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

IEOC CO. INC.
[N NORTH PORT SAID

OFFSHQRE AREA

This Agreement made and entered inte on this . ... day el....,
by and between the ARAB REPUBLIC OF EGYPT ( heremnafter
referred to variously as « A R.E. » or as the « GOVERNMENT 3 )},
the EGYPFIAN GENERAL PETROLEUM CORPORATION,
a legal entity created by Law No. 167 of 1958 as amended (hereinattey

refecred to as ¢ EGPC») and TEOC Co. Inc., a company organized
and existing under the laws of Panama (herewafter referred tQ as

«119XC>» or as ¢Contractor»).

WITNESSETH

WHEREAS, all minerals mchiding Petroleum, existing in mines
and quarries in A. R. E., including the territorial waters, and in the

seabed subject to its jurisdiction and extending beyond the territorial

waters, are the property of the State; and

WHEREAS, EGPC has applied for an exclusive concession for
the exploration and explortation of petroleum in and throughout the
area referred to in Arucle I, and described in Annex ¢A» and shown
approximately on Annex «HB» which are attached hereto and made
part hereot (hereinafter referred to as the « Area »); and
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WHEREAS, CONTRACTOR agrees to undertake 1ts obligat-
ions provided hereinafter as contractor with respect to the explorat-
ion, development and production of petroleum in said Area; and -

WHEREAS, the GOVERNMENT desires hereby to grant such

Concession; and

WHEREAS the GOVERNMENT, EGPC and CONTRACTOR
were parties to certain Concession Agreements covering main blocks
3/4 and 5/6. Which Agreements wer€ signed by virtue of Law No. 27
for the yvear 1979 as amenacd by Law No. 18 for the year 1983; and
Law No. 29 for the ycar 1977 as amended by virtue of Law No. 10
for the year 1983. Both Agrecments as amended ( heremalter
referred to as the « Old Agreements » );

WHEREAS, it is agreed between the parties hereto that
CONTRACTOR shall be entitled to recover a certain amount incur-
red by CONTRACTOR under the old Agreements to be recovered
under Article VII of this Agreement. Such amount is totalling One
Hundred and Forty Two millions United States Dollars ( U.S. §
142.000,000 ).

VYHEREAS, the Minister of Petroleum and Mineral Resources

pursuant to the provisions of Law No. 86 of 1956, may enter mto a
Concession Agreement with EGPC, and with CONTRACTOR as a
contractor in the Area.

NOW, Therefore, the parties hereto agree as follows :

ARTICLE 1
DEFINITIONS

{a) «Exploration» shall include such geological, geophysical, aerial

and other surveys as may be contained in the approved Work
programs and Budgets, and the drilling of such shot holes, core
holes, stratigraphic tests, holes for the discovery of Petroleum or
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the appraisal of Petrolcum Discoverics and other related holes
and wells, and the purchase or acquisition of such supplics;
materials, services and equipment therefore, all as may be conta-
ined in the approved Work Programs and Budgets. The verb
« explore » means the act of conducting exploration.

‘hy  « Development »shall include, but not be limited to, all the
operations and activities pursuant to approved Work Programs
and Budgets under this Agreement with respect to :

(1) the drilling, plugging, deepening, side cracking, redrilling,

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

(2) design engineering, construction, installation, servicing and
maintenance of equipment, lines, systems facilities, plants
and related operations to produce and operat€ said develop-
ment wells, taking saving, treating, handling, storing, trans-
porting smd dclivering Petroleum, repressuring, recycling
and other secondary recovery projects, and

(3) transportation, storage and any other wo vk or activities
necessary or ancillary to the activities specified in (1) and

(2)

(¢} «Petroleums means liquid crude oil of various densities, asphalt,
gas, casinghead gas and all other hydrocarben substances that
may be found in, and produced, or otherwise obtained and saved
from the Area under this Agreement, and all substances that

may be extracted therefrom.

() ¢Liquid Crude Oty or Crude Oils or «Oily means any hydro-

carbon produced from the Area which is in a liquid state at the

wellhead or lease separators OF which is extracted from the
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gas or casingheéad gas I a plant, Such liquid state shall exist
at Sixty (60) degrecs Fahrenheit and atmospheric pressure.
Such term includes distillate and condensate,

«(Gasy 1s natural gas both assoclated and non-associated, and all
of 1ts constituent elements produced from any well in the Arca
(other than liquefied Crude Oil) and all non-hydrocarbon subs-
tances therein., Said term shall include residual gas.

«LPGy means liquefied petroleum gas, which is a mixture of,
principally, propane and butane liquefied by pressure/tempera-

fre.

A «Barrel» shall consist of Forty-Two (42) United States gal-
lons, liquid measure, corrected to a temperature of Sixty (60)
degrees Fahrenheit at atmospheric pressure.

(1) «Uommercial Oil Wells means the first well 1n any geological
teature which after testing for a period of not more than

Thirty (30) consecutive days where practical, but in any
event In accordance with sound and accepted industry pro-
duction practices, and verified by EGPC, is found to be
capable of producing at the average rate of not less than
Two Thousand (2000) barrels of oil per day (BOPD). The
date of discoverv of a « Commercial Oil Wells is the date on

which such well is tested and completed according to the
abhove.

(2) «Commercial Gas Welly means the first well on any geolo-

gical feature which after testing for a peried of not more
than Thirty (30) consecutive days where practical, but In any
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event In accordance with sound and accepted industry pro-
duction practices and verified by EGPC. is found to be
capable of producing at the average rate of not less than Ten
(10) million standard cubic feet of Gas per day (MMSCFD),

The date of discovery of a «Commercial Gas Wells is the

date on which such well is tested and completed according
to the above.,

()  «A.R.E.» means ARAB. REPUBLIC OF EGYPT,

() ¢« Effective Date » means the date on which the text of this
Agreement is signed by the GOVERNMENT, EGPC and CON-
TRACTOR, after the relevant Law is issued.

(k) 1. «Year» means any period of twelve (12) months accerding to
the Gregorian Calendar.

(k) 2. eCalendar Year» means a period of twelve (12) months
according to the Gregorian Calendar being 1st January
through 31st December.

() <« Financial Year » means the Government’s financial year
according to the laws and regulations of the A.R.E,

(m) ¢Tax Yeary means the period of twelve (12) months according
to the laws and regulations of the A.R E.

(n) An cAffiliated Company» means a company :

(1) the share capital, conferring a majority of votes at stock-
holders’ meetings of such company, of which is ewned direc-
thy or indirectly by a party hereto
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(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) whose share capital conferring a majority of votes at stock-
holders’ meetings of such company and the share capital con-
ferring a majority of votes at stockholders’ mecetings of a

party hereto are owned directly or indirectly by the samne
company.

«Exploration Block» shall mean an area, the cormer points of
which have to be coincident with six (6) minute by six (6) minute
latitude and longitude divisions, according to the Intermational
Grid System where possible or with existing boundaries of the

Area covered by this Concession Agréement as set out in Annex
<Ay,

«Development Blocky shall mean an area, the comer points of
which have to be coincident with three (3) minute by three (3)
minute latitude and longitude divisions, according to the Interna-
tional Grid System where possible or with the existing bounaa-
ries of the Area covered by this Concesston Agreement as set out
in Annex «A».

«Development Lease (s)» shall mean the Development Block (s)
covering the geological structure capable of production, the cor-
ner points of which have to be coincident with three (3) minute
by three (3) minute latitude and longitude divisions, according to
the International Grid System where possible or with the existing
boundaries of the Arca covered by this Concession Agreecment as
set out in Annex «Avy.

¢Agreementy shall mcan this Concession Agreement and 1ts
Annexes,

«Gas Sales Agreementy shall mean a written agreement between
EGPC and CONTRACTOR as sellers (hereinafter referred to as
«Sellersy) and EGPG as buyer (hereinafter referred to as
«Buyer») which contains the terms and conditions for Gas sales

from a Develepment Lease.
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¢) «Standard Cublc Fool» (SCF) is the amount of gas nécessary
to fill ene (1) cubic foot of sapce at atmospheric pressure of
14.65 psia and at a base temperature of sixty degrees Fahren-

hetd {60 ).
ARTICLA 1
ANNEXES TO THE AGREEMEN'T

Anaex <A» Is a description of the Area covered and aftected by
“his Agreement, heremafter referred to as «The Areay.

Annex ¢B» i1s a provisional illustrative map on the scale of
* 1 1,000,000 mdicating the Area covered and affected bv this Agree-

nent and described In Annex ¢Ay.

Annex ¢C» is the form of a Charter of the Operating Company
o¢ tormec as provided for in Article VI hereof.

Anne< ¢y 1 the Accountimg Procedure.

annex ¢k» 1s a map of the National Gas Pipeline Grid Systen:
stablished by the Government. The point of delivery for Gas shall
¢ as agre€u upon by the parties under a Gas Sales Agreement which
soint shail be the flange connecting the lease pipeline to the National

7as Pipeline Grid System.
Annexes «A», «<Bs, ¢«C», ¢D» and ¢«E» to this Aereement are

nereby made part hereof, and they shall be considered as having equal
orce and €ffect with the provisions of this Agreement.

ARTICLE 111

GRANT OF RIGHTS AND TERMS

The COVERNMENT hereby ovants LGPC and CONTRAC-

[OR subject to the terms, covenants and conditions set out in this
Aoreement, which insofar as they ar€ contrary to or inconsistent
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with any provisions of Law No. 66 of 1953, as amended, shall have the

torce of Law, an exclusive concession in and to the Area described in
Annexes «Ay and «By.

(@

The GOVERNMENT shall own and be entitled, as hereinafter
provided to a royalty, in cash or in kind, of Ten (10) percent

~ of the total quantity of Petroleum produced and saved from the

Arca 'during the development period including renewal. Said

royalty shall be borne and paid by EGPC and shall not be the
obligation of the CONTRACTOR. The payment of royalties

by EGPC shall not be deemed to result in income attributable to
the CONTRACTOR.

An Imtial Exploration Period of Three (3) years shall start from
the Eitective Date. One (1) extension to the initial exploration
period of I'wo (2) years shall be granted to CONTRACGTOR
at 1ts option, upon not less than Thirty (30) days prior written
notice to EGPC and subjecct only to its having fulfilled its obliga-
tions hereunder for the then current period. This Agrcement
shall be terminated if neither a Commercial Qil Discovery nor
a Commercial Gas Discovery 1s established by the end of the
Fifth (5th) year of the exploration period. However, such period

~ may be extended at CONTRACTOR’s option for up to Six (6)

months to enable the completion of drilling and testing of auny

well actually drilling or testing at the end of the Fifth (5th)
year of the exploration period. The election by EGPC to un-
dertake a sole risk venture under paragraph (c¢) immediately here-
after shall not extend the exploration period nor affect the ter-

- mination of this Agreement as to CONTRACTOR.

©

«Commercial Discovery» :

(i) A Commercial Discovery - whether of Oil or Gas - may
consist of one producing reservoir or a group of producing

- reservoirs which is worthy of being developed commerciatty.
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After discovery of a Commercial Ol or Gas Well, CQN-
1RC1OR shall, unless otherwise agreed upon, undertake as
part of its Exploration program the appralsal of the
aiscovery by driiling one or mor€ appraisal wells to
determine whether such discovery 1s worthy of being deve-
loped commercially, taking mto consideration the recoveru-
ble reserves, production, pipeline and terminal facilities re-
quired, estimated Petroleum prices, and all other relevant
technical and ecenomic factors.

The rovisions laid down herein postulate the unity and
indivisivilicy of the concepts of Commercial Discovery acd
Development Lease.  They shall apply uniformly to Oil and

Gas unless otherwise specified.

CON1TRACTOR shall give nouce of a Commerclal 1isco-
very to EGPC immediately after the discovery is considéred
by CON1RACIOR to be worthy of commercial develop-
ment bub w0 any event with respect to a Commercial Qi
Wed not lat€r than the complenion of the second explora-
tion appraisal well, or Twelve (12) months foliowing the
date of the discovery of the Commercial Ol Wil whichever
1§ eariler’ or with respect to a Gommercial Gas Well not later
than Twenty-four {24) months foliowing the date of the dis
covery of the Commercial Gas Well (untess EGeC agrees that
such period may be extended), except that CONTRACTOR
shall also have the right to give such notice of Commercial

Discovery with respect to any reservolr or res€rvoirs even
if the well or wells thercon are not «Commercialy within

the definition of «Commercial Wells if, in its opinion, a
reservoir or a group of reservoirs, considered collectively,

could be worthy of commercial development.

CONTRACTOR may also give a notice of Commercial Qil
Discovery in the event it wishes to undertake a gas recycling

project.

A notice of Commercial Gas Discovery shall contain all de.
tailed particulars of the discovery and €specially the area

of Gas Reserves, the estimated production potential and
profile and field life.
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Following receipt of a notice of a Commercial Oil or (sas
Discovery, EGPC and CONTRACTOR shall meet and re-
view all appropriate data with a view to mutually agreeing
upon the existence of a Commercial Discovery. The date
of Commercial Discovery shall be the date EGPC and CON-
TRACTOR agree that a Cominercial Discovery exists.

(iv) If Crude Oil is discovered but is not deemed by CON-
TRACLOR to be a Commercial Oil Discovery under the
above provisions of this paragraph (c), EGL C shall, Twelve
(12) months after the expiration of the period specifled
above within which CONTRACTOR can give notice ot
Commercial Discovery, or Twenty Four (24) months atter
the completion of a well not considered to be a «Commer-
cial Oil Wells have the right, following Sixty (60) days
notice in writing to CONTRACTOR, at its sole cost, risk
and expense, to develop, produce and dispose of all Crude
Oil from the geological feature on which the well has been
drilled. Said notice shall state the specific area COVETring
said geological feature to be developed, the wells to be drilled,
the production facilities to be installed and EGPC’s estima-
ted cost thereof. Within Thirty (30) days after receipt of
<2id notice CONTRACTOR may, in writing, elect to de-
velop such area as provided for in the case of Commercial
Discovery hereunder. In such event all terms of this Agrec-
ment shall continue to apply to the specified area.

sf CONTRACTOR elects not to develop such area, the

specific arsa covering said geological feature shall be set

aside for sole risk operations by EGPC. Such area to be
mutually agreed upon by EGPC and CONTRACTOR on

the basis of good petroleum Industry practices. In the event
Operating Company has come into existence EGPC shall br
entitled to have Operating Company perform such opera-
tions for it at EGPC’s sole cost, risk and expense. When
EGPC has recovered from the Crude Oil produced from
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such specific arca a quantity of Crude Oil equal in value to
Three Hundred percent (300%) of the cost it has mcurred
in carrying out the sole risk operations, CONTRACTOR

shall have the option, only in the event there has been
a separate Commercial Oil Discovery elsewhere within the
Area, to share in further development and production ef
that specific area upon paying EGPC One Hundred percent
(100%) of such costs incurred by EGPC.

Such One Hundred percent (100%) payment shall not be
recovered by CONTRACTOR. Immediately following such
payment the specific area shall either (1) revert to the statug
of an ordinary Development ILease under this Agreement
and thercafter shall be operated in accordance with the
terms hereof; or {11) alternatively, in the event that at such

time EGPC or its atfiliated company is conducting develop-
ment operations m the area at its sole expense and EGPC
elects to continue operating, the area shall remain set aside
and CONTRACTOR shall only be entitled to its product-

ton sharing percentage of the crude oil as specified in Article
VIl (b} below. The sole risk Crude Oit shall be valued in
the manner provided in paragraph (c) of Article VII.

