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

THE EGYPTIAN GENERAL PETROLEUM
CORPORATION

AND

POLSKIE GORNICTWO NAFTOWE i
GAZOWNICTWO S A

IN
BAHARIYA AREA
WESTERN DESERT
AR.E.
This Agreement made and entered on this day of 2007,

by and between the ARAB REPUBLIC OF EGYPT (hereinafter referred
to vartously as "AR.E." or as the "GOVERNMENT"), the EGYPTIAN
GENERAL PETROLEUM CORPORATION, a legal entity created by
Law No. 167 of 1958 as amended (herematter referred to as "EGPC")
and POLSKIE GORNICTWO NAFTOWE 1 GAZOWNICTWO S A, a
jomt stock company organized and existing under the laws of Poland

(herematter referred to as "PGN1G SA" or as "CONTRACTOR™).
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WITNESSETH
WHEREAS. all nunerals including petrolewm, existing m nmnes and
quarries 11 A R E., mcluding the tertoral waters, and in the  seabed
subject to 1ts junsdiction and extending bevond the ternitorial waters, are
the propenty of the State; and
WHEREAS, EGPC has applied tor an exclusive concession for the
exploration and exploitation of petroleum 1 and throughout the area
retemrad to 1 Arcticle I, and describad i Amnex "A" and shown
approximately on  Annex "B", wluch are attached hereto and made part
hereot (heremnatter reterred to as the "Area™) | and
WHEREAS, "PGN1G SA" agrees to undertake its obligations provided
heremnafter as a CONTRACTOR with respect to the Exploration.
Development and Production of Petroleum tn BAHARIYA AREA
WESTERN DESERT ; and
WHEREAS, the GOVERNMENT desies hereby to grant such
Cloncession, and
WHEREAS, the Muuster of Petrolenm pursuant to the provisions ot
Law No. 80 of 1956, may enter into a concession agreement with EGPC,
and with * PGN1G SA" as a CONTRACTOR 1 the said Area.
NOW, THEREFORE, the parties hereto agiee as tollows:

ARTICLE 1
DEFINITIONS

(a) "Exploration” shall include such geological. geophysical. aerial and
other surveys as may be contamned 1n the approved Work Programs
and Budgets, and the didling of such shot  holes, core holes.
stratigraphice tests, holes tor the discovery ot Petroleum or the
appratsal of Petroleum discoveries and other related holes and
wells, and the purchase or acquusition of such supplies, materials,
services and equipments therefor, all as may be contamed 1n the
approved Work Programs and Budgets. The verb "explore” means
the act ot conducting Exploration.
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(b)

(¢)

(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, equipping of development wells and the changing
of the status of a well, and

(11) design, engineering, constiuction, mstallation, servicing and
maintenance of equipments, lines, systems facilities, plants
and related operations to produce  and operate said
development wells, taking, saving, treating, handling, storing,
transporting  and delivering Petroleum, re-pressuning,
recycling and other secondary recovery projects, and

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

"Petroleum" means Liquid Crude Oil of various densities, asphalt,

Gas, casinghead gas and all other hydrocarbon substances that may

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

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

"Liquid Crude Onl" or "Crude Onl" or "O1l" means any hydrocarbon

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

or lease separators or wluch 15 extracted from the Gas o

casinghead gas 1n a plant. Such Lqud state shall exust at sixty

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

PSIA. Such term includes chstillate and condensate.
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(2) "Gas" means natural gas both associated and non-associated, and all

()

(2)

(L)

of its constituent elements produced from any well 1n the Area

(other than Licquid Crude Ol and all non-hydrocarbon substances

theretn. Satd term shall iclude residual gas. that Gas remaining

after removal of LPG.

"LPG" means hquetied petroleum gas, which 15 a nuxtue

prncipally of butane and propane liquefied by presswe and

femperature,

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

Liquid measwe, corrected to a temperatiwe of sixty degrees

Faluenhert (60°F) at atmospheric pressure of 14.65 PSIA.

(1)

-

)

"Conunercial Onl Well" means the tirst well on any  geological
featiwe wluch atter testing for a penod of not more than
thity (30) consecutive days where practical. but 1n any event
111 accordance with sound and accepted mdustry production
practices, and verttied by EGPC, 15 tound to be capable of
producing at the average rate of not less than two thousand
(200400 Bairels of o1l per day (BOPD). The date of discovery
of a "Commercial O1l Well" 15 the date on wlach such well 13

tested and completed according to the above.

"Commerclal Gas Well" means the tust well on any
geological teatwe which after testing tor a penod of not
mote than thuty (30) consecutive davs where practical, but
1 any event 1 accordance with sound and accepted mdustry
production practices and vertfied by EGPC, 15 found to be
capable of producing at the average rate of not less than
fitteen nullion (15.000.000) standard cubic teet of Gas per
day (MMSCFD). The date ot discovery of a "Comimercial
Gas Well" 13 the date on  which such well 15 tested and
completed accordhng to the above,
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(1) "ARE"means ARAB REPUBLIC OF EGYPT.

(1) "Etfective Date" means the date on which the text of tlus Agreement
15 signed by the GOVERNMENT, EGPC and CONTRACTOR.
after the relevant Law 1s 1ssued.

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

Gregortan Calendar.

(2) "Calendar Year" means a perod of twelve (12) months
according to the Gregonian Calendar being 1% January  to 31
December.

(1) "Fiancial Year" means the GOVERNMENT s financial vear
according to the laws and regulations ot the AR E.

(m) "Tax Year" means the pertod of twelve (12) months according to
the laws and regulations of the AR E.

(n) An "Affilated Company” means a company’

(1) of which the share capital. conterring a majorty of votes at
stockholders™ meetings of such company, 15 owned directly o

indurectly by a party hereto, o

(n) which 1s the owner directly or induectly of share capital
conferring a majorty of votes at stockholders™ meetings of a
party hereto:, o

() of wliuch the share capital conferning a majorty of votes at
stockholder’s meetings ot such company and the share capital
conterring a majortty of votes at  stockholders™ meetings of a
party hereto are owned dumectly or mchrectly by the same
company.

(0) "Exploration Block” shall mean an area. the comer points of wlich
have to be comncident with three (3)nmmtes by tlhoee (3) mumtes
latitude and longitude divisions, according to the International Grid
Svstem where possible or with the exusting boundanies of the Area
coverad by tlus C'oncession Agreement as set out 1n Annex "A",
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Q)

(s)

(t)

"Development Block"” shall mean an area, the comner points of
which have to be comncident with one (1) nunute by one (1) nunute
latitude and longitude divisions, according to the International Guid
System where possible or with the existing boundaries of the Area

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

"Development Lease(s)" shall mean the Development Block or
Blocks covering the geological structure capable of production, the
comner points of which have to be comncident with one (1) nunmute by
one (1) numute latitude and longitude divisions according to the
International Grid System where possible or with the exusting
boundaries of the Area covered by this Concession Agreement as

set out 1 Annex "A",

"Agreement” shall mean this Concession Agreement and its

Annaxes.

"Gas Sales Agreement” shall mean a written agreement between
EGPC and CONTRACTOR (as sellers) and EGPC or The Egyptian
Natural Gas Holding Company "EGAS" or a mutually agreed third
party (as buver), which contains the terms and conditions for Gas
sales from a Development Lease entered into pursuant to Article

VII{e).

"Standard Cubic Foot" (SCF) 15 the amount of Gas necessary to fill
one (1) cubic foot of space at atmospheric pressure of 14.65 PSIA

at a base temperature of sixty degrees Falwenheit (60" F).

(u) "EGAS" means the Egyptian Natural Gas Holding Company.
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ARTICLE 11

ANNEXES TO THE AGREEMENT

Annex "A" 15 a descuption ot the Area covered and atfected by tlus

Agreement, heremnatter referred to as the "Area”.

Annex "B" 15 a provisional illustrative map on the scale ot
approximately 1 1 338 461 indicating the Area covered and attected

by tlus Agreement and described i Annex "A".

Annex "C" 15 the form of a Letter of Guaranty to be subnutted by
CONTRACTOR to EGPC one (1) day betore the time of signature by
the Minister of Petroleum of this Am‘eement, tor the sum of twenty five
million TS, Dollars ($25.000.000). guaranteeing the execution of
CONTRACTOR s muinnim Explom tton obligations hereunder tor the
tutial tow (4) vear Exploration period. In case CONTRACTOR extends
the mitial Exploration Perod for two (2) additional successive periods of
two (2) vears each, each 1 accordance with Article III (b) of tlus
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 for the sum of

etghteen nullion U.S. Dollars ($18.000.000) and the second such Letter
of Guaranty shall be tor the sum of five nullion U.S  Dellars
($5.000.000) less m both mstances any excess expenditmes of the
preceding Exploration pertod pernutted tor carry torward i accordance
with Article TV (b) thud paragraph ot tlus Agreement. In case of any
shorttall ( the difference between the amount of CONTRACTOR's
financial obligation of any Exploration period nunus the total amount

approved by EGPC tor the same concerned obligation perniod ), plus any



RRL PPN T IS QY PRC) ILL SNVTIES SUUWRN L TV VI 4

A5 das ] AL ] e Kaagd] e Bt 0 Wlie
Tass (V0) Lde duad Doy . soeadl 1 ey Layles J gl 2zt
olas JI saedlind Jopoen J5Ul o Syl U g, o0
it Fecad) P i sl G gy Syl o g oS 151, S
o lamall lles o Ttogl] o ¢ 5505 Loy (Y 0)
3l il g S placall olillan s lbas JS7 ey
Shaiall ol ko] 5 ) ol 5,08 L5 day gl (V) D
WY Gy el o 5 sz i o 4 il Y1 ¢ Ll
SV s g glecall Ll
Coudl ity Ly gy Wpaaiso v el 3,800 loall las
oo ) e ly Wby bl Jo Wherarsy Sl 15 21
ol ] Gl 3 3

LSl Oldaaly LW 38,80 purals ke Bbrar 5500 * 5 " Gl
A3 ode B sl 3al) 5 ado o paie oo U TS,

 ralod! G el

sl de o 5L Ul b pbas a5t U ik, A, ot
PR @4 Y.
3B o iad Uiy S e abas Lo il d gl i
il Wie Aihain U a3 o L) i 03 sl e S5,
peoge 3 oS a5 il b plase 38l s 0,31,
c Jslally Gegll o U TYs e iz, LS 41 (4 ) gl Uy

°'hc"'°l"q“,Y‘l"j}.'"_’"_’”-ﬁ"_}“)ﬂ_’ﬁau_’"l?"_}“‘"c"’)‘.u ‘“ ,:’
s Ll sdp o pnd Jpainy 48 I3 3 sl 5, ¢ ALY



A S UK O P IR S PRIC) R SOy SUUUE T YV N

carty forward approved by EGPC fiom the previous penod, 1if any.
EGPC shall notity CONTRACTOR 1n writing by the value of such
shorttall. Witlhin fifteen (15) davs tfrom the date of this notification.
CONTRACTOR shall transter the amount of the shorttall to EGPCTs
account and 1f CONTRACTOR chd not transter tlus shorttall witlun the
mentioned fitteen (15) davs. EGPC has the nght te lLiquidate the
concerned letter of Guaranty . Each of the tluee Letters of Guaranty shall
remain etfective tor s1x (6) months atter the end ot the Exploration
pertod tor which 1t has been 1ssued except as 1t may be released prion to

that ttme 1n accordance with the terms thereot

The letters of Guaranty mentionad above shall be reduced quartarly by
Exploration Expenditures mecwred and paid by CONTRACTOR on

operations and approved by EGPC tor the conceined Exploration period

Annex D™ 15 the form of a Charter of the Operating Company to be

tormed as provided for in Article VI hereot.
Annex "E" 15 the Accounting Procedure.

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

The pout of delivery tor gas shall be agreed upon by EGPC and
CONTRACTOR under a Gas Sales  Agreement, which poimnt of delivery
shall be located at the tlange commecting the development lease pipeline
to the nearest point on the National Gas pipeline Gnd Svstem as
depicted m Annex "F" or as otherwise agreed by EGPC and
CONTRACTOR .

Annexes "A", "B", "C", "D"."E" and "F" to tlus Agreement are hereby
madle part hereot, and they shall be considered as having equal torce and

effect with the provisions of tlus Agreement.
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ARTICLE II1
GRANT OF RIGHTS AND TERM

The GOVERNMENT hereby grants EGPC and CONTRACTOR subject
to the terms, covenants and conditions set out in this Agreement, which

insofar as they are contrary to or mconsistent with any  provisions ot

Law No. 66 of 1953, as amended. shall have the ftorce of Law, an

exclusive concession 1n and to the Area described m Amexes "A" and

lefr

(a)

(b)

The GOVERNMENT shall own and be entitled, as herematter
provided to a rovalty 1 cash or i kind of ten percent (10%) of the
total cuantity of Petroleum produced and saved trom the Area
duning the Development penod mcluchng  renewal.  Said rovalty
shall be bome and paid by EGPC and shall not be the obligation ot
CONTRACTOR. The paviment of rovalties by EGPC shall not be
deemed to result i income attributable to the CONTRACTOR.

An nutial Exploration pertod ot tour (4) vears shall start from the
Ettective Date. Two (2) successive extensions to the 1nitial
Exploration period. each of two (2) vears respectively, shall be
granted to CONTRACTOR at 1ts option, upon not less than thurty
(301 davs prior waitten notice to EGPC, such notice to be given not
later than the end of the then current period. as may be extended
pursnant to the provisions of Article V (a), and subject only to 1ts
having tulfilled 1ts obligations herennder tor that pertod Tlas
Agreement shall be ternunated 1t neither a Commercial Ol
Discovery nor a Commelrcial Gas Discovery 1s established by the
end of the eighth (81 vear of the Exploration period, as may be
extended parsuant to ArticleV(a). The election by EGPC to undertake

a sole nsk venture under paragraph (¢) shall not extend the
Exploration pertod nor atfect the ternmnation of this Agresment as
to CONTRACTOR.
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(¢} Commercial Discovery:

(1)

(1)

A Commercial Discovery - whether of Oill or Gas - may
consist of one producmg reservolr of a group of  producing
teservolrs wliuch 15 worthy of being developed commercially,
After  discovery of a Commercial Ol o Gas Well
CONTRACTOR shall. unless otherwise agreed upon with
EGPC, undertake as part of 1its Exploration program the
appratsal of the discovery by dillg one or more appraisal
wells, to deternine whether such discovery 15 worthy of bemng
developed commercially, taking nto consideration the
recoverable reserves, production,  pipeline and ternunal
tacilities requured, estunated Petroleum piices. and all other
relevant techiucal and economuc factors.

The provisions laid down heremn postulate the wuty and
mchvisibihity of the concepts of Commercial Discovery and
Development Lease. They shall apply umtormly to Oil anc
Gas unless otherwise specitied.

Ye——

(1) CONTRACTOR shall give notice of a Commercial Discovery

to EGPC mmediately atter the discovery 15 considered by
CONTRACTOR to be worthy of commercial development but
m any event with respect to a Conunercial O1l Well not later
than thuty (30) davs followimg the complefion of the second
appratsal well or twelve (12) months following the date of the
discovery of the Commercial O1l Well, wlichever 13 earlier o1
with 1espect to a Commercial Gas Well not  later than twenty
tour (24) months following the date of the discovery of the
Commerctal Gas Well (unless EGPC agrees that such penod
may be extendad) except that CONTRACTOR shall also have
the nght to give such notice of Comumercial Discovery with
respect to any reservolr or reservols even it the well or wells
theteon are not "Commercial”  witlhun the detimtion ot
"Conumnercial Well" 1f, 1 1t oplmon, a reservolr o a group ot
reservolrs,  considered  collectively, could be  warthy of
cominercilal development.
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CONTRACTOR may also give a notice of a Commercial Ol
Discovery 1n the event it wishes to undertale a Gas Recvceling
Project.

A notice of Comuercial Gas Discovery shall contain all
detalled particulars of the discovery and especially the area of
Gas reserves, the estumated production potential and profile
and tield lite.

Withm sixty (60) davs following receipt of a notice of a
Comumercial Ol or Gas Discovery, EGPC and CONTRACTOR
shall meet and review all appropuiate data with a view to
mutually  agreemng upon the exustence of a Commercial
Discovery. The date of Commercial Discovery shall be  the
date EGPC and CONTRACTOR jomtly agree i witting that a
Commercial Discovery exists.

(1v) If Crude Onl 15 discovered but 15 not deemed by CONTRACTOR

to be a Conunearcial O1l Discovery under the above provisions
of tlus paragraph (¢). EGPC shall one (1) month after the
expiration of the penod specitied  above within which
CONTRACTOR can give notice of a Comimercial il
Discovery, o thirteen (13) months atter the completion of a
well not considered to be a "Commercial Ol Well", have the
rght, following sixty  (60) davs notice 1 wnting  to
CONTRACTOR. at 1ts sole cost. 115k and expense. to develop.
produce and dispose of all Ciude Oil fiom the geological teate
ol which the well has been drdled. Sard notice shall state the
spectfic area coverlng sald geological feature to be developed.
the wells to be dilled, the production tacilities to be mstalled
and EGPC s estuimated cost thereot, Withan thnty (30) davs after
recelpt of sard notice CONTRACTOR may. 1 wiiting, elect to
develop such area as provided tor in the case ot Commercial
IDiscovery hereunder. In such event all terms of this Agreement
shall continue to apply to the specitied area.



