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CONCESSION AGREEMENT FOR

PETROLEUM EXPLORATION AND
EXPLOITATION

BEFWEEN
THE ARAB REPUBLIC OF EGYPT
AND

THE EGYPTIAN GENERAL PETROLEUM

CORPORATION
AND

CRESCENT PETROLEUM (EGYPT) INC
N

EAST KHALDA AREA
WESTERN DESERT, A.R.E.

This Agreement made and entered on this

day of ,1989, by and between the ARAB REPUBLIC
OF EGYPT (hereinafter referred to- variously as “A.R.E.” or as
the “GOVERNMENT""), the EGYPTIAN GENERAL PETRO-
LEUM CORPORATION, a legal entity created by’Law No .167
of 1958 as amended (hereimafier referzed to as “EGPE’) and
CRESCENT PETROLEUM. (EGYPT) INIC.,. a company okga~

nised and existing under the laws of the Republic of Panama,

(bereinafter referredto as “CONTRACTOR").

WITNESSETH
WHEREAS, all minerals including petroleum, existing in
mines and quwrrive ir A.R.E., inctudiing the territorfal waters,
and in the sewbedsulliect to its jurisdiction and.extending beyend
the territorial waters, are the praperty of the state; and.
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WHEREAS, EGPC has applied for an exclusive concession
for the exploration and exploitation of petroleum in ard throu-
ghout the area referred to in Article II, and described in Annex
“A”’ and shown approximately on Annex “B’’ which are atta-
ched hereto and made part herecf (hereinafter referred to as the
“Area’’); and

WHEREAS, Crescent Petrcleum (Egypt) Inc. Agrees to
undertake their obligations provided hereinafter as CONTRA-
CTOR with respect to the exploration, develcpment ard produc-
tion of petroleum in said Area; and

WHEREAS, the Government desires hereby to grant such
concession; and

WHEREAS, the Minister of Petrcleum and Mineral Reso-
urces pursuant to the provisionsof Law No. 86 of 1956, may enter
into a concession agreement with EGPC, and with Crescent
Petroleum (Egypt) Inc., as CONTRACTOR in the Acea.

Now, Therefore, the parties hereto agree as follows :

ARTICLE I
DEFINITIONS

(@) “Exploration” shall irclude such geological, gecphysical,
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 the appraisal of Petroleum discoveries and
other related holes and wells, and the purchase or acquisition
of such supplies, materials, services and equipment therefor,

all as may be contained in the approved Work Programs and
Budgets. The verb “explore’’ means the act of conducting
sxploration.
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“Development”’ shall inglude, but neot be limited to, all the

operations and activities pnrsuant to .approved Work Prog-
rams and Budgets under this Agreement with respect to :

(1) The drilling, plugging, dscpening,side tradking, redrill-
ing, completing and equipping of development wells,
tthe changing of the status of .a well, and

(2) design, engineeting, comstruofion, ‘installatic n, ‘servicing
.and maintenance of .equipment, lines, systems, faqili-
ties, plants and :€lated operaticns to prcduce ard oper-
ate said development wells, taking, saving, ‘treating,
’handling, stering, transporting and delivering petroleum,
repressusing, recycling” and cther sccordary reccvery
prcjects, and.

(3) transportaticn, storage ard.any other werk cr activities
necessary cr ancillary to the activities spccified in (1)
and (2).

(c) “Petrolenm’ means diquid crude oil of varioms densities,

@

asphalt, gas, casinghead gas and.all other .hydeccarbon
substances that may be found in, and prc duced, or otherwise
obtdined and-saved from the Area under this Agreement,
and all substances that may be extracted therefrcm.

“Liguid 'Crude Qil” o1 “Crude Qil”’ ¢t ~*Oil*’ meens eny
hydsccarbon :prc duced from the Area’ which ‘is infd! liquid
state at the wellhead or lease separators, or which .is.ext-
racted from the gas or casmghead gasin a plant Such
liquid state shall exist-at sixty (60) degrees Fahrerhéit and
atmospheric pressure of 14.65 PEIA.  ‘Such torm mcludes
distillate and.condeansate.
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(e) “Gas’ is natural gas both associated and non-associated,
and all of its constituent elements produced fromYany
well in the Area (other than liquified Crude Oil) and all
non-hydrccarbon substances therein. Said term shall include ,
residual gas, that gas remaining after removal of LPGWI;;

(f) “LPG’’means liquified petrc leum gas, which is a mixture of,
principally, butane and prcpare liquified by pressure andj
temperature. o B

(g) A “Barrel’’shall ccrsist cf forty-two (42) Urited States gal-,
lcns, liquid measure, ccrrected to a temperature cf sixty(C(T)]
degrecs Fahrerheit at atmc spheric pressure of 14.65 ISIX.\

(h) (1) “Commercial Cil W ¢ll”’means the first well cn ary geol-

0

ogical feature which after testing for a period of not
more than thirty (30) ccnsecutive days where practi-
cal, but in any event in accordance with sound and
accepted industry production practices, and verified by
EGPC, is found to be capable of producing at the
average rate of not less than two thousand (2, 000)
barrels of oil per day (BOPD). The date of discovery
of a “Commercial Oil Well”’ is the date on which such
well is tested and completed according to the above.’”

“Commercial Gas Well’’ means the first well on any
geological feature which after testing for a period of not
more than thirty (30) consecutive days where practlcaf
but in any event in accordance with sound and accepted
industry production practices and verified by EGPC, 18
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 “Com-~
mercial Gas Well”’ is the date on which such well is tes-
ted and completed according to the :;\‘st"ve‘r -
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() “A.R.E.” means. ARAB. REPUBLIC QF EGY¥PT.

(j) “Effective Date’™ means the date on which the text of this
Agreement is signed hy the GOVERNMENT,. EGPC and.
CONTRACTOR, after the relevant Law is issued.

(k) “Year” or “Calendar Year’’ means a pericd of twelve (12)
manths accerding. to the Gregerian Calendar Commencing
1 January and ending 31 December.

@) “Financial. Year ”” means the Government’s financial
year according to the’laws and regulaticns of the A.R.E.

(m) “Taxi¥Year’’ means the period of twelve (12) months accor-
ding to the laws and regulations cf the A.R.E.

(n) An-“Affiliated Ccmpary’’ means a ccmpany :
(1) the share capital, ccnferring a majority cf votes at stock-
" holders” meetings of such company, of which is owned
directly cr indirectly by a party herete; er

(2) which is tlre owner directly or indirectly cf share capital
conferring a majority of votes at stockholders’ meetings
cf a party hereto; cr

(3), whose share. capital conferring a majority of votes at
stockholders’ meetings of such ccmpary and the share
capital conferring a majority of votes at stockholders’
meetings of a party hereto are owned directly or indir-
ectly by the same company.

[(0) “Explcraticn Blcck” shall mean an area, the ccrner pcints
of which Rave-to becoimeident with 3' X 3* latitude and longi-
tude divisions, according to the International Grid System
wirere possible or witht the existing boundaries of the Area
cavered/by: this. Agseement a5 set out in. Anmex “A”,



VA8 L g g B () YY ol = dn ) B \A

Ais> X 3oty 4is dislhe LS Lbls dolue g (4 g iy (g)
SV (i Uik o Aty gl bghi Slak o 20l
lebas (1 a4 590l of ¢ LCaa O LS ¢ Jaadl
e Iy &zll\ S (e 9o LS 435! odn
S 5 i At el sl pULd o @ s (355 ) e » (D)
sasly Wi Aales AS N bWy 045 ¢ gLV e 0ok (o e
o\f\-\ry\c\ﬁﬂ@&ﬂ\j Jghll b shis Dl o0 5201y li:;.; x
odn \phas (A Raltal) LG s gaod) 51 6 WSl O LIS ¢ J
. (‘\) dp;ﬂ\ ‘_5! s 9 Y l__i\i;\!\
¢ YirYay odn f\‘}jY\ L_J:\Af\ = L.:;\A:\ D(up)
dﬁ‘gWJle\,@\w 9)_2&0-\35‘5'.-{«}\5@.—\35)(‘3)
sl ) i b 35dly ((FUD b b Lol Sl )
Ly 2y o gadl Jo 552 gy (€t — (b L e
.1:.;:1\.&2;!.;»0,5\;3\&\.:.{@\"4\
S LS SR LS e (OB o g ) € A U il s ()
z.o_,.."ul’:»‘}b) \¢yno 61?‘"”"“3"““&‘Jm0"""3~."("f"3
o (BNe) b b dompd o 3l s Xy Lm M
( AU L)
AW PN
o WY e aSowy et (Y il Cioy e 3ol

A5 Oee ses :\vg,wgq‘b,ﬁf'w,:l;yiim&(g»&m
o dlr Gl 3 By ylly LIV odn GaSowy \hants Gt AL



\4 1A A g g (mh) WY Wl d B !

(#) “Development Blcck” shall mean an area, the corner points
__.of whichhave to be coincCident with 1’ X1’ latitude and longi-
“tude divisions, Zcéo%ng to the International Grid System
~ where possible or with the existing boundaries of the Area

covered by this Agreement as set out in Annex “A”’.

(@) “Development Lease (s)’” shall mean the Development
Block or Blocks covering the geological structure capable of
production, the corner points of which have to be coincident
with 1’ X 1’ latitude and longitude divisions, according to the
International Grid System where possible or with the exist-

ing boundaries of the Area covered by this Agreement as set
outin Annex “A”’.

(r) <“Agreement’’ shall mean this Concession Agreement and its
Annexes.

(s) “Gas Sales Agreement’’ shall mean a written agreement bet-
ween EGPC and CONTRACTOR as sellers (hereinafter
referred to as “Sellers’’) and EGPC fas buyer (hereinafter
referred to as “Buyer’’) which contains the terms and condi-
tions for Gas Sales from_a Development Lease.

(#) *“Standard CubicFoot’’ (SCF) is the amount of gas neces-
sary to fill one (1) cubic foot of space at atmospheric pressure
of 14.65 Psia and at a base temperature of sixty degrees

Fahrenheit (60°F).
ARTICLE 1
ANNEXES TO THE AGREEMENT
Annex “A”’ is a description of the Area covered and affected
by this Agreement.

Annex “B” is a provisional illustrative map on the scale of

1:500, 000 indicating the Area covered’and affected by this Agre-
ement and described in Annex “A*’.
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Annex “C”’ is the formof aLetter of Guarantyto be submit-

ted by CONTRACTOR one (1) day befcre the time of signature
by the Minister of Petrodeum and Mineral Rescurces of this
Agreement, fcr the sum ¢f fcur million cne hundred thcusand
U.S. Dellars($4,100,800) guaranteeing the excouticn of CON-
TRACTOR’s minimum exploration cbligatiors hereurder for
the initial explcration pericd of fcur (4) years. Tn .case CON-
TRACTOR «xtends the initial € xpleraticn pericd fer two (2)
additional periocs ¢ f two (2) years each in acccrdar.ce with Article
TII ¢b) of the Agreement, a similar Letter ¢ Guaranty shall be
issued and be submitted by CONTRACTOR cn the day the
CONTRACTOR -exercises dts option to extend. The first swch
Letter of Guaranty shall be fcr the sum ¢f six millicn U.S. Dcllars
($ 6, 000, 000) and the second such Letter cf Guaramty shall be for
the sum cfsevenarillien U.8. DcHars ($ 7,000, C00) less im keth
instances any excess experditures ¢f the preceding eXplcration
period permitted fcr carry fcrward in accc cdar.ce with Articke TV
(b) third panagraph of this Agreement.

Each of the three Letters cf Guaranty shall remain effective
for six16) months after the er.d of the explc raticn peric d fc rwhich

it has been issued except:as it may e released pricr to that time
in acccrdarce with the terms thergcf.

Annex “M”° isthe foam cf.a Chartercf the Oper ating Cor -
pany to be formed as provided fcr in Article VI herec{.

Annex “E”’ is the Aeccunting Prcecdure.

Annex “F” is @ map ¢f the Naticnal Gas Pipelire ‘Grid
System established by the GOVERNMENY. The point cf deh-
very of Gas shall be as agreed upon by the partics under a Gas
Sales Agreement -which point shall be the flange ccrmecting the
lease pipeline to the Naticral Gas Pipelir.e Grid System depicted
in stch Annex, cr as ctherwise agreed.

Annexcs “A”°, “B”, «“C’), “D”’, “E”’ and “F . to 'this Agree-
ment are hereby made part'herecf, and they shall be ccnsidered

as having ecqual ferce and -effcct with the prcvisiors of ¢his
Agreement.
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ARTICLE III
GRANT OF RIGHTS AND TERMS

The GOVERNMENT hereby grants EGPC and CONTRAC-
TOR subject to the terms, covenants and conditions set out in
this Agreement, which insofar as they are contrary to or inconsis-
tent with any provisions of Law No.66 of 1953, as amended, shall

have the force of Law, an exclusive concession in and to the
Area described in Annexes “A’’ and “B’’.

(@) The GOVERNMENT shall own and be entitled, as hereinaf-
ter provided to a royalty in cash or in kind of ten (10) percent
of the total quantity of Petroleum produced and saved from
the Area 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.

(b) An initial exploration period of four (4) years shall start from
the Effective Date. Two (2) successive extensions to the ini-
tial exploration period of two (2) years each, shall be granted
to CONTRACTOR at its option, upon not less than thirty
(30) days prior written notice to EGPC and subject only to
its having fulfilled its obligations hereunder for the then
current period. This Agreement shall be terminated if
neither a Commercial Oil Discovery nor a Commercial Gas

Discovery is established by the end of the eighth (8 th) year
of the exploration period.

However, each such period may be extended at CONTRAC-
TOR'’s option for up to six (6) months to enable the
completion of drilling and testing and evaluation of any well
actually drilling or testing or under evaluation at the end of
each exploration period. Such extension period shall be
tredited to the next succeeding exploration period, if any,
and consequently such extension period shall be deducted from
the next succeeding period. The election by EGPC to unde-
ﬁke sole risk venture under paragraph (c) immediately
qef%er shall not extend the Exploration Period nor affect
the fermination of this Agreement as to CONTRACTOR.
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(c) “Commercial Discovery”’ :

()

(#)

A Commercial Discovery - whether of Oil or Gas - may
comsist of oe preducing reservoir or a group of produc-
ing reservoirs which is worthy of being develcped com-
mercially. After disccvery of a Ccmmercial Oil cr Gas
well, CONTRACTOR shall, unless otherwise agreed
upon with EGPC, undertake as part of its exploration
program the appraisal of the disccvery by drilling one
or more appraisal wells, to determine whether such dis-
covery is worthy of being develcped ccmrmercially,
taking into consideration the recoverable reserves,
production, pipeline and terminal facilities required,
estimated Petroleum prices, and all other relevant
technical and economic factors.

The provisions laid dcwn herein pc stulate the unity ard
indivisibdlity of the ccncepts of Commercial Discc very
and Deve'opment Lease. They shall apply uniformly
to Oil and Gas uniless otherwise specified .

(iif) CONTRACTOR shall give notice of a Commercial

Discovery to EGPC immediately after the disccvery is
considered by CONTRACTOR to be worthy of com-
mereial development but in any event with respect to”a
Ccmmercial Qil Well not_later than sixty (60) days
following the completion of the second “exploration’’
appraisal well, or twelve (12) months following the date
of the discovery of the Commercial Oil Well whichever
is earlier, or with respect to a Commercial Gas Well nct
later than twenty-fouc (24) months following the date
of the discovery of the Commercial Gas well (unless
EGPC agrees that such periods may be extended);
except that the CONTRACTOR shall have the right to
give such notice of Commercial Discc very with respect to
any reservcir o reservoirseven if the well or wells thereon
are not “Commercial™ within the definition c¢f “Com-
mercial Well”’, if, in its o pinicn, a reservoir or a group of
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reservoirs considered collectively, could be worthy of
commercial development.

CONTRACTOR may also give a notice of fComm-
ercial Oil Discovery in the event it wiches to undertake

a Gas recycling project.