In the event of amy termination of this Agreement under the
proviions of Article HI (b} above, this Agreement shall
however comntinue to apply ta EGPC’s operation of any sole
sk venture hereunder although such agreement shall have
been terminated with respect to CONTRACTOR pursuant
to the provisions of Article 111 (b) above.

{d) Conversion to a Development Lease

(1)

Following a Commercial Qil Discovery or a Commescial Cas

Discovery the extent of the whole area capable of production

to be covered by a Development Lease shall be mutualh

agreed upon by EGPC and CONTRACTOR and be subject
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to the approval of the Minister of Petroleum and Mineral
Resources. Such area shall be converted automatically into
a Development Lease without the issue of any additional

legal instrument or permission.

Following the conversion of an area to a Development Lease

based on a Commercial Gas Discovery (or upon the discovery
of Gas 1n a Development Lease granted following a Com-

mercial Oil Discovery) EGPC shall make efforts to find the
adequate local markets capable of absorbing the production
of Gas and shall advise CONTRACTOR of the potential
outlets for such Gas’ and the expected annual schedule of
demand. Thereafter’ EGPC and CONTRACTOR shall meet
with a view to assessing whether the outlets for such Gas
and other relevant factors warrant the 'development and
production of the Gas and in case of agreement the Gas thus
made avallable shall be disposed of to EGPC under a long-
term Sales Agreement in accordance with and subject to the

conditions set forth in Article VII below.

(iii) The development period of each Development Lease shall

be as follows :

(aa) In respect of a Commercial Oil Discovery, Twenty (20)

years from the date of such Commercial Discovery plus
the Optional Extension Period (as defined below) provided
that, in the cvent that, subsequent to the conversion of a
Commercial Oil Discovery into a Development Lease, Gas
1s discovered in the same Development Lease and is used or
1s capable of being used locally or for cxport hereunder, the
period of the Development Lease shall be cxtended only
with respect to such Gas, LPG extracted from such Gas
and Crude Oil in the form of Condensate produced with
such Gas for Twenty (20) years from the date of first deliver-
ies of Gas locally or for export plus the Optional Extension
Period (as defined below) provided that the duration of such
Development Lease based on the Commercial Oil Discovery
may not be cxtended beyond Thirty-Five (35) years from
the date of the Commercial Oil Discovery unless otherwise
agreed upon between EGPC and GONTRACTOR and

subjcct to the approval of the Minister of Petroleum and
Mineral Resources.
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CONTRACTOR shall immediately notify EGPC of any
Gas Discovery but shall not be required to apply for a new
Development Lease in respect of such Gas.

(bb) In respect of a Commercial Gas Discovery, Twenty (20)
years trom the date of first deliveries of Gas locally or for
export plus the Optional Extension Period (as defined
below) provided that it subsequent to the conversion of a
Commercial Gas Dlscovmy into a Development lease,
Crude Oil is discovered in the same Development Lease,

CONTRACTOR’s share of such Crude Qil from the
Development Lease (except LPG extracted from Gas or

Crude O1l In the form of Condensate produced with Gas) and
Gas associated with such Crude Oil shall revert entirely to
EGPC upon the lapse of Twenty (20) years from the date of
such Crude Oil Discovery, plus the Optional Extension
Period (as defined bhelow).

Notwithstanding anything to the contrary under this Agree-
ment the duration of a Development Lease based on a Com-
mercial Gas Discovery shall in no case exceed thirty-five (35)
years from the date of such commercial Discovery.

CONTRACTOR shall immediately notify EGPC of any
Od Discovery but shall not be required to apply for a new
Development Lease in respect of such Crude oil.

The «Optional Extension Period» shall mean a period
of Five (§) years which may be elected by CONTRA-
CTOR upon Six (6) months written notice to EGPC
prior to the expiry of the relevant Twenty (20) vear
period.

() Development operations shall upon the issuance of a Develop-
ment Lease granted [ollowing a Commercial O1il Discovery be
started promptly by Operating Company and be conducted in
accordance with good ol field practices and accepted petroleum
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.ngineering principles, until the fieid 13 considered to bc fully
developed, it being understood that if associated gas 1S not
siilized, EGPC and CONTRACTOR  shall negotiate 1n good
faith on the best way to avoid impairing the production n the
nterests oi the partes.

In the event no Commercial Production of Oil in regular ship-
ments is cstablished in any Development Block within Three (3)
vears from the date of the Commercial Discovery, such Develop-
nent Block shall immediately be relinquished. However, such
Three (3) year period may be extended by an additional perio¢l
not exceeding One (1) year subject to the approval of the
Minister of Petroleum and Mineral Resources. Each Develop-
meni Block in a Development Lease being partly within the
radius of drainage of any producing well in such Development
[ease shall be considered as participating in the Corumercial

Production referred to above.

Developmenr operations in respect of Gas and Crude O1l 1n the
torm of Condensate or LPG to be produced with or extracted
trom such Gas shall, upon the signature of a Gas Sales Agree-
tent or commencement of a scheme to dispose of the Gas, whether
{or export as referred to in Article VII below or otherwise, be
ctarted promptly by - Operating Company and be conducted In
accordance with good gas field practices  and accepted
petroleum = engineering principles and the provisions of
such agreement or scheme. In the event no Commercial Produc-
iion of Gas is established in accordance with such agreement of
«cheme, the Development Lease relating to such Gas shall be

relinquished, unless otherwise agreed upon by EGPC.

() CONTRACTOR shall bear and pay all the costs and expenses
required in carrying out all the operations under this Agreement
but such costs and expenses shall not include any interest on

investment.

CONTRACTOR shall look only to the Petroleum to which it
is entitled under. this Agreement to recover such costs and

expenses.
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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

<hall be divided between EGPC and CONTRACTOR in accor-
dance with the provisions of Article VII.

() 1. CONTRACTOR shall be subject to Egyptian Income Tax
Laws and shall comply with the requirements of such laws
with respect to the filing of returns, the assessment of tax,
and keeping and showing of books and records.

2. CONTRACTOR’s annual income for Egyptian Income

Tax purposes under this Agreement shall be an amount
calculated as tollows :

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

CONTRACTOR pursuant to Article VII, Paragraphs (a)
and (b};

Reduced by :

t.  The costs and expenses of CONTRACTOR

1. the value as determined according to paragraph (c) of
Article VII, of EGPC’s share of the Excess Cost

Recovery Petrolenm repaid to EGPC in cash or in
kind, 1f any,

plus :

An amount equal to CONTRACTOR’s Egyptian
Income Taxes grossed up in the manner shown in
Annex D Article VI



VARY A 18 XV B (ub) § 2l s S S 2 ¥ A

6}~u'4~_sfa%¢\d 5-\.” ML..:‘LJ..::.; Olelba oY) f'.)i'}
L_JYJ-@Aj - a_j_ra_a. 5 ﬁ.ﬂ.JlﬁJ‘ L...n...,‘...u...l ‘L.....JL! ‘kt.:L._J! os 1! Sa k\) a_,.E.iH
UJJSN a _AQJ‘ o.}-L_.‘::].‘ 4..:_,.1‘ 4~.-~Jl: J.-k..lc-)fi ._3_3.5 . _,.I::J.,ﬂ:*:": fj“&‘l.g....,:‘)’l
iﬂ.]n..ll {.Jj\-ﬂ-“ ubj_,a.oj i-_ﬂ-JLCJ Cn.q:-‘ﬂ-j 4 (\) (ﬁ) :‘{ ‘:‘ML.‘.J‘ n'-‘!'.,.—. ‘ e

hJ

\ )QJ_.M.H D L@gﬁm 'yv,..”_; islm\“ oA 2 Y-S DR W VS | ﬂ_;wLA-:

.?K.a.‘y 23 o g,r,mgl! bl G Al C____.hg}!.\ el e amlldb ol -

' ¢ all Jadll By s 046

JoNi Ao o ode dlig Jolald b 39 33 TP Y VPR S

4 bl y gl g ) e gl dam e Cling Jylall e Aianidi &l
v anlldl HULL came ol & Jealedl pcs

Y _’,.....n.u ucul__,..g Jq\.n.“ \J ‘-‘L...@.H L;_a.?:-ﬂu JJ .._,.a .-a.ﬁ Cn-.-‘?-_j
J}lﬂ-mu 4::..4...1.‘{3

5 5 A ol SV SR i 1 e

S em_-,.au‘}fuad;hlb4_*¢lx]|m'fa11°}:—.\l|ufa
s 2 el g S I gl el e Ly (a0)
4 pall S ol SYLNT sda oG O ow g o dil]
.-..ub. S 3 s3le 35 I SBLIV e 6 é s C_,s.\ll CJ.:J.I g lay Lozl
'~ ' ' ¢ OYL aY!

WLz 5,0 ¢ GBI adn G 3 LS ¢ o yadl Jasll & 5 e

Al s Sl ) epeper GlaSsl a1 g sl LS EIS
om0y B Db sy o o e a1t (Ll i
SIS WS LIRS N0 | U PR I PR 1 4 b UL e
e st E A T L SR T Ny O i S WP, Lal§ b 41



Y4 VAAY € 18 vy 3 (e b) § saal e ) 52 Al

For purposes of above tax deductions in any Tax year, para-
graph (a) of Article VII shall apply only in respect of
classification of costs and expenses and rates of amortiza-
tion, 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 para-
graph (a) of Article VII as above qualified shall be deducti-
ble in accordance with the provisions of the Egyptian In-
come Tax Law.

3. EGPC shall assume, pay and discharge, in the name and
on behalf of CONTRACTOR, CONTRACTOR’s Egypt-
ian Income Tax out of EGPC’s share of the Petroleum

produced and saved and not used in operations under Arti-
cle VII.

All taxes paird by EGPC in the name and on behalf of
CONTRACTOR shall be considered mcome to CONTRA-
CTOR.

4. EGPG shall turmish to CONTRACTOR the proper offi-
cial receipts evidencing the payment of CONTRACTOR’s
Egyvptian Income Tax for each Tax Year within Ninety (30)
days following the receipt by EGPC of CONTRACTOR’s
tax declaration for the preceding Tax Year. Such receints
shall be 1ssued by the proper Tax Authorities and shall state

the amount and other particulars customary for ech
receipts.

5.  As used herem, Egyptian Income Tax shall be inclusive of
all mcome taxes payable in the A. R. E. (including tax on
tax) such as the tax on income from movable capital and

the tax on profits from commerce and industry and inclus-
1ve of taxes based on income or profits including all dividends,
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withholding with respect to shareholders and other

taxes imposed by the Government of A. R. E. on the distri-
bution of income or profits by CONTRACTOR.

6. In calculating its A. R. E. TIncome Taxes, EGPC shall be
entitled to deduct all royalties paid by EGPC to the
GOVERNMENT and CONTRACTOR’s Egyptian income
tax paid by EGPC on CONTRACTOR’s behalt.

ARTICLE 1V
WORK PROGRAM AND EXPENDITURES
DURING EXPLORATION PERIOD

(a) CONTRACTOR shall commence Exploration operations hereun-

der not later than (6) months after the Effective Date. Noi
later than the end of the Fifteenth (15) month after the Effective
Date, CONTRACTOR shall start exploration drilling in the
Area, with a commitment of drilling Two (2) wells during the

Initial Exploration Period. EGPC shall make available for
CONTRACTOR’s use all seismic, wells and other exploration

data in EGPC’s posscssion with respect to the Area.

The Initial Exploration Period shall be Three (3) years. GON-
TRACTOR may extend this exploration period for One (1) addi-
tional period of Two (2) vears in accordance with Article IIT (b),
upon at least a Thirty (30) day prior writtennotice to EGPC and
subject to CONTRACTOR having fulfilled expenditure of its

mininum exploration obligations and of its fulfillment of the
drilling obligations hereunder for the then current period.

CONTRACTOR shall spend a minimum of Nine (9) million
U.S. Dollars (U.S. $ 9,000,000) on Exploration operations and acti-
vities related thereto during the initial Three (3) year exploration
period; provided that CONTRACTOR shall dril Two (2)
wells. For the Two (2) year period that CONTRACTOR elects
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to extend beyond the Initial Exploration Period CONTRACTOR
chall spend a minimum of Five (5) million U.S. Dollars (U. S. $
5,000,000 ) and shall drill one (1) well during this extension.

Should CONTRACTOR spend more than the minimum amount
required to be expended or drill more wells than the minimum
required to be drilled during the initial Three (3) year explora-
tion period or during any period thereafter, the excess may be
subtracted from the minimum amount of money required to be
expended by CONTRACTOR or minimum number of wells
required to be drilled during the succeeding exploration period,

as the case may be.

In case CONTRACTOR sarrenders its Exploration rights under
this Agreement as set forth above before or at the end of the
Third (3 rd) year of the initial period, having expended less than
the total sum of Nine (9) million U.S. Dollars (U.S. § 9,000,000]
on Exploration or in the event at the end of the Three (3) years
CONTRACTOR has expended less than said sum in the Area,
an amount equal to the difference between the said Nine (9
million U. S. Dollars and the amount actually spent on Explora-
(ion activities shall be paid by CONTRACTOR to EGPC at the
time of surrendring or within Three (3) months from the end
of the Third (3 rd) year of the Initial Exploration Period, as
the case may be. Any expenditure deficiency by CONTRACTOR

.t the end of the additional pertod for the reasons above-noted
shall similarly result in a payment by CONTRACTOR to EGPC

of such deficiency. Provided this Agrecment is still in force as to
CONTRACTOR, CONTRACTOR shall be entitled to recover

any such payments as Exploration Expenditure in the manner

provided for under Article VII in the event of Commercial
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Production. Without prejudice  to Article 11 (b), m case no
Commercial Oil Discovery is established or no notice of Com-
merclal  Gas Discovery is given by the end of the Fifth (5 th)
Year. or m casc CONTRACTOR surrenders its exploration
obligations under this Agreement prior to such time, EGPC shall
not bear any aforesaid cxpenses spent by CONTRACTOR.

At lcast Four (4) months prior to the beginning of each Financiol
Year or at such other times as may mutually be agreed to 'by
EGPC and CONTRACTOR, CONTRACTOR shall prepare an
Kxploration Work Program and Budget for the Area settinyg
forth the Exploration operations which CONTRACTOR
proposes to carry out during the ensuing year. During sach Ex-
ploration Period, such Work Programs and Budgets taken to-
gether shall be at least sufficient to satisty CONTRACT OR:
minimum cxpenditure obiligations for the period it covers, tak-
ing into account any credits for excess drilling or expenditures
by CONTRACTOR in prior exploration periods. '

che Exploration Work Program and Budget shall be reviewed
by a joint committec to be established by EGPC and CON-
TRACTOR after the Effective Date of this Agreement. This

Committee, hereinafter referred to as the «Exploration Advi-
sory Committee», shall consist of Eight (8) members. Four (3)

of whom shall be appointed by EGPC and Four (4) by CON-
TRACTOR. The Chairman of the Exploration Advisory Coni-
mittee shall be designated by EGPC from among the membeis
appointed by it. The Exploration Advisory Committee shall
review and give such advice as it deems appropriate with respect
to the proposed Work Program and Budget. Following review
by the Exploration Advisory Committee, CONTRACTOR‘Shali
make such revisions as CONTRACTOR deems appropriate
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and submit the Exploration Work Program and Budget to EGPU
tor its approval. Yollowing such approval, it is further agreed
that

(1) CONTRACTOR shall not substantially revise or modify said
Work Program and Budget nor reduce the approved budgered
expenditure without the approval of EGPG;

(2) In the event of emesgencies involving danger of loss of
lives or property, CONTRALTOI may expend such addl-
tional unbudgeted amounts as may be required to alleviate
such danger. Such expenditure shall be considered in ail
respecls as Exploration expenditure and shall be recovered
pursuant to the provisions of Article VII hereot.

