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

PHILLIPS PETRCLEUM INTERNATIONAL -
CORFORATION EGYPT
IN
SOUTH UMBARKA ONSHORE AREA
WESTERN OESERT

sedde i ewered on this sccond  day of
GAasust, Y37, Lo oo DBewees the ARAR REPUBLIC OF
CLOYPT Gevchiadvy nolrrod e viedeushe as *AJRVEY or as the
~GOVERNNENDY,, 0 sy TEAN GENERAL S PLETRO-
CLEUN CORPORATRIN, o beal ettty created by Liaw Noo
AT OE 1938 as oweadded hwercnfer relerred to as "EGPC)
wod PHILLIPS Pl UM INTERNATIONAL CORPOR-
ATION LOYIFT. o cogpuoy cvaanized under the laws of
Revpublic ol Libevia ylwrainalier releered o as “GONTRACTOR™).

[ats Aereciuent o

WITNESSETH

WHERLEAS, al! minerals induding petroleum, existing in
rmines and quarries in AR.E, including the territorial waters,
and in the sva bed subjeet 1o its junisdiction and extending beyond
the territorial waters, are the property of the A R.E., ; and

WHEREAS, EGPC has applied for an exclusive concession
‘or the exploration and cxpleitation of petroleum in and
throughout the area rcferred to in Article II, and described in
Annex “A” and shown approximately on Annex “B” which are

attached hereto and made part hercof ; and
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WHERLEAS, CONTRACTOR agrecs to  undertake its
o
obligations provided hercinafter as contractor with respect to the

exploration, development and production of Petroleum in said
Area ) and

WHERLEAS, the GOVERNMUENT desires hercby to grant
such CONCESSION ; and

WIHERLAS, the Minster on Petrelewm and Mineral Resources
pursuant (o the provisions of Leaw No.o 80 of 1956, mav enter
mte a cepcessioor agreement with LGPC, amd watlh Pluliips
Petrolenn Internagonal Corporiation Eevpt, as o contractar 1
the Arca,

NI dhercfore, Al partes Tevets aeee as ndlows

ARTTCGLE T

DEFINITIONS

() *‘Exploraton” shall nclude suclt geolavical,  geophvsical,
acriad and other survevs s mayv be contatued an the approved
Work Provvrams and Dudects, and the diilling of such shot
heles, core holes, stratgrapive wsts, holes for the discovery
of Petroleum or the appraisal ol Petenteum disenveries and
other related holes and wells, and the purchase or acgquisition
of such supplies, materials, services und equipment thercfore,
all as miay be contained i the aporoved Work Programs
and Budgets, The verb “explore” incans the act of
conducling exploration.

(&) “Development™ shall include, but not be limited te, all the
operations and activities pursuant to  approved Work
Programs and Budgets under this Agrecment with respect to
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fe)

(i) The drilling, plugging, deepening, side tracking,
redrilling, completing and equipping of development
wells, the changing of the status of a well from oil well to
water well and wviee versa, and

(ii) design, cngineering, construction, installation, servicing
and maintenance of cquipment, lines, systemns, facilities,
plants and rclated oprrations to produce and opcrate
said  development  wells, taking, saving, trecating,
handling, storing, transporting and delivering Peirolevm,

4

repressiing. recveling and other secondary  recovery

projects, and

(iii} transportation. storage and any other work or activities
necessary or ancillary to the activities specified m (i) ang

(ii).

“Preeeolrim™ pwans Haguid  crude oil of  various  densi-
tirs, aenlo i, e, cosinehead cas and ol other fl}'ﬂ.ri*{'ﬂrhnn'
sulsstonees that wov he fared ie and produecd. or otherw’s=e
ohtaived ond seovea Irom the Ares under this Agreement,
and " substonees that mav he exwneted theeefron.

“Licid Crade Ol or “Crude Qi means any hvdroce-hons
produced from the Area which is in o liquid srate at  the
wellhead or lease separators or which s extracted from the
gas or casinghead gasin a plant. Such term includes

distillate and condensate.

“(as’ is natural gas both associated and non-associated, and
all of its constituent elements produced from any well in the
Area and all non-hydrocarbon substances therein. Said
term shall include residual gas,
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i) A “barrel” shall consist of forty-rwo (42) United Statcs gai-
lons, hguid measure, corrccted to a temperamare of sixty
degrees (6077 Fahrenhoit.

{g} “Commercial Well” means the frst well in any geological
feature which after tusting for a peviod of not more than thirty
{(30) consvcutive dasys where practical, but in any cvent in
accordance with sound and acecpicd industry production
practices, and verified by EGPG, is found to be capable of
producing at the average rate of not Jess than one thowsand
{1000} barrels of oif nar day {(BOPD),  The date of diseovery
of a “Commercial Well”? is the date on which such well s
tested and completed according to the above,

() “AR.E” mcans ARAB REPUBLIC OF BEGYPI.

{fi “Effcctive Dute™ means thy datc on which the fext of this
Agreement is signed by the GOVERNMENT, EGPO an
CONTRACQTOR, after the relevant Law is issued.

(f) “Year” or “Calendar Year” mecans a period of twelve (12}
months according to the Gregorian Calendar.

(k) “Financial Year” means the GOVERNMENT’s financial
year actording o the laws and regulations of the AR.E.

{H “Tax Year” means the Period of twelve (I12) months
according to the laws and regulations of the AR.E.

f») An “Affiliated Company” means a company :
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(i) The share capital, conferring 2 mujority of votes
at stockholder’s meetings of such company, of which is
owned directly or indircctly by a party hereto ;

(if) which is the owner direetly or indirectly of share capital
conferring 2 majority of votes at stockbolder’s meetings,
of a pariy hercto } or

(i} Whose shewe capitad, conferring a majoritv of voles at
stuckhiolder’s meetings, of such company and the share
capital,  conferring s majority of voles at stockholder’s
meeting, of a4 party heeeto are owend  dircotly  or
aelivecty by the same company.,

“Exploration Block® shall meim an aren, the corner points
of which 57wl be cotncident with 3° % 3 Lititude and long-
tude divi e covarding ¢ the Interaational Grid  Svstem
h'hl:l'ﬁ]'.u-.wiijlu: o with the existing bandaics of the Area
covergd by rhis Coiression Anrecmuent as s Lsutin Aunes A,

“Develipim ot Back™ shall mean an ared, the corner points of

which have to be coincident with 17341 latiwde and longi-
tude divisicns aecording 1o the Internaticnal Grid System
where possible or with the existing boundaries of the Area
covered by this Concession Agreementasset out in Annex “A”,

“Devclopment Lease (s)*’ shall mean the Devclopment Block
or Blocks covering the geological structure copable of produc-
tion, the corner points of which shall be coincident with 1° x 1’
latitude and fongitude divisions according to the International
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Grid System where possible or with the existing boundaries
of the Area covercd by this Concession Agrecment as sct out
in Annex “A',

{9) “Agreement’ meansthis Concession Agreement and its Anncxes

ARTICLE II
ANNEXES TO THE AGREEMENT

Annex A ¢+ a description of the Arga covercd and affecied
by this Agrcemcut, hercinafter reforred o as “The Area’”,

Annex “B? is a provisional illustrative map on the seale of
1 : 1,000,000 indicating the Area covered and afTected by this
Agreement and described in Anmex “A”,

Annex “C” isthe form of a Charter of the Operating
Company to bhe formezd as provided for in Article VI hercof,

Annex D is the Accounting Procedure.

Anmnex “E” is the forav of a Tetter of Goarauty to be snbmite-d
by CONTRACTOR one (1) day before tie tinme of sianature by
the Minister of Pavoleam i Mineral Resources of this Agic:-
iment, for the sum of twelve anillion ULS. dollars ($12,000,000)
guarantecing the  oxceution  of CONTRACTOR’s  nunimuvm
cxploration  obligations hercunder for the first three (3
vear exploration period. In case CONTRACTOR extends the
initzal exploration period for two (2} additional periods cach in
accordance with Article II1 (b} of the Agreement, asimilar letter of
Guaranty shall be issued and be submitted by CONTRACTOR
on the day thc GONTRACTOR exercises its option to extcnd.
The first such Letter of Guaranty shall be for the sum of twelve
million U.S. dollars ($ 12,000,000) and the second such Letter of
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Guaranty shall be for the sum of six million U.S. dollars
(86,000,000} lcss in both instances any excess expenditures of the
preceding exploration period permitted for carry forward in
accordance with Article IV (b) third paragraph of this Agrcement.
Each of the three letters of guaranty shall remain effective for six
{6) months after the end of the cxploration period for which it has
been issued cxecpt as it may be released prior to that time in ac-
cordance with the terins thereof,

Annexcs ©AY, “BY, 0V, “D” and “E” to s Agreciment
arc hereby made part hercof, and thuey shall be considered as
having  cqual  force  and  cfftet with  the provisions of
this Agrecmaent.

ARTICLE. TI1
GRANT OF RIGHTS AND TERM

The GOVERNAMENT Licicby geands EGPC and CONTR A-
CTOW qliecc b te the torms, covenerts srd conditioms sec o in
this Merpceriead wWhindl ohell Teens Farce o Jow and ~Dadt e lure

Sure el g e ey s e eyt e vt of Tow Now 06 of
-y h - ! » - . 1

1987, o cnoended, o eaclusive e et i ] e e Area

deerrils ! o v e e AT L Y,

{’-’1-} The GOVERNLIENT a2 v et e cithed,  as
Berciealler ;e "ved, oo oy e ek or e kind of Ten
percect D162 0 o the o oo g0 iy 3t Lopnes '{:I'L‘.-f;r-.‘i‘ﬂ
and coved s the Ao Cuire the dove lopment peried
includng rerovel Saldorevalty shall be Gerse wand paid
by EGL'C ond shall not be the obligation of ih.: CONTRA-
CTOR. The pavment of royaldes by EGPC shall not be
deemed to result in ipcome  attrihutable  to the
CONTRACTOR.

(#) An Initial Exploration Perind of three {3) yuars shall start
from the Effcctive Date. Two successive cxtensions to the
Initin! Exploration Period, the first of which is hercinafter
called the “3econd Exploration Period” and shall be for two
{2) years aud the sccond of which is hereinafter called the
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““Third Exploration Period” and shall be for one (I) year,
shall be granted to CONTRACTOR, at its option, upon
thirty (30) days prior written notice to EGPC and subject only
to its having fulfilled its obligations hereundcr for the
preceding period. The Agreement shall be tcrminated if
no Commercial Discovery is established by the end of the
sixth (6th) year of the Exploration Period or any extension
thercof. However, such period may be cxtended at
CONTRACTOQR’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 the sixth (6th) year of the Exploration
Pceriod, but shall not excced this period by more than
six (6)manths. The clection by EGPC to undertake a sole risk
venture under paragraph (¢} immediately hereafter shali
not extend the Exploration Period nor affect the termination
of the Agreement as to CONTRACTOR.