A notice of Commercial Gas Discovery shall contain
all detailed particulars of the discovery and especially
the area of estimated Gas reserves, the estimated produ-
ction potential and profile and field life,

Following receipt of a notice of a Commercial Qil
or Gas Discovery, EGPC and CONTRACTOR shall
meet and review all Jappropriate data¥with a%view to
mutually agreeing upon the existence of a Commercial
[Discovery. The date of a Commercial DiscoveryJshall
be the date EGPC and CONTRACTOR jointly agree
that a Commercial Discovery exists.

(tv) If Crude Oil is discovered but is not deemed by CONTR-

ACTOR to be a Commercial Oil Discovery under the
above provisions of this paragraph (c), EGPC shall one
(1) month after the expiration of the period specified
above within which CONTRACTOR can give notice
of Commercial Oil Discovery, or thirteen (13) months
after completion of a well not considered to be a “Com-
mercial Oil Well’’ 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 covering said geological feature to be develo-
ped, the wells to be drilled, the production facilities to
be installed and EGPC’s estimated cost thereof, Within
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thicty (30) days. after receipt: af said notice: CON'ERAC-
TOR, may in writing; elect.to. develop such:area, as:pravie-
ded for in ‘the case of a. Commercial Discovery here-
under. In"such-event all terms of this Agreement shall
continue to apply to- the specificd area.

If CONTRACTOR elects not to develop such. area,.
the spesific area covering said geological feature shall be
sat aside for-sode-risk operations by EGPC, such area to
be mutually agreed.apon by EGPCand CONTRACTOR
on the basis of good petroleum industry practices. EGPC
shalli be entitled: ta. pexfornr, or in. the: event. Operating:
Campany. referred. to: in Article.VI has come inte exis-
tence, to have Operating Company perform,.such opera-
tions for the account of EGPC and at EGPC’s sole cost,
risk' and expense: Whem EGPC has recovered from the
Crude Oil praduced! fiom. such speeific area a quantity
of Crude Oil equal in value to three hundred (300)
pereentef the eost it hasincurred in carrying out the sole
risk operations, CONTRACTOR shall have the option,
only in the event.there has:been: a separate- Commercial
Oil Discovery, to share.in funther development. and.
production of that specific area upon payingEGPCEﬁ'e-
hundced ¢100) percent of such costs incurred by EGPC.

Such one hundred.(100) percent. paymentshall.not be
recovered by CONTRACTOR. Immediately following
such paym:nt the specific area shall either(]) revert tr the:
status of an ordinary Development Lease under this
Agreenrsnt and thereaftershall Be operated in-accordance
widh: the tarms, heraef; @9 (3): altermatively; in the event
that at such; time EGPC ar its Affilinted: Company: is
conducting Davelopment Ogperations in the area at its
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sole expense and EGPC elects to continue operating,
the area shall remain set aside and CONTRACTOR shall
only be entitled to the recovery of CONTRACTOR’s
costs up to the date EGPC elected to exercise its rights
pursuant to Article 1II (c) (iv) above as specified in

[ Article VII (a) below, and to its production sharing perce-

ntage of the Crude Oil as specified in Article VII (b)

Lbelow. The sole risk Crude QOil shall be valued in the

manner provided in paragraph (c) of Article VII. In the
event of any termination of this Agreement under the
provisions of Article I{I (b) above, this Agreement shall,
however, continue to apply to E GPC’s operation of any
sole risk venture hereunder, although such Agreement

' shall have been terminated with respect to CONTRA-

CTOR pursuant to the provisions of Article III (b)
above.

L (d)_ Conversion to a Development_ Lease :

M.

(i)

Following"a Commercial Oil Discovery or a Commercial
Gas Discovery the extent of the whole ‘area] capable of
production to be covered by a Development Lease shall
be mutually agreed upon by EGPC and CONTRACTOR
and be subject to the approval of the Minister of Petrol-
eum 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 in a*Development Lease granted
following a Commercial Oil Discovery) EGPC shall use
its reasonable 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 Tshall meet
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with a view to assessing whether the outlets for such Gas
and other relevant factcrs warrant the development and
production of the Gas and in case of agreement the Gas
thus made available shall be disposed of to EGPC under
a long-term Sales Agreement in acccrdance with and
subject to the conditicns set forth in Article VII below.

(7iii) The development period of each Development Lease
shall be as follows :

(aa) In respect of a Commercial Oil Discovery, twe-
nty (20) years from the date of such Commercial
Discovery plus the Opticnal Extensicn Period of
five (5) years (as defined below) provided that, in
the event that, subsequent to the conversion of a
Commercial Oil Discovery into a Development Lease,
Gas is discovered in the same Development Lease
and is used or is capable of being used locally or for
export hereunder, the period of the Development
Lease shall be extended only with respect to such
Gas, LPG extracted from such Gas and Crude Oil
in the form of Condensate produced with such Gas
fcr twenty (20) years from the date cf first deliveries
of Gas locally cr for export plus the Optional Exten-
sion Period (as defined below) provided that the
duration of such Development Lease based on the
Commercial Oil Discovery may not be extended
beyond thirty-five (35) years frcm the date of such
Ccmmercial Oil Discovery unless otherwise agreed
upon between EGPC and CONTRACTOR and

subject to the approval of the Minister ¢f Petroleum
and Mineral Resources.

CONTRACTOR shall immediately notify
EGPCof any Gas Discovery but shall not be required

to apply fcr a new Development Lease in respect
cf such Gas.

(bb) In respect of a Commercial Gas Discovery, twenty
(20) years from the date of first deliveries of Gas
locally or for export plus the Optional Extension
pertod of five (5) years (as defined below) provided
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that if subsequent to the conversion of aCommercial -
Gas Discovery into a Develcpment Lease, Crude
Oil is discovered in the san.e Development Lease,
CONTRACTOR s share of such Crude Oil from the
Development Lease (except LPG extracted from Gas
cr Crude Oil in the form of Ccndensate produced
with Gas) and Gas asscciated with such Crude Oil
shall revert entirely to EGPC upon the lapse of
twenty (20) years frcm the date ¢f such Crude Oil

Discovery, plus the Optional Extension Pericd (as
defined below).

Notwithstanding anything to the contrary under
this Agreement, the duration of a Developmemt
Lease based on a Commercial Gas Discovery shall
in no case exceed thirty- five (35) years from the date
of such Commercial Discovery, unless otherwise
agreed upon between EGPC and CONTRACTOR

and subject to the approval ¢f the Minister of Petr-
oleum and Mineral Resources.

CONTRACTOR shall immediately nctify
EGPC of any Oil Discovery but shall not be requ-
ired to apply for a new Develcpment Lease in resp-
ect of such Crude Oil. The “Optional Extension
Period’’ shall mezn a period of five (5) years which
may be elected by CONTRACTOR upon six (6)
months written notice to EGPC prior to the expiry
of the relevant twenty (20) year period.

(¢) Development operations shall upon theissuance of a Develo-
pment Lease granted following a Commercial Oil Discovery
be started promptly by Operating Company and be conduc-
ted in accordance with good oil field practices and accepted
petroleum engineering principles, until the field is considered
to be fully developed, it being understocd thatif associated
gas is not utilised, EGPC and CONTRACTOR shall negoti-
ate in good faith on the best way to avoid impairing the
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producticn taking intc account, the eco nomic iqterests of ;he
parties and particularly the then current existing operating
practice in Egypt with regard tc unutilised gas.

In the event no Crude Oil in regular shipnients is establ-
ished in any Develcpmernt Blcck within three (3) yearsfrcm
the date ¢f the Cc mmercial Oil Discc veiy, stch Develop-
ment Block shall immediatcly be relinquished. However,
such thrce (3) year period may be extended by an additional
period not exceeding cre (1) yecar subject to the approval
of the Minister ¢f Petrcleum ard Mineral Resources.
Each Dcvelcpment Bleck in @ Develc pment Lease being
partly within the radius «f drainage <{ any prcducing well
in such Developmer.t Lease shall be considered as particip-
ating in the Ccmmercial Prc ductic n referred te abe ve.

Developmrent cperaticns in respect « { Gas, and Crude
Oill in the form of condensate cr LPG, tc be prc duced withcr
extracted from such Gas shall, upcn the signature ¢f a Gas
Sales Agreementcr ccmmercement ¢f 2 scheme to dispe se

of the Gas, whether fcr export as referrcd te in Acticle
VII below cr otherwise, be started prcmptly by Opcrating

Company and be conducted in accerdance with gccd Gas
field practices and accepted petrc leum engineering principles
and the provisions of such agreementcr scheme. In the
event no Commercial Production of Gas is established in
accordance with such agreement or scheme, the Develop-
ment Lease relating to such Gas shall be relinquished,
unless ¢ therwise agreed upon by EGPC.

(f) CONTRACTOR shall bear and pay all the costs and expenses
required in carrying out all the ¢ perations under this Agree-
ment but such cc sts and expenses shall not include any interest
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on investment. Such costs and expenses shall be recoverable
as provided in Article VII. During the term of this Agreem-
ent and its renewal, the tc tal production achieved in the cond-
uct of such operations shall be divided between E GPC and

CONTRACTOR in accordance with the provisions of Art-
icle VII.

(1) CONTRACTOR shall be subject to Egyptian income tax

(2)

laws and shall comply with the requirements of such
laws with respectto the filing of returns, the assessment
of tax, and keeping and showing of books and records.

CONTRACTORs annual income for Egyptian income

tax purposes under this Agreement shall be an amount
calculated as follows :

The total of the sums received by CONTRACTOR
from the sale or other disposition of all Petroleum acqu-
ired by CONTRACTOR pursuant to Article VII, parag-
raphs (a) and (b) :

Minus :

i. The costs and expenses of CONTRACTOR;

ii. The value as determined according to paragraph (c)
of Aiticle VII, of EGPC’s share of the Excess

Cost Recovery Petro leum repaid to EGPC in cash
or in kind, if any,

Plus :

An amount equal to CONTRACTOR'’s Egyptian

income taxes grossed up in the manner shown
in Annex “E”’, Article VI,
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For purposes of above tax deductions in any Tax
Year, paragraph (a) of Article VII shall apply only in
respect of classification of costs and expenses and rates
of amortization, without regard to the percentage limi-
tation 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 paragraph (a) of Article VII as
above qualified shall be deductible in accordance with
the provisions of the Egyptian Income Tax Law.

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

(4) EGPC shall furnish to CONTRACTOR the proper offi-

cial receipts evidencing the paymentof CONTRACTOR’s
Egyptian income tax for each Tax Year within ninety
(90) days following the receipt by EGPC of CONTRAC-
TOR’s receipts tax declaration for the preceding tax year.
Such shall be issued by the proper Tax Authorities
and shall state the amount and other particulars cust-
omary for such receipts.

{5) As used herein, Egyptian income tax shall be inclusive

of all income 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
inclusive of taxes based on income or profits including
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all dividend, withholding with respect to shareholders
and other taxes impcsed by the GOVERNMENT on
the distribution of income or profitsby CONTRACTOR.

(6) In calculating its A.R.E. income taxes, EGPC shall be
entitled to deduct all royalties paid by EGPC to the
GOVERNMENT and CONTRACTOR’s Egyptian

income taxes paid by EGPC on CONTRACTOR’s
behalf.

ARTICLE 1V

WORK PROGRAM AND EXPENDITURES DURING
EXPLORATION PERIOD

(@) CONTRACTOR shallccr merce Exploration Operations
hereunder not later than six (6) months after the Effective
Date. Not later than the end of the twenty fourth (24th)
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 CONTRACT-
OR’s use all seismic, wells and other exploration data
in EGPC’s possession with respect to the Area.

(b) The initial exploration period shall be four (4) years.
CONTRACTOR mayextend this exploration period for two
(2) additional periods of two (2) years each in accordance
with Article IIT (b), each of which upon at least a thirty (30)
days prior written notice to EGPC subject to its expenditure
of its minimum exploration obligations and of its fulfillment
of the drilling obligations hereunder for the then current
period.

CONTRACTOR shall spend a minimum of four million
one hundred thousand U.S. Dollars ($4, 100, 000) on expl-
oration operations and activities related thereto during the
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initia} four(4) year cxploration period; provided that CONT-
RACTOR shall drill twe (2) wells. Fcr the first extension
period that CONTRACTOR elected to extend beycnd the
initial explcraticn pericd CONTRACTOR shall spend a
minimum cfsix million U.S. Dclars ($6, 000, 000) pro vided
that CONTRACTOR shall drilt two (2) wells during such
first extersion pericd. During the second extension period
CONTRACTOR shall spend a minimum of seven million
U.S. Dollars ($ 7, 000, 0C0), provided that CONTRACTOR
shall drill two (2) wells during such pericd. -

Should CONTRACTOR spend more than the minimum
amount required to be expended or drill mcre wells tkan the
minimum required to be drilked during the initial fcur (4)
year expleraticn pericd, cr during any period thereafter,
the excess may be subtracted frcm the minimum amount of
money required to be experded by CONTRACTOR or
minimum number of wells required tc be drilled during any
succeeding exploratic n pericd crpericds, as the case may be.

In case CONTRACTOR surrenders its Exploration rights
under this Agreement as set ferth abc ve before or at the end
of the fourth (4th) year cf the initial Exploraticn pericd,
having expended less than the total sum of four million cne
hundred thousand U.S. Dollars (§ 4, 100, 060) cnn. Explora-
ticn crin the evert at the erd ¢ f the fcur (4) years CONTRA-
CTOR has expended less than said sum in the Area, an amo-
unt equal to the difference between the said four million cne
hundred thousand U.S. DcMars (U.S. § 4, 100, 000) and
the amourt actually spent on exploration activities shall be
paid by CONTRACTOR to EGPC at the time of surrendet-
ing or within three (3) menths frc m the end of the fcurth (4th)
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year of the initial exploration period, as the case may be. Any
expenditure deficiency by CONTRACTOR at the end of any
additional period for the reasons above-noted shall similarly
result in a payment by CONTRACTOR to EGPC of such
deficiency. Provided this Agreement is still in force as to
CONTRACTOR, CONTRACTOR shall be entitled to reco-
ver any such payments as exploration expenditure in the
manner provided for under Article VII in the event of Com-
mercial Production. L)

Without prejudice to Article III (b), in case no Commer-
cial Oil Discovery is established or no notice of Commercial
Gas Discovery is given by the end of the eighth (8th) year as
may be extended, or in case CONTRACTOR surrenders
the Area under this Agreement prior to such time, EGPC
shall not bear any of aforesaid expenses spent by CONTR-
ACTOR.

(¢) At least three (3) months prior to the beginning of each
Financial Year or at such other times as may mutually be
agreed to by EGPC and CONTRACTOR, shall prepare an
Exploration Work Program and Budget for the Area setting
forth the Exploration operations which CONTRACTOR
proposes to carry out during the ensuing year. During each
exploration period, such Work Programs and Budgets taken
together shall be at least suffiicient to satisfy CONTRAC-
TOR’s minimum expenditure obligations for the period it
covers, taking into account any credits for excess drilling or
iexpenditures by CONTRACTOR in prior exploration per-
ods.

The Exploration Work Program and Budget shall be
reviewed by a joint committee to be established by EGPC
and CONTRACTOR after the Effective Date of this Agree-
ment. This Committee, hereinafter referred to as the “Explor-
ation Advisory Committee’’, shall consist of six (6) members,
three (3) of whom shall be appointed by EGPC and three (3)
by CONTRACTOR. The Chairman of the Exploration Adv-
isory Committee shall be designated by EGPC from among
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the members appointed by it. The Exploraticn Advisory
Committee shall review and give such advice as it deems
appropriate with respect to the proposed Work Program afrd
Budget. Following review by the Exploration Advisory
Committee, CONTRACTOR shall make such revisions
as CONTRACTOR deems appropriate and submit the
Explotation Work Program and Budget ¢o FGPC forits
approval. Following Suogi'l approval, it is further agreed that:

(I) CONTRACTOR shall not substantially revise or modify
said Work Program and Budget nor reduce the appros
ved budgeted expenditures without the approval of
EGPC;

3

(2) In the event of emergencies involving danger of loss of
lives or properties, CONTRACTOR may expend such
additional unbudgeted amounts as may be required to
alleviate such danger. Such expenditure shall be con-
sidered in all respects as exploration expenditures and
shall be recovered pursuant to the provisions of
Article VII hereof. A

CONTRACTOR shall advance all necessary funds for all
materials, equipment, supplies, personnel administration
and operations pursuant to the Exploration Work Program
and Budget and EGPC shall not be responsible to bear or
repay any of the aforesaid costs.