(d) CONTRACTOR <hall advance all necessary funds for all ma-
terials, equipment, supplies, personncl administration and opera-
tions pursuant to the Exploration Work Program and Budget
and EGPC shall not be responsible to bear or rcpay any of the

aforesaid costs.

(¢) CONTRACTOR shall be responsible for the preparation and
performance of the Fxploration Work Program which shall be

implemented 1n a workmanlike manner and in consistence with

good industry practices.

Except as is appropriate for the processing of data, specialized
laboratory, engineering and development studies thereon, 1o be
madc in specialized centers outside A.R.E., all geological and
geophysical studies as well as any other studies related to the
performance of this Agreement, shall be made in the A.R.E.

CONTRACTOR shall entrust the management of Exploration
opcrations in the AR.U. to its competent Generai Manager and

Deputy General Manager. The names of such General Mana-
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ger and Deputy General Manager shall upon appointment, be
forthwith notified to the GOVERNMENT and to EGPC. The
General Manager and in his absence the Deputy General

Manager shall be entrusted by CONTRACTOR with sufficient
powers to carry out immediately all lawful written directions
given to them by the GOVERNMENT or its representative under
the terms of this Agreement. All lawful regualtions issued or
hereafter to be issued which are applicable hereunder and not 1n
conflict with this Agreement shall apply to CONTRACTOR.

(f) CONTRACTOR shall supply EGPC, wihin Thirty (30) days
from the end of each calendar quarter, with a Statement of Ex-
ploration Activit,- showing costs incurred by CONTRACGTOR
during such quarter. CONTRACGTOR's records and necessary
supporting documents shall be available for inspection by EGPC
at any time during regular working hours for Three (3) months
from the date of receiving each Statement.

Within the Three (3) months from the date of receiving such
Statement, EGPC shall advise CONTRACTOR in writing 1f it

considers :
(1) that the record of costs 1s not correct;

(2) that the costs of goods or services supplied are not in line
with the intemational 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 with-
in AR.E. shall be subject to Article XXV;

(3) that the condition of the materials furnished by CONTRA:
CTOR does not tally with their prices; or

(4) that the costs incurred are not reasonably required for

operations.
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CONTRACTOR shall confer with EGPC in connection with
the problem thus presented, and the parties shall attempt to
reach a settlement which is mutually satisfactory. Any reim-
bursement duc to 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-a-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 «D» (1Le.
the date of rendition of the relevant Cost Recovery Statement)
of this Agreement to the date of payment. The LIBOR rate
applicable shall be the average of the figure or figures published
by the Financial Times representing the mid-points of the rates
(bid and ask) applicable to one month U.S. dollar deposits in
the London Interbank Eurocurrency Market on each Fifteenth
(15th) 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 (15th) Day it
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

Furocurrency Market for one month U.S. dollar deposits.

If such Fifteenth (15th) Day is not a day on which LIBOR rates

are quoted in the London Interbank Eurocurrency Market, the
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:LIBOR rat€ to be used shall e that quoted on the next follow -
ing day on which such rates arc quoted.

I withia the time dnait of the Three (3; mouth pertod provided
for m this paragraph, EGPC has not advised CONTRAC.
TOR of its objection to any Statement, such Statement shall be
considered as approved.

(g, CONIRACTOR shall supply all funds necessary for its opera:
tions In A.R.E. under this Agrecment in freely converrtible currc-
ncy from abroad. CONTRACTOR shall have the right to buy
Egyptian currency whenever required and the conversion shall
be made at the local banks m the A.R.E. according to the
Official ALR.E. rate of cxchange. -

(k) EGPC is authorized to advance to CONTRACTOR the Egyp- '
tian currency required for the operations under this Agreement
against receiving from CONTRACTOR an equivalent amount o
U.S. Dolars at the offictal A.R.E. rate ot exchange, such dOHars

~ to be deposited in an EGPC account abroad with a correspondent
bank of the National Bank of Egypt, Cairo. Withdrawals trom
said account shall be used for financing EGPC,s and its Affilia-
tes foreign currency réquirements subject to the approval of the
Minister of Petroleum and Mineral Resources,

_ ARTICLE V
MANDATORY AND VOLUNTARY RELINQUISHMENTS

(a8 MANDATORY
At the end of the Third (3rd) year after the Effective Date
hereof. CONTRACTOR shall relinquish to the GOVERN-

MENT a total of Twenty Five percent (25%) of the Area nol
‘then converted to a Development Lease or Leases. Such relin-
quishment shall be in units of whole Exploration Blocks or parts
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of Exploration Blocks not converted to Development, Leas€s so as
to enable the surrender requirements to be precisely fulfilled.

Without prejudice to Article 111 and XXII or the last three

paragraphs of this Article V (a) at the end of the Fifth (5th)
year of the Exploration period, CONTRACTOR shall relinquish
the remainder of the Area not then converted to a Development

Lcase or Leases.

It is understood that at the time of any relinquishement the

areas to be converted into Development Leases and which are
cubmitted to the Minister of Petroleum and Mineral Resources

for his aproval according to Article III (d) shall, subject to such
approval be deemed converted to Development Leases.

CONTRACTOR shall not be required to relinquish any Explo-
ration Block or Blocks on which a Commercial O1l or Gas Well 1s
discovered before the period of time referred to 1n Article 111 (c)
of this Agreement given to CONTRACTOR to determine
whether such Well is a Commercial Discovery worthy of

development.

In the event at the end of any exploration period, a well 1s
actually drilling or testing, CONTRACTOR shall be allowed
up to a six (6) month period to enable it to establish a Commer-

cial Discovery.

()} VOLUNTARY

CONTRACTOR may, voluntarily, during any period relinquish
all or any part of the Area in Blocks provided that at the time
of such voluntary relinquishement its exploration obligations

under Article 1V paragraph (b) have been satisfied for such

pertoil.
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Any rclinquishments hereunder shall be credited toward the

mandatory provisions of Article V paragraph (a) above. Follow-
ing Commercial Discovery, EGPCG and CONTRACTOR shall
mutually agrec upon any area to be relinquished thereafter, ex-
cept for the relinquishment provided for above at the end of

the total exploration pertod.

S

. ARTICLE VI
OPERATIONS AFTER COMMERGIAL DISCOVERY

(@) On Commercial Discovery, EGPC and CONTRACTOR shali

form in the A.R.E. an operating company which shall be named
by mutual agreement between EGPC and CONTRACTOR and

such name shall be subject to the approval of the Mimister of
Petroleum and Mineral Resources (hereinafter referred to as

« Operating Company » ). 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 Agree-
ment or the Charter of Operating Company.

However, Operating Company and CONTRACTOR shall for the

purpose of this Agreement, he exempted from the following laws
and regulations as now or hereafter amended or substituted :

— Law No. 97 of 1976, organizing dealings in foreign currencies;

~  TLaw No. 48 of 1978, on the staff regulations of Public Gom-

panies ;

ILaw No. 159 1981, promulgating the law on joint stock
companies, partnership limited by share companies and lim-

i —

ited liabilitv compantes: and
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—-  Law No. 97 of 1983 prcmulgating the law concerning pub-

lic sector’s authorities and companies.

(¢) The CGharter of Operating Company Is hercto attached as Annex
«Cy. Withm Thirty (30) days after the date of Commercial
Oil Discovery or within Thirty (30) days after signature of a
Gas Sales Agreement or commencement of a scheme to dispose
of Gas (unless otherwise agreed upon by EGPC and CGONTRA-
CTOR), the Charter shall take cttect and Operating Companv
shall automatically come into existence without any further
procedures. The Exploration Advisory Committee shall be dis-
solved forthwith upon the coming into existence of the Opevai-

ing Company.

(¢) Ninety (90) days after the date Operating Company comes into
existence in accordance with paragraph (b) above, it shall pre-
pare a Work Program and Budget for further Exploration and

Development for the remainder of the year in which the Commer-
cial Discovery is made; and not later than Four (4) months

before the end of the current Financial Year (or such other date
as may be agreed upon) and Four (4) months preceding the com-
mencement of each succeeding Financial Year thereafter (or such
other date as may be agreed upon) Operating Company shall pre-
pare an annual Production Schedule. Work Program and Budget

for further Exploration and Development for the succeeding Fina-
ncial Year. The Production Schedule, Work Program and Bud-

get shall be submitted to the Board of Directors for appmml

(d) Not later than the Twentleth (QOth) day of each month, Operat
ing Company shall fumish to CONTRACTOR a written estl-

mate of its total cash reqmrements for expendlture for the first
half and the second half of the succeeding month expressed
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U.S. Dollars having regard to the approved Budget. Such esti-
mate shall take mto consideration any cash expected to be on

hand at month end.

Payment tor the appropriate period of such month shall be made
to the correspondent bank designated in paragraph (e) below on
the First (Ist) day and Fifteenth (15th) day respectively, or the
next following business day, if such day is not a business day.

Operating Gompany is authorized to keep at its own disposal
abroad m an account opened with a correéspondent bank of the
National Bank of Egypt, Cairo, the foreign funds advanced by
CONTRACTOR. Withdrawals from said account shall be used
for payment of goods and services acquired abroad and for
transferring to a local bank i the A.R.E. the required amount
to meet expenditures in Egyptian Pounds tor Operating Cowm-
pany in connection with its activities under this Agreement.

Within Sixty (60) days after the end of each Financial Year,
Operating Company shall submit to the appropriate exchange
control authorities in the AR.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.

If and for as long during the period of production operations

there exists any excess capacity in facilities which cannot dur-
ing the period of such excess be used by the Operating Com-
pany, EGPC and CONTRACTOR will consult together to find

~a mutually agreed formula whereby EGPC may use the excess

capacity if if so desires without any unreasonable financt al or
operational disadvantage to the CONTRACTOR.
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ARTICLE VlI

RECOVERY OF COSTS AND EXPENSES
AND PRODUCTION SHARING

{a) (1) Cost Recovery Petroleum

Subject to the auditing provisions under this Agreement,
LCONTRACGTOR shall recover all costs and €xpenses i respect
of all the Exploration, Development and related operations
wnder this Agreement to the extent and out of ¥orty percent
(40%) quarterly of all Petroleumn produced and saved from ali
Development Leases within the Area hereunder and not used in
Petroleum operations.  Such Petroleum is heremafter referred to

as ¢«Cost Recovery Petroleums.

For all Exploration, Development and Production hercunder,
such costs and expenses shali be recovered from Cost Recovery

Petroleum in the following manner :

3.  Operating expenses, incurred and paid aiter the date of mni-
tial Comnercial Production, which for the purposes of tiis
Agreement shall mean the date oo which the lirst regular
shipment of Crude Oil or the first deliveries of Gas are
made, shall be recoverable either 1a the Tax Year in which
such costs and expenses arc mcurred and paid or the 1ax
Year in which initial Commercial Production occurs, which-

ever is the later date.

fi.  FExploration expenditures including those accumulated prior
to the commencement of witial Commercial Production,
which for the purpose of this Agreement shall mean the
date on which the fizst regular shipment of Crude Oll ¢y the
first deliveries of Gas are made, shall be recoverable at the
ratec of Twenty percent (20%) per annuimn starting either in
the Tax Year in which such expenditures are incu.red and
paid or the Tax Year in which initial Commercial Produc-

tion commences, whichever is the later date.



\AAY 4 gl 8 Tv&(ck)ﬂﬁulw%‘)l o ! " §

Sobmdl LNl e s g S5 L2l o b 4dl Ol

Lo 2 Jol ad Cad N gL i ASEYT eds ol £Y gl oY
o Dy 37 W gds Sldee Ugt alat s el o 1 e Al
P RICRTEY U PESoe] B VOF=3) I GO L g S PY IR ST S PSSy (B Ui I L 23
$' uj-ﬁ” 34 Elw‘ g3 L’&r?’. ! 5&;,;-3_,&‘\ a3 ol ¢ Sladdl sa_a

v LAY 0450 e )

QLJL..JJ;.:-.“ _ﬁ i..d.q.;l.(a.” - S in Aﬁfa 4 cﬁ us R Y ____i
St ¢ a Al @l Gl @ WS s Y aasld) Oy I AL e

J:...i ¥a g_)w,-.!‘} L_,~L¢_9I:._i|_3 g@.‘.}l.c.ll 45 (] L.ai.u.,...::.,..H A Ay Lf:'ﬁ! — >
DA Olbmllall Gy o Lasts )

* .-,_..-.::_..H ‘\..,p‘.a;,” Q@jfg_l.lj G..LJLK:JI C_.‘..x Lﬁﬁ}; « ;_'f.,.:::,:.” O laas ) (\)
Pl o 1 Ol OF e 4315Y1 oim G LT 38l g G Lo J1 BLSYL
ubY}Jl C—-’")yﬁ'} yt _:Y_j-'}( VEY ¢#¢0 ¢ ) '-:!j:lﬁ d_}l—‘;Tj I:Jt-‘#'j djl.a :-;,.&_3
> g J}l&“ l.glc_:r:.a ;.:,m Colaags a_,c:-_,” sy Sa J.(ﬂ.:.; Lé}u 4:.C|JAEY| sl L
U ulhy1 Ry P g2 D i) 4 i@-la.” .,._;le.u")“

el 4ol OB ally IR e 2 € Laldl Sl {v})

Sy Dy ety ca JUCH] o s C a2t DBy el (v-')
Dby ally G ag 0 JAY g, r Y Ao — il
e oWt AW AW e Sldadl



10

i Y i —

144y 4 plod vy 3 (C:lj‘) q 2l aen Jl 50 A

il

ul. Deve.opment expenditures, including those accumulaved priox

1v.

to thie commencement of imtial Commercial Production
which for the purpose of this Agreement shuul mean the daie
on wulch the iirst regular shipment of Crude O or the
first delivertes of Gas are made, shall be rccoverable at the
rate of Twenty percent (20%) per annum starting m the
Tax Year in which such expenditures are incurred and paid
or the Tax Year i 1 which initial Commercia: Production com-
mences, whichever 1s the later date.

To the extent .aat, In a Tax Year, costs, expenses or €x:
pendltures recoverabl€ per paragraphs (i), (i} and (i1) preceds
ing exceed the value of all Cost Recovery Petroieum for such
Tax Year, the excess shall be carried forward for recovery
in the next succeeding Tax Year or Years until fully re-
covered, but in no case after the termination of this Agree-
ment, as to CONTRACTOR.

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

1. «Exploration Expenditure» shall mean all costs and cx-
penses for Exploration. In addition to the alorego
ing, the parties hereto agrce that the expenditures to-
talling One Hundred and Forty Two millions United

States Dollars (U.S. $§ 142,000,000) shall constitute to

all extents the Exploration Expenditures incurred by

Contractor under the Old Agreements and to be re-

covered under this Agreement.

9. «Development Expenditure» shall mean all costs and ex-
penses for Development with the exception of Operating

Expenses.

3. «Operating Expenses» shall mean all costs, expenses and
expenditures made after initial Commercial Production,
which costs, expenses and expenditures are not nor-
mally depreciable.
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However, operating expenses shall include workover, repaitr
and maintenance of assets but shall not include any of
the following : side tracking; redrilling and changing of the
status of a well, replacement of assets or part of an assct,

additions, improvements, renewals or major overhauling
that extend the life of the asset.

