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

GANOUB EL-WADI HOLDING PETROLEUM
COMPANY

AND
THARWA PETROLEUM COMPANY
IN
Development Extension for
West Esh El Mallaha Area
At The Eastern Desert
A.R.E.

This Agreement made and entered on this day of 200, by
and between the ARAB REPUBLIC OF EGYPT (hereinatter reterred to
vartously as "TARE." or as the "GOVERNMENT"), GANOUB EL-WADI
HOLDING PETROLEUM COMPANY, a legal entity created by Prume
Minister Decree No. 1755 of 2002, and pursuant to Law No. 203 of
1991 and its amendments (hereinatter referred to as "GANOPE™) and
Tharwa Petroleum Company a Joint Stock Egyptian company organized
and existing under the laws of private fiee zone system according to the

provisions of law No.8 of 1997 (hereinatter referredto as "Tharwa™).
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PREAMBLE
WHEREAS, all nunerals mcluding petroleum, exusting mn nunes and
quarties 1 A R E.. mcluding the tertonal waters, and m the seabed
subject to 1ts junsciction and extending bevond the temntonal waters, are
the property of the State: and
WHEREAS, GANOPE has applied for an exclusive concession for the
exploration and exploitation of petroleum in and throughout the area
referrad to m Article 11, and described 1 Amex "A" and shown
approximately on Amnex "B”, which are attached hereto and made pait
hereot (herematter reterred to as the "Area™) | and
WHEREAS, " Tharwa Pztroleum Company” agrees to undertake its
obligations provided heremnatter as a CONTRACTOR with respect to
the Exploration. Development and  Production of Peztroleum 1n
Development Extension tor
West Esh EI Mallaha Area AT Eastern Desert . and

WHEREAS., the GOVERNMENT desies hereby to grant such
Concession, and
WHEREAS, the Mimster of Petroleum pursnant to the provisions ot
Law No. 86 of 1956, may enter o a concession agreement with
GANOPE, and with "Tharwa Petroleum Company " asa CONTRACTOR
1n the said Area.
NOW. THEREFORE, the parties hereto agree as follows:

ARTICLE 1

DEFINITIONS

(a) "Exploration” shall include such geological. geophysical., aerial and
other swveys as may be contained i the approved Woirk Programs
and Budgets, and the dudling of such shot holes, core holes,
stratigrapluc tests, holes tor the discovery of Petroleum or the
appratsal of Petrolewm  discoveries and other related holes and
wells, and the purchase or acquisition of such supplies, materials,
services and equpments therefor. all as mav be contamned i the
approved Work Programs and Budgets. The verb "explore” means
the act of conducting Exploration.
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(b)y "Development" shall include, but not be Lnuted 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, engineerng, construction, mstallation, servicing and
maintenance of equipments, lines, svstems facilities, plants
and related operations to produce  and operate said
development wells, taking, saving, treating, handling, storing,
transporting  and delivering Petroleum, re-pressuring,
recycling and other secondary recovery projects, and

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

(¢c) "Petroleum” means Liquid Crude O1l 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 Oil" or "Crude O1l" or "O1l" means any hydrocarbon
produced tfrom the Area which 1s 1n a liquud state at the wellhead
or lease separators or wlich 15 extracted from the Gas o
casinghead gas 1n a plant. Such liqud state shall exist at sixty
degrees Falwenheit (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 in the Area
(other than Liqud Crude Oil) and all non-hydrocarbon substances
theremn. Said term shall include residual gas, that Gas remaining
atter removal of LPG.

(f) "LPG" means liquefied petroleum gas, wlich 1s a nuxtue
prncipally of butane and propane liquefied by presswe and
temperature.

(g) "LNG" means Liquetfied Natural Gas.

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

(1)  "Commercial gas / ol well "means the first well at any geological
teatiwe found to be capable to procduce at economic rate ., The
discovery date of the conumercial well shall be the date Ganope and
contractor agree upon the evaluation results.

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

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

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

(m) "The Government" means the govermment of the Arab Republic of
Egvypt represented by the Mimster of Petroleum in this agreement .

(n) "Effective Date" means the date on which the text of this Agreement
15 signed by the GOVERNMENT, GANOPE and CONTRACTOR,

atter the relevant Law 13 1ssued.
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(©) (1) "Year" means a period of twelve (12) months according to the
Grregortan Calendar.

(2) "Calendar Year" means a pertod of twelve (12) months
according to the Gregoran Calendar being 13 January to 319
December.

(p) "Fmancial Year" means the GOVERNMENT s financial vear

accorcding to the laws and regulations of the AR E.

(q) "Tax Year" means the perod of twelve (12) months according to

the laws and regulations of the A R E.

1) An "Affiliated Company” means a company’

(1) of wluch the share capital, conferrmg a majorty of  votes at

stockholders™ meetings of such company, 1s owned directly o

induectly by a party hereto: or

() which 13 the owner duectly or induectly of share capatal
conterring a majorty of votes at stockholders™ meetings ot a
party hereto, o

(1) of which the share capital conferring a majonty ot votes at
stockholder’s meetings of such company and the share capital
conferrg a majortty of votes at  stockholders™ meetings of a
party hereto are owned duectly or indwrectly by the same
COMpany.

(s) "Exploration Block" shall mean an area, the comner points of which
have to be comncident with three (3nunutes by tlhree (3) mumtes
latitude and longitude divisions, according to the International Gid
Svstem where possible or with the exusting boundaries of the Area
covared by this Concession Agresment as set out 1t Annex "A"

-~

(t)  "Development Block” shall mean an area, the comer pomnts of
which have to be coincident with one (1) nunute by one (1) miute
latitude and longitude dhivisions. according to the International Guid
Svstem where possible or with the exusting boundaries of the Area
covered by tlus Concession Agreement as set out 1n Annex "A".
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(u)  "Development Lease(s)" shall mean the Development Block o

()

(aa)

Blocks covering the geological structure capable of production, the
corner pomnts of which have to be comcident with one (1) nunmte by
one (1) mimte latitude and longitude divisions according  to the
International Grid System where  possible or with the existing
boundaries ot the Area covered by tlis Concession Agreement as
set out 1in Annex "A",

"Agreement” shall mean thus Concession Agreement and its
ANnnexes.

"Gas Sales Agreement” shall mean a wiitten agreement between
GANOPE and CONTRACTOR (as sellers) and GANOPE or EGPC
of 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 mto
pursuant to Article VII (e}

"Standard Cubic Foot" (SCF) 15 the amount of Gas necessary to fill
one (1) cubic foot of space at atmospheric pressure of 14, 65 PSIA
at a base temperature of sixty degrees Falwenheit (60°F).
"CONTRACTOR" ¢could be one company or more as collectively .
CONTRACTOR wnder tlns  Agreement shall mean Tharwa
Petroleum Company.

Unlzss moditied by vartue of Article XXI herein.

"OPERATOR" means a company of the Confractor’s Member
appomted by them to be the entity to which, tfrom which and in
vhose name all notitications related to or 1 connection with this
concession Agreement shall be made. In tlus Agreement Tharwa
Petroleum Company. 1s the Operator .

"EGPC" means Egyptian General Petroleum Corporation

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

Annex "A" 135 a descuption of the Area covered and atfected by tlus
Agreement, heremafter referred to as the "Area”

Annex "B" 15 a provisional illustrattve map on the scale of
approximately 12000000 indicating the Area covered and atfected by
this Agreement and descritbed mn Annex "A"

Annex "C" 15 the form of a Bank or Production Letter of Guarantze to
be subnutted by CONTRACTOR to Ganope one (1) day betore the tume
of signatine by the Muuster of Petrolewum of this Agreement tor the sum
of $11.000.000 Eleven mlhion US Dollars, to guarantze the execuhion of
CONTRACTOR s mumnnum Exploration obligations hereunder tor the
first two and a halt (2.3) Year Exploration pertod from the Effective date.
[n case CONTRACTOR extends the first Exploration pertod tor a second
Exploration perod, of two (2) vear(s) m accordance with Article II1 (b)
of this Agreement, similar Letter of Guarantee shall be i1ssued and be
submitted by CONTRACTOR on the day the CONTRACTOR exarcises
1ts option to extend. Such Letter of Guarantee wlhich 15 12lated to the
second Exploration perniod shall be tor the sum of § 6.300.000 Six
muhon and a halt nulbon U.S Dollars . less any excess expenchhues
imncwred m the preceding Exploration period permitted for cany forward
1n accordance with Article IV (b) thud paragraph of tlus Agreement and
approved by GANOPE. In case of any shorttall (the ditference between
the amount of CONTRACTOR s financial obligation of any Exploration
pertod nunus [the total amount approved by GANOPE. for the same

concerned obhigation penod plus any cairy forward approved by
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GANOPE from the previous perniod, if any] ). GANOPE shall notify
CONTRACTOR 1n writing by the value of such shortfall. Witlun fifteen
(15) days from the date of tlus notification, CONTRACTOR shall
transter the amount of the shorttall to GANOPE account and if
CONTRACTOR did not transfer tlus shortfall within the mentioned
fifteen (15) davs, GANOPE has the night to liquidate the concerned letter
of Guarantee. Each of the two (2) Letters of Guarantee shall remain
effective for six (6) months after the end of the relevant Exploration
period for which it has been issued, except as 1t may be expired prior to
that time 1n accordance with the terms thereof

Annex "D" 15 the form of a Charter of the Operating Company to be
tormed as provided tor in Article VI hereof

Annex "E" 15 the Accounting Procedure.

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

established by the GOVERNMENT.

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

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

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

The GOVERNMENT hereby grants GANOPE and CONTRACTOR
subject to the terms. covenants and conditions set out 1n this Agreement.
which insofar as they are contrary to or inconsistent with any provisions
of Law No. 66 of 1953, as amended. shall have the force of Law. an
exclusive concession m and to the Area deseribed 1n Annexes "A" and
"B".

(a) The GOVERNMENT shall own and be entitled., as hereinatter
provided to a rovalty 1n cash or in kand of ten percent (1{(}%) of the
total quantity of Petroleum produced and saved from the Area
during the Development pertod mclhuding renewal  Said rovalty
shall be borne and paid by GANOPE and  shall not be the
obligation of CONTRACTOR. The payment of 1ovalties by
GANOPE shall not be deemed to result i income attributable to
the CONTRACTOR.

(b)Y  An wutial Exploration pariod of two and a halt (2.5) vears shall
start  from the Effective Date. One (1) successive extension to the
mitial Exploration period, the extension shall be two (2) vears and
shall be granted to CONTRACTOR at 1ts option. upon not less
than thuty (30) days prior wiitten notice to GANOPE, such notice
to be given not later than the end of the then current period. as may
be extended pursuant to the provisions of Article 'V (a), and
subject only toits having talfilled 1ts obligations herevnder for that
pertod. This Agreement shall be terminated 1f neither a Comimercial
Ol Discovery nor a Commercial Gas Discovery 15 established by
the end of the four vears and a halt (4.5) vear of the Exploration
period, as mayv be extended pursuant to Article V (a).The election
by GANOPE to undertake a sole sk ventwe under paragraph (¢)
shall not extend the Exploration period nor atfect the ternunation
of this Agreement as to CONTRACTOR.
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(¢) Commercial Discovery:

(1)

A Commercial Discovery - whether of O1l or Gas - may  consist
of one prodicing reservolr o a group of producing 1eservolrs
which 15 worthy of being developed conunercially,  After
discovelry of a Commercial 1l or Gas Well CONTRACTOR
shall. unless otherwise agreed upon with GANOPE, undeitake
as part of 1ts Exploration program the appraisal of the discovery
by dolling one or more appraisal wells, to determine whether
such discovery 13 worthy of bemg developed commercially,
talang mto consideration the recoverable reserves, production,
pipelme and termunal tacihities requured, estumated  Petroleum
prices, and all other relevant teclimcal and economic tactors.
The provisions lawd down herein postulate the wmty and
mchvisibility of the concepts of Clommercial Discovery  and
Development Lease. Thev shall apply unmiformly to  Oil and
Gas unless otherwizse specitied.

(1) CONTRACTOR shall give notice of a Commercial Discovery

to GANOPE mmediately after the ciscovery 1s considerad by
CONTRACTOR to be worthy of commercial development but
n any event with respect to a Commercial Oi1l Well not later
than thuty (30) davs following the completion of the second
appraisal well or twelve (12) months following the date of the
discovery of the Commercial O1l Well, whichever 15 earlier or
with respect to a Commercial Gas Well not  later than twenty
tour (24) months tollowmg the date of the discovary of the
Commercial 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 respect to any 1eservow or reservows even if the well or
wells  thereon are not "Conunercial® witlun the defiition of
"Comumercial Well” if, 1n 1ts opinton, a reservolr or a group of
1eservolrs,  consitdered  collectively, could be worthy of
comimercial development.
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CONTRACTOR may also give a notice of a Commercial Oil
Discovery 1 the event it wishes to undertake a Gas Recyveling
Project.

A notice of Commerclal Gas Discovery shall contamn all
detalled particulars of the chscovery and especially the area of
Gas reserves, the estimated production potential and profile
and field lite.

Withm sixty (60) days following receipt of a notice of a
Commerctal Ol or Gas Discovery, GANOPE and CONTRACTOR
shall meet and review all approprate data with a view  to
mutually  agreemng upon the existence of a Conunercial
Discovery. The date of Commercial Discovery shall be  the
date GANOPE and CONTRACTOR jomtly agree 1 writing
that a Clomimercial Discovery exists.

(1v) It Crude Ol 18 discovered but 1s not deemed by CONTRACTOR

to be a Commercial O1l Discovery under the above provisions
of tlus paragraph (¢). GANOPE shall one (1) month atter the
expiration of the pentod specified  above witlun wluch
CONTRACTOR can give notice of a Commercial Oil
Discovery, or thirteen (13) months atter the completion of a
well not considered to be a "Commercial O1l Well”, have the
nght, tollowing sixty  (64) davs notice m  witing to
CONTRACTOR. at 1ts sole cost. sk and expense, to develop.
produce and dispose ot all Crude Q1l from the geological feature
on wlich the well has been diilled. Said notice shall state the
spectfic area covenng sald geological feature to be developed.
the wells to be dulled, the production tacilities to be mnstalled
and GANOPE s estimated cost thereot. Witlhun thuty (30) davs
atter receipt of sawd notice CONTRACTOR mav. 1n writing,
elect to develop such area as provided tor mn the case of
Commercital Discovery hereunder. In such event all terms of
this Agreement shall contume to apply to the specified area.
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[f CONTRACTOR elects not to develop such area. the specific
atea coverng sald geological teature shall be  set  aside
tor sole 11sk operations by GANOPE, such area to be nmitually
agreed upon by GANOPE and CONTRACTOR on the basis of
good petroleum industiy practice. GANOPE shall be entitled to
pertorm or in the event Operating Company has come 1nto
existence, to have Operating Company pertorm such operations
tor the account of GANOPE and at GANOPE 5 sole cost, sk
and expense. When GANOPE has recovered trom the Crude
Otl produced trom such specitic area a quantity ot Chrude Oil
equal 1n value to three hundred percent (300%) of the cost 1t
has 1ncured 11 canrving out the sole sk operations.
CONTRACTOR shall have the option. only 1n the event there
has been a separate Commercial Ol Discovery, elsewhere
within the Area. to share m  further development and
production of that specific area upon paying GANOPE one

Imndred percent (100%) ot such costs mncwred by GANOPE,

such one hunched percent {(100%) paviment shall not be
recovered by CONTRACTOR. Immediately ftollowing such
paviment the specific area shall aither (1) revert to the status of
an ordinary Development Lease under this  Agreement and
thereatter shall be operated 1t accordance with the terms hereot:
or (11) alternatively, 1n the event that at such tume GANOPE o
its Atfiliated Company 15 conducting Development operations
m the area at its sole expense and GANOPE elects to continue
operating, the area shall remain set astde and CONTRACTOR
shall only be entitled to 1its production shaing percentages of

the Crude Od as specitied 1n Article VII (b). The sole nisk Crude
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Ol shall be valued 1 the manner provided in Article VII (¢). In
the event of any ternunation of this Agreement under the
provisions of Article TIT (b). this Agreement shall. however,
contume to apply to GANOPE s operations of any sole sk
ventue hereunder. although such Agreement shall have been
ternunated with respect to CONTRACTOR pursvant to  the
provisions of Article III (b) .
(d) Conversion to a Development Lease:

(1) Following a Commercial O1l Discovery or a Comunercial  Gas
Discovery the extent of the whole area capable of production to
be covered by a Development Lease shall be nmutually agread
upon by GANOPE and CONTRACTOR and be  subyect to the
approval of the Mimster of Petrolewum.  Such area shall be
converted automatically into a Development Lease without the
1ssue of any additional legal mstiment or pernussion.

