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CONCESSION AGREEMENT FOR GAS AND CRUDE
OIL
EXPLORATION AND EXPLOITATION
BETWEEN
THE ARAB REPUBLIC OF EGYPT
AND
THE EGYPTIAN NATURAL GAS HOLDING

COMPANY

AND
IEOC Exploration B.V.
IN
EL BOUGAZ OFFSHORE AREA
MEDITERRANEAN SEA
A.R.E.

This Agreement made and entered on this ---------- day of -------- 200, by
and between the ARAB REPUBLIC OF EGYPT (hereinafter referred to
variously as the "A R.E." or as the "GOVERNMENT"), the EGYPTIAN
NATURAL GAS HOLDING COMPANY, a legal entity created by the
Prime Munister Decree No. 1009 of 2001, as amended, and according to
Law No. 203 of 1991, as amended (hereinafter referrcd to as "EGAS")
and IEOC Exploration B.V. limited liability company organized and
exisiing under the laws of the Netherlund (hercinafter referred to as

"TEOCT or "CONTRACTOR" ).
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WITNESSETH

WHEREAS, all minerals, including petroleum, existing in mines and
quarries 1n the A _R.E., including its territorial waters, and in the seabed
subject to its jurisdiction and extending beyond its territorial waters, are
the property of the State; and

WHEREAS, EGAS has applied to the GOVERNMENT for an exclusive
concession for the Exploration and exploitation of Petroleum in and
throughout the area referred to in Article II, and described in Annex "A"
and shown approximately on Annex "B", which are attached hereto and
made part hereof; (hereinafter referred to as the "Area"); and

WHEREAS [EOC, agrees to undertake its obligations provided
hereinafter as CONTRACTOR with respect to the Exploration,
Development and production of Petroleum in El Bougaz Offshore Area,

Mediterranean Sea; and
WHEREAS, the GOVERNMENT hereby desires to grant such

concession pursuant to this Agreement; and
WHEREAS, the Mimister of Petroleum, pursuant to the provisions of
Law No. 80 of 1956, may enter into a concession agreement with EGAS,
and with [EOC as a CONTRACTOR 1in the said Area.
NOW, THEREFORE, the parties hereto agree as follows:
ARTICLE I
DEFINITIONS

(a) "Affiliated Company™ means a company:

(1) of which the share capital, conferring a majority of votes at
stockholders' meetings of such company, is owned directly or
indircctly by a party hereto; or

(11} which s the owncr directly or indirectly of share capital
conferning a majority of votes at stockholders' meetings of a

parly hereto; or
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(iii) of which the share capttal conferring a majority of votes at
stockholders’ meetings of such company and the share capital
conferring a majority of votes at stockholders' meetings of a
party hereto are owned directly or indirectly by the same
company.

{b) "Agreement"” means this Concession Agreement and its Annexes.

(c) "AR.E." means the Arab Republic of Egypt.

(d) A "Barrel” shall consist of forty-two (42) United States gallons,
liquid measure, corrected to a temperature of sixty degrees
Fahrenheit (60°F) at atmospheric pressure of 14.696 PSIA.

(e) "BTU" (British Thermal Unit) means the amount of energy required
to raise the temperature of onc (1) pound of pure water of onc ()
degree Fahrenheit from sixty degrecs Fahrenheit (60°F) to
sixty-one degrecs Fahrenheit (61°F) at a constant pressure of
14.696 PSIA.

() "Calendar Yeur" means a period of twelve (12) months from 1™
January to 31* December accordin g to the Gregonan calendar.

(g) "Commercial Gas Well” means the first well on any geological
feature which, after testing for a period of not more than thirty (30)
consecutive days, where practical, but in any event 1n accordance
with sound and accepted industry production practices and verttied
by EGAS, 1s found to be capable of producing at the average rate of
not less than fifieen million (15,000,000} Standard Cubic Feet of
Gas per day (SCFD). The date of discovery of a Commercial Gas
Well is the date on which such well is tested uand completed

according 1o the above.
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(h) "Commercial Qil Well" means the first well on any geological
feature which, after testing for a period of not more than thirty (30)
consecutive days, where practical, but in any event in accordance
with sound and accepted industry production practices and verified
by EGAS, is found to be capable of producing at the average rate of
not less than three thousand (3,000) Barrels of Oil per day (BOPD).
The date of discovery of a Commercial Gil Well 1s the date on
which such well is tested and completed according to the above.

(i) "Commercial Production" means Petroleum produced and saved for
regular shipment or delivery, as may be applicable for o1l or gas.

(j) "Commercial Production Commencement” means the date on which
the first regular shipment of Crude Oil or the first regular deliveries
of Gas are made.

(k) "CONTRACTOR" could be one or more compantes (each company
to be individually referred to as a "CONTRACTOR MEMBER"}.
Unless modified in accordance with Article XXI heren,
CONTRACTOR under this Agrcement shall mean IEOC.

(1) "Development” includes, without limitation, all the opcrations and
aclivities pursuant to approved Work Programs and Budgets under
this Agreement with respect to:

(i) drilling. plugging, deepening, side tracking, re-dnlhng,
completion and equiping of development wells, and the
change of a well status; and

(11) destgn, engineering, construction, installation, servicing and
maintenance of equipment, lines, systems facilitics, plants and
related operations to produce and operate said development
wells, taking, saving, treatment, handhing, storage,
transportation and delivery of Petroleum, re-pressuring,
recycling and other secondary recovery projects; and

(iii) transportation, storage and any other work or activities
necessary or ancillary to the activities specifiedin (1) and (11)

above,
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{m} "Devclopment Block™ means ar area the comer points of which
have to be coincident with one (1) minute by one {1} minute iatitude
and longitude divisions according to the International Coordinates
Grid System, where possible, or with the existing boundanes of the
Area covered by this Agreement as set oul in Annex "A"

(n) "Development Lease(s)” means the area that covers one or more
Development Block{s) covering the geological structure capable of
production, the comer points of which have to be coinétdent with
fatitude and longitude divisions sccording to the Intemational
Coordinagtes Grid Swstem, where possible, or with the existing
houndaries of the Area covered by this Agrcement as set out
Annex A"

{0} "Effective Date"” means the date on which the text of this Agreement
is signed by the GOVERNMENT, EGAS and CONTRACTOR,
afier the relevant Law s jssued,

(p) "EGPC" means the Egyptian General Petroleum Corporation, a legal
entity ¢reated by Law No. 167 of 1958, as amended.

{q) "Exploration” includes such geological, geophysical, aenal and other
surveys as may be contained in the approved Exploration Work
Programs and Budgets, and the drilling of such shot holes, core
holes, stratigraphic tests, holes for the discovery of Petroloum oy the
appraisal of Petroleum discoveries and other related boles and
wells, and the purchase or scquisition of such supplies, malenauls,
services and equipment therefore, all s may be contained i the
approved Work Programs and Budgets. The verb "explore” means

the act ot conducting Exploration.
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{r} "Exploration Block” means an area the corner points of which are
coimcident with three (3} minules by three {3) minutes latitude and
jongitude divisions according to the International Coordinates Grid
System, where possible, or with the existing boundaries of the Area
covered by this Agreement as set oul in Annex "A”,

{s) "Financial Year" means the GOVERNMENT's financial Year
according to the laws and regulations of the A R.E.

(t} "Gas" means natural gas both associated and non-associated, and all
of its constituent e¢lements produced from any well in the Area
{(other than Liqutd Crude Oil) and all non-hydrocarbon substances
therein. Said term shall include residual gas, (hat gas remaining
after removai of LPG.

{u} "Gas Sales Agreement” means a writfen agreement entered o
pursuant to Articie Vil{e) between EGAS and CONTRACTOR {s5
seiiersy and EGAS and/or third party {as buyers), which contums
the terms and conditions for Gas sales from 4 Development Lease.

(v} “Joint Venture Company” is @ company to be formed i accordance
with Article VI and Annex "I3" of this Agreement.

(w) "Liquid Crude Oil” or "Crude O1l" or "Oil" means any hydrocarbon
produced from the Area which is in a liquid state at the wellhead or
lcase separators or which is extracted from the Gas or casing head
gas in a plant. Such hquid state shall exist at sixty degrees
Fuhrenheit (60°F) and atmeospheric pressure of 14.696 PSIA. Such

rerm includes distillate and condensate.
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{x} "LNG” means liguefied natural gas.

{y) "LPG" means liqucfied petroleum gas, which is a mixture principally
of butane and propane liquefied by pressure and temperature,

{2} "Operator” means CONTRACTOR (if it is one company) or one of
the CONTRACTOR MEMBERS (if they sre more than one
companyj, as the case may be, appointed by them to be the entity (0
which, from which and in whose name all notifications related to or
in connection with this Agreement shall be made. CONTRACTOR
shall notify the name of the Operator to EGAS.

(an) "Petroleum”™ means Liguid Crude O of various densitics,
asphalt, Gas, casing head gas and all other hydrocarbon
substances that may be found in, and produced, or otherwise
obtained and saved from the Avea under this Agreement, and
all substances that may be extracted therefrom.

(Db} "Standard Cubic Foot (SCF)” is the amount of gas necessary
to Till one {1} cubic foot of spuce at atmospheric pressure of
14696 PSIA at g base temperature of sixty degrees
Fahrenheit (60 F).

(ce) "Tax Year" means the period of twelve (12) months according
to the laws and regulations of the A.R.E.

(cid) " Year” means a period of tweive (12} months according to the

Gregorian calendar,
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ARTICLE HII
ANNEXES TO THE AGREEMENT

Annex "A" is a description of the Area covered and affected by this
Agreement, hereinafter referred to as the "Area".

Annex "B" is a provisional illustrative map on the scale of
approximately (1: 350,000) indicating the Area covered and affected by
this Agreement and described in Annex "A".

Annex '"C" is the form of a Letter of Guarantee to be submitted by
CONTRACTOR to EGAS one (1) day before the time of signature by the
Minister of Petroleum of this Agreement, to guarantee the execution of
CONTRACTOR's minimum Exploration obligations hereunder for the
mitial three (3) year Exploration period by paying and / or transfeiring a
quantity of Pctroleum sufficient in value to cover the shorifall between
the sum ot fifteen million U.S. Dollars ($15.000,000) and the amount of
money spent by CONTRACTOR during such Exploration period and
approved by EGAS according to the provisions of this Agreement. In
case CONTRACTOR extends the initial Exploration period for one (1) or
two (2) additional periods, each of two (2) years respectively, cach in
accordance with Article IlI (b) of this Agreement, a similar Letter(s) of
Guarantee shall be issued and be submitted by CONTRACTOR on the
day the CONTRACTOR cxcrcises its option to extend. The first such
Letter of Guarantee rclated (o the first extension exploration period shall
be to guarantee the payment and / or transferring a quantity of Petroleum
sufficient in value to cover the shortfall between the sum of ten million
U.S. Dolilars ($10,000,000) and the amount of money spent by
CONTRACTOR during such Exploration period and approved by EGAS
according to the provisions of this Agreement and the second such Letter

of Guarantee related to the second extension exploration period shall be
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o guurantee the payment and / or transferring a quantily of Petroleum
sufticient in value 1o cover the shortfall between the sum of ten million
U.S. Dollars ($10,000,000) and the amount of money spent by
CONTRACTOR during such exploration period and approved by EGAS
according 10 the provisions of thig Agreement, less i both mstances any
excess expenditures incurred in the preceding Exploration penod
permitted for carry forward in accordance with Article IV (b} third
paragtaph of this Agreement, and approved by EGAS in accordance with
this Agreement. Lach of the three {3) Letters of Guarantee shali remam
effective for six {(0) months after the end of the relevant Exploration
period {or which It has been issucd, except as it may expire upon
compiction of CONTRACTOR s gbligations hersunder,

Annex "D" is the form of a Charter of the Joint Veniure Comipany 10 he
formed as provided for in Article V1 hereof.

Annex "E" 15 the Accounting Procedure,

Annex "F7 is a currcnt map of the National Gas Pipeline Grid Svstem
established by the GOVERNMENT. The point of delivery for Gas shall
be agrced upon by EGAS and CONTRACTOR under a Gus Sales
Agreement, which pomt of delivery shall be located at the Hunge
connecting the Development Lease pipeline to the nearest poim on the
Nattonal Gas Pipeline Grid System as depicted in Aonex "FY, or g
otherwise aareed by EGAS snd CONTRACTOR.

1 Gas is disposed of {or export, the point of delivery shall be agreed by
EGAS wnd CONTRACTOR.

Annexcs "ATCUBY CUUTDYUCET and "FT o this Agreement are hereby
muade part horent, and they shall be constdered as having equal foree and

zitecl with the provisions of this Agreenwenl,
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ARTICLE 111
GRANT OF RIGHTS AND TERM

The GOVERNMENT hereby grants EGAS and CONTRACTOR, subject

to the terms, covenants and conditions set out in this Agreement, which

insofar as they may be contrary to or inconsistent with any provisions of

Law No. 66 of 1953, as amended, shall have the force of law, an exclusive

concession in and to the Area described in Annexes "A" and "B".

(a) The GOVERNMENT shall own and be entitled to, as hereinafter
provided, a royalty in cash or in kind of ten percent (10%) of the
total quantity of Petroleum produced and saved from the Area
during the Development period (including its extension, if any).
Said royalty shall be borne and paid by EGAS and shall not be the
oblhigation of CONTRACTOR. The payment of royalties by EGAS
shall not be deemed to result in an income attributable to the
CONTRACTOR.

(b) An initial Exploration period of three (3) years shall start from the
Effective Date. Two (2) successive extensions to the initial
Exploration period, each of two (2) years respectively, shall be
granted to CONTRACTOR at its option, upon written notice given
to EGAS not less than thirty (30) days prioer to the end of the then
current Exploration period, as may be extended pursuant to the
provisions of Article V(a), and subject only to CONTRACTOR
having fulfilled its obligations hereunder for that period. This
Agreement shall be terminated if neither a Commercial Qil
Discovery nor a Commercial Gas Discovery is established by the
end of the seventh (7"‘) year of the Exploration period, as may be
extended pursuant to Article V(a). The election by EGAS to
undertake a sole risk venture under paragraph (c) below shall
neither extend the Exploration period nor affect the termination of
this Agreemcent us to CONTRACTOR.
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(¢) Commercial Discovery:

(1)

(11)

A "Commercial Discovery” - whether of Oi1l or Gas - may
consist of one (1) producing reservoir or a group of producing
reservoirs which is worthy of being developed commercially.
After discovery of a Commercial Oil or Gas Well,
CONTRACTOR shall, unless otherwise agreced upon with
EGAS, undertake as part of its Exploration program the
appraisal of the discovery by drilling one (1) or more appraisal
wells, to determine whether such discovery is worthy of being
developed commercially, taking into consideration the
recoverable reserves, production, pipeline and terminal
facilities required, estimated Pctroleum prices, and all other
relevant technical and economic factors.

The provisions laid down herein postulate the unity and
indivisibility of the concepts of Commercial Discovery and
Development Lease. They shall apply uniformly to Oil and
Gas, unless otherwise specified.

(1) CONTRACTOR shall give notice of a Commerecial Discovery

to EGAS immediatcly after the discovery is considered by
CONTRACTOR to be worthy of commercial development but
in any cvent, with respect 1o a Commercial O1l Well, not later
than thirty (30} days following the completion of the second
appraisal well or twelve (12) months following the date of the
discovery of the Commercial Oil Well, whichever 1s earlier; or
with respect to a Commercial Gas Well, not ltater than twenty
four (24) months fotlowing the date of the discovery of the
Commercial Gas Well (unless EGAS agrees to extend such
period); except that CONTRACTOR shall also have the right
to give such nolice of Commercial Discovery with respect (o
any reservolr or reservoirs even 1t the well(s) thereon are not
commerctal within the definition of "Commercial Oil or Gas
Well™ i, in is opinion. a reservoir or a group of rescrvoirs,
considered  collecuvely. coutd be worthy of commercial
development.
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CONTRACTOR may also give a notice of a Commercial Oil
Discovery in the event it wishes to undertake a Gas recycling
project.

A notice of Commercial Gas Discovery shall contain all
detailed particulars of the discovery, and especially the area
containing estimated recoverable reserves, the estimated
production potential and profile and field life, Gas analysis, the
pipeline and production facilities, estimated Petroleum prices,
and all other relevant technical and economic factors (unless
otherwise agreed upon by EGAS and CONTRACTOR).

Within sixty (60) days from receipt of a notice of a
Commercial Qil or Gas Discovery, EGAS and
CONTRACTOR shall start meeting and reviewing together all
appropriate data with a view to mutually agree upon the
existence of 1 Commercial Discovery as soon as possible. The
date of Commercial Discovery shall be the date EGAS and
CONTRACTOR jointly agree in writing that a Commercial

Discovery does exist.

Gv) If Crude Oil or Gas is discovered but is not deemed by

CONTRACTOR to be a Commercial Oil or Gas Discovery
under the above provisions of this paragraph (¢), EGAS shall
one (1) month after the expiration of the period specified
above within which CONTRACTOR can give notice of a
Commercial Oil or Gas Discovery, or thirteen (13) months

after the compiction of a well not considered to be a

* "Commercial Oil Well” or twenty five (25) months after the

completion of & well not considered to be a "Commercial Gas

Well", have the right, lollowing sixty (60) days written notice
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to CONTRACTOR, at its sole cost, risk and expense, to
develop, produce and dispose of all Crude Oil or Gas from the
geological feature on which the well has been drilled. Said
notice shall state the specific area covering said geological
feature to be developed, the wells to be drilled, the production
facilities to be installed and EGAS' estimated cost thereof.
Within thirty (30) days after receipt of said notice
CONTRACTOR may, in writing, elect to develop such area as
hereunder provided for in the case of Commercial Discovery.
In such event all terms of this Agreement shall continue to
apply to the specified area.

If CONTRACTOR elects not to develop such area, the specific
areca covering said geological feature shall be set aside for sole
rnsk operations by EGAS, such area to be mutually agreed
upon by EGAS and CONTRACTOR on the basis of good
petroleum industry practice. EGAS shall be entitled to perform
or, in the event the Joint Venture Company has come into
existence, to have the Joint Venture Company perform such
operations for the account of EGAS and at EGAS' sole cost,
nsk and expense. When EGAS has recovered from the
Petroleum produced from such specific area a quantity of
Petroleurn equal in value to three hundred percent (300%} of
the cost 1t has incurred in carrying out the sole risk operations,
CONTRACTOR shall have the option, only in the event that
there has been a separate Commercial Oil or Gas Discovery,
elsewhere within the Area, to share in further Development
and production of that specific area upon paying EGAS one
hundred percent (100%) of such costs incurred by EGAS.
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Such one hundred percent (100%) payment shall not be
recovered by CONTRACTOR. Immediately following such
payment, the specific area shall either (i) revert to the status of
an ordinary Development Lease under this Agreement and
thereafter shall be operated in accordance with the terms
hereof; or (ii) alternatively, in the event that at such time
EGAS or its Affiliated Company is conducting Development
operations in the area at its sole expense and EGAS elects to
continue operating, the area shall remain set aside and
CONTRACTOR shall only be entitled to its production
sharing percentages of the Crude Oil or Gas as specified in
Article VII(b). The sole risk Petroleum shall be valued in the
manner provided for in Article VH(c). In the event of any
termination of this Agreement under the provisions of Article
I1I(b), this Agreement shall, however, continue to apply to
EGAS’ operation of any sole risk venture hereunder, although
this Agreement shall have been terminated with respect to
CONTRACTOR pursuant to the provisions of Article IH(b).

