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CONCESSION AGREEMENT FOR PETROLEUM
EXPLORAT!ON HEVELOPMENT AND EXPLOITATION
BETWEEN
THE ARAB REPUBLIC OF EGYPT
AND

THE EGYPTIAN GENERAL PETROLEUM
CORPORATION

~ AND
PICO GOS Petroleum Limited
AND
KUFPEC (Egypt) Limited
IN
GEISUM & TAWILA WEST AREA
GULF OF SUEZ
ARE.

This Agreement made and entered on this day of , 2007,
by and between the ARAB REPURLIC OF EGYPT (hereinafier referred
to variously as "AR.E." or as the "GOVERNMENT")the EGYPTIAN
GENERAL PETROLEUM CORPORATION, a legal entity created by
Law No. 167 of 1958 as amended ¢hereinafter referred o as "EGPC™)
and PICO GOS Petroleum Limited, a limited Liability company organized
and existing under the laws of British Virgin Islands (hereinafter
referred w0 as " PICO GOS™ ) and KUFPEC (Egypt) Limited , a limited
Lability company organized and existing under the laws of the Cayiman
Islands (hercinafter referved to as "KUFPECT), (PICO GﬂS and KUFPEC
shall be hercinaffer referred to collectively as "CONTRA{ZTQR‘ and
individually as "CONTRACTOR MEMBER™),



YooV Ly W3 () 50 Y suddl - i iy 1 Y-

L Py
_J.-.v-l.n.“_, l,a-L.I.I l;_,r,“ . JJ',...-JI L‘.,.l Lﬂu ,—_;:Lu“_cu.‘h sliazi Ajj-ljiui t..u.l-

Le Y, HU-'_,_’«.J! t.l_‘ " na_,_r_,ll 145:, J.....Jx.l“ﬂ al...ll‘..U.'u ot &g C.U'"

ied 08 r,_, ,_,,Ldl o ok ._,;L.ajluy_.__.,h J;,.Jlu_c MU IJ..J*H i slisl
Oild] o ot aJ:L.aJIq,__.t-,.; A.b__,_bd_......-.ruhu L4.J1 ...._II L.SJA.....-.II VaY§
NAAN T VoY 3,

o et Sy Kk ly T Gl 5 iyt dilact] « sl GSLS o oy
Rl b e e L) L e s G0 Sy ALY adgy (a8 A TG Gl
iy [P PN LV - PRAE NS

g Lol szl Moonass of e plislys "ehai o™ " il 5l 2 0S5 © Ol Canns
Ja ! e ol Jlasly jandy bowd Valie Logoiom b L Lde o il
‘ wﬂ'cj-’q*-’ﬁ idyyb l-.:---:?uh-‘-‘ Rty LW PRI

L3N s gt p Y mc—..‘_,s....a;:..,m,;,ic_ﬁ,
1._,...L,I Hu.L..JM i..oJm.-L.JI Sl a.-:-_,.:JJ_,_J|_,.r_J‘,JJ_,.-mu|t.-.-.=-_,

| . il
ol e b e 230N sda bl Gist ais el
S it |
il 2

JL..-:I o0 Wyaks Sybly hised ey e slsed! poadl Jeh gty "ot (1)
| ml ,._-.J n.L.....n.ﬂ n...tl.a_;l_,ll_, J.._.ch..lf,_,n:_,l_,.ll c-”
;..:L.L:..-:J":rli......i:.'_,l J,,..Jmmu,ut,w ......,s,..u,..;t....w |
P POV X I Y JRCY I U ¥ &1 P L T (PRUFS £ ok s dud gl
U Lu_, Llf;ﬂ;_, Sl Lol Oiliall, n...:La.LJ-Lg oleglls -...tl:-LU')'[
Pl " Loy " Jadll daalys o Sazall U3l Janll g I_,.,‘_,.o P
'...:-.Jlul.,l..-.,



VUYL Y L i VY S (), R VY sl — Dpaw ) B i

WITNESSETH

WHEREAS, all minerals including paimieum existing in mines and
quarries in A RE: tncluding the territorial waters, and imthe seabed
subiect to its jurisdiction and extendi ng bey{md ﬁzﬁ: iamtﬂﬁa;! watars are
the property of the Siate; ang
WHEREAS, as a result of several assignments, EGPC is the only owner
of both GEISUM Development Area in the Concession Agreement for
Petroteum Exploration and Exploitation issued by virtue of Law No. 59
of 1974 as amended and TAWILA WEST Devaiapmeni Area ;ssue:zi oy
virtue of Law No. 152 of 1981; and |
WHEREAS, wherever in and throughout the area described in. ﬂnnﬂ;
"A" and shown approximately on Annex "B", which are attached hereto
and made part hereof ( hereinafter referred to as the "Area” ) are subject
to the provisions and conditions of this Agreement; and
WHEREAS, "PICO GOS" and "KUFPEC" agree to undertake their
obligations provided hereinafter as a CONTRACTOR with respect (o
the Exploration, Development and Production of Petroleum in GEISUM
& TAWILA WEST AREA , Guifof Suez ;and
WHEREAS, the GOVERNMENT desires hereby to grant such
Concession; and
WHEREAS, the Minister of Petroleum pursuant to the provisions of
Law No. 86 of 1956, may enter info a concession agreement with EGPC,
and with * PICQ GOS” and " KUFPEC” 85 a CONTRACTOR in the
said Area.
NOW, THEREFORE, the parties hereto agree as follows:
ARTICLE )
DEFINITIONS
{8} “Exphoration” shall irclude such geological, geophyiical, serial and
other surveys as may be contained in the approved Work Programs
and Budgets, and the drilling of such shot holes, core holes,
stratigraphic teats, heles for the discovery of Petroleum or the
appraisal of Petroleum discoveries and, other related holes and
wells, and the purchase or atquisition of such supphas, materials,
services and equipments therefor, all as may be contained in the
approved Work Programs and Budgets. The verb "explore” means
the act of conducting Exploration.
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(b} "Development" shall include, but not be limited to, all the
operations and activities pursuant to approved Work Programs and
Budpets under this Agreement with respect o
(i) the drlling, plugging, deapen'ing, side tracking, re-drilling,

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

i1} design, engineering, construction, instailation, servicing and
maintenance of equipments, lines, systems facilities, plants
an«i related 0peratimis to prixiuce and operate said development
wells, taking, saving, treating, handling, storing, t(ransporting
and delivering Petroleumn, re-pressuring, recycling and other
Mmida:y recovery projects, and

(ni) transportation, storage and any other work or activities
necessary ot ancillary to the activities specified in (4 and (i1).

(c) "Petroleum” means Liquid Crude Qil of various densities, asphalt,
(as, casinghead gas and all other hydrocarbon substances that may
be found in, and produced, or otherwise obtainesd and saved from
the Area under this Agreement, and  all substances that may be
extracted therefrom.

(@) “"Liquid Crudé Qil” or "Crude Oil” or "0Oil" means any hydrocarbon
produced from the Area which is in a liquid state at the wellhead
or lease separators or which is extracted from the Gas or
casinghead ga# in a plant. Such hquid state shall exist at sixty
degrees Fahrenheit (60°F) and atmospheric pressiire of 14.65 PSIA.
Such term includes distillate and condensate.
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{e} "Oas” means natural gas both associated and non-associated, and all
of its constituent elements produced from any well in the Area
{other than Liquid Crude Oil) and all non-hydrocarbon sehstances
therein. Said ferm shall include residual gas, that Gas remaining
after removal of LPG., |

{fy "LPG" means liguefied petroleum gas, which is a mixture
principally of butane and propane hiquefied by pressure and
temperature. |

{2} A "Bamel” shall consist of forly-two {42} Umted States gallons,
hquid measure, corrected 10 a temperature of sixty degrees
Fahrenheit (60°F) at atmospheric pressure of 14.65 PSIA.

{h) 1} Commercial Oil Well” means the first well orrany geological
feature which after testing for a perntod of not more than
thiﬂ:y {30} consecutive days where practical, but in any event
in accordance with sound and accepted industry production
practices, and verified by EGPC, is found 1o be capable of
producing  at the -average rate of not less than one thousand
(1000) Barrels of oil per day (BOPD). The date of dlst:ﬂvary
of 2 "Commercial Oil Well” is the date on which such well is
tested and completed according to the above. |

{2) - "Commercial Gas Well” means the first well on any
geological feature which after testing for a pennd of not
more than thirty (30) consecutive days where practical, but
in any event in accordance with sound and accepted mdustry
production practices and verified by EGPC, is found to be
capable of producing at the average rate of not less than
fifteen million {13,000,000) standard cubic feet of Gas per
day (MMSCED). The date of discovery of a "Commerciai
Gas Well" is the date on which such well is fested and
compleied according (o the above.
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{1} “AR.E" means ARAB REPUBLIC OF EGYPFT.

(j) "Effective Date" means the date on which the text of this Agreement
15 signed by the GOVERNMENT, EGPC and CONTRACTOR,
after the relevant Law is issued.

(k) (1) "Year” means a peritod of twelve {12) months according to the

Gregorian (Calendar.

(2} "Calendar Year" means a period of twelve (I12) months
according to the Gregorian Calendar being IS January to 318
December.

{) "Financial Year" means the GOVERNMENT's financial year
according to the laws and regulations of the ARE.

{m) "Tax Year" means the penod of twelve (1.2) months according to
the laws and regulations of the A.R.E. |

{n} An"Affihated 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
indirectly by a party hereto; or

(2} which is the owner directly or indirectly of share capital
conferring a majority of votes at stockholders’ meetings of a
party hereto; or

{3) of whi?:h the share r;:apita! confemring a majority of votes at
stockholder's 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.
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"Development Block” shall mean an area, the comer points of
which have to be coincident with one ( 1 } minute by one ( 1 )
minute latitude and longitude divisions, according to the
International Grid System where possible or with the existing
boundaries of the Area covered by this Concession Agreement as
set out in Annex "A”".

"Development Lease(s)” shall mean the Development Biock or
Blocks méeﬁng the geological structure capabie of production, the
corner points of which have to be coincident with one (1) minute by
one {1) minwte latitude and longilude divisions according to the
Internationa! Grid System where possible or with the existing
boundaries of the -Area covered by this Concession Agreement as
sei out 1 Annex "A",

“Agreement” shall mean this Concession Agreement and its
Annexes.
"Gias Sales Agreement” shall mean a written agreement between

EGPC and CONTRACTOR (as sellers) and EGPC or The Egyptian
Natural Gas Holding Company "EGAS” or a mutually agreed third
party (as buyer), which contains the terms and conditions for Gas

sales from a Development Lease entered-into pursuant to Article
VI {e).

"Standard Cubic Foot” (SCF) is the amount of (as necessary o fill
one (1) cubic foot of space at atmospheric pressure of 14.65 PSIA
at a base temperature of sixty degrees Fahrenheit (60° F).

{(t} "EGAS" means the Egyptian Natural Gas Holding Company.

{u} "Commercial Production Date " means a date prior the Effective Date

of this Concession Agreement .
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ARTICLE NI
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: 2000 000 indicating the Area covered and affected by

this Agreement and described in Annex “A".

Annex Y“C" is the form of the Letter of Guaranty to be submitted by
CONTRACTOR to EGPC one (1) day before the time of signature by
the Minister of Petroleum of this Agreement, for the sum of eighty
million U.S. ﬁaiiars ($80,000,000), guaranteeing the execution of
CONTRACTOR's minimum financial obligations hereunder for the
initial ten (103} vear period . In case the CONTRACTOR extends this
period for the second extension period in accordance with Article T (a),
a similar form of letter of Guaranty (in an amount to be agreed between
EGPC and CONTRACTOR) shall be issued and be submitted by
CONTRACTOR w0 EGPC at least one {1} day before the
CONTRACTOR exercises the option to extend. Each Letter of Guaranty
shall remain effective for six {6) months after the end of the period for
which it has been issued.
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The letters of Guaranty mentiosed above shall be reduced quarterly by
expenditure incurred and paid by CONTRACTOR on Explﬂratmn
Expenditures and Development Expeniiﬂures and approved i}y EGPC for
the relévant period.

Annex "DV is the form of a Charter of the Operating Company to be
tormed as provided for in Article VI hereof. |

Annex "E" is the Accounting Procedure.

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

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

Annexes "A", "B", "(3“ "D","E" and "F" to this Agm&ment are hereby
made part hereof, and thﬂ}r’ shall be considered as hav:ng equsl f{}rca and
effect with the previsions of this Agreement.

ARTICLE III
GRANT OF RIGHTS AND TERM
The GOVERNMENT hereby grants EGPC and CONTRACTOR subject
to the ferms, covenants and conditions set out in this Agreement, which
insofar as they are contrary to or inconsistent with any provisions of
Law No. 86 of 19533, as amended, shall have the force of Law, an

exclusive concession in and to the Area described in Annexes "A" and
I'IB“
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The GOVERNMENT shail own and be entitled, as hereinafier  provided
to 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
Lease Period including ‘renewal. Said royalty shall be borne and paid by
EGPC and shall not be the obligation of CONTRACTOR. The payment
of royalties by EGPC shall not ht.deemﬂd to result in income  atiributable
to the CONTRACTOR. |

{a} The Development Lease Period for the Area as illustrated in Annex
{A) of ten (10) vears shall start from the Effective Date. Two (2)
successive extensions to the Development Lease Period, each of
five (3) years shall be granted to the CONTRACTOR at ifs option,
upon not less than six (6) months wntten request sent by
CONTRACTOR to EGPC prior to the expiry of the Development
Lease Period or the first extension period , as the case may be ,
supplemented by technical studies including an evalvation of
production and expected levels of production during the relevamt
extension period , a statement of the obligations of CONTRACTOR
and economic ferms, The first such extension period shall be at the
sole option of the CONTRACTOR. The second such extension
period shall be subject to the approval of the Minister of Petroleum
and further subject to the CONTRACTOR submitting a letter of
guaranize {in an amount to be agreed between EGPC and the
CONTRACTOR) to guarantee the fulfillment of CONTRACTOR's
financial obligations for such extension. Any new Commercial
Discovery of Qil or Gas well shall not cause an extension of the
Development Lease Pedod or any extension thereof and the
w opment thereof shall take place within the Development Lease
Period mentioned above in this paragraph.
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() Operating Company shall immediately notify EGPC of any Gas
Discovery in the Area but shall not be required to apply for a2 new
Development Lease in respect of such gas.

(c) Operating {:Gﬁpan}' shall immediately notify EGPC of any new Oil
Discovery but shall not be required to apply for a new Development
Lease in respect of such Oil:

(d) Development operations shall bé assumed by :the Operating
Company and be - conducted in accordance with gﬂ:}d oil field
practices and accepted petroleum engineering pnnmplcs until the
field is considered to be fﬂii}f deve:inped it hemg understood that if
associated gas is not utilized, EGPC and CONTRACTOR shall
negﬁtiate; in good faith on the best way 10 avoid impaising the
production in the interests of the parties.