(1) Followimg the conversion of an area to a Development Lease
based on a Conumerctal Gas Discovery (or upon the discovery
of Gas in a Development Lease granted tollowing a Conunercial
O1l Discovery), GANOPE and CONTRACTOR shall endeavor
with chhgence to find adequate matkets capable of absorbing
the production of Gas and  with respect to the local marlkets,
GANOPE shall advise CONTRACTOR of the potential outlets
tor such Gas and the expected annual schedule of demand
Thereatter, GANOPE and CONTRACTOR shall meet with a
view to assessing whether the outlets tor such Gas and other
relevant factors warrant the development and production of the
Gas and 1n case of agreement the Gas thus made available shall
be disposed of to GANOPE o EGPC or EGAS under a
long-term Gas Sales Agreement 1n accordance with and subject
to the conditions set torth in Article VIL
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(1) The Development pertod of each Development Lease shall be
as tollows:

(aa) In respect of a Commercial O1l Discovery, twenty (20
veals flom the date of such Commercial Discovery plus
the Extension Penod (as defined below) provided that,
the event that, subsequent to the conversion of a Commercial
1l Discovery mnto a Development Lease. Gas 13 discovered
i the same Development Lease and 15 used or 15 capable
of being used locally or for export hereunder, the penod of
the Development Lease shall be extended only with respect
to such  Gas. LPG extracted from such Gas and Crude Ol
in  the form of condensate produced with such Gas for
twenty (20) vears from the date of tist delivenies of Gas
locally or tor export plus the Extension Period (as detined
below) provided that the duration of such Development
Lease based on a Commercial Ol Discovery may not be
extended bevond thnty-tive (33) vears from the date of
such Conunercial Onl Discovery .

CONTRACTOR shall immechately notity GANOPE of any
Gas Discovery but shall not be requurad to apply for a new
Development Lease 1n respect of such Gas.

(bb) In respect of a Commercial Gas Discovery, twenty  (20)
veals from the date of fust delivenes of Gas locally or ton
export plus the Extension Penod (as defined below)
provided that, 1t subsequent to the conversion of a

Commercial Gas Discovery mto a Development Lease,

Crude O1l 15 discovered in the same Development Lease.

CONTRACTOR s share of such Crude Onl from the

Development Lease {except LPG extracted from Gas or

Crude O1l 1n the torm of condensate produced with Gas)

and Gas assoctated with such Crude Ol shall revent

entirely to GANOPE upon the lapse of twenty (2() vears
from the date of such Crude Oil Discovery plus the

Extension Pertod (as detined below).
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Notwithstanding, anvthing to the contrary under tlhus
Agreement. the duration of a Development Lease based on
a Commercial Gas Discovery shall 1n no case exceed
thirty-five (35) vears from the date of such Commercial
(Gras Discovery

CONTRACTOR shall imumediately notity GANOPE of any
Ol Discovery but shall not be requured to apply for a new
Development Lease i 1espect of such Crude Onl

The " Extension Penod” shall mean a  penod of five (5)
vears wlhich may be elected by CONTRACTOR upon six
(6) months wntten request sent by CONTRACTOR to
GANOPE pnor to the expuy of the relevant twenty  (24)
veal penod supplemented by technical studies mcluding
evaluatton of production, expected levels of production
durng extension perod. CONTRACTOR s obligations and
relevant economuc consideration. Tlas extension period 1s
subject to the approval of the Muuster of Petroleum.

(e) Development operations shall upon the 1ssuance of a Development
Lease granted following a Commercial O1l  Discovery, be started
promptly by Operating Company and be conducted 1n accordance
with good o1l tield practices and  accepted petrolenm engineering
prnciples, until the field 15 considered to be fully developed. 1t
bemng understood that 1f assoclated gas 1s not utilized, GANOPE
and CONTRACTOR shall negotiate in good faith on the best way
to avord tmpaitring the production i the iterests of the parties,

In the event no Conunercial Production of O1l i regular slhipments
or Gas deliveries from any Development Block witlun tow (4)
vears trom the date of the Comumercial O1l Discovery, or from the
date of fust Gas deliveries tor local or export . such Development
Block shall mmmediately be  relinquished, unless there 15 a

Commercial Oil or Gas Discovery on the Development Lease.

Each Development Block m a Development Lease being partly

within the radius of dramage of anv producing well 1 such

Development Lease shall be considered as participating in the

Commercial Production reterred to above.
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Development operations 1n respect of Gas and Crude Oil i the
torm ot 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 reterred to mn Article VII or otherwise, be started promptly
by Operating Company and be conducted 1 accordance with good
gas fleld practices and accepted petroleum engineenng principles
and the provisions of such agreement or scheme. In the event no
Commercial Production of Gas 15 established 1n accordance with
such Gas Sales Agreement or scheme, the Development Lease
relating to such Gas shall be relimquished, unless otherwise agreed
upon by GANOPE.

[t. upon application by CONTRACTOR 1t 15 recognized by
GANOPE that Crude il or Gas 15 bemg dramned trom the
Exploration block under tlus Agreement into a Development
Block on an adjoliung  concession area held by CONTRACTOR,
the Block beimg dramed shall be considered as participating 1n the
Commercial Production of the Development Block 1n question and
the Block being drained shall be converted mto a Development
Lease with the enswng allocatton of costs and production
(calculated from the Etffective Date or the date such dranage
oceurs. whichever 13 later) between the two  Concession Areas.
The allocation of such costs and production under each Cloncession
Agreement shall be 1n the same portion that the recoverable
reserves m the dramned  geological stiucture wundeilying each

Concession Area bears to the total recoverable reserves of such

sttuchue underlving both Concession Areas.  The production
allocated to a concession area shall be puced according to the

concession agreement coverrng that concession area.
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(f) CONTRACTOR shall bear and pav all the costs and expenses
required n carrving out all the operations under tlhus Agreement but

such costs and expenses shall not imclade any  interest on
mvestment. CONTRACTOR shall look only to the Petroleum to
which 1t 15 entitled under this Agreement to recover such costs and

expenses. Such costs and expenses shall be recoverable as provided

in Article VII During the term of thus Agreement and its renewal.
the total production aclueved n the conduct of such operations shall
be chvided between GANOPE and CONTRACTOR 1n accordance
with the provisions of Article VIL

(g) (1)

(2)

\h—-/

Unless otherwise provided, CONTRACTOR shall be subject to
Egvptiann 1ncome tax laws and shall comply with the
requirements ot such laws with respect to the filing of returns,
the assessment of tax, and keeping and showing of books and
records.

CONTRACTOR shall be liable to prepare the mcome tax
return statement. CONTRACTOR shall subnut the tax return
statement to GANOPE at least twenty five (235) days pror to
the due date of subnutting thereot to the tax authonity
GANOPE shall have the nght to review the tax retiun m order
to accept the tax calculation therein. GANOPE shall provide
conuments on such return witlhun fitteen (13) davs of the date of
recetving the tax rettun from CONTRACTOR . In any case
CONTRACTOR shall be responsible for subnmtting the tax
return to the tax authonty within the due date.

CONTRACTOR s anmual mmcome for Egyptian income tax
purposes under thus Agreement shall be an amount calculated
as follows:

The total of the sums recerved by CONTRACTOR from the sale ov
other chsposition of all Petroleum acquued by CONTRACTOR
pursuant to Article VII (a) and (b).
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Reduced by:
(1) The costs and expenses of CONTRACTOR:

(11) The value as deternuned according to Article VII {¢), of
GANOPE s share of the Excess Cost Recovery Petrolenm
repard to GANOPE m cash or i kind. if any,

Plus:

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

For purposes of above tax deductions 1 any Tax Year, Article
VII (a) shall apply only 1 respect of classification of costs and
expenses and rates of amortization, without regard to the
percentage lumitation reterred to 1n the first paragraph of Article
VII {a) (1) All costs and expenses of CONTRACTOR i1n
conducting the operations under this  Agreement which are not
controlled by Article VII (a) as above qualitied shall be
deductible m  accordance with the provisions of the Egvptian
Income Tax Law.

(4) GANOPE shall assume. pay and cischarge, in the name and on

behalt of CONTRACTOR, CONTRACTOR s Egyvptian income
tax ont of GANOPE’s share of the Petroleum produced and
saved and not used 1 operations under Article VII - All taxes
pard by GANOPE m the name and on behalt of CONTRACTOR
shall be considered tncome to CONTRACTOR.

receipts evidencing the paviment of CONTRACTOR s Egvptian
mcome tax tor each Tax Year within ninety (90) davs followmg
the receipt by GANOPE of CONTRACTOR s tax declaration for
the prececing Tax Year. Such recaipts shall be 1ssued by the
proper Tax Authonties  and shall state the amount and other
particulars customary for such receipts.
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(6)  Asused herein, Egyptian Income Tax shall be inclusive of all
mcome taxes pavable in the A RE. (including tax on tax) such
as the tax on income from movable capital and the tax on
profits from commerce and mdustry and inclusive of taxes
based on income or profits meluding all dividends, withholding
with respect to shareholders and other taxes mposed
by the GOVERNMENT of A R.E. on the distribution of imncome
or profits by CONTRACTOR.

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

ARTICLE IV
WORK PROGRAM AND EXPENDITURES
DURING EXPLORATION PERIOD

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

(b)  The mutial Exploration period shall be two and a half (2.5) vears
from the Effective date. And CONTRACTOR may extend this
Exploration period for One (1) successive extension period the
extension shall be two (2) vears, in accordance with Article IIT (b),
upon at least thuty (30) days prior witten notice to GANOPE,
subject to 1ts expenditure of 1ts numnmum  Exploration obligations
and of 1its fulfillment of the dnlling obligations hereunder, tor the
then current period.
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CONTRACTOR shall spend 1 atea A And 7 Or 1 area B a
nminmum of $11.000.000 Eleven nulhon US Dollars on Exploration
operations and activities

related thereto dunng the wutial two and a halt (2.5) vears
Exploration peniod. provided that CONTRACTOR shall acquure
3D sewsmic program and dull three (3) exploratory wells

For the two (2) vears extension pertod that CONTRACTOR elects
to extend bevond the mutial Exploration period CONTRACTOR
shall spend 1 area A And ¢/ Or 1 area B a mimmum of
$6,500.000 Six nullion and a halt nullion U.S. Dollars provided
that CONTRACTOR shall dull two (2) exploratory wells Taking
mto consiceration that the surtace operations 1s prolubited i the
shaded area as specitied mn Annex A unless otherwise agreed by
the A R.E competent authontties.

Ganoub shall do 1ts best endeavow to enable contractor to dull a
deviated well/wells from  swrface  location 1nside  Rabeh
development lease 1 west Esh El Malaha area in order to test the

hydrocarbon potential 1n the shaded area.

should CONTRACTOR spend more than the minmmum amouant
required to be expended or drll more wells than the mummum
required to be dulled during the mmtial two and a halt (2.5) vears
Exploration pertod, the excess may be subtracted trom the
mounmum amount of money  requued to be expended by
CONTRACTOR or muninmm munber of  wells requured to be
dilled chuing any succeeding Exploration pertod(s) . as the case
may be.

In case CONTRACTOR surrenders its Exploration nights under
this Agreement as set torth above before or at the end of the two
and a halt (2.5) vears of the mutial Exploration period, having
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(c)

expended less than the total sum of $11.000.000 Eleven nullion
US Dollars on Exploration or 1 the event at the end of the two and
a halt (2.5) vears, CONTRACTOR has expended less than said
sum 1 the Area, an amount equal to the ditference between the
saldd § $11.000.000 Eleven nullion US Dollars and the amount
actuallyv spent on Exploration shall be paid by CONTRACTOR to
GANOPE at the time of sunrendering or witlhin six (6) months
ftom the end of the two and a halt (2.3) vears of the umtal
Exploration pertod, as the case mayv be. Providad this Agreement 13
still 1 torce as to CONTRACTOR., CONTRACTOR shall be
entitled to 1ecover any such pavments as Exploration Expenditine
1 the mamner provided for under Article VII in the event of
Commercial Production.

Without prejudice to Article III (b). 1n case no Conunercial Ol
Discovery 13 established or no notice of Clonumercial Gas
Discovery 15 given by the end of the four and a halt (4.5) vear, as
may be extended pwsuant to Article V' (a) o 1n case
CONTRACTOR smrenders the Area under tlus  Agreement
prior to such time., GANOPE shall not bear any of the atoresaid
expenses spent by CONTRACTOR.

At least tour (4) months prior to the beginning of each Financial
Year or at such other times as may mutually be agreed to by
GANOPE and CONTRACTOR., CONTRACTOR shall prepare an
Exploration Woilk Program and Budget tor the Area setting torth
the Exploration operations which CONTRACTOR proposes to
carry out chinng the ensuing Year.

The Exploration Work Program and Budget shall be reviewed by a

jomt comnuttes to be established by GANOPE and CONTRACTOR

after the Eftfective Date of tlus Agreement. Tlus Commnuttee,
hereinatter refeired to as the "Exploration Advisay Comnuttee”,
shall consist of six (0) members. tluee (3) of whom shall be
appomnted by GANOPE and theee (3) by CONTRACTOR. The
Chatrman  of the Exploration  Advisory  Commnmttee shall be
designated by GANOPE from among the members appointed by 1t
The Exploration Advisory Committee shall review and give such
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(d)

advice as 1t deems appropriate with respect to the proposed Work

Progiam and Budget.  Following review by the Exploration

Advisory Conmuttee, CONTRACTOR shall male such revisions

as CONTRACTOR deems appropriate and subnut the Exploration

Work Program and Budget to GANOPE torits approval.

Following such approval, it is further agreed that:

(1) CONTRACTOR shall not substantiallv revise or mochty said
Work Program and Budget nor reduce the approved budgeted
expenditure without the approval of GANOPE;

(11) In the event of emergencies mvolving dangar of loss of lives
of property., CONTRACTOR mayv expend such additional
unbudgeted amounts as may be requured to  alleviate such
danger. Such expenditure shall be considered in all aspects as
Exploration Expenditwe  and shall be recovered pursuant to
the provisions of Article VII hereof

CONTRACTOR shall advance all mnecessary tunds for all

materials, equipments, supplies, persomnel adnmmstration  and

operations pursuant to the Exploration Worl Program and Budget
and GANOPE shall not be responsible to bear or repay any of the
aforesald costs.

CONTRACTOR shall be responsible for the preparation and

performance of the Exploration Work Program which shall be
mmplemented m a workmanlike manner and conststent with geod
1cdustry practices.

Except as 15 appropriate tor the processing of data, specialized
laboratory engineening and development studies thereon, to be
made 1 specitalized centers outside AR E. subject to GANOPE 5
approval .all geological and geophysical studies as well as any
other studies related to the performance of this Agreement, shall be
made m the A RE.

CONTRACTOR shall entiust the management of Exploration
operations 1 the ARE to its techiucally competent (General
Manager and Deputy General Manager. The names of  such
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Manage1r and Deputy General Manager shall, upon appointment,
be forthwith notified to the GOVERNMENT and to GANOPE.
The General Manager and, m Ins absence, the Deputy General
Manager shall be entrusted by CONTRACTOR with sufficient
powers to carty out munedhately all lawtul written directions given
to them by the GOVERNMENT or its representative under the
terms of tlus Agreement. All lawtul regulations 1ssued or hereatter
to be 1ssued wlnch are applicable hereunder and not i contlict
with thns Agreement shall apply to CONTRACTOR,

(f) CONTRACTOR shall supply GANOPE, withun thinty (30) davs
from the end ot each calendar quarter, with a Statement of
Exploration activity showing costs meurnred by CONTRACTOR
during such quarter. CONTRACTOR's records and necessary
supporting  documents shall be available for inspection by
GANOPE at any tome duning regular working hours for three (3)
months from the date of recerving each statement.

Witlun the three (3) months trom the date of recerving such

Statement, GANOPE shall advise CONTRACTOR 1 witting 1f 1t

constders:

(1) that the record of costs 15 not correct: or

(23 that the costs of goods or services supplied are not in line with

the mnternational market prices tor goods or serviees of sinular

quality supplied on sinlar terms  prevailling at the tunme such
roods or services were supplied, provided however. that
parchases made and services performed withun the ARE.
shall be subyect to Article XXVI: or

(3) that the conchtion of the matenials furnushed by CONTRACTOR
does not tally with thewr prices: o

(4) that the costs mcured are not reasonably requured for
operations.

CONTRACTOR shall confer with GANOPE 111 connection with

the problem thus presented, and the parties shall attempt to 1eacha

settlement which 1s mutually satistactory,
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Any reunbursement due to GANOPE out of the Clost Recovery
Petrolewm as a result of reaching agreement or of an arbitral award
shall be promptly made i cash to GANOPE, plus sumple mterest at
LIBOR plus two and half percent (2.5 %) per annum from the
date on wluch the disputed amount(s) would have been paid to
GANOPE according to Article VII (a) (2) and Annex "E" of tlus
Agreement (Le. the date of rendition of the relevant Cost
Recovery Statement) to the date of pavment. The LIBOR rate
applicable shall be the average of the figure or figwes published
by the Financial Times representing the nud-pomnt ot the rates (bid
and ask) applicable to one month U.S Dollars deposits 1 the
London Interbank Eurocwrency Market on each fifteenth (15%)
day of each month occurning between the date on which the

disputad amount(s) would have been paid to GANOPE and the

date on wluch 1t 1s settled.

If the LIBOR rate 1s available on any fifteenth (131 day but 1s not
published in the Fiancial Tumes 1 respect of such day for any
reason, the LIBOR rate chosen shall be that offered by Citibank
N.A. to othar leading banks in the London Interbank Ewwocunrency
Marlet tor one month U.S. Dollar deposits.

It such fifteenth (15%) dav is not a dayv on which LIBOR rates are
quoted in the London Interbank Eurocwrency Maiket, the LIBOR
rate to be used shall be that quoted on the next tollowing day on
which such rates are quoted.

It within the time limit of the tluee (3) month penod provided tor
1 this paragraph, GANOPE has not advised CONTRACTOR of
1ts objection to any Statement. such Statement shall be considered

as approved.
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(g) CONTRACTOR shall supply all funds necessary tor ity operations
11 the A R E under thus Agreement 1 freely convertible cunency
trom abroad CONTRACTOR shall have the nght to treely
purchase Egyptian currency 1n the amounts necessarv for its
operations 1 the ARE from GANOPE o from any bank

authorized by the GOVERNMENT to conduct foreign currency
exchanges. Prionty shall be given to GANOPE to pwchase the
toretgn currencies from CONTRACTOR at the same applicable
rate and date as such currencies may be purchased trom the
National Bank of Egypt.