(d) Conversion to a Development Lease:

(1)

(i1)

Following a Commercial Discovery of Oil or Gas, the extent
of the whole area capable of production to be covered by a
Development Lease shall be mutually agreed upon by EGAS
and CONTRACTOR and be subject to the approval of the
Minister of Petroleum. Such area shall then be converted
automatically into a Development Lease without the issue of
any additional legal instrument or permission.

Following the conversion of an area into a Development
Lease based on a Commercial Gas Discovery (or upon the
discovery of Gas in a Development Lease granted following a
Commercial Oil Discovery), EGAS and CONTRACTOR shall
endeavor with diligence to find adequate markets capable of
absorbing the production of Gas. With respect to the local
market EGAS shall advise CONTRACTOR if EGAS requires
such Gas for the local market, and the expccted annual
schedule of demand for such Gas. Thercafter, EGAS and
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CONTRACTOR shall meet with a view to assessing whether
the outlets for such Gas and other relevant factors warrant the
Development and production of the Gas and, in case of
agreement, the Gas thus made available shall be disposed of to
EGAS under a long-term Gas Sales Agreement 1n accordance
with and subject to the conditions set forth in Article VII.
(i1i) The Development period of each Development Lease shall be

as follows:

(aa) In respect of a Commercial O1l Discovery, twenty (20)
years from the date of such Commercial Oil Discovery
plus the Extension Period (as defined below), provided
that, if after the conversion of a Commercial Oil
Discovery into a Development Lease, Gas 18 discovered
in the same Development Lease and is used or is capable
of being used locally or for export hereunder, the period
of the Development Lease shall be extended only with
respect to such Gas, [.LPG extracted from such Gas and
Crude il in the form of condensate produced with such
Gas for twenty (20) years from the date of first dehveries
of quantities of Gas locally or for export plus the
Extension Period (as defined below); provided that the
duration of such Development Lease based on a
Commercial Oil Discovery shall not be extended beyond
thirty-five (35) years from the date of such Commercial
Oil Discovery unless otherwise agreed upon between
EGAS and CONTRACTOR and subject to the approval
of the Minister of Petroleum.

CONTRACTOR shall immediately notify EGAS of any
Gas discovery but shall not be required to apply for a
new Development Lease in respect of such Gas.

(bb) In respect of a Commercial Gas Discovery, twenty (20)
years from the date of first deliveries of Gas locally or
for export plus the Extension Period (as defined below);
provided that, if after the conversion of a Commercial
Gas Discovery into a Development Lease, Crude Oil 1s
discovered in the same Development Lease,
CONTRACTOR's share of such Crude Oil from the
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Development Lease (except LPG extracted from Gas or
Crude Oi! in the form of condensate produced with (as)
and Gas associated with such Crude Oil shall revert
entirely to EGAS upon the expiry of twenty {20) years
from the date of such Crude Oil commercial discovery
pius the Extension Period (as defined below).
Notwithstanding, anything to the contrary under this
Agreement, the duration of a Development Lease based
on a Commercial Gas Discovery shall in no case exceed
thirty-five (35) years from the date of such Commercial
Gas Discovery unless otherwise agreed upon between
EGAS and CONTRACTOR and subject to the approval
of the Minister of Petroleum.

CONTRACTOR shall immediately notify EGAS of any
Crude Oil discovery but shall not be required to apply for
a new Development Lease in respect of such Crude Oil.

(cc) The notification to EGAS of the discovery of Gas in a

(dd)

Development Lease based on Commercial Oil
Discovery, or vice versa; should include all technical
information mentioned in Article I1I{c)(i) and (111) above.
The " Extension Period" shall mean a period of five (5)
years which may be elected by CONTRACTOR upon six
(6) month prior written request sent by CONTRACTOR
to EGAS prior to the expiry of the relevant twenty (20)
year period supplemented by techntcal studies, including
the evaluation of production period, the expected levels
of production during the Extension Period,
CONTRACTOR's obligations and relevant economtic
considerations. The Extension Penod is subject to the

approval of the Minister of Pctroleum.
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(e) Development operations shall, upon the issuance of a Development
Lease granted following a Commercial Oil or Gas Discovery, be
started promptly by the Joint Venture Company and conducted in
accordance with good petroleum fields' practices and accepted
petroleumn engineering principles, until the field is considered to be
tully developed. It being understood that if associated Gas is not utilized,
EGAS and CONTRACTOR shall negotiate in good faith on he
best way to avoid impairing the production in the interests of the parties.
In the event no Commercial Production of Oil in regular shipments
1s established from any Development Block in any Development
Lease within four (4) years from the date of Commercial Oil
Discovery, such Development Block shall immediately be
relinquished, unless it is sharing in production with another
Commercial Qil or Gas Discovery in the same Development Lease.
Development operations in respect of Gas and Crude Oil in the
form of condensate or LPG to be produced with or extracted from
such Gas shall, upon the signature of a Gas Sales Agreement or
commencement of a scheme to dispose of the Gﬁé:_.whelher for
export as referred to in Article VII or otherwise, be started
promptly by the Joint Venture Company and be ‘conducted in
accordance with good gas field practices and abt':'epted petroleum
engineering principles and the provisions of such agreement or
scheme.

In the event no Commercial Production of Gas is established in
accordance wilth such Gas Sales Agreement or scheme, the
Development Lease relating to such Gas shall be relinquished,

unless otherwise agreed upon by EGAS.
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In the event no Commercial Production of Gas in regular deliveries
is established from any Development Block in any Development
Lease within four (4) Years from the date of the first (ias deliveries
either iocally or for e¢xport, such Development Block shall
immediately be rehinquished, unless it is sharing in production with
another Commercial Oil or Gas Discovery in the same
Development Lease.

tach Development Biock in a Development Lease being partly
within the radius of drainage of any producing weil in such
Development Lease shall be considered as participating in the
Commercial Production referred to above.

If, upon application by CONTRACTOR, it is recognized by EGAS
that Crude Oil or Gas is being drained from an Exploration Block
under this Agreement into a Development Block on an adjoining
concession area held by the same CONTRACTOR or another
contractor, such Exploration Block being drained shall be
considered as participating in the Commercial Production of the
development block in question and the Exploration Block being
drained shall be converted mio a Development Lease wath the
ensuing allocation of costs and production {calculated from the
Effective Date or the date such drainage occurs, whichever is later)
between the two concession areas. The allocation of such costs and
production under each concession agreement shall be in the same
portion that the recoverable reserves in the drained geological
structure underlying each concession area bears to the total
recoverable reserves of such structure underlying both concession
areas. The production sllocated to a concession area shall be priced

according {0 the concession agreement ¢covering that cOncession area.
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In case of failure by the CONTRACTOR or contractors in each
concession area to agree on the allocation of costs and for
production for such separate Development [eases under each
concession arca, shall be resolved by expert determination, the
expert to be agreed upon by the two concermned CONTRACTOR
and contractor(s). EGAS shall have the right to interfere and induce
the CONTRACTOR and CONTRACTOR(s) in each concession
area to fully cooperate and resolve the drainage matter in expedient
manner as per the expert decision, such that neither contractor shall
be unjustifiably enriched. The cost of the expert shall in no event
be recovered in both concessions.

CONTRACTOR shall bear and pay all the costs and expenses
required in carrying out all the operations under this Agreement,
but such costs and expenses shall not include any interest on
mvestment. CONTRACTOR shail look only to the Petroleum to
which it is 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 this Agreement and i(s extension
according to Articte I (d) (3) (dd), the total production achieved in
the conduct of such operationg shall be divided between EGAS and
CONTRACTOR 1 accordance with the provisions of Article VIL

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

Egyptian income tax laws in A.R.E. and shall comply with the
requirements of such laws with respect to the filing of returns, the

assessment of tax, and keeping and showing of books and records.
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(2) CONTRACTOR shall be liable to prepare the tax return and to
add the non recoverable costs, that only the Tax authority shall
be entitled to audit. CONTRACTOR shall submit the tax return
to EGAS (25) days prior to the due date of submitting thereof
to the tax authority. EGAS shall have the right to review the
tax return in order to accept the tax calculation therein. EGAS
shall provide comments on such return within (15) days of the
date of receiving the tax return from CONTRACTOR. In any
case CONTRACTOR shall be responsible for submitting the
tax return to the tax authority within the due date .

(3) CONTRACTOR's annual income for Egyptian income tax purposes

under this Agreement shall be an amount calculated as follows:

The total of the sums received by CONTRACTOR from the
sale or other disposition of all Petroleum acquired by

CONTRACTOR pursuant to Article VII(a) and (b):
Reduced by:
(1) The costs and expenses of CONTRACTOR; and

{(11) The value as determined according to Article VII(c), of EGAS'
share of the Excess Cost Recovery Petroleum (as defined

below) to be paid to EGAS in cash or in kind, if any;

plus:
An amount equal to CONTRACTOR's Egyptian income taxes

grossed-up in the manner shown in Article VI of Annex "E".
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For purposes of above tax deductions in any Tax Year, Article
Vii{a} shail apply only in respect of classification of ¢osts and
expenses and rates of amortization, without regard 10 the
percentage limitation referred to in the first paragraph of Article
Viia)i3 Al costs and expenses of CONTRACTOR in
conducting the operations under this Agreement which are not
coptrolled by Article VIl (a) as above qualified shall be
deductible in accordance with the provisions of the Egyptian
Income Tax Law.

(4) EGAS shall assume, pay and discharge, in the pame and on
behalf of CONTRACTOR, CONTRACTOR's Egyptian
income tax out of EGAS' share of the Petroleum produced and
saved and not used in operations under Article VIL All taxes
paid by EGAS in the name and on behalf of CONTRACTOR
shail be considered as income to CONTRACTOR,

{3} EGAS shall furnish to CONTRACTOR the proper official
receipts evidencing the payment of CONTRACTOR's Egyptian
income tax for each Tax Year within pinety (90} days
following the receipt by EGAS of CONTRACTOR's tax
declaration for the preceding Tax Year. Such receipts shall be
issued by the proper tax authorities and shall state the amoumnt
and other particulars that are customary for such receipis,

{6) As used herein, Egyptian Income Tax shall be inclusive of all
income taxes payable in the ARE. {includmg tax on tax) such
as the tax on income from movable capital and the tax on
profits from commerce and industry and inclusive of faxes
based on income or profits, including all dividends,
withholding with respect to shareholders and other taxes
imposed by the GOVERNMENT of AR.E. on the distribution
of income or profits by CONTRACTOR.
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{?} In calculating 1ts A R.E. income taxes, EGAS shall be entitled

to deduct all royalties paid by EGAS to the GOVERNMENT
and CONTRACTOR's Egyptian income taxes paid by EGAS
onn CONTRACTORs behalf.

ARTICLE IV

WORK PROGRAM AND EXPENDITURES DURING

EXPLORATION PERIOD

(a} CONTRACTOR shall commence Exploration operations

hersunder not later than six {6) months from the Effective Date
with a commtment of acquiring 3D seismic survey program.
CONTRACTOR shall have the commitment of drilling one (1)
exploratory well during the initial Exploration period. EGAS
shall make available for CONTRACTOR's use all seismic,
wells and other Exploration data with respect to the Area as
EGAS is entitled to do s0.

(b) The inmitiai Exploration period shaill be of three (3) years.

CONTRACTOR may extend this Exploration periad for one
{1} or two (2} successive extension penods of two (2) years for
the first extension and two {2} Years for the second exiension,
iz accordance with Articie HI {b), each of which upon at least
thirty {30) days pnior wrillen notice fo EGAS, subject o
CONTRACTORs fulfiliment of its mmimum Exploration
obligations hereunder for the then current Exploration period.

CONTRACTOR shail spend a minimum of fifteen million US.
Doliars ($15,000,000) on Exploration operations and activities
related thereto, during the initial three (3) year Exploration
period; provided that CONTRACTOR shall acquire a 3D
seismic survey program and drill one (1) expioratory well
during the intial three (3} Year Exploration period. bFor the
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first two (2) year extension period that CONTRACTOR elects
to extend beyond the initial Exploration perod,
CONTRACTOR shall also spend a minimum of ten mallion
U.S, Dollars (3$10,000,000), provided that CONTRACTOR
shall also drill one {1} exploratory well. For the second two (2)
year extension penod that CONTRACTOR ceiects 1o extend
beyond the two (2) vyear fust extension period,
CONTRACTOR shall also spend a mimmmum of ten muilion
US. Dollars ($10,000,000), provided that CONTRACTOR
shali also dnll one (1) exploratory well.

Should CONTRACTOR spend more than the minimum
amount required 1o be expended or dill more wells than the
minimun required to be drilied during the imtial three (3) year
Exploration period, or during any Exploration period
thereafter, the excess may be subtracted from the mintrmurm
amount of money required to be expended by CONTRACTOR
or minimum number of wells required to be drilied by
CONTRACTOR during any succeeding Exploration period(s),
a$ the case may be,

in case CONTRACTOR surrenders its Exploration rights under
this Agreement as set forth above before or at the end of the
third (S‘ﬁ) year of the initial Exploration penod, having
expended less than the total sum of fifteen miltion U.S. Dollars
($15,000,000} on Exploration, or in the event that at the end of
the third (3) year of the initial Exploration period,

LONTRACTOR has expended less than said sum in the Area,

an amount equal to the difference bhetween the said fiftgen
million LS. Dollars ($15,000,000) and the amount aciually
spent on Exploration and approved by EGAS according to the
provisions of this Agreement shall be paid by CONTRACTOR
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to BGAS at the time of surrendering or within six {6) months
from the end of the third (3 year of the initial Exploration
period, as the case may be. Any expenditure deficiency by
CONTRACTOR at the end of any additional Exploration
period for the reasons stated above shall similarly result in 2
payment by CONTRACTOR to BGAS of such deficiency.
Provided that this Agreement I8 still m force as 1o
CONTRACTOR, CONTRACTOR shail be entitled to recover
any such pavments as Exploration expenditure in the manner
provided for under Article VII in the gvent of Commercial
Production.

Without prejudice to Article ITI(h), in case no Commercial Qil
Discovery is established or no notice of Commercial (as
Discavery is given by the end of the seventh (7' year, as may
be extended pursuant to Arnicle Via), or in case
CONTRACTOR surrenders the Area under this Agreement
prior to such time, BEGAS shall not bear any of the aforesaid
expenses spent by CONTRACTOR.

() At least four (4) months prior to the beginning of each

Financizl Year or at such other times as may mutually be
agreed 1o by EGAS and CONTRAUCTOR, CONTRACTOR
shall prepare an Exploration Work Program and Budget for the
Area setting forth the Exploration operations which
CONTRACTOR proposes to carry out during the ensuing
Year,

The Exploration Work Program and Budget shall be reviewed
by a joint committee to be established by EGAS and
CONTRACTOR after the Effective Date of this Agreement.
This committee, hereinafier referred to as the "Exploration
Advisory Committee”, shall consist of six (6) members, three
{3} of whom shall be appointed by EGAS and three (3} by
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CONTRACTOR. The Chairman of the Exploration Advisory
Committee shall be designated by EGAS among the members
appointed by it. The Exploration Advisory Commitiee shall
review and give such advice as it deems appropriate with
respect o the proposed Exploration Work Program and
Budget. Following review by the Exploration Advisory
Committee, CONTRACTOR shall miake such revisions and
submit the Exploration Work Program and Budpet 10 BGAS
tor its approval.

Following such approval, it is further agreed that:

(i) CONTRACTOR shall neither substantially revise or
maodify said Exploration Work Program and Budget nor
reduce the approved budgeted expenditure without the

approval of EGAS;

(11} In the cvent of emergencies involving danger of loss of
lives or property or damage (o the environment,
CONTRACTOR may expend such additional unbudgeted
amounts as may be required to alleviate such danger or
damage. Such expenditure shall be considered in all
aspects as Exploration expenditure and recovered
pursuant to the provisions of Article VII hereot.

{d)y CONTRACTOR shall advance all necessary funds for all

materials, equipment, supplies, personnel administration and
operations pursuant to the Exploration Work Program and
Budget, and ECGAS shall not be responsible to bear or repay
any of the sforesaid costs.

{ey CONTRACTUTOR shali be responsible for the preparation and

performance of the Exploration Work Program and Budget
which shall be implemented in a workmanlike manner and
consistent with good petroleum industry practices.

Al geological and geophysical studies as well as any other
studies related to the performance of this Agreement shall be
made in the A R.E, except as is appropriate for the specialized
geophysical, geologic, engineering and development studies
thereon, that may be made in specialized centers outside the
A.R.E,, subject to EGAS approval.
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CONTRACTOR  shall enirust  the management of
Exploration operations in the AR.E. to its technically
competent General Manager and Deputy General Manager,
The names of such General Manager and Deputy General
Manager shall, upon appointment, be forthwith notified to
the GOVERNMENT and to EGAS. The General Manager
and, in his absence, the Deputy Goneral Manuager shall be
entristed by CONTRACTOR with sufficient powers to
caryy .ut inwnediately all lawful written directions given to
them by the GOVERNMENT or its represeniative under the
terms of this Agreement. All lawful regulations issued or
hereafter to be issued which are applicable hereunder and
not in conflict with this Agreement shall apply 1o
CONTRACTOR.

{f3} CONTRACTOR shall supply EGAS, within thurty (30} days

from the end of cach calendar quarter, with a Statement of
Exploration Activity relating to Exploration which has been
conducted in uny portion of the Area not converied o 8
Development  Lease, showing costs  incurred by
CONTRACTOR dunng such quarter. CONTRACTOR's
records and necessary supporting documents shall be
avatlable for inspection by ECGAS at any time during regular
working hours for three (3) months from the date of
receiving each Statement of Exploration Activity.

Within the three (3) months from the date of recciving each

Statement of Exploration Activity, EGAS shall adwise

CONTRACTOR in writing if it considers:

(1) that the record of costs 18 not correct; or

{2} that the costs of goods or services supphed are not in ling
with the international market prices for goods or
services of similar quiality supphed on simtlar terms
prevaiiing at the time such goods or services were
supplicd: provided however, that purchases made and
services performed within the ARE. shall be subject to
Articie XX Vi or

(3) that the condition of the materials fumished by
CONTRACTOR does not tatly with their prices; or
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{4} that the costs incurred are not reasonably required for
operations.
CONTRACTOR shall confer with EGAS in connection with
the problem thus presented, and the parties shall attempt to
reach a mutually satisfactory setilement.
Any reimbursement due to EGAS out of the Cost Recovery
Petroleum as a resuit of reaching agreement or as a result of
an arbitral award, shall be promptly made in cash to EGAS,
plus simple interest at LIBOR plus 1wo and half percent
{2.5%) per annum from the date on which the disputed
amount(s) would have been paid to EGAS according to
Article VIHaX2) and Anncx "E" of this Agrecment (1.¢., the
date of rendition of the relevant Cost Recovery Statement)
to the date of payment. The LIBOR rate applicable shall be
the average of the figure(s) published by the Financial
Times of London representing the mid-point of the rates
(bid and ask) applicable to one (1) month US. Dollars
deposits in the London Interbank Eurocurrency Market on
each fifteenth (15™) day of each month occurring between
the date on which the disputed amount(s) would have been
naid to EGAS and the date on which il 15 settled.
If The LIBOR rate is available on any fifteenth (15™) day
but i not published in the Financial Times in respect of
such day for any reason, The LIBOR rate chosen shall be
that offered by Citibank N A, 1o other leading banks in the
London Inter bank Burocurrency Muarket for one {1) month
1.5, Dollar deposits.
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If such fifteenth (15 th) day is not a day on which LIBOR
rates are quoted in the London Inter bank Eurocurrency
Market, the LIBOR rate to be used shall be that quoted on
the next following day on which such rates are quoted.

If within the time limit of the three (3} month period
provided for in this paragraph, FEGAS has not advised
CONTRACTOR of its objection to any Statement, such
Statement shall be conswdered as approved.