It 1s understood and agreed upon that the recovery of costs
and expenses as based upon the rates referred to above shall
be allocated to each quarter proportionately (one fourth to
each quarter). However, any recoverable costs and expe-
nses not recovered In one quarter, as thus allocated, shall be
carried forward for recovery in the next quarter.

CONTRACTOR shall each quarter take and separately dis-
posc of Cost Recovery Crude Oil produced in accordance
with paragraph (a) (1) of this Article VII.

Lo the extent that the value of the Cost Recovery Petroleum
(as determinced in paragraph (c) below) exceeds the actual
recoverable costs and expenditures, including any carry for-
ward from paragraph (a) (1) (vi) above, then the Cost Re-

covery Petoroleumn, in value corresponding to such excess,
shall be divided between EGPC and CONTRACTOR in

the manncr set forth in Article VII (b} below and EGPC’s

share shall be paid in cash by CONTRACTOR to EGPC in
the manner set forth in Article IV of the Accounting Pro-

cedure contained in Annex «Ds».

Ninety (90) days prior to the coramencement of e€ach year,
EGPC shall be entitled toelect by notice in writing
to CGONTRACTOR to require repayment of up to one
hundred percent (100%) of EGPC’s share of Cost Recovery
Petroleum in kind. Such repayment will be in Crude Qil
from the Area F.O.B. export terminal or other agreed de-
livery point provided that the amount of Crude Oil taken
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by EGPU m kind 1 a quarter shail not exceed the value
of Cost Recovery Crude Oil actually taken and separately
disposed of by CONTRACTOR from the Arca during theé
previous quarter. It EGPUs entitlement fo reccive repay-
ment of its share of Excess Cost Recovery Petroieum Is
limited by the foregoing provision, the balance of such
entitlement shall be paid in cash.

(b) Production Sharing

1. The remaining Sixty percent (60%) of the Petroleum shall
be divided between EGPC and CONTRACTOR  according

to the following shares. Such shares shall be taken and dis-
posed of pursuant to Article VII (e).
(i) Grude Oil
Crude Oil produced and saved uncer

this Agreement and not used i Petro- EGPC CONTRACTOR
leum operations. {uWarrels per share shaure

day quarterly average) % %%

That portion or increment up to 25,040 Seventy Thirty
BOPD (70) (30)
That portion or increment in excess of

25.000 BOPD and up to 50,000 Seventy Five Twenty Five
BOPD. (75) (25)
That portion or increment in excess of

50,000 BOPD and up to 100,000 Eighty Twenty
BOPD. (80} (20)
That portion in cxcess of 100,000 Lighty Five Fifteen
BOPD (85) (15)

(i) Gas and LPG

Gas and LPG produced and saved under this Agreement
and not used in Petroleum operations shall be shared by
EGPC and CONTRACTOR on the same basis stated in
sub-paragraph (i) above after converting the Gas to bary-
els of oil equivalent,
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2.

After the end of each contractual year during the term o:

any Gas Sales Agreement entered Into pursuant to Article
VII (e), EGPC and CONTRACTOR (as Sallers) shall ren-

der to EGPC (as Buyer) a statement for an amount of Gas,
if any, equal to the amount by which the quantity of (as
which EGPC (as Buyer) has taken delivery falls below Seve:
nty-five percent (75%) of the Contract Quantitics of Gas as
established by the applicable Gas Sales Agreement (the
¢Shortfalls), provided the Gas is available. Within Sixty
(60) days of receipt of the statement, EGPC (as Buyer) shall
pay EGPC and CONTRACTOR (as Sellers) for the amount
of the Shortfall if any. The Shortfall shall be included 1o

FEGPC’s and CONTRACTOR’s entitlements to Gas pur
suant to paragraphs (a) and (b) of this Article in the Fourth

(4th) quarter of such contractual year.

Quantities of Gas not taken but to be paid for shall be re-
corded in a separate ¢«Take and Pay Accounty. Quantr-
ties of Gas (¢Make Up Gas») which are delivered in sub-
sequent years in excess of Seventy-Five (75%) of the Con-
tract Quantities of Gas as established by the applicable Gas
Sales Agreement, shall be set against and reduce quantities
of Gas in the «Take and Pay Accounty» to the extent thereof
and, to that extent, no payment shall be due in respect of
such Gas. Such Make Up Gas shall not be included In
CONTRACTOR’s entitlements to Gas pursuant to paragra-
phs (a) and (b) of this Article. CONTRACTOR shall

have no rights to such Make Up Gas.

The percentages set forth in Article VII (a) and this Article

VII (b) in respect of LPG produced from a plant construc-
ted and operated by or on behalf of EGPC and CON-

TRACTOR shall apply to all LPG available for delivery.
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(¢) Valuation of Petroleum
I, CGrude Oil

(1)

it 1s the mtent ol the parties that the vaiue of the Cost
Recovery Crude Oil shall reflect the prevailing market
price for Crude Oil. For the purpose of evaluating
the prevailing market value oi the quaniity of Cest K-
covery Crude O1l to which CONTRACTOR is enuitied
hereunder during each calendar quarter, the weighted
average price réalized for comparable quantities 6i: com-
parable credit terms in freely convertible currency from
F.O.B. pont of export sales to non-affiliated com-
panles during any such quarter at armslength by either

EGPC or CONTRACTOR under all Cmd“ O1l sales
contracts currently in effect but excluding Crude Oil
spot sales not consistent with prevailing mariet puioes
for similar Crude Oil and also e:xcludmg Crude 011 Sales
contracts involving barter, whichever is higher, shall be
used. It 1s understood that in the case of C.1.TF. sales,

appropriate deductions shall be made for transport and
insurance charges to calculate the F.O.B point nf exnert

price; and always taking into account the appropriate
adjustment for aquality of Crude QOil, freight advantage

or disadvantage of port of loading and other appropriate
adjustments. For the purpose of the determination of

crude oil price in accordance with the above mentioned
principles, EGPC and CONTRACTOR shall meet and

mutually agree upon such price.

If during any calendar quarter there are no such sales

by EGPC or CONTRACTOR under Crude Oil Sales
contracts currently in effect, EGPC and CONTRAC-
TOR shall meet and mutually agree upon the price of
Crude Oil to be used in determining the value mentio=
ned in sub-paragraph (c) (1) (i) above. Pending such
mutual agreement the price used shall be the Iast price
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determined pursuant to sub-paragraph (c) (1) (1) or uw-
der this sub-paragraph (c) (1) (i) whichever is later, and
appropriate adjustment will be made thereto after de-
termination of a mutually agreed price by EGPC and
CONTRACTOR.

J

Gas and LPG

() The Cost Recovery and Profit Shares of Gas subject
to a Gas Sales Agreement between EGPC and CON-
LTRACTOR (as Sellers) and EGPC (as Buyer) entered
into pursuant to Article VII (e) shall be valued and de-
livered to and purchased by EGPC at a price determi-
neéd according to the following formula :

F

PG=.85><mx H

Where :

PG = The value of the Gas in U.S. Dollars per thou-
sand cubic feet (MCF).

F = a value In U.S. Dollars per meétric ton of fuel qil
calculted by referring to «Platt’s Oilgram Price
Report» during a month under the heading ¢«Eurc-
pean Bulk Cargoes FOB Mediterranean Basis
[talys and averaging (a) the sum of the mid-
points of the published low and high values for
high sulphur fuel oil quoted during such month
divided by the number of days in such month for
which such values were quoted and (b) the sum
of the mid-points of the published low and high
values for low sulphur fuel oil quoted during such
month divided by the number of days in such
month for which such values were quoted

H = the number of British Thermal Units (BTUs) per
thousand cubic feet (MCF) of the Gas.
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In the event that Piatu's Ougram Price Re-
pori is 1ssucd on certain days during a month but
not on others, the value of ¥ shall be caiculated
using only thosc issues which are pubitshed during
such month, In o€ evaie tnat the vaiue of F
cannot be determined because Platt’s Oillgram
Price Keport is not published at all during a
month, the parties shall mcet and agree the value
of F by reference to otner published sources. ln
the event that there are no such published sour-
ces or if the value of F cannot be determined
pursuant to the feregoing for any other reason, the
parties shall meet and agree a value of F by re-
ference to the average value of low and high sul-
phur content fuel oil delivered FOB from the

Mediterranean area.

Qrich walnation nf Gas under a3 formula pro-
viding for a Fifteen percent (15%) discount 1s ba-
sed upon delivery at the dclivery point specified
in Article VII (e) 2 (ii) below, and is to enable
EGPC to finance and maintain the portions oi
the pipeline distribution systcm to be provided by

EGPC.

(i) The cost Recovery and Profit 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 outlet of such

LPG plant according to the following formula (unless
otherwise agreed between EGPC and CONTR AC-

TOR)
F
PLPG = 95 PR — (] x 85 x ——— )
39.69 « 108
Where : -

PLPG = LPG price (separately determined for Propane and
Butane ) in U.S. Dollars per metric ton.
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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 quot;l
in ¢Platt,s LPGaswire» during such month for
Propane and Butane FOB Ex-Ref/Stor. West

Mediterranean.

J = BTUs removed from the Gas Stream by the LPG
plant per metric ton of LPG produced.

F = the same value as F under sub-paragraph (i)
above.

In the event that Platt’s LPGaswire is issued on certain
days during a month but not on other’s the value of PR shall
be calculated using only those 1ssues which are published dur-
ing such month. In the event that the value of PR cannot
be determined because Platt’s LPGaswire is not published
at all during a month, the parties shall meet and agree the
value of PR by reference to other published sources. In the
event that there are no such other published sources or if the
value of PR cannot be determined pursuant to the forego-
ing for any other reason, the parties shall meet and agree
the value of PR by reference to the value of LPG (Propane
and Butane) delivered FOB from the Mediterrancan Area.

Such valuation of LPG is based upon delivery at the deliv-
ery point specified in Article VII (e) (2) (iii) below.

(iif) The prices of Gas and LPG, so calculated shall apply

during the next succeeding month.
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(iv) The Cost Recovery and Profit Share of Gas and LPG
disposed of by EGPCG and CONTRACTOR other than
to EGPC pursuant to Article VII {¢) shall be valued at

their actual realized prices.

(d) FORECASTS. :

Operating Company shall prepare (not less than Ninety (90) days
prior to the beginning of each calendar semester following regular
production) and furnish in writung to CONTRACTOR and
EGPC a forecast setting out total quantity of Petroleum that
Operating Company estimates can be produce_d, saved and tra-
nsported hereunder during such calendar semester in accordance
with good oil and gas industry practices, Operating Compaily
shall endeavor to produce each calendar semester 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 1in which
said Crude Oil shall be metered or otherwise measured for
royalty, and the other purposes required by this Agreement. Gas
shall be handled by Operating Company in accordance with the
provisions of Article VII (e} below.

(¢) DISPOSITION OF PETROLEUM

(1) EGPC and CONTRACTOR shall have the right and the
obligation to separately take and freely export or otherwise
dispose of currently all of the Crude Oil to which it 18
entitled under Article VII (a) and (b). Subject to payment
of sums duc 1o FGPC under Articles VII (a) 2, and IX,
CONTRACTOR shall have the right to retain abroad all
funds acquired by it abroad including the proceeds from the
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sale of its share of Petroleum exported. Notwithstanding
anything to the contrary under thisAgreement, priority shall
be given to meet the requirements of the A. R. E. market
from the Crude Oil produced from the Area and EGPC
shall have the preferential right to purchase such Crude Oil
at the price to be determined pursuant to Article VII {c).
The amount of Crude Oil so purchased shall be a portion of
CONTRACTOR share of the Crude Qil produced under

this Agreement. Such amount shall be proportional to
CONTRACTOR share of the total production of Crude Oil

from the concession areas in the A. R. E. that are also sub-
ject to EGPC’spreferential right to purchase. The payment
for such purchased amount shall be made by EGPC in U. S
Dollars or in any other freely convertible currency remittable
abroad. It 1s agreed upon that EGPC shall notify CONTR
ACTOR at least forty five (45) days prior to the beginning
of the Calendar Semester’ of the amount to be purchased
during such Semester under this Article VII (&) (1).

With respect to Gas and LPG Produced from the Area :

(i} Priority shall be given to meet the requirements of the
local market as determined by EGPC.

(ii) In the event that EGPC is to be the Buyer of Gas, the
disposition of Gas to the local market as indicated above
shall be by virtue of long term Gas Sales Agreement to
be entered into between EGPC and CONTRACTOR

(as Sellers) and EGPC (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 proc-
ess such Gas, at the point of delivery to be agreed
upon by the parties under the Gas Sales Agreement
which point shall be the flange connecting the
pipeline to the National Gas Pipeline Grid System
as described in Annex ¢E» hereto or as otherwise

agreed.
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(b) In the event an LPG Plant is constructed to pro-

cess such Gas, such Gas shall be metered, at the
inlet to such LPG plant. However, notwithstanding
the {act that the metering shali take place at the
LPG Plant inlet, CONTRACTOR shall through
the Operating Company, build a pipeling suitable
for iranssort of the processed Gas from the LPG
Plant outlet to the point of delivery to be agreed
upon by the parties under the Gas Sales Agreement
which point of delivery shall be the flange connect-
ing the pipeline to the National Gas Pipeline Grid
System as depicted in Annex «E» hereto or as
otherwise agreed. Such pipeline shall be owned
in accordance with Article VIII (a) by EGPC, and
its cost shall be financed by CONTRACTOR as

Development Expenditures pursuant to Article
VIL

fii) EGPC and GONRACTOR shall consult together to

determine whether to build an LPG Plant for recover-
ing LPG from any Gas produced hereunder. In the
event EGPC and CONTRACTOR decide to build such
a plant, the plant shall, as is appropriate, be in the
vicinity of the National Gas Pipeline Grid System Deli-
very of LPG for royalty and other purposes required by
this Agreement shall be at the outlet of the LPG plant.
The costs of any such LPG plant shall be recoverable
in accordance with the provisions of this Agreement
unless the Minister of Petroleum and Mineral Resources

agrees to accelerated recovery.

(iv) EGPC (as Buyer) shall have the option to elect, by

ninety (90) days prior written notice to EGPC and
CONTRACTOR (as Sellers), whether payment for the
Gas which is subject to a Gas Sales Agreement bétween
EGPC and CONTRACTOR (as sellers) and EGPG
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(as Buyer) and LPG produced from a plant constructed
and operated by or on behalf of EGPC and CONTRA-
CTOR, as valued in accordance with Article VII (c),
and to which CONTRACTOR is entitled under the

provisions of Cost Recovery and Production Sharing as

stipulated in Article VII of this Agreement, shall be
made (1) in cash or (2) in kind.

Payments in cash shall he made by EGPC (as Buyer) at

tervals provided for in the relevant Gas Sales Agree-

ment 1n U.S. Dollars remittable by CONTRACTOR
abroad.

Payments 1n 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 Oil 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 Agreemeit. Such
equivalent barrels shall be calculated on the basis of
the provisions of the relevant Concession Agreement
relating to the valuation of Cost Recovery Crude Oil.

Provided that :

Payment of the value of Gas and LPG, shall always be
made in cash in U.S. Dollars remittable by CONTRAC-
TOR 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.
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Payment to GUNTRAGLIOR (whether in cash or kind),
when refated to CONTRAGTOR’s Cost Recovery Pes
roleum, shall be mcluded m CONTRACTORs Stave
ment of Recavery of wost aud of Gost Recovery Petros
leun réferred to in Article IV of Annex «I» of this
Agreement.