{¢} Development operations in respect of Gas and Crude Otl in the
form of condensate or LG to be produced with or extracted from
such Gas shall. upon the signature of & Oas Saley Agreement or
comgnencement of a scheme to dispose of the Gas, whether for
expeort as referred to in Article VI or otherwise, be started promptly
by Gpemﬁng Company and be cﬂﬁduciéd in accordance with gbﬂd
£as field practicds and accepted petroletim :&ngin&e:ring prificiples
and the provisions of such agrecment or scheme.

In the event no Commercial Production of Gas is-established in
accordancy with such Gﬁﬁ Sales Agreemept or mhﬁm&;t _ _{ﬁﬂ
Devalﬂpment Lease relating to such (as shall be relinguished,
unless otherwise agreed upon by BGPC. |
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If, upon application by CONTRACTOR it is recognized by EGPC
that Crude O1l or Gas i1s being drained from the Area into a
Development Block on an adjoining concession area held by
CONTRACTOR, the Block being drained shall be considered as
participating 1n the Commercial Production of the Development
Block 1n question and the Block being drained shall be converted
into a Development Lease with 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
allocated to a concession area shall be priced according to the

concession agreement covering that concession area.

(f) CONTRACTOR shall bear and pay all the costs and expenses
required in can'ying out all the operations under this Agreement but
such costs and expenses shall not include any interest on
investment. CONTRACTOR shall look only to the Petroleum to
which it 1s 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 its renewal,

the total production achieved in the conduct of such operations shall
be divided between EGPC and CONTRACTOR in accordance with
the provisions of Article VIL
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(g) (1) Unléss otherwise provided, CONTRACTOR shall be subject to
Egyptian income tax laws and shall comply with the
requirements of such laws with re:spgct to the filing of returns,
the assessment l';lf tf:t;, and keéping aﬁﬂ shﬁwin g of bnn.ks and

records.

(2) CONTRACTOR shall be hable to prepare the tax return, that
only the tax authority shall be ~entitled to audit.
CONT RACTOR shall submit the tax return to EGPC twenty
five (23) days prior to the due- date of submitting theﬁ:ﬂf to the
tax authority. EGPC shall have the right to review the tax
return 1n order to accept the tax calculation therein. EGPC shall
provide _cnmﬁlents on such retumn within fifteen (15) days of
the dﬁte of receiving the tax return fmmEONTRACTOR . In
any- . ase COI’_{'I'RACTOR hall be responsible for submitting

the tax re!: u to the iax 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 Articke VII (a) and (b); |
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Reduced by:
(1) The costs and expenses of CONTRACTOR;

(11) The value as determined according to Article VII (c), of
- EGPC's share of the Excess Cost Recovery Petroleum
repaid to EGPC 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" .

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

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

(5) EGPC shalt furnish to CONTRACTOR the proper official
receipts evidencing the payment of CONTRACTOR's
Egyptian income tax for each Tax Year within ninety (90)
days following the receipt by EGPC of CONTRACTOR's tax
declaration for the preceding Tax Year. Such receipts shall be
issued by the proper Tax Authorities and shall state the
amount and other particulars customary for such receipts.
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{6) As used hercin, Egyptian Income Tax shall be inclusive of all
income 1axes payable in the AR.E. (inclading tax on tax) such
as the tax on income from movable capital and the tax on
profits from commerce and  indusiry and inclusive of taxes
based on mcome or profits mcluding all dividends, withholding
with respect to shareholders and other taxes impossd by
the GOVERNMENT of A.R.E. on the distrsibution of income or
profits by CONTRACTOR.

{7} In calculating its A R.E. income taxes, BGPC shall be. entitled
to deduct ail royalties paid by EGPC to the GOVERNMENT
and CONTRACTOR's Egyptian income taxes paid by EGPC
on CONTRACTOR's behalf.

ARTICLE IV
WORK PROGRAM AND EXPENDITURES

{a} The Operating Company shall be obliged to, within (3) months
from the Effective Date of this Agreement unless otherwise
agreed with BEGPC , present 3 detailed work schedule for the
plat to develop the Area and improve the production of
existing wells, CONTRACTOR shall also assume responsibility
for funding Exploration and Development operations from the
Effective Date . EGPC shall make avatlable for the Operating
Company 's use all seismic , wells and other Exploration data
m EGPC’s possession with respect to the Area as EGPC is
entitted fo do so and the Development and Exploration
operations shall be carmied out by the Operating Company .

(b} CONTRACUTOR shall spend through the Operating Company 2
minimum of eighty million U.S. Dollars ($80,000,000} on
Exploration and Development operations and its related
activities during the imtal four {4) year period of the
Developmeswt Lease Period of ten {10) years angd also the
amount to be agreed gpon with respect fo the second extension
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period of five (5) years in accordance with Article II (a)
hereinabove. CONTRACTOR shall fund the operations carried
out by the Operating Company to enable it to fulfill the
Production Schedule, Work Program and Budget. EGPC shall

not be responsible to bear or repay any of the aforesaid costs

and expenses .

(c) In case CONTRACTOR sumrenders its rights under this
Agreement in accordance with its terms before or at the end of
the initial four (4) year period of the ten (10) year pertod,
having expended on operations less than the total sum of
eighty million U.S. Dollars ($80,000,000)or in the event at the
end of the initial four (4) year period of the ten (10) year
period, CONTRACTOR has expended less than said sum on
operations an amount equal to the difference between the said
eighty million U.S. Dollars ($80,000,000) and the amount
actually spent on operations shall be paid by CONTRACTOR
to EGPC at the time of surrendering or within six (6) months
from the end of the initial four (4) yvear period of the ten (10)
year period , as the case may be. Such amount shall be used by
EGPC to fund the operations of the Operating Company to
ensure that it satisfies the Production Schedule, Work Program
and Budget , provided this Agreement is still in force as to
CONTRACTOR , CONTRACTOR shall be entitled to recover
such payments as Expenditures in the manner provided for

under Article VII.

(d) Operating Company shall supply EGPC and the CONTRACTOR,
within thirty (30) days from the end of each caiendar quarter,
with a Statement of development and exploration activity, if
any, showing costs incurred by the Operating Company during
such quarter. Operating Company's records and necessary
supporting documents shall be available for inspection by
EGPC and the CONTRACTOR at any time during regular
working hours for three (3) months from the date of receiving

each statement.
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Within the three (3) months from the date of receiving such
Statement, EGPC shall advise the Operating Company in

writing if it considers:
(1) that the record of costs is not correct; or

(2) that the costs of goods or services supplied are not in line
with the international market prices for goods or services
of similar quality supplied on similar terms prevailing at
the time such goods or services were supplied, provided

however, that purchases made and services performed
within the A.R.E. shall be subject to Article XXV; or

(3) that the condition of the materials furmished by
CONTRACTOR does not tally with their prices; or

(4) that the cosis incurred are not reasonably required for
operations.

Operating Company shall confer with EGPC and the
- CONTRACTOR in connection with the problem thus presented,
and the parties shall attempt to reach a settlement which 1s
mutually satisfactory.

Any reimbursement due t0 EGPC out of the Cost Recovery
Petroleum as a result of reaching agreement or of an arbitral
award shall be promptly made in cash to EGPC, plus simple
interest at LIBOR plus two and half percent (2.5 %) per
annum from the date on which the disputed amount(s) would
have been paid to EGPC according to Article VII (a) (2) and
Annex "E" of this Agreement (i.e., the date of rendition of the
relevant Cost Recovery Statement) to the date of payment.
The LIBOR rate applicable shali be the average of the figure or
figures published by the Financial Times representing the
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mid-point of the rates (bid and ask) applicable to one month
U.S. 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 paid to EGPC and the date on which it is settled.

If the LIBOR rate is available on any fifteenth (15%) day but is
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. to other leading banks in the London Interbank

Eurocurrency Market for one month U.S. Dollar deposits.

If such fifteenth (15") day is not a day on which LIBOR rates
are quoted in the London Interbank Eurocurrency Market, the
LIBOR rate to be used shall be that quoted on the next
following day on which such rates are gquoted.

(6) CONTRACTOR shall supply all funds necessary for the
operations of the Operating Company in the A.R.E. under this
Agreement in freely convertible currency from abroad.
CONTRACTOR shall have the right to freely purchase
Egyptian currency in the amounts necessary for its operations
in the A.R.E. from EGPC or from any bank authorized by the
GOVERNMENT to conduct foreign currency exchanges.
Priority shall be given to EGPC to purchase the foreign
currencies from CONTRACTOR at the same applicable rate

and date as such currencies may be purchased from the

National Bank of Egypt.
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(f} EGPC 1s authorized to advance to CONTRACTOR the Egyptian
currency required for the operations under this Agreement
against receiving from CONTRACTOR an equivalent amount
of US. Dollars at the official AR.E. rate of exchange
published by the Central Bank of Egypt , such amount in U.S.
Dollars shall be deposited in an EGPC account abroad with a
correspondent bank of the National Bank of Egypt, Cairo.
Withdrawals from said account shall be used for financing
EGPC's and its Affiliated Companies'  foreign currency
requirements subject to the approval of the Minister of
Petroleum.

ARTICLE V

RELINQUISHMENTS

CONTRACTOR may, voluntarily, during any period relinquish all
or any part of the Area provided that it gives EGPC and the
GOVERNMENT (90) day's prior written notice before any
relinquishment and provided EGPC and CONTRACTOR shall

mutualiy agree upon the blocks to be relinquished .
| ARTICLE VI
OPERATIONS

(a) On the Effective Date of this Agreement, EGPC and
CONTRACTOR shall form in the A.R.E. an operating company
pursuant to Article VI {(b) and Annex (D) (hereinafter referred to as
"Operating Company") which company shall be named by mutual
agreement between EGPC and CONTRACTOR and such name
shall be subject to the approval of the Minister of Petroleum. Said
company shall be a private sector company. Operating Company
shall be subject to the laws and regulations in force in the A.R.E. to
the extent that such laws and regulations are not inconsistent with
the provisions of this Agreement or the Charter of Operating
Company. |
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However, Operating Company and CONTRACTOR shall, for the
purpose of this Agreement, be exempted from the following laws
and regulations as now or hereafter amended or substituted:

- Law No. 48 of 1978, on the employee regulations of public sector
COMmpanies;

- Law No. 139 of 1981, promulgating the law on joint stock
companies, partnership limited by shares and limited liability
companies; . |

- Law No. 97 of 1983 promulgating the law concerning public sector

organizations and companies;

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

- Provisions of part 2 of Chapter 6 of Law No. 88 of 2003, organizing

dealings in foreign currencies.

(b) The Charter of Operating Company is hereto attached as Annex
"D", the Charter shall take effect and Operating Company shall
automatically come into existence upon the Effective Date without
any further procedures .

(c) Not later than ninety (90) days from the Effective Date the
Operating Company shall prepare a Production Scheduie, Work
Program and Budget for the remainder of the Financial year ,
thereafter four (4) months preceding the commencement of each
Financial Year (or such other date as may be agreed upon by
EGPC and CONTRACTOR), Operating Company shall prepare an
annual Production Schedule, Work Program and Budget for further
Exploration and Development for the succeeding Financial Year.
The Production Schedule, Work Program and Budget shall be
submutted to the Board of Directors for approval.



V.oV i i VYL () S T sl - B ST £

o (Y2 ) guptald ool hazs¥ e pa 6 Slabeally LU 5,200 505
Lohid) 28l Lslorlozot g st olih) I o280 005 pubiny 5 IS
SNy 5 phin I gl e SL Ciaathly JHYI el 3 oliic)d
ol ¢ saazall B0l 'L.Jl,,_f.a il ol e SN st LY

AN G G W3l 5 R & k! U s G S
S Bl el I gl G5 o Sadoed ] 32l duok| QLAY aiss
(Vo) ke pualdl oty (V) J5¥1 oyl (3 ell3y ¢ oUsl () ;;111‘_,;
o o il o5 Sl (Ll ooa ald sl o )l OIS 13« SN e

| o daky gl Jaadt 5 s
o L P L peas o i L OlLadl LW 820 7
S UV J PP T P [ REERE N W VR EpPRTY PES VRRIES

pid) lad lia ga Sl | padiinsy . ¥l aiddly Jobil! Loadds

HULl iy 7o (3 e Jyad] o (J1 Slead |y pilia) sl

Sllaally il 38,41 ik igalpd g oo o o sl J] Lo

LTSN sin g e o pail! Labati] oliy g all ‘._.4.1,
dadla 2 25 dlle i I8 RLgd LI Lags (V- ) ) DS 5
oo ake B Bl gopr b deaziedl 4] 45 Ollla ) Sbbeall,
U o ol 3 sail! UL Gty O ras bl danl s oS

NPTV [ VL PESE ¥ L IS TIP | PPERpE 0. § 'cll.,.l!,, ot b

()

()



Ly

YoV i idgy VW 5 () 5 Y sual — deew JF 5y A

(d)

(e)

Not later than the twentieth (20%) day of each month, Operating
Company shall furnish to CONTRACTOR a written estimate of its
total cash requirements for expenditure for the first half and the
second half of the succeeding month expressed in U.S. Dollars
having regard to the approved Budget. Such estimate shall take

into consideration any cash expected to be on hand at month end.

Payment for the appropriate period of such month shall be made to
the correspondent bank designated in paragraph (e) below on the
first (13Y) day and fifteenth (15%) day respectively, or the next

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

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

in connection with its activities under this Agreement.

Within sixty (60) days after the end of ea_;:h Financial Year,
Operating Company shall submit to the appropriate exchange
control authorities in the A.R.E. a statement, duly certified by a
recognized firm of auditors, showing the funds credited to that
account, the disbursements made out of that account and the

balance outstanding at the end of the Year.
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{fy 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 Operating Company or
CONTRACTOR from a Development Lease or adjacent corncession
arca related to the CONTRACTOR, EGPC shall use the excess
capacity if it so desires without any financial or operational
disadvantage to the CONTRACTOR or Operating Company.

ARTICLE VII
RECOVERY OF COSTS AND EXPENSES AND
PRODUCTION SHARING
(@) (1) Cost Recovery Petroleum:

Subject to the audiling provisions under this Agreement,
CONTRACTOR shall recover quarterly all costs, expenses and
expenditures in respect of all the Exploration, Development and
related operations under this Agreement 10 the extent and out
of thirty five percent {35%) of sll Petroieum produced and saved
from the Area hereunder and not used in Petroleurn operations.
Such Petrolocum is heremafter referred to as "Cost Recovery
Petroleum”.

For the purpose of determining the classification of all costs,
expenses and expenditures for their recovery, the following terms

shall apply:

1. "Exploration Expenditures” shall mean all costs and expenses
for Exploration and the related portion of indirect expenses
and overheads.
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2. "Development Expenditures” shall mean all costs  and
expenses for Development (with the exception of Qperating
Expenses) and the related portion of indirect expenses and
overheaas.