{g) CONTRACTOR shall supply ali funds necessary for its

operations in the AR.E. under this Agreement in freely
convertible currency from abroad. CONTRACTOR shall
have the right to freely purchase Egvptian currency in the
amount pecessary for s oparations in the ARE. from EGAS
or EGPC or from any bunk authorized by the GOVERNMENT
to conduct foreign currency exchange. Priority shall be
given by CONTRACTOR 1 purchase the Egyplian
cwrrency from EGAS or EGPC, at the discretion of EGAS
and at the same applicable conditions as such currency may
be purchased from the National Bank of Egypt.

(h} EGAS and EGPC are authorized to advance to CONTRACTOR

the Egyptian currency required for the operations under this
Agreement against receiving irom CONTRACTOR an
equivalent amount of U.S. Dollars at the official A R.E. rate
of exchange, such amount in U8, Dollars shall be deposited
i an BGAS or EGPC aocount abroad {as the case may be)
with a correspondent bank of the National Bank of Egypt,
Caira, A.R.E. Withdrawals from said account shall be used
to finance EGAS or EGPC's (as the case may be) and their
Affiited Companies’ Toreign  currency  requirements,
subject 10 the approval of the Minister of Petroleum.
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ARTICLE V

MANDATORY AND VOLUNTARY RELINQUISHMENTS
(a) MANDATORY:

At the end of the third (3™) year after the Effective Date hereof,
CONTRACTOR shall relinquish to the GOVERNMENT a total of
twenty five percent (25%) of the original Area on the Effective
Date not then converted into a Development Lease(s). Such
relinquishment shall be in a single unit (unless otherwise agreed
upon by EGAS and CONTRACTOR) of whole Exploration Blocks
or originally ¢xisting parts of Exploration Blocks not converted into
Development Leases so as to cnable the relingquishment
requirementis to be precisely fulfilled.
At the end of the fifth (5™) vear after thc Effective Date hereof,
CONTRACTOR shall relinquish to the GOVERNMENT an
additional twenty five percent (25%) of the original Area on the
Effective Date not then converted into a Development Lease(s).
Such relinquishment shall be 1n a single unit (unless otherwise
agreed upon by EGAS and CONTRACTOR ) of whole Exploration
Blocks or originally existing parts of Exploration Blocks not

converted 1o Development Leases so as to  enable the
relinquishment requirements to be precisely fulfilled.

Without prejudice to Articles 111 and XXIII and the last three
paragraphs of this Articte V(u), at the end of the seventh (7") year
of the Exploration period, CONTRACTOR shall relinguish the remainder
of the Area not then converted into a Development Leasc(s).

it 1s understood that at the time of any relinquishment the areas to
be converted into a Development Lease(s) and which are submitted
to the Minister of Petroleum {or his approval according to Article

I1I{d) shail, subject to such approval, be deemed converted into 4

Development Lease(s).
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(b)

CONTRACTOR shall not be required to relinquish any Exploration
Block(s) in respect of which a Commercial Oil or Gas Well is
discovered before the period of time referred to in Article 11Kc)
given to CONTRACTOR to determine whether such well 18 a
Commercial Discovery worthy of Development or to relinquish an
Exploration Block in respect of which a notice of Commercial Gas
Discovery has been given to EGAS, subject to EGAS' right to agree
on the cxistence of a Commercial Discovery pursuant to Article 11l
{c), and without prejudice to the requirements of Article HlI(e).

In the event that at the end of the initial Exploration period or either
of its the two (2) successive extensions of the initial Exploration
period, a well is actually drilling or testing, CONTRACTOR shall
be allowed up to six (6) months to enable it to discover a
Commercial Qil or Gas Well or to establish a Commercial
Discovery, as the case may be. However, any such extension of up
to six (6) months shall reduce the duration of the next succceding

Exploration period, as applicable, by that amount.

VOLUNTARY:

CONTRACTOR may, voluntarily, during any period relinquish all
or any part of the Area in whole Exploration Blocks or parts of
Exploration Blocks; provided that at the time of such voluntary
relinquishment its Exploration obligations under Article IV(b) have
been fulfilled for such period.

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

Following Commercial Discovery, EGAS and CONTRACTOR
shall mutually agree upon any area to be relinquished thereatter,
except for the relinquishment provided for above at the end ot the

total Exploration period.
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ARTICLE Vi
OPERATIONS AFTER COMMERCIAL DISCOVERY

On Commercial Discovery, EGAS and CONTRACTOR may form
in the ARE. 4 company 10 cary oul operations pursbamt {o this
Article VI and Annex "D (hereinafier referred 1o 8s the " Jomnt
Venture Company™), which company shall be named by mutusl
agreement between EGAS and CONTRACTOR proveded that such
name shall be subject to the approval of the Minister of Petroleum.
Sard company shali be a private seclor company. The Joust Venture
Company shall be subject to the laws and regulations i force in the
ARE. to the extent that such iaws snd regulations wre ool
inconsistent with the provisions of this Agreement or the Charter of
the Joint Venture Company{the "Charter”).

However, the Joint Ventwre Company and CONTRACTOR shall,
for the purpose of {his Agrecmoent, be exempied from the following
brws and regulations as now or hereafter amended or substituted:
Law No. 48 of 1978, promulgaling the law on the smployee
regilanions of public sectlor companies,
Law No. 159 of 1981, promulgating the law on joml stock
comparies, parinership Bmited by shares and hmited Hoabily
COmpamnes;
Law No. 97 of 1983 promulgating the law concerping pubiic
spctor organmzations and companies.
Law No, 203 of 1991 promulgating the law on pubhic busmess
SECHOE COIMPANIeS:
Law No. 95 of 1992 promulgating a capital markets law;  and
Provisions of Chapter 2 of Part O of Law No. 88 of 2005
organizing dealings in forcign cwrrencies 1 accordance wilh
Central Bunk of Egypt and the AR .. banking system law.
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{h} The Charter of Joint Venture Company is hereto attached as Annex

(¢}

{d)

DY, Within thirty (30) days after the date of Commercial Oil
Discovery or within thirty (30) days after the signature of a Gas
Sales Agreement or the conunencement of a scheme to dispose of
{xas  {unless otherwise agreed wupon by EGAS  and
CONTRACUTOR), the Charter shall take eoffcct and the Jont
Venture Company shall automatically come into existence without
any further procedures. The Exploration Advisory Committee shall
be dissolved upon the final relinquishment of all portions of the
Area not converted inte a Development Lease (8]

Ninety (90} days afier the date the Joint Venture Company comes
into existence in accordance with paragraph (b) ahove, 1t shall
prepare a Work Program and Budget for further Exploration and
Development in any portion of the Area converted into
Development Lease for the remamder of the Fimancal Year in
which the Commercial Discovery has been made. And not ater
than four (4} months before the end of the current Financial Year
(0r such other date as may be agreed upon by EGAS and
CONTRACTORY and  four {4} months preceding the
commencement of each succeeding Financial Year thereafter {(or
such other duwte as may be agreed upon by LGAS and
CONTRACTOR), the Joint Venture Company shall prepare an
annual production schedule and Work Program and Budger for
further Exploration and Development in any poriton of the Area
converted into g4 Deovelopmoent Lease for the succceding Financial
Year. The production schedule, Work Program and Budget shall be
submitted ta the Joint Venture Company's Board of Dhirectors for
approval. The Expioration Work Program and Budget for further
Exploraion in any portion of the Area nol converted into a
Development Lease shall be implemented, reviewed and upproved
in gccordance with Article TV,

Not later than the twentieth (20'™) day of cach month, the Joint
Venture Company shall furmish to CONTRACTOR a written
esiimate of its total cash requirements for expenditure {or the tirst
half and the second half of the succeeding momb cxpressed in US.
Pollars having regard to the approved Weork Program and Budget.
Such estimate shall take into consideration any cash expected o be
in hand at month end.
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(e)

(f)

Payment for the appropriate period of such month shall be made to
the correspondent bank designated in paragraph (e) below on the
first (ISt) day and fifteenth (15" day respectively, or the next

following business day, if such day is not a business day.

The Joint Venture Company is authorized o keep at its own
disposal abroad in an account opened with a correspondent bank of
the National Bank of Egypt, Cairo, A.R.E., the foreign funds
advanced by CONTRACTOR. Withdrawals from said account shall
be used for the payment for goods and services acquired abroad and
for transferring to a local bank in the A.R.E. of the required amount
to meet the expenditures in Egyptian Pounds for Joint Venture

Company 1n conncction with its activities under this Agreement.

Within sixty (00) days after the end of each Financial Year, the
Joint Venture Company shall submit (o the appropriate exchange
control authorities in the A.R.E, a statement, duly certified by a
recognized firm of auditors, showing the funds crediled to that
account, the disbursements made out of that account and the

outstanding balance at the end of the Financial Year.

If and for as long during the period of production operations there
exists an excess capacity in facilities which can not during the
period of such excess be used by the Joint Venture Compauny or
CONTRACTOR from a Development Lease or adjacent concession
arca in which CONTRACTOR is a partner; EGAS shall have the
right 1o use the excess capacity if it so desires without any inancial
or operational disadvantage to the CONTRACTOR or the Jomnt

Venture Company.



Yo A ke A S (U] Y sl - s HlEa bl VE

b

( dmilandi BalL! )
LGN plaaily Culdg puad !9 WIS 213 picu
: vl ST 313 gl (1)
bl Bl 312 s | paacaal !, [4 i 1 (})
2o JS LR 2 ALY b g Rea ) I R0l (o padlilel 0 pe
Condl Sldas ey o] il DUy pally IS DS L
VR USSP PR PRNE B IR P | FRTRURCIER PRD-¥ PLL § LR B PR-XE:
i Jakzadly zidi gl JS e (7YY LU G 5000 5 BW
Sits ASUNT i pdazhs Al 2piee (510 Ll 35 e e s
WY TR VUL IYEN [ TN R SRR 0% PYER | JUR IS | g e Y
S JUEH ol 2N aasdl dy 21
Sl mally IR S aad 4af o ke LU liy anlt Gty
t le pu lddd,
oo gmadng Loy Comdt 0y painy LSS JS s "Condl UL -
g gt [y 2 3Y ] 2ol y ] 5 5,00 8 Soliy ]
METRN IS IO PCTS | PV I PRI IG | CRRR B BDCES O B FEAR |
-1 WA § RS ALE P ¢ AP WPIT RV WPPIY ) I I-3 | UL Py
A yandly &5, 150 iy pall s
Cd Aol cold s padls IR IS s " eddd Ol aa” -
et ol oldy pmally IS 2y g ledl LY 0y a
AP N Bale JLEN
s Poheols AN PYes] il Gildy zs Jadid il e
(Sidetracking) bt idd 1 Jo & Ul Ju s ¥ LSy J Y
ULy St o 33 5 dpol Jlaauls 2 Ul sy idisslels
R SV WP PR TR | § U0 PRCH FWPREY | FRLN TR



Yo Vol Lo ddm A J (a0} VY suadl - 2 J1 50 4

ARTICLE VI

RECOVERY OF COSTS AND EXPENSES AND PRODUCTION
SHARING

(a) COST RECOVERY:
(1) Cost Recovery Petroleum:

Subject to the auditing provisions under this Agreement,
CONTRACTOR shall recover quarterly all costs, cxpenses and
expenditures in respect of all the Exploration, Development and
related operations under this Agreement to the extent and out of
thirty-three percent (33%) of all Petroleum produced and saved
from all Development Leases within the Area hereunder and not
used 1n Petroleum operations. Such Petroleum is hereinafter
referred to as "Cost Recovery Petroleum”.

For the purpose of determining the classification of all costs,

expenses and expenditures for their recovery, the following terms

shall apply:

1. "Exploration Expenditures" means all costs and expenses for
Exploration and the related portion of indirect expenses and
overheads.

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

s

"Operating Expenses" means all costs, expenses and
expenditures made after the Commercial Production
Commencement, which costs, expenses and expenditures are
not normally depreciable.

However, Operating Expenses shall include workover, repair
and maintenance of assets, but shall not include any of the
following: sidetracking, re-drilling and change of a well status,
replacement of assets or a part of an asset, additions,
improvements, renewals or major overhauling that extend the
life of the asset.
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(1)

(11)

(iii)

Exploration Expenditures, Development Expenditures and
Operating Expenses shall be recovered from Cost Recovery
Petrolcum in the following manner:-

“Exploration Expenditures”, including those accumulated prior
to the Commercial Production Commencement, shall be
recoverable at the ratc of twenty percent (20%) per annum
starting either in the Tax Year in which such expenditures are
incurred and paid or the Tax Year in which the Commercial
Production commences, whichever 1s the later date.

"Development Expenditures”, including those accumulated
prior to the Commercial Production Commencement, shall be
recoverable at the rate of twenty percent (20%) per annum
starting cither in the Tax Year in which such expenditures are
incurred and paid or the Tax Year in which the Commercial
Production commences, whichever s the later date.

"Operating Expenses”, incurred and paid after the Commercial
Production Commcencement, shall be recoverable either in the
Tax Year i which such costs and expenses are incurred and
patd or the Tax Year in which Commercial Production
commences, whichever 1s the later date.

(1v} Tothe extent that, in a Tux Year, costs, expenses or expenditures

(v)

recoverable per preceding paragraphs (1), (1t) and (1), exceed the
vialue of all Cost Recovery Petroleum for such Tax Year, the
excess shall be camed forward for recovery in the next
succeeding Tax Year(s) until fully rccovered, but in no cuse after
the termination of this Agreement, as to CONTRACTOR.

The recovery of costs and expenses, based upon the rates reterred

to above, shall be allocated to each quarter proportionately {one
fourth to cach quarter). However, any recoverable costs and
expenses not recovered in one quarter as thus allocated, shall be
caimied [orward {or recovery in the next quarter.
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(2) Except as provided in Article VH(a)(3) and Article VI{e)1),

CONTRACTOR shall each quarter be entitled to take and own all
Cost Recovery Petroleum, which shall be taken and disposed of in
the manncr determined pursuant to Article Vil(e). To the extent
that the value of all Cost Recovery Petroleum [as determined in
Article VIH{c)] exceeds the actual recoverable costs and
expenditures, including any carry forward under Article Vil(a)(1)
(iv), to be recovered in that quarter, then one hundred percent
(100%) of the total value of such Excess Cost Recovery
Petroleum shall be paid by CONTRACTOR to EGAS either (1) 1n
cash in the manner set forth in Article IV of the Accounting
Procedure contained in Annex "E", or (ii) in kind in accordance

with Article VII{a)(3).

Ninety (90) days prior to the commencement of each Calendar
Year EGAS shall be entitled to elect by notice 1n writing to
CONTRACTOR to require payment of up to one hundred percent
(100%) of EGAS' sharc of Excess Cost Recovery Petroleumn in
kind. Such payment shall be in Crude Oil from the Area F.O.B.
export terminal or other agreed delivery point; provided that the
amount of Crude Qil taken by EGAS in kind in a quarter shall not
exceed the value of Cost Recovery Crude Oil actually taken and
separately disposed of by CONTRACTOR from the Arca during
the previous quarter, I EGAS' entitlement to receive payment of
its share of Excess Cost Recovery Petroleum in kind 1s hmited by

the foregoing provision, the balance of such entitlement shall be

paid in cash.
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() PRODUCTION SHARING

(1) The remaining sixty-seven percent (67%) of the Petroleum shall
be divided between EGAS and the CONTRACTOR according

to the following shares.

(i) Crude Oil :

Crude Oif produced and
saved under this
Agreement and not used
in Petroleum operations.
Barrels of Oil Per Day
{BOPDXguarterly
BYETUge ).

That portion or
increment  less than
33,000 BOPD.

That portion or increment
equal  or wmore  than
50,000 BOPD

{ii) Gasand LPG

(s and LPG produced
and  saved under this
Agreement and not used
1n Petroleum operations,
Standard Cubic Feet Per
Dy ("SCEFPI"Y
{quurteriy average),

That porfion or increment
less  than 500,000,000
SCFPD

That portion or mcrement
ecqual  or  more  than

500,000,000 SCFPD

EGAS
SHARE

{Seventy five

pencent )
{73 %]}

{Eighty - two
percent )
{ 82%:)

EGAS
SHARE

(Seventy five

percent)
{75 %}

(Highty - two
percent )
{ 82%)

CONTRACTOR
SHARE

{Twenty five
perent}
{ 25 9%)

{ Etghteen
percent)
(185}

CONTRACTOR
SHARE

{ P'wenty live

perent}
{25 %)

{ Eighteon
percent)
(18%}

Such Production Shares referred to in Articie VI (B3 {1} (1) and §31) above
shall be laken and disposed of pursuant to Articie Vi{e).
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{2} After the end of each contractual vear during the term of
any Gus Sales Agreement entered into pursuant {0 Articie
Vil{e), EGAS and CONTRAUTOR {as sellers) shall
render to EGAS (as buyer) a statement for an amount of
Gas, if any , equal fo the amount by which the quantity of
Gas of which EGAS {as buyer) has taken delivery falls
helow seventy - five percemt {73%) of the contract
quantities of Gas as established by the applicable Gas
Sales Agreement (the "Shortfail™), provided that the Gas
is availoble. Within sixty (60) days of receipt of such
statemnent, EGAS {as buyer) shall pay BGAS and
CONTRACTOR (as sellers) for the amount of the
Shortfall, if any. The Shortfall shall be included in
EGAY and CONTRACTOR's entitlement 1o Gas
pursuant to Article VIi{a) and Anticle VIi(b) in the fourth
(4" quarter of such contractual year.

Quantities of Gas not taken but to be paid for shall be
recorded in a separate "Take-or-Pay  Account 7
Quantities of Gas ("Muake Up Gas™) which are delivered
in subsequent years in excess of seventy-five percent
{75%) of the contract quaniities of Gas as established by
the applicable Gas Sales Agreement, shall be set against
and reduce guantities of Gas in the "Take-or-Pay Account ©
to the extent thercof and, to thal exient, no payment
shall be due in respect of such Gas. Such Make Up Gus
shall not be meluded in CONTRACTORs entitlement to
Gas pursuant to Article ViKa) and (b). CONTRACTOR
shall have no rights 1w such Make Up Gas.

If at the end of any contractual year, EGAS and
CONTRACTOR ({as sellers) fail o deliver seventy-five
percent {75%:) of the annual contract quantity of Gas as
defined in Gas Sales Agreement with EGAS (as buyer),
the difference between sevenly-five percent (75%) of the
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annud contract quantity of Gas and the actual delivered
Gas uantity shall be referred to as the "Deliver-or-Pay
Shortfall Gas". EGAS (as buyer) shall have the right to
take a quantity of Gas equal to the Deliver-or-Pay
Shortfull Gas and such gquantity shall be valued with
ninety percent (90%) of the Gas price as defined in the
Gas Sules Agreement.

The percentages sel forth in Article VH{a) and this
Anticle VI (b} in respect of LPG produced from a plant
constructed and operated by or on behalf of EGAS and
CONTRACTOR shall apply to all LPG avalabic for
delivery,

(¢} VALUATION OF PETROLEUM:
{1} Crude Qi
(i} The Cost Recovery Crude Oil to which CONTRACTOR s

(1)

entitlied  hercunder  shall b valued by EGAS and
CONTRACTOR at "Muarket Price” for cach calendar quarter.

"Market Price” shall mean the weighted average price realized
from sales by EGAS or CONTRACTOR dunng the given
quarter, whichever is higher; provided that the sales to be used
in arriving at the weighted average(s) shall be arm’s length
sales of comparable quantities on comparable creddl torms o
freely convertible curtency from F.O.B. point of expori sates
to non-Afftliated Companies under all Crude Oit saies
contructs then in effect, but excluding Crude O# sales
contracts involving barter, and

(1} Sales, whether direct or indirect, through brokers ov
otherwise, of EGAS or CONTRACTOR 1o any Affilinted
Company.

