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CONCESSION AGREEMENT FOR PETROLEUM
EXPLORATION AND EXPLOITATION

BETWEEN
THE ARAB REPUBLIC OF EGYPT
AND
GANOUB EL-WADI HOLDING PETROLEUM
COMPFPANY
AND
sujarat State Petroleum Corporation Limited (GSFPC).
AND
Adani Welspun Exploration limited ( AWEL)
IN
THE SOUTH GULF OF SUEZ Area
A.R.E.
This Agreement made and entered on this day of C2000 by

and between the ARAB REPUBLIC OF EGYPT (heremnafter reterred to
vartously as "ARE." o as the "GOVERNMENT"), GANOURB
EL-WADI HOLDING PETROLEUM COMPANY, a legal entity
created by Prume Mimster Decree No. 1755 of 2002, and pursuant to
Law No. 203 of 1991 and its amendments (hereinatter referred to as
"GANOPE") and Gujarat State Petroleum Corporation Limited (GSPC) a
limited company registered and exusting under the laws of Indha
(hereinatter referred to as " GSPC ") and Adam Welspun Exploration
limited (AWEL), a company registered and existing under the laws of
Incha (heremnatter refenred to as "AWEL™") (GSPC AND AWEL shall
be hereinatter referred to collectively as "CONTRACTOR" and
mnchvidually as "Contractor Member")
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PREAMBLE

WHEREAS, all nunerals including petrolewm, existing i nunes and
quarries 1in A R E.. including the terntonal waters, and in the seabed
subject to 1ts junsdiction and extending bevond the teriitonial waters, are
the property of the State; and

WHEREAS., GANOPE has applied for an exclusive congession tor the
exploratton and explottation of petrolenun m and thuoughout the area
reterred to 1 Article II. and described m Annex "A" and shown
approxumately on Annex "B", wluch are attached hereto and made part
hereof (hereinatter retened to as the "Area™) . and

WHEREAS, " GSPC AND AWEL" agrees to undertake 1ts obligations
provided  heremafter  as  a CONTRACTOR wath respect to the
Exploration, Development and Production of Petroleuwm in THE SOUTH
GULF OF SUEZ Area ; and

WHEREAS, the GOVERNMENT deswes hereby to grant such
Concession, and
WHEREAS., the Minster of Petroleum pusuant to the provisions of
Law No. 86 of 1956, may enter mto a concession agleement with
GANOPE. and with " GSPC AND AWEL " asa CONTRACTOR 1n the
sald Area.
The Government, Ganoup and Confractor are collectively referred to as
the Parties and inchvichally as Party.
NOW, THEREFORE, the parties hereto agiee as tollows:
ARTICLE 1
DEFINITIONS

(a) "Exploration” shall include such geological., geophysical, aenal and
other swveyvs as may be contamned in the approved Work Programs
and Budgets, and the dulling of such shot holes, core holes,
stratigraphic tests, holes for the discovery of Petrolenm or the
appralsal of Petrolewmn  discovertes and other related holes and
wells, and the pwrchase or acquusition of such supplies, matenals,
services and equpments theretor. all as may be contamed 1 the
approved Work Programs and Budgets. The verb "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

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

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

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

Gas, casinghead gas and all other hydrocarbon substances that may

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

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

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

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

or lease separators or wluch 15 extracted from the Gas o

casinghead gas 1n a plant. Such lLiquid state shall exist at sixty

degrees Falrenheit (60°F) and atmospheric pressure of 14, 65

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

(f) "LPG" means liquefied petroleum gas, which 15 a mixture
prncipally of butane and propane hquetied by pressure and
temperature.

(g) A "Barrel" shall consist of forty-two (42) United States gallons,
liquid measwe, corected to a temperatme of sixty degrees
Fahrenheit (60°F) at atmospheric pressure of 14, 65 PSIA.

(hy "Conmnercial gas / ol well "means the first well at any geological
teatiwe found to be capable to produce at economic rate, The
discovery date of the commercial well shall be the date Ganope and
contractor agree upon the evaluation results,

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

(1) "Conmmmercial Production Commencement” means the date on which
the first regular shipment of crude Oil or the first regular deliveries
of Gas are made.

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

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

(m) "Effective Date" means the date on which the text of thus
Agreement 13 signed by the GOVERNMENT, GANOPE and
CONTRACTOR, after the relevant Law 13 1ssued.

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

Gregorian Calendar.
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(2) "Calendar Year" means a penod of twelve (12) months
according to the Gregorian Calendar being 1% Tanuary to 31
December.

(0) "Fmancial Year" means the GOVERNMENT s financial vear
according to the laws and regulations of the A R.E.

(p)  "Tax Year" means the penod ot twelve (12) months according  to
the laws and regulations ot the ARE.

(@)  An "Atfihated Company" means a company;

(1)  of wluch the share capital, conterrmg a majorty of votes at
stoclholders™ meetings of such company, 15 owned directly o
indirectly by a party hereto; or

(n) wluch 1s the owner durectly or induectly of share capital
conferiing a majority of votes at stockholders™ meetings of a
party hereto; o

(1) of which the share capital conterting a majorty of votes at
stockholder™s meetings ot such company and the share capital
conterning a majortty of votes at stockholders™ meetings of a
party hereto are owned duectly or mndwectly by the same
company.

(r)y "Exploration Block” shall mean an area, the corner points of wluch
have to be comcident with three (3ynunutes by three (3) munutes
latitude and longitude divisions, according to the International Guid
System where possible or with the exusting boundanes of the Area
covered by tlns Concession Agreement as set out m Annex "A".

N
PN
h

"Development Block" shall mean an area, the commer pomts of
which have to be comncident with one ( 1 ) nunute by one ( 1 )
mumte latitude  and  longitude  divisions.  according  to  the
[nternational Grid Svstem where possible or with the exusting
boundaries of the Area coverad by thus Concesston Agreement as
set out 1n Annex "A"



Vo8 L i VA 3 () U YO uadl = e JI 54

YA

LS i I il lolla o] e imy iy { i) wie” ()
By i) Aiyllae 38 M BB 0,80 « Ll e 100 Ly
st G Jyladly (o all boghis colapunds o (V) By dids X (V)
P XN TR BE :,.\.uu o oalds (Sl LS il oLl
T Godll (B e 9 LS 2 o 15N 23U e

- LioDas v o5V L350 s "L 3H ()

Ll aall 3G "L NG (5)

( ool Lgiian) J5lilly i g UpiSo Il w5 a0 ()
(owlon!) dosaemdal| S5 LAY Gy & pal) &S0 ,i rTHL N IR N
ool Jo gpamy gilly ( rdon W) ade Gazy 3T G b o
RON QIR FIINE PPN BUCE T PO P POy N1 P
gl | 33U

w33« i S S girs (D) g )" ] S il (&)
e by V4.V by o Bk wie § 1,00 o (V) oy cnSe
AN Y G o dmyd i Byl Ay d Wity Ay b ey

iS4 sl mus,;.,,wuzs,aw,s’,i 1 s "I (f)
IS5 ¢ et (Jusl VA8 g (] o (ot 231) 385 (oo (ot ) )
e:wl-ﬂ-,bd-’é 35 o5 13] ] "Jolal] yine” s B Jo s 35 0
ST 23 e (YY)

ot pns B yLessl o2y Syl o Lael oo Baaty 4,8 s "lbaally W (3)
TP FCTRVEST B HE S PRUR P VTO PN PPCII [ 9 § BEINER <1
ooy Sl Oy LS8 s oV IS LG il 0ol3
- A (B Oldedd ST o (oo (0 ol (2 ) e 008

a2l aladl 2y pall zngd) Blins * Grngl" (2)

el 15U LA &y ) S8 ad " " ()



VYA Ll VA () b YO adall — e 5

(t) "Development Lease(s)" shall mean the Development Block o
Bloclks covenng the geological sttucthure capable of production, the
cornel pounts of wlich have to be comncident with one (1) numte by
one (1) nunute latitude and longitude divisions according  to the
International Grid Svstem where  possible or with the exusting
boundaries of the Area covered by tlus Concession Agreement as
set out tn Annex "A".

() "Agreement” shall mean this Concession Agreement and its
Annexes.

(v) "LNG" means Liquetied Natwal Gas.

(W) “Gas Sales Agreement” shall mean a wriitten agreement between

GANOPE and CONTRACTOR (as sellers) and GANOPE or EGPC

ol The Egyptian Natwal Gas Holding Company "EGAS" o1 a

mutually agreed party (as buver), which contains the terms and

conditions tor Gas sales from a  Development Lease entered mnto

pusnuant to Article VII (e).

"Standard Cubic Foot" (SCF) 15 the amount of Gas necessary to fiull

one (1) cubic toot of space at atmospheric pressure of 14 65 PSIA

/"-‘\
o
~—

at a base temperahue of sixty degrees Falwenheit (60 °F).

(v) "CONTRACTOR" could be one company or more as collechively |
CONTRACTOR wnder this Agreement shall mean GSPC AND
AWEL. Each company mdividually 15 called a "Contractor
Member™). Unless modified by virtue of Article XXI herein

(z) "OPERATOR" means a company of the Contractor’s Member
appomted by them to be the entity to wluch. from wlich and in
whose name all notifications related to or 1 connection with this
concession Agreement shall be made and 1 this Agreement.
Cogarat State Petrolewn Corporation Linted company " GSPC " 15
the Operator.

(aa) "EGPC" means Egyptian General Petroleuun Corporation

(bb) "EGAS" means the Egvptian Natwal Gas Holding Company.
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ARTICLE 11
ANNEXES TO THE AGREEMENT

Annex "A" 15 a description of the Area covered and affected by this

Agreement, heremafter referred to as the "Area”.

Annex "B" 15 a provisional illustrative map on the scale of approximately
1: 2000000 mdicating the Area covered and affected by 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 Minister of Petroleum of this Agreement, for the sum of § 22,000,000
Twenty Two million US Dollars, guaranteeing the execution of
CONTRACTOR s munimum Exploration obligations hereunder tor the
mitial Four (4) vears Exploration period from the Effective date. In case
CONTRACTOR extends the wmmtial Exploration Period for one (1)
additional successive period the extension shall be Three (3) vears, 1n
accordance with Article III (D) of tlus Agreement, smmlar Letter of
Guaranty shall be 1ssued and be subnutted by CONTRACTOR on the
day the CONTRACTOR exercises its option to extend. The Letter of
Guaranty shall be for the sum of § 10,000,000 Ten nullion U.S. Dollars
less 1n this instance any excess e}«.penc'titlu‘es of the preceding Exploration
period permitted for camry over 1 accordance with Article IV (b) third
paragraph of this Agreement. Each of the two Letters of Guaranty shall
remain effective for six (6) months after the end of the Exploration
period for which it has been 1ssued except as 1t may be released prior to

that tume 1m accordance with the terms thereof,
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Annex "D" 15 the torm of a Charter of the Operating Company to be
tormed as provided for in Article VI hereot

Annex "E" 15 the Accounting Procedure.

Annex "F" 15 a current map of the National Gas Pipeline Grid - System
established by the GOVERNMENT,

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

Annexes "A", "B, "C", "D""E" and "F" to tlus Agreement are hereby
made pait hereof, and they shall be considered as having equal torce and
etfect with the provisions of this Agreement.

ARTICLE III
GRANT OF RIGHTS AND TERM
The GOVERNMENT hereby grants GANOPE and CONTRACTOR subject

to the terms. covenants and conditions set out in thus Agreement, which
mnsotar as they are contrary to or nconsistent with any  provisions of Law
Nao, 66 of 1933, as amendad, shall have the torce of Law, an exclusive
concession 1 and to the Area describad 1n Annexes "A" and "B".

(a) The GOVERNMENT shall own and be entitled, as hereinafter
provided to a rovalty 1n cash or i kind of ten percent (10%) of the
total quantity of Petrolenm procuced and saved tfrom the Area
cding the Development pertod mcluding renewal.  Sard rovalty
shall be borne and pmd by GANOPE and  shall not be the
obligation of CONTRACTOR. The pavment of rovalties by
GANOPE shall not be deemed to result 1n income attributable to
the CONTRACTOR
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(b)  An mmtial Exploration pertod of Four (4) vears shall stait from the

(c)

Etfective Date, one (1) successive extension to the nutial
Exploration peariod, the extension shall be Thiee (3) years and shall
be granted to CONTRACTOR at 1ts option. upon not less than
thity (30) days prior wiitten notice to GANOPE. such notice to be
given not later than the end of the then cument penod, as may be
extended pursuant to the provisions of Article V {a). and subject
only to 1ts having tultilled 1ts obligations hereunder tor that period.
This Agreement shall be ternmnated if netther a Commercial Oil
Discovery nor a Conmmnerclal Gas Discovery 15 established by the
end of the Seventh (7)) veal of the Exploration penod. as may be
extended pursuant to Article ¥V (a) The election by GANOPE to
unclertake a sole sk venture under paragraph (¢) shall not extend
the Exploration penod nor affect the ternmnation of tlus Agreement
as to CONTRACTOR.

Commercial Discovery:

(1) A Commercial Discovery - whether of Onl or Gas - mav consist
of one producing rese1volr of a group of procducing reservours
wlnch 15 worthy of bemg developed conumercially, After
discovery of a Clommercial O1l or Gas Well CONTRACTOR
shall, unless otherwise agreed upon with GANOPE, undeaitake
as pait of 1ts Exploration program the appraisal of the discovery
by dnlling one or more appraisal wells, to determine whether
such discovery 13 worthy of bemng developed commercially.
taking into consideration the recoverable reserves, production,
pipelme and ternunal tacilities required, estimated Petroleum
prices, and all other relevant teclmical and economic tactors.

(11) The provisions laid down herein postulate the wuty and
incivisibility of the concepts of Clomimercial Discovery  and
Development Lease. They shall apply wuformly to il and
Gas mnless otherwise specified.
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(1) CONTRACTOR shall give notice of a Commercial Discovery

to GANOPE mmmechately atter the discovery 1s considered by
CONTRACTOR to be worthy of commmercial development but
1 any event with respect to a Conunercial Oil Well not later
than thnty (30) davs following the completion ot the second
appraisal well or twelve (12) months following the date of the
chscovery of the Comumercial Oi1l Well, wluchever 15 earlier o
with respect to a Commercial Gas Well not later than twenty
four (24) months tollowimg the date of the <hscovery of the
Conmnerclal Gas Well (unless GANOPE agrees that such
period may be extended) except that CONTRACTOR shall also
have the nght to give such notice of Commercial Discovery
with 1espect to any  reservol of resarvols even if the well o
wells  thereon are not "Conunercial” within the defimtion of
"Comumercial Well" 1f, 1n 1ts opinion, a reservolwr or a group of
reservolrs, consitdered collectively, could be  wothy of
commercial development.

CONTRACTOR mav also give a notice of a Commercial Ol
Discovery i the event it wishes to undertake a Gas Recycling
Project.

A notice of Commercial Gas Discovery shall contam all
detatled particulars of the discovery and especially the area of
Gas reserves, the estumated production  potential and profile
and field lite.

