS.. Each of the three
Lctters of Guarantee shall remain effective for six (6) months after the
end of the relevani Exploration penod for which it has been 1ssued,
except as it may expire upon completion of CONTRACTOR's
obligations hereunder.

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

Annex ""E" is the Accounting Procedure.

Annex "F" is a current map of the National Gas Pipeline Grid System
established by the Govermment. The point of delivery for gas shall be
agreed upon by EGAS and CONTRACTOR under a Gas Sales
Agreement, which point of delivery shall be located at the flange
connecting the deveiopment lease pipeline to the nearest point on the
National Gas pipeline Grid System as depicted in Annex "F° or as
otherwise agreed by EGAS and CONTRACTOR.

In the case where Gas is disposed of for expon, the point of delivery
shall be agreed by EGAS and CONTRACTOR.

Annexcs "A", "B", "C", "D", "E" and "I" to this Concession Agreement
are hereby made part heccof, and they shall be considered as having

equal force and effect with the provisions of this Agreement.
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ARTICLE 111
GRANT OF RIGHTS AND TERM

The GOVERNMENT hereby grants EGAS and CONTRACTOR subject
to the terms, covenants and conditions set out in this Agreement, which
irsofar gs they are contrary 1o or inconsistent with any provisions of Law
Na. 66 of 1953, as amended, shall have the force of Law, an exclusive
concession in and to the Area described in Annexes "A" and "B",
{a) The GOVERNMENT shall own and be entitled, as hereinafter

srovided {0 a royaity in cash or in kind of ten percent {10%) of the

toral quantity of Petroleumn produced and saved from the Area
during the development period including renewal. Said royalty
shall be borne and paid by EGAS and shall not be the obligation of
CONTRACTOR. The payment of rovallies by EGAS shall not be
deemed to result in an income attributable to the CONTRACTOR.
{b) An iitial Exploration period of four (4) years shall start from the
Effective Date. Two (2} successive exiensions o the minal
Exploration period each of three (3) years, shail be granted (o
CONTRACTOR at its option, upon not less than thirty (30) days
prior written notice to EGAS, such notice 1o be given not iater than
the end of the then cumrent period, as may be cxiended pursuant 0
the provisions of Articte V(a), and subject only ta its having
fulfilled its gbligations hereunder for that penod. This Agreement
shall be termunated if neither 2 Commercial Ol Discovery nor &
Commercial Gas Discovery is established by the end of the tenth
(10™) year of the Exploration period, as may be extended pursuant
to Article V(a). The clection by EGAS 10 undertake & sole risk
veniure under paragraph {¢) shall not extensd the Exgloration period
aor affcet the termination of this Agreement as to CONTRACTOR.
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{c} Commercial Piscovery:

{} A Commercial Discovery - whether of Oil or Gas - may
consist of one producing reserveir or a group of producing
reservoirs which is worthy of being developed commercially.
After discovery of a Commercial Qil Well or Commercial Gas
Well CONTRACTOR shall, uniess otherwise agreed upon
with EGAS, undertake as part of its Exploration program the
appraisal of the discovery by drilling one or more appraisal
wells, (o determine whetber such discovery is worthy of being
developed commercially, taking into consideration the
recoverable reserves, production, pipeline and ferminal
facihities required, estimated Petroleum prices, and all other
relevant technical and economic factors.

(i) The provisions laid down herein postulate the unity and
indivisibility of the concepts of Commercial Discovery and
Development Lease. They shail apply uniformly to Oil and
(Fas unless otherwise specified.

(i) CONTRACTOR shali give notice of a Commercial Discovery
to EGAS immediately after the discovery is considered by
CONTRACTOR to be worthy of commercial developrnent but
id any event with respeet to a Commercial Oil Well not later
than thirty (30} days following the completion of the second
appraisal well ar twelve (12) months following the date of the
discovery of the Commercial Oil Well, whichever is earlier or
with respect to a Comunercial Gas Well not later than twenty
four {(24) months followmng the date of the discovery of the
Commercial Gas Well (unless EGAS agrees that such period
may be extended) except that CONTRACTOR shall also have
the right to give such notice of Commercial Discovery with
respect to any reservoir or yeservoirs even if the well or wells
thereon are not "Commercial® within the definition of
"Commercial Well™ if, in its opinion, a reservoir or a group of
reservoirs, considered collectively, could be waorthy of
commerctal development.

CONTRACTOR may also give a notice of a Commercial Oif
Duscovery in the event if wishes to undertake a gas recycling
project.
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A notice of Commercial Gas Discovery shall contain all
detailed particulars of the discovery including but not limited
to the area containing recoverable reserves, the estimated
production poténtial and profile and field life, gas analysis,
pipeline and terminal facilities required, estimated petreleum
prices, and all other relevant technical and economic factors
(unless otherwise agreed upon by EGAS).

Within sixty (60) days following receipt of a notice of a
Commercial Qil or Gas Discovery, EGAS and
CONTRACTOR should have started meeting and reviewing
together all appropriate data with a view to mutually agreeing
upon the existence of a Commercial Discovery as soon as
possible. The date of Commercial Discovery shall be the date
EGAS and CONTRACTOR jointly agree in writing that
Commercial Discovery exists.

(iv) If Crude Oil or Gas is discovered but is not deemed by

CONTRACTOR to be a Commercial Oil or Gas Discovery
under the above provisions of this paragraph (c), EGAS shall
one {1) month after the expiration of the period specified

_above within which CONTRACTOR can give notice of a

Commercial Qil or Gas Discovery, or thirteen (13) months
after the completion of a well not considered to be a
"Commercial Qil Well" or twenty five (25) months after the
completion of a well not considered to be a "Commercial Gas
Well", have the right, following sixty (60) days notice
writing to CONTRACTOR, at its sole cost, risk and expense,
to develop, produce and dispose of all Crude Qil or Gas from
the geological feature on which the well has been drilled.

Said notice shall state the specific area covering said
ecological feature to be developed, the wells to be drilled, the
production facilities to be installed and EGAS' 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 shail continuc to
apply to the specified area.
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[f CONTRACTOR elects not to develop such area, the specific
area covering said geological feature shall be set aside for sole
risk operations by EGAS, such area to be mutuatly agreed
upon by EGAS and CONTRACTOR on the basis of good
petroleum industry practice. EGAS shall be entitled to
perform or in the event Joint Venture Company has come into
existence, 1o have Joint Venture Company perform such
operations for the account of EGAS and at EGAS' sole cost,
nsk and expense. When EGAS has recovered from the Crude
Otl or Gas produced from such specific area a quantity of
Crude Oil or Gas 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
eveat there has been a separate Commercial Cil or Gas
Discovery, elsewhere within the Area, to share in further
development and production of that specific area upon paying
EGAS one hundred percent (100%) of such costs incurred by
EGAS.

Such one hundred percent (100%) payment shali not be
recovered by CONTRACTOR. Immediately following such
payment the specific area shall either (1) revert to the status of
an ordinary Development Lease under this Agreement and
thercafter shall be operated in accordance with the terms
hereof;, or (i1} altematively, in the event that at such time
EGAS or its Alhliated Company is conducting Development
opcrations in the arca at its sole expense and EGAS elects to
continue operating, the area shall remain set aside and
CONTRACTOR shall only be entitled to its production
shartng percentages of the Crude Oii or Gas as specified in
Article VII (b). The sole rnisk Crude Ot] or Gas shall be valued
i the manner provided in Article VII (¢). In the event of any
termination ot this Agreement under the provisions of Article
[IT ¢(b), this Agreement shall, however, continuc to apply to
LGAS operation of any sole risk venture hereunder, although
such Agreement shall have been erminated with respect to
CONTRACTOR pursuant o the previsions of Article 111 (b,
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(d)

Conversion to a Development Lease:

()

(1)

Following a Commercial Gil 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 EGAS and CONTRACTOR and be subject to
the approval of the Minister of Petroteum. Such area shall be
converted automaticatly into a Development Lease without the
issue of any additional legal instrument or permission.
Following the conversion of an area into a Development
Lease based on a Commercial Gas Discovery (or upon the
discovery of Gas in a Development Lease granted following a
Commercial Qil Discovery), EGAS and CONTRACTOR shali
endeavor with diligence to find adequate markets capable of
absorbing the production of Gas. With respect to the local
markets, EGAS shall advise CONTRACTOR if EGAS
requires the Gas for the local market, and the expected annual
schedule of demand of such Gas.

Thereafter, EGAS 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 EGAS under a long-term Gas Sales
Agreement in accordance with and subject to the conditions
set forth in Article VII.

(in) The Development period of each Development Lease shall

be as follows:

(aa) In respect of a Commercial Qil 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 Qil Discovery into a2 Development Lease,
Gas is discovered in the same Development Lease and is
used or is capable of being used locally or for export
hereunder, the period of the Development Lease shall be
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(bb)

extended only with respect to such Gas, LPG extracted
from such Gas and Crude Oil in the form of condensate
produced with such Gas for twenty (20) years from the
date of first deliveries of Gas lecally or for export plus
the Extension Period (as defined below) provided that
the duration of such Development Lease based on a
Commercial Qil Discovery may not be extended beyond
thirty-five (35) years from the date of such Commercial
O1i Discovery.

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

In respect of a Commercial Gas Discovery, twenty (20)
vears from the date of first deliveries of Gas locally or
for export plus the Extension Penod (as defined below)
provided that, if subsequent to the conversion of a
Commercial Gas Discovery into a Development Lease,
Crude Oil is discovered in the same Development Lease,
CONTRACTOR's share of such Crude Oil from the
Development Lease {except LPG extracted from Gas or
Crude Oil in the form of condensate produced with Gas)
and Gas associated with such Crude Oil shall revert
entirely to EGAS upon the lapse of twenty (20) years
from the date of such Crude Oil Commercial Discovery
plus the Extension Period (as defined below).
Notwithstanding, anything to the contrary under this
Agreement, the duration of a Development Lease based
on a Commercial Gas Discovery shall in no case exceed
thirty-five (35) years from the date of such Cemmercial
Guas Discovery.