(23 Sales involving a gquid pro quo other than payment m
freely convertible currency o motivated m whole or
part by considerutions other than the wvsual econonme
incentives for commercial arm's length crude oil saies.
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(11) It 1s understood that in the case of "C.LLF." sales, appropriate

(1v)

deductions shall be made for transport and insurance charges
to calculate the F.O.B. point of export price; and always taking
nlo account the appropriate adjustment for guality of Crude
Otl, treight advantage or disadvantage of port of loading and
other appropriate adjustments. Market Price shall be
determined separately for cach Crude Oil or Crude Oil mix,

and for each port of loading.

It during any calendar quarter, there are no such sales by
EGAS and/or CONTRACTOR under the Crude Oil sales
contracts in effect, EGAS and CONTRACTOR shall mutually
agree upon the Market Price of the Barrel of Crude Oil to be
used for such quarter, and shall be guided by all relevant and
avatlable evidence including current prices in freely
convertible currency of leading crude oils produced by major
oil producing countries (in the Arabian Gulf or the
Mediterranean area), which are regularly sold in the open
market according to actual sales contracts terms but excluding
paper sales and sales promises where no crude oil is delivered,
to the extent that such sales are effected under such terms and
conditions (cxcluding the price) not significantly different
from those under which the Crude Oil to be valued, was sold,
and always taking into consideration appropriate adjustments
for Crude Oil quality, freight advantage or disadvantage of
port of loading and other appropnate adjustments, as the case

may be, for differences in gravity, sulphur, and other factors
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generally recognized by sellers and purchasers, as retflected in
crude otf prices, fransportation ninety (90) days msurance
premiums, unusual fees borne by the seller, and for credit
terms in excess of sixty (60} days, and the cost of loans or
puarantees granted for the benefit of the sellers at prevailing
interest rates.

It is the intent of the parties that the value of the Cost Recovery

Crude Oil shall reflect the prevailing market price for such
Crude Oil.

{v} If ecither EGAS or CONTRAUTOR considers that the Market

Price as determined under sub-paragraph (it} above does not
reflect the prevailing Market Price or in the event EGAS and
CONTRACTOR fail to agree on the Market Price for any
Crude Ofl produced under this Agreement for any quarter
within fifteen {15} days after the end thereol, any party may
glect at any time thereafter to submit 10 a single arbitrator the
guestion, what single price per Barrel, m the arbitrator's
judgment, best represents for the pertinent quarter the Market
Price for the Crude Oil in question. The arbitrator shall make
his determination as soon as possible following the quarter in
question, His determination shall be final and binding upon all
the parties. The arbitrator shall be selected in the manner
described below.

In the event EGAS and CONTRACTOR fail 1o agree on the
arbitegtor within thirty (30} days from the date any party
notifies the other that it hus decided (o submit the
determination of the Market Price to an arbitator, such
arbitrator  shall be chosen by the appointing authority
desienated in accordance with Article XX1V{e), or such other
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appointing authority with access to such expertise as may be
agreed to between EGAS and CONTRACTOR, with regard to
the qualifications for arbitrators set forth below, upon written
application of one or both of EGAS and CONTRACTOR.
Copy of such application by one of them shall be promptly
sent {o the other.

The arbitrator shall be as nearly 45 possible a person with an
established reputation in the international petroleum industry
as an expert i pricing and marketing crude oil in international
commerce, The arbitrator shall not be a citizen of a country
which does not have diplomatic relations with the A R.E. and
the CONTRACTOR's country(ies). He shall not be, at the time
of setection, employed by, or an arbitrator or comsultant on a
continuing or frequent basis to, the American Petroleum
Institute, the Organization of the Peuoleum Exporting
Countries or the Organization of Arab Petroleum Exporting
Countries, or a consultant on a continuing basis to EGAS,
CONTRACTOR or an Affiliated Company of cither, but past
occasional consuitation with such compantes, with other
petroleum companies, governmental agencies or organizations
shatl not be a ground for disqualification. He shall not be, at
any time during the two {2} years before his selection, an
employee of any petreleum company ot of any governmental
agency or orgamzation.

Should a selected person decline or be unable to serve as
arbifrator or should the position of arbitrator

tall vacant prior to the decision called for, unother person shall
be chosen in the same manner provided for in this paragraph.
EGAS and CONTRACTOR shall share equally the expenses

of the arbitrator.
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The arbitrator shall make his determination in accordance
with the provisions of this paragraph, based on the best
evidence available to him. He shall review Crude Qil sales
contracts as well as other sales data and information but shall
be frec to cvaluate the extent to which any contracts, data or
imformation s substantiated or pertinent. Representatives of
EGAS and CONTRACTOR shall have the right to consult
with the arbitrator and furnish him written materials;
provided that the arbitrator may itmpose reasonable
[imitations on this right. EGAS and CONTRACTOR, euach
shall cooperate with the arbitrator to the fullest extent and
gach shall insure such cooperation of its trading companics.
The arbitrator shall be provided access to Crude Qil sales
contracts and related data and information which EGAS und
CONTRACTOR or their trading companies are able to make
available and which in the judgment of the arbitrator might
ard the arbitrator in making a valid determination.

Pending Market Price agreement by EGAS and CONTRACTOR
or determination by the arbitrator, as applicable, the Market Price
agreed for the quarter preceding the quarter in question shall remain
emporarily in effect. In the event that either EGAS or
CONTRACTOR should incur a loss by virtue of the temporary
contmuation of the Market Price of the previous quarter, it shall
promptly be reimbursed such loss by the other party plus simple
interest at the LIBOR plus two and one - haif percent (2.5%:) per
annunt rate provided tor in Article IV from the date on which the

disputed amount(s) should have been paid to the date of payment.
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(2) Gasand LPG

(1) The Cost Recovery and Production Shares of Gas subject to a
(ias Sales Agreement between EGAS and CONTRACTOR (as
scllers) and EGAS (as buycr) for the local market entered into
pursuant to Article VIl{c) shall be valued, delivered to and
purchased by EGAS at a price determined monthly according

to the following formula:

PG = F x H
Where:
PG = the value of the Gas i U.S. Dollars per thousand
Standard Cubic Feet (MSCF)
F = i value 1n U.S. Dollars per million BTUs (MMBTU)
determined monthly according to the following table:
Brent Price (US$ / Barreb) F{USS/MMBTLUL)
Less than or equal 1o 10 1.5
Greater than 10 but less than 22 1.5 + {(Brent Price - 10)/ 12}
Equal to or greater than 22 2.5
Brent Price = The monthly average price expressed in U.S.
Dollars per Barrel for Brent {DTD) quoted in
"Platt’s Oilgram Pricc Report” for "Spot Crude
Price Asscssment - Intemational” for the
month in question.
H = the number of million BTUs (MMBTUSs} per

thousand Standard Cubic Feet of Gas (MSCF).

based on gross calorific value.
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In the event that the value of F cannot be determined
because Platt’s Otlgram Price Report is not published at
all during a month, EGAS and CONTRACTOR shall
meet and agree upon the value of Brent by reference to
other published sources. In the event that there are no
such published sources or if the value of Brent cannot be

determined pursuant to the foregoing for any other
reason, EGAS and CONTRACTOR shall meet and agree

on a value of Brent.

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

EGAS and CONTRACTOR):

PLPG = 095xPR
Where;

PLPG = LPG price (separately determined for Propane and

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

PR = Thec average over a peniod of &4 month of the figwes
representing the mud-point between the high and low
prices in U.S. Dollars per metric ton quoted in "Platl’s
LPGuswire” dunng such month for Propane and Butane

FOB Ex-Ret/Stor. West Mediterrancan.
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(11)

(1v)

In the event that "Platt’s LPGaswire” 1s 1ssued on certain
day(s) during a month but not on others, the value of
(PR) shall be calculated using only those i1ssues which
are published during such month. In the event that the
value of (PR) can not be determmined because "Platt’s
LPGaswire” 1s not published at all during a month,
EGAS and CONTRACTOR shall meet and agree 1o the
value of (PR) by reference to other published sources. In
the event that there are no such other published sources
or if the value of (PR) cannot be determined pursuant to
the foregoing for any other reason, EGAS and
CONTRACTOR shall meet and agree the value of (FR)
by reference to the value of LPG (Propane and Butane)
delivered FOB from the Mediterranean area.

Such valuation of LPG is based upon delivery at the
delivery point specified in Article VII{e)}(2)(iii).

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

In case Gas 1s disposed of for export by EGAS and
CONTRACTOR to a third party, pursuant to Article VII (e),
then the Cost Recovery and Production Shares of such Gas
shall be valued according 1o the Netback Price.

In case the development economics according to that Netback
price 18 not feasible and the Netback price of such Gas 1s less
than the local market Gas price according to Article VI (c¢) (2}
(1) above, then only the price of cost recovery of such GGas may
be adjusted, if necessary, based on economic basis mutuatly
agreed upon by EGAS and CONTRACTOR but 1t should not

cxceed by any mcan the local market Gas price.

Production Shares of such Gus disposed of for cxport shall be
valued at the Netback price.
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(v} The Cost Recovery and Production Shares of LPG disposed of
for export bv EGAS and CONTRACTOR pursuant to Article

VI1l(e) shall be valued at its actual realized price.

(d)y FORECASTS:

(e)

The Joint Venture Company shall prepare (not less than nincty (9(})
days pror to the beginning of euch calendar semester following first
regular production) and furnish in writing to CONTRACTOR and
EGAS a forecast setting out a total quantity of Petroleum that the
Jomt Venture Company estimates can be produced, saved and
transported hereunder during such calendar semester 1n accordance

with good petroleum industry practices.

‘The Jomt Venture Company shall endeavor to produce the forecast
quantity during each calendar semester. The Crude Oil shall be run
to storage tanks or offshore loading factlitics constructed, maintained
and operated according to Government Regulations, by the Joint
Venture Company. in which said Crude Oil shali be metered or
otherwise measured for royalty, and other purposes required by this
Agreement. Gas shall be handied by the Joint Venture Company in

accordance with the provisions of Article V1I{e).
DISPOSITION OF PETROLEUM:
(1) EGAS and CONTRACTOR shall have the right and the

obligation 1o separately take and freely export or otherwisc
dispose of. currently all of the Crude Oil to which cach is
cntiticd under Article VII{a) and (b). Subject to payment of
sums due to EGAS under Article VIH{aX2) and Article IX,
CONTRACTOR shall have the right to remit and retain abroad
all funds acquired by it including the proceeds from the sale of

its share of Peuoleum.
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(2)

Notwithstanding anything to the contrary under this
Agreement, priority shall be given to meet the requirements of
the A.R.E. market from CONTRACTOR's share under Article
VII (a) and (b) of the Crude Oi! produced from the Arca and
EGAS shall have the preferential right to purchase such Crude
Oil at 4 price w0 be determined pursuant to Article VIkc). The
amount of Crude Oil so purchased shall be a portion of
CONTRACTOR's share under Article VII{a) and {b). Such
amount shall be proportional to CONTRACTOR's share of the
total production of crude oil from the concession arcuas 1 the
A.R.E. that arc also subject to EGAS' preferential right 1o
purchase. The pavment for such purchased amount shall be
made by EGAS in US. Dollars or in any other freely

convertible currency remittable by CONTRACTOR abroad.
It is agreed upon that EGAS shall notify CONTRACTOR. at

least forty-five {453 davs prior to the beginning of the culendar

semester, of the amount to be purchased dunng such semester

under this Article VI{e)(1).

With respect to Oas and LPG produced from the Ared:

(1) Priority shall be given to mect the requirements ol the
local market as  determined by EGAS. In case of
uitavailability of local market, EGAS or EGAS and
CONTRACTOR shall be entitled (o export the Gas.

(i) In the event that EGAS 1s to be the buyer ol Gas, the
disposition of Gas as indicated above shall be made by
virlue of a long term Gas Sales Agrecment (8} to be
entered into between EGAS and CONTRACTOR (as
sellersy und EGAS (as buyer).
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HGAS and CONTRACUTOR {as sellers) shall have the

obligation to dehver the Gas at the delivery point as

indicated below, where stuch Gas shall be metered for sales,

rovalty, and other purposes required by this Agreement:

{8

(&)

in the event no LPG plant is construcied {0 process

such Gas, the deltvery point shall be at the flunge
cormecting the Development Lease pipeline to the
nearest point on the Nabional Gas Pipeline Grid
System as depicted in Annex "F" hereto, or as
otherwise agreed by EGAS and CONTRACTOR.

in the event an LPG plant 1s constructed 10 process
such Gas, such Gas shall, for the puiposes of
valuation and safes, be metered at the outlet of such
LPG Plant. However, notwithstanding the fact that
the metering shall take place at the LPG Plan
outlet, CONTRACTOR shall through the Joint
Venture Compuny build a pipeline suitable for
transport of the processed Gas from the LPG plant
outiet to the nearest point on the National {as
Fipeline Grid Systern as depicted in Annex "F’
hercto, or otherwise agreed by EGAS and
CONTRACTOR. Such pipeline shall be owned in
accordance with Article V1II(a) by EGAS, and s
cost  shall be fingneed and  recovered by
CONTRACTOR as Development Expendilures

pursuant to this Article VIL
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{11} EBEGAS and CONTRAUTGR shall consull together {o

(v}

determine whethter to build an LPG plant to recover LPQG
from any Gas produced hereunder. In the ovent that
EGAS and CONTRACTOR decide to build such a plani,
the plant shall, as is uppropriate, be in the vicinity of the
point of delivery as determined in Article II and Article
VH{e¥2¥n) The delivery of LPG for, royalty and other
purposes required by this Agreement shall be at the outlet
of the LPG plant. The costs of any such LPG plant shall
be recoverable in accordance with the provisions of this
Agrcement, unless the Minister of Petrolcum agrees ©

accelerated recovery.

FOGAS {us buyer) shall have the right (o elect, by mnetly
(90) days prior wrilten notice to EGAS and
CONTRACTOR {ss sellers), whether payment for the
Gas which 1s subject to a Gas Sales Agreement between
EGAS and CONTRACTOR {as scllers} and EGAS (as
buyer) and LPG produced from a plant constructed and
operated by or on behalf of EGAS and CONTRAUTOK,
as valued 1n accordance with Article V1I{c), and to which
CONTRACTOR is entitled under the Cost Recovery and
Production Sharing provisions of this Article VII, shall be

made 1incash or 2) in kKind.

Payments in cash shall be made by EGAS (as buyer) at
intervals provided for m the relevant Gas  Sales
Agreement  in U.S.  Dollars,  remittablc by
CONTRACTOR abroad.
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Provided that:

b L i

Payments in kind shall be calcudated by converting the
value of Gas and LPG to which CONTRACTOR is
entitlted into equivalent Barrels of Crude (ul to be taken
concurrently by CONTRACTOR from the Ares, or to the
extent that such Crude (il is insufficient, Crude Oil from
CONTRACTOR's other concession areas o such other
areas as may be agreed. Such Crude Qil shall be added to
the Crude Oif that CONTRACTOR 15 otherwise entitied
to 1t under this Agreement. Such eqguivalent Barrels shali
be calculated on the basis of the provisions of Article Vil
(c) relating to the valuation of Cost Recovery Crude Oil.

{aa) ?&}fmant of the value of Gas and LPG shall always be

made in cash in US. Dollars remiitable by
CONTRACTOR abroad to the extent that there 1%
tnsufficient Crude Oil available for conversion as
provided for above! and

(bb) Payment of the value of Gas and LPG shall always

(v)

{vi}

be made in Kind as provided for above to the extent
that payments in cash are not made by EGAS.

Payments to CONTRACTOR (whether m cash or n
kind), when related 0 CONTRACTOR s Uost Recovery

Petroleum, shall be included in CONTRACTOR's
Statemment of Recovery of Costs and of Cost Recovery
Petroleum referred to in Asticle 1TV of Annex "E" of
his Agreement,

Should EGAS (as buver) fail to enler into a long-term
Gas Sales Agreement with EGAS and CONTRACTOR
{as sellers} within four {4} years from the daie of the
notice of Commercial Gas Discovery pursuant to Asticle
III {(unless shorter period is agreed upon by EGAS),
BEGAS ({as selier) or EGAS and CONTRACTOR (as
sellers) shall have the right to take and freely dispose of
the quantity of Gas and LPG i respect of winch the
notice of Commercial Discovery has been given by
exporting such Gas and LPG.

The proceeds of sale of CONTRACTOR's share of Gug
and LPG  disposed of pursuant to the above
sub-paragraph {v} may be freely remitted or retained
abroad by CONTRACTQR.
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{vii} In the event that EGAS and CONTRACTOR agree to
accept new Gas and LPG producers o join in an ongoing
cxport project, such producers shall have to contribute a
fatr and equitable share of the investment made.

(viii) (aa) Upon the expiration of the four (4) year period

{bb}

{cC)

[T

a

referred to  in Article  VIeX2XMv) above,
CONTRACTOR shal] have the obligation 1o exert
its reasonable efforts 10 find an cxport market for
the Gas rescrves.

In the event that at the end of the four {4} vear
period referred to under Articlie VII(e)(2)(v),
CONTRACTOR and ECGAS have not entered into
3 Gus Sales Agreement, CONTRACTOR shall
retain its rights to such Gas reserves for a {urther
period of up to four (4) years, subject to Article
VileX2)¥vin)ce), during which pertod EGAS
and CONTRACTOR shall attemipt o find a
market for such Gas reserves.

in the event that CONTRACTOR is not exportmg
the Gas and CONTRACTOR has not eotered into
a Gus Sules Agreemcent pursuant o Article VII{e)
{2} prior to the expry of eight (8} years from
CONTRACTOR's notice of Commercial Gas
Discovery, CONTRACTOR shall surrender the
Gas reserves in respect of which such notice has
been given. s understood that CONTRACTOR
shall, at any time prior to the expiry of such eight
(8) yeur period from CONTRACTOR's notice of
Commercial Gas Discovery  of such  (Gas,
surrender the Gas reserves, if CONTRACTOR s
not exporting the Gas and CONTRACTOR does-
ot accept an offer of 4 Gas Sales Agreement
from EGAS within six {6) months {rom the date
such offer is made: provided that the Guas Sales
Agreement offered to CONTRACTOR shall take
into  consideration  the relevant technical and
economic factors to enable a commercial contract,
including:

A sufficient deldivery rate,

Delivery pressure to enter the National Gus
Pipeline Grid System at the point of delivery:
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- Delivered Gas quality specifications, to be not
more stringent than those imposed or requived for
the National Gas Pipeline Grid System; and.

- The (as prices as specified in this Agreement.

(dd) In the event that CONTRACTOR has not entered
inte a Gas Sales Agreement pursuant 10 Ardicle
Vil{e X2} or otherwise has not found an acceplabie
scheme for conymercial disposal of such Gas, &t
the time of the expiration of eight (8) years from
CONTRACTOR's notice of Commercial Gas
Discovery or failing agreement with BGAS on
Gas dispasal at the expiration of the aforesaid
eight (8) years, CONTRACTOR shall surrender to |
EGAS such Development Lease(s) in which such
Gas Discovery was made.

(ix} CONTRACTOR shall not be obligated o surrender a
Development Lease based om a Commercial Gas
Discovery, if Crude Oil has been discovered m
commercial quantities in the same Dovelopment Lease.