(h) GANOPE 15 authonzed to advance to CONTRACTOR the Egvptian
currency requured for the operations mnder this Agreement against
recerving from CONTRACTOR an equivalent amount of U.S.
Dollars at the official A R.E 1ate of exchange. such amount i U.S.
Dollars shall be deposited 1n an GANOPE account abroad with a
correspondent bank of the National Bank of Egyvpt. Cawo.
Withdrawals from sard account shall be used tor financing GANOPE s
and 1ts Atfiliated Compaies” foretgn cuntency requurements subject
to the approval of the Minuster of Petroleum.

ARTICLE V
MANDATORY AND VOLUNTARY RELINQUISHMENTS
(a) MANDATORY:

At the end of the two and a halt (2.5) Year after the Etfective Date
hereot, CONTRACTOR shall relinqush to the GOVERNMENT a
total of Twenty Five percent (25%) of the onginal Area on the
Etfective date not then converted to a Development Lease o
Leases. Such rebmgmshment shall be 1 a single vt of whole
Exploration Blocks not converted to Development Leases unless
otherwise agreed upon between GANOPE and CONTRACTOR 30
as to enable the relinqusloment requirements to be  precisely
tultilled.
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Without prejudice to Articles III and XXIII and the last  thiee
paragraphs of tlus Article V (a), at the end of towr and a halt (4.3)
vear of the Exploratton  pertod, CONTRACTOR shall reliaqush
the remainder of the Area not then converted to Development

Leases.

[t 15 understood that at the tume of any relinquishiment the areas to
be converted 1nto Development Leases and which are subnutted to
the Munster of Petroleum for lus approval according to Article 111
(d) shall. subject to such approval, be deemed converted to
Development Leases.

CONTRACTOR shall not be requured to rehnquish any
Exploration Block or Blocks on which a Commercial O1l or Gas
Well 15 discoverad betore the period of tune 1efeired to - Article
[II (¢) @ven to CONTRACTOR to deternune whether such Well 15
a Commercial Discovery worthy of Development or to relinquish
an Exploration Block m respect of which a notice of Conumercial
Gas Discovery has been given to GANOPE subject to GANOPE s
right to agree on the exastence of a Comumercial Discovery pursuant
to Article IIT (¢), and without prejudice to the requuements of
Article III (&),

In the event at the end of the untial Exploration period or either of
the one additional successive extension ot the mutial Exploration
pertod, a well 15 actually dudling or testing, CONTRACTOR shall
be allowed up to s51x (6) months to enable 1t to discover a
Commercial O1l ar Gas Well or to establish a Conmimercial
Discovely, as the case may be. However. any such extension of up
fo six (6) months shall reduce the length of the next succeeding

Exploration period, as applicable, by that amount.
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() VOLUNTAKY:

CONTRACTOR mav, vohmtanly, duwmg any petiod relingqush all
ol any part of the Area 1 whole Exploration Blocks or parts of
Exploration Blocks provided that at the tume of such voluntary
relinquishment its Exploration obligations under Article IV (b)
have been satistied tor such pertod.
Any  relinquishments hereunder shall be credited toward the
mandatory provisions of Article V (a) above.
Following Conunercial Discovery., GANOPE and CONTRACTOR
shall mutually agree upon any area to be relimnqushed thereatter,
except tor the relincquushiment provided tor above at the end of the
total Exploration period.
ARTICLE VI

OPERATIONS AFTER COMMERCIAL DISCOVERY
On Commercial Discovery, GANOPE and CONTRACTOR may
torm 1 the A R.E. an operating company pusuant to Article VI (b)
and Annex (D) (herematter 1eterred to as "Operating Company™)
which company shall be named by nmtal agreement between
GANOPE and CONTREACTOR and such name shall be subject to
the approval of the Muuster of Petroleum. Said company shall be a
private sector company. Operating Company shall be subject to the
laws and regulations m force 1 the A RE. to the extent that such
laws and regulations are not iconsistent with the provisions of this
Agreement or the Charter of Operating Company.
However, Operating Company and CONTRACTOR shall, tor the
purpose 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 of public sector
companies,
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(b)

(c)

Law No. 159 of 1981, pronmlgating the law on jomnt stock
companies, partnership lunited by shares and linuted liability
companies,

Law No. 97 of 1983 promulgating the law concermng public sector
organizations and companies.

Law No. 203 of 1991 promulgating the law on public Dbusmess
sector companies, and

Provisions of part 2 of Chapter 6 of Law No. 88 of 2003, organzing
dealings m toreign currencies.

The Charter of Operating Company 15 hereto attached as Annex
D" Within thuty (30) davs atter the date of Conunercial Oil
Discovery or within thuty (30) davs atter sighature of a Gas Sales
Agreement or conunencement 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 exuistence without any turther procedures.
The Exploration Advisory Conmuittes shall be dissolved torthwith
upon the coming mnto exustence of the Operating Company.

Ninety (90) davs after the date Operating Company comes into
extstence 1 accordance with paragraph (b above. 1t shall prepare a
Worlk Program and Budget for further Exploration and Development
tor the remainder of the vear m which the Conunercial Discovery
13 made;. and not later than tour (4) months betore the end of the
curtent Financial Year (or such other date as may be agreed upon
by GANOPE and CONTRACTOR) and tow (4) months preceding
the comumencement of each succeeding Financial Yean thereatter (or
such other date as  mav be agreed upon by GANOPE and
CONTRACTOR). Operating Company shall prepare an annmal
Production Schedule, Woik Program and Budget for finther
Exploration and Development for the succeeding Financial Year.
The Production Schedule, Work Program and Budget shall be
subnutted to the Board of Directors tor approval,
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() Not later than the twentieth (201 dav of each month, Operating

(e)

()

Company shall furnish to CONTRACTOR a written estumate of 1ts
fotal cash requurements for expenditine for the tirst halt and the
second half of the succeeding month expressed m U.S. Dollars
having regard to the approved Budget  Such estumate shall take

imnto constderation any cash expected to be on hand at month end

Pavment tor the appropriate period ot such month shall be made to
the comespondent bank designated 1 paragraph (e) below on the
first (1) dav and fifteenth (151 day respectively, or the next

tollowing business day. 1f such dayv 1s not a business day.

Operating Company 13 anthonzed to keep at its own disposal
abroad 1 an account opened with a cowespondent bank of the
National Bank of Egypt. Cawo. the foreign funds advanced by
CONTRACTOR. Withcdrawals from said account shall be used for
paviment for goods and services acquured abread and far
transtertig to a local bank in the A RE. the required amount fo
meet the expenditures 1in Egyptian Pounds tor Operating Company
1n connzchion with 1ts activities under this Agreement.

Witlhin sty (60) davs after the end of each Financial Year,
Operating Company shall subnut te the appropriate exchange
control anthortties m the A R E a statement, duly catified by a
recognized tim of auditors, showmg the tunds credited to that
account, the disbursements made out of that account and the
balance outstanding at the end of the Year.

GANOPE shall do 1ts best efforts to enable Contractor to use
avallable excess tacilities of West of Esh El Mallaha Area for the

Operations and productions of Confractor,
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ARTICLE VII
RECOVERY OF COSTS AND EXPENSES AND
PRODUCTION SHARING
(a) (1) Cost Recovery Petroleum:

Subject to the auditing provisions under this Agreement,
CONTRACTOR shall recover quartzily all costs, expenses and
expenditimes m respect of all the Exploration, Davelopment and
related operations under this Agreement to the extent and out
of thuty five percent (35%) of all Petroleum produced and
saved from all Development Leases within the Area hereunder
and not used in Petrolewm operations. Such Petroleum 13
heremnatter referred to as "Cost Recovery Petroleum”.

For the purpose ot determimng the classification ot all costs,

expenses and expenditwes tor then recovery, the tollowing terms

shall apply:

1. "Exploratton Expenditures” shall mean all costs and expenses
tor Exploration and the related portion of induect expenses
and overheads.

I

"Development Expenditures” shall mean all costs and

expenses tor Development (with the exception of Operating

Expenses) and the related portion of mdirect expenses and

overheads.

3. "Operating Expenses” shall mean all costs, expenses and
expenditures made after mihal Commercial Production. which
costs,  expenses and expenditurtes are not  normally
depreciable.

However, Operating Expenses shall include workover, repair
and maintenance of assets but shall not mclude any of the
tollowing: sidetraclang, re-dunlling, recompiation, abandonment
operations. and changing ot the status of a well by re-entiv or
testing, replacement of assets  or part of an asset, additions,
tmprovements, renewals or major overhauling that extend the
lite of the asset.
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Exploration  Expencditures, Development Expenditwes and
Operating Expenses shall be recovered from Cost  Recovery
Petrolewm in the tollowing manner:

(1)

(11)

"Exploration Expenditures”, including those accumulated prio
to the commencement of mutial Conmercial Production. which
tor the purposes of tlus Agreement shall mean the date on
which the fust regular shipment of Crude Oil or the fust
deliveries ot Gas are made | shall be recoverable at the rate of
twenty percent ( 20%) per anmmum starting either 1 the Tax
Year 1n which such expenditures are mcurred and paid or the
Tax Year tn wlich nmutial Conunercial Production conumences.
vhichever 1s the later date.

"Development Expenditiues”, mcluding those accumulated
prior to the commencement of mitial Commercial Production
wlhich tor the puposes of tlus Agreement shall mean the date
ol which the first regular slupment of Crude O1l or the tust
deliveries of Gas are made, shall be recoverable at the
rate of twenty percent { 2(%) per annum starting either i the
Tax Year in which such expenditures are incured and paid or
the Tax Year in which nutial Commercial Production
conunmences, whichever 1s the later date.

(111} "Operating Expenses”, incurred and paid atter the date of mutial

Commercial Production. which tor the pwposes of tlus
Agreement shall mean the date on which the fust regular
slupment of Crude Ol or the first deliveries of Gas are made,
shall Dbe recoverable either 1 the Tax Year 1n wluich such
costs and expenses are ncurred and paid or the Tax Year 1n
wlhich mittal Connnerclal Production occwns, whichever 15 the
late1 date.

(1v) To the extent that, 1n a Tax Year, costs. expenses or expenditures

recoverable per paragraphs (1). (1) and (111) prececing, exceed
the value ot all Cost Recovery Petroleum tor such Tax Year, the
excess shall be camed torward for recovery m the next succeeding
Tax Year(s) until fully  recovered, but 1 no case atter the
fernunation of tlus Agreement. as to CONTRACTOR.
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(

(v) The recovery of costs and expenses. based upon the rates

2)

(4J
\_ /

4

refetred to above, shall be allocated fto each quarter

proportionately (one fowrth to each quarter). However, any

recoverable costs and expenses not recovered i one quarter as
thus allocated. shall be carnied forward tor recovery in the next

Jquatter.

Except as provided i Article VII (a) (3) and Article VII {e) (1).
CONTRACTOR shall each quarter be entitled to take and own
all Cost Recovery Petroleum, which shall be taken and disposed
of 1 the manner deternuned pursuant to Article VII (2). To the
extent that the wvalue of all Cost Recovery Petroleum [as
deternuned 1 Article VII (¢}] exceeds the actual recoverable
costs and expenditwes, including any cany torward under
Article VII (a) (1) (av), to be recovered 1n that quarter. then the
value of such Excess Cost Recovery Petroleum shall be paid by
CONTRACTOR to GANOPE etther (1) 1 cash m the manner
set forth m Article IV of the Accounting Procedure contained in
Amex "E" or (1) 1 kind 1n accordance with Article VII(a) (3).
Ninety (90) davs prior to the commencement of each Calendar
Year GANOPE shall be entitled to elect by notice in wiiting to
CONTRACTOR to require payviment of up to  one lhnndied
percent (100%) of all the Excess Cost Recovery Petroleum
(Ganope’s 11ght) m kind.  Such pavment will be 1 Crude Oil
from the Area F.O.B. export termunal or other agreed delivery
potnt provided that the amount of Cimde O1l taken by GANOPE
in kand in a quarter shall not exceed the value of Cost Recovery
Crude Oil  actually  taken and separately  disposed of by
CONTRACTOR from the Area duning the previous quarter. If
GANOPE s entitlement to receive pavment of its share of
Excess Cost Recovery Petroleum m kand 1s Imited by the
foregoing provision, the balance of such entitlement shall be
patd 1n cash
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() PRODUCTION SHARING

(1) The remaining sixty five percent (65%) of Petroleum shall be divided
between GANOPE and CONTRACTOR pursuant to Article VII (e)
according to the following shares:

(i) Crude Oil (Quarterly Average):

Crude ol produced and saved under this agreement and not used 1n
Petroleum operations. (BOPD) (quarterly average)will be divided

between Ganope and contractor as:
1- Less than to US $ 40 (BRENT BLEND / BARREL)

GANOPE CONTRACTOR

Share % Share %
That portion or increment Up 8% 20%
to 3000 BOPD or equivalent
That portion or increment 81% 19%
from 3041 to 7000 BOPD o
equivalent
That portion or increment 83% 1 7%
from 7001 to 13000 BOPD
or equuvalent
That portion or increment 85% 15%
trom 13041 to 20000 BOPD
or equuvalent
That portion or increment 88% 12%

Mote than 20,000 BOPD or

equivalent
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2- from USS 40 and less than US $§ 60 (BRENT BLEND / BARREL)

GANOPE CONTRACTOR

Share % Share %
That portion or increment Up 81% 19%
to 3000 BOPD or equivalent
That portion or increment 82% 18%
from 3041 to 7000 BOPD o
equivalent
That portion or increment 84% 16%
from 7001 to 13000 BOPD
or equuivalent
That portion or increment 86% 14%
trom 13001 to 2000{0 BOPD
or equuvalent
That portion or increment 88% 12%

More than 20000 BOPD or

equivalent
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3- from USS 60 and less than US$ 80 (BRENT BLEND / BARREL)

GANOPE CONTRACTOR
Share % Share %
That portion or increment Up 83% 17%
to 3000 BOPD or equivalent
That portion or increment 84% 16%
from 3041 to 7000 BOPD or
equivalent
That portion or increment 85% 15%

from 7041 to 13000 BOPD

or equuvalent

That portion or increment 87% 13%
trom 13001 to 2000{0 BOPD

or equuvalent

That portion or increment 89% 11%
More than 20.000 BOPD o1
equivalent

4- from USS$ 80 and less than US § 100 (BRENT BLEND / BARREL)

That portion or increment Up 84% 16%
to 3000 BOPD or equivalent

That portion or increment 85% 15%
trom 3001 to 7000 BOPD or

equivalent

That portion or increment 86%% 14%

from 70401 to 13000 BOPD

or equuivalent

That portion or increment 88% 12%
from 13001 to 2000{ BOPD

or equuvalent

That portion or increment 9% 10%
More than 20000 BOPD o1

equivalent
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5- from USS$ 100 and less than US$ 120 (BRENT BLEND / BARREL)
GANOPE CONTRACTOR

Share % Share %
That portion or increment Up 86% 14%%
to 3000 BOPD or equivalent
That portion or increment 87% 13%
trom 3001 to 7000 BOPD or
equivalent
That portion or increment
from 7001 to 13000 BOPD 88% 12%
or equuvalent
That portion or increment 89% 11%%
trom 13001 to 2000{0 BOPD
or equuvalent
That portion or increment 91% 9%
More than 20.000 BOPD o1
equivalent

6- from USS$ 120 and less than USS$ 140 (BRENT BLEND / BARREL)

That portion or increment Up 88% 12%
to 3000 BOPD or equivalent

That portion or increment 89% 11%
trom 3001 to 7000 BOPD or

equivalent

That portion or increment 0% 1099

trom 7001 to 130040 BOPD

or equuivalent

That portion or increment 01% 9%
from 13001 to 2000{ BOPD

or equuvalent

That portion or increment 91% 9%
More than 20004 BOPD or

equivalent



Yoo 8 Dy VA 3 () b YO sl = dwa Jl3s 4 A

(ydga Ve iy (392 Y8+ o (i pi Ot 1) ot I foot i pisas - ¥

Jolall Cogual gt itual
(/\.} (7*.) EL’&!L,J,?DUJ:JK_‘.JJQ
G/gf...f’
YAY (/4Y) /o ¥\
Sl Ve oo
(/A) (/4Y) $lo Ve N g
s/o W o>
(/A) (/4Y) S/ VN
Sl Ve oo
(/A (/a¥) ASbg/ov.. oo

PSR Ve pan is LIS D0 3l JS - A
(i ss Cosll Jot s ans)
JHLal! coral g ol

(/A) (/4Y)



MY Diidn VA B () b Y0 sl = e Il 5y 4

7- from US$ 140 and less than US$160 (BRENT BLEND / BARREL)

GANOPE CONTRACTOR

Share % Share %
That portion or increment Up 9% 1%
to 3000 BOPD or equuvalent |
That portion oI 1ncrement 1% 7"
from 3001 to 7000 BOPD or
equivalent
That portion or increment 020 8%
trom 70401 to 13000 BOPD
0-.[ ealluvalé.’*.llt. | 020 co.
That portion or increment T
trom 13001 to 2000{0 BOPD
or equuvalent
That portion or increment 9204 8%
More than 20.000 BOPD o1
equivalent

8- For All portions from US $160and above (BRENT BLEND/BARREL)

92% 8%
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(2) Atter the end of each contractual vear duing the term of any Gas
Sales Agreement entered mnto pursuant to Article VII (&), GANOPE
and  CONTRACTOR (as sellers) shall render to GANOPE or
EGPC or EGAS (as buver) a statement tor anamount of Gas.
if any. equal to the amount by wluch the quantity of Gas of
which GANOPE or EGPC o EGAS (as buver) has taken delivery
falls below seventy five percent (75%) of the Contract quantities of
Gas as established by the applicable Gas Sales Agreement (the
"Shortfall™). provided the Gas 15 available. Within sixty (60) days
of receipt of the statement, GANOPE or EGPC or EGAS (as
buver) shall pay GANOPE and CONTRACTOR (as sellers)
tor  the amount of the Shorttall, 1f anyv. The Shorttall shall be
included 1n GANOPE's and CONTRACTOR s entitlement to Gas
pursuant to Article VII (a) and Article VII (b) in the fourth (4t
quarter ot such contractual year.