Withm sixty (60) davs following receipt of a notice of a
Comunerctal Ol or Gas  Discovery, GANOPE  and
CONTRACTOR  shall meet and review all appropriate data
with a view to mutually agresing upon the existence of a
Commmercial Discovery, The date of Commercial Discovery
shall be the date GANOPE and CONTRACTOR jomtly agree
m writing that a Conmmercial Discovery exists.
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(v) It Crude Ol 15 discovered but 13 not deemed by

CONTRACTOR to be a Commercial O1l Discovery under the
above provisions of thus paragraph (¢). GANOPE shall one (1)
month atter the expuwation ot the period specitied above within
which CONTRACTOR can give notice of a Comimercial Ol
Discoverv, o thinteen (13) months atter  the completion ot a
weall not considered to be a "Conunercial O1l Well", have the
right,  following  sixty (66 days notice I witting  to
CONTRACTOR, at 1ts sole cost, nsk and expense, to develop,
produce and dispose  of all Crude O1l from the gezological
teattwe on which the well has been ciilled  Said notice shall
state the specific area covenng said geological feature to be
developed, the wells to be drilled, the production tacilities to be
mstalled and GANOPE s estunated cost thereot, Witlun thity
(30 davs after receipt of sard notice CONTRACTOR mav. 1n
wiiting, elect to develop such area as provided for in the case
of Commmercial Discovery hereunder. In such event all terms
of this Agreement shall continue to apply to the specitied area.
[f CONTRACTOR elects not to develop such area, the specific
area coverng sald geological teatwwe shall be  set aside
tor sole 11sk operations by GANOPE. such area to be mutually
agreed upon by GANOPE and CONTRACTOR on the basis of
good petroleum industy practice. GANOPE shall be entitled to
perform or i the event Operating Company has come 1mnto
axistence, to have Operating Company pertorm such operations
tor the account of GANOPE and at GANOPE s sole cost. nsk
and expense. When GANOPE has recovered from the Ciude

O1l produced from such specific area a quantity of Crude Ol
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equal 1n value to three Inmdred percent (304%%) of the cost 1t
has 1ncurred in canving out the sole risk operations,
CONTRACTOR shall have the option, only in the event there
has been a separate Commercial Oil Discovery, elsewhere
within the Area, to share 1 finther development and
production of that specific area upon paving GANOPE one

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

Such one hundred percent (104%) pavment shall not be
recovered by CONTRACTOR. Immmechately following such
pavment the specific area shall either (1) revert to the status of
an ordinary Development Lease under this Agreement and
thereatter shall be operated 1n accordance with the terms hereof;,
or (11) alternatively, 1n the event that at such time GANOPE or
its Affiliated Company 1s 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 sharng percentages of
the Ciude O1l as  specified 1n Article VII (b). The sole sk
Crude Ol shall be valued in the manner provided in Article VII
(¢). In the event of any termunation of this Agreement under
the provisions of Article IIT (b), this Agreement shall, however,
continue to apply to GANOPE s operations of any sole nisk
venture hereunder, although such Agreement shall have been
ternunated with respect to CONTRACTOR pwsuant to  the

provisions of Article III (b).
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() Conversion to a3 Development Leagse:

(1) Following a Commercial Oil Discovery or a Commercial Gas
Discovery the extent of the whole area capable of production to
be covered by a Development Lease shall be mutually agreed
upon by GANOPE and CONTRACTOR and be  subyject to the
approval of the Muimuster of Petroleum.  Such area shall be
converted automatically mto a Development Lease without the
15112 of any additional legal mstrument or pernussion

(1) Following the conversion of an area to a Development Lease
based on a Conunercial Gas Discovery (or upon the discovery
of Gas 1 a Development Lease granted  following a
Commercial Ol Discovery), GANOPE and CONTRACTOR
shall endeavor with diligence to tind adequate markets capable
of absorbing the production of Gas and withrespect to the local
markets. GANOPE shall advise CONTRACTOR of the
potential outlets tar such Gas and the expected ammal schedule
of demand. Thereatter. GANOPE and CONTRACTOR shall
meet with a view to assessing whether the outlets for such Gas
and other relevant factors warrant the development and
production of the Gas and 1 casz of agieement the Gas thus
made avatlable shall be disposed of to GANOPE or EGPC o
EGAS under a long-term Gas Sales Agreement in accordance
with and subject to the conditions set torthin Article VII

(1) The Development period of each Development Lease shall be
as tollows:

(aa) In respect of a Commercial O1l Discovery. twenty  (20)
vears from the date of such Conmmercial Discovery plus
the Extension Pentod (as defined below) provided that, in
the event that, subsequent to the conversion of 4
Commercial Ol Discovery into a Development Lease, Gas
15 chscovered 1n the same Development Lease and 1s used
ol 15 capable of baing used locally or tor export hereunder,
the pertod of the Development Lease shall be extended
only with respect to such Gas, LPG extracted fiom such
Gas and Crude Ol i the form of condensate produced
with such Gas for twenty (20) vears from the date of first
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deliveries of Gas locally or for export plus the Extension
Period (as defined below) provided that the duration of
such Development Lease based on a Commercial Oil
Discovery may not be extended beyvond thuty-five (35)
veals from the date of such Conumercial O1l Discovery,
CONTRACTOR shall immediately notity GANOPE of any
Gas Discovery but shall not be required to apply for a new
Development Lease in respect of such Gas.

(bb) In respect of a Commercial Gas Discovery, twenty (20)

vears from the date of first deliveries of Gas locally or for
expart plus the Extension Period (as defined below)
provided that, 1f subsequent to the conversion of a
Commercial Gas Discovery mto a Development Lease,
Crude O1l 15 discovered 1 the same Development Lease,
CONTRACTOR s share of such Ciude Oil from the
Development Lease (except LPG extracted from Gas or
Crude O1l 1n the form of condensate produced with Gas)
and Gas associated with such Crude Oil  shall revert
entirely to GANOPE upon the lapse of twenty (20) vears
from the date of such Ciude O1l Discovery plus the
Extension Pertod (as defined below).

Notwithstanding, anything to the contrary under this
Agreement, the duration of a Development Lease based on
a Commercial Gas Discovery shall m no case exceed
thirty-tfive (33) vears from the date of such Commercial
Gas Discovery.

CONTRACTOR shall immediately notity GANOPE of any
O1l Discovery but shall not be required to apply for a new
Development Lease in respect of such Crude Oil.
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The " Extension Pertod" shall mean a  penod of five (5)
veals which mav be elected by CONTRACTOR upon s1x
(6) months witten request sent by CONTRACTOR to
GANOPE pnor to the expuy of the relevant twenty (24}
vear pertod supplemented by technical studies mcluding
evaluation of production, expected levels of production
durng extension penod, CONTRACTOR s obhigations and
televant econonue constderation. This extension penod 1s
subject to the approval of the Munster of Petrolemm.
Development opzarations shall upon the 1ssuance of a Development
Lease granted following a Conmmercial Ol Discovery, be started
promptly by Operating Company and be  conducted 1n accordance
with good oil field practices and  accepted petroleum engineering
punciples, until the field 15 considered to be fully developed. 1t
bemg mderstood that 1f assoctated gas 15 not utihzed, GANOPE
and CONTRACTOR shall negotiate mn good tarth on the best way
to avord 1mpairning the production in the interests of the parties.
In the event no Commercial Production of Oil m regular shipments
ol Gas delivenies from any Development Block within towr (4)
vears from the date of the Commercial O Discovery, or from the
date of tirst Gas deliveries for local or export. such Development
Block shall mmmediately be  relinquushed, unless there 1s a
Commmercial Ol or Gas Discovery on the Development Lease.
Each Development Block 1 a Development Lease being pantly
within the radius of dramage of any producing well 1 such
Development Lease shall be considered as participating i the
C'onmumercial Production reterred to above.

Development operations 1 respect of Gas and Cirude Oil 1 the
torm of condensate or LPG to be produced with or extracted from
such Gas shall, upon the signatme of a Gas  Sales Agreement or
commencement of a scheme to dispose of the Gas, whether for
export as referred to 1 Article VII or otherwise, be started promptly
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(1)

by Operating Company and be conducted 1 accordance with good
gas field practices and accepted petroleum engineering principles
and the provisions of such agreement or scheme. In the event no
Commercial Production of Gas 1s established mn accordance with
such Gas Sales Agreement or scheme, the Development Lease
relating to such Gas shall be relinquished. unless otherwise agreed
upon by GANOPE.

[f. wpon applicatton by CONTRACTOR 1t 15 recogmzed by
GANOPE that Ciude Oill or Gas 1s bemg drained trom the
Exploration  block under tlus Agreement into a Developiment
Block on an adjonmng concession area held by CONTRACTOR,
the Block bemg drammesd shall be considered as participating in the
C'ommercial Production of the Development Block 1 question and
the Block being dramed shall be converted into a Development
Lease with the enswmng allocation of costs and production
(calculated fram the Etfective Date o the date such dramage
occurs. wluchever 15 later) between the two  Concesston Areas.
The allocation of such costs and production under each Concession
Agreement shall be i the same portion that the recoverable
reserves 1 the dramed  geological sttuctwe underlving each
(Concesston Area bears to the total recoverable reserves ot such
sttuctiwe underlving both Cloncession Areas.  The production
allocated to a concession area shall be priced according to the

concession agleement covering that concession area,

CONTRACTOR shall bear and pay all the costs and expenses
required 1 carrving out all the operations under this Agreement but
such costs and expenses shall not include any mterest on
investment. CONTRACTOR shall look only to the Petiolenm to
wluch 1t 15 entitled under tlus Agreement to recover such costs and
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expenses. Such costs and expenses shall be recoverable as provided

i Article VIIL Duning the term of this Agreement and its renewal,

the total production achieved 1n the conduct of such operations shall
be divided between GANOPE and CONTRACTOR 1n accordance

with the provisions of Article VIL

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

2)

(3)

Egyptian 1come tax laws and shall comply with the
requirements of such laws with respect to the filing of returns,
the assessment of tax, and keeping and showing of books and
records.

CONTRACTOR shall be hable to prepare the income tax
return statement. CONTRACTOR shall subnut the tax return
statement to GANOPE at least twenty five (23) davs puor to
the due date of submutting thereof to the tax authonty.

GANOPE shall have the night to review

the tax return in order to accept the tax calculation therein.
GANOPE shall provide commments on such retiun within fitteen
(15) davs of the date of receiving the tax return from
CONTRACTOR. In any case CONTRACTOR shall be
responsible for submitting the tax retun to the tax authonity

within the due date.

CONTRACTOR s anmial icome for Egyptian income tax
purposes under this Agreement shall be an amount calculated

as follows:

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

Reduced hy:
(1) The costs and expenses of CONTRACTOR:

(1) The value as detetmimed according to Article VII (¢), of
GANOPE s share of the Excess Cost Recovery Petroleum
repatd to GANOPE 1n cash or i kind, 1if any .

Plus:

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

For purposes of above tax deductions m any Tax Year, Article
VII (a) shall apply only i respect of classification of costs and
expenses and rates of amortization, without regard to the
percentage lmutation referred to i1n the first paragraph of
Article VII (a) (1). All costs and expenses of CONTRACTOR
1 conducting the operations under tlus  Agreement wluch are
not controlled by Article VII (a) as above qualified shall be
deductible m accordance with the provisions of the Egyptian
Income Tax Law.

GANOPE shall assume, pay  and discharge, m the name and
on behalt of CONTRACTOR, CONTRACTOR s Egvptian
imncome tax out of GANOPE s share of the Petrolenm produced
and saved and not usad 1 operations under Article VII.  All
taxes pawd by GANOPE in the name and on behalf of
CONTRACTOR  shall  be  considered  icome  to
CONTRACTOR.

GANOPE shall furmush to CONTRACTOR the proper otficial
receipts  evidencing the pavment of CONTRACTOR's
Egvptian mcome tax for each Tax Year withun mnety  (940)
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 Authortties and shall state the
amount and other particulars customary for such receipts.
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(6) Asused herein, Egyptian Income Tax shall be mclusive of all
income taxes pavable 1 the A R.E. (including tax on tax) such
as the tax on income from movable capital and the tax on
profits from commerce and mdustry and inclusive of taxes
based on 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.

(7) In calculating 1ts AR.E. income taxes, GANOPE shall be
entitled to deduct all rovalties paid by GANOPE to the
GOVERNMENT and CONTRACTOR’s Egyptian income
taxes paid by GANOPE on CONTRACTOR s behalf.

ARTICLE IV
WORK PROGRAM AND EXPENDITURES
DURING EXPLORATION PERIOD

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

(b) The imtial Exploration pertod shall be Four (4) vears from the
Effective date. And CONTRACTOR may extend this Exploration
period for one(l) successive extension period the extension shall be
Three (3) vears, 1n accordance with Article III (b), each of wluch
upon at least thuty (30) days prior wiitten notice to GANOPE,
subject to 1ts expenditure of 1ts numnmum  Exploration obligations
and of 1its fulfillment of the dulling obligations hereunder, for the
then current period.



Vo8 L i VA 3 () U YO uadl = e JI 54

£

N3 dgdde urdies ol XY, e B Y L gl 0l oWl i
idhacl) il sl Condl eldas e S N Sl LY I ¥ e
B3kl Jeots 5V e ilpian (8) gl Lodons sV ol 5,08 IS L
LT ST JEPT PR [ ST BUSTOW] PO ] I TN U0 g £ 1 PU
(gt i Tt # 2] IS s ¢ il dobucs YV RS drdlars Ay s i Lie
A () S iy Tag e Ve oS L3, B ¥ oA DLl sLa YT
e Ve ey s S Y L it ol oLl sl LS slasied
a1 5 0 I LS N sl L oW s e Y0 s
g i Y ol 5 2 ny Lot JHLLI iy 2y ol g (F) SO0 L

Bl & (V) daly oy WY
a3 o3y g Wald oMl i I e ST it sl 151 Lo s 3,
Cocdl 3,28 I b i o3l I LY sadd 3N b s 35T i 13) ]
S a s ol S U BB Ol (£) pl LIS
W oy 32k (I UHT saad 531 0t T aslisly JoUatl oy 01 A4 bt

I s ¢ AL Eed 5,25 e
bl godl e LY sl ezt Eondl S Wi oo oLl Jow W 3,
51 33 05K0s Ly ¥ o 5,5 o () Engl 1 il Dyl i o Jo3 adle
ittty oSl XY, e s g o8 S Lk Codl Oldas Je
AC AT N 1 P SN I S P W { PO IR [ FE N A AR
p e Mo Wil bl 3 gal 03 (€ ) dagl I i) imly wis I,
oo et G Lslaas Lo i piiy ol Byl e caty 1S5 ¢ 310
NP { PLAW N FLT IS PYIOUISN PYRVPEN DICAFGES. Sr-San i B & SIRIPIPINIS
a abs 058K ¢ Gondl e Yoad aciil o] el oy SN il S, Y



LY

Y8 diw i VA () b Y0 duall = s Jl 5y 4

CONTRACTOR shall spend a nunmmm ot § 22,000,000 Twenty
Two million US Dollars on  Exploration  operations  and
activities related thereto dunng the mutial Fowr (4) vears
Exploration penod; provided that CONTRACTOR shall reprocess
and Interpret of all exasting 2D seisnuc data, acquue gravity and
magnetic survey over the entire block area | acquure of one
Hundred and eight (108) Square Kilometers of 3D Seismuc Data
and Duill Two (2) exploratory wells. For the three (3) vears
axtension pertod that CONTRACTOR elects to extend bevond the
of 510000000 Ten mnullion U8 Dollars  provided that
CONTRACTOR shall Dnill one (1) exploratory well,

should CONTRACTOR spend more than the muninnun amount
required to be expended or dill more wells than the munmnum
requured to be dulled during the mutial Four (4) vears Exploration
period, the excess may be subtracted from the munimmuum amount of
money tequired to be expended by CONTRACTOR o1 mnintm
number of  wells required to be dilled dume any succeeding
Exploration period(s). as the case may be,

[n case CCONTRACTOR swrenders 1ts Exploration nghts under
this Agreement as set torth above betfore o at the end ot the fourth
(41 vear of the itial Exploration pertod, having expended less
on Exploration or in the event at the end of the fowth (49) vear,
CONTRACTOR has expended less than sard swm o the Area,
an amount equal to the difference between the said § 22000 000
Twenty Two nulhhon US Daollars and the amount actually spent on
Exploration shall be patd by CONTRACTOR to GANOPE at the
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(c)

time  of surrenderng or withun six (6) months trom the end of the
fourth (4% vear of the umtial Exploration period. as the case may
be. Provided this Agreement 1s still m force as to CONTRACTOR,
CONTRACTOR shall be entitled to recover any such pavments as
Exploration Expenchture in the manner provided tor under Article
VII 11 the event of Clommercial Production.

Without prejchce to Avticle IIT (b). 1n case no Conunerclal Oil
Discovery 1s established or no notice of Commercial Gas
Discovery 15 given by the end of the Seventh (71) vear, as may be
extended pursuant to Article V (a) or incase CONTRACTOR
swrenders the Area under this Agreement prior to such tume,
GANOPE shall not bear any of the atoresald expenses spent by
CONTRACTOR.

At least fowr (4) months prior to the begumung of each Financial
Year or at such other tunes as may mutually be agreed to by
GANOPE and CONTRACTOR, CONTRACTOR shall prepare an
Exploration Woik Program and Budget for the Area setting  foith
the Exploration operations wlhich CONTRACTOR proposes fo
carry out during the ensuing Year,

The Exploration Waork Program and Budget shall be reviewed by a
jomt  conmmttes  to  be  established by  GANOPE and
CONTRACTOR atter the Etfective Date of tlus Agreement. Tlus
Clommuttee, herematter reterred to as the "Exploration Advisory
Comnuttee”. shall consist of six (0) members. tluee (3) of whom
shall be appointed by GANOPE and thiee (3) by CONTRACTOR.
The Chawrman of the Exploration Advisory Conmmuttee shall be
designated by GANOPE from among the members appointed by it.
The Exploration Advisory Conmnittee shall review and give such
advice as it deems appropriate with respect to the proposed Wouk
Program and Budget  Following review by the Exploration
Advisory Committee, CONTRACTOR shall make such revisions
as CONTRACTOR deems appropriate and submit the Exploration
Work Program and Budget to GANOPE for its approval.
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Following such approval, it is further agreed that:

(1) CONTRACTOR shall not substantially revise or modhty sard Wouk
Program and PBudget nor reduce the approved — budgeted
expenditure without the approval of GANOPE:

(11) In the event of emergencies mvolving danger of loss of lives or
property, CONTRACTOR mav expend such additional mmbudgeted
amounts as may be requued to alleviate such danger. Such
expenchtine shall be considered m all aspects as Exploration
Expenditure and shall be recovered pursuant to the provisions of
Article VII hereot.

() CONTRACTOR shall advance all necessary funds tor all
matenals, equpments, supplies, personnel adnumstiation and
operations pursuant to the Exploratton Work Program and Budget
and GANOPE shall not be responsible to bear or repay any of the
atoresald costs.

(e) CONTRACTOR shall be responsible tor the preparation and

performance of the Exploration Work Program which shall be
implementad 1 a workmanlike manner and consistent with good
incustry practices.
Except as 15 appropriate for the processing ot data, specialized
laboratory engineertng and development studies thereon, to be
made 1n speclalized centers outside A R E. subject to GANOPE s
approval, all geological and geophvsical studies as well as any
other studies related to the pertormance of this Agreement, shall be
made mn the ARE.

