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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
RWE Dea Nile GmbH
IN
NORTH EL. AMRIYA AREA
MEDITERRANEAN SEA

A.R.E.

This Agreement made and entered on this --—--——- day of ------—--—- 2006,
by and between the ARAB REPUBLIC OF EGYPT {(hereinsfter referred
to varously as the "ARE" or as the "GOYERNMENT"), the
"EGYPTIAN NATURAL GAS HOLDING COMPANY, a legal entity
‘created by the Prime Minister Decree No. 1009 of 2001, as amended, and
according to Law No. 203 of 1991, as amended (hereinafier referred to as
"EGAS™) and RWE Dea Nile GmbH a himited lability company
organized and existing under the laws of the Federal Republic of
Germany (hereinafter referred to as "RWE" or "CONTRACTQOR").
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WITNESSETH
WHEREAS, all minerals, including petroleum, existing in mines and
quarries in the A R.E., including its territorial waters, and in the seabed
subject to its jurisdiction and extcndmg beyond its territorial watcrs,
the property of the State: and B

WHEREAS, EGAS has applied to the GOVERNMENT for an exclusive
concession for the Exploration and exploitation of Petroleum in and

throughout the area referred to in Article I1, 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 RWE Dez Nile GmbH, agrees to undertake its obligations
provided hereinafter as CONTRACTOR with respect to the Exploration,
Development and production of Petroleum in North EIl Amriya Area,

Mediterranean Sea; and
WHEREAS, the GOVERNMENT hereby desires to grant such
concession pursuant to this Agreement; and

WHEREAS, the Minister of Petroleum, pursuant to the provisions of
Law No. 86 of 1956, may enter into a concession agreement with EGAS,

and with RWE Dea Nile GmbH as a CONTRACTOR in the said Area.
NOW, THEREFORE, the parties hereto agree as follows:
ARTICLE ]
DEFINITIONS

(@) "AfMliated Company'' means a company:

(i) of which the share capital, conferring a majority of votes at
stockholders' meetings of such company, 1s owned directly or
indirectly by a party hereto; or

(ii) which is the owner direcly or indirectly of share capital
confernng a majonity of votes at stockholders' meetings of a
party hereto; or
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(e)

(f)
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(iti) of which the share capital conferring a majority of votes at
stockholders’ me#tings ¢f such cempany and thé sHare caprtal
conferring a majority of votes 2t stockholders” meetings'of a
party hereto are owned directly or mdirectly by the same
company. | |

“Agreement” means this Concession Agreement and its Annexes.
"A.RE." means the Arab Republic of Egypt.

A "Barrel" shall consist of forty-two (42) United States gallons,
liguid measure, corrected to 8 femperature of sixty degrees Fahrenheit
{60°F) at atmospheric pressure of 14.696 PSIA.

;'BTU" (British Thermal Unit) means the amount of energy required
to raise the temperature of one (1) pound of pure water of one (1)
degree Fahrenheit from sixty degrees Fahrenheit (60°F) to
sixty-one degrees Fahrenheit {(61°F) at a constant pressure of
14.696 PSIA. |

“Calendar Year” means 2 period of twelve (12) months from
15 January to 31% December according to the Gregorian calendar.

"Commercial Gas Well” means the first well on any geological
feature which, after testing for a period of not more than thirty (30)
consecuiive days, where practical, but in any event in accordance
with sound and accepted inclustry production practices and verified
by EGAS, is found to be capable of producing at the average rate of
not less than fifteen milhon (15,000,000 Standard Cubic Feet of
Gas per day (SCFD). The date of discovery of a Commercial Gas
Well is the date on which such well is tested and completed
according to the above.
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(h) "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
by EGAS, is found to be capable of producing at the average rate of
not less than three thousand (3,000) Barrels of Oil per day (BOPD).
The date of discovery of a Commercial Oil Well is the date on
which such well is tested and completed acconding to the above.

(i) "Commercial Production’ means Petroleum produced and saved for
regular shipment or delivery, as may be applicable for Oil or Gas .

() "Commercial Production Commencement'' means the date on which
the first regular shipment of Crude On] or the first regular delivenes
of Gas are made.

(k) "CONTRACTOR" could be one or more companies {(each company

‘to be individually referred to as a "CONTRACTOR MEMBER").

Unless modified in accordance with Article XXI herein,

| CONTRACTOR under this Agreement shall mean RWE.

() "Development" includes, without limitation, all the operations and
activities pursuant o approved Work Programs and Budgets under
this Agreement with respect to:

(1) dnlling, plugging, deepening, side tracking, re-dnlling, completion
and equipping of development wells, and the change of a well
status; and

(ii) 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, trcatment, handling, storage,
transportation and delivery of Petroleum, re-pressuring,
recycling and other secondary recovery projects; and

(i) trangportation, storage and any  other work or activities
necessary or ancillary to the activities specified in (i) and (ii)
above.
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(m) "Development Block' means an area the comer points of which
have to - be coincident with one (1) minute by one (1) minute
latitude and loﬁgitude -divisions according to the International
Coordinates Grid System, where possible, or with the existing
boundaries of the Area covered by this Agreement as set out 1n
Annex "A".

(n) "Development Lease(s)’' means the area that covers one or more
'Dcvclbpm'cnt Block(s) covering the geological structure capable of
prodUcfibn‘, the corner points .ouf which have to be coincident with
‘]agitude apd longitude ‘divisions according to the International
Coordinates Grid System, where possible; or with the existing
bounda'n'_cs. _t)f the Area covcréd'by this Agreement as set out in

Annex "A".

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

{p) “"EGPC" means the Egyptian General Petroleum Corporation, a legal
entity created by Law No. 167 of 1958, as amended.

(q) ""Exploration” includes such geological, geophysical, aerial and other
'shr-Veys- as may be contained in the.approved Exploration Work
.ngrafns'énd 'BUdge'ts, and the dﬁlliﬁg 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 puréhasc or acquisition of such supplies, materials,
services and équipment therefore, all as may be contained in the
approved Work Programs and Budgets, The verb "explore” means

the act of conducting Exploration.
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{r1 "Exploration Block" means am area the corner points of which are
coincident with three (3) minutes by three (3) minutes latitude and
jongitude divisions accmdmg to the Inaanmnmai Coordinates Grid
System, where possnblc or with the existing boundaries of the Area
covered by this Agreement as set out in Annex "A”,

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

1) *Gas™ means natural gas both associated and pon-associated, and all
of its constituent clements produced from any well in the Area
{other than Liquid Crude Oil) and gll non-hydrocarbon substances
therein. Said térm shall include residual gas, that gas remaining
after removal of LPG. |

{(u) "'Gas Sales Agreement” means 8 written agreement entered into
pursuant to Article VII(e) between EGAS and CONTRACTOR (as
sellersy and EGAS and/or a third patty (as buyers), which containg
the terms and conditions for Gas sales from a Development Lease.

{v} *Joini Venfure Company™ is a company to be formed in accondance
with Article V1 and Annex "D" of this Agreement.

(w} "Liquid Crode O or “Crude OlI"* or "Ol" means any hydrocarbon
produced from the Area which is in a liquid state at the wellhead or
lease separators or which is exiracted from the Gas or casing head
gas in a plant. Such liquid state shall exist at sixty degroes
Fahrenheit (60°F) and atmospheric pressure of 14.696 PSIA. Such
term includes distiliate and condensate.
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(x) "LNG" méans liquefied natural gas.

(y) "LPG" means liquefied petroleum gas, which is a mixture pnnclpally

of butane and propane liquefi cd by pressure and temperature

Operat‘or" means CONTRACTOR (if it is one company) or one of
the CONTRACTOR MEMBERS (if they are more than one
company), as the case may be, appointed by them to be the entity to

which, from which and in whose name all netifications related to or

in connection with this Agreement shall be made. CONTRACTOR
shall notify the name of the Operator to EGAS.

{aa) "Peimleum" means Liquid Crude Qil of various densities,
asphalt, Gas, casing head gas and all other hydrocarbon
substances that may be found in, and produced, or otherwise
obtained and saved from the Area under this Agreement, and

all substances that may be extracted therefrom.

(bb) "Standard Cubic Foot (SCF)'' 1s the amoﬁnt of gas
necessary to fill one (1) cubic foot of space at atmospheric
pressure of 14.696 PSIA at a base temperature of sixty
degrees Fahrenheit {(60°F).

{cc) "Tax Year" means the period of twelve (12) months

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

(dd) "Year" means a period of twelve (12) months according to

the Gregonan calendar.
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ARTICLE I
ANNEXES TO THE AGREEMENT

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

Annex "B" is a provisional illustrative map on the scale of
approximately (1: 700,000) indicating the Area covered and affected by
this Agreement and described in Annex "A".