Quantities of Gas not taken but to be pard for shall be recorded i a
separate "Take-or-Pay Account”. Quantities of Gas ("Make Up Gas")
which are delivered 1n subsequent vears 11 excess of seventy five
percent (75%) of the contract quanfities of Gas as established by the
applicable Gas Sales Agreement. shall be set against and reduce
quantifies of Gas 1 the "Talke-or-Pav" account to the extent thereof
andl, to  that extent. no pavinent shall be due 1 respect of such Gas.
Such Make Up Gas shall not be mcluded i CONTRACTOR's
entitlement to Gas parsuant to Article VII (a) and (b)) CONTRACTOR

shall have no 1ights to such Make Up Gas.

It at the end of any Contract vear . GANOPE and CONTRACTOR
(as sellers) tal to deliver seventy five percent (73%) of the annual
contract quantity of Gas as detined 1n the Gas Sales Agreement with
GANOPE or EGPC or EGAS (as buver), the difference between



Yoo 8 D diip VA 3 () b Y0 suadl = dn Jlis ) AL

NP U Y [P WL YU 3 A VI S TP NOW (P TJ B F SOC SR P P PEY
S D phs oS 35 (i Lgias) ubng] of dgdl o o pid o
(78) U G s Iolns ot ol denaSI) by bl sl ol
oo 1l Wi iy« S Olans ESLST (5 Gpall JL e o
NS IEU PO B 1 PRI BN |
o Lol sl canddl a3 5al) S (LPG) JLadh a2l 5 Jhe Gubars
(LPG) JUadl Ja,mdl 5L oo smades ¢ Taglad) 53U cpo () 5,000 (1) 5,801
Aegie 25 ol Jglils oy 26,08 Mais 35 1200 48 0550 Jamo ool 0 el
J9u ol (2
NECIRAGTIIC)
OGRS FERE (S PESIPT IS R O PN SR ERTINE POV IR
Bon g3 IS o8 "G gl prss'y JoUills o 2 s S (reniy L3S

- -

» Aoyt g

i Tl gy S Bt ) LM e Al a3 "G ) o’ 39l = ¥
icoddiad | Slaamll 3555 o i el Ll S5l 5 i O lnms
iyl et S8 ) Olaced T A Sl gt o] Lol I Yy
rb oliial L) Jgoedd IG5 lany L,l0e 85 by 12 1L LSy
ssie WIS b sy piadl s 3 (008) L) b ol « B3l
Coill gt 3500 Samtad pun o0 ¢ St Sl d ! 2] 3l g
g dmlie Jo ot 1L

S S gt o 000 e ol 50t ey o5 ] lmgadh (Y
43N ol Loy Gi b o8 S S 4 | drfls B 0



A

Yo o8 G VA B () b Y0 suall = den Sl 54

(c)

seventy five percent (75%) of the annual Contract quantity of Gas
and the actual gas quantity delivered shall be refemred to as the
"Deliver- or - Pay Shortfall Gas". GANOPE or EGPC or EGAS (as
buyer) 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 tor the
Deliver-or-Pay concept will be deternuned in the Gas Sales
Agreement.

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

Valuation of Petroleum:
(1) Crude Oil:

(1) The Cost Recovery Crude Oil to which CONTRACTOR
15 entitled hereunder shall be valued by GANOPE and
CONTRACTOR at "Market Price" for each calendar
quarter.

(11) "Market Price" shall mean the weighted average prices
realized from sales by GANOPE o CONTRACTOR
curing the quarter, wlichever 1s lngher, 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 cuirency from F.O.B.
point of export sales to non-atfiliated companies at arm’s
length under all Crude O1l sales contracts then in effect,
but excluding Ciude O1l sales contracts involving 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 ivolving a quid pro quo other than pavment
1 a freely convertible curency or mofivated 1n
whole or 1 pait by considerations other than the
usual economic 1ncentives tor commercial arm’s
length crude o1l sales.

(1) It 18 understood that 1n the case of "C.LF" sales.

appropiriate deductions shall be made tfor transport and
msurance charges to calculate the F.OB. pomt of export
price, and always taking inte account the approprate
adpustment tor quality of Chude Onl, freight advantage oo
chisadvantage of port of loading and other appropriate
adjustments. Market Price shall be determined separately
for each Crude Ol or Crude Oil mix, and for each port of
loading.

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

GANOPE andior CONTRACTOR wnder the Crude Ol
sales contracts 11 eftect, GANOPE and CONTRACTOR
shall mutually agree upon the Market Price of the banrel
of Crude O1l to be ugsed for such quarter. and shall be
cutded by all relevant and available evidence mcluding
cutrent prices 1 ftreely convertible currency of leading
crude o1ls produced by major o1l producing countries (in
the Arabian Gult or the Mediterranean Area). which are
regulaily sold in the open maiket according to actual sales
confracts terms but excluding paper sales and sales
promises where no crude ol 15 delivered, to the extent
that such sales are effected under such terms and
conditions (excluding the price) not sigmbcantly ditferent
from those wnder wlhich the crude oil to be valued, was
sold, and always taking into consideration appropriate
adjustments for crude o1l quality,  freight advantage or
chsadvantage of port of loading and other appropriate
adjustments, as the case mav be, for ditferences in
gravity, sulphur, and other factors generally recognized
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by sellers and pwchasers, as reflected 1n crude prices,
transportation ninety  (90) dayvs 1nswance premiums,
unusual fees borne by the seller, and for credit terms 1n
excess of sixty (60) davs, and the cost of loans or
guarantees granted for the Dbenefit of the sellers at
prevailing interest rates.

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

If either GANOPE or CONTRACTOR considers that the
Market Price as deternmuned under sub-paragraph (i1)
above does not reflect the prevailing Market Price or in
the event GANOPE and CONTRACTOR fail to agree on
Martket Price for any Crude Oil produced under this
Agreement for any quarter witlun fifteen (15) davs after
the end thereof, any party may elect at any tune
thereatter to submit to a single arbitrator the question,
what single price per barrel, i the arbitrator’s judgment,
best represents for the pertinent quarter the Market Price
for the Cirude O1l 1 question. The arbitrator shall make his
determination as soon as possible tollowing the quarter in
question. His deternunation shall be final and binding
upon all the parties. The arbitrator shall be selected in the
manner described below.

In the event GANOPE and CONTRACTOR fail to agree
on the arbitrator witlhun thity (30) davs from the date any
party notities the other that it has decided to subnut the
deternunation of the Market Price to an arbitrator, such
atbitrator shall be chosen by the appointing authority
designated 1 accordance with Article XXIV (e), or such
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other appointing authonty with access to such expertise as
may be agreed to between GANOPE and CONTRACTOR,
with regard to the qualiications for arbitrators  set toith
below, upon witten application of one or both of
GANOPE and CONTRACTOR. Copv of such apphcation
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 1m the international petroleum
incustry as an expert 1n pricing and maiketing crude ol
mnternational commerce. The arbitrator shall not be a
citizen of a country wluch does not have diplomatic
relattons with any party of thus Agreement He may not be,
at the tune of selection. emploved by, or an arbitrator or
consultant on a conttnuing or frequent basis to, the
American Petroleum Institute, the Orgamuzation of the
Petrolenm Exporting Countites or the Organization of
Arab Petrolevum Exporting Countries. or a consultant on a
conttnmung  basts to GANOPE, CONTRACTOR or an
Atfilhated Company of either, but past occasional
consultation with such compames, with other petroleum
compantes. govermmental agencies o olgamzations shall
not be a ground tor  disqualitication.  He may not have
been, at any tume dunng the two (2) vears betore
selection, an emplovee of any petrolewm company or ot
any governmental agency or organization.

Should a selected person decline or be unable to serve as
atbitrator or should the position of  arbitrator tall vacant
prior to the decision called for, another person shall be
chosen in the same manmner provided i tlhus paragraph
GANOPE and CONTRACTOR shall share equally the
expenses of the arbitrator,
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The arbitrator shall make lus deternunation 1n accordance
with the provisions of tlus paragraph. based on the best
evidence available to lnm. He will review o1l sales
contracts as well as other sales data and information but
shall be free to evaluate the extent to wlnch any contracts,
data o1 information 15 substantiated o1  pertinent.
Representatives of GANOPE and CONTRACTOR  shall
have the nght to consult with the arbitrator and furmsh
lnm written materials provided the arbitrator mav mmpose
reasonable hnmtations on tlus nght GANOPE and
CONTRACTOR each shall cooperate with the arbitrator

to the fullest extent and each shall msure such cooperation

of 1ts tracing companies. The arbatrator shall be provided
access to crude ol sales contracts and 1elated data and
information which GANOPE and CONTRACTOR o
thelr trading companies are able to malke available and
which 1n the judgment of the arbitrator nught awd the
arbitrator in making a valid deternunation.

(vl) Pending Market Price agreement by GANOPE and

CONTRACTOR or determnation by the arbitrator, as
applicable, the Market Price agreed for the  quarter
precechng the quarter 1 question shall remain temporandy
1n effect. In the event either GANOPE or CONTRACTOR
should 1ncwr a loss by virtue of the temporary contimuation
of the Market Price of the previous quarter, 1t shall
promptly be reumbursed such loss by the other party plus
siple interest at the LIBOR plus two and one - half
percent (2.3%) per annum rate provided tor in Article IV
(f) trom the date on wluch the disputed amount(s) should

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

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

development lease(s).

(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 = 0935PR
Where

PLPG = LPG price (separately deternuned for Propane and

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

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

and Butane FOB Ex-Ref/Stor. West Mediterransan.
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(d)

In the event that "Platt’s LPGaswire” 13 1ssued on certamn davs
during a month but not on others. the value of (PR) shall be
calculatad using only those 1ssues which are published during
such month In the event that the wvalue of (PR) can
not be deternuned because "Platt’™s LPGaswire” 13 not published
at all ching a month. GANOPE and CONTRACTOR shall
meet and agree to the value of (PR) by reference to other
published sources. In the event that there are no such other
published  sowrces or 1if the wvalue of (PR) cannot be
detzrmined pursuant to the foregoing for any other reason |
GANOPE and CONTRACTOR shall meet and agree the value
of (PR) by reterence to the value of LPG (Propane and
Butane) delivered FOB from the Mediterransan Area

Such valuation of LPG 15 based upon delivery at the delivery
point specitied m Article VII(2) (2) ().

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

(1v) The Cost Recovery and Production Shares of Gas and LPG
disposed of by GANOPE and CONTRACTOR other than to
GANOPE o1 EGPC or EGAS pursuant to Article VII (2) shall
be valued at theiwr actual realized price.

(v) 1ncase gasis disposad tor export by Ganope and contractor fo
a thard party . pasuant to article (7 e). then the cost recovery
egas and the production shares of such gas shall be valued
accorching to the netback pricing.

Forecasts:

Operating Company shall prepare (not less than mnety (90) davs
prior to the beginmng of each calendar semester following tirst
regular production) and furmish in wiiting to CONTRACTOR  and
GANOPE a torecast setting out a total quantity of Petrolewm that
Operating Company  estunates can be produced, saved and
transportad hereunder durmg such calendar semester 1 accordance
with good o1l and gas industry practices.
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(e)

Operating Company shall endeavor to produce each calendar
semester the forecast quantity. The Crude O1l shall be nm  fo
storage tanks o oftshore loading tacihihies constiucted, maintamead
and operated according to GOVERNMENT Regulations. by
Operating Company 11 which sawd Crude O shall be metered or
otherwise measwad for rovalty, and other purposes requured by this
Agreement.  Gas shall be handled by Operating Company in
accordance with the provisions of Article VII (2) .

Disposition of Petroleum:

(1) GANOPE and CONTRACTOR shall have the night and the

obhigation to separately take and freely export or otherwise
cispose of, currently  all of the Ciude Oil to winch each 13
antitled under Article VII (a) and (b). Subject to paviment of
sums due to GANOPE under Article VII (a) (2) and Article
IX. CONTRACTOR shall have the right to renit and retain
abroad all funds acquued by 1t including the proceeds trom the
sale of 1ts share of Petrolenm.
Notwithstanding anything to the contrary under tlhus  Agreement,
prionty shall be given to meet the requuements of the A RE.
matket trom CONTRACTOR™s share under Article VII (a) &
(b) of the Chrude Oul produced trom the Area and GANOPE
shall have the preferential night to purchase such Crude Oil at
a price to be deternmuned pursuant to Article VII(¢) . The amount
of Crude O so purchased shall be a portion of CONTRACTOR s
shate under Article VII (ay & by, Such amount shall be
proportional to CONTRACTOR s share of the total production
of cide oil from the concession areas . the AR E. that are
also subject to GANOPE s preterential 1ght to puuchase. The
pavinent tor such pwchased amount shall be made by
GANOPE m US. Dollars or i any other fieely convertible
currency remiftable by CONTRACTOR abroad.
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It 15 agreed upon that GANOPE shall notify CONTRACTOR,

at

least forty-five (45) davs prior to the beginnming of the

Calendar Semester, of the amount to be purchased during such

semester under this Article VII () (1).

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

(1)

(11)

Prionty shall be given to meet the requurements of the

local matket as determined by GANOPE.

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

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

markets as indicated above shall be by virtue of long term

Gas Sales Agreements to be entered mto between GANOPE

and CONTRACTOR (as sellers) and GANOPE o

EGPC or EGAS (as buver).

GANOPE and CONTRACTOR (as sellers) shall have the

obligation to deliver Gas to the following point where

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

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

(b) In the event an LPG plant 1s constiucted to process
such Gas, such Gas shall, for the purposes of
valuation and sales, be metered at the inlet to such
LPG Plant. However, notwithstanding the fact that
the metermg shall take place at the LPG Plant inlet,
CONTRACTOR  shall through the Operating
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Company buld a pipeline smtable tor transpoit ot
the processed Gas from the LPG Plant outlet to the
nearest  pomnt on the National Gas Pipeline Gid
Svstemas depicted n Annex "F" hereto, or otherwise
agteed by GANOPE and CONTRACTOR. Such
pipeline shall be owned 1n accordance with Article
VIII (a) by GANOPE., and 1ts cost shall be financed
and recovered by CONTRACTOR as Development
Expenditines pursuant to Article VIL

(1) GANOPE and CONTRACTOR shall consult together to

(1v)

determine whether to build an LPG plant tor recovering
LPG from any Gas produced hereunder. In the event
GANOPE and CONTRACTOR decide to bwld such a
plant, the plant shall. as 1s appropriate. be m the vicuuty
of the pomnt of delivery as determined 1 Article II and
Article VII(e)2(1u). The delivery of LPG for, rovalty and
other pwposes requuired by this Agreement shall be at the
outlet of the LPG plant. The costs of any such LPG plant
shall be recoverable in accordance with the provisions of
this Agreement unless the Muuster of Petioleum agrees
to accelerated recovery.

GANOPE or EGPC or EGAS (as buver) shall have the
option to elect, by 1nety (90) davs prior wiitten notice to
GANOPE and CONTRACTOR (as sellers). whether
payment for the Gas which 15 subject to a Gas Sales
Agreement between GANOPE and CONTRACTOR (as
sellers) and GANOPE o EGPC ar EGAS (as buver) and
LPG procuced from a plant constructed and operated by
or on behalt of GANOPE and CONTRACTOR., as valued
in accordance with Article VII (¢). and to wluch
CONTRACTOR 15 entitled under  the Cost Recovery
and  Production  Sharing provisions of  Article VIIL of
this Agreement, shall be made (1) 1n cash or (2) 1 kind.
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Paviments 1n cash shall be made by GANOPE or EGPC or
EGAS (as buver) at intervals provided for i the
relevant Gas Sales Agreement in U.S. Dollars, renuttable
by CONTRACTOR abroad.

Pavments 1n kind shall be calculated by converting the
value of Gas and LPG to which CONTRACTOR 1s
entitled mto equivalent barrels of Crude Oil to be taken
concwrently by CONTRACTOR from the Area, or to the
extent that such Crude O1l 1s msuftficient, Crude O1l from
CONTRACTOR s other concession areas or such other
areas as may be agreed. Such Cirude O1l shall be added to
the Crude O1l that CONTRACTOR 15 otherwise entitled
to Iift  under this Agreement. Such equivalent barrels
shall be calculated on the basis of the provisions of
Article VII (¢) relating to the valuation of Cost
Recovery Crude Oil.

