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CONCESSION AGREEMENT FOR PETROLEUM
EXPLORATION AND EXPLOITATION
BETWEEN
THE ARAB REPUBLIC OF EGYPT
AND
*ANOUB EL-WADI HOLDING PETROLEUM
COMPANY
AND
Ras Al Khaimah Gas Company (RAK GAS)
AND
Arabivya Lel Istithmaraat Company (Arabivya)
IN
El Ghazalivat Area
AT The Western Desert
A.R.E.

This Agreement made and entered on tlus day of . 204,
by and between the ARAB REPUBLIC OF EGYPT (hereinafter referred
to varously as "ARE." or as the "GOVERNMENT"), GANOUR
EL-WADI HOLDING PETROLEUM COMPANY, a legal entity created
by Prime Mister Decree No. 1735 of 2002, and puwrsuant to Law No.
203 of 1991 and its amendments (hereinafter referred to as "GANOPE")
and Ras Al Khammah Gas Company, a limuted company registered and
extsting under the laws of United Arab Emirates (hereinafter referred to
as "RAK GAS") ) and Arabiyvya Lel Istithmaraat Company a Joint Stock
Egvptian company registered and existing under the law No. 159 for yvear
1981 .(hereinafter referred to as " Arabivyva " ( "RAK GAS" AND
Arabiyva) shall be heremafter referred to collectively as "CONTRACTOR"
and mdividually as "Contractor Member™")
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PREAMBLE
WHEREAS, all nunerals incluchng petroleum. existing i nunes and
quaities 1 A R E., mcluding the temtonal waters, and in the seabed
subyect to 1ts junsdiction and extending bevond the terntonal waters, are
the property of the State; and
WHEREAS, GANOPE has applied for an exclusive concession for the
exploration and exploitation of petroleum 1n and throughout the area
reterred to m Article II, and described m Annex "A" and shown
approximately on Amnex "B". which are attached hereto and made pant
lierzof (hereinatter retferced to as the "Area™) | and
WHEREAS, " RAK GAS AND Arabivyva" agrees to undertake then
obligations provided herematter as a CONTRACTOR with respect to
the Exploration, Development and Production of Petrolewm 1 El
Ghazalivat Area . at The Western Desert | and
WHEREAS, the GOVERNMENT desmes hereby to grant such
Cloncession, and
WHEREAS, the Munuster of Petroleum pursuant to the provisions of
Law No. 86 of 1956, mav enter mto a concession agreement with
GANOPE, and with " RAK GAS and Arabivva" as a CONTRACTOR
1n the said Area.
NOW., THEREFORE, the paities hereto agree as tollows:

ARTICLE 1

DEFINITIONS

(a)  "Exploration” shall include such geological, geophysical. aenal and
other smveys as mav be contamed in the approved Worl Programs
and Budgets, and the dulling of such shot holes. core holes,
stratigraplue tests, holes tfor the  discovery of Petrolewm or the
appratsal of Petroleum  discovenies and other related holes and
wells, and the puchase or acquusition of such supplies, materials,
services and equpments theretor, all as may be contamed in the
approved Work Programs and Budgets, The verh "explore” means
the act of conducting Exploration.
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(b)

(c)

(d)

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

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

(1)  design, engineering, constiuction, installation, 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, casing head gas and all other hydrocarbon substances that may

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

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

extracted there from.

t

'Liquud Crude Oul" 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 which 15 extracted from the Gas or casing
head gas 1n a plant. Such hiquid state shall exust at sixty degrees
Fahrenheit (60°F) and atmospheric presswwe of 14, 65 PSIA. Such

term 1ncludes chstillate and condensate.
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(e) "Gas" means natural gas both associated and non-associated, and all
of its constituent elements produced from any well 1 the Area
(other than Liqud Crude Oil) and all non-hydrocarbon substances
therein. Said term shall include residual gas, that Gas remaining
after removal of LPG.

(f) "LNG" means Liquefied Natural Gas.

(g) "LPG" means liquefied petrolemm gas, which 1s a nuxture
prncipally of butane and propane hquefied by pressure and
temperature.

(y A "Barrel” shall consist of forty-two (42) United States gallons,
licquud measure, corrected to a temperatine of sixty degrees Falwenheit
(6(1'F) at atmospheric pressure of 14. 65 PSIA.

(1)  "Commercial Gas Well or Commercial O1l well "means the first
well at any geological feature deemed by CONTRACTOR to be
capable to produce at an economic rate, The date of discovery of
the comumercial well shall be the date Contractor informs GANOPE
ot such Commercial well.

(1) "Conmmmercial Production” means petroleum produced and saved for
regular shipment or delivery, as may be applicable for O1l or Gas.

(k) "Commercial Production Commencement” means the date on
which the first regular shipment of crude O1l or the first regular
deliveries of Gas are made.

() "ARE." means ARAB REPUBLIC OF EGYPT.

(m) "The Government" means the government of the Arab Republic of
Egypt represented by the nuister of petroleum in this agreement.

(n) "Effective Date" means the date on wlich the text of tlus
Agreement 1s signed by the GOVERNMENT, GANOPE and
CONTRACTOR, after the relevant Law 13 1ssued.
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(o) () "Year" means a period of twelve (12) months according  to the
Gregorian Calendar

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

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

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

(r) An"Atfiliated Company” means a company’

(1) of wlich the share capital. conferrmg a majorty of votes at
stockholders™ meetings of such company. 15 ownead directly
or tnchrectly by a party hereto, or

(1)  wluch 15 the owner directly or indnectly of share capatal
confalting a majorty of votes at stockholders™ meetings of a
party hereto; o1

(111)  of wluch the share capital conferring a majornty ot votes at
stockholder’s meetings of such company and  the share
capital conterrmg a majouty of votes at stockholders
meetings of a party hereto are owned divectly or inchrectly
by the same company.

(s) "Exploration Block" shall mean an area. the corner points of wlich
have to be comncident with theee (3)nunutes by tlwee (3) minutes
latitude and longitude divisions, according to the International Grid
Svystem where possible or with the existing boundaries of the Area
coverad by thus Concession Agreement as set out tn Annex "A"

(t)  "Development Block" shall mean an area, the comer pomnts of
wluch have to be comcident with one ( 1 ) nunute by one (1 )
muute  latitude  and  longitude  divisions, according  to  the
International Grid System where possible or with the  exusting
boundaries of the Area covered by tlus Concession Agreement as
set out 1 Annex "A".
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()  "Development Lease(s)" shall mean the Development Block or

(V)

(W)

(2)

Blocks covenng the geological structure capable of production, the
coner points of which have to be comncident with one (1) numite by
one (1) minute latitude and longitude divisions according  to the
International Grid System where  possible or with the existing
boundartes of the Area covered by tlus Concession Agreement as
set out tn Annex "A"

"Agreement” shall mean tlus Concession Agreement and its
Alnexes,

"Gas Sales Agreement” shall mean a written agrecment between
GANOPE and CONTRACTOR (as sellers) and GANOPE or EGPC
or The Egyptian Natwal Gas Holding Company "EGAS" o1 a

mutually agreed party (as buver), wlhich contains the terms and
conditions tor Gas sales trom a  Development Lease entered imnto
pursnant to Article VII (e).

"Standard Cubie Foot" (SCF) 15 the amount of Gas necessary to fill
one (1) cubic toot of space at atmospheric pressure of 14, 65 PSIA
at a base temperature of sixty degrees Falwenhett (607'F).

(v) "CONTRACTOR" could be one company or more as collectively,

RS

(Z)

CONTRACTOR under this Agreement shall mean RAK GAS AND
Arabiyya and any assignee i accordance with Article XXI. Each
company inchvidually 13 called a "Contractor Member”

"OPERATOR" means a company of the Contractor's Member

appointed by them to be the entity to wlich, from wluch and in
whose name all notifications related to or 1n connection with this
concession Agreement shall be made. In this Agreement Ras Al
Khaimmah Gas Company (RAK GAS) | 15 the Operator

(aa) "EGPC" means Egyptian General Petroleum Corporation

(bl

"EGAS" means the Egyptian Natwal Gas Holding Company.
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ARTICLE 1I
ANNEXES TO THE AGREEMENT

Annex "A" 15 a description of the Area covered and atfected by this
Agreement, hereimatter referred to as the "Area”.

Annex "B" 15 a provisional illustrative map on the scale of

this Agreement and described in Annex "A".

Annex "C" 13 the form of a Letter of Guaranty to be subnutted by
CONTRACTOR to GANOPE one (1) day before the tume of signature by
the Mimster of Petrolenun of this Agreement, for the suum of § two nullion
of CONTRACTOR s nunimum Exploration obligations hereunder for the
mitial two vears and a half (2.5) Exploration peniod from the Effective
date. In case CONTRACTOR extends the mutial Exploration Period for
two (2) additional successive periods of three (3) vears each 1n
accordance with Article III (b) of this Agreement, sinular Letters of
Guaranty shall be 1ssued and be subnutted by CONTRACTOR on the
day the CONTRACTOR exercises its option to extend . The first such
U.S. Dollars and the second such Letter of Guaranty shall be for the

sum of § four (4,000.000) nullion U.S. Dollars (less m both instances any
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excess expenditures of the preceding Exploration period permitted for
cany forward in accordance with Article IV (b) third paragraph of this
Agreement. Each of the two Letters of Guaranty shall remain effective
tor s1x (6) months after the end of the Exploration pertod for which 1t has
been 1ssued except as 1t may be released prior to that tume 1n accordance

with the terms thereof

Annex "D" 15 the form of a Chaiter of the Operating Company to be

tormed as provided for in Article VI hereof.
Annex "E" 15 the Accounting Procechure.

Annex "F" 15 a current map of the National Gas Pipeline Grid System

established by the GOVERNMENT.

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

CONTRACTOR .

Annexes "A", "B", "C", "D","E" and "F" to tlus Agreement are hereby
made part hereof, and they shall be considered as having equal force and

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

The GOVERNMENT hereby grants GANOPE and CONTRACTOR

subject to the terms, covenants and conditions set out m this Agresment,

which 1nsofar as they are contrary to or mconsistent with any  provisions
of Law No. 66 of 19353, as amended, shall have the force of Law, an
exclusive concession 1n and to the Area described 1n Annexes "A" and

"B".

(a) The GOVERNMENT shall own and be entitled, as herematter
provided to a rovalty 1n cash or 1 kand of ten percent (10%) of the
total quantity of Pefrolenm produced and saved ftrom the Area
durmg the Development penod including renewal.  Said rovalty
shall be borne and paid by GANOPE and  shall not be the
obligatton of CONTRACTOR. The pavment of rovalties by
GANOPE shall not be deemed to result mn income attitbutable to
the CONTRACTOR.

(b) An wutial Exploration period of two and a half (2.5) vears shall
start trom the Eftective Date. two (2) successive extension to the
mitial Exploration pertod, the extension shall be three(3) vears each
and shall be granted to CONTRACTOR at 1ts option. upon not less
than thuty (30) davs prior wiitten notice to GANOPE. such notice
to be given not later than the end of the then cuirent period, as may
be extended pursuant to the provisions of Article V (a). and
subject only toits having fulfilled its obligations hereunder for that
pertod. This Agreement shall be termunated 1f neither a Comimercial
Onl Discovery nor a Commercial Gas Discovery 1z estabhished by
the end of the eight vears and a halt (8.5) vears of the Exploration
pertod, as may be extended pursuant to Aaticle 'V (a). The election
by GANOPE to undertake a sole 11sk venture under paragraph (c)
shall not extend the Exploration period nor atfect the ternunation
of this Agreement as to CONTRACTOR.
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(¢) Commercinl Discovery:

(1)

(1)

A Commercial Discovery - whether of Oil or Gas - may
consist of one producmg reservoir or a group of  producing
reservolrs wlich 15 worthy of being developed commercially.
After  discovery of a Commercial O1l o Gas Well
CONTRACTOR shall, unless otherwise agreed upon with
GANOPE., undertake as part of its Exploration program the
appratsal of the discovery by dhilling one or more  appraisal
wells, to determine whether such discovery 13 worthy of being
developed commercially, taking mto  consideration  the
1ecoverable reserves, production, pipeline and  ternuinal
tacilities required. estumated Petroleum prices, and all other
relevant techiucal and econonuc tactors.

The provisions laid down herein postulate the wmty and
mdchvisibility of the concepts of Commercial Discovery and
Development Lease. They shall apply uniformly to Oil and
Cras undess otherwise spectfied.

(1) CONTRACTOR shall give notice of a Commercial Discovery

to GANOPE mmmediately atter the chscoveryv 1s considered by
CONTRACTOR to be worthy of commercial development but
m any event with respect to a  Conmumercial Ol Well not later
than thnty (30) davs tollowig the completion of the second
appralsal well or twelve (12) months tollowing the date of the
discovery of the Commercial O1l Well, wlhichever 15 earlier or
with respect to a Commercial Gas Well not  later than twenty
tour (24) months tollowing the date of the discovery of the
Commercial Gas Well (unless GANOPE agrees that such
period mav be extended) except that CONTRACTOR shall also
have the nght to give such notice of Commercial Discovery
with 1espect to any reservowr or reservolrs even if the well or
wells  thereon are not "Commmercial” withun the detiution of
"Conunercial Well” 1f, i its opiiton. a reservon o a - group of
reservolrs,  constderad  collectively, could be  worthy  of
comimercial development.
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CONTRACTOR mayv also give a notice of a Commercial Ol
Discovery n the event 1t wishes to undertake a Gas Recvceling
Project.

A nottce of Commerctal Gas Discovery shall contain all
detalled particulars of the chscovery and especially the area of
Gas reserves, the estumated production  potential and profile
and tield hite.

Within sixty (60) days following receipt of a notice of a
Comunercial Ol or  Gas  Discovery, GANOPE  and
CONTEACTOR  shall meet and review all appropiiate data
with a view to mutually agreeing upon the existence of a
Comuercial Dhiscovery. The date of Conmmercial Discovery
shall be the date GANOPE and CONTRACTOR jomntly agree
i writmg that a Comnercial Discovery exists.

(1rv) It Ciude Ol 15 discovered but 1s not deemed by CONTRACTOR

to be a Conunercial O1l Discovery under the above provisions of
thus paragraph (¢). GANOPE shall one (1) month after the
expuiation of  the penod  speafied  above  within which
CONTRACTOR can give notice of a Clonunercial O Discovery,
o thiteen (13) months atter  the completion of a well not
constcered to be a  "Clonmumerctal Onl Well", have the nght.
tollowing sixty (60) davs notice 1n witing to CONTRACTOR, at
its sole cost. 113k and expense, to develop, produce and dispose of
all Crude Ol from the geological teature on wlich the well has
been dodled. Said notice shall state the specific area covermg said
geological featire to be developed. the wells to be dulled, the
production facilities to be mstalled and GANOPE s estimated cost
thereof Witlhun thoty (30) davs after receipt of said notice
CONTRACTOR may, m witing. elect to develop such area as
provided for i the case of Commercial Discovery hereunder. In
such event all terms of this  Agreement shall continue to apply to
the specified area.
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It CONTRACTOR elects not to develop such area. the specific
area coverng saiwd geological teatwwe shall be  set  aside
tor sole risk operations by GANOPE, such area to be mutually
agread upon by GANOPE and CONTRACTOR on the basis of
good petroleum industry practice. GANOPE shall be entitled to
perform or 1n the event Operating Company has come mto
existence. to have Operating Company pertorm such operations
tor the account of GANOPE and at GANOPE s sole cost, 1isk
and expense. When GANOPE has recovered from the Crude
Ol produced trom such specitic area a quantity of Crude Onl
equal m value to thoee hundred percent (304%) of the cost it
has mecwred  In canving out the sole 113k operations,
CONTRACTOR shall have the option, only 1n the event there
has been a separate Commercial il Discovery, zlsewhere
within the Area, to share m further development and
production of that specific area upon paving GANOPE one

hundred percent (100%6) of such costs ncwred by GANOPE.