CONTRACTOR shall entiust the management of Exploration
operations m the ARE. to its techmeally competent (eneral
Manager and Deputy General Manager. The names of such
Manager and Deputy General Manager shall, upon  appoiuntment.
be forthwith notified to the GOVERNMENT and to GANOPE,
The General Manager and. 1 Ius absence, the Deputy General
Manager shall be entiusted by CONTRACTOR with sutficient
powelrs to carry out imunechately all lawtul written directions given
to them by the GOVERNMENT or 1its representative under the
terms of this Agreement. All lawful regulations 1ssuad or hereafter
to be 1ssued wluich are applicable hereunder and not 1 conthct
with tlns Agreement shall apply to CONTRACTOR.
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(f) CONTRACTOR shall supply GANOPE, witlun thuty (30) davs
frtom the end of each calendar quarter, with a Statement of
Exploration activity showing costs meured by CONTRACTOR
dming such quarter. CONTRACTORs records and necessary
supporting  documents  shall be avatlable for wspection by
GANOPE at any tume dwing regular working homs for tlheee (3)
months from the date ot recerving each statement.

Within the three (3) months trom the date of recarving such

Statement, GANOPE shall advise CONTRACTOR 1 witing 1t 1t

considers:

(1) that the record of costs 1s not cotrect:. or

(2) that the costs of goods or services supplied are not m line with
the mternational market prices tor goods o1 services ot sinular
quality supphed on smular terms  prevaling at the tune such
goods or services were supplied, provided however. that
purchases made and services pertormed witlun the A R E. shall
be sulbyect to Article XXVI, ar

(3) that the condition ot the maternials turushed by CONTRACTOR
does not tally with then prices; or

(4) that the costs ncurred are not reasonably requured tor operations.
CONTRACTOR shall conter with GANOPE 1n connection with
the problem thus presented, and the parties shall attempt to
1each a settlement wlich 1s nmutually satistactory.

Any retmbmsement cue to GANOPE out of the Cost Recovery
Petroleum as a result of reaclung agreement or ot an arbitral
award shall be promptly made 1n cash to GANOPE, plus suple
mterest at LIBOR plhis two and half  percent (2.5 %) per
amum trom the date on wluch the disputed amount(s) would
have been paid to GANOPE according to Article VII (a) (2) and
Amnex "E" of this Agreement (1.¢ .. the date of rendition of the
1elevant Cost Recovely Statemmenit) to the date of pavinent. The LIBOR
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()

rate applicable shall be the average of the figwe or figwres
published by the Financtal Tunes representing the nud-pomt of
the rates (bid and ask) applicable to one month U.S. Dollars
deposits 1 the London Interbank Evwocurrency Market on each
fifteenth (15" dav of each month occurting between the date
on which the disputed amount(s) would have been paid to
GANOPE and the date on which 1t 15 settled.

[t the LIBOR rate 15 available on any fifteenth (159 day but1s
not published 1n the Financial Tunes 1 respect of such day tor
any reason, the LIBOR rate chosen shall be that offered by
Citibank N.A. to other leading banks i the London Interbank
Ewrocurency Market tor one month U.S. Dollar deposits.

If such fifteenth (153™) dav is not a day on which LIBOR rates
are quoted 1 the London Interbank Ewrocwrency Market, the
LIBOR rate to be used shall be that quoted on  the next
tollowing dav on which such rates are quoted

[T witlon the time it of the three (3) month penod provided
for 1 tlus  paragraph. GANOPE  has not advised
CONTRACTOR of 1ts objechon to any Statement. such
Statement shall be considered as approved.

CONTRACTOR shall supply all funds necessary ftor its operations
1n the A RE. under tlus Agreement mn ficely convertible currency
from abroad CONTRACTOR shall have the nght to freely
purchase Egyptian cumrency 1n the amonnts necessary for its
operations 1 the ARE from GANOPE or fiom any bank
authonzed by the GOVERNMENT to conduct foreign currency
exchanges. Prionty shall be given to GANOPE to purchase the
toreign currencles from CONTRACTOR at the same applicable
rate and date as such curencies mayv be purchased from the
National Bank of Egypt.
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() GANOPE 15 authorized to advance to CONTRACTOR the
Egvptian curency requured for the operations under this Agreement
agalnst recetving from CONTRACTOR an equvalent amount of
U.S. Dollars at the otficial A R E. 1ate of exchange. such amount in
LS, Dollars shall be deposited 1n an GANOPE account abroad
with a correspondent bank of the National Bank of Egvpt, Cano.
Withdrawals from said account shall be used for fmancing
GANOPE s and its  Atfihated Companies™  foretgn  currency
requitements subject to the appoval of the Muuster of Petroleum,

ARTICLE V¥V
MANDATORY AND VOLUNTARY RELINQUISHMENTS
(n) MANDATORY:

At the end of the Fourth (4) Year atter the Etfective Date hereof.
CONTRACTOR shall relinqush to the GOVERNMENT a total of
Twenty Five percent (25%) of the onginal Area on the Effective
date not then converted to a Development Lezase or Leases. Such
relingushment shall be m a single vt of whole Exploration Blocks
not converted to Development Leases unless otherwise agreed upon
between GANOPE and CONTRACTOR so as to enable the
relinquushment requirements to be precisely fulfillad.

Without prejudice to Articles III and XXIII and the last tloee
paragraphs of this Article V (a). at the end of the Seventh (71} vear
ot the Exploration penod, CONTRACTOR shall relinguish the
remainder of the Area not then converted to Development Leases.

[t 15 understood that at the tume of any relinguisloment the areas to
be converted mto Development Leases and which are subnutted to
the Muuster of Petrolewun for lus approval according to Article II1
(d) shall., subject to such approval. be deemed converted to
Development Leases.
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(b)

CONTRACTOR  shall not Dbe requued to relinquush any
Exploration Block or Blocks on wluch a Comumercial O1l o1 Gas
Well 15 discovered before the period of tume 1eferred to . Article
[II (¢) given to CONTRACTOR to determine whether such Well 15
a Commercial Discovery worthy of Development or  to relinquush
an Exploration Block 1 respect of which a notice of Commercial
Gras Discovery has been given to GANOPE subject to GANOPE s
right to agree on the exastence ot a Commercial Discovery pursuant
to Article IIT (¢), and without prejudice to the requuements of
Article III (&),

[ the event at the end of the mitial Exploration penod or either ot
the one additional successive extension of the mmtial Exploration
pertod, a well 15 actually duilling or testing, CONTRACTOR shall
be allowed up to six (0) months to enable 1t to dizcover a
Commercilal 1l or Gas Well or to establish a Commercial
Discovery, as the case mayv be. However, any such extension of up
to six (6) months shall reduce the length of the next succeeding
Exploration period. as applicable, by that amount.

VOLUNTARY:

CONTRACTOR mayv, voluntardy, during any pertod relinqush all
or any part of the Area in whole Exploration Blocks or parts of
Exploration Blocks provided that at the tune ot such voluntary
relinquushment its Exploration obligations under Article IV (b)
have been satistied tor such pertod.

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

Following Comumercial Discovery, GANOPE and CONTRACTOR
shall mutually agree upon any area to be relinquished thereafter,
except tor the relinquishment provided for above at the end of the
total Exploration pertod.
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ARTICLE VI
OPERATIONS AFTER COMMERCIAL DISCOVERY
(a)  On Commerclal Discovery, GANOPE and CONTRACTOR may

(b)

form 1 the A R.E. an operating company pursuant to Article VI (b)
and Annex (D) (herematter referred to as "Operating Company™)
which company shall be named by nmtual agreement between
GANOPE and CONTRACTOR and such name shall be subject to
the approval of the Muuster of Petrolemun. Said company shall be a
plivate sector company. Operating Company shall be subject to the
laws and regulations 1n torce 1n the A RE. to the extent that such
laws and regulations are not meonsistent with the provisions ot this
Agreement or the Charter of Operating Company.

However, Operating Company and CONTRACTOR shall, for the
pupose of this Agreement, be exempted trom the tollowing laws
and regulations as now or hereatter amended or substituted:

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

Law No. 139 of 198]. promulgating the law on jomt stock
compalnes. partnerslup hmuted by shares and lmmted hability
compaes;

Law No. 97 of 1983 promulgating the law concerning public sector
organzations and compantes:

Law No. 203 of 1991 promulgating the law on public busmess
sector compantes, and

Provisions of part 2 of Chapter 6 of Law No. 88 of 20103, organzing
dealings mforeign currencies.

The Charter of Operating Company 13 hereto attached as Annex
"D Within thuty (3(0) davs atter the date of Clonmmercial (il
Discovery or witlun thuty (30) davs atter signature of a Gas Sales
Agreement or 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 mto exustence without any tfwther procadures,
The Exploration Advisory Clommittee shall be dissolved torthwith
upon the conung into existence of the Operating Company.
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(¢)

(d)

Ninety (90) davs after the date Operating Company comes 1o
existence 1n accordance with paragraph (b) above, 1t shall prepare a
Waork  Program  and Budget tor  further Exploration and
Development tor the remainder of the vear 1 which the
Commercial Discovery 13 made; and not later than fowr (4) months
betore the end of the current Financial Year (or such other date as
may be agreed upon by GANOPE and CONTRACTOR) and fow
(4) months preceding the conumencement ot each succeeding
Financial Year thereatter (or such other date as mav be agreed
upon by GANOPE and CONTRACTOR)., Operating Company
shall prepare an anmal Production Schedule, Work Program and
Budget tor mther Exploration and Development tor the succeeding
Financial Year. The Production Schedule, Work Program and
Budget shall be subnutted to the Board of Directors for approval.

Not later than the twentieth (20%) dav of each month, Operating
Company shall turmsh to CONTRACTOR a wiitten estunate of 1ts
total cash requuements tor expenciture tor the first halt and the
second half of the succeeding month expressed 1in U.S. Dollars
having regard to the approved Budget. Such estumate shall talke
into consideration any cash expected to be on hand at month end.

Pavment for the appropriate period of such month shall be made to
the conmespondent bank designated in paragraph (&) below on the
first (1Y) dav and fitteenth (15%) dav respectively. or the next
following busimess dav, if such dav 1s not a business day,

(¢) Operating Company 13 authonzed to keep at 1ts own disposal abroad

in an account opened with a correspondent banlk of the National
Bank of Egypt, Cawo, the foreign funds advanced by
CONTRACTOR. Withdrawals from said account shall be used tor
paviment tor goods and services acquued abroad and for
fransterrig to a local bank i the A R E. the requured amount to
meet the expenditines 1 Egyvptian Pounds tor Operating Company
1n connection withits activities undar this Agreement.
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(1)

(a)

Within sixty (600 davs atter the end of each Financial Year,
Operating Company shall subnut to the approprate exchange
control authonties 1 the A RE. a statement, duly  certified by a
recogmized 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
[t and for as long during the penod of production operations there
exists an excess capacity 1 facihities wluch can not duing the
perod of such excess be used by the Operating Company or
CONTRACTOR from a Development Lease or adjacent concession
area related to the CONTRACTOR., GANOPE shall vse the excess
capacity 1f 1t so deswes without any fmancial or operational
disadvantage to the CONTRACTOR o1 Operating Company.
ARTICLE VII
RECOVERY OF COSTS AND EXPENSES AND
PRODUCTION SHARING

(1) Cost Recovery Petroleum:

Subject to the auditing provisions wnder this Agreement.

CONTRACTOR shall recover quarterly all costs, expenses and

expenditiwes 1 respect of all the Exploration, Development and

telated operations under thus Agreement to the extent and out

of Thuty Eight percent (38%) of all Petrolenm produced and

saved from all Development Leases within the Area hereunder

and not used m Petrolenm  operations. Such  Petrolenm 15

hereinatter veterred to as "Cost Recovery Petrolemmn”.

For the puwpose of determuimng the classification of all costs,

expenses and expenditwes tor then recovery, the following terms

shall apply:

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

3. "Operating Expenses" shall mean all costs, expenses and
expenditures made atter mitial Comumercial Production, which
costs, expenses and expenditures are not mnormally
depreciable.

However, Operating Expenses shall include workover, repan
and maintenance of assets but shall not include any of the
following: sidetracking, re-dulling, recompilation, abandonment
operations, and changing of the status of a well by reentiy or
testing, replacement of assets or part of an asset, additions,
improvements, renewals or major overhauling that extend the
life of the asset.

Exploration Expenditures, Development Expenditires and Operating

Expenses shall be recovered from Cost Recovery Petroleum in the

tollowing manner:-

(1) "Exploration Expenditures”, mcluding those accumulated prior to
the conmmencement of 1mtial Commercial Production, which for the
puposes of this Agreement shall mean the date on wluch the first
regular shipment of Crude Oi or the first deliveries of Gas are
made |, shall be recoverable at the rate of twenty percent ( 20%) per
anmum starting either 1 the Tax Year in which such expenditures
are mcurred and paid or the Tax Year in which tmtial Comimercial

Production commences, whichever 1s the later date.
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(11) "Development Expenchtures”, mcluding those accumulated prior to
the commencement of 1mtial Comumercial Production which tor the
purposes of thus Agreement shall mean the date on which the first
regular shuipient of Crude Ol or the fust deliveries of Gas are
made, shall be recoverable at the 1ate of twenty percent (20%s)
per anmin  starting  either 1 the Tax Year i which such
expenditines are meurred and paid or the Tax Year in which 1mtial
C'ommercial Production commences. whichever 1s the later date.

(1) "Operating Expenses”, incurred and paid atter  the date of 1nutial
Commercial Production, which for the purposes ot this Agreement
shall mean the date on wluch the first regular shupment of Crude
O1l or the fust dehivenies of Gas are made. shall be recoverable
either 1n the Tax Year m which such costs and expenses are
meurted and paid or the Tax Year i which vutial Commercial
Production ocors. whichever 1s the later date.

Concerning item (1) & (11) the Cost recovery percentage recomimended
by bidder(s) 15 campetitive. Exploration and Development expenditines
shall be recoverad witlhin a numum of five (5) vears.

(1v) To the extent that. 1n a Tax Year. costs, expenses ol expenditures
recoverable per paragraphs (1), (11) and () preceding, exceed the
value of all Cost Recovery Petroleum tor such Tax Year, the excess
shall be carned torward for recovery i the next succeeding Tax
Year(s) until fully recoverad, but mn no case after the ternunation
of this Agreement, as to CONTRACTOR.

(v) The recovery of costs and expenses, based upon the rates referred
to above. shall be allocated to each ¢quarter proportionately (one
fomth to each quarter) However, any recoverable costs and
expenses not recovered 1 one quarter as thus allocated, shall be
carnied torward for recovery in the next quarter.
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(2)  Except as provided i Article VII (a) (3) and Article VII (&)

(3)

(1), CONTRACTOR shall each quarter be entitled to take and
own all Cost Recovery Petroleum, which shall be taken and
disposed of 1n the manner determined pursuant to Article VII
(e). To the extent that the wvalue of all Cost Recovery
Petroleum [as determined i Article VII (¢)] exceeds the actual
recoverable costs and expenditures, including any cany
torward under Article VII (a) (1) (1v). to be recoverad 1n that
quarter, then the wvalue of such Excess Cost Recovery
Petroleum shall be paid by CONTRACTOR to GANOPE
either (1) m cash 1 the mamer set forth i Article IV of the
Accounting Procedure contained i Annex "E" or (11) 1 kind
1n accordance with Article VII(a) (3).