Provided that:

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

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

Pavments to CONTRACTOR (whether in cash or
kind), when related to CONTRACTOR's Cost
Recovery Petrolenm, shall be included 1n
CONTRACTOR s Statement of Recovery of Costs
and of Cost Recovery Petroleum referred to in
Article TV of Annex "E" of this Agreement.
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(v) Should GANOPE or EGPC or EGAS (as buver) fad to
enter mnto a long-term Gas Sales Agreement with GANOPE
and CONTRACTOR (as sellers) withun tour (4) vears
from a notice of Conunerclal Gas Discovery pursuant o
Article III. GANOPE and CONTRACTOR shall have
the right to take and freely dispose of the quantity of Gas
and LPG 1n respect of which the notice of Comimercial
Discovery 15 given by exporting such Gas and LPG.

(vi) The proceeds of sale of CONTRACTOR s share of Gas
and LPG chisposed of prrsuant to the above sub-paragraph
(v) may Dbe ftreely remutted or retamed abroad by
CONTRACTOR.

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

(via1) (aa) Upon the expuation of the towr (4) vears period
referred  to o Article VII (&) (2) (v
CONTRACTOR shall have the obligation to exert
1ts reasonable etforts to find an export market tor
(ras reserves.

(bb) In the event at the end of the four (4) vears period
referred  to under Article VII (&) (2) (v).
CONTRACTOR and GANOPE have not entered
mto a Gas Sales Agreement, CONTRACTOR shall
retain 1ts nghts to such Gas reserves for a further
pertod of up to tour (4) vears, subject to Article
VII (&) (2) (v ) ce). curmg wlhich period GANOPE
shall attempt to find a market tor Gas reserves.

(cc) Inthe event that CONTRACTOR 15 not exporting
the Gas and CONTRACTOR has not entered mto
a Gas Sales Agreement pursuant to Article VII (e) (2)
prior to the expuy of eight (8) vears from
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CONTRACTOR s notice of Commercial Gas
Discovery, CONTRACTOR shall surrender the
Gras reserves in respect of wlich such notice has
been given. It baing understood that CONTRACTOR
shall, at any tume prior to the expuy of such eight
(8) vears pertod . sunrender  the Gas  reserves,
1f CONTRACTOR 15 not exporting the Gas and
CONTRACTOR does not accept an otfer ot a Gas
Sales Agreement from GANOPE within s1x (6)
months from the date such otfer 1s made provided
that the Gas Sales Agreement offered to
CONTRACTOR shall take mnto consitderation the
relevant techimeal and economic tactors to enable
a commercial contract including -

A sutficient 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 mimposad or requured for the
National Gas Pipeline Guid System

The Gas prices as specified 1 the Gas Sales
Agreement .

(dd) In the event that CONTRACTOR has not enterad

mto a Gas Sales Agreement pursuant to Article
VII (e) (2)or otherwise found an acceptable
scheme tor commercial disposal of such Gas | at
the tune of the expuation of eight (8) vears from
CONTRACTOR snotice of Conumercial Discovery
of Gas or faulling agreement with GANOPE on gas
isposal at the expuation of eight (8) vears.
CONTRACTOR shall sumender to GANOPE
such Development Lease (5) 1 wlhich Gas
ciscovery 1s made.

(1x) CONTRACTOR shall not be obligated to swrender a
Development Lease basad on a Conunercial Gas Discovery,
it Crude O11 has been discovered 1m  commercial
quantities 1n the same Development Lease.



Yoo 8 Dy VA 3 () b Y0 sl = D Jl3s ) VY

kil (9)
il 50 ye e Rt Wie Ridato i B LN S b oy Jylak! Jaias! 13

a3 gy S5l Jadosd 03] 1 ¢ WYl ado asis coid QUL ol S Gk
S B a3 e Mol e L] wie Tk i (S ol o3l S
izl 5f 2] oo ol s oLl 5mg Y W18 ¢ A3 wdn ey
DUNUS ) [ PV ) SV AP S POYOUN N JOE 35 8-7 E R
oo lo @l e 3 i oldandly RSl iS50 6 pms N1 (WL 5,85
3 O e sty Syl 38l o Lo o badons g

s T (pins g (3)

e SN ()l cl-ﬁ?‘ & M MJ‘,.Z.A.A CJ'_,U;J_,L'&[, s g sk
Lot il paad) 1hE e oMU amts b Uaad Sl

(Wl Bkt )
Joua'd! Qi
e Lty Ly Jalall L Joas 31 1 0T UL o gtr ey (1)
TS 2820 5 oWl L s 1 LIy Blad) IS 5l i
-t b U sy eoldaally

8 s ol B LB,V ey -
G5 J Il oo Uiy Lolals ity Lo J ooV S Jias —¥
o e ¢ Balaudh 52U o st Uiy 3l ] pesrind Knoo ey o
s (M I e Ll S TalS 1 il gLl J ) iSs
oo sasd Ty Sl J oV sda LSS 3 ol 03 JLGL 0,80 Lasie
Jane V1 i3I, Shaty Looed U3y 3N s » Ll i ol ¢ Tayludl 35U
byl ¢ s o o 0l ST 4 Ll e Al



RRT PRL B SO SR Y W Y P IPRUR FIN [ SO TP Y

()

(2)

(a)

Operations:

[t tollowing the reversion to GANOPE of any nghts to Crude Onl
hereunder, CONTRACTOR retamns nghts to Gas in the same
Development Lease, o1 if, following swrender of nghts to  Gas
hereunder, CONTRACTOR retains nights to Crude Ol 1 the same
Development Lease, operations to explore tor or exploit the
Petroleum, the nghts to which have reverted or been sunenderzad
(O1l or Gas as the case mav be) may only be camred out by
Operating Company which shall act on behalt of GANOPE alone,
unless CONTRACTOR and GANOPE agree otherwise.

Tanker Scheduling:

At a reasonable tume prior to the commencement of Comimercial
Production GANOPE and CONTRACTOR shall meet and agree
upon a  procedare tor scheduling tanker hittings from the agreed
upon pownt of export.

ARTICLE VIII
TITLE TO ASSETS

GANOPE shall become the owner of all CONTRACTOR acquired
and owned assets which assets were charged to Clost Recovery by
CONTRACTOR 1n connection with the operations carried out by
CONTRACTOR or Operating Company in accordance with the
tollowing:

(1) Land shall become the property of GANOPE as soon as 1t 13
purchased.

(2) Title to fxed and movable assets shall be transterred
automatically and gradually from CONTRACTOR to GANOPE
as  they become subject to recovery 1 accordance with the
provisions of Article VII, however the full title to  fixed and
movable assets shall be transteired  automatically  from
CONTRACTOR to GANOPE when its total cost has been
recovered by CONTRACTOR 1 accordance with the
provisions of Article VII or at the tume of ternunation of this
Agreement with respect to all assets chargeable to the
operations whether recovered or not, whichever first ocews.
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The book value of the assets created duning each calendar
quarter shall be conmmumicated by CONTRACTOR to
GANOPE or by Operating Company to GANOPE and
CONTRACTOR  withun thuoty (30) davs of the end of each

(uarter.

(b) Durmg the term of tlhus Agreement and the renewal period GANOPE,
CONTRACTOR and Operating Company are entitled to the full use
and enjovment of all fixed and movable assets referred to above in
comnection with operations hereunder or under any other Petroleum
concession agreement entered mto by the Parties. Proper accounting
adjustment shall be made. CONTRACTOR and GANOPE shall not
dispose of the same except with agreement of the other.

(¢) CONTRACTOR and Operating Company may freely mmport ito the
ARE. use therein and fieely export at the end of such use,
machinery and equipments which they either rent or lease in
accordance with good mdustry practices, including but not limited to
the lease of computer hardware and software.

ARTICLE IX
BONUSES

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

(b) CONTRACTOR shall pay to GANOPE as a bomus the sum of

the five (3) vears extension period pursuant to Article III paragraph
(d) (111) (bb).
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(¢c) Contractor shall pay to Ganope ,one day prior the governmental

(d)

approval ten percent (10%) trom the total assignment deal value. In

case the assignment still in the exploration phase, This assignment

bonus should not be less than ten percent (10%) of the total financial

obligation of the CONTRACTOR duing the exploration phase in
which assignment request was accepted by Ganope. (except
assignment to an atfiliated company)

CONTRACTOR shall pay to GANOPE as a bonus the sum of
$2.000.000  two nullion U.S. Dollars upon approval of fust
Development Lease and shall pay $100000 one Hundred Thousand
upon approval of each Development Lease after the fust
Development Lease Pavment will be made within fifteen (15) davs

thereatter.

(e ) PRODUCTION BONUS :

1. CONTRACTOR shall pay to GANOPE the sum of $250.000 two
Hundred Thousand and a half U.S. Dollars as a start production

bonus  Pavment will be made within fifteen (13) davs thereafter.

2. CONTRACTOR shall pay to GANOPE the sum of $5300.000
five hundred Thousand U.S. Dollars as a production bonus when
the daily production rate from the Area first reaches the rate to
(300 three thousand Barrels of o1l per day or Equivalent for a
period of thirty (30) consecutive producing davs . Pavment will be

made within fifteen (13) davs thereafter.
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3. CONTRACTOR shall pay to GANOPE the sum ot $1.000.000

LA

one million - U.S. Dollars as a production bonus when the daily
production rate  trom the Area fust reaches the rate  to (7000)
seven thousand Banels of al per dayv or Equuvalent tor a penod
of thirty (30) consecutive producing davs. Pavment will be made

witlun fitteen (15) days thereatter.

two nullion - U.S. Dollars as a production bonus when the daily
production rate  trom the Area tust reaches the rate to
(13000 thirteen thousand  Bairels of ol per dayv o1 Equivalent tor
a perod of thuty (30 consecutive producing days. Paviment will
be made within fifteen (15) davs thereatter,

three nullion UL.S Dollars as a production bomis when the daily
production rate from the Area fust reaches the rate to
(2000 twenty thousand  Banels of o1l per day or Equuvalent for
a pertod of thuty (30) consecutive producing davs Paviment will
be made witlun fifteen (15) davs thereatter

(t) All the above mentioned bonuses shall 1 no event be recovered by
CONTRACTOR.

(&)

Contractor shall pay to GANOPE 1n each financial vear the sum of §

1 00000 One Hundred thousand United States Dollars as recoverable

bonus for tranung purpose durng the Agreement duration and as

further described i Art. XVII (d) below,

In the event that GANOPE elects to develop any part of the Area

pursuant to the sole sk provisions of Article III (¢) (IV). production

from such sole 11sk area shall be considered for the purposes of this
Article IX only 1f CONTRACTOR exercises its option to share in
such production. and only trom the nutial date of shanng.
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(h) Gas shall be taken into account for purposes of determunng the total
average daily production from the Area under Anticle IX (e) by
converting daily Gas delivered into equivalent bairels of daily Crude
Onl production in accordance with the following fornula:

MSCF x Hx (1.167 = equuivalent barrels of Crude Oil
where
MSCF = one thousand Standard Cubic Feet of Gas.

H = the number of nullion British Thermal Umts (BTU s per
MSCF).

ARTICLE X
OFFICE AND SERVICE OF NOTICES

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

The General Manager and Deputy General Manager shall be entiusted by
CONTRACTOR  with sufficient power to cany out mmmediately all
local wiitten directions given to them by the Government or its
representatives under the terms of this Agreement. All lawtul regulations
1ssued or hereafter to be 1ssued which are applicable hereunder and not
1n conflict with this Agreement shall apply to the duties and activities of
the General Manager and Deputy General Manager.

All matters and notices shall be deemed to be validly served which are
delivered to the office of the General Manager or which are sent to 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 otfice of the Chairman of GANOPE or wluch are sent to
him by registered mail at GANOPE s main office 1n Cairo.
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(a)

(L)

()

ARTICLE XI
SAVING OF PETROLEUNM AND PREVENTION OF LOSS

Operating Company shall take all proper measwes, according to
generally accepted methods m use m the ol and gas  mdustiy to
prevent loss or waste of Petrolenm above or mnder the ground m any
form durng  drilling, producing,  gathermg, and distinbuting o
storage oparations. The GOVERNMENT has the night to prevent
any operation on any  well that 1t nught reasonably expect would

result in loss or damage to the well or the Oul or Gas field

Upon completion of the dulling of a productive well. Operating
Company shall inform the GOVERNMENT or 1ts 1epresentative of
the tume when the well will be tested and the production rate

ascertamned.

Except 1 instances where multiple producing formations in  the
same well can only be produced economically thuough a single
tubing sting. Petroleum shall not be produced trom nmultiple o1l
bearng zones through one stiing of tubing at the same fune. except
with the prior approval of the GOVERNMENT or 1ts representative.

wlich shall not be weasonably withheld

Operating Company shall record data regarding the quantibhes of
Petroleum and water produced monthly trom each Development
Lease. Such data shall be sent to the GOVERNMENT or its
representative on the special torms provided tor that purpose witlhin
thity (32 davs atter the data are obtamned. Daily or weelly statistics
regarding the production from the Area shall be available at all
reasonable tumes tor exanunation by authonzed representatives ot
the GOVERNMENT.
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(e) Daily dolling records and the graphic logs of wells must show the
quantity and type of cement and the amount of any other materials
used in the well for the purpose of protecting Petroleum, gas bearing

or fresh water strata.

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

ARTICLE XII
CUSTOMS EXEMPTIONS

(a) GANOPE, CONTRACTOR, and Operating Company shall be
permitted to mmport and shall be exempted from customs duties, any
taxes, levies or fees (including fees imposed by Ministerial Decision
No. 254 of 1993 i1ssued by the Mimster of Finance, as now or
hereafter amended or substituted) of any natwe and from the
importation rules with respect to the mmportation of machinery,
equipment, appliances, materials, items, means of transport and
transportation (the exemption from taxes and duties for cars shall
only apply to cars to be used in operations), electric appliances, air
concitioners for offices, field housing and facilities, electronic
appliances, computer hardware and software, as well as spare parts
required tor any of the imported 1tems, all subject to a duly approved
certificate 1ssued by the responsible representative nominated by
GANOPE for such purpose, which states that the imported items are
required for conducting the operations pursuant to this Agreement .
Such certificate shall be final and binding and shall automatically
result 1 the mmportation and the exemption without any funther

approval, delay or procedure.
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(b) Maclunery, equpment, appliances and means of transpoit and
transportation  mmported by GANOPE s, CONTRACTOR™s and
Operating Company’s contractors and sub-contractors temporanily
engaged 1 any activity pursuant to the operations which are the
subject of thus Agreement. shall be  cleared wnder the "Temporary
Release System” without pavment of customs duties, any taxes,
levies or fees (1ncluding tees mmposed by Mimsterial Decision No.
254 of 1993 155ued by the Muuster of Finance, as now or hereatter
amended or substituted) of any nature upon presentation of a duly
approved caitificate 1ssued by an GANOPE responsible representative
nominated by GANOPE for such pupose which states. that the
mported 1tems are requured for conducting the operattons pursuant
to this Agreement.  Items (excluding cars not to be used 1
operations) set out m Article XII (a) mmported by GANOPE's,
CONTRACTOR s and Operating Company’s contractors  and
sub-contractors  tor the atoresaid operations. 1n order to be installed
or used permanently or conswmed shall meet the conditions tor
exemption set torth 1 Article XII (a) atter being duly certitied by an
GANOPE r1esponsible  representative to be used for conducting

operations pursuant to this Agreement.

(¢) The expatitate emplovees of CONTRACTOR. Operating Company
and their contractors and sub-contractors shall not be entitled to any
exemptions from customs duties and other ancillary taxes and
charges except withun the inuts of the provisions of the laws and
regulations applicable 1 the A RE. However, personal household

goods and turmture (ncluding one (1) car) tor each expatnate

emplovee of CONTRACTOR andior Operating company shall be

cleared under the "Temporary Release System” (without paviment of



Yoo 8 Dy VA 3 () b Y0 sl = dns Jlis ) Y

haisdl 18 adl Sl J) g o Jgtun J32 0 dains Olbandy L)
il ol graietd] Jaia¥l 5, 35 sl 55 gy | « LtV o Ao iy
op T T ] el sy Opan 33,5l ¢ Lt 0dn ol 46l s (il
RPN BTN P R Y WPSPNTYS

Balef « s 5y 09 o o (AN LBI by ¢ oy Tilpe Ay ¢ e ()
oo it o3 3] ool U5 COlS w p I sl (e LAY s
L3 oda "&"‘! b Ly Ll oy My il piall po B by LS ] 0 g
oy bl Ll Gt 3l 9 W gl 31 U3 ) 3508 85 5T 5 el
55 ¢ Lsll sdn oS didan gy 5] 1o T 51 oy 51 0 BT ST s
Ll o Jpmad! day g o o Lot 00 oy G oS Lt s
rdn a3l WL d s« Jsinn 0 093 cnd o (NI s g
ROV PO XN | PR TYRE-PP FRYUN B OX JOU S PPOP| IO IR FOMPREE:, (PR 2
ford] 70l 8 ALl i b | ) 23 LSy Ll Uiy Ly Al
e sl ¢ Oy ol ¢ Joliald a0 ) g 3 4 LsY i oS5 I L il
Mot ok o] 102) LN 00 180 (ST o T+ Uis Y pudty ntatas
o J cdisl 8 ( ol
(3) 5, sda 3 acdl Uil sondl e o1 b oon ot 51+ o] WL 35
b M ol e gl 1 Seamto g5
gty « doamy o + Lt nin IS (oo 03 o Lo sl mal ol Goveay

e s o] ¢ el5 e g



VYV Y8 D i VA B () b Y0 sl = e Sl 5 4

()

any customs duties and other ancillary taxes) upon presentation of a
letter to the appropniate customs authortties by CONTRACTOR or
Operating  Company  approved by an GANOPE  responsible
representative that the umported 1tems are mmported tor the sole use
of the expatnate emplovee and lus  tanuly, and that such nmported
ttems shall be re-expoarted outside the A R E. upon the repatiiation of

the concerned expatriate emplovee.