Annex "C" is the form of a Letter of Guarantee to be submitted by
CONTRACTOR to EGAS one (1) day before the time of signature by the
Minister of Petroleum of this Agreement, to guarantee the execution of
CONTRACTOR's minimum Exploration obligations hereunder for the
initial three (3) year Exploration period by paying and / or transferring a
quantity of Petroleum sufficient in value to cover the shortfall between
the sum of nine million U.S. Dollars ($9,000,000) and the amount of
money spert by CONTRACTOR and approved by EGAS during such
Exploration penod. In case CONTRACTOR extends the initial
Exploration period for one (1) or two (2) additional periods, each of three
(3) years respectively, cach in accordance with Article I (b) of this
Agreement, a similar Letter(s) of Guarantee shall be issued and be
submitted by CONTRACTOR on the day the CONTRACTOR exercises
its option to extend. The first such Letter of Guarantee related to the first
extension Exploration period shall be to guarantee the payment and / or
transferring a quantity of Petroleum sufficient in value to cover the
shortfall between the sum of eight million U.S. Dollars ($8,000,000) and
the amount of money spent by CONTRACTOR and approved by EGAS
during such Exploration period, and the second such Letter of Guarantee
related to the second extension Exploration period shall be to guarantee
the payment and / or transferring a quantity of Petrojeum. sufficient in
vaiue to cover the shortfall between the sum of eight million U.S. Dollars
($8,000,000) and the amount of money spent by CONTRACTOR and
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approved by EGAS during such Exploration period, less in both
INStances any excess expenditures, incurred in the preceding Exploration
period permtted for carry forv;'ard in abcordauoe with Article IV (b} third
paragraph of this Agreement, and ﬁppfoﬁed by EGAS in“a(‘x_:ordénce with
this Agreement. Each of the thfce (3) Letters of Guarantee shall remain
effective for six- (6) months after the end of the relevant Exploration
period for which it has been issued, except as it may 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 GOVERNMENT. 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 Development 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.

If Gas is disposed of for export, the point of delivery shall be agreed
by EGAS and CONTRACTOR.

Ann8xes "A"’ "B", "CN, llDl!’ "Elf and ‘llFil to this Agreement are
hereby made part hereof, and they shall be considered as having equal

force and effect with the provisions of this Agreement.
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| ARTICLE I
GRANT OF RIGHTS ANDTERM . _ -

The GOVERNMENT hereby grants EGAS dnd CONTRACTOR,
subject to the terms, covenants and ¢onditions set cut in this Agreement,
which insofar as they msy be contrary to or inconsistent with any
provisions of Law No. 606 of 1953, as amended, shail have the force of
law, an exclusive concesston in and to the Area described in Annexes
" An ﬂnd "B"-

(a) The GOVERNMENT shail own and be entitled to, as hereinafter
provided, to a royalty in cash or in kind of ten percent (10%) of the
total quantity of Petroleum produced and saved from the Area
during the Development periodd (including its extension, if any).
Said royalty shall be bomne and paid by EGAS and shall not be the
obligation of CONTRACTOR. The payment of royaities by EGAS
shall not be deemed to result in an income attributable to the
CONTRACTOR.

(b) An initial Exploration period of three {3) years shall start from the
. Effective Date. Two (2) successive extensions to -the initial
Exploration period, each of three (3) years respectively, shall be
granted to CONTRACTOR at its option, upon written notice given
to EGAS not less than thirty {30) days prior to the end of the then
current Exploration period, as may be extended pursuant to the
provisions of Article V(a), and subject only to CONTRACTOR
having fuifilled its obligations hereunder for that periexl. This
Agreement shall be terminated if neither a2 Commercial Qil
Discovery nor 4 Commercial Gas Discovery is established by the
end of the ninth (9%) year of the Exploration period, as may be
extended pursuant to Article V(a). The ¢lection by EGAS to
unidertake a sole nsk venture under paragraph {¢) below shall
neither extend the Exploration period nor affect the termination of
this Agreement as to CONTRACTOR.



Vo NLudin A b (O) b TF sl - L Jlin 4] YA

| 1§ )l IS (@)
doly ol o 055G W LAl 5l Gl s lga o Tgolausdl LASSNE (V)
o o e Dy ezl DU r 2 g 5l ptin (V)
o L cagazy Jolkt ol 5L S el Zted 2 OLassT aayy L0#
oLl donali s oo e 3o 0y GU o rlam] po 1S O e Gy
S e 28T 5] (V) Samly oy iy il 5 GBS iz S
N PSRN (PRS0 o NENRAC A | WA I b - |
£ 5 Lk Jpad ] s ) lblian ¥ Les¥l i 3531 o
VIENTRIRVITRR PN, (P PEN P B ANV T OTPPER] JPpeey (9
g sl Rilazll (o 21 Lslasi¥l 5 Zilt Jul,all S
st ol e g Ty 2 25 LWL ade 3 Bl S5V 51 (Y)
Sl o g Sy (G gy i | My (gl SLEGSY
A3 G% e dpdeally pais o L LI
o 45 2y bt GLEZ SV ] JUasly okl oy iy (¥
Ll WY e Lals W b2 3 UoUE daety Gouzany LilazSY!
oo Lagy (F2) 0o oo &yl ol 2 il JLpa ¥ o JUs
Rsb oo Dt 1NY) L 31 o dl) easniidl 201 IS o0
JENFUUUS | PR IR 00 Y W ES B PR S JORE REAR (XS
P SLARST B e 42 (V2D ey el e &bl 5L
2 0dn shazal jlem e uloul ity 151 Y1) iy L)) LA
Sl U1 b o o 5 Cial G210l 00K of e
SlS ) o Ul 4l 5l gl Y Ll (g ol LAV
JES PRI RFF A P JOUWR N I P 90T {0 A R
Sazel oLl s Rgmy o o5 OAS 15 w3y Gl ST sl 2l
i Anazana Ml bl pufg DU (e 26 paine AUl ot
KTE IS WU B YW 7 TV A - SN | P B WONEL | SRR |
3,k ot 0 b ks il Do 5 Cuslt (gylomsl SLAZSN,
. 3l s ole



YN Ddsy A i ) ol T st = e i b

{¢) Commercial Discovery:

(i) A "Commercial Discovery” - whether of Qil or Gas - may consist
of one (1) producing reservoir or a group of producing
reservoirs which is worthy of being developed commercially.
After discovery of a Commercial Oil or Gas Well,

CONTRACTOR shall, unless otherwise .agreed upon with
EGAS, undertake as part of its Exploration program the
appraisal of the discovery by dnilling one {l1) or more appraisal
wells, to determine whether such discovery i1s worthy of being
developed commercially, taking into consideration the
recoverable reserves, production, pipeline and terminal facilities
required, estimated Petroleum prices, and all other relevant
technical and economic factors.

(i1) 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 Gas, unless-
otherwise specified.

(iii) CONTRACTOR shall give notice of a Commercial Discovery to
EGAS 1mmediately after the discovery is considered by
CONTRACTOR to be worthy of commercial development but
in any event, with respect to a Commercial Qil Well, not later
than thirty (30) days following the completion of the second
appraisal well or twelve (12) months following the date of the
discovery of the Commercial O1l Well, whichever is earlier; or
with respect to a Commercial Gas Well, not later than twenty
four (24) months following the date of the discovery of the
Commercial Gas Well (unless EGAS agrees to extend such
period); except that CONTRACTOR shall also have the right to
give such notice of Commercial Discovery with respect to any
reservoir or reservoirs even if the weli(s) thereon are not
commercial within the definition of Commercial Qil or Gas
Well if, in its opinion, a reservoir or a group of reservoirs,
considered collectively, could bc worthy of commercial
development.

CONTRACTOR may aiso give a notice of a Commercial Gil
Discovery in the event it wishes to undertake a Gas recycling

project.
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A notice of Commercial Gas Discovery shall contain all detaiied
paruculars of the discovery, and especially the area containing
recoverable reserves, the estimated production potential and
profile and field life, Gas analysis, the required pipeline and
terranal facilities, estimated Petroleum prices, and all other
relevant technical and economic factors (unless otherwise
agreed upon by EGAS).

