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

AND
THE EGYPTIAN GENERAL PETROLEUM CORPORATION
AND
PHOENIX RESOURCES COMPANY OF QARUN
AND |
APACHE OIL EGYPT, INC.
IN
THE QARUN AREA
WESTERN DESERT A.R.E.

E

This Agreement made and entered on this day
of 19 |, by and between the ARAB REPUBLIC OF
EGYPT ( hereinafter referred to variously as ““A.R.E.” or as the
“GOVERNMENT”’ ), the EGYPTIAN GENERAL PETROLEUM
CORPORATION, a legal entity created by Law No. 167 of 1958 as
amended ( hereinafter referred to as “EGPC” ), and PHOENIX
RESOURCES COMPANY OF QARUN, a company organized and
existing under the laws of the State of Delaware, U.S.A. (hereinafter
referred to as “PHOENIX’" ); and APACHE OIL EGYPT, INC,, a
company organized and existing under the laws of the state of Delaware,
U.S.A. PHOENIX and APACHE being hereinafter referred to
collectively as ‘‘CONTRACTOR’’, and individually as
“CONTRACTOR MEMBER". |
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WITNESSETH

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

WHEREAS, EGPC has applied for an exclusive concession for the
exploration and exploitation of petroleum in and throughout the area
referred to in Article 11, and described in Annex ‘“‘A’’ and shown
approximately on Annex ‘“B”’ which are attached hereto and made part
hereof ( hereinafter referred to as the ‘““Area’’ ): and

WHEREAS, PHOENIX and APACHE agree to undertake their
obligations provided hereinafter as a CONTRACTOR with respect to
the exploration, development and production of petroleufp In said area;
and "

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

WHEREAS, the Minister of Petroleum and Mineral Resources
pursuant to the provisions of Law No. 86 of 1956, may enter into a

concession agreement with EGPC, and with PHOENIX and APACHE
as a contractor in the Area. +

NOW, THEREFORE, the parties hereto agree as follows :

ARTICLE 1
DEFINITIONS

(a) “‘Exploration’® shall include such geological, geophysical, aerial
and other surveys as may be contained in the approved Work
Programs and Budgets, and the drilling of such shot holes, core
holes, stratigraphic tests, holes for the discovery of Petroleum or
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 ast of conducting exploration.
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(D)

(e)

“‘Development’” shall include, but not be limited to, all the
operations and activities pursuant to approved Work Programs
and Budegets under this Agreement with respect to:

(1)The drilling, plugging, deepening, side tracking, redrilling,
completing and equipping of development wells, changing of
the status of a well; and

(2)Design, engineering, construction, installation, servicing and
maintenance of equipment, lines, systems facilities, plants and
related operations to produce and operate said development

wells. taking, saving, treating, extracting, separating, handling,
storing, transporting and delivering petroleum, repressuring,
recycling and other secondary recovery projects; and

(3) Transportation, storage and any other work or activities

necessary or ancillary to the activities specified in (1) and (2).

“Petroleum’’ means liquid crude oil of various densities, asphalt,
oas, casinghead gas and all other hydrocarbon substances that may
be found in, and produced, or otherwise obtained and saved from
the Area under this Agreement, and all substances that may be
extracted therefrom.

“ILiquid Crude Oil’’ or ““Crude Oil"" or ““Oil’> means any
hydrocarbon produced from the Area which is in a liquid state
1t the wellhead or lease separators or which 1s extracted from the

oas or casinghead gas in a plant. Such liquid state shall exist at
60 Degree F and atmospheric pressure. Such term includes

distillate and condensate.

““GGas’’ is natural gas both associated and non-associated, and all
of its constituent elements produced from any well in the Area
( other than Liquid Crude Oil) and all non-hydrocarbon
cubstances therein. Such term shall include residual gas, that Gas
remaining after removal of “LPG”.
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() “‘LPG7 means hquehed petroleum gas, which is a mixiure ol
principally, propane and butane liquefied by pressure/ temperature
that have been extracted from the Gas

(g) A “‘Barrel’” shall consist of forty-two (42) United States gallons,
llquid measure, corrected to a temperature of sixty degrees (G0
Fahrenheit at atmospheric pressure.

(h) (1)

(h) (2)

“Commercial O1l Well’” means the first well in any geological
feature which after testing for a period of not more than ihirty
(30) consecutive days where practical, 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
(2000) Barrels of oil per day (BOPD). The date of discovery
of a “Commercial Oil Well”” is the date on which such well
1s 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 practical, but 1in any event
accordance with sound and accepted industry production
practices and verified by EGPC, 1s found to be capable of
nroducing at the average rate of not less than ten (10) million
standard cubic feet of gas per day ( MMSCEFD ). The date
of discovery of a “*Commercial Gas Well’’ 1s the date on which
such well 1s tested and completed according to the above.

1) “A.R.E.” means ARAB REPUBLIC OF EGYPT.

(j)) ‘‘Effective Date’” means the date on which the text of tnis
Agreement is signed by the GOVERNMENT, EGPC and

CONTRACTOR, after the relevant Law i1s issued.

(k) (1) ““Year’’ means any period of twelve (12) months according 1o

the Gregorian Calendar.
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(k) (2) ‘‘Calendar Year’ means a period of twelve (12) months
according to the Gregorian Calendar being lst January to 31si
December.

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

(m) ‘“Tax Year’’ means the period of twelve (12) months according
to the laws and regulations of A.R.E.

(n) An ‘‘Affihated Company’’ means a company :
(1) The share capital, conferring a majority of votes at

stockholders’ meetings of such company, of which is owned
directly or indirectly by a party hereto;

(2) Which is the owner directly or indirectly of share capital
conferring a majority of votes at stockholders’ meetings of a
party hereto,

(3) Whose share capital conferring a majority of votes at
tockholders’ meetings of such company and the share capital
conferring a majority of votes at stockholders’ meetings of a
party hereto are owned directly or indirectly by the same
company; or

(4)  Which directly or indirectly controls, is controlled by or 15
under common centrol with a party herete. For the purpose
of this definition, the word ‘“Control’’ means the right to
exercise more than fifty precent {30%) of the voting rights at
shareholders’ or partners’ meetings.

(0) ‘‘Exploration Block’ shall mean an area, the corner points of
which have to be coincident with three (3) minute by three (3)
minute latitude and longitude divisions, according o the
International Grid System where possible or with the existing
boundaries of the Area covered by this Concession Agreement as

set out i Annex A’

(p) “‘Development Block™ shall mean an area, the corner points of
which have to be coincident with three {3) minute by three (3)
minute latitude and longitude divisions according to the
International Grid System where possible or with the existing
boundaries of the Area covered by this Concession Agreement as
set out in Annex “"A’.
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(q) “‘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 three (3)
minutes by three (3) minutes latitude and longitude divisions
according to the international Grid System where possible or with
the existing boundaries of the Arca covered by this Concession
Agreement as set out in Annex ‘‘A’’.

(r) ‘‘Agreement ’’ means this concession Agreement and its Annexes.

(s) ‘*Gas Sales Agreement’’ shall mean a written agreement between
EGPC and CONTRACTOR as sellers (hereinafter referred to as
Sellers) and E.G.P.C. as buyer (hereinafter referred to as buyer),
which contains the terms and conditions for all gas sales from a
Development Lease.

ARTICLE II-
ANNEXES TO THE AGREEMENT

Annex ‘A’ 1s a description of the Area covered and affected by
this Agreement, hereinafter referred to as ‘““The Area”’.

Annex ‘““B” 1s a provisional 1llustrative map on the scale of

i + 1,000,000 indicating the Area covered and affected by this
Agreement and described in Annex ““A’’.

Annex ““C’’ i1s the form of a charter of the operating company to
be formed as provided for in Article VI hereof.

Annex ‘D’ 1s the Accounting Procedure.

Annex ““E” is a current map of the National Gas Pipeline Grid
System established by the Government. The point of delivery for Gas
shall be agreed upon by the parties under the Gas Sales Agreement,
which point of delivery will be located at the flange connecting the lease
pipeline to the National Gas pipeline Grid System, as depicted in such
annex, or as otherwise agreed .

Annexes “A” “B”, <“C”, “D’’ and ““E’’ to this Agreement are
hereby made part hereof, and they shall be considered as having equal
force and effect with the provisions of this Agreement.
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ARTICLE 111
GRANT OF RIGHTS AND TERM

The GOVERNMENT hereby grants EGPC and CONTRACTOR
subject to the terms, covenants and conditions set out in this Agreement,
which insofar as they are contrary to or inconsistent with any provisions
of Law No. 66 of 1953, as amended,shall have the force of Law, an
exclusive concession in and to the Area described in Annexes *“A” and

iiB!?

(2)

(b)

The GOVERNMENT shall own and be entitled, as hereinafter
provided to a royalty in cash or in kind of ten (10) percent of the
total quantity of Petroleum produced and saved from the 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
1ot be deemed to result in income attributable to the
CONTRACTOR.

An initial Exploration period of three (3)_years shall start from
the Effective Date. Two (2) successive extensions to the initial
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 fulfilied
its oblications hereunder for the then current period. This
Agereement shall be rerminated if neither a Commercial O1l
Discovery nor a Commercial Gas Discovery is established by the
end of the seventh (7) year of the Exploration period."However,
each such period may be extended at CONTRACTOR'’s option
for up to six (6) months to enable the completion of drilling and
testing of any well actually drilling or testing at the end of each
Exploration period. It1s understood and agreed upon that in case
the initial or the second Exploration period shall have been.
extended for a period of up to 6 months (or less) as above
mentioned, then such extension period shall be credited to the next
succeeding period and consequently such extension period shall
be deducted from the next succeeding period. The election by
LGPC to undertake a sole risk venture under paragraph (¢)
immediately hereafter shall not extend the exploration period nor
2 ffect the termination of this Agreement as O CONTRACTOR.
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(c) Commercial Discovery
(1) A Commercial Discovery, whether of Oil or Gas , May consisi

(11)

of one producing reservoir or a group of producing reservoirs
which 1s worthy of being developed commercially. After
discovery of a Commercial Oil or Gas Well. CONTRACTOR
shall, unless otherwise agreed upon, undertake as part of its
Exploration program the appraisal of the discovery by drilling
one or more appraisal wells, to determine whether such
discovery is worthy of being developed commercially, taking
Into consideration the recoverable reserves, production,

pipeline and terminal facilities required, estimated Petroleum
prices, and all other relevant technical and economic factors.

The provisions laid down herein postulate the unity and

indivisibility of the concepts of Commercial Discovery and

Development Lease. They shall apply uniformly to Oil and Gas
unless otherwise specified.

(1) CONTRACTOR shall give notice of a Commercial Discovery

to EGPC immediately after the discovery is considered by
CONTRACTOR to be worthy of commercial development but
In any event with respect to a Commercial Qil Well not later
than the completion of the second exploration appraisal well,
or twelve (12) months following the date of the discovery of
the Commercial Oil Well (unless EGPC agrees that such period
may be extended ), whichever is earlier, or with respect to
a Commercial Gas Well, not later than twenty-four (24
months following the date of the discovery of the Commercial
Gas Well (unless EGPC agrees that such period may be
extended), except that CONTRACTOR shall also have the
right to give such notice of Commercial Discovery with respect
to any reservolr or reservoirs even if the well or wells thereon
are not ““Commercial’” within the definition of *“*Commercial
Well’ if, 1n 1ts opinion, a reservoir or a group of reservoirs,
considered collectively, could be worthy of commercial
development. CONTRACTOR may also give notice of
Commercial Oil Discovery in the event it wishes to undertake
a Gas Recycling or similar Project. A notice of Commercial
Gas Discovery shall contain all detailed particulars of the
discovery and especially the area of gas reserves. the estimated
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production potential and profile and field life. Following
receipt of a notice of a Commercial Oil or Gas Discovery,
EGPC and CONTRACTOR shall meet and review all
appropriate data with a view to mutually agreeing upon the
existence of a Commercial Discovery. The date of Commercial
‘Discovery shall be the date EGPC and CONTRACTOR agree

that a Commercial Discovery exists.

(iv) If Crude Oil is discovered but is mnot deemed by
CONTRACTOR to be a Commercial Oil Discovery under the
above provisions of this paragraph (¢), 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 the completion of
a well not considered to be a “Commercial 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 Oi1l from the geological
feature on which the well has been drilied. Said notice shall
state the specific area covering sald geological feature to be
developed, the wells to be drilled, the production facilities to
be installed and EGPC’s estimated cost thereof. Within thirty
(30) days after receipt of said notice CONTRACTOR may,
in writing, elect to develop such area as provided for in the
case of Commercial Discovery hereunder. In such event, all
terms of this Agreement shall continue to apply to the specified
area. If CONTRACTOR elects not to develop such area, the
specific area covering said geological feature shall be set aside
for sole risk operations by EGPC, such area to be mutually
agreed upon by EGPC and CONTRACTOR on the basis of
good petroleum industry practice. EGPC shall be entitled to
perform or in the event Operating Company has come 1nto
existence. to have Onperating Company perform, such
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operations for the account of EGPC and at EGPC’s sole cost,
risk and expense. When EGPC has recovered from the Crude
O1l produced from such specific area a quantity of Crude Oil
equal in value to three hundred (300) percent of the cost 1t has
incurred in carrying out the sole risk operations,
CONTRACTOR shall have the option, only in the event there
has been a separate Commercial Oil Discovery, elsewhere within
the area, to share in further development and production of
that specific area upon paying EGPC one hundred (100) percent
of such costs incurred by EGPC. Such one hundred (100)
nercent payment shall not be recovered by CONTRACTOR.
Immediately following such payment, the specific area shall
either (1) revert to the status of an ordinary Development Lease
under this Agreement and thereafter shall be operated in
accordance with the terms hereof; or (2) alternatively, in the
cvent that at such time EGPC or its Affiliated Company 18
conducting development operations 1n the area at its sole
expense and EGPC elects to continue operating, the area shall
remain set aside, and CONTRACTOR shall only be entitled
to its production sharing percentage of the Crude O1l as
specified in Article VII (b) below. The sole risk Crude Oi1l 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 II1 (b) above, this Agreement shall,
however, continue to apply to EGPC’s operation of any sole
risk venture hereunder, although such Agreement shall have
been terminated with respect to CONTRACTOR pursuant 1o
the provisions of Article 111 (b) above.