{fi OPERATIONS:

If following the reversion to EGAS of any rights to Crude Off
hereunder, CONTRACTOR retains rights to Gas min the same
Development Lease, or #f, following the surrender of rights to Gas
hereunder, CONTRACTOR retains rights to Crude Ol in the same
Development Lease, operations 10 explore for or exploit the
Petroleum, the rights fo which have been reverted or surrendered
(Qil or Gas, as the case may be} shall only be carried out by the
Joint Venture Company which shall act on behalf of EGAS alone,
urtless CONTRACTOR and EGAS agree otherwise.

{gy TANKER SCHEDULING:

At a reasonable time prior to the commencement of Commercial
Production EGAS und CONTRACTOR shall meet and agree upon
a procedure for scheduling tanker liftings from the agreed upon
point of export.
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{1}

(b}

ARTICLE VI
TITLE TO ASSETS

EGAS shall boeome the owner of all CONTRACTOR acquired and

owned assets which assets were charged to Cost Recovery by
CONTRACTOR in connection with the operations carried out by
CONTRACTOR or the Joint Venture Company 1o accordance with
the: following:

{1} Land shall become the property of EGAS as soon as it is
purchased,

(2} Title to fixed and movable assets shall be transferred
automuaticaily and gradually from CONTRACTOR to ZGAS as
they become subject to recovery in accordance with the
provisions of Article V1L however, the full title 1o fixed and
moviable assets shall be transferred automatically  from
CONTRACTOR to EGAS when their total cost has been
recovered by CONTRACUCIOR in asccordance with the
provisions of Article VII or ai the time of termination of this
Agreement with respect to all assets chargeable to the
operations whether recovered or not, whichever first occurs.

The book value of the assets created during each calendar
guarter shall be communicated by CONTRACUTOR 1o EGAS or
by the Joint Venture Company (o EGAS and CONTRACTOR
within thirty (30} days of the end of euch calendar quarter.

{3} AIll samples and technical duta shall be transferred to EGAS
upon EGAS' request or at the teymination of the Agreement.

Prurmg the term of this Agreement and the extension according 1o

Article III (d) (3) (dd), EGAS, CONTRACTOR and the Joint
Venture Company are contitied to the full use and enjoyment of all
fixed and movable assets referred to above in conncction with
operattons  hereunder or under any other petroleum  congession
agreement entercd udoe by ihe parties.  In thalt case, proper
accounting adjustment shall be made. CONTRACTOR and EGAS
shull not dispose of the same except with agreement of the other.
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{C}

{@)

(b)

()

b,

CONTRACTOR and the Joint Venture Company may freely import
into the AR .E.. use therern and freely export at the end of such use,
machinery and equipments which they egither rent or lease in
accordance with good industry practices, including but not limited to
the lease of computer hardware and software.

ARTICLEIX
BONUSES

CONTRACTOR shall pay to EGAS as a signature bonus the sum
of two mitlion U.S. Dollars ($2,000,000) on the Effective Dale.

CONTRACTOR shail pay.to EGAS as a Development Lease bonus
the sum of five hundred thousand U.S. Dollars ($500,000} on the
date of the approval of the first Development Lease and the sum of
two hundred and fifty thousand U.S. Dollars ($2350,000) on the date
of the approval of any subsequent Development Lease.

CONTRACTOR shall pay to EGAS the sum of two million ULS, Dollars
(32,000,000} as an extension bonus on the approval date of enfry into
the five {5) year Extension Period pursuant to Article HHd){n){dd}.

{d) CONTRACTOR shall also pay to EGAS as an assignment bonus the

{e}

sum of two hundred thousand U.S. Dellars ($200,000) on the date of
approval of each assignment requested by CONTRACTOR {except
in case of assignment 1o an affiliate company of the same
CONTRACTOR Member) in accordance with Ariicle XXI.
CONTRACTOR shall pay to EGAS the sum of five hundred
thousand U.8. Dollars (3500,000) as & production bonus when the
total average daily production from the Area first reaches the rate of
five thousand {5000) Barrels of Oil or eguivalent per day as for 4
period of thirty (30) consecutive producing days. Payment shall be

made within fifteen {15} days thereafter.
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CONTRACTOR shall also pay 10 EGAS the additional sum of five
hundred thousand U.S. Dollars ($500,000) as a production bonus
when the olal average daily production from the Area first reaches
the rate ot ten thousand (10,000} Barrcls of Oil or equivalent per day
for a perod of thirty {30} consecutive producing days. Payment shall

be made within fifteen (15} days thereafter.

LCONTRACTOR shall also pay to EGAS the additional sum of one
million U.5. Delltars (31,000,000) as a productions bonus when the
total average datly production from the Ared first reaches the rate of
twenty-five thousand (25,000) Barrels of oil or cquivalent per day
for a period of thirty {3() consecutive producing days. Payment wil

be made within fifteen {(15) days thereafier.,

CONTRACTOR shall also pay to EGAS the additional sum of two
mthion LS. Dollars (§2.000,000) as a production boaus when tho
total average daily production from the Area first reaches the rate of
fifty thousand (50,0000 Burrels of Qil or equivalent per day for i
peniod of thirty {3() consceutive producing days. Payment shall be

made within fifteen (15) days thereafter.

CONTRACTOR shall also pay to EGAS the additional sum of three
mithon LS. Dallars ($3,000.000) a5 a production bonus when the
total average daily production from the Arca first reaches the rate of one
hundred thousand (100,000} Barrels of oil or equivalent per day for a
period of thirty (3() consecutive producing days. Payment will be

muade within fifteen {13) dayvs thereafter.

All the above mentioned bonuses shall in no event be recovered by
CONTRACTOR,
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{k} 1n the event that EGAS eclects {0 develop any part of the Area
pursuant to the sole risk provisions of Article [Hc){(iv), production
from such sole risk area shail be considered for the purposes of this
Articie IX only 1if CONTRACTOR exercises 1is opiion to share in

suich production, and only from the imbial date of sharing.

(1} Gas shall be taken into account for purposes of determning the total
average daily production from the Area under Article IX (e 1) by
converting daily Gas delivered into equivalent barreis of daily
Barrels of Crude Oil production in accordance with the following
formula for each unit of one thousand (1,000} Standard Cubic Feet

ot (as:
Equivalent Barrels of Oit per MSCF = H x 0.167

where
MSCF = one thousand Standard Cubic Feet of Gas.
H = the number of million BTUs (MMBTU) per MSCF,

ARTICLE X
OFFICE AND SERVICE OF NOTICES

CONTRACTOR shall mamntam an office m the AR.E. at which potices
shall be validly served.

The General Manager and Deputy General Manager shall be entrusted by
CONTRACTOR with sufficient power to carry out immediately all local
written directions given to them by the Government or its representatives
under the terms of this Agreement. All lawful regulations issued or
hereafler 1o be 1ssued, which are applicable hereunder and not in conflict
with this Agrecment, shalt apply to the duties and activities of the

General Manager und Deputy General Manager.
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All matters and notices shall be deemed to be vahdly served 1f delivered

to the office of the General Manager or which are sent fo him by
registered mail to CONTRACTOR's office in the A.R.E.

All matters and notices shall be deemed to be validly served if delivered

o the office of the Chairman of EQGAS or which are sent {o him by

registered mail at EOAS main oftice in Cairo,ARE.

{a)

(b)

{c)

ARTICLE XI

SAVING OF PETROLEUM AND PREVENTION OF LOSS
The Joint Venture Company shall take all proper measures,
according o gencrally accepted methods in use in the petroleum
mdusiry, to prevent loss or waste of Petroleum above or under the
ground in any form during drlling, producing, gathering, and
distributing or storage operations. The GOVERNMENT has the right
0 prevent any operation on any well, that 11 might reasonably expect
would result in foss or damage to the well or the Gil or Gas ficld.
Upon completion ot the drilling of a productive well, the Joint
Venture Company shall indorm the GOVERNMENT or s
representative of the time when the well shall be tested and the
production rate ascertained.

Except 1n instances where multiple producing formiations in the
same well can only be produced ccononucally through o single
tubing string, Peuvoleum shall not be produced from multiple Oil
bearing zoncs through one string of tubing at the same time, cxcept
with the prior approval of the GOVERNMENT or s representative,

which shall not be unreasonably withheid.
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(d} The Joint Ventwre Compuny shall record data regarding the

(1)

(a)

quantities of Petroleum and water produced monthly from each
Devetopment Lease. Such data shall be sent to the GOVERNMENT
or its representative on the special forms provided for that purpose
within thirty {30} days after the data are obwined. Daily or weekly
statistics regarding the production from the Arca shali be available at
all reasonable times for examination by authorized representatives of
the GOVERNMENT,

Datly drilling records and the graphic Jogs of wells shall show the
gquantity and type of cement and the amount of any other matorias
used in the well for the pupose of protecting Petvoleum, Gus bearing
ar fresh water sirata.

Any substantial chunge of mechanical conditions af the well after s
cotnpletion shall be subject 10 the approval of the representative of
GOVERNMENT |

ARTICLE X
CUSTOMS EXEMPTIONS

RGAS. CONTRACTOR, and the Joint Venture Company shail be
permitted (o tmport and shall be exompiod from customs duties, any
taxes, kevies or fees {including fees imposed by Ministerial Decision
No. 254 of 1993 issued by the Minister of Finance, 48 now or
hereafter amended or substituted) of any nature and from the
inmpontation rudes with respect to the tmportation of machinery,
cquipment, applignces, materials, ftems, means of transport and
transporiation, cloctvic apphances, air conditioners for offwes, fickd
housing and facilities, electronic appliances, compuier hardware and
software, a8 well w8 spare parts required toy any ol the mpotied
sems, all subject w0 a duly approved certificaie issued by the
responsible representative nominated by EGAS for such purpose,
stating that the imported items are required for conducting the
aperations pursuant to this Agreement. Such centificate shall be findd
and binding and shall automatically result in the importaton and the
cxemption without any turther approval, delay oy procedure,
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Machinery, equipmoent, appliances and means of tansport and
transportation imported by EGAS', CONTRACTOR's and the Jownt
Venture Company's contractors and  sub-contractors  emporarily
engased o any aoctivity pursuant to the operations which are the
subject of this Agreement, shall be cleared under the "Temporary
Release Systom™ without paymoent of customs duties, any axes,
fovies or fees {ncluding fees tmposed by Ministerial Decision No.
234 of 1993 issued by the Minister of Finance, as now or hercafter
amemded ar substituted) of any nature, upon prescatation of 4 duly
approved cortdieate ssued by EGAS responsible  representative
suninated by BGAS for such pumpose, stating that the imposied
ems we reguired for conducting the opernutions pursuant o this
Agreoment. Homs set owt m Artiele Xiay smported by EGAS'
CONTRACTORs und the Joint Venture Compuany's contractors and
subcontractons for the aloresaid operabions, 1 ovder w0 b instadied
or used penmunietiv or comnstiked shali meet the condiions o
exemption sét torth in Artcle XI(a) after bemng duly certifted by
FAAS responsibie representative 1o be used  for conducting

opeTations pursvant (o 1his Agreement.

Phe expairisie emplovees of CONTRACTOR. the Jomt Vonture
Compnry amd ther comtructons and sub-contractors shull not I
entitied W any axemptons {rom customs dulies and other anciliury
xes and charges except within the imits of the provisions of the
mws and regulations apphicuble m the ARE. However, personal
hotschold goods und Turniture {aclading one (1) cary For cueh
exputinae eoiploves of CONTRAUTOR anddfor the Jomt Venlue
Company shall be cleared under the "Temporiry Release System”

{withod payment of gny customs daties and other anciliury fuxos)
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(<1}

e

upon presentation of a letter to the appropnate customs authoritics
by CONTRACTOR or the Jomnt Venture Compuny approved by
EGAS' responsible representative stating that the imported dtems are
imported for the sole use of the expatriate employee and his famuly,
and that such imported items shall be re-exported owside the ARE.

upon the repatriation of the concerned expatitule emplioyee.

items imported into the A RE., whether exempt or not exempt from
customs duttes and other ancillary taxes and charges heveunder, may
be oxported by the importing party at any time aficr obluinmg
EGAS' approval, which approval shall not be unreasonably withheld,
without any oxport duties, taxes or charges or any laxes or chuarges
from which such Hems huve heen alrcudy excrapted, being
applicable. Such items may be sold within the A.R.E. after oblaining
the approval of BEQGAS, which appreval shall not be unreasonably
withheld. In this event, the purchaser of such items shall pay all
applicable customs duties and other ancillary taxes and charges
according to the condition and value of such items and the tariff
applicable on the date of sale, unless such tems have wiready been
sold to an Affiliated Compuny of CONTRACTOR. if any. or EGAS,
having the same exemption, or unless title 1o such 1tems has passed
to EGAS.

In the event of any such sale under this paragraph (d}, the proceeds

{rom such saie shall be divided i the following mannor:

CONTRACTOR  shait be ontitled 1o reimbursement  of 3
unrecovered cost, if any, in such items and the excess, i any, shall

he puid 1o EGAS.
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{e} The exemption provided for in Article Xii{a) shall not apply (o any

(f)

imported 1tems when items of the same or substantially the same
kind and quality are manufactured locally, meet the
CONTRACTOR's and/or the Joint Venture Company's specifications
for quality and safety, and are available for timely purchase and
delivery in the A.R.E. at a price not higher than ten percent {(10%)
more than the cost of the imported ftem, before customs duties but

after freight and insurance costs, 1f any, have been added,

CONTRACTOR, EGAS and their respective buyers shall have the
right to freely export the Petroleum produced from the Area pursuant
to this Agreement; no license shall be required, and such Petroleum
shall be exempied from any custioms duties, any taxes, levies or any
other imposts in respect of the export of Petroleum hereunder.
ARTICLE X1H
BOOKS OF ACCOUNT; ACCOUNTING AND PAYMENTS

(a) EGAS, CONTRACTOR and the Joint Venture Company shall each

maintain at their business offices in the A R.E. books of account,
accordance with the Accounting Procedure in Annex "E" and
accepted accounting practices generally used in the petroleum
industry, and such other books and records as may be necessary 0
show the work performed under this Agreement, including the
amount and value of all Petroleum produced and saved hereunder.
CONTRACTOR and the Joint Venture Company shall keep their
books of account and accounting records in U.S. Deollars.

The Joint Venture Company shall furmish to the GOVERNMENT or
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(b)

(c)

Its representatives monthly returns showing the amount of Petrolcum
produccd and saved hereunder. Such returns shall be prepared in the
form required by the GOVERNMENT, or its representative and shall
be signed by the General Manager or by the Deputy General
Manager or a duly designated deputy and delivered to the
GOVERNMENT or its representative within thirty (30) days after
the end of the month covered in the retum,

The aforesaid books of account and other books and records
referred to above shall be available at all reasonable times for
mspection by duly authorized representatives of  the
GOVERNMENT.

CONTRACTOR shall submit to EGAS a Profit and Loss Statement
of 1ts Tax Year not later than four (4) months after the
commencement of the foilowing Tax Year to show its net profit or
loss from the Petroleum operations under this Agreement for such

Tax Year.

CONTRACTOR shall at the same time submit a year-end Balance
Sheet for the same Tax Year to EGAS. The Balance Sheet and
financial statements shall be certified by an Egyptian certified
accounting firm.

ARTICLE XIV
RECORDS, REPORTS AND INSPECTION

(a) CONTRACTOR and/or the Joint Venture Company shall prepare

and, at all times while this Agreement is in force, maintain accurate
and current records of their operations in the Arca. CONTRACTOR
and/or the Joint Venture Company shall furnish  the
GOVERNMENT or its representative, in conformity with applicable
regulations or as the GOVERNMENT or its representative may
reasonably require, information and data concerning their operations
undcr this Agreement. The Joint Venture Company shall perform the
functions indicated in this Article XIV in accordance with its role as
specified in Article VI
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(b) CONTRACTOR and/or the Joint Venture Company shall save and

(c)

(d)

keep a representative portion of each sample of cores and cuttings
taken from drilling wells, to be disposed of, or forwarded to the
GOVERNMENT or its representative in the manner directed by the
GOVERNMENT. All samples acquircd by CONTRACTOR and/or
the Joint Venture Company for their own purposes shall be
considered available for inspection at any rcasonable time by the
GOVERNMENT or its representatives.

Unless otherwise agreed to by EGAS, in case of exporting any rock
samples outside the A.R.E., samples equivalent in size and quality
shall, before such cxportation, be delivered to EGAS as
representative of the GOVERNMENT.

Originals of records shall only be exported with the permission of

EGAS; provided, however, that magnetic tapes and any other data
which must be processed or analyzed outside the AR.E. may be
exported if a monitor or a comparable record, if available, 18
maintained in the A.R.E.; and provided thal such exports shall be
promptly repatriated to the A.R.E. following such processing or
analysis on the understanding that they belong to EGAS.

(e) During the period in which CONTRACTOR 1s conducting the

Exploration operations, EGAS' duly authorized represcntatives or
employees shall have the right to full and complete access to the
Arca at all reasonable times with the right to observe the operations
being conducted and to inspect all assets. records and data kept by
CONTRACTOR. EGAS’ representatives, in exercising their rights
under the preceding sentence of this paragraph (e), shall not interfere
with CONTRACTOR's operations. CONTRACTOR shall provide
EGAS with copies of any and all data (including, but not limmted to,
ocological and geophysical reports, logs and well surveys).
information and interpretation of such data, and other relevant
information in CONTRACTOR's possession.

In the period during which CONTRACTOR conducts the
Exploration operations, CONTRACTOR shall furnish EGAS with
quarlerly and annual technical status reports.
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For the purpose of oblaining new offers, the GOVERNMENT andior
EGAS may at the end of any Exploration period ,as it may be
extended pursuant 1o (he provisions of Article V above, or at the date
of terrmnation of this Agrcement, whichever is earlier, show any
other party un-inlerpreted basic geophysical and geological dats with
respect to the arga which CONTRACTOR has relinguished.
ARTICLE XV
RESPONSIBILITY FOR DAMAGES

CONTRACTOR shall entrely and solely be responsible in law toward
third partics for any damage caused by CONTRACTOR's Exploration
opcrations and shall indemmfy the GOVERNMENT andfor EGAS
against ol damages for which they may be held hable on account of any

such operations.

However, tn the event that any damage results as a consequence of the
issuance of any order, regulation or divection of the GOVERNMENT of
the A. K. E. whether promuigated in the form of a luw or otherwise, then EGAS
and / or CONTRACTOR shall be exempted from the responsibility
resufting from the non-performance or delay in performance of any
obligation under this Agreement as long as such non-performance or delay
in performance 1s arising out of the issuance of such orders, regulations
or laws withm the limits imposed by such orders. regulations or laws.
EGAS and 7 or CONTRACTOR shall be granted the necessary perniod for
the restoration of any damage resuiting from the non-performancce or the
delay in pertormance, provided that such granted period shall be added to
the term of the relevant period of this Agreement at that time and shatl be
restricted o the Block{(s) affocted by such orders. regulations or laws and

shall not exceed the pertod of delay veferred to above.
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ARTICLE XVi
PRIVILEGES OF GOVERNMENT REPRESENTATIVES

Duly authorized representatives of the GOVERNMENT shall have access
to the Area covered by this Agreement and to the operations conducted
thereon. Such ropresentatives may examne the books, registers and
records of BEGAS, CONTRACTOR and the Joint Venuwe Company and
make a reasonable number of surveys, drawings and tests for the purpose
of enforcing this Agreement. They shall, for this purpose, be entitled to
make reasonabie use of the machinery and instruments of CONTRACTOR
or the Joinl Ventwre Company on the condition that no danger or
impediment to the operations hergunder shall anse directly or indirectly
from such use. Such representatives shall be given reasonable assistance by
the agents and empioyees of CONTRACTOR or the lomt Venture
Company 5o that none of their activitics endanger or hinder the safely or
efficierncy of the operations. CONTRACTOR or the Jomt Venture
Compuny shall offer such represemtatives all privileges and facilitics
accorded 1o its own employecs in the feld und shall provide them. free of
charge, the use of reasonable office space and of adeguately fTumished
housintg while they ure in the field for the purpose of facinating the
objectives of this Article X VE.Without prejudice to Article XIV(e), any and
all information ottained by the GOVERNMENT or its representatives
under this Article XVI shall be kept confrdential with respeet to the Ared.
ARTICLE XVH
EMPLOVYMENT RIGHTS AND TRAINING OF
ARAB REPUBLIC OF EGYFT PERSONNEL
fay It is the destre of BEGAS and CONTRACTOR that operatiuns
hercunder be conducted in o busmess-hike and cificient manner.