Ninety (90) days prior to the commencement of each
Calendar Year GANOPE shall be entitled to elect by notice in
writing to CONTRACTOR to require pavment of up to one
hundred percent (104%) of all the Excess Cost Recovery
Petroleum (Ganope’s 1ight) in kind.  Such pavment will be 1n
Crude O1l from the Area F.O.B. export ternunal or  other
agreed delivery point provided that the amount of Crude Oil
taken by GANOPE in kind in a quarter shall not exceed the
value of Cost Recovery Crude Oil actually taken and
separately disposed of by CONTRACTOR from the Area
dwing  the previous quarter. If GANOPE's entitlement to
recelve pavment of its share of Excess Cost Recovery
Petroleum in kind is limited by the foregoing provision, the

balance of such entitlement shall be paid in cash.
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(Ib) Production Sharing
(1) The remaming sixty two percent (62%) of Petrolewm shall be
divided between GANOPE and CONTRACTOR pwsuant to
Article VII (&) according to the tollowing shares:
(1) Crude Oil (Quarterly Average):
Crude o1l produced and saved under this agreement and not used 1n
Petrolemm operations. (BOPD) (quarterly average)will be divided
between Ganope and contractor as:

1- Less than or Equal to 50 US§

(BRENT BLEND / BARREL)

GANOPE CONTRACTOR
Share % Share %o

less than 10000 02% 38%

from 10000 and less than 20000 63% 37%

from 20000 and less than 40000 63% 35%

from 40000 and less than 60000 5% 25%

trom 60000 and lexs than 80000 8% 2095

from 80000 and lexs than 100000 51% 19%%
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2- More than 50 USY and less than or equal to 75 USS

(BRENT BLEND / BARREL)

GANOPE CONTRACTOR
Share % Share %

less than 10004 63% 37%

from 10000 and less than 20000 64% 36%

from 20000 and less than 40000 66% 34%

from 40000 and less than 60000 76% 24%

from 60000 and less than 80001 81% 19%%

from 80000 and less than 100000 82% 18%

equal to or more than 1000040 83% 17%

3- More than 75 US$ and less than or equal to 100 US§

(BRENT BLEND / BARREL)

less than 10000 64% 36%
from 10000 and less than 20000 635% 35%
from 20000 and less than 40000 67% 339

from 40000 and less than 60000 77% 23%,
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GANOPE

Share %
from 60000 and less than 804 82%
from 800040 and less than 100000 83%
equal to or more than 1000040 84%

CONTRACTOR
Share %

4- More than100 USS and less than or equal to 125 US§

(BRENT BLEND / BARREL)

less than 10000 659
from 10000 and less than 66%
from 20000 and less than 40000 6R%
from 40000 and less than 60000 8%
from 60000 and less than 80000 8304
from 80000 and less than 100000 849
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5- More than 125 US§  (BRENT BLEND / BARREL)

GANOPE CONTRACTOR
Share % Share %

less than 10004 66% 34%

from 10000 and less than 200040 67% 33%

from 20000 and less than 400040 69% 31%

from 40000 and less than 600010 79% 21%

from 60000 and less than 800040 84% 16%

from 80000 and less than 100000 835% 15%

equal to or more than 100000 86% 14%

(11) Gas & LPG (Quarterly Average):

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

Less than 150 MMSCF/Day 62%

Y]
o0
o

150 and above MMSCF/Day 67%

Y]
(Y]
=
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(2)  Atter the end of each contractual vear duning the term of any Gas

Sales Agreement entered 1nto pursuant to Arhicle VII (e). GANOPE
and CONTRACTOR (as sellers)  shall  render to GANOPE o
EGPC or EGAS (as buyer) a statement for anamount of Gas,
1t any, equal to the amount by wilnch  the quantity of
Gas of  wlhuich  GANOPE or EGPC o EGAS (as buver) has
taken dehivery falls below seventy five percent (73%) of the
Clontract quantities of Gas as established by the applicable Gas Sales
Agreement (the "Shortfall™), provided the Gas 15 avallable. Within
sixty (60) davs of receipt of the statement, GANOPE o EGPC o
EGAS (as buyer) shall pay GANOPE and CONTRACTOR
(as sellers) for the amount of the Shorttall. 1t any, The Shorttall
shall be included mm GANOPE s and CONTRACTOR s enfitlement
to Gas pursuant to Article VII (a) and Article VII (b) 1n the fourth
(4t quarter of such contractual vear,

Quantities of Gas not talen but to be paid tor shall be recorded in 4
separate "Take-or-Pav Account”. Quantities of Gas ("Make Up
Gas'") wlhich are delivered 1 subsequent yvears i excess of seventy
five percent (73%) of the confract quantifies of Gas as established by
the applicable Gas Sales Agreement, shall be set agamst and reduce
quantities of Gas in the "Take-or-Pay" account to the extent thereof
and. to  that extent. no payvment shall be due 1n respect of such Gas.
Such Make Up Gas shall not be mcluded mm CONTRACTOR s
enfitlement to  Gas pwsuant to Article VII {a) and (b)
CONTRACTOR shall have no 1ghts to such Male Up Gas.

[t at the end of any Conftract vear . GANOPE and CONTRACTOR
(as sellers) tail to deliver seventy five percent (753%) of the annnal
contract quantity of Gas as detined 1n the Gas Sales Agreement with
GANOPE or EGPC ar EGAS (as buver). the difference between
seventy five percent (73%) of the annual Contract quantity of Gas
and the actual gas quantity delivered shall be referred to as the
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"Deliver- or - Pay Shorttall Gas" . GANOPE or EGPC or EGAS (as
buver) shall have the nght to take a quantity of Gas equal to
Deliver-or-Pay the Shortfall 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 determuined in the Gas Sales Agreement .

The percentages set forth in Article VII (a) and (b) i respect of LPG
prociuced 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
15 enfitled hereunder shall be valued by GANOPE and
CONTRACTOR at "Maiket Price" tor each calendar

(uarter.

(11) "Matket Price" shall mean the weighted average prices
realized from sales by GANOPE or CONTRACTOR
cduring the quarter, whichever 1s lugher, provided that the
sales to be used in arnving at the weighted average(s)
shall be sales of comparable quantities on comparable
credit terms 1n freely convertible currency from F.O.B.
point of export sales to non-affiliated companies at arm’s
length wnder all Cirude O1l sales contracts then i effect,
but excluding Crude Ol sales contracts mvolving baiter, and
(1) Sales, whether direct or indirect, through brokers or

otherwise, of GANOPE or CONTRACTOR to any

Affiliated Company.
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(2) Sales mvolving a quid pro quo other than pavment in
a treely convertible currency or motivated 1 whole or
m part by considerations other than the usuval
acononue 1ncentives for conunercial amm's  length
ciude oll sales.

(1) It 15 understood that m the case of "CIF" sales,

appropriate deductions shall be made for transport and
mswance charges to calculate the F. OB, pomnt of export
price, and always taking into account the appropriate
adjustment for quality of Ciade Oil, freight advantage or
chisadvantage of part of loading and other  appropnate
adpstments. Market Price shall be deternmuned separately
for each Chrude O1l or Ciude O1l nux, and for each poit of
loading.

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

GANOPE andior CONTRACTOR wnder the Crude Onl
sales contracts 1n etfect, GANOPE and CONTRACTOR
shall mmtually agree upon the Market Price of the bairel
of Crude O1l to be used for such cquarter, and shall be
guided by all relevant and avallable evidence mcluding
cumrent prices - treely convertible cwnrency of leading
ciude oils produced by major o1l producing countries (in
the Arablan Gult or the Mediterranean Area). which are
regularly soldin the open mailet according to actual sales
contracts terms but excluding paper sales and sales
promises where no crude o1l 15 debivered. to the extent
that such sales are etfected under such terms and
conditions (excluding the price) not significantly different
from those wnder wlich the crude oil to be valued, was
sold, and alwavs taking mto consideration appropriate
adjustments for crude o1l quality,  freight advantags or
disadvantage of part of loading and other appropnate
adppstments, as the case may be., tor ditferences
gravity, sulphur,  and other factors generally recogimzed
by sellers and puchasers, as reflected 1n ciude pices,
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transportation ety (90) davs msurance  premnumns,
mnusval tees bome by the seller, and  tor credit terms 1n
excess of sty (00) davs, and the cost of loans o
guarantees granted ftor the benefit of the sellers at
prevalling interest rates.

[t 15 the mtent of the Parties that the value of the Cost
Recovery Crude Oil shall reflect the prevailing market
price tor such Crude Ol

(v) It atthey GANOPE or CONTRACTOR considers that the

Matket Price as deternuned wnder sub-paragraph (1)
above does not reflect the prevalling Market Price or
the event GANOPE and CONTRACTOR fall to agree on
Matket Price tor any Chude Oil produced under tlus
Agreement for any quarter within fitteen (13) dayvs 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, i the arbitrator’s judgment.
best represents tor the pertment cuarter the Mailet Price
tor the Crude Oul 1in question. The arbitrator shall malke lus
deternunation as soon as possible tollowmg the quarter 1n
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 tal to agree
on the arbitrator within thirty (30} davs trom the date any
party notifies the other that it has decided to subnut the
deternunation of the Matket Price to an arbitrator, such
atbitrator shall be chosen by the appomfting authonity
designated 1n accordance with Article XXIV (e). or such
other appointing authornity with access to such expertise as
may  be agreed to  between GANOPE  and
CONTRACTOR, with regard to the qualifications for
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arbitrators set forth below, upon written application of
one or both of GANOPE and CONTRACTOR. Copy of
such application by one of them shall be promptly sent to
the other.

The arbitrator shall be as nearly as possible a person with
an established reputation in the international petroleum
industry as an expert i pricing and matketing crude o1l 1n
international commmerce. The arbitrator shall not be a
citizen of a country which does not have diplomatic
relations with any Party of this Agreement He shall not be,
at the time of selection, emploved by, or an arbitrator or
consultant on a contumung or frequent basis to, the
American Petroleum Institute, the Orgamzation of the
Petrolenm Exporting Countries or the Organization of
Arab Petroleum Exporting Countries, or a consultant on a

Affillated Company of either, but past occasional
consultation with such companies, with other petrolemun
companies, governmental agencies or organizations shall
not be a ground for disqualification. He may not have
been, at any time dwing the two (2) vears before
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
arbitrator or should the position of arbitrator fall vacant
prior to the decision called for, another person shall be
chosen in the same manner provided in this paragraph
GANOPE and CONTRACTOR shall share equally the
expenses of the arbitrator.
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The arbitrator shall make Ius deternunation in accordance
with the provisions of this paragraph, based on the best
evidence available to lum. He will review ol sales
contracts as well as other sales data and information but
shall be fiee to evaluate the extent to wluch any contracts,
data o Information 1s  substantiated o1 pertinent.
Representatives of GANOPE and CONTRACTOR  shall
have the night to consult with the arbitrator and furush
lnm written materials provided the arbitrator may impose
reasonable lmmitations on thos nght GANOPE and
CONTRACTOR  each shall cooperate with the arbitrator
to the fullest extent and each shall mnswe such
cooperation of 1ts trading compaites. The arbitrator shall
be provided access to ciude o1l sales contracts and related
data  and  mformation  wlich  GANOPE  and
CONTRACTOR  or thew trachng companies are able to
malke available and which 1 the judgment of the arbitrator
nught ard the arbitrator 1 making a valid deternunation.

(v1) Pending Matket Price agreement by GANOPE and

CONTRACTOR or detemmination by the arbitrator, as
applicable, the Maiket Price agreed for the  quarter
preceding the quarter m question shall remain temporanily
mn etfect, In the event either GANOPE  or
CONTRACTOR should mcwr a loss by vitue of the
temporary conttnuation of the Market Price of the
previous quarter, 1t shall promptly be  rennbwsed such
loss by the other party plus sumple mterest at the LIBOR
plus two and one - halt percent (2.5%) per anmun rate
provided tor . Article IV () trom the date on which the
disputed amount(s) should have been paid to the date of
pavinent.
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(2) Gasand LPG

(D

)

The cost recovery and production sharng gas price will be
agreed upon between contractor and GANOPE after the
Commercial Discovery and before converting the Area to a

development lease(s) and shall be.

Red Sea deep water (Semu-sub and Duill ships): according to
the average prevailling new gas prices of the Egyptian

economic Mediterranean deep water .

Gulf of Suez and Red Sea shallow water (Jack-up): According
to the average prevailing new gas prices of the Egyptian

econonue Mediterranean and Gulf of suez shallow water,

Except gas for export (LNG) and pipelines gas where
production sharing gas price will be valued at net back price
based on open tender marketing process supervised by
GANOPE.

(1) The Cost Recovery and Production Shares of (LPG) produced

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

PLPG = {.95PR

Where

PLPG = LPG price (separately determined tfor Propane and

Butane) in U.S. Dollars per metric ton.
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PR = The average over a pertod of a month of the figwes

representing the mud-point between the lugh and low
prices 1 U.S. Dollars per metiie ton  quoted in
"Platt’s LP Gas wire" during such month for Propane
and Butane FOB Ex-Ref/Stor. West Mediterranean.
In the event that "Platt’s LP Gas wire" 1s 1ssued on certain
days charing a month but not on others, the value of (PR) shall
be calculated using only those 1ssues which are published
during such month. In the event that the wvalue of (PR)
can not be deternuned because "Platt’s LP Gas wire" 13 not
published at all dwing a month, GANOPE and
CONTRACTOR shall meet and agree to the value of (PR)

by reterence to other published sowces.

In the event that there are no such other published sources or
1f the value of (PR) cannot be deternuned pursuant to the
foregomg for any other reason , GANOPE and
CONTRACTOR shall meet and agree the value of (PR) by
reference to the value of LPG (Propane and Butane) delivered

FOB from the Mediterranean Area.

Such valuation of LPG 15 based upon delivery at the delivery

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

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

the same month.

(1v) The Cost Recovery and Production Shares of Gas and LPG

disposed of by GANOPE and CONTRACTOR other than to
GANOPE or EGPC ar EGAS pursuant to Article VII (&) shall

be valued at their actual realized price.
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(d) Forecasts:

Operating Company shall prepare (not less than ninety (90) davs
prior to the beginmng of each calendar semester following first
regular production) and furnish i wiiting to CONTRACTOR  and

GANOPE a forecast setting out a total quantity of Petroleum that

Operating Company estimates can be produced, saved and

transported herevnder during such calendar semester 1n accordance

with good o1l and gas industry practices.

Operating Company shall endeavor to produce each calendar

semester the forecast quantity. The Crude Oil shall be i to

storage tanks or offshore loading facilities constructed, maintaimned
and operated according to GOVERNMENT Regulations, by

Operating Company 1 which said Crude Oi1l shall be metered or

otherwise measured for rovalty, and other purposes required by this

Agreement. Gas shall be handled by Operating Company in

accordance with the provisions of Anticle VII (e).

Disposition of Petroleum:

(1) GANOPE and CONTRACTOR shall have the right and the
obligation to separately take and freely export or otherwise
dispose of, currently all of the Cirude O1l to which each 1s
entitled under Article VII (a) and (b). Subject to pavment of
sums due to GANOPE under Article VII (a) (2) and Article IX,
CONTRACTOR shall have the 1ight to remit and retain abroad
all funds acquired by 1t including the proceeds from the sale of

1ts share of Petroleum.
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%

Notwithstanding  anvthing to  the  contrary under tlos
Agreement, prionty shall be given tomeet the requirements
of the ARE market from CONTRACTOR’s share under
Article VII (a) & (b) of the Crude O1l produced from the Ares
and GANOPE shall have the preterential nght to purchase
such Crude Oil at a price to be deternined pursuant to Article
VII (¢). The amount of Crude il so purchased shall be a
portion of CONTRACTOR s share under Article VII (a) & (b).
such amount shall be proportional to CONTRACTOR s share
ot the total production ot crude oil trom the concession areas
i the A RE. that are also subject to GANOPE’s preterential
right to purchase. The paviment tor such purchased amount
shall be made by GANOPE 1 U.S Dollars or in any other
freely convertible currency renuttable by CONTRACTOR abroad.

[t 15 agreed upon that GANOPE shall notity CONTRACTOR.
at  least forty-five (45) davs prior to the begiung of the
Calendar Semester, of the amount to be purchased duning such
semeaster under this Article VIIL (@) (1)

With respect to Gas and LPG produced trom the Area:

(1) Prionty shall be @iven to meet the requurements ot the
local matket as determimed by GANOPE.

(11} In the event that GANOPE or EGPC o1 EGAS 1s to be

the buver of Gas, the disposition of Gas to the local
matkets as indicated above shall be by virtue of long term
Gas  Sales Agreements to be entered into between
GANOPE and CONTRACTOR (as  sellers) and
GANOPE or EGPC or EGAS (as buver),
GANOPE and CONTRACTOR (as sellers) shall have the
obhigation to deliver Gas to the following point  where
such Gas shall be metered tor sales. rovalty., and other
purposes requuted by tlus Agreement:
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(@) In the event no LPG plant 15 constructed 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 Svystem as
depicted 1n Annex "F" hereto, or as otherwise
agreed by GANOPE and CONTRACTOR.

(by In the event that LPG plant 15 constiucted fo
process such Gas, such Gas shall, tor the purposes
of valuation and sales, be metered at the inlet to
such LPG Plant. However, notwithstanding the fact
that the meatering shall take place at the LPG Plant
inlet, CONTRACTOR shall tlvough the Operating
Company buld a pipeline swtable for transport ot
the processed Gas from the LPG Plant outlet to the
nearest pownt on the National Gas Pipeline Giid
System as  depicted m Annex "F" hereto. o
otharwise agreed by GANOPE and
CONTRACTOR. Such pipeline shall be owned 1n
accordance with Article VIII (a) by GANOPE, and
itz cost shall be financed and 1ecovered by
CONTRACTOR as Development Expenditures
pursuant to Article VIL

(11) 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 That
GANOPE and CONTRACTOR  decide to build such a
plant. the plant shall. as 13 appropriate, be m the vicuuty
of the pont of delivery as deternuned 1 Article 11 and
Article VII(e)2{u). The delivery of LPG for, rovalty and
other parposes required by tlhus Agreement shall be at the
outlet of the LPG plant. The costs of any such LPG plant
shall be recoverable 1n accordance with the provisions of
this Agresment unless the Mumster of Petiolenm agrees
to accelerated 1ecovery.
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(v) GANOPE or EGPC o EGAS (as buver) shall have the
option to elect, by ninety (90) davs 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 or EGPC or EGAS (as buver) and
LPG produced trom a plant constiucted and operated by
or on behalt of GANOPE and CONTRACTOR. as valued
in accordance with Article VII {(¢). and to which
CONTRACTOR 15 entitled under the Cost Recovery
and  Production  Sharmg provisions of  Article VIIL of
this Agreement, shall be made (1) 1n cash or (2) 1 land

Payvments 1 cash shall be made by GANOPE or EGPC or
EGAS (as buver) at mtervals provided for i the
relevant  (Gas Sales  Agreement 1 U.S. Dollars,
remuttable by CONTRACTOR abroad

Pavments 1n kind shall be calculated by converting the
value of Gas and LPG to wlhich CONTRACTOR 13
enfitled mto equuvalent barrels of Crude Oil to be talken
concurently by CONTRACTOR from the Area, or to the
extent that such Crude Oil 15 tsuthicient, Crude Oil from

CONTRACTOR s other concession areas or such other

areas as mav be agreed. Such Cimde Onl shall be added to

the Cimide Ol that CONTRACTOR 15 otherwise entitled
to ift  under tlus Agreement. Such equuvalent banels
shall be calculated on the basis of the provisions of

Article VII (¢) relating to the valuation of Cost

Recovery Crude Ol

Provided that:

(aa) Pavment of the value of Gas and LPG shall alwavs
be made m cash m US Dollars renuttable by
CONTRACTOR abroad to the extent that there 13
insutficient Crude Ol available tor conversion as
provided for above.
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(bb) Pavment of the wvalue of Gas and LPG shall

always be made 1 kind as provided for above to
the extent that pavments 1n cash are not made by
GANOPE.
Paviments to CONTRACTOR (whether in cash or
kind), when related to CONTRACTOR's Cost
Recovery  Petroleum, shall be included 1n
CONTRACTOR s Statement of Recovery of Costs
and of Cost Recovery Petroleum referred to in
Article IV of Annex "E" of this Agreement.