CONTRACTOR shall be responsible for the preparation
and performance ¢f the Exploration Work Program which
shall be implemented in a workmanlike manner and
consistenit with good industry practices.

Excupt as is appropriate for the processing ¢ f data, specia-
lised labcratcry, engineering and development studies
thercon, to be made in specialised centers outside A.R.E.
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all third party geological and geophysical studies as well
as any other studies related to the performance of this
Agreement, shall whenever possible be made in the A.R.E.

CONTRACTOR shall entrust the management of
exploration operatior.s in the A.R.E. to its technically
competent General Manager and Deputy General Manager.
The names cf such Manager and Depuvty 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 all lawful written directions given to them by the
GOVERNMENT cr its representative under the terms of
this Agreement. All lawful regulations issued or hereafter
to be issued which are applicable hereunder and not in

conflict with thic Agreement shall apply to CONTRAC-
TOR. |

CONTRACTOR shall supply EGPC, within thirty (30) days
from the end of each calendar quarter, with a Statement of
Exploration Activity showing costs incurred by CONTRA-
CTOR during such quarter. CONTRACTOR’s records and
necessary supporting dccuments shall be available for inspec-
tion 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

suqh. Statement, EGPC shall advise CONTRACTOR in
writing if it considers :

(1) that the record of costs is not correct;

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

services performed within the A.R.E. shall be subtject
te Article XXV;
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(3) that the conditon of the materials furnished by
CONTRACTOR dges rot tally with their prices; or

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

CONTRACTOR shall confer with EGPC in ccnnection
with the prcblem thus presented, ard the rarties shail

attempt to recach a settlement which is mutually
satisfactcry.

Any reimbursement due to EGPC out of the Cost
Recovery Petroleum as a result of reaching agreement ot
of an arbitral award shall be promptly made in cash to
EGPC, plus simple interest at LIBOR plus 2.5 percent per
annum from the date on which the disputed amount (8)
would have been paid to EGPC according to Article VII
(a) (2) and Annex “E’ (i.e., the date cf rendition of the
relevant Cest Recovery Statement) cf this Agreement to
the date of payment. The LIBOR rate applicable shall be
the average ot the figure or figures published by the Finarcial
Times representing the mid-pcint cf the rates (bid ard ask)
applicable to cne month U.S. Dollar depcsits in the Lordon
Interbark Eurccurrency Market on each fifteenth day of
each month cccurring between the date on which the

disputed amount (s) would have been paid to EGPC and
the datc on which it is settled.

If the LIBOR rate is available cn any fifteensth day but
is nct published in the Finawcial Tinmes in respect of such
day fcr any reascn, the LIBOR rate chesen shall be that
offered by Citibark N.A. to cther leading banks in the

Londcn Interbark FEvrccuirency Market for orne month
U.S. Dellar denc sits. | |
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If such fifteenth day is not a day on which LIBOR rates
are quoted in the London Interbank Eurocurrency Market,
the LIBOR rate to be used shall be that quoted on the
next following day on which such rates are quoted.

If within the time limit of the three (3) moths period
provided for in this paragraph, EGPC has not advised ]
CONTRACTOR of its objection to any Statement, such
Statement shall be considered as approved.

CONTRACTOR shall supply all funds necessary foc itsY
operations in A.R.E. under this Agreement in freely conver-
tible currency {from abroad. CONTRACTOR shall have
the right to buy Egyptian currency whenever required and

the conversion shall be made at the local banks in the A.R.E. ]
according to the Official A.R.E. rate of exchange."X

(h) EGPC is authorized to advance to CONTRACTOR the

(@

Egyptian currency required for the operations under this °
Agreement against receiving from CONTRACTOR an%
equivalent amount of U.S. Dollars at the official A.R.E.
rate of exchange, such dollars to be deposited in an EGPC
account abroad with a correspondent bank of the National
Bank of Egypt, Cairo. Withdrawals from said account
shall be used for financing EGPC’s and its Affiliates foreign
currency requirements subject to the approval of the
Minister of Petroleum and Mineral Resources.

ARTICLE V
MANDATORY AND VOLUNTARY

RELINQUISHMENTS
MANDATORY

At the end of the fourth (4th) year after the Effective Date
hereof, CONTRACTOR shall relinquish to the GOVERN-

MENT a total of twenty-five (25) percent of the original
Area not then converted to a Development Lease or Leases.
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Such relinquishment shall be in units ¢f whcle Explora-

tion Blccks or partsof Exploration Blccks xot converted

to Development Leases so as to enable the relinquishment

o " -
requirements to be precisely fulfilled.

At the end of the sixth (6th) year after the Effective
Date herecf, CONTRACTOR shall relinquish to the
GOVERNMENT an additional twenty-five (25) percent of
the original Area not then converted to a Development
Lease or Leases. such relinquishment shall be in units of
whole Exploraticn Blccks or parts ¢f Exploration Blocks
not converted to Development Leases sc as to enable the
relinquishment requirements to be precisely fulfilled. With-
out prejudice to Articles II1 and XXII and the last three
(3) paragraphs of this Article V (a) at the end cf the Explo-
ration period, CONTRACTOR shall relinquish the rema-
inder of the original Area net then ccnverted tc a Devel-
opment Lease cr Leases.

It is understcod that at the time of any relinquishment
the areas to be converted into Development Leases and
which are submitted to the WMinister cf Petrcleum and
Mineral Resources for his approval, according to Article

ITI (d) shall, subject to such approval, be deemed converted
to Development Leases.

Nothing in this Agreement shall be ccnstrued as requir-
ing CONTRACTOR to relinquish any Exploration Block
or Blocks on which a Commercial Oil or Gas Well is discov-
ered before the period of time referred to in Article III (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
is actually drilling or testing, or under evaluation, CONTR-
ACTOR shall be allowed up to a six (6) month period to
enable it to establish a Commercial Discovery.



AN A Wy £ B (mb) TV 2t e Sl i ! o A

Al (o)

el ‘5‘ _,‘\qu&uj ‘5‘&.)\:}‘”‘&%"1&.&‘)“))\&“ e
Joe) VA_a t’«'"'u‘ 23 W OSSO bty Olelhs 5y 4w @ il
uhu‘)‘ PRI o (._;) 3';4'“ o 3,’.’4'.“ FEYS OF C';a..“ u\a\f”‘. ‘S)L;:5~Y‘

o oMel (¥) 5,25 daladl 3oLl
o Al GEYL deles 4T o ol 555G (g ulail BLASNI amy
:"‘"‘T‘“ o JL.»\ M\‘a A ,\,. ‘5-:\15 uLae.J\ sl Sldg Cglail 2:._.‘4]\
| ¢ Al e o padll
( ddbdt 5LV )
S LY A Oldoalt
2 (3) Gy (0) sl Soldl il Slleally elal 4,2
‘,\_’j.:-“ J'.).3 -\.o:ai J “)& ¢ l‘».u‘ Uk' L‘J,Lai\‘, 2-'.:.“ ‘}x élaj‘Y\
LN Iy b L e Gl g ) V) U3 Ll 55 31,5
s sl i ¢ ol plhd S g (€ Olleall
bﬁ")‘” okB \4:5 quln.J N ‘_’,J‘ D)-\a“ d oCoroC d Z:JL.J‘
LAY ¢ gy Sl AW A 05 Jle 4T e
:L..:S'.-Y‘ Cﬂ‘,m} ")33‘)3.” (l(a-‘l 6___:.113' o un.-.? ¢ 23[&'\(! oda
: CJ“", o Q.U‘J;d' oo Jow by W| _,‘..gb;" Py TRPLA

o iz il Jald) (B Ol yavn B av B, O 50 —



X 1841 o 4 & (3 (b) YV 2l e 1 s ! |

() VOLUNTARY

CONTRACTOR may, voluntarily, during any period relin-
quish all or any part of the Area in Blocks provided that at
the time of such vecluntary relinquishment its exploration
obligations under Article IV (b) have been saitsfied for such

period.

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

Following Commercial Discovery, EGPC and CONT-
RACTOR shall mutually agree upon any area to be relin-
quished thereafter, except for the relinquishment provided
for above at the end of the total exploration period.

ARTICLE VI
OPERATIONS AFTER COMMERCIAL
DISCOVERY

(@) On Commercial Discovery, EGPC and CONTRACTOR
shall form in the A.R.E. an Operating Company pursuant to
Article VI (b) and Annex “D’’ which shall be named by
mutual agreement between EGPC and CONTRACTOR
and such name shall be subject to the approvl of the Minister
of Petroleum and Mineral Resources (hereinafter referred
to as “Operating Company’’). Said company shall be a
private sector company. Operating Company shall be sut;j-
ect to the laws and regulations in force in the A.R.E. to the
extent that such laws and regulation are not inconsistent with
the provisions of this Agreement or the charter of Opefating

Company.

However, Operating Company and CONTRACTOR
shall, foc the purpose of this Agreement, be exempted from
the following laws and regulations as now or hereafter
amended or substituted :

— Law No .97 of 1976, organising dealings in foreign curc-
rencies;
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— Law No .48 of 1978, on the staft regulations of Public
Companies;

— Law No.159 of 1981, promulgating th: law on joint stock
companies, partnership limited by share companies and
limited liability companies; and

— Law No. 97 of 1983 promulgating the law concerning
public sector’s authorities and companies.

(b) The charter of Operating Company is hereto attached as

()

Annex “D’’. Within thicty (30) days after the date of
Commercial Oil Discovery or within thicty (3)) days after
signature cf a Gas Sales agreement or commencement
of a scheme to dispose of Gas(unless oth:rwise agreed upon
by EGPC and CONTRACTOR), the Caarter shall take
effect and Opzrating Company shall auatymatically come into
existence without any further proceduces. The Exploration
Advisory Committee shall be dissolved forthwith upon the
coming into existence of the Operating Company.

Ninety (90) days after the date Operating Gompany comes
into existence in ac;ordans: with pa-azraph (b) above, it shall
prepare a Work Pcogram and Budget for further Exploration
and D:evelopment for the remaindec of the year in which the
Commercial 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 pre-
ceding th> commencement of eaci succeeding Financial Year
thereafter (or such other date as may be agreed upon) Opera-
ting Company shall prepare an annual Production Schedule,
Work Program and Budget for further Exploration and
Development for the succeeding Financial Year. The
Production Schedule, Work Program and Budget shall be
submitted to the Board of Directors for approval.
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(d) Notlater than the twentieth (20th) day of each month, Ope-

(e)

rating Company shall furnish to CONTRACTOR a written
estimate of its total cash requirements for expenditure for the
first half and the second half cf the succeeding month expres-
sed in U.S. Dollars having regard to the approved Budget.
Such estimate shall take into consideration any cash expected
to be on hand at month end.

Payment for the appropriate period of such month shall
be made to the correspondent bank designated in paragraph
(¢) below c n the first (1st) day and fifteenth (15th) day respec-
tively, or the next following business day, if such day is not

a business day.

Operating Company is authorised to keep at its own disposal
abroad in an account opened with a correspondent bank
of the National Bank of Egypt, Cairo, the foreign funds
advanced by CONTRACTOR. Withdrawals from said
account shall be used for payment for goods and services
acquired abroad and for transferring to a local bank in the
AR.E. the required amount to meet the expenditures in
Egyptian Pounds for Operating Company in connection with
its activities under this Agreement. o

Within sixty (60) 'days after the end of each Financial
Year, Operating Company shall submit to the appropriate'
exchange control authorities in the A.R.E. a statement, duly
certified by a recognised firm of auditors, showing the funds
credited to that account, the disbursements made out of the
account and the balance outstanding at the end of the year.

(f) If and for as long during the periodof production operations

there exists an excess capacity in facilities which cannot du?

_ ring the period of such excess be used by the Operating Com-

pany, EGPC and CONTRACTOR will consult together to.
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find a mutually agreed fermula whereby EGPC may use the
excess capacity if it so desires without any gunreasonable

financial, or unreasonable operational disadvantage to the
CONTRACTOR.

ARTICLE V11
RECOVERY OF COSTS AND EXPENSES
AND PRODUCTION SHARING !

(@) (1) Cost Recovery Petroleum

Q)

Subject to the auditing provisions under this Agreement,
CONTRACTOR shall recover all costs and expenses in
respect of all the exploration, development and mlatpg
operations under this Agreement fo the exteat and out
of thirty five (35) percent quarterly of all Petroleum pro-
duced and saved from all Development Leases within the
Area hereunder and not used in petroleum operations.

Such Petroleum is hereinafter referred to as “Cost
Recovery Petroleum’’.

For all Exploration, Development and Pro ductlon
hereunder, such costs and expenses shall be recovered
from Cost Recovery Petroleum in the following manner:

Operating Expenses, incurred and paid after the date :
of the initial Commercial Production, which for the:
purposes'of this Agreement shall mean the date on
which the first regular shipment of Crude Oil or the
first deliveries of Gas are made, and shall be recoverab?
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either in the Tax Year in which such costs and expenses
are incurred and paid. Or the Tax Year in which
initial Commercial Production cccurs, whichever is the

later date.

Exploration Expenditures including those accumulated
prior to the commencement of initial Commercial
Production, which for the purposes of this Agreement
shall mean the date on which the first regular shipment
of Crude Oil or the first deliveries of Gas are made,
shall be recoverable at the rate of twenty (20) percent
per annum starting either in the Tax Year in which
such expenditures are incurred and paid or the Tax
Year in which initial Commercial Production co-
mmences, whichever is the later date.

(iif) Development Expenditures, including those accumula-

(iv)

()

ted prior to the commencement of initial Commercial
Production which for the purposes of this Agreement
shall mean the date on which the first regular shipment
of Crude Oil or the first deliveries of Gas are made, shall
be recoverable at the rate of twenty (20) percent per
annum starting either in the Tax Year in which such
expenditures are incurred and paid or the Tax Yearin
which initial Commercial Production commences,
whichever is the later date.

To the extent that, in a Tax Year,costs, expenses or exd-
enditures recoverable per paragraphs (i), (ii), and (iii)}
preceding exceed the value of all Cost Recovery Petro-
leum for such Tax Year, the excess shall be carried forw-
ard for recovery in the next succeeding Tax Year or
Years until fully recovered, but in no case after the
termination of this Agreement 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 Expenditures’’ shall mean all costs
and expenses for Exploration.
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2— “Pevelopment Expenditures’ shall mean all ccsts
(including capital costs) and expenses for Develop-
ment with the exception of Operating Expenses.

3— “Opcrating Expenses’’shall mean all costs, experses
and expenditires made after initial Commercial
Prc duction, which cests, expenses and expenditures

are nct normally depreciable undcr internaticnally
acceptable acccuntin~ practices.

However, Op:rating Expenses shall include
workover, repair and maintenance of assets but
shall rot include ary of the following : side
tracking; redrilling and changing of the status of
a well; replacemert of assets or part of am asset,
additions, improvements, rencwal or major over-
hauling that extend the life of the asset.

(vi) 1t is understcod and agreed upc nn that the rercovery ¢ f

costs and expenses as based upon the rates referred to
above shall be allocatedto each quarte r propertionately
(one fourth to each quartcr). Hc wever, any recoverable
costs and expenses not recovcred in c ne quarter, as thus

allocated, shall be carried fcrward for recovery in the
next quarter.