(¢} Commercial Discovery

After the discovery of a Commercial Well, CONTRA-
CTOR shall, unless otherwise agreed upon with EGPC
undertake as part of its Exploration program the appraisal
of the discovery by drilling onc or more additional wells,
to determine whether such discovery is worthy of being
developed commercially, taking into consideration the recove-
rable reserves, production, pipeline and terminal facilities
required, estimated crude oil price, and all other rclevant
technical and economic factors,

A Commercial Discovery may consist of onc producing
reservoir or a group of producing reservoirs which after
appraisal is worthy of being developed commercially.
CONTRACTOR shall give notice of a Commercial Discovery
to EGPC immediately after the discovery is considered by
CONTRACTOR to be worthy of commercial development
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hat n a2ny event not later than the complenon of the sccond
“exploration™ appraisal well, or twelve (12} months follo wing
the date of the discoversy of the Commorcial Woll whichever
is eavhicr ; oxeept thar the CONTRACTTOR shall also bave
the right o give such votice of Commercial Discovery with
reepect 1 ARV ICSCLVOER OF Toservols, even i the welt or wells,
thereon are not “Comnmercial” within the definition < f
“Conmmercial Well, i, In i opinfon, & reservair or 2 group
of Neeservoirs considored colleetively, onuld be worthy  of
develoment.,  Fallowing  receipt of such natlee BGPC and
CONTRACTOR :hall mect asd review all appropriate daea
with o view o mthsaily auveving in geexd 2ith wpon e
existence  of a1 Comwmercinl Diseavery, The date of
Copmerrial Disconvery shpll be the date EGPO and
CONTRACTOR  nmtually  agree that a  Coemooercial
Discovery exists,

If Ceude Ol 8 dibwovered but s not  deemed

by CONTRACTOR to be a Commercinl Discovery uader
the above provisions of this parageaph (¢}, EGPC shali, one
{1} month after the expiration of the pedod specified above
within which QONTRACTOR can give notice of Commercial
Discovery or thirteen {13} months after the commpletion of
a well not considered a "Commarcial WellY, have the right,
foliowing sixty {60} days notice in writing to CONTRACTOR
" at ity sode cost, risk and expense, to develop, produce and
dispose of all Crude O froms the grological feature on which
the well bas been drilled.  Said notice shall state the spe cific
ares covering said geological feature to be developed, the
wells o be drilled, the production faalities to be iostalled and
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EGPC's estimated cost thercof. Within thirty {30° days
after receipt of said notice CONTRACTOR. may, in writing
clect to develop such area as provided for in the case
of Commercial Discovery hercunder. In such event all
terms of this Agreement shall continue to apply to the
specified area,

If CONTRACTOR clects not to develop such area, the
specific area covering said geological feature shall be set acide
for sole risk operations by EGPC, such arca to be mutually
agreed by EGPC and CONTRACTOR on the basis of good
oil industry practices. EGPC shall be entitled to perform,
or in the event Operating Company referred to in Article VI
has come into existence, to have; Operating Company perform
such operations for the account of EGPC and at EGPC’s
sole cost, risk and expense. When EGPC has recovered from
the Crude Oil produced from such specific area a quantity
of Crude (il equal in value to three hundred {300) percent of
the cost it has incurred in carrying out the sole risk

operations, CONTRACTOR shall have the uptinn; but only

- if another Commercial Disi:nvtry cxists in the Arca, 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) percent
payment shall be recovered by CONTRACTOR from Cost
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Recovery Crude Oil in th= normal manner for the recovery
of expsnses under Article VII (a). Imma>diatcly following
such payment the specific area shall cither :

(i) Revert to the status of an ordinary Devclopment Lease
under this Agreement and thercafter shall be operated
in accordancc with the terms hercof ; or

{ii) Alternatively, in the cvznt that at such timz EGPC or
its Affiliated Company is conducting all development
opsrations in the area at its sole expense and EGPC clects
to continue operating, the area shall remain set aside and

- GONTRACTOR shall only b= entitled t> its prodaction
sharing peresntage of the Crude Oil as specified
in Article VII {b) below.

The sole risk Crude Qil shall bz valuxd in the manner
provided in Paragraph (c) of Article VIL. In the event of
any termination of this Agecemant under the provisions of
paragraph (b) abave, this Agreems=nt shall, howover, coatinune
to apply to EGPJ's oparation of anv ssle risk venture
h=reunder, although' such Agrcement shall have been
terminated with rapaet to CONTRACTOR pursuant
to the provisions of said paragraph (b} above.

(4 The dzvelopnczat period shall be twaaty {(20) years from the
datz of the first Commeratal Dicovery, Thais period may
bz ranawed Dr an additional period of five (5) y2ars at the
option of CONTRACTOIR upoa six {6) months prior written
notics to EGPI. Faollwwing Gormmnercial Discovery, the
extznt of ths while arza capable of proadaztiza ty be covaered
by a Dav:lapment Lzasz or Leases, shall b: mutually agreed
upon by EGPC and CONTRACTOR aad b: subject to. the
approval of the Ministzr of Petrol*uam and Minaral Resources,
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Such area shall then be converted automatically into
a D:vzlopment Lease or Leases without the isssance of any
additional lzgal instramont or permission,

Davalopment oparations thercafter shall be  started
prom3tly by Operating Company and be conducted in ac-
cordance with good oil field practices and accepted petroleum
enginsering principles, natil the ficld is considered to be {ully
devzlapsd. In  the event no  commercizl production
of P:teolzum in  regular shipmeats is  derived | from
any D:vilypnint Blazk within theoz (3) years from the date
of thy apy-aval bf th: Miaister of Petroleum and Mineral
Resourcas raferred to hareinabove, such a Development Block
shall immnsdiat:ly b: surrendzced unlzsg otherwisz agreed
upon by EGPC.

CIONTRAZTIRX sl b:ar and pay all the costs
and exaraizs regqaiced in Jeareying out all the opera-
tions undzxr this Azczement but such costs and expenses shall
not iaclud: aay int:rezst, and CONTRACTOR shall look
only to th: Peteoleum to which it is entided under
this Aysz:nmt o racaver such costs and expenses. Such
co3ts and ~xa2ias23 shall be recoverable as provided in Article
VII. Duving th: term of this Agreement and its renewal,
the tytal p-odastir>a achizvzd in the conduct of such opera-
tions shall bz divided bstween EGPC and CONTRACTOR
in accordance with the provision of Article VIL

¢/)1. CONTRACTOR shall be subject to the laws in force

in the A.R.E. and the political subdivisions thereof which
impose taxes on or measured by, incomc or profits,
including these laws imposing the commercial and
industrial profits tax, (hereinafter referred to as “A.R.E,
Inmm:'Tax"}, and ecxcept- as otherwise provided in
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this Agreeracat, ‘shall comply. with the” requirements of
such laws with respect to the fling of returns, the assess.
ment of tax, and the keeping for review by authorised
persons of bogks and records.

Any A.R.E. Inconic Tax as described above which

may be levied against CONTRACTOR as a resvit of
CONTRACTOR’s activities under this Agreement shall

be the respansibility of EGPG, according w Article IIY
() {3) below.

It is expressly agreed and acknowledged that
EGPC’s share of the vo'umne of Crude Oil as determined

soder Article VII includes « volume of Crude Oil to
meet the CONTRACTOR's AR.E., Income Tax as
described above in thes paragraph {f) {1). EGPC agrees
that proceeds from such Crude Oil volumes will be used
to meet CONTRACTOR's Income Tax Hability in
A.R.E. as and when due, .

For the purposes of applving paragraph () (1) of this
Article, the- totdl tasable income ‘of CONTRACTOR
in respect of any Tax Ycar shall be an amount calculated
as follows :-

i) The total of the sums received by CONTRACTOR -
frpm the sale or other disposition of all. Grude Oil.
acquired by CONTRACTOR pursuant to A “cle
711, paragraphs {a) and (b} ;

LESS

‘s) The costs and expenses of CONTRACTOR ;
and

6) The value, as determined in paragraph (c} o
Asticle .VII of the cxcess Cost Recov ry Crude
Oil taken and separasly dupoicd of by
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CONTRACTOR passuant to  Acticle VI,
paragraph (2] (2} ;

PLUS

{ii} An amount equal to CONTRACTORS AR.E
Income Tax.

3. EGPQ shail assume, pay and discharge, on behalf of the
CONTRACTOR, GONTRACTOR:s AR.E. Income
taxes out of the sums received by EGPC from the sale or
other disposition of its share of the Crude (hl.

4, EGPC shsll furnish to CONTRACGTOR the proper
official receipt evidencing the pavment of CONTRA-
OTORs ARE. Income Tax, within abuy {80} daws
following the receipt by EGPO of CONTRACT QR tax
declaration for the preceding Tax Year. Such recciphs
thall be imued by the proper Tax Authoritics and shay
state the amount «nd other particulars customary for
such receipts.

(£} In calculating I8 AXK.E. Income Taxes, EGPO sha'l be
entitled to deduct all royaltics paid by EGPC to the Govem-
ment and the ARE, Income Tax of CONTRACTOR paid
by EGPC on CONTRACTOR's behall

ARTICLE TV

WORK PROGRAM AND EXPENDITURES DURING
"EXPLORATION FERIOD

y CONTRACTOR shall commonce coxploration opevations
hereunder not Iater than six {6} months after the Effective
Date. Not later than the end of the fifbecnth {15) month
after the Effective Duate, TONTRACTOR  shall start
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cxplovation drilling in the Area, GCONTRACTOR shall
during the Tnitial Exploration Period drill three (3} wells,
EGPC shall make available for CONTRACTOR'’s use al
scismic, wells and other exploration data in EGPC’s posscssion
with respect to the Area.

The Initial Exploration Period shall be threc (3) ycam.
CONTRACTOR may cxtend this exploration period for
rwo (2) additional periods in accordance with Article ITI b,
~ach of which, upon a thirty (30] day prior written notice to
EGPC, is subject to the fulfilment of the Evploration
ibligatiens for the then current period.

CONTRACTOR.  shall spend a minimum  of
rwelve million (12,000,000 US  Dollars on Exploration
Operations and activitics related thereto during the Initial
chree (3) year Exploration Period 5 with 2 commitment that
Contractor shall dril} three {3} welk. For the first two (2}
cear period that CONTRACTOR elects to extemd bevond
tl: + Initial Exploration Peried, the Second Exploration Period,
CONTRACTOR shall spend a minimum of twelve million
712,000,000} US Dollars with a commitment to drilt three
'3} wells. For the second one (1} year extensionr pertod, the
Fhird Exploraticn Period, CONTRACTOR. shall spend a
minimum of six milliaa (6,000,000) US Dollars with a com-
mitment to drill two (2) wells,

Should CONTRACTOR spend more than the minimum

_amount I‘Equ"l‘.l.‘l".'!:l tﬂ be 'E'J'lpendﬂd_ during the iﬂiﬁ-a-l t_hllﬂﬂ E}
e

vear exploration neriod or during any period threredfier.
cxcess may be subtracted from the minirpum amount of
noney required 1o be éxpended by CONTRACTOR during
any suceceding exploration period or periods, as- the case
may be, provided CONTRACTOR bas fulfilled its drilling
shligations.
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Any excess of drilling obligations during any exploration
period may also be credited to the drilling obligations of the
Oollowinig period or periods.

In case CONTRACTOR surrenders its Exploration
rights in this Agreement ag sct forth above before or at the
end of the Initial Exploration Period, having expended less
than the total sum of twelve million (12,000,000) US Dollars
on Exploration or in the ecvent at the end of the
Initial Exploration Period CONTRACTOR has expended
less than said sum in the Area, an amount equal
to the difference between the said twelve million (12,000,000)
US Dollars and the amount actually spent on Exploration
activities shall be paid by CONTRACTOR wo EGPC at the
time of surrendering or within three (3) months from the end
of the last year of the Initial Exploration Period, as the case
may be. Any cxpenditure deficiency by CONTRACTOR
at the end of any additional perivd for the reasons above-
noted shall similarly, result in a payment by CONTRACTOR
to EGPC of such deficiency. Provided this Agreement is
still in force as to CONTRACTOR, CONTRACTOR shall
be entitled to recover any such payments as Exploration
expenditure in the manner provided for under Article VII in
the event of commercial production.

Without prejudice to Article III (b) in case no Commercial
Discovery is established by the end of the six year Exploration
Period or any extension thereof, or in case CONTRACTOR
surrenders the Area under this Agreement, EGPC shall not
bear any of the aforesaid cxpenses spent by CONTRAGTOR
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ic} At lcast four {4) months prier to the beginning of cach
Financial Year or ar such other times as mav mutuslly be .
agreed to by EGPC and CONTRACTOR, CONTRACTOR
thall prepare an Exploradon Work Program and Budpet
for the Ar:a sctting forth the Exploration operations whick
CONTRACTOR proposcs to carry out during the eamuing
year. During cach Expbration period, such Work
Program and Budgct shall be at least suffident to satisfy
CONTRACTOR’s minimum ecxpenditure ob'igations forthe
weriod it covers, taking. into aceount any credits for cxces
drilling or expenditures bv CONTRACTOR 'in |prior
explorating periods.