(v) Should GANOPE or EGPC or EGAS (as buver) fail to
enter mto a  long-term Gas Sales Agreement with
GANOPE and CONTRACTOR (as sellers) witlun four
(4) vears trom a notice of Commercial Gas Discovery
pursuant to Article III, GANOPE and CONTRACTOR
shall have the night to take and freely dispose of the
quantity of Gas and LPG 1 respect of which the notice of
Commercial Discovery 15 given by exporting such Gas
and LPG.

(vi) The proceeds of sale of CONTRACTOR s share of Gas
and LPG disposed of pursuant to the above sub-paragraph
(v) may be freely renutted or retamned abroad by
CONTRACTOR.

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

(vi1) (aa) Upon the expuation of the four (4) vears period
referred to 1 Article VII (&) (2) (v). CONTRACTOR
shall have the obligation to exent its reasonable efforts
to find an export market for Gas reserves
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(bb) In the event at the end of the fow (4) vears period
referred to under Article VII (&) (2) (v), CONTRACTOR
and GANOPE have not entered into a Gas Sales Agreement,
CONTRACTOR shall retain 1ts nghts to such Gas
reserves tor a  fuwther period of up to fowr (4) vears,
subject to Article VII (e) (2) (vui)ce), durmng which
period GANOPE shall attenipt to find a market for Gas reserves.

(cc) In the event that CONTRACTOR 13 not exporting the Gas
and CONTRACTOR has not entered into a Gas Sales
Agreement pursuant to Article VII (e) (2) prior to the
expiry of eight (8) vears from CONTRACTOR s notice of
Commmercial Gas  Discovery, CONTRACTOR  shall
surrender the Gas reserves i respect of which such notice
has been given. It being understood that CONTRACTOR
shall, at any time prior to the expny of such eight (8)
vears perod |, swrender  the  Gas  reserves, if
CONTRACTOR 13 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 offer 1s made provided that the Gas Sales
Agreement offered to CONTRACTOR shall take into
constderation the relevant technical and economic factors
to enable a commercial contract including
- A sufficient delivery rate.

- Delivery pressure to enter the National Gas Pipeline
Grid System at the point of delivery.

- Delivered Gas quality specifications not more stringent
than those 1mmposed or required for the National Gas
Pipeline Grid System.

- The Gas prices as specified in the Gas Sales Agreement .
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(dd) In the event that CONTRACTOR has not entered
mto a Gas Sales Agreement pursuant to Article
VII (e) (2)or otherwise found an acceptable
scheme for commercial disposal of such Gas | at
the tume of the expiration of eight (8) vears from
CONTRACTOR’s  mnotice of  Conunercial
Discovery of Gas or falling agreement with
GANOPE on gas disposal at the expiration of
eight (8) vears, CONTRACTOR shall swrender to
GANOPE such Development Lease (3) i which
Gas discovery 1s made.

(1x) CONTRACTOR shall not be obligated to swrender a
Development Lease Dbased on a Commercial Gas
Discovery, 1f Crude Oil has been discovered 1n
commercial quantities 1 the same Development Lease.
(f) Operations:
It tollowing the reversion to GANOPE of any nghts to Ciude Ol
hereunder, CONTRACTOR retamns nghts to Gas i the same
Development Lease, or if, following sumrender of nghts to  Gas
hereunder, CONTRACTOR retains rights to Cirude O1l 1n the same
Development Lease, operations to explore for or exploit the
Petrolewm, the nights to which have reverted or been surrendered
(Ol or Gas as the case may be) may only be camied out by
Operating Company which shall act on behaltf of GANOPE alone,
unless CONTRACTOR and GANOPE agree otherwise,
(g) Tanker Scheduling:
At a reasonable tume 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.
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(a)

()

ARTICLE VIII
TITLE TO ASSETS

GANOPE shall become the owner of all CONTRACTOR acqurad
and owned assets which assets were charged to Cost Recovery by
CONTRACTOR 1 connection with the operations carried out by
CONTRACTOR or Operating Company 1 accordance with the
following:

(1) Land shall become the propeity of GANOPE as soon as 1t 13
purchasad.

(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 tull title to  fxed and
movable assets shall be transferred  automatically  from
CONTRACTOR to GANOPE when 1ts total cost has been
recoverad by CONTRACTOR 1 accowdance  with  the
provisions of Article VII or at the fume of ternmunation of tlus
Agreement with 1espect to all assets chargeable to the
operations whether recovered or not, wlhichever first occurs.

The book value of the assets created during each  calendar
quarter shall be commmuucated by CONTRACTOR to
GANOPE or by Operating Company  to GANOPE and
CONTRACTOR  within thity (30) dayvs of the end of each
quarter provided the operator shall not be liable to transter any
software unless contractor own that software

Durning the tetm of thus Agreement and the renewal period
GANOPE. CONTRACTOR and Operating Company ale entitled to
the tll use and enjoviment of all fixed and movable assets referred
to above 1 connection with operations hereunder or under any other
Petroleuim  concession  agreement entered mto by the Parties.
Proper accounting adpustment shall be made. CONTRACTOR and
GANOPE shall not dispose of the same except with agreement of
the other.

(¢) CONTRACTOR and Operating Clompany may freelv miport imto the

ARE. use theremn and fieely export at the end of such use,
machinery and equipments which they either rent or lease in
accordance with good industiy practices, mcluding but not limited to
the lease of computer hardware and sottware.
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ARTICLE IX
BONUSES
(a) CONTRACTOR shall pav to GANOPE as a signature bonus the

(b) CONTRACTOR shall pay to GANOPE as an extension bonus the
sum of  $300.0404  Five Hundred Thouwsand US. Dollars  upon
approval to enter mto the five (3) vear extension pertod pursuant to
Article IIT paragraph (d) (1) (bb) .

(¢c) Contractor shall pay to Ganope .one dav prior the governmental
approval (10%) from the total assigmment deal value. In case the
assigimient stll in the exploration phase, Tlus assignment boims
should not be less than ten percent (10%) of the total financial
obligation of the CONTRACTOR duing the exploration phase 1n
which assignment request was accepted by Ganope. (except
assigiment to an attiliated company)

(d) Contractor shall pay to GANOPE m each financial vear the sum of

for tramng purpose and as further described in At XVII (d) below,
(e ) PRODUCTION BONUS :

1. CONTRACTOR shall pav to GANOPE the sum of $7.500 000
seven nullion and Five Hundred Thowsand U.S. Dollars as a
production bonus when the daily production rate from the Area
first reaches the rate of 6249 (Six Thousand and two hundrad
torty ning) Barrels of o1l per day or equuvalent . Paviment will be
made within fitteen (15) davs thereatter.

2. CONTRACTOR shall pay to GANOPE the sum of § 10,000 0040
ten nullion U.S. Dollars as a production bonus when the daly
production rate from the Area fist reaches the rate of more than
10004 (Ten Thousand) Barrels of ol per day or equvalent.
Paviment wil be made witlun fitteen (15) davs thereatter.
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(f) All the above mentioned bonuses shall 1n 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 IIT (¢) (IV), production
trom such sole 115k area shall be considered tor the purposes of this
Article IX only if CONTRACTOR exercises its option to share in
such production, and only from the tmtial date of sharing.

(g) Gas shall be taken imto account for purposes of determining the total
average daily production from the Area under Article IX (e) (1,2) by
converting daily Gas delivered into equuvalent barrels of daily Crude
Ol production in accordance with the following formula:

MSCF x H x 0,167 = equuvalent barrels of Ciude Ol
where
MSCF = one thousand Standard Cubic Feet of Gas.
H = the number of mullion British Thermal Unts (BTU's per
MSCF).
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 cany out inumediately all
local wiitten directions given to them by the Govermment 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 .
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All matters and notices shall be deemed to be validly served which are

delivered to the office of the General Manager or which are sent to lum
by registered mail to CONTRACTOR s office inthe A RE.

All matters and notices shall be deemed to be validly served which are

delivered to the office of the Chairman of GANOPE or which are sent to

him by registered mail at GANOPE s main otfice in Cairo.

(a)

(b)

(c)

ARTICLE XI
SAVING OF PETROLEUM AND PREVENTION OF LOSS

Operating Company shall take all proper measures, according to
generally accepted methods m use 1n the ol and gas industry to
prevent loss or waste of Petrolewm above or under the ground m any
torm during diilling, producing, gathering, and distiitbuting o
storage operations. The GOVERNMENT has the night to prevent
any operation on any well that 1t might reasonably expect would

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

Upon completion of the dulling of a productive well, Operating
Company shall mnform the GOVERNMENT or its representative of
the time when the well will be tested and the production rate

ascertained.

Except 1n instances where nmultiple producing formations i the
same well can only be produced economically through a single
tubing string, Petroleum shall not be produced from multiple oil
bearing zones through one stiing of tubing at the same time, except
with the prior approval of the GOVERNMENT or its representative,

which shall not be wwreasonably withheld.
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(d) Operating Company shall record data regarding the quantities of

(f)

(a)

Petroleum and water produced monthly from each Development
Lease. Such data shall be sent to the GOVERNMENT or its
representative on the special torms provided for that purpose witlun
thirty (30) davs after the data are obtained. Daily or weeskly statistics
regarding the production from the Area shall be available at all
reasonable tunes tor exanunation by authonzed iepresentatives ot
the GOVERNMENT.

Daily chilling records and the graphic logs of wells must show the
quantity and type of cement and the amount of any other materials
used m the well for the pupose of protecting Petrolewim, gas bearing
o1 tresh water strata.

Any substantial change of mechancal 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 tees imposed by Muusterial Decision
No. 254 of 1993 1ssued by the Muuster of Fiance, as now or
hereatter amended or substituted) of any  natwe and from the
importation niles with respect to the mmportation of machinery,
equipiment, appliances. materntals, 1tems. means of fransport and
transportation (the exemption fiom taxes and duties for cars shall
only apply to cars to be used i1 operations). electric appliances, awr
conchtioners for  otfices, field housing and tacihities, electronic
appliances, computer hardware and software, as well as spare paits
required for any of the mmported items, all subject to a duly approved
cerfificate 1ssued by the responsible representative nominated by
GANOPE for such purposs, which states that the imported 1tems are
required for concducting the operations pusuant to this Agreement
Such certificate shall be final and binding and shall automatically
result m the mmportation and the exemption without any finther
approval. delay or procedwre.



Yoo 8 Dy VA 3 (0) b Y0 adall = aw JIa 41 VY

JEI) JSans 5y Olaadly SN o 33l 21 Y1 W5 o 531 o ()
el Lol 388305 Jolally st Iolie a8 3,0 =t} SV,
ST Py £S 70U & SOV DUITERPDN PEspyes (pL 1IN [FOPUI L B9
o3 ol <y il ol S e oy 3w 533 B3N 0 p s g Olidaal]
VARY o Yo £ o35 oLl L st 5l oI S 3 ) il
(O3 oo s o bag iy Sl asMdasy iUl i35 cpo ol
LA PUCRPTIER OV ET R k(L § TWEIVR NUS- IR R AP W
Wb . a3l adg) Lidy olanlly oLl dia3¥ 53l ] L1 5y 0,01
Ol e L) 5de aolidh 53Ul o (1) 201 3 L ol < LY
Jolikly gt (Jalie B,n8 30 (AN (OLbeall 3 Rotsuudl 1 05 )
2 L] Jid] ©ldaall b Ul e g sliny oldaanlly i1 35 80,
lieYl by, Lo dand LeSgonnl ol dadls iy Lgolisein! of LpnsS 5
o Uigils et Solgd s ay el e il B0 m (1) 5,8000 5,1,
sdegd Ly ot 3 Jlamad do3Y o LtV ado 3l 0 gy U pon Ji2
. i i
SUHE PRROTIONR A B i EW- 1P NURYPRE] ila ¥l g il U pazy Y ()
Gl miall o By LS k| i I o0 ke Lie] Bl L) 0 05l
23 oo s el gy il o) B S 33 3 Y Lo Rl e
b I3 3 L] asetd] Jludl &UNI, L5l olegd oo dy ¢ U3
249 5] bl LI 38,800 Jsliadd 1 il il JSI[ (V) Bl
TS e ) Tl 5 13t ) 3 YN ks compt ellSs Lngin Y
38 ) 5f Sy o s o s ( Ly o) il il o o



RATIER PLIFCFPWIRRY s J O IPHTE F RNV By SO XV Y

(b) Maclhinery, equipment., applhiances and means of transport and
fransportation  mmported by GANOPE s, CONTRACTOR's and
Operating Company’s confractors and sub-confractors  tenmporanly
engaged 1 any activity prusuant to the operations wluch are the
subject of tlus Agreement. shall be  cleared under the "Temporary
Release System” without pavinent of customs duties, any taxes,
levies or fees (including fees umposed by Mimsterial Decision No.
254 of 1993 1ssned by the Mimster of Finance. as now or hereatter
amended or substituted) of any nature ,upon presentation of a duly
approved  certificate  a1ssued by an GANOPE  responsible
representative nonnnated by GANOPE far such pupose  wlnch
states, that the mpoarted items are requuied for concducting the
operations pursuant to this Agreement. Items (excluding cars not to
be used 1n operations) set out  Article XII (a) umported by
GANOPE's, CONTRACTOR's  and  Operating  Company s
contractors and sub-confractors  for the atoresaid operations. m
order to be mstalled or used permanently or consumed shall meet the
conclitions for exemption set forth 1in Article XII (a) after being duly
certified by an GANOPE responsible representative to be used tor
conducting operations pursuant to this Agreement.

(¢) The expatnate 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 witlun the linuts of the provisions of the laws and
regulations applicable 1n the A R.E. However, personal household
goods and furnitee (including one (1) car) for each expatiate
emplovee of CONTRACTOR and/or Operating company shall be
cleared under the "Temporary Release Svstem” (without payment of
any customs duties and other ancillary taxes) upon presentation of 3
letter to the appropriate customs anthonties by CONTRACTOR or
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Operating Company approved by an GANOPE  responsible
representative that the imported items are imported for the sole use
of the expatiate employvee and his tanuly, and that such mmported
1tems shall be re-exported outside the A R.E. upon the repatiiation of

the concerned expatriate emplovee.

() Ttems mmported mnto the A R.E. whether exempt or not exempt from
customs duties and other ancillary taxes and charges hereunder, may
be exported by the immporting party at any tune after obtaining
GANOPE s approval, which approval shall not be unreasonably
withheld, without any export duties, taxes or charges or any taxes o
charges from which such items have been already exempt, being
applicable. Such items may be sold within the AR E. after obtaining
the approval of GANOPE which approval shall not be mmeasonably
withheld. In this event, the purchaser of such items shall pay all
applicable customs duties and other ancillary taxes and charges
according to the condition and value of such items and the tanff
applicable on the date of sale, unless such items have already
been sold to an Affiliated Company of CONTRACTOR, it any, or
GANOPE, having the same exemption, or unless fitle to such items
(excluding cars not used in operations) has passed to GANOPE.

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

CONTRACTOR shall be entitled to remmbuwsement of its
unrecovered cost, if any, 1n such items and the excess, it any, shall

be paid to GANOPE.
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() The exemption provided tor in Article XII (a) shall not apply to
any mnported ttems when ttems of the same ar substantially the same
kind and quality are mamitactured locally meeting CONTRACTOR s
and/or Operating Company s specifications for quality and satety and
are avatlable tor tumely purchase and delivery inthe AR E. at a price
not higher than ten percent (10%) of the cost of the mmported 1tem,
betore customs duties but after freight and mswance costs, 1t any,
have been addad.