3. "Operating Expenses” shall mean all costs, expenses and
expenditures made after the Commercial Production Date,
which costs, expenses and " expenditures are not normatly

depreciabie,

However, Operating Expenses shall include workover, repair
and maintenance of assets but shall not include any of the
following: sidetracking, r&dﬂ%ﬁng and changing of the status of
a well, replacement of assets or part of an asset, additions,

renewals or major overhauling,

Exploration Expenditures, Devetopment Expenditures and
‘Operating Expenses shall be recovered from Cost -Recovery

Petroleum in the following manner:-

(i) "Exploration Expenditures” shall be recoverable at the rate of
twenty five percent {25%) per annum starting in the Tax Year

in which such expenditures are incurred and paid.

(i) "Development Expenditures” shall be recoverable at  the
rate of twenty five percent (25%) per annum  starting 1n the
Tax Year in which such expenditures are incurred and paid.

{iii} "Operating Expenses” shall be recoverable in the Tax Year in

which such costs and expenses are incurred and paid .
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(iv) To the extent that, in a Tax Year, costs, expenses or

(v)

expenditures recoverable per paragraphs (i), (i) and (iii)
preceding, exceed the value of all Cost Recovery Petroleum
for such Tax Year, the excess shall be carried forward for
recovery tn the next succeeding Tax Year(s) until fully

recovered, but in no case after the termination of this

Agreement, as to CONTRACTOR.

The recovery of costs and expenses, based upon the rates
referred to above, shall be allocated to each quarter
proportionately (one fourth to each quarter). However, any
recoverable costs and expenses not recovered in one quarter as
thus allocated, shall be carried forward for recovery in the next

quarter,

(2) Except as provided in Article VII (a) (3) and Article VI (e) (1),

CONTRACTOR shall each quarter be entitled to take and own
all Cost Recovery Petroleurn, which shall be taken and disposed
of in the manner determined pursuant to Article VII (e). To the

extent that the value of all Cost Recovery Petroleum [as

determined in Article VII (c) ] exceeds the actual recoverable
costs and expenditures, inciuding any carry forward from the

previous tax year(s) under Article VII (a) (1) (iv), to be



YooV D duigy VW5 () 50 YY sl = dawn Jl a4 0F

JoUbt o Sl ol o @il g padl 3 Gl s L epnnis
Joal o ydps . sbob () deagldl 33l 3 Dol cenild Uiy Rl
I IS sls, N jaaid | Js ! 20U 3 il gl o slica
s Jmgl M 33U 3 Gde ol A RS all3y lais (V) L] iyl
salald beniiy Lo () Laly (an) Gouddl i a1 omslimnd o LI

(¥ (1) dasl!

wargh i ol Ll G Lags (0 1) naany Lot 5 L2 JS ey Jod (V)
CU! 3 Ll i L sl b ol Jyliald a5 eS|
shidl ay . Lee I ala 2y paasdl 3y 2l sl oo (/Y1)
S s 85 g1 51 bl s " " L g pUH) Sl 08y
ol o Ues gl i3l b p U] ol TS 55 YT By Ll i
 PERYEAIT PO NICE I YEN JPWPE TIE N JCUES) SN s v Sy S
el Ll gy NS Bkl e 53 i By Jylil] A O e
Jy el Jasls o bie Lol 3l o2l 3 Ayl Glisl 38" 131
Lia oo SUT 5l ¢ 083 Gl b, 20 e IS sl 2 aadd]

. e iz

el sl ( )

2l s Uil o Loz d) (/00 ) DU G gz adly dadl (V)

Joan } g M Y dagrn s e by LW W L Ll

oas ¥l de L5555 . (g [ pules canSa i } 51 (g /
() 5,15 Al ] Salel) Wiy Yed o el



60 Y. VRedon W 4 () 5 VY saall - e 3y 4

recovered in that quarter, then the value of such Excess Cost
Recovery Petroleum shall be shared between EGPC and
CONTRACTOR in accordance with the percentages specified in
Article VI (b} below. The value of EGP(C's share in Excess
Cost Recovery Petroleum shatl be pad by CONTRACTOR o
EGPC either (1) in cash in the manner set forth in Article IV of
the Accounting Procedure contained in Annex "B or (11} i
kind in accordance with Article Vil{a) (3).

{3} Ninety {90} days prior to the commencement of each Calendar
Year EGPC shall be entitled to elect by notice in writing to
CONTRACTOR to require pavment of up to one hundred
percent {100%) of EGP('s share of Excess Cost Recovery
Petroleumn in kind. Such payment will be 1 Crude Ol from the
Arca F.O.B. export terminal or other agreed delivery point.
Provided that the amount of Crude Qil taken by EGPC in kind
in 8 quarter shall not exceed the value of Cost Recovery Cnude
Oil actually taken and separately disposed of by CONTRACTOR
from the Area duning the previous quarter. If EGPC's entitlement
1o receive payment of s share of Bxcess Cost Recovery
Petroleum 1 kind is Limited by the foregoing provision, the
balance of such entitiement shall be paid in cash.

(b) Production Sharing

{1} The remaining sixty five percent (65 %) of the Petroleum shall
be divided between EGPC and the CONTRACTOR according
to the following shares based on quarterly average production
{BOPD or SCFD). Such shares shall be taken and disposed of
pursuant to Article VII (e):
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{i} Crude O

Crude Oi1l produced and
saved under thus Agreement
and not used in Petroleum

operations,

(i} Gas and LPG

Gas and LPG produced and
saved under this Agreament
and not used in Petroleum

operations.

35 ¥ Sl = a5 2

minielpinli ey —"r el

EGPC
SHARE

{scventy percent)

(70%)

EGPC
SHARE

{scvenly percent)
{(70%)

CONTRACTOR
SHARE

{thirty percent)
(30%)

CONTRACTOR
SHARE

{(thirty percent)
{30%)
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{2} Afier the end of each contractual yvear during the term of any
(as Sales Agreement entered into pursvant to Articie VII (e),
EGPC and CONTRACTOR (as sellers) shall render to EGPC
or EGAS (gs buver) a statement for an amoumnt of (as, if
any, equal o the amount by which the quantity of Gas
of which EGPC or EGAS (as buyer) has taken delivery falls
below seventy five percent {75%) of the Contract quantities of
(Gas as established by the applicable Gas Sales Agreement {the
"Shortfall™), provided the Gas is available, Within sixty (60)
days of receipt of the statement, EGPC or EGAS (as buyer)
shall pay EGPC and CONTRACTOR {as sellers) for the
amount of the Shortfall, if any. The Shortfall shall be included
in EGPC's and CONTRACTOR's entitlement to Gas pursuant
to Article VII (a) and (b} in the fourth (4™ guarter of such
contractual year,

Quantities of Gas not taken but to be paid for shall be recorded

)

in a separate -"Take-or-Pay Account Quantities of Gas
{"Make Up Gas"} which are delivered in subseguent years in
excess of seventy five percent (75%) of the contract quantities
of Gas as established by the applicable (ias Sales Agreement,
shall be set against and reduce quantites of Gas in the
“Take-or-Pay"” account to the extent thereof and, (o  that extent,
no payment shall be due in respect of such Gas. Such Make Up
(ias shal! not be included in CONTRACTOR's entitlement to
Gas pursuant to Article VI {2) and {b), CONTRACTOR shall

have no rights to such Make Up Gas.
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If at the end of any Contract year [ EGPC and CONTRACTOR
(as sellers) fail to deliver seventy five percent (75%) of the
annual contract quantity of Gas as defined 1n the Gas Sales
Agreement with EGPC or EGAS (as buyer), the difference
between seventy five percent (75%) of the annual Contract
quantity of Gas and the actual gas quantity delivered shall be
referred to as the "Dehver- or - Pay- Shortfali Gas" . EGPC or
EGAS (as buyer) shall have the right to take a quantity of Gas
equal to Deliver-or-Pay the Shortfall Gas and such quantity of
Gas shall be priced at minety percent {(90%) of the Gas price as
defined in the Gas Sales Agreement .The mechanism for the
Deliver-or-Pay cnnbept will be determined in the Gas Sales

Agreement .

The percentages set forth in Article VII (a) and (b) in respect of
LPG produced from a plant constructed and operated by or on

behalf of EGPC and CONTRACTOR shail apply to all LPG
available for delivery.

{(c) Valuation of Petroleum:
(1) Crude Oil:

(i) The Cost Recovery Crude Qil to which CONTRACTOR
is entitied hereunder shall be valued by EGPC and
CONTRACTOR at "Market Price” for each calendar

quarter.
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{1} "Market Price” shall mean the weighted average prices
realized from sales by EGPC or CONTRACTOR during
the calendar quarter, whichever is higher, provided that
the sales to be used in arviving at the weighted average(s)
shall be sales of comparable quantities of Petroleum
produced from the Area on comparable credit terms n
freely convertible currency from FOB, point of export
sales to non-affiliated companies at arm's length under all
Crude O#H sales contracts then in effect, but excluding
{Crude Oil sales contracts involving barter, and

{1} Sales, whether direct or indirect, through brokers or
otherwise, of EGPC or CONTRACTOR o any
Affiliated Company.

(2} Sales involving a quid pro quo other than payment
in a freely convertible currency or  motivated in
whole or in part by considerations other than the
asual economic incentives for commercial arm’s
'ngth Crude (il sales.

(iii) It is understood that in the case of "C.LE." sales, approprate
deductions shall be made for fransport and insurance
charges to calculate the F.O.B. point of aprrt price; and
always taking into account the appropriate adjustment for
guality of Crude Qil, freight advantage or disadvantage of
port of loading and other appropriate adiustments, Market
Price shall be determined separately for each Crude Ol or
Crude Oil mix, and for gach port of loading.
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{iv) If during any calendar quarter, there are no such sales by
EGPC and/or CONTRACTOR under the Crude Qil sales
contracts in effect, BEGPC and CONTRACTOR shall
mutually agree upon the Market Price of the barrel of
Crude Otl to be used for such calendar quarter, and shall
be gmded by all relevant and avaiiable evidence including
current  prices in ffaeiy cﬂn;grﬁbiﬂ currency of leading
Crude Qils produced by majnr ol producing éﬂuntﬁas (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 {excluding 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 Qil quality, freight advantage or
disadvantage of port of loading and other appropriate
adjustments, as the case may be, for differences in
gravity, sulphur, and other {actors generally recognized
by sellers and purchasers, as refiected in crude prices,
transportation mnety (9(0)) days insurance preminmes,
unusual fees borne by the seller, and for credit terms in
excess of sixty (60) days, and the cost of loans or
guarantees granted for the benefit of the sellers at

prevaithng interest rafes.
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it is the intent of the Parties that the value of the Cost
Recovery Crude Oil shall reflect the prevailing Market
Price forsuch Crude (il

{v} If either EGPC or CONTRACTOR considers that the
Market Price as determined under sub-paragraph (i)
above does not reflect the prevailing Market Price and in
the event EGPC and CONTRACTOR fad to agree on
Market Price for apy Crude il produced under this
Agreement for any calendar quarter within fifteen {13)
days afler the end thereof, any parly may elect {o
submit t0 a single arbitrator the question, what single
price per barrel, in the arbitrator's judgment, best
represents for the pertinent calendar quarter the Market
Price for the Crude Oil in question. The arbitrator shail
make his determination as soon us possible following the
quarter in question, His determination shall be final and
hinding upon all the parties. The arbitrator shall be
selected in the manner described below.

In the event EGPC and CONTRACTOR fail to agree on
the arbitrator within thirty (30) days from the date any
party notifies the other that « has decided to submit the
determination of the Market Price o an arbitrator, sbch
arbitrator shell be chosen by the appointing authority
designated in accordance with Article XXIV {¢), or such
other appointing authority with access 1o such expertise as
may be agreed to between BEGPC and CONTRACTOR,
with regard to the qualifications for arbitrators set forth
below, upon written application of one or both of BEGPC
and CONTRACTOR. Copy of such application by one of
them shall be promptly sent to the other,
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The arbitrator shall be as nearly as possible a person with
an established reputation in the international petralewn
industry as an expert in pricing and marketing Crude Oil
in internationa! commerce. The arbitrator shall not be a
citizen of a country which does not have diplomatic
relations with the A.R.E. , Cayman Islands, British Virgin
Islands and Kuwait . He may not be, at the time of
selection, employed by, or an arbitrator or consultant on a

~continuing or frequent basis to, the American Petroleum

Institute, the Organization of the Petroleum Exporiing
Countries or the Orgamization of Armb Petroleum
Exporting Countries, or a consultant on a continuing basis
to EGPC, CONTRACTOR or an Affiliated Company of
either, but past occasional consultation with such
companies, with other  peiroleum COMpAnies,
governmental agencies or organizations shall not be 2
ground for disqualification. He may not have been, at any
time during the two (2) years before selection, an
employee of any petroleumt company or of any
governmental agency or organization.

Should a selected person decline or be unable to serve as
arbitrator or should the position of arbitrator fall vacant
prior to the decision called for, another person shall be
chosen in the same manner provided in this paragraph.

EGPC and CONTRACTOR shall share equally the
expenses of the arbitrator.

The arbitrator shail make his determination in accordance
with the provisions of this paragraph, based on the best
evidence available to him. He will review ol sales
contracts as well as other sales data and information but
shall be free to evaluate the extent to which any contracts,
data or information 15 substantiated or pertinent
Representatives of BGPC and CONTRACTOR shail have
the right to consult with the arbitrator and furnish him
written materials provided the arbitrator may (mpose
reasonable limitations on this rnight. EGPC  and
CONTRACTOR each shaill cooperate with the arbitrator
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to the fallest extent and each shall insure ' such
cooperation of its trading companies, The arbitrator shall
be provided atcess o Crude OH sales contracts and
related data and information which EGPC  and
CONTRACTOR  or their trading companies are able to
make available and which in the judgment of the arbitrator
might aid the arbifrator in making & valid determination,

{vi}Pending Market Pgce agreement by EQGPC and
CONTRACTOR or determination by the arbitrator, as
applicable, the Maket Price agreed for the  quarter
preceding the guarter in question shall remain temporarily
in effect. In the cvent aither. BGPC or CONTRACTOR
should incur a loss by virtue of the temporary continuation
of the Market Price of the previous quaner, 1 shall
promptly be reimbusrsed such loss by the other party plus
simple interest at the LIBOR plus two and one - half
percent {2.5%) per annum rate provided for in Aticle IV
{d) from the date on which the disputed amount(s) should
have been paid to the date of payment.

{2} Gas and LPG

(i} The Cost Recovery and Production Sharing Gas Price will be
agreed upon between CONTRACTOR and EGPC or EGAS
afier the Commercial Discovery according to the average
prevailing Gas price of the Mediterranean region at that time .
This is except Gas for export (LNG), where production
sharing Gas price will be at net back price .
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(i1} The Cost Recovery and Production Shares of {LPG) produced
from a plant constructed and operated by or on behalf of
EGPC and CONTRACTOR shall be separately valued for
Propane and Butane at the cutlet of such LPG plant according
to the following formula (unless otherwise agreed between

BECGPC and CONTRACTOR):
PLPG = D95PR
Where:

PLPG = LPG price {separately determined for Propane and
Butane) in U.S. Dollars per metric ton.