CONTRACTOR shall immediately notify EGAS of any
Gil Discovery but shall not be required (o apply for 2
new Development Lease in respect of such Crude Oil,
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(cc) The notification to EGAS of the discovery of Gas in a
Development Lease based on Oil Discovery or vice
versa, should inciude ali  technical information
mentioned in Article IIT (c) (i ) and (in) above.

{dd) The " Extension Period" shall mean a period of five (5)
years which may be elected by CONTRACUTOR upon six
{6) months written request sent by CONTRACTOR to
EGAS pnior to the expiry of the relevant twenty {20}
yvears period, such request to be supplemented by
technical studies mcluding evaluation of production
period, expected levels of production during extension
period, CONTRACTOR's obligations and relevant
economic consideration. This extension period is subject
to the approval of the Minister of Petroleum,

(e} Development operations shall upon the issuance of a Development
Lease granted following a Commercial Gil or Gas Discovery, be
started promptly by Joint Venture Company and be conducted in
accordance with good oil and gas fieid practices and  accepied
petroleum engineering principles, until the field is considered to be
fully developed, it being understood that if associated gas is not
utilized, EGAS and CONTRACTOR shall negotiate in good faith
on the best way to avoid impairing the production in the interests of
the parties.

In the event no Commercial Production of Ol in regular shipments
is established from any Development Block within four {4) vears
from the date of the Commercial Oil Discovery, such Development
Block shall immedistely be relinguished, unless it 18 sharing in
production from another Commercial O or Gas Discovery
according to the submitted deveiopment plan in the same
Development Lease.

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.
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Development operations in respect of Gas and Crude Ol mn the
form of condensate or LPG to be produced with or extracted from
such Gas shall, upon the signature of 2 Gas Sales Agreement or
commencement of a2 scheme to dispose of the Gas, whether for
export as referred to in Artcle VI or otherwise, be started
promptly by Joint Venture Company and be conducicd in
accordance with good gas field practices and accepted petroleum
chgmncering principles and the provisions of such agreement or
scheme. In the cvent no Commercial Production of Gas in regular
deliveries is established {rom any Development Block within four
(4) years from the date of the first Gas deliveries cither lecally or
for export. such Development Block shall mmmediately be
relinquished, unless it ks sharing in production from another
Commerciat Ol or Gas Discovery in the same Development Lease.
In the event no Commercial Production of Gas is established 1n
accordance with such Gas Sates Agreement or scheme, the
Pevelopment Lease relating o such Gas shali be relinquished,
unless otherwise agreed upon by EGAS. |

I, upon application by CONTRACTOR it 15 recognized by EGAS
that Crude Otl or Gas is being drained from an Exploration Block
under this Agreement into & Development Block on an adioining
concession arca held by CONTRACTOR, the Exploration Block
being drained shall be considered as participatimg I he
Commercial Preduction of the Development Bfock in question and
the Block being drammed shall be converted into a Development
Lease with the ensuing allocation of costs and production
(calculated from the Effective Date or the date such drumage
occurs, whichever is later) between the two concession areas. The

allocaton of such costs and production under each concession
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agreement shall be in 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 shall 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 it 1s entitled under this Agreement to recover such costs and
expenses. Such costs and expenses shall be recoverable as provided
1n Article VII. During the term of this Agreement and its renewal,
the total production achieved in the conduct of such operations
shall be divided between EGAS and CONTRACTOR in
accordance with the provisions of Article VIL

(g) (1) Unless otherwise provided, CONTRACTOR shall be subject to

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

(2} CONTRACTOR's annual income for Egyptian income tax
purposes under this Agreement shall be an amount calculated
as follows:

The total of the sums received by CONTRACTOR from the sale or
other disposition of all 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(c), of
EGAS' share of the Excess Cost Recovery Petroleum
repatd to EGAS 1n cash or in kind, if any,
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Plus;

An amount equal 1o CONTRACTOR's Egyptian income taxes
arossed up in the manmer shown in Article VI of Annex "E".

For purposes of above tax deductions in any Tax Year, Artcie
VII (a) shall apply only in respect of classification of costs and
expenses and rates of amortzation, without regard 10 the
percentage limitation referred to in the first paragraph of Article
VIE (@) {1). Al costs and expenses of CONTRACTOR in
conducting the operations under this Agreement which are not
controlled by Article ViI {2) as above gualified shall be
deductible in accordance with the provisions of the BEgyptian

Income Tax Law.

EGAS shall assume, pay and discharge, in the name and on
behalf of CONTRACTOR, CONTRACTORs Egyptian
tncome 1ax ot of EGAS' share of the Petroleum produced and
saved and not used in operations under Article VI All taxes
paid by EGAS in the name and on behalf of CONTRACTOR
shall be considered mcome to CONTRACTOR.

EGAS shall furnish to CONTRACTOR the proper official
receipts evidencing the payment of CONTRACTOR s Egyptian
mcome tux for each Tax Yeur within ninety  (B0) days
following the receipt by EGAS of CONTRACTOR's iax
decluration for the preceding Tax Year. Such receipts shall be
tssued by the proper Tax Authorities and shall state the amount

and ather particulars customary for such receipts.
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(5) As used herein, Egyptian Income Tax shall be inclusive of all

income taxes payable in the A R.E. (including tax on tax) such
as the tax on income from movable capital and the tax on
profits from commerce and industry and inclusive of taxes
based on income or profits including all dividends, withholding
with respect to shareholders and other taxes imposed by the
GOVERNMENT of A.R.E. on the distribution of income or
profits by CONTRACTOR.

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

deduct all royalties paid by EGAS to the GOVERNMENT and
CONTRACTOR's Egyptian income taxes paid by EGAS on
CONTRACTOR's behalf.

ARTICLE IV
WORK PROGRAM AND EXPENDITURES
DURING EXPLORATION PERIOD

(a} CONTRACTOR shall commence Exploration operations

hereunder not later than six (6) months after the Effective Date
with a commitment to complete a baseline Environmental
Impact Assessment and bathymetric survey and technical
studies. Not later than the end of.the twenty fourth (24'™)
month after the Effective Date CONTRACTOR will
commence acquisition of a new 3D seismic survey over a
minimum area of two hundred and fifty square kilometers (250
km2). Not later than the end of the thirty sixth (36") month
after the Effective Date, CONTRACTOR - shall start
exploratory drilling operations in the Area during the initial
Exploration period with a commitment of drilling one (1)
exploratory well. EGAS shall make available for
CONTRACTOR's use all seismic, wells and other Exploration
data with respect to the Area as EGAS is entitled to do so.
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(b)

The mual Exploratton period shall be four {4) vyears.
CONTRACTOR may extend this Exploration period for two
(2} successive extension periods each of three (3) years 1n
accordance with Article I (b), each of which upon at least
thirty (30) days prior writlen notice to EGAS, subject to its
expenditure of g minimum Exploration obligations and of its
(uifillment of the drilling obiigations hercunder, for the then
current period.

CONTRACTOR shall spend a minimum of fourteen million
five hundred and thirty thousand ($14,530,000) U.S. Dollars on
Exploration operations and activities related thereto during the
inttial  four {4) year Exploration penod; provided that
CONTRACTOR shall acquire a new 3D seismic survey over a
munimum drea of two hundred and fifty square kilometers (250
km2), conduct additional technical studies and drill one (1)
exploratory well. For the first three (3) year extension period
that CONTRACTOR elects to extend beyond the imitial
Cxploration period, CONTRACTOR shall spend a minimum of
twenty  two  amillion sin hundred and  fifty  thousand
($22.650,000) U.S. Dollars and for the second three (3) year
extension period that CONTRACTOR elects to exiend beyond
the first threc (3) vear extension period, CONTRACTOR shail
also spend 4 minimuin of fourteen million six hundred and fifty
thousand  ($14,650,000) U.S. Dollars.  During the first
extension period, that CONTRACTOR elects to extend beyond
the Inttial Exploration Period, CONTRACTOR shali acquire a
ncw 3D seisnuc survey over a minimum area of four hundred
square kilometers (400km?2), conduct additional technical
studies and dntl two (2) exploratory wells. During the second
extension period that CONTRACTOR elects to extend beyond
the first extension penod, CONTRACTOR shall conduct
additional technical studics and drtli two (2) exploratory wells.
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Should CONTRACTOR spend more than the mimmum
amount required to be expended, acquire more seismic or drill
more wells than the minimum required to be acquired or drilled
during the initial four {4) yvear Exploration penod, or during
any period thereafter, the excess may be subtracted from the
minimum amount of money required to be expended by
CONTRACTOR or minimum area of 3D seismic survey to be
acqutred or minimum number of wells required to be dnlled
during any succeeding Exploration period(s), as the case may be.

In casc CONTRACTOR surrenders its Exploration rights under
this Agreement as set forth above before or at the end of the
fourth (4") year of the initial Exploration period, having
expended less than the total sum of fourteen Million five
hundred and thirty thousand ($14,530,000) U.S. Dollars, on
Exploration or in the event at the end of four (4) years,
CONTRACTOR has expended less than said sum in the Area,
an amount equal to the difference between the said fourteen
Million five hundred and thirty thousand ($14,530,000) U.S.
Dollars and the amount actually spent on Exploration and
approved by EGAS shali be paid by CONTRACTOR to EGAS
at the time of surrendering or within six (6) months from the

end of the fourth (4™ year of the initial Exploration period, as
the case may be. Any cxpcndnurc deficiency by CONTRACTOR
at the end of any additional period for the reasons above noted
shall similarly result in a payment by CONTRACTOR to
EGAS of such deficiency. Provided this Agreement 1s still in
force as to CONTRACTOR, CONTRACTOR shall be entitled
to recover any such payments as Exploration expenditure in the
manner provided for under Article VII in the event of
Commercial Production.
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Without prejudice to Article IT1(b), in case no Commercial Oil
Ihscovery 1s established or no notice of Commercial Gas
Discovery is given by the end of the tenth (10'") year, as may
be extended pursuant to Article V{a) or in case
CONTRACTOR surrenders the Area under this Agreement
prior i0 such time, EGAS shall not bear any of the aforesaid
expenses spent by CONTRACTOR.

(c) At least four (4) months prior to the beginning of each Financial

Year or at such other times as may mutually be agreed to by
EGAS and CONTRACTOR, CONTRACTOR shall prepare an
Exploratton Work Program and Budget for the Area setting

forth the Exploration operations which CONTRACTOR
proposes o cary out during the ensuing Year.