The Exploration Work Program and Budget shall be
reviewed by a joint committee 1o be established ™y EGPC
and CONTRACTOR after the Effecive Date o
his Agreement. This Committec, hereinafier veferred to as
the “Exploration® Advitor; Committee”, shal)consist ol six
6) members, three (3) of whom shall be appointed by EGPC
and threc {3) by CONTRACTOR. The Chai:man of the
Exploration Advisory Committce shall be designawed by
EGPC from among the members appeinttd by it. The
Exploration Advisory Cemmi tee shall vevicow end  give
such advice es it deonis appropiiate with respect o the
proposed Work Program and Budget. Following revicw oy
the Exploratior Advisary  Conmmitiee, CONTRACTOR
shall make such revisions as CONTRACTOR Aeems appro-
pr.ate and suomit the [x) loration Work Program and Budget
to EGPC for its approval. Following such approval, it is
furthe- agrecd that :

i) CONTRACITOR sha‘i ngt sucstuntially revsc or

modify said Work Progrum and Budger without the
approval of EGPC ;
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(i) In the =vent of emergencies involving danger of loss of
hives cr property, CONTRACTOR may expend ‘uch
additional unbudgeted ammounts as may be required to
alleviate such danger. Such expenditure shall be
considered in all respects as Exploration expenditure and
shall be recovered pursuant to the provisions of Article
VII  hercof.

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 s is appropriate for the processing of data
specialised laboratory, engineering and development studies
thereon, to be made in specialised centres outside A.R.E..
all geological and geopbysical studies as well as any other
studies related to the performance of this Agreement, shall
-¢ made in the AR.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 forthwith notified to the Govern-
nent and to EGPC. The General Manager and, in his
abeence, the Deputy General Manager shall be ¢ntrusted by
CONTRACTOR with sufficient powers to carry out
immediately all lawful written directions given to them by
the GOVERNMENT or its representatives under the terms
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oF this Agreement, All ‘awful regulations issued or hereafte:

to

be issued which are applicable hereunder anc

not in conflict with this Agreement shall apply to CONTRA

CTOR

CONTRAGCTOR shall supply EGPC, withit chirty {30) daw

from the end of each calendar quarter, with a Statement o
Fxploration Activity showing costs incurred by GONTRA
CTOR during such quarter, GONTRACTOR's record
and uvcessary supporting documents shall be available for
inspection by EGPC a0 all times during cegalar working
ours for three (37 months fr m the lue Fre eiving cacl
Staten.ent,

Within the three {3) months from the date of recvivine

such Statement, EGPC shall . dvise CONTRACTOR in
writing f it considers

('} That tne rccord of costs is not correct |

(ii) That the costs of goods or services suy plicd are not in

line with the international murket prices for good: or
services of similar quality supplied on simiar terms
prevailing at the time such goods or scrice:
were supplied, provided huwever, that purcha es made
and scrvices performed within A.R.E. shall be suk,ec:
to Articlr XXV ;

(iii} that the -ond'tion of the matcrials fucnished by

CONTRACTOR does not twally with their prices ; o4

{'¥) that the costs incurrcd are not reasonably required -or

operations.
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{8)

(8)

CONTRACTOR. rhall confer with EGPC in connection
with the problems thus presented, and the parties shzll
attempt to reach a settlement which is mutually satisfactory.
If, within the time limit of the three (3) months
pertod provided for in this paragraph, EGPC has not advised
CONTRACTOR of its objection to any statement. such
statement shall be considered as approved.

If, within the time limit of threc (3) months, EGPC has
«dvised CONTRACTOR of its jobjections tofany statement,
then CONTRACTOR shall confer with EGPC in connection
with the problem thus presented and the parties shall attempt
to reach a final settlement thereto,

CONTRACTOR shall supply all funds necessary for its
operations in A.R.E. under this Agreemcnt in frecly
convertible currency from abroad. CONTRACTIOR shall
have the right to buy Egyptian currency whenever required
and the conversion shall be madc at the local banks in the
A.R.E. according to the Official A.R.E. Rate of Exchange

EGPC is anuthorised to advance 10 CONTRACTOR the
Egyptian currcncy required for the operations under this
Apreement against receiving from  CONTRACTOR an
equivalent amount of U.S. Dollars at the official A.R.E. rate
of exchange, such dollars to be depaosited in an EGPC acoount
abroad with a correspondent bank of the National Bank of
Egvpt, Cairo. Withdrawals from said account shall be used
for financing EGPC’s and its Affiliates’ foreign currency
rcquircments subject (o the approval of the Minister
of Petroleum and Mineral Resources.
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ARTICLE V
MANDATORY AND VOLUNTARY RELINQUISHMF™TS

MANDATORY

At the end of the third (3rd) year aftcr Effective Date hereot,
CONTRACTOR shall reBnquish to the GOVERNMENT a
total of twenty five percent { 259, ) ir Exploration Blocks of the

originzi  Area, not ther converted to a Development Lesse or
Tenses.

Al the end of the filfth (5th) year after the Effective Dace
hereof, CONTRACTOR shall relinquish an additional twenty
ive percent (259) in Exploration Blocks of the coriginal Area nou
then converted to 2 Developmnent Lease or Leasecs.

Without prejudice to Article III and XXI, at the ¢end of wne
sixth (6th) yeas of the Exploration Period, or any extemsion thereod,
CONTRACTOR shall relinquish the remdinder »f the orinind
Area rot then converted o a Development Lease o1 Leases of
~hich 145 not been applied to be converted to a2 Development
Lcasc or Leases, provided that adjustment of the relinquished area
skal) be made according to the aprroved area converted to a Deve-
‘onmecrt Lease or Leascs.

Nothing in this Agreement shall be construed as requiring
CONTRACTOR to relinquish any Lxploration Block or Blocks
on which a Commecreial well is discovered before the period of
time reforred to in Article TII (¢} of this Agrecment given to
CONTRACTOR to detcrmine whetlicr such well is a Commercial
Dircovery worthy of development,

VOLUNTARY

* CONTRACTOR niay, voluntarily, during any period
rtlmguisll all or any part of the Arca in Blocks provided 'tha't at
tl ¢ time of puch-vokmtary relinguishinyent s Rhancial . Ghligations
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for Exploration expenditure under Articl IV paragmaph (b)
have heen satished for such period,

Any relinquishraents hereynder shall be credited toward the
mandatory providons of the above paragraph.

Following Conmercial Discovery, EGP(C and CONTRAG-
TOR. shall mutually agree upon any area to be relinguiched
thereafter except for the relinquishment provided for above at (he

ad of the total exploration perind.

ARTICLE VI

IPARATIONS AFFER CDOVIMERCGIAL DISCIVERY

(27 On Commercial Discovery, ECGPO and GONTRAGTOR
shall form in the AR.E, an opzrating company which shall
be named by mutual agreemen* bstween EGPO and
CONTRACTOR and such name shall be subject to the
approval of the Minister of Petroloum and Mineral Resources
and is herein referred to as “Operating Company”,  Said
company shall be a privawe sector company. Operating
Company shall bz subject to the laws and regalations in force
in the AR.E, to the sxtent that such faws and regulations
are not inconsistent with the provisions of this Agrecement or
the charter of Operating Company. However, Operating
Company and CONTRACTOR shall, for the purpose of
this Agreement, be cxempted from the following laws and
regulations as now or herealler amended or substituted

~~ Law No, 87 of 1976 organising dealings in foreign cur-
rencies.

- Law No. 48 of 1978 on the staff Regulations of Public
Companies,
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— Law No. 159 of 198l, promulgating the law on joint

stock companies partnership limited by share companics
and limited liability companies.

~— Law No. 97 of 1983 promulgating the law concerr "¢
rubli¢ sector authoritics and Companies.

(8) The Charter of Operating Company is hereto at‘ached as
Annex “C”. Within thirty (30) days after the date of
Commercial Discovery (uniess otherwise agreed upon by
EGPC and CONTRACTOR), the Charter shall take elcct
and Opcrating Company shall automatically come into
existence, without any further procedures, The Exploration
Advisory Committee shall be dissolved forthwith upon the
coming into cxistence of the Operating Gompany.

(¢) Nincty (50} days after the date Opzrating Company comes
into existence in accordance with paragraph (b) above, it
shall prepare a Development Work Program and Budgct for
the remainder of the year in which the Commercial Discovery
is made ; and not later than four (4) months before the
end of the current Financial Year (or such other date as may
be agreed upon) and four (4) months preceding the com-
mencement of each succeeding Financial Year thereafter {or
such other date as may be agreed upon), Operating Company
shall prepare an annual Production Schedule, Work
Programme and Budget for the succeeding Financial Year.
The Production Schedule, Work I'rogramme and Budget shall
3¢ submittcd to the Board of Directors for arproval.

{d) Not later than the twentieth (20th) day of each month,
Operating Company shall fumish 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 US  Dollars baving régard to the approved
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budget. Such estirnate shall take into consideration any
caaly expected to be on hand at month end,

Paymet for the appropriate period of such month shal)
be made to the correspondent bank'designated in paragraph

{¢} belrw on the first (Ist) davand ffteenth (15th} day reepe-

ctively, or the next following business day, if such day is not
# buviness davy.

Operating Company is authorised to keep at its own disposal
abroad in an account opened with 2 correspondent bank of
the National Bank of Fgypt, Cairo, the foreign finds 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 to meet expenditures in Egyptian Pounds, for
Operating Company, in connection with its activities under
this Agreement. Within sixty {60} days aRer the end of each
Fmancial Year, Operating Company shall submit to the
appropriate exchange control authorities in the ARE &
statement, duly certified by a recognised firm of auditory,
showing the funds credited to that account, the dishursements

made -out of that account, and the balance outstanding at
the end of the year.

If and for a2 long during the period of production operations
there exists any excess capacity in facilities which cannot
during the period of such excess be wsed by the Operating
Company, the CONTRACTOR wili consuli with EGPC
to find a mutually agreed formula wherebvy EGPC may use
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the cxcess capasity if it 20 desives without any snecasooable
firmicial or operational deadvantuge o the CONTRA-

ARTICLE V1Y

KECOVERY OF COSTS AND EXPENSES AND
PRODUCTION SHARING

{) 1.--Cost Racovery Crude Oll

Subject to the auditing provision under this
Agrecment, CONTRACTOR shall recover sl costs and
expeanes in respoct of all the Explaretion, Dewlopment
and pelated operations under this Agrecment to  the
extent sod out of thirty poreent {309%) ﬁmmriy of all
Crude Oil produced and saved from all Development
Leaws within the Avea hercunder and not wed in petro-
feumn opcrations, Such Urude Gilis hercinafter referred
to as “Cost Recovery Grude Ol

Soch costs and expenses shali be recovered from
Cost Recovery Urade O in the fhllowing maaner

{i) Al Operating Expinscs incurred and paid after
initial Commercial Production, which fHr the
purposes of this Agreement shall mean the date on
which the fist regplar shipment s 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 Oommercial Production
occurs, whichever is the later date.

(i) Exploration Expenditures, including these ie-
cumidated prior {0 the commencement of initial
Commercial Production, shall be recoverable at the
rate of twenty-five percont (259} per annum s@iting
gither s the Tex Year in which such expenditures
are incurred acd paid, or the Tex Year in which
initial Comniercial Producton commences, whbichever
in the lmter date, |
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(iii) Development  Expenditures, including  those

accumulated prior to the commencement of initial
Commercial Production shall be recoverable at the
rate of twenty-five percent (25%) per annum
starting in the Tax Year in which such expenditures
are incurred and paid, or the Tax Year in which
initia] Commerdal Production Jcommences,
whichever is the later date,

(iv) To the extent that, in a Tax Year, costs, cxpenses

or expenditurcs recoverable per paragraphs (1),
(ii) and (i) preceding exceed the value of alt
Cost Recovery Crude Oil for 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 afier the termination
of this Agreement, as to CONTRACTOR,

For the purposc of determining the classification or
all costs, expenses and cxpenditures for  their
recovery, the following terms shall apply :

1. “Exploration Expenditures” shall mean
all costs and expenses for Exploration,

2. “Development Expenditures” shall mean
all costs and expenses for Development

with the exccption of Operating Expenses,

3. “Operating Expenses’ shall mean all costs,
expenscs and expenditures made atter initial

Commercial Production, which costs,
expenses and expenditures arc not normally

depreciable.