Such one hundied percent (100°%) pavment shall not be
recovered by CONTRACTOR. Inmmediately following such
pavinent the specitic area shall either (1) revert to the status of
an ordinary Development Lease under this  Agreement and
thereatter shall be operated m accordance with the terms hereot:.
or (11) alternatively. m the event that at such tune GANOPE or
its Atfihated Company 135 conducting Development operations
m the area at its sole expense and GANOPE elects to continue
operating, the area shall remain set aside and CONTRACTOR
shall only be entitled to its production shanng percentages ot

the Crude O1l as  specified mm Article VII (b). The sole sk
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Crude Onl shall be valued in the manner provided in Article VII
(¢). In the event of any termination of tlus Agreement under
the provisions of Article III (b), this Agreement shall, however,
conttmie to apply to GANOPE s operations of any sole 1sk
venture hereunder, although such Agreement shall have been
ternunated with respect to CONTRACTOR parsuant to  the
provisions of Article III (b) .
(d) Conversion to a Development Lease:

(1) Following a Commercial O1l Discovery ar 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 GANOPE and CONTRACTOR and be  subject to the
approval of the Mister of Petrolewm.  Such area shall be
converted automatically mto a Development Lease without the
13502 of any additional legal stiument or permussion

(1) Following the conversion of an area to a Development Lease
based on a Commercial Gas Discovery (or upon the discovery
of Gas 1m a Development Lease granted following a
Commerctal Ol Discovery), GANOPE and CONTRACTOR
shall endeavor with ciligence to find adequate maikets capable
of absorbing the production of Gas and with respect to the local
matkets, GANOPE shall advise CONTRACTOR of the
potential outlets tor such Gas and the expected anmal schedule
of demand. Thereatter, GANOPE and CONTRACTOR shall
meet with a view to assessing whether the outlets for such Gas
and other relevant factors wartant the development and
production of the Gas and 1n case of agreement the Gas thus
made available shall be disposed of to GANOPE or EGPC or
EGAS under a long-term Gas Sales Agreement 1n accordance
with and subject to the conditions set torth i Article VII .
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(111) The Development period of each Development Lease shall be
as follows:

(aa) In respect of a Commercial O1l Discovery. twenty (21
yveals from the date of such Conmnercial Discovery plus
the Extension Pertod (as detined below) provided that, mn
the event that. subsequent to the conversion of a
Commercial Ol Discovery mte a Development Lease. Gas
15 chscoverad 1n the same Development Lease and 15 used
ol 15 capable of being used locally or for export hereunder,
the period of the Development Lease shall be extended
only with respect to such Gas, LPG extracted from such
Gas and Crude O1l 1 the form ot condensate producad
with such Gas for twenty (20) years from the date of first
delivenes of Gas locally or for export plus the Extension
Period (as defined below) provided that the dwation of
such Development Lease based on a Commercial Oil
Discovery may not be extended bevond thmty-tive (353)
vears from the date of such Commercial Oil Discovery
unless otherwise agreed upon between GANOPE and
CONTRACTOR and sulbyject to the ARE competent
authorties™ approval,

CONTRACTOR shall immecdiately notity GANOPE of any
Gras Discovery but shall not be requured to apply for a new
Development Lease 1 respect of such Gas.

(bb) In respect of a Commercial Gas Discovery, twenty  (20)
veals from the date of tust deliveries of Gas locally or tor
export plus the Extension Peniod (as defined below)
provided that, 1if subsequent to the conversion of a
Commetcial Gas Discovery into a Development Lease,
Crude 01 15 discovered i the same Development Lease,
CONTRACTOR s share of such Crude Oil trom the
Development Lease (except LPG extracted trom Gas  or
Crude O1l 1 the form of condensate produced  with Gas)
and Gas assoclated with such Crude Oil  shall revent
entirely to GANOPE upon the lapse of twenty (20}) vears
from the date of such Ciude O1l Discovery plus the
Extension Period (as defined below).
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Notwithstanding, amstlung to the contrary wunder tlas
Agrecment, the duration of a Development Lease based on
a Commercial Gas Discovery shall 1n no case excead
thirty-tive (33) vears trom the date ot

such Comumercial Gas Discovery unless otherwise agread
upon between GANOPE and CONTRACTOR and subject
to the A R E competent authonties™ approval
CONTRACTOR shall immediately notity GANOPE of any
O1l Discovery but shall not be requuired to apply tor a new
Development Lease in respect of such Ciude Ol

The " Extension Pertod” shall mean a penod of five (5)
veals which mav be elected by CONTRACTOR upon six
(6) months witten request sent by CONTRACTOR to
GANOPE prior to the expuy of the relevant twenty  (20)
veal penod supplemented by technical stuches including
evaluation of production. expected levels of production
durmg extension period. CONTRACTOR s obligations and
relevant econonune consideration. This extension pertod 15
subject to the approval of the Muuster of Petroleum.

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

Lease granted tollowmg a Commercial Oil  Discovery, be started
promptly by Operating Company and be conducted 1n accordance
with good ol ftield practices and  accepted petroleum engineering
principles, until the field 15 considered to be tully developed, 1t
bemg understood that 1f associated gas 15 not utiized, GANOPE
and CONTRACTOR shall negotiate 1 good taith on the best way
to avord mmpaiing the production in the mterests of the parties.
In the event no Conmunercial Production of Oil inregular shipments
or Gas delivenies from any Development Block witlun fowr (4)
yvears from the date of the Commercial Ol Discovery, or trom the
date of fust Gas deliveries for local o1 export, such Development
Block shall mmmediately be  relinqushed. unless there 15 4
Commercial O1l or Gas Discovery on the Development Lease.
Each Development Block i a Development Lease being partly
within the radius of dramage of any producing well 1 such
Development Lease shall be constdered as participating i the
Comimercial Production reterred to above.
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Development operations 1 respect of Gas and Crude Onl m the
form of condensate or LPG to be produced with o extracted from
such Gas shall, upon the signature of a Gas  Sales Agreement or
commencement of a scheme to dispose of the Gas, whether tor
export as referred to i Article VII or otherwise, be started promptly
by Operating Company and be conducted 1n accordance with good
gas field practices and accepted petrolewm engineermg 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 Agreament or scheme, the Development Lease
relating to such Gas shall be relinguished., unless otherwise agreed
upon by GANOPE.

It, upon application by CONTRACTOR 1t 15 recogmzed by
GANOPE that Cimde Oil or Gas 15 bemg dramed from the
Exploration block under this Agreement mto a Development
Block on an adjomng  concession area held by CONTRACTOR.
the Block bemng dramed shall be considered as participating in the
Commercial Production of the Development Block 1n question and
the Block bemng dramned shall be converted mto a Development
Lease with the ensuing allocation of costs and production
(calculated from the Effective Date or the date such dramage
oceuls, wlhichever s later) between the two  Concession Areas,
The allocation of such costs and production nnder each Concession
Agreement shall be 1n the same portion that the recoverable
teserves 1 the dramed geological stiuctiwe underlying  each
Concesston Area bears to the total recoverable reserves of such
stituctine underlving  both Concession  Areas. The production
allocated to a concession area shall be preced accordmg to the

concession agreemeant coverng that concession area.
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(1) CONTRACTOR shall bear and pav all the costs and expenses
requured m carrving out all the operations under this Agreement but
such costs and expenses shall not nclude any mterest on
investment. CONTRACTOR shall look only to the Petroleum to
which 1t 15 entitled under this Agreement to recover such costs and
expenses. Such costs and expenses shall be recoverable as provided

i Article VI Duning the term of this Agreement and 1ts renewal,
the total production aclneved in the conduct of such operations shall
be divided between GANOPE and CONTRACTOR 1n accordance
with the provisions of Article VIL

(g) (1)

2)

(3)

Unless otherwise provided, CONTRACTOR shall be subject to
Egvptian mcome tax laws and shall comply with the
requurements of such laws with respect to the filing of retuins,
the assessment of tax, and keeping and showing of books and
records.

CONTRACTOR shall be hable to prepare the mcome tax
retirn statement. CONTRACTOR shall subnut the tax retumn
statement to GANOPE at least twenty five (235) davs pror to
the due date of subnutting thereot to the tax authonity.
GANOPE shall have the night “to review

the tax retwn m order to accept the tax caleulation therem
GANOPE shall provide comments on such return within fifteen
(15) davs of the date of r1eceiving the tax retun from
CONTRACTOR. In any case CONTRACTOR shall be
responsible for subnutting the tax retwwn to the tax anthority
within the due date.

CONTRACTOR s annual mcome tor Egyptian mcome tax
purposes under this Agreement shall be an amount calculatad
as tollows:

The total of the sums received by CONTRACTOR from the
sale or other disposition of all Petroleum acquured by
CONTRACTOR pwsuant to Article VII (a) and (b):
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(4

Reduced hy:

(1) The costs and expenses of CONTRACTOR

(11) The value as deternuned accorchng to Article VII (¢), of
GANOPE s share of the Excess Cost Recovery Petroleum
1epatd to GANOPE 1n cash or i kind, 1t any,

Plus:

An amount equal to CONTRACTOR s Egyptian mcome taxes
grossed up i the manner shownin Article VI of Amnex "E" .

For purposes of above tax deductions mn any Tax Year, Article
VII (a) shall apply only 1 respect of classification of costs and
expenses and rates of amotization., without regard to the
percentage lmutation reterred teo i the fust paragraph ot
Article VII(a) (1). All costs and expenses of CONTRACTOR
in conducting the operations under this Agreement wlhich are
not controlled by Article VII (a) as above qualified shall be
deductible 1 accordance with the provisions ot the Egyvptian
Income Tax Law.

GANOPE shall assume, pay  and discharge, in the name and
on behalt of CONTRACTOR, CONTRACTOR's Egyptian
mcome tax out of GANOPE’s share of the Petroleum produced
and saved and not used 1 operations under Article VII.  All
taxes pawd by GANOPE 1 the name and on behalf of
CONTRACTOR  shall  be  comsiderad  income  to
CONTREACTOR.

GANOPE shall furmsh to CONTRACTOR the proper otficial
receipts  evidencing the pavment of CONTRACTOR's
Egvptian mncome tax tor each Tax Year within mnety (90
davs tollowing the receipt by GANOPE of CONTRACTOR s
tax declaration for the preceding Tax Year. Such receipts shall
be 1ssued by the proper Tax Authonties and shall state the
amount and other particulars customary for suchreceipts.
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(6)

(%)

(a)

As used herein, Egyptian Income Tax shall be mclusive of all
income taxes pavable in the A RE. (including tax on tax) such
as the tax on income from movable capital and the tax on
profits from commerce and mdustiy and inclusive of taxes
based on icome or  profits including all dividends,
withholding with respect to shareholders and other taxes
mposed by the GOVERNMENT of ARE. on the
distribution of income or profits by CONTRACTOR.

In calculating its A R.E. income taxes, GANOPE shall be
entitled to deduct all rovalties paid by GANOPE to the
GOVERNMENT and CONTRACTOR’s Egyptian income
taxes patd by GANOPE on CONTRACTOR s behalf.

ARTICLE IV
WORK PROGRAM AND EXPENDITURES
DURING EXPLORATION PERIOD

CONTRACTOR  shall commence Exploration operations
hereunder not later than six (6) months atter the Effective Date.
GANOPE shall make available for CONTRACTOR s use all
seisnuc, wells and other Exploration data i GANOPEs possession
with respect to the Area as GANOPE 15 entitled to so do.

(b) The 1mtial Exploration pertod shall be two and a half (2.5) vears

trom the Effective date. And CONTRACTOR may extend this
Exploration period for two (2) successive extension pertods,
each such extension shall be three (3) vears, 1n accordance with
Article III (b), each of which upon at least thirty (30) davs prior
written notice to GANOPE, subject to its expenditure of its
minmnmuum  Exploration obligations and of its fulfillment of the
drilling obligations hereunder, for the then cwurent period.
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CONTRACTOR shall spend a nuwmmum ot $two and a halt
(2.500.000) million U.S. Dollars on Exploration operations
and activities related thereto during the umtial two and a halt
(2.5) vears Exploration pertod; provided that CONTRACTOR
shall acquue five hundred (5304)) kilometers of 2D seisnuc
sutvey. For the fist three (3) vears extension period that
CONTRACTOR elects to extend bevond the mutial Exploration
Period CONTRACTOR shall spend a numnnm of § fow
(4000000 ndbon  US  Dollars provided  that
CONTRACTOR shall acquure five hundied (500) kilometers of
2D sewsmuc survey, and dull one(l) well. For the second tluee
(3)  vears extension penod that CONTRACTOR elects to
extend bevond the Fust Exploration peniod .(CONTRACTOR
shall spend a nuunmum of § four (4,000,000 ) nullion ULS,
Dollars provided that CONTRACTOR shall  dull two (2)
wells. Should CONTRACTOR spend more than the mmummun
amount required to be expended or diill more wells than the
munmum  required to be dulled cring the Imtial two and halt
a (2.5 ) vears Exploration Peniod. or dunng any period
thereatter. the excess mayv be subtracted trom the munimum
amount of money required to be expended by CONTRACTOR
o1 i nunber of wells required to be didled during any
succeeding Exploration period(s) . as the case mayv be.

In case CONTRACTOR surrenders 1ts Exploration rights vnder
this Agreement as set forth above before or at the end of the
two and a halt (2.5 ) vears of the nutial Exploration pertod.
having expended less than the total sum of § two and a halt
(2,500,000 nullion U.S. Dollars on Exploration or 1n the event
at the end of the  two and a halt (2 .3) years, CONTRACTOR
has expended less than said smum 1n the Area. an amount
equal to the ditference between the said § two and a half
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(C)

(2.500.000) mullion U.S. Dollars and the amount actually spent
on Exploration shall be paid by CONTRACTOR to GANOPE
at the tune of swrendering or within s1x (6) months trom the
end of the two and a halt (2 .3 ) vears of the nutial Exploration
pertod, as the case mayv bz, Any expenditne deficiency by
CONTRACTOR at the end of any additional period tor the
reasons above noted shall smmdarly result m a pavment by
CONTRACTOR to GANOPE of such detictency. Provided tlus
Agreement 13 still 1 force as to CONTRACTOR.
CONTRACTOR shall be entitled to recover any such
paviments as Exploration Expenditure in the manmner provided
tor under Article VII 1 the event of Commercial Production

Without prejudice to Article III (). 1n case no Conunercial Ol
Discovery 15 established or no notice of Conmmercial Gas
Discovery 15 given by the end of the eight and a halt (8.5)
yvears. as 1may be extended pursuant to Article V (a) o1 1n case
CONTRACTOR swrenders the Area under tlus Agreement
prior to such  time, GANOPE shall not bear any of the
atoresand expenses spent by CONTRACTOR.

At lzast towr (4) months proor to the begiuung of each

Financial Year or at such other tumes as may mutually be
agreed to by GANOPE and CONTRACTOR, CONTRACTOR
shall prepare an Exploratton Work Program and Budget tor the
Area setting torth the Exploration operations which
CONTRACTOR proposes to carnry out dunmg the ensuing
Year

The E\plomtion Work Program and Budget shall be reviewed
by a jomt comnuttee to be established by GANOPE and
CONTRACTOR atter the Etfective Date of this Agreement.
This Committee, heremnatter reterred to as the "Exploration
Advisory  Commuittee”, shall consist of s1x {(¢) members, tlhee
(3) of whom shall be appointed by GANOPE and three (3) by
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CONTRACTOR. The Chauman of the Exploration Advisory

Conmuttee shall be designated by GANOPE from among the

members  appomted by 1t The Exploration Advisory

Conmuftee shall review and give such advice as 1t deems

appropriate 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 Exploration

Work Program and Budget to GANOPE for its approval.

Following such approval, it is further agreed that:

(1) CONTRACTOR shall not substantially 1evise o1 modity
sard Work Program and Budget nor reduce the approved
budgeted expenditure without the approval of GANOPE

(11) In the event of emergencies mvolving danger of loss ot
lives or property, CONTRACTOR may expend such
additional wnbudgeted amounts as mayv be requued to
alleviate  such  danger. Such  expendittue  shall  be
constderad 1 all aspects as Exploration Expenchtine and
shall be recovered pursuant to the provisions of  Article
VI hereot.

(d)y CONTRACTOR shall advance all necessary funds for all
materials, equipments, supplies, personnel adnunistration
and operations pursuant to the Exploration Work Program
and Budget and GANOPE shall not be responsible to bear
or repay any of the atoresaid costs.

(2) CONTRACTOR shall be responsible for the preparation and

performance of the Exploration Work Program wlich shall
e 1mplemented m a workmanlike manner and consistent
with good mdustry practices.
Except as 1s appropriate tor the processing of data, specialized
laboratory engineermg and development studies thereon, to
be mads 1n specialized centers outside A RE. subject to
GANOPE s approval, all geological and geophysical studies
as well as any other studies related to the pertormance of
this Agreement, shall be made 1 the ARE.
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CONTRACTOR shall entrust the management of Exploration
operations 1 the ARE to its teclhnmcally competent
General Manager and Deputy General Manager. The names
of such Manager and Deputy General Manager shall. upon
appomtment, be forthwith notitied to the GOVERNMENT
and to GANOPE. The General Manager and, 1 lus
absence, the Deputy General Manager shall be entiisted by
CONTRACTOR  with suthcient powers to cainy out
mmmechately all lawtl wiitten directions given to them by
the GOVERNMENT or 1ts representative under the terms of
this Agreement. All lawtul regulations 1ssued or hereatter to
be 1ssued which are applicable hereunder and not m contlict
with tlus Agreement shall apply to CONTRACTOR.

CONTRACTOR shall supply GANOPE. witlhuin tharty (3()

davs from the end ot each calendar quarter, with a Statement
of  Explormation activity showing costs incurred by
CONTRACTOR duning such quarter, CONTRACTOR s
records and necessary supporting  documents  shall be
avallable for mspection by GANOPE at anv tiume during
regular workmg howurs for three (3) months from the date of
tecelving each statement.

Witlun the three (3) months from the date of recerving such
Statement. GANOPE  shall  advise CONTRACTOR 1n
wilting 1t 1t considers:

(1) that the record of costs 13 not correct. o

(2) that the costs of goods or services supplied are not in
line with the mternational matket prices tor goods or
services of sumilar quality supplied on similar terms
prevalling at the tune such goods o services were
supplhied. provided however, that purchases made and
services performed within the A R E. shall be subject to
Article XXVIL or

(3) that the condition of the matenals furnished by
CONTRACTOR does not tally with thew prices;, or

() that the costs meunred are not reasonably required tor
operations.
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CONTRACTOR shall conter with GANOPE in connection
with the problem thus presented. and the parties shall
attempt to reach a settlement which 1s mutually satistactory.

