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CONCESSION AGREEMENT FOR PETROLEUM
EXPLORATION AND EXPLOITATION
BETWEEN
THE ARAB REPUBLIC OF EGYPT
AND
+ANOUB EL-WADI HOLDING PETROLEUM
COMPANY
AND
Gujarat State Petroleum Corporation Litd.
(GSFC)

AND
GeoGlobal Resources (Barbados) Inc.
(GGR)

AND
Alkor Petroo Limited
(Alkor)

IN
South Divur AREA
At
The Western Desert
A.R.E.

This Agreement made and entered on this ... day of ... . 200
. by and between the ARAB REPUBLIC OF EGYPT (hereinafter
referred to vartously as "ARE." or as the "GOVERNMENT"),
GANOUB EL-WADI HOLDING PETROLEUM COMPANY, a legal
entity created by Prime Minister Decree No. 1755 of 2002, and pursuant
to Law No. 203 of 1991 and its amendments (heremnatter reterred to as
"GANOPE") and Gujarat State Petroleum Corporation Ltd. (GSPC) a
Iimited company registered and exusting under the laws of India
(heremnafter referred to as " GSPC " or as "Operator”) and GeoGlobal
Resources (Barbados) Inc. a Canadian company registered i Barbados
and existing under the International Commercial Companies Laws
(hereinafter referred to as "GGR") and Alkor Petroo Linuted (Alkor)
a company registered and exusting under the companies laws at India
(hereinafter referred  to as "Alkor") . (GSPC, GGR and Alkor shall be
hereinatter referred to collectively as "CONTRACTOR" and individually
as "Contractor Member™)
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WITNESSETH

WHEREAS, all nunerals mecluding petrolewm, existing m nunes and
quarries 1 A R E.. mecludmg the temtonal waters, and i the seabad
subject to1ts junschction and extending bevond the territonal waters, are
the property of the State, and

WHEREAS, GANOPE has applied tor an exclusive concession for the
exploration and exploitation of petroleum 1 and throughout the area
reterred to 1 Article II. and described m Amnex "A" and shown
approxunately on Annex "B, which are attached hereto and made pant
hiereot (herematter referred to as the "Area”) ©and

WHEREAS, GSPC. GGR and Alkor agrees to undertale 1ts obligations

provided  heremnafter  as  a CONTRACTOR with respect to the
Exploration, Development and Production of Petroleum in South Divin
Area at the Western Desert and
WHEREAS, the GOVERNMENT desires hereby to grant such
Cloncession, and
WHEREAS, the Muuster of Petroleum pursuant to the provisions of
Law No. 86 of 1956, mav enter mto a cancession agreement with GANOQPE,
and with GSPC, GGR and Alkor as a CONTRACTOR 1n the said Area.
NOW., THEREFORE, the parties hereto agree as follows:
ARTICLE 1
DEFINITIONS
(a) "Exploration” shall include such geological, geophvsical, aerial
and other surveys as may be contained 1 the approved Work
Programs and Budgets, and the dilling of such shot holes, core
holes, stratigrapluc tests, holes for the discovery of Petroleum or
the appraisal of Petrolewn discoveries and other 1elated holes and
wells, and the purchase or acquusition of such supplies, materials,
services and eqqupments therefor, all as may be contamed in  the
approved Work Programs and Budgets. The vearb "explore” means
the act of conducting Exploration.
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(b)

(c)

(d)

"Development” shall include, but not be linuted to, all the
operations and activities pursuant to approved Work Programs and
Budgets under this Agreement with respect to:

(1) the dulling, plugging, deepemng, side tracking, re-drilling,
completing, equpping of development wells and the
changing of the status of a well, and

(1) design, engineering, construction, installation, servicing and
maintenance of equipments, lines, systems facilities, plants
and related operations to produce  and operate said
development wells, talking, saving, treating, handling,
storing, transporting and delivering Petrolewm, re-pressuring,
recyeling and other secondary recovery projects, and

(1) transportation, storage and any other work or activities
necessary of ancillary to the activities specified in (1) and (11).

"Petroleum” means Liquid Crude O1l of various densities, asphalt,

Gas, casinghead gas and all other hydrocarbon substances that may

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

the Area under this Agreement, and all substances that may be
extracted therefrom:.

"Liquud Crude Oil" or "Crude O1l" or "Oil" means any

hydrocarbon produced from the Area which 1s 1n a liquud state at

the wellhead or lease separators or which 1s extracted fiom the Gas
or casinghead gas 1n a plant. Such hqud state shall exust at sixty

degrees Fahrenheit (60°F) and atmospheric pressure of 14.65

PSIA. Such term mncludes chstillate and condensate.
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(1)

r

"Gas" means natural gas both associated and non-associated, and

all of 1ts constituent elements produced trom any well 1 the Area

(other than Licquud Chude Oil) and all non-hydhocarbon substances

therem. Said term shall nclude residual gas. that Gas remaining

after removal of LPG.

"LPG" means hquetied petrolevm gas, which 13 a nuxtue

prncipally of butane and propane Liquefied by pressure and

temperature.

A "Barrel" shall consist of torty-two (42) Umted States gallons,

hqud measwe, comrected to a temperatwe of sixty degrees

Fahrenheit (60°F) at atmospheric pressure of 14.65 PSIA

(1) "Clommmercial O Well" means the first well onany  geological
featire which after testing for a perod of not more than
thirty (3%) consecutive davs where practical, but mm any
event 1 accordance with sound and accepted mdustry
production practices, and ventied by GANOPE, 15 tound to
be capable of producing at the average rate of not less than
Eight Hundred (804)) Barrels of ol per day (BOPD) unless
otherwise agreed upon betwean Ganope and Contractor.
The date of discovery of a "Conunercial Ol Well" 15 the
date on which such well 15 tested and completed according
to the above,

(2) "Commercial Gas Well" means the fust well on any
geological teature wluch after testing tor a period of not
more than thirty (30) consecutive davs where practical, but
m any event m accordance with sound and accepted
incustry production practices and ventied by GANOPE. 15
tound to be capable of producing at the average rate of not
less than Twenty mulhion (20000000 standard cubic feet of
Gas per day (MMSCFD) unless otherwise agreed upon
between Ganope and Contractor. The date ot discovery of a
"Comimercial Gag Well" 15 the date on wluch such well 15
tested and completed according to the above.

"ARE."means ARAB REPUBLIC OF EGYPT.
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(1) "The Government” means the govermment of the Arab Republic of
Egvpt represented by the numster of petroleum i this agreement

(k) "Ettective Date" means the date on wluch the text of tlus
Agreement 13 signed by the GOVERNMENT, GANOPE and
CONTRACTOR, after the relevant Law 13 155uad.

(1) (1) "Year" means a pentod of twelve (12) months according to

the Gregonan Calendar.

(2) "Clalendar Year" means a pentod of twelve (12) months
accorcdhng to the Gregorian Calendar being 17 January to
31st December,

(m) "Financial Year" means the GOVERNMENT s financial vear
according to the laws and regulations of the AR E.

(n) "Tax Year" means the period of twelve (12) months according to
the laws andregulations of the AR E.

(0)  An "Affiliated Company” means a company’

(1) ot which the share capital. conterring a majorty of votes at
stockholders™ meetings of such company. 15 owned directly o
mchrectly by a party hereto; o1

(11)  which 15 the owner duectly or mdirectly of share capital
conferring a majonty of votes at stockholders™ meetings of a
paity hereto, o

(1) of wlnch the share capital conferring a majorty of votes at
stockholder’s meetings of such company and the share capital
conferring a majorty of votes at stockholders™ meestings of a
paity hereto are owned duoectly or mduectly by the same
COIMPAILY.

(p)  "Exploration Block" shall mean an area, the corner pomts ot wluch
have to be comncident with three (3muomites by tluee (3) numites
latitude and longitude divisions, according to the International Grid
Svstem where possible or with the existing boundaries of the Area

coverad by tlus Concession Agreement as set out in Annex "A",
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() "Development Block" shall mean an area, the cormner pomts ot
wlich have to be concident with one ( 1 ) nunute by one ( 1 )
minute  latitude  and  longitude  divisions, according  to  the
[nternational Grid Svstem where possible or with the existing
boundaries of the Area covered by tlus Cloncession Agreement as
set out 1n Annex "A",

(1)  "Development Lease(s)" shall mean the Development Block or
Blocks coverning the geological stiuctwe capable of production, the
comer points of wluch have to be comctdent with one (1) mmute
by one (1) numte latitude and longitude divisions according to the
[nternational Gurid Svstem where  possible or with the existing
boundaries of the Area covered by tlus Concession Agreement as
set out . Annex "A".

(s)  "Agreement” shall mean tlus Concession Agreement and its
Alnexes,

(t) "Gas Sales Agreement” shall mean a wrnitten agreement between
GANOPE and CONTRACTOR (as sellers) and GANOPE o
EGPC or The Egvptian Natwal Gas Holding Company "EGAS" o
a mutually agreed paity (as buver), which contains the terms and
conditions for Gas sales from a  Development Lease entered into
pasuant to Article VII (e).

()  "Standard Cubie Foot" (SCF) 15 the amount of Gas necessary to fill
one (1) cubic oot of space at atmospheric pressure of 14.65 PSIA
at a base temperature of sixty degrees Falwenhett (60° F).

(v) "CONTRACTOR" could be one company or more (each company)
15 called a "Contractor Member™) Unless modified by vitue of
Article XXI herem. CONTRACTOR under thus Agreement shall
mean GSPC, GGR and Allor

(w) "OPERATOR" means a company of the Contractor's Member
appownted by them to be the entity to wluch, from wluch and
whose name all notifications related to or 1n connection with tlhis
concession Agreement shall be made. In this Agreement Gujarat
State Petroleum Corporation Ltd. (GSPC) 15 the Operator .

(x) "EGPC" means Egyvptian General Petroleuum Corporation

(Y) "EGAS" means the Egyvptian Natural Gas Holding Company .
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ARTICLE II
ANNEXES TO THE AGREEMENT

Annex "A" 15 a description of the Area covered and affected by this
Agreement, hereinatter reterred to as the "Area”.
Annex "B" 13 a provisional illustrative map on the scale of
this Agreement and described in Annex "A".
Annex "C" 13 the form of a Letter of Guaranty to be subnutted by
CONTRACTOR to GANOPE one (1) day before the tume of signature by
the Minster of Petrolewm of this Agreement, for the sum of Forty Five
milion U.S. Dollars ($450000404), guaranteeing the execution of
CONTRACTOR s muunmum Exploration obligations hereunder for the
mitial Fouwr (4) vears Exploration period. In case CONTRACTOR
extends the initial Exploration Period for two (2) additional successive
periods of Two (2) vears each, each 1n accordance with Article IIT (b) of
this Agreement, sinular Letters of Guaranty shall be 1ssued and be
subnutted by CONTRACTOR on the day the CONTRACTOR exercises
its option to extend . The first such Letter of Guaranty shall be tor the

sum of Fifty nullion U.S. Dollars ($30000000) and the second such
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Letter of Guaranty shall be for the sum of Fifty mullion U.S. Dollars

preceding Exploration pertod pernutted for carry torward in accordance
with Article IV (b) third paragraph of this Agreement. Each of the tluee
Letters of Guaranty shall remain effective for six (6) months atter the end
ot the Exploration period for which 1t has been 1ssued except as 1t may be
released prior to that tume 1n accordance with the terms thereof.

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

Annex "E" 15 the Accounting Procechue.

Annex "F" 15 a currtent map of the National Gas Pipeline Grid System
established by the GOVERNMENT.

The point of delivery for gas shall be agreed upon by GANOPE and
CONTRACTOR under a Gas Sales Agreement, wlich point of delivery
shall be located at the flange connecting the development lease pipeline
to the nearest point on the National Gas pipeline Guid System as
depicted 1 Annex "F" or as otherwise agreed by GANOPE and
CONTRACTOR .

Annexes "A", "B", "C", "D"."E" and "F" to this Agreement are hereby
made pait hereot, and they shall be considered as having equal force and

etfect with the provisions of this Agreement.
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ARTICLE III
GRANT OF RIGHTS AND TERM

The GOVERNMENT hereby grants GANOPE and CONTRACTOR
subject to the terms, covenants and conditions set out 1n this Agreement,

which 1nsotar as they are contrary to or inconsistent with any provisions

of Law No. 66 of 1953, as amendad, shall have the torce of Law. an

exclusive concession 11 and to the Area described m Annexes "A" and "B".
(a) The GOVERNMENT shall own and be entitled, as heremnatter

(b)

provided to a rovalty 1 cash or 1 kind of ten percent (10:%) of the
total quantity of Petroleum produced and saved from the Area
dwrmg the Development penod including renewal.  Said rovalty
shall be borne and paid by GANOPE and  shall not be the
obligation of CONTRACTOR.  The paviment of rovalties by
GANOPE shall not be deemed to result 1 mcome  attriibutable to
the CONTRACTOR.

An mtial Exploration pertod of Four (4) vears shall start trom the
Etfective Date. Two (2) successive extensions to the unmtial
Explotation perod, each of Two (2) yvears respectively, shall be
granted to CONTRACTOR at its option, upon not less than thuty
(30 days prior written notice to GANOPE, such notice to be given
not later than the end of the then cmrent penod. as may be
extended pursuant to the provisions of Article V (a), and subject
only to 1ts having tulfilled 1ts obligations hereunder tor that period.
This Agreement shall be ternunated 1t neither a Conmmercial Onl
Discovery nor a Commercial Gas Discovery 13 established by the
end of the Eight (8™ vear of the Exploration period, as may be
extended pursuant to Aiticle 'V (a). The election by GANOPE to
undertake a sole nsk venture under paragraph (¢) shall not extend
the Exploratton pertod nor attect the termination of this Agreement
as to CONTRACTOR.
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(¢} Commercial Discovery:

(1) A Commercial Discovery - whether of Onl or Gas - mayv  consist
of one producing reservolr or a group of  producing reservous
which 15 worthy of Dbemg developed conunercially. After
discovery of a Commmnercial Oil or Gas Well CONTRACTOR
shall, unless otherwise agreed upon with GANOPE. undertale
as part of 1ts Exploration program the appraisal ot the discovery
by chilling one or more appraisal wells, to deternune whether
such discovery 15 worthy of bemg developed commercially,
talkang mnto consideration the recoverable reseives, production.
pipeline and termimal facities requured. estumated  Petrolewm
prices, and all other relevant technical and economic tactors.

(11) The provisions laid down heremn postulate the wuty and
inchvisibility of the concepts of Comumercial Discovery  and
Development Lease. They shall apply wutormly to Oil and
Gras unless otherwise specihied.

(1) CONTRACTOR shall give notice of a Conmumercial Discovery
to GANOPE 1mmumechately after the chscovery 1s constdered by
CONTRACTOR to be worthy of commercial  development
but m any event with respect to a Conunercial il Well not
later than thuty (30) davs following the completion of the
second apprasal well o twelve (12) months  tollowing the
date of the discovery of the Conumercial O1l Well, wlhichever
15 carlier or with respect to a Conmercial Gas Well not later
than fwenty towr (24) months following the date of the
discovery of the Commercial Gas Well (unless GANOPE
agrees that such perntod may be extended) except that
CONTRACTOR shall also have the nght to give such notice
of Commercial Discovery with respect to any  reservoir o
reservolls even 1t the well or wells  thereon are not
"Commercial” within the detimtion of "Commercial Well" 1f,
1 1ts OPLUON. a IS32Ivoll o a group of reservolrs, considerad
collectively, could be worthy of commercial development.
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CONTRACTOR mayv also give a notice of a Conunercial Oil
Discovery i the event 1t wishes to undertake a Gas Recveling
Project.

A notice of Conmnercial Gas Discovery shall contain all
detalled particulars of the discovery and especially the area of
Gas 1eserves, the estimated production potential and profile
and tield Lite.

Within sixty (60) davs tollowing receipt of a notice of a
Conmmmercial Oi1l o Gas  Discovery, GANOPE  and
CONTRACTOR  shall meet and review all appropnate data
with a view to mutually agreaing upon the existence of a
Conunercial Discovery. The date of Commercial Discovery
shall be the date GANOPE and CONTRACTOR jointly agree
i wiiting that a Conunercial Discovery exusts.

[t Chrude O 15 discoverad but 15 not deemed by
CONTRACTOR to be a Conunerctal O1l Discovery under the
above provisions of this paragraph (¢). GANOPE shall one (1)
month after the expiration of the penod specified above witlun
vhich CONTRACTOR can give notice of a Conunercial Ol
Discovery, or thiteen (13) months atter the completion of a
well not constdered to be a "Commercial O1l Well", have the
right, following sixty  (00)  davs nofice 1 witing  to
CONTRACTOR, at 1ts sole cost, 115k and expense, to develop,
produce and dispose  of all Crude Oil from the geological
featiwe on which the well has been dilled.  Saird notice shall
state the specific area covering sawd geological teatwre to be
developed, the wells to be dulled. the production facilities to
be mstalled and GANOPE's estumated cost thereof. Within
thuty (30) days atter receipt of sard notice CONTRACTOR
may. 1 witing. elect to develop such area as provided for in
the case of Comumercial Discovery hereunder. In such event
all terms of thus  Agreement shall continue to apply to the
specibied area,
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It CONTRACTOR elects not to develop such area, the
specific area covening sald geological feature shall  be
set aside for sole risk operations by GANOPE. such area
to  be nmtually agreed upon by GANOPE and
CONTRACTOR on the basis of good petroleum industry
practice. GANOPE shall be entitled to pertorm or i the
event Operating Company has come into exustence, to have
Operating Company perform  such operations for the
account of GANOPE and at GANOPE s sole cost, 11sk and
expense. When GANOPE has recovered from the Ciude Onl
produced trom such specific area a quantity of Crude O1l equal
1 value to thoee hundred percent (3040%) of the cost 1t has
incurred 1 carrving out the sole sk operations, CONTRACTOR
shall have the option, only 1n the event there has been a
separate Comumercial il Discovery, elsewhere within the
Area, to share m tfurther development and production of
that specific area upon paving GANOPE one hundred

percent (100%) ot such costs incurred by GANOPE.

Such one hundred percent (100%) pavment shall not be
recovered by CONTRACTOR. Immediately tollowing such
paviment the specific area shall either (1) revert to the status
of an ordinary Development Lease under this  Agreement
and thereatter shall be operated 1n accordance with the
terms hereof, or (11) alternatively. 1n the event that at such
time GANOPE or its Affillated Company 1s conducting
Development operations i1n the area at its sole expense and
GANOPE elzcts to continue operating, the area shall remain
set  astde and CONTRACTOR shall only be entitled to 1ts

production sharmng percentages of the Crude O1l as
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(d)

specitied o Article VII (b). The sole 115k Crude Onl shall
be valued i the manner provided in Article VII {¢). In the
event of any ternmnation of this Agreement under the
provisions of Article III (b). this Agreement shall, however,
continue to apply to GANOPE s operations of any sole 115k
venture hereunder. although such Agreement shall have
been termnated with respect to CONTRACTOR pursuant
to the provisions ot Article I1I (b) .