RRL W T IS WY PHC) IR SNOTIEY SUUWRN TV VI

isiedh ialull U ¢ Laludl el ey cae Jy LI sl 13,
i3 pas g3 AN i | Oldan) it oyl gl oS S ks
sy Jylally gl (o Skl o GLSYT o2 ol oo iyl
PN [ WU J PP FYI SO SRS SO O,
ol Tl Gy Oldanally A1 3,800 el Wl b ) Ll
B ey Ll Oldandl @l Ll Ol Ll 38,20 wgs
@38 ptual I Kngd] (555 Lodies .+ 5050 Tkl ot lnan s e saan s
NESPOI POY SR 4 NN [P BN P IERI P (R E S PO
SN o (/¥ ) LU S LW e S sl
Gou 4l « AN i gt | Slhann H Ll S il Lot
Lo Oldas oo a3t (b s a5l ol S L Jsll
i G gty o Jilin B30l il | el 5 2 LY,
Y Jo . il Lt o) G il e (7 V- ) UL 3
Jis o)F Cuj GlassT sl U S Y1 a1 e Jaliad) 5,50

kbl Jaly A o

W3 5ds . depiall (/Y- ) LU S W) &l JoLabl 5 s Y
sde N sy Jyms of (1) Lol « badod) 2Ll el o6 sl
wwSmwgﬁd‘uw}?|ahﬁu§¢;bw
Col8 13 Lo Wl 3wl o U JoioS (YD L (3Nl ods ot
FOUEE] PO OUARLE [V g -3 S RV T PV R LA |
P e gl Bl O Lsy ¢ sy Lgias e dabudl ells 3
apas 13 Iyl octuny Lomee S5 B Ll o1« Oldaally Ll
cdaglud) ol g () B AR (B Sadondl W ol ] bl S



¥\

Vo8 i Bl A 3 () VY sl = i 50y 2

If CONTRACTOR elects not to develop such area, the specific
area covertng sald geological feate shall be  set  aside
tor sole nsk operations by EGPC, such area to be mutually
agreed upon by EGPC and CONTRACTOR on  the basis of
good petroleum mndustiy practice.  EGPC shall be entitled to
perform o 1n the event Operating Company has come mto
extstence. to have Operating Company perform such operations
tor the account of EGPC and at EGPCs sole cost, nsk and
expense.  When EGPC has recovered from the Crude Oil
produced trom such specitic area a quantity of Crude O1l equal
m value to thnee hnmched  percent (3040%) of the cost 1t has
meurred m  canying out the sole sk  operations,
CONTRACTOR shall have the option. only in the event there
has been a separate Comumercial Ol Discovery, elsewhere
within the Area. to share 1 tmther development and
production of that specific area upon paving EGPC one Inndred

percent (100%) ot such costs incurred by EGPC

Such one lhmndied percent (100%) payment shall not be
recovered by CONTRACTOR. Immediately following such
paviment the specific area shall either (1) revert to the status of
an ordinary Development Lease wnder this  Agreement and
thereatter shall be operated in accordance with the terms hereot.
of (1) altematively, 1n the event that at such tume EGPC or i1ts
Affiliated Company 15 conducting Development operations 1n
the area at its sole expense and EGPC  elects to contmue
operating. the area shall remain set aside and CONTRACTOR
shall only be entitled to 1ts production sharmg percentages ot

the Crude Onl as  specified 1 Article VII (b). The sole 1sk
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Crude Ol shall be valued in the manner provided in Article VII
(¢). In the event of any temnunation ot this Agreement mder
the provisions of Article III (b), thus Agreement shall. however,
contume to apply to EGPC’s operations of any sole 113k venture
herewnder, although such Agreement shall have  been
termunated with respect to CONTRACTOR pusuant to  the
provisions of Article III (b).
(d) Conversion to 3 Development Lease:

(1) Following a Commercial O1l Discovery or a Commercial Gas
Discovery the extent of the whole area capable of production to
be covered by a Development Lease shall be mutually agreed
upon by EGPC and CONTRACTOR and be  subject to the
approval of the Mumster of Petroleunmi  Such area shall be

converted automatically mto a Development Lease without the
1502 of any additional legal instnument or pernussion.

(1) Following the conversion of an area to a Development Lease
based on a Commercial Gas Discovery (or upon the discovery
of Gas 1 a Development Lease granted following a Commercial
O1l Discovery). EGPC and CONTRACTOR shall endeavor
with diligence to find adequate markets capable of absorbing
the production of Gas and  with respect to the local markets,
EGPC shall advise CONTRACTOR of the potential outlets ton
such Gas and the expected annual schedule of demand
Thereatter, EGPC and CONTRACTOR shall meet with a view
to assesstng whether the outlets tor such Gas and other relevant
tactors warrant the development and production of the Gas and
i case of agreement the Gas thus made avallable shall be
disposed of to EGPC or EGAS under a  long-term Gas Sales
Agreement i accordance with and subject to the conditions set
forth i Article VII
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(u1) The Development pertod of each Development Lease shall be
as tollows:

(aa) In respect of a Commercial O1l Discovery, twenty (20)
veals from the date of such Commercial Discovery plus
the Extension Period (as detined below) provided that, in
the event that. subsequent to the conversion of a
Commercial O1l Discovery mto a Development Lease, Gas
15 discoverad 1n the same Development Lease and 15 used
ol 15 capable of bamng used locally o1 tor export herennder,
the period of the Development Lease shall be extended
only with respect to such Gas, LPG extracted from such
Gas and Crude O1l 1n the torm ot condensate produced
with such Gas tor twenty (20) vears trom the date of fust
deliveries of Gas locally or for export plus the Extension
Period (as defined below) provided that the duration ot
such Development Lease based on a Commercial Oil
Discovery may not be extended bevond thoty-tive (35
yveals from the date of such Commercial Oil Discovery
unless  otherwise agreed upon  between EGPC and
CONTRACTOR and sulbyect to the approval ot the
Minister of Petrolenm.

CONTRACTOR shall mmmediately notity EGPC of any
Gas Discovery but shall not be requured to apply for a new
Development Lease 1n respect of such Gas.

(bb) In respect of a Commerclal Gas Discovery. twenty (20)
vears from the date of st delivenies of Gas locally or tor
export plus the Extension Perod (as defined below)
provided that, 1t subsequent fo the conversion of a
Comuercial Gas Discovery mnto a Development Lease,
Crude Onl 13 discovered 1 the same Development Lease,
CONTRACTOR s share of such Crude Ol from the
Development Lease (except LPG extracted from Gas o
Crude Onl 1n the form of condensate produced with Gas)
and Gas associated with such Crude O11  shall revent
entirely to EGPC 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, anythung to the contrary under this
Agreement, the duration ot a Development Lease based on
a Commercial Gas Discovery shall 1 no case exceed
thirty-tfive (35) vears from the date of such Commercial
Gas Discovery unless otherwise agreed upon between
EGPC and CONTRACTOR and subject to the approval of
the Mumster ot Petroleum.
CONTRACTOR shall immediately notity EGPC of any
O1l Dhiscovery but shall not be required to apply for a new
Development Lease in respect of such Ciude Oil
The "Extension Pertod” shall mean a period of five (3) vears
which mayv be elected by CONTRACTOR upon six (6)
months written request sent by CONTRACTOR to EGPC
prior to the expuy of the relevant twenty (20) vear pertod
supplemented by tecluucal studies mcluding evaluation ot
production. expected levels of production during extension
period, CONTRACTOR s obligations and relevant economic
consideration. Tlus extension period 15 subject to the
approval of the Minister of Petrolenm.
Development operations shall upon the 1ssuance of a Development
Lease granted tollowing a Commercial O1l  Discovery, be started
promptly by Operating Company and be  conducted 1n accordance
with good ol field practices and accepted petroleum engineering
punciples, until the tield 15 considered to be tully developed. 1t
being understood that if associated gas 15 not uhlized, EGPC and
CONTRACTOR shall negotiate 1 good taith on the best way to
avolrd mmpaing the production m the interests of the parties.
In the event no Conumercial Production of O1l 1 regular shipments
or Gas deliveries from any Development Block witlun four (4)
vears trom the date of the Clomimercial O1l Discovery, or trom the
date of first Gas delivenes for local or export. such Development
Block shall munediately be relinquuished, unless there 15 a Conunercial
Ol or Gas Discovery on the Development Lease. Each Development
Block 1n a Development Lease being partly within the rading ot
dramnage of any producing well i such Development Lease shall be
constdered as participating 1n the Commercial Production referred
to above,
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Development operations 1 respect of Gas and Ciude Ol o the
torm ot condensate or LPG to be produced with or extracted trom
such Gas shall, upon the signatme of a Gas  Sales Agleement oo
commencement of a scheme to dispose of the Gas, whether for
export as reterred to 1 Article VII or otherwise, be started promptly
by Operating Company and be conductad 1n accordance with good
zas fleld practices and accepted petrolewm enginesiing principles
and the provisions of such agreement or scheme. In the event no
Commercial Production of Gas 1s established m accordance with
such Gas Sales Agreement or scheme. the Development Lease
relating to such Gas shall be relinquished, unless otherwise agreed
upon by EGPC.

[t. upon application by CONTRACTOR 1f 15 rzcogmzed by EGPC
that Crude Od or Gas 15 baing dramned from the Exploration block
under  this Agreement mnto a Development Block on an adjounng
concession area held by CONTRACTOR, the Block beimng dramed

shall be constdered as participating m the Comumercial Production

of the Development Block 1n question and the Block being dramed
shall be converted into a Development Lease with the ensumg
allocation of costs and production  (calculated trom the Etfective
Date or the date such dramnage occurs. whichever 15 later) between
the two  Concession Areas. The allocation of such costs and
production under each Concession Agreement shall be in the same

partion that the recoverable 1eserves 1 the dramed geological

sttmcture undetlyving each Concession Area bears to the total
recoverable 1eserves of such stiuctiwe mnderlving both Concession
Areas. The production allocated te a concession area shall be
priced according to the concession agleement covenng that

CONCEsS101 alea.
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(1) CONTRACTOR shall bear and pay all the costs and expenses
required 1 carryving out all the operations under this Agreement but
such costs and expenses shall not include any  mterest on
mvestment. CONTRACTOR shall look only to the Pefroleum to
which 1t 15 enfitled under thus Agreement to recover such costs and
expensas. Such costs and expenses shall be recoverable as provided
i Article VII Duning the term of tlus Agreement and 1ts renewal.
the total production aclueved i the conduct of such operations shall
be cdivided between EGPC and CONTRACTOR 1n accordance with
the provisions of Article VIL

(g) (1) Unless otherwise provided, CONTRACTOR shall be subject to
Egvptian income tax laws and shall comply with the
requirtements of such laws with respect to the filing of returns,
the assessment of tax, and keeping and showing of books and
records.

(2) CONTRACTOR shall be hiable to prepare the tax return, that
only the tax authonty shall be enfitled to audit
CONTRACTOR shall subnut the tax retwn to EGPC twenty
tive (23) davs prior to the due date of submitting thereot to the

tax anthortty, EGPC shall have the nght to review the tax
return 1n order to accept the tax calculation therein EGPC shall
provide comments on such return withm ftteen (13) days of
the date of recerving the tax return from CONTRACTOR | In
any case CONTRACTOR shall be responsible tor submitting
the tax return to the tax authority within the due date.

(3) CONTRACTOR s anmial mcome for Egvptian imncome tax
purposes under this Agreement shall be an amount calculated
as tollows:

The total of the sums recerved by CONTRACTOR from the sale o
other disposition of all Petroleuwmn acquued by CONTRACTOR
pursuant to Article VII (a) and (b):
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Reduced by:
(1)  The costs and expenses of CONTRACTOR:

(11) The value as deternuned according to Article VII (¢), of

EGP("s share of the Excess Cost Recovery Petroleum
repard to EGPC 1 cash orin kind, 1f any.

Plus:

An amount equal to CONTRACTOR s Egyptian income taxes
grossed up 1 the manner shown i Article VI of Annex "E" .

For puposes of above tax deductions m any Tax Year, Article
VII (a) shall apply onlv 1n 1espect of classification of costs and
expenses and rates of amortization, without regard to the
percentage Lmmtation reterred to in the fust paragraph of
Article VII{a) (1), All costs and expenses of CONTRACTOR
1 conducting the operations under tlus  Agreement wlich are
not controlled by Article VII (a) as above qualified shall be
dechactible m  accordance with the provisions of the Egyptian
Income Tax Law.

EGPC shall assume, pay and discharge, i the name and on
behalt of CONTRACTOR, CONTRACTOR s Egyptian tncome
tax out of EGPC s share ot the Petrolenm produced and saved
ancl not used m operations under Article VII.  All taxes patd by
EGPC 1 the name and on behalt of CONTRACTOR shall be
considered mcome to CONTRACTOR.

EGPC shall funish to CONTRACTOR the proper official
receipts  evidencing the pavment of CONTRACTORs
Egvptian mcome tax tor each Tax Year witlin nimety  (90)
davs tollowing the receipt by EGPC of CONTRACTOR s tax
declaration tor the preceding Tax Year. Such receipts shall be
issned by the proper Tax Authorities  and shall state the
amount and other particulars customary tor suchreceipts.
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(6)

(7)

(a)

As used herein, Egyptian Income Tax shall be inclusive of all
income taxes pavable 1 the A R.E. (including tax on tax) such
as the tax on income from movable capital and the tax on
profits from commerce and mdustry and inclusive of taxes
based on mcome or profits meluding all dividends, withholding
with respect to shareholders and other taxes mposed by
the GOVERNMENT of AR.E. on the distribution of mcome
or profits by CONTRACTOR.

In calculating 1ts A R E. income taxes, EGPC shall be entitled
to deduct all rovalties paid by EGPC to the GOVERNMENT
and CONTRACTOR s Egyptian income taxes paid by EGPC
on CONTRACTOR s behalf

ARTICLE IV
WORK PROGRAM AND EXPENDITURES
DURING EXPLORATION PERIOD

CONTRACTOR  shall commence Exploration operations
hereunder not later than six (6) months after the Effective Date.
EGPC shall make available for CONTRACTOR’s use all
setsmic, wells and other Exploration data in EGPC’s possession

with respect to the Area as EGPC 1s enfitled to so do.

(b)y The mmtial Exploration period shall be tfow (4) veans.

CONTRACTOR may extend this Exploration period for two(2)
successive extension periods each of two (2) vears respectively,
1n accordance with Article III (b), each of which upon at least
thirty (3() davs pror written notice to EGPC, subject to its
expenditire of 1ts numnmun Exploration obligations and of its
tulfillment of the dilling obligations hereunder, tor the then
current period.
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CONTRACTOR shall spend a mimmmumnm ot twenty five
million U8, Dollars ($25.000 000) on Exploration operations
and activities related thereto dunng the nutial fow (4) vear
Exploration penod, provided that CONTRACTOR shall
pertorm one thousand and three huncdred and fitty kilometers
(1350km) sewsnuce 2D and shall dull two (2) wells. For the thst
two (2) vear extension pertod that CONTRACTOR elects to
extend bevond the mitial Exploration period, CONTRACTOR
shall spend a mumnmuum of eighteen million U.S Dollars
($15.000.000)  and  shall  pertorm  two  lundred  square
kilometers 200kn) 3D seisnc swrvey and for the second two (2)
yeal extension period that CONTRACTOR elects  to extend
bevond the two (2) vear fust extension pertod, CONTRACTOR
shall also spend a nuwmnmum of five nulhon U.S. Dollars
($3.000.000). Dunng the fust and second extension pertods
that (_..(_)NTRA(_..T(_)R elects to extend bevond the 1mitial
Exploration pertod, CONTRACTOR shall dull two (2) wells 1n
the tust extension period and shall also drill two (2) wells 1n
the second extension period.

Should CONTRACTOR spend meore than the minmmum
amount requued to be expended or drill more wells than the
mnnun requited to be dilled dwing the mitial fow (4) vear
Exploration period, or dwing any pertod thereatter, the excess
may be subtracted from the nummum amount of money
requured to be expended by CONTRACTOR or muinmuumn
number of wells requured to be dnlled during any succeeding
Exploration pertod(s), as the case mayv be.

In case CONTRACTOR sumrenders its Exploration rights mnder
this Agreement as set torth above betore or at the end ot the
fourth (4™ vear of the initial Exploration period. having
expended less tlnn the total sum of twenty five nullion U.S.
Dollars ($25.000.000) on Exploration or in the event at the end
of the tourth (4“1) veal, CONTRACTOR has expended less
than saicd sum 1 the Area, an amount equal to the ditterence
between the said twenty five nullion US.  Dollars
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(c)

($25.000.000) and the amount actually spent on Exploration
shall be paid by CONTRACTOR to EGPC at the tuime of
sutrendernng or within six (6) months ftom the end ot the
fomth (A1) vear of the tmtial Exploration period, as the case
may be. Any expenditure deficiency by CONTRACTOR at the
end of any additional period tor the reasons above noted shall
similarly result 1 a pavinent by CONTRACTOR to EGPC of
such deficiency. Provided tlus Agreement 13 still 11 force as to
CONTRACTOR., CONTRACTOR shall be enftitled to recover
any such pavments as Exploration Expenditure i the manner
provided tor under Article VII i the event of Comimercial
Production
Without prejudice to Article III (b). 1n case no Conumercial Oil
Discovery 1s established or no notice of Conmnercial Gas
Discovery is given by the end of the eighth (81 vear. as mav
be extended pursuant to Article ¥V (a) or 1n case
CONTRACTOR swrenders the Area under tlus Agreement
prior to such tune, EGPC shall not bear any ot the atoresaid
expenses spent by CONTRACTOR.
At least fowr {(4) months prior to the beginmng of each
Financial Year or at such other tumes as may mutually be
agreed to by EGPC and CONTRACTOR, CONTRACTOR
shall prepare an Exploration Woik Program and Budget tor the
Area setting forth the Exploration operations which
CONTRACTOR proposes to carry out duning the ensuing
Yeal.
The Exploration Work Program and Budget shall be reviewed
by a jomnt commnuttee to be established by EGPC and
CONTRACTOR atter the Etfective Date of this Agreement.
This Commuttee, heremnafter referred to as the "Exploration
Advisory  Commuittee”, shall constst of s1x (6) members, tlhea
(3) of whom shall be appomted by EGPC and tlnee (3) by
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CONTRACTOR. The Chanman of the Exploration Advisory

Commuttee shall be designated by EGPC from among the

members appomted by 1t The Exploration Advisory Comnattes

shall review and give such advice as it desims appropuiate with
respect to the proposed Work Program and Budget. Following
review by the Exploration Advisory Conmuttee, CONTRACTOR
shall make such revisions as CONTRACTOR deems appropriate
and submit the Exploratton Woak Program and Budget to

EGPC tor its approval,

Following such approval, it is further agreed that:

(1) CONTRACTOR shall not substantially 1evise or modity
sald Work Program and Budget nor reduce the approved
budgeted expenchture withont the approval of EGPC:

(11) In the event of emelrgencies mvolving danger ot loss of
lives or propeity., CONTRACTOR may expend such
additional unbudgeted amounts as may be requured to
alleviate  such danger. Such expenditwe shall be
consicdered mn all aspects as Exploration Expenditure and
shall be recovered pursuant to the provisions of  Article
VII hereot,

() CONTRACTOR shall advance all necessary tunds tor all
matenals, equpments. supplies, pertsonnel admimstration
and operations parsnant to the Exploration Work Program
and Budget and EGPC shall not be responsible to bear o
repay any of the atoresaid costs.