Any reimbursement due to GANOPE out of the Cost
Recovery Petroleum as a result of reaclung agreement or ot
an arbifral award shall be promptly made 1 cash to
GANOPE, plus simple mterest at LIBOR plus two and halt
percent (2.5 %) per annum from the date on which the
disputed amownt(s) would have been paid to GANOPE
according to Article VII (a) (2) and  Amnex "E" of tlus
Agreement (1.e.. the date of rendition ot the relevant Cost
Recovery Statement) to the date of pavment. The LIBOR
rate applicable shall be the average of the fismue o figures
published by the Financial Times representing the nud-point
of the rates (bid and ask) applicable to one month U8,
Dollars deposits 1 the London Interbank Eurocuirency
Market on each fitteenth (15%) dav ot each month occurring
between the date on wluch the disputed amount(s) would
have been pawd to GANOPE and the date on which 1t 13
settled.

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

If such fitteenth (15M) day 15 not a day on which LIBOR
rates are quoted m the London Interbanls Eurocurrency
Market, the LIBOR rate to be used shall be that quoted on
the next following day on wluch such rates are quoted.

It witlun the time linut of the tlwee (3) month period
provided tor in thus paragraph. GANOPE has not advised
CONTRACTOR of 1ts objection to any Statement, such
Statement shall be considered as approved.
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(g} CONTRACTOR shall supply all funds necessary for its
operations 1 the A RE under tlus Agresment i tfreely
convelrtible currency from abroad CONTRACTOR shall
have the right to fieely purchase Egyptian currency 1n the
amount necessary for its operations 1 the ARE from
GANOPE or from any bank anthorized by the GOVERNMENT
to conduct foreign currency exchange. Prionty shall be
given to CONTRACTOR to purchase the Egyvptian currency
from GANOPE, at the discretion of GANOPE at the same
applicable 1ate and date as such cunencies may  be
purchased from the National Bank of Egvpt.

() GANOPE 15 authonzed to advance to CONTRACTOR the
Egvptian currency required tor the operations under this
Agreement agaimnst recerving from CONTRACTOR an
aqquvalent amount of ULS. Dollars at the offictal A R E. rate
of exchange. such amount in U.S. Dollars shall be deposited
i an GANOPE account abroad with a correspondent bank
of the National Bank of Egypt, Cano. Withdrawals from
sald account shall be used tor financing GANOPE s and 1ts
Atfihated Companies™ foreign cwrency requirements subject
to the approval of the Minister of Petroleum.

ARTICLE V
MANDATORY AND VOLUNTARY RELINQUISHMENTS
(a) MANDATORY:

At the end of the two and a halt (2.5) vears atter the Effective Date
hereot , CONTRACTOR shall relinquush to the GOVERNMENT 4

total of twenty five percent(25%) of the onginal Area on the
Etfective date not then converted to a Development Lease or
Leases. Such relinquishiment shall be 1 a single umt ot whole
Exploration Blocks not converted to Development Leases unless
otherwise agreed upon between GANOPE and CONTRACTOR so
as to enable the relmaquishment requurements to be precisely tulfilled
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At the end of the five and a halt (5 3) vears atter the Effective Date
hereot, CONTRACTOR shall relinquish to the GOVERNMENT an
additional twenty five percent (23%) of the onginal Area on the
Etfective date mnot then converted to a Development Lease or
Leases. Such rehnquislhment shall be 1 a single vt of whole
Exploration Blocks not converted to Development Leases unless
otherwise agreed upon between GANCOPE and CONTRACTOR so
as to enable the relmquuisliment requurements to be precisely fultillad.
Without prejuchce to Articles III and XXIII and the last tlnee
patagraphs of this Article ¥V (a), at the end of the eight and a halt
(8.5) vears of the Exploration perod, CONTRACTOR shall
telinquish the remainder of the Area not then converted to
Development Leases.

It 15 understood that at the time of any relinquishment the areas to
be converted into Development Leases and which are subnmtted to
the Muuster of Petreleum tor hus approval according to Article 111
() shall, sulyect to such approval, be deemed converted to
Development Leases.

CONTRACTOR shall not be requued to relinquish any
Exploration Block or Blocks on which a Commercial O1l or Gas
Well 15 discovered betore the period of tune referred to . Article
III (c) @ven to CONTRACTOR to determine whether such Well 15
a Clommercial Discovery worthy of Development or  to relinquish
an Exploration Block 1 respect of wlich a notice of Commercial
Gas Discovery has been given to GANOPE subject to GANOPE s
right to agree on the exustence of a Conunercial Discovearsy pursuant
to Article IIT (¢). and without prejudice to the requuements ot
Arficle III ().

In the event at the end of the Initial Exploration Penod or either ot
the two successive extension of the mitial  Exploration period, a
well 15 actually chlling or testing, CONTRACTOR shall be allowed
up to six (6) months te enable 1t to discover a Commercial Oil o
Gas Well or to establish a Conunercial Discovery. as the case may
be. However, any such extension of up to six (6) months shall
rechice the length of the next succeeding Exploration penod. as
applicable, by that amount.
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(h) VOLUNTARY:

(a)

CONTRACTOR may, voluntanly, durmg any perniod relingquish all
or any part of the Area in whole Exploration Blocks or parts of
Exploration Blocks provided that at the tume of such voluntary
relmqushment 1ts Exploration obligations  under Article IV (D)
have been satistied tor such period.
Any  relinquishments hereunder shall be credited toward the
mandatory provisions of Article V (a) above
Following Conunercial Discovery, GANOPE and CONTRACTOR
shall mutually agree upon any area to be relinguished thereatter,
except tor the relinquishment provided tor above at the end of the
total Exploration pariod.
ARTICLE VI
OPERATIONS AFTER COMMERCIAL DISCOVERY

On Commercial Dhscovery., GANOPE and CONTRACTOR may
form 1n the A R.E an operatmg company pursuant to Article VI ()
and Annex (D) (heremnatter retened to as "Operating Company™)
which company shall be named by nmtual agreement between
GANOPE and CONTRACTOR and such name shall be subyject to
the approval of the Muuster of Petroleum. Said company shall be a
private sector company. Operating Company shall be subject to the
laws and regulations 1n torce 1n the A R E. to the extent that such
laws and regulations are not mconsistent with the provisions of tlus
Agreement or the Charter of Operating Company,

However, Operating Company and CONTRACTOR shall, tor the
purpose of this Agreement, be exempted from the tollowing laws
and regulations as now or hereatter amended or substituted.

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

conmpanies,



Y8 Dy YA B () YO sl = Deaw B bl Y

Yoo o3l D8 s danlld| OS5 5 018 Slioly VAAY Ll Vo4 o Sl =
B god| i | IS S 8015 gl
il ol g i) ol L 3 035 sl VAAY L AY 5, o W -
3o W Il o s O,0 (6 Hlaaly VARY Bl ¥ ¥ (3, o sl -
VL P PEW [ FOETES [ W [N COS I B oW VP RV
NP IV [ I P

B oS LY sl 35 e ldaadly AW A i) s wie ()
o I 5 T cul ol GLARSNI 5l sy L (¥4 o D
S B U peaall ilas pioy s adl ol 5L ey die BT doay Lagy (V)
35595 1 ] e 3080 (WAL o pior (e M5 IS o iy o o)
c 8 Ok Lol Bl I ol a5 LILEL Mows Idls OLdeadly L) 3880
(oot oz o 1) Bkl o S50 3T Sapde 808 oy linan¥l Sl ik S
heald 3pdie ol Wie |

Cond) Slloss oo dzadd Ljlons Jot ol o lbandly Ui 38,800 s ()
RO RPN e R PO T PIRE JCE |+ S PR P D gy S0
el oo Logs (80) rmmand dirg @l o gl SLaasNI b 3if )
LUl A8, gy . el () 3 Linb ool L) 48,01 L3
1,2y LI LU Lo D315y Jadl ool sty o5y £ 05] ool olabanlly
die ) Whs# 3 (il o e 5 s ety Codl Oldas oo 50
iU LU Gl Ll S il (£) Tyl 5lonny ¥ s o 6 el ey
2 () TN oy (dylally @sior o acle ity 3T a3 1)
e ke iy 51 kg (g (3 51) D iy AJU I B S 0 G L
1Y padond 3158 Jeamadl ali s il sl iy« ( Jslilly o
PO T { I (SRR W-EE 3 PRI E N £ (P9 DO PR PP P &1 JON
siasl o o5 ol con ¢ dmas A N Glopd o I S dall) i ¢ 5o
gl Baldd Lisy 0disy ade LSl



oA R iy VA 3 () Y0 sl = eaw I 5 21

Law No. 139 of 1981, pronmlgating the law on jout  stock
companes, partnership muted by shares and muated habihity
companies.

Law No. 97 of 1983 pronmlgating the law concerning public sector
organizations and companites,

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

Provisions of pairt 2 of Chapter 6 of Law No, 88 of 2003, organizing
dealings i foreign currencies.

The Charter of Operating Company 1s hereto attached as Annex
"D Withan thorty (30) days atter the date of Conunercial Oil
Dnscovery or within thuty (30) davs atter signatwe of a Gas Sales
Agreement o1 commencement of a scheme to dispose of Gas
(unless otherwise agreed upon by GANOPE and CONTRACTOR).
the Charter shall take effect and Operating Company shall automatically
come Into  existence  without any  turther procedures.  The
Exploration Advisory Commuttee shall be dissolved upon the final
relimcuushiment of the Area not converted mto Development Leases ().

Nimety (90) davs atter the date Operating Company comes into
existence 1n accordance with paragraph (b) above, 1t shall prepare a
Work Program and Budget for turther Exploration and Development
m any portion of the Area converted mto a Development Lease tor
the remawnder ot the vear 1in wluch the Conunercial Discovery 1s
mades:. and not later than towr (4) months betore the end of the
current Financial Year (or such other date as mayv be agreed upon
by GANOPE and CONTRACTOR) and tour (4) months precedg
the comumencement of each succeeding Financial Year thereatter (or
such other date a3 may be agieed upon by GANOPE and CONTRACTOR),
Operating Company shall prepare an annual Production Schedule,
Work Program and Budget for turther Exploration and Development
m any portion of the Area converted mto a Development Lease tor
the succeeding Financial Year. The Production Schedule, Woik
Program and Budget shall be subnutted to the Board of Duectors
tor approval. The Exploration Work Program and Budget tor
turther Exploration 1tn any portion of the Area not converted into a
Development Lease shall be reviewed, approved and mmplemented
1n accordance with Article IV,
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() Not later than the twentieth (20t) dayv of each month, Operating

Company shall turmsh to CONTRACTOR a written estunate of its
total cash requirements tor expenditiwe tor the first half and the
second halt of the succeeding month  expressed i U.S. Dollars
consistent with the approved Woik Program and Budget.  Such
estunate shall take mto consideration any cash expected to be on
hand at month end.

Pavment tor the approprate period of such month shall be made to
the comespondent bank designated 1 paragraph (e) below on the
tirst (151) day and fitteenth (150) day respectively. or the nex
tollowing business day, 1f such dav 15 not a business dav.

Operating Company 15 authonzed to keep at 1its own disposal
abroad 1 an account opened with a comespondent bank of the
National Bank of Egvpt. Cawo. the foreign tunds advanced by
CONTRACTOR. Withdrawals trom satd account shall be used tor
pavment ftor goods and services acquured abroad and ftor
fransterring to a local bank 1 the A R E. the requured amount to
meet the expenditures 1 Egyptian Pounds tor Operating Company
1 connection with its activities under thas Agreement.

Witlhin sixty (60) davs after the end of each Financial Year,
Operating Company shall subnut te the appropnate exchange
control authonties m the A R E. a statement. duly certified by a
recognized firm of auditors. showing the funds credited to that
account. the disbursements made out of that account and the
balance outstanding at the end of the Year.

(f) It and tor as long dunng the period of production operations  there

exists an excess capacity i factlities wluch cannot durmg the
pertod of such excess be used by the Operating Company o
CONTRACTOR from a Development Lease or adjacent concession
area related to the CONTRACTOR. GANOPE shall use the excess
capacity 1t 1t so deswres without any tfinancial or operational
disadvantage to the CONTRACTOR or Operating Company.
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ARTICLE VII

RECOVERY OF COSTS AND EXPENSES AND

PRODUCTION SHARING

(a) (1) CostRecovery Petroleum:

Subject to the auditing provisions under tlus Agreement,
CONTRACTOR shall recover quarterlv all costs, expenses and

expenditiwes 1 respect of all the Exploration, Development and
related operations under this Agresment to the extent and out
of thuty five percent (35%) of all Petrolewm produced and saved
from all Development Leases witlun the Area hereunder and not
used 1 Petroleum operations. Such Petrolemn 1s hereinatter
teterred to as "Cost Recovery Petroleum”.

For the purpose of determiumng the classification of all costs,
expenses and expenditwes tor their recovery, the tollowimng terms
shall apply:

1.

|2

"5

However,

"Exploration Expenditures” shall mean all costs  and
sxpenses tor Exploration and the related portion of mdirect
expenses and overheads.

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

"Operating Expenses” shall mean all costs.,  expenses and
expenditures made after tutial Cominercial Production, which
costs.  expenses and expenditures are not normally
depreciable.

Operating Expenses shall mclude worls over,  repanr and

mawmtenance of assets but shall not mclude any of the following:
stdetracking, re-dulling, recompilation, abandomment operations. and
changing of the status of a well by reentiy or testing. replacement of

assets  or part of an asset, additions, 1mprovements, renewals or major

overhauling that extend the lite of the asset.
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Exploration Expenditnes, Development Expendifures and Operating
Expenses shall be recovered trom Cost Recovery Petrolenm i the
tollowing manner:-

(1)  "Exploration Expenchtures”, meluding those accumulated prior to the
commencement of imtial Commercial Production, wlich tor the
puposes of this Agreement shall mean the date on which the tist
regular slupment of Crude Onl or the fust  delivenies of Gas are
made. shall be recoverable at the rate of twenty percent (2(%s) per
anmun starting either in the Tax Year in which such expenchtures are
mewurted and paid or the Tax Year i wluch putial Conmmercial
Production commences, whichever 1s the later date.

(11) "Development Expenchtures”, mcluding those accumulated pnior to
the commencament of mitial Commercial Production wliuch tor the
purpeses of  this Agreement shall mean the date on wluch the fist
regular slupment of Crude Ol or the tust deliveries of Gas  are
made, shall be recoverable at the 1ate of twenty percent ( 20%)
per annum - starting  etther m the Tax Year m wluch such
expenchtures are meurred and paid or the Tax Year m which tutial
Connnercial Production conunences, wluchever 1s the later date.

(111) "Operating Expenses”. mcurred and paiwd after  the date of nitial
Conumnerctal Production, which tor the purposes of thus Agreement
shall mean the date on which the turst regular slupment ot Crude
nl or the tist deliveries of Gas are made. shall be recoverable
either in the Tax Year m wlhich such costs and expenses are incurred
and pard or the Tax Year m wluch uutial Commercial Production
occours. wlhichever 13 the later date.

(1v) To the extent that, 1 a Tax Year, costs, expenses o expenchiues recoverable
per paragraphs (1). (1) and (1) preceding, excead the value of all
Cost Recovery Petroleum for such Tax Year, the excess shall be
cartted forward tor recovery i the next succeeding Tax Year(s)
until fully  recovered. but 1n no case after the ternunation ot tlus
Agreement, as to CONTRACTOR
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(v) The recovery of costs and expenses. based upon the rates reterred to

above, shall be allocated to each quarter proportionately {(one tourth

to each quarter). However, any recoverable costs and expenses not

recovered 1 one quarter as thus allocated, shall be carned torward

tor recovery in the next quarter

(2) Except as provided m Article VII (a) (3) and Article VII (&) (1),

(3)

CONTRACTOR shall zach quaiter be entitled to take and own
all Cost Recovery Petroleum, wluch shall be taken and disposed
of 1 the manner deternuned pursuant to Article VII (e). To the
extent that the wvalue of all Cost Recovery Petroleum [as
determuned 1in Article VII (¢)] exceeds the actual recoverable
costs and expenditwres, including any carry forward under
Article VII (a) (1) (1v), to be recovered 1n that quarter, then the
value of such Excess Cost Recovery Petroleum shall be paid by
CONTRACTOR to GANOPE eatther (1) m cash in the mannear
set torth in Article IV of the Accounting Procedure contained in
Amex "E" or (1) 1n kind m accordance with Article VII(a) (3).
Ninety (90) days prior to the comumencement of each Calendar
Year GANOPE shall be entitled to elect by notice m witing to
CONTRACTOR to requue pavment of up to  one hundied
percent (100%) of all the Excess Cost Recovery Petroleum
(GANOPE s nght) in kind. Such paviment will be m Crude Qul
from the Area F.O B export tetnunal or other agreed delivery
pownt provided that the amount of Ciade Onl taken by GANOPE
i land mna quarter shall not exceed the value of Cost Recovery
Crude il actually  taken and separately disposed of by
CONTRACTOR from the Area durmng the previous quarter It
GANOPE s entitlement to 1eceive paviment ot its share of
Excess (Cost Recovery Petroleum i kind 15 linuted by the
toregoing provision, the balance of such enfitlement shall be
patd 1n cash
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() PRODUCTION SHARING
(1) The remaming sixty five percent (63%) of Petroleum shall be
divided between GANOPE and CONTRACTOR pursuant to
Article VII () according to the following shares:
(i) Crude Oil (Quarterly Average):
Crude o1l produced and saved under this agreement and not used
Petroleum operations. (BOPD) (quarteily average)will be divided

between Ganope and contractor as:

GANOPE CONTRACTOR
Share % Share %
That portion or increment 0% 3(1%%
less than 3000 BOPD.
That portion or increment 1% 20%
from 3000 and less
than 3000 BOPD .
That portion or increment 72% 28%
from 5000 and less
than 7004 BOPD .
That portion or increment 73% 27%
trom 7000 and less
than 10000 BOPD |
That portion or increment 4% 26%

More than 10,000 BOPD.,



Yoo i Ty YA B () YO sl - Baw Sl b VE

(59w ) dasargi) Jluak! (fg piadl kg jlll - il

e o Gy LY 03b Gyt sy Jadiod |y gy JLud) I 2l 5Ly 5L

J9lal! Cocuad S ge Litad
seba N+ o 31 il S Bl
AS (/¥-) ot/ ol s 25
pid Oaeda Yo w&i;‘-x/w‘-é
(/¥4) (/YY) st/ pelsd S
oS Gpeo YO oo J3Ty 0/ gl
(/YA) (VYY) il ol S
Y P DR L Py v B
(/YY) (/YY) i/ pold sSen 5

\:AJ-“’HH \ Py
(/%) VAZA AU/ s



Vo Vool Lo dds YA S () Yo auadl - Lww Jl 50 4

(ii) Gas & LPG (Quarterly Average):

Gas and LPG produced and saved under this Agreement and not used
1n Petroleum operations (SCFD) (quarterly average) .