Conversion to a Development Lease:

(1)

(i)

Following a Commmercial Ol Discovery or a Commercial Gas
Discovery the extent of the whole area capable of production
to be covered by a Development Lease shall be mutuallv
agread upon by GANOPE and CONTRACTOR and be
subject to the approval of the Miumster of Petroleum.  Such
area shall be converted automatically mto a  Development
Lease without the 135ue of any additional legal mstnument or
PELMILSS1I0N.

Following the conversion of an area to a Development Lease
based on a Commercial Gas Discovery (or upon the discovery
of Gas In a Development Lease granted tollowing a
Commercial Onl Discovery), GANOPE and CONTRACTOR
shall endeavor with diligence to find adequate markets capable
of absortbing the production of Gas and  with 1espect to the
local matkets . GANOPE shall advise CONTRACTOR of the
potential outlets for such Gas and the expected anmal
schedule  of  demand  Thereatter, GANOPE and
CONTRACTOR shall meet with a view to assessing whether
the outlets for such Gas and other relevant tactors warrant the
development and production of the Gas and m case of
agreement the Gas thus made avaitlable shall be disposed of to
GANOPE or EGPC aor EGAS under a  long-term Gas Sales
Agreement 1n accordance with and subject to the conditions
set torth i Article VII
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(111) The Development period of each Development Lease shall be
as tollows:
(an)In respect of a Commercial O1l Discovery, twenty (20) vears

(bh)

from the date of such Conmnercial Discovery plus the
Extension Penod (as defined below) provided that, in the
avent that, subsequent to the conversion ot a Commercial
Ol Discovery mto a Development Lease, Gas 13
discoverad in the same Development Lease and 15 used
oI 1s capable of bemg used locally or for export
hereunder, the pernod of the Development Lease shall be
extended only with respect to such Gas, LPG extractad
from such Gas and Crude O1l 1n the form of condensate
produced with such Gas tor twenty (20) vears trom the
date of fust deliveries of Gas locally or for export plus
the Extension Penod (as defined below) provided that
the duration of such Development Lease based on a
Clonumercial O1l Discovery mayv not be extended bevond
thirty-five (35) vears fiom the date of such Comimercial
O1l Discovery unless otherwise agreed upon between
GANOPE and CONTRACTOR and subject to the
approval of the Minister of Petroleum.

CONTRACTOR shall munmediately notity GANOPE of
any Gas Discovery but shall not be required to apply
tor a new Development Lease m respect of such Gas.

In 1espect of a Comumercial Gas Discovery, twenty (2()
vears from the date of fust delivenies of Gas locally or
for export plus the Extension Penod (as defined below)
provided that, 1f subsequent to the conversion of a
Conunercial Gas Discovery mto a Development Lease,
Crude O1l 15 discovered in the same Development Lease.
CONTRACTOR s share of such Crmude Oil trom the
Development Lease {(except LPG extracted tfrom Gas o
Crude Oal 1in the form of condensate produced with Gas)
and Gas associlated with such Crude O1l  shall revert
entirely to GANOPE upon the lapse of twenty (20) vears
from the date of such Crude O1l Discovery plus the
Extension Period (as detined below).
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Notwithstanding, anytlung to the contrary wnder this
Agreement, the dmation of a Development Lease based
on a Commercial Gas Discovery shall i no case excead
thirty-five (35) vears from the date of such Commercial
Gas Discovery unless otherwise agreed upon between
GANOPE and CONTRACTOR and subject to the
approval of the Minster of Petroleun.

CONTRACTOR shall mmmediately notity  GANOPE of
any O1l Discovery but shall not be recuured to apply tor a
new Development Lease 1 respect of such Chiude Ol
The " Extension Penod” shall mean a penod of five (5)
vears which may be elected by CONTRACTOR upon
s1X (6) months written 1equest sent by CONTRACTOR
to GANOPE prior to the expuy of the relevant twenty
(20) vear penod supplemented by techiucal stuches
mcluding evaluation of production. expected levels of
production durmg extension period, CONTRACTOR s
obligations and relevant econonue constderation. Tlus
extension pertod 15 subject to the approval of the
Minster of Petroleum.

(e) Development operations shall upon the 1ssuance of a Development

Lease granted following a Commercial O1l Discovery, be started
promptly by Operating Company and be conducted i accordance
with good o1l field practices and accepted petroleum engineering
prnciples, until the field 15 considered to be tully developed, 1t
being understood that 1t associated gas 15 not utilized, GANOPE
and CONTRACTOR shall negotiate 1n good taith on the best way
to avord wmpaning the production in the mterests of the parties.
[n the event no Commercial Production of O1l 1n regular shipments
or Gas deliveries from any Development Block witlun fow (4)
veals from the date of the Conumercial Onl Discovery, or from the
date of first Gas delivertes tor local o1 export | such Development
Bloclkk shall immechately be  relinqushed. unless there 1s a
Commercial O1l or Gas Ihscovery on the Development Lease.
Each Development Block 1 a Development Lease being partly
within the radius of drainage of any producing well m such
Development Lease shall be considered as participating in the
Commercial Production reterred to above
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Development operations in respect of Gas and Crude Oi o the
form of condensate or LPG to be produced with or extracted from
such Gas shall, upon the signatuie of a Gas  Sales Agreement o1
commencement of a scheme to dispose of the Gas. whether tor
export as refeired to 1 Article VII o otherwise, be started
promptly by Operating Company and be conducted m accordance
with good gas field practices and accepted petioleum enginzering
prnciples and the provisions of such agrecsment or scheme. In the
event no Commercial Production of Gas 15 established 1n
accordance with such Gas Sales Agreement or scheme, the
Development Lease relatmg to such Gas shall be rehmaquished.
unless otherwise agreed upon by GANOPE.

[t. upon applicatton by CONTRACTOR 1t 15 recogiized by
GANOPE that Ciade Oil or Gas 15 being dramed from the
Exploration Dblock under tlus Agreement mto a Development
Block on an adjomng concession area held by CONTRACTOR,
the Block being drained shall be considered as participating i the
Comimercial Production of the Development Block 1 question and
the Block bemg drained shall be converted into a Development
Lease with the ensuing allocation of costs and production
(calculated trom the Ettective Date or the date such dramage
occurs, whichever 15 later) between the two Concesston Areas,
The allocation ot such costs and production under each Concession
Agreement shall be m the same portion that the recoverable
reserves 1 the dramned  geological stimcture underlving each
Concesston Area bears to the total recoverable reserves of such
structiwe underlving both Concession Areas.  The production
allocated to a concession area shall be priced according to the

concession agreement coverng that concession area.



Y. Yl&ai—éﬁ YA ‘_,3 (d) cgl.'i Yo b-&aﬂ—l,w)"&.&.uévl

I

B oL Lllary o Uy sy G 8L pdiyy Syl Jumsy ()
iyl Jods Y 0Ly pally IS 0id of b LI sda Compt lLlesd]
WRICE PRERRIEI AT VI PYI 9 DS SR PE=I, | B P e
Sy« du3iYhoda b 3 Ja s e Bl aiviy Lo Jo s all,
s Al B S ade o rad) ol e ol ally S s
sigid o3y 3 Y Jlaal 5B ¢ Wiy T3V 0ds Gl e B L
¢ ALl 5o o gt sy Iyl o O ey Olleal] i 3580 (10
do el o5y oS dppadl Joull ey, 09l Jylill piady =Y (5)
ooy gy poiall Jayyy Gy puladl S| Y sy azdey Lad Gl
3 s e LW e oJ L la L candly SUWI il
Loy &) e ¢ Al SLUSYT Shiel e Vstuon Jolill 0,80 - Y
i3 ol 2o Wl oo Lagy (Y0) o mbosy s b i
ey piad) O] Y danl o B Gl o . dod o ) O S
o Lladlo 1] B 3l Oy ipmand ! Ty piall b I
3o sl g, o Lagy (10) s Tcas PN )51 da
8 Yyt Jalill 0,80 dlo ol Loy . Jolibl o dmg yall Ol 3Y)
- Gl o3 b donns il olabeadld g pall o)1 3Y) s
0dp it Iy maall o] i oo G2 LEN JoLE gl Joudl o 0S5y —Y
t S o) e anrny Lidoo (L 3LY)
S Wi oy ) ] gl yn ol Loz (1 AL 6 gaine
() 5 (1) ol JSY sy Iyl ade o 581 iyl IS 5
. daglad] 33U e



£\

YooV By YV 5 (9) b YO suadl = e 31 5 4

(1)

(

CONTRACTOR shall bear and pay all the costs and expenses

required 1n canrving out all the operations under this Agreement but

such costs and expenses shall not include any interest on
imvestment. CONTRACTOR shall look only to the Petrolewm to
which 1t 135 entitled under thus Agreement to recover such costs and

expenses. Such costs and expenses shall be recoverable as provided

in Article VII. Duning the term of this Agreement and its renewal,

the total production achieved m the conduct of such operations
shall be divided between GANOPE and CONTRACTOR 1n
accordance with the provisions of Article VII

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

(2)

Egyptian mcome tax laws and shall comply with the
requirements of such laws with respect to the filing ot retuins,
the assessment of tax. and keeping and showing ot books and
records.

CONTRACTOR shall be hable to prepare the income tax retun
statement.  CONTRACTOR  shall  subnut the tax retumn
statement to GANOPE at least twenty five (25) davs prior to
the due date of subnutting thereot to the tax authonty,
GANOPE shall have the nght to review the tax return i order
to accept the tax calculation theremn GANOPE shall provide
comuments on such return within fifteen (15) davs of the date of
recerving the tax return from CONTRACTOR . In any case
CONTRACTOR shall be responsible tor subnutting the tax
return to the tax authonty within the due date.
CONTRACTOR s annmual mcome for Egyptian income tax
purpeses under this Agreement shall be an amount calculated

as tollows:

The total of the sums received by CONTRACTOR from the sale or

other chsposition of all Petrolewm acqured by CONTRACTOR

pwsuant to Article VII (a) and (b).
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Reduced hy:
(1} The costs and expenses of CONTRACTOR,

(1) The value as detemmunad accorchng to Article VII (¢), of
GANOPE s share of the Excess Cost Recovery Petroleum
repard to GANOPE 1 cash or in kind. 1f any,

Plus:

An amount equal to CONTRACTOR s Egyptian 1mcome taxes
grossed up in the manner shown m Article VI of Annex "E" .
For purposes of above tax deductions 1 any Tax Year, Article
VII (a) shall apply only 1 respect of classification of costs and
expenses and rates of amortization, without regard to the
percentage hmmtation referred to in the fust paragraph of
Article VII (a) (1) All costs and expenses of CONTRACTOR
i conchucting the operations under this  Agreement wluch are
not controlled by Article VII (a) as above qualitied shall be
deductible 1n accordance with the provisions ot the Egvptian
Income Tax Law.

GANOPE shall assume, pay  and discharge, i the name and
on behalt of CONTRACTOR., CONTRACTOR s Egyptian
mcome tax out of GANOPE s share ot the Petroleum produced
and saved and not used m operations wnder Article VIIL - All
faxes pard by GANOPE 1 the name and on behalt of
CONTRACTOR  shall  be  considered  mcome  to
CONTRACTOR.

GANOPE shall funmsh to CONTRACTOR the proper official
teceipts  evidencing  the pavment of CONTRACTOR's
Egvptian mcome tax tor each Tax Year witlhun mnety  (90)
davs tollowing the receipt by GANOPE of CONTRACTOR s
tax declaration for the preceding Tax Year. Such receipts shall
be 13sued by the proper Tax Authonties  and shall state the
amount and other particulars customary for such receipts.
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(a)

As used herein, Egyptian Income Tax shall be inclusive of all
mncome taxes pavable in the A RE. (including tax on tax) such
as the tax on income from movable capital and the tax on
profits from commerce and mdustiy and inclusive of taxes
based on income or  profits including all dividends,
withholding with respect to shareholders and other taxes
mposed by the GOVERNMENT of ARE. on the
distribution of income or profits by CONTRACTOR.
In calculating its AR.E. income taxes, GANOPE shall be
entitled to deduct all rovalties paid by GANOPE to the
GOVERNMENT and CONTRACTOR's Egyptian income
taxes patd by GANOPE on CONTRACTOR s behalf.
ARTICLE IV
WORK PROGRAM AND EXPENDITURES
DURING EXPLORATION PERIOD

CONTRACTOR shall conmumence Exploration operations
hereunder not later than six (6) months after the Effective Date.
GANOPE shall make available tor CONTRACTOR s use all
seisnic, wells and other Exploration data in GANOPE s possession

with respect to the Area as GANOPE 15 entitled to so do.

(b) The 1mtial Exploration period shall be Fowr (4) veans.

CONTRACTOR may extend this Exploration period for two(2)
successive  extension periods each of Two (2) vears
respectively , 1n accordance with Article IIT (b), each of which
upon at least thurty (30) davs prior written notice to GANOPE,
subject to its expenditwe of its nuwmnmum  Exploration
obligations and of its tulfillment of the dulling obligations

hereunder, for the then cuirent period.
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CONTRACTOR shall spend a nuninmum of Forty Five nulhion
.S Dollars ($4500004040) on  Exploration  operations  and
activities related thereto duing the wmtial Four (4) vears
Exploration penod. provided that CONTRACTOR  shall
Reprocess and Interpret of all exusting seisnuc data, acquire
High Resolution Aero-Magnetic and Gravity data, Acquure,
Process and Interpret Five Hunched Kilometers (300 K of
2D Sersmic data. Acquure, Process and Interpret Two Hundred
(200) Square Kialometers of 3D Setsnuc data, and Dl Two (2)
wells, For the fust Two (2) vears extension pertod that
CONTRACTOR elects to extend bevond the mitial Exploration
pertod, CONTRACTOR shall spend a muummum of Fitty
million  U.S.  Dollars  ($30000000)  provided that
CONTRACTOR shall Acqure, Process and interpret Five
Hundored (3040) Square Kilometers of 3D Sewsmiic Data and
Didl Two (2) wells. For the second Two ( 2 ) vears extension
pertod that CONTRACTOR elects to extend bevond the first
extension period, CONTRACTOR  shall  also  spend a
mimnnun of Fifty mullion U.S. Dollars ($30000000) provided
that CONTRACTOR shall Acquire, Process and mterpret Five
Hundred (3040) Square Kilometers of 3D Sewsmic Data and
Didl Two (2) wells.

Should CONTRACTOR spend mare than the mimnnum
amount requued to be expended or drill more wells than the
minmum - requied to be dolled durnmg the mitial Fowr (4)
yvears Exploration period, or durmg any peniod thereatter, the
excess may be subtracted from the nunmmum amount of money
required to be expended by CONTRACTOR or mimnium
munbar of wells requured to be drlled dng any succeeding
Exploration pertod(s) . as the case mav be.
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[n case CONTRACTOR surrenders its Exploration rights under
this Agreement as set forth above betore or at the end of the
Fowr (4) vears of the imtial Exploration period, having
expended less than the total sum ot Farty Five nullion U.S.
Dollars ($43000000) on Exploration or 1n the event at the end
of the Four (4) vears, CONTRACTOR has expended less
than said sum 1 the Area, an amount equal to the difference
between the said Forty Five nullion ULS, Dollars ($43000000)
and the amount actually spent on Exploration shall be paid by
CONTRACTOR to GANOPE at the tune of swrenderg o
within s1x (6) months from the end of the Fowr (4) vears of the
mnitial Exploration perod. as the case may be. Any expenditure
deficiency by CONTRACTOR at the end of any additional
penod tor the reasons above noted shall smularly result 1n a
paviment by CONTRACTOR to GANOPE of such deficiency.
Provided thus Agreement 1s still 1n torce as to CONTRACTOR,
CONTRACTOR shall be entitled to 1ecover any such
pavinents as Exploration Expenditure 1n the mamner provided
tor under Article VII i the event of Conunercial Production
Without prejudice to Article IIT {b), 1n ¢ase no Comumercial Ol
Discovery 15 established or no notice of Conmnercial Gas
Discovery is given by the end of the Eight (8™ vear, as may
be extended pwsuant to Article ¥V (a) o 1 case
CONTRACTOR surenders the Area under tlug Agresment
prior to such  tune, GANOPE shall not bear anyv of the
atoresaid expenses spent by CONTRACTOR.

(¢) At least towr (4) months prior to the beginmng of each
Financial Year or at such other tumes as mav mmtually be
agreed to by GANOPE and CONTRACTOR, CONTRACTOR
shall prepare an Exploration Work Program and Pudget tor the
Area setting torth the Explaration operations wlich CONTRACTOR
proposes to carry out duning the enswng Year
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The Exploration Wark Program and Budget shall be reviewed
by a jomnt comnuttee to be established by GANOPE and
CONTRACTOR atter the Etffective Date of this Agreement.
This Committee, heremnatter reterred to as the "Exploration
Advisory  Committee”, shall consist of s1x (6) members, tluee
(3) of whom shall be appointed by GANOPE and three (3) by
CONTRACTOR. The Chamman of the Exploration Advisory
Comnuttee shall be designated by GANOPE trom among the
members appoimnted by it The Exploration Advisory
Commuttee shall review and give such advice as 1t deems
appropniate with respect to the proposed Work Program and
Budget.  Following review by the Exploration Advisory
Commuttee, CONTRACTOR shall make such revisions as
CONTRACTOR deems appropriate and submit the Exploration
Work Program and Budget to GANOPE for its  approval.

Following such approval, it is further agreed that:

()

(1) CONTRACTOR shall not substantially revise or modity
sardl Work Program and Budget nor reduce the approved
budgeted expenditne without the approval of GANCOPE,

(11) In the event of emergencies mvolving danger of loss of
lives or property, CONTRACTOR may expend such
additional unbudgeted amounts as may be requured to
alleviate such danger. Such expenchtine  shall  be
considerad 1 all aspects as Exploration Expenditure and
shall be recovered pwsuant to the provisions of  Article
VII hereof

CONTRACTOR shall advance all necessary tunds tor all

materials, equipments, supplies, personnel admustration and

operations pursuant to the Exploratton Work Program and

Budget and GANOPE shall not be responsible to bear or repay

any of the atoresaid costs.
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(e)

(1)

CONTRACTOR shall be responsible tor the preparation and

performance of the Exploration Woik Program which shall be
implemented 1 a workmanlike manner and consistent with
good mndustry practices.

Except as 15 appropriate for the  processing of data.
specialized laboratory engineering and development studies
thereon, to be made 1n specialized centers outside ARE
subject to GANOPE's approval .all  geological and
geophysical studies as well as any other stuchies related to the
performance of thus Agreement. shall be made m the A RE.