(2) CONTRACTOR shall be responsible for the preparation and

pertormance of the Exploration Worls Program which shall
be 1mmplementad m a workmanhile manner and consistent
with good mdustry practices.
Except as 1s appropriate tor the processing ot data.
spectalized laboratory engineerng and development studies
thereon. to be made 1 specialized centars outside A R.E.
subject to EGPC s approval, all geological and geophysical
stuclies as well as any other stuches related to the pertormance
of tlus Agreement, shall be made inthe A RE.
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(1)

CONTRACTOR shall entrust the management ot Exploration
operations mn the A R E. toits tecluncally competent General
Manager and Deputy General Manager. The names ot such
Manager and Deputy General Manager shall, upon appowmntiment.
be forthwith notified to the GOVERNMENT and to EGPC.
The General Manager and. m lus absence, the Deputy
General Manager shall be entrusted by CONTRACTOR
with sutficient powers to carry out mmmedately all lawitul
wiitten directions given to them by the GOVERNMENT o
1ts representative under the terms of this Agreement. All
lawtul regulations 1ssued or hereatter to be 1ssued wlich are
applicable  hereunder and neot m contlict  with  this
Agreement shall apply to CONTRACTOR.
CONTRACTOR shall supply EGPC, within thirty (30) days
trom the end of each calendar quarter, with a Statement ot
Exploration  activity  showing  costs  mcwred by
CONTRACTOR g such quarter. CONTRACTOR s
records and mecessary supporting  documents  shall be
available tor inspection by EGPC at any time during regular
wortking hours tor tlwee (3) months from the date of
recelving each statement
Within the three (3) months trom the date of recerving such
Statement, EGPC shall advise CONTRACTOR 1 witting 1t
1t considers:
(1) that the record of costs 15 not correct: or
(2) that the costs of goods or services supplied are not 1n
line with the international maiket prices tor goods o
services of smular quality supplied on smular terms
prevatling at the tume such goods or services were
supplied, provided however, that purchases made and
services performed within the A R E. shall be subyect to
Article XXV, or
(3) that the condittion of the matenals turmshed by
CONTRACTOR does not tally with their prices, o
() that the costs mcurred are not reasonably requured tor
operations.
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CONTRACTOR shall conter with EGPC in connection with
the problem thus presented. and the parties shall attempt to
reach a settlement which 1s mutually satistactory.

Any reumbursement due to EGPC out of the Cost Recovery
Petroleum as a result of reaching agreement or ot an arbitral
award shall be promptly made 1n cash to EGPC. plus simple
interest at LIBOR plus two and halt percent (2.5 %0) per
anmum  from the date on which the disputed amount(s)
would have been paid to EGPC according to Article VII (a) (2)
and Annex "E" of this Agreement (1.2 . the date of rendition
of the relevant C'ost Recovery Statement) to the date of
pavinent. The LIBOR rate applicable shall be the average
of the figure or figares publishaed by the Financial Tumes
representing  the mud-pomnt  of the rates (bid and ask)
applicable to one month U.S. Dollars deposits i the London
Intertbank Ewrocurrency Market on each fitteenth (1353M) dav
of each month occurring between the date on wlhich the
chisputed amount(s) would have been paid to EGPC and the
date on whach it 15 settled.

If the LIBOR rate 15 available on any fifteenth (131 day
but 1s not published in the Financial Times 1n respect of
such day tor any reason. the LIBOR rate chosen shall be that
offered by Citibank N. A to other leading banks i the
London Interbank Eurocurrency Market for one month U.S.
Dollar deposits.

It such fifteenth (153%) dav 15 not a dav on which LIBOR
rates are quoted m the London Interbank Ewrocurrency
Market. the LIBOR rate to be used shall be that quoted on
the next following dayv on wluch such rates are quoted.

It within the toume hnut of the tlwee (3) month penod
provided tor m thus paragraph. EGPC has not advised
CONTRACTOR ot 1ts objection to any Statement, such
Statement shall be considered as approved
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(g) CONTRACTOR shall supply all tunds necessary for its
operations 1 the AR E under this Agreement in freely
convertible currency from abroad. CONTRACTOR shall
have the nght to freely purchase Egvptian curency 1n the
amounts necessary tor its operations i the ARE from
EGPC or from any bank authonzed by the GOVERNMENT
to conduct foreign cwrency exchanges. Prionty shall be
given to EGPC to purchase the foreign cuntencies from
CONTRACTOR at the same applicable rate and date as
such currencies may be purchased trom the National Bank
of Egvpt.

(hy EGPC 15 authonzed to advance to CONTRACTOR the
Egvptian currtency requirted tor the operations under tlus
Agreement against recewving from CONTRACTOR an
equuivalent amount of U.S. Dollars at the otficial A R E. rate
of exchange. such amount in U.S. Dollars shall be deposited
1 an EGPC account abroad with a correspondent banl of
the National Bank of Egvpt, Cairo. Withdrawals from saud
account shall be used for financing EGPC's and 1ts

Affiliated Companies™ toreign cwrrency requirements subject
to the approval ot the Muuster of Petroleum
ARTICLE V
MANDATORY AND VOLUNTARY RELINQUISHMENTS
(a) MANDATORY:
At the end of the fourth (4™ vear after the Effective Date hereof.
CONTRACTOR shall relmqush to the GOVERNMENT a total of
twenty five percent (25 %) of the oniginal Area on the Etfective
date not then converted to a Development Lease or Leases Such
relmqusliment shall be m a single mnit of whoele Exploration Blocks
not converted to Development Leases unless otherwise agreed upon
between EGPC and CONTRACTOR so as to enable the relingquushiment
requitements to be precisely tultilled.
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At the end of the sixth (6 vear after the Effective Date hereof,
CONTRACTOR shall relinqush to the GOVERNMENT an
additional twenty five percent (253%) of the orngmal Area on the
Etfective date not then converted to a Development Lease o
Leases. Such relbingqushment shall be m a single wmt of whole
Exploration Blocks not converted to Development Leases unless
otherwise agreed upen between EGPC and CONTRACTOR so0 as
to enable the relinquishment requirements to be precisely tultilled.
Without prejudice to Articles III and XXIII and the last three
patagraphs of this Article V (a). at the end of the eighth (8%) vear of
the Exploration penod. CONTRACTOR shall relinquish the
remainder of the Area not then converted to Development Leases.

[t 15 understood that at the time ot any rehngquishment the areas to
be converted into Development Leases and wlich are subnutted to
the Muuster of Petroleum for lus approval according to Article 111
(dy shall. subject to such approval. be deemed converted to
Development Leases.

CONTRACTOR shall not be requued to relmquish any
Exploration Block or Blocks on which a Commercial Ol or Gas
Well 15 ciscoverad betore the pertod of tune reterred to in - Article
[II (¢) gven to CONTRACTOR to determine whether such Well 15
a Commercial Discovery worthy of Development o1 te relinguuish
an Exploration Block 1 respect of which a notice of Conumercial
Gas Discovery has been given to EGPC subject to EGPC s 11ght to
aglee on the existence of a  Comimercial Discovery pursuant to
Article TII {(¢). and without prejdice to the requirements ot Article
I1I (e).

In the evant at the end of the mitial Exploration pertod or either ot
the two successive axtensions of the wutial Exploration penod, a
well 15 actually dilling or testing, CONTRACTOR shall be
allowed up to six (6) months to enable 1t to discover a Commercial
O1l or Gas Well or to establish a Conunercial Discovery. as the cagse
may be. However, any such extension of up to s1x (6) months shall
rechice the length of the next succeeding Exploration pertod. as
applicable, by that amount.
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1) VOLUNTARY:

CONTRACTOR may. voluntanly, during any penod relinquush all
or any part of the Area 1n whole Exploration Blocks or parts ot
Exploration Blocks provided that at the tume of such voluntary
relmoumslmment 1ts Exploration obligations  under Article IV (b)
have been satistied tor such period
Any  reltnquishments  hereunder shall be credited toward the
mandatory provisions of Article ¥V (a) above.
Following Commercial Discovery, EGPC and CONTRACTOR
shall mutually agree upon any area to be relincgqushed thereafter,
except tor the rehnquishument provided for above at the end of the
total Exploration pertod.
ARTICLE VI

OPERATIONS AFTER COMMERCIAL DISCOVERY
On Commerctal Discovery, EGPC and CONTRACTOR mayv form
1 the AR E. an operatmg company pursuant to Article VI (b) and
Annex (D) (herematter reterred to as "Operating Company™) which
company shall be named by mutual agreement between EGPC and
CONTRACTOR and such name shall be subject to the approval ot
the Miister of Petrolemm. Said company shall be a private sector
company. Operattng Company shall be subject to the laws and
regulations i torce m the AR E. to the extent that such laws and
regulations are not 1nconsistent with the provisions of this
Agreement or the Charter of Operating Company.
However, Operating Company and CONTRACTOR shall, tor the
purpose of tlhus Agreement, be exempted trom the tollowing laws
and regulations as now or hereatter amended or substituted:

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

Companies.
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(b)

Law No. 159 ot 1951, promulgating the law on jomnt  stock
compaines, partnership lmmted by shares and Lnmted liability
compales,

Law Ne. 97 of 1983 promulgating the law concermng public sector
organizations and companies,

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

Provisions of pait 2 ot Chapter 6 of Law No. 88 of 2003, arganizing
dealings 1n forelgn cunrencies.

The Charter of Operating Company 15 hereto attached as Amnex
"D". Witlun thoty (3%0) davs after the date of Comumercial Oil
Discovery or within thuty (30) davs after signature of a Gas Sales
Agreement or commencement of a scheme to dispose of Gas
(unless otherwise agreed upon by EGPC and CONTRACTOR), the
Charter  shall take effect and Operating Company  shall
automatically come mto existence without any tfuther procedures,
The Exploration Advisory Committee shall be dissolved torthswith
upon the comung mntoe existence of the Operating Company.

Ninety (90) davs after the date Operating Company comes 1mto
existence 1n accordance with paragraph (b) above, 1t shall prepare a
Work Program and Budget tor fimther Exploration and Development
tor the remainder of the vear m wlach the Conunercial Discovery
13 made. and not later than tour {(4) months betore the end ot the
current Financial Year (o1 such other date as mav be agreed upon
by EGPC and CONTRACTOR) and tour {4) months preceding the
commencament of each succeeding Financial Year thereafter (or
such other date as may be agreed upon by EGPC and CONTRACTOR).
Operating Company shall prepare an annual Production Schedule,
Work Program and Budget tor fmther Exploration and Development
tor the succeeding Financial Year. The Production Schedule, Work
Program and Budget shall be subnutted to the Board of Duectors
tor approval.
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Not later than the twentieth (209} day of each month. Operating
Company shall furmsh to CONTRACTOR a wiitten estunate of 1ts
total cash requirements for expendifure for the first halt and the
second halt of the succeeding month expressed n U.S. Dollars
having regard to the approved Budget. Such estumate shall take
mto consideration any cash expected te be on hand at month end

Paviment for the appropnate pertod of such month shall be made to
the cormespondent bank designated 1 paragraph (e) below on the
first (1 dav and fifteenth (15") dayv respectively, or the next
tollowing business day, 1f such dav 1s not a business dav.

Operating Company 15 authornzed to keep at its own disposal
abroad 1 an account openad with a cormespondent bank ot the
National Bank of Egvpt. Cawo. the toreign tunds advanced by
CONTRACTOR. Withdrawals trom said account shall be used ton
paviment for goods and services acquured abroad and for transteriing
to a local bank 1n the ARE. the requured amount to meet the
expenditures 1 Egyvptian Pounds for Operating Company 1n
connection with its actrvities under this Agreement.

Within sty (60) days after the end of each Financial Year,
Operating Company shall subnut to the appropnate exchange
control authorities mn the A R E. a statement, duly  certified by a
recogiuzed tum of auditors, showing the funds credited to that
account, the disbwsements made out of that account and the
balance outstanding at the end of the Year.

It and for as long durning the period of production operations there
exists an excess capacity in tacilittes which can not dunng the
period of such excess be used by the Operating Company o
CONTRACTOR from a Development Lease or adjacent concession
area related to the CONTRACTOR. EGPC shall use the excess
capacity 1f 1t so desies without any financial or operational
disadvantage to the CONTRACTOR o1 Operating Company.
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ARTICLE VII
RECOVERY OF COSTS AND EXPENSES AND
PRODUCTION SHARING
(@) (1) Cost Recovery Petroleum:

Subject to the auditing provisions under tlhis Agreement,
CONTRACTOR shall recover quarterly all costs, expenses and
expenditures in respect of all the Exploration, Development and
related operations under this Agreement to the extent and out
of thurty five percent (35%) of all Petroleuum produced and saved
from all Development Leases within the Area hereunder and not
used 1 Petrolewm operations. Such Petroleum 15 hereinafter
referred to as "Cost Recovery Petroleum”.
For the purpose of determining the classification of all costs,
expenses and expenditures for their recovery, the following terms
shall apply:
1. "Exploration Expenditures” shall mean all costs and expenses
tor Exploration and the related portion of indirect expenses
and overheads.

2

"Development Expenditures” shall mean all costs and
expenses tor 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 atter mitial Commercial Production, which
costs, expenses and expenditires are not normally
depreciable.

However, Operating Expenses shall iclude workover, repair
and maintenance of assets but shall not include any of the
following: sidetracking, rednlling and changing of the status of
a well, replacement of assets or part of an asset, additions,
improvements, renewals or major overhauling.
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(1)

(1)

Exploration Expenditures, Development Expenditures and
Operating Expenses shall be recovered trom Cost  Recovely
Petrolewm in the following manner: -

"Exploration Expenditures”, mcluding those accumulated prion
to the commencement of mitial Conunercial Production. which
tor the purposes of tlus Agreement shall mean the date on
which the fust regular shipment of Crude Oil or the fust
deliveries of Gas are made | shall be recoverable at the rate of
twenty percent (20%) per annum starting etther 1 the Tax
Year in wluch such expenchtures are mcred and paid o the
Tax Year 1n wluch mutial Conmunercial Production commences.
whichever 1s the later date.

"Development Expenditures”. mcluding those accimmilated
prior to the commencement of itial Commercial Production
which for the purposes of this Agreement shall mean the date
on which the first regular shipment ot Ciude Onl or the tust
deliveries of Gas are made. shall be recoverable at the
rate of twenty percent (20%) per amumun starting either i the
Tax Year in which such expenditures are mcuired and paid o
the Tax Year i which outial Conunercial  Production
conunences, whichever 1s the later date.

(1) "Operating Expenses”. mncwred and paird atter  the date ot

mitial Conmumercial Production, which tor the purposes of this
Agreement shall mean the date on wlhich the fust regular
shipment of Crude O1l or the first delivenies of Gas are made,
shall e recoverable either in the Tax Year m which such
costs and expenses are mcwred and paid or the Tax Year 1mn
which titial Commercial Production occurs. whichever 1s the
later date.

(1v) To the extent that. 1 a Tax Year, costs, expenses ol expendifines

recoverable per paragraphs (1), (1) and (1) preceding, exceed
the value of all Cost Recovery Petroleum tor such Tax Year,
the excess shall be carrled forward for recovery m the next
succeeding Tax Year(s) mntl fully recovered, but i no case
atter the ternunation of tlus Agreement. as to CONTRACTOR.
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(v} The recovery of costs and expenses, based upon the rates

(2)

(3)

reterred  to above, shall be allocated to each uarter
proportionately (one towrth to each quarter). Howevel, any
recoverable costs and expenses not recovered 1 one quarter as
thus allocated, shall be carried torward tor recovery in the next
(uairter.

Except as provided 1n Article VII (a) (3) and Article VII (e) (1),
CONTRACTOR shall each quarter be entitled to take and own
all Cost Recovery Petroleum. wlich shall be taken and disposed
of 1 the manmner determuned pursuant to Article VII (e). To the
extent that the wvalue of all Cost Recovery Petrolenm [as
determined 1 Article VII (¢)] exceeds the actual recoverable
costs and expenditures. including any cany forward under
Article VII {(a) (1) (1v). to be recovered in that quarter, then the
value ot such Excess Cost Recovery Petroleum shall be divided
between EGPC and CONTRACTOR as the tollowing
percentages - EGPC shall take (93%) and CONTRACTOR
(3%). EGPCs share shall be patd by CONTRACTOR to EGPC
atther (1) 1n cash 1 the manner set torth m Article IV of the
Accounting Procedwe contamed m Annex "E" or (11) 1 kand in
accordance with Article VII(a) (3).

Ninety (90) davs prior to the conumencement of each Calendar
Year EGPC shall be entitled to elect by notice 1n writing to
CONTRACTOR to require pavment of up to  one hundred
percent (100%) of EGP(s share of Excess Cost Recovery
Petroleum m kind. Such pavment will be m Crude O1l tfrom the
Area F OB, export ternunal or  other agreed delivery point
provided that the amount of Ciude Onl taken by EGPC 1n kind 1n
a quarter shall not exceed the value of Cost Recovery Crude Ol
actually taken and separately disposed of by CONTRACTOR
from the Area dwmg the previous quarter. It EGPCs
entitlement to receive pavment of 1ts share of Excess Cost
Recovery Petroleum 1 lknd 1s Lmuted by the foregoing
provision, the balance of such entitlement shall be paid i cash.
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() Production Sharing

(1) The remaimung sixty five percent ( 635 %) of the Petroleum
shall be divided between EGPC and the CONTRACTOR

according to the tollowimg shares: Such shares shall be taken

and disposed of pursuant to Article VII (e):

(i) Crude Oil

Crude O1l produced and
saved under this Agreement
and not used 1 Petroleum
operations. (BOPD)

(quarterly average)

That portion or increment
up to less than 3,000
BOPD.

That portion or increment
from 5,004 and up to less
than 10,000 BOPD.

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

That portion or increment
from 25000 BOPD and

above,

EGPC CONTRACTOR
SHARE SHARE
(seventy percent) (thirty percent)
(70%0) (30)%%)

(seventy two percent) (twenty eight percent)
(72%) (28%)

(seventy five percent) (twenty five percent)

(75%) (25%)
(e1ghty percent) (twenty percent)
gnty 1 YT
(8(1%%) (20%0)
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(ii) Gas and LPG
Gas and LPG produced and
saved under tlhus Agreement
and not used 1n Petroleum
operations (SCFD)

(quarterly average)

That portion or increment
up to less than 25,000,000

SCFD.

That portion or increment
from 25,000,000 and up to

less than 30,000,000 SCFD.,

That portion or increment
from 50,000,000 and up to
less  than 125,000 000

SCFD.

That portion or increment
from 125,000,000 SCFD

and above.

EGPC CONTRACTOR
SHARE SHARE
(seventy percent) (thirty percent)
(70%) (30%)

(seventy two percent) (twenty eight percent)

(72%) (28%)

(seventy five percent) (twenty five percent)

(75%) (25%)
(eighyt percent) (twenty percent)
(80%) (20%)
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(2) Atter the end of each contractual yvear duning the term of any Gas
Sales Agreement entered into prusuant to Article VII (e), EGPC and
CONTRACTOR (assellers) shall 1ender to EGPC o EGAS (a3 buyel)
a statement tfor  anamount of Gas, if any, equal to the amount
by which the quantity of Gas of wlich EGPC o EGAS (as buver)
has taken delivery falls below seventy five percent (753%) of the
Contract quantities of Gas as established by the applicable Gas Sales
Agreement (the "Shorttall”), provided the Gas 15 available. Within
sixty (6 days of receipt of the statement, EGPC or EGAS (as buver)
shall pay EGPC and CONTRACTOR (as sellers) for the amount of
the Shorttall, 1f any. The Shorttall shall be mcluded 1 EGPC s and
CONTRACTOR s entitlement to Gas pursuant to Article VII (a) and

Article VII (b) in the fowth (4% quarter of such contractual vear.