Within sixty (60) days from receipt of 2 notice of a Commercial
Oil or Osas Discovery, EGAS and CONTRACTOR shail start
meeting and reviewing together all appropriate datz with a view
to mutually agree 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 a Commercial Discovery does exist.
(v)If Crude Qil or Gas s discovered but is not deemed by

CONTRACTOR to be a Commercial Oil or Gas Discovery
ander the above provisions of this paragraph (¢), BGAS 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 Oil
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 written notice to CONTRACTOR, at
its sole cost, risk and expense, to develop, produce and dispose
of all Crude Oil or Gas from the geological feature on which the
well has been drilled. Said notice shall state the specific ares
covering said geological feature to be developed, the welis to be
drilled, the production facilities to be instaled and EGAS'
estimated cost thereof. Within thirty (30) days after receipt of
said notice CONTRACTOR may, in writing, elect to develop
such arex as hereunder provided for in the ease-of Commercial
Discovery. In such event all tams of this Agreemt shall
continue to apply to the specified area.
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if CONTRACTOR elects not to develop such area, the specific
arca covering said geological feature shall be set aside for sole
risk operatio.ns by EGAS, such area to be mutually agreed upon
by EGAS and CONTRACTOR on the basis of good petroleum
industry practice. EGAS shall be entitled to perform or, in the
event the Joint Venture Company has come into existence, to
have the Joint Venture Company perform such operations for
the account of EGAS and at EGAS' sole cost, risk and expense.
When EGAS has recovered from the Petroleum produced from
such specific area a quantity of Peirocleum equal in value to three
hundred percent (300%) of the cost it has incurred in carrying
out the sole risk operations, CONTRACTOR shali have the
option, only in the event that there has been a separate
Commercial Oil 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 shall not be
recovered by CONTRACTOR. Immediately following such
payment, the specific area shall either (i) revert to the status of
an ordinary Development Lease under this Agrcement and
thereafter shall be operated in accordance with the terms hereof’;
or (ii) alternatively, in the event that at such time EGAS or its
Affiliated Company 1s conducting Development operations in
the area at its sole expense and EGAS elects to continue operating,
the area shall remain set aside and CONTRACTOR shall only
be entitled to tts production sharing percentages of the Crude
Ot or Gas as specified in Article VII(b). The sole risk Petroleum
shall be valued in the manner provided for in Article VII(c).
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In the event of any termination of this Agreement under the
provisions of Article Ill(b), this Agreement shali, however,
continue to apply to EGAS' aperation of any sole risk venture
hereunder, although this Agreement shall have been terminated
with respect to CONTRACTOR pursuant to the prbvisioﬁs of
Article III(b).

(d) Conversion to a Development Lease:

(i) Following a Commercial Discovery of Oil or Gas, 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 Petroleum. Such area shall then be converted
automatically into a Development Lease without the issue of
any additional legal instrument or permission.

(ii) 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 shall endeavor

- with diligence to find adequate markets capable of absorbing
the production of Gas. With respect to the Jocal market EGAS
shall advise CONTRACTOR if EGAS requires such Gas for the
local market, and the expected annual schedule of demand for
such Gas. Thereafter, EGAS and CONTRACTOR shall meet
with a view to assessing whether the outiets 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.
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(i) 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 Oil Discovery plus
the Extension Period (as defined below); provided that, if
after the conversion of a Commercial O1l Discovery into a
Development Lease, Gas is discovered in the same
Development Lease and is used or is capable of being used
locally or for export hereunder, the penod of the
Development Lease shall be extended only with respect to
such Gas, LPG extracted from such Gas and Crude (il in
the form of condensate produced with such Gas for twenty
(20) years from the date of first delivenies of quantities of
Gas locally or for export plus the Extension Period (as
defined below); provided that the duration of such
Development Lease based on a Commercial Oil Discovery
shall not be extended beyond thirty-five (35) years from the
date of such Commercial Oil Discovery.

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

(bb) In respect of a Commercial Gas Discovery, twenty (20)
years from the date of first delivenes of Gas locally or for
export plus the Extension Period (as defined below);
provided that, if after 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 O1] shall revert entirely to EGAS upon the
expiry of twenty (20) years from the date of such Crude Ol
Commercial Discovery plus the Extension Pertod (as
defined below).
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Notwithstanding, anything to the contvary under this
Agreement, the duration of a Development Lease based on
a Commercial Gas Discovery shall in no case exceed
thitty-five (35) vears from the date of such Commercial
Gas Discovery.

CONTRACTOR shall immediately notify EGAS of any
Crude Qil discovery but shall not be required 1o apply for a
new Development Lease in respeet of such Crude Oil.

(cc) The notification to BEGAS of the discovery of Gas i a

Development Lease based on Commercial Oil Discovery,
or vice versa: should include all technical information

mentioned in Article IH{c)) and (511} above,

{dd) The ™ Extension Period” shalli mean & period of five (5)

years which may be elected by CONTRACTOR upon six
{6) months prior written reguest sent by CONTRACTOR
to EGAS prior to the expiry of the relevant twenty {20}
year period supplemented by technical studies, inciuding
the evaluation of production period, the expected levels of
production during the Extension Period, CONTRACTOR's
cbligations and relevant economic constderations. The
Extension Period is subject to the approval of the Minister
of Petroleumn.

{e} Development operations shall, upon the isstance of a Development

[.ease granted following a Commercial Oil Discovery, be started
promptiv by the Joint Venture Company and conducted in
accordance with good petroleum fields' practices and accepted
petroleum engineenng prninciples, until the field 15 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.
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In the event no Commercial Production of Oil in regular shipments
18 established from any Development Block in any Development
Lease within four (4) vears from the date of Commercial Qil
Discovery, such Development Block shall immediately be
relinquished, unless it is sharing in production with another
Commercial Oil or Gas Discovery in the same Development Lease.

Upon the issuance of a Development Lease granted following a
Commercial Gas Discovery, development operations in respect of
Gas and Crude Qil in the form of condensate or LPG to be
produced with or extracted from such Gas shall, upon the signature
of a Gas Sales Agreement or commencement of a scheme to
dispose of the Gas, whether for export as referred to in Article VII
or otherwise, be started promptly by the Joint Venture Company
and be conducted in accordance with good gas field practices and
accepted petroleum engineering principles and the provisions of
such agreement or scheme.

In the event no Commercial Production of Gas is established in
accordance with such Gas Sales Agreement or scheme, the
Development Lease relating to such Gas shall be relinquished,
uniess otherwise agreed upon by EGAS.

In the event no Commercial Production of Gas in regular deliveries
15 established from any Development Block in any Development
Lease within four (4) Years from the date of the first Gas deliveries
either locally or for export, such Development Block shail
immediately be relinquished, unless it is sharing or will be sharing
in production with another Commercial Qil or Gas Discovery 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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If, upon application by CONTRACTOR, it is recognized by EGAS
that Crude Oil or Gas is being drained from an Exploration Block
under this Agreement into a Development Block on an adjoining
concession area held by the same CONTRACTOR or another
contractor such Exploration Block being drained shall be
considered as participating in the Commercial Production of the
development block in question and the Exploration Block being
drained shall be converted into a Devetopment Lease with the
ensuing allocation of costs and production (calculated from the
Effective Date or the date such drainage occurs, whichever 1s later)
between the two cancession areas. The allocation of such costs and
production under each concession agreement shafl 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.

In case of failure by the CONTRACTOR or contractor(s) in each
concession area to agree on the allocation of costs and /or
production for such separate Development Leases under each
concession area, shall be resolved by expert determination, the
expert to be agreed upon by the two concemed CONTRACTOR
and contractor(s). EGAS shall have the right to interfere and induce
the CONTRACTOR and contractor(s) in each concession area to
fully cooperate and resolve the drainage matter in expedient manner
as per the expert decision, such that neither contractor shatl be
unjustifiably enriched. The cost of the expert shall in no event be
recovered in both concessions.
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(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 om
investment. CONTRACTOR shall look only to the Petroleum to
which it is entitled under this Agreement to recover such costs and
expenses. Such costs and expenses shall be recoverable as provided
in Article VIL During the term of this Agreement, the total
production achieved in the conduct of such operations shall be
divided between EGAS and CONTRACTOR in accordance with
the provisions of Article VII.

(2) (1) Unless otherwise provided, CONTRACTOR shall be subject to
Egyptian income tax laws in A.R.E. and shall comply with the
requirements of such laws with respect to the filing of returns,
the assessment of tax, and keeping and showing of books and

records.

(2) CONTRACTOR shall be Liable to prepare the mcome tax return
statement. Such statement shall also include the non
recoverable costs, which shall be subject to audit only by the
tax authority. CONTRACTOR shall submit the tax return
statement to EGAS at least twenty five (25) days prior to the
due date of submitting thereof to the tax authority. EGAS shail
have the right to review the tax return statement in order to
approve the tax calculation therein. EGAS shall provide
comments on such tax return statement within fifteen (15) days
of the date of receiving the tax return statement from
CONTRACTOR. In any case CONTRACTOR shall be
responsible for submitting the tax return statement to the tax

authority within the legal due date.
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(3) CONTRACTOR's annual income for Egyptian income tax
purposes under this Agreement shall be an amount caiculated

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 :
(i) The costs and expenses of CONTRACTOR; and

(i1) The value as_determined according to Article VII(c), of
EGAS’ share of the Excess Cost Recovery Petroleum (as
defined bélow) to be paid to EGAS in cash or in kind, if any;

plus :

An amount equal to CONTRACTOR's Egyptian income taxes

grossed-up in the manner shown in Articie V1 of Annex "E".

For purposes of above tax deductions in any Tax Year, Article
VII(a) shall apply only in respect of classification of costs and
expenses and rates of amiortization, without regard to the
percentage limitation referred to in the first paragraph of
Article VII(a)(1). All costs and expenses of CONTRACT OR
in conducting the operations under this Agreenicnt which are
not controlled by Article VII(a) as above qualified shall be
deductible in accordance with the prm?isions of the Egyptian

Income Thx Law.
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4} EGAS shail assume, pay and discharge, in the name and on

(5)

(6)

(7)

behalf of CONTRACTOR, CONTRACTOR's Egyptian
income tax out of EGAS’ share of the Petroleum produced and
saved and not used in operations under Article VIL All taxes
paid by EGAS in the name and on behalf of CONTRACTOR
shall be considered as income to CONTRACTOR.