(2) Except as provided in sub-paragraph (a)(3) below ¢ f this

Article VII and Article VII (e) (1), CONTRACTOR
shall each quarter be entitled te andown all Cost Reco-
very Petroleum, which shall be taken and disposed of in
the manner determined pursuant to Acticle VII (e).
To the exteat that the value of all Cost Recovery Petro-
leum(as determined in sub-paragraph (c)below) exceeds
the actual recoverable costs and expenditures, including
any carry forward under paragraph ‘a) (1) (vi) above,
to be recovered in that quarter, the value of such Excess
Cost Recvery Petroleum shall be paid in cash by
CONTRACTOR to EGPC in the manner set forth in

Article IV of the Accounting Procedure contained in
Annex “E”’.
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(3) Ninety (90) days prior to the commencement of each

year EGPC shall be entitled to elect by notice in
writing to CONTRACTOR to require repayment of
up to one hundred (100) percent of EGPC’s share of
Excess Ccst Recovery Petroleum in kind.

Such repayment will be in Crude Oil from the Area
F.O.B. export terminal or other agreed delivery point
provided that the amount of Crude Oil taken by EGPC
in kind in a quarter shall not exceed the value of Cost
Recovery Crude Oil actually taken and separately
disposed of by CONTRACTOR from the Area during
the previous quarter. If EGPC'’s entitlement to receive
repayment of its share of Excess Cost Recovery Petro-
leum is limited by the foregoing proviso, the balance
of such entitlement shall be paid in cash.

(b) Production Sharing

(1)

The remaining sixty five (65) percent of the Petroleum
shall be divided between EGPC and CONTRACTOR
according to the following shares. Such shares shall
be taken and disposed of pursuant to Article VII (e).

()) Crude Oil
EGPC CONTR-
ACTOR
Share?, Share 9,

Crude oil prcduced and saved
under this Agreement and not
used in Petroleum operations.
Barrels per day (BOPD) (quar-
terly average). -

That portion or increment up
to 25, 000 BOPD. ' 80 20

That portion or increment in
excess of 25, 000 BOPD and up
to 30, 000 BOPD. 83 17
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(2)

That portion or increment in
excess of 50, 000 BOPD and up
to 75, 000 BOPD. 85 15

That portion or increment
im excess of 75, 000 BQPD. 88 12

(%) Gar and LPG

Gas and LPG produced and saved
under this Agreement and not 80 20
used in Petroleum operations.

After the end of each contractual year during the term of
any Gas Sales Agreement entered into pursuant to
Article VIT (e) EGPC and CONTRACTOR (as sellers)
shal} render to EGPC(as buyer)a statemrent for an amount
of Gas, if any, equal to the amount by which the
quantity of Gas of which EGPC (as buyer) has taken
delivery falls below seventy five (75) percent of the Con-
tract quantities of Gas as established by the applicable
Gas Sales Agreement (the “Shortfall’’), provided the Gas
is available. Within sixty (60) days of receipt of the
statement, E GPC (as buyer) shall pay EGPC and CONT-
RACTOR (as scllers) for the amount cf the Shortfal,
if any. The Shartfall skall be included in EGPC’s and
CONTRACTOR’s entitlements to Gas pursuant to
paragraphs (a) and tb} of this Artiele in the fourth (4th)
quarter of such contractual year.

Quantities of Gas not taken but to be paid for shall
be recorded in a separate “Take and Pay account’’.
Quantities of Gas(“Make Up Gas’’) which are delivered
in subsequent years in excess of seventy five (75)
percent of the Contract quantities of Gas as established
by the applicable Gas Sales Agreement, shall be set
against and reduce ;quantities of Gas in the Take and
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Pay account’ to the extent thereof and, to that extent,
no payment shall be due in respect of suh Gas. Such
Make Up Gas shall not be includedin CONTRACTOR
entitlements to Gas pursuant to paragraph (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
constructed and operated by or on behali of EGPC
and CONTRACTOR shall applyto all LPG available
for delivery.

(¢) Valuations of Petroleum

(1) Crude Oil

(i) 1t is the intent of the Parties that the value of the
Cost Recovery Crude Oil shall reflect the prevailing
market price for Crude Oil. For the purpose of
evaluating the prevailing market value of the
quantity of Cost Recovery Crude Oil to which
CONTRACTOR is entitled hereunder during each
calendar quarter, the weighted average price realized
for comparable quantities on comparable credit
terms in freely convertible currency from F.O.B.
point of export sales to non-Affiliated Companies
during any such quarter at arms-length by either
EGPC or CONTRACTOR under all Crude Oil
sales contracts currently in eftect, but excluding
Crude Oil spot sales not consistent with prevailing
market prices for similar crude oil and also exclu-
ding crude oil sales contracts involving barter,
whichever is higher, shall be used. 4

It is understood that in the case of C.1.F. sal;:
appropriate deductions shall be made for transport
and insurance charges to calculate the F.O.B. point
of export price; and always taking into account
the appropriate adjustment for quality of Crude
Oil, freight advantage or disadvantage of port of
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loadizg and other apprc priate adjustments. Neve-
rthelcss, if CONTRACTOR considers the Yalue of
the Cost Recovery Crude Oil so determined not
to reflect the market conditions prevailing during
the calendar quarter, CONTRACTOR and EGPC
shall meet and mutually agree upon the price.

() If during any calendar quartcr there are no such
safes by EGPC or CONTRACTOR under Crude
Oil sales contracts currently in effcct EGPC and
CONTRACTOR shall mcet and mutually agree
upcn the price cf Crude Oil to be used in
determining the value menticned in sub-paragraph
(c) (1) (i) atove. Pending such mutual agreement
the price used shall be the last price determined
pursuant to sub-paragraph (¢) (1) (i) or under
this sub-paragraph (c) (1) (ii) whichever is later,
and appropriate adjustment will be made thereto

* after determinaticn of a mutually agreed price by
EGPC and CONTRACTOR.

(2) Gas and LPG

(/) The Cost Reoc very and Prcfit Shares of Gas subject
to a Gas Sales Agreement between EGPC and
CONTRACTOR (as sellers) and EGPC (as buyer)
entered into pursuant to Article VII (e) shall be
valued and delivered to and purchased by EGPC

at a price determined according to the fcllowing
formula

| F
PG = 085 X sygo 1w xH

Where :

PG = the value cf the Gas in U.S. Dclars per
thousand oubic feet (MCF).

——

F = a value in U.S. Dollars per metric ton of
{uel ail caloulated by refecring to - “Platt’s
Oilgram Price Report’’ during a month under
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the heading ‘“European Bulk Cargoes FOB
Mediterranean Basis Italy’’ 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 sucb values were quoted.

H = the number of British Thermal Units (BTUs)

per thousand cubic feet (MCF) of the Gas.

In the event that Platt’s Oilgram Price Report
is issued on certain days during a month but not on
others, the value of F shall be calculated using only
those issues which are published during such month.
In the event that the value of F cannot be determined
because Platt’s Oilgram Price Report is not publi-
shed at all during a month, the parties hereto shall
meet and agree to the value of F by reference to
other published sources. In the event there are no
such published sources or if the value of F cannot
be determined pursuant to the foregoing for any
other reason, the parties hereto shall meet and
agree to a value of F by reference to the average
value of low and high sulphur content fuel oil deli-
vered F.O.B. from the Mediterranean area.

Such valuation of Gas under a formula providing
for a fifteen (15) percent discount is based upon
delivery at the delivery point specified in Article
VI1I (e) 2 (ii) below, and is to enable EGPC to finance
and maintain the portions of the pipeline distribu-
tion system to be provided by EGPC.

(ii) The Cost Recovery and Prcfit Shares of LPG
produced from a plant constructed and operated by
or on behalf of EGPC and CONTRACTOR shall be
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separately valued for Propane and Butane at the
outlet of such LPG plant accordingto the following
formula (unless otherwise agreed between EGPC
and CONTRACTOR) :

| F
PLPG=0.95 PR — (J X 0-85 X357z 716¢)
Where :

PLPG =LPG price (separately determined for
Propanc and Butane) in U.S. Dellars
per metric ton.

PR = The average over a period of a month of
the figures representing the mid-point
between the high and lcw prices in U.S.
Dollars per metric tcn quoted in “Plaft’s
LPGaswire’’during such month for Prcpare
and Butane F.O.B. Ex - Ref/Stcr. West

Meditesranean.

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- paragr-
aph (i) above.

In the event that Platt’s LPGaswire is issmed on
certain days during a meath but not on others, the
value of PR shall be calculated using only those
issues which are published during such month.
In the cvent that the value of PR cannot be deferm-
ined because Platt’s LPGaswire is pot published at
all during a month, the partics hereto shall meet
and agree to the value of PR by reference to other



VoA L iy £ b (mB) WY 2l e i ! AY

or OF 1 of ¢ 0dS 4, gtie jolan 5409 (e dio By o &Y 5,2l
e AT e 6N G L oy (L o) b it pllzll 6
Flodl Js 2l S8 s N par i (50 ) B o 3653 S
P Cop» pplol e ads o3 (g1 (OB sdty SbyJl)  (LPGo
o doo gl ol Gl

ROV pllge PG Fl gl 5l oo b e iy
o o8 (¥) ¥) (&) 5,8 Ll BL1N § Soaall ol L & Pl

loboo o3 (1 LPGy  FLUII Syl jids W1 Slan Gl — ¢
o JUI je2hh DN ¢ gl e e

Ll B g e S Jgllly T 6 e Lgds ai Al e L
o Nad il Ladll Hla LT e (-#) 5,8 4wl

. O (5)
Opanas daes 95 A gl (S ey 3y ) Oudeadb AWl &S 81

Ay Jolid ands LS |5 ( VL“‘U El:,'sﬂ e S e Ly ~|-(.~\.)._

Al (Ko 61 Ol W Huir 31 Jo )l S Jlal i
s i ) sl JYe ¢ WYY shia atie LBy Ly blizYl,
S Jog o 5l cal els 5 Lo bl Galdl J0W sy ¢ 5,45l
a9 o e o5 A Ciad IS b Lo Lad! LT 2 1 @ sl UL LSERT

A moles sl CobL (e I bl L1 S g o
¢ gl o140 By Jatiy Slay plir AN Dl it Sges JI
Lt A @ AW SR WL AV WL pl) o Y e Wl
% e U ol g o AW ada el 1 g 54 B2, kN
o okt (JA) ol L VK’N Lis o C.»Ll.ulb W&



AY 1A Lo g g () YV 2l L S )

published sources. In the event that there are no
such other published sources or if the value of PR
cannot be determined pursuant to the foregoing
for any other reason, the parties hereto shall meet
and agree to the value of PR by reference to the

value of LPG (Propane and Butane) delivered
F.O.B. from the Mediterranean Area.

Such valuation of LPG is based upon delivery

at the delivery point specified in Article VII (e) (2)
(iii) below.

(iii) The prices of Gas and LPG so calculated shall apply
during the next succeeding month.

(iv) The Cost Recovery and Profit Shares of Gas and
LPG disposed of by EGPC and CONTRACTOR
other than to EGPC pursuant to Article VII (e)
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 writing to
CONTRACTOR and EGPC a forecast setting out a total
quantity of Petroleum that Operating Company estimates
can be produced, saved and transported hereunder during

such calendar semester in accordanc~ with good oil and ¥gas
industry practices.

h Y
. ‘-,—"1?..‘

Operating Company shall endeavour to produce each cale-
ndar semester the forecast quantity. The Crude Oil shall be
run by Operating Company through pipelines ot to storage
tanks or offshore loading facilities constructed, maintained
and operated according to Government Regulations, in 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.
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(¢) Disposition of Pejrolewm

1),

)

EGPC and CONTRACTOR shall have the right and the
obligaticn tc separately take and freely export cr other-
wise dispose of currently all cf the Crude Oil tc which
each is entitled under Article VII (a) and (£). Subject
to payment cf sums due to EGPC under Articles VII
(a) (@) and IX, CONTRACTOR shall have the right to
retain abroad all funds acquired by it abrc ad including
the prcceeds from the sale of its share « € Petroleum
exported. Notwithstanding anything to the countrary
under this Agreement, pricrity shall be .given to meet
the requiremecnts 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 a price
to be determined pursuant to Article VII(¢). The amo-
uat of Crude Oil so purchased shall be a pertion of
CONTRACTORs share of the Crude Oil produced un-
der this Apreement. Such amount shall be proportio-
nal to CONTRACTOR s share of the total prcduction
of Crude Oil from the cornccssion areas in the A.R.E.
that are also subject to EGPC’s preferential right to
purchase. The payment fcr such purchased amcunt
shall be made by EGPC in U.S. Dollarsorin any other
freely convertible currency remittable by CONTRAC-
TOR abrcad. It is agreed upcn that EGPC shall
notify CONTRACTOR, 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 (e) (1).

With respect to Gas and LPG Prcduced from the Area :

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

(#7) In the event that EGPC is to be the buyer of Gas,
the dispcsition of Gas to the local market as indic-
ated above shall be by virtue of long term Gas
Sales Agreements to be entered into between EGPC
;nd CONTRACTOR (as sellers) and EGPC (as

uyer).
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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 purposesrequired by this Agre-
ement.

(@) In the event no LPG Plant is constructed to
process 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 depicted in Annex
“F** hereto or as otherwise agreed.J§

(b) In the event an LPG Plant is constructed to
process such Gas, such Gas shall be metered,
at the inlet to such LPG Plant. However,
notwithstanding the fact that the metering
shall take place at the LPG Plant inlet,
CONTRACTOR shall through the Operating
Company, build a pipeline suitable for transport
of the processed Gas from the LPG Plant outlet
to the point of delivery to be agreed upon by
parties under the Gas Sales Agreement which
point of delivery shall be the flange connecting
the pipeline to the National Gas Pipeline Grid
System as depicted in Annex “F’’ hereto or
as otherwise agreed. Such pipeline shall be
owned in accordance with Article VIII (a) by
EGPC, and its cost shall be financed and reco-
vered by CONTRACTOR as Development
Expenditures pursuant to Article VII.

(!i)) EGPC and CONTRACTOR shall consult together
to determine whether to build an LPG Plant for
recovering LPG from any Gas produced hereunder.
In the event EGPC and CONTRACTOR decide
to build such a plant, the plant shall, as is appropri-
ate, be in the vicinity of the National Pipeline Grid
System. Delivery of LPG for royalty and other
purposes required by this Agreement shall be at the
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(iv)

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 Mini-
ster of Petroleum and Mineral Resources agrees to

accelerated recovery.

EGPC (as buyer) shall have the option to elect,by
nirety (90) days prior written notice to EGPC and
CONTRACTOR (as sellers), whether payment for
the gas which is subject to a Sales Agreement be
tween EGPC and CONTRACTOR (as sellers) and
EGPC (as buyer) and LPG produced from a pilant
constructed and operated by or on behalf of EGPC
and CONTRACTOR, as valued in accordance with
Article VII (¢), and to which CONTRACTOR
is entitled under the provisions of cost recov-
ery and production sharing as stipulated in Arti-
cle VII of this Agreement, shall be made 1 (in
cash or 2) in kind.

Payments in cash shall be made by EGPC (as
buyer) at intervals provided for in the relevant Gas
Sales Agreement in U.S. Dollars remittable by
CONTRACTOR abroad.

Payments in kind shall be calculated by converting
the value of Gas and LPG to which CONTRAC-
TOR is entitled into equivalent barrels of Crude Oil
to be taken concurreatly by CONTRACTOR from
the Area, or to the extent that such Crude Oil
1s insufficient, Crude QGil 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 enti-
ted to lift under this Agreement. Such equivaleat
barrels shall be calculated on the basis of the provi-
sions of Article VII (¢) of this Agreement relating to
the valuation of Cost Recovery Crude Oil.
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Provided that :

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

available for conversion as provided for
above.

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

Payments to CONTRACTOR (whether
in cash or kind), when related to CONTRA-
CTOR’s Cost Recovery Petroleum, shall be
included in CONTRACTOR’s Statement of
Recovery of Cost and of Cost Recovery Petro-
leum referred to in Article IV of Annex
“E” of this Agreement.