(v) Should EGPC (as buyer) fail to enter into a leng-term
(Gas Sales Agreement with EGPU and CONTRACTOR
(as Sellers) within five (5) years (unless otherwise agreed)
from a notice of Commercial Gas Discovery pursuant to
Article 11, 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 Com-
mercial Discovery is given by exporting such Gas and
LPG.

(vi) The proceeds of sale of GCONTRACTOR's share of Gas
and LPG disposed of pursuant to the above sub-para-
graph (v) may be freely remitted or retained abroad

by CONTRACGTOR.
(vii) In the event EGPG and CONTRACTOR agree to
accept new Gas and LPG producers to joims In an on

going export project, such producers shall have to con-
tribute a fair and equitable share of the investment

made.

(vili) aa) Upon the expiration of five (5) year period referred
to in Article VII (e) (v) above, CONTRACTOR
shall have the obligation to exert its reasonable
efforts to find an export market for Gas rveserves.

bb) In the event at the end of the Five (5) year pertod

referred under Article V1I {e) (v) above, CON-
TRACTOR and EGPC have not entered into a Gas
Sales Agreement, CONTRACTOR shall rctain its

rights to such Gas reserves for a further period
of up to Seven (7) years, subject to Article V11
fe) (viti) {cc), during which period EGPC shall at-
terapt to find a market for the Gas reserves.
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cc) In the event that CONTRACGIOR has not en-
tered into a Gas Sales Agréement pursuanb to

Article VII (e) (2) prior to expiry of Twelve (12)
years from CONTRACTOR’s notice of Commer-
cial Gas Discovery, CONTRACTOR shall surren-

der the Gas reserves in respect of which such notice
has been given, It being understood that CONTRA-

CTOR shall, at any time prior to the expiry of
such Twelve (12) year perlod, surrender the Gas

reserves, if CONTRACTOR does not accept an
offer of a Gas Sales Agreement from EGPC within

six (6) months from the date such offer 1s made
provided that the Gas Sales Agrcement offered to
CONTRACTOR shall take into consideration the

relevant technical and economic factors to enable
a commercial contract including :

— sufficient delivery rate.

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

— delivered Gas quality specifications not mcie
stringent than those generally applied in

Egypt.

(ix) CONTRACTOR shall not be obliged to surrender a
Development Lease based on a Commercial Gas Dis-
covery, if Crude Oil has been discovered in commer-
cial quantities in the same Development Lease.

(H OPERATIONS

If following the reversion to EGPC of any rights to Crude Oil

hereunder, CONTRACTOR retains rights to Gas in the same
Development Lease, or if, following surrender of rights to Gas
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hereunder, CONTRAGLOR retalas rights to Crude Ol i che
same Development Lease, opcrations to explore or or explolt
the Petroleum, the rights Lo wiich have reverted or been sur-
rendered (Oil or Gas, as the casc may be) muy only be carried
out by Opciating Company which shall act on behalf of EGPG
alone, unless EGPC and CONTRACTOR agree otherwise.

() TANKER SCHEDULING

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

ARTICLE VIII
TITLE TO ASSETS

EGPC shzll become the owner of all assets acquired and owned
by CONTRACTOR 1n connection with the operations carried
out by CONTRACTOR or Operating Company In accordance
with the following :

(1) Land shall become the property of EGPC as soon as 1t 1s
purchased.

(2) Title to fixed and movabie asscus shall be transterréd auto-
matically and gradually Lium O 1 RACTOR to EGPG as
tiiey weeome subject to revovery i accordance with the pro-
visions of Article V1I; however, the full title o flxed and
movable assets shall be traasterred automatically from
CONTRACTOR to EGPC when its total cost has been re-
covered by CONTRACGITOR 1n accordance with the pro-
visions of Article V1I or at the time of termination of this
Agreement, with respect to all assets chargeabie to the ope-
rations whether recovered or not, whichever first occurs.
The Book Value of the Assets created during each calendar
quarter shall be communicated by CONTRACT OR to
EGPC or by Operating Company: to EGPC and CONTRA-

CTOR within Thirty (30) days of the end of each quarter.
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(6) During the term of this Agreement and the renewal period

(<)

(a)

EGPC, CONTRACTOR and Operating 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 Concession entered into by the
Parties. Proper accounting adjustment shall be made, CON-
TRACTOR and EGPC shall not dispose of the same except with
agreement of the other.

CONTRACTOR and Operating Company may freely import
into A.R.E., use therein and freely export at the end of such
use, machinery and equipment which they either rent or lcase
in accordance with good industry practices, including but not lirmi-
ted to the lease of computer hardware and software.

ARTICLE IX
BONUSES

CONTRACTOR shall pay to EGPC the sum of One (1) mil-
lion U.S. § Dollars (U.S. § 1,000,000) as Production Bonus when
the total average daily production first reaches the rate of Twenty

Five thousand (25,000) barrels per day for a period of thirty
(30) consecutive producing days. Such payment will be made
within Fifteen (15) days thercatter.

CONTRACTOR shall also pay to EGPC the additional sum of
Two (2) million U.S. Dollars (U.S. § 2,000,000) as a Production
Bonus when the total average daily production from the Arca
first reaches the rate of Fifty Thousand (50,000) barrels per day

for a period of thirty (30) consecutive producing days. Payment
will be made within Fifteen (15) days thereatter.
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CONTRACTOR shall alse pay to EGPC the additional sum of
Three (3) million US. Dollars (U.S. § 3,000,000 as a Production
Bonus when the total average daily production from the Area
first reaches the rate of Seventy Five Thousand (75,000) barrels
per day for a perlod of thlrty (30) consecutive producing day.s
Paymf:nt wﬂl be made *w1th1n Fifteen (15) days thereafter |

All t.he above me:ntmned Bonuses shall in no event be recﬂvcred
- by CONTRACTOR. |

Ih the event that EGPC clects to develop ahy part of the Area

pursuant to the: sole risk provisions of Article IIT (c) heremab{wc,

. production. from such solc risk area shall be considered for thc

purposes of this Article IX only if CONTRACTOR exercises 1ts

cption to share in such production and only from the initial date

~ of sharing.

()

Gas shall be taken into account for the purposes of determining
the total average daily production from the Area under Article
IX (a) - (b) - (c) by converting daily Gas delivered into equivalent
barrels of daily Crude Qil production in accordance with the
following formula : ' -
MCF x H x 0.136 = equivalent barrels of Crude O1

where :L

MCF = on thousand cubic feet of Gas

the number of million British Therma! Units (BTUS)
per MCF.

H
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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 Mana ger shall be
- entrusted by CONTRACTOR with sufficient power to carry out

immediately all local written directions given to them by the GOVE-
RINMENT or its representatives under the terms of this Agreéement,
All lawful regulations issued or hereafter to be issued which are appli-
cable hereunder and not in 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 to CONTRACTORs office in A.R.E.

All matters and notices shall be deemed to be validly served
which are delivercd to the office of the Chairman of EGPC or which
are sent to him by registered mail at EGPC’s main office in Cairo.

ARTICLE XI
SAVING OF PETROLEUM AND PREVENTION OF LOSS

(@) Operating Company shall take all proper measures, according
to generally accepted methods in use in the oil and gas industry
to prevent loss or waste of Petroleum 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 result in loss or damage to the well or the oil of gas field.
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(b) Upon campletion of the drilling of a productive well, Operating
Company shall inform the GOVERNMENT or its representative
of the tune 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 single
tubing string, Petroleum shall not be produced from muluple otl -
carrylng zones through one string of tubing at the same time,

éxcept with the prior approval of the GOVERNMENT or its
represéntative.

(d) Operating Company shall record data regarding the quantities
of Petroleum and water produced monthly from each Develop-
ment Lease. Such data shall be sent to the GOVERNMENT
or 1ts representative on the special forms provided for that
purpose within Thirty (30) days after it is obtained. Daily or
weekly statistics regarding the production frem 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 quantity and type of cement and the amount of any other

materials used in the well for the purpose of protecting Petroleurn,
gas bearing or fresh water strata. | o

Any substantial change or mechanical conditions of the well after

its completion shall be subject to the approval of the representa-
tive of the GOVERNMENT.

ARTICLE XII
CUSTOMS EXEMPTIONS

(@) EGPC, CONTRACTOR and Operating Company shall be
permitted to import and shall be exempted from customs taxes
and duties and other taxes and from the importation rules with
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respect to the importation of machinery, equipment, appliances,
materials, items, means of transport and transportation { the
exemption from taxes and duties shall not apply to passengers’
cars ), electric appliances, air conditioners for offices and oll
field, electronic appliances, computer hardware and software, as
well as spare parts required for any of these items, all subject to
a duly approved certificate by an EGPC responsible representa-
tive nominated by EGPC for such purpose, that the imported
items are required for carrying on the activities related to this
Agreement. Notwithstanding anything to the contrary under
this Agreement such certificate shall be final and binding and
shall automatically result in the importation and the exemption
without any further approval or procedure.

Machinery, equiument, appliances and means of transport and
transportation imported by contractors and sub-contractcrs
temporarily engaged in an activity related to the
operations subject of this Agreement shall be cleared under the
¢ Temporary Release System » (without payment of any taxes
or customs duties ), upon presentation of a duly approved certifi-
cate by an EGPC responsible representative nominated by EGPC
for such purpose, that the imported items are required for carry-
ing on the activities related to this Agreement. Ttems (excluding
motor vehicles) set out in paragraph (a) of this Article imported
by Contractors and sub-contractors for the aforesaid activities,
In order to be installed or used permanently or consumed shall
be subject to the exemption set forth in paragraph (a) of this
Article after being duly certified by an EGPQC responsible

representative to be used for carrying on the activities related to
this Agreement.

The employees of CONTRACTOR, Operating Company and
their contractors and sud-contractors shall not be entitled to any

exemptions from customs duties and other ancillary taxes and
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(d)

(¢)

charges except within the limits of the provisions of the laws and
regulations applicable in the ARE. I

Items imported into A.R.E. whether exempt or not exempt ‘from
cusioms duties and other ancillary taxes and charges hereunder,
may be exported by the importing party at any time after obtai-

ning EGPC’s approval, without any export 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 and Customs
Department. In this case the purchaser shall pay all ‘applicable

customs duties and other ancillary .taxes and chargcs acgordmg
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 EGPC, having the same exsmpﬂou or
unless (title to) such items (excluding passengers cars) have

reverted to EGPC or the Customs Department.

In the event of any such sale under this paragraph (d}, the proce-
eds from such sales shall be divided in the following manner :

CONTRACTOR shall be entitled to relmburscmﬂnt of 18
unrecovered cost, if any, in such ltems and the excess, 1f any, shsll

be paid to EGPC. o
b

The exemption provided for in paragraph (a) of this Article
shall not apply to any imported items when, in the opinion of
FGPC, items of the same, or substantially the same Kmd and
quality arc manufactured locally and are available * for’ t‘lmely'
purchase and delivery in the A.R.E. at a price not hicher than
Ten percent (10%) more than the cost of the imported, item
before customs duties but after transportatmn and msurancs
costs have been added. o o
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(/) CONTRACTOR, EGPC and their respective buyers shall be
entitled to export the Petroleum referred to in this Agrecement;

no license being required, and shall be exempted from any duties,

or taxes or any other imposts 1n respect of the export of Petroleum
hereunder.

ARTICLE XIII
BOOKS OF ACCOUNT; ACCOUNTING AND PAYMENTS

(@) EGPC, CONTRACTOR and Operating Company shall each

maintain at their business offices in the A.R.E. books of account,
In accordance with the Accounting Procedure in Annax «D» and
accepted accounting practices generally used in the petroletm
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 here-
under. CONTRACTOR and Operating Company shall keep
their books of account and accounting records in United States
Dollars. Operating Company shall furnish to the GOVERN-

MENT or its representative monthly retums showing the amount

of Petroleum produced and saved hereunder. Such returns shall
be prepared in the form required by the GOVERNMENT, or

its representative and shall be signed by the General Manager
or by the Deputy General Manager or a duly designated deputy,

and deltvered to the GOVERNMENT or its representative with-
in Thirty (30) days after the end of the month covered in the
retum.

(b) The aforesaid books of account and other books and records re-
ferred to above shall be available at all reasonable times for in-
spection by duly authorized representatives of the GOVERN-

MENT.

(¢) CONTRACTOR shall submit to EGPC a Profit and l.oss State-
ment of 1ts Tax Year not later than Four (4) months after the
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(@)

(b)

commencement of the following Tax Year to show its net pro-
fit or loss from the petrolcum operations under this Agrecinent

for such 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 certified by an Egyptlan
certified accounting firm.

ARTICLE X1V
RECORDS, REPORTS AND INSPECTION

CONTRACTOR and/or Operating Company shall prepare and,
at all times while this Agrecment is in force, maintain accurate
and current records of its operations in the Area hereunder. CON-
TRACTOR and/or Operating Company shall furnish the
GOVERNMENT or its representative, in conformity with
applicable regulations or as the GOVERNMENT or 1ts
representative may reasonahly require mformation and data coi-
cerning its operations under this Agreement. Operating {orn-
pany will perform the functions indicated in this Article XTIV in
accordance with its respective role as specified in Article VI

CONTRACTOR and/or Operating Company shall save and keep
for a reasonable period of time a representative portion of cach
sample of cores and cuttings taken from drilling wells, to be
disposed of, or forwarded to the GOVERNMENT or its repre-
sentative in the manner directed by the GOVERNMENT. All
samples acquired by CONTRACTOR and/or Operating Com-
pany for its own purposes shall be considered available for in-
spection at any reasonable time by the GOVERNMINTL or its

rean:sentatives.
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Unless otherwise agreed to by EGPC, in case of exporting any
rock samples outside A.R.E., samples equivalent in size and qua-
lity shall, before such exportation, be delivered to EGPC as re-
presentative of the GOVERNMENT.

(d) Originals 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 exported if a monitor or a comparable record, if avail-
lable, is maintained in A.R.E. and provided that such exports
shall be repatriated to A.R.E. immediately on the understand-

ing that they belong to EGPC.

During the period CONTRACTOR is conducting the Explora-
tion operations, EGPC’s duly authorized representatives or emp-
loyees shall have the right to full and complete access to the Are.
at all reasonable times with the right to observe the operations
being conducted and to inspect all asséts, records and data kept

by CONTRACTOR.

EGPC’s representative, in exercising its rights under the preced-
ing sentence of this paragraph (e), shall not interfere with CON-
TRACTOR’s operations. CONTRACTOR shall provide EGPG
with copies of any and all data (including, but not limited to,
geological and geophysical reports, logs and well surveys) infor-
mation and interpretation of such data, and other information
in CONTRACTOR’s possession.