The Exploration Work Program and Budget shall be reviewed
by a joint commitice {o be established by EGAS and
CONTRACTOR after the Effecuve Date of this Agrcement.
This Committee, hereinafter referred to as the "Exploration
Advisory Committee”, shall consist of six (6} mcmbers, three
(3) of whom shall be appomnted by EGAS and three (3) by
CONTRACTOR. The Chairman of the Exploration Advisory
Commitiee shall be designated by EGAS from among the
members appointed by it.  The Exploration Advisory
Committee shail review and give such advice as it deems
appropriate with respect to the proposed Work Program and
Budget.  Following review by the Exploration Advisory
Commuttee, CONTRACTOR shall make such revisions and
submit the Exploration Work Program and Budget to EGAS
for its approvai.

IF'ollowing such approval, it is further agreed that:
(1) CONTRACTOR shall not substantially revise or modify

satd Work Program and Budget nor reduce the approved
budgeted expenditure without the approval of EGAS;
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(i1) In the event of emergencies involving ddnger of loss of

lives or property, CONTRACTOR may expend such
additional unbudgeted amounts as may be required to
alleviate such danger. Such expenditure shall be
considered in all aspects as Exploration expenditure and

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

(d) CONTRACTOR shall advance all necessary funds for all

materials, equipment, supplies, personnel administration and
operations pursuant to the Exploration Work Program and
Budget and EGAS shall not be responsible to bear or repay
any of the aforesaid costs.

{e) CONTRACTOR shall be responsible for the preparation and

performance of the Exploration Work Program and Budget
which shall be implemented in a workmanlike manner and
consistent with good industry practices.

All geological and geophysical studies as well as any other
studies related to the performance of this Agreement, shall
be made in the A.R.E, except as is appropriate for the
specialized geophysical, geologic, engineering and
development studies thereon, to be made in specialized
centers outside A.R.E., subject to EGAS approval.

CONTRACTOR shall entrust the management of
Exploration operations in the ARE. to its technically
competent General Manager and Deputy General Manager.
The names of such Manager and Deputy General Manager
shall, upon appointment, be forthwith notified to the
GOVERNMENT and to EGAS. The General Manager and,
in his absence, the Deputy General Manager shall be
entrusted by CONTRACTOR with sufficient powers to
carry out immediately all Jawful written directions given to
them by the GOVERNMENT or its representative under the
terms of this Agreement. All lawful regulations issued or
hereafter to be issued which are applicable hereunder and

not in conflict with this Agreement shall apply to
CONTRACTOR.
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(ff CONTRACTOR shall supply EGAS, within thirty (30) days

from the end of cach calendar quarter, with a Statement of
Exploration activity relating to Exploration operations
which have been conducted in any portion of the arca not
convertcd 1nto a Development Lease, showing costs
mcurred by  (CONTRACTOR during such  quarter.
CONTRACTOR's r1ecords and necessary supporting
documients shall be avatlable for inspection by EGAS at any
fime during regular working hours for three (3) months from
the date of recciving each statement.

Within the three (3) months from the date of receiving such

Statement, EGAS shall advise CONTRACTOR in writing if

it congiders:

(1) that the record of costs 18 not correct; or

(2) that the costs ot goods or services supplied are not in
line with the international market prices for goods or
scrvices of similar quality supplied on similar terms
prevaifing at the time such goods or services were
supplied, provided howcver, that purchases made and
services petformed within the AR E. shall be subject to
Article XX V1; or

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

(4) that the costs incurred arc not reasonably requrred
for operations.

CONTRACTNR shall confer with EGAS 1n connection with

the probiem thus presented, aud the partics shatl attempt 1o

recach a seltlement which is mutually satisfactory.

Any reimbursemen due 10 LGAS out of the Cost Keeovery

Petroleum as a result of reaching agreement or of an srbitral

award shali be promptfy made 1n cash to EGAS. plus sinmle

mterest at LiIXOR plus twe and half percent 2.5 %) per

annum from the date on which the disputed amountss)

would have been paid o LGAS according 1o Articlic VIKG)

(2) and Aooex "ET of dus Agreement fie.. the Jae of
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rendition of the relevant Cost Recovery Statement) to the
date of payment. The LIBOR rate applicable shall be the
average of the figure or figures published by the Financial
Times representing the mid-point of the rates (bid and ask)
applicable to one month U.S. Dollars deposits in the London
Interbank Eilrocurrency Market on each fifteenth (15™) day
of each month occurring between the date on which the
disputed amouni(s) would have been paid to EGAS and the
date on which it is settled. ,

If the LIBOR rate is available on any fifteenth (15™) day but
ts not published in the Financial Times in respect of such
day for any reason, the LIBOR rate chosen shall be that
offered by Citibank N.A. to other leading banks in the
I.ondon Inter bank Eurocurrency Market for one month U.S.

Dollar depostts.

If such fifteenth (15™) day is not a day on which LIBOR
rates are quoted in the London Inter bank Eurccurrency

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 this paragraph, EGAS has not advised
CONTRACTOR of its objection to any Statement, such
Statement shall be considered as approved.

(g) CONTRACTOR shall supply all funds necessary for its

operations in the A.R.E. under this Agreement in freely convertible
currency from abroad. CONTRACTOR shall have the right
to freely purchase Egyptian currency in the amounts
necessary for its operations in the AR.E. from EGAS or
EGPC or from any bank authorized by the GOVERNMENT
to conduct foreign currency exchanges. CONTRACTOR

should give Prionty to purchase the Egyptian currency tfrom
EGAS or EGPC on the discretion of EGAS.



Y0 X iy ¥ 5 (5) b YY el = L 154

1.

Slbaall Lo phbll 2l | sl JyUial) o5 of 3 Ligdly el Jyies ()

oo bgle 1l0ie Sy s o] Julie Z3LGY1 0da s 5,3 I
S paE el el ey LS eV Bamal | SLY I SN s
ol ol 3 l:S.g_,A\ll sl LY Mol Yy CJLJ.‘ bAA g (}i
Sl Ja¥T el ol el g 2, 5 (Il ) iyl

ool Sl bpaz) Ok | 1 o Olprnd ] ptiesy 3L

oIl C ] e e il oS8ty (DN o) s gl ]
ozl s . bty
( el Bl 1)
W) WS il Wyl wiladll

JoUbT Loy A3UY1 00 5l e g (£) Gl Ll Sl 8
Lol it o (/¥0) Ll 3 5y tey dues Jliad or 2 Sl
ol e ad sic ol e Jl dtir Wi or o8 (Al el 5 3
e JylLilly T+ SN DY B SR PR T P U i BRI T PR
ot o oy lethi e Lhool « Dol o] LolSy ooy olethiil (a3 Gidlis
My e Jeall Oldbig c Bl day g clldy fai 3580 JI Ll o

o LY 0 e )G g (V) gLl Ll UL 3
oo iell (/Y0) BUI 3 gadey toad  Jlao! e L Sdd JL L
slade Jl i Ly oz o (A ol 706 6 ado¥l 2kl
5 JJLe) ialy tdey JS 4 Al s oS ol e et 3y
oo ikl <lial 51 WhalS, oy el (ulls O3 e dylally o]
Ul oty 2 iy da S dpie I L f 0 o ooy Ole s
Bl dmy e sl Ol



Yoo L ity ¥ 5 (5) @b YV oaall = dew Sl 0 L

(a)

(h) EGAS and EGPC are authorized to advance 1o
CONTRACTOR the Egyptian currency required for the
opcrations under this Agreement against receiving from
CONTRACTOR an equivalent amount of U.S. Dollars at
the official A.R.E. rate of exchange, such amount in U.S.
Dollars shall be deposited in an EGAS or EGPC account
abroad (as the case may be) with a correspondent bank of
the National Bank of Egypt, Cairo. Withdrawals from said
account shall be used for financing EGAS’ or EGPC's and
their Affiliate Companies’ foreign currency requirements
subject to the approval of the Minister of Petroleum.

ARTICLE ¥

MANDATORY AND YOLUNTARY RELINQUISHMENTS

Mandatory:

At the end of the fourth (4"‘) ycar after the Effective Date hereof,
CONTRACTOR shall relingquish to the GOVERNMENT a 1otal of
twenty-five percent (25%) of the original Area on the Effective
Date not then converted to a Development Lease or Lease(s). Such
relinquishment shall be in a single unit (unless otherwise agreed
upon by EGAS and CONTRACTOR) of whole Exploration Blocks
or originally existing parts of Exploration Blocks not converted to
Development Leases 350 as o enable the relinquishment
requirements to be precisely fulfilled.

At the end of the seventh (7' year. after the Effective Date hercof,
CONTRACTOR shall relinquish to the GOVERNMENT an
additional twentv-five percent {(25%) of the original Area on the
Eitective Date not then converted 1o a Development Lease or
Leasc(s). Such relinquishment shall be in a single umit (unless
otherwise agreed upon by EGAS and CONTRACTOR ) of whole
Exploration Blocks or originally exising parts of Exploration
Biocks not converted to Development Leases so as 1o enable the
relinguishment requirements to be precisely fulfilled.
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Without prejudice to Articles III and XXIII and the last three
paragraphs of this Article V (a), at the end of the tenth (10" year of the
Exploration period, CONTRACTOR shall relinquish the remainder
of the Area not then converted to a Development Lease(s).

It is 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 III
(d) shali, subject to such approval, be deemed converted to
Development Leases.

CONTRACTOR shall not be required to relinquish any Exploration
Block or Blocks on which a Commercial Oil or Gas Well is
discovered before the period of time referred to in Article III(c)
given to CONTRACTOR to determine whether such Well is 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 EGAS subject to EGAS' night to agree
on the existence of a Commercial Discovery pursuant to Article I
(c), and without prejudice to the requirements of Article IIl{e).

In the event at the end of the initial Exploration penod or either of
the two successive extensions of the initial Exploration perniod, a
well 1s actually drilling or testing, CONTRACTOR shall be allowed
up to six (6) months to enable it to discover a Commercial Oil 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.
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(b) Voluntary:

{a)

CONTRACTOR may, voluntanly, during any period relinquish all
or any part of the Area in whoie Exploration Blocks or parts of
Exploration Blocks provided that at the time of such voluntary
reiinquishment its Exploration obligations under Article [V(b) have
been satisfied for such penod.