CONTRACTOR  shall  entrust  the management of
Exploration operations 1 the ARE. to its techmcally
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  GANOPE. The General
Manager and. 1n Ins absence, the Deputy General Manager
shall be entiusted by CONTRACTOR with sutficient
powers to  carry out unmediately all lawtul  written
hirections given to them by the GOVERNMENT or its
representative under the terms of tlus Agreement. All lawitul
regulations 1ssued or hereatter to be 1ssued wluch are
applicable  hereunder and not 1n contlict with tlus
Agreement shall apply to CONTRACTOR.
CONTRACTOR shall supply GANOPE. withun thuty (30)
davs from the end of each calendar quarter, with a Statement
of  Exploration activity  showing costs  mcwred by
CONTRACTOR durmng  such quarter, CONTRACTOR s
records  and  necessary  supporting  documents  shall  be
avallable tor ispection by GANOPE at any tume dwing
regular working hows for thiee (3) months from the date of
recelving each statement.
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Within the thiee (3) months from the date of recerving such
Statement, GANOPE shall advise CONTRACTOR m writing
1t 1t considers:
(1) that the record of costs 1s not correct, or
(2) that the costs of goods or services supplhed are not 1n
line with the mternational maiket prices tor goods o
services of similar quabity supplied on simular terms
prevalling at the tume such goods or services were
supphied, provided however, that purchases made and
services pertormed within the A R E. shall be subject to
Article XXVI, an
(3) that the conditton of the materials fturnushed by
CONTRACTOR does not tally with their prices, or
(4) that the costs mcunred are not reasonably required tor
operatlons.
CONTRACTOR shall conter with GANOPE 1n connection
with the problem thus presented, and the parties shall
attempt to 1each a settlement wluch 13 mmtually satistactory.
Any remmbursement due to GANOPE out of the Cost
Recovery Petrolenm as a result of 1eaching agreement or of
an arbittal award shall bLe promptly made 1 cash to
GANOPE, plus stmple mterest at LIBOR plus two and half
percent (2.5 %) per ammun trom the date on which the
cisputed amount(s) would have been paid to GANOPE
accorchng to Article VII {a) (2) and Annex "E" of this
Agreement (1.e.. the date of rendition of the relevant Cost
Recovery Statement) to the date of paviment. The LIBOR
1ate applicable shall be the average of the figiuwe or figwes
published by the Financial Tiumes representing the nud-point
of the rates (bid and ask) applicable to one month U.S.
Dollars deposits i the London Interbank Ewocuirency
Market  on each fifteenth (15th) dayv of each month
occunring between the date on which the disputed amount
() would have been paid to GANOPE and the date on
which 1t 13 settled.
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It the LIBOR r1ate 15 avatlable on any fifteenth (13™) day
but 15 not published 1n the Financial Tumes in 1espect of
such day tor any reason, the LIBOR rate chosen shall be that
offered by Citibank N A to other leading banks 1n the
London Interbank Ewwrccurrency Market for one month ULS.
Dollar deposits.

It such fifteenth (15™) dav 1s not a dav on wluch LIBOR
1ates are quoted m the London Interbank Eurocurrency
Market, the LIBOR rate to be used shall be that quoted on
the next tollowing day on which such rates are quoted.

It within the time hmmt of the tlnmee (3) month penod
provided tor m thus paragraph, GANOPE has not advisaed
CONTRACTOR of 1ts objection to any Statement, such
Statement shall be considered as approved.

CONTRACTOR shall supply all funds necessary for its

operations 1 the A RE. under tlus Agresment i freely
convertible currency trom abroad CONTRACTOR shall
have the night to fieely purchase Egvptian cuirency 1n the
amounts necessary for its operations m the ARE. from
GANOPE o from any  bank authorized by the
GOVERNMENT to conchict foreign  currency exchanges.
Prionity shall be given to GANOPE to purchase the foreign
cirencies trom CONTRACTOR at the same applicable rate
and date as such cwrrencies may be purchased from the
National Bank of Egyvpt.

i
A

() GANOPE 15 authonzed to advance to CONTRACTOR the

Egvptian curmrency requued tor the operations under thas
Agreement agamst receving from CONTRACTOR an
equivalent amount of U.S. Dollars at the official A R E. rate
of exchange. such amowunt mn U.S. Dollars shall be depositaed
i an GANOPE account abroad with a correspondent bank
of the National Bank of Egypt, Cano. Withdrawals from
sard account shall be vsed tor tinancing GANOPE s and 1ts
Atfihated Compames™ toreign currency requirements subyect
to the approval of the Mumnster of Petroleum.
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ARTICLE ¥V
MANDATORY AND VOLUNTARY RELINQUISHMENTS
() MANDATORY:

At the end of the Four (4) vears atter the Etffective Date hereot .
CONTRACTOR shall relinqush to the GOVERNMENT a total of
Twenty Five percent (25%) of the onginal Area on the Effective
date not then converted to a Development Lease or Leases. Such
relmgqumslment shall be m a single vmt of whole Exploration Blocks
not converted to Development Leases unless otherwise agreed upon
between GANOPE and CONTRACTOR so0 as to enable the
relmquishment requuirements to be precisely tulfilled.

At the end of the Six (6) vears atter the Etfective Date hereot,
CONTRACTOR  shall relinqush to the GOVERNMENT an
adchtional Twenty Five percent (23%) of the onginal Area on the
Effective date mnot then converted to a Development Lease o
Leases. Such relinquishment shall be m a single vt of whole
Exploration Blocks not converted to Development Leases unless
otherwise agread upon between GANOPE and CONTRACTOR so as

to enable the relinquishment requurements to be precisely tulfilled.

Without prejudice to Articles III and XXIII and the last  tloee
patagraphs of this Article V (a). at the end of the Eight (8™) vear of
the Exploration penod, CONTRACTOR shall relinquish the
remainder ot the Area not then converted to Development Leases.

It 15 understood that at the time of any relingquishment the areas to
be converted mto Development Leases and wlnch are submutted to
the Muuster of Petroleum for hus approval according to Article II1
(d) shall, subject to such approval. be deemed converted to

Development Leases.
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(b)

CONTRACTOR  shall not be requued to  rehmquish  any
Exploration Block or Blocks on wlich a Commercial il or Gas
Well 15 discovered betore the peried of tume referred to in Article
[1I (¢} gaven to CONTRACTOR to determine whether such Well 15
a Commercial Discovery worthy of Development or  to relinquush
an Exploration Block in respect of which a notice of Commercial
Gas Discovery has been given to GANOPE subject to GANOPE™s
11ght to agree on the exustence of a Conumercial Discovery pursuant
to Article III (¢). and without prepudice to the requurements of
Article III (e).

[n the event at the end of the mitial Exploration period or either of
the two successive extensions of the mmtial Exploration period. a
well 15 actually dodling or testing, CONTRACTOR shall be
allowed up to s1x (6) months to enable 1t to chiscover a Commercial
Ol or Gas Well or to establish a Comunercial Discovery, as the case
mayv be. However, any such extension of up to s1x (6) months shall
reduce the length of the next succeeding Exploration penod, as
apphicable, by that amount.

VOLUNTARY:

CONTRACTOR may, voluntanly, during any penod relinquush all
ol any part of the Area in whole Exploration Blocks o1 parts of
Exploration Blocks provided that at the tume of such voluntary
relgquishment 1ts Exploration obligations  under Article IV (b)
have been satistied tor such period.

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

Following Conmmercial Discovery, GANOPE and CONTRACTOR
shall mtually agree vpon any area to be relinquished thereatter,
except tor the relinqushment provided tor above at the end of the

total Exploration period.
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ARTICLE VI
OPERATIONS AFTER COMMERCIAL DISCOVERY

On Commercial Discovery, GANOPE and CONTRACTOR may
torm in the A R.E. an operating company puwsuant to Article VI (b)
and Annex (D) (heremafter referred to as "Operating Company™)
which company shall be named by mutual agreement between
GANOPE and CONTRACTOR and such name shall be subject to
the approval of the Mimster of Petrolewm. Said company shall be a
private sector company. Operating Company shall be subject to the
laws and regulations 1 force in the A RE. to the extent that such
laws and regulations are not inconsistent with the provisions of this
Agreement or the Charter of Operating Company.

However, Operating Company and CONTRACTOR shall, for the
purpose of this Agreement, be exempted from the following laws

and regulations as now or hereafter amended or substituted:

Law No. 48 of 1978, on the emplovee regulations of public

sector companies,

- Law No. 139 of 1981, promulgating the law on jomnt stock
companies, partnership hinuted by shares and Lmited liability
companies,

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

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

sector companies; and

- Provisions of part 2 of Chapter 6 of Law No. 88 of 2003,

organizing dealings in foreign curencies.
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(b)

(d)

The Charter of Operating Company 15 hereto attached as Annex
"D Within thuty (30) davs after the date of Conmumercial Onl
Discovery or within thirty (30) davs atter signatme of a Gas Sales
Agreament o1 conmnencement of a scheme to dispose of Gas
(unless otherwise agreed upon by GANOPE and CONTRACTOR).
the Charter shall take etfect and Operating Company shall
automatically come into exustence without any turther procechues.
The Exploration Advisory Committee shall be dissolved torthwith
upon the coming into exastence of the Operating Company,

Ninety (90) days after the date Operating Company comes 1nto
existence 1n accordance with paragraph (b) above, 1t shall prepare a
Work Program  and Budget tor funther Exploration and
Development tor the remainder of the vear m wluch the
Commercial Discovery 1s made; and not later than four (4) months
before the end of the current Financial Year {(or such other date as
may be agreed upon by GANOPE and CONTRACTOR) and tfour
(4) months preceding the commencement of each succeeding
Financial Year thereatter (or such other date as may be agreed
upon by GANOPE and CONTRACTOR). Operating Company
shall prepare an annual Production Schedule, Wok Program and
Budget tor turther Exploration and Development tor the succeading
Financial Year. The Production Schedule, Worlk Program and
Budget shall be subnutted to the Board of Directors tor approval.

™y day of each month. Operating

Not later than the twentieth (20
Company shall furnish to CONTRACTOR a wiitten estunate of its
total cash requurements tor expenditre for the first halt and the
second half of the succeeding month expressed 1 U.S. Dollars
having regard to the approved Budget. Such estumate shall take

1nto consideration any cash expected to be on hand at month end.
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Payment tor the appropiiate period of such month shall be made to
the correspondent bank designated 1 paragraph (e) below on the
first (1%) day and fifteenth (15™) dav respectively, or the next
tollowing business day, if such day 1s not a business day.

Operating Company 15 authonzed to keep at its own disposal
abroad 1 an account opened with a cowrespondent bank of the
National Bank of Egypt, Cano, the foreign funds advanced by
CONTRACTOR. Withdrawals from said account shall be used for
paviment for goods and services acquured abroad and for
transferring to a local bank 1 the AR E. the required amount to
meet the expenditures 1 Egyvptian Pounds for Operating Company
1n connection with its activities under this Agreement.

Within sty (60) davs after the end of each Financial Year,
Operating Company shall subnut to the appropriate exchange
control authorities 1 the A RE. a statement, duly certified by a
recognized firm of auditors, showing the funds credited to that
account, the disbursements made out of that account and the
balance outstanding at the end of the Year.

If and for as long curing the period of production operations there
exists an excess capacity in facilities which can not dwing the
period of such excess be used by the Operating Company or
CONTRACTOR from a Development Lease or adjacent concession
area related to the CONTRACTOR, GANOPE shall use the excess
capacity 1f 1t so deswes without any financial or operational

disadvantage to the CONTRACTOR or Operating Company.
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ARTICLE VII
RECOVERY OF COSTS AND EXPENSES AND
PRODUCTION SHARING
(@) (1) CostRecovery Petroleum:

Subject to the auditing provisions under tlus Agreement,
CONTRACTOR shall recover quarterly all costs, expenses and
expencitiwes 1n respect of all the Exploration, Development and
related operations under this Agreement to the extent and out
of Thirty Seven percent (37%) of all Petroleum produced and
saved from all Development Leases within the Area hereunder
and not used 1 Petroleum operations. Such Petroleum 1s
hereinatter referred to as "Cost Recovery Petroleum”.
For the purpose of determumng the classification of all costs,
expenses and expenditures for their recovery, the following terms
shall apply:
1. "Exploration Expenditiwres” shall mean all costs and expenses

tor Exploration and the related portion of indirect expenses

and overheads.

2. "Development Expencitures” shall mean all costs and
expenses for Development (with the exception of Operating
Expenses) and the related portion of indirect expenses and
overheads.

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

expenditures made after nutial Comimercial Production, which

costs, expenses and expenditures are not normally depreciable.
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(1)

(11)

However, Operating Expenses shall include workover, repair
and maintenance of assets but shall not iclude any of the
following: sidetracking, re-drilling, recompilation,
abandonment operations, and changing of the status of a well
by reentry or testing, replacement of assets or part 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: -
“Exploration Expenditures™ including those accumulated prior
to the commenceament of tmtial 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 Five percent (%625) per anmumn starting either in the
Tax Year in which such expenditiwes are incurred and paid o
the Tax Year 1 wlich wmmtial Commercial Production
commences, whichever is the later date.
“Development Expenditures™, including those accumulated
prior to the commencement of initial Commercial Production
which for the purposes of this Agreement shall mean the date
on which the first regular shipment of Crude Oil or the first
deliveries of Gas are made, shall be recoverable at the
rate of Twenty Five percent (%623) per anmun  starting either
in the Tax Year i which such expenditiwes are mcurred and
pard or the Tax Year in which mitial Commercial Production

commences, whichever 1s the later date.
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(111) “Operating Expenses”, mecurred and paid after the date of

tnitial Conunercial Production, which for the pwposes 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 either in the Tax Year i which such
costs and expenses are imcurred and patd or the Tax Year in
which mitial Commercial Production occurs, whichever 1s the

later date.

(1v) To the extent that, m a Tax Year, costs, expenses o

expenditures recoverable per paragraphs (1), (1) and (i)
preceding, exceed the value of all Cost Recovery Petroleum for
such Tax Year, the excess shall be carned torward for recovery
in the next succeeding Tax Year(s) until fully recovered, but in
no case atter the ternunation of  tlus Agreement, as to
CONTRACTOR.

The recovery of costs and expenses, based upon the r1ates referred
to above, shall be allocated to each quarter proportionately (one
towth to each quarter). However, any recoverable costs and
expenses not recovered 1 one quarter as thus allocated, shall be

carried forward tor recovery in the next quarter.
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(2)

(3)

Except as provided i Article VII (a) (3) and Article VII (2) (1),
CONTRACTOR shall each quarter be entitled to take and own
all Cost Recovery Petroleum, which shall be talen and disposed
of 1 the manner determined pursuant to Article VII (e). To the
extent that the wvalue of all Cost Recovery Petroleum [as
deternunad m Article VII {¢)] exceeds the actual recoverable
costs and expenchtures, meludimg any carry  forward under
Article VII (a) (1) (1v), to be recovered 1n that quaiter, then the
value of such Excess Clost Recovery Petrolenum shall be paid by
CONTRACTOR to GANOPE etther (1) m cash in the manner set
forth m Aaticle I'V of the Accounting Procedure contamed in
Annex "E" or (11) m kmd m accordance with Article VII{a) (3).
Ninety (90) davs prior to the comumencement of each Calendar
Year GANOPE shall be entitled to elect by notice 1 witting to
CONTRACTOR to requrz payvment of up to  one hundied
percent (100%) of all the Excess Cost Recovery Petroleum
(Ganope’s night) m kind. Such payviment will be 1 Crude Cnl
from the Area FO.B. export tetnunal or other agreed delivery
point provided that the amount of Crude Oil taken by GANOPE
10 kand 1 a quarter shall not exceed the value of Cost Recovery
Crude  Onl actually  taken and  separately  disposed of by
CONTRACTOR trom the Area duing  the previous quarter. If
GANOPE's enfitlement to recetve paviment ot its share ot
Excess Cost Recovery Petrolenm i kind 1s limited by the
toregoing provision, the balance of such enfitlement shall be
pardin cash

() Production Sharing

(1)

The remamig Sixty Three percent { 63%) of the Petroleum
shall be divided between GANOPE and the CONTRACTOR
accorchng to the tollowmg shares: Such shares shall be taken
and chsposed of pursuant to Article VII (e):
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(i) Crude Oil :
Crude il produced GANOPE CONTRACTOR
and  saved under this SHARE SHARE
Agreement and not used
m Petroleum operations.
(BOPD) (quarterly average).

That portion less than (60} %) (40 %)
50404 BOPD.

That portion or icrement
from 3004 and less Than (65 %) (35%)
100040 BOPD |

That portion or icrement
from 100040 and less Than (70 %) (30} %)
25000 BOPD |

That portion or icrement
from 230040 and less Than (75 %) (25 %)
SO000 BOPD |

That portion or icrement
from 30000 and less Than (8() %0) (20} %)
100000 BOPD |

That portion or icrement
trom 100000 BOPD and (83 %) (15 %)
above .
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(ii) Gas and LPG :

Gas and LPG produced and GANOPE CONTRACTOR
saved wnder this Agreement SHARE SHARE

and not used 1n Petrole-
um  operations  (SCFD)

(quarterly average) .

: : 37 0. 17 0.
That portion or increment (83 %) (17 %)

less than 150 MMSCFPD.

That portion or mcrement
from 150 MMSCFPD and (88 %o) (12 %)

above.

(2) After the end of each contractual vear durmg the term of any Gas
Sales Agreement entered mto pursuant to Article VII (e), GANOPE
and CONTRACTOR (as sellers) shall render to GANOPE or
EGPC or EGAS (as buyer) a statement for an amount of Gas,
if any ., equal to the amount by which the quantity of
Gas of  which GANOPE or EGPC or EGAS (as buyver) has
taken delivery falls below seventy five percent (75%) of the
Confract quantities of Gas as established by the applicable Gas
Sales Agreement (the "Shortfall”), provided the Gas 1s available.
Within sixty (60) days of receipt of the statement, GANOPE or
EGPC or EGAS (as Dbuyer) shall pay  GANOPE and
CONTRACTOR (as sellers) for the amount of the Shortfall, if
any. The Shortfall shall be included 1 GANOPE's and
CONTRACTOR s entitlement to Gas pursuant to Article VII (a)
and Article VII (b) mn the fourth (4th) quarter of such contractual
yeal,
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Quantities of Gas not taken but to be paid for shall be recorded
1 a separate “Take-or-Pav Account”™ Quantities of Gas ("Make
Up Gas") which are delivered m subsequent vears 1n excess of
seventy five percent (73%) of the contract quantities of Gas as
established by the applicable Gas Sales Agreement., shall be set
agalnst and reduce quantities of Gas in the “Take-or-Pay™
account to the extent thereot and. to  that extent. no paviment
shall be due 1 respect of such Gas. Such Make Up Gas shall
not be included m CONTRACTOR s entitlement to Gas
pursuant to Article VII (a) and (b). CONTRACTOR shall have

no nghts to such Make Up Gas.