Conversion to a Development Lease :

(1)

Following a Commercial Oil Discovery or a Commercial Gas
Discovery, the extent of the whole area capable of production
t0 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 Petroleum and Mineral Resources.
Such area shall be converted automatically into a Development
I_case without the 1ssue of any additional legal instrument or
PErmission.
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(11) 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 make efforts to find
the adequate local markets capable of absorbing the production
of Gas and shall advise CONTRACTOR of the potential
outlets for such Gas, and the expected annual schedule of
demand. Thereafter, EGPC and CONTRACTOR shall meet
with a view to assessing whether the outlets for such Gas and
other relevant factors warrant the development and production
of the Gas and,in case of agreement, the Gas thus made
available shall be disposed of to EGPC under a long-term sales

agreement in accordance with and subject to the conditions
set forth in Article VII below.

(111) The development period of each Development Lease shall be

as follows :
aa) In respect of a Commercial Oil Discovery, twenty (20) years

from the date of such Commercial Discovery plus the
Optional Extension Period ( as defined below) provided
that, in the event that subsequent to the conversion of a
Commercial Oil Discovery into a Development Lease, Gas
1s discovered in the same Development Lease and is used
or 1s capable of being used locally or for 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 for twenty (20) years from the date of first
deliveries of Gas locally or for export plus the QOptional
Extension Period (as defined below) provided that the
duration of such Development Lease based on the
Commercial Oil Discovery shall not be extended beyond
thirty-tive (35) years from the-date of the Commercial Oil
Discovery. Unless otherwise agreed upon between EGPC
and CONTRACTOR and subject to the approval of the

Minister of Petroleum and Mineral Resources,

CONTRACTOR shall immediately notify EGPC of any

Gas discovery, but there shall be no requirement to apply
for a new Development Lease in respect of such Gas.
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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 Period ( as defined
below), provided that if subsequent to the conversion of
a Commercial Gas Discovery into a Development Lease,
Crude Oi1l 1s discovered in the same Development Lease,
CONTRACTOR’s share of such Crude oil from the
Development Lease ( except LPG extracted from Gas or
Crude Oil in the form of condensate produced with Gas )
and Gas associated with such Crude Oil shall revert entirely
to EGPC upon the lapse of twenty (20) years from the date
of such Crude Oil discovery, plus the Optional Extension
Period ( as defined below ).

Notwithstanding anything to the contrary under this
agreement the duration of a Development Lease based on
a Commercial Gas Discovery shall not exceed thirty-five
(35) years from the date of Commercial Gas Discovery.
CONTRACTOR shall immediately notify EGPC of any
O1l discovery, but there shall be no requirement to apply
for a new Development Lease in respect of such Crude Oil.
The “Optional Extension Period’’ shall mean a period of
five (5) years which may be elected by CONTRACTQOR
upon six (6) months’ written notice to EGPC prior to the
expiry of the relevant twenty (20) year period.

(¢) Development operations shall, upon the issuance of a Development
Lease granted following a Commercial Qil Discovery be started
promptly by Operating Company and be conducted in accordance
with good oil field practices and accepted petroleum engineering
principles, until the field is considered to be fully developed, it
being understood that if associated Gas is not utilized, EGPC and
CONTRACTOR shall negotiate in good faith on the best way to

avold impairing the production in the economic interests of the
parties.
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In the event no Commercial Production of O1l in regular
shipments is established in any Development Block within three
(3) years from the date of the Commercial Discovery, such
Development Block shall immediately be relinquished unless there
1S a Commercial Gas Discovery on the Development Lease.
However, such three (3) year period may be extended by an
additional period not exceeding one (1) year, subject to approval
of the Minister of Petroleum and Miners] Resources. Each
Development Block in a Development Lease being partly within
the radius of drainage of any producing well in such Development
Lease shall be considered as participating in the Commercial
Production referred to above. Development operations in respect
of Gas and Crude OQil in the form of Condensate or LPG to be
produced with or extracted from such Gas shall, upon the signature
of a Gas Sales Agreement or commencement of a scheme to dispose
of the Gas, whether for export as referred to in Article VII below
or otherwise, be started promptly by Operating Company and be
conducted in accordance with good gas field practices and accepted
petroleum engineering principles and the provisions of such Gas
Sales Agreement or scheme. In the event no Commercial
Production of Gas is established in accordance with such Gas Sales
Agreement or scheme, the Development Lease relating to such Gas
shall be relinquished, unless otherwise agreed upon by EGPC.

CONTRACTOR shall bear and pay all the costs and expenses
required in carrying out all the operations under this Agreement
but such costs and expenses shall not include any interest on
investment. CONTRACTOR shall look only to the Petroleum to
which it is entitled under this Agreement to recover such costs and
expenses. Such costs and expenses shall be recoverable as provided
in Article VII. During the term of this Agreement and its renewal,
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the total production achieved in the conduct of such operations

shall be divided between EGPC and CONTRACTOR In
accordance with the provisions of Article VII.

(g) 1. CONTRACTOR shall be subject to Egyptian Income tax la:ws
and shall comply with the requirements of such laws with

respect to the filing of returns, the assessment of tax, and the
keeping and showing of books and records.

2. CONTRACTOR’s annual income for Egyptian income tax
purposes under this Agreement shall be an amount calculated
as follows:

The total of the sums received by CONTRACTOR from the
sale or other disposition of all Petroleum acquired by
CONTRACTOR pursuant to Article VII, paragraphs (a) and

(b);

Reduced by :

(1Y  The costs and expenses of CONTRACTOR;

(11) The value, as determined according to paragraph (c¢) of
Article VII of EGPC’s share of Excess Cost Recovery
Petroleum repaid to EGPC 1n cash or 1n kind, if any,

PLUS :

An amount equal to CONTRACTOR-’S Egyptian income

taxes grossed up in.the manner shown in Annex D, Article
VI. '

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 costs
amortization, without regard to the percentage limitation
referred to in the first paragraph of Article VII () (1). All costs
and expenses of CONTRACTOR in conducting the operations
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under this Agreement which are not controlled by paragfaph
(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 the CONTRACTOR, CONTRACTOR’s Egyptian
Income Tax out of EGPC’s share of the Petroleum produced
and saved and not used 1n operations under Article VII. All
taxes paid by EGPC in the name and on behalf of
CONTRACTOR shall be considered income to

CONTRACTOR as calculated 1n accordance with Annex **D"’.
Article VI of the attached Accounting Procedure. -

EGPC shall furnish to CONTRACTOR the proper offic_ial
receipts evidencing the payment of CONTRACTOR’s Egyptian
income Tax for each Tax Year, within ninety (90) days
following the receipt by EGPC of CONTRACTOR’s tax
declaration for the preceding Tax Year. Such receipts shall be
issued by the proper Tax Authorities and shall state the amount
and other particulars customary for such receipts.

As used herein, Egyptian [ncome 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 all dividends,
withholding with respect to shareholders, and other taxes
imposed by the GOVERNMENT of the A.R.E. on the
distribution of income or profits by CONTRACTOR.

In calculating its A.R_E. Income Taxes, EGPC shall be entitled
to deduct all royalties paid by EGPC to the GOVERNI\EENT
and CONTRACTOR’s Egyptian income taxes paid by EGPC
on CONTRACTOR’s behalf.
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ARTICLE IV
WORK PROGRAM AND EXPENDITURES DURING
EXPLORATION PERIOD

CONTRACTOR shall commence 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 one (1) well during
the initial Exploration period. EGPC shall make available for
CONTRACTOR’s use all seismic, wells and other Exploration data
in EGPC’s possession with respect to the Area.

The 1mtial Exploration period shall be three (3) vyears.
CONTRACTOR may continue Exploration activities by
undertaking two(2) successive additional periods of two (2) years
each in accordance with Article I (b), each of which upon at least
a thirty (30) days’ prior written notice to EGPC, subject to
CONTRACTOR’s 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 two million U.S. Dollars ( U.S. § 2,000,000 ) on
Exploration operations and activities related thereto during the
initial three (3) year Exploration period. During such initial period
CONTRACTOR shall drill one (1) well. For each of the two (2}
successive additional exploration periods of two (2) years each that
CONTRACTOR celects to undertake beyond the initial Exploration
neritod, CONTRACTOR shall spend a nunimunm of four nution
U.S. Dollars ((U.S. § 4,000,000) and drill two (2) wells. Should
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CONTRACTOR spend more than the minimum amount required
to be expended or drill more wells than the minimum required to
be drilled during the initial three (3) year Exploration period, or
during any period thereafter, the excess may be subtracted from
the minimum amount of money required to be expended by
CONTRACTOR or minimum number of wells required to be
drilled during any succeeding Exploration period or periods, as
the case may be. In case CONTRACTOR surrenders its
Exploration rights under this Agreement as set forth above before
or at the end of the third (3rd) year of the initial exploration period,
or any extension thereof, having expended less than the total sum
of two million U.S. Dollars (U.S. $ 2,000,000) on Exploration or
in the event at the end of the third (3rd) year CONTRACTOR
has expended less than said sum in the Area, an amount equal
to the difference between the said two million U.S. Dollars (U.S.
$ 2.000,000) and the amount actually spent on Exploration
activities shall be paid by CONTRACTOR to EGPC at the time
of surrendering or within three (3) months from the end of the
third (3rd) 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 1s still in force as to
CONTRACTOR, CONTRACTOR shall be entitied to recover any
such payments as Exploration expenditures in the manner provided
for under Article VII in the event of Commercial Production.
Without prejudice to Article III (b), in case no Commercial Oil
Discovery is established or no notice of Commercial Gas Discovery
is given by the end of the seventh (7th) year of the Exploration
period or any extensions thereof, or in case CONTRACTOR
surrenders the Area under this Agreement prior to such time,
EGPC shall not bear any of the aforesaid expenses incurred by

CONTRACTOR.



S Y e el (£) Aab Al R JSRls 0« 6 i
zelisg dlaels ¢ Jsliall g Rugll cy Lgple (3 3 3l gAY aie ) gl
s Gl Gl Lagad cow dahidl 5 Caagd) JlaeY Dl jaay Jac
@H@aﬁ:}sm’iuﬁj.@u\mm‘:,l_:.tﬁf.wd‘,mcﬁ
L0 VY e B8IS Lo 5 s il uadly Sl gl 0555
e < lﬂ_da.ugdl sall e Y b Jlaadl el 3l Cre Y aadly
S 5l a3 a3l 3 Gapeny peadll iy ddla i lae) 3 s
cAnle Qi b e A J el

038 (3l pe e yU e Jlially Al A5 ¢ 4K ik dial Lyl
0585 daadl Jlaely Ll Al el y Jandl galiy ailisY
@ AolEi oV Gaadll ial L L Lde 3l 3l Aiall oa
() 25 Agl aginnd pgia (7)) A ¢ slinel (1) 2
U e ALY sl Al ) Al uady L JGEAN agiue
i Jandy ALYl Giadll Lal oy . agine ol liacdl
2y ¢ Lagilly Llia o 5 (530 (gl )l o385y s il 4 3uall 5 Jaal
o1l Jslial agiy ¢ Aslianyl Gl Rial & yaay Gasdll e o lguYl
Sandl galin pa iy abie JE by a0 @dGaadl ol
b e 35l ya g - Laaobaae Y &gl ) Cnndly canalsll A0 3l
: alaie Y aa sy 4l

Janll maling 58 53 5 gemy Jany 5 iy of DS S5m V-
anl juedl 2 3aaiaall Gl Cj Vs posSaadl sl all
. ¢ Apgdl 4adl e g0

QT B} LIS U P R TR VR IR (4 PR P
e Al Aball Gopeay o) J5lal a4l SlSEa)
138 Jie oy CBS) 23V (a8 |y Al el 3 Asaall
anyg Cany Ol o ga A e Gla w3 ilady . ladll
oY) sda e Aol saldl o peadl Ga g laoks il




Y 149Y Du uad g YO (i) £V 22l = Asen ) 5y el

L = Pl " — W - s e e S — R ———

(C) At least four (4) months prior to the beginning of each Financial
Year or at such other times as may mutually be agreed to by EGPC
and CONTRACTOR, 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
sufficient to satisfy CONTRACTOR’s minimum expenditure
obligations for the period it covers, taking into account any credits
for excess drilling or expenditures by CONTRACTOR in prior
exploration periods.