Quantities of Gas not taken but to be paid for shall be recorded ina
separate "Take-or-Pav Account”. Quantities of Gas ("Make Up Gas")
which are debivered 1n subsequent vears 1n excess of seventy five
parcent ( 75%) of the contract quantities of (Gas as established by the
applicable Gas Sales Agreement, shall be set agamst and reduce
cuantities of Gas in the "Take-or-Pay" account to the extent thereof
and, to  that extent, no pavment shall be due i respect of such Gas.
such Make Up Gas shall not be included i CONTRACTOR s
entitlement to Gas pusuant to Auticle VII {a) and (b). CONTRACTOR

shall have no 1ghts to such Make Up Gas

If at the end of any Contract vear, EGPC and CONTRACTOR (as
sellers) tall to deliver seventy five percent (73%) of the anmual
contract  quantity of Gas as defined 1n the Gas Sales Agreement
with EGPC or EGAS (as buver). the ditterence between seventy

five percent (75%) of the annual Clontract quantity of Gas and the
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(c)

actual gas quantity delivered shall be reterred to as the "Deliver- or -
Pay Shartfall Gas". EGPC or EGAS (as buyer) shall have the right to
take a quantity of Gas equal to Deliver-or-Pay the Shortfall Gas and
such quantity of Gas shall be priced at mnety percent (90%) of the
Gas price as defined 1 the Gas Sales Agreement. The mechanism
tor the Deliver-or-Pay concept will be deternuned in the Gas Sales

Agreement.

The percentages set forth in Article VII (a) and (b) i respect of LPG
produced from a plant constructed and operated by or on behalt of
EGPC and CONTRACTOR shall apply to all LPG available for
delivery.

Valuation of Petroleum:

(1) Crude Oil:

(1) The Cost Recovery Crude Ol to which CONTRACTOR
15 entitled hereunder shall be wvalued by EGPC and
CONTRACTOR at "Matket Price" for each calendar
(quatter.

(11) "Market Price" shall mean the weighted average prices
realized from sales by EGPC or CONTRACTOR dwring
the quarter, whichever 1s lugher, provided that the sales to
be used in amiving at the weighted average(s) shall be
sales of comparable quantities on comparable credit terms
1 freely convertible currency from F.O.B. point of export
sales to non-affiliated companies at atm’s length under all
Crude Oil sales contracts then in effect, but excluding
Crude Onl sales contracts involving barter, and

(1) Sales, whether direct or indirect, through brokers or
otherwise, of EGPC or CONTRACTOR to any
Affiliated Company.
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(2) Sales mvelving a quud pro que other than paviment
11 a fieely convertible currency or motivated 1n
whole o1 1 part by considerations other than the
usual economic incentives tor comimercial arm’s
length crude il sales.

(11) It 13 understood that in the case of "CIF" sales,

approprlate deductions shall be made tor transport and
insurance charges to calculate the F.OB. pomt of export
price, and always taking 1nto account the appropriate
adpustment tor quality of Crude Onl. fieight advantage or
disadvantage of port of loading and other approprate
adjustments. Matket Price shall be deternined separately
tor each Crude O1l or Crude O1 nmux. and tor each port ot
loading.

(1v) It ching any calendar quarter, there are no such sales by

EGPC and/or CONTRACTOR under the Crude Onl sales
contracts 1 etfect, EGPC and CONTRACTOR  shall
nutually agree upon the Market Price ot the banel of
Crude Onl to be used for such quarter, and shall be guidad
by all relevant and available evidence mcluding  current
prices 1 treely convertible cunrency of leachng crude oils
produced by major otl producing comntires (in the Arabian
Gult or the Mediterranean Area), which are regulaily sold
i the open market according to actual sales contracts
terms but excluding paper sales and sales promuses where
no crude oil 15 deliverad. to the extent that such sales are
effzcted under such terms and conditions  (excluding the
price) not signmficantly ditferent from those under winch
the crude o1l to be valned. was sold, and always taking
into constderation  appropiiate adpustments tor crude ol
quality, freight advantage or disadvantage of port ot
loading and other appropriate adpustments. as the case
may be, for chfferences 1 gravity, sulphw, and other
tactors generally recogized by sellers and puchasers, as



Yoot diw Sl AV G (b)) VY sl — e 154 4

AY

ooy ) Balall e e 31 5 0 Loy (44) s 3l i Sl
A7 B pds by ey Slaned) o Je Sl sde ¢ #F LS 5L
o ) lazall ol g AT S e 50 Logy (V1) i o
WO [V PO RO Y g PARIOPY W [ 5100

18,5y G| o) o3l dad (uSias ol Je S1LBYI i cuiail 3,
Ul Jot ] L] ) S

s shod! soidl e "Gl paad o Syl SF iaagdl o sl 1, 15
31 Lo Do b o] Wldl Gy | e Sy ¥ el (Y e a8 5
b st peiin sl oy 6Y A UG | an” o LY 3 L]
Il dons Logy (N0) e das IS 3 clldy ¢ i gy ol oo el
ol 8 a3 o A Slase o b Y S L ¢ WIS Rl
U ol o fo 8 siod) ! e daly (Soeo I Iudl piiny
) g By G ) e ot Gl (Sl ol (3 Yoy o
f it (S8 3y gl (g rmll N B oy o (Sodl o 5 0l
o« SLBYI pad Losle 5 Lol Sl alls 15 008G 5 ¢ Sl 2]
ool Al Ly Bl (Sl Lz

Logs (¥4 o B 3 Sl e G b Syl gl ctif 1)
Gl s st Do 5,5 05 b A G b ol U] )b e
Ly 5ol imal | Lol 4 g (Sl 5 il oy il (Sl )

A W) 355 o) dence B 51 13 e of () oo pdieadly duagd J) 5alald



AY

\RRL Wt 0 L G R PRIC) RL NPy SUOWRN T TV Y

reflected 1 crude prices, fransportation ninety (90) dayvs
mswance prenuums, unusual fees borne by the seller, and
for credit terms 1n excess of sixty (60) davs, and the cost
of loans or guarantees granted tor the benefit of the sellers
at prevailing interest rates.

It 15 the mtent of the Parties that the value of the Cost
Recovery Crude Oil shall reflect the prevailing maiket
price for such Crude Oil.

If either EGPC or CONTRACTOR considers that the
Maiket Price as deternuned under sub-paragraph (11)
above does not reflect the prevailing Market Price or in
the event EGPC and CONTRACTOR fail to agree on
Martket Price for any Crude Oil produced under this
Agreement for any quarter witlun fifteen (15) days after
the end thereof, any party may elect at any tume
thereatter to submit to a single arbitrator the question,
what single price per barrel, 1 the arbitrator’s judgment,
best represents for the pertinent quarter the Market Price
for the Cirude O1l 1n question. The arbitrator shall make his
deternunation as soon as possible tollowing the quarter i
question. His deternunation shall be final and binding
upon all the parties. The arbitrator shall be selected in the
manner described below,

In the event EGPC and CONTRACTOR fail to agree on
the arbitrator within thuty (30) days from the date any
party notities the other that it has decided to subnut the
deternunation of the Market Price to an arbitrator, such
arbitrator shall be chosen by the appointing authonty
designated 1 accordance with Article XXIV (&), or such
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other appointing authorty with access to such expertise as
may be agreed to between EGPC and CONTRACTOR,
with regard to the qualifications for arbitrators set forth
below, upon witten application ot one or both ot EGPC
and CONTRACTOR. Copy of such application by one ot
them shall be promptly sent to the other.

The arbifrator shall be as nearly as possible a person with
an established reputation 1 the mternational petrolemmn
industry as an expert m prcing and mailketing Crude Oil
1 imternational conumerce. The arbitraior shall not be a
citizen of a conntry wlich does not have  diplomatic
relations with both the A R E. and Republic of Poland. He
mav not be, at the tume ot selection. emploved by, or an
atbitrator or consultant on a contimung or frequent basis
to, the Amenican Petrolenm Institute, the Orgamzation
of the Petroleum Exporting Countries or the Orgamzation
of Arab Petrolenum Exporting Countries. or a consultant on
a conttnuing  basis to EGPC, CONTRACTOR or an
Affihated Company of etther., but past occasional
consultation with such compantes, with other petrolewm
compantes, governmental agencies or organzations shall
not be a ground for disqualification. He mayv not have
been, at any  tume dming the two (2) vears betore
selection, an emplovee of any petroleum company or of
any governmental agency or organization.

Should a selected person dechine or be unable to seirve as
atbitrator or should the position of  arbitrator tall vacant
prior to the decision called tor, another person shall be
chosen in the same manmner provided mn tlus paragraph
EGPC and CONTRACTOR shall share equally the
expenses of the arbitrator.
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The arbitrator shall make lus deternunation i accordance
with the provisions of tlus paragraph. based on the best
evidence available to Inm. He will review ol sales
contracts as well as other sales data and itormation but
shall be tree to evaluate the extent to wliuch any contracts.
data o information 15 substantiated  or  pertinent.
Representatives of EGPC and CONTRACTOR shall have
the night to consult with the arbiftator and furmish him
wiitten matenals provided the arbitrator mayv mmpose
reasonable  lmmtations  on tlos wght EGPC  and
CONTRACTOR each shall cooperate with the arbitrator
to the fullest  extent and each shall mswe such
cooperation of 1ts trading compames. The arbifrator shall
be provided access to crude o1l sales contracts and 1elated
data and information which EGPC and CONTRACTOR
or thewr trading companies are able to make available and
wlich 1 the judgment of the arbitrator nught aid the
atbitrator i making a valid deternunation.

Penchng Martket Price agreement by EGPC and
CONTRACTOR or determination by the arbitrator, as
applicable, the Maiket Price agreed tor the quarter
preceding the cuarter m question shall remam temporanly
1 etfect. In the event either EGPC or CONTRACTOR
should mewr a loss by virtue of the temporary continuation
of the Market Price of the previous quarter, 1t shall
promptly be reumbursed such loss by the other party plus
simple mterest at the LIBOR plus two and one - half
percent (2.5%) per annmum rate provided for i Airticle TV
(1) from the date on wlich the disputed amount(s) should

have been paid to the date of paviment.
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(2) Gasand LPG

(1) The Cost Recovery and Production Sharing Gas Price will be

(1)

agreed upon between CONTRACTOR and EGPC or EGAS
after the Conumercial Discovery and before converting an area
to a Development Lease(s) according to the average prevailing
Gas price of the nearest areas 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
EGPC 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

EGPC and CONTRACTOR):

PLPG = 0.95PR

Where

PLPG = LPG price (separately determined tor Propane and

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

PR = The average over a pertod of a month of the figwwes
representing the nud-point between the lugh and low
prices 1 U.S. Dollars per metiic ton quoted in
"Platt’s LPGaswire" dwing such month for Propane

and Butane FOPR Ex-Ref/Stor. West Mediterranean.
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(d)

(i)

(iv)

In the event that "Platt’s LPGaswire" 1s 1ssued on certain davs
cdaring a month but not on others, the value of (PR) shall be
calculated using only those 1ssues which are published during
such month In the event that the wvalue of (PR) can
not be deternuned because "Platt’s LPGaswire" 135 not published
at all during a month, EGPC and CONTRACTOR shall meet
and agree to the value of (PR) by reference to other published
sowrces. In the event that there are no such other published
somrces or 1f the value of (PR) cannot be deternuned pursuant
to the foregomg for any other reason, EGPC and
CONTRACTOR shall meet and agree the value of (PR) by
reference to the value of LPG (Propane and Butane) delivered
FOB from the Mediterranean Area.

Such valuation of LPG 15 based upon delivery at the delivery
point specified in Article VII (&) (2) (111).

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

The Cost Recovery and Production Shares of Gas and LPG
disposed of by EGPC and CONTRACTOR other than to
EGPC or EGAS pwrsuant to Article VII (e) shall be valued at
theiwr actual realized price .

Forecasts:

Operating Company shall prepare (not less than ninety (90) davs

prior to the beginmng of each calendar semester tollowing first

regular production) and furnish in witing to CONTRACTOR  and

EGPC a forecast setting out a total quantity of Petrolemm that

Operating Company estimates can be produced, saved and

transported hereunder during such calendar semester 1 accordance

with good o1l and gas industry practices.



Yoot diw Bl AV G (b)) VY sdal — i Jla 4 AY

S osss IS 5 U L] S L] 0 ploen olideaadly 25 487,801 e

polre M ldandly LS 80 160 pUbH sl Jiy o oty s v o0

ol Wy Jads ol 5 ol A 4ol o] e ) 5] sl

2 ) GG iy ol 2l el p U ol L iy 5 ¢ eSS

1m0 5Ll Jalayy L3WYHode Lpdbes 31 g A1 (2l 291 4 5,0 ol

. (2) dagludl 55U r“"” sy coldaatly L3GJ) 3880

1J9 b o puallf ()

T PRSWRPEUINES POVT W S P DTN P VST T AL Ty CIOY L PR
s daliin Lhy ¢ Lana s i U payy & oy 8oy 5 magin JS°
3 Jolally . gl 5alh e (00 58800 5 (1) 5,00 Wb sumll o
B b Lo oo (N ooy U 5 dakao 5 g o
LA s 35 5,8 ol Loy @35 5 ¢ gl (oo e o Al el
s 5l () (1) Zaslud 50l oyt dgll Dzl
ity Bl o ¥l aas ALY ada S I UM 5y 1 21 ey
Gomdti oo 3 5 bl o gl U ] 0 pper G Sl
S sl G dgl 6,85s ¢ Ayl Bl e () B, G e LA
ioS puad 5 () Fongladl 53Lald LSy sy iy o o3Il 05 £ |
() AR G ps ol o oo b o) 1 Lo ol sl UL 3
oo 3Ll i (o B i S el ey sl 53U e
Lol pass (1 g g B pld¥I Gblis o s ol gl Jlan]
ol LS M5 R gl 3l 5059 5 oo o T lal 3 Bl 3
A S pond) TG o Bhae o ] S N suomaal | SN I Yy
. oLl 45 s B



4y

Vo8 i Bl VY G (al) VY sdall = i 55y 2

Operating Company shall endeavor to produce each calendar

semester the forecast quantity, The Crude Oil shall be mun  to

storage tanks or offshore loading tacilities constiucted, mamntamed
and operated according to GOVERNMENT Regulations, by

Opearating Company 1 which said Ciude O1l shall be  metered o

otherwise measured tor rovalty, and other pmposes requured by this

Agreement.  Gas shall be handled by Operating Company 1n

accordance with the provisions of Article VII (e).

Disposition of Petroleum:

(1) EGPC and CONTRACTOR shall have the nght and the
obligation to separately take and freely export or otherwise
dispose of, cwrently  all of the Crude O1l to wlich each 1s
entitled under Article VII (a) and (b). Subject to payment ot
sums due to EGPC under Article VII (a) (2) and Article IX,
CONTRACTOR shall have the nght to remit and retain abroad
all tunds acquured by 1t including the proceeds from the sale of
1ts share ot Petroleum.

Notwithstanding  anything to the  confrary under tlus
Agreement, prionty shall be given to meet the requurements
of the ARE market trom CONTRACTOR s share under
Article VII (b) of the Crude Oil produced  from the Area and
EGPC shall have the preterential right to purchase such Ciude
Ol 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 mmder Article VII (b)), Such amount
shall be proportional to CONTRACTOR s share of the total
procuction of Ciade O1l trom the concession areas i the

AR E that are also sulyect to EGPC’s preferential nght to
pwchase. The pavment tor such purchased amount shall be
made by EGPC 1 US Dollars or i any other freely
convertible curency remittable by CONTRACTOR abread.
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It 15 agreed upon that EGPC shall notity CONTRACTOR, at
least forty-five (45) davs pror to the beginmng of the

Calendar Semester, of the amount to be purchased during such
semester under this Article VII () (1).

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

(1)

(11)

Prionty shall be given to meet the requurements of the

local matket as determined by EGPC.

In the event that EGPC or EGAS 1s to be the buver of

Gas, the disposiion of Gas to the local markets as

indicated above shall be by virtue of long term Gas Sales

Agreements to be entered into between EGPC and

CONTRACTOR (as sellers) and EGPC o EGAS (as

buyer).

EGPC and CONTRACTOR (as sellers) shall have the

obligation to deliver Gas to the following point where

such Gas shall be metered for sales, rovalty, and other
purposes required by this Agreement:

(a) In the event no LPG plant 15 constructed to process
such Gas, the delivery point shall be at the flange
connecting the Lease pipeline to the nearest point
on the  National Gas Pipeline Guid System as
depicted 1 Annex "F" hereto, or as otherwise
agreed by EGPC and CONTRACTOR.

(b) In the event an LPG plant 15 constructed to process
such Gas, such Gas shall, for the pwposes of
valuation and sales, be metered at the outlet to such
LPG Plant. However, notwithstanding the fact that
the metering shall take place at the LPG Plant
outlet, CONTRACTOR  shall through the
Operating Company build a pipeline swtable for
transport of the processed Gas from the LPG Plant
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outlet to the nearest poimnt on the National Gas
Pipeline Grid Svstem as  depicted m Annex "F"
hereto, or otherwise agreed by EGPC and
CONTRACTOR. Such pipeline shall be owned in
accordance with Article VIII (a) by EGPC, and 1ts
cost shall be financed and recovered Dby
CONTRACTOR as Development Expenditwes
pursuant to Article VIL

(1) EGPC 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
EGPC and CONTRACTOR decide to buld such a plant,
the plant shall, as 15 appropriate, be in the viciity of the
pomt of delivery as determined 1n Article II and Article
VII{e)2(1). 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 1n accordance with the provisions of this
Agreement unless the Mumster of Pefroleum agrees to
accelerated recovery.

EGPC or EGAS (as buver) shall have the option to elect,
by ninety (90) davs pror wiitten notice to EGPC and
CONTRACTOR (as sellers), whether payvment for the
Gas which 15 subject to a Gas Sales Agreement between
EGPC and CONTRACTOR (as sellers) and EGPC or
EGAS (as buver) and LPG produced from a plant
constructed and operated by or on behalf of EGPC and
CONTRACTOR., as valued i accordance with Article
VII (¢). and to which CONTRACTOR 15 entitled under
the  Cost  Recovery  and Production Sharing
provisions of Article VII, of this Agreement, shall be
made 1) 1 cash or 2) m kind.