PR = The average over a period of a month of the figures
representing the mid-point between the high and
low prices in U.S. Dollars per metric ton guoted in
"Platt's LPGaswire” dunng such month  for
Propane and Butane POB Ex-Ref/Stor, West
Mediierranean,

In the event that "Platt’s LPGaswire™ 1s issued on
certain days during a month but not on others, the
value of (PR) shall be calculated using only those
issues which are published during such month. In the
event that the wvalue of (PR) can not be
determined because “"Platt's LPGaswire"” is not
published at all dunng 2 month, EGPC 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 valie of (PR) can not be determined
pursuant to the foregoing for any other reason ,
EGPC and CONTRACTOR shall meet and agree the
value of (PR) by reference to the value of LPG
(Propane and Butane) delivered FOB from the
Mediterranean Area. |
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Such valuation of LPG is based upon delivery at the delivery
point specified in Anticle VII {e) (2} {i11),

(i1} The prices of Gas and LP{ s0 calculated shall apply during the

same month,

{iv} The Cost Recovery and Production Shares of Gas and LPG
disposed of by EGPC and CONTRACTOR other than to
EGPC or EGAS pursuant to Article VII I(IE) shall be valued at
their actual realized price .

Forecasts:

Operating Company shall prepare (not less than ninety (90) days
prior o the beginning of cach six {6} month peniod in each
Calendar Year) and furnish in writing to CONTRACTOR and
EGPC a forecast sefting out a tofal quantity of Petroleum that
Operating Company estimaies can be produced, saved and
wansported hereunder during such six (6) month pedod in
accordance with good oil and gas mdustry practices,

Operating Company shall endeavor 1o produce in each six (6)
mionth period the forecast quantity. The Crude Oil shall be run to
storage tanks or offshore loading facilities constructed, maintained
and operated according to GOVERNMENT Regulations, by
Operating Company in which said Crude Qil shail be metered or
otherwise measured for royalty, and other purposes required by this
Agreement. Gas shall be handled by Operating Company in
accordance with the provisions of Articie Vii{e}.
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{e} Disposition of Petroleum:

(1} EGPC and CONTRACTOR shall have the right and the
obligation to separately take and froely export or otherwise
dispose of, currently all of the Crude Oil 10 which each is
entitied under Agticie VI {a) and {(b). Subiect to payment of
sums due to BEGPC under Article VI {a) {2) and Anticle 1X,
CONTRACTOR shall have the right 0 remit and retain abroad
all funds acquired by it including the proceeds from the sale of
its share of Petroleum. S

Notwithstanding anything 10 the contrary under this
Agreement, prionity shall be given to meet the requirements
of the ARE. market from CONTRACTOR's share ander
Article VI () and { b ) of the Crude Uil produced from the
Area and EGPC shall have the preferential right to purchase
such Crude Oil at a price 10 be determined pursuant 10 Article
VII {c) or as agreed upon between EGPC and CONTRACTOR.
The amount of Crude Oil so purchased shall include all or part
of CONTRACTOR's share under Agticle VI (b). Such
amount shall be proportional to CONTRACTOR's share of the
total production of Crude Oil from the concession arcas in
the A R.E. that are also subject to EGPC's preferential right to
purchase, The payment for such purchased amount shall be
made by BGPU in US. Dollars or in any other freely
convertible currency remittable by CONTRACTOR abroad.

It is agreed upon that EGPC shall notify CONTRACTOR, at
least forty-five (45) days prior to the beginning of each six {6)
month period in ecach Calendar vear, of the amount to be
purchased during such six (6} month perod under this Article
Vil {e} {1}

{2) With respect to Gas and 1L.PG produced from the Area:

{1} Priority shall be given to meet the requirements of the
ocal market as determined by EGPE,
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(it} In the event that EGPC or EGAS is to be the buyer of Gas,
the disposition of Gas to the local markets as indicated
above shall be by wirtue of long term Gas Sales
Agreements to be entered into between EGPC and
CONTRACTOR {as sellers) and EGPC or BGAS {(as
buyer).

EGPC and CONTRACTOR {as sellers) shall have the
obligation -to deliver Gas to the following point where
such Gas shall be metered for sales, royalty, and other
purposes required by this Agreement:

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

(b} In the event an LPG plant is constructed to process
such Gas, such Gas shall, for the purposes of
valuation and sales, be metered at the outlet to such
LPG Plant. However, notwithstanding the fact that
the metering shall take place at the LPG Plam
outlet, CONTRACTOR shall through the
Operating Company build a pipeline suitable for
transport of the processed Gas from the LPG Plant
gutlet to the nearest point on the National Gas
Pipeline Grid System as  depicted in Annex "F"
hereto, or otherwise agreed by EGPC and
CONTRACTOR. Such pipeline shall be owned in
accordance with Article VIII (a) by EGPC, and its
cost shall be financed and recovered by
CONTRACTOR as Development Expenditures
pursuant to Article VI
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(tin} BOPC and CONTRACTOR shall consult together to

{1v}

determine whather to build an LPG plant for recovering
LPG from any Gas produced hereunder, In the event
EGPC and CONTRACTOR decide 1o build such a plant,
the plant shall, as is appropriate, be in the vicinity of the
pomt of delivery as determined in Asticie I and Ariicle
Vil{e)2(ii). The delivery of LPG for, royalty and other
purposeé requared by this Agreement shall be at the outlet
of the LPG plant. The costs of any such LPG plant shall
be recoverable m accordance with the provisions of thas
Agreement unless the Minister of Petroleurm agrees o
accelerated recovery.

EGPC or EGAS {(as buyer) shall have the option {o eleet,
by ninsty ($0) days prior writlen notice to EGPC and
CONTRACTOR (as ss=llers), whether payment for the
Cyas which s subject to a Gas Sales Agreement between
EGPC and CONTRACTOR (as sellers) and EGPC or
EGAS {(8s buyer) and LPG produced from a plant
constructed and operated by or on behalf of EGPC and
CONTRACTOR, as valued in accordance with Article
VH (), and to which CONTRACTOR 15 entitled under
the Cost Recovery and Production Sharing provisions
of Article VI, of this Agreementi, shall be made 1} in
cashor 2} in kind.

Payments in cash shall be made by BEGPC or EGAS {as
buyer) at intervals provided for in the relevant Gas

Sales Agreement im US. Dollars, remittable by
CONTRACTOR abroad.
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Payments in kind shall be calculated by converting the
value of Gas and LPG to which. CONTRACTOR is
entitled into equivalent barrels of Crude Oil to be taken
concurrently by CONTRACTOR from the Area, or to the
extent that such Crude (il is insufficient, Crude Oil from
CONTRACTOR's other concession areas or such other
areas as may be agreed. Such Crude Oil shall be added to
the Crude Oil that CONTRACTOR is otherwise entitled
to lift under this Agreement, Such eguivalent barrels
shall be calculated on the basis of the provisions of
Article VII (c) relating to the valuation of Cost
Recovery Crude Qil.

Provided that:

(aa) Payment of the value of Gas and LPG shall always be
made in cash in U.S. Dollars remittable by
CONTRACTOR abroad to the extent that there is
insufficient Crude Oil available for conversion as
provided for above.

(bb) Payment of the value of Gas and LPG shall always be
made in kind as provided for above to the extent that
payments in cash are not made by EGPC.

Payments to CONTRACTOR (whether in cash or kind),
when related to CONTRACTOR's Cost Recovery
Petroleum, shall be included in CONTRACTOR's
Statement of Recovery of Costs and of Cost Recovery
Petroleum referred to in Article IV of Annex "E" of this
Agreement.

(v) Shouid EGPC or EGAS (as buyer) fail to enter into a long-term
Gas Sales Agreement with EGPC and CONTRACTOR (as
sellers) within four (4) years from a notice of Commercial Gas
Discovery pursuant to Article III, EGPC and CONTRACTOR
shall have the right to take and freely dispose of the quantity of
Gas and LPG in respect of which the notice of Commercial
Discovery is given by exporting such Gas and LPG.
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{vi} The proceeds of sale of CONTRACTOR's share of Gas
and LPG disposed of pursuant to the above sub-paragraph

{v) may be {reely remitted or retained abroad by
CONTRACTOR.

(vi1) In the event EGPC and CONTRACTOR agree t0 accept
new (xas and LPG producers fo join in an ongoing export
project, such producers shall have to coninbute a fair and
equitable share of the investment made.

(vii1) (aa)

(bb)

(ce)

Upon the expiration of the four (4) year period
referred to in  Article VIE (e) (2) (v),
CONTRACTOR shall have the obligation to exert
its reasonable efforts to find an export market for
{yas reserves.

In the event at the end of the four {4) year period
referred to under Article VI {e) (2) (v),
CONTRACTOR and EGPC have not entered into
2 Gas Sales Agreement, CONTRACTOR shall
refain its rights fo such Gas reserves for a further
period of up to four (4) years, subject 10 Article
VII (e) (2) (viti)(cc), during which period EGPC
shall attempt to find a market for Gas reserves,

In the event that EGPC and the CONTRACTOR
are not exporting the Gas and EGPC and the
CONTRACTOR have not entered into a Gas
Sales Agreement with EGPC/EGAS pursuant to
Article VII (e) (2) prior to the expiry of eight (8)
years from CONTRACTOR's notice of
Commercial (Gas Discovery, CONTRACUTOR
shall sumender the (Gas reserves in respect of
which such notice has been given. It  being
understood that CONTRACTOR shall, at any
time prior to the expiry of such eight ( 8 ) vear
period |, sumrender the  Gas  reserves, i
CONTRACTOR 15 not exporting the (as and
CONTRACTOR does not accept an offer of 2 Gas
Sales Agreement from EGPC within s5ix  (6)
months from the date such offer is made provided
that the Gas Sales Agreement offered to
CONTRACTOR shall take into consideration the
relevant technical and economic factors {0 enabie
a commercial contract including;



Yo oW D i VY 3 (a) 550 VY sandl ~ S 30 4

Ll ks Jama =
oot SR gl ol 8t i 5 Sl ub? Sahs -
okl 2 e
Golta ga 12 Kl o ah didl SLaH Gt s it 1055 Y1 -
gl S el ks 3 p S Cllaza
. lalt @hﬁ;mwigimun TR FL PN
s} Bobad) Ly SLAN pad e JalaL) o1 4] P Al 3 92)
S Lok LAl L 3 O pacld Hyudis dhas 2o oF 41 (Y] ()
el DAV Jal U] &, G o Sl {AY Slad » Lt
W 3 Ottt e Rt e GUSYE 3 JoGal st 3] f slas
(30he) die oo Liegdd Syl diliny crban (AY Sl 3Lp Jis
PR PV 0 (X {PERE P TR W
ngﬁiﬁdw&nwjﬂwm;ﬁj}iﬁhdjw%m? - %
Bpialt die i B AlE Sloally LA2ST U8 U G 18 13
wdluckiitd [ (9)
hﬁmwimmwd}wlfﬁ@‘hmilﬁbi H|
Iskith Jaizad 131 4 ¢ RFUSYT ada | pnie Lingld J1] o b oo i
wd gior oy Jieidl okt pasill 3di Ak puii el Gt 3 a3 gl
MM&W‘;@¥M'§$§5 « ka3 ade  dasde LAl S
USPRER, SR JURUPS I VER 6 TR RSCCIPE B, FEW o gzt
Solehasdly Rl 38 ) K jax Y (LY 5550 Lo 511 F Cag 1 oa)
Reglls AR Gilae o Lo o Uiy Lol o Bl Wl Jyo 2 i
S LERE ) A
nmi KA amiie Rbyaze ()
o BLEW Gl fes, b e Jplins 23y 3 Jolikly Riond) pusi
Agede yﬂt;@imwaﬁww La &} ke Qiﬁﬁi

A%



AY Y Y i VY 3 () e YT adadt — e 1 5y b

e el eiuniuskuninhiniels'svivinininte'yiviiib bl e s

- A sufficient delivery rate.

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

- Deltvered Gas quality specifications nof more
stringent than those imposed or required for the
National Gas Pipeline Grid System.

- The Gas prices as specified in the Gas Sales
Agreement .

{dd} In the event that CONTRACTOR has not entered
into 2 Gas Sales Agreement pursuant to Article
VII () (2)or otherwise found an acceptable
scheme for commercial disposal of such Gas , at
the time of the expiration of eight (8) years from
CONTRACTOR's notice of Commercial
Discovery of Gas or failing agreement with EGPC
on gas disposal at the expiration of eight { 8 )
years , CONTRACTOR shall surrender to BEGPC
such Development lease {8} in which Gas
discovery is made, | |

(ix) CONTRACTOR shall not be obligated to surender a
Development Lease based on a Commercial Gas
Discovery, if Crude Oil has been discovered in
commercial quantities tn the same Development Lease.

{1} Operations:

if following the reversion to EGPC of any rights fo Crude Qil
hereunder, CONTRACTOR retains rights to Gag in the same
Development Lease, or if, following surrender of righis 1o QGas
hereunder, CONTRACTOR retains rights to Crude Ot in the same
Development Lease, operations to explore for or exploit the
Petroleum, the rights to which have reverted or been surrendered
(Qil or Gas as the case may be) may only be carried out by
QOperating Company which shall act on behalf of EGPC alone,
unless CONTRACTOR and EGPC agree otherwise,

(g) Tanker Scheduling:

At a reasonable time following the Effeciive Date , EGPC and
CONTRACTOR shall meet and agree upon a  procedure for
scheduling tanker liftings from the agreed upon point of export.
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ARTICLE VIII
TITLE TO ASSETS

(a) EGPC is the owner of the assets and facilities existing in the Area on

b)

the Effective Date. EGPC shall become the owner of all
CONTRACTOR acquired and ounedarrets which assets werg
charged to Cost Recovery by CONTRACTOR m connection with
CONTRACTOR or operations camried out by the Operating
Company in accordance with the following:

(1) Land shall become the property of EGPC as soon as it is
purchasesl.

(2) Title to fixed and movable assets shall be transferred
automatically and gradually from CONTRACTOQR to EGPC as
they become subject to recovery in accordance with the
provisions of Arnicle VI howgver the full title to  fixed and
movable assets shall be transferred  automatically from
CONTRACTOR o EGPC when its total cost has been
recovered by CONTRACTOR in accordance with the
provisions of Article VII or at 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
quarter shall be communicated by CONTRACTOR to EGPCor
by Operating Company to BGPC and CONTRACTOR within
thirty (30) days of the end of each quarter,

During the term of this Agreement and the renewal period EGPC,
CONTRACTOR and QOperating Company are entitled to the full use
and enjoyment of all fixed and movable assets referred to above in
connection with operations hereunder or under any other Petroleum

.J agreement entered into by the Parties. Proper accounting
adjustment shall be made. CONTRACTOR and EGPC shall not
dispose of the same except with agreement of the other,
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{¢} CONTRACTOR and Operating Company may freely import into the
ARE., use therein and freely export at the end of such use,
machinery and equipments which they either rent or lease in
accordance with good industry practices, including but not limited to
the lease of computer hardware and software.