However, Operating Expenses shall include
workover, repair and maintenance of assets, but
shall not include any of the following which shall
be included in thc Development or Exploration

Expenditures :
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Side tracking, redrilling and changing of the status
of a well from oil well to water well and vice verss,
replacement of assets or a part of an asset,- major
overhauling that extends the life of th- asset, ad-
ditions, improvements und renewals,

{vi} Tt is understood and agreed upon that the recovery
of costs and expenses based upon the rates referred
to above thall be allocated to cach quarter
sroportionately  {one fourth  to each quarter},
However, any vecoverable costs and expenses not
recovercd in one quarter, as thus allocated, shali
be carried forward for recovery in the next quarter,

3 ~CONFRACTOR shall each guarter take, freely export,
ar otherwise scparately dispose of all Cost Recovery
Crude ©Oil produced, except as provided in sub-
paragraph (a) (3} below of this Article VI, plus its sharc
of the balance of the Crude Oil as stipulated in paragraph
{h) below of this Article VIL, To the ¢xtent that the
valuce of the Cost Recovery Crude (il {as determined
in sub-paragraph (¢} below] exceeds the actual
recoverable costs and expenditures, including any carry
forward from paragraph (a) (1) (iv) above, to be recoves
red in that quarter, the wvalue of such exces
Cost Recovery Crade Oil actually wken  and
separately disposed of by CONTRACTOR  shall
e paid by CONTRACTOR to EGPC in thc manner
<ot - forth in Article TV of the Accoumting Procedure
contained in Aonex “DY and CONTRACTOR. shall
fe decmed 1o have purchased such excess Uost Recovery

Crude THL

3. —Ninety {90} days prior 1o the commencement ot each
Yeur EGPG thall be entitled to elect by notice in writing
to CONTRACTOR to take delivery ‘in kind, F.0.B.
export terminal or other agreed delivery point, of up o
fifty pereent (§0%) of any cxcew Qogt Recovery Crude
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Oil for that year, a-nd thereby reduce the amount to be
purchased by CONTRACTOR in the same percentage

amount,

{3) Production Shariag
The remaining seventy percent {709%,) of the Crude Oil
shall be taken and disposed of separatelv by EGPC
and CONTRACTOR according to the following incremental

scale 3

. L

Crade Ofl prodeced snd saved waier this EGPC Coutractes

Agreement and not used in Pertrolonms Ope- sbare whare
rations burrels per duwy (quarterly avessge) % a
|
Up to five (3) thousand + - « . v = + + + . - 0 30
In excess of five (S) thousans and up to ten |
(l10ythousand-- + - = + « « « » 5 5 « v o v . 75 7%
ln oxcess of ten (10) thousand and wp to twenty, I
five (25) thousand + + « « « « « = & < 4 . .. 78 n
In excess of twenty-five (25) thonsand and up
to fifty (50) thousand - + . « + » v 0 0 .. 80 20
In excess of fifty (50) thousand and up to one !
hundred {100) thousand - « « « - « « + « . . ;8 | 15
In excess of one hendred {100} thousand 38 } 12

-
— e -

- - e
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) 1. It is the intent of the Parties that the value of the Cost
Recovery Crude Qil shall reflect the prevailing market
price for Crude Oil. For the purpose of evaliating
the prevailing market value of the quantity of Cost
Recovery Crude Oil 1o which CONTRACTOR is
entitled hereunder during each calcndar quarter, the
weighted average price realised for comparable
quantities on comparable credit terms in freely
convertible currency from F.O.B. point of exnort sales
to non-affiliated companies during such quarter al arms
length by either EGPC or CONTRACTOR under all
Crude Ol sales contracts currently in effect, but exclu-
ding crude oil spot sales not consistent with prevailing
market prices for similar Crude Oil and also excluding
Crude Qil sales contracts involving barter, whichever is
higher, shall be used. It is understood that in the case
of C.LF. sales, appropriate deductions shall be made
for transport and insurance charges to calculate the
F.Q.B. point of export price ; and always taking into
account the appropriate adjustement for quality of
Crude Oil, freight advantage or disadvaatage of port of
loading and other appropriate adjustments. Neverthe-
less, if CONTRACTOR considers the valuc of the Cost
Recovery Crude OQil so determined does not refiect the
market conditions prevailing during the calendar
quarter, CONTRACTOR and EGPC shall meet and
mutually agree upon the price.

2. If during any calendar quarter there are no such sales
by EGPC or CONTRACTOR undcr Crude Qil sales
contracts currently in efteet, EGPC and CONTRAC-
TOR shall meet and mutually agree upon the price of
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Crude Oil to be used in determining the valuc mentioned
in sub-paragraph (c) (I) above. Pending such mutual
agrecment the price used shall be the last price determined
pursuant to sub-paragraph (¢} (1} or under this
sub-paragraph (¢) {2) whichever is later, and appropriate
adjustments will be made thereto after determination
of a mutually agreed price by EGPC and CONTRA-
CTOR,

Operating Company shall prepare (not less than ninety {90)
days prior to the beginning of ecach calendar semester
following regular production) and furnish in writing
to CONTRACTOR and EGPC a forecast sctting out the
total quantity of Petroleum that Operating Company
estimates can be produced, saved and transported hereunder
during such calendar semester in acoordance with good oil
industry practices,

Operating Company shall endeavour to produce each
calendar semester the forecast quantity. The Crude Oil
shall be run to storage tanks constructed, maintained and
operated according to Government Regulations, by
Operating Company in which said Crude Qil shall be metered
or otherwise measured for royalty, and the other purposes
required by this Agreement.

CONTRACTOR shall have the right and the obligation to
separately take and dispose of currently all of the Crude Oil
to which it is entitled as is determined in accordance with
paragraphs (a) and (b) of this Article. 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 domestically and abroad including the
proceeds from the sale of its share of Crude Oil exported
andfor sold domestically.
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At a rcasonable time prior to the commencenment of Come-
mercial production EGPC and CONTRACTGR shall meet
and agree upon a procedure for scheduling tanker liftings
fromi the agreed upon point of export,

ARTICLE VIHI
TITLE TO ASSETS

EGPC shall become the owner of all asscts acquired and
owned by CONTRACTOR in connection with the

operatiops carricd ont by CONTRACTOR or Operating
Company in accordance with the following

. Land shall become the property of EGPC as soon as it
is purchased ; and

12

Title to fixed and movable assets shall be transferred
automatically from CONTRACTOR w0 EGPC as they
beecome subject to recovery in accordance with the
provisions of Article VII or at the time of termination of
the Agreement, whichever first occurs,

The Book Value of the Assets created during cach
calendar guarter shall be communicated by CONTRACTOR
to EGPC or by Operating Company to EGPC and
CONTRACTOR. within thirty (30) days of the end of cach
{gnartcr.

During the term of this Agreement and the renewal period
EGPC, CONTRACTOR and Opecraung Company are
entitled to the full use of all fixed and movable assets n
connection with opcrations hereunder in {]) the Area and
{2} any other area approved by EGPC and CONTRACTOR
and proper accounting adjustment shall be made.
CONTRACTOR and EGPC shall not dispose of the same
cxcept with agrcement of the other,
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{e.

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 it either rents
or leases in accordance with good industry practices,

ARTICLE IX

BONUSES

CONTRACTOR shall pay to EGPC as a Signature Bonus

the sum of two million (2,000,000) US Dollars on
the Effecive Date,

CONTRACTOR shall pay to EGPC the sum of four million
(4,000,000} US Dollars as a Production Bonus when the total
average daily production first reaches the rate of twenty
thowsand (20,000} barrels per day for a period of thirty
(30) consecutive producing days. Payment will be made
within fifteen (15) dayz thereafter,

CONTRACTOR shall also pay to EGPC the additional sum
of six million (6,000,000) US Dollars as a Production Bonus
when the total average daily production first reaches the rate
of forty thousand (40,000) barrels per day for a period
of thirty (30) consecutive producing days. Payment will
be made within fificen (15) days thereafter.

() CONTRACTOR shall also pay to EGPC the additional sum

of eight million (8,000,000) US Dollars as a Production Bonus
when the total average daily production first reaches the rate
of sixty thousand (60,000) barrcls per day for a period of thirty
(30) consecutive producing days. Pavment will be made
within fifteen (15} days thereafter.
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{#) AB the above mentioned Bonuses shall in no event
be  recovered by CONTRACTOR.

[y In the event that EGPC ekots to develop any part of
the Arez purtuant to the sole ik provisions of Article Il
't} hercinabove, production from such sole risk area shall be
considercd for the purposes of this Articie IX oniy i
CONTRACTOR exercises ity option to share in such
production, and oaly fom  the inital date of shaving,

ARTICIE X
OFFICE AND SERVICE OF NOTICE

CONTRACTOR shall mzintain 2n office in ARE. 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 bmmcdiately all local written directions piven to them by the
GOVERNMENT or its representatives nnder the terms of this
Agreement, All lawful regulations issued or hereafier 1o 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.

All mateers and notices shall be deemed to be validly served
which are delivered to the office of the General Manager or which
are sent to im by registered mall to CONTRACTORs office in
AR.E.

All matters and notices shail be deemed to be validly served
which are delivered to the office of the Chainnan of EGPC or
which are sent to Mm by registered mail at EGPOs main office
in {Gairo,



Ay L sJg A d(3) 55 YY ol G fiBu A VY

(s doladl aldt )
S alauidt 5503 Ja St e didlall

sy a3 SNl oW1 G Ja OF Sblaatl SN &2t e (1)
;},Htmc;lq_wi;l;..ui@l,l.uhuxﬂl S ol
Andl ildas o151 S (g1 e o M gl o 91 46 ld
K\ o Gl de oKCoudl o L'ij;ﬂ'l 9 Gj_,:lb G..?ﬂlj Eh'ﬂlj
SV Jgimn bt e sy ¢ Sady DU gl e Tlee (g1 ot
NS I -2S I LN O P Y e L SR Ll i

Jllal oblall LGN G0 e g B 5 e JLCl e ()
o lols! Jhae o Fimdly LI Gl A g Lelies of G oCali

St oG iy 5 A 8 bl e (o ¥ (A Sl olly ()
Haaily sl Ul BataZe SlEd o0 Jog fI 2 lSE 590w Y 4l3
m‘fukdr—‘l-ﬂ"J«-{ﬂl-hl_g .:.i,ui_.:..i,u‘_-,..h.l_,;,..-..
*lll-:a‘.!'i“‘*_’i:a” L.-Li

Sl Colad! DL s OV Olicall 45 & 201 e ()
*‘i—.JM_;J‘;;-ﬂ_'ﬁ‘JS‘a‘L'JC—Jt:Juj"L_:UJJJ}J‘
e Suall bl 2Ll e Lellen 51 4Gl B SHLI
Lol o :;lig‘ T c._....-.r‘-.ft.i__}l‘i ot L_H_{‘r"i)‘_';:l“/u t...:""" 'I':U."lj U'EJ:'”
o Sl g opsadll G0



Yo

L

VAAY 4 g 2 d (3) 5550 TV saall o A )l i adl

(a)

(4)

(¢)

()

ARTICLE XI

SAVING OF PETROLEUM AND PREVENTION
OF LOSS

Operating Company shall take all proper measures
according to gencrally accepted methods in use in the oil
industry to prevent loss or waste of petroleum above or
under the ground in any form during drilling, producing,
gathering and distributing or storage opcrations., ‘The
GOVERNMENT has the right to prevent any operation on
any well that it might reasonably expect would result in loss
or damege to the well or the oil field.