Yoot diw Sl AV G (b)) VY sl — e 154 4

AA

o (dios Lgmieay) Golon] ] Lgdl 36 g o 10 Ols piud! S5,
o] I el s Joidd oSy 1 1K) S| LN oY sy
frosily Glad) 5l oy wie S Lede i ol Je ol
(LPGYJLLLl g ol 3LE 5 3 i S oty dectad] ol p308 ) o
Jrare (Ul o) Jal s o0 Ldsla L I Dol Ly )
T3 LN E S PO YR HINIAR S TR I Jor T PUNE (| J PP
adedl g A AN Gblie o il s 3l g Y1 5 ¢ S
S ol i Gliass . ade Gty e 531 a5 oo T Jsliall
iU e i sin Sl Gy gl w1 Syl o e )
Tl 35U o () 5,201y geaai bl o W3 tad) Jaal T 830 G
- A oo paasd! W Syl iz dikaad ]y
gl Jiied §
¢ plsdl Yo (LPG) Sl Jsadl 5L6 5 A e sl 00 ( 11)
Loy Jsliald Sy il LS o ol | NI Ny s
rlll oL ol a4 Lo 357 o Wl 5 ells 5 ! ]
ddlay ade o pain g2 LS s gouil)
¢ plodll Jo (LPG) JLadl gl 5y 5Ll s b 055 ()
M G Bl o3 pie Bl S lhy byl U b los
0559 atie ¢ (Lt o] B ClS # Lgms) Jsliald Tietadd]| ool
J o] iy (o) IS b3 Y el | s 2l Lilacs
s1a i aard] dyzdl 5 S sl s ool | Jolat! oy
Y] 2dgr () ol o Al 1 55UL 5,0 oo LS oIS



LS SR LY SO T AL W X PG IR SOy SUOWRN TV Y

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

Pavments 1n kind shall be calculated by converting the
value of Gas and LPG to which CONTRACTOR 1s
entitled mto equivalent barrels of Crude Ol to be taken
concurrently by CONTRACTOR from the Area, or to the
extent that such Crude Oil 15 msutficient, Ciude Oil from
CONTRACTOR s other concession areas or such other
areas as may be agreed. Such Ciude O1l shall be added to
the Crude O1l that CONTRACTOR 15 otherwise entitled
to lift wnder thus Agreement. Such equuvalent barrels shall
be calculated on the basis of the provisions of Anticle VII (¢)
relating to the valuation of Cost Recovery Crude Oul.

Provided that:

(aa) Payvment of the value of Gas and LPG shall alwavs
be made 1n cash i U.S. Dollars renuttable by
CONTRACTOR abroad to the extent that there 13
insufficient Crude O1l  available for conversion as
provided tor above.

(bb) Pavment of the value of Gas and LPG shall alwavs
be made 1 kind as provided for above to the extent
that pavments 1n cash are not made by EGPC.

Pavments to CONTRACTOR (whether 1n cash or
kind), when related to CONTRACTOR's Cost
Recovery Petroleum, shall be included 1n
CONTRACTOR s Statement of Recovery of Costs
and of Cost Recovery Petroleum refeired to in
Article IV of Annex "E" of this Agreement.
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(v) Should EGPC or EGAS (as buver) fail to enter into a

long-term  Gas  Sales Agreement with EGPC and
CONTRACTOR (as sellers) within fowr (4) vears from a
notice of Commercial Gas Discovery pursuant to Article
III, EGPC and CONTRACTOR shall have the right to
take and fieely dispose of the quantity of Gas and LPG
in respect of which the notice of Commercial Discovery
15 given by exparting such Gas and LPG.

(v1) The proceeds of sale of CONTRACTOR's share of Gas

and LPG disposed of pursuant to the above sub-paragraph
(v) may be freely renutted or retamned abroad by
CONTRACTOR,

(vil) In the event EGPC and CONTRACTOR agree to accept

new Gas and LPG producers to join 1n an ongoing export
project, such producers shall have to contribute a fair and
equitable share of the mvestment made.

(viil) (aa) Upon the expuration of the four (4) vear period

referred  to 1 Article VII (&) (2)  (v).
CONTRACTOR shall have the obligation to exert
1ts reasonable etforts 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 (e) (2) (v).
CONTRACTOR and EGPC have not entered into
a Gas Sales Agreement, CONTRACTOR shall
retain its 1ights to such Gas reserves for a further
period of up to fowr (4) vears, subject to Article
VII (&) (2) (vi)(cc), durng which period EGPC
shall attempt to find a market for Gas reserves.
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(cc)

(cle)

In the event that EGPC and CONTRACTOR 1s
not exporting the Gas and EGPC  and
CONTRACTOR has not entered mto a Gas Sales
Agreement with EGPC ¢/ EGAS pursuant to
Article VII (e) (2) prior to the expiry of elght (8)
yveals from CONTRACTOR s notice of Conunercial
Gas Discovery, CONTRACTOR shall swirender
the Gas reserves 1n respect of which such notice
has been given. It bemg wnderstood that
CONTRACTOR shall, at any tune prior to the
expiry of such eight (8) vear pertod. swirender
the Gas 1eserves, 1if CONTRACTOR 13 not
exporting the Gas and CONTRACTOR doees not
accept an otfer of a Gas Sales Agreement from
EGPC within s1x (0) months from the date such
offer 15 made provided that the Gas Sales
Agreement offered to CONTRACTOR shall take
into  constderatton the relevant teclhimcal and
economic factors to enable a conunearcial contract
including:

A sutficient delivery rate.

Dehivery pressure to entzr the National Gas
Pipeline Grid Svstem at the pount of delivery.
Delivered Gas quality  specifications not more
stitngent than those mposed or required tor the
National Gas Pipeline Grid System.

The Gas prices as specified 1 the Gas Sales
Agreement .

[n the event that CONTRACTOR has not enterad
into a Gas Sales Agreement pursuant to Article
VII (e) (2)ar otherwise found an acceptable
scheme for commercial disposal of such Gas, at
the tume of the expiration of eight (8) vears from
CONTRACTOR snoftice of Commercial Discovery
of Gas or talling agreement with EGPC on gas
disposal at the expuation of eight (¥) vears .
CONTRACTOR shall surrender to EGPC such
Development Lease (s) in which Gas discovery 13
made.
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(1)

(g)

(1x) CONTRACTOR shall not be obligated to swrender a
Development Lease Dbased on a Commercial Gas
Discovery, 1f Crude Oi1l has been discovered 1n
commercial quantities i the same Development Lease.

Operations:

It following the reversion to EGPC of any nghts to Crude Oil
hereunder, CONTRACTOR retamns nghts to Gas i the same
Development Lease, or if, following surrender of nghts to  Gas
hereunder, CONTRACTOR retains rights to Crude O1l 1n the same
Development Lease, operations to explore for or exploit the
Petroleum, the nights to which have reverted or been surrendered
(Ol or Gas as the case may be) may only be camried out by
Operating Company which shall act on behalt of EGPC alone,
unless CONTRACTOR and EGPC agree otherwise.

Tanker Scheduling:

At a reasonable time prior to the commencement of Commercial
Production EGPC and CONTRACTOR shall meet and agree upon a
procedure for scheduling tanker Liftings from the agreed upon point
of expoit.

ARTICLE VIII
TITLE TO ASSETS

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

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

tollowing:

(1) Land shall become the property of EGPC as soon as 1t 13
purchased.
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(2) Title to fixed and movable assets shall be transterred
automatically and gradually from CONTRACTOR to EGPC as
they become subject to recovery in accordance with the
provisions of Article VII, however the full fitle to fixed and
movable assets shall be transterred  automatically from
CONTRACTOR to EGPC when 1ts total cost has been
recovered by CONTRACTOR 1n accordance with the provisions
of Article VII or at the tume of ternunation of tlhus Agreement
with respect to all assets chargeable to the operations whether

recovered or not, whichever first occws.

The book value of the assets created duning each calendar
quarter shall be comnmmicated by CONTRACTOR to EGPC or
by Operating Company to EGPC and CONTRACTOR  within

thirty (3() davs of the end of each quarter.

(b) Dwuing the term of thus Agreement and the renewal penod EGPC,
CONTRACTOR and Operating Company are entitled to the full use
and enjovment of all fixed and movable assets referred to above in
comnection with operations hereunder or under any other Petroleum
concession  agreement  entered into by the Parties. Proper
accounting adjustment shall be made. CONTRACTOR and EGPC

shall not dispose of the same except with agreement of the other.

(¢) CONTRACTOR and Operating Company may freely import into the
ARE. 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 EGPC as a signature bonus the sum of
tour hundred thousand U.S Dollars  ($400.000 ) on the Effective
Date,

CONTRACTOR shall pay to EGPC as a bonus the sum of fow
hundred thousand U.S. Dollars  ($400.000) upon approval of each

Development Lease .

CONTRACTOR shall pay to EGPC  the sum of five hundred
thousand U.S. Dollars ($3040,000) as a production bonus when the
total average daily production from the Area first reaches the rate of
five thousand (5,000) Bairels of o1l per day or equivalent tor a period
of thirty (3()) consecutive producing days. Payment will be made
within fifteen (15) davs thereatter.

CONTRACTOR shall also pay to EGPC the additional sum of one
total average daily production from the Area first reaches the rate of
ten thousand (10.000) Bawrels of ol per day or equivalent for a
period of thuty (30) consecutive producing davs. Payment will be
made within fifteen (15) days thereafter.

CONTRACTOR shall also pay to EGPC the additional sum of two
total average daily production from the Area first reaches the rate of
twenty five thousand (25.0040) Barrels of o1l per day or equuvalent
tor a pertod of thuty (3() consecutive producing davs. Payvment will
be made within fifteen (15) days thereafter.
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(fy CONTRACTOR shall pay to EGPC as a bonus the sum of five
hundred thousand U.S. Dollars  ($500.000) upon approval to enter
imto the five (3) vear extension pertod pursuant to Article III

paragraph (d) (1) (bL) .

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

CONTRACTOR.

(h) In the event that EGPC elects to develop any part of the Area
pursuant to the sole risk provisions of Article III (¢) (1v), production
from such sole 115k area shall be considered for the purposes of this
Article IX only if CONTRACTOR exercises its option to share in

such production, and only from the mitial date of sharng.

(1) Gas shall be taken into account for purposes of determining the
total average daily production from the Area under Article IX (c-e)
by converting daily Gas delivered mto equuvalent barrels of daily

Crude Ol production in accordance with the tollowing formula:
MSCF x H x.167 = equvalent barrels of Crude O1l.
where
MSCF = one thousand Standard Cubic Feet of Gas.

H = the number of mullion British Thermal Unts (BTU's per

MSCF).
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ARTICLE X
OFFICE AND SERVICE OF NOTICES

CONTRACTOR shall mamtain an otfice in A.R.E. at which notices shall
be validly served.

The General Manager and Deputy General Manager shall be entrusted by
CONTRACTOR  with sufficient power to carny out mmmediately all
local wiitten 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
in conflict with this Agreement shall apply to the duties and activities of
the General Manager and Deputy General Manager .

All matters and notices shall be deemed to be validly served which are
delivered to the office of the General Manager or which are sent to lnm
by registered mail to CONTRACTOR s office inthe AR E.

All matters and notices shall be deemed to be validly served which are
delivered to the office of the Chamrman of EGPC or which are sent to

|

him by registered mail at EGPC’s main office in Cairo.
ARTICLE XI
SAVING OF PETROLEUM AND PREVENTION OF LOSS

(a) Operating Company shall take all proper measwes, according to
generally accepted methods m use 1n the ol and gas ndustry to
prevent loss or waste of Petrolemm above or under the ground m any
form during drilling, producing, gathering, and distiibuting or
storage operations. The GOVERNMENT has the night 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)

()

(2)

()

(a)

Upon completion of the dnlling of a productive well, Operating
Company shall inform the GOVERNMENT or 1ts 1epresentative ot
the time when the well will be tested and the production rate
ascertained.

Except 1 1nstances where nmltiple producing formations m  the
same well can only be produced economically thuough a single
tubing string, Petroleum shall not be produced from  nmmltiple o1l
bearng zones through one string of tubing at the same tune, except
with the prior approval of the GOVERNMENT o1 its representative,
which shall not be unreasonably withheld

Operating Company shall record data regarcing the quantities ot
Petroleum and water produced monthly from each Development
Lease. Such data shall be sent to the GOVERNMENT or its
representative on the special totms provided for that purpose witlun
thity (30) days atter the data are obtained. Daily or weekly statistics
regarchng the production from the Area shall be available at all
reasonable tumes for exanunation by authorized representatives of
the GOVERNMENT.

Datly dulling records and the graphic logs of wells must show the
quantity and type ot cement and the amount of any other materals
used i the well tor the purpose of protecting Petroleum. gas bearing
or tresh water strata.

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

ARTICLE XII
CUSTOMS EXEMPTIONS

EGPC. CONTRACTOR. and Operating Company shall be pernutted
fo umport and shall be exempted from customs duties. any  taxes,
levies o1 tees (including tees umposed by Muusterial Decision No.
2534 of 1993 assued by the Muouster of Finance, as now oo
hereatter amended or substituted) of any  natwe and from the
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(b)

importation 1les with respect to the mmportation of machinery.,
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. field housmg and tacilities, electronic
appliances. computer hardware and software, as well as spare pants
required tor any of the imported 1tems. all subject to a duly approved
certificate 1ssued by the responsible representative nominated by
EGPC for such puwpose, which states that the mmported 1tems are
requured tor conducting the operations pursuant to this Agreement
Such certificate shall be final and binding and shall antomatically
result 1 the mmportation and the exemption without any tfurther
approval, delay or procedwre.

Machinery. equipment. appliances and means of transport and
transportation  mported by EGPC's, CONTRACTOR's  and
Operating Company’'s confractors and sub-contractors  temporanly
engaged 1 any activity pursuant to the operations which are the
subject of tlhus Agreement. shall be cleared under the "Temporary
Release System" without pavment of customs dufies, any taxes.
levies or fees (including fees mposed by Muusterial Decision No.
254 of 1993 1ssued by the Mister of Finance, as now o1 hereafter
amended or substituted) of any nature, upon presentation of a duly
approved certificate 1ssued by an EGPC responsible representative
nominated by EGPC for such purpose  wluch states, that the
imported ttems are requured tor conducting the operations pursuant
to thus Agreement. Items (excluding cars not to be used 1n
operations) set out m  Article XII (@) wmported by EGPCs,
CONTRACTOR s and Operating Company's confractors  and
sub-contractors  for the atoresaid operations, 1n order to be wnstalled
or used permanently or consumed shall meet the concitions tor
exemption set forth in Article XII (a) after being duly certified by an
EGPC responsible representative to be used tor conducting
operations pursuant fo this Agreement.
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(¢)

(d)

The expatiiate emplovees of CONTRACTOR., Operating Company
and then contractors and sub-contractors shall not be entitled to any
exemptions from customs duties and other ancillary taxes and

p——

charges except witlun the Linuts of the provisions of the laws anc

regulations applicable m the A R'E However, personal household
goods and turmbtme (ncluding one (1) car) for each expatiiate
emplovee of CONTRACTOR andior Operating company shall be
clearad under the "Temporary Release System” (without pavment of
any customs duties and other ancillary taxes) upon presentation of a
letter to the appropriate customs authonties by CONTRACTOR o
Operating  Company  approved by an  EGPC 1esponsible
representative that the mmported 1tems are mmported for the sole use
of the expatiiate emplovee and lus tanuly, and that such mmpoited
1tems shall be 1re-exported outside the A R E. upon the repatiiation of
the concerned expatriate emplovee.

Items mported into the A R E. whether exempt or not exempt from
customs duties and other ancillary taxes and charges hereunder, may
be exparted by the unporting party at any tune atter obtamning
EGPCs approval, which approval shall not be unreasonably
withheld, without any expont duties, taxes or charges or any taxes oo
charges trom which such itams have been alieady exempt, being
applicable. Such items may be sold witlhun the A R E. atter obtaing
the approval of EGPC wluch approval shall not be nmeasonably
withheld In tlus event. the purchaser of such items shall pay all
applicable customs duties and other ancillary taxes and charges
according to the condition and value of such items and the tanft
applicable on the date of sale, unless such 1items have already
been sold to an Affihated Company of CONTRACTOR, 1f any. o
EGPC, having the same exemption, or unless title to such items

(excluding cars not used 1n operations) has passed to EGPC.
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In the event of any such sale under thas paragraph (d). the proceeds
trom such sale shall be divided in the following manner:
CONTRACTOR shall be entitled to reumbwsement of 1ts
nirecovered cost. (f any. 1 such ttems and the excess, 1t any, shall
be paid to EGPC.

(2) The exemption providad tor mn Article XII (a) shall not apply to any

(t)

(a)

mmported 1tems when items of the same or substantially the same
kimd and quality are mamutactwed locally meeting CONTRACTOR s
and/or Operating Company s specifications tor quality and satety and
are avatlable for tumely pwchase and delivery i the A.R.E. at a price
not higher than ten percent (190%) ot the cost of the mmported 1tem,
betore customs duties but atter freight and iswance costs, 1if any.
have been added.

CONTRACTOR, EGPC and thew 1espective buyers shall have the
11ght to freely expart the Petroleum produced from the Area
pursuant to this Agreement; no license shall be requured. and such
petroleum shall be exempted from any customs duties, any taxes,
levies or any other mposts 1 1espect of the export ot Petroleum

herennder.,
ARTICLE XIII

BOOKS OF ACCOUNT : ACCOUNTING AND PAYMENTS

EGPC, CONTRACTOR and Operating Company shall each
maintain at thew business otfices m the A R.E. bools of account. 1n
accordance with the Accounting Procedwe m Annex "E" and
accepted accounting practices genetally nsed wm the petrolenm
mndustry, and such other books and records as may be necessary to
show the work pertormed under tlus Agreement. mcluding the
amount and value of all Petroleum produced and saved hereunder.
CONTRACTOR and Operating Company shall keep then books of
account and accounting records i Uited States Dollars.
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(b)

(¢)

(a)

Operating Company shall firmsh to the GOVERNMENT or its
representatives monthly returns showing the amount of  Petroleum
prochiced and saved hereunder. Such retuins shall be prepared in the
torm required by the GOVERNMENT. or its  representative and
shall be signed by the General Manager or by the Deputy General
Manager or a duly designated deputy and delivered to the
GOVERNMENT or 1ts representative witlhun thurty (30) days atter
the end of the month coverad in the 1rehun

The aforesaid books of account and other books and records
reterred to above shall be available at all 1easonable tumes tor mspection
by culy authonzed representatives of the GOVERNMENT.

CONTRACTOR shall submit to EGPC a Profit and Loss Statement
of 1ts Tax Year not later than tour (4) months atter the
commencement of the tollowing Tax Year to show its net profit o
loss from the Petrolewmm operations mnder tlus Agreement tor such
Tax Year

CONTRACTOR shall at the same tume subnut a vear-end Balance
Sheet for the same Tax Year to EGPC. The Balance Sheet and
financial statements shall be certitied by an Egyvptian certitied
accounting firm

ARTICLE XIV
RECORDS, REPORTS AND INSPECTION

CONTRACTOR andior Operating Company shall prepare and. at all
fimes while this Agreement 15 In force, mawntain accurate and
current records of 1ts operations 1 the Area. CONTRACTOR andior
Operating Company shall furmush the GOVERNMENT or its
representative, 1 contornuty with applicable regulations or as the
GOVERNMENT o1 1ts  representative mav reasonably requure
mformation and data concermng 1ts operations under tlhus Agreement.
Operating Company will perform the functions indicated m tlus
Article XIV 1 accordance with its role as specihied 1n Article VI
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(b)

(<)

(e)

CONTRACTOR and/or Operating Company shall save and keep tor
a reasonable perlod of time a representative portion ot each sample
of cores and cuttings taken from chilling wells. to be disposed of, o
torwarded to the GOVERNMENT or its representative 1 the
marnar dwected by the GOVERNMENT . All samples acquued by
CONTRACTOR and/or Operating Company for thenr own purposes
shall be considered avallable tor mspection at any reasonable tune
by the GOVERNMENT or 1ts representatives.