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

Following a Commercial Discovery, EGAS and CONTRACTOR

shall mutually agree upcon any area to be relinquished thereafter,
except for the relinquishment provided for above at the end of the
total Exploration penod.

ARTICLE VI
OPERATIONS AFTER COMMERCIAL DISCOVERY

On Commercial Discovery, EGAS and CONTRACTOR may form
in the A.R.E. a joint venture company pursuant to Article VI(b) and
Annex (D) (hereinafter referred to as "Joint Venture Company")
which company shall be named by mutual agreement between
EGAS and CONTRACTOR and such name shall be subject to the
approval of the Minister of Petroleum. Said company shall be a
private sector company. Joint Venture Company shall be subject to
the laws anad regulations m 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 Joint Venture Company.

However, Joint Venture Company and CONTRACTOR shall, for
the purpose of this Agreement, be exempted from the following
taws and regulations as now or hereafter amended or substituted:

[.aw No. 48 of 1978, on the employee regulations of public sector
companies;
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(b)

(¢)

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

Law No. 97 of 1983 promulgating the law concermning public

sector organizations and companies;

Law No. 203 of 1991 promulgating the law on public business

sector companies; and

Provisions of part 2 of Chaptcr 6 of Law No. ‘88 of 2003

orgamzing dealings in foreign currencies, in accordance with

Central Bank of Egypt, banking and foreign exchange laws.
The Chrarter of Joint Venture 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
Agreément or commencement of a scheme to dispose of Gas (unless
otherwise agreed upon by EGAS and CONTRACTOR), the Charter
shall take effect and Joint Venture Company shall automaticaliy
come into existence without any further procedures. The Exploration

Advisory Committee shall be dissolved upon-relinquishment of the

Area not converted into a Development Lease(s).

Ninety (90) days after the date Joint Venture Company comes into
existence in accordance with paragraph (b) above, it shall prepare a
Work Program and Budget for further Exploration and
Development in any portion of the Area converted into
Development. Lease(s) for the remainder of the Financial Year in
which the Commercial Discovery is made. Not later than four (4)

months before the end of the curreni Financtal Year (or such other
date as may be agreed upon by EGAS and CONTRACTOR) and
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four (4) months preceding the commencement of each succeeding
Financial Year thereafter (or such other date as may be agreed
upon by EGAS and CONTRACTOR), Joint Venture Company
shall prepare an annual Production Schedule, Work Program and
Budget for further Exploration and Development for the succeeding
Financial Year in any portion of the Area converted into
Development Lease(s). The Production Schedule, Work Program
and Budget shall be submitted to the Board of Directors for
approval. The Work Program and Budget to be submitted by

CONTRACTOR for further Exploration in any portion of the Area

" not converted ifitd ‘a Dévélopment Lease shall' be, reviewed ,

(d)

approved and :mplemented in accordance with Article 1V.

Not later than the twentieth (40“’) day of each month Joint Venture
Company shall furnish to- CONTRACTOR a wriftéen estimate of its
total cash requirements for expenditure for the first half and the
second half of the succeeding month expressed in U.S, Dollars
having regard to the approved Budget. Such estimate shall take into
consideration any cash expected to be on hand at month end.

Payment for the appropnate period of such month shall be made to
the correspondent bank designated in paragraph (e) below on the
first (1) day and fifieenth (15"") day respectively, or the next
following business day, If such day-is not a business day.

Joint Venture Company is authonized to keep at its own disposal
abroad in an account opened with a correspondent bank of the
National Bank of Egypt, Caire, 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.R.E. the required amount to
meet the expenditures in Egyptian Pounds for Joint Venture
Company in connection with its activities under this Agreement.

Within sixty (60) days after the end of each Financial Year, Joint
Venture 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 outsltanding
at the end of the Financial Year.
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(f) If and for as long as the period of production operations there exists
an excess capacity in facilities which can not during the period of
such excess be used by the Joint Venture Company, EGAS shall
use the excess capacity if it so desires without any financial or
operational disadvantage to the CONTRACTOR or Joint Venture

Company.
ARTICLE VI
RECOVERY OF COSTS AND EXPENSES AND
- PRODUCTION SHARING

(a) Cost Recovery Petroleum:

(1) Subject to the auditing provisions under this 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
twenty-five percent (25%) of all Petroleum produced and saved
from all Development Leases within the Area hereunder and not
used in Petroleum operations, whereas in the case of Gas
produced for export and not used in Petroleum operations plus
Associated Liquids to such Gas (being Crude Oil associated with
such Gas produced for export, LPG derived from such Gas
oroduced for export and sold in the local market and LPG
derived from such Gas produced for export and sold for export),
where CONTRACTOR shall recover such costs, expenses and
expenditures to the extent and out of thirty percent (30%) of such
Gas and its Associated Liquids. Such Petroleum 1s heremnafter
referred to as "Cost Recovery Petroleum”.

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.
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“"Development Expenditures”™ shall mean all costs and
expenses for Deveio?mcnt. {with the exception of Operating
Expenses) and the related portion of indirect expenses and
overheads.

3. "Operating Expenses” shall mean all costs, expenses and

{1}

cxpenditures made after imtial Comimercial Production, which
costs, expenses  and  expenditures are not normally

depreciable.

However, Operating Expenses shall include workover, repair
and maintenance of assets but shall not include any of the
following: sidetracking, rodniling and changing of the status of
a well, replacement of assets or part of an asset. additions,
improvements, renewals or maror overhauling that exiend the

e of the asset.

Explompon  Experddilures, Development  Expenditures  and
Operating Expenses shall be recovered fram Cost Recovery

Petroleum in the following manner:

“Exploration Expenditures”, including those accumulated prior
o the commencement of inuial Commercial Production, which
{for the purposes of this Agrecement shall mean the daie on
which the first regular shipment of Crude Oil or the {irst
dehveries of Gus are made, shall be recoverable at the rate of
twerdy percent (209%) por annum sturting cither in the Tax
Year in which such expenditures are incwrred and puaid or the
Tax Year in wiich inmal Commercial Production commences,

whichever is the tater date.
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(1)

(iii)

(iv)

"Development Expenditures”, including those accumulated
prior to the commencement of imitial Commercial Production
which for the purposes of this Agreement shall mean the date
on which the first regular shipment of Crude Oil or the first
deliveries of Gas are made, shall be recoverable at the rate of
twenty percent (20%) per annum starting either in the Tax
Year in which such expenditures are incurred and paid or the
Tax Year in which initial Commercial Production commences,

whichever is the later date.

"Operating Expenses”, incurred and paid after the date of initial
Commercial Preduction, which for the purposes of this
Agreement shall mean the date on which the first reguiar
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 imtial

Commercial Production occurs, whichever 1s the later date.

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

(v) The recovery of costs and expenses, based upon the rates referred

to above, shall be allocated to each quarter propostionately (one
fourth to each quarter). However, any recoverable costs and
expenses not recovered in one quarter as thus allocated, shall be

carried forward for recovery in the next quarter.
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{vi} In case Gas is disposed of for export, the following should be
applied;

If actual recoverable costs and expenditure including any carry

forward under Article VH (@X1} {iv) exceed the value of Cost

Recovery Petroleum in any quarter and provided that the local

market price for Gas pursuant o Asticle VII (¢) (2) () is greater

than the Netback price pursuant o Article VII (¢} (2) (iv), then

CONTRACTOR shall be entitled {o take additional payment

(hereinafter referred to as "EGAS Cost Recovery Payment™) from

FEGAS' share of revenues for such quarter denived from {(as

praduced for export plus Associated Liquids to such Gas from the

{Concession up to the lesser of the following values:

a) the value of thirty percent (30%) of the volume of Gas
disposed of for export in such quarter multiplied by the
difference between the local market price pursuant (o
Article VII () (i) and the Netback Price pursuant to
Article VII (¢} {2)v).

b} the value of the actual recoverable costs and expenditure for
such guarter including any carry forward under Article VII
(a)(1)(1v) less the value of Cost Recovery Petroleurn for
stich quarier.

c) sixty-five percent {(65%) of the value of EGAS revenues for
sach quanter derived from Gas produced for export pluy
Associaied Liquids produced with such Gas produced for

eXPOT.
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(2) Except as provided in Article VIKa)(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 Anticle VIi{e). To the
extent that the value of all Cost Recovery Petroleum (as
determined in Article VH(cY) exceeds the actual recoverable
costs and expenditures, including any camy forward under
Article VIT (2)(1){(iv), to be recavered in that quarter (hereinafter
referred to as Excess Cost Recovery Petroleum), then one
hundred percent {100%) of the value of such Excess Cost
Recovery Petroleum shall be pamd by CONTRACTOR 10 EGAS
either (i)} in cash in the manner set forth 1in Article IV of the
Accounting Procedure contained in Annex "E” or (if) in kind in
accordance with Article VI (a)(3) below.

The value of Cost Recovery Petroletm shatl be calculated ort the

basis of the volume of different products and its pricing as follows:

ra— el aenaload

Crude (il with no associated Gas:
Crude Gil sales volume x PlL x 25%

4 N e it e e - e AR M A L,

Crude Ot associated with Gas disposed of for local market:
Crude Onl sales volume x P1 x 25%

b S AN AL -

Gas disposed of for local market:
Gas sales volume x P2 x 25%

bl
- v \p-rrev/- i b s T P . e —
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LPG associated with (as disposed of for local market:
LPG sales in Metric Ton derived from Gas disposed of for

local market and sold into local market x P3 x25%

|

LPG siles in Metric Ton derived from Gas disposed of for |

local market and sold for export x P5 x25%

Crude Qil associated with Dry Gas disposed of for export:

Crude Oil sates volume x Pl x 30%

Pry Gas disposed of for export:

Dry Gas disposed of for export sales volume x P4 x 30%

=0

L.PG associated with Dry Gas disposed of for export:
.PG sales in Metric Ton derived trom Drey Gas disposed

ot tor export and sold into local market x P3 x30¢ i

- H

LPG sales in Metric Ton dersved from Dry Gas disposed

of for expor and sold for export x PS x30%.