EGAS shall fumish to CONTRACTOR the proper official
receipts evidencing the payment of CONTRACTOR's Egyptian
income tax for each Tax Year within ninety (90) days
following the receipt by EGAS of CONTRACTOR's income
tax retum statement for the preceding Tax Year. Such receipts
shall be issued by the proper tax authorities and shall state the

amount and other particulars that are customary for such

receIpts.

As used herein, Egyptian Income Tax shall be inclusive of all
income taxes payable in the ALR.E. {including {ax on tax} such
as the tax on income from movable capital and the tax on
profits from commewce and industry and mclusive of taxes
based on 1ncome or profits, mcluding all dividends,
withholding with resﬁect 10 sharcholders and other laxes
imposed by the GOVERNMENT of A.R.E. on the distnbution
of mcome or profits by CONTRACTOR.

In calculating its A_R.E. income taxes, EGAS shall be entitled
o deduct all royalties paid by EGAS to the GOYERNMENT
and CONTRACTOR's Egyptian income taxes paid by EGAS
on CONTRACTOR's behalf.
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ARTICLE IV

WORK PROGRAM AND EXPENDITURES DURING
EXPLORATION PERIOD

(a) CONTRACTOR shall commence Exploration operations
hereunder not later than six (6) months from the Effective
Date. Not later than the end of the eighteenth (I8%) month
from the Effective Date, CONTRACTOR shail stant
Exploration drilling operations in the Area with a commitment
of drilling two (2} explorstory wells dunng the initial
Exploration period. 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.

{b) The initial Exploration perioxd shall be of three (3) years,
- CONTRACTOR may exiend this Exploration period for one
{}} or two (2} successive extension periods of three (3) years
for the first extension and three (3) years for the secomd
extension, in accordance with Article I (b), each of which
upon at ieast thirty (30) days prior written notice to EGAS,
subject to CONTRACTOR's fulfiliment of its minimum
Exploration obligations hereunder for the then current
Exploration penod.
CONTRACTOR shall spend a minimum of nine million U.S.
Dollars ($9,000,000) on Exploration operations and activities
refated thereto, duning the initial three (3) year Exploration
period; provided that CONTRACTOR shall drill two (2)
exploratory wells dunng the initial three (3) Year Exploration
period. For the first three (3) year extension period that
CONTRACTOR elects to exterxd beyond the initial Exploration
perickl, CONTRACTOR shall spend a mimmum of eight
million U.S. Dellars (38,000,000), provided that CONTRACTOR
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shall dnll one (1) exploratory well. For the second three (3}
yvear exiension period that CONTRACTOR elects to extend
beyond the three (3) year furst extension period, CONTRACTOR
shall also spend a minimum of eight million U.S. Dollars
{$8,000,000), provided that CONTRACTOR shall drill one (1)
expioratory well,

Should CONTRACUTOR spend more than the minimum
amount required to be expended or drill more wells than the
mintmum reguired to be dniled during the inittial three (3} vear
Exploration period, or dunng any Explorabion penod thereafter,
the excess may be sobiracted from the minimum amount of
money required 1o be expended by CONTRACTOR or minimum
number of wells required to be drilled by CONTRACTOR
during any succeeding Exploration period(s), as the case may
be.

In case CONTRACTOR surrenders its Exploration rights under
this Agreement as set forth above before or at the end of the
third (3"9) vear of the initial Exploration period, having
expended less than the total sum of nine million U.S, Dollars
(3 9,000,000) on Exploration operations, or in the event that at
the end of the third (3™} year of the initial Exploration period,
CONTRACTOR has expended less than said sum in the Area,
an amount equal to the difference between the said nine million
U.S. Dollars (39,000,000} and the amount actually spent on
Exploration and approved by EGAS according to the
provisions of this Agreement shall be paid by CONTRACTOR
io EGAS at the time of surrendering or within six {6) months
from the end of the third (3") year of the initial Exploration
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period, as the case may be. Any expenditure deficiency by
CONTRACTOR at the end of any additional Exploration
period for the reasons stated above shall similarty result in a
payment by CONTRACTOR to EGAS of such deficiency.
Provided that this Agreement s still in force as to
CONTRACTOR, CONTRACTOR shall be entitled 1o recover
any such payments as Exploration expenditure in the manner
provided for under Asticle VI in the event of Commercial
Production,

Without prejudice to Article HI(b), in case no Commercial Oil
Discovery is established or no netice of Commercial Gas
Discovery is given by the end of the ninth (9") year, as may be
exiended pursuant to Article V{a), or in case CONTRACTOR
surrenders the Area under this Agreement prior t0 such time,
EGAS shall not bear any of the aforesaid expenses spent by
CONTRACTOR.

At least four (4) months prior to the beginning of each
Financial Year or at such other times as may mutually be
agreed to by EGAS and CONTRACTOR, CONTRACTOR shall
prepare an Exploration Work Program and Budget for the Area
setting forth the Exploration operations which CONTRACTOR
proposes to carry out during the ensuing Year. |

The Exploration Work Program and Budget shail be reviewed
by a joint commiliee to be established by BEGAS and
CONTRACTOR after the Effective Date of this Agreement.
This committee, hereinafter referred to zs the "Exploration
Advisory Committee”, shall consist of six {6} members, three
(3} of whom shall be appointed by EGAS and three (3} by
CONTRACTOR. The Chairman of the Exploration Advisory
Committee shatl be designated by EGAS amonyg the members
appointed by it. The Exploration Advisory Committee shall
review and give such advice as it deems appropriate with
respect to the proposed Exploration Work Program and
Budget. Following review by the Exploration Advisory
Committee, CONTRACTOR shall make such revisions and
submit the Exploration Work Program and Budget to EGAS
for its approval.
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Following such approval, it is further agreed that:

() CONTRACTOR shall neither substantially revise or
modify said Exploration Work Program and Budgel nor
reduce the approved budgeted expenditure without the
approval of EGAS;

(i1} In the event of emergencies involving danger of loss of
lives or property or damage to the enviromment,
CONTRACTOR may expend such additional unbudgeted
amounts as may be required to alleviate such danger or
damage. Such expenditure shall be considered in all
aspects as Exploration expenditure and recovered pursusnt
to the provisions of Article VI hereof.

(dy CONTRACTOR shali 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.

{£) CONTRACTOR shali 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 petroleum industry practices,

Al geological and geophysical studies as well as any other
studies related to the performance of this Agreament shail
be made in the ARE., except as is appropriate for the
specialized geophysical, geologic, cngineeﬁng, and developrnent
studies thereon, that muy be made in specialized centers
outside the A R.E., subject to EGAS approval,
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CONTRACTOR shall entrust the  management of
Exploration operations in the A.R.E. to its technically
competent General Manager and Deputy General Manager.
The names of such General 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 lawful wrtten directions given to
them by the GOVERNMENT or its representative under the
terms of this Agreement. All lawful regulations issued or
hereafter to be 1ssued which are applicable hereunder and
not in conflict with this Agreement shall apply to
CONTRACTOR.

() CONTRACTOR shall supply EGAS, within thirty (30) days

from the end of each calendar quarter, with a Statement of
Exploration Activity relating to Exploration which has been
conducted in any portion of the Area not converted into a
Development Lease, showing costs incurred by
CONTRACTOR during such quarter. CONTRACTOR's
records and necessary supporting documents shall be
available for inspeciion by EGAS at any time dunng regular
working hours for three (3) months from the date of
receiving each Statement of Exploration Activity.

Within the three (3) months from the date of receiving each
Statement of Exploration Activity, EGAS shall advise
CONTRACTOR in writing if it considers: |
{1) that the record of costs is not correct; or

(2) that the costs of goods or services supplied are not in line
with the intermational market prices for goods or
services of similar quality supplied on similar terms
prevailing at the ttme such goods or services were
supplied; provided however, that purchases made and
services performed within the A.R.E. shall be subject to
Article XXVT; or
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{3) that the condition of the materials furnished by
CONTRACTOR does not  tally with their prices; or

(4) that the casts incurred are not masomb!y required for

operations.
CONTRACTOR shall confer with EGAS in connection with

the problem thus presented, and the parties shall attempt to
reach a mutualiy satisfactory settiement,

Any reimbursement due 10 EGAS out of the Cost Recovery
Petroleum as a result of reaching agreement or as a result of
an arbitral award, shall be promptly made in cash to EGAS,
plus simple interest at LIBOR plus two and half percent
(2.5%) per annum from the date on which the disputed
amount(s) would have been paid to EGAS according to
Article VH(a)(2) and Annex "E" of this Agreement (i.e., the
date of rendition of the relevant Cost Recovery Statement)
{0 the date of payment. The LIBOR rate applicable shail be
the average of the figure(s} published by The Financial
Times of London representing the mid-point of the rates
(bid and ask) applicable to one (1} month U.S. Dollars
deposits 1 the London Interbank Eurocurrency Market on
each fifteenth {15") day of each month occurring between
the date on which the disputed amount(s) would have been
paid to EGAS and the date on which 1t is settled.