GANOPE CONTRACTOR
Share % Share %
Less than 10 0% 30%
MMSCF/Day
from 10 and less than 23 71% 20%,
MMSCF/Day
from 235 and less than 73 7204 28%
MMSCF/Day
from 75 and less than 100 73% 279

MMSCF/Day

Froml 0 MMSCF/Day and above  74% 26%
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(2) After the end of each contractual yvear chming the term of any Gas
Sales Agreament entered mto pursvant to Article VII (2). GANOPE
and CONTRACTOR (as sellers)  shall render to GANOPE o
EGPC o1 EGAS (as buver) a statement for anamount of (Gas,
it any., equal to the amount Ly wluch the quantity of
Cas of wluch GANOPE or EGPC o EGAS (as buver) has
taken delivery falls below seventy five percent (753%) of the
Confract quantities of Gas as established by the applicable Gas Sales
Agreement (the "Shorttall™), provided the Gas 1s avallable. Witlun
sixty (60 davs of receipt of the statement, GANOPE or EGPC o1
EGAS (as buver) shall pay GANOPE and CONTRACTOR
(as sellers) for the amount of the Shorttall, 1f any. The Shorttall
shall be mcluded 1n GANOPE s and CONTRACTOR s entitlemeant
to Gas pursuant  to Article VII (a) and Article VII (b) i the fourth
(4th) quarter of such contractual vear,

Quantities of Gas not taken but to be paid tor shall be recorded ina
separate "Take-or-Pav Account " Quanfities of Gas ("Male Up
Cras') wluch are delivered 1n subsequent vears 1n excess of seventy
five percent (75%) of the confract quantities of Gas as established by
the applicable Gas Sales Agreement, shall be set agaimst and reduce
quantities of Gas i the "Talke-or-Pav" account to the extent thereof
and, to  that extent, no paviment shall be due m respect of such Gas,
such Make Up Gas shall not be included i CONTRACTOR's
entitlement to Gas parsuant to Article VII (a) and (b). CONTRACTOR
shall have no nghts to such Make Up Gas.

[t at the end of any Contract vear, GANOPE and CONTRACTOR
(as sellers) tail to deliver seventy five percent (75%) ot the annual
contract quantity of Gas as defined in the Gas Sales Agreement with
GANOPE or EGPC or EGAS (as buver), the difference between
seventy five percent (75%) of the annual Contract quantity of Gas
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(c)

and the actual gas quantity delivered shall be referred to as the
"Deliver- or - Pay Shortfall Gas". GANOPE or EGPC or EGAS (as
buyer) shall have the nght to take a quanfity of Gas equal to
Deliver-or-Pay the Shorttall Gas and such quantity of Gas shall be
priced at ninety percent (90%) of the Gas price as defined in the Gas
Sales Agreement The mechanism for the Deliver-or-Pay concept
will be determuned 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 behalf of
GANOPE 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
13 entitled hereunder shall be wvalued by GANOPE and
CONTRACTOR at "Market Price" for each calendar
(uarter.

(11) "Market Price" shall mean the weighted average prices
realized from sales by GANOPE or CONTRACTOR
curing the quarter, whichever 1s higher, provided that the
sales to be used 1 armving at the weighted average(s) shall
be sales of comparable quantities on comparable credit
terms 1n freely convertible currency from F.O.B. point of
expart sales to non-affiliated companies at arm’s length
under all Crude O1l sales contracts then i effect, but
excluding Crude O1l sales contracts 1nvolving barter, and

(1) Sales, whether direct or incirect, through brokers or
otherwise, of GANOPE or CONTRACTOR to any
Affiliated Company.
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(2)  Sales mvolving a quud pro quo other than pavment
im a freely convertible curency or  motivated in
whole or 1 part by considerations other than the
usual economuc Incentives for commercial arm’s
length crude ol sales.

(1) It1s understood that in the case of “CC.LF." sales, appropriate

deductions shall be made tor transport and msurance
charges to caleulate the F.O.B. pomt of export price; and
always taking 1mto account the appropuate adpustment for
quality of Ciude Onl., freight advantage or disadvantage ot
port of loading and other appropnate adjstiments. Marlket
Price shall be deternmuned separately tor each Ciide O1l or
Crude O1l mix, and tor each port of loading.

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

GANOPE andior CONTRACTOR under the Ciude Onl
sales confracts m etfect, GANOPE and CONTRACTOR
shall mutnally agree upon the Matket Price of the banel
of Crude O1l to be used tor such quarter, and shall be
oucded by all relevant and available evidence including
curtent prices - figcely convertible cunrency ot leading
ciude ols produced by major o1l producing countries (in
the Arabian Gultf or the Mediterransan Area). wluch are
regulatly seld in the open maiket according to actual sales
contracts tetms but excluding paper sales and sales
promises where no crude o1l 15 delivered. to the extent that
such sales are etfected under such terms and conditions
(excluding the price) not sigmticantly ditferent  from
those wnder wluch the crude o1l to be valued, was sold.
and  alwavs  takig  nto  consideration  appropriate
adjustments for crude ol quality,  freight advantage o
chsadvantage of port of loading and other appropriate
adjustments, as the case may be, tor differences i gravity,
sulplnn, and other tactors generally recogiized by sellers
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and purchasers, as reflected m crude prices, transportation
ninety (90) davs mswance premiums, unusual fees borne
by the seller, and for credit terms 1 excess of sixty (60)
davs, and the cost of loans or guarantees granted for the
benefit of the sellers at prevailing interest rates.

It 15 the mtent of the Parties that the value of the Cost
Recovery Crude Onl shall reflect the prevailing marlket
price tor such Crude Onl.

(v) It either GANOPE or CONTRACTOR constders that the

Market Price as deternuned under sub-paragraph (i1)
above does not reflect the prevailing Market Price or in
the event GANOPE and CONTRACTOR fail to agree on
Maiket 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 time
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 Marlket Price
for the Crude O1l 1n question. The arbitrator shall make his
determunation as soon as possible tollowing the quarter in
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 GANOPE and CONTRACTOR fail to agree
on the arbitrator within thinty (30) days from the date any
party notifies the other that 1t has decided to subnut the
deternunation of the Matket Price to an arbitrator, such
artbitrator shall be chosen by the apponting authonty
designated 1 accordance with Article XXIV (&), ar such
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other appointing anthonty with access to such expertise as
may be agreed to between GANOPE and CONTRACTOR,
with regard to the qualifications for arbitrators  set torth
below, upon wiitten application of one or both ot
GANOPE and CONTRACTOR. Copy of such application
by one of them shall be promptly sent to the other.

The atbatrator shall be as nearly as possible a person with
an established reputation m the wnternational petroleum
industry as an expert i pricing and marketing crude o1l 1n
mternational conunerce. The arbitrator shall not be a
citizen of a country wlhich does not have diplomatic
relations with any party of this Agreement He mayv not be,
at the tune of selection. emploved by. or an arbittator or
consultant on a conttnumg or frequent basis to, the
American Petroleum  Institute, the Orgamzation of the
Petroleum Exporting Countries or the Orgamzation of
Arab Petroleum Exporting Countries, or a consultant on a
contimuing basis to GANOPE, CONTRACTOR or an
Affiliated Company of either, but past occasional
consultation with such compames, with other petroleum
compalles, govermmnental agencles or organizations shall
not be a ground tor disqualification. He mav not have
been., at any tunme dumg the two (2) vears betore selection.
an emplovee of any petroleum company or of any
governmental agency or organization

Should a selected person decline or be unable to serve as
atbitrator o1 should the position of  arbitrator tall vacant
prior to the decision called tor, another person shall be
chosen 1n the same manmner provided in this paragraph
GANOPE and CONTRACTOR shall share equally the
expenses of the arbitrator.
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The arbitrator shall malke Ins deternunmation i accordance

evidence available to lum. He will review al sales
contracts as well as other sales data and intormation but
shall be fiee to evaluate the extent to which any confracts,
data  or information 15 substantiated or  pertinent.
Representatives of GANOPE and CONTRACTOR  shall
have the nght to consult with the arbitrator and turmsh
him written materials provided the arbitrator mav mmpose
reasonable  Intattons on thus nght. GANOPE  and
CONTRACTOR each shall cooperate with the arbitrator
to the fullest extent and each shall 1swe such
cooperation of 1ts trading compames. The arbitrator shall
be provided access to crude o1l sales contracts and r1elated
data and mtormation which GANOPE and CONTRACTOR
or then trading companies are able to make available and
which 1 the judgment of the arbitrator nmught awd the
atbitrator 1 making a valid deternunation.

(v1) Pending Market Price agreement by GANOPE and

CONTRACTOR or determination by the arbitrator, as
applicable, the Matket Puce agreed tor the quaiter
precechng the quarter i question shall remain temporanly
i ettect. In the event either GANOPE or CONTRACTOR
should mcur a Lloss by virtue of the temporary continmation
of the Market Price of the previous quaiter. it shall
promptly be remmbwrsed such loss by the other party plus
simple 1nterest at the LIBOR plus two and one-halt
percent (2.5%) per anmm r1ate provided for i Aaticle TV
(1) from the date on wlich the disputed amount(s) should
have been paid to the date of pavment.



Yoo i Ty YA B () YO sl - Lau Jlii b AA

: (LPG) Jd! Jo i i 9 jt (V)
iy s g il L) LSy G sl il SN " -
(oadly Logias) JoLally o pior oyt 5L o Wil Lide ol 5 gl
rluu*,‘..,&,d_,m () Fagbodl 3Ll T, (,,.u (b Lptiay) Ogior cpuis
siad ) sl L3 Dol i s dedie G 2 iy 5 205

ity ol il

S 315 s Toldh) (LPG) Il Ja ! 5 paas bio o s —
il o) Jolilly ooyt 1 g st o 3 ¢ 51 S 0 Lol gyl
Jasdl 5 Jane 2ol il dice 5L a5 Sl pld Hatlly 3y ¢ Lagis
Jolilly o g i o Lo 1) LU slaall W5 ¢ S WT (LPG) Judl
(el O e

2@ A0 =00 d

Tl Mitss 5y gy 3mna) (LPG) St Jp ol 58 oaw = 5 0§
sl SLY I Ol Vs Lagie g b JSI (3L mmdls Ol -4
AS, A

e Ll Ll JL’“‘"‘\JI cret e od] Bl Ul r‘sﬂ' byin = SR 4
1S o1 Bl O SN ¢ g2 b JSI el 5,28 g
5 o Ul N 5 g it i I a5 s >
S () KB g s 50 el 0t el) Tl
e gl sudl o2 Ex-Ref /Stor , Sl folas <sled pts



AQ

Yo 8 di L VA () Y0 sl = Loa 5y

(2) Gasand LPG

(1)

The Cost Recovery and Production Shares of Gas, which 1s
disposed of for local market, according to a Gas Sales
Agreement between GANOPE and CONTRACTOR (as
sellers) and GANOPE (as buver) entered into pursuant to
Article VII(e) shall be valued, delivered to and purchased at a
price, which should be agreed upon between GANOPE and
CONTRACTOR before the final signature of the relating

development lease.

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

PLPG = {.95PR

Where

PLPG = LPG price (separately deternuned for Propane and

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

PR = The average over a pertod of a month of the figures

representing the nud-point between the hugh and low
prices 1n U.S. Dollars per metiic ton quoted in
"Platt’s LPGaswire" dwing such month for Propane

and Butane FOB Ex-Ret/Stor, West Mediterranean.
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(d)

[ the event that "Platt’s LPGaswue" 15 1ssued on certain davs
durng a month but not on others, the wvalue of (PR) shall be
calculated using only those 1ssues which are published during
siich month. In the event that the value of (PR) cannot be
determined because "Platt’s LPGaswire"” 13 not published at all
durmg a month, GANOPE and CONTRACTOR shall meet
and agree to the value of (PR) by reference to other published
sources. In the event that there are no such other published
sources o1 1t the value of (PR) cannot be deternuned pursuant
fo the foregomg ftor any other reason. GANOPE and
CONTRACTOR shall meet and agree the value of (PR) by
1eterence to the value of LPG (Propane and Butane) deliverad
FOB trom the Mediterransan Area.

Such valuation of LPG 15 based upon delivery at the dehivery
point specitied i Article VII (&) (2) (1),

(1) The prices of Gas and LPG so calculated shall apply dwring
the same month.

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

(v) IN CASE GAS IS DISPOSED FOR EXPORT BY GANOPE
AND CONTRACTOR TO A THIRD PARTY . PURSUANT
TO ARTICLE (7). then the Cost Recovery Gas and the
Production Shares of such (Gas shall be valued according to the
netback pricing.

Forecasts:

Operating Company shall prepare (not less than mnety (940) days

prior to the begimng of each calendar semester tollowmg st

tegular production) and turnish i wnting to CONTRACTOR  and

GANOPE a forecast setting out a total quanfity of Petroleum that

Operating  Company  estinates can be  produced. saved and

transported hereunder duting such calendar semester 1 accordance

with good o1l and gas mdustry practices.
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Operating Company  shall endeavor to produce each calendar

semester the torecast quantity. The Crude Oil shall be nmn  to

storage tanks or offshore loading tacilities constiucted, maintamed
and operated accarding to GOVERNMENT Regulations, by

Operating Company in which said Ciade Oil shall be metered o

otherwise measured for rovalty, and other purposes requured by thas

Agreement.  Gas shall be handled by Operating Company 1n

accordance with the provisions of Article VII (&) .

Disposition of Petroleum:

(1) GANOPE and CONTRACTOR shall have the night and the
obligation to separately take and freely export or otherwise
dispose of, cwurently  all of the Crude Ol to which each 1s
entitled under  Aaticle VII (a) and (b). Subject to paviment of
simns due to GANOPE under Article VII (a) (2) and Article
[X, CONTRACTOR shall have the right to renut and retain
abroad all tunds acquured by 1t mncluding the proceeds trom the
sale of 1ts share of Petroleum
Notwithstanding anything to the contrary under tlus
Agreement. priortty shall be given to meet the requurements
of the ARE market trom CONTRACTOR’s share under
Article VII (a) & (b) of the Cimde Onl produced from the Area
and GANOPE shall have the preterential nght to purchase
such Ciade Onl at a price to be deternmned pursuant to Article
VII (¢). The amount of Crude Oil so purchased shall be a
partion of CONTRACTOR s share under Article VII (a) & (b).
Such amount shall be proportional to CONTRACTOR s share
of the total production of crude o1l trom the concession areas
i the A RE. that are also subject to GANOPE s preterential
r1ght to pwchase. The pavment for such purchased amount
shall be made by GANOPE in U.S. Dollars or in any other fieely
convertible currency remuttable by CONTRACTOR abroad
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[t 15 agreed upon that GANOPE shall notity CONTRACTCOR.

at  least ftortv-five (43) davs prior to the begiuwung of the

Calendar Semester, of the amount to be purchased during such

semester under tlus Article VII (2) (1).

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

(1) Prionity shall be given to meet the requurements of the local
matket as deternuned by GANOPE. In case of
unavallability of local market. GANOPE o GANOPE
and CONTRACTOR shall be entitled to expart the Gas in
the following manner

- In case contractor elects to dispose 1ts production share of
Gas or LPG by himselt either tor the local market or for
Expart. The CONTRACTOR should have the ARE
competent authorities™ approval.

- In case GANOPE and CONTRACTOR agres on exporting
(as or LPG together. they should have the ARE
competent authonties” approval on the exporting Gas
price and the Gas quantities allocated tor expont.

(11) In the event that GANOPE or EGPC or EGAS 15 to be
the buver of Gas, the disposition of Gas to the local
matlkets as icheated above shall be by virtue of long term
Gas Sales Agreements to be entered 1mto between
GANOPE  and CONTRACTOR (as  sellers)  and
GANOPE or EGPC or EGAS (as buyer).