For the purpose of obtaining new offers, the GOVERNMENT

and/or EGPC may 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.
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. ARTICLE XV
RESPONSIBILITY FOR DAMAGES

CONT RACTOR shall entlrely and solely be responSIble in law
toward third parties for any damage caused by CONTRAGTOR &x-
ploration operatlons and shall indemnify the GOVERNMENT and/.

or EGPC against all damagés for which they may be held liable on
account of any such opcratlons

C.ONTRACT GR shall be entitled to partlmpatc 111 the defencc
and settlemént of any such hablhty, dalm and action. -

ARTIPI ¥ XVI

PRIVILEGES OF GOVERNMENT REPRESENT ATIVES

Duly authorlzed representauvm of the GOVERN MEN L slm.ll
have access to the Area covered by this Agrecmeat and to the opem
tions conducted thereon. Such representatives may examine the boukb

registers and records of EGPC, CONTRACTOR and Operatmg
Company and make a. reasonable aumber of surveys, drawings | #rid
bests for the purpose of enforcing this Agreement. They shall, for
this purpose, be entitled to make reasonable use of the machmf'ry
and instriments. of  GONTRACTOQOR. or Operating Company o1 .the
condition that no danger or impediment to the operations hereunder
shall arise dlrectly or indirectly from such use. Such representati-

ves shall be given reasonable assistance by the agents and emplayﬂes
of CONTRACT OR or Operatmg Company so that none of the
activities shall endanger or hinder the safety or efﬁcmncy of the opo-

rations. CONTRACTOR or Operating Company shall ofter such
representatwes all prlvﬂeges and facilities accorded to lts Gwﬁ emp-

loyees in the field and shall’ provide them, frec of charge, w At the
use of reasonable. office space and of adequately furnished housing
while they; are-in, the field for the: purpose of facilitating, the _objec-

tives of this Article. WIthout pre]udIce to_ Article XIV (€) any_ and
all informafien obtained by the GOVERNMENT or its \represeniza-

tives under this Article XVI shall be kept confidential with respe:t
to the Area.
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ARTICLE XVII
- EMPLOYMENT RIGHTS AND TRAINING
OF ARAB REPUBLIC OF EGYPT PERSONNEL

(@) It is the desire of EGPC and CONTRACTOR that operations
hereunder be conducted in a business like and efficient manner.

(1) The expatriate administrative, professional and technical
personnel employed by CONTRACTOR or Operating Uom

pany and the 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. 280 of 1981 as amended, and CON-
TRACTOR agrees that all immigration, passport, visa and

employment regulations of the A.R.E., shall pe applicable
to all alien employees of CONTRACTOR working in the
ARE.

(2) A minimum of twenty-five percent (25%) of the combined
salaries and wages of each of the expatriate administrative,
professional and technical personnel employed by CONTRA-
CTOR or Operating Company shall be paid monthly in
Egyptian currency.

(b) CONTRACTOR and Operating Company shall each select its

employees and determine the number thereof, to be used for
operations hereunder.

() CONTRACTOR shall, after consultation with EGPC, prepare
and carry out specialized training programs for all its A.R.E.
employees engaged in operations hereunder with respect to ap-
plicable aspects of the petroleum industryy. CONTRACTOR
and Operating Company undertake to replace gradually their

~non-executive expatriate staff by qualified nationals as they are
available,
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d)

'a)

b)

During the period when CONTRACTOR is conducting Explora-
tion, CONTRACTOR shall give mutually agreed numbers of
EGPC employees an opportunity to attend and participate in

CONTRACTOR’s and CONTRACTOR’s affiliate training

program relating to Exploration and Development operations.
in the event that the total cost of such programs is less than
fifty thousand (50,000) United States Dollars in any Financial
Year during such period, 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 allocated for training be paid directly to EGPC

for such purposes.

ARTICLE XVIIL SR
LAWS AND REGULATIONS

CONTRACTOR and Operating Company shall be Su‘b_lect [;o
Law No. 66 of 1953 (excluding Article 37 thereof) as amended
by Law No. 86 of 1956 and the regulations issued for the imple-
mentation thereof, including the regulations for the safe and- et
fl(:lent performance of operations carried out for the executlon
of thls Agreement and for the conservation of the petrolelrn
resources-of the A.R.E. provlded that no regulations, modifica-
tion or interpretation therecf shall be contrary to or inconsis-
tent with the provisions of this Agreement.

EGPC, CONTRACTOR and Operating Company shall Le ex-
empted from all taxes, duties on the exploration, development,
extfactijlg, producing, exporting or transporting of Petroleum
hereunder or on the documents related to such activities, except

as provided in Article III paragraph (g) for income taxes,
CONTRCTOR shall also be exempted from any tax on capital.
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(¢) The rights and obligations of EGPC and CONTRACTOR under

(d)

(e)

and for the effective term of this Agréement, shall be governed
by and In accordance with the provisions of this Agreéement and
can only be altered or amended by the mutual agreement of the
sald contracting parties.

The contractors and sub-contractors of CONTRACTOR and
Operating Company shall be subject to the provisions of this
Agreement which affect them . Insofar as all regulations which
are duly issued by the GOVERNMENT apply from time to
time and are not in accordance with the provisions of this Ag-
reement, such regulations shall not apply to the CONTRAC-
TOR, Operating Company and their respective contractors and
sub-contractors as the case may be.

Notwithstanding anything to the contrary under this Agree-
ment, EGPC CONTRACTOR, Operating Company and their
contractors and sub-contractors shall for the purposes of this
Agreement be exempted from all professional stamp duties, im-
posts and levies imposed by syndical laws with respect to their
documents and activitiés hereunder including production.

All the exemption from the application of the AR.E. laws or
regulations granted to EGPC, CONTRACTOR, the Operating
Company, their contractors and sub-contractors under this

Agreement shall include such laws and regulations as now or

hereafter amended or substituted.

ARTICLE XIX
RIGHT OF REQUISITION

In case of national emergency due to war or imminent expecta-
tion of war or intermal causes, the GOVERNMENT may re-

quisition all or part of the production from the Area obtained
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hereunder and require Operating Company to increase such pro-
duction to the utmost possible maximum, The GOVERN-
MENT may also requisition the oil or gas field itself and if ne-
cessary related facilities.

(&) In any such case, such requisition shall not be effected except
aiter mviting EGPC and CONTRACTOR or their representative
by latter, with acknowledgment of receipt, to express their views
wih respect to such requisition.

{¢) The requisition of production shall be effected by Ministerial Or-
der. Any réquisition of an oil or gas field itself, or any related
facilities shall be effected by a Presidential Decree dully notified
to EGPC and CONTRACTOR.

(d) In the event of any requisition as provided above, the GOVER-
NMENT shall indemnity in full EGPC and CONTRACTOR for

the period during which the requisition is maintained, includ-
ing : N

{1y All damages which result from such requisition and

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

biom. -

However, any damage resulting from enemy attack is not within
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 Petroleum taken shall be caiculated in

accordance with Article VII paragraph (c).

ARTICLE XX
'ASSIGNMENT

(2) Neither EGPC, CONTRACTOR nor CONTRACTOR MEM-
BER may assign to a person, finn or corporation, in whole or
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in part, any of its rights, privileges, duties or obligations under
this Agreement without the written consent of the GOVERN-
MENT.

(b) To enable consideration to be given to any request for such con-
sent the following conditions must be fulfilled :

(1) The obhgations of the assignor deriving from this Agree
ment must have been duly fulfilled as of the date such re-

quest 1s made.

(2) The instrument of assignment must include provisions stav-
ing precisely that the assignee is bound by all covenants con-

tained in this Agreement and any modifications or additions
in writing that up to such time may have been made. A

draft of such instrument of assignment shall be submitted
to EGPC for review and approval before being formally ex-

ecuted.
(¢) Any assignment made pursuant to the provisions of this Article
shall be free of any transfer or related taxes, charges or fees.

(d) As long as the assignor shall hold any interest under this Agree-

ment the assignor together with the assignee shall be jointly aid
severally liable, for all duties and obligations of CONTRACTOR

e

under this Agreement.

ARTICLE XXI

BREACH OF AGREEMENT AND POWER TO CANCEL
(@) The GOVERNMENT shall have the right to cancel this Agree
ment by Order or Presidential Decree, with respect to CON-

TRACTOR, in the following instances :

(1) If it knowingly has submitted any false statements to the
COVERNMENT which were of a material consideration

for the execution of this Agreement -
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(2) If it assigns any mterest hereunder contrary to Lhc provxsmm
Of Artlcle XA hereof |

(3) Ifitis adjudlcatf:d b@.nkmpt by a court of a competent juri-
sdiction; B

(4) If 1t does nat. comply with any ﬁnal df:'CISIOIl rcached as
the result of court proceedings conducted under Article

XXIIT paragraph (a) hereunder;

(5) If 1t mtentmnally extracts any mineral other than Petroleum
not authorized by this Agreement or without the authorty
of the GOVERNMENT, except such extractions as may be

. unavoidable as the result of operations conducted hete
under in accordance with accepted petroleum industry prac-

tice and which shall be notified to the GOVERNML’\TT
or its representative as soon as pos:nblc, and .

(6) If it commits any material breach of this Agreemcnﬁ 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 prc judice to any nghts
which may have accrued to the GOVERNMENT against

CONTRACTOR in accordance with the provisions of this Agree-
‘ment, and, in the event of such cancellation, CONTRACTOR

shall have the right to remove from the Area all its pcmnal
pmpcrty

(b) If the GOVERN MENT deems that one of the aforesaid causes
{ other than a force majeure cause referred to -in Article XXII
hereof ) ex1sts to cam:el this Agrecment the GOVERNMENT
shall - give: CONTR ACTOR niftety (90) days wrltten notlce
personally served on CONTRACTOR’s 'General Managcr ih

the legally official manner and receipt of which is acknowledged
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(2)

(b)

by him or by his legal agents, to remedy and remove such caues;
but if for any reason such service is impossible due to unnotified
change of address, publication in the Official Journal of the
GOVERNMENT of such notice shall be considered as validly
served upon CONTRACTOR. If at the end of the said ninety
(90) days notice period such cause has not been remedied and
removed, this Agreement may be cancelled forthwith by Order or

Presidential Decree as aforesaid.

ARTICLE XXII
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 exmised if, and to the extent that, such non-
performance or delay is caused by force majeure. The period of
such non-performance or delay, together with such period 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 thereon and consequently, to the term of
this Agreement, but only with respect to the block or blocks

affected.

«Force Majeurey, within the meaning of this Article XXTI,
shall be any order, regulation or direction of the GOVERNM-
ENT of the ARAB REPUBLIC OF EGYPT, or the Governm-
ent of Italy with respect to CONTRACTOR whether promul-
gated in the form of a law or otherwise, or any act of God, insur-
rection, riot, war, strike and other labor disturbance, fires, floods
or any cause not due to the fault or neghgence of EGPC or
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CONT RACTOR or either of them, whether or not similar to
the foregoing, provided that any such cause 1s beyond the reaso-
nable control of EGPC and CONTRACTQOR, or either of them.

Without prejudice to the above and except as may be otherwise
provided herein, the GOVERNMENT shall mcur no respons-

ibility whatsoever to EGPC and CONTRACTOR, or either of
them, for any damages, restrictions or loss arising in consequence
of such case of force majeure except a force majeure caused by
the order, regulations or direction of the GOVERNMENT of
the ARAB REPUBLIC OF EGYPT.

If the force majeure event occurs during the Initial Exploration
Period or any extension thereof and continues in effect for a
period of Six (6) months CONTRACTOR shall have the option
upon Ninety (90) days prior written notice to EGPC to terminate
its obligations hereunder without further liability of any kind.

ARTICLE XXI11 ;
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 jurisdiction of the appropriate A. R.E. Courts and shall

be finally settled by such Courts.

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

“this Agreement or the breach, termination or invalidity thereof,

hetween CONTRACTOR and EGPC shall be settled by arbi-
tration in accordance with the Arbitration Rules of the Regional

Centre for Commercial Arbitration - Cairo (the Centre) in effect
on the date of this Agreement. The award of the arbitrators

shall be final and binding on the parties.

The number of arbitrators shall he Three (3).
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(d) Each.'party shall appoint:one arbitrator.  If, within Thirty (30}
days after receipt of the claimant’s notification of the appoint-
ment of an arbi;raidij the respondent has not notified the
dlaimant in Wﬁting ‘of ‘the name of the arbitrator he appoints,
the claimant may request the Centre to appoint the second:
arbitrator. . |

(¢) The two arbitrators thus appointed shall choose the third arbi--

trator who will act as the presiding arbitrator of the tribunal.
If within Thirty (30) days after the appointment of the second
arbitrator, the two arbitrators have not agreed upon the choice’
of the presiding arbitrator, then either party may request the
Secretary General of the Permanent Court of Arbitration at The-
Hague to designate the appointing authority. Such appointing.
authority shall appoint the presiding arbitrator m the same way
as a sole arbitrator would be appointed under Article 6.3 of the
UNCITRAL Arbitration Rules. Such presiding arbitrator shall
be a:person of a nationality other than A.R.E. or the nationality
of any of the litigating parties and of a country which has
diplomatic relations with A. R. E. and the country of the liticat-

ing parties and who shall have no economic interest in the oif
business of the signatories hereto. '

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

itration including the making of the award shall take place
Cairo, A.R. E. |

(¢) The Egyptian Law shall apply to the dispute except that in the
event of any conflict between the Egyptian Laws and this Agree-
ment ( including the arbitration provision ), the provisions of this
Agreement shall govern.

(k) If for whatever reason arbitration in accordance with the above
procedure cannot take place, then the parties agree that alk
disputes, controversies or claims, arising out of or relating to
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this Agreement or the breach, termination or invalidity thereof
shall be settled by arbltratlon n accordance with the UNCI-
TRAL Rules.

ARTICLE XXIV
STATUS OF PARTIES
(@) The rights, duties, obligations and liabilities in respect of EGPC
and CONTRACTOR hereunder shall be several and not joint

or collective, it being understood that this Agreement shall not
be construed as constituting an asmmaﬂon or corporation or

partnership.

(0) CONTRACTOR shall be subject to the laws of the place where
it 1s mcorporated regarding its legal status or creation, organizat-
ion, charter and by-laws, shareholding and ownership. CONT-
RACTOR’s shares of capltal which are entirely held abroad
shall not be negotiable in the A. R. E. and shall not be offered
for public subscription nor shall they be subject to the stamp tax
on capital shares nor any tax or duty in the A. R. E. CONTRA-
GTOR shall be exempted from the apphcatmn of Law No. 159
of 1981 as amended.

(¢) Al parties comprising CONTRACGTOR shall be jointly and -
severally liable for the performance of the obligations of CONT-
RACTOR under this Agreement.

ARTICLE XXV
LOCAL CONTRACTORS AND LOCALLY
MANUFACTURED MATERIAL

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

(a) Give priority to local contractors and sub-contractors mcluding
EGPC’s Affiliated Companies as long as their performance are
comparable with international performance and prices of their
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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 mtemauOnally available matenals
equipment, machinery and consumables. However, such mater-
1al, equipment, machmery and consumables may be imported
for operations conducted hereunder if the local price: of such
items at CONTRACTOR’s or Operatmg Company’s operating
base m A. R. E. is more than Ten percent (10%) higher than the
price of such imported items before customs duties, but after
transportation and insurance costs have’'been added. |

ARTICLE XXVI
ARABIC TEXT - -
The Arabic version of this Agreement shall, before the Courts of

A. R.E. be 1eferred to in construing or interpreting this Agreement:
provided however, that in any arbitration pursuant to Article

XXIIT hereabove between EGPC and CONTRACT OR the Enghsh
and Arabic versions shall both be referred to 4s having equal force 13

construing or interpreting the Agreement.

ARTICLE XXVII
SHARING OF PERSONNEL

(a) The parties hereto agree that the Belayim Petroleum Company
(PETROBEL) is hereby designated, subject to PETROBEL

shareholders’ approval and for so long as they agree, to act as
sub-contractor of CONTRACTOR or Ithe Operating Company
under this Agreement to carry out development and exploration
operations, or other activities assigned to PETROBEL, required
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hy and in accordance with the provisisions of this Agreement.
Any such operations performed by PETROBEL and expendi-

tures required therefor shall be recoverable under this Concess-
ion Agreement.