If the LIBOR rate is available on any fifteenth (15™) day but
1s not published in the Financial Times in respect of such
day for any reason, the LIBOR rate chosen shail be that
offered by Citibank N.A. to other leading banks in the
L.ondon Inter bank Eurocurrency Market for one (1) month
U1.S. Dallar deposits.
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If such fifteenth (15%") day is not a day on which LIBOR
rates are quoted in the London Interbank Eurocurrency
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
amount necessary for its operations in the A.RR.E. from
EGAS or EGPC or from any bank authorized by the
GOVERNMENT to conduct foreign currency exchange.
Priority shall be given by CONTRACTOR to purchase the
Egyptian currency from EGAS or EGPC, at the discretion of
EGAS al the same applicable rate and date as such currency
may be purchased from the National Bank of Egypt.

(h) EGAS and EGPC are authorized to advance to CONTRACTOR

the Egyptian currency required for the operations under this
Agreement against receiving from CONTRACTOR an
equivalent amount of U.S. Dollars at the official A.R.E. rate
of exchange, such amount in U.S. Dollars shall be deposited
in an EGAS or EGPC account abroad (as the case may be)
with a correspondent bank of the National Bank of Egypt,
Cairo, A.R.E. Withdrawals from said account shall be used
to finance EGAS' or EGPC's (as the case may be) and their
Affihated Companies’ foreign currency requirements, subject
to the approval of the Minister of Petroleum.
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ARTICLE V
MANDATORY AND VOLUNTARY RELINQUISHMENTS

(a) MANDATORY:
At the end of the third (3™) year after the Effective Date hereof,
CONTRACTOR shall relinquish to the GOVERNMENT a total of
twenty five percent (25%) of the original Area on the Effective
Date not then converted into a Development Lease or Leases. 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 into
Development Leases so as to enable the relinquishment requirements
to be precisely fulfitled.
At the end of the sixth (6™) year after the Effective Date hereof,
CONTRACTOR shall relinquish to the GOVERNMENT an
additional twenty five percent (25%) of the original Area on the
Effective Date not then converted into a Development Lease or
Leases. Such relinquishment shall be in a single umt (unless
otherwise agreed upon by EGAS and CONTRACTOR ) of whole
Exploration Blocks or originally existing parts of Exploration
Blocks not converted to Development Leases so as to enable the
relinquishment requirements to be precisely fulfilled.
Without prejudice to Articles 1II and XXIII and the last three
paragraphs of this Article V(a), at the end of the ninth (9%") year of
the Exploration period, CONTRACTOR shall relinquish the
remainder of the Area not then converted into a Development
Lease(s).
It is understood that at the time of any relinquishment the areas to
be converted into a Development Lease(s) and which are submitted
to the Minister of Petroleum for his approval according to Article
[1I{d) shall, subject to such approval, be deemed converted into a
Development Lease(s).
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CONTRACTOR shall not be required to retinquish any Exploration
Block(s) in respect of which a Commercial O1l or Gas Well is
discovered before the peniod of time refeired to in Article II(c)
given to CONTRACTOR to determine whether such well 18 a
Commercial Discovery worthy of Development or t0 relinquish an
Exploration Block in respect of which a notice of Commercial Gas
Discovery has been given to EGAS, subject to EGAS' right to agree
on the existence of a Commercial Discovery pursuant to Article Il
{c), and without prejudice to the requirements of Article Ili(e).

In the event that at the end of the initial Exploration period or either
of its the two {2) successive extensions of the initial Exploration
‘period, a well is actually drilling or testing, CONTRACTOR shall
be allowed hp o six (0) months to enable it to discover a
Commercial il or Gas Well or to establish a Commercial
Discovery, as the case may be. However, any such exiension of up
to six {8) months shali reduce the duration of the next succeeding
Exploration period, as applicable, by that amount.

{d) VOLUNTARY:

CONTRACTOR may, voluntarily, during any penod relinguish all
or any part of the Area in whole Exploration Blocks or parts of
Exploration Blocks; provided that at the ttme of such voluntary
relinquishment its Exploration obligations under Article IV(bj have
been fulfilled for such period.

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

Following Commercial Discovery, EGAS and CONTRACTOR
shall mutually agree upon any area to be relinquished thercafier,
except for the relinquishment provided for above at the end of the
total Exploration period.
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ARTICLE VI
OPERATIONS AFTER COMMERCIAL DISCOVERY

(@) On Commercial Discovery, EGAS and CONTRACI‘ OR may form
in the A.R.E. a company to carry out operations pursuant to Article
VI (b) and Annex "D” (hereinafter referred to as the "Joint Venture
Company”), which company shall be named by mutual agreement
between EGAS and CONTRACTOR provided that such name shall
be subject to the approval of the Minister of Petroleum. Said
company shall be a private sector company. The Joint Venture
Company shall be subject to the laws and regulations in force in the
ARE. to the extent that such laws and regulations are not
mconsistent with the provisions of this Agreement or the Charter of
the Joint Venture Company (the "Charter").

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

- Law No. 48 of 1978, promulgating the law on the employee
regulations of public sector companies;

- 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 concerming public sector
organizations and companies;

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

- Law No. 95 of 1992 promulgating a capital markets law; and

- Provisians of Chapter 2 of Part 6 of Law No. 88 of 2003 ,
- organizing dealings in foreign currencies in accordance with
Central Bank of Egypt and the A.R.E. banking system law.
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The Charter of Joint Venture Company is hereto atiached as Annex
Y. Within thirty (30) days afier the date of Comnwrcial Oil
Discovery or within thirty (30) days after the signature of a Gas
Sales Agreement or the commencement of & scheme to dispose of
Gas {unless otherwise agreed upon by EGAS and CONTRACTOR),
the Charter shall take effect and the Joint Venture Company shall
automatically come into existence without any further procedures,
The Exploration Advisory Committee shall be dissoived upon the
final relinquishment of all portions of the Area not converted into a
Development Lease (s).

Ninety (90) days after the date the 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 a
Development iease for the remainder of the Financial Year in
which the Commercial Discovery has been made. And not later
than four (4} months before the end of the curmrent Financial Year
{or such other date as may be agreed upon by EGAS and
CONTRACTOR) and four (4) months preceding the commencement
of each succeeding Financial Year thereafier (or such other date as
may be agreed upon by EGAS amd CONTRACTOR), the Joint
Venture Company shall prepare an annual production schedule and
Work Program and Budget for further Exploration and
Pevelopment in any portion of the Area convetted into 3
Development Lease for the succeeding Financial Year, The
production schedule, Work Program and Budget shall be subrmitted
to the Joint Venture Company's Board of Directors for approval.
The Exploration Work Program and Budget for further Exploratton
in any portion of the Area not converted into a Development Lease
shiall be implemented, reviewed and approved in accordance with
Article IV.
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Not later than the twentieth (20°) day of each month, the Join
Venture Company shall furmish to CONTRACTOR a written
estimate of its total cash requirements for expenditure for the first
haif and the second half of the succeeding month exprossed in ULS.
Dollars consistent with the approved Work Program and Budget.
Such estimate shall take into consideration any cash expecied o be
inr hand at month end.

Payment for the appropriate period of such month shall be made to
the correspondent bank designated in paragraph {e) below on the
first (1%} day and fifteenth (15" day respectively, or the next
following business day, if such day 1s not a bustness day,

The Joint Venture Company is authorized to keep at #s own

-disposal abroad in an account opened with a correspondent bank of

the National Bank of Egypt, Caito, ARE, the foreign funds
advanced by CONTRACTOR. Withdrawals from said account shalli
be used for the payment for goods and services acquired abroad and
for transferring to a local bank in the A R.E. of the required amount
to meel the expendiiures in Egyptian Pounds for Joint Venture
Company in connection with 18 activities under this Agreement.

Within sixty {60) days after the end of each Financial Year, the
Joint Venture Company shall submit to the appropriate exchange
control authornities in the AR E. a statersent, duly cerlified by 2
recognized firm of audilors, showing the funds credited to tha
account, the disbursements made out of that account and the
outsianding balance at the end of the Fnancial Year.

If and for as long during the period of production operations there
exists an excess capacity in {aciiities which can not dunng the
period of such excess be used by the Joint Venture Company,
EGAS shall have the right to use the excess capacity if it so desires
without any financial o©r operational disadvantage o the
CONTRACTOR or the Joint Venture Company.
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ARTICLE VII
RECOVERY OF COSTS AND EXPENSES AND

PRODUCTION SHARING
(a) COST RECOVERY:
(1) Cost Recovery Petroleum:

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
thirty-five percent (35%) of all Petroleum produced and saved

~ from all Development Leases within the Area hereunder and not
used 1n Petroleum operations. Such Petroleum is hereinafter
referred to as "Cost Recovery Petroleum”,

For the purpose of determining the classification of all costs,
expenscs and expenditures for their recovery, the following terms

shall apply:

i. "Exploration Expenditures” means all costs and expenses for
Exploration and the related portion of indirect expenses and
overheads.