Crude Oif associated with Wet Gas disposed of for export;

Crude O] sales volume x Pl x 30%
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Wet (as disposed of for export:

Wet Gas disposed of for export sales volume x P4 x 30% =K

LPG associated with Wet Gas disposed of for export:
L.PG sales in Metric Ton denived from Wet Gas disposed

of for export and sold into local market x P3 x 30% =L

{ LPG sales in Metric Ton derived from Wet Gas disposed

of for export and sold for export x P5 x 30% =M
Where:
T = Total value of Cost Recovery Petroleum = A+ B+ C + D +

E+F+G+H'+I+J+K+L+M

Pl = the market price of Crude Oil pursuant to Article VII{c)1.

P2 = the price of Gas established pursuant to Article VII{c)2 (i).

P3 = the price of LPG established pursuant to Article VIH{c)2 (11).

P4 = the price of Gas for export established pursuant to Article
Vil(e) 2 (1v).

P5 = the price of LPG disposed of for export established pursuant

to Article VII{c) 2 (1v).
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The proportion of the value of Cost Recovery Petroleum (comprising
CONTRACTOR'’s Recoverable Costs and Excess Cost Recovery
Petroleum) allocated to each type of product shall be pro rata to the
proportion that the value of the Cost Recovery Petroleum of that type of
product bears to the total value of Cost Recovery Petroleum of all

products actually produced and saved as follows:

Proportion allocated to Crude Qil

with no associated Gas = %
Proportion allocated to Crude Oil

assoclated with Gas disposed of for local markei = -,%-
Proportion aliocated to Gas disposed of for local market = %
Proportion allocated to LPG derived from Gas disposed

of for local market and sold into local market = —I%—
Proportion allocated to LPG derived from Gas disposed

of for local market and sold for export = LI‘
F roportion allocated to Crude Ol

assoctated with Dry Gas disposed of for export = %
Proportion allocated to Dry Gas disposed of tor export = -;(—1_3—
Proporuon ailocated to LPG denved from Dry Gas disposcd

of for export and sold mto local market = =
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Proportion allocated to LPG derived from Dry Gas disposed

of for export and sold for export = _%_

Proportion allocated to Crude Oil

associated with Wet Gas disposed of for export = -;}—

Proportion allocated to Wet Gas disposed of for export = _I'l‘g.

Proportion allocated to LPG derived from Wet Gas disposed

of for export and sold into local market = _%-

Proportion allocated to LPG derived from Wet Gas disposed

of for export and sold for export =M
T

The proportions defined above for each combination of product and
its price shall be applied to the total value of CONTRACTOR's
Recoverable Costs and Excess Cost Recovery Petroleum to determine
the value of CONTRACTOR's Recoverable Costs and Excess Cost

Recovery Petroleum allocated to each product,

(3) Ninety (90) days prior to the commencement of each Calendar

Year EGAS shall be entitled to elect by notice in writing to
CONTRACTOR to require payment of up to one hundred
percent (100%) of EGAS' share of Excess Cost Recovery
Petroleum in kind. Such payment will be in Crude Oil from the
Area F.O.B. export terminal or other agreed delivery point
provided that the amount of Crude Oil taken by EGAS in kind
in a quarter shall not exceed the value of Cost Recovery Crude
Oil  actually taken and separately disposed of by
CONTRACTOR from the Area during the previous quarter. If
EGAS entitlement to receive payment of its share of Excess
Cost Recoverv Petroleum in kind 1s limited by the foregoing
provision, the balance of such entitlement shall be paid in cash.
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(b) Production Sharing

(1) The remaining seventy-five percent (75%) of the Petroleum
shall be divided between EGAS and the CONTRACTOR
according to the following shares: except where Gas is disposed
of for export in which case the remaining seventy percent
(70%) of such Gas and Associated Liquids only shall be
divided according to the following shares:

(1) Crude Oil :
Crude Qil produced and EGAS CONTRACTOR
saved under this SHARE SHARE

Agreement and not used
in Petroleum Operations

Barrels Oil Per Day
(quarterly average)

That portion or (Sixty five (Thirty five
increment 1858 than pcrcen[) pcrcent)
5,000 BOPD. (65 %) (35 %)
That portton or increment (Seventy five (Twenty five
from 5,000 BOPD and percent) percnt)

less than 10,000 BOFPD (75 %) (25 %)
That portion or imcrement (Eighty percent ) ( Twenty percent)
from 10,000 BOPD and ( 80%) { 20%)

less than 25,000 BOPD.

That portion or increment  (Eighty five percent ) { Fifteen percent)
from 25,000 BOPD and { 85%) ( 15%)

iess than 50,000 BOPD.

That portion or increment (Nincty percent ) ( Ten percent)
from 50,000 BOPD and (90%) ( 10%)

less than 100,000 BOPD

That rortion or increment  (Ninely five percent ) ( Five percent)
from 100.000 BOPD and (95%) (5%:)

1N cscess thereof
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(ii) Dry Gas and Wet Gas disposed of for Local Market and
associated LPG produced with such Gas, saved under this
Agreement and not used in Petroleum Operations.

Dry Gas and Wet Gas dis-

posed of for Local Market

and associated LPG pro-
duced with such Gas, saved

under this Agreement and

not used in Petroleum
Operztons, Million Stan-
dard Cubic Feet per day
(MMSCFPD) (quarterly

average)

That portion or increment

less than 50 MMSCFPD . -

That portion or increment
form 50 MMSCEFPD and
less than 125 MMSCEFPD.

That pottion or increment

form 125 MMSCFPD and

That portion or increment
form 250 MMSCFPD and
less than 500 MMSCHPD.

That portion or mcrement
from 300 MMSCFPD and
In excess thereof

EGAS
SHARE

(Seventy seven
percent)
(77 %)

(Seventy eight
pcrcent)

(78 %)

(Eighty percent )
( 80%)

(Eighty four
percent )
{84%)

(Ninety percent )
( 90%)

CONTRACTOR
SHARE

(Twenty three
percent)
(23 %)

(Twernty two
percent)
(22 %)

( Twenty pcrcent)
(20%)

{ Sixteen
percent)
- (16%)

( Ten percent)
(10%)



Y0 K ddyr ¥ 3 5] s VY sl = B 3 1 O

el "EPG" Sl Jy alh 5Ley peasld ai s o3 (530 SLL) i ¥

bkt puenit a2y g M UL LA
L I PP | I I S |
a5l Bg) alalkl "LPG
SRS 20 s o8 40 Jakzodls

ohdanall g pdn ] e s
anSor i 3 gt} Ry ]

E

EE WY o ey ad) 2] L ] Ko ) Tl

(Ul (iU wnn St g3 (s ¥0 - e J1

FHICERNPY PHILBIFRNCIC) RIS SV B SR e 8

{/Y.) { /A )} aSa pd S g e YO
s &0 wﬁgj{ﬁfwu

paif gl aSus o 35

iy bt W) optads T b s o] S T oy ) Sl
FURI (Rl cialy  wnSn pbod G o lo 8-

(/1Y 9) {/AV,0) A5Gl ke



WY Ll ln Y 5) mb VY sl - de )l B 2

(iii) Dry Gas disposed of for export and associated LPG produced
with such Gas, saved under this Agreement and not used in
Petroleum Operations.

Dry Gas disposed of for ex- EGAS CONTRACTOR
port and associated LPG SHARE SHARE
produced with such Gas,

saved under this Agree-

ment and not used in Petro-

leum Operations; Miilion

Standard Cubic Feet per

day (MMSCFPD) (quarter-

ly average)

That portion or increment (Sixty five (Thirty five

less than 250 MMSCFD percent) percent)
(65 %) (35 %)

That portion or increment (Eighty (Twenty

form 250 MMECFD percent) percent)

andless  than 500 (80 %) (20 %)

MMSCHFD.

That portion or increment (Eighty seven and ( Twelve and

from 500 MMSCFD and half percent ) half percent})

in excess thereof . ( 87.5%) (12.5%)
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(iv) Wet Gas disposed of for export and associated LPG produced
with such Gas, saved under this Agreement and net used in
Petroleum Operations.

Wet Gas disposed of for ex- EGAS CONTRACTOR
port and associated LPG SHARE SHARE
produced with such (as,

saved under this Agree-

ment and not used 1n Petro-

leum Operations; Million

Standard Cubic Feet per

day MMSCFPD} (quarter-
ly average)
That portion or increment (Seventy one (Twenty nine
less than 250 MMSCEFPD . percent) percent)
(71 %) (29 %)
That portion or increment (Eighty (IT'wenty
form 250 MMECEFPD and percent) percent)
less Than 500 MMSCFPD. {80 %) (20 %)
That portion or increment (Eighty seven and { Twelve and
from 500 MMSCFPD and half percent ) haif percent)
In excess thereof . { 87.5%) (12.5%)

The shares above shall be taken and disposed of pursuant to Article

VII (e).
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{2} After the end of each contractual year during the term
of any Gas Sales Agreement entered into pursuant to
Article VI {e}, EGAS and CONTRACTOR (as sellers)
shall render to EGAS (83 buyer) a staterment for an
amount of Gas, if any, equal to the amount by which the
quantity of Gas of which EGAS {as buyer) has taken
delivery falls below seventy five percent {(75%) of the
contract guantities of Gas as established by the
apphicable Gas Sales Agreement (the "Shortfail”),
provided the {3as is available. Within sixty {(60) days of
receipt of the statement, EGAS (as buyer) shail pay
EGAS and CONTRACTOR {(as selicrs) for the amount
of the Shortfall, if any. The Shortfall shall be included in
EGAS' and CONTRACTOR's entitlement to Gas
pursuant to Article VII{a) and {b) in the founh (4"
quarter of such contractual year.

Quantities of Gas not iaken but to be paid for shall be
recorded in a separate "Take-or-Pay” account, Quantitiss
of Gas ("Mzgzke 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, shail be set against and
reduce quantities of Gas in the "Take-or-Pay" account (o
the extent thereof and, to that exient, no payment shall be
due 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 Article VH(b). CONTRACTOR
shall have na rights to such Make Up Gas.