Overhead and other charges and payroll of personnel éngagé& in
activity for more than one concession agreement shall be alloca-
ted on the basis of periodic time studies or upon such other basis
or bases as EGPC and the concerned party or parties may agree.
PETROBEL shall be entitled to the exemptions referred to in
Article X1II and Article XVIII hereof in respect of its operations

on behalf of CONTRACTOR or the Operating Company under
this Concession Agreement.

Nothing 1n this Agreement shall be construed as constituting any

‘relationship  to any Concession Agreement heretofore entered

into by the parties hereto or one of the parties hereto, and each

of such Agreements shall be treated separately and
independently in all respects, including but not limited to royait-
ies, taxes and the computation of the net profits of EGPC and
CONTRACTOR respectively.

EGPC and CONTRACTOR shall use their best efforts to the
etfect that the officers, directors, other personnel and offices of

the Operating Company shall, as far as reasonably possible, be
the same as those of PETROBEL.

ARTICLE XXVIII
GENERAL

(a) '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 or construction of said
Articles.
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(b) As from the Effective Date this AGREEMENT shall supersede
and replace any and all prior Agreements covering the Area o1

any part thereof.

(¢) Unless herein otnerwise specitivally provided, the issuance of

the law provided for under Article XXIX and the signature of
this AGREEMENT constitutes a full and final settlement of any
and all rights, claims, demands or issues related to or arising out
‘of the Old Agreements of any nature whatsoever between any

of the signatories hereto.

ARTICLE XXIX
APPROVAL OF THE A. R. E. 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. authorizing the Minister of Petroleum and Mineral
Resources to sign said Agreement and giving this Agreement full force

and effect of law notwithstanding any countervailing governmental
cnactment, and the Agreement is signed by the GOVERNMENT,

FECPC and CONTRACTOR.

| EOC CO., INC.

BY

FGYPTIAN GENERAL PETROLEUM CORPORATION
BY

ARAB REPUBLIC OF EGYPT
BY
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Annex <Ay
CONCESSION AGREEMENT
BETWEEN

ARAB REPUBLIC OF EGYPT
AND

RGYPTIAN GENERAL PETROLEUM CORPORATION
AND
IEOC CO. INC.
IN
NORTH PORT SAID

OFFSHORE AREA

BOUNDARY DESCRIPTION OF CONCESSION AREA

Annex «By is an illustrative map on the scale of 1 : 1,000,000
inclnding the Area covered and affected by this Agrcement.

This area measures approximately 1200 Km® and is composed of
12 Exploration Blocks, each block of which is six (6) minutes Latitude
by six (6) minutes Longitude, approxmmately onc hundred (100) Km®

of surface area, more or less

This Area is bounded by a group of straight lines.

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

{following table :
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ANNEX ¢C»
CHARTER OF OPERATING COMPANY

ARTICLE 1

A joint stock company having the nationality of the ARAR
REPUBLIC OF EGYPT shall be formed with the authorization of

the GOVERNMENT in accordance with the provisions of this Agre-
cment referred to below and of this Charter.

The Company shall be subject to all 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 Charter and Agreement
referred to below.

ARTICLE II

The name of the Company shall be mutually agreed upon
hetween EGPC and CONTRACTOR on the date of the Commercial

Iiscovery and shall be subject to the approval of the Minister of
Petroleum and Mineral Resources.

ARTICLE III

The Head Office of the Operating Company shall be in A. R. E.
m (lairo.

ARTICLE 1V

The object of Operating Company is to act as the agency
through which EGPC and CONTRACTOR carry out and conduct
the Development Operations required in accordance with the provi-
sions of the Agreement signed on the ... ... dayof ............ by

and between the ARAB REPUBLIC OF EGYPT, THE EGYPTIAN
GENERAL PETROLEUM CORPORATION and CONTRACT OR

covering petroleum operations in the NORTH PORT SAID OFF.
SHORE AREA described therein.

Operating Company shall be the agency to carry ont and conduct
exploration operations after the date of Commercial Discovery pursu-

ant to work programs and Budgets approved by CONTRACTOR
and EGPC in accordance with the Agrecment.
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Operating Company shall keep account of all costs, expenses and
expenditures for such operations under the terms of the Agreemecit

and Annex ¢D» thereto.

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

ARTICLE V

The authorized capital of Operating Company is Twenty Thou-
sand Egyptian Pounds (LE 20,000 ) divided intoc Five Thousand
(5,000 ) shares of common stock with a value of Four Egyptian
powids (LE 4) per share having equal voting rights, fully: paid up and
non assessable.

EGPC and CONTRACTOR shall each pay for, hold and own,
throughout the life of Operating Company referred to above one half
(1/2) of the capital stock of Operating Company provided that only
in the event that either party should transfer or assign the whole or
any percentage of-its ownership interest in the entirety of the Agreem-
ent, may such transferring or assigning party transfer or assign any of
the capital stock of Operating Company and, in that event, such
transterring or assigning party ( and its successors and assigns ) must
transfer and assign a stock interest in Operating Company equal to
the transterred or assigned whole or percentage of its ownership
interest in the entirety of the said Agreement.

ARTICLE VI

Operating Company shall not own any right, title, interest or
estate in or under the Agreement or any Development Lease creatéd
thereunder or in any of the Petroleum produced from any Explora-
tion Block or Development Lease area thereunder or in any of the
aseets, equipment or other property obtained or used in connection
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tﬁerewith, and shall not be obligated as a principal for the financing
or performance of any of the duties or obligat*ons of either EGPC or
JONTRACTOR under the Agreement. Operating Company shall
not make any profit from any source whatsoever.

ARTICLE VII

Operating Company shall be no more than an agent for EGPC
and CONTRACTOR. Whenever 1t 1s indicated herein that Opera-

tiry Company shall decide, take action or make a proposal and the
fike, it is understood that such decision or judgement is the result of

the decision or judgement of EGPC, CONT RACTOR, or EGPC and
CONTRACTOR, as may be required by the Agreement.

ARTICLE VIII
Operating Company shall have a Board of Directors consisting of
Eight (8) members, Four (4) of whom shall be designated by EGPC
and the other Four (4) by CONTRACTOR. The Chairman shall be
designated by EGPC and shall also be a Managing Director. CONT-

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

ARTICLE 1X

Meetings of the Board of Directors shall be valid if a Majority
of the Directors are present and any decision taken at such meetings

must have the affirmative vote of Five (5) or more of the Directors;

provided, however, that any Director may be represented and vote
by proxy held by another Director.

ARTICLE X

General Meetings of the Shareholders shall be valid if a major-
ity of the capital stock of Operating Company is represented thereat.
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Any decisions taken at such meetings must have the affirmative vote
of Sharcholders owning or representing a majority of the capital

stock.

ARTICLE XI

The Board of Directors shall approve the regulations covering
the terms and conditions of employment of the personnel or Opera-
ting Company employed directly by Operating Company and not
assiened thereto by CONTRACTOR -and EGPC. |

The Board shall, in due course, draw up the By-Laws of Opera-
ting Company and such By-Laws shall be affective upon being app-
roved by a General Meeting of the Shareholders, in accordance with

the provisions of Article X hareof.

ARTICLE XII

Operating Company shall come into existence within Thirty (30)
days after the date of Commercial Oil Discovery or within Thirty (30)
days after the signature of a Gas Sales Agreement or commencement
of a scheme to dispose of Gas, as provided for in the Agreement (unless

otherwise agreed).

The duration of Operating Company shall be for a period equal
to the duration of the said Agreement, including any renewal thereof.

Operating Company shall be wound up if the Agreement referred
to ahove is terminated for any reason as provided for therein.

IEOC. CO. INC.
PY

EGYPTIAN GENERAL PETROLEUM CORPORATION
BY
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ANNEX «D»
ACCOUNTING PROCEDURE
ARTICLE 1
GENERAL PROVISIONS
a) Definitions -
The definitions contained in Article I of the Concession Agree-
ment shall apply to this Accounting Procedure and have the
same meanings save that the tertn «Agreement» means the Gon-

cession Agreement of which this Annex 1s a parf. -

() Statement ot Aciivity

(1) GUN1LRACGLOUR shall pursuant to Article IV of this Agree-
ment and until the coming into existence of the Operating
Company in accordance with Article V1 of the Agreement,
render to EGPC within thirty (30) days of the end of each
Calendar Quarter a Statement of Exploration Activity re-
flecting all charges and credits related to the Exploration
operations for that Quarter summarized by appropriate
classifications indicative of the nature thereot.

(2) Following its coming into existence, O perating Company
shall render to EGPC and CONTRACTOR within fitteen
(15) days of the end of each Galendar Quarter a Statement
of Development and Exploration Activity reflecting all
charges and credits related to the Development and Explora-
tion operations for that Quarter summarized by appropriate
classifications indicative of the nature thereof except that
‘tems of controllable material and unusual charges and cre-
dits shall be detailed. | o "

;i Adjustments and Audits

(1) Each Quarterly Statement of Exploration Activity pursuant
to paragraph (b) (1) above 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 thercto
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pursuant to Article IV (f) of the Agreement. During the
«aid three (3) months period supporting documents will be

available for inspection by EGPC during all working hours.

CONTRAGTOR will have the same audit rights on Opera-
ting Company Statements as EGPC under this sub-

paragraph.

-{‘2) Al St;atcmeﬁts of Development and Exploration Activity
for any Calendar Quarter pursuant to paragraph (b) (2)
~ above shall conclusively be presumed to be true and correct
three {3) months following the receipt of such statement by
EGPC, unless within the said three (3) months period EGPC
or CONTRACTOR takes written exception thereto. Pen-
‘ding expiration of said three (3) months EGPC or CON-
TRACTOR or both of them shall have the right to audit
Operating Company accounts, records and supporting do-
cuments for such quarter in the same manner as provided in
Article TV (f) of the Agreement.

(d) Currency Exchange

CONTRACGCTOR’s books tor Exploration and Operating CGonyx
pany’s books for Development and Exploration, if any, shall be
kept in the AR.E. in US. Dollars. All U.S. Dollar expenditu-
TS _shall be charged 1 the amount expended. All Egyptian
"Pounds expenditures shall be translated to U.S. Dollars at the
otficial buying rate of exchange issued by the Central Bank of
Egypt on the first day of thc month in which expenditures are
recorded, and all other non-U.S. Dollar expenditures shall be
ll‘a'_nglat-ed to U.S. Dollars at the buying rate of exchange for
such currency as quoted by Natienal Westminster Bank Limited,
London at 10 : 30 am. G.M.T., on the first dav of the month
in which expenditures are recorded. A record shall be kept of
the exchange rates used in translating Fgvntian Pounds or other
non-UJ 8. Dolars expenditures to U.S. Dollars
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{e) Precedence of Documents

In the event of any inconsistency or conflict between the pro-
visions of this Accounting Procedure and the provisions of the

Agreement treating the same subject ditferently, then the pro-
wsmns of the Agreement shall prevail.

() Revision of Accounting Procedure.

By mutual agreement between EGPC and CONTRACT OR,
this Accounting Procedure may be revised from time to time
in the light of future arrangements.

(&) No Charge for Interest on Investment.

Interest on investment or any bank fees, charges or commis-
slons related to any bank guarantees shall not, at anv time, be
charged as recoverable cost under the Agreement.

ARTICLE 1II
COSTS, EXPENSES AND EXPENDITURES

Subject to the provisions of the Agreement, CONTRACTOR
shall alone bear and, directly or through Operating Company, pay the
following costs and expenses, which costs and expenses shall be clas-
sified and be allocated to the activities according to sound and ge-
nerally accepted accounting principles and treated and recovered in
accordance with Article VII of this Agreement :

{a) Surface Rights

All direct cost attributable to the acquisition, renewal or relin-
gquishment of surface rights acquired and maintained in force
for the Area.
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Labour and Related Costs

(1)

@

Salaries and Wages of CONTRACTOR’s or Operating
Company’s employ€es, as the case may be, directly engaged
In the various activities under the Agreement including sala-
ries and wages pald to geologists and other employees who
are temporarily assigned to and employed in such activities.
Such salaries and wages to be certified by a certified public

accounting firm.

Reasonable revisions of such salaries and wages shall pe
effected to take into account changes in CONTRACTOR’s
policies and amendments of Laws applicable to salaries.
For the purpose of this paragraph (b) and paragraph (cj
salartes and wages shall mean the assessable amount for
A.R.E. Income Taxes, including the salaries during the
vacations and sick leaves, but excluding all the amounts for
the other items covered by the percentage fixed under (2)

below.

For expatnate employees permanently assigned to Egypt :
1. All allowances applicable to salaries and wages;
2, ' Cost of ‘established plans; and

3. All travel and relocation costs of such expatriate em-
- ployees and their families to and from the employee’s

country -or point of origin at the time of cmployment,
at the time of separation, or as a result of transfer

from one location to another and for vacation-(tran-

sportation costs for employees and their farmlies trans-
ferring from A.R.E. to another location other than
their country of origin shall not be charged to A.R.E

Operations).

Costs under this sub-paragraph (b) (2) shall be deemed to
be equal to Ninety percent (91%) for expatriate personnel
married and accompanied by their spouses and Sixty per-
cent (60%) for expatriate personnel either single or not
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accompanied by their spouses to Egypt. These percentages

refer to basic salaries and wages paid for such expatriate
personnel including those paid during vacations and sick
leaves as established in  CONTRACTOR’s international

policies, chargeable under sub-paragraph (b) (1), paragraph
() and sub-paragraphs (k) (1) and (3) of this Article II.

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

1. Housing and Utilities Allowance. -
9.  Commodities and Services Allowance.
3. Special Rental Allowance.

Vacation Transportation Allowance.
Vacation Travel Expense Allowance.

Vacation Excess Baggage Allowance.

Education Allowances (Children of Expatriate Em-
ployees). |

8. Hypothetical Tax Offset (which results in a reduc-
tion of the chargeable percentage).

A

9. Storage of Personal Effects.
10. Housing Refurbishment Expense.

11. Property Management Service Fecs.

12.  Recreation Allowance.
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13. Retirement Plan.

14. Group Life Insurance.

15. Group Medical Insurance.
16. Sickness and Disability.

17. Vacation Plans Paid (excluding Allowable Vacation
Travel Expenses).

18. Savings Plan.

19. Educational Assistance.

20. Military Service Allowance.
21. F.ILC.A.

22.  Workman’s Compensation.
23.  Unemploymient Insurance,
24. Personnel Transfer Expense.

25. National Insurance, if any.

26. Any other Costs, Allowance and Benefits of a iike
nature as established it CONTRACTOR’s Intermatio-

nal Policies.

The percentage outlined above shall be reviewed at mter-
vals of three (3) years from the Effective Date and at such
time CONTRACTOR and EGPC will agrée on new percen-
tages to be used under this paragraph.

Revisions of the percentages will take into consideration var-
iances in costs and changes in  CONTRACTOR’s interna-
tiortal policies which change or exclude any of the above al-

Jlowances and benefits.
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The revised percentages will reflect as nearly as possible
CONTRACTOR’s actual costs of all its established allowa-
nces and benefits and of personnel transfers.

(3) For expatriate employees temporarily assigned to Egypt all
allowances, costs ot established plans and all travel relocation
costs for such expatriates as paid in accordance with CON-

TRACTOR’s international policies. Such costs shall not in-
clude any administrative overhead other than what is men-

tioned in Article II sub-paragraph (b) (2).

(4) Costs of expenditures or contributions made pursuant to law
or assessment imposed by governmental authority which are

applicable to labour cost of salaries and wagz:s as provided
under sub-paragraph (b) (1) and (b) (2), paragraph ((1} and
sub-paragraphs (k) (1) and (k) (3) of this Article IL.