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 Agreement. This
Committee, hereinafter referred to as the “‘Exploration Advisory
Commuittee,’’ shall consist of s1x (6) members, three (3) of whom
shall be appointed by EGPC and three (3) by CONTRACTOR.
The Chairman of the Exploration Advisory Committee shall be
designated by EGPC from among the members appointed by it.
The Exploration Advisory Committee shall review and give such
advice as 1t deems appropriate with respect to the proposed Work
Program and Budget. Following review by the Exploration
Advisory Committee, CONTRACTOR shall make such revisions
as CONTRACTOR deems appropriate and supmut the Exploration
Work Program and Budget to EGPC for its approval

Following such approval, it Is further agreed that :

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

(1) In the event of emergencies involving danger of loss of lives
or property, CONTRACTOR may expend such additional
non - budgeted amounts as may be required to alleviate such
danger. Such expenditure shall be considered in all respects

as an exploration expenditure and shall be recovered pursuant
to the provisions of Article VII hereof.
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(d)

(1)

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

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

CONTRACTOR shall entrust the management of Exploration
operations in the A.R.E. to its technically competent General
Manager and Deputy General Manager. The names of such
Manager and Deputy General Manager shall upon appointment,
be torthwith notified to the GOVERNMENT and to EGPC. The
General Manager and, in his absence, the Deputy General Manager
shall be entrusted by CONTRACTOR with sufficient powers to
carry out immediately all lawful written directions given to them
by the GOVERNMENT or its representative under the terms of
this Agreement. All lawful regulations issued or hereafter to be

1ssued which are applicable hereunder and not in conflict with this
Agreement shall apply to CONTRACTOR.

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 CONTRACTOR during such
quarter. CONTRACTOR’s records and necessary supporting
documents shall be availabie for inspection by EGPC at any time
during regular working hours for three (3) months from the date
of receiving each Statement.
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Within the three (3) months from the date of receiving such
Statement, EGPC shall advise CONTRACTOR in writing 1f 1t
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 contracted for, provided, however, that,

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

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

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

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

Any reimbursement due to EGPC out of the Cost Recovery
Petroleum, as a result of reaching agreement or of an arbitral
award shall be promptly made in cash to EGPC, plus simple
interest of LIBOR plus 2.5 percent per annum from the date on
which the disputed amount (s) would have been paid to EGPC
according to Article VIl (a) (2) and Annex ““D”’ (1. e., the date
of rendition of the relevant Cost Recovery Statement) of this
agreenient to the date of payment. The LIBOR rate applicable shall
be the average of the figure or figures published by the Financial
Times representing the mid-point of the rates (bid and ask)
applicable to one month U.S. Dollar deposits in the London
interbank Eurocurrency Market on each fifteenth (15th) day of
each month occurring between the date on which the disputed
amount(s) would have been paid to EGPC and the date on which

it 1§ settled.
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If the LIBOR rate is available on any fifteenth (15th) day but
1s not published in the Financial Times in respect of such day
for any reason, the LIBOR rate chosen shall be that offered
by Citibank N.A. to other leading banks in the London
[nterbank Eurocurrency Market for one month U.S. Dollar
de posits.

If such fifteenth (15th) 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) month period provided
for in this paragraph, EGPC has not advised CONTRACTOR
of 1ts objection to any Statement, such Statement shall be

considered as approved.

CONTRACTOR shall supply all funds necessary for its operations
in A.R.E. under this Agreement in freely convertible currency from
abroad. CONTRACTOR shall have the right to buy Egypuan
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.

EGPC 1s authorized to advance to CONTRACTOR the Egyptian
currency required tor 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 Affiliated
compaines’ foreign currency requirements subject to the approval
of the Minister of Petroleum and Mineral Resources.
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ARTICLE V
MANDATORY AND YOLUNTARY RELINQUISHMENTS

(a) MANDATORY

At the end of the third (3rd) year after the Effective Date hereof,
CONTRACTOR shall relinquish to the GOVERNMENT a total
of twenty-five (25) percent of the original Area not then coverted
to a Development Lease or Leases. Such relinquishment shall be
in units of whole Exploration Blocks or parts of bExploration Blocks
not converted to Development Leases so as to enable the
relinquishment requirements to be precisely fulfilled.

At the end of the fifth (5th) year after the Effective Date hereof,
CONTRACTOR shall relinquish 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
Exploration Blocks or parts of Exploration Blocks not converted
to Development Leases so as to enable the relinquishment
requirements to be precisely fulfilled.

Without prejudice to Articles III and XXII or the last three
paragraphs of this Article V (a ) at the end of the seventh (7th)
year of the Exploration period, CONTRACTOR shall relinquish
the remainder of the original Area not then converted to 3
Development Lease or Leases.

It 1s understood that at the time of any relinquishment the areas
to be converted into Development Leases and which are submitted

to the Minister of Petroleum and Mineral Resources for his
approval, according to Article III ( d ) shall, subject to such
approval, be deemed to be converted to Development Leases.

CONTRACTOR shall not be required to relinquish any
Exploration Block or Blocks on which a Commercial Oil or Gas
well 1s discovered before the period of time referred to in Article
i1l (c) of this Agreement given to CONTRACTOR to determine
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whether such Well 1s a Commercial Discovery worthy of
development.

11_1 t_he event at_the end of any Exploration period a well is actually
drilling, or testing, CONTRACTOR shall be allowed up to a six

( 6) months period enable 1t to establish a Commercial
Discovery.

(b) VOLUNTARY

CONTRACTOR may, voluntarily, during any period relinquish
411 or any part of the Area in Blocks provided that at the time
of such voluntary relinquishment its drilling obligations under
Article Iv (b ) have been satisfied for such period. Any
relinquishments hereunder shall be credited toward the mandatory
provisions of Article ( V) (a) above. Following Commercal
Discovery, EGPC and CONTRACTOR shali mutually agree upon
any area to be relinquished thereafter except for the relinquishment
provided for above at the end of the total Exploration period.

ARTICLE VI
OPERATIONS AFTER COMMERCIAL DISCOVERY

(a) On Commercial Discovery, EGPC and CONTRACTOR shall
form in the A.R.E. an operating company- which shall be named
by mutual agreement between EGPC and CONTRACTOR and
<uch name shall be subject to the approval of the Minister of
Petroleum and Mineral Resources ( hereinafter referred to as
“Onerating Company’” ). Said company shall be a private sector
company. Operating Company shall be subject to the laws and
regulations in force in the A.R.E. to the extent that such laws and
regulations are not inconsistent with the provisions of this .
Agreement or the charter of Operating Company.
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However, Operating Company and CONTRACTOR shall, for
the purpose of this Agreement, be exempted from the following

laws and regulations as now or hereafter amended or substituted

- Law No. 97 of 1976, organizing dealings in foreign
Currencles;

- Law No. 48 of 1978, on the staff regulations of Public
Companies;

- Law No. 159 of 1981, promulgating the law on joint stock
companies, partnership limited by share companies and
Imited liability companies; and

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

- Law No. 203 of 1991 on public business sector law.

(0) The Charter of operating Company is hereto attached as Annex
“C’’. Within thirty ( 30 ) days after the date of 3 Commercial Oil
Discovery or within thirty ( 30 ) days after signature of a Gas Sales
Agreement or commencement of a scheme to dispose of Gas

( unless otherwise agreed upon by EGPC and CONTRACTOR ),
the Charter shall take effect and Operating Company shali

automatically come into existence without any further procedures,
The Exploration Advisory Committee shali be dissolved forthwith
on the coming into existence of the Operating Company.

() Ninety ( 90 ) days after the date Operating Company comes into
existence in accordance with paragraph ( b ) above, it shall prepare
a Work Program and Budget for further Exploration and
Development for the remainder of the year in which the
Commercial Discovery is made; and not later than four (4) months



149Y L b gh YO 3 (ai) £V daall = Spansli 3y el 07

i —

63-5(‘“1‘@“P‘”rd‘@ﬁ)ﬁ)&‘du\wimwdﬂ
uﬁ_g)db_mmlbdbm&u\aﬂmhdm\(a\‘ “
'L‘Gflc@\ynnJ\J&\ud_}d

(Yo ) coodal) sl (o3 Y 2o ga 8 Olleall 236N 400 o iy ( 2)
a3l mu&\twdjutg\ujﬁ}ﬁﬁﬁﬁgﬁw
U.md_!l.:l\ i) (re ‘_;.:Ld\ M\JJJY Cradll 3 ol Akl
\J_a.d\l.z_)h.;c\ua.hh Ve ¢3S Yl Baasall LY e Y s
lﬁJﬂh}bg}nMMM\ JJMl\.muLuuad:.mu\_,umm
- ol Al 8

Sl sall il ) gl S5 Gy sasmnal 5y Ralal) il e
e (elall gl Y ol gty olil () 5 3 Sl
Sy adall g sl Al e adall sanall w sl IS 1), ¢ VA e

caddy Al Jaadl 5 8

éhﬁ.‘hib_}hh]ht_g)d &AY\M@\f@dﬂcwum
d;\}a..:jcju‘(_ﬁl.ﬁlcdﬂﬂ\ﬂg\ubaﬂb@w‘ub\@ﬂ |
“ML;SLG:‘}LWJ““-‘A“ L&MA‘UL@&M‘ WLQMLME‘
iyl
1Al i Aglle A JS kgl AN La g (30 ) il DA
R T T eaidalt 2aill 3y Slale b C_al._gluj\.g}.nim\
EW\EM\%MMJMQHL&@\_}A@&@L 32 ae
el nee iy die B eaiall allally Coluadl A ittt Culadt
) Rl



oy 134Y A guaig YO 3 (&) EY 33l — dsan il 3 sl

——

ekl — -

before the end of the current Financial year ( or such other date

as may be agreed upon ) and five (5) months preceding the
commencement of each succeeding Financial Year thereafter ( or
such other date as may be agreed upon ) Operating Company shall
prepare an annuual 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.

(d) Not later than the rwentieth ( 20th ) day of each month, Operating
Company shall furnish to CONTRACTOR a written estimate of
its total cash requirements for expenditure for the first half and
the second half of the succeeding month expressed in U.S. Doilars
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 1n paragraph (e) below on
the first (1st) day and fifteenth (15th) day respectively, or the next
following business day, if such day 1s not a business day.

(e) Operating Company is authorized 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 A R .E. the required amount
.o meet expenditures in Egyptian Pounds for Operating Company
. connection with its activities under this Agreement.

Within sixty (60) days after the end of each Financial Year,
Gperating Company <hall submit to the appropriate exchange
~ontrol authorities in the A.R.E. a statement, duly certified by
a recognized firm of auditors, showing the funds credited to that
account, the disbursements made out of that account and the

halance outstanding at the end of the Financial year.
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(f) If and for as long during the period of production operations there
exists any excess capacity in facilities which cannot during the period

of such excess be used by the Operating Company, EGPC and
CONTRACTOR will consult together to find a mutually agreed
formula whereby EGPC may use the excess capacity if it so desires

without any unreasonable financial or operational disadvantage
to the CONTRACTOR.

ARTICLE VII
RECOVERY OF COSTS AND EXPENSES AND PRODUCTION

SHARING

(a) (1) Cost Recovery Petroleum

Subject to the auditing provisions under this Agreement,
CONTRACTOR shall recover all costs and expenses in respect

of all the Exploration, Development and related operations
under this Agreement to the extent and out of fourty (40)

percent quarterly of all Petroleum produced and saved from
all Deveiopment Leases within the Area hereunder and not used
in Petroleum operations. Such Petroleum is hereimnafter referred
to as ‘“Cost Recovery Petroleum™.

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

(1) 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, shall be recoverable either in the Tax Year in
which such costs and expenses are incurred and paid or
the Tax Year in which initial Commercial Production
occurs, whichever is the later date.
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(1) 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
O1l 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 commences, whichever is the later date.

(iii) Development 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 in the Tax Year in which such expenditures are
incurred and paild or the Tax Year in which initial

Commercial Production commences, whichever is the later
date.

- (wv) To the extent that, in a Tax Year, costs, expenses or
expenditures recoverable per paragraphs (1), (11) and (111}
preceding exceed the value of all Cost Recovery Petroleum
tor such Tax Year, the excess shall be carried forward 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.

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

1. “‘Exploration Expenditures’’ shall mean all costs and
expenses for Exploration and its related portion of the

overheads.

2. “*Development Expenditures’’ shall mean all costs and
expenses for Development with the exception of
Operating Expenses and its related portion of the
overheads.
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3. ““‘Operating Expenses’’ shall mean all costs, expenses
and expenditures made after initial commercial

Production, which costs, expenses and expenditures are
not normally depreciable.

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

(vi) It is understood and agreed upon that the recovery of costs
and expenses as based upon the rates re ferred to above shall
be allocated to each quarter proportionately ( one fourth
to each quarter). However, any recoverable costs and
expenses not recovered 1n one quarier, as thus allocated,

shall be carried forward for recovery in the next quarter.

2. Except as provided in sub-paragraph (a) (3) below of this
Article VII and VII (¢) (1), CONTRACTOR shall each quarter
be entitled to and own all Cost Recovery Petroleum, which
shall be taken and freely exported or otherwise disposed ot
‘1 the manner determined pursuant to Article VII (e). To the
extent that the value of all Cost Recovery Petroleum ( 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, (Excess Cost Recovery Petroleum) then the
value of such Excess Cost Recovery Petroleum shall be paid
by Contractor to EGPC in the manner set forth in Article IV
of the Accounting Procedure contained in Annex “D”’,
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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 share in the Excess Cost 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 Concession Area during previous
quarter. [f EGPC’s entitlement to receive repayment of Excess
Cost Recovery Petroleum is limited by the foregoing provision,
the balance of such entitlement shall be paid in cash.

(b) Production Sharing :

1. The remaining sixty percent {60%) of the Petroleum shall be
divided between EGPC and CONTRACTOR according to the
following shares: Such shares shall be taken and disposed of

pursuant 1o Article VII (e) .

(i) Crude Oil EGPC Contractor
Share % Share %

Crude Oil produced and saved under
this Agrecement and not used in Petroleum
aperations, Barrels per day (BOPD)

(quarterly average).
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That portion or increment up to 5,000 Seventy Percent Thirty Percent

ROPD. ( 70 % ) ( 30 % )

That portion or increment from 5,001 BOPD Seventy —fiv.e Twenty-five
and up to 25,000 BOPD. Percent(75 % )  Percent( 25 % ]

Seventy-eight Twenty - two

That portion or increment from 25,001
Percent (78 % ) Percent ( 22 % )

BOPD and up to 50,000 BOPD.