(v) Should EGPC (as buyer) fail to enter into a long-
term Gas Sales Agreement with EGPC and
CONTRACTOR (as sellers) within five (5) years
(unless otherwise agreed)from a notice of Comme-
rcial Gas Discovery pursuant to Article III, EGPC
and CONTRACTOR shall have the right to take
and freely dispose of the quantity of Gas and LPG
in respect of which the notice of Commercial Disc-
overy is given by exporting such Gas and LPG.

(vi) The proceeds of sale of CONTRACTOR'’s share
of Gas and LPG disposed of pursuant to the gbove
sub-paragraph (v) may be freely remitted or
retained abroad by CONTRACTOR,
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(vii) aa) upon the expiration of the five (5) year period

referred to under Article VII (e) (v) above,
CONTRACTOR shall ‘have the obligation to
exert its reasonable efforts to find an export
market for Gas reserves.

bb) In the event at the end of the five (5) year pzriod

cc)

referred to under Article VII'(e) ¢(v) above,
CONTRACTOR and EGPC have not entered
into a Gas Sales Agreement, CONTRACTOR
shall retain its rights to such Gas reservesfor
a further period of up to szven (7) years,
subject to Article VII (e) (vii) (cc), during
which pzriod BEGPC shall attempt to find a
market for the Gas ressrves.

In th: event that CONTRACTOR has not
entered into a Gas Sales Agreement pursuant
to Article VII(2)(2) prior to the expiry of
twelve (12) years from CONTRACTOR’s
noticz of Commercial Gas Discovery, CON-
TRACTOR shall sarrender the Gas reserves
in respect of which such notice has been
given. It being understood that CONTRAC-
TOR shall, at any time prior to the expiry
of such twelve (12) year period, surrender the
Gas reserves, if CONTRACTOR does not
accept a reasonable offer of a Gas Sales
Agreement from EGPC within six (6) months
from the date such offer is made provided
thatthe Gas Sales Agreement offered to CON-
TRACTOR shall take into consideration
the relevant technical and economic factors
to enable a commercial contract including ;

— A sufficient delivery rate.

— De:livery pressure to enter the National
Gas Pipeline Grid System at the point of
delivery.
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— Delivered Gas quality specification
not more stringent than those generally
applied in Egypt.

(viii) CONTRACTOR shall not be obliged to surrender
a Development Lease based on a Commercial Gas
Discovery, if Crude Oil has been discovered in

commercial quantities in the same Development
Lease.

(f) 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 hereunder,,CONTRACTOR retains rights to
Crude Oil in the same Development Lease, operations to
explore for or to exploit Petroleum, the rights to which have
reverted or been surrendered (Oil or Gas as the case may be)
may only be carried out by Operating Company which shall
act on behalf of EGPC alone, unless CONTRACTOR and
EGPC agree otherwise.

(g) Tanker Scheduling

. . - -
At a reascnable time prior to the ccmmencement of

Commercial Production EGPC and CONTRACTOR shall
meet and agree upon a procedure for scheduling tanker lif-
tings from the agreed upon point of export.

ARTICLE VIII
TITLE TO ASSETS

(@ EGPC shall become the owner of all Contractor acquired
‘and owned assets which assets were charged to cost recovery
by CONTRACTOR in connection with the operations carried
outby CONTRACTOR or Operating Company in accordance
with the following :

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

(2) Title to fixed and movable assets shall be transferred
automatically and gradually from CONTRACTOR to
EGPC as they become subject to recovery in accordanoe
with the provisions of Article VII; however the full title
to fixed and movable assets shall be transferred automa-
tically from CONTRACTOR to EGPC when its total
cost has been recovered by CONTRACTOR in accor-
dance with the provisions of Article VII or at the time
of termination of this Agreement, with respect to all

assets chargeable to the operations whether recovered
or not, whichever first occurs.

The Book Value of the Assets created during each calen-
dar quarter shall be communicated by CONTRACTOR to
EGPC or by Operating Company to EGPC and CON-

TRACTOR within thirty (30) days of the end -of each
quarter.

During the term of this Agreement and the renewal period
EGPC, CONTRACTOR and Operating Company are entit-
led to the full use and enjoyment of all fixed and movable
assets referred to above in connection with operations here-
under or under any other Petroleum Concession entered into
by the Parties. Proper accounting adjusttnent shall bc made.
CONTRACTOR 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 lease
in accordance with good industry practices, including but
not limited to the lease of computer hardware and software.

ARTICLE;IX
BONUSES

CONTRACTOR shall pay to EGPC as a Signature

Bonus the fsum of five hundred thousand U.S. Dollars
(US $ 500,000 ) on the Effective Date.
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(b)) CONTRACTOR shall pay to EGPC the sum cf two million
and five hundred thousand (US $ 2, 500, 000) U.S. Dollars as
a Production Bonus when the total average daily production
from the Area first reaches the rate of twenty five thousand
(25, 000) barrels per day for a period of thirty (30) consecu-
tive producing days. Such payment will be made within
fifteen (15) days thereafter.

(¢) CONTRACTOR shall also pay to EGPC the additional sum
of two million and five hundred thousand (US $§ 2, 500, 000)
U.S. Dollars as a Production Bonus when the total average
daily production from the Area 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 i
fifteen (15) days thereafter.

(d) CONTRACTOR shall also pay to EGPC the additional sum
of two million and five hundred thousand (US $ 2, 500, 000)
U.S. Dollars as aProduction 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 period of thirty
(30) consecutive producing days. Payment will be made
within fifteen (15) days thereafter.

()  CONTRACTOR shall also pay to EGPC the additional sum
- of two million and five hundred thousand (US $ 2, 500, 000)
U.S. Dollars as a Production Bonus when the total average
daily production from the Area first reaches the rate of one
hundred thousand (100, 000) barrels per day for a period of
thirty (30) consecutive producing days. Payment will be
made within fifteen (15) days thereafter. |
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(f) All the above- mentioned Bonuses shall in no event be
recovered by CONTRACTOR.

(g2) In the event that EGPC elected to develop any part of the
Area pursuant to the sole risk provisions of Article IIT (c¢)
hereinabove, production from such sole risk Area shall
be considered for the purposes of this Article IX only if
CONTRACTOR exercises its option to share in such prod-
uction, and only from the initial date of sharing.

(h) Gas shall be taken into account for purposes of
determining the total average daily production from the
Area under Article IX (b) - (d) by converting daily as
delivered into equivalent barrels of daily Crude Oil produc-
tion in accordance with the following formula :

MCF X H x 0.136 = equivalent barrels of Crude Oil

Where
MCF = on: thousand of cubic feet of Gas

§H = the pumber of million British Thermal Untis
(BTUs) per MCF

ARTICLE X
OFFICE AND SERYICE OF NOTICES

- * T CONTRACTOR shall maintain an office in the A.R.E.
at which notices shall be validly served.
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The General Manager and Deputy General Marager shall be
entrusted by CONTRACTOR with sufficient power to carry cut
all local written directions given to them by the GOVERNMENT
or its representatives under the terms of this Agreement. All
lawful regulations issued or hereafter to be issued which are appli-
cable hereunder and not in conflict with this Agreement shall
apply to the duties and activities f the General Manager and
Deputy General Manager.

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

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

ARTICLE XI
SAYING OF PETROLEUM AND
PREYENTION OF LOSS

(a) Operating Company shall take all proper measures, according
to generally accepted methods in use in the oil and gas indu-
stry 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 GOVERNM-
ENT 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 or Gas field.

() Upon completion of the drilling of a productive well, Opera-
ting Company shall inform the GOVERNMENT cr its
representative of the time when the well will be tested and the
production rate ascertained.

(¢) Except in instances where multiple producing formations
in the same well can only be produced economically through
single tubing string, Petroleum shall not be produced from
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multiple cil carrying zones through one string of tubing
at the same time, except with the prior approval of the
GOVERNMENT or its representative.

(d) Operating Company shall r¢cord data regarding the quant-

(e)

()]

ities of Petroleum and water produced monthly from each
Development Lease. Such data shall be sent to the
GOVERNMENT or its representative on the special
forms provided for that purpose -within thirty (30) days
after it is obtained. Daily or weekly statistics regarding
production from the Area shall be available at all reason-
able 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 fcr the purpose of
protecting Petroleum, Gas bearing or fresh water strata.

Any substantial alteration by CONTRACTOR of me-
chanical conditions of the well after its completion shall

be subject to the approval cf the representative of the
GOVERNMENT.

ARTICLE XII
CUSTOMS EXEMPTIONS

EGPC, CONTRACTOR and Operating Company shall be
permitted to import ard shall be exempted fcom customs
taxes and duties and other taxes and from the importa-
tion rules with 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 passenger cars), electric appliar.ces, air
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conditioners for offices and oil fields, electronic appliances,
computer hardware and software, as well as spare parts
required for any of these items, all subject to a duly appr-
oved certificate by an EGPC responsible representative
nominated by EGPC for such purpose, that the imported

items are required for carrying on the activities related to
this Agreement.

Machinery, equipment, appliances and means of transport
and transportation imported by contractors and sub-contr-
actors temporarily engajed in an activity related to the oper-
ations which are the 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 certificate by an EGPC responsible representative
nominated by EGPC for such purpose, that the importeditems
are required for carrying on the activities related to this
Agreement. Items excluding motorvehicles set out in
paragraph (a) of this Article imported by contractors and
sub-contractcrs for the aforesaid activities, in order to be
installed or used permanently or consumed shall be subject
to the exemption set forth in the paragraph (a) of this article
after being duly certified by an EGPC responsible represent-

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

The employees of CONTRACTOR, Operating Company
and their contractors and sub-contractors shallnot be entitled
to any exemptions from customs duties and other ancillary
taxes and charges except within the limits of the provisions
of the laws and regulations applicable in the A.R.E.

Items imported into the A.R.E. whether exempt or not
exempt from customs duties and other ancillary taxes and
charges hereunder, may be exported by the importing party
at any time after obtaining EGPC’s approval, 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
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the approval of EGPC and Customs Department.In this case
the purchaser shall pay all applicable custcms -duties and
other ancillary taxes and charges, accordingto the condition
and value of such items and the tariff applicable on the’date
of sale, unless such items have already been sold to anaffil-
iated company of EGPC, having the same exemption or
unless title to such items (excluding passenger cars) have
reverted to EGPC or the Custcms Department. In the event
of any such sale under this paragraph (d), the proceeds from
such sales shall be divided in the following manner :

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

The exemption provided fcr in paragraph (a) cf this Article
shall not apply to any imported items when, in the opinionJ
of EGPC, items of the same, or substantially the same kind
and quality are manufactured locally and are available for
timely purchase and delivery in the A.R.E. at a price not higher §
than ten percent (109;) mcre than the cost of the imported
item before customs duties, but after transportation and
insurance costs have been added.

CONTRACTOR, EGPC and their respective buyers shall
be entitled to export the Petroleum referred to in this Agre-
ement; no license being required, and shall be exempted from
any duties, or taxes, or any other imposts in respect of the
export of Petroleum hereunder.
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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
accounts, in accordance with the Accounting Procedure in
Annex “E’’ and accepted accounting practices generally used
in the petroleum industry, and such other books and records
as may be necessary to show work performed under this
Agreement, including the amount and value of all Petroleum
produced and saved hereunder. CONTRACTOR and
Operating Company shall keep their books of account and

. accounting records in United States Dollars. Operating

®)

Company shall furnish to the GOVERNMENT or its repres-
entative monthly returns showing the amount of petroleum
produced and saved hereunder. Such returns shall be pre-
pared in the form required by the GOVERNMENT or its
representative and shall be signed by the General Manager
or by the Deputy General Manager or a duly designated
deputy, and delivered to the GOVERNMENT or its
representative within thirty (30) days after the end of the
month covered in the return.

The aforesaid books of account and other books and records
referred to abcve shall be available at all reasonable times

for inspcction by duly authorized representatives of the
GOVERNMENT.

CONTRACTOR shall submit to EGPC a Profit and Loss
Statement of its Tax Year not later than four (4) months
after the commencement of the following Tax Year to show

its net profit or loss from the petroleum operations under this
Agreement for such 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 Egyptian certified accounting firm.
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ARTICLE XIV
RE CORDS, REPORTS AND INSPECTION

(@) CONTRACTOR and Jor Operating Company shall prepare

©®)

()

()

and , at all times while this Agreement is in force, maintain
accurate and current records of its operations in the Area
hereunder. CONTRACTOR and/or Operating Company
shall furnish ‘the GOVERNMENT or its representative,
in conformity with applicable regulations or as the GOVE-
RNMENT or its representative may reasonably require
information and data concerning its operations under this
Agreement. Operating Company wil' perform the functions
indicated in this Article XIV in accordance with its respective
role as specified in Article V1.

CONTRACTOR and/or Operating Company shall save and
keep for a reasonable period of time a representative portion
of each sample of cores and cuttings taken from*drilling wells,
to be disposed of, or forwarded to the GOVERNMENT or
its representative in the manner directed by the GOVERN-
MENT. All samples acquired by CONTRACTOR and/or
Operating Company for their own purposes shall be oonsnd-

ered available for inspection at any reasonable time by ; *the
GOVERNMENT or its representatives.

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

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
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record, if available, is maintained in the A.R.E. and provided
that such exports shall be repatriated to the A.R.E. immedi-
ately on the understanding that they belong to EGPC.

(¢) During the period CONTRACTOR is conducting the
exploration operations, EGPC’s duly authorized represent-
atives or employees shall have the right to full and complete
access to the Area at all reasonable times with the right to
observe the operations being conducted and to inspect all
assets, records and data kept by CONTRACTOR. EGPC’s
representative, in exercising its rights under the preceding
sentence of this paragraph (e), shall not interfere with
CONTRACTOR'’s operations. CONTRACTOR shall pro-
vide EGPC with copies of any and all data (including but
not limited to, geological and geophysical reports, logs and
well surveys) information and interpretation of such data,
and other information in CONTRACTOR’s possession.
CONTRACTOR or CONTRACTOR members shall be
entitled to disclore the aforesaid data as may be apprOpriat?
subject to confidentiality undertakings and EGPC ‘approval.
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.

ARTICLE XV
RESPONSIBILITY FOR DAMAGES }

CONTRACTOR shall entirely and solely be responsible in
law toward third parties for any damage caused by CONTRA-
CTOR’s exploration operations and shall indemnify the GOVER-
NMENT and/or EGPC against all damages for which they may
be held liable on account of any such operations.
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'ARTICLE XVI
PRIVILEGES OF GOVERNMENT
REPRESENTATIVES

Duly authorized representatives cf the GOVERNMENT
shall have access to the Area covered by this Agreement and to
the operations conducted therecon. Such representatives may
examine the books, registers and reccrds of EGPC, CONTRA-
CTOR and Operating Company and make a reasonable number
of surveys, drawings and tests fer the purpcse of eenfercing this
Agreement. They shall, for this purpcse, be entitled to make
reasonable use of the machinery and instruments of CONTRA-
CTOR or Operating Company on the condition that no dangeror
impediment to the operations hereunder shall arise directly or
indirectly from such use. Such representatives shall be given
reasonable assistance by the agents and employees of CONTRA-
CTOR or Operating Company so that none of the activities <hall
endanger or hinder the safety or efficiency of the operations.
CONTRACTOR or Operating Ccmpany shall offer such repres-
entatives all privileges and facilities accorded to its own emplo-
- yees in the field and shall provide them, free of charge, the use of

reasonable office space and of adequately furnished _accommo-
dation while they are in the field for the purpose of facilitating the
objectives of this Article. Without prejudice to Article XIV
(¢), any and all information obtained by the GOVERNMENT or
its representative under this Article XVT shall be kept confidential

with respect to the Area.