Unless otherwise agreed to by EGPC. 1n ¢ase of exporting any r1ock
samples ontside A R E_ | samples equuvalent in size and quality shall.
before such exportation, be delivered to EGPC as representative of
the GOVERNMENT.,

Ortgials ot records can only be exported with the permission of
EGPC, provided., however, that magnetic tapes and any other data
which st be processed or analyvzed outside the A R E. may be
exported 1f a monittor or a comparable record, 1f avatlable, 13
matntained 1 the A RE. and provided that such exports shall be
repatriated to A R.E. promptly tollowing such processing or analysis
on the understanding that they belong to EGPC.

During the pertod CONTRACTOR 15 conducting the Exploration
operations, EGPCs duly authorized representatives or  emplovees
shall have the nght to full and complete access to the Area at all
reasonable tumes with the nght to observe the operations being
conducted and to ispect all assets. records and data kept by
CONTRACTOR. EGPC's representative. m exercising 1ts rights
under the preceding sentence of this paragraph (). shall not intertere
with CONTRACTOR s operations. CONTRACTOR shall provide
EGPC with coples of any and all  data (neludng. but  not
Linuted to, geological and geophysical teports, logs and well swveys)
intormation and mterpretation ot such data, and other imntormation
CONTRACTOR s possession
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For the purpose of obtauung new offers, the GOVERNMENT
andior EGPC mayv. after the eighth (8%) vear of the Exploration
pertod or the date of termination of tlus Agreement, wluchever 13 the
eatlier, show any other party wunterpreted basic geophvsical and
geological data (such data to be not less than one (1) vear old unless
CONTRACTOR agrees to a shorter pertod, wlich agreement shall
not be wwreasonably withheld) with respect to the Area, provided that
the GOVERNMENT and/or EGPC may at any tune show another
party such data directly obtamed over or acquured from those parts of
the Area which CONTRACTOR has relinqushed as long as such

data 15 at least one (1) vear old.
ARTICLE XV
RESPONSIBILITY FOR DAMAGES

CONTRACTOR shall entirely and solely be responsible 1n law toward
third parties tor any damage caused by CONTRACTOR s Exploration
operations and shall mmdemmnfy the GOVERNMENT andior EGPC
against all damages tor wluch they may be held liable on account of any

such operations.

However, any damage resulting trom isswng any order. regulation o
direction ot the GOVERNMENT of the Arab Republic of Egypt whether
1 the torm ot a law or otherwise, EGPC and/or CONTRACTOR shall be
exemptied from the responsibility of non pertormance or delay of any
obligation hereunder, m consequence of 1ssuing these orders, regulations
or duections 1 the mitation of imposing these orders, regulations o
diections. CONTRACTOR shall be granted the necessary perod to
restore the damage done of the non performance or delay by adding a
pertod to the pertod of the Agreement. with respect to the block or blocks

atfected by these orders, regulations or directions.
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ARTICLE XVI
PRIVILEGES OF GOVERNMENT REPRESENTATIVES

Duly authonzed representatives of the GOVERNMENT shall have
access to the Area covered by thus Agreement and to the Operations
conclucted thereon. Such representatives mayv examine the books,
registers and records of EGPC., CONTRACTOR and Operating
Company and make a reasonable mumber of surveys, drawings and tests
for the purpose of enforcing this Agreement. They shall, for this papose,
be enfitled to make reasonable use of the machinery and mnsttuments of
CONTRACTOR or Operating Company on the condition that no dangex
or mmpediment fo the operations hereninder shall arise diectly or indirectly
from such use. Such representatives shall be given reasonable assistance
by the agents and emplovees of CONTRACTOR or Operating Company
s0 that none ot the activities shall endanger or lunder the satety o
efficiency of the operations. CONTRACTOR or Operating Company
shall otfer such representatives all privileges and tacilities accorded to
1ts own emplovees m the field and shall provide them, fiee of charge. the

use of reasonable office space and of adequately fimished housing while
they are 1n the field tor the purpose of tacilitatmg the objectives of thus
Article. Without prejudice to Article XIV (e) any and all intormation
obtatned by the GOVERNMENT o1 1ts representatives under tlus Article
XVT shall be kept confidential with respect to the Area.

ARTICLE XVII
EMPLOYMENT RIGHTS AND TRAINING OF
ARAB REPUBLIC OF EGYPT PERSONNEL
(a) It 135 the desme of EGPC and CONTRACTOR that operations
hereunder be conducted 1n a business-like and etficient manner:

(1) The expatriate admuustrative. professional and tecliucal
persomel  emploved by CONTRACTOR  or  Operating
Company and the personnel of its contractors for the conduct of
the operations hereunder, shall be granted a  residence as



RRL WP T IS WY PHC) IR SOy SUUWRNTE TV VI L

VAN d A8 035 0l S a0 peaill 1BYI 3o i3l 2l
Jodets oo a1y Loy VA Gid AVA- 3, 5301 100« Juad
Sl3lpoms 5ol deol g np o) S s o S Jylall 331
RPRU RN UL [ AE | BN PO SOPSH PS 35 30| PRCH . 3 PRt S8
Ep T A Den
o (7 Y0) BU 3 o iy Tunsd oo J2Y Lo Iyl Taally | g5 pdy — ¥
el )3T S YT i A s i o JS 02l L3 g raino
 oldaally a3 3000 o) Syl egadinins 28] il
ot 23U saadl oy ai o Ly LS 38,8305 Jy Ll o U7 L (0)
AU e g ldaadl B phidial
o Laabiin uyd7 gl 3y sl gl ae yslicd] any Jylill o oy ()
bamed 3y LN 0ds ot OUdacadly Ggopy (il g g (P Ak pos
i) 48 28y Jylid) dganyy ¢ Jo el il bl o)l azsy
iy omadendil) pud o i) ol g L35 Voian 5l Lty
o oA WS odage
b o o L T Tolie J Uikt iy « Somdl Jol oo oo o s 2yl & LT ()
Dol Ly gy o il ol (8 1Vl s giadh 3 S ) gl
S8 15} Lo T 3y ¢ Ty ol Ooldany Glazy Losd o Layldl 05,201,
o 33 (00w ) Gl e o S5 ol g Sl A
SETR ST PUINE, T 5[ PWEWD g 3 SCOPRS [} RPN PEA T T PCT PP
T M5 g5 ay Ty (¥ (W I 3 ol e Bl by 01 Il
s 338y o ptld el A1 1 pds (b Tl G ¢ S pny « iU
e e o Bl SN Y0 oo Y3 (00 + o o) (il e
RS | R TIRIPS25 5 301U



LATEENS IPL W P PR W PWIC) IR WOVN | Iy SUUOK T YW X

(1)

provided for m Law No. 89 of 1960 as amended and Muusterial
Order No. 8180 of 1996 as  amended, and CONTRACTOR
agrees that all mnugration.  passport. visa and emploviment

regulations of the A RE. shall be applicable to all alien
emplovees of CONTRACTOR workang in the A RE.

() A nummum of twenty-five percent (25%) of the combined
salarles and wages of each of the expatnate admunistrative,
professional  and  teclmical  personnel  emploved by
CONTRACTOR or Operating Company shall be  paid monthly
1 Egvptian Currency.

CONTRACTOR and Operating Company shall each select 1ts

emplovees and determine the mumber thereot. to be used tor

operations hereunder.

(¢) CONTRACTOR, shall after consultation with EGPC. prepare and

(d)

carry ont specialized tramung programs for all 1ts A RE. emplovees
engaged 1 operations hereunder with respect to applicable aspects
of the petroleum mdustiy, CONTRACTOR and Operating Company
undertalke to replace gradually thewr non-executive expatriate statf by
¢ualified nationals as they are available.

During any of the Exploration phases, CONTRACTOR shall give
mutually agreed mmmbers of EGPC employvees an opportumty to
attend and participate 1 CONTRACTOR s and CONTRACTOR s
Aftfiliated Compantes tramng programs relating to Exploration and
Development operations. In the event that the total cost of such
programs 1s less than fitty thousand (U S.$30.000) Unted States
Dollars 1 any Financial Year during such pertod, CONTRACTOR
shall pay EGPC the amount of the shorttall witlun  thirty (30) dayvs
tollowing the end ot such Financial Year., However, EGPC shall
have the nght that sard amount fitty thousand (LS. $30.000) Umted
States Dollars allocated tor trammng, be paird duectly to EGPC for
such purpose.
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(a)

ARTICLE XVIII
LAWS AND REGULATIONS

CONTRACTOR and Operating Company shall bz subjzct to Law
No. 66 of 1933 (excluding Article 37 thereot) as amended by Law
No. 86 of 1956 and the regulations 1ssued tor the mplementation
thereof., 1ncluding the regulations for the sate and etficient
pertormance of operations carrted out tor the execution of tlus
Agreement and tor the conservation of the petroleum resowrces ot
the ARE provided that no regulations. or modification or
interpretation thereof, shall be confrary to or mconsistent with the

provisions of this Agreement.

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

(¢)

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

eNvIromment.

Except as provided i Article IIT {g) tor Income Taxes, EGPC,
CONTRACTOR and Operating Company shall be exempted from
all taxes and duties, whether mmposed by the GOVERNMENT o1
municipalities mcluding among others, Sales Tax, Value Added Tax
and Taxes on the Exploration. Development, extracting. producing.
exporting or transporting of Petroleum and LPG as well as any and
all withholding taxes that nught otherwise be mmposad on dividends.
interest, teclimeal service tees, patent and trad=matk rovalties, and
sinular items. CONTRACTOR shall also be exempted from any  tax on
the Lhiqudation of CONTRACTOR, or distributions of any income to

the shareholders of CONTRACTOR. and trom any tax on capital,
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(d) The nghts and obligations of EGPC and CONTRACTOR hereunder,

(1)

(£)

and for the effective term of this Agreement shall be governed by
and 1 accordance with the provisions of this Agreement and can
only be altered or amended by the written mutual agreement of the
sald confracting parties i the same procedures by which the original

Agreement has been 1ssued.

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

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

EGPC, CONTRACTOR, Operating Company and their respective
contractors and sub-contractors shall for the puposes of this
Agreement be exempted from all professional stamp duties, imposts
and levies mmposed by syndical laws with respect to ther documents

and activities hereunder.,

All the exemptions from the application of the ARE. laws or
regulations granted to EGPC, CONTRACTOR, the Operating
Company, their contractors and sub-contractors wunder this
Agreement shall mclude such laws and regulations as presently in

effect or hereatter amended or substituted.
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ARTICLE XIX

STABILIZATION
In case of changes 1n existing legislation or regulations applicable to the
conduct of Exploration, Development and production of Petrolenm,
which take place after the Effective Date, and which sigmficantly affect
the economic mterest of this Agresment to the detoiment of
CONTRACTOR or which mposes on CONTRACTOR an obligation to
renut to the ARE. the proceeds from sales of CONTRACTOR s
Petroleum, CONTRACTOR shall notity EGPC of the subject legislative
or regulatory measme and also the consequent etfects upon 1ssung
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
Ettective Date.

The Parties shall use therr best etforts to agree on amendments to this
Agreement within mnety (90) days from atoresaid notice

These amendments to this Agreement shall not 1n any event dumush o
mcrease the nghts and obligations of CONTRACTOR as these were
agreed on the Effective Date.

In case of the parties™ tallure to solve the disputes, Article XXIV of tlus
Agreement shall be applied.

ARTICLE XX
RIGHT OF REQUISITION

(a) In case of national emergency due to war or imnunent expectation
of war o mtemnal causes, the GOVERNMENT mayv requusition all
o1 part of the production trom the Area obtamed hereunder and
require Operating Company to increase such production to the
utmost  possible maxinmm.  The GOVERNMENT mav  also
requisttion the O1l and/or Gas field itselt and, if necessary, related
tactlities.
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(b) In any such case. such requusition shall not be etfected except atter

s

(¢}

mviting EGPC and CONTRACTOR or theur  representative by
registered letter, with acknowledgement ot receipt. to express then
views with respect to such requusition

The requusition of production shall be effected by Muusterial Order.
Any requisttion of an O1l and/or Gas field, or any related facilities
shall be ettected by a Presidential Decree duly notitied to EGPC and
CONTRACTOR.

() In the event of any requusition as provided above, the GOVERNMENT

(a)

shall mdemmty m tull EGPC and CONTRACTOR tor the penod

during which the requisition 1s maintamed. icluding:

(1) All damages which result from such requisition; and
(2)  Full repavment each month tor all Petroleum extracted by the
GOVERNMENT less the rovalty share of such production.

However, any damage resulting from enemy attack 1s not within the
meaning of thus paragraph (d). Pavment hereunder shall be made to
CONTRACTOR m U S, Dollars renuttable abroad. The price paid to
CONTRACTOR tor Petroleum taken shall be calculated 1n
accordance with Article VII (¢).

ARTICLE XXI

ASSIGNMENT
Neither EGPC nor CONTRACTOR may assign to a person, firm ot
corporation, 1n whole or i part, any of its nights. privileges, duties o

obligations under thus Agreement either directly or indirectly without

the wiitten consent of the GOVERNMENT and 1n all cases prionty
shall be given to EGPC 1f 1t so deswe to obtamn the interest imtended
to be assigned {except assigmment to atfiliated companies) subject to

paragraph () of this Article.
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(b) To enable consideration to be given to any request for such consent,

the tollowing conditions must be fultilled:

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

made.

(2) The mstrument of assignment must include provisions stating
precisely that the assignee 15 bound by all covenants contained
in 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 submitted to EGPC tor

review and approval before being formally executed .

(¢) Any assignment, sale, transfer or other such convevance made
pursuant to the provisions of this Article XXI shall be fiee of any
transfer, capital gaimns taxes or related taxes, charges or fees
mncluding without himitation, all Income Tax, Sales Tax, Value

Added Tax, Stamp Duty, or other Taxes or similar pavments.

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

Agreement.
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e} Once the assignor and a proposed third party assignee, other than an

Athliated Company or a CONTRACTOR MEMBEK. have agreed
the final conditions of an assignment, the assignor shall disclose such
tinal condifions 1n a wiitten notification to EGPC, EGPC shall have
the night to acquue the interest mtended to be assigned, 1t within
sIXty (60) davs from assignor s wiitten notitication. EGPC delivers to
the assignor a wiitten notification that it accepts the same conditions
agreed to with the thard party assignee. It EGPC does not deliver
such notification within such sixty (60) dav period, the assignor shall
have the nght to assign to the proposed thurd party assignee, subject
fo the GOVERNMENT approval under paragraph (a) of tlhus Article.

In the event that EGPC exercises its option to acquue the interest
mtended to be assigned and 1f a joint operating agreement 15 not
already existing among the CONTRACTOR MEMBERS in¢cluding
the assignor, EGPC and CONTRACTOR shall negotiate 1 good
taith to enter into a joint operating agreement. according to the
model published by the Association for International Petrolenm
Negotators to finahze such agreement witlun one hundred and twenty
(1200 davs from EGPCs notificatton. If EGPC and CONTRACTOR
cannot agree on a joint operating agreement within such one hundred
and twenty (120) dav pertod, the assignor shall have the nght to
assign to the proposed thud party assignee, subject to the GOVERNMENT
approval under paragraph (a) of thus Article.

ARTICLE XXII
BREACH OF AGREEMENT AND POWER TO CANCEL

(ay The GOVERNMENT shall have the night to cancel this Agreement

by Order or Presidential Decree, with respect to CONTRACTOR, 1

the tollowing instances:

(1) It 1t knowingly has submitted any false statements to the
GOVERNMENT wliuch were of a material consideration tor
the execution of this Agreement:
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[t 1t assigns any nterest herennder confrary to the provisions of
Article XX

It 1t 13 admdicated banlaupt by a cowt of competent

nursdiction,

If 1t does not comply with any final decision reached as the
result of comrt proceedings conducted under Article XXIV(a).

[T 1t mtentionally extracts any nuneral other than Petroleum not
authonzed by this Agreement or without the authonty of the
GOVERNMENT, except such extrachons as may  be

unavoldable as the result of the operations conducted herennder
1n accordance with accepted petroleum mdustry practice and

wliuch shall be  notiied to the GOVERNMENT or its
representative as soon as possible; and

It 1t commuts any material breach ot 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
Agleement

Such cancellation shall take place without prejudice to  any
rights which may have accrued to the GOVERNMENT against
CONTRACTOR 1 accordance with the provisions of  tlus
Agreement, and. wm  the event ot such cancellation.
CONTRACTOR., shall have the night to remove trom the Area

all 1ts personal property.

It the GOVERNMENT deems that one of the atoresaid causes
(other than a force majewre cause referred to in Article XXIIT) exusts
to cancel tlus Agreement. the GOVERNMENT shall  give
CONTRACTOR mmnety (90) davs written notice personally served

on CONTRACTOR s General Manager in the legally otficial manner

and receipt of which 15 acknowledged by lnm or by lus legal agents,
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(@)

fo remedy and remove such caunse, but 1if for any reason such
service 13 1mpossible  due to unnofified change of address.
publication 1n the Otficial Journal of the GOVERNMENT of such
notice shall be considered as valid service upon CONTRACTOR. It
at the end of the said ety (90) day notice pertod such cause has
not been remedied and removed, this Agreement may be canceled
torthwith by Order or Presidential Decree as aforesard, provided
however, that 1t such cause, or the taillme to remedy or rtemove such
cause, results from any act o1 omission of one party, cancellation ot
this Agreement shall be etfective only against that party and not as
agalnst any other party hereto.

ARTICLE XXIII
FORCE MAJEURE

The non-pertormance or delay i pertormance by EGPC and
CONTRACTOR. o1 either ot them of any obligation under this
Agreement shall be excused 1f, and to the extent that, such
non-pettormance or delay 15 cansed by torce majeure. The period of
any such non-performance or delay, together with such period as
may be necessary for the restoration of any  damage done dwring
such delay, shall be added to the tume given 1n this Agreement tor
the pertormance of such obligation and for the performance of any
obligation dependent thereon and consequently. to the term of this
Agreement, but only with respect to the block or blocks affected

(b) "Force Majewre" withun the meamng of tlus Article XXIII, shall be

any act of God mswrection. not, war, stike, and other labor
disturbance, tnes, tloods or any cause not due to the fault o
neghigence of EGPC and CONTRACTOR or either of them.
whether or not sunilar to the foregoing, provided that any such canse
15 bevond the reasonable control of EGPC and CONTRACTOR. o
either of them.
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(¢c) Without prejudice to the above and except as may be otherwise
provided heretn, the GOVERNMENT shall mcw no responsibility
whatsoever to EGPC and CONTRACTOR. or etther of them for any
damages, restrictions or loss arising 1n consequence of such case of
torce majewe heretnatter reterred to mn this Article.