It at the end of any Contract vear , GANOPE and
CONTRACTOR (as sellers) tal to deliver seventy five percent
(73%) of the anmual confract quanfity of Gas as defined m the
Gas Sales Agreement with GANOPE or EGPC ar EGAS (as
buver). the ditference between seventy five percant (75%) of the
annual Contract quantity of Gas and the actual gas quantity
delhivered shall be referred to as the “Deliver- or - Pay Shotfall
Gas™ . GANOPE or EGPC or EGAS (as buver) shall have the
nght to take a quantity of Gas equal to Deliver-or-Pay the
Shorttall Gas and such quantity of Gas shall be priced at mmnety
percent (90%) of the Gas price as detined 1 the Gas Sales
Agreement . The mechamsm for the Deliver-or-Pay concept will
be deternuned i the Gas Sales Agreement

The percentages set torth in Article VII (a) and (b) m respact of
LPG produced from a plant constructed and operated by or on
behalt of GANOPE and CONTRACTOR shall apply to all

LPG avalable for delivery,
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(c)

Valuation of Petroleum:
(1) Crude Oil:

(1)

(i1)

The Cost Recovery Ciude Oil to which CONTRACTOR
15 entitled hereunder shall be valued by GANOPE and
CONTRACTOR at "Matket Price" for each calendar
(quatter.
"Market Price” shall mean the weighted average prices
realized from sales by GANOPE or CONTRACTOR
curing the quarter, whichever 1s lugher, provided that the
sales to be used in arnving 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-atfiliated companies at arm’s
length under all Ciude O1l sales contracts then 1n effect,
but excluding Crude Ol sales contracts mvolving baiter, and
(1) Sales, whether direct or indirect, through brokers or
otherwise, of GANOPE or CONTRACTOR to any
Affiliated Company.

(2)  Sales mvolving a quud pro quo other than payvment
in a fieely convertible currency or motivated in
whole or 1n part by considerations other than the
usual economic incentives for commercial arm’s
length crude ail sales.

() It 15 understood that 1 the case of “C.ILF™ sales,

appropriate deductions shall be made for transport and
mswance charges to calculate the F.O.B. poimnt of export
prce, and always taking 1nto account the appropriate
adjustment tor quality of Ciude Oil, freight advantage or
disadvantage of port of loading and other appropuiate
adjustments. Matket Price shall be determined separately
tor each Crude O1l or Crude Oil nux, and tor each poit of
loading.
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(1v) It cduing any calendar quarter, there are no such sales by

GANOPE and/or CONTRACTOR under the Crude O1l sales
contracts 1n effect, GANOPE and CONTRACTOR  shall
mutually agree upon the Martket Price of the Dbarrel of Crude
1l to be used for such quarter, and shall be guided by all
relevant and available evidence mcluding cuirent prices in
tfreely convertible curency of leading crude oils produced by
major ol producing countries (in the Arabian Gulf or the
Mediterranean Area), which are regularly sold i the open
matket according to actual sales contracts terms but excluding
paper sales and sales promises where no crude oil 13
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 sold, and always taking into consideration appropriate
adjustments for crude ol quality, freight advantage o
disadvantage of port of  loading and other appropriate
adjustments, as the case may be, for differences in gravity,
sulphur, and other factors generally recogimzed by sellers and
purchasers, as retlected m ciude prices, transportation ninety
(90) davs msurance prenuums, umisual fees borne by the seller,
and for credit terms 1n excess of sixty (60) davs, and the cost of
loans or guarantees granted for the benefit of the sellers at

prevailing iterest rates.

It 13 the itent of the Parties that the value of the Cost Recovery
Crude Oil shall reflect the prevailing market price for such

Crude Onl.
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(V)

It either GANOPE or CONTRACTOR considers that the
Matket Price as determuned under sub-paragraph (11) above
does not retlect the prevailling Maiket Price or i the event
GANOPE and CONTRACTOR fail to agree on Market Price
tor any Crude Oil produced under this  Agreement for any
quarter within fifteen (15) days atter 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 Oi1l i question. The arbitrator
shall make Ius deternunation as soon as possible following the
quarter 1 question. His determunation shall be final and
binding upon all the parties. The arbitrator shall be selected
i the manner described below.

In the event GANOPE and CONTRACTOR fail to agree on
the arbitrator within thirty (30) days from the date any party
notifies the other that 1t has decided to subnut the
determination of the Maiket Price to an arbitrator, such
arbitrator shall be chosen by the appointing authonity
designated in accordance with Article XXIV (e), ar such other
appointing authonity with access to such expertise as may be
agreed to between GANOPE and CONTRACTOR, with
regard to the qualifications for arbitrators set forth below,
upon wiitten application of one or both of GANOPE and
CONTRACTOR. Copy 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 1n the international petroleum industry
as an expert 1n pricing and martketing crude oil 1 international
commerce. The arbitrator shall not be a citizen of a country
which does not have diplomatic relations with any partners of
this agreement He may not be, at the time of selection,
emploved by, or an arbitrator or consultant on a continuing o
frequent basis to, the American Petrolewm Institute, the
Organization  of the Petrolewm Exporting Countries or the
Organization of Arab Petroleum Exporting Countries, or a
consultant on a conttmung basis  to  GANOPE,
CONTRACTOR or an Affiliated Company of either, but past
occastonal consultatton with such companies, with other
petroleum companies, governmental agencies or organizations
shall not be a ground for disqualification. He may not have
been, at any tume during the two (2) vears before selection, an
emplovee of any petrolem company or of any governmental
agency or organization.

Should a selected person decline or be unable to serve as
arbitrator or should the position of arbitrator fall vacant prior
to the decision called for, another person shall be chosen in the
same manner provided in this paragraph. GANOPE and
CONTRACTOR shall share equally the expenses of the

arbitrator.
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(V1)

The arbitrator shall make lus deternunation m  accordance
with the provisions of this paragraph.  based on the best
evidence available to him. He will review o1l sales confracts as
well as other sales data and mformation but shall be fice to
evaluate the extent to wluch any contracts. data or mformation
15 substantiated or pertinent. Representatives of GANOPE and
CONTEACTOR  shall have the nght to consult with the
arbitrator and tormush hom writien matenals provided the
arbitrator mayv mmpose reasonable hmitations on thius nght.
GANOPE and CONTRACTOR each shall cooperate with the

arbitrator to the fullest extent and each shall msure such

cooperation of 1ts trachng compames. The arbitrator shall be
providad access to crude ol sales contracts and related data
and information which GANOPE and CONTRACTOR o
their trachng compamies are able to make available and wlhich
i the judgment of the arbitrator mught aid the arbitrator
making a valid determination.

Pending Market Puce agreement by GANOPE and CONTRACTOR
or detemmination by the arlatrator, as apphicable, the Market Price
agieed for the quarter preceding the quarter 1in question shall
remain temporartdy m etfect.  In the event ether GANOPE o
CONTRACTOR should mcaur a loss by vitue of the temporary

conttnuation of the Market Puace of the previous quarter, 1t shall

prompily be remmbuwsed such loss by the other party plus smple
imnterest at the LIBOR plus two and one - half percent (2.53%0) par
anmun rate provided tor in Article IV (1) ttom the date on wlich
the disputed amount(s) should have been paid to the date of

pavinent.



YooV i T YV () ol Y0 sl = a SIS 4] AY

(LPG) Juad! Jo it i o jus1 (Y)

SR s o ol b T i) S gt O Gl o - )
el LN ny L) sy S o2, aaind
e Sl Jaald b s (a40) wie J) dakd] Jo £ S35
NUPES | WP DY QRS U PP B AVPES (RN 310 V2
- a8 God] il G55 G g 0 e 0 5l Y

o1 iy Lol ! (LPG) JLdl dy el 512 paas bis Ao s =¥
i 3y bt (55 1] Jns o0 il £ LYy A IS
ESTNVIPIACJOI [ PRA VPP | 5 SOV [ IRCTIIP DUPEPp R UER U T U
LIS Wslaadd Lidy ¢ LSl (LPG) Ll g dl 5L Jms 2,1
(el O o Syl 5 Orgir i o L 1)

o
( X M X zF)- 0 - A0=00§
“Wox £Y.a ¢ FeT

? ek

*

Sy Miiin 350 1o (LPGY JLudl 28l 58 s = 0 0§ (o
SLY I &Yoo Lo g n b IS (Gl 5 Bl
TSN Sl
P WP, [ PARURS “W | S DTN E J) | N WPEDL W
LY ¥y ¢ g o ST el $08 oo Ao Ll
A et DI phace 9 Lo e TSy Y Bl
BN b s O peedl 5 Glasld Ll ls Slr (2 I
Dol gl p Ex-RefiStar » Sl Jolas cloygiue g )b (09)



Y

YooV Dy YV 3 () sl YO sl = da 3T 5y 4

(2) Gasand LPG

(1)

(i)

The Cost Recovery and Production Sharing Gas Price will be
agreed upon between CONTRACTOR and GANOPE o
EGPC or EGAS after the Commercial Discovery and betfore
converting an area to a Development Lease(s) according to the
average prevailing Gas price of the Mediterranean region at
that tume . Except Gas for export (LNG), where production

sharing Gas price will be at net back price .

The Cost Recovery and Production Shares of (LPG) produced
from a plant constructed and operated by or on behalf of
GANOPE 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
GANOPE and CONTRACTOR):

F

PLPG = 0.95PR-{IJX{085 X —)
4296 X 10

Where

PLPG = LPG price (separately deternmuned 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 nud-point between the lugh and low
prices 1n U.S. Dollars per metiic ton quoted in
"Platt’s LPGaswire" dwing such month tfor Propane

and Butane FOB Ex-Ref/Stor, West Mediterranean.
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F:

BTU s removed from the Gas stream by the LPG plant

per metric ton of LPG produced.

a value in U.S. Dollars per metiic ton of the crude oil of
Gulf of Suez Blend "FOB Ras Shukhen" AR.E.
calculated by refering to "Platt’s Oilgram Price Report”
curing a month under the heading "Spot Crude Price
Assessment for Suez Blend". This value reflects the
total averages of the published low and Iugh values tor
a Barrel during such month divided by the number
of days 1 such month tor which such values were
quoted. The value per metric ton shall be calculated
on the basis of a conversion factor to be agreed upon
annually between GANOPE and CONTRACTOR.

In the event that "Platt’s LPGaswire" 15 1ssued on
certamn days durng a month but not on others, the
value of (PR) shall be calculated using only those
1ssues which are published dwing such month. In the
event that the wvalue of (PR) can not be
determined because "Platt’s LPGaswire" 1s not
published at all during a month, GANOPE 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
of 1f the wvalue of (PR) cannot be determmed
pursuant to the foregoing for any other reason .
GANOPE 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.
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Such valuation of LPG 15 based upon delivery at the delivery

point specified in Article VII (&) (2) (111).

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

same month.

(1v) The Cost Recovery and Production Shares of Gas and LPG
disposed of by GANOPE and CONTRACTOR other than to
GANOPE or EGPC ar EGAS pursuant to Article VII (&) shall
be valued at their actual realized price .

(d) Forecasts:

Operating Company shall prepare (not less than ninety (90) davs
prior to the beginmng of each calendar semester following first
regular production) and furnish in wiiting to CONTRACTOR  and
GANOPE a forecast setting out a total quantity of Petroleum that
Operating Company estimates can be produced, saved and
transported herevnder during such calendar semester 1 accordance

with good o1l and gas idustry practices.

Operating Company shall endeavor to produce each calendar
semester the forecast quantity. The Crude Oil shall be mun to
storage tanks or offshore loading facilities constructed, maintamed
and operated according to GOVERNMENT Regulations, by
Operating Company 1n which said Crude O1l shall be metered o
otherwise measured for rovalty, and other purposes requured by this
Agreement. Gas shall be handled by Operating Company in

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

Disposition of Petroleum:

(1)

GANOPE and CONTRACTOR shall have the night and the
obligation to separately take and freely export or otherwise
dispose of, currently all of the Ciude Oil to which each 1s
entitled under Article VII (a) and (b). Subject to payvment of
sums due to GANOPE under Article VII (a) (2) and Article
[X, CONTRACTOR shall have the right to renut and retain
abroad all tunds acquired by 1t including the proceeds from the

sale of 1ts share of Petroleum.

Notwithstanding  anything to  the contrary wnder this
Agreement, prionty shall be given to meet the requurements
of the ARE. market from CONTRACTOR’s share under
Article VII (a) & (b) of the Ciude O1l produced from the Area
and GANOPE shall have the preferential night to purchase
such Crude O1l at a price to be determuned pursuant to Article
VII (¢) . The amount of Crude O1l so purchased shall be a
portion of CONTRACTOR s share under Article VII (a) & (b).
Such amount shall be proportional to CONTRACTOR s share
of the total production of crude o1l from the concession areas
i the AR E. that are also subject to GANOPE s preferential
right to purchase. The pavment tor such purchased amount
shall be made by GANOPE in U.S. Dollars or i any other fieely
convertible currency remittable by CONTRACTOR abroad.

It 15 agreed upon that GANOPE shall notify CONTRACTOR,
at  least forty-five (435) davs prior to the beginning of the
Calendar Semester, of the amount to be purchased during such

semester under this Article VII (e) (1).
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(2) Withrespect to Gas and LPG produced trom the Area:

(1)

(11)

Prionity shall be given to meet the requurements of the

local market as deternuned by GANOPE.

In the event that GANOPE or EGPC or EGAS 15 to be

the buver of Gas, the disposition of Gas to the local

marlkets as mdicated above shall be by virtue of long term

Gas  Sales Agreements to be entered into between

GANOPE and CONTRACTOR (as  sellers) and

GANOPE o1 EGPC or EGAS (as buver).

GANOPE and CONTRACTOR (as sellers) shall have the

obligation to deliver Gas to the tfollowing point where

such Gas shall be metered tor sales, rovalty. and other
purposes required by thus Agreement:

(a) In the event no LPG plant 13 constructed to process
such Gas, the delivery pomt shall be at the flange
connecting the Lease pipeline to the nearest point
on the  National Gas Pipeline Grid Svistem as
depicted 1 Annex "F" hereto. or as otherwise
agreed by GANOPE and CONTRACTOR.

(b) In the event an LPG plant 15 constructed to process
such Gas, such Gas shall, tor the puposes of
valuation and sales, be metered at the wnlet to such
LPG Plant. However, notwithstanding the tact that
the meterng shall take place at the LPG Plant
inlet, CONTRACTOR shall tlhoough the Operating
Company buld a pipeling swtable tor transpoit of
the processed Gas from the LPG Plant outlet to the
nearest pomt on the National Gas Pipeline Gid
Svstem as  depicted . Annex "F" hereto, o
otherwise agread by GANOPE and
CONTRACTOR. Such pipeline shall be owned 1n
accoldance with Article VIII (a) by GANOPE. and
its  cost shall be financed and recovered by
CONTRACTOR a3 Development Expenditures
pursuant to Article VIL
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(111) GANOPE and CONTRACTOR shall consult together to

(1v)

determine whether to build an LPG plant for recovering
LPG from any Gas produced hereunder. In the event
GANOPE and CONTRACTOR decide to buld such a
plant, the plant shall, as 13 appropriate, be m the vicity
of the point of delivery as determined 1 Article II and
Article VII{e)2(11). The delivery of LPG for, rovalty 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 i accordance with the provisions of
this Agreement unless the Minister of Petroleum agrees

to accelerated recovery.

GANOPE or EGPC or EGAS (as buver) shall have the
option to elect, by ninety (99) days prior wiitten notice to
GANOPE and CONTRACTOR (as sellers)., whether
pavment for the Gas which 1s subject to a Gas Sales
Agreement between GANOPE and CONTRACTOR (as
sellers) and GANOPE or EGPC or EGAS (as buver) and
LPG produced from a plant constiucted and operated by
or on behalf of GANOPE and CONTRACTOR, as valuad
i accordance with Article VII (¢). and to wlich
CONTRACTOR 15 entitled under the Cost Recovery
and Production Sharing provisions of Article VII, of

this Agreement, shall be made 1) 1n cash or 2) 1 kind.

Pavments 1n cash shall be made by GANOPE or EGPC or
EGAS (as buver) at intervals provided for in the
relevant  Gas  Sales Agreement in U.S. Dollars,
renittable by CONTRACTOR abroad.
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Pavments 1 kind shall be calculated by converting the

value of Gas and LPG to which CONTRACTOR 1s

entitled 1nto equivalent barrels of Crude O1l to be taken
concurrently by CONTRACTOR from the Area, or to the
extent that such Crude Oil 15 insutficient, Ciude O1l from

CONTRACTOR s other concession areas or such other

areas as may be agreed. Such Ciude Oil shall be added to

the Crude O1 that CONTRACTOR 15 otherwise entitled
to Iift  under this Agreement. Such equivalent bairels
shall be calculated on the basis of the provisions of

Article VII (¢) relating to the valuation of Cost

Recovery Crude Oil.

Provided that:

(aa) Payvment of the value of Gas and LPG shall always
be made m cash m U.S Dollars renuttable by
CONTRACTOR abroad to the extent that there is
msutficient Crude O1l available for conversion as
provided tor above.

(bb) Payment of the value of Gas and LPG shall always
be made 1 Jkand as provided for above to the extent
that paviments m cash are not made by GANOPE.
Pavments to CONTRACTOR (whether in cash or
kind), when related to CONTRACTOR's Cost
Recovery  Petroleum, shall be icluded 1n
CONTRACTOR s Statement of Recovery of Costs
and of Cost Recovery Petroleum referred to in

Article IV of Amnex "E" of this Agreement.
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(V)

(vi)

(vil)

Should GANOPE or EGPC or EGAS (as buver) fail to
enter mto a long-tetm Gas Sales Agreement with
GANOPE and CONTRACTOR (as sellers) witlun four
(4) vears from a notice of Conmumercial Gas Discovery
pursuant to Article III, GANOPE and CONTRACTOR
shall have the right to take and freely dispose of the
quantity of Gas and LPG 1n respect of which the notice
of Commercial Discovery 1s given by exporting such
Gas and LPG.

The proceeds of sale of CONTRACTOR s share of Gas
and LPG  disposed of pursuant to the above
sub-paragraph (v) may be fieely remutted or retamed
abroad by CONTRACTOR.

In the event GANOPE and CONTRACTOR agree to
accept new Gas and LPG producers to join in an ongoing
export project, such producers shall have to contribute a
tair and equitable share of the 1nvestment made.

(viil) (aa) Upon the expiration of the fowr (4) vear period

referrted  to 1 Article VII (e) (2) (v).
CONTRACTOR shall have the obligation to exert
1ts reasonable efforts to find an export market for
(as reserves.

(bb) In the event at the end of the tow (4) vear period
referred  to under Article VII (&) (2) (v).
CONTRACTOR and GANOPE have not entered
imnto a Gas Sales Agreement, CONTRACTOR shall
retain 1ts rights to such Gas reserves for a funther
period of up to fowr (4) vears, subject to Article VII
(e) (2) (v} cc), durng which period GANOPE
shall attempt to find a market for Gas reserves.