ARTICLE IX

BONUSES

(a) CONTRACTOR shall in advance pay to EGPC on the Effective Date
a sum of Three Hundred Miilion and Three Million U.S. Dollars
($303,000,000} as a Signature Bonus.

(b) Bonus referred to hereinabove shall in no event be recovered by the
CONTRACTOR.

ARTICLE X

OFFICE AND SERVICE OF NOTICES

CONTRACTOR shall maintain an office in A.R.E. at which notices shall
be validly served, |

The General Manager and Deputy General Manager shall be entrusted by

CONTRACTOR. with sufficient power to carry out immediately all

local written divections given to them by the Government or its

representatives under the terms of this Agreement. All lawful regulations

issued or hereafter to be issued which are applicable hereunder and not

M conflict with this Agreement shall apply to the duties and activities of
the General Manager and Deputy General Manager.

All matters and notices shall be deemed to be validly served which are
delivered to the office of the General Manager or which are sent to him
by registered mail t0 CONTRACTOR's office in the A R.E.

All matters and notices shall be deemed to be validly served which are
delivered to the office of the Chairman of EGPC or which are sent to
him by registered mail at EGPC's main office in Cairo.
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ARTICLE XI
SAVING OF PETROLEUM AND PREVENTION OF LOSS

Operating Company shall take all proper measuores, according to
generally accepted methods in use in the oil and gas  industry fo
prevent foss or waste of Petrojeum above or under the ground in any
form during drilling, producing, gathering, and distributing or
storage operations. The GOVERNMENT has the right to prevent
any operation on any well that it might reasonably expect would
resydt in loss or damage to the well or the Ol or Gas field.

(b} Upon completion of the drilling of a productive well, Operating

Company shall inform the GOVERNMENT or s representative of
the time when the well will be tested and the production rate
ascertained.

Except in instances where multiple producing formations in  the
same well can only be produced economically through a single
tubing string, Petroleum shall not be produced from  multiple oil
bearing zones through one string of tubing at the same time, except
with the prior approval of the GOVERNMENT or its representative,
which shall not be unreasonably withheld.

{(d)} Operating Company shall record data regarding the quantities  of

{e)

()

Petroleum and water produced monthiy from each Development
Lease. Such daia shall be semt to the GOVERNMENT or its
representative on the special forms provided for that purpose within
thirty (30} days after the data are obtained. Daily or weekly statistics
regarding the production from the Area shall be available at all
reasonable times for examination by authorized. representatives of
the GOVERNMENT.

Daily drilling records and the graphic logs of wells must show the
guantity and type of cement and the amount of any other materials
used in the well for the purpose of protecting Pﬁl:ﬁ:}ieum gas bearing
or fresh water strata,

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

(b)

ARTICLE XIT
CUSTOMS EXEMPTIONS

EGPC, CONTRACTOR, and Operating Company shall be

permitted to import and shall be exempted from customs duties, any
taxes, levies or fees (including fees imposed by Ministerial Decision
No. 254 of 1993 issued by the Minister of Finance, as now or
hereafter amended or substituted) of any nature and from the
importation rules with respect to the importation of machinery,
equipment, apphances, materials, items, means of transport and
transportation (the exemption from taxes and duties for cars shall
only apply to cars to be used in operations), electric appliances, air
conditioners for offices, field housing and facilities, electronic
appliances, computer hardware and software, as well as spare parts
required for any of the imported items, all subject to a duly approved
certificate issued by the responsible representative nominated by
EGPC for such purpose, which states that the imported items are
required for conducting the operations pursuant to this Agreement .
Such certificate shall be final and binding and shall automaticaliy
result in *e importation and the exemption without any further
approval, delay or procedure.

Machinery, equipment, appliances and means of transport and
transportation imported by EGPC's, CONTRACTOR's and
Operating Company's contractors and sub-contractors temporanly
engaged In any activity pursuant to the operations which are the
subject of this Agreement, shall be cleared under the "Temporary
Release System” without payment of customs duties, any taxes,
levies or fees (including fees imposed by Ministerial Decision No.
254 of 1993 issued by the Minister of Finance, as now or hereafter
amended or substituted) of any nature ,upon presentation of a duly
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approved certificate issued by an EGPC responsible representative
nomunated by BGPC for such purpose which states, that the
imported items are required for conduacting the operations pursuand
to this Agreement. iems (excluding cars not 0 be used in
operations) set out in Article XII (a) imported by EGPC's,
CONTRACTOR's and Operating Company's contractors  and
sub-contractors for the aforesaid operations, in order to be mstalled
or used permanently or consumed shall meet the conditions for
exemption set forth in Article XII (a) after being duly certified by an
EGPC responsible  representative to be used for conducting

aperations pursuant to this Agreement.

The expatriate empioyees of CONTRACTOR, Operating Company
and their confractors and sub-contractors shall not be entitled to any
exemptions from customs duties and other ancillary taxes and
charges except within the himits of the provisions of the laws and

regnlations applicable 1in the A.R.E. However, personal houschold

goods and furniture {including ome {1) car} for each expatriate
em-pluyee of CONTRACTOR and/or Operating company shall be
cleared under the "Temporary Release Systcm“ (without payment of
any customs duties and other ancillary taxes) upon presentation of &
letter to the appropriate customs authorities by CONTRACTOR or
Operating Company approved by ap EGPC responsible
representative that the imported items are imported for the sole use
of the expatriate employee and his family, and that such imported
itemns shall be re-cxported outside the A.R.E. upon the repatriation of

the concerned expatriate employee.
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(d) Items imported mto the A.R.E. whether exempt or not exempt from
customs duties and other ancillary taxes and charges hereunder, may
be exported by the importing party at any time after obtaining
EGPC's approval, which approval shall not be unraasunabiy
withheld, without any export duties, taxes or charges or any taxes or
charges from which such items have been already exempt, being
applicable. Such items may be sold within the A.R.E. after obtaining
the approval of EGPC which approval shall not be unreasonably
withheld. In this event, the purchaser of such items shail 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 items have already
been sold to an Affiliated Company of CONTRACTOR, if any, or
EGPC, having the same exemption, or unless title to such items
(excluding cars not used in operations) has passed to EGPC.

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

CONTRACTOR shall be entitled to reimbursement of its
unrecovered cost, if any, in such items and the excess, if any, shall
be paid to EGPC.

(e) The exemption provided for in Article XII (a) shall not apply to any
imported items when items of the same or substantially the same
kind and quality are manufactured locally meeting CONTRACTOR's
and/or Operating 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%) of the cost of the imported item,
before customs duties but after freight and insurance costs , if any,
have been added.
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(Y CONTRACTOR, EGPC and their respective buyers shatl 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 exempted from any customs duties, any taxes,
levies or any other imposts in respect of the export of Petroleum

hereunder.

. ARTICLE XI1IL
BOOKS OF ACCOUNT : ACCOUNTING AND PAYMENTS
(a) EGPC, CONTRACTOR and Operating Company shall each maintain

at their business offices in the A.R.E. books of account, 1in 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 to show the work
performed under this Agreement, including the amount and value of
all Petroleum produced and saved hereunder. CONTRACTOR and
Operating Company shall keep theirr books of account and

~ accounting records in United States Dollars.

Operating Company shall furnish to the GOVERNMENT or its

representatives monthly returns showing the amount of Petroleum
produced and saved hereunder. Such retums 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 retumn.

(b} The aforesaid books of account and other books and records referred

to above shall be available at all reasonable times for inspection by
duly authorized representatives of the GOVERNMENT.
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(c¢) CONTRACTOR shall submit to EGPC a Profit and Loss Statement
of its Tax Year not later than four (4) months after the commencement
of the following 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 EGPC. The Balance Sheet and
financial statements shall be cemﬁed by an Egyptian certified
accounting firm.

ARTICLE XIV
RECORDS, REPORTS AND INSPECTION

(a) CONTRACTOR and/or Operating Company shall prepare and, at all
times while this Agreement 1s in force, mantain accurate and
current records of its operations in the Area. CONTRACTOR and/or
Operating Company shall fumish the GOVERNMENT or its
representative, in conformity with applicable regulations or as the
GOVERNMENT or its representative may reasonably require
information and data concerning iis operations under this Agreement.
Operating Company will perforrn the functions indicated in this
Article X1V in accordance with its role as specified in Article VI

{b) CONTRACTOR and/or Operating Company shall save and keep for
a reasonable period of time 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 acquired by
CONTRACTOR and/or Operating Company for their own purposes
shall be considered available for inspection at any reasnnable time
by the GOVERNMENT or its representatives.

(¢) Unless otherwise agreed to by EGPC, in case of exporting any rock
samples outside A.R.E., samples equivalent in size and quality shall,
before such exportation, be delivered to EGPC as representative of

the GOVERNMENT.
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(d) Onginals of records can only be exported with the permission of
EGPC,; provided, however, that magnetic tapes and any other data
which must be processed or analyzed outside the A.R.E. may be
exporied if a monitor or a comparable record, if available, is
maintained in the A.R.E. and provided that such exports shall be
repatriated to A.R.E. promptly following such processing or analysis
on the understanding that they belong to EGPC.

(¢) Dunng the peniod of this Agreement , EGPC's duly authorized
representatives or employees shall have the right to full and
complete access to the Area at all reasonable times with the right to

. observe the operations being conducted and to inspect all assets,
records and data kept by CONTRACTOR. EGPC's representative, in
exercising its rights under the preceding sentence of this paragraph

.(e), shall not ‘interfere with CONTRACTOR's operations.
CONTRACTOR shall provide EGPC with copies of any and ali
data (including, but not limited to, geological and geophysical
reports, logs and well surveys) information and interpretation of such
déta, and other information in CONTRACTOR s possession.

For the purpose of obtaining new offers, the GOVERNMENT
and/or EGPC may, after the first (13 vear of the Effective Date or
the date of termination of this Agreement, whichever is the earlier,
show any other party uninterpreted basic geophysical and geological
data {such data to be not less than one (1) year old unless
CONTRACTOR agrees to a shorter period, which agreement shall
not be unreasonably withheld) with respect to the Area, provided that
the GOVERNMENT and/or EGPC may at any time show another
party such data directly obtained over or acquired from those parts of
the Area which CONTRACTOR has relinquished as long as such
data is at least one (1) year old, |
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ARTICLE XV

RESPONSIBILITY FOR DAMAGES -

CONTRACTOR shall entirely and solely be responsible in law toward
third parties for any damage caused by CONTRACTOR's Exploration
operations and shall indemnify the GOVERNMENT and/or EGPC
against all damages for which they may be held liable on account of any
such operations.

However, any damage resulting from issuing any order, regulation or
direction of the GOVERNMENT of the Arab Republic of Egypt whether
in the form of a law or otherwise, EGPC and/or CONTRACTOR shall be
exempted from the responsibility of non performance or delay of any
obligation hereunder, in consequence of issuing these orders, regulations
or directions in the limitation of imposing these orders, regulations or
directions. CONTRACTOR shall be granted the necessary period to
restore the damage dane of the non performance or delay by adding a
period to the period of the Agreement, with respect to the block or blocks
affected by these orders , regutations or directions.

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 representatives may examine the books,
registers -and records of EGPC, CONTRACTOR and Operating
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 reasonable use of the machinery and instruments of
CONTRACTOR or Operating Company on the condition that no danger
or impediment to the operations hereunder shall arise directly or
indirectly from such use. Such representatives shall be given reasonable
assistance by the agents and employees of CONTRACTOR or Operating
Company so that none of the activities shall endanger or hinder the
safety or efficiency of the operations. CONTRACTOR or Operating
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Company shall offer such representatives all privileges and facilities
sccorded 10 s own omployees n the field and shall provide them, free of
charge, the use of reasonable office space and of adequately fumished
housing while they are in the field for the purpose of facilitating the
objectives of this Asticle. Without prejudice to Article X1V {e} any
and  all information obtained by the GOVERNMENT or its
representatives under this Article XVI shall be kept confidential with
respect 1o the Area.

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

{a} It is the desire of EGPC and CONTRACTOR that operations
hereunder be conductaed in a business-like and efficient manner:

(1) The expatriate administrative, professional and technical personnel
emploved by CONTRACTOR or Operating Company and ihe
personnel of its contractors for the conduct of the operations
hereunder, shall be granted a residence as provided for in Law
No. 89 of 1960 as amended and Ministerial Order No. 8180 of
1996 as amended, and CONTRACTQR agrees that all
immigration, passport, visa and employment regulations of the
ARE., shall be applicable to all alien employees of
CONTRACTOR working in the ARE.

{2} A minimum of twenty-five percent (23%} of the combined
salaries and wages of each of the expatnate administrative,
professional and  techmical personnel employed by
CONTRACTOR or Operating Company shall be paid monthly
in Egyptian Currency.

(b} CONTRACTOR and Operating Company shall each select iis
employees and determine the number thereof, to be used for
gperations hereunder.
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{c} CONTRACTOR, shall after consultation with EGPC, prepare and

(d)

{a)

carry out specialized training programs for all its A RE. employees
engaged in operations hereunder with respect to applicable aspects
of the petroleum industry. CONTRACTOR and Operating Company
undertake to replace gradually thewr non-executive expatriate staff by
gualified nationals as they are available.

As of the Effective Date , CONTRACTOR shail give mutually agreed
numbers of EGPC employees an opportunity to attend and pa}ticipate
in CONTRACTOR's and CONTRACTORs Affsliated Compames
training programs relating to Exploration and Development
operations. In the event that the total cost of such programs is less
than one hundred thousand (U.5.5100,000) United States Dollars in
any Pinancial Year during the pericd of this Agreement,
CONTRACTOR shall pay EGPC the amount of the shortfall within
thirty (30) days following the end of such Financial Year. However,
EGPC shall have the right that said amount one hundred thousand
{11.8.3100,000) United States Dollars allocated for traming, be paid
directly to EGPC for such purpose.

ARTICLE XVIU
LAWS AND REGULATIONS

CONTRACTOR and Operating Company shall be subject to Law
No. 66 of 1953 {(excluding Article 37 thereof) as amended by Law
No. 86 of 1956 and the regulations issued for the implementation
thereof, including the regulabions for the safe and efficient
performance of operations carried out for the execution of this
Agreement and for the conservation of the petroleum resources of
the AR.E. provided that no regulations, or modification or
interpretation thereof, shall be contrary 10 or inconsisient with the
provisions of this Agreement,
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(b} CONTRACTOR and Operating Company shall be subject to the

provisions of the Law No. 4 of 1994 concerning the environment and
1t executive regulation as may be amended, as well as any laws or
regulations may be issued , conceming the protection of the

environment .