2. "Development Expenditures” means all costs and expenses for

Development (with the exception of Operating Expenses) and
the related portion of indirect expenses and overheads.

3. "Operating Expenses" means all costs, expenses and
expenditures made after the Commercial Production
Commencement, which costs, expenses and expenditures are

not normally depreciable.
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However, Operating Expenses shall include workover, repair
and maintenance of assets, but shall not include any of the
followng: sidetracking, re-drilling and change of 2 well status,
replacement of assets or & pari of an asset, additions,
improvements, renewals or major overhauling that extend the
life of the asset.

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

{1} "Exploration Expenditures”, including those accumulated
prior to the Commercial Production Commencement, shall
be recoverable at the rate of fwenty percent (20%) per
annum starting either in the Tax Year in which such
expenditures are incwrred and paid or the Tax Year in
which the Commercial Production Commencement occurs,
whichever s the later date.

(11) "Development Expenditures”, including those accumuiated
prior to the Commercial Production Commencement, shall
b recoverabie 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 10
which the Commercial Productuon Commencement occurs,
whichever is the later date.

(i) "Operating Expenses”, incurred and paid on or after the
Commercial Production Cﬁmmencamknt, shali be
recoverable either in the Tax Year in which such costs and
expenses are incurred and paid or the Tax Year in which the
Commercial Production Commencement occurs, whichever
is the iater date.
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{iv) To the extent that, im a Tax Year, costs, expenses or
eéxpenditures recoverable per preceding paragraphs (i), (i)
and (in), 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
proportionately (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 gquarter.

{2) Except as provided in Article VIK2)(3) above and Anicle Vii{e)
{1} below, CONTRACTOR shall cach guarter be entitied to take
and own alt Cost Recovery Petroleum, which shall be taken and
disposed of in the manner defermined pursuant to Article ViKe),
To the extent that the value of all Cost Recovery Petroicum [as
determined in Article VII(c)] exceeds the actual recoverable
costs and expenditures, including any carry forward under
Articie VII{a)}{(1){(iv), to be recovered in that gquarter, then the
total value of such Excess Cost Recovery Petroleumn shall be
paid by CONTRACTOR to EGAS either (i) in cash in the
manner set forth in Article IV of the Accounting Procedure
comtained in Annex "E", or (ii} in kind in accordance with
Article VIKai(3).
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(3} Ninsty (90} days prior 0 the commencement of euch Calendar
Year EGAS shall be entitled to elect by notice in writing to
CONTRACUTOR to require -paymént of up to one hundred
percent {100%) of ECGAS share of Dxcess Cost Recovery
Pefroleum in kind, Such payment shall be in Crude Qi 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
Qil actually taken and separately disposed of by CONTRACTOR
from the Arca during the previous guarter, [f EGAS entitlement
to receive payment of its share of Excess Cost Recovery
Petroleum in kind is himited by the foregoing provision, the

balance of such entitlement shall be paid in cash

{b) PRODUCTION SHARING

(1) The remaining sixty-five percent {65%) of the Petroleum shall
be divided between EGAS and the CONTRACTOR according

to the following shares.



Y- ‘?wwﬁﬁutiu}tb ?f:&diumjim}i AY

' Et.:s!t,..!,l ..,m_,.uwt, |
| L Joan 8,00 - pn i
| {7/ YA E
(it Rna Cptd,iwwg |
ulld g p \ C et il 0,
[/ Y&} Lﬁ_’?;}ﬂ'j i
o MMMW—- m"‘"“"""‘[
aakal wcb!d;fmﬂwb |
Pl e TP, J-._Oi;
{/A-) | L—-y}-f |
Cbady aady wchid;iwwj
33?& 8 U-W-‘J—J} ?Q !
{7 A% .u.x‘}:*ﬁi
Cssbady G i oo A5 daS gl T i) ;......m ~;
P Voo, ens u_,.‘;...,ija ]
(X AY)

IR A

: AT S - )
: Rasn U latal! (3

by M{;t;..il bl lﬁuji
fots By} a gt Fg§ ot

G J»-‘.:*




AY ¥ N Ly A g (O) AU VY sl = G Jl S 4

(i) Crude Oil

a) Onshore :
Crude Oil produced and
saved under this Agrecment
and not used in Petroleum
operations. Barrels of Qil
Per Day (BOPD) (quarterly
average).
That portion or increment
less than 5,000 BOPD

That portion or increment
from 5,000 BOPD and less
thans 10,000 BOPD

That portion or increment
from 10,000 BOPD and
less than 25,000 BOPD

That portion or increment
from 25000BOPD and
less than 50,000 BOPD

That portion or increment

from 50,000 BOPD and
less than 100,000 BOPD

That portion or increment
equal or more than 100,000
BOPD

EGAS
SHARE

Seventy - eight
percent
(78%)
Seventy - nine

percent
(79%)

Eighty
percent
(80%)

Eighty - one
percent
(81%)

Eighty - two
percent
(82%)

Eighty - three
percent
(83%)

CONTRACTOR

SHARE

Twenty - two
percent
(22%)
Twenty - one

percent
(21%)

Twenty
percent
(20%)

Nineteen

percent
(19%)

Eighteen
percent
{18%)

Seventeen
percent
(17%)
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b) Offshore ¢

Crude Oi! produced and
saved under this Agreement
and not used in Petroleum
operaiions. Barrels of Ol
Per Day (BOPDXquarterly
average).

That portion or mcrement
less than 5,000 BOPD

That portton ot increment
from 3,000 BOPD and less
than 10,000 BOPD

That portion or increment
from 10,000 BOPD and less

than 25,000 BOPD

That portion or increment
from 25,000 BOPD and less
than 50,000 BOPD

That portion or increment
from 50,000 BOP and less
than 100,003 BOPD

That portion or mcrement
equal or more than 100,060
BOPD

EGAS CONTRACTOR
SHARE SHARE

Seventy - five percent Twenty - five

(75%) percent
(25%)
Severty - six percent  Twenty - four
(76%) percent
(24%)
Sevesnty.seven Twenty-thtee
percent pereent
(77%) {23%)
Seventy-cight Twenty - two
percent percent
{78%) (22%)
Seventy-nine Twenty - one
percem percent
(79%) (21%)
Eighty percent Twenty
(80%) percent
(20%)
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(it} Gasand LPG
a) Onshore :

(sas and LPG produced and
saved under this Agreement
and not used in Petroleurn
operations. Standard Cubic
Feet per Day (SCFPD)
(quarteriy average).

That portion or increment
less than 23 Milhion SCFPD

That portion or increment
from 25 Miilion SCFPD
and less than S0 Million
SCFPD

That portion or increment
from 50 Million 5C¥FPD
and less than 150 Million
SCFPD

That portion or merement
from 150 Million SCFPD
and less than 250 Million
SCFPD

That portion or increment
from 250 Million SCFPD
and iess than 500 Milhon
SCFPD

That portion or increment

equal or more than 500
Million SCFPD

EGAS
SHARE

Seventy - seven

percent
(77%)

Seventy - cight

percent
(78%)

Seventy-nine
percent

(79%)

Eighty percent
(80%)

Eighty - one
percent
{81%)

Eighty - two
percent
{82%)

CONTRACTOR

SHARE

Twesnty - three

percent
{23%)

Twenty - two

percent
{22%)

Twenty-one
percent
{21%)

Twenty
percent

(20%)

Ninetean

percent
(19%)

Eighteen
percent
(18%)
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b} Offshore ;

Gas and LPG produced and
saved under this Agreement
and not used in Petroleum
cperations. Standard Cubic
Feet per Day (SCFPD)
(quarterly average).

That portion or increment
Jess  than 25  Million
SCFPD

That portion or increment
from 25 Million SCFPD
and iess than 50 Million
SCFPD

‘That portion or increment
from 50 Million SCFPD
and fess than 150 Mitlion
SCFPD

That portion or increment
from 150 Million SCFPD
and less than 250 Mallion
SCFPD

That portton or increment
from 250 Million SCFPD
and less than 500 Milhon
SCFPD

That portion of mcrement

equal or morc than 500
Miithon SCFPD

EGAS
SHARE

Seventy percent
{710%)

Seventy - one

percent
{71%}

Seventy-two

percent
(72%)

Seventy-three
percent
{(73%)

Seventy-four
percent
(74%)

Seventy-five

percent
{75%)

CONTRACTOR

SHARE

Thirty
percent
{(30%}

Twenty - nine
percent
(29%)

Twenty-eight
percent
(28%)

Twenty-seven
percent
{27%}

Twenty-six
percent
(26%}

Twenty-five
percent
(25%)

Such Production Shares referred to tn Article VIE (b} (1} ) and (i)
above shali be taken and disposed of pursuant 1o 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 Articie VIi(e),
EGAS and CONTRACTOR {as sellers) shall render to EGAS
{as buyer) a-statemént-for an amwount of Gag, if any , equal 1o the
amount by which the guantity of Gas of which EGAS {as buyet).
has taken delivery falls below seventy - five percent (75%) of
the contract quantities of (as as established by the applicable
Gas Sales Agreement (the "Shortfall™}, provided that the Gas is
available. Within sixty (60) days of receipt of such statement,
EGAS {(as buyer) shall pay EGAS and CONTRACTOR (as
sellers) 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 Article VII(b) in the fourth
(4'%) quarter of such contractual year.