YooV i D YV 3 (9) U Y0 sl = ws S5 4 VA

‘ jLiJlM’LL‘o’.; dal ] piey LA J_,Lﬁilﬂw‘.u do S ()
70U o ©lsian (A) Gl <Ll 3 (¥) () dmluad) 5ol puanis
Joall I3l o Sl o\ GLacsT s sl oo il sl
e a5l pogilh cay (@l JUasy) ool all 5 lblas! oo
§0 s Ll 35 ey ¢l S G olblas oe J3ln of JoGL
SN e S G I3 L Bl 3 el oda Ol (A) LS
A (V) G P 3 i oo ) o il Lo Sy i S
PINRE P R UETS [ IR OEN (U AJRCRRSSIN | JET JPORS - SR
et (59 en N By lai i1y Aot ool poadf 5Ll okl LS00
01 VNP P - R [
VTGO IELIVORE
OS5 POV EL N E ORI 1 JE PO P O
Gelee 9 & il o w] ) S e 5 ol g 055 YT -
g ld) S iUl b ghai 3w cllas
5 Ol 13T 3 Sadoee 2 S LT laud -
() Lnyludl Ll Lisy 5L pond ke Jylall o] e s 3 (23)
gt aie Lyl Sl e (3 O sl 2 e ias g o f ()
SGH el SLas NG JoW las] 7y ,b oo il giw (A) Sl3
w6 3 B D mastl o cogir g GUSYI S S5l i 13
i) (34d0) Ae oo wpd Sl I3l Ol (A) Sl Ll
L W Olaast 5 ) ads



\.4

Yo Viuidy VY u}(d) el.'r' Yo .)J.u”—:\.,w)"ﬁub}l

(ce)

{cld)

[n the event that CONTRACTOR 15 not exporting
the Gas and CONTRACTOR has not entered mto
a Gas Sales Agreement pursuant to Article VII (e)
(2) pror to the expny of elght (8) vears from
CONTRACTOR s notice of Commercial Gas
Discovery, CONTRACTOR shall sunender the
Gas reserves 1n respect of which such notice has
been given. It bemg understood that CONTRACTOR
shall, at any time prior to the expuy of such erght
(8 )vear penod | surender the Gas resarves.
if CONTRACTOR 15 not exporting the Gas and
CONTRACTOR does not accept an otffer of a Gas
Sales Agreement from GANOPE within six (6)
months from the date such offer 15 made providad
that the Gas  Sales  Agreement offered to
CONTRACTOR shall take mto consideration the
relevant technical and economic factors to enable
a commercial contract including

- A sufficient delivery rate.

- Debivery presswe to enter the National Gas
Pipelie Guid System at the point of delivery.

- Delivered Gas quality specifications not moie
stringent than those imposed or requured tor the
National Gas Pipeline Gnid System.

- The Gas prices as specified in the Gas Sales
Agreement .

In the event that CONTRACTOR has not enterad
mto a Gas Sales Agreement pursuant to Article
VII (e) {(2yor otherwise tound an acceptable
scheme tor commercial disposal of such Gas | at
the tume ot the expiration of eight (8) vears from
CONTRACTOR1s  notice  of  Clommercial
Discovery of Gas o falling agreesment with
GANOPE on gas disposal at the expmation of
elght ( 8 ) vears , CONTRACTOR shall surrender
fo GANOPE such Development Lease (s) 1n
which Gas discovery 13 made.
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(1x) CONTRACTOR shall not be obligated to swrender a
Development Lease based on a Conmnercial Gas
Discovery, 1f Crude O1l has been discovered 1
commerclal quantities in the same Development Lease.

(f)y Operations:

It tollowing the reversion to GANOPE of any nghts to Ciade Onl
hereunder, CONTRACTOR retams nghts to Gas i the same
Development Lease, or if, following surrender of nghts to  Gas
hereunder, CONTRACTOR retains nights to Crude O1l m the same
Development Lease, operations to explore for or exploit  the
Petroleum, the nghts to which have reverted or been surrenderad
(Ol or Gas as the case mayv be) may only be carried out by
Operating Company which shall act on bzhalt of GANOPE alone,
unless CONTRACTOR and GANOPE agree otherwise.

o) Tanker Scheduling:

(

a

)

At a reasonable time prior to the commencement of Conmmercial
Production GANOPE and CONTRACTOR shall meet and agiee
upon a  proceche for scheduling tanker liftings from the agreed
upon point of export.
ARTICLE VIII
TITLE TO ASSETS

GANOPE shall become the owner of all CONTRACTOR acquurad

and owned assets which assets were charged to Cost Recovery by
CONTRACTOR 1n connection with the operations cairied out by
CONTRACTOR or Operating Company 1 accordance with the
following:

(1) Land shall become the proparty of GANOPE as soon as it 1s

purchased.

(2) Title to fxed and movable assets shall be transterred

automatically and gradually from CONTRACTOR to GANOPE
as  they become subject to recovery mn accordance with the
provisions of Article VII, however the full title to  fixed and
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movable assets shall be transterred  automatically from
CONTRACTOR to GANOPE when its total cost has been
recovered by CONTRACTOR 1 accordance with the
provisions of Article VII or at the time of ternunation 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 duning each calendar
quarter shall be comnmincated by CONTRACTOR to GANOPE
ar by Operating Company to GANOPE and CONTRACTOR

within thity (30) davs of the end of each quarter.

b) During the term of this Agreement and the renewal period
GANOPE, CONTRACTOR and Operating Company are entitled to the
tull use and enjovment of all fixed and movable assets refeired to
above 1 connection with operations heremnder or wnder any other  Petroleuum
concession agreement entered mto by the Parties. Proper accounting
adjustment shall be made. CONTRACTOR and GANOPE shall not

dispose of the same except with agreement of the other.

(¢c) CONTRACTOR and Operating Company may freely import into the
A RE., use therein and fieely export at the end of such use,
machinery and equipments which they either rent or lease in
accordance with good mdustry practices, including but not limited to

the lease of computer hardware and software.
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(a)

(b)

(c)

(d)

(e)

ARTICLE IX
BONUSES

CONTRACTOR shall pay to GANOPE as a signature bonus the
sum of One and Half nullion U.S. Dollars  ($1300000 ) on the

Effective Date.

CONTRACTOR shall pay to GANOPE as a bonus the sum of One
and Half million U.S. Dollars ($1500004) upon approval of each

Development Lease .

CONTRACTOR shall pay to GANOPE the sum of Three million
U.S. Dollars ($3000004) as a production bonus when the total
average daily production from the Area furst reaches the rate of Five
thousand (5004) Barrels of o1l per day or equivalent for a period of
thuty (30) consecutive producing davs. Pavment will be made

within fifteen (15) davs thereatter.

CONTRACTOR shall also pay to GANOPE the additional sum of
Five million U.S. Dollars ($3000004) as a production bonus when
the total average daily production from the Area first reaches the
rate of Ten thousand (10004) Barrels of oil per day or equivalent for
a pertod of thurty (30) consecutive producing davs. Payvment will be

made within fitteen (15) days thereafter.

CONTRACTOR shall also pay to GANOPE the additional sum of
Ten million U.S. Dollars ( $10000000) as a production bomis when
the total average daily production from the Area first reaches the
rate of Twenty Five thousand (25004) Barrels of o1l per day or
equivalent for a pertod of thuty (30) consecutive producing dayvs.

Pavment will be made within fitteen (15) davs thereafter.
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(£)

CONTRACTOR shall also pay to GANOPE the additional sum of
when the total average daily production from the Area first reaches
the rate of Fifty Thousand (50004) Barrels of ol per day o
equivalent for a penod of thuty (30) consecutive producing dayvs.

Pavment will be made within fitteen (15) davs thereafter.

CONTRACTOR shall also pay to GANOPE the additional sum of
Forty million U.S. Dollars { $40000004) as a production bonus when
the total average daily production from the Area first reaches the
tor a pertod of thuty (310) consecutive producing davs. Pavment will

be made within fitteen (15) days thereatter.

(h) CONTRACTOR shall pay to GANOPE as a bonus the sum of Five

(1)

Hundred Thousand U.S. Dollars ($300004 ) upon approval to enter
imnto the five (3) vear extension pertod pursuant to Article III
paragraph (d) (1) (bb) .

CONTRACTOR shall pay to GANOPE 1n each financial vear the
sum of not less than One Hundred & Twenty Five Thousand

($125000) Umnited States Dollars as a non recoverable cost for

trarmng purpose and as finther described i Art. XVII (d) below .
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(1) CONTRACTOR shall pay to GANOPE. one day puor the
Governmental approval, as an assignment Bomus, an amount of U.S,
Dollars, but sard amount should not be less than Ten Percent (10%6)
of the total assignment deal Value. (except assignment to atfiliated

companies)

() All the above mentioned bomises shall 1n no event be recovered by

CONTRACTOR.

(1) In the event that GANOPE elects to develop any part of the Area
pursuant to the sole risk provisions of Article III (¢) (1v), production
from such sole 113k area shall be considered for the purposes of this
Article IX only 1if CONTRACTOR exercises its option to share in

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

(m) Gas shall be taken mto account for purposes of deternuning the total
average daily production from the Area under Article IX (¢c-g) by
converting daily Gas delivered into equuvalent barels of daily Crude

Ol production in accordance with the following tornmla:

MSCF x H x.167 = equvalent barrels of Crude Oil
where
MSCF = one thousand Standard Cubic Feet of Gas.
H = the number of nullion British Thermal Units (BTUs per

MSCF).
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ARTICLE X
OFFICE AND SERVICE OF NOTICES
CONTRACTOR shall mamtain an office in AR E. at which notices shall
be validly served.
The General Manager and Deputy General Manager shall be entrusted by
CONTRACTOR  with sufficient power to cany out inunediately all
local witten directions given to them by the Government or its
representatives under the terms of this Agreement. All lawtul regulations
1ssued or hereafter to be 1ssued which are applicable hereunder and not
i contlict with this Agreement shall apply to the duties and activities of
the General Manager and Deputy General Manager .
All matters and notices shall be deemed to be validly served which are
delivered to the office of the General Manager or which are sent to lum
by registered mail to CONTRACTOR s office inthe A RE.
All matters and notices shall be deemed to be validly served which are
delivered to the office of the Chairman of GANOPE or which are sent to
him by registered mail at GANOPE s main office in Cairo.
ARTICLE XI

SAVING OF PETROLEUM AND PREVENTION OF LOSS
(a) Operating Company shall take all proper measwres, according to

generally accepted methods m use 1n the ol and gas ndustry to

prevent loss or waste of Petrolem above or under the ground m any

torm during drilling, producing,  gathering, and distiibuting o

storage operations. The GOVERNMENT has the nght to prevent

any operation on any well that 1t might reasonably expect would

result in loss or damage to the well or the O1l or Gas field.
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(b) Upon completion of the dulling of a productive well, Operating

Company shall imnform 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 tormations in the same

well can only be produced economically through a single tubing
strng, Petroleum shall not be produced from multiple o1l bearing
zones through one string of tubing at the same time, except with the
prior approval of the GOVERNMENT or its representative, which

shall not be unreasonably withheld.

(d) Operating Company shall record data regarding the quantities of

(&)

()

Petroleum and water produced monthly from each Development
Lease. Such data shall be sent to the GOVERNMENT or its
representative on the special forms provided for that purpose within
thirty (30) days after the data are obtained. Daily or weekly statistics
regarchng the production from the Area shall be available at all
reasonable times for examination by authorized representatives of
the GOVERNMENT.

Daily cuilling records and the graphic logs of wells must show the
quantity and type of cement and the amount of any other matenials
used 1n 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.
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(@)

(b)

ARTICLE XII
CUSTOMS EXEMPTIONS

GANOPE., CONTRACTOR, and Operating Company shall be
permitted to import and shall be exempted trom customs duties, any
taxes, levies or tees (including tees mmposed by Ministerial Decision
No. 234 of 1993 1ssued by the Muouster of Finance, as now oo
hereatter amended or substituted) of any  natwe and trom the
mmportatton rules with respect to the mnportation of  maclinery,
equipment. appliances, materials, 1tems. means of transport and
transportation (the exemption from taxes and duties tor cars shall
only apply to cars to be used 1n operations), electric appliances. an
conditioners tor otfices, tfield housing and tacilities, electronic
applhiances, computer hardware and software, as well as spare paits
required tor any of the imported items, all subject to a duly approved
certificate 1ssued by the responsible representative nominated by
GANOPE tor such purpose, which states that the unported ttems are
required tor conducting the operattons pursuant to this Agresment
Such certificate shall be tinal and binding and shall automatically
result 1 the mportation and the exemption without any huther
approval, delay or procechue.

Maclunery, equpment, appliances and means of transport and
transportation  mmported by GANOPE's, CONTRACTOR™s and
Operating Company s contractors and sub-contractors  temporanly
engaged 1 any activity pursuant to the operations which are the
subject of this Agreement, shall be cleared under the "Temporary
Release Svstem” without paviment of customs duties, any taxes,
levies or tees (mncluding fees imposed by Ministerial Decision No.

254 of 1993 1ssued by the Muuster of Finance, as now o1 hereatter
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amendad or substituted) of any nature upon presentation ot a duly
approved  certificate  1ssued by an GANOPE  responsible
representative nonunated by GANOPE tor such purpose  wluch
states, that the mmported items are requued for conducting the

operations pursuant to this Agreement. Items (excluding cars not to

be used 1n operations) set out i Article XII (a) mmported by

GANOPE's, CONTRACTORs  and  Operating Company s
contractors and sub-contractors  for the atoresawd operations, 1
order to be installed or used permanently or consummed shall meet the
conditions tor exemption set torth i Aiticle XII (a) atter being duly
certitied by an GANOPE responsible representative to be used tar

conducting operations parsuant to this Agreement.

The expatriate emplovees of CONTRACTOR., Operating Company
and their contractors and sub-contractors shall not be entatled to any
exemptions from customs duties and other ancillary taxes and
charges except withun the lmuts of the provisions of the laws and
regulations applicable 1n the A R.E. However, personal household
goods and turmtme (ncluding one (1) car) for each expatiate
emplovee of CONTRACTOR andior Operating company shall be
cleared under the "Temporary Release Svstem” (without pavment of
any customs duties and other ancillary taxes) upon presentation of a
letter to the appropniate customs authonties by CONTRACTOR or
Operating  Company  approved by an  GANOPE  responsible
representative that the mmported 1tems are imported for the sole use
of the expatiate employvee and lus  tanuly, and that such mmportad
1tems shall be re-exparted outside the A R E. upon the repatuation of

the concernad expatriate emplovee.
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(d) Items mmported mte the A R E. whether exempt o1 not exempt from

(e)

customs chuties and other ancillary taxes and charges hereunder. mav
be exported by the mporting party at any tume atter obtanmng
GANOPE s approval, which approval shall not be umreasonably
withheld. without any export duties, taxes or charges o1 any taxes o
charges from which such items have been already exempt, bemg
apphicable. Such items mav be sold within the A R E. after obtatng
the approval of GANOPE which approval shall not be vmeasonably
withheld. In tlus event, the puchaser of such items shall pay all
applicable customs duties and other ancillary taxes and  charges
according to the conditton and value of such items and the tantt
applicable on the date of sale, unless such 1tems have already
been sold to an Atfiliated Company of CONTRACTOR, 1t any, o1
GANOPE, having the same exemption, or unless fitle to such 1tems

(excluding cars not used in operations) has passed to GANOPE.

[ the event of any such sale under this paragraph (d). the proceads

from such sale shall be divided in the followimg manner:

CONTRACTOR  shall be entitled to remmbuwsement of its
mmecoverad cost, 1t any., 1 such items and the excess, it any, shall
be paid to GANOPE.

The exemption provided tor i Article XII (a) shall not apply to
any 1mported items when 1items ot the same or substantially the same
kind and quality  are  mamifactwed locally  meeting
CONTRACTOR’s and‘or Operating Company’s specifications for
quality and safety and are availlable for tunely purchase and delivery
i the AR E. at a price not lngher than ten percent (14%) of the cost
of the mmported tem. before customs duties but atter freight and

mswance costs . 1f any | have been added.
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(1)

(a)

()

CONTRACTOR, GANOPE and thewr respective buyers shall have
the mnight to freely export the Petroleum produced from the Area
pursuant to thus Agreement, ne license shall be requured, and such
petroleum shall be exempted trom any customs duties, any taxes,
levies or any other mposts 1 respect of the export of Petrolenm
hereunder.

ARTICLE XIII

BOOKS OF ACCOUNT : ACCOUNTING AND PAYMENTS

GANOPE, CONTRACTOR and Operating Company shall each
maintaimn at theiwr business otfices in the A RE. books of account. 1n
accardance with the Accounting Procedwe 1 Amnex "E" and
accepted accounting practices generally used i the petroleum
imndustry, and such other books and records as may be necessary 1o
show the woik performed under tlus Agreement. incluchng the
amount and value ot all Petroleum produced and saved hereunder.
CONTRACTOR and Operating Company shall keep thew books of

account and accounting records 1 Umited States Dollars.

Operating Company shall furmsh to the GOVERNMENT or 1ts
representatives monthly returns showing the amount of Petioleumn
produced and saved hereunder. Such retuins shall be prepared in the
torm requured by the GOVERNMENT, or its  1epresentative 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 1ts representative withan  thuty (30) davs atter

the end ot the month coverad 11 the return

The atoresaid boolss of account and other boolks and 1ecords
referred to above shall be available at all reasonable tumes tor
mspection by duly  authonized  representatives ot the
GOVERNMENT.
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(c)

CONTRACTOR shall subnut to GANOPE a Profit and Loss
Statement of 1ts Tax Year not later than four (4) months atter the
conunencemant of the tollowing Tax Year to show 1ts net profit o
loss trom the Petroleum operations under tlus Agresment for such
Tax Year.

CONTRACTOR shall at the same tune subnut a vear-end Balance
Sheet tor the same Tax Year to GANOPE, The Balance Sheet and
financial statements shall be certified by an Egyptian certitied
accounting firm.
ARTICLE XIV
RECORDS, REPORTS AND INSPECTION

CONTRACTOR and/or Operating Company shall prepare and. at
all times while thus Agreement 15 1 force, maintain  accurate and
current records of its operations m the Area. CONTRACTOR and/or
Operating Company  shall furmsh the GOVERNMENT or its
representative, 1 confornuty with applicable regulations or as the
GOVERNMENT or 1ts  representative may 1easonably requie
information and data concerning its operations wnder this Agreement.
Operating Company will pertorm the functions incheated m  thas
Article XIV 1 accordance with its role as specitied in Article VI

(b)Y CONTRACTOR and‘or Operating Company shall save and keep for a

(c)

reasonable period of time a representative portion of each sample of
cores and cuttings taken from drilhing wells, to be disposed of, a
torwarded to the GOVERNMENT or its  representative 1 the
manner cirected by the GOVERNMENT. All samples acquured by
CONTRACTOR and/or Operating Company tor their own purposes
shall be considered available tor mspection at any reasonable tume
by the GOVERNMENT or its rtepresentatives.

Unless otherwise agreed to by GANOPE, 1 case of exporting any
rocls samples outside A R E.. samples equuvalent in size and quality
shall, betore such exportation, be delivered to GANOPE as
representative of the GOVERNMENT.
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(d) Ongnals of records can only be exported with the permission of
GANOPE, provided, however, that magnetic tapes and any other
data which must be processed or analyvzed outside the A R E. may
be exported 1f a momtor or a comparable record. 1f available, 13
matntamed m the A RE. and provided that such exports shall be
repatriated to A R E. promptly tollowing such processing or analysis
on the understancing that they belong to GANOPE.