Upon completion of the drilling of a productive well,
Operating Company shall inform the GOVERNMENT
or its rcpresentative of the time when the well will be tested
and production rate ascertained.

Except in instances where multiple producing formations in
the same well can only be produced ¢conomically through a
single tubing string pctroleum shall not be produced from
multiple oil carrying zones through onc string of tubing at

the same time, cxcept with the prior approval of the
GOVERNMENT or its representative,

Operating Company shall rccord data regarding  the
quantities of petrolcum and water produced monthly from
cach Development Lease. Such data shall be sent to the
GOVERNMUENT or its representative on the special forms
provided for that purpose within thirty (30) days after it is
obtained. Daily or weekly statistics regarding the produ-
ction from the Area shall be available at all reasonable times
for examination by authorised reprosentatives of the

GOVERNMENT.
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{a)

®

Daily drilling rccords and the graphic logs of wells must show
the quantity and type of cement and the amount ot any other
matcrials used in the well for the purpese ol protecting
petroleuin, gas bearing or fresh water strata. Any substantial
change of mechanical conditions of the well after
its completion shonld be subject to  the approval of
the representative of the GOVERNMENT,

ARTICLE XII
CUSTOMS EXEMPTIONS

EGPC, Contractor and QOperating Company shall be permit-
ted to import and shall be exempted from customs taxes and
dutics and from any other taxes and from the importation
ralcs with respect to the importation of machinery,
cquipment, appliances, materials., items, means of transport
and (ransportation (the exemption from taxes and duties shall
not apply to passenger cars), electric appliances, air
conditioners for office and oil fields, clectronic appliances,
computer hardware and software, as well as  spare
parts required for any of these items, all subjcct to a duly
approved certificate by an EGPG responsible representative
nominated by EGPC for such purpose, that the imported

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

Machinery, equipment, appliances and means of transport and
transportation imported by contractors and sub-contractors
temporarily engaged in an activily related to the operations
subject of this Agreement shall be cleared under the “Tempa-
rary Rclease Systemn® (without payment of any taxes or
customs cutier), upon presentation of a duly approved
certificate by an EGPC responsible representative nomirated
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by EGPC for suck purposc, that the imporied items are
required for carrying on un activity related to this Agreement,

Items {excluding motor vehicles) set out in paragraph
{a) of this Article jmported by contructorr and
sub-contractors for the aforesaid activitics, in order to be
installed or used permanently or consumed shall he subject
to the exemption set forth in paragraph (a) of this Article
after being duly cortified by an EGPO responsible representa-
tive to be used for carrying on the activities related to this
Agreement,

) The emplovees of Contractor, Operating Company and their
contractors and sub-contraciere ghall not be entitied to any
cxemptons from customs dutiez and other ancillary taxes
and charges except within the limits of the provisions of the
laws and regulations applicable in the A.R.E

4 Ieems imported inte AK.E. whether exempt or not exempt
from customs duties and other ancillary taxes and charges
hereunder, may be exported by the importing party at any
fime after cbtaining BEGP(C’s approval, without any expert
taxes or charges or any iaxes or charges from which such
items have been already exempt, being applicable. Such
items may be sold within the A.R.E,, after obtaining the ap-
proval of RGPC and the Customs Department. In this case
the purchaser shalt pay all applivablc customs duties and
other ancillary taxes and charges according to the condition
and value of such itcms and the tariff applicable om the date
of sale, unless such items (excluding passenger cars) have
aircady been sold to an affiliated company of EGPC, having
the sarae exemption or anless title to such items have reverted
to EGPC or the Customs Department.
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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 entitied to reimbursement of its

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 any imported items when, in the opinion
of EGPC jtems of the same, or substantially the same kind
and quality are manufactured locally and arc available for
timely purchase and delivery in the ARE. at a price not
higher than ten (10) percent more than the cost of she imported
itetn before customs duties but afier transportation
and iInsurance costs have been added.

(/) Contractor, EGPC and their respective buyers shall be enti-
tled to cxport the Petrolenm referred to in this Agreement ;
no license being required, and shall be exempted from any

duties, or taxes, or any other imposts in respect of the export
of Petroleum hercunder,

ARTICLE XIH
BOOKS OF ACCOUNT : ACCOUNTING AND PAYMENTS

(@) EGPC, CONTRACTOR and Operating Company shall
each maintain at their business offices in the A.R.E. books of
account, in accordance with the Accounting Procedure in
Annex “D” and accepted accounting practices generally
used in the petroleurn 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 herewnder. CONTRA-
CTOR and Operating Company shall keep their books of
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account and accounting vecords in United States Dollars,
Operating Company shalt farnish to the Governmens or its
representative monthly returns showing the amountof petrs
ocleum produced and saved hercunder, 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
& duly designated deputy, and delivered to the GOVERN-
MENT or its representative within thirty {30) davs afier the
end of the month covered in the return.

The aforesaid hooks of account and other books and records
referred to above shall be avzilable at all ceasonable times for

inspection by duly authorised representative of the GOVER-
NMENT

CONTRACTOR shaill submit to EGPC a Profit and Loss
Statement for the Tax Year not later than three (3) months
after the commencement of the following Tax Year to show

its net profit or loss from the petroleum operations mndoer this
Agrecment for such year,

CONTRACTOR shall at the same time submit a
year-cnd Balance Sheet for the same Tax Year to EGPC.
The Balance Sheet and Financial statements shall be certi-
hed by an Egyptian cerdfied accouting Hrm.

ARTICLE XIV

RECORDS, REPORTS AND INSPECTION

CONTRACTOR andfor Operating Company shall prepare
and, at afl times while thix Agreement s in foree, mainiain
accurate and corrent records of it operations in the Aren
hereunder, CONTRACTOR andfor Operating Company
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shall furnish the GOVERNMENT or its representaive, in
conformity with applicable regulations, or as the
GOVERNMENT or its representative may reasonably
require, information and data concerning its opcrations under
this Agreement. Operating Company will perform the
function indicated in this Article XIV in accordance with its
respective role as specificd in Article VI.

CONTRACTOR andjor Operating Company shall save and
keep for a reasonable period of time a representative portion
of each sample of cores and cuttings taken from drilling wells,
to be disposed of, or forwarded to the GOVERNMENT or
its representative, in the manner directed by the GOVERN-
MENT. All samples acquired by CONTRACTOR andjor
Operating Company for its own purposes shall be considered
available for inspection at any reasonablc ume by the
GOVERNMENT or its representaives.

Unless otherwisc agreed to by EGPC, in casc of exporting
any rock samples outside A.R.E., samples equivalent in size
and quality shall, beforc such exportation, be delivered to
EGPC as representative of the GOVERNMENT.

Originals of records can only be exported with the permission
of EGPC ; provided, however, that magnetic tapes and any
other data which must be processed ov analyzed outside the
A.R.E. may be exported if 2 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 upon
EGPC’s request on the understanding that they belong to
EGPC.

During the period CONTRACTOR is conducting the
Exploration operations, CONTRACTOR shall permit EGPC
through EGPCs duly authorised representatives or
employees, to have full and complete access to the Area at
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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 exercis-
ing its rights under the preceding sentence of this paragraph
{e), shall not interfere with CONTRACTOR’s operations,

CONTRACTOR shall provide EGPC with copies of any
and 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,

{i.f) For the purpose of obtaining new offers, the GOVERNMENT
andfor EGPC may show any other party geophysical and
geological data (such data to be not less than one (1) year old
unless CONTRACTOR. agrees o a shorter period, which
agreement shall not be unreasonably withheld) with respect
to that part of the Area which is adjacent to the arca of such

new offer.

ARTICLE XV

RESPONSIBILITY FOR DAMAGES

CONTRACTOR shall entirely and solely be responsible in
law toward third parties for any damage caused by CONTRA-
CTOR’s Exploration operations and shall indemnify the
GOVERNMENT and/or EGPC against all damages for which

they may be held liable on account of any such operations.
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ARTICLE XVI

PRIVILEGES OF GOVERNMENT REPRESENTATIVES

Duly authorised representatives of the GOVERNMENT
shall have access to the Area covered by this Agreement and
to thc operations conducted thercon. Such representatives
may examine the books, registers and records of EGPC,
CONTRACTOR. and Operating Company and make a reas-
onable number of surveys, drawings and tests for the purpose
of enforcing this Agrcement. They shall, for this purpose, be:
entitled to make reasonable use of the machinery and instruments
of CONTRACTOR or Operating Company on the condition
that no danger or impedimem to the operations hereunder shall
arise directly or indirectly from such use. Such representatives
shall be given rcasonable assitance by the agents and employees
of CONTRACTOR or Operating Company so that none of the
activities shall endanger or hinder the safety or efficiency of the
operations. CONTRACTOR or Operating Company shall
offer such representatives all privileges and facilities accorded to
its own employees in the ficld and shall provide them, free of charge
the use of reasonable office space and of adequately furnished hou-
sing while they are in the field for the purpose of facilitating the
objectives of this Article. Subject to Article X1V (f) any and all
s formation obtained by the GOVERNMENT or its representa-
tives under this Article XVT shall be kept confidential with respect

to the Area.

ARTICLE XVIL

EMPLOYMENT RIGHTS AND TRAINING OF
ARAB REPUBLIC OF EGYPT PERSONNEL

(@ Tt is the desire of EGPC and CONTRACTOR that
operations hereunder be condncted in a business-like and
cfcient manner

1. The expatriate administrative, professional and technical
personnel employed by CONTRACTOR or Operating
Companv and the personnel of its contractors for the
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conduct of the operations hercunder, 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 im-
migration, passport, visa and cmployment regulations
of the A.R.E., shall be applicable io all alien employees
of CONTRACTOR working in the AR.E.

2. A minimum of twenty-five percent (25%) of the

combined salaries and wages of each of the expatriate
administrative, professional and technical personnel
working in the A.R.E. employed by CONTRACTOR
or QOpcrating Company shall be paid monthly in Egyp-
tian Currency.

CONTRACTOR and Operating Company shall each select
its employees and determine the number thereof to be used

for operations hereunder.

CONTRACTOR shall, after consultation with EGPC,
prepare and carry out specialised training programs for all
its: AR.E. employees engaged in operations hercunder with
respect to applicable aspects of the petroleum industry.
CONTRACTOR and Operating Company undertake to
replace gradually their non-cxecutive expatriate staffs by
qualificd nationalt as they are available

During the period when CONTRACTOR is conducting
Exploration, CONTRACTOR shall pay to EGPC within
thirty (30) days following the end of each Financial year the
sum of fifty thousand U.S. Dollars (8 50,000) to finance the
cost of providing EGPC employees an opportunity to atiend
and participate in oil and gas industry training programmes.
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ARTICLE XVIII
LAWS AND REGULATIONS
{¢) CONTRACTOR and Operating Company shall bz subject to

()

@

()

Law No. 66 of 1953 {cxcluding Article 37 thereof) as amended
by Law No. 86 of 1956 and the regulations issucd for the
implementation thercof, including the regulations for the safe
and cfficient performance of operations carricd out for the
execution of this Agreement and for the conservation of the
petroleum resources of the A.R.E. provided that no regula-
tions, modification or interpretation thereof shall be contrary
to or inconsistent with the provisions of this Apreement.

EGPC, CONTRACTOR, and Operating Company shall
be cxempted from all taxcs, except as provided in Article 111
paragraph (f) for income taxes, with respect to the cxtracting,

L]

producing, exporting or transporting of pctroleum hereunder.
CONTRACTOR shall also bz excmpted from any tax on
capital or assets.

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 th= provisions of this
Agreement and can only bc altered or amended by the
mutueal agreement of the said contracting parties.