If at the end of any Comtractual Year, EGAS and
CONTRACTOR {as scliers) fad to produce seventy five
percent (75%) of the Annual Contract Quantity of Gas as
defined in Gas Sales Agreement with EGAS (as buyer},
the difference between seventy five percemt {(75%) of the
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Annual Contract Quantity of Gas and the actual produced
Gas quantity which shall be referred to as the "Dehver-
or- Pay Shortfall Gas", EGAS (as buyer) shali have the
right to take a quamtity of Gas equal to Deliver- or - Pay
Shortfall Gas and such quantity shall be evaluated with
ninety percent (90%) of the Gas price as defined in this
Agreement. The details of the mechamcs of such
provision shall be negotiated and agreed by EGAS and
CONTRACTOR in the Gas Sales Agreement.

The Cost Recovery and Preduction Sharing percentages
set forth in Artici2 VIiI(a) and Adicle VII (b) in respect of
LPG produced from a plant constructed and operated by

or on behalf of EGAS and CONTRACTOR shall apply
to all LPG available for delivery.

(c) Valuation of Petroleum:
(1) Crude Qil:
(i) The Cost Recovery Crude Oil to which CONTRACTOR is

(11)

entitled hercunder shall be valued by EGAS and
CONTRACTOR at "Market Price” for each calendar quarter.

"Market Price” shall mean the weighted average prices
realized from sales by EGAS or CONTRACTOR during the
guarter, whichever is higher, provided that the sales t0 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 il sales
contracts involving barter and,

(1) Sales, whether direct or indirect, through brokers or
otherwise, of EGAS or CONTRACTQOR to any Affiliated
Company.
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(2) Sales mvolving a quid pro quo other than payment in a
freely convertible currency or motivated in whole or in
part by consideralions other than the usual economic
incentives for commercial arm’s length crude oil sales.

(i1} It is understood that in the case of "C.LE." sales, appropriate

(iv)

deductions shall be made for transport and insurance charges
to calculate the F.O.B. point of export pnce; and always taking
into account the appropriate adjustment for quality of Crude
Qii, freight advantage or disadvantage of port of loading and
other appropriate adiustments. Market Price shall be

- determined scparately for each Crude Oil or Crude Oil mix,

and for each port of loading.

If during any calendar quarter, there are no such sales by
EGAS and/or CONTRACTOR under the Crude Oi] sales
contracts in effect, EGAS and CONTRACTOR shal} mutually
agree upon the Market Price of the barrel of Crude Qi) to be
used for such quarter, and shall be gumded by all relevant and
available covidence including cumrent prnces in freely
convertible currency of leading crude oils produced by major
oil producing countries (in the Arabian Gulf or the
Mediterranean Area), which are regularly sold in the open
market according 10 actual sales contracts terms but excluding
paper sales and sales promises whete no crude oil 18 delivered,
to the extent that such sales are effected under such terms and
conditions (excluding the price) not significantly different
from those under which the crude oil to be valued, was soid,
and always takmg into consideration appropnaie 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
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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 1s the intent of the Parties that the value of the Cost Recovery

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

If either EGAS or CONTRACTOR considers that the Market
Price as determined under sub-paragraph (i1) above does not
reflect the prevailing Market Price or in the event EGAS 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 Qil 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.

In the event EGAS and CONTRACTOR faii to 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 be chosen by the appointing authonty
designated in accordance with Article XXIV (e), or such other
appointing authority with access to such expertise as may be
agreed to between EGAS and CONTRACTOR, with regard to
the qualifications for arbitrators set forth below, upon written
application of one or both of EGAS and CONTRACTOR.
Copies of such application by one of them shall be promptly
sent to the other.
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The arbitrator shall be as nearly as possible a person with an
established reputation in the international petroleum mdustry
as an expert in pricing and marketing crude o1 in international
commerce. The arbitrator shall not be a citizen of a country
which does not have dipiomatic relations with both the A.R.E.
and the couniries of the CONTRACTOR Members, He may
not be, at the time of selection, employed by, or an arbitrator
or consultant on a continuing of f{requent basis o, the
Amernican Petroleum Institute, the Organization of the
Petroleum Exporting Countries or the Orgsnization of Arab
Petroleum Exporting Countnies, or a consuliant on a

continuing basis to FGAS, CONTRACTOR or an Affiliated

Company of either, but past occasional consultation with such
companies, with other petroleum companies, governmental
agencies or organizations shali not be a ground for
disqualification. He may not have been, at any time during the
two {2} years before selection, an employee of any petroleum
company or of any govemmental agency or organization,
Should a selected person decling or be unable to serve as
arbitrator or shoukd 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. BEGAS oad
CONTRACTOR shall share equally the expenses of the
arbitrator.

The arbitrater shall make his determination in accordance
with the provisions of this paragraph, based on the best
gvidence available to him. He will review oil sales contracis as
well as other sales data and information but shall be free fo
gvaluate the extent to which any contracts, data or information
15 substantiated or pertinent. Representatives of EGAS and
CONTRACTOR shall have the right to consult with the
arbitrator and furish him written matenals provided the
arbitrator may impose reasonable hmitations on this right
EGAS and CONTRACTOR each shall cooperate with the
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arbitrator to the fullest extent and each shall ensure such
cooperation of its trading companies. The arbitrator shall-be
provided access to crude oil sales contracts and related data
and information which EGAS and CONTRACTOR or their
trading companies are 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 EGAS and CONTRACTOR
or determination by the arbitrator, as applicable, the Market Price
agreed for the quarter preceding the quarter in guestion shall remain
temporarity in effect. In the event either EGAS or
CONTRACTOR should incur a loss by virtue of the temporary
continuation of the Market Price of the previous quarter, it shail
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 I {f) fromn the date on which the
disputed amount(s) should have been paid to the date of payment.

(2) Gasand LPG

(1} The Cost Recovery and Production Shares of Gas subject to a
Gas Sales Agreement, for the local market, between EGAS
and CONTRACTOR (as sellers) and EGAS (as buyer) entered
into pursuant to Arnticle VII (e) shall be valued, delivered to
and purchased by EGAS at a price determined monthly
according to the following formula :

PG = F x H
Where:

PG = the value of the Gas in U.S. Dollars per thousand
standard cubic feet (MSCF).

F = a value in US. Dollars per million British Thermal
Units (MMBTU) determined monthly according to
the following table:

Price of Bren.t“(US!Sfbé'r'r‘el) F(US$/MMBTU)

Le's‘s':Than or equal To 10 1.5
Greater than 10 but less than 22 (Brent+38)/12

Equal to or grealer'ihan 22 [2.5
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Brent = The monthly average price expressed in U8, Dollars
per barrel for Brent {DTD) quoted in "Platt’s Oilgram
Price Report” for "spot Crude Price Assessment
International™ for the month in question
H = the number of million British Thermal Units (MMBTUS)
per thousand standard cubic feet (MSCF) of the Gas
based on the gross calorific vatue.
In the event that the vatue of Brent cannot be determried
because Platt's Otigram Price Report is not published at
all during a month, EGAS and CONTRACTOR shall
meet and agree the value of Brent by refevence to other
published sources, In the event that there are no such
published sources or if the value of Brent cannct be
determined pursuant to the foregoing for any other
reasort, EGAS and CONTRACTOR shall meet and agree
to a value of Brent.

The Cost Recovery and Production Shares of LPG produced
from a plant constructed and operdted by or on behall of
EGAS and CONTRACTOR shall be separately valued for

Propane and Butane aif the ouflet of such LPG plant according

to the following formula {unless otherwise agreed between

EGAS and CONTRACTORY:
PLPG = 0D93PR
Where

PLPG = LPG price (separately determined for Propane and

Butane) in U8, Dollars per metnc ton.
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PR = The average over a period of a month of the figures
representing the mid-point between the high and low
prices in U.S. Dollars per metric ton quoted in
"Platt's LPGaswire" during such month for Propane

and Butane FOB Ex-Ref/Stor. West Mediterranean.

In the event that "Platt's LPGaswire" is issued on certain
days duting a month but not on athers, the value of (PR)
shall be calculated using only those issues which are
published dunng such month. In the event that the value
of (PR) cannot be determined because '_’Platt's
LPGaswire" is not published at all during a meonth,
EGAS 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, EGAS 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 is based upon delivery at the

delivery point specified in Article VII {e) (2) (iii).

(11) The prices of Gas and LPG so calculated shall apply during

the same month.
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(iv) The Cost Recovery and Production Shares of Gas and LPG
disposed of for export pursuant to Article VII {(e¢) shall be
valued at the actual realized price received less any and all
charges of whatever nature, and to the exlent applicable, met
by EGAS and CONTRACTOR for processing, liguefaction,
transportation, insurance, shipping (if applicable) and
re-gasification (if applicable) and agreed marketing costs (the
"Netback Price™). |

(d) Forecasts:

Joint Venture Company shall prepare (not less than ninety (90) days
prior to the beginning of each calendar semester following first
regular production) and furnish in writing to CONTRACTOR and
EGAS a forecast setting out 2 total quantity of Petroleum that Joint
Venture Company estimates can be produced, saved and
transported hereunder during such calendar semester in accordance

with good oil and gas industry practices.

Joint Venture Company shall endeavor to produce each calendar
semester the forecast quantity. The Crude Oil shall be run to storage
tanks or offshore loading facilities constructed, maintained and
operated according 1o Government Regulations, by Joint Venture
Company in which said Crude Oil shall be metered or otherwise
measured for royalty, and other purposes required by this
Agreement. Gas shall be handled by Joint Venture Company 1n

accordance with the provisions of Article VII (e).
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(e}

Disposition of Petroleum:
(1) EGAS and CONTRACTOR shall have the right and the

(

)

obligation to separately take and freely export or otherwise
dispose of, currently all of the Crude Oil to which each 1s
entitled under Article VII{a) and Article VII (b). Subject to
payment of sums due to EGAS 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. |

Notwithsianding anything to the contrary under this
Agreement, priority shall be given to meet the requirements of
the A.R.E. market from CONTRACTOR's share under Article
ViI(a) and Article VII{b) of the Crude Oil produced from the
Arca and EGAS shall have the preferential right to purchase
such Crude Qil 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 bc proportional to CONTRACTOR's share of the
tota! production of crude oil from the concession areas in the
ARE. that are also subject to EGAS' preferential right to
purchase. The payment for such purchased amount shall be
made by EGAS in U.S. Dollars or in any other freely
convertible currency remittable by CONTRACTOR abroad.