(e) Dunng the period CONTRACTOR 15 conducting the Exploration
operations, GANOPE s duly  authonzed representatives o
emplovees shall have the nght to full and complete access to the
Area at all reasonable tumes with the 1ght to observe the operations
bemg conducted and to inspect all assets. records and data kept by
CONTRACTOR. GANOPE’s representative, 1in exercising its rights
under the preceding sentence of thus paragraph (2). shall not intertere
with CONTRACTOR s operations. CONTRACTOR shall provide
GANOPE with copies of any and all data (ncluding, but  not
lmmited  to, geological and geophysical reports. logs and well
surveys) mtformation and interpretation of such data. and other
mtormation in CONTRACTOR s possession.

For the purpose of obtaming new oftfers, the GOVERNMENT
andior GANOPE may, after the Eight (8™ vear of the Exploration
period or the date of ternunation of tlus Agreement, wlichever 1s the
eatlier, show any other party wnterpreted basic geophyvsical and
geological data (such data to be not less than one (1) vear old unless
CONTRACTOR agrees to a shorter pentod. which agreement shall
not be unreasonably withheld) with respect to the Area. provided that
the GOVERNMENT and/or GANOPE may at any time show
another party such data directly obtained over or acquurad trom those
parts of the Area which CONTRACTOR has relinquished as long as

such data 15 at least one (1) vear old.
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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 mdemmty the GOVERNMENT andior GANOPE
against all damages tor which thev mav be held liable on account of any
such operations. CONTRACTOR should respect and adhere to all canrent
and tmture laws and decrees of enviromment and antiquities 1ssued and
applied i Arab Republic of Egyvpt.
ARTICLE XVI
PRIVILEGES OF GOYVERNMENT REPRESENTATIVES

Duly authonzed representatives of the GOVERNMENT shall have
access to the Area covered by this Agreement and to the Operations
conducted thereon Such representatives may examune the books.
registers and records of GANOPE, CONTRACTOR and Operating
Company and malke a reasonable number of smveyvs, drawings and tests
tor the purpose of entorcing this Agreement. They shall. tor this purpose.
be entitled to make reasonable use of the maclhinery and mnstruments of
CONTRACTOR or Operating Company on the condition that no danger
or 1mpediment to the oparations hereundar shall anse doectly or
induectly from such use. Such representatives shall be given reasonable
assistance by the agents and emplovees of CONTRACTOR or Operatmg
Company so  that none of the activities shall endanger or lunder the
safety or efficiency ot the operations. CONTRACTOR or Operating
Company shall otfer such representatives all prvileges and facilities
accorded toits own emplovees m the field and shall provide them, tree of
charge, the use of reasonable office space and of adequately furmished
housing while they are mn the field tfor the pumpose of tacilitating the
objectives of this Article. Without prejudice to Article XIV (e) any
and all information obtamed by the GOVERNMENT or 1ts 1representatives
under thus Article XVI shall be kept confidential with respect to the Area
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ARTICLE XVII
EMPLOYMENT RIGHTS AND TRAINING OF
ARAB REPUBLIC OF EGYPT PERSONNEL
(a) It 1s the desire of GANOPE and CONTRACTOR that operations
hereunder be conducted 1n a business-like and efficient manner:

(1) The expatriate adnunistrative, professional and techmecal
personnel employed by CONTRACTOR or Operating Company
and the personnel of its contractors for the conduct of the
operations hereunder, shall be granted a residence as provided
for i Law No. 89 of 1960 as amended and Mimisterial Order
No. 280 of 1981 as amended, and CONTRACTOR agrees that
all imnugration, passport, visa and emploviment regulations of
the ARE. shall be applicable to all alien emplovees of
CONTRACTOR working i the ARE.

(2) A nummum of twenty-five percent (23%) of the combined
salaries and wages of each of the expatriate adnunstrative,
protessional  and  techmcal personnel emploved by
CONTRACTOR or Operating Company shall be patd monthly

in Egyptian Currency.

(by CONTRACTOR and Operating Company shall each select its
emplovees and determine the number thereof, to be used tor
operations hereunder.

(¢) CONTRACTOR, shall after consultation with GANOPE, prepare and
carny out specialized traming programs for all its A R E. emplovees
engaged 1n operations hereunder with respect to applicable aspects
of the petroleum industry. CONTRACTOR and Operating Company
undertake to replace gradually their non-executive expafriate statf by

qualified nationals as they are available.
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(d) Dunng any of the Exploration phases, CONTRACTOR shall give

AN

p—

mutually agreed nmumbers of GANOPE emplovess an opportunmty to
attend and participate 1 CONTRACTOR s and CONTRACTOR s
Atfiliated Companies  trapung programs relating to Exploration and
Development operations. In the event that the total cost of such
programs 1s less than One Hundred & Twenty Five thousand
(LIS $125000) Uhited States Dollars 1 any Financial Year durnng
such partod, CONTRACTOR shall pay GANOPE the amount of the
shortfall within  thirty (3(0) davs tollowmg the end of such Financial
Year. However, GANOQPE shall have the nght that sawd amount One
Hundied & Twenty Five thousand (U.S.$1235000) United States Dollars
allocated tor tratmng. be paid directly to GANOPE tar such paupose.
ARTICLE XVIII
LAWS AND REGULATIONS

CONTRACTOR and Operating Company shall be subject to Law
No. 66 of 1953 (excluding Article 37 thereotf) as amended by Law
No. 86 of 1956 and the regulations 1ssued tor the mplementation
thereof, mcludig the regulations for the safe and efficient
performance of operations canted out for the execution of tlus
Agreement and for the conservation of the petrolenm resources of
the AR E. provided that ne regulations. or modification or
interpretation thereof, shall be contrary to or mconsistent with the

provisions of tlhns Agreement.

(b) CONTRACTOR and Operating Company shall be subject to the

provisions of the Law No. 4 of 1994 concerning the environment and
1ts executive regulation as may be amended, as well as any laws or
regulations may be 1ssued . concemnmng the protection of the

enviromment.
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(¢)  Except as provided 1n Article III (g) tor Income Taxes, GANOPE.
CONTRACTOR and Operating Company shall be exempted from
all taxes and duties, whether mmposed by the GOVERNMENT or
municipalities mcluding among others, Sales Tax, Value Added Tax
and Taxes on the Exploration, Development, extracting, producing.
exporting or transporting of Petrolewm and LPG as well as any and
all withholding taxes that might otherwise bz imposed on dividends,
interest, technical service fees, patent and trademark rovalties, and
sinular ttems, CONTRACTOR shall also be exemipted from any  tax
on the liqudation of CONTRACTOR. or distributions of any income
to the shareholders of CONTRACTOR., and from any tax on capital.

(d) The nghts and oblhigations of GANOPE and CONTRACTOR
hereunder, and for the effective term of this Agreement shall be
governed by and i accordance with the provisions of tlhis
Agreement and can only be altered or amended by the witten
mutual  agreement of the said contracting parties in the same
procechires by which the onginal Agreement has been 1ssued.

(2) The contractors and sub-contractors of CONTRACTOR and
Operating Company shall be sulyect to the provisions of this Agresment
wluch atfect them. Insofar as all regulations which are duly 1ssued
by the GOVERNMENT apply from time to  time and are not in
accord with the provisions of this Agreement. such regulations shall
not apply to CONTRACTOR., Operating Company and then
respective contiactors and sub-contractors, as the case may be.

(f) GANOPE, CONTRACTOR, Operating Company and their respective
contractors and sub-contractors shall for the pwmposes of tlhis
Agreament be exempted from all professional stamp duties, imposts
and levies imposed by svndical laws with respect to thewr documents

and activities hereunder.
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(g) All the exemptions from the application of the A RE. laws or
regulations granted to GANOPE, CONTRACTOR, the Operating
Company, their contractors and sub-contractors under this
Agreement shall mclude such laws and regulations as presently in
etfect or hereatter amended or substituted.

ARTICLE XIX
STABILIZATION

In case of changes 1n exusting legislation or regulations applicable to the
conduct of Exploration, Development and production of Petroleum,
which take place after the Effective Date, and which sigmficantly affect
the econonmuc interest of tlus Agreement to the detiiment of
CONTRACTOR or which mmposes on CONTRACTOR an obligation to
remit to the AR.E. the proceeds fiom sales of CONTRACTOR’s
Petrolemm, CONTRACTOR shall notify GANOPE of the subject
legislative or regulatory measure and also the consequent effects upon
wssuing legislation or regulation which mmpact on the stabilization. In
such case, the Parties shall negotiate possible modifications to this
Agreement designed to restore the economic balance thereot which
existed on the Etfective Date.

The Parties shall use their best efforts to agree on amendments to this
Agreement within mnety (90) davs from atoresaid notice.

These amendments to this Agreement shall not 1 any event dimuush or
mcrease the nghts and obligations of CONTRACTOR as these were
agreed on the Etffective Date.

In case of the parties” fatlure to solve the disputes |, Article XXIV of this

Agreement shall be applied .
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ARTICLE XX
RIGHT OF REQUISITION

(a) In case of national emergency due to war or inmunent expectation of
war o1 internal causes, the GOVERNMENT may requsition all or
part of the production from the Area obtained hereunder and requure
Operating Company to increase such production to the utmost
possible maximum. The GOVERNMENT may also requisition the
Onl andior Gas field itself and, 1f necessary, related facilities.

(b) In any such case, such requsition shall not be effected except after
mnviting GANOPE and CONTRACTOR or their representative by
registered letter, with acknowledgement of receipt, to express thew
views with respect to such requusition.

(¢) The requusition of production shall be etfected by Mumsterial Order.
Any requuisition of an O1l and/or Gas field, or any related facilities
shall be effected by a Presidential Decree duly notified to GANOPE
and CONTRACTOR.

(d) In the event of any requsition as provided above, the
GOVERNMENT  shall indemmity 1 full GANOPE and
CONTRACTOR for the period during which the requsition 1s
maintained, including:

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

(2) Full repavment each month for all Petrolewm extracted by the
GOVERNMENT less the rovalty share of such production.

However, any damage resulting from enemy attack 1s not within the

meaning of this paragraph (d). Payment hereunder shall be made to

CONTRACTOR 1n U.S. Dollars renuttable abroad. The price paid to

CONTRACTOR for Petroleum taken shall be calculated in

accordance with Article VII (¢).
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ARTICLE XXI
ASSIGNMENT

(a) Neither GANOPE nor CONTRACTOR may assign to a person, firm

(b)

(c)

or corporation, 1 whole or in part, any of its nights, privileges,

duties or obligations under tlus Agreement either duvectly or

inchrectly without the wiitten consent of the GOVERNMENT and in

all cases prionity shall be given to GANOPE if it so desire to obtain

the mterest itended to be assigned (except assignment to atfiliated

companies) subject to paragraph (e) of tlus Article.

To enable consideration to be given to any request for such consent,

the following conditions nust be fulfilled:

(1) The obligations of the assignor deniving from tlhis Agreement
must have been duly fulfilled as of the date such request 1s

made.

(2) The proposed assignee or assignees must submit reasonable
evidence to the Government of its or their financial and
technical competence .

(3) The mstrument of assignment nmust include provisions stating
precisely that the assignee 15 bound by all covenants contained
i this Agreement and any modifications or additions 1n
writing that up to such tume may have been made. A draft of
such mstrument of assignment shall be subnutted to GANOPE
tor review and approval before being tormally executed .

Any assignment, sale, transter or other such convevance made

pursuant to the provisions of this Article XXI shall be fiee of any

transfer, capital gamns taxes or related taxes, charges or fees
imncluding without limitation, all Income Tax, Sales Tax, Value

Added Tax, Stamp Duty, or other Taxes or stmilar payments.
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(d)y As long as the assignor shall hold any interest under tlus
Agreement. the assignor together with the assignee shall be jointly
and severally hable tor all duties and obhigations of CONTRACTOR
under this Agreement.

(2) Once the assignor and a proposed third party assignee, other than an
Atfiliated Company or a CONTRACTOR MEMBER. have agreed
the final conditions of an assigiunent, the assignor shall cisclose such
final condittons 1 a wiitten notification to GANOPE, GANOPE
shall have the night to acquure the mnterest mtended to be assigned, 1t
within sixty (60) davs from assignor’ s written notification, GANOPE
delivers to the assignor a written notification that 1t accepts the same
conditions agreed to with the third party assignee. If GANOPE does
not deliver such notification withuin such sixty (60) day period. the
assignol shall have the nght to assign to the proposed thod paity
assignee, subject to the Government approval vnder paragraph (a) of
thus Article. In tlus case, orin the case that Ganope elect to waive 1ts
1ight to obtain the interest intended to be assigned m a witten
notification to the Assignor, the Assignor will be obliged to pay to
Ganope, ong day prior the governmental approval. as an assigrunent
Bonus, an amount of UL.S, Dollars, but satd amount should not be
less than Ten Percent (%610) of the total assigiument deal Value.
(except assignment to atfiliated companies)

[n the event that GANOPE exercises 1ts option to acquure the interest
intended to be assigned and 1if a jomnt operating agreement 13 not
already exasting among the CONTRACTOR MEMBERS mncluding
the assignor, GANOPE and CONTRACTOR shall negotiate 1n good
faith to enter inte a jomnt operating agreement. according to the
maodel published by the Association for International Petroleum
Negotiators to finalize such agreement witlun one hundred and
twenty (120) days trom GANOPE s notitication. It GANOPE and
CONTRACTOR cannot agree on a joint operating agreement within
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such one lhndred and twenty (120) day pertod, the assignor shall

have the right to assign to the proposed third party assignee, subject

to the Government approval under paragraph (a) of tlus Article.
ARTICLE XXII

BREACH OF AGREEMENT AND POWER TO CANCEL

(a) The GOVERNMENT shall have the right to cancel this Agreement
by Order or Presidential Decree. with respect to CONTRACTOR, 1n
the tollowing instances:

(1) It 1t knowmgly has submitted any talse statements to the
GOVERNMENT wluch were of a material consideration for
the execution of this Agreement:

(2) If 1t assigns any mterest hereunder contrary to the provisions of
Article XXI-

(3) If 1t 15 adjudicated banlaupt by a cowmrt of competent
qurnschction:;

(4 It 1t does not comply with any final decision reached as the
result of cowt proceedings conducted under Article XXIV(a):

(3) Itfitintentionally extracts any nuneral other than Pztrolewm not
authorized by this Agreement or without the authonty of the
GOVERNMENT. except such extractions as may Dbe
unavoldable as the result of the operations conducted hereunder
1 accordance with  accepted petroleum mdustry practice and
which shall be  notified to the GOVERNMENT or its
representative as soon as possible; and

(6) If 1t commuts any matenal breach of this Agreement or of the
provisions of Law No. 66 of 1933, as amended by Law No. 86
of 1956, which are not contradicted by the provisions of this
Agreement.

such cancellation shall take place wathout prejudice to any nghts
wlich mayv have accrued to the GOVERNMENT  against
CONTRACTOR 1n accordance with the provisions of  tlus
Agreement, and, 1 the event of such cancellation,
CONTRACTOR. shall have the 11ght to remove from the Area all
1ts personal property.
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(b) It the GOVERNMENT deems that one of the atoresaid causes (other
than a force majeure cause referred to 1 Article XXII) exusts to
cancel thus  Agreement., the GOVERNMENT  shall gjve
CONTRACTOR ninety {9 days written notice personallv served on
CONTRACTOR s General Manager i the legally official manner
and receipt of which 13 acknowledged by hum  or by Ins legal agents,
to remedy and remove such cause;, but 1f for any reason such service
15 1mpossible due to wnmnoetitied change of addiess, publication 1n the
Oftficial  Jomnal of the GOVERNMENT of such notice shall be
considered as valid service upon CONTRACTOR. If at the end of the
sald mnety (99) day notice pertod such cause has not been remediad
and removed, this Agreement may be canceled forthwith by Order or
Presidential Decree as atoresard. provided however, that 1t such
cause, of the faillure to remedy or remove such cause. results from
any act or onmission of one party, cancellation of this Agreement shall
be eftective only against that paity and not as against any other party
hereto.

ARTICLE XXIII
FORCE MAJEURE

(a) The non-pertormance or delav in pertormance by GANOPE and
CONTRACTOR, or etther of them of any obligation under this
Agreement shall be excused 1f, and to the extent that, such
non-pertormance or delay 15 caused by torce majewe. The pertod of
any such non-pertormance or delayv, together with such period as
may be necessaly tor the restoratton of any  damage done during
such delay., shall be added to the time given m tlus Agreement for
the performance of such oblhigation and for the performance of any
obligation dependent thereon and consequently, to the term of this

Agreement. but only with respect to the block or blocks aftected.
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(by "Force Majewre" witlun the meamng ot tlus Article XXIII, shall be
any act of God, msurrection, nof, war, strke, and other labor distiubance,
fires, tloods or any cause not due to the tault o neghgence of GANOPE
and CONTRACTOR o etther of them. whether or not smular to the
toregomng, provided that any such cause 135 bevond the reasonable control
of GANOPE and CONTRACTOR. or aither of them.

(¢c) Without prejudice to the above and except as may be otherwise
provided herein. the GOVERNMENT shall mecur no responsibility
whatsoever to GANOPE and CONTRACTOR. or either of them tar
any damages, restrictions or loss atsing 1n consequance of such case
of force majewre herematter referred to in thus Article.

() If the force majewre event occus curing the mitial Exploration period
ol any extension thereot and contimes m etfect for a pertod of s1x
(6) months CONTRACTOR shall have the option upon mnety (94
days prior wittten notice to GANOPE to temnunate 1ts obligations
hereunder without finther hability of any kind
ARTICLE XXIV
DISPUTES AND ARBITRATION

(a) Any dispute, controversy ar ¢claim arising out of or relating  to thas
Agreement or the breach, ternunation or mvalicdity thereof, between
the GOVERNMENT and the parties shall be reterred to the
nusdiction of the appropriate courts of A RE. to settle any dispute
arising on the interpretation or the execution ot any term of this

Agreement according to the Egyptian laws.

(L)  Any dispute, controversy or claim ansing out of or relating  to tlus
Agreement. or breach, ternunation or mvalidity thereof between
GANOPE and CONTRACTOR shall be settled by arbitration
accordance with the Arbitration Rules of the Cawo Regional
(Center tor International Conumercial Arbitration in etfect on the date
of this Agreement. the approval of the Munuster of Petroleum 13
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providedin case GANOPE only twrn to arbitration. The award of the
arbitrators shall be fmal and binding on the parties, according to
Law No. 27 of 1994 with respect to the civil and commercial articles

and 1ts amendments by laws no. 9 of 1997 and 8 of 2000
The number of arbitrators shall be thiee (3).

Each party shall appoint one arbitrator. It, withun tlurty  (30) days
atter 1eceipt of the clanmant™s notification of the appomtment of an
arbitrator the respondent has not notitied the clanmant 1 witting of
the name of the arbitrator he appoints. the clanmant mav request the

Center to appoint the second arbitrator,

The two atbitrators thus appomted shall choose the thod  arbitrator
who will act as the presiding arbitrator of the trbunal. It within thity
(30 davs after the appomntment ot the second arbitrator, the two
arbitrators have not agreed upon the choice of the presiding
arbitrator, then erther paity may request the Secretary General of the

Permanant Cowt of Arbitration at the Hague to designate the

appomting authority. Such appointing authonty shall appomt the
presichng arbitrator i the same wayv as a sole arbitrator would be
appointed under Aaticle 6.3 of the UNCITRAL Arbitration Rules.
Such presiding arbitiator shall be a person of a nationality other than
A R E. o1 Republic of India or Canada and of a countiy  which has
ciplomatic  1elations with both A RE. and Republic of India and
Canada and who shall have no economic iterest 1 the Petrolemm

business of the signatories hereto.