(f) CONTRACTOR., GANOPE and their respective buvers shall have the
right to freely export the Petroleum produced from the Area
pursuant to thus Agreement; no license shall be requured. and such
petrolem shall be exempted from any customs dufies, any taxes,
levies or any other mposts 1 respect of the export of Patroleum
herennder.

ARTICLE XIII
BOOKS OF ACCOUNT : ACCOUNTING AND PAYMENTS

(a) GANOPE, CONTRACTOR and Operating Company shall each
maintamn at thew business otfices in the AR E. books of account, in
accordance with the Accounting Procedime 1 Annex "E" and
accepted accounting practices generally wsed e the petroleum
imndustry, and such other bools and records as may be necessary to
show the worl: pertormed wnder thus Agreement, including the
amount and value of all Petroleum produced and saved hereunder
CONTRACTOR and Operating Company shall keep thewr bools of
account and accomnting records i Uuted States Dollars.

Operating Company shall turmsh to the GOVERNMENT or i1ts
representatives monthly retins showing the amount of Petroleum
produced and saved hereunder, Such retuins shall be prepared in the
form requured by the GOVERNMENT, or its representative and
shall be signed by the General Manager or by the Deputy General
Manager or a duly designated deputy and delivered to the
GOVERNMENT o 1ts representative witlun  thurty (30) davs atter
the end ot the month coverad in the retun
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(b) The atoresaid books of account and other books and records reterred

(c)

to above shall be available at all reasonable times tor mspection by
duly authouzed representatives of the GOVERNMENT.

CONTRACTOR shall subnut to GANOPE a Profit and Loss
Statement of its Tax Year not later than tour (4) months atter the
comunencement ot the following Tax Year to show 1ts net profit or
loss trom the Petrolewum operations under tlns Agreement tor such
Tax Year.

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

(a) CONTRACTOR and/or Operating Company shall prepare and, at all

(b)

times wlule this Agreement 1s 1 force, maintain accurate and
current records of its operations 1n the Area, CONTRACTOR andior
Operating Company  shall furmsh the GOVERNMENT or its
representative, 1 confornuty with applicable regulations o1 as the
GOVERNMENT or its  representative may reasonably requure
intormatton and  data  concerning  its  operattons  under  tlhus
Agreement. Operating Company will pertorm the functions indicated
11 tlus Article XIV 1 accordance with1ts 1ole as specified m Article VI
CONTRACTOR andfor Operating Company shall save and keep tor
a reasonable period of tume a representative portion of each sample
of cores and cuttings taken from chilling wells. to be disposed of, o
forwarded to the GOVERNMENT or its  representative i the
mamer directed by the GOVERNMENT. All samples acquired by
CONTRACTOR and/or Operating Company tor thewr own purposes
shall be considered available for mspection at any reasonable tune
by the GOVERNMENT or 1ts 1epresentatives.
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(¢) Unless otherwise agreed to by GANOPE, 1 c¢ase of exporiing any

rock samples outside A R E | samples equuvalent 1n size and quality
shall. before such exportation, be delivered to GANOPE as
representative of the GOVERNMENT.

(d) Onginals of records can only be exported with the permmssion of

GANOPE | provided, however, that magnetic tapes and any other
data wluch must be processed or analvzed outside the A R E. mav
be exported 1f a momtor or a comparable record, 1t avatlable, 15
maintamed 1 the ARE and provided that such exports shall be
repatriated to AR E. promptly tollowing such processing or analvsis
on the understanding that they belong to GANOPE.

During the period CONTRACTOR 15 concucting the Exploration
operattons,  GANOPEs  duly  authonized representatives o
emplovees shall have the nght to tull and complete access to the
Area at all reasonable tumes with the night to observe the operations
bemg conducted and to inspect all assets, records and data kept by
CONTRACTOR. GANOPE s representative, 1n exercising its rights
under the preceding sentence of this paragraph (). shall not interfere
with CONTRACTOR s operations. CONTRACTOR shall provide
GANOPE with copies of any and all  data (ncluding, but  not
lited  to,  geological and geophysical reports, logs and well
smveys) mtormation and interpretation of such data, and other
intormation 1 CONTRACTOR s possession.

For the pwpose of obtamung new offers, the GOVERNMENT
and‘or GANOPE mav, after the seventh (7%) vear of the Exploration
period or the date of ternunation of this Agreement, whichever is the
earhier, show any other party muntenupted basic geophysical and
geological data (such data to be not less than one (1) vear old unless
CONTRACTOR agrees to a shorter penod, wlich agreement shall
not be unreasonably withheld) with respect to the Area, provided that
the GOVERNMENT andior GANOPE may at any time show
another party such data directly obtained over o1 acquured from those
parts of the Area which CONTRACTOR has relingquished as long as
such data 15 at least one (1) vear old.
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ARTICLE XV
RESPONSIBILITY FOR DAMAGES

CONTRACTOR shall entirely and solely be responsible i law toward
third parties tor any damage caused by CONTRACTOR s Exploration
operations and shall mdemmity the GOVERNMENT andior GANOPE
against all damages tor wlich they may be held hiable on account of any
such operations, CONTRACTOR should respect and adhere to all cinrent
and tutuwre laws and decrees of environment and antiquities 1ssued and
apphied i Arab Republic of Egvpt.

However.any damage resulting from issuing any order, regulation or
direction of the GOVERNMENT of the Arab Republic of Egypt whether
i the torm of a law or otherwise., GANOPE andion CONTRACTOR
shall be exempted from the responsibility of non performance or delay of
obligation hereunder . 1n consequence of 1ssung those orders, regulations
or dmections m the himitation of mmposing those orders, regulations or
directions. 1 this case CONTRACTOR shall be granted the necessary
pertod Instead of the penod which the obligations were stopped and
adcding  that pertod to the pertod of the agreement. with respect of the
block or blocks affected by those orders. regulations or chrections,
provided that the granted penod shall not exceed the delaving period
mentioned above.

ARTICLE XVI
PRIVILEGES OF GOVERNMENT REPRESENTATIVES

Duly authonized representatives of the GOVERNMENT shall have
access to the Area covered by tlus Agreement and to the Operations
conclucted thereon Such representatives may examme the bools,
registers and records of GANOPE, CONTRACTOR and Operating
Company and make a reasonable munber of swmveys, drawings and tests
tor the purpose of enforcing tlus Agreement. They shall, tor this papose,
be entitled to make reasonable use of the machinery and mstnunents of
CONTRACTOR or Operating Company on the condition that no danger
or 1mpechment to the operations hereunder shall anse diectly or
mdiectly from such use. Such representatives shall be given reasonable
assistance by the agents and emplovees of CONTRACTOR or Operating
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Clompany so that none of the activities shall endanger or hinder the satety
o1 etficiency of the operations. CONTRACTOR or Operating Company
shall offer such representatives all puvileges and tacilities accorded to 1ts
own emplovees 1 the field and shall provide them, free of charge. the
use of reasonable otfice space and of adequately furnished housing winle
they are m the field tor the purpose of facilitating the objectives of tlus
Article. Without prejudice to Article XIV (e) any and all mformation
obtamned by the GOVERNMENT or 1ts representatives under this Article
XVT shall be kept contidential with respect to the Area
ARTICLE XVTI
EMPLOYMENT RIGHTS AND TRAINING OF
ARAB REPUBLIC OF EGYPT PERSONNEL
(a) It s the desme of GANOPE and CONTRACTOR that operations
hereunder be conducted in a business-like and efficient manner:

(13 The expatriate admuustiative, professional and techmeal
personnel  emploved by CONTRACTOR or  Operating
Company and the personnel of its contractors for the conduct of
the operations hereunder. shall be granted a  residence as
provided for m Law No. 89 of 1960 as amended and Ministenal
Order No. 280 of 1981 as  amended, and CONTRACTOR
agrees that all unmnugration.  passport, visa and emplovient
regulations of the ARE.. shall be applicable to all alien
emplovees of CONTRACTOR working in the A RE.

(2) A muunmam of twenty-five percent (25%) of the combinad
salartes and wages of each of the expatnate adnunmstrative,
professional  and  techmical — personnel  emploved by
CONTRACTOR or Operating Company shall be paid monthly
1n Egvptian Currency.
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(by CONTRACTOR and Operating Company shall each select its
emplovees and determune the mumber thereot, to be used tor
operations hereunder.

(¢) CONTRACTOR. shall atter consultation with GANOPE., prepare and
cany out speclalized traming programs for all its A R E. emplovees
engaged 1n operations hereunder with 1espect to applicable aspects
ot the petrolenm mdustiy, CONTRACTOR and Operating Company
undlertake to replace gradually thewr non-executive expatiate statt by
qualified nationals as they are available.

(d) During any of the Exploration phases, CONTRACTOR shall give
mutually agreed numbers of GANOPE emplovees an opportunity to
attend and participate 11 CONTRACTOR s and CONTRACTOR s
Atffihated Compantes traming programs relating to Exploration and
Development operations. In the event that the total cost of such
programs $ 100,000 One Hundred thousand United States Dollars in
any Financial Year chuing such period. CONTRACTOR shall pay
GANOPE the amount of the shorttall witlun  thuty (30) davs
tollowing the end of such Financial Year. However, GANOPE shall
have the nght that sald amount 100,000 § One Hunched thousand
U.S. Dollars Umted States Dollars allocated for training, be paid
directly to GANOPE for such purpose.

ARTICLE XVIII
LAWS AND REGULATIONS

(a) CONTRACTOR and Operating Company shall be subjzct to Law
No. 66 of 1953 (excluding Article 37 thereof) as amended by Law
No. 86 of 1956 and the regulations 1ssued tor the mplementation
thereof, mcluding the regulations for the sate and etficient
performance of operations cairted out for the execution of this
Agreement and for the conservation of the petrolenm resowces ot
the ARE provided that no regulations, or modification or
mterpretation thereof, shall be contrary to or mconsistent with the
provisions of this Agreement
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(b)y CONTRACTOR and Operating Company shall be subject to the

(c)

()

(2)

(1)

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

Except as provided 1n Article III (g) tor Income Taxes, GANOPE,
CONTRACTOR and Operating Conmpany shall be exempted from
all taxes and duties, whether mmposed by the GOVERNMENT or
municipalities including among others, Sales Tax, Value Added Tax
and Taxes on the Exploration, Development, extracting, producing,
exporting or transporting of Petroleum and LPG as well as any and
all withholchng taxes that might otherwise be imposed on dividends,
interest. tecluncal service fees, patent and trademark rovalties, and
smular 1tems. CONTRACTOR shall also be exempted trom any  tax
on the liquidation of CONTRACTOR. or chstributions of any income
to the shareholders of CONTRACTOR, and from any tax on capital.

The 1ghts and oblhigations of GANOPE and CONTRACTOR
heraunder, and for the effective term of tlus Agreement shall be
govemed by and m accordance with the provisions of tlus
Agreement and can only be altered or amendad by the witten
mutual  agreement of the sawd contracting parties 1m the same
procedures by wluch the onginal Agreement has been 1ssued.

The contractors and sub-contractors of CONTRACTOR and
Operating Company shall be subject to the provisions of tlus
Agreement which atfect them. Insotar as all regulations wlhich are
duly 1ssued by the GOVERNMENT apply from time to tume 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  then
1espective contractors and sub-contractors shall tor the purposes
of tlus Agreement be exempted from all professional stamp duties,
mposts and levies imposed by svndical laws with 1espect to then
documents and activities hereunder
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(g) All the exemptions from the application of the ARE. laws or
regulations granted to GANOPE, CONTRACTOR, the Operating
Company, their contractors and sub-contractors under this
Agreement shall iclude such laws and regulations as presently in

etfect or hereatter amended or substituted.
ARTICLE XIX
STABILIZATION

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

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

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

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

Agreement shall be applied .
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(a)

(b)

(c)

(d)

ARTICLE XX
RIGHT OF REQUISITION

In case of national emergency due to war or imnunent expectation
of war or internal causes, the GOVERNMENT may requsition all
or part of the production from the Area obtained hereunder and
require Operating Company to increase such production to the
utmost  possible  maxinmum. The GOVERNMENT may also
requisition the O1l andior Gas field itself and, if necessary, related
tacilities,

In any such case, such requisition shall not be effected except after
mviting GANOPE and CONTRACTOR or their representative by
registered letter, with acknowledgement of receipt, to express thew
views with respect to such requisition.

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

In the event of any requsition as provided above, the
GOVERNMENT  shall indemmify m full GANOPE and
CONTRACTOR for the pertod duning which the requisition 1s
maintained, including:

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

However, any damage resulting from enemy attack 1s not within the
meaning of this paragraph (d). Payment hereunder shall be made to
CONTRACTOR 1n U.S. Dollars renuttable abroad. The price paid to
CONTRACTOR for Petroleum taken shall be calculated in
accordance with Article VII (¢).
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ARTICLE XXI
ASSIGNMENT

(a) Neither GANOPE nor CONTRACTOR may assign to a fiim or
corporation, in whole or in part, any of its rights, privileges, duties o

obligations under this Agreement either directly or indirectly without

the wiitten consent of the Government- and 1n all cases prionty shall

be given to GANOPE if 1t so desire to obtain the interest intended to

be assigned (except assignment to affiliated companies) subject to

paragraph (e) of this Article.

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

(c)

the tollowing conditions must be fultilled:

(1)

(2)

The obligations of the assignor denrving from this  Agreement
must have been duly fultilled as of the date such request 1s made.

The proposed assignee or assignees must subnut reasonable
evidence to the Government of its or thewr financial and
technical competence.

(3) The mstrument of assignment must mclude provisions stating

precisely that the assignee 15 bound by all covenants contained
in this Agreement and any modifications or additions 1n
writing that up to such tume may have been made. A draft of
such mstrument of assignmment shall be subnutted to GANOPE
tor review and approval before being formally executed .

Any assignment, sale, transfer or other such convevance made
pursuant to the provisions of this Article XXI shall be fiee of any

transter, capital gains taxes or related taxes, charges or fees

including without limitation, all Income Tax, Sales Tax, Value

Added Tax, Stamp Duty, or other Taxes or stmilar payments.
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(d) Aslong as the assignor shall hold any mterest under this Agreement.
the assignor together with the assignee shall be jomntly and severally
ltable for all duties and obligations of CONTRACTOR wnder tlas
Agleement.

(2) Once the assignor and a proposed thord party assignee, other than an

Affiliated Clompany or a CONTRACTOR MEMEBER., have agreed
the final conditions of an assignment, the assignor shall disclose such
final conditions m a wntten notification to GANOPE. GANOPE
shall have the nght to acquure the interest intended to be assigned. 1f
within sty (60) davs from assignor s written notification. GANOPE
delivers to the assignor a wiitten notification that 1t accepts the same
conditions agreed to with the thurd party assignee. It GANOPE does
not deliver such notification within such sixty (60) dav penod, the
assignor shall have the nght to assign to the proposed third party
assighee. subject to the Government approval under paragraph (a) of
thus Article. In tlus case. or in the case that Ganope elect to warve 1ts
11ght to obtain the mferest mtended to be assigned m a wiitten
notification to the CONTRACTOR the CONTRACTOR will be
obliged to payv to Ganope. as an Assignment Bonus | as provided in
Article IX (C) herein.
[ the event that GANOPE exercises 1ts option to acquire the interest
intended to be assigned and 1f a joint operating agreement 1s not
already exusting among the CONTRACTOR MEMBERS mcluding
the assignor, GANOPE and CONTRACTOR shall negotiate 1n good
faith to enter i1nto a jomt operating agreement, according to the
model published by the Association for International Petrolenm
Negotiators to finalize such agresment within one hundred and
twenty (120) days from GANOPE s notification. It GANOPE and
CONTRACTOR cannot agree on a joint operating agreement witlun
such one hundhed and twenty (120) day pernod, the assignor shall
have the nght to assign to the proposed third party assignee, subject
to the Government approval under paragraph (a) of thus Avticle
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ARTICLE XXII
BREACH OF AGREEMENT AND POWER TO CANCEL

(a) The GOVERNMENT shall have the night to cancel this Agreement
by Presidential Decree, with respect to CONTRACTOR, 1in the
tollowing mstances:

(1) If 1t knowingly has subnutted any false statements to the
GOVERNMENT which were of a material consideration for
the execution of this Agreement;

(2) If 1t assigns any interest hereunder contrary to the provisions of
Article XXIT,

(3) Ifitis adpudicated bankrpt by a court of competent jmisdiction;

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

(5) If 1t intentionally extracts any mineral other than Petroleum not
authorized by tlhus Agreement or without the authonty of the
GOVERNMENT, except such extractions as may be
unavoldable as the result of the operations conducted hereunder
1 accordance with accepted petroleum industiy practice and
which shall be notified to the GOVERNMENT or its
representative as soon as possible; and

(6) If 1t commits any material breach of this Agreement or of the
provisions of Law No. 66 of 1953, as amended by Law No. 86
of 1956, wlich are not contradicted by the provisions of this
Agreement.