Items tmported mto the A R E. whether exempt or not exempt from
customs duties and other ancillary taxes and charges heareunder, may
be exported by the unporting paity at any tune after obtaung
GANOPE s approval, which approval shall not be uvnreasonably
withheld., without any export duties, taxes or charges or any taxes o
charges tfrom which such 1tems have been already exempt. being
applicable. Such items may be sold within the AR E. after obtaming
the approval of GANOPE which approval shall not be wimeasonably
withheld In tlus event, the purchaser of such items shall pay all
applicable customs duties and other ancillary taxes and charges
according to the condhtion and value of such ttems and the tanft
applicable on the date of sale. unless such items have already
been sold to an Aftfiliated Company of CONTRACTOR. if any, or
GANOPE, having the same exemption. or unless title to such items

(excluding cars not used 1n 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 enfitled to reumbwsement of its
urecovered cost. 1f any, 1m such items and the excess. if any. shall
be paid to GANOPE.
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(&) The exemption provided tor m Article XII {a) shall not apply to any

imported 1tems when items of the same or substantially the same
kid and quality are manmutactwed locally meeting CONTRACTOR s
and/or Operating Company s spectiications tor quality and safety and
are avallable tor timely purchase and delivery mnthe A R E. at a price
not lugher than ten percent (10%) of the cost of the mmported 1tem.
betore customs duties but atter freight and insurance costs . 1t any |
have been added.

CONTRACTOR, GANOPE and thewr respective buvers shall have
the 1ght to freely export the Petroleum produced from the Area
pursuant to this Agreement. no license shall be requured, and such
petroleum shall be exemipted from any customs duties. any taxes.
levies o any other mposts 1 respect of the expoit of Petrolenm
hereunder.

ARTICLE XIII

BOOKS OF ACCOUNT : ACCOUNTING AND PAYMENTS

(a) GANOPE, CONTRACTOR and Operating Company shall each

matntamn at then business offices in the A R.E. boolks of account., 1n
accordance with the Accounting Procedwe m Amnex "E" and
accepted accounting practices generally used 11 the petroleum
idcustry, and such other books and records as may be necessary to
show the work performead wnder thus Agreement, including the
amount and value of all Petrolenmm produced and saved hereunder
CONTRACTOR and Operating Company shall keep thewr books of
account and accounting records 1t United States Dollars.

Operating Company shall furmsh to the GOVERNMENT o 1ts
representatives monthly retuns showmg the amount of Petroleum
produced and saved hereunder. Such returns shall be prepared in the
torm required by the GOVERNMENT. o its  representative and
shall be signed by the General Manager or by the Deputy General
Manager or a duly designated deputy and delivered to the
GOVERNMENT or its representative witlun  thoty (30) davs after
the end ot the month covered in the return
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(b) The atoresard bools of account and other books and records retened

(c)

to above shall be avallable at all reasonable tumes tor mspection by
duly authorized representatives of the GOVERNMENT.
CONTRACTOR shall submit to GANOPE a Profit and Loss
Statement of its Tax Year not later than tour (4) months after the
commencement of the following Tax Year to show 1ts net profit oo
loss trom the Petroleum operations under this Agreement tor such
Tax Year,
CONTRACTOR shall at the same tume subnut a vear-end Balance
Sheet for the same Tax Year to GANOPE. The Balance Sheet and
financial statements shall be certiied by an Egvphan certified
accounting tfirm.
ARTICLE XIV
RECORDS, REPORTS AND INSPECTION

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

‘/

"

b)

times while this Agreement 1s 1 torce, mamtamn accurate and
current records of 1ts operations 1n the Area. CONTRACTOR andior
Operating Company shall finmsh the  GOVERNMENT or its
representative, 1n contornuty with applicable regulations or as the
GOVERNMENT or 1ts representative may reasonably requure
information and data concerning its opearations under tlhus Agreement.
Operating Company will pertorm the functions mdicated m this
Article XIV 1 accordance with its 1ole as specified in Article VI

CONTRACTOR and/or Operating Company shall save and keep for

a reasonable pertod of tume a representative portion of each sample
of cores and cuttings taken trom dolling wells. to be disposed of, o
torwarded to the GOVERNMENT or its  representative 1 the
manner directed by the GOVERNMENT. All samples acquured by
CONTRACTOR and/or Operating Company for their own purposes
shall be considered available tor inspection at any reasonable tume
by the GOVERNMENT or 1ts representatives.
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(¢c) Unless otherwise agreed to by GANOPE. 1 case of exporting any
rock samples outside A RE | samples equivalent 1 size and quality
shall, betore such exportation, be delivered to GANOPE as
representative of the GOVERNMENT.

() Onginals of records can only be exported with the permission of
GANOPE ., provided, however, that magnetic tapes and any other
data which must be processed or analvzed outside the A R E. may
be exported 1f a monttor or a comparable record. 1if avalable, 1s
matntained 1 the AR E. and provided that such expoits shall be
repatriated to A R E. promptly tollowing such processing or analysis
on the understanding that they belong to GANOPE.

(2) Dunmng the penod CONTRACTOR 15 conducting the Exploration

operations, GANOPEs duly authonzed representatives or emplovees
shall have the night to tull and complete access to the Area at all
reasonable tomes with the nght to observe the operations being
conducted and to mspect all assets, records and data kept by
CONTRACTOR. GANOPE s 1tepresentative, 1n exercising its rights
under the preceding sentence ot this paragraph (2), shall not intertere
with CONTRACTOR s operations. CONTRACTOR shall provide
GANOPE with copres of any and all  data (ncluding, but  not
limted to. geological and geophyvsical reports. logs and well stuveys)
intormation and mterpretation of such data, and other mformation n
CONTRACTOR 3 possess1on.
For the pwpose of obtaming new offers, the GOVERNMENT
andior GANOPE may. atter the four and a half (4.5) vear of the
Exploration penod or the date of termunation ot this Agreement,
whichever s the eatlier, show any other paity uninterpreted basic
geophysical and geologieal data (such data to be not less than one (1)
yveal old unless CONTRACTOR agrees to a shorter penod, which
agrezment shall not be wmreasonably withheld) with respect to the
Area, provided that the GOVERNMENT and/‘or GANOPE may at
any tune show another party such data directly obtamned over o
acquured from those parts of the Area wluch CONTRACTOR has
relingushed as long as such data 1s at least one (1) vear old
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ARTICLE XV
RESPONSIBILITY FOR DAMAGES

CONTRACTOR shall entirely and solely be responsible m law toward
thud parties tor any damage caused by CONTRACTOR s Exploration
and shall mdenuuty the GOVERNMENT andion GANOPE agaimst  all
damages tor wlich they may be held liable on account of any such
operations. CONTRACTOR should respect and adhere to all current and
futme laws and decrees of environment and anfiquuties 1ssued and
applied in Arab Republic of Egyvpt.

However an the event that any damage results as a consequence of the
1ssuance of any order. regulation or duection of the GOVERNMENT of
the AR E. whether promulgated 1n the form of a law or otherwise, then
GANOPE  andior CONTRACTOR  shall be exempted from the
responsibility resulting  from  the non- performance or  delay in
performance of any obligation under tlus Agreement as long as such
non- pertormance or delay m performance 13 ansing out ot the 1ssuance
of such orders. regulations or laws within the Linuts mposed by such
orders. regulations or laws. GANOPE and / or CONTRACTOR shall be
granted the necessary pertod for the restoration of any damage resulting
from the non- performance or the delay in pertformance, provided that
such granted period shall be added to the term of the relevant perrod of
this Agreement at that tune and shall be resticted to the Block(s)
atfected by such orders, regulations or laws and shall not exceed the
pertod of delay referred to above.

ARTICLE XV1
PRIVILEGES OF GOVERNMENT REPRESENTATIVES

Duly authonized representatives of the GOVERNMENT shall have
access to the Area covered by this Agreement and to the Operations
conducted thereon. Such representatives mayv examme the books,
registers and records of GANOPE, CONTRACTOR and Operating
Company and malke a reasonable mumber of survevs, drawings and tests
for the purpose of enforcing this Agreement. Theyv shall. for this purpose.
be entitled to malke reasonable use of the machinery and mstruments of
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CONTRACTOR o1 Operating Company on the condition that no danger
or umpediment to the operations hereunder shall anse duectly or
mndhirectly from such use. Such representatives shall be given reasonable
assistance by the agents and emplovees of CONTRACTOR o Operating
Company s¢  that none of the activities shall endanger or lunder the
satety o1 etficiency of the operations. CONTRACTOR or Operating
Company shall offer such representatives all prvileges and facilities
accorded to its own emplovees i the field and shall provide them, fiee of
charge, the use of reasonable office space and of adequately furushed
housing wlale they are 1 the field for the purpose of tacilitating the
obyectives of tlus Article. Withont prejudice to Article XIV (e) any
and  all information  obtamned by the GOVERNMENT or its
representatives under this Article XVI shall be kept contidential with
respect to the Area.

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

(a) Tt 15 the desne of GANOPE and CONTRACTOR that operations
hereunder be conducted in a business-like and etficient manner:

(1) The expatriate adnunistrative, professional and tecluucal
personnel emploved by CONTRACTOR or Operating Company
and the personnel of its contractors tor the conduct of the
operations hereunder, shall be granted a residence as provided
tor in Law No. 89 of 1960 as amended and Mumsterial Order
No. 8180 of 1996 as amended, and CONTRACTOR agrees that
all imnmgration, passport, visa and emplovment regulations of
the ARE. shall be applicable to all alien emplovees of
CONTRACTOR working in the A R.E.

(2) A numnnum of twentv-five percent (25%) of the combined
salarles and wages of each of the expatiiate adnumstrative,
professional  and  techiucal  personnel  emploved by
CONTRACTOR or Operating Company shall be paid monthly
in Egyptian Currency.
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(b) CONTRACTOR and Operating Company shall each select 1ts
emplovees and determine the mumber thereot, to be used far
operations herennder.

(¢) CONTRACTOR, shall after consultation with GANOPE, prepare and
cally out speclalized tranmng programs for all its A RE. employvees
engaged 1 operations herennder with respect to applicable aspects
of the petroleum mdustiy. CONTRACTOR and Operating Company
undartake to replace gradually then non-executive expatitate statt by
qualified nationals as they are available.

() Duing the Agreement chation. CONTRACTOR shall give nmtually
agreed mumbers of GANOPE emplovees an opportuiity to attend
and participate 1 CONTRACTOR s and CONTRACTOR s Attiliated
Clompanies traming programs telating to Exploration and Development
operations. In the event that the total cost of such programs 100 004
$ One Hundred thousand United States Dollars in any Financial Year
g such pertod,  CONTRACTOR shall pay GANOPE the
amount of the shorttall witlhun thuty (30) days tollowing the end of
such Financial Year. However, GANOPE shall have the 11ght that
sard amount 100,000 § One Hundred thousand U.S. Dollars United
States Dollars allocated tor traumng. be paid directly to GANOPE tor
such purpose.

ARTICLE XVIII
LAWS AND REGULATIONS

(a) CONTRACTOR and Operating Company shall be subject to Law
No. 66 of 1953 (excluding Article 37 thereot) as amended by Law
No. 86 of 1956 and the regulations 1ssued for the mplementation
thereof, ncluding the regulations tor the sate and etficient
performance of operations cawrled ont tor the execution of tlis
Agreement and tor the conservation ot the petrolewum resowces of
the A RE provided that no regulations, or moditication o
interpretation thereof, shall be contrary to or mconsistent with the
provisions of this Agreement.
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(by CONTRACTOR and Operating Company shall be subject to the

(d)

(e)

provisions of the Law No. 4 01 1994 concermung the environment and
1ts executive regulation as may be amended, as well as any laws oo
regulations may be 1ssued . concerning the protechion of the
environment .

Except as provided i Article III (g) tor Income Taxes, GANOPE,
CONTRACTOR and Operating Company shall be exempted from
all taxes and duties, whether mmposed by the GOVERNMENT or
munteipalities mcluding among others, Sales Tax, Value Added Tax
and Taxes on the Explaration, Development, extracting. producing,
exporting o1 transporting of Petroleum and LPG as well as any and
all withholding taxes that might otherwise be mposed on dividends,
interast, teclumcal service fees. patent and trademark rovalties, and
stmilar items. CONTRACTOR shall also be exempted from any fax
on the hagqudation of CONTRACTOR, or cistributions of any mcome
to the shareholders of CONTRACTOR. and from any tax on capital

The nghts and oblhigations of GANOPE and CONTRACTOR
hereunder, and tor the effective term of tlus Agreement shall be
govelned by and i accordance with the provisions of this Agreement
and can only be altered or amended by the wiitten mutual agreement
of the satd contracting parties 1 the same procechires by which the
ornginal Agreement has been issued.

The contractors and sub-contractors of CONTRACTOR and
Operating Company shall be subject to the provisions of tlus
Agreement which affect them. Insotar as all regulations wluch are
duly 1ssu2d by the GOVERNMENT apply from tune te tume and are
not 1 accord with the provisions ot this  Agreement. such
regulations shall not apply o CONTRACTOR, Operating Company
and then respective contractors and sub-contractors. as the case may
be.

(f) GANOPE, CONTRACTOR., Operating Company and thew respective

contractors and sub-contractors shall for the pumposes of tlus
Agreement be exempted from all professional stamp duties, 1mposts
and levies mmposed by syndical laws with respect to then documents
and activities hereunder.
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(g) All the exemptions from the application of the A RE. laws o
regulations granted to GANOPE, CONTRACTOR, the Operating
Company, their contractors and sub-contractors wnder this
Agreement shall include such laws and regulations as presently in
etfect or hereatter amended or substituted.

ARTICLE XIX
STABILIZATION

In case of changes 1 existing legislation or regulations applicable to the
conduct of Exploration, Development and production of Petroleum,
which take place after the Effective Date, and which signiticantly affect
the econonuc interest of tlus Agreement to the detiiment of
CONTRACTOR or which mmposes on CONTRACTOR an obligation to
remit 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
wssuing legislation or regulation which immpact on the stabilization. In
such case, the Parties shall negotiate possible modifications to this
Agreement designed to restore the economic balance thereot wlich

existed on the Etffective Date.

The Parties shall use their best efforts to agree on amendments to this
Agreement within nmnety (90) days trom atoresaid notice.

These amendments to this Agreement shall not in any event dimimsh or
increase the nights 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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ARTICLE XX
RIGHT OF REQUISITION

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

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

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

(d) Inthe event of any requusition as provided above, the GOVERNMENT
shall mdemmity m full GANOPE and CONTRACTOR tor the
period during 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 i1s 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 1n

accordance with Article VII (¢).
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ARTICLE XXI
ASSIGNMENT

(a) Neither GANOPE nor CONTRACTOR may assign to a fiim oo

corporation, 1n whole or 1 part, any of its nights, privileges, duties o
obligations under this Agreement either directly or indirectly without
the wittten consent ot the Government- and 1 all cases priorty shall
be given to GANOPE 1f 1t so desire to obtamn the interest intended to
be assigned (except assignment to atfiliated companies) subject to
patagraph (2) of tlus Article.

(b) To enable consideration to be glven to any request tor such consent,

(c)

(d)

the tollowing conditions must be tultilled:

(1) The obligations of the assignor dertving trom thus  Agreement
must have been duly tultilled as of the date such request 1s
made.

(2) The proposed assignee o1 assignees must submit reasonable
evidence to the Government of 1ts or thewr financial and
technical competence.

(3) The mstrument of assignment must include provisions  stating
precisely that the assignee 1s bound by all  covenants contamed
1 this Agreement and any modifications or  addittons 1n
wiiting that up to such ftime may have been made A draft of
such mstrument ot assigiment shall be subnutted to GANOPE
for review and approval betore being formally execnted |

Any assignment, sale, transter or other such conveyance made

parsuant to the provisions of tlus Article XXI shall be free of any

transter, capital gains taxes o related taxes. charges o1 fees
mclucing  without hmtation. all Income Tax, Sales Tax, Value

Added Tax, Stamp Duty, o1 other Taxes or smlar paviments.

As long as the assignor shall hold any interest under this Agreement,

the assignor together with the assignee shall be jomtly and severally

liable tor all duties and obligations of CONTRACTOR under this

Agreement.
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(e) Omngce the assignor and a proposed third party assignee, other than an
Affiliated Company or a CONTRACTOR MEMBER. have agreed
the tinal conditions ot an assigiiment, the assignor shall disclose such
final condhitions 1n a written notitication to GANOPE. GANOPE
shall have the night to acquure the mterest mtended to be assigned. if
within sixty (60) davs from assignor s wiitten notitication, GANOPE
delivers to the assignor a wiitten notification that 1t accepts the same
conditions agreed to with the third party assignee. If GANOPE does
not deliver such notification withun such sixty (60) dayv penod, the
assignol shall have the night to assign to the proposed third party
assignee, subject to the Government approval under paragraph (a) of
this Article. In this case. or 1 the case that Ganope elect to waive 1ts
right to obtamn the iterest mtended to be assigned 1 a wiitten
notification to the CONTRACTOR the CONTRACTOR will be
obliged to pay to Ganope, as an Assigiiment Bonus | as provided
Article IX () heremn.