{c} Except as provided in Article III {g) tor Income Taxes, EGPC,

CONTRACTOR. and Operating Cnmpany shall be excmpted from
all taxes and duties, whether lmposed by the GOVERNMENT or
municipalities including among others, Sales Tax, Value Added Tax
and Taxes on the Exploration, Development, extracting, producing,
exporting or transporting of Petroleum and LPG as well a5 any and
all withholding taxes that might otherwise be ympaosed on dividends,
interest, technical service fees, patent and frademark royaities, and
similar items. CONTRACTOR shall also be exempted from any tax
on the liquidation of CONTRACTOR, or distributions of any income
to the shareholders of CONTRACTOR, and from any tax on capital.

{d} The rights and obligations of EGPC and CONTRACTOR hf:rﬂundér,

{e)

and for the effective term of this Agreement shall be governed by
and in accordance with the provisions of this Agreement and can
only be altered or amended by the written mutual agreement of the
said contracting parties in the same procedures by which the original
Agreement has been issued.

The contractors and sub-contractors of CONTRACTOR and
Operating Comnpany shall be subject to the provisions of this
Agmﬂﬁlent which affect them. Insofar as aii regulations which are
duly issued by the GOVERNMENT apply from time fo time and are
not in accord with the provisions of this Agreement, such regulations
shall not apply to CONTRACTOR, Operating Company and their
respective contractors and sub-contractors, as the case may be.
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{fy EGPC, CONTRACTOR, Operating Company and their respective
contractors and sub-contractors shall for the pumposes of this
Agreement be exempted from all professional stamp duties, imposts
and levies imposed by syndical laws with respect to their documents
and activities hereunder.

{g} All the exemptions from the spphication of the ARE. laws or
regulations granted to EGPC, CONTRACUTOR, the Operating
Company, their contractors and sub-confractors under this
Agreement shall include such laws and regulations as presently in
effect or hercafter amended or substifuted.

ARTICLE XIX
STABILIZATION

In case of changes in existing legisiation or regulations applicabie 1o the
conduct of Exploration, Development and production of Peiroleum,
which take place after the Effective Date, and which significantly affect
the economic interest of this Agreement to the detriment of
CONTRACTOR or which imposes on CONTRACTOR an obligation to
remit to the ARE. the proceeds from sales of CONTRACUTOR'
Petroleum, CONTRACTOR shall notify EGPC of the subject legislative
or regulatory measure and also the consequent effects upon 1ssuing
legisiation or regulation which impact on the stabilization. In such case,
the Parties shall negotiate possibie modifications to this Agreemend
designed te restore the economic balance thereof which existed on the
Effective Date.

The Parties shall use their best efforis to agree on amendments to this
Agreement within ninety (90) days from aforesaid notice. These
amendments to this Agreement shall not in any event diminish or
increase the rights and obligations of CONTRACTOR as these were
agreed on the Effective Date.

In case of the parties’ failure to solve the disputes, Article XXIV of this
Agreement shall apply. |
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{a}

{b)

b - A

ARTICLE XX
RIGHT OF REQUISITION

In case of national emergency dug 1o war of imminent expectation of
war or internal causes, the GOVERNMENT ﬁla}r requisition all or
part of the production from the Area obtained hersunder and require
Operating Company to increase such production {0 the utmost
possible maximum. The GOYSERNMEN’?L may also requisition the
Oi} and/or Gas field itself and, if necessary, related facilities.

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

(¢) The requisition of production shall be effected by Ministerial Order.

()

Any requisition of an Oil andfor Gas field, or any related facilities
shall be effected by a Presidential Decree duly notified to EGPC and
CONTRACTOR.

In the event of any requisition as provided above, he
GOVERNMENT shall indemnify in full EGPC and CONTRACTOR
for the period during which the requisition is maintained, including:
{1} All damages which result from such reguusition; and

(2) Full repayment each month for all Petroleum extracted by the
GOVERNMENT less the royalty share of such production.

However, any damage resulting from enemy attack is not wli.thin the
meaning of this paragraph (d). Payment hereunder shall be made to
CONTRACTOR in U.S. Dollars remittable abroad. The price paid to
CONTRACTOR for Petrdleum taken shall be calculated in
accordance with Article VII (¢).
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(a)

ARTICLE XXI
ASSIGNMENT

Neither EGPC nor CONTRACTOR may assign to a person, firm or
corporation, in whole or in part, any of its nghts, prrvileges, duties or
obligations under this Agreement either directly or indirectly without
the written consent of the GOVERNMENT and in all cases priority
shall be given to EGPC if it so desires 16 obiain the interest iniended
to be assigned (except assignment to affiliated companies) subject to

paragraph (¢) of this Article.

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

the following conditions must be fulfilled:

{1} The obiigations of the assignor deriving from this Agreement
must have been duly fulfilled as of the date such request is

made and amounts rejected by EGPC must have been settied.

(2) The instrument of assignment must include provisions stating
precisely that the assignee is bound by all  covenants contained
in this Agreement and any mauodifications or additions in
writing that up to such time may have been made. A draft of
such instrument of assignment shall be submitted 10 EGPC for

review and approval before being formally executed .

Any assignment, sale, transfer or other such conveyance made
pursuant to the provisions of this Article XXI shall be free of any
transfer, capital gains taxes or related taxes, charges or fees
inciuding without limitation, ai! Income Tax, Sales Tax, Value

Added Tax, Stamp Duty, or other Taxes or simlar payments.
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(d} As long as the assignor shalt hold any interest under this Agreement,

(e)

the assignor together with the assignee shall be jointly and severally
liable for all duties and obligations of CONTRACTOR under this

Agreement.

Once the assignor and a proposed third party assignee, other than an
Affiliated Company or a CONTRACTOR MEMBER, (if the
CONTRACTOR consists of more than one member), have agreed
the final conditions of an assignment, the assignor shall disclose such
final conditions in a written notification to EGPC. EGPC shall have
the right to acquire the interest intended to be assigned, if within
sixty (60) days from assignor's written notification, EGPC delivers to
the assignor a written notification that it accepts the same conditions
agreed to with the third party assignee. If EGPC does not deliver
such notification within such sixty (60} day period, the assignor shall
have the right to assign to the proposed third party assignee, subject
to the GOVERNMENT approval under paragraph (a) of this Article.

In the event that EGPC exercises its option to acquire the interest
intended to be assigned and a joint operating agreement is not
already existing among the CONTRACTOR MEMBERS ( if
CONTRACTOR consists of more than one member ) including the
assignor, EGPC and CONTRACTOR shall negotiate in good faith to
enter into a joint operating agreement, according to the medel
published by the Association for International Petroleum Negotiators
to finalize such agreement within one hundred and twenty (120) days
from EGPC's notification. If EGPC and CONTRACTOR cannot
agree on a joint operating agreement within such one hundred and
~weary (6 20) day period, the assignor shall have the right to assign to
the proposed third party assignee, subject to the GOVERNMENT
approval under paragraph (a) of this Article.
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ARTICLE XXII

BREACH OF AGREEMENT AND POWER TO CANCEL

(a) The GOVERNMENT shall have the right to cancel this Agreement
by Order or Presidential Decree, with respect to CONTRACTOR,
the following instances: |

(1) If it knowingly has submitted any false statements to the

(2)

(3)

(4)

(5)

(6)

GOVERNMENT which were of a material consideration for
the execution of this Agreement; = -

If it assigns any interest hereunder contrary to the provisions of
Article XX1 ;

If it is adjudicated bankrupt by a court of competent
jurisdiction;

If it does not comply with any final decision reached as the
result of court proceedings conducted under Article XXIV (a);

If it intentionally extracts any mineral (s} other than Petroleum
not authorized by this Agreement or without the authority of
the GOVERNMENT, except such extractions as may be
unavoidable as the result of the operations conducted hereunder
in accordance with accepted petroleum industry practice and
which shall be notified to the GOVERNMENT or its
representative as soon as possible; and

If it commits any material breach of this Agreement or of the
provisions of Law No. 66 of 1953, as amended by Law No. 86
of 1956, which are not contradicted by the provisions of this
Agreement. |

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

If the GOVERNMENT deems that one of the aforesaid causes
(other than a force majeure cause referred to in Article XXIII) exists
to cancel this Agreement, the GOVERNMENT shall give
CONTRACTOR ninety (90) days written notice personally served
on CONTRACTOR's General Manager in the legally official manner

and receipt of which is acknowledged by him or by his legal agents,

to remedy and remove such cause; but if for any reason such
service 1s 1mpossible due to unnotified change of address,
publication in the Official Journal of the GOVERNMENT of such
notice shall be considered as valid service upon CONTRACTOR. If
at the end of the said ninety (90) day 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 remedy or remove such
cause, results from any act or omission of one party, cancellation of
this Agreement shall be effective only against that party and not as
against any other party hereto.

ARTICLE XXIII
FORCE MAJEURE

The non-performance or delay in performance by EGPC and
CONTRACTOR, or either of them of any obligation 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 perniod as
may be necessary for the restoration of any damage done during
such delay, shall be added to the time given in this Agreement for
the performance of such obligation and for the performance of any
obligation dependent therecon and consequently, to the term of this
Agreement, but only with respect to the block or blocks affected.
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(b) "Force Majeure” within the meaning of this Article XXIH, shall be

any act of God, insurrection, riot, war, strike, and other labor
disturbance, fires, floods or any cause not due to the fault or
negligence of EGPC and CONTRACTOR or either of them,
whether or not simular to the foregoing, provided that any such cause

is beyond the reasonable control of EGPC and CONTRACTOR, or
either of them.

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

(a)

(b)

()

provided herein, the GOVERNMENT shall incur no responsibility
whatsoever to EGPC and CONTRACTOR, or either of them for any
damages, restrictions or loss arising in consequence of such case of
force majeure hereinafter referred to in this Article.

ARTICLE XXIV
DISPUTES AND ARBITRATION

Any dispute, controversy or claim arising out of or relating to this
Agreement or the breach, termination or invalidity thereof, between
the GOVERNMENT and the parties shall be referred to the
jﬁﬁsdi{:tidn of the appropriate courts of A.R.E. to settle any dispute
arising .t tb . nterpretation ¢: the execution of any term of this
Agreement.

Any dispute, controversy or claim arising out of or relating to this

Agreement, or breach, termination or invalidity thereof between
EGPC and CONTRACTOR shall be settled by arbitration in accordance
with the Arbtratton Rules of the Cairo Regional Center for
International Commercial Arbitration (the Center) in effect on the
date of this Agreement, the approval of the Minister of Petroleum is
deemed provided and issued in case EGPC only tumn to arbitration.
The award of the arbitrators shall be final and binding on the parties.

The number of arbitrators shall be three (3).
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(d)

(e)

()

(g}

(h)

Each party shall appoint one 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 arburator he appoints, the claimant may reques! the
Center 10 appoint the second arbitrator.

The two arbitrators thus appointed shall choose the third arbitrator
who will act as the presiding arbitrator of the tribunat, If within thinty
{30} days after the appointment of the second arbitrator, the (wo
arbitrators have not agreed upon the choice of the presiding
arbitrator, then either party may request the Secretary General of the
Permanent Court of Asbitration at the Hague to designate the
appotnung authority. Such appointing authority shall appoint the
presiding arbitrator in the same way as a sole arbitrator would be
appointed under Anicle 6.3 of the UNCITRAL Arbitration Rules,
Such presiding arbatrator shall be 2 person of a nationality other than
ARE. . Brtish Virgin Islands , Cayman Islands or Kuwait and of a
country  which has diplomatic relations with A.R.E., British
Virgin Islands | Cayman Islands and Kuwait and who shail have no
economic interest n the Petroleum business of the signatories herslo.

Unless otherwise agreed by the parties 1o the arbitralion, the
arbitration, including the making of the award, shall take place in
Cairo, A.R.E.

The decision of the arburators shall be final and binding upon the
Parties Jncluding the arbitration fees and all the related issues and
the execution of the arbitralors decision shall be referred (0 the
appropriste courts according 10 the Egyptian laws,

Egyptian Law shall apply to the dispute except that in the event of
any conflict between Egyptian Laws and this Agreement, the
provisions of this Agreement (including the arbitration provision)
shatl prevatl. The arbitration shali be conducted m both Arabic and
English languages.
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(1)

EGPC and CONTRACTOR agree that if, for whatevﬂf 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 arbitration, all disputes, controversies or clatms arising out of or
relating to this Agreement or the breach, termination or invalidity
thereof shall be settled by ad hoc arbitration in accordance with the
UNCITRAL Rules in effect on the Effective Date.

ARTICLE XXV
STATUS OF PARTIES

(a) The rights, duties, obligations and liabilities in respect of EGPC and

(b)

(c)

CONTRACTOR hereunder shall be several and not joint or
collective, it being understood that this Agreement shall not be
construed as constifuting an association or corporation or

partnership.
CONTRACTOR shall be subject to the laws of the place where it 1s

incorporated regarding its legal status or creation, orgamzation,

charter and by-laws, shareholding, and ownership.

CONTRACTOR's shares of capital which are entirely held abroad
shall not be negotiable in the A.RE. and shall not be offered for

public subscription nor shall be subject to the stamp tax on capital
shares nor any tax or duty in the A R.E. CONTRACTQOR shall be

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

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

Agreement.
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ARTICLE XXVI
LLOCAL CONTRACTORS AND

LOCALLY MANUFACTURED MATERIAL
CONTRACTOR or QOperating Company, as the case may be, and their
contractors shall:

(a) Give pnority to local contractors and sub-contractors, including
EGPC's Affiliated Companies as long as their performance is
comparable with international 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 so long as their quality and time of
delivery are comparable to internationally available material,
equipment, machinery and consumables. However, such material,
equipment, machinery and consumables may be imported for
operations conducted hereunder if the local price of such items at

- CONTRACTOR's or Operating Company's operating base in A.R.E.
18 more than ten percent (10%) higher than the price of such
imported 1tems before customs duties, but after transportation and

insurance costs have been added.

ARTICLE XXVII
ARABIC TEXT

The Arabic version of this Agreement shall, before the appropriate
courts of A.R.E., be referred to in construing or interpreting this
Agreement. provided however , that in any arbitration pursuant to
Article XXIV herein above beiween EGPC 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 XXVIII
GENERAL

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

ARTICLE XXIX
APPROVAL OF THE GOVERNMENT

This Agreement shall not be binding upon any of the parties hereto
unless and until a law is issued by the competent authorities of the
A R.E. authonzing the Minister of Petroleum to sign this Agreement
and giving this Agreement full force and effect of law notwithstanding
any countervailing Governmental enactment , and the Agreement is
signed by the GOVERNMENT, EGPC, and CONTRACTOR.

PICO GOS Petroleum Limited
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ANNEX "A"
CONCESSION AGREEMENT
BETWEEN
THE ARAB REPUBLIC OF EGYPT
AND
THE EGYPTIAN GENERAL PETROLEUM CORPORATION
AND
PICO GOS Petroleum Limited
AND
KUFPEC (Egypt) Limited
IN
GEISUM & TAWILA WEST AREA
- GULF OF SUEZ

A.RE.