ARTICLE XVII
EMPLOYMENT RIGHTS AND

TRAINING OF ARAB REPUBLIC
OF EGYPT PERSONNEL

(a) It is the desire of EGPC and CONTRACTOR that opera-

tions hereundet be conducted in a business-like and efficient
manner.

(1) The expatriate administrative, professional and technical
perSonnel employed by CONTRACTOR or Operating
Company and the personnel of its contractors for the
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©)

(d)

conduct of the operations hereunder, shall be granted a
residence as provided for in Law No .89 of 1960 as ame-
nded and Ministerial Order No . 280 of 1981 as amended,
and CONTRACTOR agrees that all immigration, pass-
port, visa and employment regulations of the A.R.E.

shall be applicable to all alien employees of CONTR-
ACTOR working in the A.R.E..

(2) A minimum of twenty-five (25) percent of the combined
salaries and wages of each of the expatriate administr-
ative, professional and tcchnical personnel employed
by CONTRACTOR or Operating Company shall be
paid monthly in Egyptian Currency.

CONTRACTOR and Operating Company shall each select

its employees and determine the aumber 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 cperations hereunder with
respect to applicable aspects of the petroleum industry.
CONTRACTOR and Operating Company undertake to
replace gradually their non-executive expatriate staffs by
qualified nationals as they are available.

During the pericd when CONTRACTOR is conducting
Exploration, CONTRACTOR shall give mutually agreed
numbers of EGPC employees an cpportunity to attend and
participate in CONTRACTOR’s and CONTRACTOR’s
Affiliate training prograns relating to exploration and
develcpment operations. In the event that the tctal cost of
such programs is; less than fifty thousand United States
Dollars (U.S.$ 50, 000) in any Financial Year during such
period, CONTRACTOR shall pay EGPC the amount of
the shortfall within thirty (30) days fcllcwing the end cf such
Financial Year. However EGPC shall have the right that
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said amount (§ 50,000) allocated for training, be paid directly
to EGPC for such purpcse. |

ARTICLE XVIII
LAWS AND REGULATIONS

(@) CONTRACTOR and Operating Company shall be subyect to
Law No .66 of 1953 (excluding Article 37 thereof) as amended
by Law No.86 of 1956 and the regulations issued for the
implementation thereof, including the regulations for the
safe and efficient performance of operations carried out for
the execution of this Agreement and for the conservation
of the petroleum resources of the A.R.E. provided that no
regulations, modification or inaterpretation thereof shall be

contrary to or inconsistent with the provisions of this Agre-
ement.y

() EGPC, CONTRACTOR and Operating Ccmpany shall be
exempted {rom all taxes and duties, including but not limited
to taxes on the extracting, prc ducing, exporting or transpor-
ting of Petroleum hereunder except as provided in Article

ITI paragraph (g) for inccme taxes. CONTRACTOR shall
also be exempted from any tax on capital.

(c) The rights and obligations of EGPC and CONTRACTOR
under, and for the effective term of this Agreement, shall be
governed by and in acccrdance with the provision of this

[ Agreement and can only be altered cr amended by the written
mutual agreement of the said contracting partics.

[(d) The contractcrs and sub-contractors of CONTRACTOR
and Operating Company shall be subject to the provisions
of this Agreement which affect them. Insofar as all regula-
tions ‘which “are duly iissued by the GOVERNMENT apply
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(e)

(a)

(®)

from time to time and are not in accerd with the provisicns
of this Agreement, such regulations shall not apply to the
CONTRACTOR, Operating Company and their respective
contractors and sub-contractors, as the case may be.

EGPC, CONTRACTOR, Operating Company and their
sub-contractors shall for the purpeoses cf this Agreement

be exempted from all prcfessional stamp duties imposed by
syndical laws with respect to their documents and activities

hereunder.

ARTICLE XIX
RIGHT OF REQUISITION

In case of national emergency due to war or imminent expec-
tation of war or internal causes, the GOVERNMENT may
requisition all or part of the production from the Area obta-
ined hereunder and require Operating Company to increase
such production to the utmost possible maximum. The
GOVERNMENT may also requisition the Qil or Gas field
itself and, if necessary related facilities.

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

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

(d) In the event of any requisition as provided above, the
GOVERNMENT shall indemnify in full EGPC and CON-
TRACTOR for the period during which the requisition
is maintained, including :

(1) 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
production.

However, any damage resulting from enemy
attack is not within the meaning of this paragraph (d).
Payment hereunder shall bz made to CONTRACTOR
in U.S. Dollars remittable abroad. The price paid to
CONTRACTOR for Petroleum taken shall be calcu-
lated in accordance with Arcticle VII paragraph (c)..

ARTICLE XX
ASSIGNMENT

(a) Neither EGPC, CONTRACTOR nor CONTRACTOR
MEMBER may assign to a person, firm or corporation, in
whole or in part, any of its rights privileges, duties or obliga-
tions under this Agreement without the written consent of
the GOVERNMENT.

(b) To enable considzration to bs given to any request for such
cons:nt, the following conditions must bz fulfilled :

(1) The obligations of th: assignor deriving from this
Agreement must havz bzen duly fulfilled as of the date
sqch request is made.
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(d)

(2) The instrument of assignment must include provisions
stating precisely that the assignee is bound by all cove-

. nants contained in this Agreement and any modifications
ot 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 executed.

Any assignment made pursuant to the provisions of this
Article shall be free of any transfer or related taxes, charges

or fees.

As long as the assignor shall hold any interest under this
Agreement the assignor together with the assignee shall be
jointly and severally liable for all duties and obhgatlons of

CONTRACTOR under this Agreement.

ARTICLE XXI
BREACH OF AGREEMENT AND POWER
TO CANCEL

(@) The GOVERNMENT shall have the right to cancel this

Agreement by Order or Presidential Decree, with respect
to CONTRACTOR in the following instances :

(1) Ifitknowingly has submitted any false statements to
the GOVERNMENT which were.of a material cons-
ideration for the execution ¢f this Agreement;

(2) If it assigns any interest hereunder contrary to the
provisions of Article XX hereof;

(3 1t if is adjudicated bankrupt by a court of competent
jurisdiction;

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

XXIII paragraph (a) hereunder;
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(5) If itintentionally extracts any mineral other than Petro-
leum not authorized by this Agreement or without the
authority cf the GOVERNMENT, except such extrac-
tions as may be unavoidable as the result of operations
conducted hereunder in acccrdance with accepted
petroleum industry practice and which shall be noti-
fied to the GOVERNMENT or its representative as scon
as rossible; and

(6) if it commits any material breach of this Agreement
or of the provisions of Law No .66 of 1953, as amended
by Law No. 86 of 1956, which are nct contradicted by
the provisions of this Agreement.

Such cancellation shall take place withcut prejudice
to any rights which may have accrued to the GOVERN-
MENT against CONTRACTOR in acccrdance with
the provisions of this Agreement, and, ir. the event of
such cancellation, CONTRACTOR shall have the right
to remecve {rom the Area all its personal prcperty.

() If the GOVERNMENT deemrs that cre «f the afcresaid
causes (other than a force majeure cause referred to in Article
XXII hereof) exists to cancel this Agreement, the GOVERN-
MENT shall give the CONTRACTOR nirety (90) days
written nctice personally served on CONTRACTOR’s
General Manager in the legally official manner and receipt
of which is acknowledged by him or by his legal agents, to
remedy and remove such cause; but if for any reason such
service is impossible due to unnctified change of address,
publication in the Official Journal cf the GOVERNMENT
of such notice shall be considered as validly served upcn
CONTRACTOR. If at the end of the said ninety (90) days
notice pcricd such cause has nct been remedied and removed,
this Agreement may be cancelled forthwith by Order or
Presidential Decree as aforesaid.
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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 excused if, and to the extent
that, such non-performance or delay is caused by Force
Majeure. The period of any such non-performance or delay,
together with such period as may be necessary for the resto-
ration of any damage done during such delay, shall be
added to the time given in this Agreement for the perfor-
mance 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 Explora-
tion and jor Development Blcck or Development Lease

affected.

(b) “Force Majeure’’, within the meaning cf this Article XXII,
shall be any order, regulation or direction of the GOVERN-
MENT of the ARAB REPUBLIC OF EGYPT, or the
GOVERNMENT of the UNITED ARAB EMIRATES,
with respect to CONTRACTOR whether promulgated in
the form of a law or otherwise or any act of God, insurrec-
tion, riot, war, strike, and other labour disturbance, fires,
floods or any cause not due to the fault or negligence of
EGPC or CONTRACTOR or either of them whether or
not similar to the foregoing, provided that any cuch cause is
beyond the reasonable control of EGPC and CONTRAC-

TOR, or either of them. -
(¢) Without prejudice to the above and except as may be o ther-

wise provided herein, the GOVERNMENT shall incur no
responsibility whatsoever to EGPC and CONTRACTOR,
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(d)

(@

()

()
(d)

or either of them fer any damages, restrictions or lcss aris-
ing in consequer.ce ¢f such case cf Force Majeure except a
Force Majeure caused by the Order, regulations or direction
of the GOVERNMENT «f the ARAB REPUBLIC OF
EGYPT.

If the Force Majeure event ¢ccurs during the initial explor-
ation pericd or any extension therecf and ccntinues in effect
for a period of six (6) mcnths CONTRACTOR shali have the
option upon ninety (90) days pricr written notice to EGPC
to terminate its obligaticns hereunder without further liabi-
lity of any kind.

ARTICLE XXIiI
DISPUTES AND ARBITRATION

Any dispute, controversy ¢ r claim arising cut of or relating
to this Agreement cr the breach, termination or invalidity
thereof, between the GOVERNMENT and the parties
shall be referred to the jurisdicticn «{ the appropriate A.R.E.
Courts and shall be finally settled by such Courts.

Any dispute, controversy or claim arising cut of c¢r relating
to this Agreement, or breach, terminationcr invalidity there-
iore between CONTRACTOR and EGPC shall be settled by
arbitration in accocrdance with the Arbitration Rules of the
Regional Center for Commercial Arbitraticn - Cairo (the
Center) 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 be three.

Each party shall appointone arbitrator. If, within thirty
(30) days after receipt cf the claimant’s notificaticn of the
appointment of an arbitrator the respondent hasnot notified
the claimant in writing cf the name of the arbitrator he
appoiants, the clain.ant may request the Certer tc appcint
the second arbitratcr.
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(¢) The two arbitrators thus appointed shall choose the third

(8)

(h)

arbitrator who will act asthe presiding arbitrator cf the
tribunal. If within thirty 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 author-
ity. Such appointing authority shall appoint the presiding
arbitrator in 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 perscn of a
nationality other than the A.R.E. or Panama and of a
ocountry which has diplomatic relations with both the A.R.E.
and Panama and who shall have no economic interest in the
oil business of the signatories hereto.

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

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

EGPC and CONTRACTOR agree thatif, for whatever
reason, arbitration in accordance with the above procedure
cannot take place, then the parties agree that all disputes,
controversies ot claims arising out of or relating to the Agre-
ement or the breach, termination or invalidity thereof shall

be settled by arbitration in accordance with the UNCITRAL
Rules. ‘ |
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(b)

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 oconstituting an association or
corporation or partnership.

CONTRACTOR and f or CONTRACTOR MEMBERS
shall be subject to the laws of the place where they are
incorporated regarding their legal status or creation, organi-
zation, charter and by-laws, shareholding, and ownership.
CONTRACTOR’s shares of capital which are entirely held
abroad shall not be negctiable 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.
CONTRACTOR shall be exempted from the application of
Law No.159 of 1981 as amended.

(c) All parties comprising CONTRACTOR shall be jointly and

Ry

]

(9)

severally, liable for the performance of the obligations of
CONTRACTOR under this Agreement.

ARTICLE XXV
LOCAL CONTRACTORS AND
LOCALLY MANUFACTURED MATERIAL

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

Give priority to local contractors and sub-contractors
including EGPC’s Affiliated Companies as long as their
performance is comparable with international petformance
and the prices of their services are not higher than the prices
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of the other contractors and sub-contractors by more than
ten (10) percent.

(b) Give preference to locally manufactured material, equipment,
machinery and consumables so long as their quality and time
of delivery are comparable to internationally available mater-
ials, equipment, machinery and consumables. However,
such material, equipment, machinery and consumables may
be imported for operations conducted hereunder if the local
price of such items at CONTRACTOR’s or Operating
Company’s operating base in the A.R.E. is more tha- ten
(10) percent higher than the price of such imported items
before customs duties, but after trasnportation and insurance
costs have been added.

ARTICLE XXVI
ARABIC TEXT

The Arabic version of this Agreement shall, before the courts
of the A.R.E. be referred to in construing or interpreting this
Agreement; provided however, that in any arbitration pursuant
to Article XXIII hereabove between EGPC and CONTRACTOR
the English and Arabic versions shall both be referred to as having
equal force in construing or interpreting the Agreement.

ARTICLE XXVII
GENERAL
The headings or titles to each of the Acticles to this Agreement
are solely for the convenience of the parties hereto and shall not
be used with respect to the interpretation of said Articles.
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ARTICLE XXVIHI
APPROVAL OF THE A.R.E. GOVERNMENT

This Agreement shall not be binding upon any of the parties
her:to unless and until a law is issued by the competent author-
ities of the A.R.E. authorizing the Minister of Petroleum and
Mineral Resources to sign said Agreement and giving this Agre-
ement {ull force and eftect of law notwithstanding any countervai-
ling gcvernmental enactment, and the Agreement is signed by
the GOVERNMENT, EGPC, and CONTRACTOR.

CRESCENT PETROLEUM (EGYPT) INC
BY : —

EGYPTIAN GENERAL PETROLEUM CORPORATION
BY :

ARAB REPUBLIC OF EGYPT
BY : —_—
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ANNEX “A”’
CONCESSION AGREEMENT BETWEEN
A.R.E. AND E.G.P.C. AND
CRESCENT PETROLEUM (EGYPT) INC
IN
EAST KHALDA AREA,
WESTERN DESERT, A.R.E.
BOUNDARY DESCRIPTION OF
CONCESSION AREA

Annex “B’’ is an illustrative map at an approximate scale
of 1 : 500, 000 showing the Area covered and affected by this

Agreement.

The Area measures approximately 861 square Kilometres.
It is composed of all or part of 32 Exploraticn Blocks defined on
a 3’ by 3’ grid using Latitude 30 Deg.54 N .and Longitude 27 Deg.
36 E as reference lines as shown in Annex “B’’.

Itis to be noted that the delineation of the individual Explor-
ation Blocks in Annex “B’’ are intended to be only illustrative
and provisional and may not show accuratley their true position
in relation to existing monuments and geographical features.

Co-ordinates of the corner points of the Area are given in
the following table which forms an integral part of Annex “A”’.

EAST KHALDA AREA
LICENCE BOUNDARY CO-ORDINATES

Poini LATITUDE LONGITUDE DUE

No. NORTH EAST
A 30°54’ 27°24’ East to B
B 30°54' 27°36’ South to C
C 30°30’ 27°36’ West to D
D 30°30’ 27°24' North to A
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ANNEX “C”’
LETTER OF GUARANTY

LETTER OF GUARANTY NO. CAIRO,
EGYPTIAN GENERAL PETROLEUM CORPORATION
Gentlemen,

The Undersigned, National Bank of Egypt, as Gurantor,
hereby guarantees to the EGYPTIAN GENERAL PETROL-
EUM CORPORATION (hereinafter referred to as “EGPC”’)
to the limit of four million one hundred thcusand U.S. Dollars
($ 4, 100, 000) in U.S. Currency the performance by Crescent
Petroleum (Egypt) Inc. (hereinafter referred to as “CONTRAC-
TOR ) of its obligations required for Exploration Operations to
spend a minimum of four million one hundred thousand U.S.
Dollars ($ 4, 100, 000) during the initial four (4) years of the
Exploration period under Article IV of that certain Concession
Agreement (hereinafter referred to as the “Agreement’’) covering
that Area described in Annexes “A’’ and “B”’ of said Agreement,
by and between the Arab Republic of Egypt (hereinafter referred
to as “A.R.E.”’), EGPC and CONTRACTOR, dated

It is understood that this Guaranty and the liability of the
Guarantor hereunder shall be reduced quarterly, during the period
of expenditure of said four millicn one hundred thousand U.S.
Dollars ($ 4, 100, 000) by the amount of money expended by
CONTRACTOR for such exploration operations during each
such quarter. Each such reduction shall be established by the
joint written statement of EGPC and CONTRACTOR.