GANOPE and CONTRACTOR (as sellers) shall have the

obhgation to deliver Gas to the tollowing pomt where

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

(a) In the event no LPG plant 15 constiucted to process
such Gas. the delivery point shall be at the tlange
connecting the Lease pipeline to the nearest point
on the  National Gas Pipeline Grid System as
depicted 1 Amex "F" hereto, or as otherwise
agreed by GANOPE and CONTRACTOR.
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(b) In the event an LPG plant 15 constructed to process
such Gas, such Gas shall, for the purposes of
valuation and sales, be metered at the mlet to such
LPG Plant. However, notwithstanding the fact that
the metering shall take place at the LPG Plant
inlet, CONTRACTOR shall through the Operating
Company bwld a pipeline swtable for transport of
the processed Gas from the LPG Plant outlet to the
nearest point on the National Gas Pipeline Giid
System as  depicted 1 Annex "F" hereto, or
otherwise agreed by GANOPE and CONTRACTOR.
Such pipeline shall be owned in accordance with
Article VIII (a) by GANOPE, and its cost shall be
financed and recovered by CONTRACTOR as

Development Expenditires pursuant to Article VIL

(111) GANOPE and CONTRACTOR shall consult together to
determine whether to build an LPG plant for recovering
LPG from any Gas produced hereunder. In the event
GANOPE and CONTRACTOR decide to buld such a
plant, the plant shall, as 13 appropriate, be m the vicinity
of the pomnt of delivery as deternuned 1 Article II and
Article VII(e)2(11). The delivery of LPG for, rovalty and
other purposes required by this Agreement shall be at the
outlet of the LPG plant. The costs of any such LPG plant
shall be recoverable i accordance with the provisions of
this Agreement unless the Minister of Petrolemm agrees

to accelerated recovery.
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(1v) GANOPE or EGPC or EGAS (as buver) shall have the

Provided that:

option to elect, by mnety (90) days prior wiitten notice to
GANOPE and CONTRACTOR (as sellers), whether
paviment tor the Gas which 1s subject to a Gas Sales
Agreement between GANOPE and CONTRACTOR (as
sellers) and GANOPE o EGPC o1 EGAS (as buyer) and
LPG produced from a plant constiucted and operatad by
o1 on behalt of GANOPE and CONTRACTOR, as valued
i accordance with Article VII (¢), and to wluch
CONTRACTOR 15 entitled under  the Cost  Recovery
and  Production  Sharing provisions of  Article VII of
this Agreement, shall be made (1) 1n cash or (2) m kind.
Pavments in cash shall be made by GANOPE or EGPC or
EGAS (as buver) at mtervals  provided for m the
relevant Gas Sales Agreement 1 U.S. Dollars, renuttable
by CONTRACTOR abroead.

Pavments 1 kind shall be calculated by converting the
value of Gas and LPG to which CONTRACTOR 13
entitled mnto equuvalent barrels of Ciude Ol to  be taken
concurently by CONTRACTOR from the Area. or to the
axtent that such Crude O1l 15 mnsutticient, Crude O1l trom
CONTRACTOR s other  concession areas or such other
areas as may be agread Such Crude O1l shall be added to
the Crude O1l that CONTRACTOR 15 otherwise entitled
to Iift under this Agreement. Such equuvalent barrels shall
be calculated on the basis of the provisions of Article VII
(¢) relating to the valuation of Clost Recovery Crude Ol

(aa) Pavment ot the value of Gas and LPG shall always
be made m cash in U.S Dollars remittable by
CONTRACTOR abroad to the extent that there 1s
insutficient Crude O1l  available for conversion as
provided tor above.
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(bb) Pavment of the value of Gas and LPG shall alwavs
be made 111 kid as provided for above to the extent
that paviments 1n cash are not made by GANOPE.
Pavments to CONTRACTOR (whether 1 cash or
kind), when related to CONTRACTOR's Cost
Recovery  Petioleum, shall  be  wmcluded in
CONTRACTOR s Statement of Recovery of Costs
and of Cost Recovery Petroleum reteired to in
Article IV of Annex "E" of tlus Agreement.

(v) Should GANOPE or EGPC or EGAS (as buver) tail to
enter mte a long-term Gas Sales Agreement with GANOPE
and CONTRACTOR (as sellers) within tour (4) vears
from a notice of Cormumercial Gas Discovery pursuant to
Article III. GANOPE and CONTRACTOR shall have
the night to take and treely dispose of the quantity of Gas
and LPG 1n respect of which the notice of Commercial
Discovery 1s given by exporting such Gas and LPG.

(v1) The proceeds of sale of CONTRACTOR's share of Gas
and LPG disposed of pursuant to the above sub-paragraph
(v) may be fireely renmtted or retained abroad by
CONTRACTOR.

(vi1) In the event GANOPE and CONTRACTOR agree to
accept new Gas and LPG producers to join in an ongomg
expolt project, such producers shall have to contribute a
fair and equitable share of the investment made.

(v111) (aa) Upon the expiration of the fowr (4) vears period reterred
to 1 Article VII (2) (2) (v). CONTRACTOR shall
have the obligation to exert its reasonable etfoits to
find an export market for Gas reserves.

(bb) In the event at the end of the tow (4) vears period
referred  to under  Aaticle VII (&) (2)  (v).
CONTRACTOR and GANOPE have not entered
1to a Gas Sales Agreament, CONTRACTOR shall
retamn 1ts 1ights to such Gas reserves for a further
period of up to tour (4) vears, subject to Article VII
() (2) (van(ce). durmng which pernod GANOPE
shall attempt to tmd a market tor Gas reserves.
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(cc) In the event that CONTRACTOR 15 not exporting
the Gas and CONTRACTOR has not entered into a
Gas Sales Agreement pursuant to Article VII (e) (2)
prior to the expny of eight (8) vears from
CONTRACTOR s notice of Commercial  Gas
Discovery, CONTRACTOR shall smrender the Gas
reserves 1 respect of which such notice has been
given, It bemg understood that CONTRACTOR
shall, at any tume prior to the expuy of such eight
(8) yvears pertod, smrender  the  Gas reserves, if
CONTRACTOR 15 not exporting the Gas and
CONTRACTOR  does not accept an offer of a Gas
Sales Agreement from GANOPE within six (6)
months from the date such otfer 15 made provided
that the Gas Sales Agreement offered to
CONTRACTOR shall take mto consideration the
relevant tecluucal and economic factors to enable a
cominercial contract ieluding -

- A sufficient delivery rate.

- Delivery pressurs to enter the National Gas Pipeline
G System at the pomnt of delivery.

- Delivered Gas quality specifications not moie stingent
than those mposed or requured for the National Gas
Pipeline Giid System.

- The Gas prices as specified 1 the Gas Sales
Agleement

(dc)y I the event that CONTRACTOR has not entered
1to a Gas Sales Agreement pursuant to Aiticle VII
(2) (2)or otherwise found an acceptable scheme tor
commercial chisposal of such Gas, at the tume of the
expiration of erght (8) vears trom CONTRACTOR s
notice of Commercial Discovery of Gas o falling
agieement with GANOPE on gas disposal at the
expiration of eight (8) vears, CONTRACTOR shall
sirendear to GANOPE such Development Lease (5)
1 which Gas discovery 1s made.
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(g)

(1x) CONTRACTOR shall not be obligated to swrender a

Development Lease Dbased on a Commercial Gas
Discovery, 1f Crude Oi1l has been discovered in
commercial quantities m the same Development Lease.

Operations:

It following the reversion to GANOPE of any nghts to Ciude Oil
hereunder, CONTRACTOR retamns nghts to Gas i the same
Development Lease, or

if, following surrender of rights to Gas hereunder, CONTRACTOR
retams nghts to Crude Oil 1 the same Development Lease,
operations to explore for or exploit the Petroleum, the rights to
which have reverted or been swrendered (Oil or Gas as the case
may be) may only be carned out by Operating Company which
shall act on behalf of GANOPE alone, unless CONTRACTOR and
GANOPE agree otherwise.

Tanker Scheduling:

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

ARTICLE VIII
TITLE TO ASSETS

(a) GANOPE 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 carried out by

CONTRACTOR or Operating Company in accordance with the

following:

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

purchased.
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(2) Title to fixed and movable assets shall be transterred
automatically and gradually from CONTRACTOR to GANOPE
as they become subject to recovery in accordance with the
provisions of Article VII, however the full title to fixed and
movable assets shall be transferred — automatically from
CONTRACTOR to GANOPE when 1ts total cost has been
recovered by CONTRACTOR in accordance with the
provisions of Article VII or at the time of ternunation of this
Agreement with respect to all assets chargeable to the

operations whether recovered or not, whichever first occurs.

The book wvalue of the assets created duning each calendar
quarter shall be comnminicated by CONTRACTOR to GANOPE
ar by Operating Company to GANOPE and CONTRACTOR

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

(b) During the term of this Agreement and the renewal pertiod GANOPE,
CONTRACTOR and Operating Company are enfitled to the full use
and emovment of all fixed and movable assets referred to above 1n
connection with operations hereunder or under any other Petroleum
concession agreement entered into by the Parties. Proper accounting
adjustment shall be made. CONTRACTOR and GANOPE shall not

dispose of the same except with agreement of the other.

(¢c) CONTRACTOR and Operating Company may freely import into the
ARE. use therein and freely 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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ARTICLE IX
BONUSES

(a) CONTRACTOR shall pay to GANOPE as a signature bonus the sum

Effective Date.

(b) CONTRACTOR shall pay to GANOPE as a bonus the sum of § two
the five (5) vears extension period pursuant to Article III paragraph
() (111) (bL) .

(¢c) Contractor shall pay to Ganope, one day prior the government’s
approval ten percent (10%) from the net assignment deal value 1n
which assignment request was accepted after Commercial
Discovery. Contractor shall be exempted from such payvment with

respect to an assignment to an atfiliated company.

(d) Contractor shall pay to GANOPE in each financial vear the sum of
$ 100,000 One Hundred thousand Umted States Dollars for traming
purposes and 1 accordance with the provisions of Art. XVII (d)
below.

(¢ ) PRODUCTION BONUS :

1. CONTRACTOR shall pay to GANOPE the sum of (one nullion)
U.S. Dollars ($1.000.000) as a production bonus when the daily
production rate  from the Area first reaches the rate of five
thousand (3004) Bairels of ol per day or Equvalent. Payvment

will be made within fifteen (13) days thereatfter.
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2. CONTRACTOR shall pay to GANOPE the sum of {two nullion)
production rate  from the Area first reaches the rate of equal to or
more than ten Thousand (10000) Bamels of ol per day or
Equvalent. Pavment will be made witlun fifteen (15) davs

thereatter,

(f) All the above mentioned bonuses shall 1in no event be recovered by
CONTRACTOR In the event that GANOPE elects to develop any
part of the Area pursuant to the sole sk provisions of Article III (¢)
(IV), production from such sole risk area shall be considered for the
purposes of tlhus Article IX only 1f CONTRACTOR exercises its
option to share 1n such production, and only from the mutial date of

sharing.

(g) Gas shall be taken into account tor purposes of deternuning the total
average daily production from the Area under Article IX (e) by
converting daily Gas delivered into equuvalent barrels of daily Crude

Ol production in accordance with the following fornla:
MSCF x H x{.167 = equivalent barrels of Crude Onl
where
MSCF = one thousand Standard Cubic Feet of Gas.

H = the number of million British Thermal Umts (BTU s

per MSCEF).
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ARTICLE X
OFFICE AND SERVICE OF NOTICES

CONTRACTOR shall mamtain an office in A .R.E. at which notices shall

be validly served.

The General Manager and Deputy General Manager shall be entrusted by
CONTRACTOR  with sufficient power to carry out 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
i contlict with this Agreement shall apply to the duties and activities of

the General Manager and Deputy General Manager.

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

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

him by registered mail at GANOPE s main office in Catro.
ARTICLE XI
SAVING OF PETROLEUM AND PREVENTION OF LOSS

(a) Operating Company shall take all proper measures, according to
generally accepted methods m use 1 the o1l and gas dustry to
prevent loss or waste of Petrolem above or under the ground m any
form durng drlling, producing, gathering, and distubuting or
storage operations. The GOVERNMENT has the nght to prevent
any operation on any well that 1t mught reasonably expect would

result in loss or damage to the well or the O1l or Gas field.
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(b)

()

(&)

(1)

(a)

Upon completion of the dulling of a productive well, Operating
Company shall imtorm the GOVERNMENT or 1ts representative of
the ttime when the well will be tested and the production rate
ascartarned.

Except 1n wnstances where multiple producing formations i the
same well can only be produced economucally thiough a single
tubing stiing, Petrolenm shall not be produced from multiple ol
bearing zones through one sting of tubing at the same tune, except
with the prior approval of the GOVERNMENT or 1ts 1epresentative,
which shall not be wmreasonably withheld

Operating Company shall record data 1regarding the quantities of
Petrolenm and water produced monthly from each Development
Lease. Such data shall be sent to the GOVERNMENT or its
1epresentative on the special torms provided for that purpose within
thirty (30) davs after the data are obtained. Daily or weekly statistics
regarding the production from the Area shall be available at all
reasonable tunes tor exanunation by authonzed representatives ot
the GOVERNMENT.

Daily deilhng records and the grapluc logs of wells must show the
quantity and type of ceament and the amount of any other matenals
used in the well tor the purpose of protecting Petroleum, zas bearing
o1 fresh water strata,

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

ARTICLE XII
CUSTOMS EXEMPTIONS

GANOPE, CONTRACTOR., and Operating Company shall be
permitted to import and shall be exempted from customs duties. any
taxes, levies or fees (including fees imposed by Mimsterial Decision
No. 254 of 1993 1ssued by the Muuster of Finance, as now oo
hereatter amended or substituted) of any nature and trom the
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(b)

importation 1ules with respect to the mmportation of machinery,
aqquupinent. apphiances, matenials, items. means of transpoit and
transportation (the exemption from taxes and duties for cars shall
only apply to cars to be used in operations), electric appliances, au
concittoners tor offices. field housing and tacilities, electronic
appliances, computer hardware and sottware, as well as spare paits
requured for any of the mmported ttems, all subyect to a duly approved
certificate 1ssued by the responsible representative nommnated by
GANOPE tor such purpose, wluch states that the mmported items are
requued tor conducting the operations parsnant to this Agreement.
such certificate shall be final and binding and shall automatically
result 1 the mnportation and the exemption without any tther
approval, delay or procedne.

Machinery, equipment., appliances and means of transport and

transportation 1mpotted by GANOPE s, CONTRACTOR s and
Operating Company s contractors and sub-contractors  temporanly
engaged 1 any activity pursuant to the operations which are the

subject of tlus Agreement. shall be cleared under the "Temporary

Release System” without pavment of customs duties, any taxes,

levies or fees (mcluding tees imposed by Minmsterial Decision No.

2534 of 1993 133ued by the Minister of Finance, as now o1 hereatter

amended or substituted) of any nature upon presentation of a duly

approved certificate  1ssued by an  GANOPE  responsible

representative nonunated by GANOPE tor such pupose  winch

states, that the mmported items are requued tor conducting the

operattons pursuant to thus Agreement. Items (excluding cars not to

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

GANOPE's, CONTRACTOR's  and  Operating  Company’s
contractors  and sub-contractors  for the aforesaid operations, in

order to be installed o1 used permanently or consumed shall meet the

conditions for exemption set torth m Article XII (a) atter being duly

certified by an GANOPE responsible representative to be used tor

conducting operations pursuant to this Agreement.
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(¢) The expatiate 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
charges except withun the linuts of the provisions of the laws and
regulations applicable m the AR E. However, personal household
goods and furmtore (ncluding one (1) car) tor each expatiate
emplovee of CONTRACTOR andior Operating company shall be
cleared under the "Temporary Release System” (without paviment of
any customs duties and other ancillary taxes) upon presentation of a
letter to the appropriate customs authonties by CONTRACTOR or
Operating  Company  approved by an GANOPE 1esponsible
representative that the mmported 1tems are umported far the sole use
of the expatiiate emplovee and lus  tanuly, and that such imported
1tems shall be re-exported outside the A R.E. upon the repatuation ot
the concerned expatriate employee,

(d) Items mmported mto the A R E. whether exempt or not exempt from
customs duties and other ancillary taxes and chaiges hereunder, mav
be exported by the wmporting party at any tune atter obtaiung
GANOPE s approval, which approval shall not be wweasonably
withheld, without any expoirt duties, taxes or charges or any taxes o
charges from which such ttems have been alhieady exempt. being
applicable. Such ttems mayv be sold witlhun the A R E. after obtammng
the approval of GANOPE wluch approval shall not be unreasonably
withheld. In tlus event. the purchaser of such items shall pay all
applicable customs duties and other ancillary taxes and charges
according to the condhtion and value of such items and the tantt
applicable on the date of sale, unless such 1items have already
been sold to an Affiliated Company of CONTRACTOR, 1f any, o
GANOPE, having the same exemption. or unless title to such 1tems

(excluding cars not used 1n operations) has passed to GANOPE.
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(e)

[n the event of any such sale under this patagraph (d). the proceads
from such sale shall be divided i the following manner:
CONTRACTOR  shall be enfitled to reimbusement of its
unrecovered cost, if any, 1 such items and the excess. 1t any. shall
be pard to GANOPE.

The exemption provided tor i Article XII (a) shall not apply to
any lmported items when items of the same o substantially the same
kind  and  quality  are  manufactmed  locally meeting
CONTRACTOR s andior Operating Company s specifications for
quality and safety and are available for timely purchase and delivery
11 the A R E. at a price not higher than ten percent (10%) of the cost
of the mmported 1tem, before customs duties but after freight and
1nswance costs, 1f any, have been addead.