(¢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 in A.R.E.
all as chargeable under sub-paragraph (b) (1), paragraph (1) and
sub-paragraphs (k) (1) and (k) (3) of this Article II. Severance
pay will be charged at a fixed rate applied to payrolls which wall
equal an amount equivalent to the maximum liability of severa-

nce payment as réquired under the A.R.E. Labour Law.

(d) Matenal |
Material, equipment and supplies purchased or fumished as such
by CONTRACTOR or Operating Company.

(1) Purchases
Material, cquipment and supplies purchased shall be at
price paid by CONTRACTOR or Operating Company plus
any related cost and after deduction of all discounts actually
received. R



\AAY diw i 9 WJ(GB‘).ﬂ sadl e Jl Bl \ A

D Jalil oy (LI SN (Y)

)}_M G Q\S'L..Saﬂb L...L_,-.Lu.a“ lé..U:u Q..Jl .}‘J.H 4&'56 i
Q)L’:l‘ CJ’“J\JL bu J-ﬁ 'EJ-’:‘.. d‘ JJM J}:Llﬂa\i:l,w‘i (_,U_‘}_’QL':L“;
LAY eyl elidy epaper gk & dnlt Ik T L dab
v U) dile) sasdad olglt — Y
Ay odl dag S CJ:.H 3l iles o1l sl adaadt Jla WY e 8ol
* 3'_?“ PP 4;;5'&.':_,.5 (,5'\” ‘_‘;.sJJl 5
L (@) 3 €D D> ) dpaid] Hgl) = ¥

it 395 Jla V1 B3k dadlo dle V= 3 05 1l (T)

-‘i:

m\l\ ‘j— u'\-ﬂ—.-..uj ‘L.....\..:: Ja.‘...s_g ((;._.s)) 4“-:»;__.::::: , _}-k.s --’uJu:w b.ﬁloy
tlg.a-h-\::d‘,auu‘ /Vo

Wl ol o K o) Al ot gl ol Gi:.w‘ Y sl ! (t_;)
o o3kl o ‘:JL;_,;. MBS S PRV IR g
__,a...u Cyt :-ﬂ_.l‘ 4_3 (:H) M Ja.....a_e ((C)) Al Coes C_,Ju b-\.g.a
¢ I‘..n -h.\::” |
PRy Gz P RRSED R U PPN ) PR Y S W Y Aot ()
+ \ﬁ.ﬁ‘-&.;::-«.dl Cﬂ .;:.....uutl“ sz‘ ;Jb
* 14:‘ ‘Q.-w i ‘



V1

\AAY &yl YV B (aF) § Sl — Ao ) 54

(2) Material Furnished by CONTRACTOR.

Material required for operations shall be purchased directly

whenever practicable, except that CONTRACTUR may
furnish such material from CONTRACTOR’s or GON-
TRACTOR’s Affiliates stocks outside the A.R.E. under the

following conditions :

L.

New Material (Gondition «A»)

New Material transferred from CONTRACTOR's or
its Affiliate’s warehouse or other properties shall be
priced at cost, provided that the cost of material supp-
lied is no higher than international prices ior material
of similar quality supplied on similar terms, prevailing

at the time such material was supplied.

Used Material {Conditions «B» and «Co»

Material which is in sound and serviceable condil-
tion and is suitable for re-use without recondition-
ing shall be classified as Condition «B» and priced
at seventy-five percent (75%) of the price of new
material

Material which cannot be classified as Condition
«B» but which is serviceable for original function
but substantially not suitable for reconditioning,
hall be classified as Condition «C» and priced at
Fifty percent (50%) of the price of new material.

Material which cannot be classified as Conditicn
«Bs or Condition «C» shall be priced at a value

commensurate with its use.

Tanks, buildings and other equipment inw.)-_llviﬁg
erection costs shall be charged at applicable pet-

centage of knocked-down new price.
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(3) Warranty of Material Fumished by CONTRACTOR.

CONTRACTOR does not warrant the material furnished

beyond or back of the dealer’s or manufacturer’s guarantee;
and in case of defective material, credit shall not be recor-
ded until adjustment has been received by CONTRACTOR

from manufacturers or their agents.

(¢} Transportation and Employee Relocation Costs.

(1) Transportation of equipment, materials and supplies neces-
sary for the conduct of GONTRACGITOR's or Operating

Company’s activities.

(2) Business Travel and Transportation expenses to the extent
covered bv established policies of CONTRACTOR or with
regard to Expatriates and Nationals, as mcurred and paid
by, or for, employees in the conduct of CONTRACTOR’s

or Operating Company’s buslness.

(3) Employees transportation and relocation costs for National
employees to the extent covered by established policies.

(/) Services

(1) Outside services. The costs of contracts for consultaiiis, ser-
vices and utilities procured from third parties.

9) Cost of services performed by EGPC or by CONTRAG-
TOR  or their Affiliated Companies in facilities inside or
outside the A.R.E. including regular, recurring, routine ser-
vices, such as interpreting magnetic tapes and/or other anas
lyses, shall be performed and charged by EGPC and/or
CONTRACTOR or their Affiliated Companies at an
agreed contracted price. Major projects involving engineet-
ing and desien services shall be performed by EGPC and/or
CONTRATOR or their Affiliated Companies at a nego-

tiated contract amount.
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(3) Use of EGPC’s, CONTRACTOR’s or their Affiliated Com-
panics’ wholly owned equipment shall be charged at a rental

ratc commensurate with the cost of ewnership and operation,
but not In excess of competitive rates curreéntly prevailing n

the A.R.E.

(4) CONTRACTOR’s and its Affiliated Companies’ rates shall
not include any administrative or overhead costs other than

what is mentioned in Article II sub-paragraph (k) {2)
hereof.

Damages and Losses.

All costs or expenses, necessary to replace or repair damages or
losses incurred by fire, flood, storm, theft, accident or any other

cause not controllable by CONTRACTOR or Operoting Company
through the exercise of reasonable diligence. CONTRAGTOR

or Operating Company shall furnish EGPC and CONTRAC-
TOR with written notice of damages or losses inicurred In excess

of Ten (10) thousand U.S. Dollars (U.S.$ 10,000) per occurrence,
as soon as practicable after report of the same has been received

by CONTRACTOR or Operating Company.

Insurance and Claim

The cost of any public liability, property damage, and other in-
surance against liabilities of CONTRACTOR, Operating Coin-
pany and/or the parties or any of them to their employees and/or
outsiders as may be required by the laws, rules and regulations
of the GOVERNMENT or as the parties may agree upon. The
proceeds of any such insurance or claim collected, less the actual

cost of making a claim, shall be credited against operations.

If no insurance is carried for a particular risk, in accordance
with good international oil field practices, all related actual ex-
penditures incurred and paid by CONTRACTOR or Operating
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Company in settlement of any and all losses, claims, damages,
judgements and any other expenses, including legal services.

(/) Indirect Expenses.

Camp overhead and facilities such as shore base, warehouses,
water systems, road systems, salaries and expenses of field sup-

ervisory personnel, field clerks, assistants, and other general
employees indirectly serving the Area.

(j) Legal Expenses.

All costs and expenses of litigation, or legal services otherwise
necessary or expedient for the protection of the Area, including
attorney’s fees and expenses as hereinafter provided, together
with all judgements obtained against the parties or any of them
on account of the operations under the Agreement, and actual
expenses mcurred by any party or parties hereto in securing evi-
dence for the purpose of defending against any action or claim
prosecuted or urged agalnst the operations or the subject matter

of the Agreement. In the event actions or claims affecting the
interests hereunder shall be handled by the legal staff of one or

mor€ of the parties hereto, a charge commensurate with cost

of providing and furnishing such services may be made to ope-
rations.

(k) Administrative Overhead and General Expenses.

(1) While CONTRACTOR is conducting Exploration activities,
cost of staffing and maintaining CONTRACTOR’s head
office in the A.R.E., and/or other offices established in the
A.R.E. as appropriate other than field offices which will
be charged as provided in Article II, paragraph (i) above,
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~and excepting salaries of employees of CONTRACTOR
who are temporarily assigned to and directly serving on the
Area, which will be charged as provided in Article T, para«

graph (b) above.

CONTRACTOR’s admunistrative overhead outside the
AR.E. applicable to the A.R.E. Exploration operations

which will be charged each month at the rate of {ive percent
(5%) of total Exploraticn Expenditures while CONTRA-

CTOR is conducting Exploration activities. Administra-
tive overhead outside A.R.E. will not be charged while Ope-

rating Company is conducting Exploration activities. No
other direct charges as such for CONTRACTOR’s admini-
strative overhead outside the A, R. E. will be applied against
the Fxploration obligaticn. Examples of the type of costs

CONTRACTOR is incurring and charging hereunder due
to activities under the Agreement and covered by said per-

centage are :

1. Executive - Time of executlve officers.

2.  Treasury - Financial and exchange problems.

3. Purchasing - Procuring materials, equipment and sup-
plies.

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

5.  Other departments such as legal, comptrollers and en
gineering which contribute time, knowledge and expe-
rience to the operations.

The foregoing does not preclude charging for direct service
under sub-paragraph (f) (2) of this Article II.

(3) While Operatmg Company is conducting actlwtles. ‘Ope-

‘rating Companys personnel engaged in general clerical ardd -
office work, supervisors and officers' whose #ime is genetally
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spent 1o the main office and not the field, and all emplo-
yees generally considered as general and administrative and
not charged to other types of expense will be charged to
operations. Such expenses shall be allocated each month
between Exploration and Development operations according
to sound and practicable accounting methods.

Taxes.

All taxes, duties or levies paid in the A.R.E. by CONTRAC-
TOR or Operating Company with respect to this Agreement

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

(m) Continuine CONTRACTOR Costs

(1}

Costs of CONTRACTOR activities required under the Agree-
ment and Incurred exclusively in the A. R. E. after Operating
Company is formed. No sales expenses incurred outside or inside
the A. R. E. may be recovered as a cost.

Other Expenditures

Any costs, expenses or expenditures, other than those which are
covered and dealt with by the foregoing provisions of this Article
Il, incurred by CONTRACTOR or Operating Company under

approved Work Programs and Budgets.

ARTICLE 111
INVENTORIES
Peniodic Inventories. Notice and Representation

At reasonable intervals as agreed upon by EGPC and CON-
TRACTOR inventories shall be taken by Operating Company
ot the operations materials, which shall include all such material

physical assets and construction projects. Written notice of in-

tention to take inventory shall be given by Operating Company
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to EGPC and CONTRACTOQR at least thirty (30) days before
any mventory is to begin so that EGPC and CONTRACTOR
may be represented when any ventory is taken. Failure of
EGPC and / or CONTRACTOR to be represented at an inven-
tory shall bind them to accept the inventory taken by Operating
Liompany, who shall in that event furnish the party not, represen-
ted with a copy thereof.

ey ——

(/) Reconciliation and Adjustments of Inventories

Reconciliation of inventory shall be made by CONTRACTOR
and EGPC, and a Hlst of overages and shortages shall be jointly
determined by Operating Company and CONTRACT OR and

}GPC, and the inventory adjusted by Operating Company.

ARTICLE IV
COST RECOVERY

(a) Statements of Recovery of Costs and of Cost Recdvcry Petroleym

CONTRACTOR shall, pursuant to Article VII of this Agree-
ment render to EGPC as promptly as practicable but not later
than fifteen (15) days after receipt from Operating Company of
the Statements for Development and Exploratjon Activity for
the Calendar Quarter a Statement for that Quarter showing :

I.. Recoverable costs carried from the previous Quarter if any.
2. Recoverable costs incurred and paid during the Quarter.
3. Total recoverahle costs for the Quarter (1) + (2)

4. Value of Cost Recovery Petroleum taken and scparately
disposed of by CONTRACTOR for the Quarter.

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

1. Excess, if any, of the value of Cost Recovery Petroleum

taken and separately disposed of by CONTRACTOR over
costs recovered for the Quarter.

Payment

If such Statement shows an amount due to 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 pay-
ment 1s due, then CONTRACTOR shall pay an interest of Two

and 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.

Settlement of Excess Cost Recovery Crude Oil

I'GPC having the right to take its entitlement of excess Cost
Recovery Crude Oil under Article VII paragraph (a) of this
Agreement, in kind during the said Quarter, a settlement shall
be required with the rendition of such Statements in case

CONTRACTOR has taken more than its own entitlement of
siich excess.

Audit Right

EGPC shall have a period of twelve (12) months from receipt
of any statement under this Article IV in which to audit and raise
cbjection 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 (12)
months period.
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ARTICLE V
CONTROL AND MAJOR ACCOUNTS

Exploration Obligation Control Accounts.

CONTRACTOR will cstablish an Exploration Obligation Con-
t10l Account and an offsetting contra account to control therein
the total amount of Exploration Expenditures reported on State-
ments of Activity prepared per Article I (b) (1)hereof, less any
reductions agreed to by EGPC and CONTRACTOR iollowing
aritten exceptions taken by a Non-Operator pursuant to Article
I (c) (1) hereof, in order to determine when muumum Explo-
ration Obligations have been met. | |

Cost Recovery Control Account

CONTRACTOR will establish a Cost Recovery Control Acc-
ount and an offsetting contra account to control theremn the
amount of cost remaining to be recovered, if any, the amount of
cost recovery, and the value of Excess Cost Recovery Petroleum,

if any.

I

Major Accounts
For the purpose of classifying costs, expenses and expenditures
for cost recovery as well as for the purpose of establishing when
the Exploration Obligation has been met, costs, expenses, and
expenditures shall be recorded in major accounts including the

{ollowing -
— .Exploration Expenditures;

— Development Expenditures other than Operating Expenses
and;

— Operating Expenses.
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Necessary sub-accounts shall be used.

Revenue accounts shall be maintained by CONTRACTOR to
the extent necessary for the control of recovery of costs and the

treatment of Cost Recovery Petroleum.

ARTICLE VI
TAX IMPLEMENTATION PROVISIONS

It is understood that CONTRACTOR shall be subject to Egvp-
tlan Income Tax Laws except as otherwise provided in this Agree-
ment, that any A. R. E. income taxes paid by EGPC on CONTRAG-
TOR’s behalf constitute additional income to CONTRACTOR, and
this additional income is also subject to A. R. E. income tax, that 1s
¢ grossed-up 3 .

CONTRACTOR’s annual income, as determined in Article Il
(g) 2, less the amount equal to CONTRACTOR’s grossed up Egyp-
tian income tax liability, shall be CONTRACTOR’s « Provisional In-

COIMcE ».

The «Gross-up» value is an amount added to Provisional Income
to give «Taxable Incomes, such that the gross-up value is equivalent

to A. R. E. income taxes.

THEREFORE :

Taxable Income = Provisional Income PLUS Gross-up Value.

AND

Grosssup Value = A. R. E. Income Tax on Taxable Income.

If the ¢A.R.E. income tax rate», which means the effective or com-
posite tax rate due to the various A.R.E. taxes levied on income or

profits, is constant and not dependent on the level of income, then.
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Gross-up Value = AR.E. income tax rate TIMES Taxable Income.
Combining the first and last equations above.

] e = Provisional Income x Tax Rate

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 Ten U.S. Dollars

(US. $ 10) and the A.R.E. mcome tax rate is Forty percent (40%),
then the Gross-up Value is equal to :

__$10 x 0.4

1 — 04 =% 6.67
THEREFORE : : h
Provisional Income 10 .00
Plus Gross-up Value 6. 67
Taxable Income 16. 67
Less : A.R.E. Income Taxes at 40% 6.67

CONTRACTOR’S Income after taxes 10. 00
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