In the event of a claim by EGPC of no n-performance or surren-
der of the Agreement on the part of CONTRACTOR prior to ful-
fillment of said minimum expenditure cbligations under Acrticle IV
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of the Agreement there shall be no liability on the undersigned
Guarantor for payment tc EGPC urless and until such liability
has been established by written satement cf EGPC setting forth
the amount due under the Agreement.

It is further ccndition cf this Letter of Guaranty that :

(1) This Letter ¢f Guaranty will beccme available only provided
that the Guarantor will have been inf(rived in writing by
CONTRACTOR and EGPC that the Agreement between
CONTRACTOR, A.R.E. and EGPC has beccme cffective
on the Effective Date « f said Agreement.

(2) This Letter of Guaranty shall in ary event autc matically
expire :

(@) Four (4) years and six (6) months aftcr the date it beco-
mes effective, or

(b) At such time as the tctal of the amounts shcwn on
quarterly joint statements (f EGPC and CONTRAC-
TOR equals or exceeds the amcunt of said minimum
expenditure obligation, whichever is easlier.

(3) Consequently, any claim, in respect therec f should be made
to the Guarantcr prior tc either cf said expiration dates at
the latest accc mpanied by EGPC’s written statement, setting

forth the amount cf under-expenditure by CONTRACTOR
to the effect that :

(a) CONTRACTOR has failed to perform its expenditure
obligations referred to in this Guaranty, and

() CONTRACTOR has failed to pay the expenditure
deficiency to EGPC.

Please return to us this Letter ¢f Guaranty in the event it
does not become effective, r upon the expiry date.

Yours faithtully,
For

Accountant Manager
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ANNEX “D”’
CHARTER OF OPERATING COMPANY
ARTICLE I

A joint stock company having the nationality of the ARAB
REPUBLIC OF EGYPT shall be formed with the authorlzatlon

of the GOVERNMENT in accordance with the provisions of
this Agreement referred to below and cf 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 Agre-
ement referred to below.

ARTICLE 1I

The name of the Company shall be mutuaiiy agreed upon
between EGPC and CONTRACTOR on the date of the Commer-

cial Discovery and shall be subject to the approval of the Minis-
ter of Petroleum and Mineral Rescurces.

ARTICLE III

The Head Office of Operating Company shall bein the
A.RE. in Cairo.

ARTICLE IV

The object of Operating Company is to act as the agency
through which EGPC and CONTRACTOR shall carry out and
conduct the Development operations required in accordance with
the provisions of the Agreementsignedon the — — day of ——,
1989 by and between the ARAB REPUBLIC OF EGYPT, THE
EGYPTIAN GENERAL PETROLEUM CORPORATION and

CONTRACTOR covering petroleum operations in the EAST
KHALDA AREA described therein.

Operating Company shall be the agency to carry out and
conduct exploration operations after the date of Commercial

Discovery pursuant to Work Programs and Budgets approved in
accordance with the Agreement.
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Operating Company shall keep account of all costs, expenses
and expenditures for such cperations under the terms of the

Agreement and Annex “E’’ thereto.

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

ARTICLE V

The authorised capital of Operating Company is twenty thous-
and Pounds Egyptian divided into five thousand shares of
common stcck with a value of four Pounds Egyptian per share
having equal voting rights, fully paid 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 cf Operating Company provided
that only in the event that either party should transfer or assign the
whole cor any percentage of its ownership interest in the entirety
of the Agrecment, may such transferring or assigning party trans-
fer or assign any of the capital stock of Operating Company and,
in that event, such transferring cr assigning party (and its succe-
ssors and assigns) must transfer and assign a stock interest in
Operating Company equal to the transferred or assigned whole
or percentage of its ownership interest in the entirety of the said

A greement.

ARTICLE VI

Operating Company shall not own any right, title, interest
or estate in or under the Agreement cr any Development Lease
- created thereunder cr in any of the Petroleum produced from any

Exploraticn Block or Develorment Lease area thereunder or in
any of the assets, equipment cr cther property cbtained or used
in connection therewith and shall nct be obligated as a principal
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for the financing or performance of any of the duties or obligations
of either EGPC or CONTRACTOR under the Agreement.
Operating Company shall not make any profit from any source
whatsoever.

ARTICLE VII

Operating Company shall be no more than an agent for
EGPC and CONTRACTOR. Whenever it is indicated herein
that Operating Company shall decide, take action or make a
proposal and the like, it is understocd that such decision or jud-
gement is the result of the decision or judgementof EGPC, CON-
TRACTOR, or EGPC and CONTRACTOR, as may be required
by the Agreement.

ARTICLE VIII

Operating Company shall have a Board of Directors consist-
ing of eight (8) members, four (4) of whom shall be designated
by EGPC and the other four(4) by CONTRACTOR. The Chair-
man shall be designated by EGPC and shall also be a Managing
Director. CONTRACTOR shall designate the General Manager
who shall also be a Managing Director. A director may hold
more than one proxy vote.

ARTICLE IX

Meetings of the Board of Directors shall be valid if a major-
ity 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 repres-
ented and vote by proxy held by another Director.

ARTICLE X

General meetings of the Shareholders shall be valid if a
m 1j>or ity of the capital stock of Operating Company is represented



VA L ad g ¢ B () YY 20— s i S0yl Vo

01;\31 QN___MS[\ e o m\,l\ ) ,.._..o"\ vh 57l OS5 ) - &\.o;?-\"*
o I ol el ) Ogley 51 0
( o put Go\d) oLLY )

il Al LSVl doy 22l e (JH M W down ey
s b ol el RS S et A Sl AR &S b g
o S (P Ay dolidl ggiam o

A Al et el slasl ¢ onld) o gt (0 GV s o0k 9
L.:A,aa“ L.:A..?-H C\.‘o—\ G‘ &..:h‘- L_b'\,l\ Ay fW\ o S a9 CJL:L.-J'M
. &.U.\ VY oy o lal sxidl cK»S‘ P ‘,‘.ﬂyl Al

( st UI LY )

SUSY fu ¥ o Loy (F0) 08 g (9 SAdedl 1 38 o L
35 P L) B G e o aie gr b g o W f
. ,( Sy £ e

VR WA U P[0 VY Y WA S VO CRES U WX I W8, 1 P S
o L3 e ed u‘\

SRV PRI S PN B S S I W - R N I I L B

S3ga ol () NN deis I 2

L..‘;‘v

J AN Gt 3 all iy

Lge



\oV 148 L g & B ((m0) YV Sl e )l S, a1

thereat. Any decisions taken at such meetings must have the
affirmative vote of Sharehclders owning or representing a major-
ity of the capital stock.

ARTICLE XI

The Board of Director shall approve the regulations cover-
ing the terms and conditions of employment of the personnel of
Operating Company employed directly by Operating Company
and not assigned thereto by CONTRACTOR and EGPC.

The board shall, in due ccurse, draw up the By-Laws of Opera-
ting Company and such By-Laws shall be leffective upcn being
approved by a General Meeting of the Shareholders, in accordance
with the provisions of Article X herecf.

ARTICLE XIJ

Operating Company shall come into existence within thirty
(30) days after the date of Commercial Oil Discovery or within
thirty (30) days after signature of a Gas Sales Agreementor comm-
encement 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.

It shall be wound up if the Agreement referred to above is
terminated for any reascn as previded for therein.

CRESCENT PETROLEUM (EGPYT) INC.

BY :
EGYPTIAN GENERAL PETROLEUM CORPORATION.
. BY :
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ANNEX “E”’
ACCOUNTING PROCEDURE
ARTICLE 1
GENERAL PROVISIONS

(a) Definitions

The definitions contained in Article I of the Concession
Agreement shall apply to this Accounting Procedure and have

the same meaning.

(b) Statement of Activity
(1) CONTRACTOR shall pursuant to Article IV of this

()

Agreement, and until the coming into existence of the
Operating Company in accordance with Article VI
of the Agreement, render to EGPC within thirty (30)
days of the end of each Calendar Quarter a Statement
of Expolration Activity reflecting all charges and credits
related to the Exploration for that Quarter summarized
by appropriate classifications indicative of the nature

thereof.

Following its coming into existence, Operating Comp-
any shall render to EGPC and CONTRACTOR within
fifteen (15) days of the end of each calendar quarter
a Statement of Development and Exploration Acti-
vity reflecting all charges and credits related to Devel-
opment and Exploration operations for that Quarter
summarized by appropriate classifications indicative
of the nature thereof except thatitems of controllable
material and unusual charges and credits shall be

detailed.

(c) Adjustment 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 thereto pursuantto Article IV
(f) of the Agreement. During said three (3) months
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_period suppcrtirg dccumerts will be available fcr
inspecticn by EGPC during all werking hcurs. CONT-
RACTOR will have the same audit rights on

Operating Company Statements as EGPC under this
sub-paragraph.

(2) All Statements of Development and Explcraticn Activ-
ity for any Calendar quarter pursuant to paragraph
(b) (2) above, shall conclusively be presumed tc be true
and correct three (3) months fcllcwing the rcceipt of
each statement by EGPC unless within the said three
(3) months pcriod EGPC or CONTRACTOR takes
written exception thereto. Pending expiraticn ¢f said

three (3) months EGPC cr CONTRACTOR cr be th ¢f
‘them shall have the right to audit Operating Ccmpany
accounts, records and supporting documents for such

quarter in the same manner as provided in Article IV
«f) of the Agreement.

(d) Currency Exchange

CONTRACTOR’s books for Exploration and Operating
Company’s books for Development and Explcration, if any,
shall be kept in the A.R.E. in U.S. Dollars. All U.S.
Dollars expenditures shall be charged in the ' amount
expended. All Egyptian Pounds expenditures shall be trans-
lated to U.S. Dollars at the official buying rate of exchange
issued by the Central Bank of Egypt on the first day of the
month in which expenditures are recorded, and all other
non-U.S. Dollar expenditures shall be translated to U.S.
Dollars at the buying rate of exchange for such currency as
quoted by National Westminster Bank Limited Lcndcn at
10.30 am GMT on the first day cf the mcnth in which
expenditures are recorded. A record shall be kept of the
exchange rates used in translating Egyptian Pounds or
~other non-U.S. Dollars expenditures to U.S. Dollars.
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() Precedence of Documents

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

\f) Revision of Accounting Procedure

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

(g) No Charge for Interest on Investment

Interest on investment cr any bank fees, charges or comm-
issions related to any bank guarantees shall not, at any time,
be charged as reccverable ccst 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 classified and allocated to the activities according to sound
and generally accepted accounting principles and treated and

recovered in accordance with Article VII cf this Agreement :

(a) Surface Rights

All direct costs attributable to the acquisition, renewal or

relinquishment of surface rights acquired and maintained
in force for the Area.

(b) Labour and Related Costs

(1) Salaries and Wages of CONTRACTOR’s or Operating
Company’s employecs, as the case may be, directly



\\«\R;ugxgué('cb)“V:-\..JI__&:.NJJIB.\;ﬁH V¢

B30 Ogiml oyl o AV b My G ) gl) e gl peyly L
‘\:..abu "T“(" g.JL.JJl') JJ?.LY| BA_D ol 19 o 1.4:.5. ‘}’1‘“""..3 4% "’Y‘ a..\‘.:

2N G W e 2l Bl e L A (5 i
A3 ¢ 5 e AL Gl ) s J5LAL AT G i
G 3 dwsinll AUl 5 28l S L1 o ¢ (F) 24l (©) 5,4d1 odn
¢ 4o L SNy Ol L Sl lh el s L CET P B
ol el ey 1 (6 541 5l ) Al S sl 5T,
. ab.)i (\') )

Dorar 3 WL ddas sl SV b el Al iy

CopWs S B SV e (1)

¢ 5, 4l ‘,J;;H IS (¥)

e Hes Gl o 1 NS 4a ISy il Sy an =3 (v)
il el 9l Ol N sy el e A PR peme o1 a3 Ly
Bl Ny Gutazdl gi QIS ) ol <Lty AT O
| (rerer

SH Dol 6T (Y) (©) L 5 il aim s SN T Loy
bl N3 el Ly oWy Sl L e ¢ S & (V) s
gl el el g W oELl g (0] e Gl L 5 Ul
3}}“ 2:33.\" vli.'J' us IA gh -t las o 1'.‘.-..3*,“ QU\?\JU u‘jla.v‘ s .
e A AN (L) BAMS ¢ (V) (0) L Al BS Jonty Jplal
o LW L 2ia o (Y') ) (\) (71’)



Ve

AR\ Lo g £ B (06) YV sl dn S B

(2)

engaged in the various activitiecs under the Agreement
including salaries and wages paid to geologists and other
employees who are temporarily assigned to and employed
in such activities. Such salaries and wages to be certi-
fied by a certified public accounting firm.

Reasonable revisions of such salaries and wages
shall be effected to take into account changes in
CONTRACTOR’s policies and amendments of laws
applicable to salaries. For the purpose of this paragr-
aph (b) and paragraph (c) salaries and wages shall mean
the assessable amounts for A.R.E. income taxes, includ-
ing the salaries during the vacations and sick leaves, but
excluding all the amounts of the other items covered by
the percentage fixed under (2) below.

For expatriate employees permanently assigred 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
employees and their families to and from the
employee’s country or point of origin at the time of
employment, at the time of separation, cr as aresult
of transfer from one location to another and for
vacation (transportation costs for employees and
their families transferring from the A.R.E. to
another location other than their country of origin
shall not be charged to the A.R.E. Operations).

Costs under this sub-paragraph (b) (2) shall be deemed to
be equal to seventy-three (73) perecnt except foremployees whose
families have not been transferred to A.R.E., in which case the
percentage shall be sixty (60) percent of salaries and wages paid
for such expatriate personnel including those paid during
vacations and sick leaves as established in CONTRACTOR's
internationl policies, chargeable under sub-paragraph (b) (1),
paragraph i and sub-paragraphs (k) (1* and (3) of this Article I1.
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However, salaries and wages during vacations, sick leaves

and disability are covered by the foregoing percentage. The
percentage outlined above shall be deemed to reflect CONTRA-
CTOR'’s actual costs as of the Effective Date with regard to the
following benefits, allowances and costs :

1.
2.
3.

10.
11.

12.
13.

14.

15.

16.

Housing and Utilities Allowance.
Commodities and Services Allowance.
Special Rental Allowance.
Vacat'on Transportation Allowance.
Vacation Travel Expense Allowance.

Vacation Excess Baggage Allowance.
Education Allowances (Children of Expatriate Employees).

Hypothetical Tax Offset (which results in a reduction of
the chargeable percentage).

Storage of Personal Effects.
Housing Refurbishment Expense.
Property Management Scr\nce Fees.
Recreation Allowance.

Retirement Plan.

Group Life Insurance.

Group Medical Insurance.

Sickness and Disability.
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17. Vacation Plans Paid (excluding Allowable Vacation Travel
Expenses).

18. Savings Plan.

19. Educatioal Assistance.

20. Military Service Allowance.
21. F.I.C.A.

22. Workman’s Compensation.
23. Federal and State Unemployment Insurance.

24. Personnel Transfer Expense.

25. Any other Costs, Allowance and Benefits of a like nature
as established in Contractor’s International Policies.

26. National Insurance.

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

Revisions of the percentages will take into consideration
variances in costs and changes on CONTRACTOR ’s international

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

The revised percentage will reflect as nearly as possible
CONTRACTOR’s actual costs of all its established allowances
and benefits and of personnel transfers.
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(3) Por expatriate employzes temporarily assigned to Egypt
all allowances, costs of established plans and all
travel relocation costs for such expatriates as paid’in

accordance with CONTRACTOR'’s international
policies. Such costs shall not include any adminis-

trative overhead other than what is mentioned in
Article II sub-paragaph (b) (2).