In the event that GANOPE exercises its option to acquure the imnterest
itended to be assigned and 1t a joint operating agreement 15 not
already exusting among the CONTRACTOR MEMBERS 1ncluding
the assignor, GANOPE and CONTRACTOR shall negotiate 1 good
faith to enter mto a jont operating agreement, according to the
model published by the Association tor International Petrolewm
Negofiators to finalize such agreement within one hundied and
twenty (120) davs from GANOPE s notitication. It GANOPE and
CONTRACTOR cannot agree on a joint operating agreement witlhin
such one Imndred and twenty (120) dayv pertod, the assignor shall
have the right to assign to the proposed third party assignee, subject
to the Government approval under paragraph (a) ot thus Article.

ARTICLE XXII
BREACH OF AGREEMENT AND POWER TO CANCEL

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

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

(2) Ifitassigns any 1nterest hereunder contrary to the provisions of
Article XXI.

(3) It 1t 15 adjuchcated bankiupt by a cowmt of competent
Jurischction;

(4) It 1t does not comply with any final decision reached as the
result of comt proceedings conducted mnder Article XXIV(a).

(5) Itfit mtentionally extracts any nuneral other than Petrolenm not
authorized by this Agreement or wathout the authonity of the
GOVERNMENT, except such extractions as mayv be mmavoidable
as the result of the operations conducted hereunder 1 accordance
with accepted petroleum mdustty practice and which shall be
notitied to the GOVERNMENT or 1ts representative as soon as
possible; and

(6) If 1t commnuts 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
11ghts which may have accrued to the GOVERNMENT agamst
CONTRACTOR 1 accordance with the provisions of  this
Agreement, and, m the event of such cancellation,
CONTRACTOR, shall have the right to remove from the Area
all 1ts personal property.

[t the GOVERNMENT deems that one of the atoresard causes
(other than a force majewe canse reterred to 1 Article XXITII) exasts
to cancel this Agreement, the GOVERNMENT shall  give
CONTRACTOR mnety (90) days written notice personally served
on CONTRACTOR s General Manager m the legally mamner and
recelpt of which 1s acknowledged by lum or by lus legal agents, to
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remedy and remove such cause, but if tor any reason such service
15 1mpossible due to unnotified change of addiess, publication 1n
the Official Jownal of such notice shall be considerad as valid
service upon CONTRACTOR. It at the end of the said mnety (90)
dayv notice penod such cause has not been remedied and removed,
this Agreement may be canceled torthwith by Order or

Presidential Decree as aforesawd, provided however, that if such
cause, of the faltlhwe to remedy or remove such cause. results from
any act or omission of one party, cancellatton of tlus Agreement

shall be etfective only against that party.
ARTICLE XXIII
FORCE MAJEURE

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

(b)

CONTRACTOR, or etther of them of any obhigation under thus
Agreement shall be excused 1f, and to the extent that, such
non-pertormance or delay 1s caused by torce majeure. The period of
any such non-performance or delav, together with such period as
may be necessary tor the restoration of any damage done dwing
such delav, shall be added to the tune given m thus Agreement tor
the performance of such obligation and for the pertormance of any
obligation dependent thereon and consequently, to the term of this
Agreement, but only with respect to the block or blocks atfected

"Force Majewe"” witlun the meamng of tlus Article XXIII, shall be
any act of God, msurection. 1not, war, stike. and other labar
disturbance. fires. tloods or any cause not due to the fault o
negligence of GANOPE and CONTRACTOR or either of them.
whether or not sinular to the toregoing, provided that any such cause
15 bevond the reasonable control of GANOPE and CONTRACTOR,
o1 elther of them.
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(c)

(d)

(a)

(b)

()

Without prejudice to the above and except as may be otherwise
provided herein. the GOVERNMENT shall mcur no responsibility
whatsoever to GANOPE and CONTRACTOR. or etther of them for
any damages. restrictions or 1loss ansing 1n consequence ot such case
of torce majewe heretnatter reterred toin this Article.

[f the force majeure event occurs durng the mutial Exploration
pertod or any extension thereot and continues 1 effect tor a period
of s51x (6) months CONTRACTOR shall have the option upon ninety
(90) days prior witten notice to GANOPE to terminate 1ts
obligations hereunder without fiwther liabiity of any kind.

ARTICLE XXIV
DISPUTES AND ARBITRATION

Any dispute, controversy or claim arising out of or relating  to this
Agreement or the breach, ternunation or mvalidity thereof, between
the GOVERNMENT and the parties shall be 1reterted to the
Admunstrative pudiciary comt  of the State Counsel to settle any
dispute ansing on the interpretation or the execution of anyv term ot
this Agrecment according to the Egyptian laws.

Any dispute, controversy or clamm arsing out of or relating  to thus
Agreement., o1 breach. ternunation or mvalidity thereof between
GANOPE and CONTRACTOR shall be settled by arbitration i
accordance with the Arbitratton Rules of the (Canmoe Regilonal
(Center tor International Commercial Arbitration 1n effect on the date
of this Agreement, the approval of the Muuster of Petroleum 1s
provided in case GANOPE only turn to arbitration. The award ot the
arbitrators shall be fmal and binding on the parties, according to
Law No. 27 of 1994 with respect to the civil and commercial articles
and 1ts amendments by laws no. & of 1997 and 8 of 2004

The number of arbitrators shall be tlueze (3).

Each party shall appoint one arbitrator. It witlun thuty (30) davs
atter receipt of the claumant’s notitication of the appomntment of an
arbitrator the respondent has not noftified the claimant i witing of
the name ot the arbitrator he appomnts. the clammant mayv request the
Center to appoint the second arbitrator,
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(e)

(1)

(£)

(I

The two arbitrators thus appointed shall choose the thard arbitrator
who will act as the presiding arbitrator of the tribunal. If within thuty
(30 days after the appointment of the second arbitrator, the two
arbitrators have not agreed upon the choice of the presiding
arbitrator, then either party may request the Secretary General of the
Permanent Cowrt of Arbitration at the Hague to designate the
appointing authority. Such appointing authorty shall appomnt the
presicing arbitrator 1 the same way as a sole arbitrator would be
appointed under Article 6.3 of the UNCITRAL Arbitration Rules,
Such presiding arbitrator shall be a person of a nationality other than
any party of this Agreement and of a country  which has diplomatic
relations with the parties of tlus Agreement and who shall have no

economic interest i the Petrolewm business of the parties hereto.

Unless otherwise agreed by the parties to the arbitration, the
arbitration, imcluding the making of the award, shall take place in

Cawro, A RE.

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

appropriate courts according to the Egyvptian laws.

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

English languages.
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(1) GANOPE and CONTRACTOR may agree that if, for whatever
reason, arbitration in accordance with the above procedure cannot
take place, or 15 likely to take place under circumstances for
CONTRACTOR which could prejudice CONTRACTOR s night to
tair arbitration, all disputes, controversies or claims ansing out of or
relating to this Agreement or the breach, termination or mvalidity
thereof shall be settled by ad hoc arbitration 1n accordance with the
UNCITRAL Rules 1n effect on the Effective Date.

ARTICLE XXV
STATUS OF PARTIES

(a) The nights, duties, obligations and liabilities 1 respect of GANOPE
and CONTRACTOR hereunder shall be several and not joint or
collective, 1t being understood that this Agreement shall not be

construed as constituting an association or corporation or partnership.

(b) CONTRACTOR shall be sulyect to the laws of the place where 1t 13
incorporated regarding 1ts legal status or creation, orgamzation,

charter and by-laws, shareholding, and ownership.

CONTRACTOR s shares of capital which are entirely held abroad
shall not be negotiable 1 the AR.E. and shall not be offered for
public subscription nor shall be subject to the stamp tax on capital
shares nor any tax or duty i the AR E. CONTRACTOR shall be

exempted trom the application of Law No. 159 of 1981 as amended.

(¢) In case CONTRACTOR consists of more than one member, all
CONTRACTOR Members shall be jointly and severally liable for
the performance of the obligations of CONTRACTOR under this

Agreement.
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ARTICLE XXVI
LOCAL CONTRACTORS AND
LOCALLY MANUFACTURED MATERIAL

CONTRACTOR or Operating Company, as the case may be. and their
contractors shall:

(a)

(b)

Give priowty to local contractors and sub-contractors, including
GANOPE s Atfilhated Compantes as long as thew performance 1s
comparable with international pertormance and the prices of then
services are not higher than the prces of other contractors and
sub-contractors by more than ten percent (10%),

Give preterence to locally manutactured materal, equupment,
machinery and consumables so long as thew quality and tume of
delivery are comparable to intemnationally available matenal,
equipment, maclinery and consumables. However, such matenal.,
equipment, maclinery and consumables may be mmported for
operations conducted hereunder if 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%) lugher than the price of such
imported 1tems betore customs duties, but after transportation and
msurance costs have been added.

ARTICLE XXVII
ARABIC TEXT

The Arabic version of tlus Agreement shall, betore the appropriate
courts of ARE.. be reterred to m constting or mterpreting this
Agreement, provided however ., that in any arbitration pursuant to Airticle
XXIV herein above between GANOPE and CONTRACTOR the Englhish
and Arabic versions shall both be reterred to as having equal force in
constiung or interpreting this Agreement.

ARTICLE XAVIII
GENERAL

The headings or titles to each of the Articles to tlhus Agreement ale
solelv tor the convemlence of the parties hereto and shall not be used
with respect to the interpretation of said Articles.
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ARTICLE XXIX
APPROVAL OF THE GOVERNMENT

This Agreement shall not be binding upon any of the parties hereto
unless and until a law 135 1ssued by the competent authorities of the
AR E. authonzing the Minster of Petroleum to sign this Agreement
and giving this Agreement full force and effect of law notwithstanding
any countervailing Governmental enactment |, and the Agreement 1s

signed by the GOVERNMENT, GANOPE, and CONTRACTOR.

Tharwa Petroleum Company
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ANNEX "A"™
CONCESSION AGREEMENT
BETWEEN
THE ARAB REPUBLIC OF EGYPT
AND
GANOUB EL-WADI HOLDING PETROLEUM COMPANY
AND
Tharwa Petroleum Company
IN
Development Extension for
West Esh El Mallaha Area
A.R.E.
BOUNDARY DESCRIPTION OF THE CONCESSION AREA

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

- The Area measures approximately 43.5 square kilometers of
surface Area. It 15 composed of all or part of Exploration Blocks,
the whole Blocks are defined on three (3) nunutes latitude by three

(3) minutes longitude grid.

- It 1s to be noted that the delineation lines of the Area in Annex "B"
are intended to be only illustrative and provisional and may not
show accurately thewr true position in relation to exusting

momunents and geographical featwes.
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Coordinates of the corner points of the Area are given in the following

table which forms an integral part of Annex "A™

COORDINATES

Development Extension for
West Esh El Mallaha Area

AT Eastern Desert

(AREA - A)
( EASTERN AREA )
Point| Latitude /N Longitude / E DUE AREA
| 27715748 000N | 337 47701 .000"E | SE to point 2
1 27712758 000N | 337 48711 .500"E | SW to point 3 19,50
3 | 277 12700.000"N [ 337 46°31.000"E | NW to point 4 ka2
4 27715748 000N | 337 45712.000"E | E to point 1
5 27715748 000N | 337 47°01.000"E
(AREA - A")
( EASTERN AREA )
Point| Latitude /N Longitude / E DUE AREA
1 277 15700.000"N | 337 47720 500"E | SE to point 2
2| 277 12°58.000"N | 337 4411 500"E | SWtopeint3 | 13-
30 277 12700.000"N [ 337 46731.000"E | NW to point 4 Jom?
4 277147 19.000"N | 337 45743 500"E | E topoint 1
3 277 15700.000"N | 337 47720 500"E
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( AREA -B)
( WESTERN AREA)
Point | Latitude /N Longitude / E DUE AREA
|| Itesectionwith | 33+ 45015 500 | S to point 2
2 27715748 000"N | 337 45712 500"E | NW to point 3
3 277167 200000"N | 337 43700.000"E | S to point 4
4 27715745 500N | 337 42756 .000"E | W to point 5
5 277157 44.000"N | 337 42°00.000"E | N to point 6 24 k2
6 277 19700.000"™N | 337 42°00.000"E | E topont 7
- mo s . Thfersection with
27 19700.000"N the shore Iine
(AREA-BY)
( WESTERN AREA)
Point Latitude /N Longitude / E DUE AREA
1 27717 30L000"N | 337 45°00.000"E | SW to point 2
2| 277 1700.000"N | 337 44°00.000"E | NW to point 3 )
2 5km?
3 277 17730.000"N | 337 43°20.000"E | NE to point 4
4 27718 00L000N | 337 447°00.000"E | SE to pant 1
5 277 17°30.000"N | 337 45700.000"E

The surface work in the shaded area is restricted by the A.R.E
competent authorities approval.
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ANNEX "(C™
Production LETTER OF GUARANTEE

Date e ——————
GANOUB EL-WADI HOLDING PETROLEUM COMPANY Gentlemen:

Reterence 1s made to the Concession Agreement for Gas and Ciude Oil
Exploration and Exploitation in Development Extension for West Esh El
Mallaha Area at Eastemn Deseit, AR.E., issued by Law No... of...
by and between the Arab Republic of Egyvpt (A R.E.), ganoub el wadi
Holding petroleum Company  (heremnafter referred to as "ganope") and
Tharwa Petroleum Company, herematter referred to as "Tharwa" or as

"CONTRACTOR"

The Egyptian natiral Gas Holding Company ( EGAS) (as Guarantor) for
Tharwa Petroleum Company (as CONTRACTOR) hereby undertakes
that if CONTRACTOR spends during the first Exploration penod of two
and a half (2.5) Years of tlhis Agreement less than the mumnnm amount
under this Agreement (the difference being hereunder described as
"Shortfall"), and GANOPE notities Tharwa as CONTRACTOR and The
Egyptian natural Gas Holding Company ( EGAS) as Guarantor in writing
of the amount of the Shortfall, withun fifteen (15) davs of receipt of said
notice, The Egyptian natural Gas Holding Company ( EGAS) as
Guarantor on behalf of CONTRACTOR shall pay that shorttall to
Ganoub and/or transfer to Ganoub a quantity of Petrolewm sufficient 1n

value to cover the Shortfall.



Yoo 8 Dy VA 3 () b Y0 sl = s Jlis ) AVE

Ja el ] o ppaliall o 0 Lo oy ll3 B8 (L STy 2l B B> s
it Y iVl Il o Coadd W3 B WY Ui il 5500 oy
3275 88 s pulon]) dreddd OGN A\ &y pal] 35,8005 i8] pae 3y p e
o Ca gt 3yalall Jacpnll e JU 2 sedl o bow Sy 45 dihaze 3 Jy2l)
TR UV PR SV A {UIEN POUE - PEIRE JORPRVINUL TR DY 9 SR T L PE 5
i Sl IG5l o5 L3l e dagludl 5l Y Wil i I
RE I F1 PR T

59,8 4S50 ol ppabiaS {pulon]) Lonmdall O3S Ly I el 4S80 5pmys
s i gty g ) )Wl oy T N o $l 5 Islias” Jy i)
PR IS T PR B WPy TR | lhopwﬂbwr&ai;thWI
o tay ol i 8o Lolils flas

by el (V) e o Wil die Y eudsy LY s e L oo oy
W e ot domats ddibate ilshicial o33 oY I Coudl s 2 4L
LS sde B wlefsY Jolatl JLsT 7, e o 13 230 - el

: gyl
atgail die o Lyl o o 1] 0 L) B plaial) ol 33le] < b 1,
oo ol 6 Jydy ol
il
k! il |




Wo Yo iy VA (7)) mb Y0 suall = i I 54y 3

In case sawd Petroleum shall be transferred it will be deducted from
Guarantor’s share of Petroleum production from the Development
Leases, pursuant to the terms of the Concession Agreement for
Petroleum Exploration and Exploitation by and between the ARAB
REPUBLIC OF EGYPT, and The Egyptian natural Gas Holding
Company (EGARS) and Tharwa Petroleum Company -------------------- 1n
THEKAH area at noith Sinai offshore Mediterranean sea 1ssued by Law
Nol51 of 2004 as amended, and such Petroleum: shall be valued at the
tume of the transter to Ganoub in accordance with the provisions of
Article VII of the Concession Agreement issued by law mentioned m this
paragraph.

The Egyptian natwral Gas Holding Company (EGAS)  as Guarantor or
Tharwa Petroleum Company as CONTRACTOR may at any time
between the date hereof and the expiration date of this letter of guarantee
submit a bank guarantee tor the Shortfall in a form satistactory to
Ganoub, 1 which event the provisions of this letter shall automatically

lapse and be of no effect.

This letter of guarantee shall expire and become mull and void on the date
six (6) months after the end of the first Exploration period of the
Concession Agreement of - Development Extension tor West ESH EL
MALLAHA Area, at Eastern Desert, or on the date upon completion of
the CONTRACTOR s obligations hereunder.

Yours Faithfully,
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ANNEX "D"
CHARTER OF OPERATING COMPANY
ARTICLE I

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

referred to below and of this Charter.

The Company shall be subject to all laws and regulations in force in the
ARE. to the extent that such laws and regulations are not imconsistent

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 Minster of

Petroleum.

ARTICLE III

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

ARTICLE IV
The object of Operating Company 15 to act as the agency through which
GANOPE and CONTRACTOR, carry out and conduct the Development
operations required in accordance with the provisions of the Agreement
signed on the ------ day of -----emmmmemee- by and Dbetween the ARAB
REPUBLIC OF EGYPT, GANOUB EL-WADI HOLDING PETROLEUM
COMPANY and CONTRACTOR covering Petroleum operations in

West Esh El Mallaha Area AT Eastern Desert Area described therein.
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Operating Company shall be the agency to camy out and conduct
Exploration operations after the date of Conmmercial Discovery pursuant
to Work Programs and Budgets approved in accordance with  the

Agreement.