(13 The ecxpatnate administrative, professional and techmical
personnel employed by CONTRACUTOR or the Joint Venture
Company and the personnel of its contractors for the conduct of
the operations hercunder, shall be granted a residence as
provided for in Law Noo 89 of 1960, as amended, and
Mimisterial Order No. 280 of 198i, as amended, and
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(c)

(d)

gty b

CONTRACUTOR agrees that sl immigration, passport, visa and
empioyiment reguiations of the AR.E., shall be apphicable to all
alten employces of CONTRACTOR working in the A.R.E.

(2} A mintmum of twcaty-five percent (25%) of the combnned
salanes and wages of each of the expatriate administrative,
professional  and  technical personncl employed by
CONTRACTOR or the loint Venture Company shall be pawud
monthiy in Egyptian currency.

CONTRACTOR and the Joint Venture Company shall each sclect
ils employees and determine the number thereof, to be used for

operations hereunder.

CONTRACTOR, shall after consultation with EGAS, prepare and

carry ouf specialized traming programs for all us emplovees in
AR.E. engaged in operations hereunder with respect to applicable
aspects of the petroleum industry, CONTRACTOR and the lomt
Venture Company undertake 10 replace gradually ther non-executive
expatniate staff by qualified nationals as they are avatable.

During any of the Exploration phases (as it may be cxtended),
CONTRACTOR shall give to a mutually agreed number of EGAS
employees  an opportunity 10 attend and  patticipaie
CONTRACTOR's and CONTRACTOR's Affiliaied Companies
training  programs  felating to  EBExploration and  Development
operations, In the cvent that the total cost of such programs is loss
than the sum of fifty thousand U.S, Dollars {350,600} in any
Financial Ycar during such period, CONTRACTOR shall pay EGAS
the amount ol the shortfall within thirty (30) days from the end of
such Financtal Yeuar. However, EGAS shatl have the right that said
amount of {ifty thowsand US. Dollars ($50.008) allocated for
training, be paid directly to EGAS for such purpose.
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(a)

(b)

{C)

ARTICLE XVII1
LAWS AND REGULATIONS

CONTRACTOR and the Joint Venture Company shall be subject to
Law No. 60 of 1953 (cxcluding Article 37 thereof), as amended by
Law No. 86 of 1956, and the regulattons issued for the
implementation thereof, including the regulations for the safe and
efficient performance of operations carried out for the execution of
this Agreement and for the conservation of the petrolcum resources
of the ARE.; provided that no regulations, or modification or
interpretation thercof are contrary to or inconsistent with the

provisions of this Agreement.

CONTRACTOR and the Joint Venture Company shall be subject to
the provisions of the Law No. 4 of 1994 concerning the environment and
its executive regulation, as may be amended, as well as any laws or
regulations that may be issued, concerning the protection of the

environment.

Except as provided in Article III(g) for Income Taxes, EGAS.
CONTRACTOR and the Joint Venture Company shall be exempted
from all tuxes and duties, whether imposed by the GOVERNMENT
or mumcipalities including among others, Sales Tax, Value Added
Tax and Taxes on the Exploraton, Development, extracting,
producing, cxporting or transporting of Petrolcum and LPG as well
as any and all wathholding taxes that might otherwisc be imposed on
dividends, nterest, technical service fees, patent and trademark
royalties, and similar items. CONTRACTOR shall also be exempted
[rom any tax on the hquidation of CONTRACTOR. or distributions
of any income 1o the shureholders of CONTRACTOR, and from any

tax on capital.
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{dy Thec righis and obligations of EGAS and CONTRACTOR under,
and for the ctfective terms of this Agreement shalt be govermed by
and 1 accordunce with the provisions of this Agreement and may
only be altered or amended by the written mutual agreement of the
said contracting parties and according to the same procedures by
which the onigimal Agreement has been 1ssued.

{e} ‘The contraciors and sub-contraciors of CONTRACTOR and the
Jommt Venture Company shall be subject to the provisions of this
Agreement which affect them, Without prejudice 1o Article XVIH
(b} above, ©f regulations which are duly issued by the
GOVERNMENT apply from time to time and are not in accord with
the provisions of this Agreement, such regulations shall not apply 1o
CONTRACTOR, the Joint Venture Company and their respective
contractors and sub-contractors, as the case may be.

{1y EGAS, CONTRAUTOR, the Joint Venture Company ond therr
respective contractors and sub-coatractors shall for the purposes of
this Agreement be cxempted from all professional stamp duties,
nnposts and levies imposed by syndical laws wath respect o therr
documents and activities hereunder.

(g) Without prejudice 1o Article XVIII (b) above, all the exemptions
from the application of the ARE. laws or regulations granted to
EOAS, CONTRACTOR, the  Jomt Ventwre Company, their
coptractors and sub-contractors under this Agreement shall inciude
such laws and rezulations as presently in coffect or as therealter

amended or subsiituied,
ARTICLE XIX
STABILIZATION

I case of chunzes m existing legistation or regulations apphicable tw the
conduct of Lxploration. Development and production of Petroleum,
which take place after the Effective Date. and which significantly affect
the economue mlerest of this Agreement to the detmment of
CONTRACTOR or which mmposes on CONTRACTOR an obligation o
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reit o the AR the procgeds from sales of CONTRACTOR's
Petroteum, CONTRACTOR shall nottfy EGAS of the subject legisiative
or regulatory measure as well as its consequent effects that may causc the
destabilization of the Agreement. In such case, the parties shall negotiate
appropriate modifications to this Agreement designed to restore the
economic balance thereof which oxisted on the Effective Date,

The paruies shall use their best efforts to agree on the appropriate amendments
to thts Agreement within ninety (Y0) days from aforesaid notice.

These ymendments to this Agreement shall in any event neither decrease
nor increase the rights and obligations of CONTRACTOR as these were
agrecd on the Effective Dale.

In the event the parties fail to reach an agreement during the period
referved to ubove i this Article. such dispute shall be veferred 1o the general
ruie in selthing the dispuies stated i Article XXV of this Agreement.

ARTICLE XX
RIGHT OF REQUISITION

{a} In cuse of nattonal emergency due 1o war or imminent expeciation
of war or iniernad causes, the GOVERNMENT may requisition all or
part of the production from the Area obtained hereunder and require
the Joint Venture Company to increase stch production to the utmost
posstble maximum. The GOVERNMENT may also requisition the
O andfor Gas Dichd iself and, f necessary, related facilities.

(b) In any such case. such requisition shall not be effected except after
mviting EGAS and CONTRACTOR or their representatives by
registered letter, with ucknowledgement of receipt, 1o express their
views with respect 1o such requisition.

(¢} The requisttion of production shall be cffected by Ministerial Order.
Any requisition of an hl and/or Gas ficld, or any related tuctlities,
shall be effected by & Presidential Decree duly notificd to EGAS und
CONTRACTOR.
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{d}

(Q)

{b}

In the ecvent of any requisttion as provided for above, the
GOVERNMENT shall indemnify in full EGAS and CONTRACTOR
tor the period during which the requisition is muainlained, including:

{1} All dumages which result from such requisition; and

{2} Full repayment each month for all Petroleum extracted by the
GOVERNMENT less the royalty shate of such production.

However, any damage rcsulting from enemy atlack 1s not within the
meanmg of this paragraph {d). Payment hereunder shall be made to
CONTRACTOR 1n U.S. Dollars remittable abroad. The price paid to
CONTRACTOR for Petroleum taken shall he calculated in
accordance with Article VII(¢).

ARTICLE XXI

ASSIGNMENT

Neither EGAS nor CONTRACTOR may assign to & person, firm or
corporation, in whole or i part, any of its rights, privileges, dutics or
obitgattons under this Agreement either directly or indirectly without
the writien consent of the GOVERNMENT, and in all cases prionity
shall be grven to EGAS f it 50 desire to oblain such intorest intended
{o be assigned .

Without prejudice to Article XXI {g8), CONTRACTOR may assign
all or any of its rights. privileges. dutics and obligations under this
Agreement  to an  Affiliated  Company, provided  that
CONTRACTOR shall notify EGAS and the GOVERNMENT in
writing of the Assignment.

In the case of an assignment cither in a whole or in & part to an
atfiliate, the assignor together with the assignee shall remain jointly
and severally liable for all dutics and obligations of CONTRACTOR
uneler this Agreement provided such affiliate remains in the same

capacity as an affiltate.
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(c)

(d)

To cnable consideration to be given to any request for such
GOVERNMENT'"s consent referred to in {a) or to the notification in
(b) above, the following conditions must be fulfilled:

(1) The obligations of the Assignor deriving from this Agreecrment must
have been duly fulfilled as of the date such request is made.

(2) The mstrument of assignment must include provisions stating
preciscly that the Assignee 1s bound by all covenants contained
in this Agreement and any modifications or additions in writing
that up to such time may have been made.

A draft of such instrument of assignment shall be submitted to
EGAS for review and approval before being formally executed.

(3) The Assignor(s) must submit to EGAS reasonable documents
that evidence the Assignee's financial and technical competence.

Any assignment, salc, trunsfer or other such conveyunce made
pursuant to the provisions of this Article XXI shall be free of uny
transfer, capital gains taxes or related taxes, charges or fees
including without limitation, all Income Tux, Sales Tax., Vaiue
Added Tax, Stamp Duty, or other Taxes or similar payments.

(e) Once the Assignor and 4 proposed third party Assignee, other than an

Affiliated Company or 4 CONTRACTOR MEMBER, have agreed
the final conditions of an assignment, the Assignor shall disclose in
details such final conditions in a written notification to EGAS.
EGAS shall have the right to acquire the interest intended to be
assigned , only if, within sixty (60) days from Assignor's writlen
notification, EGAS delivers to the Assignor a written notification
that 1t accepts the same conditions agreed to with the proposed third
party assignee. It EGAS does not deliver such notification within
such sixty (60) days period, the Assignor shall have the right to
assignt to the proposed third party Assignce, subjcct to the
Government approval under paragraph (a) of this Article.
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{I} As long as the Assignor shall hold any interest under (his
Agreement. the Assignor together with the Assignec shadl be jointly
andd severally lable for all duties and obligations of CONTRACTOR

under this Agreement.

ARTICLE XXII

BREACH OF AGREEMENT AND POWER TO CANCEL

{a} The GOVERNMENT shall have the right 10 cancel this Agreemoent
by Order or Presidential Decree, wath respect to CONTRACTOR, in
the following mstances:

1)

(2)

(3)

(4}

(3}

(G}

I it has knowingly submitted any false statements 1o the
GOVERNMENT which were of a material consideration for
the execution of this Agreement.

If it ussigns any intercst hercunder contrary to the provisions of
Articie XXI.

It 1 s adudicated bankrupt by a court of competent
parisdiction,

If it does not comply with any {inal decision rcached ag the
resudt of court proceedings conducted under Article XXITV(a).

I it intentiopally extracts any mincral, other than Potroleum,
nol authonzed by this Agreement or withoui the authorization
of the GOVERNMENT, except such oxtractions that may be
unavordabile as the result of the operations conducied hercunder
in accordance with accepted petrolcum indusiry practice and
which shall be notified w0 the GOVERNMENT or #s
representative 4s soomn as possibic,

H it commits any material breach of this Agreement or of the
provisions of Law No. 06 of 19533, as amended by Law No. 86
of 1956, provided that they, are not contradicicd by the
provistons of this Agreement.

Such canceliation shall take place without prcjudice to any
rights which may have ascerued 1o the GOVERNMENT againsi
CONTRACTOR m accordance with the provisions of thus
Agreement, and. in the ovent of such  cuncellation,
CONTRACTOR, shall have the right w0 remove from the Arca
uli 918 porsonal property,
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{hy If the GOVERNMENT deems that one of the aforesaid causes {other
than a force majcure cause referred to in Article XXII} exists to
cancel this  Agreement, the GOVERNMENT shall  give
CONTRACTOR ninety {90) days wnitten noiice personaliy served on
CONTRACTOR's General Manager, in the legally official manner
and receipt of which 18 acknowledged by him or by his legal agents,
to remedy and remove such cause. But if for any reason such service
is impossibie due to unnotified change of address, publication 1n the
Official Journal of the GOVERNMENT of such notice shall be
considered as valid service upon CONTRACTOR. if at theend of the
said ninety (90) days notice period such cause has not been remedied
and removed, this Agreement may be canceled forthwith by Order or
Presidential Decree as aforesaid. Provided however, that if such
cause, or the failure to remecdly or remove such cause, results from any
act or omission of one party, cancellatgon of this Agreement shall be
effective only against that party and not as against any other party
hereto.

ARTICLE XXIII
FORCE MAJEURE

(a) The non-performance or delay in performance by EGAS and
CONTRACTOR, or ecither of them, of any obligatiop under this
Agreement shall be excused if, and to the extent that, such
non performance or delay is caused by force majeure. The period of
any such non-performance or delay, together with such period as
may be necessary for the restoration of any damage done during such
delay, shail be added to the time given in this Agreemeni for the
performance of such obligation and for the performance of any
obligation dependent thereon and consequently, to the term of this
Agreement, but only with respect to the Exploration or Development
Block(s) affected.
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{b} "Force Majeure” within the meaning of this Arucle XX, shall be

any act of God, insurrection, not, war, strike, and other labor
disturbance, fires, floods or any cause not duc to the fault or
negligence of EGAS and CONTRACTOR or either of them, whether
or not similar to the foregoing; provided that any such cause 18
hevond the reasonable control of BGAS and CONTRACTOR, or
either of them.

{c} The GOVERNMENT shall incur po responsibility whatscever 10

EGAS and CONTRACTQOR, or either of them, for any damages,
restrictions or losses arising in consequence of such case of Force
Majecure hereinafier referred fo in this Article .

{d) If the Force Majeure event occurs during the initial Exploration

{43

(b)

period or any extension thercof and continues in effect for a period
of six {6) months, CONTRACTOR shall have the option upon nnety
{90} days prior written notice 10 EGAS 1o terminate its obligations
hereunder without turther liability of any kind.
ARTICLE XXIV
DISPUTES AND ARBITRATION

Any dispute, controversy or clain arising out of or relating fo this
Agreement or the breach, termination or invalidity thereof, hetween
the GOVERNMENT uand the parties shall be referred w0 the
jurisdiction of the competent courts in AR.E. and shall be finally
settted by such courts.

Any dispute, controversy or claim arising out of or relaung to this
Agrecment, or its breach, termination or invahdily thereof, between
EGAS and CONTRAUTOR shall be seftled by arbitration in
accordance with the Arbitration Rules of the Cairo Regtonal Center
for international Commercid Arbstration {the "Cender™) in ¢diect on
the date of this Agreement. The award of the arbitrators shall be
finul and binding on the parties.



F o L kg A B () YF sl — e Ml 5y 4

YA

) BW paSandl sie ;05 ;_,i oy ()

Ml ade el Gy 3 1 ity LSow s 5 G0 S e ransy ()

St o Loy (¥0) W (it 3wt Gl (Sondt ey LS ol

W WSl

CI oSkt sy 5l o] 1 e b gpedll] peaSndl e nzy (2)

Saisl e GleSodl Gis o 151y daSoall i )l oSl b g5 U]
5 S Sodl i o Loy (¥} 55 D5 (5 et )l (Sl
o] 1l LSl o o]l 5 Sdl o ey o i I e Y 5
et I oSl s Lt 03y - pmn I35 g om0 s s
(V) 53Ul oo (F) 3,0l Wiy o gl (Sl Ly mny () Ll gy
PR PEE I FIVE PO [ VIS I PROE TIPSR
iy et iy s Jl (Sl | L 550 o gy« (U, 2)
0555 o con s Dy (Olewin) Dpin ol Gg ! o Dy pay Tpminr o
a3 dpypall s b gmae cpo S5 pr dpmmnliaghisy S L) W5 (e
o drslansl Wlane o 5, VT b2y LS st L.J e {J_Q.Ul]

LWV sds e dad b SUBYIT gf Iy 2l Jleel

fop o il i G o] W5 L oSl (g o ()

s I e wSodl Glb Gi o L

peSondl Oy a3 le BLBEW Lojhes (il eaSiond! oS> 0555 ()

Lard| 2aSondl ol paaSod| (oK 3is 3805 ¢ a ddibasl] oLt IS
L Srall il S Lis,



Vo8 YLVl iin A L () YT sl - Tae S i3

(¢c) The number of arbitrators shall be three (3).

(d) Each party shall appoint one (1) arbitrator. If, within thirty (30)
days after receipt of the claimant's notification of the appointment of
an arbitrator the respondent has not notified the claimant in writing
of the name of the arbitrator he appoints, the claimant may request

the Center to appoint the second arbatrator.

(e) The two (2) arbitrators thus appointed shall choose the third
arbitrator who shall act as the presiding arbitrator of the tribunal. If
within thirty (30) days after the appointment of the second arbitrator,
the two arbitrators have not agreed upon the choice of the presiding
arbitrator, then cither party may request the Secretary General of the
Permanent Court of Arbitration at The Hague, the Ncetherlands to
designate the appointing authority. Such appointing authority shall
appoitd the presiding arbitrator 1n 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 the A.R.E or the CONTRACTOR's nationality(ics) and of
a country which has diplomatic relations with both the A.R.E, and
the CONTRACTOR's country{ies) and who has no economic interest

in the petroleum business of the signatories hereto.

(f) Unless othcrwise agreed by the parties to the arbitration, the
arbitration, including the making of the award, shall take place in

Cairo, AR.E.

(¢) The decision of the arbitrators shall be final and binding upon the
Parties , including the arbitration lees and all related 1ssues and the
cxecution of the arbitrators decision shall be referred to the

competent courts according to the Egyptlian laws.
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Egypiian law shall apply to the dispute except that in the event of
any conflict between Egyptian laws and this Agreement, the
provisions of this Agreement (including the arbitration provision)
shall prevail. The arbitration shall be conducted in both English and
Arabic language.

EGAS and CONTRACTOR agree that if, for whalever reason,
arbitration in accordance with the above procedure cannot take
place, or is likely to take place under circumstances for
CONTRACTOR which could prejudice CONTRACTOR's right to
fair arbstration, all disputes, controversies or claims ansing out of or
refalmg o this Agreement or iis breach, termunation or invaliduy

- thereof shall be settled by ad hoco arbitration in accordance with the

(a}

(b)

UNCITRAL Arbitration Rules m effect on the Effective Date.
ARTICLE XXY
STATUS OF PARTIES

The rights, duties, obligations and liabilities in respect of EGAS and
CONTRACTOR hereunder shall be several and not joint o
collective, it being understood that this Agreement shall not e
construcd  as  constituting  an association  or  corporation  or
partnership.