Such cancellation shall take place without prejudice to any
rights which may have accrued to the GOVERNMENT against
CONTRACTOR 1n accordance with the provisions of this
Agreement, and, 1 the event of such cancellation.
CONTRACTOR, shall have the night to remove from the Area
all 1ts personal property.
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(b)

[f the GOVERNMENT deems that one of the atoresaid causes
{other than a force majewe cause referred to m Article XXIII) exusts
to cancel tlus Agreement, the GOVERNMENT shall  give
CONTRACTOR mnety (90) davs written nofice personally served
on CONTRACTOR s General Manager m the legally manner and
1ecelpt of wlhach 15 acknowledged by lum  or by lus legal agents. to
remedy and remove such cause; but if tor any reason such service
15 1mmpossible due to unnotified change of address, publication in
the Official  Joumnal of such netice shall be considered as valid
service upon CONTRACTOR, If at the end of the said ninety (9{))
dayv notice pertod such cause has not been remedied and removed,
this Agreement mav be canceled torthwith by Order or Presidential
Decree as atoresard, provided however, that 1f such cause, or the
fallme to  remedy or remove such cause, results from any act or
onussion of one party, cancellation of thuis Agreement shall be

effective anly agamst that party, and not as agamst any other party hereto.
ARTICLE XXIII
FORCE MAJEURE

(a) The non-pertormance or delay 1 performance by GANOPE and

CONTRACTOR., or either of them of any obligation under tlns
Agreement shall be excused 1f, and to the extent that. such
non-performance ar delay 1s caused by torce majewre. The perod of
any such non-pertarmance or delay, together with such pertod as
may be necessary for the restoration of any damage done during
such delayv, shall be added to the tune given in tlus Agreement ton
the performance of such obligation and for the pertformance of any
obligation dependent thereon and consequently, to the term of tlns

Agreement, bat only with respect to the block ar blocks attected
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(b) "Force Majewre" within the meaning ot this Article XXIII, shall be

any act of God, msurection, nof, war, stilke. and other labor
disturbance. fires, floods or any cause not due to the fault o
neghgence of GANOPE and CONTRACTOR o either of them.
whether or not sinular to the toregoing, provided that any such canse
15 bevond the reasonable control of GANOPE and CONTRACTOR.
or either ot them.

(¢c) Without prejudice to the above and except as mayv be  otherwise

(d)

(a)

provided herem. the GOVERNMENT shall incwr no responsibulity
whatsoever to GANOPE and CONTRACTOR, or either of them tor
any damages. restrictions or loss ansing 1n consequence of such case
of torce majewre heremafter reterred to in this Article,

It the force majewre event occwrs durng the mitial Exploration period
o1 any extension thereof and continues i effect tor a period of six
{6) months CONTRACTOR shall have the option upon ninety (94)
davs prior written notice to GANOPE to termmate 1ts obligations
hereunder without fnther hiabality of any kind and CONTRACTOR
retrieve the letter of guarantee | after deducting the amount | 1f any |
attiibutable to wortk program agreed to be completed by the
contractor and remaung the amount of 1complete  conmutment
until the commencement of force majeure,
ARTICLE XXIV
DISPUTES AND ARBITRATION

Any dispute, confroversy or claim ansing out of or relating  to this
Agreement or the breach, termunation or mvalidity thereof, between
the GOVERNMENT and the parties shall be reteired to the

Jursdiction of the appropriate courts of A R.E. to settle any dispute

artsing on the mterpretation or the execution of any term of tlus
Agreement accorchng to the Egyvptian laws.
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(b) Any dispute, controversy or claum arnsing out of or relating  to thus
Agreement. or breach. temmunation or mvahdity  thereof between
GANOPE and CONTRACTOR shall be settled by arbitration n
accordance with the Arbittation Rules of the Cano Regional
Center for Intermational Conumercial Arbifration in etfect on the date
of this Agreement, the approval ot the Munuster of Petrolenm 1s
provided in case GANOPE only turn to arbitration. The award of 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 amendments by laws no. 9 of 1997 and & ot 2004},

(¢) The nmumber of arbitrators shall be three (3).

(dy Each party shall appoint one arbitrator. It, witlhon thuty (30) davs after
receipt of the clammant’s notification ot the appomtment of an
arbitrator the respondent has not notitied the clamant 1 wiiting of
the name of the arbitrator he appoints. the clatmant mav request the

Clenter to appoint the second arbitrator.

() The two arbitrators thus appoimnted shall choose the tlurd arbitrator
vho will act as the presiding arbitrator of the tribunal. It withun tharty
(30) davs after the appomtment 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 Cowt of Arbitration at the Hague to designate the
appointing  authonty. Such appointing authonty shall appomt the
presicding arbitrator 1n the same way as a sole arbifrator 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 tlus Agreement and who shall have no

scononue winterest in the Petroleum businegss of the Parties hereto.
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(1) Unless otherwise agreed by the parties to the arbitration, the

arbitration, ncluding the making of the award. shall take place n
Canro, ARE.

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

Parties ancluding the arbatration tees and all the related 135ues and
the execufton of the arbitrators decision shall be referred to the
appropiiate counts according to the Egyptian laws.

(h) Egyptian Law shall apply to the dispute except that 1n the event of

any contlict between Egyptian Laws and this Agreement. the
provisions of tlhus Agreement (imcluding the arbitration provision)
shall prevall. The arbitration shall be conducted m both Arabic and
English languages.

(1) GANOPE and CONTRACTOR may agree that 1tf, tor whatever

(@)

(b

By

)

reason., arbitration 1n accordance with the above procedwe cannot
take place. or 13 likely to take place under cicumstances for
CONTRACTOR which could prejudice CONTRACTOR s night to
tair atbatration, all chsputes, contioversies or claums ansig out of or
relating to thus Agreement or the breach. termination or invalidity
thereot shall be settled by ad hoc arbitration 1n accordance with the
UNCITRAL Rules i etfect on the Etfective Date,
ARTICLE XXV
STATUS OF PARTIES

The nghts, duties. obligations and Liabilities i respect of GANOPE
and CONTRACTOR hereunder shall be several and not jomnt or
collective, 1t being understood that this Agreement shall not be
constiued  as  constituting  an  association or  corporation o
partnership.

CONTRACTOR shall be subject to the laws of the place where 1t 15
imncorporated regarching 1ts legal status or creation, organization,
charter and by-laws, shareholding. and ownership.
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CONTRACTOR s shares of capital which are entirely held abroad
shall not be negotiable m the AR E. and shall not be ottered tor
public subscrption nor shall be sulyject to the stamp tax on capital
shares nor any tax or duty in the A RE. CONTRACTOR shall be
exempted trom the application of Law No. 159 of 1981 as amended.
In case CONTRACTOR consists of more than one member, all
CONTRACTOR Members shall ba jomtly and severally hable to
the pertormance of the obligations of CONTRACTOR under this
Agreement.
ARTICLE XXVI
LOCAL CONTRACTORS AND

LOCALLY MANUFACTURED MATERIAL

CONTRACTOR ar Operating Company, as the case may be, and then

contractors shall:

(a)

(b)

Give priority to local contiactors and sub-confractors, including
GANOPE s Atfiliated Companies as long as thewr performance 1s
comparable with international performance and the prices of thew
services are not hugher than the prices of other contractors and
sub-contractors by more than ten percent (10%).

(ive preference to locally manutactiwed matenal, equpment,
maclunery and consumables so long as thewr quality and tume of
delivery  are comparable to intemationally  available matenal,
equipiment, maclonery and conswmables. However, such matenial,
equipment, maclinery and consumables mav be wmpoited tor
operations conducted hereunder 1t the local price of such 1tems at
CONTRACTOR s or Operating Company’'s operating base in A R E.
15 more than ten percent (10%) ligher than the puice of such
mmported items before customs duties, but atter transportation and
msuance costs have been addad
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ARTICLE XXVII
ARABIC TEXT

The Arabic version of this Agreement shall, before the appropiiate
cowts of ARE.. be referred to in construing or interpreting this
Agreement, provided however, that in any arbitration pursuant to
Article XXIV herein above between GANOPE and CONTRACTOR
the English and Arabic versions shall both be referred to as having
equal force 1n construng or mterpreting this Agreement.

ARTICLE XXVIII

GENERAL

The headings or ftitles to each of the Articles to this Agreement are
solely for the convemence of the parties hereto and shall not be used
with respect to the interpretation of said Aiticles.

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 Minuster of Petroleum to sign this Agreement
and giving this Agreement tull force and effect of law notwithstanding
any countervailling Governmental enactment, and the Agreement i1s
signed by the GOVERNMENT, GANOPE, and CONTRACTOR,

Gujarat State Petroleum Corporation Limited (GSP()
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ANNEX "A"
CONCESSION AGREEMENT
BETWEEN
THE ARAB REPUBLIC OF EGYPT
AND
GANOUB EL-WADI HOLDING PETROLEUM COMPANY
AND
Gujarat State Petroleum Corporation Limited (GSPC)
AND
Adani Welspun Exploration limited { AWEL)
IN
THE SOUTH GULF
OF SUEZ AREA
WESTERN DESERT
AR.E.
BOUNDARY DESCRIPTION OF THE CONCESSION AREA

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

- The Area measures approximately 108 square kilometers of suiface
Area. It 15 composed of all or part of Exploration Blocks, the whole
Blocks are defined on three (3) mumtes latitude by three (3) muinutes
longitude grid.

- It 15 to be noted that the delineation lines of the Area 1 Annex "B" are
intended to be only illustrative and  provisional and may not show
accurately thewr true position in relation to existing monuments and
geographical features.



Yoo 8 Dy VA 3 (0) b Y0 sl = eww Jl3a 40 ANY

oo Lo ¥ ko s sl dakaiald L2870 DU O sy Yade b b 25505

—: (1) gt
3G imidy o b i
| ot g il
ez o3| o) Las J okl Lo ibaid!
¥ ibaidl g Vs YV Yor. ... Ga¥e "¢, ... \
¥ ikl JG,E Vaa YV AL Gave "¢ ., Y
¢ bl JIYls | YLaYVY AN .. Ga¥e ¥, v
o dbidl Mogdls| Yua¥y ¥y .. Gt "1, ¢
" i ] Yl Vst Ve, ... G4y BYoA, 6
Vil J) 6L VLAY YN, 5,4 Y aYeA, 3\




R LIS PRL Y (O KRV D 00 PRUR FINIS Y SO E IV Y

Coordinates of the corner points of the Area are given in the following

table which forms an integral pait of Annex "A"

BOUNDARY COORDINATES

OF

THE SOUTH GULF OF SUEZ Area

Point Latitude /N Longitude /E DUE
1 277257 10.00"N 347047 00.000"E South to point 2
2 27718 00.00"N 347047 00.000"E West to pont 3
3 277187 00.00"N 347047 36.000"E North to Point 4
4 2772070 20.00"N 34700736 HO0"E | North West to Point 5
5 27°21°40.00"N 33 5TSR000E North to Point 6
6 277257 10.00"N 3357 58.000"E East to Point 1
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ANNEX "(C"
Letter of Guaranty
Letter of Guaranty No, - (Cairo -——-—-—--——-- 20 )

GANOUB EL-WADI HOLDING PETROLEUNM COMPANY
Gentlemen,

The undersigned. National Bank of Egvpt as Guarantor, hereby
auarantees to the GANOUB EL-WADI HOLDING PETROLEUM
COMPANY  ( hereinatter referred to as " GANOPE ") to the lunit of
$§ 22000000 Twenty Tow nullion US Dollars, the performance by
"Chpjarat State  Petrolenm Corporation Limuted. (GSPC) and  Adamni
Welspun Exploration himited ( AWEL)" (heretnatter refenred to as
"CONTRACTOR™") of 1ts oblhigations tequured tor Explotation operations
to spend a nuninmm of § 22,000,030 Twenty two nullion US Dollars
duning the mnitial Four (4) vears of the Exploration period under Article
IV of that certamn Concession Agreement (hereinatter referred to as the
"Agreement") covering that Area described m Annexes "A" and "B" of
satd Agreement, by and between the Arab Republic of Egyvpt (hereinatter
referred to as "ARE"). GANOPE and CONTRACTOR 1 the south
Gult of Suez Area .

It 153 understood that tlus Guaranty and the liability of the Guarantom
hereunder szhwll be reduced quarterly, during the penod of expenditiwe of
satd § 22,000 000 Twenty Tow nulhon US Dollars by the amount of
money e}{pended by CONTRACTOR for such Exploration operations
during each such quarter. Each such reduction shall be established by the
jomt written statement of CONTRACTOR and GANOPE.

In the event of a claim by GANOPE of non-performance or smrender of
the Agreement on the part of CONTRACTOR puior to fultillment of said
mumum expencitine obligations under Article IV ot the Agreement.
there shall be no hiability on the undersigned Guarantor for payment to
GANOPE unless and until such hiability has been established by wiitten
statement of GANOPE setting torth the amount due under the Agreement.
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It 15 a finther condition of this Letter of Guaranty that:

(1) Tlus Letter of Guaranty will become available only provided that the
Guarantor will have been informed m wiiting by CONTRACTOR
and GANOPE that the Agreement between CONTRACTOR, A RE.
and GANOPE has become effective according to its terms and said
Guaranty shall become effective on the Effective Date of said Agree-
ment.

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

(a) (Exploration phase) vears and six (6) months after the date 1t
becomes effective, or

(b) At such time as the total of the amounts shown on quarteily
jomt statements of GANOPE and CONTRACTOR equals or
exceeds the amount of said mimnmum expenditure  obligation,
whichever 1s earlier.
(3) Consequently, any claum, in respect thereot should be made to the
Guarantor prior to either of said expuration dates at the latest
accompanied by GANOPE’s wiitten statement, setting forth the
amount of under-expenditure by CONTRACTOR to the etfect that:
(a) CONTRACTOR has faled to perform its expenditine
obligations referred to 1n this Guaranty, and

(by CONTRACTOR has talled to pay the expenditure deficiency to
GANOPE.
Please return to us this Letter of Guaranty in the event it does
not become effective, or upon the expuy date.

Yours Faithtully,

Accountant | —------mmmmmmmmm e e

Manager | ----=--=====mmmmmmmm e
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ANNEX "D"
CHARTER OF OPERATING COMPANY
ARTICLE 1

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 tlus Agreement
referred to below and of thus 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 mconsistent
with the provisions of this Charter and the Agreement referred to below.
ARTICLE II
The name of the Operating Company shall be mutually agreed upon
between GANOPE and CONTRACTOR on the date of the Commercial
Discovery and shall be subject to the approval of the Minister 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, canry out and conduct the Development
operations required 1 accordance with the provisions of the Agreement
signed on the ------ day of ---------—----—- by and Dbetween the ARAB
REPUBLIC OF EGYPT, GANOUB EL-WADI HOLDING
PETROLEUM COMPANY and CONTRACTOR covering Petrolemm

operations in THE south Gult of Suez Area described therein.
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Operating Company shall be the agency to camy out and conduct
Exploration operations after the date of Conumercial Discovery pursuant
to Work Programs and Budgets approved in accordance with  the

Agreement.

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

Annex "E" thereto.

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

agreed upon by GANOPE and CONTRACTOR.
ARTICLE V

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

rights, fully paid and non-assessable.

GANOPE and CONTRACTOR shall each pay for, hold and own,
throughout the life of Operating Company, one halt (1/2) of the capital stock
of Operating Company provided that only 1 the event that either party
should transter or assign the whole or any percentage of its ownership
mterest 1 the entirety of the Agreement, may such transferring or
assigning  party transter or assign any of the capital stock of Operating
Company and, 1 that event, such transferring or assigmng party (and its
successors and assignees) nmst transter and assign a stock imterest
Operating Company equal to the transferred or assigned whole or percentage

of 1ts ownership iterest 1 the entirety of the said Agreement .
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ARTICLE VI

Operating Company shall not own any 1ight, title, interest or estate 1n or
under the Agreement or any Development Lease created thereunder or in
any of the Petroleum produced friom any  Exploration Block or
Development Lease thereunder or in any of the assets, equupment 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
mudgment of GANOPE, CONTRACTOR o GANOPE and
CONTRACTOR, as may be required by the Agresment.

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 it 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 atfirmative 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, draw up the By-Laws of Operating
Company, and such By-Laws shall be effective upon being approved by
a General Meeting of the Shareholders, 1 accordance with the

provisions of Article X hereot.
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ARTICLE XII

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

agreed by GANOPE and CONTRACTOR).

The dwation of Operating Company shall be for a penod equal to the

chration of the said Agreement, including any renewal thereot.

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

above 15 terminated for any reason as provided tor therein

Gujarat State Petroleum Corporation Limited (GSP()

By o e

Adoni Welspun Exploration limited { AWEL)
By e e

GANOUB EL-WADI HOLDING PETROLEUM COMPANY
By e
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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)

2)

CONTRACTOR shall, prrsuant to Article IV of this Agreesment,
and until the coming mnto existence of the Operating Company -
1 accordance with Article VI of the Agreement - render to
GANOPE within thuty (30) dayvs of the end of each calendar
quarter a Statement of Exploration  Activity reflecting all
charges and credits related to the Exploration Operations for
that quarter summanized by approprate classifications
indicative of the nature thereof

Following 1ts conung into exustence, Operating Company shall
render to GANOPE and CONTRACTOR within fifteen (15) davs
of the end of each calendar quarter a Statement of Development
and Exploration Activity reflecting all charges and credits related
to the Development and Exploration operations for that quarter
summarized by approprate classifications indicative of the
nature thereof, except that items of controllable material and

unusual charges and credits shall be detailed.
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(¢) Adjustments and Audits:

(1) Each quarterly Statement of Exploration Activity  pursuant to
Article T (b) (1) of tlhus Annex shall conclusively be presumed
to be true and cowrect atter tlhree (3) months tollowing the
recelpt of each Statement by GANOPE unless within the said
three (3) months GANOPE takes written exception thereto
pusuant to Article IV (f) of the Agreement. Duning the said
three (3) month period supporting documents will be available

for mspection by GANOPE during all working hours.