That portion in excess of 50,000 BOPD Eighty Percent Twenty Percent

( 80 % ) (20 % )
(i1) Gas and LPG:

Gas ard LPG produced and saved under this Agreement and not used in Petroleum

Operations: Se_venty-—eight
EGPC Share: Percent ( 78 % )

Twenty - two
CONTRACTOR Share: Percent ( 22 % )

2 . After the end of each contractual year during the term of any Gas
Sales Agreement entered into pursuant to Article VII (e), EGPC
and CONTRACTOR (as sellers ) shall render to EGPC (as buyer)
a statement 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 contract
quantities of Gas as established by the Applicable Gas Sales
Agreement ( the ““Shortfall’”’ ), provided the Gas is available.
Whithin sixty (60) days of receipt of the statement, EGPC ( as
ouyver ) shall pay EGPC and CONTRACTOR ( as sellers ) for the
amount of the shortfall, if any. The Shortfall shall be included
in EGPC’s and CONTRACTOR’s entitlements to Gas pursuant
to paragraphs (a) and (b) of this Article in the fourth (4th) quarter
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of such contractual vear. Quantities of Gas not taken but to be
paid for shall be recorded in a separate ‘‘Shortfall 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 1n

the Shortfall account to the extent thereof and, to that extent, no

additional payment shall be due in respect of such Gas. Such
make-up gas shall not be included in CONTRACTOR's

entitlements to Gas pursuant to paragraphs (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 behalf of EGPC and CONTRACTOR shall
apply to all LPG available for delivery.

(¢) Valuation ot Petroleum
|. Crude Ol

(i) It 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 determining the
prevailing market value of the quantity of Cost Recovery
Crude Qil 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 arm’s-length by either EGPC or
CONTRACTOR under all Crude Oi1l sales contracts then
currentlv in effect by either EGPC on the one hand or
CONTRACTOR on the other hand, but excluding Crude
Oil spot sales not consistent with prevailing market prices
for similar Crude O1l and also excluding crude o1l sales
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contracts involving barter, whichever is higher, shall be
used. It 1s understood that in the case of C.LF. sales,
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 loading and other appropriate
adjustments. Nevertheless, if CONTRACTOR considers
the value of the Cost Recovery Crude Oil so determined

not to retlect the market conditions prevailing during the
calendar quarter, CONTRACTOR and EGPC shall meet
and mutually agree upon the price.

(1) If during any calendar quarter there are no such sales by
- EGPC or CONTRACTOR under Crude Oil sales
contracts then currently in effect, EGPC and
CONTRACTOR shall meet and mutually agree upon the

price of Crude Qil to be used in determining the value
mentioned in subparagraph (c) (1) (i) above. Pending such
mutual agreement, the price used shall be the last price
determined pursuant to subparagraph (¢) (1) () or under

this subparagraph (c) (1) (ii), whichever is later, and
appropriate adjustments will be made thereto after

determination of a mutually agreed price by EGPC and
CONTRACTOR.

(2) Gas and LPG

(1) The Cost Recovery and Profit Shares of Gas subject to
a Gas Sales Agreement between EGPC and
CONTRACTOR ( as sellers Y and EGEC ( as buyer )
eltered into pursuant to Article VII (e} shall be valued,

debvered to and purchased by EGPC at a price determined
according to the following formula :

PG = 0.85 x F %« H
3969 x 10°
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Where :

PG = the value of the Gas in U.S. Dollars per thousand
cubic feet ( MCF ) .

F= a value in U.S. Dollars per metric ton of fuel ojl
calculated by referring to ““Platt’s Oilgram Price Report”’
during a month under the heading ‘‘European Bulk
Cargoes F.O.B. 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 are quoted and (b)
the sum of the mid-points of the published low and
high values for low sulphur fuel oil quoted during such
month divided by the number of days in such month
for which such values were quoted.

i1 = the nmber of British Thermal units (BTUs) per
thousand cubic feet (MCF) of Gas. The Gas buyer and

sellers shall agree on the measurement location.

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 published at all during
a month, the parties shall meet and agree the value of F by
reference to other published sources. {n the event that 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 shall
meet and agree a value of F by reference to the average value of
low and high-sulphur content fuel oil delivered F.O.B. from the
Mediterranean area. Such valuation of Gas under the above
formula providing for a fifteen percent (153%) discount is based
upon delivery at the delivery point specified in Article VII (e}
2 (11) below, and is to enable EGPC to finance and maintain the

portion or portions of the pipeline distribution system to be
provided by EGPC .
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(i1 ) The Cost Recovery and Profit Shares of LPG producing from a
plant constructed and operated by or on behalf of EGPC and
CONTRACTOR shall be separately valued for Propane and
Butane at the outlet of such LPG plant according to the following

formula (unless otherwise agreed between EGPC and
CONTRACTOR ) :

CLPG = 0.95 PR - (J x 0.85 X 3 )

e .

39.69 x 10°

Where ;

PLPG =LPG price (separately determined for Propane and Butane)
m U.S. Dollars per metric ton of LPG produced

PR = the average over a period of a month of the figures
representing the mid-point between the high and low price
in U.S. Dollars per metric ton quoted in *‘Platt’s LPG aswire”’
during such month for Propane and Butane ¥.O.B.
Ex-Ref/Stor, West Mediterranean .

J = BTUs removed from the Gas Stream by the LPG plant per
metric ton of LPG’s produced. The Gas buyers and sellers
shall agree on the measurement location.

F = the same value as F under subparagraph (i) above.

[n the event that Platt’s LPGaswire 1s i1ssued on certain days
during a month but not on others, the value of PR shall be
calculated vsing only those issues which are published during
such month. In the event that the value of PR cannot be
determined because Platt’s LPGaswire is not published at all
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during a month, the parties shall meet and agree to the value
of PR by reference to other published sources. In the event
that there are no such other published sources or if the value
of PR cannot be determined pursuant to the toregoing for any
other reason, the parties 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 .

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

(1v) 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 the total quantity of Petroleum that Operating
Company estimates can be produced, saved and transported
hereunder during such calendar semester in accordance with good
oil and gas industry practices. Operating Company shall endeavour
to produce each calendar semester the forecast quantity. The Crude
Oil shall be run to storage tanks or offshore loading facilities
constructed, maintained and operated according to Government
regulations by Operating Companv in which said Crude Oil shall
be metered or otherwise measured for royalty and all 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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(e) Disposition of Petroleum :

1.

EGPC and CONTRACTOR shall have the right and the
obligation to separately take and freely export or otherwise
dispose of currently all of the Crude Oil to which each is
entitled under Article VII (a) and (b). Subject to payment of
sums due EGPC under Article VII (a) (2) and IX,
CONTRACTOR shall have the right to retain abroad all funds
acquired by it abroad including the proceeds from the sale of
its share of Petroleum exported. Notwithstanding anything

to the contrary under this Agreement, priority shall be given
to meet the requirements of the A.R.E. market from the Crude
Oil produced from the Area.and EGPC shall have the
preferential right to purchase such Crude Qil at a price to be
determined pursuant to Article VII (¢) . The amount of Crude
Oil so purchased shall be a portion of CONTRACTORs share
of the Crude Oil produced under this Agreement. Such amount
shall be proportional to CONTRACTOR’s share of the total
production of crude oil from the concession areas in the A.R.E.
that are also subject to EGPC’s preferential right to purchase.
The payment for such purchased amount shall be made by
EGPC in U.S. Dollars or in any other freely convertible
currency remittable abroad. It is agreed upon 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).

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

(1) Prority shall be given to meet the requirements of the local

market as determined by EGPC.
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(iii)

(11) In the event that EGPC is to be the buyer of Gas, the
disposition of Gas, to the local market as indicated above
shall be by virtue of long term Gas Sales Agreements to
be entered into between EGPC and CONTRACTOR
(as sellers) and EGPC (as buyer). EGPC and

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

a) Inthe 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 of delivery will be the flange connecting the
pipeline to the National Gas Pipeline Grid System as
depicted in Annex‘‘E’’yor as otherwise agreed.

b) In the event an LPG plant 1s constructed to process
such Gas, such Gas shall, for the purposes of
valuation and sales, be metered at the inlet to such
LPG plant. However, notwithstanding the fact that
the metering shall take place at the LPG plant 1nlet,
EGPC and CONTRACTOR (as sellers) 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
the parties under the Gas Sales Agreement, which
point of delivery will be the flange connecting the
pipeline to the National Gas Pipeline Grid System as
depicted in Annex “E’” hereto, or as otherwise agreed.
Such pipeline shall be owned in accordance with
Article VIII (a) by EGPC, and tits cost shall be
financed and recovered by CONTRACTOR as
Development Expenditures pursuant to Articie V11 .

EGPC and CONTRACTOR shall consult together to determine
whether to build an LPG plant for recovering LPG trom any
Gas produced hereunder. In the event EGPC and

CONTRACTOR decide to build such a plant the plant shall, as
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appropriate, be in the vicinity of the National Gas Pipeline Grid
System. The point of delivery of LPG for sales, royalty and other
purposes required by this Agreement shall be at the outlet of the
LPG Plant. The costs of any such LPG Plant shall be recoverable

in accordance with the provisions of this Agreement unless the
Minister of Petroleum and Mineral Resources agrees to
accelerated recovery .

(1v) EGPC (as buyer) shall have the option to elect, by ninety (90)
days prior written notice to EGPC and CONTRACTOR (as
sellers) whether payment for the Gas which is subject to a Gas
Sales Agreement between EGPC and CONTRACTOR (as
sellers) and EGPC (as buyer) and LPG produced from a plant
constructed and operated by or on behalf of EGPC and
CONTRACTOR, as valued in accordance with Article VII (c),

and to which CONTRACTOR is entitled under the provisions
of Cost Recovery and production Sharing as stipulated in
Article VII of this Agreement, shall be made 1) in cash or 2)
in kind,

Payments 1n 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 CONTRACTOR is entitled into
equivalent Barrels of Crude Oil to be taken concurrently by
CONTRACTOR from the Area, or to the extent that such
Crude Oil is insufficient, Crude Qil from CONTRACTOR’s
other concession areas, or such other areas as may be agreed.
Such Crude Oil shall be added to the Crude Qil that
CONTRACTOR 1s otherwise entitled to lift under this
Agreement. Such equivalent Barrels shall be calculated on the
basis of the provisions of the relevant Concession Agreement
relating to he valuation of Cost Recovery Crude Oil.
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Provided that :

aa) Payment of 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 1n cash or kind),
when related to CONTRACTOR’s Cost Recovery
Petroleum, shall be included in CONTRACTOR’s
Statement of Recovery of Cost and of Cost Recovery
Petroleum referred to in Article I'V of Annex ‘D’ 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
Commercial Gas Discovery given pursuant to Article III,
EGPC and CONTRACTOR ( as sellers ) shall have the right
to take and freely dispose of the quantity of Gas and LPG
m respect of which the notice of Commercial Discovery 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 above subparagraph {v) may
be freely remitted or retained abroad by CONTRACTOR
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(vin) In the event EGPC and CONTRACTOR agree to accept new
Gas and LPG producers to join in an ongoing export project,
such producers shall have to contribute a fair and equitable
share of the investment made.

(viil) aa) Upon the expiration of the five (5) year period referred
to in Article VII (e) (2) (v) above, CONTRACTOR shall
have the obligation to exert his reasonable efforts to find
an export market for the Gas reserves.

bb) In the event at the end of the five (3) year period referred

to under Article VII (e) (2) (v) above, CONTRACTOR
and EGPC have not entered into a Gas Sales Agreement,

CONTRACTOR shall retain its rights to such Gas
reserves for a further period up to seven (7) years, subject
to Article VII (e) (2) (viii) (cc), during which period EGPC
shall also attempt to find a market for the Gas reserves.

cc) In the event that CONTRACTOR has not entered into
a Gas Sales Agreement pursuant to Article VII (¢) (2) prior
to the expiry of twelve (12) years fromm CONTRACTOR’s
notice of Commercial Gas Discovery, CONTRACTOR
shall surrender the Gas reserves in respect of which such
notice has been given. It being understood that
CONTRACTOR shall, at any time prior to the expiry of
such twelve (12) year period, surrender the (Gas reserves,

1If CONTRACTOR does not accept an offer of a Gas Sales
Agreement from EGPC within six (6) months from the

date such offer 1s made provided that such Gas Sales
Agreement offered to CONTRACTOR shall take into
consideration the relevant technical and economic facors
to enable a commercial contract, including:
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- A sufficient delivery raze.

- Delivery pressure to enter the National Gas Pipeline
Grid System at a mutually acceptable point of delivery,

- Delivered Gas quality specifiction not more stringent
than those imposed or required for the National Gas

Pipeline Grid System.

(1x) CONTRACTOR shall not be obliged to surrender a2

Development Lease based on a Commercial Gas Discovery,
if Crude Oil has been discovered in commercial quantities in
the same Development Lease.

(1Y Onerations

It 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 exploit the
Petroleum, the rights to which have reverted or been surrendered
(O1l or Gas as the case may be) may only be carried out by

Operating Company which shall act on behalf of EGPC alone,
unless EGPC and CONTRACTOR agrees otherwise.