(d) It the force majeure event occws dunng the nutial Exploration
pertod or any extension thereot and contimes 1 ettect tor a penod
of s1x (6) months CONTRACTOR shall have the option upon ninety
(00) davs pnor written notice to EGPC to temmunate 1ts obligations
herennder without tther Liability of any kind

ARTICLE XXIV
DISPUTES AND ARBITRATION

(a) Any dispute, controversy or ¢laum arsing ot of or relating  to tlhis
Agreement or the breach. ternunation or mvalidity thereot, between
the GOVERNMENT and the parties shall be referred to the
musdiction of the appropriate comts of A RE. to settle any dispute
arlsing on the mterpretation or the execution of any term of thus
Agreemeant.

(b) Any dispute, controversy or clamm ansing out of or relating  to this
Agreement, or breach, termination or mvahdity  thereot between
EGPC and CONTRACTOR shall be settled by arbitration 1in
accordance with the Arbitrattion Rules of the Canmo Regional
Center tor International Conunmercial Arbitration (the Center) 1n
ettect on the date of tlus Agreament. the approval of the Minister of
Petroleum 1s provided 1 case EGPC only  turn to arbifration. The
awald of the arbitrators shall be final and binding on the parties.

(¢) The number of arbitrators shall be thiee (3).

(d) Each party shall appomnt one arbitrator. If, witlun thuty  (30) davs
after receipt of the claimant’s notification ot the appontment of an
arbifrator the respondent has not notitied the clammant 1n writing of
the name of the arbitiator he appomts. the clanmant mayv request the
Center to appoint the second arbitrator.
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(e)

The two arbitrators thus appointed shall choose the third arbitrator
who will act as the presiding arbitrator of the tribunal. If within thuty
(30) days after the appomntment of the second arbitrator, the two
arbitrators have not agreed upon the choice of the presiding
arbitrator, then either party may request the Secretary General of the
Permanent Cowrt of Arbitration at the Hague to designate the
appointing authority. Such appomting authornty shall appoint the
presiding arbitrator i the same way as a sole arbitrator would be
appointed under Article 6.3 of the UNCITRAL Arbitration Rules,
Such presiding arbitrator shall be a person of a nationality other than
A RE. or Republic of Poland and of a country  which has
diplomatic relations with both A R.E. and Republic of Poland and
who shall have no economic interest i the Petroleum business of the

signatories hereto.

(f) Unless otherwise agreed by the parties to the arbitration, the

arbitration, mcluding the making of the award, shall take place in
Cawwo, A.RE.

(g) The decision of the arbitrators shall be final and binding upon the

()

Parties, including the arbitration fees and all the related issues and
the execution of the arbifrators decision shall be referred to the

appropriate courts according to the Egyptian laws.

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

English languages.
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(1)

(b)

May EGPC and CONTRACTOR agree that if, for whatever reason,
arbitration 1 accordance with the above procedwe cannot take
place, or 15 likely to take place under circumstances for
CONTRACTOR which could prejudice CONTRACTOR s night to
tawr arbitration, all disputes, controversies or claims ansing out of or
relating to this Agreement or the breach, termimation or invalidity
thereot shall be settled by ad hoc arbitration in accordance with the
UNCITRAL Rules 1n effect on the Effective Date.

ARTICLE XXV
STATUS OF PARTIES

CONTRACTOR hereunder shall be several and not joint or
collective, 1t being understood that this Agreement shall not be
constiued as  constituting an  assoclation or corporation or
partnership.

CONTRACTOR shall be subject to the laws of the place where 1t 15
incorporated regarcding 1ts legal status or creation. orgamzation,
charter and by-laws, shareholding, and ownership.
CONTRACTOR s shares of capital which are entirely held abroad
shall not be negotiable 1n the A R.E. and shall not be otfered for
public subscription nor shall be subject to the stamp tax on capital
shares nor any tax or duty i the AR E. CONTRACTOR shall be
exempted trom the application of Law No. 159 of 1981 as amended.
In case CONTRACTOR consists of more than one member, all
CONTRACTOR Members shall be jointly and severally liable for
the performance of the obligations of CONTRACTOR under this

Agreement.
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ARTICLE XXVI
LOCAL CONTRACTORS AND
LOCALLY MANUFACTURED MATERIAL

CONTRACTOR o Operating Company. as the case mayv be, and then

contractors shall:

(a) Give pronty to local contractors and sub-contractors. mclucding
EGPCs Affiliated Companies as long as thew performance 1s
compatable with mternational pertormance and the prices of then
services are not lhiugher than the prices of other contractors and
sub-contractors by more than ten percent {10%).

(b) Give preterence to locally manufactured material. equupment.
maclinery and consumables so long as thew quality and time of
delivery are comparable to intemationally available matenal.
eqquupment, machinery and consumables. However, such matenal.
equipment. maclhinery and consumables may be wmmported tor
operations concucted hereunder 1t the local price of such items at
CONTRACTOR s or Operating Company’s operating base in A R E.
15 more than ten percent {10%) lugher than the price of such
mmported 1tems betore customs duties, but atter transportation and
mswance costs have been added.

ARTICLE XXVII
ARABIC TEXT

The Arabic version of this Agreement shall, before the appropnate

coumrts of ARE., be reterred to i consttuing o1 interpreting this

Agrezment, provided however, that 1n any arbittation pursuant to  Article

XXIV heremn above between EGPC and CONTRACTOR the English

and Arabic versions shall both be reteired to as having equal torce in

construing or interpreting this Agreement.
ARTICLE XXVIII
GENERAL

The heachngs or titles to each ot the Articles to thus Agreement are
solely tor the convemence of the parties hereto and shall not be used
with respect to the iterpretation ot said Articles.
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ARTICLE XXIX
APPROVAL OF THE GOVERNMENT

This Agreement shall not be binding upon any of the parties hereto
unless and until a law 15 1ssued by the competent authonities of the
ARE. authonizing the Miumster of Petroleum to sign tlhus Agreement
and giving this Agreement full force and effect of law notwithstanding
any countervailling Governmental enactment, and the Agreement 1s
signed by the GOVERNMENT, EGPC, and CONTRACTOR.

POLSKIE GORNICTWO NAFTOWE i GAZOWNICTWO S A
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ANNEX "A"
CONCESSION AGREEMENT
BETWEEN
THE ARAB REPUBLIC OF EGYPT
AND
THE EGYPTIAN GENERAL PETROLEUM CORPORATION
AND
POLSKIE GORNICTWO NAFTOWE i GAZOWNICTWO § A
IN
BAHARIYA AREA
WESTERN DESERT
A.R.E.
BOUNDARY DESCRIPTION OF THE CONCESSION AREA

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

1:1 538 461 showing the Area covered and affected by this Agreement.

- The Area measwres approxiumately four thousand four hundred and
fourteen square kilometers and four hundred square meters (4414.4 kim?)
of surface Area. It 15 composed of all or part of Exploration Blocks,
the whole Blocks are defined on three (3) munutes latitude by three (3)

nunutes longitude grid.,

- It 15 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 thewr true position in relation to existing monuments and

geographical features.
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Coordinates of the corner points of the Area are given in the following
table which forms an integral part of Annex "A"™

BOUNDARY COORDINATES

OF
BAHARIYA AREA
IN
WESTERN DESERT
POINT NO.| LATITUDE (NORTH) LONGITUDE (EAST)
1 297 210 00" 300 007 00
2 297 15 07 300 000 oo
3 200 15 o7 30 107 28"
4 207 007 O0n 3070 107 28"
5 2907 000 00" 3070 307 00"
0 28 34 007 300 307 00"
K 28 34 00 RAY RNV T A
8 207 007 O0n 207 007 O0n
9 2907 000 00" 200 107 00"
10} 200 107 007 200 107 007
11 200 107 00" 290 33 007
12 290 18 007 297 33 007
13 290 18 00" 290 397 007
14 290 210 00" 297 390 O0"
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ANNEX "(C"
Letter of Guaranty
Letter of Guaranty No. - (Cairo ———-————-- 2{{)--)
EGYPTIAN GENERAL PETROLEUM CORPORATION.

Gentlemen.,

The undersigned, National Bank of Egypt as Guarantor, hereby
guarantees to the EGYPTIAN GENERAL PETROLUEM CORPORATION
(hereinatter referred to as "EGPC") to the Linut of twenty five nullion
U.S. Dollars ($235.000.000), the performance by "POLSKIE GORNICTWO
NAFTOWE 1 GAZOWNICTWO S A" (hereinafter referred to as
"CONTRACTOR") of its obligations requured for Exploration operations
to spend a minimum of twenty five million U.S. Dollars ($25,000,000)
during the mtial four (4) vear of the Exploration period under Article IV
of that certain Concession Agreement (hereinafter referred to as the
"Agreement") covering that Area described m Annexes "A" and "B" of
sald Agreement, by and between the Arab Republic of Egypt (hereinafter

referred to as "A R E"), EGPC and CONTRACTOR, dated ------- ,

It 15 understood that this Guaranty and the hability of the Guarantor
hereunder shall be reduced quarterly, ding the penod of expenditure of
sald twenty five mullion U.S. Dollars ($25,000.000) by the amount of
money expended by CONTRACTOR for such Exploration operations
during each such quarter. Each such reduction shall be established by the

jomt written statement of CONTRACTOR and EGPC.,
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In the event of a claum by EGPC of non-pertormance or swwrender ot the
Agreement on the part of CONTRACTOR pnor to fulfillment ot said
mounmim expenditure obhigations nnder Article IV of the Agleement.
there shall be no hability on the undersigned Guarantor for paviment to
EGPC unless and wntil such hiability has been established by written
statement of EGPC setting torth the amount due under the Agreement.

It 15 a further condition ot tlus Letter of Guaranty that:

(1) This Letter of Guaranty will become avallable only provided that the
Cuarantor will have been intformed m wiiting by CONTRACTOR
and EGPC that the Agreement between CONTRACTOR, A R E. and
EGPC has become effective according to its terms and said Guaranty
shall become etfective on the Ettective Date of said Agreement.

(2) Thus Letter ot Guaranty shall i any event automatically expire:

(a) Four (4) vears and s1x (6) months after the date 1t becomes
effective, o1

(b) At such tume as the total of the amounts shown on quarterly
jomt statements of EGPC and CONTRACTOR equals o1
excezds the amount of sard munumuwn expendittwe  obligation,
wliuchever 15 eatlier.

(3) Consequently, any clatmn. 1n 1espect thereot should be made to  the
Guarantor prior to either of said expiration dates at the latest
accompanied by EGPC s wiitten statement, setting torth the amount
of under-expenditiwe by CONTRACTOR to the effect that:

(a) CONTRACTOR has failed to pertorm its expenchtine obligations
referred to mn thus Guaranty, and

(b)) CONTRACTOR has failed to payv the expendite deficiency to
EGPC
Please 1etuin to us this Letter of Guaranty i the event 1t does
not become etfective, or upon the expiry date.

Yous Faithtully,
Accomuant | ----—---m s

Manager @ -----cmeemmmmem
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ANNEX "D"
CHARTER OF OPERATING COMPANY
ARTICLE I

Aot stock company having the nationality of the ARAB REPUBLIC
OF EGYPT shall be tformed with the authonzation of the
GOVERNMENT 1n accordance with the provisions of this 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 iconsistent

with the provisions of this Charter and the Agreement reterred to below,
ARTICLE II

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

Petrolemm.
ARTICLE III

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

The object of Operating Company 15 to act as the agency through which
EGPC and CONTRACTOR, cawry out and conduct the Development
operations required 1 accordance with the provisions of the Agreement
signed on the ------ day of ----memmmeeeeeo by and Dbetween the ARAB
REPUBLIC OF EGYPT, THE EGYPTIAN GENERAL PETROLEUM
CORPORATION and CONTRACTOR covernng Petrolewum operations in
BAHARIYA Area . WESTERN DESERT described therein.
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Operating Company shall be the agency to camry out and conduct
Exploration operations after the date of Conmmercial 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 beyond the performance of said operations unless otherwise
agreed upon by EGPC and CONTRACTOR.

ARTICLE ¥

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

rights, fully paid and non-assessable.

EGPC and CONTRACTOR shall each pay for, hold and own, throughout
the life of Operating Company, one half (1/2) of the capital stock of
Operating Company provided that only in the event that either party
should transter or assign the whole or any percentage of its ownerslhip
interest m the entirety of the Agreement, may such transterring or assigning
party transfer or assign any of the capital stock of Operating Company
and, 1 that event, such transterring or assigmng paity (and its  successors
and assignees) must transter and assign a stock interest i Operating
Company equal to the transterred or assigned whole or percentage of its

ownership iterest in the entirety of the said Agreement.
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ARTICLE VI

Operating Company shall not own any right, title, interest or estate in o
under the Agreement or any Development Lease created thereunder orin
any of the Petroleum produced from any  Exploration Block or
Development Lease thereunder or in any of the assets, equpment or
other property obtamed 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 EGPC or CONTRACTOR under the
Agreement. Operating Company shall not make any profit from any

source whatsoever.,

ARTICLE VII

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

may be required by the Agreement.

ARTICLE VIII

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

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

Meetings of the Board of Directors shall be valid it a majonity of the
Directors are present and any decision taken at such meetings must have
the affimative 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 1f 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 or representing a majority of the capital stock.
ARTICLE XI

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

CONTRACTOR and EGPC.

The Board shall, mn due course, draw up the By-Laws of Operating
Company, and such By-Laws shall be etfective upon being approved by
a General Meeting of the Shareholders, 1n accordance with the

provisions of Article X hereof.
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ARTICLE XII

Operating Company shall come into exustence withun thuty (3() davs
after the date of Commercial O1l Discovery or witlhun thuty (30) days
atter signature of a Gas Sales Agreement or commencement of a scheme
to dispose of Gas, as provided for imn the Agreement (unless otherwise

agreed by EGPC and CONTRACTOR).

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

chration of the said Agreement, including any renewal thereot.

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

above 15 terminated for any reason as provided for therein.

POLSKIE GORNICTWO NAFTOWE i GAZOWNICTWO S A
BY [ mmmmmmmm e e e e e

THE EGYPTIAN GENERAL PETROLEUM CORPORATION
By e e e e
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ANNEX "E"
ACCOUNTING PROCEDURE
ARTICLE 1
GENERAL PROVISIONS

(a) Definitions:

The definitions contained 1n Article I of the Agreement shall apply to

this Accounting Procedure and have the same meamngs.

() Statements of activity:

(1)

(2)

CONTRACTOR  shall, pwsuant to Article IV of this
Agreement, and wntll the coming into existence of the
Operating Company - in accordance with Article VI of the
Agreement - render to EGPC within thuty (3() 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 summanzed by  appropuate

classifications indicative of the natuwre thereof.

Following its coming into existence, Operating Company shall
render to EGPC and CONTRACTOR witlun fifteen (13) davs
of the end of each calendar quarter a Statement  of
Development and Exploration Activity reflecting all charges
and credits related to the Development and  Exploration
operations for that quarter sunumanized by approprate
classifications indicative of the nature thereof, except that 1items
ot controllable material and wnusual charges and credits shall

be detailed.



Yoo diw Bl AN G (@) VY sl — e i 4 VAL

ailaal pfg citasif (3)

(V) (o) 5, Uiy Comadl BUtS G0l o 5000 pp S IS iy (V)
(V) W oy Lol Ly ooy Ladr 3ol a3 SN 35U oy
] (1) M) DY Szl ado ozl 13 W) gl Ml oo ]
L LBUSYT e () 50 Gy ) 5o LAY s, Lulas Lol el 3,83l
il 503t ol 555 5,,5301 gedl (¥) TIN5, DS 3,
cJeal Olel o €35 sl 3 o il
Sl L) A 3] s Joliald (305G ¢ e 01 200 b o ot
. ol LW 8,801 ULy danl e

sy S o5 e gy ol o8 ol Topmitd] Bty o UL LS (Y)
iy i33o paas Godll a3 Jo¥T5aU e (Y) (00} 3l
oo pzol 18 41 ULl el M 3G el (¥) BN day LS diay
o Lol oy . 5,530 gl (W) SN M5 LS Lgake oGl of Ayt
LagedST o Tl o1 gl o SN 1S 5, S gt (W) SN 3
hiadly Lows oldeadl sl 48281 Oblus dnsl o 3 G
Bl 3 Ll (o maath iy ) ity S Kl gy 0 g B3
AU e () 3,5 Ayl S

: &hokd| Jigad (2)

ieI do b ) collead Sl 380 5By ondl dold ) JoG SUs el

Sl KK, I.Q,S.uﬂl (KT SRIP RRRT s PRVRCIT P "Cf‘E‘-*"" Serdly

i paarh] L Sy Lo cony et Btoah Y I Yty 46 il

sl LY Y s JI gmall i b ¢ ) oliid] 3L J 2y



VAN

\RRL Wt 0 L G R PRIC) RL NPy SUOWRN T TV Y

(¢) Adjustments and Audits:

(1)

(2)

Each quarterly Statement of Exploration Activity pursuant to
Article T (L) (1) of this Annex shall conclusively be presumed
to be true and correct after three (3) months following the
recelpt of each Statement by EGPC unless within the said three
(3) months EGPC takes written exception thereto pursuant to
Article IV (1) of the Agreement. Dwing the said tlnee (3)
month period supporting documents will be available for

imnspection by EGPC dwing all working hours.

CONTRACTOR will have the same audit rights on Operating

Company Statements as EGPC under this sub-paragraph.

All Statements of Development and Exploration Activity for
any calendar quarter pursuant to Article I (b) (2) of this Amnex,
shall conclusively be presumed to be true and correct three (3)
months following the receipt of such Statement, unless within
the sawd three (3) months period EGPC or CONTRACTOR
takes written exception thereto. Pending expiration of said tlnee
(3) months EGPC or CONTRACTOR or both of them shall
have the night to audit Operating Company accounts, records
and supporting documents for such quarter in the same manner

as provided 1 Article IV (f) of the Agreement.

(d) Currency Exchange:

CONTRACTOR s books for Exploration and Operating Company’s

books for Development and Exploration, 1f any, shall be kept in the
ARE. m US Dollars. All U8, Dollars expenditures shall be

charged in the amount expended. All Egyptian Pounds expenditures

shall be converted to U.S. Dollars at the applicable rate of
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(e)

(1)

(2

exchange 1ssued by the Central Bank of Egypt on the first day of
the month 1n which expenditwes are recorded, and all other
non-U.S. Dollars expenditiwes shall be translated to U.S. Dollars at
the buving rate of exchange for such cwrency as quoted by
National Westminster Bank Linuted, London at 10.30 am. G.M.T.,
on the first day of the month in which expenditires are recorded,
A record shall be kept of the exchange rates used in translating
Egvptian Pounds or other non-U.S Dollars expenditures to ULS.