The contractors and sub-contractors of CONTRACTOR
and Operating Company shali be subject to the provisions of
this Agreement which affect them. Insofar as all regulations
which are duly issued by th: 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 and sub-centractors,

EGPC, CONTRACTOR, Operating Company and their
sub-contractors shall for the purposes of this Agreement he
exempted from all professional stamp duties imposed by
syndical laws with respect to their documents and activities
hercunder,
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ARTICLE XIX
RIGHT OF REQUISITION

In case of national emergency due to war or imminent
cxpectation of war or internal causes, the GOVERNMENT
may requisition all or part of the production from the Arca
obtained hercunder and require Operating Company to
increase such production to the utmost possible maximum.
The GOVERNMENT may also requisition the oil field itself
and, if necessary, related facilities,

In any such case, such requisition shall not be cifected except
after inviting EGPC and CONTRACTOR or their represent-
ative by registered letter, with acknowledgement of reczipt,
to express their views with respect to such requisition,

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

In the event of any requisiion as provided above,
the GOVERNMENT shall indemnify in full EGPC and
CONTRACTOR for the neriod during which the requisition

is maintained, including :
1. Al' damages which result from such requisition.

2. Full payment each month for all Petrolecum extracted by
the GOVERNMENT less the royalty share of such
production, and

3. Other obligations of CONTRACTOR and EGPC

hereunder.

However, any damage resulting from enemy attack
is not within the meaning of this paragraph {d).
Payment hereunder shall be made 1o CONTRACTOR
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in U3 Doellars remittable abroad., The prive paid
CONTRACTOR for Proolum taken shall be calenlated
in aceordance with Arucle VTT, paragraph {¢).

ARTICLE XX
ASSIGNMENT

Noetthey BGPC nor CONTRACTOR may assign o 2
person, fiin af gorporatipy ant party hivrets, In whale or
in part, any of its rdghts, privileges, dutics or pbligations
under  this Agreemxd without the weitien consent of the
GOVERNMENT.

To cusble conslderation 10 be given 1o Ry reguest for which
such consent is reguired, the following conditions must be
fuifilled :

1. The oblinations of the assignor deriving from this
Agreemeat must have boen duly fulfilled as of the dute
such request s miade.

i

The instrument of awignnent mast inchade provisioos
staling precisely that the assignee is bound by al cove-
nants contained in this Agreement and any modifications
or additions in writing that up w such time may have
heen made. A draft of such instrument of assignmonmt
shall be submitted to the BEGPG for review and approval
before being formally executed,

Sy rsignment made pusaant o the provisions of this
Article shall be free of any and all taxes including transfer or
related taxes, charges or foes,

As fong as the assignor shall hold amy Interest under this
Agreement  the astignor together with the nesignee shali be

jointly and severally liable for all the duties aud cdiigatons
of CONTRACT GR ynder this Agrecment,
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ARTICLE XXI

BREACH OF AGREEMENT AND POWER TO CANCEL

() The GOVERNMENT shall have the right to cancel this
Agreement by Order or Decree of the President of the A.R.E.,
with respect to CONTRACTOR, in the following instances :

1.

If it knowingly has submitied any false statements to
the GOVERNMENT which were of a material
consideration for the execution of this Agre ment :

If it assigns any interest herennder contrary to
the provisions of Article XX hereof ;

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

If it does not comply with any final decision reached as
the resalt of court proceedings conducted under Article
XXITY paragrapb (a) hereunder ;

If it intentionally extracts any mineral other than Petro-
Jeum pot authorised by this Agreement or without the
authority of thc GOVERNMENT, except such
extraction 2as may be unavoidable as the result
of operations conducted hercunder in accordance with
accepted petroleum industry practice and which shal)
be notified to the GOVERNMENT or its representative

as spon as possthle ; and

If it commits any material breach of this Agreement or
of the provisions of Law No. 66 of 1953, as amended by
Law No. 86 of 1956, which are not expressly contradicted
by the provisions of this Agrecment. Such cancellation
shall take placc without prejudice to any rights which
may have accrued to the GOVERNMENT againts
CONTRACTOR in accordance with the provisions of

this Agreement.
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by Ifthe GOVERNMENT doems that one of the aforcesaid causes
jother thag a force l'i'::ajf ure cause referred to in Article NXIT
hercof) exists to carcdl this Agreemcnt, the GOVERNMENT
shall give CONTRACTOR nivety (90) duys writien notiee
personally served on CONTRACTOR’s General Manager
in the k gally official manuer and roocipt of which is ackunows
fedeed by him or by has jegal agents, 10 renwedy and renweve
sich cause 7 but if for any teason such service Is impossihle
duc 3 wunebhcd change of address, publicstion in e
Qfficial Jovrral of the GOVERNMENT of such notice siadl
b considexcd as validly served upon CONTRACTOR. 1f
at the o1 d « { the said ninciy (80} days notice pericd such cause
has not been remedicd and removed, this Agrecment may
be carcebied forthwith hy Order or Presidential Decrec ns
aforcsaid ; providod, he wover, that if such cause, or the fatlure
to remcdy or remove such cause, results fiom any act or omis
sign of one party, canceliation of this Agreement shall be

¢ ficctive ey agairst that party and not as against the vilier
party hersto,

ARTICLE XXII
FORCE JMAJEURE
&} The nen performarce or delay in performa..ce by EGPC and
CONTRACGTOR, or vither of them of any obligation under
this Agreement shall be excused i and to the oxtent chat.
such mou performance or delay ¥ cagsed by force mujenre.
The peried of any such non performarce or delay, together,
with such period s may be pecessary for the restoration of
aity dameage done dering soch delay, shell-be added 10 the
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(4)
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(2)

time given in this Agreement for the performance of such
obligation wnd for the performance of any obligation depens
dent thereon and conseguently, to the term of this Agreement,
but only with respect to the block or blocks aflected,

«“Force Majeure", within the mcaning of this Article XXII
shall be any order, regulation or divection of the GOVERN-
MENT of the ARABR REPUBLIC OF EGYPT, or of the
Government of the United States of America with respeet to
CONTRACTOR whether promaigated in the form of a law
ar otherwise, or any act of God, insurrection, riot, war, strike
and other labour disturbance, firey, floods or any cauwse net
due o the fault or negligence of EGPC or CONTRACTOR
or cither of them, whether or not similar t the foregoing,
provided that any such cause is heyond the reasonable control

of the Party invoking the provisions of this Article XXIL

Without prejudice to the above and except as may be others
wise provided herein, the GOVERNMENT shall incur ne

responsibility whatsocver te EGPO and CONTRACTOR,
ar cither of them for any damages, sestrictions or loss arizing

in consegquence of such case of force majeure cxcept a force
majeure caused by the order, reguiations or dircction of the
GOVERNMENT of the ARAB REPUBLIC OF EGYFPT.

If the force majeure event occurs during the Inital
Exploration Period or any cxtension theyeof and continues 1n
effect for a period of six (6} months, CONTRACTOR shalt
have the vption upon ninety {90} daws prior written notice {o
FOP 1o terminate it oblipations hereunder without further
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liability of anv kind and, if still in force, the guarantee contai-
ned in Annex “E”™ hercto shall be automatically canceiled
and FGPC shall so notify the bank to release the guarsntee,

ARTICLE XXIII
DISFUTES AND ARBITRATION

(@) Any disoute, controversy or claim arising out of or relating
to this Agrecment or the breach, termination or invalidity
thereof, between the Government and the parties shall he
referred to the jurisdiction of the appropriatc A.R.E. Conrts
and shall be finally scttled by such Courts.

(8) Any dispute, centroversy or claim arising out of or relating to
thic Agreement, or breach, termination or invalidity therect,
between CONTRACTOR and EGPC shall be settled by
arbitration in accordance with the Arbitration rules of the
Repional Center for Commercial Arbitration - Cairo ‘the
Centre) in cffcet on the date of this Agrcement. The award
of the arbitrators shall be final and binding on the partics.

(¢ The number of arbitrators skall be three,

(d) Each party shall appoint onc arbitrator. If, within thirty
days aftcr rcceipt of the claimant’s notification of the appoint-
meiit of an arbitrator the respondent has mot notified the
claimant in writing of the name of the arbitrator he appoints,

the claimant may rcquest the Centre to appoint the sccond
arbitrater,

(¢) The two abitrators thus appointed shall choose the thivd
arbitrator who will act as the presiding arbitrator of the
tribupal. If within thirty days after the appointment [ the
second arbitrator, the two arbitrators have not agreed upon
the cheice of the presiding arbitrator, then either party may
rcquest the Secretary Gencral of the Permancnt Court of
Arbitration at the Hague to designate the apointing authority.
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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 perwon of a
nationality other than A.R.E.,, or USA, and of a country
which has diplomatic rclations with both A.R.E. and U.S.A,
and who shall have no economic “iterest in the oil business

of the signatories hereto.

Unless otherwise agrecd 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 1n
the event of any conflict between Egyptian Laws and this
Agreement (including the arbitration provision), the
provisions of this Agreement shall govern.

If for whatever reason arbitration in accordance with the
above procedure would likely fail, then the parties agree that
all disputes, controversies or claims arising out of or relating
to this Agrcement or the breach, termination or invalidity
thereof shall be settled by arbitration in accordance with the

"INCITRAL Rules.

ARTICLE XXIV
STATUS OF PARTIES
The rights, dutivs, obligations and liabilittes 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.
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CONTRACTOR shall be subgoct to the laws of the
place where it is incorporated regarding its legal status or
creation, organisation, charter and by-laws, sharcholding
and owncrship,. OONTRACTOR’s shares -of capital which
arc cpurely held abread shall not be negotiable in the A -R.E,
and shall not be offered for public subscription nor shall they
be subjeet to the stamp tax on capital shares nor any tax or
duty in the A R.E. CONTRACTOR shall be exempted fron
the apphication of Law No. 159 of 1981 as amencled,

ARTICLE XXV

LOCAL CONTRACTORS AND LOCALLY
MANUFACTURED MATERIAL

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

Give prievity to local contractors as long as their prices and
performance are comparable with international prices and

performance.

Give preference to locally manufactured material, equipment,
machinery and consumables so Jong as their quality and time
of delivery are comparable to internationally availahle mate-
rials, equipment, machinery and consumables. However,
such matcrial, equipment, machinery and consumables may
be imported for operations conducted hercunder if the local
price of such items aut CONTRACTOR’s or Operating
Compan}-’s operating base in AR.E. is more than ten (10
percent higher than th- price of sach imported items before
customs dutics, but after transportation and insurance costs
have heen added.
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ARTICLE XXVI
ARABIC TEXT

The Arabic version of this Agrcement shall, before the courts
of ALR.E. be referred to in construing or interpreting this Agree-
ment ; provided, howoever. that in any arbifrabion pursuant
Article XXI¥ hersabove between EGPC and CONTRACTOR,
the Englizh and Arabic versions shall both be referred to as having
equal force in coustruing or interpreting the Agreemoent

ARTICLE XXVIi
GAS

{@} I Gas is prodoced or i8 capable of being produced foom the
Area, EGPO and CONTRACTOR shall in good {ulth study
all possible cconomie alternatives for its use and mutealby
asrce on the best alternative.  The cost and expenses iu the
field of producing non-associated gas shall be recovered in
aecordance with the Cost Reeovery Principles of Articie Vi

1#Y  Production Sharing Principles of Article VII shall apply tr
the valoe of associated and nop-associated pas if sold for cxport
and not used in opcrations, fared or re-injected.  However,
anv Gas not exported outside ARE,, in 2 liguid or sobd siate
or not used in operations (inclhuding re-injection}, or rot vsed
internally in the A.R.E, with EGP{’s agreement pursuant to
Paragraph (a) above shall be the property of the State and
may be wtilized by EGPC and EGPC shall not be lable for
payment to CONTRACTOR of any costs or expenscs respec-
ting any past operations of CONTRACTOR related to such
Gas. Under no circumstances will CONTRACTOR be
responsible for or boar any 2ost or expenses incurred for
utilization of Gas uscd internally by EGPC alone in the A RE-
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Notwithstanding Article III (d), in the event of a
Commercial Discoverv in respect of Gas, EGPC may extend
the three {3) vear period, stipulaied in Articie TII (d) of this
Agreement, by one (1) additional year for the cstablishment
of Commercial Producten from a Development Block
containing such Gas if necessary to allow for the development
¢f a project for the supply and sale of such Gas to a market
including the finabzation of a contract for the salc of such
Gasg, the development of the Gas Reserves and construction

of production and transportation facilitics.