(4) Costs of expznditure or contributions made pursuant
to law or assessment imposed by governmental authority
which are applicable to labour cost of salaries and
wages as provided under sub-paragraphs (b) (1) (b) (2)
paragraph (1) an sub-paragrapb (k) (1) and (k) (3) of
this Article 1T,

‘c) Beaefits, 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 th A.R.E., all as chargeable under sub-paragraph (b)( 1),
paragraph (i) and sub-paragraphs (k) (1) and (k) (3) of this
Article IT. Severance pay will be charged at a fixed rate
applied to payrolls which will equal an amount equivalent
to the maximum liability of severance payment as required
under the A.R.E. Labour Law.

~(d) 'Material

Material, equipment and supplies purchased or turnished
as such by COTRACTOR or Operating Ccmpany.

(1) Purchases

Materil, equipment 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.
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(2) Material Furnished by CONTRACTOR

Material required for operations shall be purchased
directly whenever practicable, except that CONTRA-
CTOR may furnish such material from CONTRAC-
TOR’s or CONTRACTOR’s affiliates stocks outside
the A.R.E. under the following conditions :

1.

New Material (Condition “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
supplied is no higher than internationl prices for
material of similar quality supplied on similar terms,
prevailing at the time such material was supplied.

Used Material (Conditions ‘‘B’’ and *“C”’)

Material which is in sound and serviceable condi-
tion and is suitable for re-use without recondition-
ing shall be classed 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,
shall be classed as Condition “C’’ and priced at

fifty percent (50%,) of the price of new material.

Material which cannot be classified as Condition
“B”’ or Condition “C” shall be priced at a value
commensurate with its use.

Tanks, buildings and other equipment involving
erection costs shall be charged at applicable
percentage of knocked-down new price.
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(3) Warranty of Materials Farnished by CONTRACTOR

CONTRACTOR does not warrant the material furni-
shed beyond of the dealer’s or manufacturer’s guarantee;
and in case of defective material, credit shall not be
recorded until adjustment has been received by CONTR-
ACTOR from manufacturers or their agents.

(e) Transportation and Employees Relocation Costs

(1)

2)

3)

Transportation 6f equipment, materials and supplies
necessary for the conduct of CONTRACTOR’s or
Operating Company’s activities.

Business Travel and Transportation expenses to the ext-
ent covered by established policies of CONTRACTOR
or with regard to expatriates and nationals, asincurred
and paid by, or for, employees in the conductof CONT-
RACTOR’s or Operating Company’s business.

Employees transportation and relccation costs for

national employees to the extent covered by established
policies.

(f) Services

(1) Oustside services. The costs of contracts for consult-

ants, services and utilities prccured from third parties.

(2) Cost of services pesrformed by EGPC or by CONTR-

ACTOR cr their Affiliated Ccmpanies in facilities ins-
ide or outside the A.R.E. ircluding regular, recurring,
routine services, such as interpreting magnetic tapes
and/cr other analyses, shall be perfermed and charged
by EGPC and/or CONTRACTOR or their Affiliated
Ccempanies at an agreed ccntracted price. Major.
prcjects invelving engineering and design services shall
be perfcrmed by EGPC and/cr CONTRACTOR or

their Affiliated Ccmpanies at a negctiated contract
am.cunt. '



VA o ad g ¢ 8 () WY 2l — e Sl S A

) OBl of Jaladly gl BTl S gl Sladl Jlazui — ¢
M,Ja‘ylmmc:Cw\mauwmu.LJubM' L¢
o&of.cd -\L::-c-\»‘l.J‘ Z:..«.SL.J‘ uwlcf-w‘ VS %jm.b,:.:_,

lol e Y 4 bl OB 2, Jall g S AN o g
4,':;,'}‘]\ & jadll T S,ls 4 e el ?La‘ @IS 5T dale 13.‘\'.3\ ls g ae
. «..L:H sl Ll s o (Y) (ﬂ)

¢ pledaily NS (5)
1 RS | Y IR LY C)L-ol ST ALY AW Sy all o a1 &
AT 6T 0T 8ol 5T G T il e 5T Ol of G o e I
Wy A or dd Ly ade SLLl AW B0 Yyl 5 Y
Lt sl s dgll Jo p OF Slbeadl 451 &S Y Jolill oy o+ U gine
GYT S e e el a5 s W 2w 1 Ll oF Lo e ¢ Lobs
oy Lole S o LG oY suacll SLY I OV N s ot Y93 (Veesd)
0F 12 A Sl LD I Y Jglall iy O e a2y gt G
o Sl
+ Olihally cpalhy (@)

o 5 s Sty Ll Lo e Ul as QUG
sV s A G, Sllal 5@ S 5T Jllt 4, A paldl
AoWs LA T e Ls gV Y s e 5 e G o
C)LA Ay o S Ade G L‘..é o1 UG o 8 lall Cﬂ,m,
I Len L gita ¢ QU LY Sl Lda o SV das SLLN
¢ Ule Jodd Ll

ol Al Jpoll s By fpae hm das opelil oo dl- 3
oot A Ll 1 Gkl Uadl S B Jumi ¢ a1 Gim 3 Ugs



\VYY 148 L g g B () Y sl e S A

(&)

)

(3) Use of EGPC’s CONTRACTOR’s or their Affiliated
Companies’ wholly owned equipment shall be charged
at a rental rate commensurate with the cost of owner-
ship and operation, but not in excess of competitive
rates currently prevailing in the A.R.E.

(4) CONTRACTOR'’s and its Affiliated Companies’ rate
shall not include any administrative or overhead costs

other than what is mentioned in Article II sub-par-
agraph (K) (2) hereof.

Démage and Losses

All Ccsts or expenses, necessary to replace or repair damages
or losses incurred by fire, flood, storm, theft, accidentor any
other cause not controllable by CONTRACTOR or Opera-
ting Company through the exercise of reasonable diligence.
CONTRACTOR or Operating Company shall furnish EGPC
and CONTRACTOR written notice of damages or losses
incurred in excess of ten thousand (§ 10, 000) U.S. Dollars
per occurrence, as sccn as practicable after report of the
same has been received by CONTRACTOR or Operating
Company.

Insurance and Claims

The cost of any, public liability, property damage and other
insurance against liabilities of CONTRACTOR, Operating
Company and/or the parties or any of them to their employ-
ees 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 accord-
ance with good international oil field practices all related
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Q)

)

(k)

actual expenditures incurred and paid by CONTRACTOR or
Operating 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
supervisory personnel, field clerks, assistants, and other
general emplcyees indirectly serving the Area.

Legal Expenses

All costs and expenses of litigation, cr legal services other-
wise necessary or expedient for the protection of the Area,
including attorney’s fees and expenses as hereinafter provi-
ded, together with all judgements obtained against the parties
or any of them on account of the operations under the
Agreement, and actual expenses incurred by any party or
parties hereto in securing evidence for the purpose of defend-
ing against any action or claim prosecuted or urged against
the operations or the subject matter of the Agreement. In
the event actions cr claims affecting the interests hereunder
shall be handled by the legal staff of o ne or more of the parties
hereto, a charge commensurate with ccst of providing and
furnishing such services may be made tc operations.

Administrative Overhead and General Expenses

(1) While CONTRACTOR is conducting exploration
activities, cost of staffing and maintaining CONTRAC-
TOR’s head offics 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
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I1, paragraph (i) above, and excepting salaries of emplo-
yees of CONTRACTOR who are temporarily assigned

to and directly serving on the Area, which will be charged
as provided in Article II, paragraph (b) above.

CONTRACTOR’s administrative overhead outside the
A.R.E. applicable to the A.R.E. exploraticn operations
which will be charged each month at the rate pf five (5)
percent of total exploration expenditures while CONT-
RACTOR is conducting exploration activities. Admini-
strative overhead outside the A.R.E. will not be charged
while Operating Company is conducting exploration.
No other direct charges as such for CONTRACTOR’s
administrative overhead outside the A.R.E. will be
applied against the exploration obligation. E}amples
of the type of costs CONTRACTOR is incurring and
charging hereunder due to activities under the Agre-
ement and covered by said percentage are :

1. Executive - Time of executive officers.

2. Treasury - Financial and exchange problems.

3. Purchasing - Procuring materials, equipment and

supplies.

4. Exploration and Production - Directing, advising

and controlling the entire project.

5. Other departments such as legal, comptrollers and

engineering which contribute time, knowledge and
experience to the operations.

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

(3) While Operating Company is conducting activities,

Operating Company’s personnel engaged in general
clerical and office work, supervisors and officers whose
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time is generally spent in the main office and not the
field, and all emplcyees generally considered as general
and administrative and nct charged to other types of
expense will be charged to operations. Such expenses
shall be allccated each menth between Exploration and
Development Operations.

Taxes

All taxes, duties or levies paidin the A.R.E. by CONTRA-
CTOR or Operating Ccmpany with respect to this Agre-
ement other than those covered by paragraph (g) (1) of
Article IIT of this Agreement.

Continning CONTRACTOR Costs

Costs of CONTRACTOR activities required under the
Agreement 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, ¢ ther than those which
are covered and dealt with by the fcregoing provisions of
this Article II, incurred by CONTRACTOR or Operating
Company under approved Work Programs and Budgets.

ARTICLE III
INYENTORIES

Periodic Iuventories, Notice and Presentation

At reascnable intervals as agreed upon by EGPC and CON-
TRACTOR inventories shall be taken by Operating Comp-
any of the operations materials, which shall include all such
mateial, physical assets and construction projects. Written
notice of intention to take inventory shall be given by Opera-
ting Company to EGPC and CONTRACTOR at least thirty
(30) days before any inventory is to begin so thatE GPC and
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CONTRACTOR may be represented when any inventory
is taken. Failure of EGPC and/or CONTRACTOR to be
represented at an inventory shall bind them to accept the
inventory taken by Operating Company, who shall in that
event furnish the party not represented with a copy thereof.

Reconciliation and Adjustment of Inventories

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

ARTICLE 1V
COST RECOVERY

Statement of Recovery of Costs and of Cost Recovery Petroleum

CONTRACTOR shall, pursuant to Article VIl of this
Agreement, render to EGPC as promptly as practicable
but not later than fifteen (15) days after receipt from Opera-
ting Company of the Statements for Development and
Exploration Activity for the calendar quarter a Statement
for that qurter showing :

(1) Recvoerable costs carried forward from the previous
quarter if any.’

(2) Recoverable costs incurred and paid during the quarter.

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

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

(5) Amount of costs recovered for the quarter,
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(6) Amount of recoverable costs carried into the succeed-
ing quarter, if any.

(7) Excess, if any, of the value of Cost Reccvery Petroleum
taken and separately dispcsed of by CONTRACTOR
over costs re¢overed for the quarter,

Payments

If such Statement shows an amount due EGPC, payment of
that amount shali be made in U.S. Dollars by CONTRA-
CTOR with the rendition of such Statement. If CONTRA-
CTOR fails to make any such payment to EGPCon the date
when such payment is due, then CONTRACTOR shall pay
an interest of 2.59% 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 te
recoverable.

Settlement of Excess Cost Recovery Crude Qil

EGPC has the right to take its entitlement of Excess Cost
Recovery Crude Oil under Article VII (a) of this Agreement,
in kind duriang the said quarter. A settlement shall be requ-
ired with the rendition of such Statements in case CONTRA -
CTOR has taken more than its own entitlement of such
excess.

Andit 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 objection to any such Statement. EGPC and CONTR-
ACTOR shall agree on any required adjustments.
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Supporting dccuments and acccunts will be available to
EGPC during said twelve (12) months period.

ARTICLE V
CONTROL AND MAJOR ACCOUNTS

Exploration Obligation Control Accounts

CONTRACTOR will establish an Exploration Obligation
Control Account and an offsetting contra account to contr-
ol therein the total amount of Exploratior Expenditures rep-
orted on Statements of Activity prepared per Article 1(b)
(1) heceof, less any reductions agreed to by EGPC and CON-
TRACTOR following written exceptions taken by a non-ope-
rator pursuant to Article I (c)(1) hereof, inorder to determ-
ine when minimum exploration obligations have been met.

Cost Reocovery Control Account

CONTRACTOR will establish a Cost Recovery Control
Account and an offsetting contra accountcontrol therein
the amount of cost remaining to be recovered, if any, the
amount of cost recovered, and the value of Excess Cost
Recovery Petroleum, if any.

Major Acoounts

For the purpose of classifying costs, expenses and expendi-
tures for cost recovery as well as for the purpose of esta-
blishing when the exploration obligation has been met,
costs, expenses and expenditures shall be recorded in major
accounts including the following :

— Exploration Expenditures,

— Development Expenditures other than Operating
Expenses;

— Operating Expenses.

Necessary sub-accounts shall be used .



WA A g £ P () YY 2l - e Sl S V4

I 313 b 1L G sgandl B el Sblea ol mlh
o AT S Y jeasdt Jo 23 dadlaey
( Al a5Ldl )
il g piead
sl ¢ 4 all ol G o el i D9l OF ¢ i) e
bl Ul Gl S e LT Oy ¢ LSV sde 4 SN B 5, b
L./J J>~Y\ _,hc.aa.: ¢ Jyla.l \.:SLM a5 J(.:.;’ ‘C.'C.C"é J,'ﬁl\ oF
¢ CJumw » $T6 opopor b Y
A e Gyt Sl g3 e € Fadl Jplll 3 3 5055
JoUs o) bl Lks aie Lo gite (Y) ( 5) 5,4 SUI Sl g saxll
. J.o.nu Jglalt J=> e aases :l_ﬁ’/.all
St Gl Sl ) il e 5,0 € Uogd gl 3
LA §abd Tl T 36 ey ¢ Ll wsll > e
oto(ocué J‘%—Ui

. 4:1& G'L_.l.:)
dead! L) W15 Jadl il = 4l i
« Ay 2l

Soldl daddl m glhy wpeper 3 g &y o Jaae O 13K
Fo, T gt e Loyl AN il L Ly al S o
: ;)E 4 J&.\” LSJ:““"‘ u’&-\.o.:» Y) u.'d‘:dv\&o o OCQ(Q".-J

g2 B Ly aaepaper b 0 4,0 ass At 4,31
o b al



V4 VA Lo i € (20) YV 2aall — L J1 3

Revenue accounts shall be maintained by CONTR-
ACTOR 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 Egyptian income tax laws except as otherwise provided in
this Agreement, that any A.R.E. income taxes paid by EGPC
on,CONTRACTOR’s behalf constitute additional income to
CONTRACTOR and this additional income is also subject to
A.R.E. income tax, that is “grossed-up’’.

CONTRACTOR'’s annual income, as determined in Article

III (g) 2, less the amount equal to CONTRACTOR’s grossed

up Egyptian income tax liability, shall be CONTRACTOR's
“Provisional Income’’.

The “‘gross-up value’’ is an amount added to Provisional
Income to give “Taxable Income”’, such that the gross-up value
is equivalent to the A.R.E. income taxes.

THEREFORE,

Taxable Income = Provisional Income PLUS Gross-up
Value

And

Gross-up Value = A.R.E. Income Tax on Taxable Income.

If the .“A.R.E. income tax rate’’, which means the effective
or composite 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

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

Provisional Income X Tax Rate
1—Tax Rate

Gross-up Value =

Where the tax rate is expressed as a decimal.

The above computations are illustrated by the following
numerical example. Assuming that the Provisional Income is
$10 and the A.R.E.income tax rate is 40 percent, then the
Gross- up Value is equal to :

$ 10 x 0.4
104 = $6.67
THEREFORE : .
Provisional Income 10.00
PLUS Gross-up Value | 6.67
Taxable Income ' 16.67

LESS : A.R.E. Income Taxes at 409, 6.67

CONTRACTOR Income after taxes 10.00
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