(g) Tanker Scheduling

At areasonable time prior to the commencement of Commercial

Production, EGPC and CONTRACTOR shall meet and agree

upon a procedure for scheduling tanker liftings from the agreed
upon point of export.
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ARTICLE VIII
TITLE TO ASSETS

(a) EGPC shall become the owner of all assets acquired and Cwned
by CONTRACTOR in connection with the operations carried out

by CONTRACTOR or Operating Company in accordance with
the following :

1. Land shall become the property of EGPC as soon as it 1S
purchased. |

2. Title to fixed and movable assets shall be transferred
automatically and gradually from CONTRACTOR to EGPC
as they become subject to recovery in accordance with the
provisions of Article VII; however the full title to fixed and
movable assets shall be transferred automatically from
CONTRACTOR to EGPC when its total cost has been
recovered by CONTRACTOR in accordance with the
provisions of Article VII or at the time of termination of this
Agreement with respect to all assets chargeable to the
operations whether recovered or not, whichever first occurs.

The Book Value of the assets created during each calendar
quarter shall be communicated by CONTRACTOR to EGPC

or by Operating Company to EGPC and CONTRACTOR
within thirty (30) days of the end of each quarter.

(b) During the term of this Agreement and the renewal period, EGPC,
CONTRACTOR and Operating Company are entitled to the full
use and enjoyment of all fixed and movable assets referred to above
in connection with operations hereunder or under any other
Petroleum Concession entered into by the parties. Proper
accounting adjustment shall be made. CONTRACTOR and EGPC

shall not dispose of the same except with agreement of the other.
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CONTRACTOR and Operating Company may freely import into
A.R.E., use therein and freely export at the end of such use.
machinery and equipment which they cither rent or lease in
accordance with good industry practices, including but not limited
to the lease of computer hardware and software.

ARTICLE IX

CONTRACTOR shall pay to EGPC as a Signature Bonus the sum

of three hundred thousand U S Dollars (U.S. $ 300,000 ) on the
Effective Date. '

CONTRACTOR shall pay to EGPC the sum of two million U.S.
Dollars ( U.S. $ 2,000,000 ) as a Production Bonus when the total
average daily production from the Area first reaches the rate of
fifty thousand (50,000) Barrels of Crude Oil per day for a period
of thirty (30) consecutive producing days. Such payment will be

made within fifteen (15) days after CONTRACTOR has been
notified by Operating Company of such production levels.

CONTRACTOR shall also pay to EGPC the additional sum of
four million U.S. Dollars (U.S. $ 4,000,000) as a Production Bonus
when the total average daily production from the Area first reaches
the rate of one hundred thousand (100,000) Barrels of Crude Oil
per day for a period of thirty (30) consecutive producing days.
Payment will be made within fifteen (15) days after
CONTRACTOR has been notified by Operating Company of such
production levels.

CONTRACTOR shall also pay to EGPC the additional sum of
six million U.S. Dollars (U.S. $ 6,000,000) as a Production Bonus

when the total average daily production from the Area first reaches
the rate of one hundred fifty thousand (150,000) Barrels of Cude
Oil per day tor a peniod of thirty (30) consecutive producing days.
Payment will be made within fifteen (15) days after
CONTRACTOR has been notified by Operating Company of such
production levels,

All of the above mentioned Bonuses shall in no event be recovered
by CONTRALCTOR.
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(f) In the event that EGPC elects to develop any part of t_he Area
pursuant to the sole risk provisions of Artticle 1 (c)_ hereinabove,
production from such sole risk area shall be considered f_or the
purposes of this Article IX only if CONTRACTOR EXEICises 1ts
option to share in such production, and only from the initial date

of sharing.

(g) Gas shall be taken 1nto account for purposes of determining the

total average daily production from the Area under Article IX ( b )-
(d) by converting daily Gas delivered into equivalent Barrels of

daily Crude Qil production in accordance with the following
formula :

MCF x H X 0.136 = equivalent Barrels of Crude Oil
Where :

MCFEF = one thousand cubic feet of Gas

H = the number of Million British Thermal Units
( BTUs ) per thousand cubic feet MCF.

ARTICLE X
OFFICE AND SERVICE OF NOTICES

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

The General Manager and Deputy General Manager shall be
entrusted by CONTRACTOR with sufficient power to carry out
immediately all local written directions given to them by thle
GOVERNMENT or its representatives under the terms of t!}ts
Agreement All lawful regulations issued or hereafter_to be issued which
are applicable hereunder and not in conflict with this Agreement shall
apply to the duties and activities of the General Manager and Deputy

General Manager.
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A1l matters and notices shall be deemed to be validly served which
are delivered to the office of the General Manager or which are sent
to him by registered mail to CONTRACTOR’s office 1n A.R.E.

All matters and notices shall be deemed to be validly served which

are delivered to the office of the Chairman of EGPC or which are sent
to him by registered mail at EGPC’s main office in Cairo.

(a)

(D)

ARTICLE XI
SAVING OF PETROLEUM AND PREYENTION OF LOSS

Operating Company shall take all proper measures, according to
generally accepted methods in use in the oil and gas industry to
prevent 1oss or waste of Petroleum above or under the ground in
any form during drilling, producing, gathering, and distributing
or storage operations. The GOVERNMENT has the right to
prevent any operation on any well that 1t 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, Operating
Company shall inform the GOVERNMENT or 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 a single
tubing string, Petroleum shall not be produced from multiple oil
carrying zones through one string of tubing at the same time, except
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with the prior approval of the GOVERNMENT or its
representative.

(d) Operating Company shall record data regarding the quantities of
Petroleum and water produced monthly from each Development
Lease. Such data shall be sent to the GOVERNMENT or its
re‘presentative on the special forms provided for that purpose
within thirty (30) days after it is obtained. Daily or weekly statistics
regarding the production from the Area shall be available at all

reasonable times for examination by authorized representatives
of the GOVERNMENT.

(¢} Daily -drilling records and the graphic logs of wells must show the
quantity and type of cement and the amount of any other materials

used_ in the well for the purpose of protecting Petroleum, gas
bearing or fresh water strata.

(f)  Any substantial change of mechanical conditions of the well after

1ts completion shal] be subject to the approv -
al

ARTICLE XII
CUSTOMS EXEMPTIONS

(a) EGPC, CONTRACTOR and Operating Company shall be
permitted to 'mnort and shall be exempted from customs taxes

and duties and other taxes, and from the importation rules with
respect to the importation of machinery, equipment, appliances, .
materials, items, means of transport and transportation (the
exemption irom taxes and duties shall not apply to passenger cars),
electric appliances, air conditioners for offices and oil fields,
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(b)

(¢)

electronic appliances, computer hardware and software, as well
as spare parts required for any of these items, all subject to a duly
approved certificate by an EGPC responsible representative
nominated by EGPC for such purpose, that the imported items
are required for carrying on the activities related to this Agreement.
Such certificate shall be final and binding and shall automatically
result in the importation and the exemption without any further
approval or procedure.

Machinery, equipment, appliances and means of transport and
transportation i1mported by contractors and subcontractors
temporarily engaged in an activity related to the operations subject
of this Agreement shall be cleared under the ““Temporary Release
Systemy’’ (without payment of any taxes or customs duties), upon
presentation ot a duly approved 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. [tems (excluding motor vehicles) set out In
paragraph (a) of this Articie imported by contractors and
subcontractors for the aforesaid activities, 1n order to be installed
or uscd permanently or consumed shall be subject to the exemption
set forth in paragraph (2) of this Article after being duly certified
by an EGPC responsible representative to be used for carrying
on Lhe activities reiated to this Agreement.

The employees of CONTRACTOR, Operating Comgny and their
contractors and subcontractors shall not be entitled to any
exemptions from customs duties and othe{ ancillary taxes and
charges except within the limits of the provisons of the laws and

regulations applicable 1n the A.R.E.

ftemns imported into the ARLE. whether exempt Or not exempt
from customs duties and other ancillary taxes and chatzges
hereunder, may be exported by the importing party at any time
after obtaining EGPC’s approval, without any export taxes ot
charees or any taxes or charges from which such items have becen
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already exempt, being applicable. Such items may be sold within
the A.R.E. after obtaining the approval of EGPC and the Customs
Department. In this case, the purchaser shall pay all applicable
customs duties and other ancillary taxes and charges according
to the condition and value of such items and the tariff applicable
on the date of sale, unless such items have already been sold to
an Affiliated Company of EGPC, having the same exemption or
unless title to such items (excluding passenger cars) have reverted
to EGPC or the Customs 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 1ts

unrecovered cost, if any, in such items and the excess. if any, shall
be paid to EGPC.

The exemption provided for in paragraph (a) of this Article shall
not apply to anv imported items when, in the opinion of EGPC,
items of the same, or substantially the same kind and quality are
manufactured locaily and are available for timely purchase and
delivery in the A.R.E. at a price not higher than ten (10) percent
more than the cost of the imported item before customs duties

but alfter transportation and insurance costs have been added.

CONTRACTOR, EGPC and their respective buyers shall be
eniltied to export the Petroleum referred to in this Agreement,
no license being .required, and each shall be exempted from any

duties, or taxes or any other mmposts in respect of the export of
Petrcleum hereunder.
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ARTICLE XIII
BOOKS OF ACCOUNT : ACCOUNTING AND PAYMENTS

(a) EGPC, CONTRACTOR and Operating Company shall each
maintain at their business offices in the A.R.E. books of account,
‘1 accordance with the Accounting Procedure in Annex “‘D’” and

accepted accounting practices generally used in the petroleum
industry, and such other books and records as may be necessary

to show the work performed under this Agreement, including the
amount and value of all Petroleum produced and saved hereunder.
CONTRACTOR and Operating Company shall keep their books
of account and accounting records in United States Dollars.
Operating Company shall furnish to the GOVERNMENT or 1ts
representative monthly returns showing the amount of Petroleum
produced and saved hereunder. Such returns shall be prepared in

the form required by the GOVERNMENT, or its representative
and shall be signed by the General Manager or by the' Deputy
General Manager or a duly designated deputy, and delivered to

the GOVERNMENT or its representative within thirty (30) days
after the end of the month covered 1n the return.

(b) The aforesaid books of account and other books and records
referred to above shall be available at all reasonable times for

inspection by duly authorized representatives of the
GOVERNMENT,

(c) CONTRACTOR <hall submit to EGPC a Profit and Loss
Statement of its Tax year not later than four (4) mon_ths after th-e
commencement of the following Tax Year to show its net profit
or loss from the petroleum operations under this Agreement for

<uch Tax Year. CONTRACTOR shall at the same time submit a
year-end Balance Sheet for the same Tax Year to EGPC. The

Balance Sheet and financial statements shall be certified by an
Ceyptian certified accounting firm.
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(b)

(c)

ARTICLE X1V
RECORDS, REPORTS AND INSPECTION

CONTRACTOR and/or Operating Company shall prepare and,
at all times while this Agreement is in force, maintain accurate
and current records of its operations 1n the Area hereunder.
CONTRACTOR and/or Operating Company shall furnish the
GOVERNMENT or 1ts representative, in conformity with
applicable regulations or as the GOVERNMENT or its
representative may reasonably require, information and data
concerning its operations under this Agreement. Operating
Company will perform the functions indicated in this Articie XIV
in accordance with 1ts respective role as specifled 1n Article VI.

CONTRACTOR and/or Operating Company shali save and Keep
for a reasonable period of time a representative portion of each
sample of cores and cuttings taken from drilling wells, to be
disposed of, or forwarded to the GOVERNMENT or its
representative in the manner directed by the GOVERNMENT. All
samples acquired by CONTRACTOR and/or Operating Company
for its own purposes shall be considered 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 delivered to EGPC as
representative of the GOVERNMENT.

(d) Originals of records can only be exported with the permission of

EGPC; provided, however, that magnetic tapes and any other data
which must be processed or analyzed outside the A.R.E. may be
exported 1f a monitor or a comparable record, if available, is
maintained in A.R.E. and provided that such exports shall be
repatriated to A.R.E. immediately on the understanding that they
belong to EGPC.
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(e) During the period CONTRACTOR 1is conducting the Exploration
operations, EGPC’s duly authorized representatives or employees
shall have the right to full and complete access to the Area at all
reasonable times with the right to observe the operations being
conducted and to inspect all assets, records and data kept by
CONTRACTOR. EGPC’s representative, in exercising 1ts rights
under the preceding sentence of this paragraph (e), shall not
interfere with CONTRACTOR’s operations. CONTRACTOR
shall provide EGPC with copies of any and 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. bor 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

CONT.RACTOR shall enurely and solely be responsible in law
toward third parties for any damage caused by CONTRACTOR’s

Exploration operations and shall indemnify the GOVERNMENT

and/or EGPC against all damages for which they inay be held liable
on account of any such operations,

ARTICLE XVI
PRIVILEGES OF GOVERNMENT REPRESENTATIVES

Duly authorized representatives of the GOVERNMENT shall have
access to the Area covered by this Agreement and to the operations
conducted thereon. Such representatives may examine the books,
registers and records of EGPC, CONTRACTOR and Operating
Company and make a reasonable number of surveys, drawings and tests
for the purpose of enforcing this Agreement. They shall, for this
purpose, be entitled to make reasonable use of the machinery and
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instruments of CONTRACTOR or Operating Company on the
condition that no danger or impediment to the operations hereunder
shall arise directly or indirectly from such use. Such representative shall
be given reasonable assistance by the agents and employees of
CONTRACTOR or Operating company so that none ot the activities
shall endanger or hinder the safety or efficiency of the operations.
CONTRACTOR or Operating Company shall offer such representatives
all privileges and facilities accorded to its own employees in the field
and shall provide them, free of charge, the use of reasonable office
space and of adequately furnished housing while they are in the field
for the purpose of facilitating the objectives of this Article. Without
prejudice to Article XIV (e), any and all information obtained by the
GOVERNMENT or its representatives under this Article XVI 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 operations
hereunder 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 conduct
of the operations hereunder, shall be granted a residence as
provided for in Law No. 89 of 1960 as amended and Ministerial
order No. 280 of 1981 as amended, and CONTRACTOR
agrees that all immigration, passport, visa and employment
regulations of the A.R.E. shall be applicable to all alien
employees of CONTRACTOR 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 administrative,
professional and technical personnel employed by
CONTRACTOR or Operating Company shall be paid monthly -

in Egyptian Currency.