ARTICLE XXVIII
SHARING OF PERSONNEL

Netwithstarding the decree of the President of the AR.E.
1ssuing Law No. 155 ot 1663 ; the Western Descrt Operating
Petroleum Company (WEPCO) formed pursvant to the
Pctroleum Councession Agreement authorized and approved
by said Decrec is hercby authorized to act as sub-contractor
of the CONTRACTOR andfor the Operating Company,
under this Agrecement, and carry out in whele or in part, the
vxploration andfor devclopment andfor exploitation opera-
tions required by and in accordance with the provisions of
this Agreement.  Any such Lxploration operations performed
by WEPCO and all expenditures required therefor shay
count towards fulfillment of the CONTRACTCOR's work and
expenditure obligations under this Agrei ment.
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WEPCQO shall be entitled to the same exemptions as
CONTRACTOR. in respect of its operations on behalf of
CONTRACTOR or the Operating Company under this

Agrcement,

Nothing in this Agreement shall be construed as constituting
any relatonship to any Petroleumn Concession Agreement
heretofore entered into by the parties and cach of these Agree-
ments shall be treated separately and independently in al}
respects, including but not limited to royalties, taxes and the
computation of the net profits of EGPC and CONTRACTOR

respectively,

EGPC and CONTRACTOR shall use thcir best efforts to
the effect that the officers, directors, other personnel and
offices of the Operating Company shall be, as far as reasonably
possible, the same as those of WEPCO.

FARTICLE XXIX

GENERAL
The headings or titles to each of the Artices to

this Agrcement are solely for the convenienee of the partics hereto
and shall not bz used with rosp2ct 9 th2 interprotation or construc.

tion

of said Articles.

ARTICLE XXX
APPROVAL OF THE AR.E, GOVERNMENT

This Agrcement shall not be binding upen any of the parties

hereto unless and until a law is issucd by the competent authorities
of the AR.E. authorizing the Ministcr of Petroleum and Mineral
Resources to sign said Agreement and giving this Agreement fuil
force and effect of law notwithstanding any countervailing
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governmental enactment. and the Agrecment is sigaad bv the

GOVERNMENT, EGPC and CONTRACTOR.

ARAB REPUBLIC OF EGYPT

BY :
EGYPTIAN GENERAL PETROLEUM 33D ANTL. DN

BY :
PHILLIPS PETROLEUM INTERNATIONAL UIRPOR A

TION EGYPT

BY :
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ANNEX. “A”
CONCESSION AGREEMENT FOR PETROLEUM

EXPLORATION AND EXPLOITATION
BETWEEN
THE ARAB REPUBLIC OF EGYPY

AND
THE EGYPTIAN GENERAL PETROLEUM CORPORATION

AND

FHILLIPS PETROLEUM INTERNATIONAL
CORPORATION EGYPT IN SOUTH UMBARKA
ONSHORE AREA, WESTERN DESERT

BOUNDARY DESCRIPTION

Anncx “B” s an illustrative map on ascale of 1 1 1,000,000
showing the area covered and afleeted by this Agreciment,

This area is boundcd by a group of straight Hacs and it
measures approximately six thousand {6,000) kms?, it is composed
of two hundred and thirty two {232} cxploration blocke, cach
complete block of which is threc {3) minutes latitnde by three™(3)

minutes longitude, approximately twentysfive (IS5} kms' of
surface arves.

It iz to be noted that the delineation lines of the individuas
exploration blocks in Annex “B™ are intended to be only illustra-
tive and provisional and <o not show accurately their true position
in relation to existing monuments and geographical features,

Coordinates of the corner points of the area am given in thr
tollowing table, which forms an integral part of this Annex “A”,
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ANNEX =G
CHARTER OF
OPERATING COMPANY
ARTICLE 1

.. A joint stock company having the nationality of the ARAL
RLPUBLIC OF EGYPT shall be formed with the authormsatiorn
of the GOVERNMENT in accordanc with the provisions o
<+he Agrecment weferred o below and of this Charter,

The Company tiall be subjeet w ol laws and regulations i
force in the AJLE. to the cxrent that such aws and regulations ary
not tnconsistent with the provisions of this Charter and Agreemen
v fepred to below,

ARTICLE 11

CThe peme o the Company, bewcin referred o as “Operating
Coempany”, thall wutvally be apreed upon by BGPC and the
CONTRACTOR vn the dawe of Commerdial Discovery and shall
be subicet 1o sppreve] «F the Minister of Potvoloum and Mineral
Resources.

ARTICLE il

The Mead Office of Operating, Compaury ~hall be in du
CARE, in Alexapdry, '

ARTIULE 1V

The objret of Oprating Company 5 to wet ay the ageney
rerendy which EGPC  and CONTRAUTOR caryy ouwr and
condat the Development operations required in accordance
wifit fhie  prowvsions of. the Agreement stened on- the * nd
cav of Augest 1987 by and betweent he ARAR REPUBLIC
OF 15"{;'5:5*1; THE . ECYPTIAN GENERAL PETROLFIM
£ i}'}g{}‘fxﬁ\;ﬁgTIf}N and CONTRACUTOR eovvening  peteobum
ﬁ}ﬁ?niﬁmﬁ‘*hfﬂw Sauth Umbarka Area described therrin.
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Operating Company shall also be the sgency to carry out and
conduct exploration operations after the date of Commercial
Discovery pursmant to Work Program and Budger approved in
accordance with the Agreement.

Operating Company shall keep account of ali costs, sxpenses
and expenditures for such operations under the toray of the
Agreement and Anncx #D™ therete.

Operating Company shall not engage in any hushuwss or
uadertake any activity beyond the performance of said{opcrations,
unless otherwise agreed upon by EGPC and CONTRACTOR.

ARTICLE V

The authorised capital of Operating Company s twenty
thousand (20,000} pounds Egyptian divided into five thousand
\5,000) shares of common stock with a value of four[pounds
Egyptian per share having equal voting rights, fully paid and
a0n assesiable.

EGP( and CONTRACTOR shall each pay for, bold and
own throughout the life of Operating Company referred 1o above,
one hall { } ) of the capital stock of Operating Company provided
that only in the ¢vent that either party should transfer or assign
the whol¢ or any percentage of its ewnership intercst in the entirety
of the Aprecment, may such transferring or assigning patry transfer
or assign any of the capital stock of Dperating Company and, in
that event, such transferring or assigning party (and its successors
and assiguees) must trangfer and assign a2 stock  Interest
in Operating Company equa) to the transferred or asngned whole
or pereentage of ifs ownership interest In the entirety of the said
Agreem ent.
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ARTICLE VI

Operating Company shall not own any right, title, interest
or cstate in or under the Agrecment or any Development Lease
created thereunder or in any of the Petrolcum produced from any
Explorative Block or Development Lease avca thercunder or i
any of the awety, eguipment oy other property obtained or used in
vonnection therewith, and shall not be obligated as a principal for
the financing or performance of any of the duties or obligations of
cither EGPC or CONTRACTOR under the Agreement.
Operating Company shall not miske any profit drom any souvee

wlhatsoever,

ARTICLE VI

Operating Tompany shall be ne more than an agent
for EGPC and CONTRACTOR. Whenever it 35 indicated herein
that Operating Company shall decide, take action or make
a proposal and the like, it is understood that such decision or
judgement is the result of the dedsion or judgement of EGPC,
CONTRACTOR, or EGP( and CONTRACTOR, 2 may be

required by the Agreement,

ARTICLE VIII

{perating Company shall haw a Board of Directors
consisting of cight (8) members, four (4) of whom shalt
be desipnated by EGPC and the other four (4) by
CONTRACTOR. The Chairman shail be designated by EGPC
apd. shall also be a Managing Director, GCONTRACTOR ghal!

desipnate the General Manager who shall alo be 2 Managing
Director,

ARTICLE IX

Meetings of the Beard of Directors shall be valid if a majonty
of the Dircctors arc present and any decitions taken  at
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such meetings must have the affirmative vote of five (3) 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 wvalid
" 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 represent-
ing a majority of the capital stock.

ARTICLE X1

The Board of Directors shall approve the regulations covering
the terms and conditions of employment of the personnel of
Opcrating Company employed directly by Operating Company
and not assigned thercto by CONTRACTOR or EGPC.

The Board shall, in due course, draw up the Dv-Laws
of Operating Company and such By-Laws shall be effective upon
being approved by a General Meeting of the Sharcholders, in ac-
cordance with the provisions of Article X hereof.

ARTICLE X11

Operating Company shall come into existence thirty (30}
days after the datc of Commercial Discovery as provided for in the
Agreement.

The duration of Operating Company shall be for a peried
cqual to the duration of the said Agreement, including any rencwal
thereof,

Operating Company shall be wound up if the Agreement
rcferred to above is terminated for any reason as provided for therein
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ARTICLE XIII

Operating Company will keep bocks of account in
the Arabic and English languages.

EGYPTIAN GENERAL PETROLEUM CORPORATION
BY :

PHILLIPS PETROLEUM INTERNATIONAL
CORPORATION EGYPT

BY :
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ANNEX «p»
ACCOUNTING PROCEDURE
ARTICLY, 1
GENERAL PROVISIONS
l. Definitions

The definitions contamned i Article T of the Concession
Agreement shall apply to thus  Accounting Procedure and have
the same meaning save that the 1erm Agreement means the
Concession Agrcement of which this Apnex 15 3 part.

2, Statements of Activity

&) CONTRACTOR shall pursuant to Article TV of the
Agreement, and uniil the coming into existence of
Operating Company in Accordance with Article VI
of the Agrcement, render to EGPC within  thirty (30)
days of the end of each calendar quarter a Statement of
Explovation Activity reflecting all charges and credits
velated to the Exploration operations for that quarécr
summanrised by appropriate classification ingicative of

the nature thercof.

() Following its coming into exisience Qperating Company
shall render to EGPC and CONTRACTOR within
fifteen {15) days of the end o7 tach guarter a Statement
of Development and Exploration Activity reflecting all
charges and credits rclated to the Development and
Exploration operations for that quarter sumumarized by
appropriate  classifications ngdicative of the nature
thereof except that items of conuoliable materials and
unusual tharges and credits shall be detailed.

3. Adjusiments znd Andits

() Each CQuarterly Statement of Exploraton  Activity
pursvant to paragraph 2 (a} above shall conclusively be
prosunwcd to be trac and correct afier three {3) months
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J.

(k)

following the reccipt of each statcment by EGPC unless
within the said three (3) months EGPC takes written
exception thereto pursuant to Article IV (f) of the
Agreement. During the said three {3) month period
supporiing documents will be avaijlable for inspection
by EGPC during all working hours, CONTRACTOR
will have the same audit rights on Operating Company
statements as EGPC under this sub-paragraph.

All Statements of Development and Exploration
Activity for any calendar year pursvant to paragraph
2 {b) above shall conclusively be presumed to be true
and correct twelve {12) months following the end of such
calendar year uniess within the said twelve (12) month
period EGPC .or CONTRACTOR takes written excep-

ption 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
year 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 Devclopment and Exploration, if any, shall
be kept in the A.R.E. in US Dollars. All US Dollar expenditures
shall be charged in the amount expended. All Egyptian Pounds
‘expenditure shall be translated to US 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, All other
non US Dollar expenditures shall be translated to US Dollars at
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the buying rate of exchange for such currency as quoted by Natio-
nal Westminster Bank limited London at 10:30 a.m. G.M.T., on
the first day of the month in which expenditures arc recorded.
A record shall be kept of the exchange rates used in eranslating
Egyptian Pounds or other non US Dollar expenditures to US
Dollars.

5. Precedence of Documents

In the cvent of any inconsistency or conflict between the
provisions of tliﬁ Accounting Procedure and the provisions of the
Apreement treating the same subject differently, then the provi-
sions of the Agreement shal) prevail.