CONTRACTOR will have the same audit 11ghts on Operating

Company Statements as GANOPE under this sub-paragraph.

(2) All Statements of Development and Exploration Activity tor
any calendar quarter pursuant to Article I (b) (2) of this Annex,
shall conclusively be presumed to be true and correct tluee (3)
months following the receipt of such Statement. unless witlun
the said tlhnee (3) months perod GANOPE or CONTRACTOR
takes written exception thereto. Pending expiration of sard tlhree
(3) months GANOPE or CONTRACTOR or both of them
shall have the night to audit Operating Company accounts,
records and supporting documents for such quarter m the same
manner as provided m Atticle IV (f) of the Agreement.

(d) Currency Exchange:

CONTRACTOR s books tor Exploration and Operating Company s

books tor Development and Exploration, 1f any, shall be kept 1n the

ARE m US Dollars. All US. Dollars expenditires shall be

charged in the amount expendead. All Egyptian Pounds expenditines

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

()

(g)

exchange 1ssued by the Central Bank of Egypt on the first day of
the month m which expenditiwes are recorded, and all other non-U.S.
Dollars expendhtures shall be translated to U.S. Dollars at the buying
rate of exchange for such cumency as quoted by National
Westnunster Bank Limited, London at 10.30 am. GM.T., on the
first day of the month in which expenditwes are recorded. A record
shall be kept of the exchange rates used i translating Egyvptian

Pounds or other non-U.S Dollars expenditures 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 Procechire may be revised i writing 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 conmussions
related to any bank guarantees shall not at any fime 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 through Operating Company, pay the following
costs and expenses, which costs and expenses shall be classitied and
allocated to the activities according to sound and generally accepted
accounting principles and treated and recovered i accordance with

Article VII of tlhus Agreement:

(a) Surface Rights:
All  direct cost attubutable to the acquisition, renewal o
relingqushment of switace rights acquired and maintamned 1n force for
the Area.

() Labor and Related Costs:

(1) Salares and Wages of CONTRACTOR’s o Operating
Company’s emplovees, as the case may be, directly engaged 1n
the various activities under the Agreement including salaries
and wages paid to geologists and other 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 salanes. 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:

l.

-2

-2

All allowances applicable to salaiies and wages;

. Cost of established plans; and

All travel and relocation costs of such expatiiate emplovees
and thewr families to and from the emplovee’s country or
pomnt of origin at the tume of emplovment, at the time of
separation, or as a result of transfer from one location to
another and for wvacation (transportation costs for
emplovees and thew fanulies transterring from the A RE.
to another location other than their country of onigin shall

not be charged to A R E. Operations).

Costs under thus Article IT(C b ) ( 2 ) shall be deemed to be
equal to forty seven percent ( 47%) or applied percentage,
which 15 lesser, of basic salarles and wages paid tor such
expatriate personnel including those paid duwring vacations
and sick leaves as established mm CONTRACTOR's
international policies, chargeable under Article II (b) (1),
Article IT (1), Article II (k) (1) and Article IT (k)}3) of thus
Annex.

However, salartes and wages ding 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 Etfective Date with
regard to the following benefits, allowances and costs :-

. Housing and Utilities Allowance.
CCommodities and Services Allowance.

. Special Rental Allowance .
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4. Vacation Transportation Allowance.

LA

. Vacation Travel Expense Allowance.

'

6. Vacation Excess Baggage Allowance.

7. Education Allowances (Chilcdhen of Expatriate Emplovees).

v'

8. Hypothetical U.S. Tax Offset (which results mna reduction

of the chargeable percentage).
9. Storage of Personal Etfects.
19, Housing Refurbishment Expense.
11. Property Management Service Fees.
12. Recreation Allowance.
13. Retirement Plan.
14. Group Lite 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.

22, Workman's Compensation.



Yo o8 Gy VA 3 (00) mal Y0 sl = eaw JI3ay 31 VAY

Ul do DN iy Il ueladl (VY
ol 1 S B Y e
. oosidl el (Y0
Uil o W B 0l 51 Ul ST ¥y T i 2] (¥
. dsladd 5 Al sl
70U oo e (¥) eS| IS Uy ol o] 3 a1 5Ly
. A 0l ladc Byl
R US| RIS | B S v Y| N PR P | O, IS |
o s 45 1yl 5, il S g i) dbyay S
 adlag 5,83 Gty eVl oo Ul daciany
il dokad)l J Lt IS ¢ YT 5 ¢ il ! WKt
o dsih g SN 3y 80 2Lh50s VN aed
iy SN SIS LGB e Ay s cid | il b ol Al (V)
oyl ookl Uids e 3l s ) N30 SB35 hse RIS S5 5, oo
Lo e Uty doilos] 0]+ Ll &l GRS ado Jutiry « oWl o 5l

- gl a3 2ol 5ol s e (¥) () 5,281 3 5,0, o



VAY Y8 G i VA S () b Y0 sl = e Iy 3

23. Federal and State Unemplovment Insurance.
24, Personnel Transter Expense.
25, National Insurance.

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

as established 1n CONTRACTOR s International Policies.

The percentages outlined above shall be reviewed at
mtervals of two (2) vears from the Effective Date and at
such time CONTRACTOR and GANOPE will agree on

new percentages to be used under this paragraph.

Revisions of the percentages will take into consideration
vartances  1n costs and changes i CONTRACTOR's
international policies which change or exclude any of the

above allowances and benefits,

The revised percentages will reflect as nearly as possible
CONTRACTORs actual costs of all its established

allowances and benefits and of personnel transters.

(3) For expatriate emplovees temporanily assigned to Egypt all allowances,
costs of established plans and all travel relocation costs for such
expatriates as paid in accordance with CONTRACTOR s international
policies. Such costs shall not iclude any adnunistrative overhead

other than what 1s mentioned m Article II (k) (2) of thus Annex
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(4) Costs of expenditure or contributions made pursuant to law or

(c)

(d)

assessment mmposed by Governmental authority which are applicable
to labor cost of salaries and wages as provided under Article II (b) (1),
Article IT (b) (2). Article IT (1), Article IT (k) (1) and Article II (k) (3)

of this Annex.
Benefits, allowances and related costs of national employees :

Bonuses, overtime, customary allowances and benefits on a basis
similar to that prevailing for oil 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 this Annex Severance pay will be
charged at a fixed rate applied to pavrolls which will equal an
amount equvalent to the maxumum hability for severance pavment

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:

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

recerved



Yo o8 Dy VA 3 (0) b Y0 sl = aw JIay 4 VAN

: JOGBL! Wy f alad ! (Y)
T i 3 508 LS 518000 Ll Lpedbass 301 58] B3LS g s
3Bl o b s Joo 3500 o Joliad o 4l < Lzl @Udy « Wae
— 1 Y oy 20 ey o gl o Aaglad) A, T LG Lol
(") W) Bauaad! aledf -
i gt S il e ) skl o3 gpo Jar L3 Supadd 31,0
GSS a3 o g SIS s B et 0y 5391 Sl o ]
L ol 3 W AL 1sb S0l sl HlandT e 53,510 51,
calukl sda ws nys ol 3L S 0l
170" 9"l Wl ) Aoiund f afgdf - ¥
il 595 Jlaza ¥ 5aleY dd Loy dads B 3 15,5 1 a0 (1)
DU (3 oty Tsaing ptais (0) Wl o 500 b Bale
o e dad] ma e (/V0)
Lol S oS5 " Wl e Lol o5 Y (A5l ()
lel (Y L a oLl (S, Lgo DY o il 3
(70 ) BUl 5 sy ads 7" Do o 5 algs ladpid
N VEORNTRE S JPomp s
A 23y o] T W e L s] o Y 1 sl ()
REVITE S PP L s [ 908 i1 ¥
e LY S Rimatd| ol o 3 pas SLlls grylgead] {5
TORY [UUPPY SUR T () W () SU01 /B O P PR DS T W
. L S



VAY Y8 G i VA S () b Y0 sl = e U5y 3

(2) Material Furnished by CONTRACTOR:

Material requured for operations shall be purchased directly

whenever practicable, except that CONTRACTOR may furmsh
such material from CONTRACTOR's or CONTRACTOR's
Affiliated Companes stocks outside the ARE. 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 lngher than international prices for
matertal of sinular quality  supplied on sinular terms,
prevailing at the tume such material was supplied.

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

a) Material wluch 13 1 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.

¢) Material which cannot be classitied as Condition "B" or
Condhition "C" shall be priced at a value commensurate
with 1ts use.

d) Tanks, buldings 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 bevond
ar baclk of the dealer’s or manutacturer’s guaranty, and 1in case
of defective material, credit shall not be 1ecorded wmntil
adpustment  has  been recerved by CONTRACTOR  from
manutacturers or then agents.

(e) Transportation and Employee Relocation Costs:

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

(2) Business travel and transportation expenses to the extent covered
by established policies of CONTRACTOR or with regard to
expatiiate and national employees. as mcured and paid by, or
tor, emplovees mn the conduct of CONTRACTOR s or Operating
Company s business,

(3) Emplovees transportation and relocation costs tor national emplovees
to the extent covered by established policies.

(f) Services:

(1) Outside services, The costs of contracts tor consultants, services
and uttlities procured from third parties.

(2) Cost of services performed by GANOPE , by CONTRACTOR or
by thewr Attliated Compantes 1n tacilities mside or outside the
AR E Regular, recurting, routine services, such as imterpreting
magnetic tapes and‘or other analvses, shall be performed and
charged by GANOPE and‘or CONTRACTOR or thenr Atfiliated
Compaiies at an agreed contracted price. Major projects
involving engineertng and design  services shall be performed
by GANOPE andior CONTRACTOR or  thew Athliated
Companies at a negotiated contract amount.
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(3) Use of GANOPE's, CONTRACTOR's o then Affiliated
Compantes™ wholly owned equpment shall be charged at a
rental rate commmenswrate with the cost of ownership and
operation, but not in excess of compehtive rates  currently
prevatling in the A RE.

(4) CONTRACTOR s and CONTRACTOR s Athihiated Compames’
rates shall not mclude any admumstrative or overhead costs
other than what 13 mentionad 1 Article II (k) (2) of this Amnex

(g) Damoages and Losses:

All costs ar expenses, necessary to replace o1 repair damages or
losses mncurred by fire, flood, storm. thett, accident or any other
cause not controllable by CONTRACTOR or Operating Company
thuough the exercise of reasonable diligence. CONTRACTOR o
Opetating Company shall tiwmish GANOPE and CONTRACTOR
v1itten notice of damages or losses mewred mn excess of $100040 ten
thousand U.S. Dollars per occurrence. as soon as practicable after
repoit of the same has been 1ecearved by CONTRACTOR or
Operating Company.
(h) Insurance and Claims:

The cost of any public hability, property damage and other
msuance  agaimst  habilities  of CONTRACTOR, Operating
Company andior the parties or any of them to thewr emplovees
and‘or outsiders as may be requued by the laws, rules and
regulations of the GOVERNMENT or as the parties may agee
upon. The proceeds of any such mswance or clanm collected. less
the actual cost of malang a clamm, shall be credited against
operations.

It no mswrance 1s carnled for a particular sk, 1 accordance with
good mnternational ol field practices, all related actual expenchtures
imncwred and paid by CONTRACTOR or Operating Conpany In
seftlement of any and all losses, claims, damages, judgments 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 cletks, assistants, and other general emplovees

inchrectly serving the Area.
(j) Legal Expenses:

All costs and expenses of litigation, or legal services otherwise
necessary or expedient for the protection of the Area, 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 incured
by any party or parties hereto i securing evidence for the purpose of
detending against any action or claim prosecuted or wged against
the operations or the subject matter of the Agreement. In the event
actions or claums 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 15 conducting Exploration operations,
the cost of statfing and mamtamning CONTRACTOR™s head
office 1 the ARE. and‘or other offices established in the
ARE. as appropuate other than field offices 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 i Article IT (b) of this Annex.
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(2) CONTRACTOR s admuoustrative overhead outside the AR E.

applicable to Exploration operations i the A RE. dunng the
period prior to the formation of the Operating Company shall be
charged each month at the rate of five percent (3%) ot total
Exploration expenditures. where CONTRACTOR s Exploration
operations are cartted out by CONTRACTOR itselt Any
administrative overhead of CONTRACTOR outside the A RE.
applicable to A R E. Exploration operations will not be charged
on the Exploration operattons mm A RE. wlule Exploration
operations are being conducted following the formations of the
Operating Company.

No other duwect  charges as such tor CONTRACTOR’s
admiistrative overhead outside the ARE. will be apphed
against the Exploration obhigations. Examples of the tvpe of
costs CONTRACTOR 13 mcwnng and charging hereunder due
to activifies wnder  tlns Agreement and covered by said
parcentage are:

1. Executive - Tumne of executive officers.

2 Treasury - Financial and exchange problems,

3. Purchasing - Procuning materials. equipment and supplies.

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

which contribute time, knowledge and experience to the
operations,
The foregoimng does not preclude charging tor direct service
under Article 11 (1) (2) of tlus Annex.

(3) Wlile Operating Company 15 concducting operations. Operating

Company’'s personmnel engaged 1 general clencal and ofthice
work, supervisors and officers whose time 1s generally spent 1n
the main otfice and not the field, and all emplovees generally
considerad as  general and  admumstrative and not charged to
other tvpes of expense will be charged to operations. Such
expenses shall be allocated each month between Exploration
and Development operations according to sound and practicable
accounting methods.
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Taxes:

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

(m) Continuing CONTRACTOR Costs:

(m)

Costs of CONTRACTOR activities required under the Agreement
and meurred exclusively i the A R E. atter Operating Company 13
tormed. No sales expenses incured outside or inside the ARE.
may be recovered as a cost.
Other Expenditures:
Any costs, expenses or expenditures, other than those which 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

(a) Periodic Inventories, Notice and Representation:

At reasonable intervals as agreed upon by GANOPE and
CONTRACTOR mventories shall be taken by Operating Company
ot 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 thirty (30) dayvs betfore any
mventory 1s to begin so that GANOPE and CONTRACTOR may be
represented when any inventory 1s taken. Fallure of GANOPE and/or
CONTRACTOR to be represented at an inventory shall bind them to
accept the inventory 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 jomntly
determined by Operating Company and CONTRACTOR and

GANOPE, and the inventory 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) days after receipt from Operating Company of the
Statements for Development and Exploration Activity for the

calendar quarter a Statement for that quarter showing:

1. Recoverable costs carnied forward from the previous quarter, if any.

12

. Recoverable costs mcured and paid during the quarter.

(o8

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

b

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

LA

- Amount of costs recovered for the quarter.

6. Amount of recoverable costs carried 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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() Payments:

It such Statement shows an amount due GANOPE, pavment 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 annum higher than the London Interbank Borrowing
Offered Rate (LIBOR) tfor three (3) months U.S. Dollars deposits
prevailing on the date such interest 1s calculated. Such interest

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

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

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

GANOPE shall have a period of twelve (12) months trom receipt of
any Statement under this Article IV m 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 duing said twelve (12) month period.
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(@)

()

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 expenditmes reported on  Statements of
activity prepared per Article T (b) (1) of this Annex, less any
recductions agreed to by GANOPE and CONTRACTOR following
wiltten exceptions taken by a non-operator pursuant to Article I (¢)
(1) of this Annex, 1 order to determine when nuninmum 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 recovered
and the value of Excess Cost Recovery Petroleum, if any.

(¢) Major Accounts:

For the purpose of classifving costs, expenses and expenditures for
Cost Recovery as well as for the purpose of establishing when the
minnnunm Exploration obligations have been met, costs, expenses
and expenditures shall be recorded 1n major accounts including 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 for the control of costs recovery and the treatment
of Cost Recovery Petroleum.
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ARTICLE VI
TAX IMPLEMENTATION PROVISIONS

It 15 understood that CONTRACTOR shall be subject to Egyptian
Income Tax Laws except as otherwise provided 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 A R E. income tax, that 1s "grossed up".
"CONTRACTOR s annual mcome", as deternmuned 1n Article III (g) (3)
of this Agreement, less the amount equal to CONTRACTOR’s
grossed-up Egvptian income tax hability, shall be CONTRACTOR’s
"Provisional Income".

The "gross-up value" 15 an amount added to Provisional Income to give

"Taxable Income", such that the grossed-up value 15 equuvalent to the

A 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
| - Tax Rate

Grossed-up Value =

where the tax rate 13 expressed as a decimal.

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

$ 10 x 0.4 o
o4 oo
Therefore:
Provisional income $ 1000
Plus Grossed-up Value 6.67
Taxable Income W
Less: A RE. Income Taxes at 40% 6.67

CONTRACTOR s Income atter taxes $ 10,00
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