(b) CONTRACTOR and Operating Company shall each select 1ts
employees and determine the number thereof. to be used for
operations hereunder.
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(d)

CONTRACTOR shall, after consultation with EGPC, prepare
and carry out specialized training programs for all its A.R.E.
employees engaged in operations hereunder with respect to

- 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 period when CONTRACTOR is conducting
Exploration, CONTRACTOR shall give mutually agreed numbers
of EGPC employees an opportunity to attend and participate in
CONTRACTOR’s and CONTRACTOR’s Affiliated training
programs relating to Exploration and Development operations.
[n the event that the total cost of such programs is less than Fifty
thousand U.S.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 following the end of such Financial
Year. However, EGPC shall have the right that said sum ($50,000)
allocated for training, be paid in full directly 10 EGPC.

ARTICLE XVHI
LAWS AND REGULATIONS

CONTRACTOR and Operating Company shall be sub ject 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
interpretation thereof, shall be contrary to or inconsistent with
the provisions of this Agreement.
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(b)y EGPC, CONTRACTOR and Operating Company shall be

(¢)

(d)

(€)

(a)

exempted from all taxes and duties, including but not limited to
any taxes or duties on the exploration, development, extracting,

producing, exporting or transporting of petroleum hereunder or
on the documents related to such activities except as provided in

Article I paragraph (g) for income taxes. CONTRACTOR shall
also be exempted from any tax on capital.

The rights and obligations of EGPC and CONTRACTOR under,
and for the effective term of this Agreement,shall be governed
by and in accordance with the provisions of this Agreement and

can only be altered or amended by the mutual agreement of the
said contracting parties.

The contractors and sub-contractors of CONTRACTOR and
Operating Company shall be subject to the provisions of this

Agreement which affect them. Insofar as all regulations which are
duly issued by the GOVERNMENT apply from time to time and

are not in accord with the provisions 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 respective
contractors and sub-contractors, shall, for the purposes of this
Agreement, be exempted from all professional stamp duties
imposed by syndical laws with respect to their documents and
activities hereunder.

ARTICLE XIX
RIGHT OF REQUISITION

‘n case of national emergency due to war or imminent expectation
of war or internal causes, the GOVERNMENT may requisition

all or part of the production from the Area obtained hereunder

and require Operating Company to increase such production to
the utmost possible maximum. The GOVERNMENT may also



1997 A suadgs YO 8 ((aab) €V saall — dvac i B el VYA

qy\&;gﬁgpo@@ihﬁﬂjﬂmi@h(ﬁai
..MM\QM\L}:chhﬁY\MJ¢GBJM\dLJ
d_,h.n.l\_’us.ﬂj\n_,cjiu.:Y\ ¢-‘}.\.u-uY\ ‘M‘a.u\r Al J—’d—‘-“_,’ (f-....l)

a ok ol Slens co el Jpmm gl ey bl Lagilias
. eSlauY

g o A Sl ol oS3 oo W e g3 o3 s s B (0
A Ly Skl s (e SIS Loy ALy Al
Syl e oo g Gl )Yt B ()

o R gSal) aia il e JS (e JelS) el Ay pgd lids (1)

. @Y laa wajw\jﬂﬂm«gu}@dﬂ;
dju\él\iﬁu&}mmnéw\éﬂj.(J)n_}ﬂ.‘l.i‘n.lﬂhe_ﬁin
sy ol G gl ALl A yed) saniall LY Sl Y s
bl 3ol il ks ¢ 38 a8y o3 adle I seaddl g il e

() e

( 03)@\ 5 L all )
A jaad)
Asyjtumﬁvdjuu\dju\ ,\d,u\ \uﬁn)jmy (V)

) u)glunugs Aﬁ\y O ga 4..331_9_1\“ 524 L1a gal a_)‘/ﬂ.a]\



VAV V44Y A yadgi YO 3 (ali) £V saall = Apa gl 5y

——

requisition the Gil or Gas field 1tself and, if necessary, relateg,
facilities.

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

(¢) The requisition of production shall be effected by Ministeria]
Order. Any requisition of an o1l or Gas-field itself,or any 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
CONTRACTOR 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 1s not within
the meaning of this paragraph (d). Payment hereunder shall be
made to CONTRACTOR 1n U.S. Dollars remittable abroad. The

price paid to CONTRACTOR for Petroleum taken shall be
calculated in accordance with Article VII paragraph (c).

ARTICLE XX
ASSIGNMEN'}

(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 obligations under this Agreement
without the written consent of the GOVERNMENT.
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(b} To enable consideration to be given to any request for sucl
consent, the following conditions must be fulfilied:

(1) The obligations of the assignor derived from this Agreement
must have been duly fulfilled as of the date such request s
made; |

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

instrument of assignment shall be submitted to EGPC for
review and approval before being formally executed.

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

(d) As long as the assignor shall hold any interest under this Agreement
the assignor, together with the assignee shall be jointly and severally

itable for all duties and obligations of CONTRACTOR under this
Agreement.

ARTICLE XXI
BREACH OF AGREEMENT AND POWER TO CANCEL

(a) The GOVERNMENT shall have the right to cancel this Agreemént

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

(1) It 1t knowingly has submitted any false statements to the
GOVERNMENT which were of, a material consideration for
the execution of this Agreement;

(2) If it assigns any interest hereunder contrary to the provisions
of Article XX hereof;
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(3) If it 1s 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 XXII]
paragraph (a) hereunder;

(5) If 1t intentionally extracts any mineral other than Petroleum
not authorized by this Agreement or without the authority of
the GOVERNMENT, except such extractions as may be
unavoidable as the result of operations conducted hereunder
In accordance with accepted petroleum industry practice and
which shall be notified to the GOVERNMENT or its
representative as soon as possible; and

(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 not contradicted by the provisions of
this Agreement.

Such cancellation shall take place without prejudice to any
rights whiich may have accrued to the GOVERNMENT against
CONTRACTOR 1n accordance with the provisions of this.
Agreement, and, in the evemt of such cancellation,
CONTRACTOR shall have the right to remove from the Area

all its personal property.

(b} If the GOVERNMENT deems that one of the aforesaid causes
( other than a force majeure cause referred to in Article XXII
hereot ) exists to cancel this Agreement, the GOVERNMENT shall
give CONTRACTOR ninety (90 ) days prior written notice
personally served on CONTRACTOR’s General Manager in the
legally official manner and receipt of which 1s 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 unnotified change !
ot address, publication 1n the Official Journal of the
GOVERNMENT of such notice shall be considered as validly
served upon CONTRACTOR. It at the end of the said ninety ( 90 )
day notice period such cause has not been remedied and removed,
this Agreement may be cancelled forthwith by Order or Presidential
Decree as aforesaid ; provided, however, that if such cause, or
the failure to remedy such cause results from any act or omission
of one party, cancellation of this Agreement shall be effective only

against that party and not as against any other party hereto.
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ARTICLE XXII
FORCE MAJEURE

(a) The non-performance or delay In performance by EGPC ané

(b)

(C)

(d)

CONTRACTOR, or either of them of any obligation under thig!
Agreement shall be excused if, and to the extent that, such
non-performance or delay is caused by force majeure. The period
of any such non-performance or delay, together with such period
as may be necessary for the restoration of any damage done during .
such delay, shall be added to the time given in this Agreement for
the performance of such obligation and for the performance of
any obligation dependent thereon and consequently, to the term
of this Agreement, but only with respect to the block or blocks

“affected.

““Force Majeure’’, within the meaning of this Article XXII, shall
be any order, regulation or direction of the GOVERNMENT of
the ARAB REPUBLIC OF EGYPT, or the Government of the k
united states of America,with respect to CONTRACTOR whether
promulgated in the form of a 1aw or otherwise or any act of God, !
insurrection, riot, war, strike, and other labor disturbance, fires,
floods or any cause not due to the fault or negligence of EGPC.
and CONTRACTOR or either of them, whether or not similar
to the foregoing, provided that any such cause 1s beyond the
reasonable control of EGPC and CONTRACTOR or either of
them.

Without prejudice to the above and except as may be otherwise
provided herein, the GOVERNMENT shall incur no responsibility
whatsoever to EGPC and CONTRACTOR or either of them, for
any damages, restrictions or loss arising in consequence of such
case of Force Majeure except a Force Majeure caused by the order,
regulations or direction of the GOVERNMENT of the ARAB
REPUBLIC OF EGYPT.

If the Force Majeure event occurs during the initial Exploration
period or any extension thereof and continues in effect for a period
of six (6) months CONTRACTOR, shall have the option upon
ninety (90) days prior written notice to EGPC to terminate 1ts
obligations hereunder without further liability of any kind.
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(a)

(b)

(C)

~ (d)

(€)

ARTICLE XXIII
DISPUTES AND ARBITRATION

Any dispute, controversy or claim arising out of or relating to this
Agreement or the breach, termination or invalidity thereof,
between the Government and the parties shall be referred to the

jurisdiction of the appropriate A. R. E. Courts and shall be finally
settled by such Courts.

Any dispute, controversy or claim arising out of or relating to this
Agreement, or breach, termination or invalidity thereof between
CONTRACTOR and EGPC shall be settled by arbitration in
accordance with the Arbitration Rules of the Regional Center for
Commercial Arbitration - Cairo (the Centre) in effect on the date

of this Agreement. The award of the arbitrators shall be final and
binding on the parties.

The number of arbitrators shall be three (3).

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

The two (2) arbitrators thus appointed shall choose the third
arbitrator who will act as the presiding arbitrator of the tribunal.
it within thirty (30) days after the appointment of the second
arbitrator, the two (2) arbitrators have not agreed upon the choice
of the presiding arbitrator, then either party may request the
Secretary General of the Permanent Court of Arbitration at the
Hague to designate the appointing authority, Such appointing
authority shall appoint the presiding arbitrator 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 person of a nationality other than the A .R.E. or the United States
of America and of a country which has diplomatic relations with
the A.R.E. and the United States of America and who shall have
no economic interest in the o1l and gas business of the signatories
hereto.
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(2)

(h)

(a)

(b)

P P g

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 laws and this Agreement

(including the arbitration provisions), the provisions of this
Agreement shall govern.

[f for whatever reason, arbitration in accordance with the above
procedure cannot take place, then the parties agree that all disputes,
controversies or claims, arising out of or relating to this Agreement
or the breach, termination or invalidity thereof shall be settled by
arbitration in accordance with the UNCITRAL Rules.

ARTICLE XXIV
STATUS OF PARTIES

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

CONTRACTOR MEMBERS shall be subject to the laws of the
place where it is incorporated regarding its legal status or creation,
organization, charter and by-laws, shareholding and ownership.
CONTRACTOR MEMBERS shares of capital which are entirely
held abroad shall not be negotiable in the A.R.E. and shall not
be offered for public subscription nor shall they be subject to the
stamp tax on capital shares nor any tax or duty in the A.R.E.
CONTRACTOR shall be exempted from the application of Law
No. 159 of 1981 as amended.

All parties comprising CONTRACTOR shall be jointly and
severally hable for the pertormance of the obligations of

CONTRACTOR under this Agreement.
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ARTICLE XXV

LOCAL CONTRACTORS AND LOCALLY
MANUFACTURED MATERIAL

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

(a) Give priority to local contractors and subcontractors including
EGPC’s Affiliated Companies as long as their performance is
comparable with international performance and the prices of theyr
services are not higher than the prices of other contractors and
subcontractors 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 materials,
equipment, machinery and consumables. However, such material,
equipment, machinery and consumables may be imported for
operations conducted hereunder if the local price of such 1tems
at CONTRACTOR's or Operating Company’s operating base 1n
A.R.E. is more than ten (10) percent higher than the price of such
imported items before customs duties, but after transportation and
insurance costs have been added.

ARTICLE XXVI]
ARABIC TEXT

The Arabic version of this Acreement shall, before the courts of
A.R.E. be referred to in construing or interpreting this Agreement,
providedshowever, that in any arbitration pursuant to Article XXI1l
hereinabove between EGPC and CONTRACTOR the English and
Arabic versions shall both be referred to as having equal force in
construing or interpreting the Agreement,
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ARTICLE XXVII
GENERAL

Nothing in this Agreement shall be construed as constituting any
relationship to any Concession Agreement heretofore entered into by
the parties hereto or one of the parties hereto, and each of such
Agreements shall be treated separately and independently in all respects,

including but not limited to royalties, taxes and the computation of
the net profits of EGPC and CONTRACTOR respectively.

The headings or titles to each of the Articles to this Agreeient are
solely for the convenience of the parties hereto and shall not be used

with respect to the interpretation or construction of said Articles.
ARTICLE XXVIII

APPROVAL OF THE A.R.E. GOVERNMENT

This Agreement shall not be binding upon any of the parties hereto
unless and until a law is issued by the competent authorities of the
A R.E. authorizing the Minister of Petroleum and Mineral Resources
to sign said Agreement and giving this Agreement full force and effect
of law notwithstanding any countervailing governmental enactment,

and the Agreement is signed by the GOVERNMENT, EGPC and
CONTRACTOR.

PHOENIX RESOURCES COMPANY OF QARUN
By . _ -
Title :

—

ek

APACHE OIL EGYPT, INC.

By : _

Title : )

HROYPTIAN GENERAL PETROLEUM CORPORATION
By
Title :
ARAB REPUBLIC OF EGYPT
By _ .