Dollars.
Precedence of Documents:

In the event of any mconsistency or conflict between the provisions
of this Accounting Procedure and the provisions of the Agreement
treating the same subject ditferently, then the provisions of the

Agreement shall prevail.
Revision of Accounting Procedure:

By mutual agreement between EGPC and CONTRACTOR, this
Accounting Procedure may be revised i wiiting from time to tune

1n the light of futwre arrangements.
No Charge for Interest on Investment:

Interest on mvestment or any bank fees, charges or conmussions
related to any bank guarantees shall not at any fume be chaiged as

recoverable costs under the Agreement.
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ARTICLE 11
COSTS, EXPENSES AND EXPENDITURES

Subject to the provisions of the Agreement, CONTRACTOR shall alone

bear and, directly or through 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 principles and treated and recovered 1 accordance with

Article VII of this Agreement:

(a) Surface Rights:

All direct cost attributable to the acquusition, renewal or relinquushment

of surtace rights acquured and maintained 1n force for the Area.

()

Labor and Related Costs:

(1)

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

accounting firm.

Reasonable revisions of such salaries and wages shall be
effected to take into account changes in CONTRACTOR’s
policies and amendments of laws applicable to salaries. For the
purpose of this Article IT (b) and Article II (¢) of this Anmnex,
salaries and wages shall mean the assessable amounts for
A R E. Income Taxes, mcluding the salaries dwing vacations
and sick leaves, but excluding all the amounts of the other

items covered by the percentage fixed under (2) below.
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(2) For expatiiate employvees permanently assigned to Egypt:

1. All allowances applicable to salaries and wages;

-2

Cost of established plans; and

3. All travel and relocation costs of such expatrate
emplovees and thewr families to and trom the employee’s
country or point of origin at the time of emploviment, at
the tume of separation, or as a result of transfer from one
location to another and for vacation (transportation costs
for emplovees and their fanulies transterring from the
ARE. to another location other than thewr country of

origin shall not be charged to A R E. Operations).

Costs under tlhus Article IT (b) (2) shall be deemed to be equal to
seventy percent (70} %) or applied percentage, which 1s lesser, of
basic salanes and wages paid for such expatriate personnel
mncluding those paid during vacations and sick leaves as established
i CONTRACTOR’s international policies, chargeable wunder
Article II (b) (1), Article IT (1), Article II (k) (1) and Article II (k)

(3) of this Annex.

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 following benefits,

allowances and costs :
1. Housing and Utilities Allowance.

2. Commmodities and Services Allowance.
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3. Special Rental Allowance.

4. Vacation Transportation Allowance.
5. Vacation Travel Expense Allowance.
6. Vacation Excess Baggage Allowance.

. Education Allowances (Children of Expatriate Emplovees).

>

Hypothetical U.S. Tax Offset (which results in a reduction

of the chaigeable percentage).

9. Storage of Personal Effects.
1. Housing Refuirbishment Expense.
11. Property Management Service Fees,
12. Recreation Allowance.
13. Retirement Plan.
14. Group Life Inswrance.
15. Group Medical Insurance.
16. Sickness and Disability.

17, Vacation Plans Paid (excluding Allowable Vacation Travel

Expenses).

&

18. Savings Plan.
19, Military Service Allowance.
200 FI1CA.

21, Workman s Compensation.
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22. Federal and State Unemploviment Insurance.
23, Parsonnel Transter Expense.
24, National Insurance.

 Income taxes on above additional benafits .

)
LA

The percentages outlined above shall be reviewed at intervals of
three (3) vears from the Effective Date and at such tume
CONTRACTOR and EGPC will agree on new percentages to be

used under this paragraph.

Revisions of the percentages will take into consideration varances
mn costs and changes 1 CONTRACTORs international policies

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

The revised percentages will reflect as nearly as possible
CONTRACTOR s actual costs of all 1ts established allowances and

benefits and of personnel transters.

(3) For expatriate emplovees temporanly assigned to Egypt all
allowances, costs of established plans and all travel relocation
costs for such expatiiates as paid 1n accordance with
CONTRACTOR s international policies. Such costs shall not
include any  administrative  overhead other than what 13

mentioned i Article IT (k) (2) of this Annex.
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(4) Costs of expenditure or contributions made pursuant to law or
assessment mmposed by Governmental authonty wluch are
applicable to labor cost of salaries 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 this Annex

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

Bonuses, overtime, customary allowances and benefits on a basis
similar to that prevailing for o1l companies operating in the AR.E.,
all as chargeable under Article II (b) (1), Article II (1), Article II (k)
(1) and Article II (k) (3) of tlhis Annex. Severance pay will be
charged at a fixed rate applied to paviolls which will equal an
amount equuvalent to the maximum hability for severance payment

as required under the A R.E. Labor Law.
(d) Material

Matenial, equipment and supplies purchased or fimnished as such by

CONTRACTOR or Operating Company.
(1) Purchases:

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

recerved
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(2) Material Furnished by CONTRACTOR:

Material required for operations shall be purchased directly

whenever practicable, except that CONTRACTOR may furnish
such matertal from CONTRACTOR’s or CONTRACTOR's
Affiliated Companies stocks outside the ARE. under the

following conditions:

1.

New Material (Condition "A'™)

New Matental transterred from CONTRACTOR's o

CONTRACTOR s Affiliated Companies warehouse or other

properties shall be priced at cost, provided that the cost of

material supplied 1s not higher than international prices for
material of swnilar quality supplied on smular  terms,
prevailing at the time such material was supplied.

Used Material (Conditions "B™ and "(C"™)

a) Material which 13 1n sound and serviceable condition and
15 sultable for reuse without reconditioning shall be classed
as Condition "B" and priced at seventy - five percent (75%)
of the price of new matenial.

1) Material which cannot be classitied as Condition "B" but
which 1s serviceable for oniginal function but substantially
not suitable for reconditioning, shall Dbe classed as
Condition "C" and priced at fifty percent (50%) of the price
of new material.

¢) Matertal which camnot be classitied as Condition "B" or
Condhition "C" shall be priced at a value commensurate
with its use.

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

CONTRACTOR does not warrant the material furnished 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
manufacturers or their agents.

(e) Transportation and Employee Relocation Costs:

(1) Transportation of equipment, materials and supplies necessary

2)

(3)

tor the conduct of CONTRACTOR s or Operating Company’s
activities,

Business travel and transportation expenses to the extent covered
by established policies of CONTRACTOR or with regard to
expatiiate and national emplovees, as 1ncurred and paid by, o
tor, emplovees m the conduct of CONTRACTOR s o1 Operating
Company s business.

Emplovees transportation and relocation costs for national
emplovees to the extent covered by established policies.

(f)y Services:

(1)

(2)

Outside services: The costs of contracts for consultants, services
and utilities procwed from third parties.

Cost of services performed by EGPC, by CONTRACTOR or by
their Affiliated Companies 1 facilities iside or outside the
AR E. Regular, recurring, routine services, such as interpreting
magnetic tapes and/or other analyses, shall be performed and
charged by EGPC andior CONTRACTOR or their Affiliated
Companies at an agreed contracted price. Major projects
mvolving engineering and design  services shall be performed
by EGPC andior CONTRACTOR o their Affiliated
Companies at a negotiated contract amount.
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(g)

(h)

(3) Use of EGPC s, CONTRACTOR s or thew Atfihated Companes’
wholly ownad equpment shall be charged at a rental rate
commensurate with the cost of ownership and operation. but
not m excess of competitive rates  cwmrently prevailing i the
ARE.

(4)y CONTRACTOR s and CONTRACTOR s Atfiliated Companes’
rates shall not include any admnmstiative or overhead costs
other than what 1s mentioned 1 Ainticle [T (k) (2) of this Annex

Damages and Losses:

All costs o1 expenses, necessary to replace or repawr damages oo
losses wcurred by fue, flood, storm. thett, accident or any other
cause not controllable by CONTRACTOR or Operating Company
through the exercise of reasonable diligence. CONTRACTOR o
Operating Company shall turrush EGPC and  CONTRACTOR
written notice of damages or losses mcurred 1n excess of ten
thousand ($10.000) US Dollars per ocomrence.  as soon as
practicable after report of the same has been  received Dby
CONTRACTOR or Operating Company.

Insurance and Clayims:

The cost of any public lhability, proparty damage and other
msmance  agamst  liabilities of CONTRACTOR.,  Operating
Company andior the parties or any of them to then emplovees
andéior outsiders as may be requured by the laws, rules and
regulations of the GOVERNMENT or as the parfies may agree
upon. The proceeds of any such msurance o claun collected, less
the actual cost of malang a clamm, shall be credited against
operatlons.

[t no mswance 1s cawrted for a particular sk, mn accordance with
good mfernational o1l field practices, all related actual expenditures
mcurred and paid by CONTRACTOR or Operating Company 1n
seftlement of any and all losses, clamms, damages, judgments and any
other expenses, including legal services.
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(i) Indirect Expenses:

Camp overhead and facilities such as shore base, warechouses, water
systems, road svstems, salanes and expenses of field supervisory
personnel, field clerks, assistants, and other general emplovees

inchrectly serving the Area.
(j) Legal Expenses:

All costs and expenses of litigation, or legal services otherwise
necessaly or expedient for the protection of the Arvea, including
attorney’s fees and expenses as herematfter provided, together with
all judgments obtained against the parties or any of them on account
of the operations under the Agreement, and actual expenses mcured
by any party or parties hereto i securing evidence for the purpose of
detending against any action or claim prosecuted or wged against
the operations or the subject matter of the Agreement. In the event
actions or claims affecting the interests hereunder shall be handled
by the legal staff of one or more of the parties hereto, a charge
commensurate with cost of providing and fiwrnmishing such services

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

(1) While CONTRACTOR 1s conducting Exploration operations,
the cost of statfing and mamtaming CONTRACTORs head
office 1 the A RE. andior other offices established in the
ARE. as appropuate other than field offices wluch will be
charged as provided m  Article IT (1), and excepting salaries of
emplovees of CONTRACTOR who are temporarily assigned to
and directly  serving on the Area, which will be charged as

provided in Article IT (b) of this Annex.
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(2)

CONTRACTOR s admustrative overhead outside the A RE.
applicable to Exploration operations 1 the A R E. dung the
period prior to the formation of the Operating Company shall be
charged each month at the rate of five percent (3%) of total
Exploration expenditures, where CONTRACTOR s Exploration
operations are carried out by CONTRACTOR itselt Any
administrative overhead of CONTRACTOR outside the AR E.
applicable to AR E. Exploration operations will not be charged
on the Exploration operations m A RE. while Exploration
operations are being conducted following the formations of the
Operating Company.
No other dwect  charges as such for CONTRACTOR's
adminstrative overhead outside the A RE. will be applied
against the Exploration  oblhigations. Examples ot the tvpe of
costs CONTRACTOR 15 mewrtimg and charging hereunder due
to activities under  tlus Agreement and covered by said
percentage are;

1. Executive - Tune of executive officers.

2. Treasury - Financial and exchange problems.

3. Purchasing - Procuring matertals, equipment and supplies.

4. Exploration and Production-Directing, advismg and controlling
the entire project.

5. Other departments such as legal. comptroller and engineering
wlhich contribute tune, knowledge and  experience to the
operations,

The toregoimg does not preclude charging tor direct service
mnder Article I1 (1) (2) of tlus Annex.
While Opearating Company 13 conducting operations, Operating
Company’s personnel engaged 1 general clerical and office
wotlt, supervisors and officers whose tume 15 generally spent 1n
the main otfice and not the field, and all emplovees generally
constdered as  general and admumstrative and not charged to
other types of expense will be charged to operations. Such
expenses shall bz allocated zach month between Exploration
and Development operations according to sound and practicable
accounting methods.



Yoo diw Bl AV G (@l) VY sdall — e Jla 4 Yt

: wil piadf ()
JoE o b grnds Il i il a0 ) g I T Gl el LS
0 930 il il 5 izaly « L) 2do Gl S bty sl 3801
Y o S Bl e (V) () 5,100

: § pokae ! JoUdf Wit ()
G35 Wiy g p g (b Loty BN Uiy o) o il (IS
Olaced] Oy pans 313 52wl oo™y Oldaadly LS IS8 0 ST g b 8
LSS @l e png g ol b fud I

1§yl il ()
alng 2,101 ST sty sl L O Ot T Olig e 5] IS &)
gt Sladaady BT 38,80 T Syl Lphad U3 5,85 ¢ LWl 35Ul o 3
 Sazall U3 l5bs Jondl ol

(&t Salk 1)
ajatl

:0)giadg i Jladdly S galf agadf (1)
Ly i 35 o laally LS S 800 85 g lbaall g 3, o0
S galll S g 310 prnr 3,1 Sty ¢ Jolils Langd] ake 3iw Lo Jhe
gl o JS JUah Sldaally W 45,81 o pdss . LAY ey 0
s I Je L (1) oty sie g S 5,40 3 el &S Ll
Jolidly il ity . 3,0 ddes Gi-t ,'L..—"'-” Jie Jolilly gl S (g
0 ki s Lo gy Al o3y ¢ 0, 5 piad kit J] o0 g
i) 38 8l e iy LN 2 gy« lbaadly LS 4S 800 a5l (1
e oS I Gl G L s A o By e J] lbeally



Yoo Yoot Jual AN 5 (ml) VY skl — i 154 4

M

Taxes:

All taxes, duties or levies paid 1 the A RE. by CONTRACTOR or
Operating Company with r1espect to tlus Agreement other than
those covered by Article III (g) (1) of the Agreement.

(m) Continuing CONTRACTOR Costs:

Costs of CONTRACTOR activities requured under the Agreement
and meurred exclusively 1 the A R E. atter Operating Company 13
formed. No sales expenses imcurred outside or mside the ARE.
may be recovered as a cost.
Other Expenditures:
Any costs, expenses o 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.
ARTICLE III
INVENTORIES

(a) Periodic Inventories, Notice and Representation:

At reasonable intervals as agreed upon by EGPC and
CONTRACTOR 1mventories shall be taken by Operating Company
of the operations matenals, which shall include all such materials,
physical assets and constiuction projects. Wiitten notice of intention
to take mventory shall be given by Operating Company to EGPC
and CONTRACTOR at least thirty (30) days before any iventory 1s
to begin so that EGPC and CONTRACTOR may be represented
when any inventory 15 taken. Failure of EGPC and/or CONTRACTOR
to be represented at an inventory shall bind them to accept the
mventory taken by Operating Company, who shall i that event
furnish the party not represented with a copy thereot.
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() Reconciliation and Adjustment of Inventories:

@)

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

Statements of Recovery of Costs and of Cost Recovery

Petroleum:

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

1. Recoverable costs carried forward from the previous quanter, if

ANy,

12

. Recoverable costs incurred and paid during the quarter.

o8

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

-ll.

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

LA

- Amount of costs recovered tor the quarter.

6. Amount of recoverable costs carried into the succeeding quarter,
1f any.

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

recovered tor the quarter.



Yoo diw Bl AN G (@l) VY sdall — e Jla 4 YA

: ke giadf ()

S IR ansy Ml 1o O Ll Gotune Jhuce 295 55k ST T 13)
S 13l oS CRASY 0y s Sl sl SN Yy digd)
SN ] I3 b Sty I ) LIl 3 Rl I 00 n l 3hias 3 LS
oo el T (79,500 W b iy ol i 550 Sy Uik iy i
2945 B s Wl () pd) o) oy do pamen aio jar M 35
RV PO PUWE- PR U P T E D § YUV Pp KPyOy | SRR RV
P EYC'S B4 HER PR IRV F| B Gy

: Rl aha flaad jouadif Jo it Jalla duguad ()
el S 8l Y janaid) Jy el all e Wl 350 o 3 ol dagl)
o)ty IS 21 o Tnglead) BaUL) o (Y) (1) 3,000 o poaaed iy Lie
Il Jpmm Wl 3 SN 1 s i dyghhan By pn ] 4S5y . S
A 3a 2 paasd] &y mdl o @I 1 e alisiiwe oo L3ST o

s 4zl ! g ()
o S’ (g1 Ll dong et (VY e (915,28 3 Gl L) 0
IS L e LT (3 o pnd gl I 5ol 0 b L] Ll G
55595 « W3l sl s T e Jolally Kgl) iy . adde ol el
Tt (V) i 595 8 o T gl dalos 53t hizzdly S lLud!
3,3l



L S PRL Bt 0 IS, QR PUC) IR Oy SUUWRK TV ¥

() Payments:

It such Statement shows an amount due EGPC, pavment of that
amount shall be made 1 U.S. Dollars by CONTRACTOR with the
rendition of such Statement. It CONTRACTOR fails to make any
such pavment to EGPC on the date when such pavment 1s due, then
CONTRACTOR shall pay interest of two and one half percent
(2.5%) per annum Ingher than the London Interbank Borrowing
Offered Rate (LIBOR) for three (3)months U.S. Dollars deposits
prevailing on the date such interest 15 calculated. Such interest

paviment shall not be recoverable.
(¢) Settlement of Excess Cost Recovery Petroleum:

EGPC has the right to take its entitlement of Excess Cost Recovery
Petroleum under Article VII (a) (2) of the Agreement 1n kand dwing
the said quarter . A settlement shall be required with the rendition of
such Statements 1n case CONTRACTOR has taken more than its

own entitlement of such Excess Cost Recovery Petroleum.
(d) Audit Right:

EGPC shall have a period of twelve (12) months from receipt of any
Statement under this Article IV in which to audit and raise objection
to any such Statement. EGPC and CONTRACTOR shall agree on
any required adjpustments. Supporting documents and accounts will

be available to EGPC during said twelve (12) month period.
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ARTICLE V

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 expenditmes reported on  Statements of
activity prepared per Article T (b) (1) of this Annex, less any
rechuctions agreed to by EGPC and CONTRACTOR following written
exceptions taken by a non-operator pursuant to Article I (¢) (1) of
this Annex, 1n order to determine when minmmum  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 recoveraed
and the value of Excess Cost Recovery Petroleum, 1f any.

(¢) Major Accounts:

For the purpose of classitving costs, expenses and expenditwes for
Cost Recovery as well as tor the purpose of establishing when the
minmum Exploration obligations have been met, costs, expenses
and expenditwes 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.

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

It 15 understood that CONTRACTOR shall be subject to Egyptian
Income Tax Laws except as otherwise provided i the Agreement, that
any AR.E. Income Taxes paid by EGPC on CONTRACTOR’s behalf
constitute additional income to CONTRACTOR, and this additional
mcome 15 also subject to A R.E. income tax, that 1s "grossed up".
"CONTRACTOR s annual mcome”, as determined i Article IIT (g) (3)
of tlhus Agreement, less the amount equal to CONTRACTOR's
grossed-up Egyptian income tax lability, 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 13 equuvalent to the

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

If the "ARE. Income Tax rate", wlich means the effective or
composite tax rate due to the various AR E. taxes levied on income
or profits, 1s constant and not dependent on the level of 1come,

then:
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Grossed-up Value = A R .E. income tax rate TIMES Taxable Income.

Combimng the first and last equations above

Provisional income X Tax Rate
1 - Tax Rate

Grossed-up Value =

where the tax rate 15 expressed as a decumal.

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

$10x 04 o
-o4  Poo
Therefore:
Provisional income $ 1000
Plus Grossed-up Value 6.67
Taxable Income W

Less: AR.E. Income Taxes at 4{% 6.67

CONTRACTOR s Income after taxes $ 1000
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