Each CONTRACTOR MEMBER shall be subject to the laws of the
place where it is incorporated regarding its legal status or creation,

_ orgamization, charier and by-laws, sharsholding, and ownership,

Each CONTRACTOR MEMBER's shares of capital which are

. entirely held abroad shall not be negotiabie in the A.R.E. and shall

not be offered for public subscription nor shall be subject to the
stamp tax on capital shares nor any tax or dauly m the AR.E.
CONTRACTOR shall be exempted from the application of Law No.
159 of 1981, as amended,

All CONTRACTOR MEMBERS collectively and individually
shail be jontly 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 the Joint Venture Company, as the case may be, and

their contractors shall:

(a) Give priority to local contractors and sub-contractors, including
EGAS" Affiliated Companies, as long as their performance is
comparable with intermational performance and the prices of their
services are not higher than the prices of other contractors and

sub-contractors by more than ten percent (10%).

(b) Give preference to locally manufactured material, equipment,
machinery and consumables as long as their quality and time of
delivery arc comparable to intemationally availuble material,
equipment, machincry and consumables. However, such material,
cquipment, machinery and consumables may be imported for
operations conducted hercunder if the local price of such ttems at
CONTRACTOR's or the Joint Venture Company's operating base in
the A.RE. 1s more than ten percent (10%) higher than the price of
such imported items before customs duties, but after transportation

and msurance costs have been added.

ARTICLE XXVII
TEXTS OF THE AGREEMENT
The Arabic version of this Agreement shall, before the competent courts
of AR.E., be referred (o in construing or interpreting this Agreement.
provided, however, that in any arbitration pursuant to Article XXIV
herem above between EGAS and CONTRACTOR the English and
Arabic versions shall both be referred to as having equal force in

construing or interpreting this Agreement.
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ARTICLE XXV
:ENERAL

The headings or titles 1o each of the Articles of this Agreement are solely
for the convenience of the parties hereto and shall not be used with
respect to the interpretaiion of said Articles.
ARTICLE XXIX
APPROVAL OF THE GOVERNMENT

This Agreement shall not be binding upon any of the parties hereto
unless and unti! a law 1s 1ssucd by the competent authorities of the A.R.E.
authorizing the Minister of Petrolewm to sign this Agreement and giving
this Agreement full force and effect of law notwithstanding any
countervading Governmental enactment, and the Agreement is signed hy

the GOVERNMENT, EGAS, and CONTRACTOR.

IEOC EXPLORATION BV,
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ANNEX "A"
CONCESSION AGREEMENT
BETWEEN
THE ARAB REPUBLIC OF EGYPT
AND
THE EGYPTIAN NATURAL GAS HOLDING COMPANY
AND
[EOC Exploration B.V,
IN
EL BOUGAZ OFFSHORE AREA
MEDITERRANEAN SEA
A.R.E.
BOUNDARY DESCRIPTION OF THE CONCESSION AREA

Annex "B' is 4 provisional illustrative map at an approximate scale
ol (1: 350,000} showing thc Arca covercd and aifected by this

Agrcement.

T'he acreage of the Arca measures approximately eight hundred and
: ) : .

seven square kilometers (807 km~™). It consists of all or part of

Exploration Blocks, the whole Blocks are defined on a three (3)

minutes latitude by three (3) minutes longitude grid.

The delneauon hines of the Area in Annex "B" arc intended to be
only illustrative and provisional and may not show accurately the true
pesition of  such blocks 1 relatton to existing monuments and

geogriphical features.
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Coordinates of the corner points of the Area are given in the
following table which forms an integral part of this Annex "A":-

BOUNDARY COORDINATES
OF
EL BOUGAZ OFFSHORE AREA
MEDITERRANEAN SEA
No. Latitude ( North ) Longitude ( East )

Intersection of long 32° 30" 00" o ‘ N

I with the med. Sea shore line 32 30 00
2 31" 24" (00" 32° 30" 0"
3 31° 24 00" 32° 42 00"
4 31° 1§23 00" 32° 47 00"
5 31 13 00" 32° 36’ 0g"
6 31° 12 00" 32° 36 00"
7 31° 12' 00" 32° 54’ 00"
Intersection of long. 32° 54' 00" 5 . .

8 with the med. Sea shore line 32 M 00
Intersection of long 327 43" 00" q | .

9 with the med. Sea shore line 32 43 00
10 31° 05 0" 32° 43 00"
| ] 31° 05 00 32° 44 00"
12 31° 07 00" 32° 44 00"
13 31° 07 00" 32° 42" 00"
14 31° 0% 00" 32% 42 00"
15 31° 05’ 00" 32° 40" 00"
16 31T 04 oo 32° 400 00"
17 31° 04 00" 32° 38 00"
Intersection of long 32° 38" 00" o , .

I8 with the med. Sea shore Line 32 38 00
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ANMNEX " B"

CONCESSIHON AGREEMENT FOR
GAS AND CRUDE QI
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THE ARAB REPUBLIC OF EGYFT
AHD

FGYPTIAN NATURAL GAS HOLDING
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ANNEX "B "
MAP OF THE CONCESSION AGREEMENT

EL BOUGAZ OFFSHORE AREA
MEDITERRANEAN SEA

et i . S L_AL_B
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ANNEX "C"
LETTER OF GUARANTEE

Date

EGYPTIAN NATURAL GAS HOLDING COMPANY

Gentlemen:

Reference ts made to the Concession Agreement for Gas and Crude Oil
Exploration and Exploitation in El Bougaz Offshore Area, Mediterranean
Sea, A.RE., issued by Law No.___ of 200__ by and between the Arab
Republic of Egypt (ARE.), The Egyptian Natural Gas Holding
Company (EGAS) and IEOC EXPLORATION B.V. (IEQC); hercinafter
referred to as CONTRACTOR.

[EOC PRODUCTION B.V., (as Guarantor) for [EQOC EXPLORATION
B.V. (as CONTRACTOR) hereby undcrtakes that if CONTRACTOR
spends during the initial Exploration period of three (3) years of this
Agreement less than thc minimum amount specified for such period
bemg fifteen miliion U.S. Dollars ($15,000,000) under this Agreement
(the difference being hereunder described as “Shortfall"), and EGAS
notifies IEOC as CONTRACTOR and IEOC PRODUCTION B.V., as
Guarantor in writing of the amount of the Shortfall, within fiftcen (15)
days of receipt of said notice, IEQC PRODUCTION B.V., as Guarantor
on behalf of CONTRACTOR shall pay that shortfall to EGAS and/or
transfer to EGAS a quantity of Petroleum sufficient in value to cover the

Shortfall.
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In case said Petroleum shall be transterred it will be deducted from IEOC
PRODUCTION B.V. share of Petroleum production from the
Development Leases, pursuant to the terms of the Concession Agreement
for Petroleumn Exploration and Exploitation of North Port Said Offshore
Area; 1ssucd by Law No. 207 of 1991, as amended by Law No. 19 of
1994; and amended by Law No. 3 of 2001 by and between the Arab
Republic of Egypt, EGPC and IEOC PRODUCTION B.V. and such
Petroleum shall be valued at the ume of the wransfer to EGAS in
accordance with the provisions of Article VI of the Concession

Agreement 1ssued by law No 207 of 1991 as amended.

IEOC PRODLICTlON B.V., as Guarantor or IEOC EXPLORATION B.
V., as CONTRACTOR may at any time between the date hereof and the
expiration date of this letter of guarantee submit a bank guarantee for the
Shortfall tn a form satisfactory to EGAS, in which event the provisions

of this letter shall automatically lapse and be of no effect.

This letter of guarantee shall cxpirc and become null and void on the date
six (0) months after the end of the mmtial Exploration period of the
Concession  Agreement  of El BOUGAZ OFFSHORE  Area,
Mediterranean Sea , or on the date upon completion of the
CONTRACTOR's obligations hercunder,

Yours Faithfully,

IEOC PRODUCTION B.V,

By

Date:
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ANNEX "D"

CHARTER OF THE JOINT VENTURE COMPANY
ARTICLE

FORM AND GOVERNING LAW

A joint stock company having the nationality of the ARAB REPUBLIC
OF BGYPT shall be formed with the authorization of the
GOVERNMENT in accordance with the provistons of this Agreement
referred to below and of this Charter,

The Joint Venture Company shall be subject to all laws and regulations
it force in the AR.E. 10 the extent that such laws and regulations are not
inconsistent with the provisions of this Charter and the Agreement
referred to below.

ARTHCLE T
NAME OF JOINT VENTURE COMPANY

The name of the Joint Venture Company shall be mutually agreed upon
between EGAS und CONTRACTOR on the date of the Commercial
Discovery, and shall be subject 1o the approval of the Minister of
Petroloum,

ARTICLE 11
LOCATION OF HEAD OFFICE
The Head Office of the Joint Ventre Company shall be in Cairo, ARE.
ARTICLE IV
OBJECT OF JOINT VENTURE COMPANY

The object of the Joint Venture Comipany is 1o act as the agency through
which EGAS and CONTRACTOR, carry out and conduct the
Development operations required in gccordance with the provisions of
the Concession Agreement for Gas and Crude Oil Exploranon and
Exploitation in £l Bougaz Offshore Area, Mcediterniunean Sea, ARL
(hereinafter referred to as the "Agreement™} entered into by and betwoeen
the Arab Republic of Egypt (hereinafier referred to as the "ARE"}L
EGAS and CONTRACTOR issued by Law No, w-reees Of —nenss,
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The lomt Venture Company shall also be the agency to carry out and
conduct Exploration operations after the date of Commercial Discovery,
in any portion of the Area converted into a4 Development Lease, pursuant
to Work Programs and Budgets approved in accordance with the
Agreement.

The Jomt Ventuwre Company shall keep account of all costs, expenses and
expenditures for such operations under the terms of the Agreement and
Annex "E" thereto,

The Joint Ventwwe Company shall not engage wm any business or
undertake any activity bevond the performance of said operations unless
otherwise agreed upon by EGAS and CONTRACTOR.

ARTHILE YV

CAPITAL

The yuthorized capital of the Joint Venture Company is twenty thousand
(20,000} Egyptian Pounds divided imo five thousund {5,000) shares of
commaon stack with a vatue of four (4) bgyptian Pounds per shure having
cqual voting rights, fully paid and non-assessable.

EGAS and CONTRACTOR shult each pay for, hold and own, throughout
the fife of the Jomt Ventore Company, one hadf {1/2) of the capital stock
of the Joint Ventire Company provided that only in the event that either
party should transfer or assign the whole or any perceptage of s
ownership amerest in the entirely of the Agreement, may such
transferring or assigning party transfer or assign any of the capita} stock
of tho Joint Venture Company and, in that ovent, such transferring or
assigring party {and Hs successors and assignoes) must transfer and
assign it siock interest 1n the Joint Venture Company equal 1o the
transforred or assigned whole or percentage of s ownership fterest in

the entirely of the said Agreoment.
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ARTICLE Vi

ASSETS
The Joint Venture Company shall not own any right, title, mierest or
estate in or under the Agreement or any Development Lease created there
unider or in any of the Petroleum produced from any Exploration Block
or Development Lease there under or in any of the assets, equipment or
other property obtained or used in connection therewith, and shall not be
obligated as a principal for the financing or performance of any of the
duties or obligations of eithcr EGAS or CONTRACTOR under the
Agrcement. The Joint Venture Company shall not make any profif from

any source whatsoever,

ARTHCLE Vi}
ROLE OF THE JOINT VENTURE COMPANY

The Ioint Venture Company shall be no more than an agent for EGAS
and CONTRACTOR. Whenever it is indicated herein that the loint
Venture Company shall decide, take action or make a proposal and the
like, it is understood that such decision or judgment s the result of the
decision or judgment of EGAS, CONTRACTOR or EGAS and
CONTRACTOR, as may be required by the Agreement,

ARTICLE VI
BOARD OF DIRECTORS

The loint Venture Company shall have a Bourd of Directors consisting of
eight (8) members, tour (4) of whom shall be designated by EGAS and
the other four {4) by CONTRACTOR. The Chairman shall be designated
by EGAS and shall also be a Managing Director, CONTRACUTOR shall

designate the General Manager who shall aiso be a Managing Direclor.
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ARTICLE IX
VALITY OF BOARD RESOLUTIONS
Meetings of the Board of Directors shall be valid if a majority of the
Dhrectors are present and any decision taken at such meetings must have
the affirmative vote of five {5) or more of the Duectors; provided,
however, that any Director may be represented and vote by proxy held by

ancther Dircctor,
ARTICLE X
SHAREHOLDERS' MEETINGS

Generul meetings of the Shareholders shall be valid if a majordy of the
capital stock of the Joini Veniure Company is represenied thereat. Aoy
deciston taken at such meetings must have the affirmative vote of
Sharcholders owning oy representing 2 majorily of the cupital stoek,
ARTICLE X]
PERSONNEL AND BY-LAWS

The Bouard of Directors shall approve the regulations covermg the terms
and conditions of employment of the personnel of the Joint Venture
Company employed dircctly by the Joim Venture Company and not

assigned therelo by CONTRACTOR and EGAS.

The Bourd of Dircetors shall, in due course, draw up the By-Laws of the
Joint Venture Company and such By-Laws shall be effective upon being
approved by a General Meeting of the Sharcholders, in accordance with

the provisions of Article X hereof,
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ARTICLE XII
DURATION OF
THE JOINT VENTURE COMPANY

The Jomt Venture Company shall come into existence within thirty (30)
days after the date of Commercial Oil Discovery or within thirty (30)
days after signature of a Gas Sales Agreement or commencement of a

scheme to dispose of Gas, as provided for in the Agreement {uniess

otherwise agreed by EGAS and CONTRACTOR).

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

the duration of the Agreement, including any extension thereof,

The Joint Venture Company shall be wound uvp if this Agreement is

terminated for any reason as provided for therein.

IEGC EXPLORATION B.V.

By :

EGYPTIAN NATURAL GAS BOLDING COMPANY



Yo Vi i AL S () YT sandl — i Jliag a1 VAT
o

" ke
P ECUNTT
(7973 B
dele allad
il 323 (1)
comibodf ol U Lo TIUNE b pa o 3152U8 A Sl ol add! 35
bl Gy L) oS
dobibad! il ()

e DB oY BN sds e dinal S Boledd Uiy 0 LA sy (V)
RS eSeny ol BLAL Tl Lwag o5 Ko gy JS Bl oo Lage (V1)
rEI | PRV [ FUPIR | /WS WP 5 B U | P SO 3}
IS TSN U S VS PR IV -0 -5 1 PRSP e e A [
RVEVR T POV S PR TPRPL IR I,V P |

e made P Jolills el ¥ o Ll e s 38,280 38,80 0 (F)
oSt oy Sopmizll Bty Ul Kt o5 R gty JS 2ilgd o0 Lagy (1 0)
CRPPS | JOVRR | P SUCES [PCHWR PSS-S X0 TV P EPRTS IEYO0-1] LT
bgS Al G o ) T e ]l 5 05 58 el o 5 51
S S R UPYCHEN JNE-S DLV 3 PO N PN TYL » PRSI JURIY VR B
Sl 35 ol oy Lpsladl b LA Rl 553015 B Sy



VAY

¥..% :_-.._,:,,_._;_,_iﬁ.&,i(t,t:) YY saadl = G Sl 30y 2

ANNEX "E"
ACCOUNTING PROCEDURE
ARTICLE]
GENERAL PROVISIONS

(a) Definitions:

The definitions contained in Article | of this Agreement shall apply

to this Accounting Procedure and have the same meaning,.

(b) Statements of Activity:

(1)

(2)

CONTRACTOR shaill, pursuant to Article IV of this
Agreement, render to EGAS within thirty (30) days of the end
of each calendar quarter a Statement of Exploration Activity
reflecting all charges and credits related to the Exploration
operations conducted in any portion of the Area not converted
into a Development Lease for that quarter, summarized by

appropriate classifications indicative of their nature thereof.

Following its coming into existence, the Joint Venture
Company shall render to EGAS 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 conducted in any portion of the Area
converted into a Development Lease for that quarter,
summuarized by appropriate classifications indicative of their
nature thereof, provided that items of controllable material and

vnusual charges and credits shall be detailed.
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(c) Adjustments and Audits:

(1} Each quarterly Statement of Exploration Activity pursuant to

(2)

Article [{b)(1) of this Annex shall conclusively be presumed to
be true and correct after three (3) months following the receipt
of each Statement by EGAS, unless within the said three (3)

month period EGAS takes written exception thereto pursuant to

‘Article V() of the Agreement. During the said three (3) month

period supporting documents will be available for inspection by

EGAS during all working hours.

CONTRACTOR shall have the same audit rights on the Joint
Venture Company Statements as EGAS 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 after
three (3) months following the receipt of each Statement of
Development and Exploration Activity by EGAS and
CONTRACTOR, unless within the said three (3) month period
EGAS or CONTRACTOR takes written exception thereto.
Pending expiration of said three (3) month period EGAS or
CONTRACTOR or both of them shall have the right to audit
the Joint Venture Company's accounts, records and supporting
documents for such quarter, in the same manner as provided for

in Article 1V(f) of the Agreement.
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(d)

(e)

(1)

(g)

Currency Exchange:

CONTRACTOR's books for Exploration and the Joint Venture
Company's books for Development and Exploration, if any, shall be
kept in the A.R.E. in U.S. Dollars. All U.S. Dollars expenditures
shall be charged in the amount expended. All Egyptian currency
expenditures shall be converted to U.S. Dollars at the applicable rate
of exchange issued by the Centrai Bank of Egypt on the first day of
the month 1in which expenditures are recorded, and all other
non-U.S. Dollars expenditures shall be converted into U.S. Dollars
at the buying rate of exchange for such currency as quoted by
National Westminster Bank Limited, London ,at 10.30 a.Im.
G.M.T., on the first day of the month in which expenditures are
recorded. A record shall be kept of the exchange rates used in
converting Egyptian currency or other non - U.S. Dollars
expenditures into U.S. Dotllars.

Precedence of Documentis:

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

Agreement shall prevail.

Revision of Accounting Procedure:

By mutual agreement between EGAS and CONTRACTOR, this
Accounting Procedure may be revised in writing from time to time

in the light of future arrangements.

No Charge for Interest on Investment:

Interest on investment or any bank fees, charges or commissions
related to any bank guarantees shall not at any time be charged as

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

Subject to the provisions of the Agreement, CONTRACTOR shall alone
bear and, directly or through the Joint Venture Company, pay the
following costs and expenses, which costs and expenses shall be
classified and allocated to the activities according to sound and generaily
accepted accounting principles amd treated and recovered in accordance
with Article VII of this Agreement:

(@ Surface Rights:

All direct cost attributable to the acquisition, remewal or
rehinquishment of surface rights acquired and maintained in foree for
the Area

{b} Labor and Related Costs:

(1) Salaries and wages of CONTRACTOR's or the Joint Venture
Company's employees, as the case may be, directly engaged in
the various activities under the Agreement, including salaries
and wages paid to geologists and other employees who are
temporarily assigned to and employed in such activities. Such
salaries and wages shall be certified by a certified public
accounting firm.

Reasonable revisions of such salaries and wages shall be
effected to take into account changes in CONTRACTOR's
policies and amendments of laws applicable to salaries, For the
purpose of this Article (b} and Article li{c) of this Annex,
salaries and wages shall mean the assessable amounts for
A.R.E. Income Taxes, including the salaries during vacations and
sick leaves, but excluding all the amounts corresponding (o the
other items covered by the percentage fixed under (2) below.
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(2) For expatriate employees permanently assigned to A.R.E.:

l.

All allowances applicable to salartes and wages; and

2. Cost of established plans; and

3. All travel and relocation costs of such expatriate

employees and their families to and from the empioyee’s
country or point of origin at the time of employment, at
the time of separation, or as a result of transfer from one
location to another and for vacation {transportation costs
for employees and their families transferring from the
A.R.E. to another location other than their country of
origin shall not be charged to A.R.E. operations).