Quantities of Gas not taken but fo be paid for shall be recorded
in a separate "Take-or-Pay Account *. Quantities of Gas ("Make
Up Gas"} which are delivered in subsequent years in excess of
seventy-five percent {75%) of the contract quantitses of Gas as
established by the applicable Gas Sales Agreement, shall be set
against and reduce guantities of Gas in the "Take-or-Pay
Account * to 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 entitletnent to (Gias pursuant 1o
Article VI¥{a) and (b). CONTRACTGR shall have ne rights to
such Make Up Gas.

If at the end of any contractnal vear, EGAS and CONTRACTOR
(as sellers) fail to deliver 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 percent (75%]) of the annual contract quantity of
Gas and the actual delivered Gas quantity shali be referred to as
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the "Deliver-or-Pay Shortfall Gas”. EGAS (as buyer) shall have
the right to take a quantity of (Gas equal to the Detiver-or-Pay
Shortfali Gas and such guantity shali- be -valued with ninety
percent {90%) of the Gas price as defined in the Gas Sales
Agregment.

The percentages set forth in Article Vii{a) and this Anticle VI
(b} in respect of LPG produced from a plant constructed and

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

(€Y VALUATION OF PETROLEUM:
{1) CrudeO#:

(i) The Cost Recovery Crude Oil to which CONTRACTOR i
entitled hereunder shall be valued by EGAS and
CONTRACTOR at "Market Price™ for each calendar
gquarter.

(ii) "Market Price” shall mean the weighted average prce
reatized from sales by EGAS or CONTRACTOR during
the given quarter, whichever is higher; provided that the
sales to be used in arriving at the weighted average(s)
shall be arm's length sales of comparable guantities on
comparable credit terms in freely convertible currency
from F.O.B. point of export sales to snon-Affiliated
Companies under all Crude Oil sales contracts then in
effect, but excluding Crude Oil sales coniracts involving
barter, and

(1) Sales, whether direct or ndirect, through brokers or
otherwise, of EGAS or CONTRACTOR 10 any
Atfiirated Company.
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(2) Sales involving a quid pro quo other than payment in
a freely conventible cugrency or motivated in whole
or in part by considerations other than the usual
economic incentives for commercial arm'’s length
crude oil sales,

{iif} It is understood that in the case of "C.LF." sales, appropriate
deductions shall be made for transport and insurance
charges to calculate the F.Q.B. point of export price; and
always taking into account the appropriate adjustment for
quality of Crude Qil, freight advantage or disadvantage of
port of loading and other appropriate adjustments. Market
Price shal! be determined separately for each Crude Oil or
Crude O1] mux, and for each port of loading.

{tv) If during any calendar quarter, there are no such sales by
EGAS and/or CONTRACTOR under the Crude Oil sales
contracts in effect, EGAS and CONTRACTOR shall
mutually agree vpon the Market Price of the Barel of
Crude Qil to be used for such quarter, and shall be guided
by all relevant and available evidence including current
prices in freely convertible currency of leading crude oils
produced by major vil producing countries {in the Arahian
Guif or the Mediterranean area), which are regularly sold
in the open market according to actual sales contracts
terms but excluding paper sales and sales promises where
no crude oil is 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 Qil to be valued, was sold, and always taking
into consideration appropriate adjustments for Crude Oil
guality, freight advantage or disadvantage of port of
loading and other appropriate adjustments, as the case may
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be, for differences in gravity, sulphur, and other factors
generally recognized by sellers and purchasers, as
reflected i crude ot} prices, trangportation ninety (90)
days insurance premtums, unusual fees boms by the seller,
and for credil terms in excess of sixty (60) days, and the
cost of loans or guarantees granted for the benefit of the

sellers at prevailing interest rates.

It is the intent of the parties that the value of the Cost
Recovery Crude O shall reflect the prevailing market
price for such Crude Oil.

If either EGAS or CONTRACTOR considers that the
Market Price as determined under sub-paragraph (1)
above does not reflect the prevailing Market Price or in
the event EGAS and CONTRACTOR fail to agree on the
Market Price for any Crude Oil prodduced 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 smgle
price per Barmel, in the arbitrater's judpment, best
represents for the pertinent quarier the Market Price for
the Crude Qil in question. The arbitrator shall make his
determination a8 soon as possibie following the quarter in
guestion, His determination shall be final and binding
upon all the parties, The arbitrator shall be selected in the

manner described below.
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In the event EGAS and CONTRACTOR fail to agree on
the arbitrator within thirty (30) days from the date any
party notifies the other that it has decided to subnut the
determination of the Market Price to an arbitrator, such
arbitrator shall be chosen by the appointing authority
designated in accordance with Articte XXIVie), or such
other appointing authority with access to such expertise as
may be agreed to between EGAS and CONTRACTOR,
with regard to the gualifications for arbitrators set forth
below, upon wrilten application of one or both of EGAS
and CONTRACTOR. Copy of such application by one of

. them shall be promptly sent to the other,

The arbitrator shall be as nearly as possible a person with
an established reputation in the international petroleum
mdustry as an espert i pricing and marketing crude oil in
international commerce. The arbitrator shall not be a
citizen of a country which does not have diplomatic relations
with the AR E. and the country(ies) of CONTRACTOR.
tic shall not be, at the time of selection, employed by, or
ati arbitrator or consultant ont a continuing or frequent
basis to, the American Petroleum Institute, the Qrganization
of the Petroleurn Exporting Countries or the Organization
of Arab Petroleum Exporting Countries, or a consultant on
& continumg basis 10 EGAS, CONTRACTOR or an Affiliated
Company of etther, but past occasional consultation with
such companies, with other petroleum companices,
governmental agencies or organizations shall not be 2
ground for disqualification. He shall not be, at any time
during the two {2) years before his selection, an emplover
of any petroleum company or of any goveramental agency
or organization,
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Shoutd a selected person decline or be unable to serve as
arbitrator or should the position of arbitrator fall vacant
prior to the decision cailed for, another person shall be
chosen in the same manner provided for in this paragraph.
EGAS and CONTRACTOR shall share equally the expenses
of the arbitrator,

. The arbitrator shall make his determination 1t accordance

with the provisions of this paragraph, based on the best
evidence avallable to him. He shall review Crude Oil sales
contracts as well as other sales data and information but
shall be {ree to evaluate the extent to which any contracts,
data or information is substantiated or perninent
Representatives of EGAS and CONTRACTOR shall have
the right to consult with the arbitrator and fumish him
written materiais; provided that the arbitrator may impose
reasonable limitations on this right. ¥GAS and
CONTRACTOR, each shall cooperate with the arbitvator
10 the fullest extent and each shall insure such cooperation
of its trading companies. The arbitrator shall be provided
access to Crude (il 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 arbitrater might aid the arbitrator in
making a valid determination.

{vi} Pending Market Prce agreement by BGAS and CONTRACTOR

or determination by the arbitrator, as applicable, the
Market Price agreed for the quarter preceding the quarter
in gquestion shall remain temporarily in effect. In the event
that cither EGAS or CONTRACTOR should incur a loss
by virtue of the temporary continuation of the Market
Price of the previous gquarter, it shall promptly be
reimbursed such loss by the other party plus simple
interest at the LIBOR plus two and one - half percent
(2.5%) per annum rate provided for in Article TV{f) from
the date on which the disputed amount{s) should have
been paid to the date of payment.
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{2} Gasand LPG
(i) The Cost Recavery and Production Shares of Gas subject to a
Gas Sales Agreement between EGAS and CONTRACTOR {as
sellers) and EGAS {as buyer) for the local market entered into
sursuant io Article Vil{e) shali be valued, delivered to and
purchased by EGAS at a price determined monthly according
to the foliowing formula:

PG=FxH
Where:

PG = the value of the Gas in U.S. Dollars per thousand Standard
Cubic Feet (MSCF)

F = a value in US. Doltars per mitlion BTUs (MMBTU}
determined menthly accordmg 10 the t"o!lewmg table:

[ Brent Price (USS / Barrel) F (US$/MMBTU)
Less than or equai w0 10 | 1.3
Crreater than 10 but less than 22 1 1.5 + {{Brent Price - 10}/ 12}
i&‘,qua! to or greater than 22 H 2.5

Brent Price = The monthly average price expressed in U.S.
Dollars per Barrel for Brent (DTD) quoted in
"Phatt’s Onigram Price Report”™ for "Spot Crude
Price Assessment - International” for the month
i questton,

H = the number of millkon BTUs (MMBTUs} per thousand
Standard Cubic Feet of Gas (MSCF), based on gross

calorific value.