It is agreed upon that EGAS shall notify CONTRACTOR, at
least forty-five (45) days prior to the beginning of the
Calendar Semester, of the amount to be purchased during such
semester under this Article V1I(e) (1).

With respect to Gas and LPG produced from the Area:

(i) Priority shall be given to meet the requirements of the
local market as determined by EGAS. In case of
unavailability of a local market EGAS and
CONTRACTOR shall be entitled to export the Gas.
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(1) In the event that EGAS is to be the buyer of Gas, the
disposition of Gas as indicated above shall be by virtue of
long term Gas Sales Agreements to be entered into
between EGAS and CONTRACTOR (as sellers) and
EGAS (as buyer).

EGAS 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 EGAS and CONTRACTOR.

{b) In the event an LPG plant is constructed to process
such Gas, such Gas shall, for the purposes of
valuation ang sales, be metered at the outlet to such
LPG Plant. However, notwithstanding the fact that
the metering shall take place at the LPG Plant
outiet, CONTRACTOR shall through the Joint
Venture Company build a pipeline suitable for
transport of the processed Gas from the LPG Plant
outlet to the nearest point on the National Gas
Pipeline Gnd System as depicted in Annex "F"
hereto, or otherwise agreed by EGAS and
CONTRACTOR. Such pipeline shall be owned by
EGAS in accordance with Article VIII{a) and its
cost shall be financed and recovered by
CONTRACTOR as Development Expenditures
pursuant {0 Article VII.
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{iii) EGAS and CONTRACTOR shall consuft together to

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

(iv) EGAS (as buyer) shall have the option to elect, by ninety

(90} days prior written notice to EGAS and
CONTRACTOR (as seilers), whether payment for the
Gas which is subject to a Gas Sales Agreement between
EGAS and CONTRACTOR (as scilers) and EGAS (as
buyer) and LPG produced from a plant constructed and
operated by or on behalf of EGAS and CONTRACTOR,
as valued 1n accordance with Article VII (¢), and to which
CONTRACTOR 15 entitled under the Cost Recovery and
Production Sharing provisions of Article VII, of this
Agreement, shall be made 1) in cash or 2} in kind.

Payments in cash shall be made by EGAS (as buyer) at
intervals provided for in the relevant Gas JSales

Agreement 1 U.S.  Dollars, remittable by
CONTRACTOR abroad. |
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Payments in kind shall be calculated by converting the
value of Gas and LPG to which CONTRACTOR is
entitled into equivalent barrels of Crude Oil to be taken
concurrently by CONTRACTOR from the Area, or to the
extent that such Crude Qil is insufficient, Crude Qil from
CONTRACTOR's other concession areas or such other
areas as may be agreed. Such Crude Qil shall be added to
the Crude O1l that CONTRACTOR is otherwise entitled
to lift under this Agreement. Such equivalent barrels shall
be calculated on the basis of the provisions of Articte VI
(¢) relating to the valuation of Cost Recovery Crude Oii.

Provided that:

(aa) Payment of the value of Gas and LPG shall aiways be
made in cash in US. Dollars remittable by
CONTRACTOR abroad to the extent that there is
insufficient Crude Oil avatlable for conversion as
provided for above.

(bb) Payment of the value of Gas and LPG shali always
be made in kind as provided for above to the extent
that payments in cash are not made by EGAS.

Payments to CONTRACTOR (whether in cash or
kind), when melatcd t0o CONTRACTOR’s Cost
Recovery Petroleum, shall be included in
CONTRACTOR's Statement of Recovery of Costs
and of Cost Recovery Petroleum referred to in Article
IV of Annex "E" of this Agreement.

{v) Should EGAS (as buyer) fail to enter into a long-term
Gas Sales Agreement with EGAS and CONTRACTOR
(as sellers) within four (4) years from a notice of
Commercial Gas Discovery pursvant to Article 111
(unless EGAS approves shorter peried), EGAS 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 1s given by
exporting such Gas and LPG.
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{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 remitied or retained
abroad by CONTRACTOR.

(vii) In the event EGAS and CONTRACTOR agree to
accept new Gas and LPG producers to join in an ongoing
export project, such producers shall have to contribute a
fair and equitable share ot the investment made.

(viii) (aa)

{bb)

{cc)

Upon the expiration of the four (4) year period
referred to in Article VII (¢) (2) (v),
CONTRACTOR shall have the obligation to exert
its reasonable efforts to find an export market for
(as reserves.

In the cvent at the end of the four {4) year period
referred to under Article VII {(e) (2) ({(v),
CONTRACTOR and EGAS have not entered into
a (Gas Sales Agreement, CONTRACTOR shall
retain 1ts rights 10 such Gas reserves for a further
period of up to four (4) years, subject to Article
Vi1 (e) (2) (viii)(cc), during which period EGAS
and CONTRACTOR shall attempt to find a

‘market for Gas reserves.

At any time prior to the expiry of eight (8) years
from CONTRACTOR's notice of Commercial
Discovery of Gas, CONTRACTOR shall
surrender such Gas reserves, if CONTRACTOR is
not exporting the Gas and CONTRACTOR does
not accept an offer of a Gas Sales Agreement
from EGAS 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
ncluding :

- A sufficient delivery rate.
- Delivery pressure to enter the National Gas

Pipeline Grid System at the point of delivery.
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- Delivered Gas quality specifications not maore
stringent than those imposed or required for the
National Gas Pipeline Gnid System.

- The Gas pnices as specified 1n this Agreement.

(dd) In the event that CONTRACTOR has not entered
mnto a Gas Sales Agreement pursuant to Article
VII (¢) (2) pnor to the expiry of ecight (8) yecars
from CONTRACTOR's notice of Commercial
Discovery of Gas or otherwise found an
acceptable scheme for commercial disposal of
such gas, at the expiry of eight (8) years from
CONTRACTOR's notice of Commercial
Discovery of Gas, CONTRACTOR shall
surrender to EGAS the Gas reserves 1n respect of
which such notice has been given.

(ix) CONTRACTOR shall not be obligated to surrender a

Development Lease based on a Commercial Gas
Discovery, if Crude Oil has been discovered in

commercial quantities in the same Develepment Lease.
(f) Operations:

If following the reversion to EGAS of any rights to Crude Qil
hereunder, CONTRACTOR retains rights to Gas in the same
Development Lease, or if, following surrender of rights to Gas
hereunder, CONTRACTOR retains rights to Crude O1l in the same
Development Lease, operations to explore for or exploit the
Petroleum, the nghts to which have reverted or been surrendered
(Oil or Gas as the case may be) may only be carmed out by Joint
Venture Company which shall act on behalf of EGAS alone, unless
CONTRACTOR and EGAS agree otherwise.

(g) Tanker Scheduling:

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

(a) EGAS 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 Joint Venture Company in accordance with the
following:

(1) Land shall become the property of EGAS as soon as it is
purchased.

(2) Title to fixed and movable assets shall be transferred
automatically and gradually from CONTRACTOR to EGAS 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 EGAS when its total cost has been
recovered by CONTRACTOR in 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.

The book value of the assets created dunng each calendar
quarter shall be communicated by CONTRACTOR to EGAS or
by Joint Venture Company to EGAS and CONTRACTOR
within thirty (30) days of the end of each quarter.

{b) During the term of this Agreement and the renewal period EGAS,
CONTRACTOR and Joint Venture Company are entitied to 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 EGAS

shall not dispose of the same except with agreement of the other.
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(¢) CONTRACTOR and Joint Venture Company may freely import into

the ALR.E,, use therein and freely export at the end of such use,
macninery and equipment which they either rent or lease in
accordance with good industry practices, including but not limited to
the lease of computer hardware anad software,

ARTICLE IX
BONUSES

(a) CONTRACTOR shall pay to EGAS as a signafure bonus the sum of

two million ($2,000,000) U.S. Dollars on the Effective Date.

(b) CONTRACTOR shall pay to EGAS as a bonus the sum of two

(c)

million ($2,000,000) U.S. Dollars on the date of the approval of each
Development Lease pursuant to Article HI (d) (i).

CONTRACTOR shall pay to EGAS as a bonus the sum of two

“mtllion ($2,000,000) U.S. Dollars on the date of the approval to enter

into five (5) year extension period of any Development {ease
pursuant to Article IIE (d) (ii1){dd).

(d) CONTRACTOR shall also pay to EGAS the additional sum of one

hundred thousand U.S. Dollars ($100,000) as an assignment bonus,
cne day after the approval of any assignment of CONTRACTOR
equity.

CONTRACTOR shall pay to EGAS the sum of five hundred
thousand ($5‘00,000) 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 or equivalent per day as for a
period of thirty (30) consecutive producing days. Payment will be
made within fifteen (15) days thereafter.
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(f)

CONTRACTOR  shall also pay to EGAS the additional sum of
seven hundred and fifty thousand ($750,000)0 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 oil or
equivalent per day for a period of thirty (30) consecutive producing
days. Payment will be made within fifteen (15) days thereafter.

(g) CONTRACTOR shall also pay to EGAS the sum of one million

($1,000,000) 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 oii or equivalent per day for
a penod of thirty (30) consecutive producing days. Payment will be .
made within fifteen (15) days thereafter.

(h) CONTRACTOR shall also pay to EGAS the additional sum of two

(1)

million ($2,000,000) 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 or equivalent per day for a
period of thirty (30) consecutive producing days. Payment will be

made within fifteen (15) days thereafter.

CONTRACTOR shall zlso pay to EGAS the additional sum of three
million (3$3,000,000) 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 oil or equivalent per day
for a period of thirty (30) consecutive producing days. Payment will

be made within fifteen (15) days thereafter.
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() All the above mentioned bonuses shall in no event be recovered by
CONTRACTOR.

(k) In the event that EGAS elects to develop any part of the Area
pursuant to the sole risk provisions of Article Il (¢} (1v), production
from such sole nisk area shall be ;:onsidcrcd 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 shanng.