Title - _

—
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ANNEX “A”
CONCESSION AGREEMENT

BETWEEN .
A.R.E. and E.G.P.C.
AND

PHOENIX RESOURCES COMPANY OF QARUN
AND

APACHE OIL EGYPT, INC.

IN

THE QARUN AREA
WESTERN DESERT, A.R.E.

BOUNDARY DESCRIPTION OF CONCESSION AREA

Annex “B”’ 1s an illustrative map at an approximate scale of
I : 1000,000 showing the Area covered and affected by this Agreement.

The Area measures approximately 7800 square kilometres. It 1S
composed of all or part of 321 Exploration Blocks defined on a 3" by
3" grid using Latitude 29 Deg. 48 N and Longitude 31 Deg. 18 E as

reference lines and shown in Annex *‘B’’.

[t 1s to be noted that the delineation lines of the individual
Exploration Blocks in Annex ‘B’ are intended to be only illustrative
and provisional and may not show accurately their true position in
relation to existing monuments and geographical features. The Area
s bounded by a group of straight lines except where the boundary runs
along the Nile River in which case the boundary shall run along the
mean water line on such shores.

Coordinates of the corner points of the Area are given in the
tollowing table which forms an integral part of Annex ““A’":
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QARUN
CONCESSION
POINT LONGITUDE LATITUDE DUE
NO. EAST NORTH
)y A’

1 31° 18 00 29° 48 00 West to point 2
2 31° O% 00‘? 2G° 4§ 06 North to point 3
3 31° O:?’» 0(5? 29° Sfi 06{ West to point 4
4 31° 06 (_)04’ 29° 5«; O(f North to point 5
5 31° 06 OOJ? 30° 06 O(;z West to point 6
6 30° 48 00 30° 00 00 South to point 7
7 30° 4/8 0(;]' 29° 4§ 06{ West to point 8
8 30° 3:5 004’ 29° 4§ Od? North to point 9
9 30° 3:5 00‘? 30° 0(3 00# West to point 10
10 30° OIS 06} 30° 06 O(;; South to point 11
[ 1 30° 035 OCE 29° 4% O(j: East to point 12
12 30° 12 Q0 - 29° 48 00 South to point 13
13 30° 13 004 29° 2&1 O(f West to point 14
14 30° 0:6 002 29° 2{1 OOZ South to point 15
15 30° O? O% 29° O? 004, Eas.t to point 16
16 30° 30 00 29° 03 00 North to point 17
17 30° 3‘;) OQZ 29° llé OOZ East to point 18
| 8 31° 12 25 29° 18 00 North along water

line to point |



ANMNEX "4’
PETROLEUM CONCESSION AGREEMENT

BETWEEN ARAB AFPUBLIC OF EGYPT
AHD EGYPTIAH GEHERAL PETAOQLEUM CORPORATION

AHD PHOQENMIX RESQUNCES COMPANY OF OARUH

AND APACHE CIL EGYPT, INC,

IHM THE aARU AnEA I THE WESTENN DESERAT ANLE

SCALE 11,000,000
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ANNEX “C”
CHARTER OF OPERATING COMPANY

ARTICLE 1

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

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

referred to below.

ARTICLE II

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

ARTICLE 111

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

ARTICLE 1V

The object of Operating Company is to act as the agency througn
which EGPC and CONTRACTOR, carry out and conduct the
Development operations required in accordance with the provisions of
the Agreement signed on the ——— day of . by and

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

covering petroleum operations in the Qarun 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 Comany shall keep account of all costs, expenses and
expenditures for such operations under the terms of the Agreement and

Annex “D’’ thereto.

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

ARTICLE V

The authorized capital of Operating Company is twenty thousand
Egyptian Poundsdivided into five thousand shares of common stock

with a value of four Egyptian pounds per share having equal voting
rights, fully paid and non-assessable.

EGPC and CONTRACTOR shall each pay for, hold and oW,
throughout the life of operating Company referred to above, one half
(1/2) of the capital stock of Operating Company provided that only
in the event that either party should transfer or assign the whole or
any percentage ot its ownership interest in the entirety of the Agreement.
may such transferring or assigning party transfer or assign any of the
capital stock of Operating Company and, in that event, such transferring
or assigning party ( and its successors 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 Agreement. )

ARTICLE VI

Operating Comany shali not own any richt, title, interest or estate
in or under the Agreement or any Development Lease created thereunder
or in any of the Petroleum produced from any Exploration Block or
Development Lease area thereunder or any of the assets, equipment
or other property obtained or used in connection therewith, and shall
not be obligated as a principal for the financing or performance of any
of the duties or obligations of either EGPC or CONTRACTOR under
the Agreement. Operating Company shall not make any profit from
any source whatsoever.
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ARTICLE VII
. Operating Company shall be no more than an agent tor EGPC and
CONTRACTOR. Whenever it 1s indicated herein that Operating
Company shall decide, take action or make a proposal and the like,

it 1s understood that such decision or judgment 1s the result the decision

or judgment of EGPC, CONTRACTOR or EGPC and
CONTRACTOR, as may be required by the Agreement.

| ARTICLE VIII
Operating Company shall have a Board of Directors consisting of

eight (8) members, four (4) of whom shall be designated by EGPC and
the other four (4) by CONTRACTOR. The Chairman shall be
designated by EGPC and shall also be a Managing Director.

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

ARTICLE IX

‘Meetings of the Board of Directors shall be valid if a majority of
the Directors are present and any decision taken at such meetings must
have the affirmative vote of five (5) or more of the Directors; provided,

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

ARTICLE X

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

ARTICLE X1

the Board of Directors shall approve the regulations covering the
terms and conditions of employment of theé personnel of operating
Company employed directly by Operating Company and not assigned
thereto by CONTRACTOR and EGPC.
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The Board shall, in due course, draw up the By-Laws of Operatin:
Company, and such By-Laws shall be eftective upon being approve
by a General Meeting of the Shareholders, in accordance with th

provisions of Article X hereof.

ARTICLE XII

Operating Company shall come into existence within thirty (30) days

after the date of Commercial Oil Discovery, or within thirty (30) days
after signature of a Gas Sales Agreement or commencement of a scheme

to dispose of Gas, as provided for in the Agreement.

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

Operating Company shall be wound up and liquidated 1f the
Agreement referred to above is terminated for any reason as provided

for therein.

PHOENIX RESOURCES COMPANY OF QARUN

By: — —
Title: : —_————

APACHE OIL EGYPT, INC.

By: - —
Title: . —

EGYPTIAN GENERAL PETROLEUM CORPORATION

By : ———— ———
Title:
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ANNEX “D”

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 meanings save that the term Agreement means the Concession
“Agreement of which this Annex is a part.

(b) Statements of Activity

(1)

(2)

CONTRACTOR shall, pursuant to Article IV of the

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 cach Calendar Quarter a Statement of Exploration Activity
reflecting all charges and credits related to the Exploration
Operations for that Quarter summarized by appropriate
classifications indicative of the riature thereof.

Following its coming into existence, Operating Company shall
render to EGPC and CONTRACTOR within fifteen (15) days
of the end of each Calendar Quarter a Statement of
Development and Exploration Activity reflecting all charges
and credits related to the Development and Exploration
Operations for the Quarter summarized by appropriate
classifications indicative of the nature thereof except that items

of controllable material and unusual charges and credits shall
be detailed.

(¢) Adjustments and Audits.

(1) Each Quarterly Statement of Exploration Activity pursuant

to paragraph (b) (1) above shall conclusively be presumed to
be true and correct after three (3) months following the receipt
of each Statement by EGPC unless within the said three (3)
months EGPC takes written exception thereto pursuant to




144Y L juad g YOS (@_13) ¢V saall — Zoan il 3aaall Y EA

——

sy A Ay aali) e )gﬂm\‘)&\a.:l_n]\?\ﬂ_-.\.’ .uJ
gl Aalia bl Sl (385 5,0l el () 23
el 5l 538 o pasy + Jaall Slel o iy sl b lgaaai
1Sl il Aaa e ol Qsgll 0 3 gial) i JGa 8

c Salilaall astall

a5 e ) sl e Gl y Latilly Aalal) Ll bl 288
32 Aild Aoy Aninea y alia i Ml (Y ) (o ) 5l (@
V) 5 5Saal Ayl Al s e A6 Vg (VY ) Dide
(VY ) sde SY DB GBS ke J50d10 ) Al Caca el 13
Ded (VY) e IV B8 elall gualy L5, S0l el
daanl e 2 Gall LS g Jliadl ) Al (e 5V (55855 )5S
e Lgh oy el Clatinall 5 LD 5 llaally A8 483l cllas

m\j\aau\@@huﬁwmﬁ\ .:_)jgj.ajm..“p_)
ulﬂJY\UA( )o_)iﬂ

; Alaall (L gas

Sblaally LGN 2,0 sy Gaadl dalall Jyaa) iy sl
QLY Il Vs e Gaa g O g g b Sy il Aalal)
saaiall LY Y g0 A seaiad) il JS, o A paY) 3aatal
& peaiall bl @y lehieat Ging &K Yl

LY I Y g ) G aall dially cad 3 lial QLS J gas
dill e alall enl choal el Wb 2 Y saaal
coolanll sl (gAll el e JaY! ool A 5 aall (5 S sall
Uy e samiall LY I Y 0 i (s 3 il B8

3 o) 3l Ca peall yaad lids 205 Y1 sas3all LY M Sl ¥ o

elldl a0 il Yiad yiosiraios y JU 523U iz o jocay (53 Alaal
mumdaﬂ)ﬂdlwrﬁd_’l@wﬂ}mﬁhh@h Ve
uhﬂ\daﬁu:w\u).al\)hﬂd;mm_, iladald
baaiall LY & JYJJ‘)JMLSPY‘ Zalagall _,\ 4 seaall ul.d_u:..lh

.@_}a\u\_)\]_,.:u.“ MS.:_)IY\



VEQ VRAY A aad g YO b ((aili) £V saall ~ fan 5y el

el e — R ey il R L e L A & s W T R ——

(d)

Article IV (1) of the Agreement. During the said three (3)
months period supporting documents will be available for
inspection by EGPC during all working hours.
CONTRACTOR will have the same audit rights on Operating
Company Statements as EGPC under this subparagraph.

(2) All Statements of Development and Exploration Activity for
any Calender Quarter pursuant to paragraph (b) (2) above,
shall conclusively be presumed to be true and correct twelve
(12) months following the end of such Calendar Quarter, unless
within the said twelve (12) months period EGPC or
CONTRACTOR takes written exception thereto. Pending
expiration of said twelve (12) months EGPC or
CONTRACTOR or both of them shall have the right to audit
Operating Company accounts, records and supporting
documents for such Quarter in the same manner as provided
in Article IV (f) of the Agreement.

Currency Exchange

CONTRACTOR’s books for Exploration and Operating
Company’s books for Development and Exploration, if any, shall
be kept in the A R.E. in U.S. Dollars. All U.S. Dollar expenditures
shall be charged in the amount expended. All Egyptian Pounds
expenditures shall be translated 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 transiated to U.S.
Dollars at the buying rate of exchange for such currency as quoted
by National Westminster Bank Limited, London at 10 : 30 a.m.

G.MUT., on the first day of the month 1n which expenditures are
recorded. A record shall be kept of the exchange rates used in

translating Egyptian Pounds or other non-uU.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 Procedure and the provisions of the Agreement
treating the same subject differently, then the provisions of the
Agreement shall prevaii.

Revision of Accounting P’rocedure

By mutual agreement between EGPC and CONTRACTOR, this

Accounting Procedure may be revised from time to time in the
light of future arrangements.

No Charge for Interest on Investment

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

as recoverable costs under the Agreement.
ARTICLE (I
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 be allocated to the activities according to sound and generally
accepted international accounting principles and treated and recovered
in accordance with Article Vii of the Agreement :

(a) Surface Rights

All direct cost 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 employees, as the case may be directly engaged
in the various activities under the Agreement including salaries
and wages paid to geologists and other employees who are
temporarily assigned to and employed in such activities. Such
salaries and wages shall be certified by a certified public
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accounting firm. Reasonable revisions of such salaries and
wages shall be efftected to take into account changes in
CONTRACTOR’s policies and amendments of Laws
applicable to salaries. For the purpose of this paragraph (b),
and paragraph (c), salaries and wages shall mean the assessable
amounts for A.R.E. Income Taxes, including 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.

(2) For expatriate employees permanently assigned to Egypt .

1. All allowances applicable to salaries and wages;
2. Cost of established plans; and

3. All travel and relocation costs of such expatriate 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, or as a result of transfer from one location to
another and for vagation (transportation costs for
employees and their families transferring from A.R.E. to
another location other than their country of origin shall
not be charged to A.R.E. operations).

Costs under this sub-paragraph (b) (2) shall be deemed to
be equal to seventy two percent (72%) except for employees
whose families have not been transferred to A.R.E, in which
case the percentage shall be fifty seven (57) percent of salaries
and wages paid for such expatriate personnel including those
paid during vacations and sick leaves as established in
CONTRACTOR’s international policies, chargeable under
sub-paragraph (b) (1), sub-paragraph (b) (2), paragraph (1) and
sub-paragraphs (k) (1) and (k) (3) of this Article II. However,
salaries and wages during vacations, sick leaves and disabtlity
are covered by the foregoing percentage. The percentage
outlined above shall be deemed to reflect CONTRACTOR’s
actual costs as of the Effective date with regard to the following
cenellts, allowances and costs:
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9.

i0.
11.

12.

13.
14

I5.
16.
17.

26.

L - T

Housing and Utilities Allowance.

Commodities and Services allowance.

Special Rental Allowance.