In the event that the value of F can not be determined because
Platt's Qilgram Price Report is not published at all during a
month, EGAS and CONTRACTOR shall meet and agree upon
the value of Brent by reference fo other published sources. in
the avent that there are no such published sources or if the
value of Brent can not be determined pursuant to the foregoing
for any other reason, EGAS and CONTRACTOR shall meet

and agree on g value of Brent.



Yo R digr A 5 () o YY il = T Jl i b V4

- — 4900 bl . A L ¥, o o T2 o4 o 1P il - i 04 s

S 3l mnly old S (LPG) JLdl 201 5L2 paas Sho Lo puds =
Giloi of dslally ol b mg ahois 5y 150 Jams o dmanlt o Lzl
Ll dy 201 5 Jonn )Lk il e U5 el lenpold 2l s+ L
W5 ho Jalibly peloal i o) Lo i) 20N Robaald Gidy oS3 (LPG)
: (if-ui
Juw X A= b

T Sedilh

-

Lol T it 59 gms Pt} (LPG) Wl Jypn i L e = Tl A
Bireakl ¥ N e L gdin (g b ST (00 0l g
S Y

$io e Loty Glalt s o ot Banil] 2l o0 ¥ darya = 5
LY VYOS & S0 [ IR TR RSN PYPPIPIEVRN SR TS VRS Jer
Y| PR POl PSS R, Py - SUPRID-1 | B TN S-S WP
Jaban e s ytamn £ (0008} WL gl b 35Uty s ol
Jamgill el i Ex-Ref /Stor , Saf

A IS Do ol 5 pehear * s Sl g I T 5 5 05) e s By
Adhalls e 5 et ) i Jleazal {5 O) Rend e o lajud 50 gl o
HAT A 8 ot | a0} Tnd Dot pllarldt ke U B e oy i
Jalilly ubonf g s il e gt S0 SUDYE de Tl Sle L ] Gt
sy pks M iy a8 il jaladl g e Jb G O) T e ki s
SY G U by (5 o) Tagd 2y plaadl ok cpw I8 151 510 02683, b s3Lns
S8 dad S gl ) o0) Gaad e pliizg e Jolally pelon] pazd o+ 5T oo
o " el e dcadens o3 g {00 el Glos ) (LPGY JLll Jy i
el et Rilea

FEL I S| JEVEN SR I {5 o ¢ U U JNEN | 1E ORI £ PO
AF) (Y () 5,08 Aarladl 33Ul 3 Saundl ot



Voo YoVl A () U VY sl - da Jl a4

v T,

(n) The Cost Recovery and Production Shares of (LPG) produced
from a plant constructed and operated by or on behalf of
EGAS and CONTRACTOR shall be separately valued for
Propane and Butane at the outlet of such LPG plant according
to the following formula (unless otherwise agreed between

EGAS and CONTRACTOR) :
PLPG = 0.95x PR
Where:

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

PR = The average over a period of a month of the figures
representing the mid-pomt 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 day
(s) during a month but not on others, the value of (PR) shall be
calculated using only those 1ssues which are published during
such month. In the event that the value of (PR) can not be
determined because "Platt's LPGaswire"” is not published at all
during a month, 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) can not be determined pursuant
toc the foregoing for any other reason, EGAS and
CONTRACTOR shal! 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).
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(i1ii) The prices of Gas and LPG so calcuiated shall apply during the

same month.

(iv) In case Gas is disposed of for export by EGAS and
CONTRACTOR 10 a third party, pursuant to Article VH (e},
then the Cost Recovery and Production Shares of such Gas
shall be valued according to the netback price.

In case the development economics according to that netback
price is not feasible and the netback price of such Gas is less
than the local market Gas price according to Article VII {¢) (2)
(i) above, then only the price of cost recovery of such Gas may
be adjusted, if necessary, based on economic basis mutually
agreed upon by EGAS and CONTRACTOR and provided that
it will not exceed the local market Gas price referred to above.
Production Shares of such Gas disposed of for export shall be

valued at the netback price.

(v) The Cost Recovery and Production Shares of LPG disposed of
for export by EGAS and CONTRACTOR pursuant {0 Article

VIke) shall be valued at its actual realized price.

(d) FORECASTS:

The 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 a total quantity of Petroieum that the
Joint Venture Company estimates can be produced, saved and
transported hereunder during such calendar semester in accordance

with good petroleum industry practices.
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The Joint Venture Company shall endeavor to produce the forecast
quantity during each calendar semester, The Crude Qil shall be run
to storage tanks or offshore loading facilities constructed, maintained
and operated according 0 Government Regulations, by the Joint
Yenture Company, in which said Crude Oil shall be metered or
otherwise measured for royaity, and other purposes required by this
Agreement. Gas shall be handled by the Joint Venture Company in
accordance with the provisions of Article Vii{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 Oi] to which each is
entitled under Article VII(2) and {b). Subject to payment of
sums due to BGAS under Article VI{aX2) and Arnticle IX,
CONTRACTOR shall have the right to remit and retain abroad
ajl funds acquired by it inchuding the proceeds from the sale of
iis share of Petroleum.

Notwithstanding anything to the contrary under this Agreerment,
prionity shall be given to meet the requirements of the A.R.E.
market from CONTRACTORs share under Article Vi {a) and
(b} of the Crude Ol produced from the Area and EGAS or
EGPC shall have the preferential right o purchase such Crude
Oil at 2 pnce 10 be determined pursuant to Article VII{ch The
amount of Crude Qil so purchased shall be a portion of
CONTRACTOR's share under Article VIH{a} and (b). Such
amount shall be proportional 1o CONTRACTOR's share of the
total production of crude oil from the concession areas in the
AR.E. that are aiso subject 1o EGAS' or EGPC's preferential
right to purchase. The payment for such purchased amount
shall be made by EGAS iIn ULS. Dollars or in any other freely
convertible currency remittable by CONTRACTOR abroad.
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It is agreed upon that EGAS shall notity CONTRACTOR, at
least forty-five (45) days prior to the beginning of the calendar
semester, of the amount to be purchaseéd “during such semester
unider this Article VII(eX(1). o

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

(1)

(1)

Priority shall be given to meet the requirements of the local
market as determined by EGAS. In case of unavailability of
local market, EGAS or EGAS and CONTRACTOR shall be

entitled to export the Gas.

In the event that EGAS is to be the buyer of Gas, the
disposition of Gas as indicated above shall be made by virtue
of a long term Gas Sales Agreement(s) to be entered into
between EGAS and CONTRACTOR (as sellers) and EGAS

(as buyer).

EGAS and CONTRACTOR (as sellers) shall have the
obligation to deiiver the Gas at the delivery point as indicated
below, 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 Development Lease pipeline to the nearest point on
the National Gas Pipeline Gnid 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 and
sales, be metered at the outlet of such LPG Plant. In case
such LPG plant processes Gas from different concession
areas, the Gas supplied by each concession area shall be
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metered separately at the inlet of the LPG plant and
proper allocation of the outlet Gas and LPG shall be
established based on the material balance of the plant.
However, notwithstanding the fact that the rhetéring shzil]
take place at the LPG Plant outlet, CONTRACTOR shal!
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 in accordance with Article VIII(a)
by EGAS, and its cost shall be financed and recovered by
CONTRACTOR as Development Expenditures pursuant
to this Article VII.

(111) EGAS and CONTRACTOR shall consult together to determine
whether to build an L.LPG plant to recover LPG from any Gas
produced hereunder. In the event that EGAS and
CONTRACTOR decide to build such a ptant, the plant shall,
as 1s appropriate, be in the vicinity of the point of delivery as
determined m Article Il and Article ViI{e){2){n1). 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.
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(iv) EGAS (as buyer) shall have the right to elect, by ninety

(90) days prior written notice to EGAS and CONTRACTOR
(as sellers), whether payment for the. Gas which is subject
to a Gas Sales Agreement between EGAS and
CONTRACTOR (as sellers) and EGAS (as buyer) and
LPG produced from a plant constructed and operated by
or on behalf of EGAS and CONTRACTOR, as valued in
accordance with Article VII{¢), and to which CONTRACTOR
15 entitled under the Cost Recovery and Production
Sharing provisions of this Article VII, 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 Sales
Agreement in U.S. Dollars, remittable by CONTRACTOR

abroad.

Payments in kind shall be calculated by converting the
value of Gas and LPG to which CONTRACTOR is
entitled into equivalent Barrels of Crude Qil to be taken
concurrently by CONTRACTOR from the Area, or to the
extent that such Crude Qil is insufficient, Crude Oil from
CONTRACTOR's other concession areas or such other
areas as may be agreed. Such Crude Oil shall be added to
the Crude OQil that CONTRACTOR is otherwise entitled
to lift under this Agreement. Such equivalent Barrels
shall be calculated on the basis of the provisions of

Article VII(c} relating to the valuation of Cost Recovery

- Crude Oil.
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