Unless otherwise agreed by the parties to the arbitration. the
arbitration, inclhuchng the makimg ot the award, shall take place m
Cawro. A RE.
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(g) The decision of the arbitrators shall be final and binding upon the
Parties ancluding the arbitration fees and all the related 1ssues and
the execution of the arbitrators decision shall be retemed to the
appropriate courts according to the Egvptian laws.

()  Egyptian Law shall apply to the dispute except that in the event of
any contlict between Egvptian Laws and this Agreement, the
provisions of thus Agreement (including the arbitration provision)
shall prevail. The arbitration shall be conducted 1n both Arabic and
English languages.

1) GANOPE and CONTRACTOR mav agree that 1f, tor whatever
reason, atbitration in accordance with the above procechuns cannot
take place, o1 1s likely to take place under cucumstances for
CONTRACTOR which could prejudice CONTRACTOR s 11ght to
fair arbitration, all chsputes, controversies or ¢clanms arsing out of o
1elating to this Agreement or the breach. ternunation or mvalichty
thereot shall be seftled by ad hoc arbitratton m accordance with the
UNCITRAL Rules in ettect on the Etfective Date,

ARTICLE XXV
STATUS OF PARTIES

(a) The nghts, duties. oblhigations and habilities 1 respect of GANOPE
and CONTRACTOR hereunder shall be several and not  joint or
collective, 1t bemg understood that this Agreement shall not be
constimed  as  constifuting an  assoclation  Or - corporation o1
partnership.

(b)y CONTRACTOR shall be sulyect to the laws of the place where 1t 15
mcorporated regarchng 1ts legal status or creation,  orgamzation,
chaiter and by-laws, shareholcing. and ownership.
CONTRACTOR s shares of capital wliuch are entirely held abroad
shall not be negotiable 1n the A RE. and shall not be offerad tor
public subscription nor shall be subject to the stamp tax on capatal
shares nor any  tax o1 duty in the A RE. CONTRACTOR shall be
exempted from the application of Law No. 159 of 1981 as amended.
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(¢) In case CONTRACTOR consists of more than one member, all
CONTRACTOR Members shall be jontly and  severally liable for
the pertformance ot the obligations of CONTRACTOR under tlus
Agleement.

ARTICLE XXVI
LOCAL CONTRACTORS AND
LOCALLY MANUFACTURED MATERIAL

CONTRACTOR or Operating Company, as the case may be, and thew

contractors shall:

(a) Give prionty to local contractors and sub-contractors, meluding
GANOPE s Atfihated Compames as long as their performance 13
comparable with mternational performance and the prces of then
services are not lugher than the prices of other contractors and
sub-contractors by more than ten percent {10%).

(b)y Guve preference to locally manutactiwed matenal, equupment,
maclunery and consumables so long as thew quality and tunme of
delivery are comparable to intemationally avallable matenal,
aquipment, machimery and consumables. However, such matenal,
aquipment, machinery and consumables may be wmmported for
operations conducted hereunder 1f the local price of such items at
CONTRACTOR s o1 Operating Company s operating base in A RE.
15 more than ten  percent (10%) lugher than the prce of such
mported 1tems betore customs duties, but after transpoitation and
msurance costs have been added.

ARTICLE XXVII
ARABIC TEXT

The Arabic version of this Agreement shall, betore the appropriate
comrts of ARE. be reterred to in constiuing or interpreting tlhus
Agreement, provided however | that 1 any arbittation pursuant to
Article XXIV heremn above between GANOPE and CONTRACTOR
the English and Arabic versions shall both be refewred to as having
equal torce 1 constiumg or mterpreting this Agreement.
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ARTICLE XXVIII
GENERAL

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

This Agreement shall not be binding upon any of the parties hereto
unless and until a law 13 1ssued by the competent authonities of the
A RE. authonzing the Miuimster of Petroleum to sign tlhus Agreement
and giving this Agreement full force and etfect of law notwithstanding
any countervailing Governmental enactment , and the Agreement 13
signed by the GOVERNMENT, GANOPE, and CONTRACTOR.

Gujarat State Petroleum Corporation Ltd. (GSPC)
BY e

GeoGlohal Resources (Barbados) Inc. (GGR)
&

Alkor Petroo Limited (Alkor)
I T

GANOUB EL-WADI HOLDING PETROLEUM COMPANY
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ANNEX "A"™
CONCESSION AGREEMENT
BETWEEN
THE ARAB REPUBLIC OF EGYPT
AND
GANOUB EL-WADI HOLDING PETROLEUM COMPANY
AND
Gujarat State Petroleum Corporation Ltd. (GSPC)
AND
GeoGlobhal Resources (Barbados) Inc. (GGR)
AND
Alkor Petroo Limited (Alkor)
IN
South Divur AREA
At
The Western Desert
A.R.E.
BOUNDARY DESCRIPTION OF THE CONCESSION AREA

Annex "B" 15 a provisional illustrative map at an approxiumate scale of

- The Area measwes approximately 37678 square lkilometers of
swiace Area. It 15 composed of all or part of Exploration Blocks, the
whole Blocks are defined on three (3) nunutes latitude by three (3)
minutes longitude grid.

- It 13 to be noted that the delineation lines of the Area 1n Annex "B" are
intended to be only illustrative and provisional and may not show
accurately their true position m relation to existing monuments and

geographical features.



¥V i T YY () U Y0 sl = s SIS 4 VA

Ty Eoa as il dilanadd 38 M Ll oLl Yadar b budd 5,405
L Sl e
29 e tilutd ]
199 g dilady
il ¢/ yauall

| Yo o o) s> 5,5 J, L e ikl

1751} R RS Vi YA taL ot B Y T e ]y
¥ kil JI G, (VS L W SO R I -2 L SR NN I |
RV T CIR IV T U NPT Lt - & T 2 LY I &

\ kil J G, V- 7 N PRI BF -1 & T A SR 4




VW YV iy YY) () b Y0 sl = e Sl B A

Coordinates of the comer points of the Area are given i the following

table wluch forms an integral part of Annex "A":-

BOUNDARY COORDINATES
OF
South Divur AREA
At

The Western Desert

Latitude/ N Longitude/ E DUE

209 007 00.000" South to Point 2

230° 00 00000 West to Point 3

26° 437 00004 Noith to Point 4

267 437 00.00( East to point 1
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ANNEX "B"

Map of Concession Agreement

e

South Divur
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ANNEX "C"
Letter of Guaranty
Letter of Guaranty No. - (Cairo - 2{M} )
GANOUB EL-WADI HOLDING PETROLEUM COMPANY

Gentlemen,

The undersigned, National Bank of Egypt as Guarantor, hereby
guarantees to the GANOUB EL-WADI HOLDING PETROLEUM
COMPANY ( heremnatter referred to as “GANOPE™ ) to the Linut of
State  Petroleum Corporation Ltd. (GSPC), GeoGlobal Resources
(Barbados) Inc. (GGR) and Alkor Petroo Liuted (Alkor) (hereinafter
referred to as “CONTRACTOR™) of its obligations required tor
Exploration operations to spend a nunmmum of Forty Five nullion U.S,
Dollars ($45000000) duing the mitial Four (4) vear of the Exploration
period under Article IV of that certain Concession Agreement
(heremnafter referred to as the “Agreement™) covering that Area described
m Annexes “A” and “B” of said Agreement, by and between the Arab
Republic of Egypt (hereinafter refeired to as “AR.E™), GANOPE and
CONTRACTOR 1 South Diywr Area .

It 15 understood that this Guaranty and the liability of the Guarantor
hereunder shall be reduced quarterly, during the period of expenditure of
sald Forty Five mullion U.S. Dollars ($450000040) by the amount of
money expended by CONTRACTOR for such Exploration operations
dwing each such quarter. Each such reduction shall be established by the

joint written statement of CONTRACTOR and GANOPE.
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In the event of a claum by GANOPE of non-pertormance or surender of the

Agreement on the part of CONTRACTOR pror to mlfilhment of satd nwnmmum

expenchture obligations under Article IV of the Agreement. there shall be

no hability on the undersigned  Guarantor tor pavment to GANOPE
unless and untd such hability has been established by wiitten statement
of GANOPE setting torth the amount due under the Agreement.

It 15 a further condition of this Letter of Gmaranty that:

(1) Tlus Letter of Guaranty will become avalable only provided that
the Guarantor  will  have Dbeen mformed m witing by
CONTRACTOR and GANOPE that the Agreement between
CONTRACTOR, ARE and GANOPE has Dbzcome effective
accorcing to its terms and said Guaranty shall become etfective on
the Ettective Date of sard Agresment.

(2) Tlus Letter of Guaranty shall in any event automatically expire:

(a) (Exploration phase) and six (6) months atter the date it becomes
ettective. or

(b) At such time as the total of the amounts shown on  quarterly
jomt statements of GANCOPE and CONTRACTOR equals o
exceads the amount of satd nunumum expenditine  obligation,
whichever 15 earher.

(3} Consequently, any claim. 1n respect thereot should be made to the
Guarantor prior to either of sawd expuation dates at the latest
accompanied by GANOPE s wiitten statement, setting foith  the
amount of under-expenditure by CONTRACTOR to the etfect that:
(a) CONTRACTOR has tailed to pertorm its expenditure

obligations referred to i this Guaranty, and
(b)) CONTRACTOR has talled to payv the expencitwe deticiency to
GANOPE.
Please retumn to us tlhus Letter of Guaranty 1n the event 1t does not become
etfective, or upon the expuy date.
Yours Faithtully,
Accountant ¢ e e
Manager ¢ ————-——
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ANNEX "D"
CHARTER OF OPERATING COMPANY
ARTICLE I

A ot stock company having the nationality of the ARAB REPUBLIC
OF EGYPT shall be formed with the authomnzation of the
GOVERNMENT 1n accordance with the provisions of tlus Agreement
referred to below and of this Charter.

The Company shall be subject to all laws and regulations in force in the

ARE. to the extent that such laws and regulations are not mconsistent
with the provisions of this Charter and the Agreement referred to below.
ARTICLE II
The name of the Operating Company shall be mutually agreed upon
between GANOPE and CONTRACTOR on the date of the Commercial
Discovery and shall be subject to the approval of the Minmster of
Petroleum.
ARTICLE III
The Head Office of Operating Company shall be in the A R.E. in Cairo.
ARTICLE IV
The object of Operating Company 1s to act as the agency through which
GANOPE and CONTRACTOR, canry out and conduct the Development
operations required 1n accordance with the provisions of the Agreement
signed on the ------ day of --------------- by and Dbetween the ARAB
REPUBLIC OF EGYPT, GANOUB EL-WADI HOLDING
PETROLEUM COMPANY and CONTRACTOR covering Petrolemm

operations 1 South Divur Area described therein.
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Operating Company shall be the agency to camy out and conduct
Exploration operations after the date of Conunercial Discovery pursuant
to Work Programs and Budgets approved in accordance with  the

Agreement.

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

Annex "E" thereto.

Operating Company shall not engage 1n any business or undertake any
activity bevond the performance of said operations unless otherwise

agreed upon by GANOPE and CONTRACTOR.
ARTICLE ¥

The authorized capital of Operating Company 1s twenty thousand
Egyvptian Pounds divided into five thousand shares of comumon stock
with a value of fowr Egyptian Pounds per share having equal voting

rights, fully paid and non-assessable.

GANOPE and CONTRACTOR shall each pay tor, hold and own, throughout
the life of Operating Company, one half (1:2) of the capital stock of
Operating Company provided that only in the event that either party
should transter or assign the whole or any percentage of its ownership
mterest 1 the entirety of the Agreement, may such transferring or
assigning  party transfer or assign any of the capital stock of Operating
Company and, 1 that event, such transferring or assigning party (and 1ts
successors and assignees) must transfer and assign a stock interest
i Operating Company equal to the transterred or assigned whole or

percentage of its ownership imnterest i the entirety of the said Agreement.
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ARTICLE VI

Operating Company shall not own any 1ight, title, interest or estate 1n or
under the Agreement or any Development Lease created thereunder or in
any of the Petroleum produced fiom any  Exploration Block or
Development Lease thereunder or in any of the assets, equpment or
other property obtained or used in connection therewith, and shall not be
obligated as a puncipal for the financing or performance of any of the
duties or obligations of either GANOPE or CONTRACTOR under the
Agreement. Operating Company shall not make any profit from any

source whatsoever,
ARTICLE VII

Operating Company shall be no more than an agent for GANOPE and
CONTRACTOR. Whenever 1t 13 indicated herein that Operating
Company shall decide, take action or make a proposal and the like, 1t 13
understood that such decision or judgment 15 the result of the decision or
mdgment of GANOPE, CONTRACTOR o GANOPE and

CONTRACTOR, as may be required by the Agreement.
ARTICLE VIII

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

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

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

ARTICLE X

General meetings of the Shareholders shall be valid if a majority of the
capital stock of Operating Company 1s represented thereat. Any decision
taken at such meetings must have the affirmative vote of Shareholders
owning o1 representing a majority of the capital stock.

ARTICLE XI

The Board of Directors shall approve the regulations covering the terms
and conditions of employment of the personnel of Operating Company
emploved directly by Operating Company and not assigned thereto by

CONTRACTOR and GANOPE.

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

provisions of Article X hereot.
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ARTICLE XII

Operating Company shall come into existence within thuty (3() davs
after the date of Commercial Ol Discovery or within thuty (30) davs
after signatwwe of a Gas Sales Agreement or commencement of a scheme
to dispose of Gas, as provided for in the Agreement (unless otherwise

agread by GANOPE and CONTRACTOR).

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

caration of the said Agreement, icluding any renewal thereof.

The Operating Company shall be wound up it the Agreement referred to

above 15 terminated for any reason as provided for therem.

Gujarat State Petroleum Corporation Ltd. (GSPC)

GANOUB EL-WADI HOLDING PETROLEUM COMPANY
By e e
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ANNEX "E"
ACCOUNTING PROCEDURE
ARTICLE I
GENERAL PROVISIONS
() Definitions:
The definitions contaimned in Article I of the Agreement shall apply to
this Accounting Procedure and have the same meamngs.
() Statements of activity:

(1) CONTRACTOR shall, pursuant to Article IV of tlis
Agreement, and wnfil the conung into existence of the
Operating Company - in accordance with Article VI of the
Agreement - render to GANOPE within thurty (30) days of the
end of each calendar quarter a Statement of Exploration
Activity reflecting all charges and credits related to the
Exploration Operations for that quarter summarized by

appropriate classifications mdicative of the natwwe thereof.

(2) Following its coming into existence, Operating Company shall
render to GANOPE and CONTRACTOR withun fitteen (13)
days of the end of each calendar quarter a Statement of
Development and Exploration Activity reflecting all chaiges
and credits related to the Development and  Exploration
operations for that quarter sunumanized by approprate
classifications indicative of the nature thereof, except that items
of controllable material and wnusual charges and credits shall

be detailed.
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(¢) Adjustments and Audits:

(1) Each quarterly Statzment of Exploration Activity  pursuant to
Article T (b) (1) of thus Annex shall conclusively be presumed
to be true and correct atter three (3) months following the
receipt of each Statement by GANOPE unless witlun the said
three (3) months GANOPE takes written exception thereto
pursuant to Article IV (1) of the Agreement. During the said
thiee (3) month period supporting documents will be available
tor mspection by GANOPE durmg all working hows.

CONTRACTOR will have the same andit nights on Operating
Company Statements as GANOPE under this sub-paragraph

(2) All Statements of Development and Exploration Activity for
any calendar quarter puarsuant to Article I (b) (2) of this Annex,
shall conclusively be presumed to be tiue and correct three (3)
months tollowing the receipt of such Statement, unless within
the said three (3) months peniod GANOPE or CONTRACTOR
talkes written exception therete. Pending expiration of said tlhiee
(3) months GANOPE or CONTRACTOR or both of them
shall have the 1ght to audit Operating Company accounts.
records and supporting  documents for such quarter m the same
manner as provided 1 Article IV () of the Agreement.

(d) Currency Exchonge:

CONTRACTOR s books tor Exploration and Operating Company’'s
books tor Development and Exploration. 1f any, shall be kept 1n the
ARE. m US Dollars. All TS, Dellars expenditres shall be
charged in the amount expended. All Egvptian Pounds expenditines
shall be converted to U.S. Dollars at the applicable rate  of
exchange 1ssued by the Central Bank of Egypt on the fust day of

the month m which expenditures are recorded. and all other
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non-ULS, Dollars expenditures shall be translated to U.S. Dollars at
the buving rate of exchange for such curency as quoted by National
Westnunster Bank Lumited, London at 1030 am, GM.T., on the
first day of the month in wlich expenditires are recorded. A record
shall be kept of the exchange rates used m translating Egvptian
Pounds or other non-U.S Dollars expenditiwes to U.S. Dollars.

(e) Precedence of Documents:

In the event of any inconsistency or contlict between the provisions
of tlus Accounting Procedwe and the provisions of the Agreement
freating the same subject ditferently, then the provisions of the
Agreement shall prevail

() Revision of Accounting Proce dure:

By nmutual agreement between GANOPE and CONTRACTOR, this
Accounting Procedure may be revised m wittng from time to tumne
i the light of future amrangements.

(g) No Charge for Interest on Investment:

Interest on mvestment or any bank fees. charges or commissions
related to any bank guarantees shall not at any time be charged as
recoverable costs under the Agresment.

ARTICLE II
COSTS, EXPENSES AND EXPENDITURES

Subject to the provisions of the Agresment, CONTRACTOR shall alone
bear and. directly or tlwough Operating Company, pay the following
costs and expenses. which costs and expenses shall be classified and
allocated to the activities according to sound and generally accepted
accounting prunciples and treated and  recovered 1 accordance with
Article VII of this Agreement:
(a) Surface Rights:
All  duect cost  attiibutable to  the acqusition, renewal o
relinquslmment ot surface rights acquued and mamtamed 1n torce tor
the Area.