Costs under this Article II{b)(2) shall be deemed to be
equal to seventy five percent (75%) of basic salaries and
wages paid for such expatriate personnel including those
paid during vacations and sick leaves as established in
CONTRACTOR's intemational policies, chargeable
under Article H{b)(1), Article II(i), Article II(k)(1) and
Article [I{k)(3) of this Annex.

However, salanes and wages dunng vacations, sick

leaves and disability are covered by the foregoing

percentage. The percentage outlined above shall be
deemed to reflect CONTRACTOR's actual costs as of the
Effective Date with regard to the following benefits,

allowances and costs :-

‘1. Housing and utilities allowance.

2. Commodities and services allowance.

3.  Special rental allowance.
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10.
11.
12.
13.
14.
15.
16.

17.

18.
19.
20.
21.

22.

Vacation transportation allowance.

Vacation trave] expense allowance.

Vacation excess baggage allowance.

Education allowances (children of expatriate employees).

Hypothetical U.S. tax offset (which results in a reduction
of the chargeable percentage).

_Storage of personal effects.

Housing refurbishment expense.
Property management service fees.
Recreation allowance,

Retirement plan.

Group life insurance.

Group medical insurance.
Sickness and disability.

Vacation plans (excluding allowable vacation travel

expenses).

Savings plan.

Educational assistance.
Military service allowance.
FILC.A.

Workman's compensation.



Yool Lwidg A b () YF saadl = e Jia 4] VAA

Al 4o LY aaliy Jasdd] eelalt - ¥
ot A i Slil - Y
sl gl - Yo
Pl U s B a1 (g3 Ll o] 0N S i BT - Y
Jaliadl !
Ol 705 0 Dl (F) S S I ny Doyl ot i at] 5Ly
it b cand Jlanzil Je L laoly Jylall Gin, BN S,
g H P
i b ol il Jlze¥! § U el uia G g # L oMl
Op W [RN W IFVICTIR JUTVUIRE B IAF L 395 U3 S IR -51 T J5 WL
adlay 3,53 LIS
OV pead Ll Ldedd| yUl! GBS YT L35 itall ol uSass
il g SNET y 8,301 8L 5ay
YA LS (Rz530 Liay ponegr b i) (Sl i ol il (F)
e g3 ALl il gl o V5m JS 51/ s S SISy 5, il aatl IS,
il &y lal o el & G bin JatsNy gl o 5,001 41 ohll
el a3 AL 55Ul ad e () () 5800 3 o)l pb Lo o Ltz
Koy puil! oyt 5 o3l Wik e il ST, 81 )i i) e (£)
(Y PR IR T OW )5 TCE R PP Sy J S ¥ S JCATIN | P
(¥) () sl iy (V) () Lol il s wde Lopmain 4o LY
Gl 1 o (F) (&) 2ol 5ally (V) (@) duslehl sslhl, () 2sWWsalll,



144

Vo Vanisn A g (al) YY ssall - e JH3 4

(3)

(4)

23. Federal and state unemployment insurance.
24. Personnel transfer expense.

25. National insurance.

26. Any other costs, allowances and benefits of a similar nature
as established in CONTRACTOR s intermational policies.

The percentages outlined above shall be reviewed at intervals
of three (3) years from the Effective Date and at such time
CONTRACTOR and EGAS shall agree on new percentages to
be used under this Article.

Revisions of the percentage shall take into consideration van-
ances in costs and changes in CONTRACTOR's intermational
policies which modify or exclude any of the above allowances

and benefits.

The revised percentages shall reflect as nearly as possible
CONTRACTOR's actual costs of all its established allowances

and benefits and of personnel transfers.

For expatriate employees temporarily assigned to the A R.E all
allowances, costs of established plans and all travel and/or

relocation costs for such expatriates as paid in accordance with
CONTRACTOR's international policies. Such costs shall not
include any administrative overhead other than what 1s
mentioned in Article II(k)(2) of this Annex.

Expenditure or contributions made pursuant to Jaw or assessment
imposed by any governmental authority which are applicable to
labor cost of salaries and wages as provided under Article 1(b)
(1), Article II{(b)(2), Article II(i), Article II(k)(1) and Article 1l
(k)(3) of this Annex.
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{¢} Benefits, allowances and related costs of national employees:

Bonuses, overtime, customary allowances and benefits on a bhasis
sitnilar to that prevailing for oil companies operating in the ARE,,
al as chargeable under Article TH{b)} 1), Article ), Asticie H{KX 1)
and Article 1I{k)(3) of this Annex. Severance pay shall be charged at
a fixed rate applied (0 payrolls which shall equal an amount
equivalent to the maximum liability for severance payment as
required under the A R E. Labor Law,

(d) Material:

Material, equipment and supplies purchased or furnished as such by
CONTRACTOR or the Joint Venture Company.

{13 Purchases:

Material, equipment and supplies purchased shall be sccounted

for at the price paid by CONTRACTOR or the Joint Venture

Company plus any related cost and after deduction of all

discounts actualtly received.

{2} Material furnished by CONTRACTOR:

Matenal, required for operations shall be purchased directly

whenever practicable, except that CONTRACTOR may furnish

suich material from CONTRACTOR's or CONTRACTOR's

Affiliated Companies stocks outside the AR.E. under the

following conditions:

1. New Malerial (Condition "A™)
New Material transferred from CONTRACTOR's or
CONTRACTOR's Affiliated Companies warehouse or other
properties shall be priced at cost, provided that the cost of
material supplied is not higher than international prices for
material of similar quality supplied on similar terms,
prevailing at the time such material was supplied.
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2. Used Material {Conditions "B' and " C"™)

a) Material which is in sound and serviceable condition and
1S suitable for re-use without reconditioning shall be
classified as Condition "B" and priced at seventy - five
percent {75%) of the price of new material.

b} Material which cannot be classified as Condition "B" but
which is serviceable for original function but substantially
not suitable for reuse without reconditioning, shall be
classifred as Condition "C" and priced at fifty percent
{50%} of the price of new material.

¢}. Matenal which cannot be ¢lassified as Condition "B" or
Condition "C" shall be priced at a value commensurate
with its use.

d) Tanks, buildings and other equipment involving erection
costs shali be charged at applicable percentage of knocked -
down new price.

{3) Warranty of material furnished by CONTRACTOR
CONTRACTOR does not warrant the material furnished beyond
or back of the dealer's or manufacturer's guarantee, and in case
of defective material, credit shall not be recorded wuntil
adjustment has been received by CONTRACTOR from the
manufacturer(s) or its (their) agents.

(e} Transportation and Employee Relocation Costs:

{1} Transpontation of material, equipment and supplies necessary
for the conduct of CONTRACTORs or the Joint Venture

Company's activities.

{2) Business travel and transportation expenses fo the extent
covered by CONTRACTOR's established policies of or with
regard to expatriate and natiortal eraployees, as incurred and paid
by, or for, employees in the ¢conduct of CONTRACTOR's or the
Toint Venture Company's business.

(3) Employees transportation and relocation costs for national
employees to the extent covered by established policies.
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{f) Services:

(1) Quiside services: The costs of contracts for consultants, services
and utilities procured from third parties.

{2y Cost of services performed by EGAS or by CONTRACTOR,
or their Affiliated Companies in facilities inside or outside the
A.R.E.. Reguiar, recurrifig, routine services, such as interpreting
magnctic tapes and/or other analyses, shall be performed and
charged by BEGAS anddor CONTRACTOR or their Affilated
Companies at an agreed contracted price. Major projecis
involving engineering and design services shall be performed by
EGAS andfor CONTRACTOR or their Affiliated Companies at
& negotiated contract amount.

{3} Use of EGAS, CONTRACTOR's or their Affihated
Companies’ whoily owned equipment shall be charged at a
rental rate commensurate with the cost of ownership and
aperation, but not in excess of competitive rates then prevailing
in the AR.E.

{4y CONTRACTOR's and CONTRACTOR's Affiliated Companics’
rates shall not include any administrative or overhead costs
other than what 1s mentioned in Article IHKNX2) of this Annex.

(g} Damages and Losses:

All costs or expenscs, necessary fo replace or repair damages or
losses incurred by fire, flood, storm, theft, accident or any other
cause not controllable by CONTRACTOR or the Joint Venture
Company through the exercise of reasonable diligence.
CONTRACTOR or the Joint Venture Company shall fumish EGAS
and CONTRACTOR with a written notice of damages or josses
incurred in excess of ten thousand U.S. Dollars {310,000} per
occurrence, as soon as practicable after report of the same has been
received by CONTRACTOR or the Joint Venture Company.
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(h) Insurance and Claims:

(1)

)

The cost of any public liability, property damage and other insurance
against liabilities of CONTRACTOR, the Joint Venture Company
and/or the parties or any of them to their employees and/or outsiders
as may be required by the laws, rules and regulations of the
GOVERNMENT or as the parties may agree upeon. The proceeds of
any such insurance or claim collected, less the actual cost of making
a claim, shall be credited against operations.

'If no insurance 18 carned for a particular risk, in accordance with

good international petroleum industry practices, all related actual
expenditures “incurred and paid by CONTRACTOR or the Joint
Venture Company in settlement of any and all losses, claims,
damages, judgments and any other expenses, including legal
Services.

Indirect Expenses:

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

~ indirectly serving the Area.

Legal Expenses:

All costs and expenses of litigation, or legal services otherwise
necessary or expedient for the protection of the Area, including
attorney's fees and expenses as 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 incurred
by any party or parties hereto in securing evidence for the purpose of
defending against any action or claim prosecuted or urged against
the operations or the subject matter of the Agreement. In the event
actions or claims affecting the interests hereunder are handled by the
legal staff of one or more of the parties hereto, a charge
commensurate with the cost of providing and fumishing such
services shall be made to operations.
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{k) Administrative Overhead and General Expenses:

{i} While CONTRACTOR is conducting Exploration operations,
the cost of staffing and maintaining CONTRACTOR's bead
office in the ARE. andfor other offices established in the
ARE. as appropriate other than fiekd offices, which shall be
charged as provided for in Article i) of this Amnex, and
excepting salaries of employees of CONTRACUTOR who are
temporarily assigned o and directly serving on the Aroa, which
shail be charged as provided for in Article I1{b} of this Annex.

(2] CONTRACTOR's administrative overhead outside the A RE
applicable 1o Exploration operations in the AR.E. shall be
charged each month at the rate of five percent (5%) of total
Exploration expenditures, provided that no  administradive
overhead of CONTRACTOR outside the AR.E. applicable to
A.R.E. Exploration operations shall be charged for Exploration
operations conducted by the Joint Venture Company. No other
direct charges as such for CONTRACTOR's administrative
overhead outside the AR, shall be applied against the
Exploration obligations. Examples of the type of cosis
CONTRACTOR i3 incurring and charging hercunder due to
activities under this Agreement and covered by said percentage
are: -

1. Executive - time of executive officers.

2. Treasury - firancial and exchange problems.

3. Purchasing - procuring materials, equipment and supphas.
4,

Exploration and Production - directing, advising and
confrolling the entire project.



Vot i A i Ll Y sl = L Sl YA

L ]

L B Pyl

S il 35 Yy SR KBy dnd B o 10YAS ¢ (o SV OLIVYE - 8
ilheadl 3 Uiy Llaghaany Lgady oalaad 3]
PR IR ICADRT T | BOWrs: ESPO | IO £ 3 PIS WS
Sl B e Tl S0l e (Y)Y () Zoe il 5 aal!
iyt i TS ildnd] e ek (L ald 15,080 38205 L o e ()
comd ik Ty bt RS0y Kl LN 6 kil oo 38200 28
C it 8 g I S el dhay s g [ gmindy ] il ol
(O, FUE ROV L PRRUIN UG 5 FOPVLS PURVSLRIEN:: FW-3 FIEY
e IS Syl 1Jod 503 ¢ gl gt 3T 35 5 et g
ety Rmpboad] Egpertond f et Uity Bl Seldinsy Lol ol oy
sxutlil gl { )
It B Cgonds 2 By all sl i8] o g 51 il 2L
e eiliall < Lazaly ST ke GUB (S popr S TR0 AS, o
LY e ARIRAN Bl e (V) (5) 32001
b paiial! JOULT Bl (0}
3 Wiomy gt (b Lpamisy TSV Laaiy b sl el G
Jof S Olandl Clis i lamad 00y &5 28RS A0 4 ST aa
S Wl e g g Jab o b
15 )] wildii {4}
aftay 5,1l oIS YT aatyliny anheds Lo 33 Sl 5 iy e 5 IS L]
e 38 55 il RS sl ST J Ll Ll i 5085 (il 3L0 b a3
Skezabl Ut Saadl gl



AR Vol D A J 1pb) VY saadl = dgaa i 3 4

8. Other departments such as legal, controller and engineering
which contribute time, knowledge and experience to the
operations.

The foregoing does not preclude charging for direct service
under Article H{D(2) of this Annex.

(3}  Whtle the Joint Venture Company is conducting operations, the
Joint Venttire Company's personnei engaged in general clerical
and office work, supervisors and officers whose time is
generally spent in the main office and not the field, and ali
employees generally considered as general and administrative
and not charged to other types of expenses shall be charged to
operations. Such expenses shall be aliocated ¢ach month
between Exploration and Development operations according to
sound and practicable accounting methods.

{I} Taxes:

Ail taxes, duties or levies paid in the ARE. by CONTRACTOR or
the Jout Venture Company with respect to this Agreement other
than those :cﬂvemd by Article [TH{g)(1) of the Agreement.

(m)} Continuing CONTRACTOR Costs:
Costs of CONTRACTOR activities required under the Agreement
and mcurred exciusively in the A.R.E. after the Joint Venture
Company s formed. No sales expenses incurred outside or inside the
A.R.E. may be recovered as a cost.

{n) Other Expenditures:

Any cosis, expenses or expenditures, other than those which are
covered and dealt with by the foregoing provisions of this Article I,
menrred Ey CONTRACTOR or the Joint Venture Company under
approved Work Programs and Budgets.

A
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(a}

(b}

{a)

J T

ARTICLE I
INVENTORIES
Periodic Inventories, Neotice and Representation:

At reasonable intervals as agreed upon by EGAS and
CONTRACTOR mventories shall be taken by the Joint Venture
Company of the operations materials, which shall include all such
materials, physical assets and construction projects. Written notice of
intention to take inventory shall be given by the Joint Venture
Company to BGAS and CONTRACTOR at least thinty (30) days before
any inventory is to begin so that EGAS and CONTRACTOR may be
represented when any inventory is taken, Failure of EGAS and/or
CONTRACTOR to be represented at an inventory shall bind them to
accept the imventory taken by the Joint Venture Company, who shal}
in that event furnish the party not represented with a copy thereof,

Reconcilintion and Adjusiment of Inventories:

Reconciliation of inventory shall be made by CONTRACTOR and
EGAS, and a list of overages and shortages shall be jointly
determined by the Joint Ventare Company and CONTRACTOR and
EGAS, and the inventory adjusted by the Joint Venture Company.

ARTICLE IV
COST RECOVERY

Sfatements of Recovery of Costs and of Cost Recovery
Petroleum: |
CONTRACTOR shall, pursuant to Article VII of the Agreement,
render to EGAS as promptly as practicable but not later than fifieen
{15) days afier receipt from the Joint Venture Company of the
Statements for Development and Exploration Activity for the
calendar quarter a "Statement” for that quarter showing: |

. Recoverable costs carmed forward from the previous quarter, if
any.
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2. Recoverable costs incurred and paid during the quarter.
3. Total recoverable costs for the quarter (1) + (2).

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

5.  Amount of costs recovered for the guarter.
6. Amount of recoverable costs carried forward into the succeeding
quarter, if any.

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

{b} Payments:

{c)

If such Statement shows an amount due to EGAS, payment of that
amount shail be made in U.S. Dollars by CONTRACTOR with the
rendition of such Statement. f CONTRACTOR fails to make any
such payment to EGAS on the date when such payment is due, then
CONTRACTOR shall pay interest of two and one half percent
{2.5%) per anmum higher than the London Interbank Borrowing
Offered Rate (LIBOR), for three (3) months U.S. Dollars deposits
prevailing on the dafe such interest is calculated. Such interest
payment shail not be recoverable.

Settlement of Excess Cost Recovery Petroleam:

EGAS has the right to take its entiiement of Excess Cost Recovery
Petroleum under Article VII(a)(2) of the Agreement in kind during
the said quarter. A settlement shall be required with the rendition of
such Statements n cas¢e CONTRACTOR has taken more than #s
own entitiemnent of such Excess Cost Recovery Petroleurn.
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@) Audit Right:

{a)

ECGGAS shail have the right within a period of twelve {12} months
from receipt of any Statement under this Article IV in which to audit
and raise objection o any such Statement. EGAS and
CONTRACTOR shali agree on any  required  adjusiments.
Supporting documents and accounts will be available 0 EGAS
during said twelve {12} month peniod.

ARTICLE YV

CONTROL AND MAJOR ACCOUNTS

Exploration Obligation Control Accounts:
CONTRACTOR shall establish an Exploration Obligation Control
Account and an off-setting contra account to control therein the total
amount of Exploration expenditures reported on Statements of
activity prepared in accordance with Article I(b}{1) of this Annex,
less any reductions agreed to by EGAS and CONTRACTOR
following written exceptions taken by a non-operator pursuant o
Articie {c)(1) of this Annex, in order to determine when minimum
Exploration obligations have been met.

{b) Cost Recovery Conirol Account:

{c)

CONTRACTOR shall establish a Cost Recovery Control Account
and an off-setting contra account 10 control therein, the amount of
cost rematning 10 be recovered, if any, the amount of cost recovered
andd the value of Excess Cost Recovery Petroleum, if any.

Major Accounts:

For the purpose of classifying costs, expenses and expenditures for
Cost Recovery Petroleum as well as for the purpose of establishing
when the minimum Exploration obligations have been met, costs,
expenses and expenditures shall be recorded in major accounts
including the following; |

- Exploration Expenditures;

-  Development Expenditures other than Operating Expenses;
- Operating Expenses.;

Necessary sub-accounts shail be used.

Revenue accounts shall be maintained by CONTRACTOR to the
extent necessary for the conirol of recovery of costs and the
treatment of Cost Recovery Petroleum.
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ARTICLE V]
TAX IMPLEMENTATION PROVISIONS

It 13 understood that CONTRACUTOR shall be subject to Egyptian
Income Tax Laws except as otherwise provided for in the Agreement,
that any ARE. Income¢ Taxes paid by EGAS on CONTRACTOR's
behalf constitute additional income to CONTRACTOR, and this

additional income is also subject to A.RE. income tax, that is "grossed up®.

"CONTRACTOR's annual income”, as determined in Article [TI(g)(2) of
this Agreement, less the amount equal to CONTRACTOR's grossed-up
Egypiian income tax lability, shall be CONTRACTOR's "Provisional

income”,

The "Grossed-up Value ¥ is an amount added to Provisional Income to
give "Taxable Income”, such that the grossed-up value 1s eguivalent to

the A R E. Income Taxes.
THEREFORE:
Taxable Income = Provistonal Income + Grossed-up Value
el
Grossed-up Value = AR.E. Income Tax on Taxable Income.

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

or profits, is constant and not dependent on the level of income, them:

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

Provisional income X Tax Rate

dnblaliad e -

Crossed-up Value =

1 -Tax Rawe

where the tax rate is expressed as a decimal.

The above computations are illustrated by the following numerical
example. Assurring that the Provisional Income is $10 and the AR.E,
Income Tax rate is forty percent (40%), then the Grossed-up Value is

equal to:
$10x04
i- 04
Therefore:
Provisional income
Plus Grossed-up Value
Taxabie Income

Less: ARE. Income Taxes at 40%
CONTRACTOR's Income after taxes

= § 6.67

$10.00
0.67
$16.67
6.67

% 10.00
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