() CONTRACTOR, GANOPE and thew respective buvers shall have the

(a)

1ght to freely expat the Petroleum produced from the Area
pursuant to thus Agreement; no license shall be requured, and such
petroleum shall be exempted from any customs duties, any taxes.
levies or any other mposts 1 respect of the export of Petioleum
hereunder.

ARTICLE XIII

BOOKS OF ACCOUNT : ACCOUNTING AND PAYMENTS

GANOPE, CONTRACTOR and Operating Company shall each
matntam at then business offices 1n the A R.E. books of account., i
accordance with the Accounting Procedwe in Annex "E" and
accepted accounting practices generally used i the petrolenm
industry, and such other books and records as may be necessary to
show the woik performed under this Agreement. imcluding the
amount and value ot all Petroleum produced and saved hereunder,
CONTRACTOR and Operating Company shall lkeep their books of
account and accounting records 1 United States Dollars.
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Operating Company shall furnish to the GOVERNMENT or its
representatives monthly returns showimg the amount of  Petrolenm
prochuced and saved hereunder. Such retuins shall be prepared m the
torm requued by the GOVERNMENT, or 1ts  representative and
shall be signed by the General Manager o by the Deputy General
Manager or a duly designated deputy and delivered to the
GOVERNMENT or 1ts representative within  tharty (3() davs after
the end of the month covered in the retuin

(b) The atoresatd books of account and other books and records reterred

(C)

to above shall be available at all reasonable times tor mspaction by
duly authonized representatives of the GOVERNMENT.
CONTRACTOR shall subnut to GANOPE a Profit and Loss
Statement of 1ts Tax Year not later than tour (4) months atter the
comimencement of the tollowing Tax Year to show its net profit o
loss from the Petrolewun operations under this Agreement for such
Tax Year.
CONTRACTOR shall at the same tune subnut a vear-end Balance
Sheet tor the same Tax Year to GANOPE. The Balance Sheet and
financial statements shall be certified by an Egvptian certified
accounting tirm.
ARTICLE XIV
RECORDS, REPORTS AND INSPECTION

(a) CONTRACTOR andfor Operating Company shall prepare and. at all

times while this Agreement 15 1 force, maintain  accwate and
curtent records of its operations in the Area. CONTRACTOR and/or
Operating Company  shall tormsh the GOVERNMENT or 1ts
representative, i contornuty with applicable regulations or as the
GOVERNMENT or 1ts  representative mayv reasonably  require
1formation and data concerning its operattons under this Agreement.
Operating Company will perform the tunctions indicated i thus
Article XIV m accordance with its role as specttied in Article VL
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(b)

(c)

()

(e)

CONTRACTOR and/or Operating Company shall save and keep
tor a reasonable pertod of tume a representative portion ot each
sample of cores and cuttings talken trom dulhng wells, to be
disposed of, or fowarded to the GOVERNMENT or 1its
representative m the manner diected by the GOVERNMENT. All
samples acquired by CONTRACTOR andior Operating Company
tor thenr own puarposes shall be considered available for inspection at
any reasonable time by the GOVERNMENT or 1ts representatives.

Unless otherwise agreed to by GANOPE, 1n case of exporting any
rock samples outside A R.E | samples equuvalent 1 size and quality
shall, betore such exportation, be delivered to GANOPE as
1epresentative of the GOVERNMENT.

Onginals of records can only be exported with the pernussion of
GANOPE provided, however, that magnetic tapes and any other
data which must be processed or analyzed outside the A R E. may
be exported 1f a monttor or a comparable record, 1f avalable, 1s
matntamed m the AR E. and provided that such expoits shall be
repatriated to A R E. promptly tollowing such processing o1 analvsis
on the understanding that they belong to GANOPE.

Dwring the pertod CONTRACTOR 13 conducting the Exploration
operattons,  GANOPE's  duly  authonzed  representatives oo
emplovees shall have the night to tull and complete access to the
Area at all reasonable tumes with the nght to observe the operations
bewng conchicted and to mspect all assets. records and data kept by
CONTRACTOR. GANOPE s 1epresentative, m exercising its rights
under the preceding sentence of thus paragraph (2), shall not intertere
with CONTRACTOR s operations. CONTRACTOR shall provide
GANOPE with copies of any and  all  data (ncluding. but  not
limmted  to, geological and geophysical reports, logs and well
smveys) intformation and mterpretatton of such data, and other
intormation in CONTRACTOR s possession.
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For the purpose of obtaming new offers, the GOVERNMENT and/or
GANOPE may, after the end of the Exploration penod or the date ot
termination of thns Agrecment. wlnchever 15 the earhier, show any other
party wunterpretad basic geophysical and geological data with respect to
the Area wluch CONTRACTOR has relinquished.

ARTICLE XV
RESPONSIBILITY FOR DAMAGES

CONTRACTOR shall entiely and solely be responsible i law toward
third parties for any damage caused by CONTRACTOR s Exploration
and shall indemmiy the GOVERNMENT and:or GANOPE against all
damages tor wluch they may be held liable on account of any such
operations. CONTRACTOR should respect and adhere to all conrent and
futwe laws and decrees of envuomment and antiquuties 1ssued and
applied 1 Arab Republic of Egypt.

However, 1n the event that any damage results as a consequence of the
1ssuance of any order, regulation or dwection of the GOVERNMENT of
the A R E. whether promulgated 1 the form of a law o1 otherwise, then
GANOPE  andior CONTRACTOR  shall be exempted from  the
responsibility  resulting from the non- pertormance or delay in
performance of any obligation under tlns Agreement as long as such
non- performance or delay m pertormance 15 arsing out of the 1ssuance
of such orders. regulations or laws within the hinuts mmposed by such
orders. regulations or laws, GANOPE and 7 or CONTRACTOR shall be
granted the necessary pertod for the restoration of any damage resulting
from the non- pertormance or the delav in performance, provided that
such grantad period shall be added to the term of the relevant perod of
this Agreement at that tune and shall be restncted to the Block(s)
affected by such orders, regulations or laws and shall not exceed the

period of delay reterred to above,
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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
conducted thereon Such representatives mav examine the books,
registers and records of GANOPE., CONTRACTOR and Operating
Company and make a reasonable munber of surveys, drawings and tests
tor the purpose of entorcing this Agmreement. They shall, for this papose,
be entitled to make reasonable use of the machinery and mstiuments of
CONTRACTOR o1 Operating Company on the condition that no danger
or mmpedimeant to the  operattions hereunder shall anse duoectly on
inchrectly from such use. Such representatives shall be given reasonable
assistance by the agents and employvees of CONTRACTOR a1 Operating
Company so  that none of the actrvities shall endanger or lunder the
satety  or ethiciency of the operations. CONTRACTOR or Operating
Company shall offer such representatives all prvileges and facilities
accorded to 1ts own emplovees in the field and shall provide them, tree of
charge. the use of reasonable otfice space and of adequately turmshed
housing while theyv are 1n the field for the purpose ot tacilitating the
objectives of this Article. Without premdice to Article XIV (e) any and
all mformation obtamed by the GOVERNMENT or its representatives
under this Article XV shall be kept confidential with respect to the Area.

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

(a) It 15 the desire of GANOPE and CONTRACTOR that operations
hereunder be conducted 1n a business-like and etficient manner:

(1) The expatriate admumstrative, protessional and teclumcal
personnel  employved by CONTRACTOR o1  Operating
Clompany and the personnel of 1ts contractors for the conduct of
the operations hereunder, shall be granted a residence as
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provided tor m Law No. 89 of 196{ as amended and Ministerial
Order No, 8180 of 1996 as  amended, and CONTRACTOR
aglees that all umnugration, passport, visa and emplovinent
regulations of the ARE.. shall bz applicable to all alien
emplovees of CONTRACTOR working inthe ARE.

(2) A mummum of twenty-five percent (25%) of the combimed
salarles and wages of each of the expatnate admumustrative,
protessional  and  techmical  personnel  emploved by
CONTRACTOR or Operating Company shall be paid monthly
i Egyptian Currency .

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

(¢) CONTRACTOR., shall after consultation with GANOPE. prepare and
carry out specialized traunmng programs tor all 1ts A RE. emplovees
engaged 1 operations hereunder with respect to applicable aspects
of the petroleum industiy. CONTRACTOR and Operating Company
undertake to replace gradually their non-executive expatriate statf by
qualitied naticnals as they are available,

() Duning anyv of the Exploration phases and extensions 1f any,
CONTRACTOR shall give mutually agreed munbers  of GANOPE
employees  an  opportunty  to attend  and  participate in
CONTRACTOR s and CONTRACTOR's Affiliated Companes
traming  programs  relating  to Exploratton and  Development
operations. In the event that the total cost of such programs 15 less
than § One Hundred Thousand Umnted States Dollars(1{H.000)
any Financial Year durnng such period, CONTRACTOR shall pay
GANOPE the amount ot the shorttall within thuty (30) davs
tollowing the end of such Financial Year However, GANOPE shall
have the night that said amount 100.000 § One Hundred thousand
U.S. Dollars United States Dollars allocated for training. be paid
directly to GANOPE tor such purpose.
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ARTICLE XVIII
LAWS AND REGULATIONS

(a) CONTRACTOR and Operating Company shall be subject to Law

No. 66 of 1953 {excluding Article 37 thereot) as amended by Law
No. 86 of 1936 and the regulations 1ssued for the 1mplementation
thereof, 1ncluding the regulations for the sate and efficient
petformance of operations carried out for the execution of tlus
Agreement and for the conservation ot the petroleum resources of
the ARE provided that no regulations. or moditication or
mterpretation thereot, shall be confrary to or mnconsistent with the

provisions of tlus Agreement.

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

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

environment.

Except as provided in Article III (g) ftor Income Taxes, GANOPE,
CONTRACTOR and Operating Company shall be exempted from
all taxes and duties, whether nmposed by the GOVERNMENT or
muntcipalities including among others, Sales Tax, Value Added Tax
and Taxes on the Explaration, Development, extracting. producing.
exporting or transporting of Petrolewn and LPG as well as any and
all withholding taxes that might otherwise be mmposed on dividends.
1mnterest, techmeal service fees. patent and trademaik rovalties, and
sinlar 1items. CONTRACTOR shall also be exempted from any  tax
on the haquidation of CONTRACTOR, or distributions of any income

to the shareholders of CONTRACTOR, and from any tax on capital.
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() The mnghts and oblhigations of GANOPE and CONTRACTOR

(e)

()

()

hereunder, and for the effective term of tlus Agreement shall be
governed by and in accordance with the provisions of this
Agreement and can only be altered or amended by the wrtten
mutual  agreement of the said contracting parties 1 the same

procedures by which the oniginal Agreement has been 1ssued.

The contractors and sub-contractors of CONTRACTOR and
Operating Company shall be subject to the provisions of this
Agreement which affect them. Insofar as all regulations which are
duly 1ssued by the GOVERNMENT apply from tume to tune and are
not 1 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.

GANOPE, CONTRACTOR, Operating Company and their
respective contractors and sub-contractors shall for the purposes
of this Agreement be exempted from all protessional stamp duties,
mmposts and levies mmposed by syndical laws with respect to thewr

documents and activities hereunder.

All the exemptions from the application of the ARE. laws o
regulations granted to GANOPE, CONTRACTOR, the Operating
Company, their contractors and sub-contractors wunder this
Agreement shall include 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 exasting legislation or regulations applicable to the
conduct of Exploration, Development and production of Petroleum,
wlhich take place atter the Etfective Date, and which sigmiticantly atfect
the econonuc mterest of this Agreement to the detriment of CONTRACTOR
or wlhich mmposes on CONTRACTOR an cbligation to renut to the
ARE the proceeds from sales of CONTRACTOR's Petrolenm,
CONTRACTOR shall notity GANOPE of the subject legislative or
regulatony measure and also the consequent etfects upon wswng legislation
or regulation which impact on the stabilization. In such case, the Parties
shall negotiate appropriate modifications to this Agreement designed to
testore the econonue balance thereof which existed on the Effective Date.
The Parties shall use thew best etforts to agree on amendments to tlus
Agreement witlhun ninety (940) davs from atoresaid notice.
These amendments to this Agreement shall not 1n any event dunumsh or
inerease the nghts and obligations of CONTRACTOR as these wele
agreed on the Etfective Date.
In the event the Parties fail to reach an agreement chinng the period
tetenred to above 1w this Article, such dispute shall be refened to the
general miles 1n setthing the disputes stated 1in Article XXIV of tlus
Agreemeant.
ARTICLE XX
RIGHT OF REQUISITION

(a) In case of national emergency due to war or imminent expectation
of war or mternal causes, the GOVERNMENT mav requustte all o
part of the production from the Area obtained hereunder and requure
Operating Company  to increase such production to the utmost
possible maxinmun. The GOVERNMENT may also requsite the Oil
and/or Gas field itselt and. 1t necessary, related facilities.
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(b) In any such case, such requusition shall not be effected except after
mnviting GANOPE and CONTRACTOR or thelr representative by
registerad letter, with acknowledgement of receipt, to express their
views with respect to such requsition.

(¢) The requsition of production shall be effected by Mimsterial Order
Any requsition of an Onl andi/or Gas field, or any related tacilities
shall be effected by a Presidential Decree duly notiied to GANOPE
and CONTRACTOR.

(d) Inthe event of any requusition as provided above, the GOVERNMENT
shall mdemmity m toll GANOPE and CONTRACTOR tor  the
pertod durtng which the requusition 1s mamtained. including:

(1) All damages which result trom such requusition; and
(2) Full repaviment sach month tor all Petroleum extracted by the

GOVERNMENT less the rovalty share of such production.
However, any damage resulting from enemy attack 15 not within the
meamng of this paragraph (). Pavment hereunder shall be made to
CONTRACTOR i U S Dollars renuttable abread. The price paid to
CONTRACTOR  for Petroleum  taken shall be calculated in
accordance with Article VII (¢).

ARTICLE XXI

ASSIGNMENT
(a) Netther GANOPE nor CONTRACTOR mayv assign to a fim or
corporation, m whole or 1 part. any of its nghts, privileges, duties or
obligations under thus Agreement either durectly o indnectly without
the wntten consent of the Goverunent- and 1 all cases prionty shall
be given to GANOPE 1t 1t so desne to obtain the interest mtended to
be assigned (except asstgmment to atfiliated companes) subject to

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

the tollowing conditions must be fulfilled:

(1) The obligations of the assignor denving from this Agreement

(2)

must have been duly fulfilled as of the date such request 1s

made.

The proposed assignee or assignees must submit reasonable
evidence to the Government of its or their financial and

technical competence.

(3) The mstrument of assignment nust mclude provisions  stating

precisely that the assignee 15 bound by all covenants contained
i this Agreement and any modifications or additions 1in
writing that up to such tume may have been made. A draft of
such mnstrument of assignment shall be submitted to GANOPE

tor review and approval before being formally executed.

(c) 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

including without limitation, 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 tor all duties and obligations of CONTRACTOR under this

Agreement.
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(&) Once the assignor and a proposed thurd party assignee, other than an
Affihated Company or a CONTRACTOR MEMEBER., have agreed
the final conditions of an assignment, the assignor shall disclose such
final conditions 1 a wiitten notification to GANOPE., GANOPE
shall have the 1ght to acqure the mtarest intended to be assigned, 1f
within sixty (60) davs from assignor’s wiitten nofification, GANOPE
delivers to the assignor a wiitten notification that it accepts the same
conditions agread to with the tlurd party assignee. If GANOPE does
not deliver such notification wathun such sixty (60) day period, the
assignor shall have the nght to assign to the proposad thud party
assignee. subject to the Government approval under paragraph (a) of
this Article, In tlus case, or in the case that Ganope elect to walve 1ts
1ght to obtain the interest intended to be assigned mn a wintten
notification to the CONTRACTOR the CONTRACTOR will be obliged
to pav to Ganope, as an Assigmment Bonus, as provided m Article
[X (") heremn this 1in case of assignment atter conumercial discovery.
In the event that GANOPE exercises 1ts option to acquire the mterest
imtended to be assigned and 1t a joint operating agreement 1s not
already existing among the CONTRACTOR MEMBERS mncluding
the assignor, GANOPE and CONTRACTOR shall negotiate i good
taith to enter mto a jount operating agreement, according to the model
published by the Association tor International Petroleum Negotiators
to finalize such agreement witlhin one hundred and twenty (120) davs
from GANOPE's notificaton. It GANOPE and CONTRACTOR
cannot agree on a joint operating agreement within such one hundred
and twenty (120) dav penod, the assignor shall have the night to assign
to the proposed thod paty assignee, subject to the Government
approval under paragraph (a) of this Article.

ARTICLE XXII
BREACH OF AGREEMENT AND POWER TO CANCEL

(a) The GOVERNMENT shall have the nnght to cancel this Agreement
by Prestdential Decree, with respect to CONTRACTOR, 1n the
tollowing mstances:

(1) It it knowigly has submitted any talse statements to the
GOVERNMENT wlich were of a matenal consideration for
the execution of this Agreement,
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(b)

(2) Ifitassigns any mterest hereunder contrary to the provisions of
Article XXI;

(3)y It 1t 13 adpdicated bankiupt by a comt of competent
Jurschction,

(4) If 1t does not comply with any final decision reached as the
result of cowrt proceedings conducted wnder Article XXIV(a),

(5) Itit mtentionally extracts any nuneral other than Petrolewim not
authonzed by this Agreement or without the authority ot the
GOVERNMENT, except such extractions as may  be
unaveldable as the result of the operations conducted hereunder
in accordance with accepted petroleum mndustty practice and
which shall be  notified to the GOVERNMENT or its
representative as soon as possible; and

(6) It 1t commits any material breach of tlus 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 talke place without prejudice to  any
11ghts which may have acciued to the GOVERNMENT against
CONTRACTOR 1 accordance with the provisions of  tlus
Agreement. and, 1 the event of such cancellation,
CONTRACTOR, shall have the night to remove from the Area

all 1ts personal property.