YooV i T Y () b Y0 suadl = Tw SISy 41 VAY

+ Ut AL ! (S g ot (i)

¢ Mo cam « bty LS 38830 o Jolatl stinins 4prls L0 (V)
S A @b 3 b dSUYl e pe dabasd ) DaisN 33,800 o heny il
odugs oo iy el o0 3 i slls O o poendd T il 501,
oo s (aiSo Sl ty ppa ¥l ade sy . Lpd planyy itV

. PR X ¥

JRUETS |G EL FORYEL (PRCAR R LR P SUREL PO, IO 3

2y s e dddatl ol o eMuary Jalall il 3 ol it

o Goddl 13n oo Bl Bl oy () 520005 Ll 53U oo (o) 3,880 20

Y PRI I 01 FORgeN b FRSE SIS (PPt VPR {PRCIR KT

ML S bty oS5 ¢ i ol ¥y el T el b els

bl (Y) Cf oyl ] Wudais ol 3N 00l ol

s pata b dadls diay Lgy Onisdl) (SlaY1 nils pald dassly (Y)Y

ity Sl AL bl M) s (0

Wy o) b b < Y3n S5 STy ind] Sg e ey (¥
S8 AT ) el LTy sl I ol oo il i
ppily OMs 3 58 I g oo VL] oLy Sadid
g o Sl e Jo Y LY

5alh sd e ¥) () 5l 5 50,y oIS e

idall G 51 (/8Y ) BU 3 Gl s e ol Ll 2501

¢ ol il bl W 5g) ie k] Tl g hy il S o Sl L

WS, e b b3yl dnsladl ool - LSl de bull s ells S &

N () 5 Wb Judy Joliald 5, A1 Kyl ) 5, 0 pa

e 8 sl 5alll sda e (F) (W) 5 (V) (&) Oy (D) 3l

. gl



Ak} 2

Yo Viuidy VY u}(d) el.'r' Yo aw|—lw)|3&~,4-l

(b) Labor and Related Costs:

(1)

Salaries  and Wages of CONTRACTOR's or Operating
Company s emplovees, as the case mayv be, directly engaged 1n
the various activities under the Agreement including  salaries
ald wages paid to geologists and other emplovees who are
temporarily assigned to and emploved m such activities. Such
salaries and wages to be certified by a  certified public
accounting fim.

Reasonable 1evisions of such salaries and wages shall be
eftectad to take mto account changes m CONTRACTOR's
policies and amendiments of laws applicable to salanes. For the
purpose of tlus Article II (b) and Article II {c) of this Annex.
salartes and wages shall mean the assessable amounts for
A RE. Income Taxes, icluding the salares during vacations
and sick leaves, but excluding all the amounts of the other
1tems covered by the percentage fixed under (2) below.

(2) For expatiiate emplovees penmanently assigned to Egypt:

1. All allowances applicable to salaries and wages:

2. Cost of established plans, and

‘JJ

All travel and relocation costs of such expatnate
emplovees and their families to and fiom the employvee’s
country o point of orgin at the tunme of employment, at
the time of separation, or as a result of transter fiom one
location to another and for vacation (tfranspoitation costs
tor emplovees and their tanulies transterring from the
AR E. to another location other than then countiv of
origin shall not be charged to A R E. Operations).

Costs under tlus Article ITC b ) ( 2 ) shall be deemead to be
aqual to torty seven percent ( 47%) or applied percentage.
which 15 lesser, of basic salaries and wages paid for such
expatriate personnel mehiding those paid durmg vacations and
sick leaves as established in CONTRACTOR s imnternational
policies, chargeable under Aiticle II (b) (1), Article 1T (1),
Article I (I2) (1) and Axticle IT (k)(3) of tlus Annex.
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However, salarles and wages duning vacations, sick leaves
and disability are covered by the foregoing percentage. The
percentage outlined above shall be deemed to reflect
CONTRACTOR s actual costs as of the Effective Date with
regard to the tollowing benefits, allowances and costs -

Housing and Utilities Allowance.
Commodities and Services Allowance.
Special Rental Allowance .

Vacation Transportation Allowance.
Vacation Travel Expense Allowance.
Vacation Excess Baggage Allowance.

Education  Allowances  (Cluldren of  Expatnate
Emplovees).

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

Storage of Personal Effects.
Housing Refiwrbishment Expense.
Property Management Service Fees.
Recreation Allowance.

Retirement Plan.

Group Life Insurance.

Group Medical Insurance.

Siclness and Disability.

Vacation Plans Paid (excluding Allowable Vacation Travel
Expenses).

Savings Plan.

Educational Assistance,
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20, Military Service Allowance.
21, FICA

22, Workman's Compensation.

23, Federal and State Unemployvment Insurance.

24, Personnel Transter Expense.

25, National Insurance.

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

as established in CONTRACTOR s International Policies.

The percentages outlined above shall be reviewed at intervals
of two (2) vears fiom the Effective Date and at such tume
CONTRACTOR and GANOPE will agree on new percentages
to be used under this paragraph.

Revisions of the percentages will take mnto consideration vari-
ances 1n costs and changes in CONTRACTOR s international
policies which change or exclude any of the above allowances
and benefits.

The revised percentages will reflect as neaily as possible
CONTRACTOR s actual costs of all its established allowanc-
es and benefits and of personnel transfers.

(3) For expatriate emplovees temporanly assigned to Egypt all
allowances, costs of established plans and all travel relocation
costs for such expatriates as pard 1 accordance with
CONTRACTOR s international policies. Such costs shall not
include any adnummstrative overhead other than what 1s
mentioned 1 Article II (k) (2) of this Annex.

(4) Costs of expenditiwe or contributions made puwsuant to law o
assessment imposed by Governmental authonty which are
applicable to labor cost of salanes and wages as provided
under Article IT (b) (1), Article IT (b) (2). Article II (1), Article
II (k) (1) and Article IT (k) (3) of tlus Annex.
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(¢) Benefits, allowances and related costs of national employees :

Bonuses, overtime, customary allowances and benefits on a basis
similar to that prevailing for oil companies operating in the ARE.,
all as chargeable under Article II (b) (1), Article II (1), Article II (k)
(1) and Article II (k) (3) of this Annex Severance pay will be
charged at a fixed rate applied to pavrolls which will equal an
amount equuvalent to the maxumum hability for severance payment
as required under the A R.E. Labor Law.

(d) DMaterial

Matenal, equipment and supplies purchased or fiwnished as such by
CONTRACTOR or Operating Company.

(1) Purchases:

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

recerved.
(2) Material Furnished by CONTRACTOR:

Material required for operations shall be purchased directly

whenever practicable, except that CONTRACTOR may furnish

such matenial from CONTRACTOR's or CONTRACTOR's

Affiliated Companies stocks outside the AR.E. under the

tollowing conditions:

1. New Material (Condition "A™)
New Matental transferred from CONTRACTOR's o
CONTRACTOR s Affiliated Compantes warehouse or other
properties shall be priced at cost, provided that the cost of
material supplied 15 not higher than international prices for
matertal of siular quality supplied on sinular terms,
prevailing at the tume such material was supplied.
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2.  Used Material (Conditions "B" and "(C")

a)  Material wluch 15 1n sound and serviceable condition and
15 suitable for reuse without reconditiomng shall be
classed as Condittion "B" and priced at seventy - five
percent (75%) of the price of new material.

) Material wluch cannot be classitied as Condition "B" bt
which 15 serviceable for onginal function but substantially
not sutable  tor recondittoning. shall  be classed as
Condition "C" and priced at fitty percent (30%) of the
price of new matenal.

¢c) Materal wluch cannot be classified as Condition “B" oo
Condition "C" shall be priced at a value commensurate
with its use.

d)Tanks, buldimgs and other equupment mvelving  erection
costs shall be charged at applicable  percentage of
knocked - down new price.

(3) Warranty of Materials Furnished by CONTRACTOR
CONTRACTOR does not warrant the material finmshed bevond
or back of the dealer’s or manufacturer’s guaranty. and in case
of defective material. credit shall not be recorded until
adjustment  has  been received by CONTRACTOR from
manutactuers or thewr agents.

(e) Transportation and Employee Relocation Costs:

(1)  Transportation of equupment, materials and supplies necessary
for the conduct of CONTRACTOR s or Operating Company’s
activities,

(2) Business fravel and transportation expenses to the extent
coverad by established policies of CONTRACTOR ar  with
regard to expatiiate and national emplovees, as  ewred and
patd by, or for, emplovees in the conduct of CONTRACTOR s
or Operating Company’s business.

(3)  Emplovees transportation and 1elocation costs tor national
emplovees to the extent coverad by established policies.
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(f) Services:

(1) Outside services: The costs of contracts for consultants, services
and utilities procmed trom thard parties.

(2) Cost of services performed by GANOPE, by CONTRACTOR or
by then Atfihated Compames i facilities mside or outside the
A R.E. Regular, recurning. routine services, such as mterpreting
magnetic tapes and‘or other analyses, shall be performed and
charged by GANOPE andior CONTRACTOR or thenr Atfiliated
Compaines at an agreed contracted price. Major projects
imnvolving engimeenng and design seivices shall be pertormed
by GANOPE andior CONTRACTOR o1 then Athliated
Clompanies at a negotiated contract amount.

Rt
{ 4d
S

Use of GANOPE's, CONTRACTOR's or then Atfiliated
Compaies” wholly owned equpment shall be charged at a
rental r1ate commensurate with the cost of ownership and
operation, but not 1n excess of competitive rates  curently
prevailing i the A RE.

(4) CONTRACTOR s and CONTRACTOR s Atfiliated Companies’
rates shall not include any admuustiative or overhead costs
other than what 15 mentioned 1n Article II (k) (2) of this Annex

(g) Damages and Losses:

All costs or expenses, necessary to replace or repanr damages o

losses incuired by fire, flood. storm, theft, accident or any other

cause not controllable by CONTRACTOR or Operating Company

through the exercise of reasonable diligence. CONTRACTOR o

Operating Company shall fiwnush GANOPE and CONTRACTOR

wiltten notice of damages o losses meunred 1 excess of ten

thousand ($10.000) U.S., Dollars per occurence.,  as soon as
practicable after report of the same has been  recearved by

CONTRACTOR or Operating Company.
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(h) Insurance and Claims:

(i)

J)

The cost of any public hability, property damage and other
mswance  against  labilittes  of CONTRACTOR, Operating
Company and/or the parties or any ot them to thewr emplovees
and/or ontstders as may be requued by the laws, rules and
regulations of the GOVERNMENT or as the parties may agree
upon. The proceeds of any such mswance or claim collected, less
the actual cost of making a claum, shall be credited  agamst
operations.

[t no mswance 1s carrled for a particular nsk, 1 accordance with
good mternattonal o1l field practices, all related actual expenditmes
imcwred and pard by CONTRACTOR or Operating Company 1
settlement of any and all losses. ¢clanms, damages. judgments and any
other expenses. imcluchng legal services.

Indirect Expenses:

Camp overhead and tacilities such as shore base, warchouses, watear
svstems, road systems, salanes and expenses of field suparvisory
personnel, field cleiks, assistants, and other  general emplovees
indirectly serving the Area

Legal Expenses:

All costs and expenses of litigation, or legal services otherwise
necessary or expedient tfor the protection of the Area. mcluding
attorney’'s fees and expenses as herematter provided, together with
all judgments obtained against the parties or any of them on account
of the operations under the Agreement, and actual expenses mcurad
by any paity or parties hereto m securing evidence tor the pupose of
defenchng agamnst any action or clamm prosecuted or wged agamst
the operations or the subject matter of the Agreement. In the event
actions or clanms atfecting the interests hereunder shall be handled
by the legal statt of one or more of the parties hereto, a charge
comunensurate with cost of providing and furnisling such services
mayv be made to operations.
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(k) Administrative Overhead and General Expenses:

(1) While CONTRACTOR 15 conducting Exploration operations,
the cost of stathng and mamtaing CONTRACTOR s head
office m the AR E. andor other offices established 1 the
ARE as appropuate other than field othices wluch will be
charged as provided m Article II (1), and excepting salanes of
emplovees of CONTRACTOR who are temporarily assigned to
and directly  serving on the Area, wlnch will be charged as
provided . Article IT (b) of this Annex.

(2) CONTRACTOR s admuustrative overhead outside the ARE.
applicable to Explaration operations 1 the A R E. dunng the
period prior to the tormation ot the Operating Company shall be
charged each month at the rate of tive percent (3%) of total
Exploration expenditines, where CONTRACTOR Exploration
operattons are carred out by CONTRACTOR itselt Any
admistrative overhead of CONTRACTOR outside the A RE.
applicable to A R E. Exploration operations will not be charged
on the Exploration operattons m A RE. wlile Exploration
operations are being conducted following the formations of the
Operating Company.

No other dieet  charges as such tor CONTRACTORs
adminstrative ovethead outside the ARE. will be applied
agamst the Exploration  obligations. Examples of the tvpe of
costs CONTRACTOR 13 mcwnng and charging hereunder due
to activities under  this Agreement and covered by said
percentage are:

1. Executive - Tume of executive officers.

2. Treaswy - Financial and exchange problems.

3. Purchasmg - Procuring matenals, equupment and supplies.
4. Exploration and Production-Duecting, advising  and

controlling the entue project.
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5. Other departments such as legal, comptroller and
engineering  which contribute time, knowledge and
experience to the operations.

The foregoimng does not preclude charging for direct service

under Article IT (£) (2) of tlus Annex.

(3)  While Operating Company 1s conducting operations, Operating
Company’s personnel engaged 1 general clerical and otfice
work, supervisors and otficers whose time 1s generally spent in
the main office and not the field, and all emplovees generally
considered as  general and admumstrative and not charged to
other types of expense will be chaiged to operations. Such
expenses shall be allocated each month between Exploration
and Development operations according to sound and practicable
accounting methods.

(I) Taxes:

All taxes, duties or levies paid i the A RE. by CONTRACTOR or

Operating Company with respect to tlus Agreement other than

those covered by Article III (g) (1) of the Agreement.

(m) Continuing CONTRACTOR Costs:

Costs of CONTRACTOR activities required under the Agreement

and mcurred exclusively 1 the A RE. after Operating Company 13

tormed. No sales expenses mcurred outside or inside the ARE.

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

Any costs, expenses or expenditures, other than those which are

covered and dealt with by the foregoing provisions of this Article II,

imncwred by CONTRACTOR or Operating Company under approved

Work Programs and Budgets.
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ARTICLE III
INVENTORIES

(a) Periodic Inventories, Notice and Representation:

(b)

(a)

At reasonable 1intervals as agreed upon by GANOPE and
CONTRACTOR 1nventortes shall be taken by Operating Company
of the operations matertals, wlnch shall include all such materials,
physical assets and constiuction projects. Wiitten notice of intention
to take mventory shall be given by Operating Company to
GANOPE and CONTRACTOR at least thirty (30) davs betore any
mventory is to begin so that GANOPE and CONTRACTOR may be
representad when any inventory 1s talken. Faillure of GANOPE andior
CONTRACTOR to be represented at an inventory shall bind them to
accept the mventorsy taken by Operating Company. who shall in that
event turmsh the party not represented with a copy thereof,
Reconciliation and Adjustment of Inventories:
Reconciliation of inventory shall be made by CONTRACTOR and
GANOPE, and a list of overages and shortages shall be jointly
determined by Operating Company and CONTRACTOR  and
GANOPE. and the mventory adjusted by Operating Company.
ARTICLE IV
COST RECOVERY

Statements of Recovery of Costs and of Cost Recovery
Petroleum:

CONTRACTOR shall, puwsuant to Aiticle VII of the Agreement,
render to GANOPE as promptly as practicable but not later than
fifteen (15) davs after receipt from Operating Company of the
Statements tfor Development and Exploration Activity tor the
calendar quarter a Statement tor that quarter showing:

1. Recoverable costs carned forward from the previous quarter, 1f
ANy,

2. Recoverable costs incurted and patd dunng the quarter,
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()

()

(d)

e

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

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

Amount ot costs recovered for the quarter.

2

6. Amount of recoverable costs camrted mto the succeeding
quarter, if any.

Excess, 1f any. of the value of Cost Recovery Petroleum taken
and separately  disposed of by CONTRACTOR over costs
recoverad tor the quarter.

Pavments:

[t such Statement shows an amount due GANOPE, pavment of that
amount shall be made 1n U.S. Dollars by CONTRACTOR with the
rendition of such Statement. If CONTRACTOR fails to make any
such paviment to GANOPE on the date when such paviment 15 due.
then CONTRACTOR shall pay interest of two and one halt percent
(2.3%)  per ammuum hugher than the London Intetbank Borrowing
Otferad Rate (LIBOR) for threz (3) months U.S. Dollars deposits
prevailing on the date such interest 1s calculated Such interest
paviment shall not be recovearable.

Settlement of Excess Cost Recovery Petroleum:

GANOPE has the night to take all of the Excess Cost Recovery
Petrolenm under Article VII (a) (2) of the Agreement 1n kind during
the said quarter . A settlement shall be requured with the rendition of
such Statements tn case CONTRACTOR has taken more than its
own entitlement of the Cost Recovery Petroleum.

Audit Right:

GANOPE shall have a period of twelve (12) months from receipt of
any Statement under this Article IV 1 wluch to audit and  raise
objection to any such Statement GANOPE and CONTRACTOR
shall agree on any required adjustments. Supporting documents and
accounts will be avatlable to GANOPE dunng said twelve (12)
month pertod
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(@)
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(c)

ARTICLE Y
CONTROL AND MAJOR ACCOUNTS

Exploration Obligation Control Accounts:

CONTRACTOR will establish an Exploration Obligation Control
Account and an offsetting contra account to control therein the total
amount of Exploration expenditwes reported on  Statements of
activity prepared per Article T (b) (1) of this Annex, less any
recductions agreed to by GANOPE and CONTRACTOR following
written exceptions taken by a non-operator pursuant to  Airticle I (¢)
(1) of this Annex, 1 order to determine when nuninmumnm Exploration
obligations have been met.

Cost Recovery Control Account:

CONTRACTOR will establish a Cost Recovery Control Account
and an off-setting contra account to control therein the amount of
cost rematning to be recovered, if any, the amount of cost recoverad
and the value of Excess Cost Recovery Petroleum, 1f any.

Major Accounts:

For the purpose of classifving costs, expenses and expenditures for
Cost Recovery as well as for the purpose of establishing when the
minnum Exploration obligations have been met, costs, expenses
and expenditires shall be recorded 1n major accounts mcluding the
tollowing:

- Exploration Expenditures;

- Development Expenditures other than Operating Expenses;,

- Operating Expenses;

Necessary sub-accounts shall be used.

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

It 15 understood that CONTRACTOR shall be subject to Egyptian
Income Tax Laws except as otherwise provided in the Agreement, that
any AR E. Income Taxes paid by GANOPE on CONTRACTOR s behalt
constitute additional income to CONTRACTOR, and this additional
mecome 1s also subject to A R E. income tax, that 15 "grossed up".
“CONTRACTOR s annual income, as deternuned in Article III (g) (3) of
this Agreement, less the amount equal to CONTRACTOR s grossed-up
Egyptian mcome tax hability, shall be CONTRACTOR s "Provisional
Income".

The "gross-up value" 15 an amount added to Provisional Income to give
"Taxable Income", such that the grossed-up value 15 equuvalent to the

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

If the "ARE. Income Tax rate", which means the effective or
composite tax rate due to the various A R E. taxes levied on income

or profits, 15 constant and not dependent on the level of mcome, then:

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

Provisional mcome X Tax Rate
1 - Tax Rate

Grossed-up Value =

where the tax rate 15 expressed as a decimal.

The above computations are illustrated by the following mumerical
example. Assunmung that the Provisional Income 1s $10 and the ARE.
Income Tax rate 15 forty percent (40%), then the Grossed-up Value 13

equal to:

$10x 0.4 o
- 04 —H060
Therefore:
Provisional 1mcome $10.00
Plus Grossed-up Value 6.67
Taxable Income $16.67
Less: AR E. Income Taxes at 40% 667

CONTRACTOR s Income after taxes $ 1000
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