(I) Gas shall be taken intc account for purposes of determining the total
average daily production from the Area under Aniicle IX (e-1) by
converting daily Gas delivered inte equivalent barrels of daily Crude
Oil production in accordance with the following formula:

MSCF x H x 0.167 = equivalent barrels of Crude Oil
Where
MSCF = one thousand Standard Cubic Feet of (as.
H = the number of million Bntish Thermal Umts (MMBTU's)
per MSCF.
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
written directions given to them by the Government or its representatives
under the terms of this Agreement. All lawful regulations issued or
hereafter to be issued which are applicable hereunder and not in conflict
with this Agreement shall apply to the duties and activities of the General
Manager and Deputy General Manager.
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All matters and notices shall be deemed to 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 EGAS or which are sent to him

by registered mail at EGAS' main office in Cairo.,

(a)

ARTICLE XI

SAVING OF PETROLEUM AND PREVENTION OF LOSS

Joint Venture Company shall take all proper measures, according to
generally accepted methods in 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, gathering, and distnibuting or
storage operations. The GOVERNMENT has the right to prevent
any operation on any well that it might reasonably expect would

result in loss or damage to the well or the Qil or Gas field.

{b) Upon completion of the drilling of a productive well, Joint Venture

(c)

Company shall inform the GOVERNMENT or its representative of
the time when the well will be tested and the production rate
ascertained.

Except in instances where multiple producing formations in the
same well can only be produced economically through 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 apprdval of the GOVERNMENT or its representative,
which shall not be unreasonably withheld.
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(d) Joint Venture Company shall record data regarding the quantities of

()

(a)

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.

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

Any substantial change of mechanical conditions of the well after its
completion shall be subject to the approval of the representative of
the GOVERNMENT.

ARTICLE XII
CUSTOMS EXEMPTIONS

EGAS, CONTRACTOR and Joint Venture Company shall be
permitted to import and shall be exempted from custems 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 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 apply to cars to be used in operations), electric appliances, air
condhitioners for offices, field housing and facilities, electronic
applances, computer hardware and software, as well as spare parts
required for any of the imported items, all subject to a duly approved
certificate 1ssued by the responsible representative nominated by
EGAS 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 in the importation and the exemption without any further
approval, delay or procedure.
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(b} Machinery, equipment, appliances and means of transport and

fransportation imported by EGAS', CONTRACTOR'S and Joint
Venture Company’s contractors and sub-contractors temporarily
engaged in any activity pursuant to the operations which are the
subject of this Agreement, shall be cleared under the "Temporary
Reiease System" without payment of customs duties, any taxes,
levies or fees (including fees smposed by Ministenial Decision No,
254 of 1993 ssued by the Minister of Finance, as now or hereafter
ami¢nded or substituted) of any nature upon presentation of a duly
approved certificate issued by an EGAS responsible representative
nominated by EGAS for such purpose which siates, that the
imported items are required for conducting the operations pursuant
to this Agreemeni. Items {excluding cars not to be used in
operations) set out in Article X1l (a) mmported by EGAS,
CONTRACTOR's and Joint Venture 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
EGAS responsible representative to be used for conducting
operations purstiant to this Agreement, |

The expatriate emplovees of CONTRACTOR, Joint Venture
Company and their contractors and sub-contractors shall not be
entitied to any exemptions from customs duties and other ancillary
taxes and charges except within the limits of the provigions of the
laws and regulations applicable in the A R.E. However, personal
household goods and furmiture [including one (1) car] for each
expatriate employee of CONTRACTOR andfor Joint Venture
Company shali be cleared under the "Temporary Release System”
{without payment of any customs duties and other ancillary faxes)
upon presentation of a letter to the appropriate customs authorities
by CONTRACTOR or Joimt Venture Company approved by an
EGAS responsibie representative that the imported items are
imported for the sole use of the expainate empioyee and his family,
and that such imported items shail be re-exported outside the ARE.
upon the repatriation of the concerned expatriate employee.
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(d) Items imported into the A.R.E. whether exempt or not exempt from

(e)

customs duties and other ancillary taxes and charges hereunder, may
be exportéd by the importing party at any time after obtaining
EGAS' 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 the
approval of EGAS which approval shall not be unreascnably
withheld. In this event, the purchaser of such items shall pay all
applicable customs duties and other ancillary taxes and charges
according to the condition and value of such items and the tariff
applicable on the date of sale, unless such items have already been
sold to an Affiliated Company of CONTRACTOR, if any, or EGAS,
having the same exemption, or unless title to such items (excluding
cars not used in operaticns) has passed to EGAS.

In the event of any such sale under this paragraph (d), the proceeds
from such sale shall be divided in the following manner:

CONTRACTOR shall be entitled to reimbursement of  its

unrecovered cost, if any, in such items and the excess, if any, shall
be paid to EGAS.

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 meeting
CONTRACTOR's and/or Joint Venture Company's specifications for
quality and safety and are available for ttmely purchase and delivery
in the A R.E. at a price not higher than ten percent (10%) more than
the cost of the imported item, before customs duties but after freight

and 1nsurance costs if any have been added.
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(f)

(a)

(b)

CONTRACTOR, EGAS and their respective buyers shall have the
right to freely export the Petreleum produced from the Area pursuant
to this Agreement; no license shall be required, and such Petroleum
shall be exempted from any customs duties, any taxes, levies or any

other imposts mn respect of the export of Petroleum hereunder.
ARTICLE XIII
BOOKS OF ACCOUNT: ACCOUNTING AND PAYMENTS

EGAS, CONTRACTOR and Joint Venture Company shall each
maintain at their business offices in the A.R.E. books of account, in

-accordance with the Accounting Procedure in Annex "E" and

accepted accounting practices generaily used in the petroleum
industry, and such other books and records as may be necessary to
show the work performed under this Agreement, including the
amount and value of all Petroleum produced and saved hereunder.

CONTRACTOR and Joint Venture Company shall keep their books
of account and accounting records in United States Dollars.

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

The aforesaid books of account and other books and records
referred to above shall be available at all reasonable times for

inspection by duly authonzed representatives of the
GOVERNMENT.
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(c)

(a)

(b)

(c)

CONTRACTOR shall submit to EGAS a Profit and Loss Statement
of its Tax Year not later than four (4) months after the
commencement of the following Tax Year to show its net profit or

loss from the Petroleum operations under this Agreement for such
Tax Year. |

CONTRACTOR shall at the same time submit a year-end Balance
Sheet for the same Tax Year to EGAS. The Balance Sheet and
financial statements shall be certified by an Egyptian certified
accounting firm.
ARTICLE X1V
RECORDS, REPORTS AND INSPECTION

CONTRACTOR and/or Joint Venture Company shall prepare and,
at all times while this Agreement is in force, maintain accurate and
current records of its operations in the Area. CONTRACTOR and/or
Joint Venture Company shall fumish the GOVERNMENT or 1ts
representative, in conformity with applicable regulations or as the
GOVERNMENT or its representative may reasonably require
information and data concering its operations under this
Agreement. Joint Venture Company will perform the functions

indicated in this Article XIV in accordance with its role as specified
in Article VL

CONTRACTOR and/or Joint Venture Company shall save and
keep a representative portion of each sample of cores and cutlings
taken from drilling wells, to be disposed of, or forwarded to the
GOVERNMENT or its representative in the manner directed by the
GOVERNMENT. All samples acquired by CONTRACTOR and/or
Joint Venture Company for their own purposes shall be considered

available for inspection at any reasonable time by the
GOVERNMENT or its representatives.

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

the GOVERNMENT.
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(d) Originals of records can only be exported with the permission of
EGAS; 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 avalable, 1s
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 EGAS.

(e) During the pertod CONTRACTOR is conducting the Exploration
operations, EGAS’ duly authorized representatives or employees
shall have the nght to full and complete access to the Area at all
reasonable times with the right to observe the operations being
conducted and to inspect all assets, records and data kept by
CONTRACTOR. EGAS' representative, in exercising its rights
under the preceding sentence of this paragraph (¢), shall not interfere
with CONTRACTOR's operations.

CONTRACTOR shall provide EGAS 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 possesston.

During the pennod CONTRACTOR is conducting the exploration
operations, CONTRACTOR should furnish EGAS with monthly
quarterly , semi-annual and annual technical reports or as per EGAS

request.

For the purpose of obtaining new offers, the GOVERNMENT and/or
EGAS may at the end of any Exploration period as it may be
extended according to provisions of Article V above or the date of
termination of this Agreement, whichever is earlier, show any other
party un-interpreted basic geophysical and geological data with
respect to solely the Areca which CONTRACTOR has relinquished.
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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 indemnify the GOVERNMENT and/or EGAS
against all damages for which they may be held liable on account of any
such operations.

However any damage resuiting from issuing any order, regulation or
direction of the Government of the Arab Republic of Egypt whether in
the form of a law or otherwise, EGAS and/or CONTRACTOR shall be
exempted from the responsibility of non performance or delay of any
obligation hereunder, in consequence of i1ssuing these orders, regulations
or directions in the limitation of imposing these orders, regulations or
directions. CONTRACTOR shall be granted the necessary period to
restore the damage done of the non performance or delay by adding a
penod to the period of the Agreement, with respect to the block or blocks
affected by these orders, regulations or directions.
ARTICLE XV1
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 EGAS, CONTRACTOR and Joint Venture 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 machinery and instruments of CONTRACTOR or
Joint Venture 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 Joint Venture Company so that none of
the activities shall endanger or hinder the safety or efficiency of the
operations. CONTRACTOR or Joint Venture Company shall offer such
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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 furmished housing while they are in the field
for the purpose of facilitating the objectives of this Article. Without
prejudice to Article 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 XVIIL
EMPLOYMENT RIGHTS AND TRAINING OF
ARAB REPUBLIC OF EGYPT PERSONNEL

(a) It is the desire of EGAS and CONTRACTOR that operations
hereunder be conducted in a business-itke and efficient manner.

(1) The expatriate administrative, professional and technical
personnel employed by CONTRACTOR or Joint Venture
Company and the personnel 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 A.R.E., shall be applicable to ail
alien employees of CONTRACTOR working in the A.R.E.

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

(b) CONTRACTOR and Joint Venture Company shall each select iis
employees and determine the number thereof, to be used for
operations hereunder.