BOUNDARY DESCRIPTION OF THE CONCESSION AREA

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

1: 2 000 000 showing the Area covered and affected by this Agreement.

- The Area measures approximately one hundred and five square
kilometers ( 105 km?) of surface Area. 1t is composed of all or part of
Exploration and Development Blocks, the whole Blocks are defined on

three (3) minutes latitude by three (3) minutes longitude grid.

- It 18 to be noted that the delineation lines of the Area in Annex "B" are
intended to be only illustrative and provisional and may not show
accurately their true position in relation to existing monuments and

geographical features.
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Coordmates of the corner points of the Area are given in the following

table which forms an integral part of Annex "A":
BOUNDARY COORDINATES
OF
GEISUM & TAWILA WEST AREA
IN
GULF OF SUEZ
Area (A) : GEISUM

POINT NQO. LATITUDE LONGITUDE

337 400 0"
33" 400 o0
33 41" o0
33° 41
337 42° Q0
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Area {B): TAWILA WEST

LATITUDE |  LONGITUDE
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ANNEX (B)
CONCESSION AGREEMENT FOR PETROLEUM (v )1 L
RXPLORATION AND EXPLOTPATION R anhani
BETWEEN ARG 3 3 500 06 wagdl
THE ARAB REPUSLIC OF EGYPT L
AND A Al e g e
TRE EGYPTIAN GENERAL PETROLEIM s
CORPORATION - .
AND ool Aad &y peanet Aigd
PICO GOS PETRGLEUM LIMITED . o T ,
AND dpanall Jg il ;_pf[j s S ?Sﬁ
GRISUM & TAWILA WEST ARKA A Kigks gt Ahbie A
GULS OF SUEY g Sl
ARE. £aE
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Annex “B”

x4

GEISUM & TAWILA WEST ARLEA

A3" 45

ANNEX (B)

CONCESSION AGREEMENT FOR PETROLEUM
EXPLORATION AND EXPLOITATION
BETWEEN
THE ARAB REPUBLIC OF EGYPT
AND
THE EGYPTIAN GENERAL PETROLEUM
CORPORATION
AND
PICO GOS PETROLEUM LIMITED
AND
KUFPEC (EGYPT) LIMITED
IN
GEISUM & TAWILA WEST AREA
GULF OF SUEL
A.R.E-

SCALE 1 : 2,006,000
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ANNEX (T

Letter of Guaranty
Letter of Guaranty No, -+~ (Cairg sesmens-m-- 200--)
EGYPTIAN GENERAL PETROLEUM CORPORATION.

Gentlemen,

The undersigned, National Bank of Egypt as Guarantor, hereby
guarantees o the EGYPTIAN  GENERAL  PETROLUEM
CORPORATION ({( hereinafter referred to as " EGPC ") to the limiut of
eighty million U.S. Dollars ($80,000,000), the performance by "PICO
GOS Petroleum Limited” and " KUFPEC (Egypt) Limited (heremafter
referred to as "CONTRACTOR") of their obligations required for
Exploration and Dex}f’:lnpmcnt Operations to spend a minimum of eighty
million 1J.8. Dollars (380,000,000} during the initial four {(4) years of the
milial fen {10} year period under Artele IV of that certain Concession
Agreement (hereinafter referred to as the "Agreement”) covenng that
Area descrnibed in Annexes "A" and "B" of said Agreement, by and
between the Arab Republic of Egypt (hereinafter referred to as "A.R.E"},
EGPC and CONTRACTOR, dated ~----- .

It 1s understood that this Guaranty and the liability of the Cuarantor
hereunder shall be reduced quarterly, during the period of expenditure of
said eighty mulbon U.S, Dolars {$80,0006G,000) by the amount of money
expended by CONTRACTOR for such Exploration and Development
Operations during each such quarter. Each such reduction shall be
gstablished by the joint writien statement of CONTRAUTOR and
EGPC.
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In the event of & claim by EGPC of non-performance or surrender of the
Agreement on the part of CONTRACTOR prior to fulfiliment of said
miniman expenditure obligations under Article IV of the Agreement,
there shall be no liability on the undersigned Guarantor for payment 10
EGPC unless and until such lability has been established by written
statement of BEGPC setting forth the amount due under the Agreement.

It 15 a further condstion of this Letter of Gruaranty that:

{1} This Letter of Guaranty will become available only provided that the
Guarantor will have been informed in writing by CONTRACTOR
and EGPC that the Agreement between CONTRACTOR, ARE. and
EGPC has become effective according to its terms and said Guaranty
shall become effective on the Effective Date of said Agreement,

(2) This Letter of Guaranty shall in any event automatically expire:
{a) Four (4) years and six {6) months after the date 1t becomes
cffective, or

{b) At such time as the total of the amounts shown on  guarterly
joint statements of EGPC and CONTRACTOR equals or
exceeds the amount of said mimimnum expenditure  obhigation,
whichever i3 ¢arlier.

{3} Consequently, any claim, m respect thereof should be made to the
Guarantor prior to either of said expiration dates at the latest
accompanied by EGPC's written statement, setting forth  the amount
of under-sxpenditure by CONTRACTOR 10 the effect that
(a) CONTRACTOR thas failed to perform its expenditure
pbligations referred to in this Guaranty, and

{by CONTRACTOR has failed to pay the expenditure deficiency to
EGPC,
Please return to us this Letler of Guaranty in the event i doos
not become effective, or upon the expiry date.

Yours Faithfully,
Accountant : ewwmm-- e i
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ANNEX "D¥
CHARTER OF OPERATING COMPANY
ARTICLE ]

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

The Company shall be subject 1o all Iaws and regulations in force in the
A.R.E. to the extent that such laws and regulations are not inconsistent
with the provisions of this Charter and the Agreement referred to below.

ARTICLE 11

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

ARTICLE 11
The Head Office of Operating Company shall be in the A.R.E. in Cairo.
ARTICLE LY

The object of Operating Company is to act as the agency through which
EGPC and CONTRACTOR, carry out and conduct the Exploration and
Development Operations required In accordance with the provisions of
the Agreement signed on the -—---- day of -—wwwu—m---— by and between
the ARAB REPUBLIC OF EGYPT, THE EGYPTIAN GENERAL
PETROLEUM CORPORATION and CONTRACTOR covering
Petroleum operations in GEISUM & TAWILA WEST Area, Gulf of
Suez described therein.
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Operating Company shall be the agency {0 carry out and conduct
Exploration operations after the date of Commercial Discovery pursuant
to Work Programs and Budgets approved in agcordance with  the

Agreement.

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

Annex "E” thereto.

Operating Company shall not engage in any business or undertake any
activity beyond the performance of said operations unless otherwise
agreed upon by BEGPC and CONTRACTOR.

ARTICLE V

The authorized capital of Operating Company s twenly thousand
Egyptian Pounds divided into five thousand shares of common stock
with a value of four Egyptian Pounds per share having equat voling

rights, fully paid and non-assessable.

EGPC and CONTRACTOR shall each pay for, hokd and own, throughout
the life of Operating Company, one half (1/2) of the capital stock of
Operating Company provided that only in the event that etther party
should transfer or assign the whole or any percentage of iis ownership
interest in  the entirety of the Agreement, may such transferring or
assigning party transfer or assign any of the capital stock of Operating
Company and, in that event, such transferring or assigning party (and its
successors amd  assignees) must transfer and assign a stock inlerest m
Operating Company equal 1o the transferred or assigned whole or percentage

of its ownership interest in the entirety of the said Agreement.
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ARTICLE VI

Operating Company shall not own any nght, title, inlerest ot ¢atate in or
under the Agreement or any Development Lease created thereunder or i
any of the Petroleum produced from any  Exploration Btock or
Development Lease thereunder or in any of  1he assets, equipinent or
other property obtained or used m connection therewith, and shail not be
obligated as a principal for the financing or performance of any of the
duties or oblizgations of either EGPC or CONTRACTOR under the
Agreemient, Operating Company shall not make any profit from any

source whatspever.
CARTICLE Vi

Operating Compauny shall be no more than an agent for BEGPC and
CONTRACTOR. Whenever 1 15 mndicated herein that Operating
Company shall decide, take action or make a proposal and the like, it 18
understood that such decision or judgment is the result of the decision or
judgment of EGPC, CONTRACTOR or EGPC and CONTRACTOR, as
may be required by the Agreement,

ARTICLE VIl

Operating Company shall have 2 Board of Directors consisting of eight
{8} membaers, four (4) of whom shall be designated by EGPUC  and the
other four (4} by CONTRACTOR. The Chaipman shall be designated by

o wndd shall also be a Managing Director.  CONTRACTOR shall

dosignate the General Manager who shall also be 2 Managing Dirvector.
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ARTICLEIX

Meetings of the Board of Directors shall be valid #f a majority of the
ihrectors are present and any decision taken at such meetngs must have
the affirmative vole of five {8) or more of the Directors; provided.
however, that any Director may be tepresented and vote by proxy held by

another Director,
ARTICLE X

General meetings of the Sharcholders shall be valid if a majority of the
capital stock of Operating Cornpany is represenied thergal. Any decision
taken at such meetings must bave the affirmative vote of Sharcholders

owning or representing a majority of the capital stock.
ARTICLE XI

The Bouard of Directors shall approve the reguolations covering the termis
and conditions of employment of the personnel of Operating Company
empioyed directly by Operating Company and not assigned  thereto by

CONTRACTOR and EGPC.

The Board shall, in due course, draw up the By-Laws of Operating
Company, and such By-Laws shall be effective upon being approved by
a C(ieperal Meeting of the Sharehoiders, in accordunce with the

provisions of Articie X hereol.
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ARTICLE X1

Operating Company shall come into existence within tharty (30) days
from the Effective Date {unless otherwise agreed by EGPC and
CONTRACTOR).

The duration of Operating Compuny shall be for a period equal (o the

duration of the said Agreement, including any renewal thereof.

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

above is terminated for any reason as provided for theremn.

PICO GOS Petroleum Limited

|33 (R e
KUFPEC {Egypt) Limited
B Y | cee oo m e e

THE EGYPTIAN GENERAL PETROLEUM CORPORATION

-
BY — e sl b e TE ey e el el e H T = vy . e kel bt e T ek ek kb
1



i

b > Sl !
il | AURH
I 9o Bald |
Gobe A5
> it 3 (1)
eerlodl sUdl s e 2300 s J0Y1 30T 3 50,0 clihy yoacdl 3,0a5
el Sld L 580
: daliad! Sl (u)

e oz IV S5l Bl ¢ Ll e« kel LU 301 i
hd STty Condl Bl Ul Gty Lo oy JS Spletd 0 Ly (N 0)
5 S Lo o Bl St Oty amolh sty Bt 54l 2GLS

JES [ L URYCORY BN DUTI U3 PO " PN TG, PRURC JUIPS SPES
M 37 5 oo dolall i a5 Lyad] 3008l 4o S

(V) {ob a8l s Sondl BLas (i pa gt (BT B8 s 13
(F) BN dory Al Rdary Ly Lk ol a3 V180U e
AL OFY DN N gl ade o et 131 9E o At sl ya gl

LS e (5) 308 Lag J13aU LIS s, Lles Lol el 3, 58



VoA Y.V ity VW 5 (8) S YV suall - deaw Jl 50 4

ANNEX "E"
ACCOUNTING PROCEDURE
ARTICLE 1
GENERAL PROVISIONS

(a) Definitions:

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

this Accounting Procedure and have the same meanings.

(b) Statements of activity:

(1)

Following 1ts coming into existence, Operating Company shall
render to EGPC and CONTRACTOR within fifteen (15) days
of the end of each calendar quarter a Statement of Exploration

and Development Activity reflecting all charges and credits

- related to the Exploration and Development operations for that

quarter summarized by appropriate classifications indicative of
the nature thereof, except that items of controllable material

and unusual charges and credits shall be detailed.

(c) Adjustments and Audits:

(1)

Each quarterly Statement of Exploration Activity pursuant to
Article I (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 EGPC unless within the said three

(3) months EGPC takes written exception thereto pursuant to
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Article IV () of the Agreement. During the said three {3)
month period supporting documents will be available for

inspection by EGPC during all working hours.

CONTRACTOR will have the same audit rights on Operating

Company Staternents as EGPC under this sub-paragraph.

{2) All Statements of Exploration and Development Activity for
any calendar guarter pursuant lo Article I (b} {2) of this Annex,
shall conclusively be presumﬂd to be true and correct three (3)
months fﬂ?iﬂwiﬁg the recept of such Statement, unless within
the said three (3) months period EGPC or CONTRACTOR
takes writien exception thereto. Pending expiration of said three
(3) months EGPC or CONTRACTOR or both of them shall
have the right to audit Operating Company accounts, records
and supporting documents for such quarter int the same mamer

as provided in Article I'V (f) of the Agreement.
(@ Cuorrency Exchange:

CONTRACTOR's books and Operating Company's books for
Exploration and Development, if any, shall be kept in the A.R.E. in
U.5. Dollars. All U.S. Dollars expenditures shall be charged in the
amount expended. All Fgyptian Pﬂﬁndﬁ axpe'nditures shall be
coriverted to U.S. Dollars at the applicable rate  of exchange

anpounced by the Central Bank of Egypt on the first day of the
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month in which expenditures are recorded, and all other nom-{LS,
Dollars expenditures shall be transiated to U.S. Doliars at the
buying rate of exchange for such currency as quoted by National
Westminster Bank Limited, London at 10.30 am. GM.T., on the
first day of the month in which expendifures are recorded. A recond
shall be kept of the exchange rates used in transiating Egyptian

Pounds or other non-1LS. Dollars expenditures to U5, Dollars,

Precedence of ﬁncuments:

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.

(f) Revision of Accounting Procedure:

By mutual agreement between EGPC and CONTRACTOR, this
Accounting Procedure may be revised in writing from ime 10 time

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

Interest on investment or any bank fees, charges ot commissions

related to any bank guarantees shall not at any time be charged as

recaverable costs under the Agreement.
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ARTICLE Nl
COSTS, EXPENSES AND EXPENDITURES

Subject to the provisions of the Agreement, CONTRACTOR shall alone
bear and, directly or through Operating Cornpany, pay the following
costs and expenses, which cosis and expenses shall be classified and
allocated to the activities according to sound and generally accepted
accounting principles and treated and recovered in accordance with
Article V11 of this Agreement:

{a) Surface Rights:

All direct cost attributable to the acquisition, renewal or
refinquishment of surface rights acquired and maintained in force for
the Area.

(b} l.abor and Related Costs:

(1} Salaries and Wages of CONTRACTOR's or Operating Company's
employees, as the case nay be, directly engaged in the vanous
activities under the Agreement including salaries and wages
paid to geologists and other employees who are temporanly
assigned to and employed in such activities. Such salaries and
wages 10 be certified by a certified public accounting fimm.