It the GOVERNMENT deems that one ot the atoresaid causes
(other than a torce majewre cause reterred to i Article XXIII) exasts
to cancel this Agreement. the GOVERNMENT shall  give
CONTRACTOR mnety (90) davs written notice personally served
on CONTRACTOR s General Manager m the legally manner and
receipt of wlhich 15 acknowledged by lum o by lus legal agents, to
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remedy and remove such cause; but 1f for any reason such service
15 Impossible due to unnotified change of address, publication in
the Official  Journal of such notice shall be considered as valid
service upon CONTRACTOR. If at the end of the said mnety (90)
dav notice pertod such cause has not been remedied and removed.
this Agreement may be canceled forthwith by Order or Presidential
Decree as atoresard, provided however, that 1t such cause, or the
tallwe to  remedy or remove such cause, results from any act o
onussion of one party, cancellatton of tlus Agreement shall be

etfective only against that paity.
ARTICLE XXIII
FORCE MAJEURE

(a) The non-performance or delay i pertormance by GANOPE and
CONTRACTOR, or ether of them of any obligation under tlus
Agreement shall be excused 1f, and to the extent that. such
non-performance or delay 1s caused by torce majeure. The peniod of
any such non-pertormance or delav, together with such pered as
may be necessary for the restoration of any damage done during
such delav, shall be added to the tume given 1n tlus Agresment for
the pertormance of such obligation and for the performance of any
obligation dependent thereon and consequently, to the term of tlus
Agreement, but only with respect to the Exploration or Development
Blocl (5) atfectad.

(b) "Force Majewwe” withun the meamng ot thus Article XXIII. shall be
any act of God, msurrection, niot, war, stike, and other labor
disturbance, fires, floods or any cause not due to the fault o
negligence of GANOPE and CONTRACTOR or either of them.
whether or not stmilar to the foregoing, provided that any such cause
15 bevond the reasonable control of GANOPE and CONTRACTCOR.
or either of them.



Yoo i Ty YA B () YO sl = Law Jliu b VEA

ISV sda S W3 O e pay o Loy 0,55 G L S pis s ()
il e Lo ol o dslally o Jo3 S8 b i s i da S s ¥
L) LAl 5 U 5,380 SN o WU T 0559 55l o] 3908 o) 10
. 3ol adgy

& ity g shical gh ol SISV Gl 3 « 181 5 a0 5,00 Ble cdas 13 ( »)
wigd Wiy Lol g ol B oL 5,50 ol 6 el (Visw 3 206
ol a9 cogir iy Loy (80) sannsy G 215 3] s 2 3LSYS
955 1 oo dilo] L ptaus Byl Yz,

( g9 ety damal 1 Bald )
Sty Cis jud

Te3lYl sion e by g St g Lty Ui 5 Y ST 15 o (1)
Laaill 1Sous ) Jlow Wiy ol Ll ST L D39L T Ly Gl L ]
o135 &) b Joadld s pall 5l SN Uiy g 8 AT udons 515!
a0 gty e iy o ki o] s S Lty 3

L) adom o oot 5 okl oy Lty il 5 O T 6155 6 ey (00
i oSl 3o oy Lesdllay 1 L] 5l L PG T L lay L
7ol B ipladl Jaadl gsland] S!SV A S oS e,
S ool s Qe b Do 3 Jg il 5 Kl Doty s LSLSY)
ur KoY Lisy o LB Lajloy Lol (el S gy . sl
a5 gdasy dgyLaeatly gt sl 3 oSl 5Ly V44 St ¥V (3,
Yoo Bad Ay e VARY Bad & el o S

() B S h 2d 555 o g ()

sl acde el oy o3 150y . bl Lions s o Gb IS (e s ()
ol oo Lagy (2] 8 ppnd (B s G (SOl el s el
+ S Sl rns M o s o olls ( Son prnzy o] s



VEA YA T iy VA () Yo sl — e Sl Sy 4

(c)  Without prejuchce to the above and except as may be otharwise
provided herem, the GOVERNMENT shall incwr no responsibihity
whatsoevel to GANOPE and CONTRACTOR. or etther ot them tor
any damages. restrictions or loss ansing 1 consequence of such case
of torce majeure heremnafter referred tomn tlus Article,

(d) If the torce majeure event occurs durng the mutial Exploration

pertod or any extension thereot and contimes 1n ettect tor a period

of 31x (6) months CONTRACTOR shall have the option upon mnety

(O0) davs prior wntten notice to GANOPE to terminate 1ts

obligations hereunder without turther hability of any kind.

ARTICLE XXIV
DISPUTES AND ARBITRATION

Any dispute, controversy of claum atising out of or relating to tlus

Agreement or the breach, ternunation or mvalichty thereof, between

the GOVERNMENT and the parties shall be referred to the

Admunstrative udiciary cout  of the State Counsel to settle any

dispute ansing on the mterpretation or the execution of any term of

this Agreement according to the Egyvptian laws.

AN
=2
L

(b)  Any dispute, controversy or claim ansing out of or relating  to thas
Agreement, or breach. termunation or mvalichty  thereof, between
GANOPE and CONTRACTOR shall be settled by arbitration in
accordance with the Arbitratton Rules of the Cawo Regional
Clenter tor International Clonumercial Arbitration in effect on the date
of this  Agreement, the approval of the mmmster of petrolenm 15
provided m case GANOPE only turns to arbitration. The award ot
the arbitrators shall be final and binding on the parties, according to
Law No. 27 of 1994 with respect to the civil and commercial articles
and 1ts amendiments by laws no. 9 of 1997 and & of 2004,

(¢) The munber of arbitrators shall be tluee (3).

(d) Each party shall appoint one arbitrator. If, witlhun thity  (30) davs
atter receipt of the clammant’s notification of the appointment of an
arbitrator the respondent has not notified the claimant 1 witting of
the name of the arbitrator he appomts, the clanmant mav request the
Center to appoint the second arbatrator
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(e)

The two arbitrators thus appointed shall choose the thurd arbitrator
who will act as the presiding arbitrator of the tribunal. If within thuty
(30) davys after the appointment of the second arbitrator, the two
arbitrators have not agreed upon the choice of the presiding
arbitrator, then either party may request the Secretary General of the
Permanent Cowrt of Arbitration at the Hague to designate the
appointing authonty. Such appointing authonty shall appoint the
presicing arbitrator in the same way as a sole arbitrator would be
appointed under Article 6.3 of the UNCITRAL Arbitration Rules.
Such presiding arbitrator shall be a person of a nationality other than
any party of this Agreement and of a country  which has diplomatic
relations with the parties of this Agreement and who shall have no

economic interest 1 the Petrolewmn business of the Parties hereto.

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

(£)

(L

arbitration, including the making of the award, shall take place 1n

Caro, A RE,

The decision of the arbitrators shall be final and binding upon the
Parties, including the arbitration fees and all the related i1ssues and
the execution of the arbitrators decision shall be referred to the

appropriate courts according to the Egyvptian laws.

Egyptian Law shall apply to the dispute except that in the event of
any conflict between Egyptian 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)

(c)

GANOPE and CONTRACTOR may agree that if, for whatever
reason, arbitration in accordance with the above procedure cannot
take place, or 1s likely to take place under circumstances for
CONTRACTOR which could prejudice CONTRACTOR s night to
tair arbitration, all disputes, controversies or claims ansing out of or
relating to this Agreement or the breach, termination or mwvalidity
thereof shall be seftled by ad hoc arbitration 1n accordance with the
UNCITRAL Rules 1n effect on the Effective Date.
ARTICLE XXV
STATUS OF PARTIES

The nghts, duties, obligations and hiabilities 1 respect of GANOPE
and CONTRACTOR hereunder shall be several and not joint or
collective, 1t being understood that tlus Agreement shall not be
constiued as  constituting an  association or corporation or
partnership.

Each CONTRACTOR Member shall be subject to the laws of the
place where 1t 15 1corporated regarding 1ts legal status or creation,
organization, charter and by-laws, shareholding, and ownership.
Each CONTRACTOR Member’s shares of capital which are entwely
held abroad shall not be negotiable in the A R.E. and shall not be
offered tor public subscription nor shall be subject to the stamp tax
on capital shares nor any tax or duty in the A RE. CONTRACTOR
shall be exempted from 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 tor
the performance of the obligations of CONTRACTOR under this
Agreement.
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ARTICLE XXVI
LOCAL CONTRACTORS AND
LOCALLY MANUFACTURED MATERIAL

CONTRACTOR or Operating Company. as the case may be, and then

contractors shall:

(a) Give pronty to local contractors and sub-contractors, mcluding
GANOPE s Affihated Companies as long as thewr performance 1s
comparable with mternational pertormance and the prices of thew
services are not higher than the prices ot other contractors and
sub-contractors by more than ten percent (10%).

(b)y Give preterence to locally manufactimed matental, equipment,
machinery and consumables so long as thewr quality and tume of
delivery are comparable to internationally available matenal,
equuipment, maclinery and consumables. However, such matenal.
equupment, maclinery and consumables may be wmported for
operattons conducted herennder if the local price of such items at
CONTRACTOR s o1 Operating Company ' s opetating base m A R E.
15 more than ten  percent (10%) higher than the price of such
imported 1tems betore customs duties, but atter transportation and
1nsurance costs have been added.

ARTICLE XXVII
ARABIC TEXT

The Arabic version of tlus Agreement shall. betore the appropriate

comts of ARE.. be referred to in consthiung or interpreting  this

Agreement, provided however, that i any arbitration pursuant to Article

XXIV heremn above  between GANOPE and CONTRACTOR the

English and Arabic versions shall both be reterred to as having equal

torce 1 construing or mterpreting this Agreement

ARTICLE XXVIII
GENERAL

The headings or fatles to each of the Articles to tlhus Agreement are

solely tor the convenience ot the parties hereto and shall not be used

with respect to the mterpretation of sard 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
AR E. authonzing the Muuster of Petroleum to sign this Agreement
and giving this Agreement full force and etfect of law notwithstanding
any countervailing Governmental enactment, and the Agreement 1s

signed by the GOVERNMENT, GANOPE, and CONTRACTOR.

Ras Al Khaimah Gas Company (RAK GAS)

BY e mm—m—mmmmm e mmm mem mm mmm— o e

Arabiyya Lel Istithmaraat Company (Arabiyya)

D

GANOUB EL-WADI HOLDING PETROLEUM COMPANY

BY ! mmmmmmmmm e mmm mmm mmm mmmm e e e o e

THE ARAB REPUBLIC OF EGYPT

BY e i
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ANNEX "A"
CONCESSION AGREEMENT

BETWEEN
THE ARAB REPUBLIC OF EGYPT
AND
GANOUB EL-WADI HOLDING PETROLEUM COMPANY
AND
Ras Al Khaimah Gas Company (RAK GAS)
AND

Arabiyya Lel Istithmaraat Company (Arabiyvya)
IN
El Ghazalivat Area
AT The Western Desert
A.R.E.
BOUNDARY DESCRIPTION OF THE CONCESSION AREA

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

- The Area measwes approxumately 7137 square kilometers of surface
Area. It 13 composed of all or part of Exploration Blocks, the whole
Blocks are defined on three (3) mumutes latitude by three (3) mumites
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 thew true position in relation to existing momuments and

geographical features.
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Coordinates of the corner points of the Area are given m the following
table wlich forms an integral pait of Annex "A":-

BOUNDARY COORDINATES
OF
El Ghazalivat Area
at
The Western Desert

Point | Latitude /N Longitude /E DUE

1| 27730700, 000N [ West river Nile - Intersect | West to point 2

12

27730700, DOO0"N 30730700, 000"E South to point 3

3 26739700, BOO"N 30730700, 000"E East to point 4

4 1 267397040, 000N | West river Nile - Intersect |North west to point 1
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ANNEX "(C"
Letter of Guarantee
Letter of Guaranty No. - (Cairo —————-—-—- 24} )
GANOUB EL-WADI HOLDING PETROLEUM COMPANY

Gentlemen,

The undersigned, National Bank of Egypt as Guarantor, hereby guarantees to
the GANOUBR EL-WADI HOLDING  PETROLEUM COMPANY
(heremafter referred to as " GANOPE ") to the linut of § two and a half
Company "RAK GAS" AND Arabiyva Lel Istithmaraat Company "Arabiyva"
(heremafter referred to as "CONTRACTOR") of its obligations requured for
nilhon US Dallars cumg the mutial two and a half (2.5) vears of the
Exploration pertod under Article IV of that certain Concession Agresment
(heremnatter referred to as the "Agreement”) covering that Area described n
Annexes "A" and "B" of said Agreement, by and between the Arab Republic
of Egypt (hereinafter refeired to as "A R.E"), GANOPE and CONTRACTOR

m  El Ghazalivat at The Western Desert Area.

It 15 mnderstood that this Guaranty and the liabihity of the Guarantor hereunder
shall be reduced quarterly, chuing the period of expenditine of said § two and a
halt (2,300.000) nulhon US Dollars by the amount of money expended by
CONTRACTOR tor such Exploration operations dunng each such quarter.
Each such reduction shall be established by the joint wutten statement of

CONTRACTOR and GANOPE.
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In the event of a ¢clanm by GANOPE of non-pertformance or sunrender of

the Agreement on the part of CONTRACTOR puor to tultillment of satd

muunmm expenditime obligations under Article IV of the Agreement.
there shall be no liability on the undersigned Guarantor for paviment to

GANOPE unless and until such iability has been established by wiitten

statement of GANOPE setting forth the amount due under the Agreement.

It 15 a turther condition of tlus Letter of Guaranty that:

(1) Tlus Letter of Guaranty will become available only provided that the
Cuarantor will have been mtormed m wnting by CONTRACTOR
and GANOPE that the Agreement between CONTRACTOR, ARE.
and GANOPE has become etfective according to its terms and sawd
Cruaranty shall become effective on the Etfective Date of sawd Agreement.

(2) Thus Letter of Guaranty shall m any event automatically expire:

(a) At the end of the two and a half (2.5) Initial Exploration Period
vears and s1x (6) months atter the date 1t becomes etfective, oo

(b) At such tume as the total of the amounts shown on  quarterly
jount statements of GANOPE and CONTRACTOR equals o
exceads the amount of sard muumum expendittue  obligation.
wlnchever 15 earlier.
(3) Consequently, any claim, i respect thersot should be made to  the
Cuarantor prior to ewther of said expiration dates at the latest
accompanied by GANOPE™s wiitten statement, setting torth  the
amount of under-expenditne by CONTRACTOR to the effect that:
(a) CONTRACTOR has taled to pertorm its expenditwe  obhigations
referred to 1 this Guaranty, and

(b) CONTRACTOR has failed to pay the expenditwe deficiency to
GANOPE.
Please retumn to us this Letter of Guaranty i the event it does
not become effective, or upon the expury date.

Y ours Faithtully,

Accountant ; —-----e-m-mcmmcmeem e

Manager | ------==mmmmmmcmmmme e
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ANNEX "D"
CHARTER OF OPERATING COMPANY
ARTICLE I

A ot stock company having the nationality of the ARAB REPUBLIC
OF EGYPT shall be formed with the authonization 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 1 force in the

ARE. to the extent that such laws and regulations are not imconsistent
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 GANOPE and CONTRACTOR on the date of the Commercial
Discovery and shall be subject to the approval of the Minster of
Petrolemm.
ARTICLE III
The Head Office of Operating Company shall be in the A R.E. i Cairo.
ARTICLE IV
The object of Operating Company 1s to act as the agency through which
GANOPE and CONTRACTOR, cany out and conduct the Development
operations required 1 accordance with the provisions of the Agreement
signed on the ------ day of ---ememmmmeeee- by and Dbetween the ARAB
REPUBLIC OF EGYPT, GANOUB EL-WADI HOLDING PETROLEUM
COMPANY and CONTRACTOR coverng Petroleum operations in El

Ghazalivat at The Western Desert Area described therein.
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Operating Company shall be the agency to canry out and conduct
Exploration operations atter the date of Comimercial Discovery. 1n any
portion of the area converted into a Development Lease, pwsuant to
Work Programs and Budgets approved m accordance with the
Agreement.
Operating  Company shall keep account of all costs, expenses and
expenchtures tor such operations under the terms of the Agreement and
Annex "E" thereto.
Operating Company shall not engage 1n any business or undertake any
activity bevond the pertormance of saiwd operations unless otherwise
agreed upon by GANOPE and CONTRACTOR.