Vacation Transportation Allowance.

Vacation Travel Expense Allowance.

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

Hypothetical U.S. Tax Offset (which results in a reduction
of the chargeable parcentage).

storage of Personal Effects.

riousing refurbishment Expense.

Property Management Service Fees.
Recreation Allowance.

Retirement Plan.

Giroup Life Insurance.

Group Medical Insurance.

Sickness and Disability.

Vacation Plans Paid (excluding allowable Vacatiou,

travel expenses).

Savings Plan.

Educational Assistance.

Military Service Allowance.

F.ILCLAL

Workman’s Compensation.

Federal and State Unemployment Insurance.
Personnel Transfer Expense.

any other Costs, Allowances and Benefits of a like
nature as established in CONTRACTOR’s Internations|
policies.

National Insurance.
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The percentage outlined above shall be reviewed at intervals
cf three (3) vears from the Effective Date and at such time
CONTRACTOR and EGPC will agree on new percentages to
be used under this paragraph. Revisions of the percentages will
take into consideration variances in costs and changes In
CONTRACTOR’s i1nternational policies which change or
exclude any of the above allowances and benefits. The revised

percentages will reflect as nearly as possible CONTRACTOR’s
actual costs of all its established allowances and benefits and
of personnel transfers. .

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

(4) Costs of expenditure 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 subparagraphs (b)(1) and (b){2), paragraph (i) and
subparagraphs (k) (1) and (k) (3) of this Article II.

(c) Benefits, Allowances and related Costs of National Employees

Bonuses, overtime, customary allowances and benefits on a basis
simiiar to that prevailing for Oil Companies Operating in A.R.E.,
all as chargeable under subparagraph (b)(1), subparagraph (b) (2),
paragraph (i) and subparagraphs (k) (1) and (k) (3) of this Article
I1. Severance pay will be charged at a fixed rate applied to payrolls
which will equal an amount equivalent to the maximum hability
of severance payment as required under the A.R.E. Labour law.

(d) Material

Material, equipment and supplies purchased or furnished as such
by CONTRACTOR or Operating Company.
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(1) Purchases

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

(2) Material Furnished by CONTRACTOR

Material required for Operations shall be purchased directly
whenever practicable, excepi that CONTRACTOR may

furnish such material from CONTRACTOR’s or
CONTRACTOR’s Affiliated stocks under the following
conditions :

1. New Material (Condition ““A’")

New Material transferred from CONTRACTOR or its
Attiliated Company’s warehouse or other properties shall
be priced at cost, provided that the cost of material supplied
1S not higher than international prices for material of

sirnilar quality supplied on similar terms, prevailing at the
time such material was supplied.

;bu}

Used Maierial (Conditions “‘B* and “*C’*)

a) Material which is in sound and serviceable condition
and 18 suitable for re-use without reconditioning shall
be classed as Condition “‘B”’ and priced at seventy-five
percent (75%) of the price of new material.

b) Material which cannot be classified as Condition *“B’’
but which is serviceable for original function but
substantially not suitable for reconditioning, shall be
classed as Condition “‘C’’ and priced at fifty percent
(50%) of the price of new material.

¢) Material which cannot be classified as Condition ‘“B’*

or Condition ‘““‘C” shall be priced at a value
commensurate with its use.
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d) Tanks, buildings and other equipment involving
erection costs shall be charged at applicable percentage
of knocked-down new price.

Warranty of Materials Furnished by CONTRACTOR

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

(¢) Transportation and Employee Relocation Costs :

(1)

(2)

Transportation of equipment, materials and supplies necessary

for the conduct of CONTRACTOR’s or Operating Company’s
activities.

Rusiness Travel and Transportation expenses to the extent

covered by established policies of CONTRACTOR or with
regard to Expatriates and Nationals, as incurred and paid by,
or for, employees in the conduct of CONTRACTOR’s or
Operating Company’s business.

(3) Employees transportation and relocation costs for National

empioyees to the extent covered by established policies.

(f) Services

(1) Outside services. The costs of contracts for consultants, services

and utilities procured from third parties.

(2) Cost of services performed by EGPC or by CONTRACTOR

or their Affiliated Companies in facilities inside or outside the
A.R.E. including regular, recurring, routine services, such as
interpreting magnetic tapes and/or other analyses, shall be
performed and charged by EGPC and/or CONTRACTOR or
their Affiliated Companies at an agreed contracted price.
Major projects involving engineering and design services shall
be performed by EGPC and/or CONTRACTOR or their
Affiliated Companies at a negotiated contract amount.
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(e)

(h)

Sy i il . 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 ownership and
operation, but not 1n €xcess of competitive rates currently
prevailing in the A.R.E.

(4) CONTRACTOR’s and its Affiliated Companies’ rates shall
not include any administrative of overhead costs other than
what is mentioned in Article 11, subparagraph (k) (2) hereof.

Damages and Losses

All costs or expenses, necessary to replace or repair damages
or losses incurred by fire, flood, storm, theft, accident or any other
cause not controllable by CONTRACTOR or Operating 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 U.S. Dollars ( U.S § 10,000) per occurence, as SOOn as
practicable afier report of the same has been received by
CONTRACTOR or Operating Company.

Insurance and Claims
The cost of any insurance carried in accordance with the laws,

rules and regulations of the GOVERNMENT, as well as any other
‘neurance carried for the protection of CONTRACTOR, Operating
Company and/or the parties, or any of them with respect to loss
or damage of property, liabilities te employees or third parties and
any other insurance customary to the oil and gas industry. Tne
proceeds of any such insurance or claim collected, less the actual
cost of making a claim, shall be credited against operations. Subject
to good international o1l industry practices, to the extent that a
loss is not covered Oy insurance, all related actual expenditures
incurred and paid by CONTRACTOR or Operating Company i1l
settlement of any and all losses, claims, damages, judgements and
any other expenses including legal services.
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(i) Indirect Expenses

Camp overhead and facilities such as shore base, warehouses,
water systems, road systems, salaries and expenses of field
supervisory personnel, field clerks, assistants and other general
employees 1ndirectly serving the Area.

(J) Legal Expenses

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

(k) Administrative Overhead and General Expenses

(1) While CONTRACTOR is conducting Exploration activities,
cost of statfing and maintaining CONTRACTOR’S jead

office in the A.R.E., and/or other offices established in the
A.R.E. as appropriate other than field offices which will be
charged as provided in Article II, paragraph (i) above, and
excepting salaries of employees of CONTRACTOR who are
temporariiy assigned to and directly serving in the Area, which
will be charged as provided in Article I1, paragraph (b) above.

(2) CONTRACTOR’S administrative overhead outside the A.R E
applicable to  the A.R.E. Exploration operation which wil]
be charged each month at the rate of five (5) percent of total

Exploration expenditures while CONTRACTOR is conducting
Exploration activities. Administrative overhead outside the

A.R.E. will not be charged while Operating Company Is
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conducting Exploration activities. No other direct charges as
such for CONTRACTOR’s administrative overhead outside

the A.R.E. will be applied against the Exploration obligation.
Examples of the type of costs CONTRACTOR is incurring

and charging hereunder due to activites under the Agreement
and covered by said percentage are :

1. Executive-Time of executive officers.

2. Treasury- Financial and exchange problems.

Purchasing- Procuring materials, equipment and supplies.

4. Exploration and Production-Directing, advising and

controlling the entire project.

s 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 subparagraph (f) (2) of this Article I1.

(3) While Operating Company s conducting activities, Operating

Company’s personnel engaged in general clerical and office
work, supervisors and officers- whose time 18 generally spent
‘1 the main office and not the field, and all employees generally
considered as general and administrative and not charged to
other types ol expensc will be charged to operations. Such
expenses shall be allocated each month between Exploration
and Development operations according to sound and

practicable accounting methods.

(3 Taxes

All taxes, duties or levies paid
or Operating Company with respect to this Agre
those covered by p

i1 the A.R.E. by CONTRACTOR
ement other than
aragraph (g) of article [11 of the Agreement.




149Y Al b g Yo 8 (a5) £V aaadl — eyl 32 5adl VTA

P ——

: 8 _padmanall (Jglaadl (ALIISH (‘,)

& p T b lelasiyy ARV Lt Yl Al Callss |
e alaide Glilaally LSl 4,50 G SO da e 60 laaa
Vg Cptuaal) cpaall cpleladl ) Co€as abbliiad ¢ eandl Y JE i
‘:'l:-‘l“:’gl‘;wb A aaall Cailsall amd'lat_g.a.sg_ﬁs.d‘
?M'Wl o 88 g AplaYl pda  oaiie duaglly 4l
 Jarids oy eaaS laoho il a3 ¢ Jeall Lalall

Jals 4l zolh Jesd Al Golaall Sl g yeaa 310 il ) gag Y
-ms:ll.d)‘ulc .t '1’ .G

:aﬁi Clags ()
220 g SV il e G clin ) iy pean o CllSs A
a2 50 ¢ Ol Lelaat 3 (6K ¢ Al salal) ade 8 aillay
cbaadaall Gl g Janll el p caa gey Dilbilaadly

LA salaly
3 )

D A aldll o) g g Ay JladW g (g9l 3t (1)

huh&lﬂ&g&@hﬂbiﬁﬁl‘iﬂ}ﬂlhﬂﬂ@\ SPENPNT
Vel aoaa apall dadny ¢ Jyaally Anell 4o Gatla e ol
SN A8l sy L ALY Gle g sdally A galddl sV
dad 2yad 8 lgne 5 LBS Jlaally el (e JS jladly cilileally
vie J gliall g Lusgh (o JS Jiadd Y e Loy (Y1) 0D sac 4o
Sl ) e LM:!1 JT Jslially gl Caliiy L 2 Aglac Lsi-.! abill



119 VAAY Qi aaigd YO b (aB) £V daall = Raana ) 5y 0l

(m) Continuing CONTRACTOR Costs.

Costs of CONTRACTOR activities required under the Agreement
and incurred exclusively in the A.R.E. after Operating Company
is formed including but not limited to the maintenance of an office
and technical personnel employed therein. All such costs paid and
allocated to Development and Exploration Operations under this
Agreement in accordance with sound and accepted International
Accounting Procedure shall be recoverable as an Operating

Expense. No sales expenses incurred outside or inside the A.R.E.
may be recovered as a cost.

(n) Other Expenditures.

Any costs, expenses or expenditures, other than those which are
covered and dealt with by the foregoing provisions of this article

I, incurred by CONTRACTOR or Operating' Company under
approved Work Programs and Budgets.

ARTICLE Il
INVENTORIES

(z) Periodic Inventories, Notice and Representation.

At reasonable intervals as agreed upon by EGPC and
CONTRACTOR inventories shall be taken by Operating Company
of the operations materials, which shall include all such material,
physical assets and construction projects. Written notice of
intention to take inventory shall be given by Operating Company
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(b)

to EGPC and CONTRACTOR at least thirty (30) days before any
inventory is to begin so that EGPC and CONTRACTOR may be
represented when any inventory is taken. 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
. that event furnish the party not represented with a copy thereof.

Reconciliation and Adjustment of Inventories

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

ARTICLE 1V
COST RECOVERY

(a) Statements of Recovery of Costs and of Cost Recovery Petroleum

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

(1) Recoverable costs carried forward from the previous
Quarter, 1if 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.

(6) Amount of recoverable costs carried into the succeeding
Quarter, 1f any.

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

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

recoverable.

Settlement of Excess Cost Recovery Petroleum

EGPC has the right to take its entitlement of excess Cost Recovery
Petroleum under Article VII paragraph (a) of this Agreement, in
kind during the said Quarter,and . a settlement shall be required
with the rendition of such Statements in case CONTRACTOR has
taken more than its own entitlement of such excess.

Audit Right

EGPC shall have a period of twelve (12) months from receipt
of any Statement under this Article IV in which to audit and ratse
objection to any such Statement. EGPC and CONTRACTOR shali
agree on any required adjustments. Supporting documents and
accounts 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 control therein the total amount of
Exploration Expenditures reported on Statements of Activity
prepared per Article I (b) (1) hereof, less any reductions agreed
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to by EGPC and CONTRACTOR following written exceptions
taken by a non-operator pursuant to Article I (c) (1) hereof, in

order to determine when minimum Exploration Obligations have
been met.

(b) Cost Recovery Control Account CONTRACTOR will establish
a Cost Recovery Control Account and an off setting contra account
to control therein the amount of cost remaining to be recovered,

if any, the amount of cost recovery and the value of Excess Cost
Recovery Petroleum, if any.

(¢) Major Accounts

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

— Exploration Expenditures:

— Development Expenditures other than Operating Expenses:
and

— Operating Expenses.

Necessary sub-accounts shall be used.

Revenue accounts shall be maintained by CONTRACTOR to the
extent necessary for the control of recovery of costs and the
treatment ot Cost Recovery Petroleum.

ARTICLE VI
TAX IMPLEMENTATION PROVISIONS

It 13 understood that CONTRACTOR shall be subject to
Egyptian Income Tax Laws except as otherwise provided in the
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’’.
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CONTRACTOR’s annual income, as determined in Article I11
(g) (2), less the amount equal to CONTRACTOR'’s grossed-up

Egyptian 1ncome 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
1S 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.

Combining the first and last equations above,

_ Provisional Income X Tax Rate
Gross-up Value = [Ty Reate

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:

MO X094~ 5667
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THEREFORE:

Provisional Income
PLUS Gross_—up Value

Taxable Income

LESS: A.R.E. Income Taxes at 40%
CONTRACTOR’s Income after taxes

e YU atlalt O ged bt s dd
Yaoy — V447 . Yol Al

$ 10.00
6.67

ke —Tr— — Ly T

16.67

6.67

$ 10.00
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