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 salarigs. Forthe
purpose of this Article II (b} and Article II {c) of this Annex,
salaries amnd wages shall mean the assessable amounts for
A.R.E. Income Taxes, inciuding the salaries during vacations
and sick leaves, but excluding all the amounts of the other
items covered by the percentage fixed under (2) below.
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{2) For expairiate employees permanently assigned to Egypt:
1. All allowances applicable to salaries and wages;
2. Cost of established plans; and

3, All travel and reilocation costs of such expatnate
empioyees and their families to and from the emplovee's
country or point of ongin at the ume 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 10 A.R.E. Operations).

{osis under this Arnticle 1 {b) {2} shall be deemed to be equal to
seventy percent {70 %) or applied percentage, which is Iesser, of
Dasic salaries and wages paid for such expatriate personnel
inchuding those paid during vacations and sick leaves as established
in CONTRACTOR's international policies, chargeable under
Article IT (b) (1), Article H (1), Article 1T (k} (1) and Article 11 (k}
{3) of this Annex.

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

allowances and costs :-
1. Housing and Utilities Allowance.

2. Commodities and Services Allowance.
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10.
L.
12.
13.

14,
1.
16.

17

18.
19.
20.
21.
22.

-

Special Rental Allowance.

Vacation Transportation Allowance.

Vacation Travel 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.
Recreatioﬁ Allowance.

Retirement Plan.

~ Group Life Insurance.

Group Medical Insurance.

Sickness and Disability.

. Vacation Plans Paid (excluding Allowable Vacation Travel

Expenses).
Savings Plan.
Military Service Allowance.
F.I.C.A.
Workman's Compensation.

Federal and State Unemplﬂymﬂ'nt [nsurance.,
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23. Personnel Transfer Expense.

24. National Insurance.
25. Income taxes on above additional benefits.

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

Revisions of the percentages will take into consideration variances

in costs and changes in CONTRACTOR's international policies

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

The revised percentages will reflect as nearly as possible CON-
TRACTOR's actual costs of all its established allowances and bene-

fits and of personnel transfers.

(3) For expatriate employees temporarily assigned to Egypt all
allowances, costs of established plans and all travel relocation
costs for such expatriates as paid in accordance with
CONTRACTOR's international policies. Such costs shall not
include any administrative overhead other than what is
mentioned in Article I (k) (2) of this Annex.

(4) Costs of expenditure or contributions made pursuant to law or
assessment imposed by Governmental authority which are
applicable to 1abor cost of salaries and wages as provided under
Article II (b) (1), Article II (b) (2), Article II (1), Article I (k)
{1) and Article II (k) (3) of this Annei_.
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(c) Benefits, allowances and related costs of national employees :

Bonuses, overtime, customary allowances and benefits on a basis
similar to that prevailing for oil companies operating int the A.R.H.,
all as chargeabie under Article I {b} (1), Article 11 {1}, Article 11 (k)
(1) and Article II (k) (3) of this Annex. Severance pay will be
charged at a fixed raie applied to payrolls which will equal an
amount equivalent to the maximum liability for severance payment
as required under the AR.E. Lsbor Law.

(d) Material

Material, equipment and supplies purchased or furnished as such by
CONTRACTOR or Operating Company.

{1} Purchases:

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

(2) Material Furnished by CONTRACTOR: |
Material required for operations shall be purchased directly
whenever practicable, except that CONTRACTOR may furmnish
such material from CONTRACTOR's or CONTRACTOR's
Affihhated Companies stocks outside the AR.E. under the
foliowing conditions:

1. New Material {Condition "A""}
New Material transferred from CONTRACTOR's or
CONTRACTOR's Affiliated Companies warchouse or other
properties shall be priced at cost, provided that the cost of
matertal supphied is not higher than international prices for
matertal 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
is suitable for reuse without reconditioning shall be classed
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 reconditioning, shall be classed as
Condition "C" and priced at fifty percent (50%) of the price
of new material. | |

¢} Material which cammot be classified 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 shall be charged at applicable percentage of knocked -
down new price.

(3) Warranty of Materials Furnished by CONTRACTOR

CONTRACTOR does not warrant the material furnished beyond
or back of the dealer's or manufacturer'’s guaranty; and in case
of defective material, credit shall not be recorded until
adjustment has been received by CONTRACTOR from
manufacturers or their agents.

(e} Transportation and Employee Relocation Costs:

(1) Transporiation of equipment, materials and supplies necessary
for the conduct of CONTRACTOR's or Operating Company's
activities,

(2) Business travel and transportation expenses to the extent covered
by established policies of CONTRACTOR or with regard to
expatriate and national employees, as incurred and paid by, or
for, employees in the conduct of CONTRACTOR's or Operating
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) Qutside services: The costs of contracts for consultants, services
and utilities procured from third parties.

(2} Cost of services performed by EGPC; by CONTRACTOR or
by theirr Affiliated Companies in facilities inside or outside the
A.R.E. Regular, recurring, routine services, such as interpreting
magnetic tapes and/or other analyses, shall be performed and
charged by EGPC andfor CONTRACTOR or their Affiliated
Companies at an agreed cdomtracted price. Major projects
invelving engineering and design  services shall be performed
by EGPC and/or CONTRACTOR or  their Affiliated
Companies at a negotiated contract amount.

(3) Use of EGPC's, CONTRACTOR' or their Affiliated Compantes’
wholty owned equipment shall be charged at a rental rate
commensurate with the cost of ownership and aperation, bt
not in excess of competitive rates currently prevailing in the

AR.E.

(4) CONTRACTOR's and CONTRACTOR’s Affiliated Companies’

rates shall not include any administrative or overhead costs
other than what is mentioned in Article II (k) (2) of this Annex.

{g) Damages and Losses:

All cosis or expenses, necessary 10 replace or repair damages or
iosses mcurred by fire, flood, storm, theft, accident or any other
cause not controllable by CONTRACTOR or Operating Company
through the exercise of reasonabie diligence. CONTRACTOR or
Operating Company shall fumish EGPC and CONTRACTOR
written notice of damages or losses incurred in excess of ien
thousand ($10,000) U.S. Dollars per occurrence, as $oon as
practicable after report of the same has been  received by
CONTRACTOR or Operating Company.
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{h} Insurance and Claims:

The cost of any public liabihity, property damage and other
insurance against liabilities of CONTRACTOR, Operating
Company andfor the parties or any of them o thetr emplovees
andfor outsiders as may be required by the laws, rules and
regulations of the GOVERNMENT or as the parties may agree
upon. The proceeds of any such nsurance or claim coliected, iess
the actual cost of making a claim, shall be credited against
operations. |

If no insurance is carried for a particular risk, in accordance with
good international oil field practices, all related actual expenditures
incurred and paid by CONTRACTOR or Operating Company in

- settlement of any and all tosses, claims, damages, indgments and any

(i)

)

other expenses, including legal services.
Indirect Kxpenses:

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

‘indirectly serving the Area.

Legal Expenses:

All costs and expenses of litigation, or legal services otherwise
necessary of 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 c¢laims affecting the interests hereunder shall be handied
by the legal staff of one or more of the parties hersto, a charge
commensurate with cost of providing and furnishing such services
may be made to operations.
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{k} Administrative Overhead and General Expenses:

(1} While conducting Exploration Operations, the cost of staffing
and maintaining CONTRACTOR's head office m the ARE.
andfor other offices established in the A.R.E. as appropriate
other than field offices which will be charged as provided n
Article H {1}, and excepting salanes of employees of
CONTRACTOR who are temporarily assigned to and directly
serving on the Area, which will be charged as provided in
Article 11 {b) of this Annex.

(2} CONTRACTOR's administrative overhead outside the ARE.
applicable to Exploration operations in the A.R.E. dunng the
period prior to the formation of the Operating Company shall b
charged each month at the rate of five percent {(5%) of total
Exploration expenditures, where CONTRACTOR's Exploration
operations are carmed out by CONTRACTOR itself. Any

. administrative overhead of CONTRACTOR outside the A.R.E.
applicable to A.R.E. Exploration operations will not be charged
on the Exploration operations in AR.E. while Exploration
~operations are being conducted following the formations of the
Operating Company.

No other direct charges as such for CONTRACTOR's
administrative overhead outside the AR.E. will be apphed
against the Exploration / Development obligations. Examples of
the type of costs CONTRACTOR 15 incurning and charging
hereunder due to activitics under this Agreement and covered
by said percentage are;

I. Executive - Time of executive officers.
2. Treasury - Financial and exchange problems,
3. Purchasing - Procuring materials, equipment and supplies.

4. Exploration and Production-Directing, advising and controlling
the entire project.
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5. Other departments such as legal, compirolier and engineering
which coniribute time, knowledge and experience to the
operations.

The foregoing does not preclude charging for direct service
under Article I () (2) of this Annex,

(3) While Operating Company is conducting operations, Uperating
Company's personnel engaged in general clerieat and office
work, supervisors and officers whose timne 18 generaily spent in
the rnain office and not the field, and all employees generally
considered as  sgeneral and administrative and not charged o
other types of expense will hbe charged to operations. Such
expenses shall be allocated each month between Exploration
and Development operations according to sound and practicable
accounting methods.

) Taxes:
All taxes, dutics or levies paid in the ARE. by CONTRACTOR or

Operating Company with respect to this Agreement other than
those covered by Article ITE {(g) (1) of the Agreement.

(m) Continuing CONTRACTOR Costs:

Costs of CONTRACTOR activities requived under the Agreement
and incurred exclustvely in the AR.E. after Operating Company is
formed. No sales expenses incurred outside or inside the ARE.
may be recovered as a cost.

{n} Other Expenditures:

Any costs, expenses or expenditures, other than those which are
covered and dealt with by the foregoing provisions of this Adticle i,
incurred by CONTRACTOR or Operating Company under approved
Work Programs and Budgets. -
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ARTICLE IH
INVENTORIES

{(a) Periodic Inventories, Notice and Representation:

At reasonabie intervals as agreed upon by EGPC and
CONTRACTOR inventories shall be taken by Operating Company
of ihe operations materials, which shall include all such materials,
physical assets and construction projects. Written notice of intention
to take inventory shall be given by Operating Company to EGPC
and CONTRACTOR at least thirty (30) days before any inventory is
to begin so that EGPC and CONTRACTOR may be represented
when  any  inventory is  taken. Fathwe of EGPC andfor
CONTRACTOR to be represented at an inventory shall bind them to
accept the inventory taken by Operating Company, who shall in that
event furmsh the party not represented with a copy thereot.

tb} Reconciliation and Adjustment of Inventories:

Reconciliation of inventory shall be made by CONTRACTOR and
EGPC, and a list of overages and shortages shall be jointly
determined by Operating Company and CONTRACTOR and EGPC,
and the inventory adjusted by Operating Company.

ARTICLE IV
COST RECOVERY

{a} Statemenis of Recovery of Costs and of Cost Recovery
Petroleum;

CONTRAUTOR shall, pursuant to Article VI of the Apreement,
render to EGPC as promptiy as practicable but not later than fifteen
{15} days after receipt from Operating Company of the Statements
for Exploration and Development Activity for the calendar guarter g
Statement for that quarier showing:

t. Recoverable costs carried forward from the previous quarter, if
any.

2. Recoverable costs incarred and paid during the gquarter.
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(b)

3. Total recoverabie costs for the quarter (1) + (2).

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

5. Amount of costs recovered for the quarter.

6. Amount of recoverable costs carried 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.

Payments:

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

(c) Settlement of Excess Cost Recovery Petroleum:

EGPC has the right to take its entitlement of Excess Cost Recovery
Petroleum under Articie VII {a} (2} of the Agreement in kind during
the said quarter. A settlernent shall be required with the rendition of

such Statement in case CONTRACTOR has taken more thep i3
own entitlement of such Excess Cost Recovery Petroleum.

(d) Audit Right:

EGPC shall have a period of twelve (1.2) months from receipt of any
Statement under this Article IV in which to audit and raise objection
to any such Statement. EGPC and CONTRACTOR shall agree on
any required adjustments. Supporting documents and accounts will
be available to EGPC during said twelve (121) month penod.
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ARTICLE Y
CONTROL AND MAJOR ACCOUNTS

{a} Exploration / Development Obligation Control Accounts:

CONTRACTOR will establish an Exploration / Development Obligation
Control  Account and an offsetting contra account to control therein
the total amount of Exploration / Devetopment expenditures reported
on Statements of activity prepared per Article I (b} (1) of this
Annex, less any reductions agreed to by EGPC and CONTRACTOR
following written exceptions taken by a non-operator pursuant (o
Article I {c) (1) of this Annex, in order to determine when minimum
Exploration / Development obligations have been met.

{b} Cost Recovery Conirel Account:

(©)

CONTRACTQR will establish a Cost Recovery Control Account
and an off.setfing contra account to control therein the amount of
cost remaining to be recovered, if any, the amount of cost recovered
and the vaiue of Excess Cost Recovery Petroleum, if any,

Major Accounts:

For the purpose of classifying costs, expenses and expenditures for
Cost Recovery as well as for the purpose of establishing when the
minimum Exploration / Development oblipations have been met,

cOSi8, expenses and expenditures shall be recorded iIn major
accounts in¢luding the following:

- Expioration Expenditures;

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

Necessary sub-accounts shall be used.

Revenue accounts shall be maintained by CONTRACTOR 1o the
extent necessary for the control of recovery of costs and the
treatment of Cost Recovery Petroleum.
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ARTICLE V]
TAX IMPLEMENTATION PROVISIONS

It is understood that CONTRACTOR shall be subject to Egyptian
Income Tax Laws except as otherwise provided in the Agreement, that
any ARE Income Taxes paid by EGPC on CONTRACTOR's behaif
constitute additional income o CONTRACTOR, and this additional

income is aiso subject to A.RE. income tax, that is "grossed up”.

"CONTRACTOR's annual income”, as determined in Article III {g) (3)
of this Agreement, less the amount ¢qual to CONTRACTOR's
grossed-up Egyptian income tax liability, shall be CONTRACTOR's

"Provisional Income”.

The "gross-up value” is an amount added to Provisional Income to give
"Taxable Income”, such that the grossed-up value is equivalent to the

ARE. }ﬂcnmﬂ Taxes.
THEREFORE:
Taxable Income = Provisional Income plus Grossed-up Valoe
and
Grossed-up YValue = A R.E. Income Tax on Taxable Income.

If the "A.R.E. Income Tax rate”, which means the effective or
composite ta¥ rate due to the various AR E. taxes levied on income
or profits, s constant and not dependent on the level of income,

them:
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Grossed-up Valug = A.R.E. income tax rate TIMES Taxable Income.

Combining the first and last equations above

Provisional income X Tax Rate
1 - Tux Rate

Grossed-up Value =

where the tax rate is expressed as a decimal.

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

S10x04
Therefore:
Provisional income $10.00
Plus Grossed-up Valpe 6.67
Taxable Income $16.67
tess: ARE Income Taves at 40% 6.67

CONTRACTOR's Income after taxes 3 10.00
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