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

Annex "E" thereto.

Operating Company shall not engage 1n any business or undertake any
activity bevond the 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 commmon 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 tfor, hold and own,
throughout the life of Operating Company, one halt (1/2) of the capital
stock of Operating Company provided that only in the event that either
party should transfer or assign the whole or any percentage of its
ownership interest 1 the entirety of the Agreement, may such
transterring or assigning party transter or assign any of the capital stock
of Operating Company and, 1 that event, such transferting or assigning
party (andits successors and assignees) must transter and assign a
stock interest i Operating Company equal to the transterred or assigned
whole or percentage of its ownership interest i the entirety of the said

Agreement.
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ARTICLE VI

Operating Company shall not own any nght. title, interest o1 estate 1n or
under the Agreement or any Development Lease created thereunder or in
any of the Petroleum produced from any  Exploration Block or
Development Lease thereunder or i any of the assets, equupment or
other property obtamed or used 1 connection therewith. and shall not be
obligated as a prncipal tor the fimancing or performance of any of the
duties or obligations ot 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 heremn that Operating
Company shall decide, take action or make a proposal and the like. 1t 15
understood that such decision or judgment 1s the result of the decision or
nudgment of GANOPE, CONTRACTOR ar GANOPE and CONTRACTOR.,
as may be required by the Agreement.

ARTICLE VIII

Operating Company shall have a Board of Directors consisting of eight (8)
members. tour (4) of whom shall be designated by GANOPE and the
other tour (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.

ARTICLE IX

Meetings ot the Board of Directors shall be valid if a majonty of the
Directors are present and any decision taken at such meetings must have
the atfirmative vote of five (5) or more of the Duectors, provided.
however, that any Director may be represented and vote by proxy held by
another Director.
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ARTICLE X
General meetings of the Shareholders shall be valid 1f a majority of the
capital stock of Operating Company 1s represented thereat. Any decision
takken 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 cowrse, draw up the By-Laws of Operating
Company, and such By-Laws shall be etfective upon being approved by
a General Meeting of the Shareholders, 1n accordance with the
provisions of Article X hereof.

ARTICLE XII
Operating Company shall come mto existence within thuty (30) davs
atter the date of Commercial O1l Discovery or within thuty (30) days
atter signature of a Gas Sales Agreement or commencement of a scheme
to dispose of Gas, as provided for in the Agreement (unless otherwise
agreed by GANOPE and CONTRACTOR).
The dwation of Operating Company shall be for a penod equal to the
chration of the said Agreement, mcluding any renewal thereof.
The Operating Company shall be wound up if the Agreement referred to
above 15 terminated for any reason as provided tor therem.

Tharwa Petroleum Company
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ANNEX "E"
ACCOUNTING PROCEDURE
ARTICLE I
GENERAL PROVISIONS

(a) Definitions:

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

this Accounting Procedure and have the same meamngs.

() Statements of activity:

(1)

(2)

CONTRACTOR shall, pwsuvant to Article IV of this
Agreement, and until the conming into existence of the
Operating Company - in accordance with Article VI of the
Agreement - render to GANOPE within thirty (30) davs of the
end of each calendar quaiter a Statement of Exploration
Activity reflecting all charges and credits related to the
Exploration Operations for that quarter summarized by

appropriate classifications indicative of the nature thereot.

Following its coming mto existence, Operating Company shall
render to GANOPE and CONTRACTOR within fifteen (15)
days of the end of each calendar quarter a Statement of
Development and Exploration Activity reflecting all charges
and credits related to the Development and  Exploration
operations for that quarter sunumanized by approprate
classifications indicative of the natwe thereof, except that items
ot controllable material and wnusual charges and credits shall

be detatled.
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(¢) Adjustments and Audits:

(1)

2)

Each quarterly Statement of Exploration Activity pursuant to
Article T (b) (1) of this Annex shall conclusively be presumed
to be true and corect atter three (3) months following the
receipt of each Statement by GANOPE unless within the said
three (3) months GANOPE takes written exception thereto
pursuant to Article IV (f) of the Agreement. Duning the said
three (3) month pertod supporting documents will be available

tor inspection by GANOPE durning all working hours.

CONTRACTOR will have the same audit nights on Operating

Company Statements as GANOPE under this sub-paragraph.

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

manner as provided in Article IV (f) of the Agreement.

(d) Currency Exchange:

CONTRACTOR s books for Exploration and Operating Company’s

books tor Development and Exploration, if any, shall be kept in the

ARE. i US Dollars. All U8, Dollars expenditiwes shall be
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(1)

(2)

charged in the amount expended. All Egyptian Pounds expenditures
shall be converted to U.S. Dollars at the applicable rate of exchange
1ssued by the Central Bank of Egypt on the first day of the month
i which expenditiwes are recorded, and all other non-U.S. Dollars
expenditures shall be franslated to U.S. Dollars at the buving rate
of exchange for such currency as quoted by National Westnunster
Bank Limuted, London at 10.30 am. G.M.T., on the first day of the
month i which expenditures are recorded. A record shall be kept
of the exchange rates used in translating Egyptian 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 Procedure may be revised in writing from time to tume

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 fume be chaiged as

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

Subject to the provisions of the Agreement, CONTRACTOR shall alone

bear and, directly or through Operating Company, pay the tollowing

costs and expenses, which costs and expenses shall be classified and

allocated to the activities according to sound and generally accepted

accounting prnciples and treated and recovered i accordance with

Article VII of this Agreement:

() Surface Rights:

All

direct cost attributable to  the acqusition, renewal or

relinquishment of surtace rights acquured and maintained i force for

the Area.

() Labor and Related Costs:

(1)

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

Reasonable revisions of such salaries and wages shall be
effected to take into account changes 1 CONTRACTOR’s
policies and amendments of laws applicable to salaries. For the
purpose of tlus Article IT (b) and Article II (¢) of this Annex,
salartes and wages shall mean the assessable amounts for
A R E. Income Taxes, icluding the salaries during vacations
and sick leaves, but excluding all the amounts of the other
1tems covered by the percentage fixed under (2) below.
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(2) For expatiiate emplovees permanently assigned to Egypt:

1. All allowances applicable to salaries and wages,

-2

Cost of established plans; and

o8

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

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

Costs under tlhus Article IT (b) (2) shall be deemed to be equal to
sixty percent (60%) or applied percentage, of basic salaries and
wages pald for such expatiiate personnel including those paid
curing vacations and sick leaves as established in CONTRACTOR s
international policies, chargeable under Article II (b) (1), Article II
(1), Article IT () (1) and Axticle IT (k){(3) of tlus Annex.

However, salaries and wages duning vacations, sick leaves and
disability are covered by the foregoing percentage. The percentage
outlined above shall be deemed to reflect CONTRACTOR s actual
costs as of the Effective Date with regard to the following benefits,
allowances and costs

1. Housing and Utilities Allowance.

2. Commodities and Services Allowangce.

3. Special Rental Allowance .
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4. Vacation Transportation Allowance.
5. Vacation Travel Expense Allowance.

6. Vacation Excess Baggage Allowance.

g

7. Education Allowances (Children of Expatiiate Emplovees).

&

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

of the chargeable percentage).
9. Storage of Personal Effects.
1. Housing Refurbishment Expense.
11. Property Management Service Fees.
12. Recreation Allowance.
13. Retirement Plan.

14. Group Life Insurance.

[a—
LA

. Group Medical Inswrance.
16. Sickness and Disability.

17, Vacation Plans Paid (excluding Allowable Vacation Travel

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

21 FICA
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22, Workman's Compensation.

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

25. National Insurance.

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

as established i CONTRACTOR s International Policies.

The percentages outlined above shall be reviewed at intervals 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 varances
i costs and changes 1 CONTRACTOR’s international policies

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

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

benefits and of personnel transfers.

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

mentioned m Article IT (k) (2) of this Annex.
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(4) Costs of expenditure or contributions made pursuant to law or
assessment mmposed by Governmental authonty which are
applicable to labor cost of salaries and wages as provided under
Article IT (b) (1), Article IT (b) (2). Article II (1), Article II (k)
(1) and Article IT (k) (3) of thus Annex

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

Bomises, overtime, customary allowances and benefits on a basis
similar to that prevailing for o1l companies operating in the A RE.,
all as chargeable under Article IT (b) (1), Article IT (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 wlich will equal an
amount equvalent to the maxumum liability for severance pavment

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

Material, equupment and supplies purchased or firnished as such by

CONTRACTOR or Operating Company.
(1) Purchases:

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

received
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(2) Material Furnished hy CONTRACTOR:

Material requured for operations shall be purchased directly

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

tollowing conditions:

1.

New Material (Condition "A'™)

New Material transterred from CONTRACTOR’s or

CONTRACTOR s Affiliated Companies warehouse or other

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

maternial supplied 1s not lugher than international prices for
matertal of swmilar quality supplied on smular terms,
prevailing at the tume such material was supplied.

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

a) Matertal which 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 prce of new
material.

¢) Matertal wlich camnot be classitied as Condition "B" or
Condition "C" shall be priced at a value commensurate
with its 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 turnished bevond
or back of the dealer’s or manufacturer’'s guaranty; and i case
of detective matertal. credit shall not be recorded wmntil
adjustment  has been received by CONTRACTOR from
manufacturers o then agents.

(e) Transportation and Employee Relocation Costs:

(1) Transportation of equipment. materals and supplies necessary
tor the conduct of CONTRACTOR s or Operating Company s
activities.

(2) Busiess travel and transportation expenses to the extent covered
by established policies of CONTRACTOR ar  with regard to
expatiate and nattonal emplovees, as mcurred and paid by, o
tor, employvees in the conduct of CONTRACTOR s o1 Operating

Company s business.

(3) Emplovees transportation and relocation costs for national

emplovees to the extent coverad by established policies.
(f) Services:

(1) Outside services: The costs of contracts for consultants. services
and utilities procwed from thud parties.

(2) Cost of services performed by GANOPE, by CONTRACTOR o1
by thewr Athhated Companies 1 facilities mside o1 outside the
A R.E Regular. recurning, routie services, such as wnterpreting
magnetic tapes andior other analvses, shall be pertormed and
charged by GANOPE and/or CONTRACTOR or thewr Atfiliated
Clompanias  at an agleaed contracted price. Major projects
ivolving engieering and design  services shall be pertormed
by GANOPE andior CONTRACTOR or  then Atfihated
Compantes at a negotiated contract amount.
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(3) Use of GANOPE's, CONTRACTOR's or thew Aftfiliated
Clompamtes” wholly owned equpment shall be charged at a
rental rate commenswrate with the cost of ownerslup and
operation. but not 1 excess of compefifive rates currently
prevalling i the AR E.

(4) CONTRACTOR s and CONTRACTOR s Atfiliated Companies
rates shall not mclude any admuustrative or overhead costs
other than what 13 mentioned 1 Article IT (k) (2) of thus Amnex

(g0 Damages and Losses:

All costs or expenses. necessary to replace or repanr damages o
losses neurred by fire, flood. storm, theft, accident o1 any other
cause not controllable by CONTRACTOR or Operating Company
through the exercise of reasonable diligence. CONTRACTOR or
Operating Company shall furmsh GANOPE and CONTRACTOR
wiitten notice of damages or losses incurred 1n excess of 100040 § ten
thousand U.S. Dollars per occurrence, as soon as practicable atter
report of the same has been received by CONTRACTOR o
Operating Company.
(h) Insurance and Claims:

The cost of any public hability, property damage and other
msurance  against  liabilites  of CONTRACTOR,  Operating
Company and‘or the parties or any of them to then emplovees
andior outsiders as mav be requured by the laws, rules and
regulations of the GOVERNMENT or as the parties may agree
upon. The proceeds of anv such mswance or claum collected, less
the actual cost of making a claum, shall be credited  against
operations.

It no mswance 15 carrled for a particular sk, m accordance with
good mtemnational od field practices, all 1elated actual expenditures
meurred and paid by CONTRACTOR or Operating Company 1n
settlement of any and all losses, clanms, damages, judgments and any
other expenses. mcluding 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.
(i) Legal Expenses:

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

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

(1) While CONTRACTOR 1s conducting Exploration operations,
the cost of statfing and maintaining CONTRACTOR’ s head
office 1 the A RE. andior other offices established in the
ARE. as appropuate other than field offices wiluch 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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CONTRACTOR s adnumstrative overhead outside the ARE.
applicable to Exploration operations in the A R E. dunng the
period prior to the tormation of the Operating Company shall be
charged each month at the rate of five percent (5%) of totfal
Exploration expencitures, where CONTRACTOR s Exploration
operattons  ate carned out by CONTRACTOR itselt  Any
admustrative overhead of CONTRACTOR ountside the A RE.
applicable to A R E. Exploration operations will not be charged
on the Exploration operations 1 A R.E. while Exploration
operations are being conducted following the tormations of the
Operating Company.
No other dmect  charges as such for CONTRACTOR's
admumstrative overhead outside the ARE. will be applied
against the Exploration  oblhigations. Examples of the tvpe of
costs CONTRACTOR 15 mcwrnng and charging hereunder due
to activities under  tlhos Agreement and covered by said
percentage are;

. Executive - Time of executive officers.

2 Treasmry - Financial and exchange problems.

3. Purchasing - Procurning matenals, equupimeant and supplies.

L

- Exploration and Production-Directing, advising and controlling
the entire project.

)

- Other departments such as legal. comptroller and engineering
which contribute tume, lknowledge and experience to the
operations,

The toregoing does not preclude charging tor direct service

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

While Operating Company 1s conducting operations. Operating
Company s personnel engaged 1 general clerical and office
work, supervisors and officers whose tume 15 generally spent 1n
the main otfice and not the field, and all emplovees generally
constcdered as  general and  admuustrative and not charged to
other types of expense will be charged to operations. Such
expenses shall be allocated sach month between Exploration
and Development operations according to sound and practicable
accounting methods.
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Taxes:
All taxes, duties or levies patd i the AR E. by CONTRACTOR or
Operating Company with respect to this Agreement other than

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

(m) Continuing CONTRACTOR Costs:

(n)

(@)

Costs of CONTRACTOR activities required under the Agreement
and mcurred exclusively in the A RE. after Operating Company 13
formed. No sales expenses mcurred outside or mside the ARE.
may be recovered as a cost.
Other Expenditures:
Any costs, expenses o expenditures, other than those which are
covered and dealt with by the foregoing provisions of this Article II,
mcurred by CONTRACTOR or Operating Company under approved
Work Programs and Budgets.
ARTICLE III
INVENTORIES
Periodic Inventories, Notice and Representation:
At reasonable intervals as agreed upon by GANOPE and
CONTRACTOR 1nventories shall be taken by Operating Company
of the operations matenals, which shall include all such materials,
physical assets and construction projects. Wiitten notice of intention
to take mventory shall be given by Operating Company to
GANOPE and CONTRACTOR at least thurty (30) days before any
mventory 1s to begin so that GANOPE and CONTRACTOR may be
represented when any mventory 1s taken. Faillure 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 furnish the party not represented with a copy thereof.
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() 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 adpusted by Operating Company.
ARTICLE IV
COST RECOVERY

Statements of Recovery of Costs and of Cost Recovery

Petroleum:

CONTRACTOR shall, pusuant to Article VII of the Agreement,
render to GANOPE as prompily 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 tor that quarter showing:

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

any.

-2

. Recoverable costs mncurred and paid during the quarter.

(Y]

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

-bs

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

.r“}'l

- Amount of costs recovered for the quarter.

6. Amount of recoverable costs cartied 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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(c)

(d)

Payments:

It such Statement shows an amount due GANOPE, payvment of that
amount shall be made 1 U.S. Dollars by CONTRACTOR with the
rendition of such Statement. If CONTRACTOR fails to make any
such paviment 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) for three (3)months U.S. Dollars deposits
prevalling on the date such interest 1s calculated. Such interest

paviment 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 in kund 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.
Audit Right:

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

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

ARTICLE ¥

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 expenditimes reported on  Statements of
activity prepared per Article T (b) (1) of this Annex, less any
recuctions agreed to by GANOPE and CONTRACTOR following
written exceptions taken by a non-operator pursuant to  Article I (¢)
(1) of this Annex, 1 order to determine when muninmm Exploration
obligations have been met.
Cost Recovery Control Account:
CONTRACTOR will establish a Cost Recovery Control Account
and an off-setting contra account to control therein the amount of
cost rematning to be recovered, if any, the amount of cost recovered
and the value of Excess Cost Recovery Petroleum, if any.
Major Accounts:
For the purpose of classifying costs, expenses and expenditures for
Cost Recovery as well as for the purpose of establishing when the
minimum Exploration obligations have been met, costs, expenses
and expenditures shall be recorded 1n major accounts including the
following:
- 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 recovery of costs and the
treatment of Cost Recovery Petroleum.
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ARTICLE VI
TAX IMPLEMENTATION PROVISIONS

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

The "gross-up value" 1s an amount added to Provisional Income to give

"Taxable Income", such that the grossed-up value 15 equivalent 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, 15 constant and not dependent on the level of income,

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

Provisional income x Tax Rate

Grossed-up Value = ,
1 - Tax Rate

where the tax rate 13 expressed as a decimal.

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

y 10 x (0.4 _
PIOX04 _g667
1 - 0.4

Therefore:
Provisional income $10.00
Plus Grossed-up Value 6.67
Taxable Income $16.67
Less: A R.E. Income Taxes at 40% 6.67

CONTRACTOR s Income after taxes $ 10.00
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