ARTICLE YV
The authonzed captal of Operating Company 13 twenty thousand
Egvptian Pounds divided into five thousand shares of conumon stocl
with a value of tfow Egyptian Pounds per share having equal voting
1ghts, fully paid and non-assessable.
GANOPE and CONTRACTOR shall each pay tfor, hold and own,
throughout the hife of Operating Company, one half (1:2) of the capital
stock of Operating Company provided that only 1 the event that either
party should transter or assign the whole o1 any percentage of its
ownership mterest 1 the entirety of the Agreement. mayv such transterning
or assigiing  party transfer or assign any of the capital stock of Operatmg
Clompany and, i that event, such transterning or assigning party (and 1its
successors and assignees) must fransfer and assign a stock interest
i Operating Company equal to the transterred or assigned whole or

percentage of its ownership mterest in the entivety of the sard Agreement |
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ARTICLE VI

Operating Company shall not own any right, title, interest or estate 1n or
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 obtained or used in connection therewith, and shall not be
obligated as a puncipal for the financing or performance of any of the
duties or obligations of either GANOPE or CONTRACTOR under the
Agreement. Operating Company shall not make any profit from any
source whatsoever.
ARTICLE VII
Operating Company shall be no more than an agent for GANOPE and
CONTRACTOR. Whenever 1t 1s 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
nudgment of GANOPE, CONTRACTOR o GANOPE and
CONTRACTOR, as may be required by the Agreement.
ARTICLE VIII

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

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

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

another Director,
ARTICLE X

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

owning 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 GANOPE.

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

provisions of Article X hereof.
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ARTICLE XII

Operating Company shall come mto existence within thuty (30) davs
atter the date of Commercial O1l Discovery or witlhun thuty (30) davs
atter signature of a Gas Sales Agreement or commencement of a scheme
to dispose of Gas, as provided for in the Agreement (unless otherwise
agreed by GANOPE and CONTRACTOR).

The dwation of Operating Company shall be for a penod equal to the
dwration of the said Agreement, including any renewal thereof.

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

above 15 terminated for any reason as provided tor therem.

Ras Al Khaimah Gas Company (RAK GAS)
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ANNEX "E"
ACCOUNTING PROCEDURE
ARTICLE 1
GENERAL PROVISIONS

(a) Definitions:

The definitions contaimned in Article I of the Agreement shall apply to

this Accounting Procedure and have the same meamngs.

() Statements of activity:

(1) CONTRACTOR shall, pursuant to Article IV of tlus Agreement,

(2)

render to GANOPE within tharty (30) days of the end of each
calendar quarter a Statement of Exploration Activity retlecting
all charges and credits related to the Exploration Operations
conducted 1 any portion of the area not converted mto a
Development lease for that quarter sunumarized by appropriate

classifications indicative of the natwre thereof.

Following its coming into existence, Operating Company shall
render to GANOPE and CONTRACTOR withun fitteen (135)
days 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 conducted 1n any portion of the area converted ito a
Development lease for that quarter, summarized by appropriate
classifications indicative of the natwe thereof, except that items
of controllable material and wnusual charges and credits shall

be detailed.
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(¢) Adjustments and Audits:

(d)

(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 followig the
receipt of each Statement by GANOPE unless within the said
three (3) months GANOPE takes written exception thereto
pursuant to Article IV (f) of the Agreement. Duning the said
three (3) month period supporting documents will be available
tor inspection by GANOPE during all working hours.

CONTRACTOR will have the same audit rights on Operating

Company Statements as GANOPE 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 by GANOPE
or CONTRACTOR, unless witlun the said three (3) months
period GANOPE or CONTRACTOR takes wiitten exception
thereto. Pending expiration of said three (3) months GANOPE
or CONTRACTOR or both of them shall have the nght to
audit Operating Company accounts, records and supporting
documents for such quarter 1n the same manner as provided 1n

Article IV (1) of the Agreement.

Currency Exchange:

CONTRACTOR s books for Exploration and Operating Company’s

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

charged 1 the amount expended. All Egyptian Pounds expenditures
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(e)

(f)

(2)

shall be converted to U.S. Dollars at the applicable rate of
exchange 1ssued by the Central Bank of Egvypt on the fust day of
the month 1n which expenditiwes are recorded, and all other
non-U.S. Dollars expenditures 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 expenditures are recorded.
A record shall be kept of the exchange rates used in translating
Egvptian Pounds or other non-U.S Dollars expenditmres to U.S.
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 GANOPE and CONTRACTOR, this
Accounting Procedure may be revised i wiiting from time to time

in the light of future arrangements.
No Charge for Interest on Investment:

Interest on mvestment or any bank fees, charges or commussions
related to any bank guarantees shall not at any tume be charged 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 tlhrough 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 attiibutable to the acquusition, renewal or relingushment
of surface rights acquired and maintained in force for the Area.

() Labor and Related Costs:

(1) Salanes and Wages of CONTRACTOR’s o Operating
Company’s emplovees, as the case may be, directly engaged 1n
the vartous activities under the Agreement including salaries
and wages paid to geologists and other emplovees 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 CONTRACTORs
policies and amendments of laws applicable to salares. For the
purpose of thus Article IT (b) and Article II (¢) of this Annex,
salaries and wages shall mean the assessable amounts for
A RE. Income Taxes, including the salaries during 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 expatriate emplovees permanently assigned to Egypt:

1. All allowances applicable to salaries and wages;,

-2

Cost of established plans; and

(Y]

All travel and relocation costs of such expatiate
emplovees and their families to and from the emplovee’s
country or point of ongin at the time of emplovment, at
the tume of separation, or as a result of transter from one
location to another and for vacation (transportation costs
for emplovees and their fanulies transterring from the
ARE. to another location other than their countiy of

origin shall not be charged to AR E. Operations).

Costs under this Article IT (b) ( 2) shall be deemed to be equal to
sixty five percent ( 65%) or applied percentage, which 1s lesser, of
basic salanes and wages pard for such expatriate personnel
including those paid during vacations and sick leaves as established
in CONTRACTOR’s international policies, chargeable under
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. Commodities 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.

g

7. Education Allowances (Children of Expatiiate Emplovees).

&

8. Hypothetical U.S. Tax Offset (which results imn a reduction

ot the chargeable percentage).

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

17, Vacation Plans Paid (excluding Allowable Vacation Travel

Expenses),
18. Savings Plan.
19. Educational Assistance.
20, Military Service Allowance.

21 FICA
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(3)

22, Workman's Compensation.

23. Federal and State Unemploviment Insurance.
24, Personnel Transter Expense.

25. National Insurance.

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

as established in CONTRACTOR s International Policies.

The percentages outlined above shall be reviewed at intervals
of tlnee (3) vears from the Effective Date and at such time
CONTRACTOR and GANOPE will agree on new percentages

to be used under this Article IT L2,

Revisions of the percentages will take mto consideration variances
i costs and changes in CONTRACTOR s international policies
which change or exclude any of the above allowances and benefits.
The revised percentages will reflect as nearly as possible
CONTRACTOR s actual costs of all its established allowances
and benefits and of personnel transfers.

For expatiiate emplovees temporanly assigned to Egypt all
allowances, costs of established plans and all travel relocation
costs for such expatnates as paid 1 accordance with
CONTRACTOR s international policies. Such costs shall not
include  any  admumstrative overhead other than what 13

mentioned i Article IT (k) (2) of tlus Annex.
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(c)

(d)

(4) Costs of expenditure or contributions made pursuant to law or
assessment mmposed by Governmental authonty which 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
stmilar to that prevailing for o1l companies operating in the ARE.,
all as chargeable under Article IT (b) (1), Article II (1), Article II (k)
(1) and Article II (k) (3) of tlhuis Annex Severance pay will be
charged at a fixed rate applied to pavrolls which will equal an
amount equivalent to the maximum hability for severance paviment

as required under the A R.E. Labor Law.
Material

Material, equupment and supplies purchased or furnished as such by

CONTRACTOR or Operating Company.
(1) Purchases:

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

received
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(2) Material Furnished by CONTRACTOR:

Material required for operations shall be purchased directly

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

tollowing conditions:

1.

New Material (Condition "A'™)

New Material transferred from CONTRACTOR's or

CONTRACTOR s Affiliated Compantes warehouse or other

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

material supplied 15 not lugher than international prices for
matertal of similar quality supplied on smular terms,
prevailing at the time such material was supplied.

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

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

b) Material which cannot be classified as Condition "B" but
which 15 serviceable for original function but substantially
not suitable  for reconditioning, shall be classed as
Condition "C" and priced at fifty percent (50%) of the price
of new material.

¢) Matertal wluch camnot be classitied as Condition "B" or
Condhition "C" shall be priced at a value commensurate
with 1ts use.

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

CONTRACTOR does not warrant the material furnished bavond
ar back of the dealer’s or manutacturer’s guaranty, and m case
of deftective matertal, crecht shall not be recorded until
adjustment  has  been recerved by CONTRACTOR from
manufacturers or their agents.

(e) Transportation and Emplovee Relocation Costs:

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

(2) Business travel and transportation expenses to the extent coverad
by established policies of CONTRACTOR or with regard to
expatiiate and national emplovees, as incured and paid by, or
for, emplovees m the conduct of CONTRACTOR s o1 Operating
Clompany s business.

(3) Emplovees transportation and relocation costs tor national

employees to the extent covered by established policies.
(f) Services:

(1) Outside services: The costs of contracts tor consultants, services
and utilities procured trom thurd parties.

(2) Cost of services performead by GANOPE, by CONTRACTOR o
by theur Atfihated Companies 1n facilities mside or outside the
AR E. Regular. recuring, routine services, such as mterpreting
magnatic tapes andior other analyvses, shall be performed and
charged by GANOPE and/or CONTRACTOR or their Atfiliated
Compames at an agreed contracted price. Major projects
v olving engineering and design services shall be pertormed by
GANOPE andior CONTRACTOR or then Atfiliated Companies
at a negotiated contract amount.
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3) Use of GANOPE s, CONTRACTOR s a1 then Aftihated Companies’
wholly owned equpment shall be charged at a rental rate
commensurate with the cost of ownershup and  operation. but
not 1 excess of competitive rates  cwrently prevailing in the
ARE.

(4)y CONTRACTOR s and CONTRACTOR s Atfihated Companies’
rates shall not mclude any admmistiative or overhead costs
other than what 13 mentioned 1 Article IT (k) (2) of tlus Annex

(g) Damoages and Losses:

All costs or expenses, necessary to replace or repan damages o
losses mcurred by fure. tflood, storm, theft, accident or any other
cause not controllable by CONTRACTOR o1 Operating Company
throngh the exercise of reasonable chligence. CONTRACTOR o
Operating Company shall furnish GANOPE and CONTRACTOR
wittten notice of damages o1 losses meowred m excess of 1HM} § ten
thousand U.S. Dollars per occuirence, as soon as practicable atter
report of the same has been  recarved by CONTRACTOR or
Operating Company .
(h) Insurance and Claims:

The cost of any public hability, propeity damage and other
mswance  agamst  labilitties of CONTRACTOR,  Operating
Company andéor the parties or any of them to thenr emplovees
andior outsiders as may be requured by the laws, rtules and
regulations of the GOVERNMENT o as the parties mav agree
upon. The proceeds of any such mswance or claun collected, less
the actual cost of malang a claim, shall be credited agamst
operations.

[t no mswance 13 cawrted for a particnlar sk, in accordance with
good 1nternational petroleum  tield practices, all related actual
expenditures mcurred and paid by CONTRACTOR or Operating
Company 1n settlement of any and all losses. claums, damages.
nudgments and any other expenses, including legal services.
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(i) Indirect Expenses:

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

inchrectly serving the Area.
(i) Legal Expenses:

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

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

(1) While CONTRACTOR 1s conducting Exploration operations,
the cost of statfing and maintamning CONTRACTOR s head
office 1 the A RE. andior other offices established in the
ARE. as appropuate other than field otfices wluch will be
charged as provided m  Article II (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 5 adnunmustrative overhead outside the AR E.

applicable to Exploration operations i the A RE. shall be
charged each month at the rate of five percent (3%) of total
Exploration expendifures, where Contractor 1s carryving out itselt
axploration activities provided that no adnunistrative overhead
of CONTRACTOR outside the ARE applicable to ARE
Exploration operattons shall be charged for Exploration
operations conducted by the Operating Company.

No other doect  charges as such tor CONTRACTOR's
admuustrative overhead outside the ARE. will be applied
agalnst the Exploration  obligations. Examples of the type of
costs CONTRACTOR 15 mcurnng and charging hereunder due
to activities wunder  tlus Agresment and covered by sawd
percentage are:

1. Execufive - Time of executive otficers.

2. Treasury - Financial and exchangs problems.

3. Purchasing - Procurig materials, equupment and supplies.

4. Exploration and Production-Diecting, advising and  controlling
the entire project.
5. Other departments such as legal, comptioller and engineering

which contiibute tunme, knowledge and expenience to the
operations.
The toregommg does not preclude charging tor direct service
under Article IT (1) (2) of thus Annex.

(3) While Operating Company 1s conducting operations, Operating

Company s personnel engaged 1 general clerical and office
work, supervisors and otficers whose time 15 generallv spent in
the main otfice and not the field. and all emplovees generally
considered as  general and  admmustrative and not chaiged to
other types of expense will be chaiged to operations. Such
expenses shall be allocated each month betwean Exploration
and Development operations according to sound and practicable
accounting methods.
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Taxes:

All taxes, duties or levies patd i the ARE. by CONTRACTOR or
Operating Company with respect to this Agreement other than

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

(m) Continuing CONTRACTOR Costs:

Costs of CONTRACTOR activities required under the Agreement
and mecurred exclusively 1n the A RE. after Operating Company 13
formed. No sales expenses mcurred outside or inside the ARE.
may be recovered as a cost.
Other Expenditures:
Any costs, expenses or expenditures, other than those wlich are
covered and dealt with by the foregoing provisions of this Article II,
mncuted by CONTRACTOR or Operating Company wnder approved
Work Programs and Budgets.
ARTICLE III
INVENTORIES

() Periodic Inventories, Notice and Representation:

At reasonable intervals as agreed upon by GANOPE and
CONTRACTOR mventories shall be taken by Operating Company
of the operations matenals, which shall include all such materials,
physical assets and construction projects. Wiitten notice of intention
to take inventory shall be given by Operating Company to GANOPE
and CONTRACTOR at least thuty (30) days before any inventory is
to begin so that GANOPE and CONTRACTOR may be represented
when any iwventory 1s taken. Faillure of GANOPE and/or
CONTRACTOR to be represented at an inventory shall bind them to
accept the iventory taken by Operating Company, who shall in that
event furmsh the party not represented with a copy thereof.
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(Ir) Reconciliation and Adjustment of Inventories:

(@)

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

Statements of Recovery of Costs and of Cost Recovery

Petroleum:

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

calendar quarter a Statement for that quarter showing:

[a—

. Recoverable costs carrted forward from the previous quarter, 1f

any.

-2

. Recoverable costs mncurred and paid duning the quarter.

Y]

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

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

LA

- Amount of costs recovered for the quarter.

6. Amount of recoverable costs carrted into the succeeding quanter,
1f any.

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

recovered for the quarter.
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(Ir) Payments:

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

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

GANOPE has the nght to take all of the Excess Cost Recovery
Petroleum under Article VII (a) (2) of the Agreement 1n kind during
the said quarter . A settlement shall be required with the rendition of
such Statements in case CONTRACTOR has taken any of the

Excess Cost Recovery Petroleum.
(d) Audit Right:

GANOPE shall have a pertod of twelve (12) months from receipt of any
Statement under this Article IV 1 which to audit and raise objection
to any such Statement. GANOPE and CONTRACTOR shall agree
on any required adjustments. Supporting documents and accounts

will be available to GANOPE dwing said twelve (12) month pertod.
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(@)

()

(c)

ARTICLE Y
CONTROL AND MAJOR ACCOUNTS

Exploration Obligation Control Accounts:
CONTRACTOR will establish an Exploration Obligation Control
Account and an offsetting contra account to control therein the total
amount of Exploration expenditwes reported on  Statements of
activity prepared per Article T (b) (1) of this Annex, less any
recductions agreed to by GANOPE and CONTRACTOR following
wirltten exceptions taken by a non-operator pursuant to  Article I (¢)
(1) of this Annex, 1 order to deternune when nuninnum 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 remaining to be recovered, if any, the amount of cost recoveraed
and the value of Excess Cost Recovery Petroleum, if any.

Major Accounts:
For the purpose of classifyving costs, expenses and expenditwres for
Cost Recovery as well as for the purpose of establishing when the
minnuum Exploration obligations have been met, costs, expenses
and expenditures shall be recorded 1n major accounts icluding the
tollowing:
- Exploration Expenditures;
- Development Expenditures other than Operating Expenses;
- Operating Expenses;,
Necessary sub-accounts shall be used.
Revenue accounts shall be maintained by CONTRACTOR to the
extent necessary tor the control of recovery of costs and the
treatment of Clost Recovery Petroleum.
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ARTICLE VI
TAX IMPLEMENTATION PROVISIONS

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

The "gross-up value" 1s an amount added to Provisional Income to give
"Taxable Income", such that the grossed-up value 15 equuvalent to the

A R.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"., which means the effective or
composite tax rate due to the various A R.E. taxes levied on income
or profits, 1s constant and not dependent on the level of income,

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

Combining the first and last equations above

Provisional income X Tax Rate

Grossed-up Value = .
| - Tax Rate

where the tax rate 15 expressed as a decumal.

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

$10x 0.4 o
o4 0O
Therefore:
Provisional income $10.00
Plus Grossed-up Value 6.67
Taxable Income $16.67
Less: AR E. Income Taxes at (1% 6.67

CONTRACTOR s Income after taxes § 10.00
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