6. Rﬂilim of Acconnting Procedure

By mutual agreement between EGFCand CONTRACTOR,

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

7. No Charge for Interest on Investment

Interest on iInvestment or any bank fees, charges or
commissions related to any bank guarantees shall not, at any timc,
be charged as recoverable cost under the Agreement.

ARTICLE II

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 classificd and be allocated to the activities according to sound
and generally accepted accounting prnciples and treated in
accordance with Article VII of the Agreement :
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1. Smxface Rights

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

2. Labour and Related Costs

(a) Salaries and Wages of CONTRACTOR's or Operating
Company's employces, as the case may b, directly
engaged in the various activitics under the Agreement
including salaries and wages paid to geologists and other
employces who arc temporarily assigned to and emplo-
yed in such activities. Such salaries and wages shall
be certified by a certified public accounting firm.

Reasonable revisions of such salaries and wages shall
be effected to take into account changes in
CONTRACTOR’s policies and amendments of Laws
applicable to salaries, For the purpose of this paragraph
2, and paragraph 3, salaries and wages shall mean the
asscessable amounts for A.R.E. Income Taxcs, including
the salaries during the vacations and sick leaves, but
excluding all amounts of the other items covered by the
percentage fixed under 2. (b) below.

() For expatriate employees permanently assigned to Egypt :
|. All allowances applicable to salaries and wages ;
2. Cost of established plans ; and
3. All travel and Relocation costs of such expatriate
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employces  and  deciv Emwvilees to and from the
employee’s country or point «f origin at the time
«f eenployment, and at the ime of separation, or as
2 result of transier from ome docation to another and
for vacation {Transportation costs for employecs
and teeir fammilies temdiomine from ARE to
anothcr location other than their cowntry of origin

shall not be charged to ARE, Operntioms).

Costs under this sulb-paragraph 2.b sheil be deemed

to b egmali v wvemy percent  {709), cxcet
for emplovees whose Lamsaes have not boen transferred

to AR.E., in which case the percentage will be bfty
peroent (30%,), of basic salanecz and wacs puid for such
expatrizte personnel including those paid during vaca-
tions ard sick ¥eaves as cstablished in Phillips Petroleum
Company’s imscrnational policics, chargeable underd
sub-paragraph 2.a, paragraph 9 and sub-paragraphs 11
(a) and {c} of vhe: Amdcle T,

" However, salaries and wages during vacations, sick
eavcs and disallity are covered by the foregoing
percentage, The percentage ocutlined above shall be
deetnod to reficct DONTRACTOR’s actual costs as of

the Effccuve Date with regard to the following bencfits,
allcwarces ared costs !

r

}. Housing and Utilities Allowance.
2. Conuwmoditics and Semvices ANowance.

3. Spraal Zewmal Allswanoce.
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4.
n
b,
7.

FD.
11.
i2.
i3.
14.
15,

ib.

7.
18,
19,
26.
21,
22,

O

Vacation Transportation Allowance.
Yacation Travel Expense Allowance.

Vacation Excess Baggage Allowance.

Education Allowances {Children of Expatriate
Employees).

Hypothetical U8, Tax Offset (which results in a
reduction of the chargeable percentage).

Storage of Personal Effects,
Housing Refurbishment Expense.
Property Management Service Fees,
Recreation Alowance.
Retirement Plan,

Group Life Insurance.

Group Medical Insurance.
Sickness and Disability.
Vacation Plans Paid.

Savings Plan.

Fducational Assistance.

Military Service Allowance.
F1.C.A.

Workman’s Compensation.
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23. [Federal and State Unemployment Insurance,
24, Personnel Transfcr Expense,
25. Any other Costs, Allowances and Benecfits of a like

nature as established in Phillips Petroleum Com-
pany's International Policies,

The percentage outlined above shall be reviewed at
intervals of three (3) ycars 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
¢onsid:ration variangs in costs and changes in Phillips
Petroleum Company’s international policies which change
or exctudz any of the above allowang s and benefits.

The revised percentages will reflect as nearly as
possible Phillips Petroleum Company’s actual costs of
all its established allowances and benefits and of person-
net transfers,

For expatriate cmployees temporarily assigned to Egvpt

_ all allowances, costs of established plans and all travel

relocation costs for such cxpatriates as paid in
accordance  with  Phillips  Petroleum  Company’s
international policies. Such costs shall not include
any administrative overhecad other than what is
mentioned in Article IL.  paragraph [1 (b} hereof.
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{d} Costs of expenditure or contributions made pursuant to
faw or asessment imposed by governmental authority
which are apphicable e labour cost of salaries and
wages as provided under subeparagraphs 2a and 2b,

paragraph 9, and sub-paragraphs 11 (a) and 11 (c} of
this Article ]I,

3. Beeelits, Allowances sl Relnited Costs of Natiomal
Employeos

Bonuses, overnme, customary allowances and benefils on a
basis simiiar to that prevailing for O Companies opersting in
ARBLE,, all as chargeable under sub-paragraph 2a, paragraph 9,
and subwparagraph 11 {a) and 11 [c) of this Artcle I Severance
pay will be charged at a fixed rate applied o payrolls which will
cqual an amount equivalent to the maximum fiability of severance
payment as required under the AR.E. Labour Law,

4. Mntexrip}

Materials, equipment and supplies purchased or furnished as
such by CONTRAUTOR or Operating Company,

{7} Purchasges

Material, equipment and supplies purchased shall be at
price paid by CONTRACTOR or Operating Company
plus any relsted cost and after deduction of all discounts
actually rectived,
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Material Fursished by CONTRACTOR

Material required for operations snall be purchased
directly whenever practicable, except that CONTRA-
CTOR may furnish such material from CONTRACTOR's
or CONTRACTOR's affiliates stocks under the following

conditions

1. New Material (Condition “A”)

New

materaal  transferred  frem  CONTRACTOR's

affiliates warchouse of other properties shall be priced at cost,
provided that the cost of material supplied is no  higher than
intcrnational prices for material of similar quality supplicd on
smilar terms, prevatling at the time such matevial was supplhied.

2. Used Material {Conditions “B” and “C7)

(a)

(%)

()

(4)

Material which is in sound and serviceable condition and
is svitable for rc-usc without reconditioning shall be
classed as Condition “B” and priced at scventy-five
percent (759;) of the price of new material.

Material which cannot be classified as Condition “B”,
but which is scrviceable for original function but
substantinlly not suitable for reconditioning, shall  be
classed as Condition “C” and priced at fifty percent
(309 of the price of new material.

Material which cannot be classificd as Condition “B”
ot Condition “C” shall be priced at a value commensu-
rate with its use.

Taunks, buildings and other cquipment invelving erection
costs shall be charged at applicable percentage of
knocked-down new price.
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5.

{c} Warranty of Materials Furnished hy CONTRACTOR

CONTRACTOR does not warrant the material
furnished beyond the dealer'sor manufacturer’s guarantee;
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

(a)

()

(¢)

Transportation of equipment, materials and supplics
necessary for the conduct of CONTRACTOR's or
Operating Company’s activities.

Business Travel and Transportation expenses to the
extent covered by cstablished policies of Phillips
Petroleum Company or with regard to Expatriates and
Nationals, as incurred and paid by, or for, employeces
in the conduct of CONTRACTOR’s or Operating

Company’s business,

Employees Transportation and relocation costs for
national employees to the extent covered by established
policies.

Services

(@)

(&)

Outside services

The costs of contracts for consultants, services
and utilities procured from third parties.

Cost of services performed by EGPC or by CONTRA-

- CTOR or their Affiliated Companies in facilities inside

or outside ihe A.R.E. including regular, recurring,
routine services, such as interpreting magnetic tapes
andjor other analysis, shall be performed and charged
by EGPC andfor CONTRACTOR. or their Affiliated
Companies at an agreed contracted price, Major
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projeets” involving engincering and design scrvices shall
be performed by EGPC andfor CONTRACTOR or
their Affiliated Companics at a negotiated contract
amount,

(¢; Use of EGPCs, CONTRACTOR’S or their Affiliated
Companics” whaolly owned equioment shall be charged
at a rental rate commensurate with the cost of ownership
and operation but not in excess of comoctitive  rates
currently prevailing in the AR.E,

() CONTRACIOR'S and its Affiliated Companies’ rates
shall not include any administrative or overhzad costs
other than what is mentioned in Article II, parasraph 11
(b) hereof

() Cost of services performed by WEPCO in the conducr
of operations ot exploration and development from tume
to time as required by Contractor or Operating Company
and agrecd with WEPCO.

7. Damages and Losses

All costs or experses, recessary (o replace or repair damages
or losscs incurred by fire, flood. storim, theft, accident or ary other
cause not controllable by CONTRACTOR or Operating
Conpany through the exercise of reasonzble diligence,

~ CONTRACTOR or Operating Company  shall furnish
EGPC and CONTRACTOR written notice of damages or losses
incurred in  excess of tcn thousand (10,0000 US  Deollars
per occurence, as soon as practicable afier report of the same has
been reccived by CONTRACTOR or Operagng Company.
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8. Insurance and Claims

The cost of any public Lability, property, damage and other
insurance against Habilities of CONTRACTOR, Operating
Company andfor the parties or any of them to their employees
andfor outsiders as may be required by the laws, rules and regula-
tions of the GOVERNMENT or as the parties may agree upon.
The proceeds of any such insurance or ¢laim coliected less the
actual cost of making a claim shall be credited against operations.

If no insurance is carvied for a particular risk, in accordance
with good international oilfield practices, all related actnal
expenditures incurred and paid by CONTRACTOR or Opera-
ting Company in settlcment of any and all losses, claims, damages,
Judgements and any other expenses, including legal services.

9. Indirect Expenses

Camps overhead and facilities such as shore base, warehou-
3cs, water systems, road systems, salaries and expense of field
supervisory personnel, field clerks, assistants, and other genera
employees indirectly serving the Area.

10. Legal Expienses

All costs and expenses of litipation, 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 ac~
count of the operations under the Agreement, and actual expenascs
incurred by any party or parties hereto in securing evidence for the
purpose of defending against any action or claim prosecuted or
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against the operations or the subject matwer of

the Agreement. In the event actions or claims affecting the interests
hereunder shall be handkd by the legal staff of oue or more of the

parties hereto, a charge commensurate with cost of providing
and furnishing such scrvices may be made 1o operations.

1. Administrative Overhead and General Expenses
(a) Whil: CONTRACTOR is conducting Exploration

h)

activitics, cost of staffing and maintaining CONTRA-
CTOR’ head officc in the AR.E. and/or other offices
established in the A.R.E. as appropriate, other than
ficld offices which will be charged as provided in Ariicle
I, paragraph 9 above, and excepting salaries of emplo-
yees of CONTRACTOR who are temyporarily assigned

to and directdy serving on the Area, which will be charged
as provided in Article 11, paragraph 2 above,

CONTRACTOR’s administrative overhead outside the
A.R.E. applicable to the A.R.E. cxploration operation
which will be charged cach nmonth at the rate of twe and
a half percent (2 49) of total exploration vxpenditures
while CONTRACTOR is conducting exploration
activiics, Admipistrative  overhcad cutside A R.E,
will not bé charged while Operating Company s condu-
cttny Exploradon activitics. No other dircet charges
as such for CONTRACTOR's administrative overhead
outside the A.R.E, will be applied against thy expluration
obligation, Examples of the type of costs CONTRAC-
TOR is incurring and charging hereunder due to
activiies under the Agreement and covered by said
percentage are :
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1. Executive — Time of executive officers,
2. Trcasury — Finandal and exchange problemas,

3. Purchasing — Procuring materials, cquipment
and supplies.

4. Exploration and Production directing, advising and
controlling the cntire project.

1A
]

Other departments such as Jegal, comptrollers and
engineering which contribute time, knowledge and
experience to the operations,

The foregoing does not preclude charging for direet
service under sub paragraph 6.b of this Article II,

While Operating Company is conducting activities,
Operating Company’s personnel engaged in general
clerical and office work, supervisors and officers whose
time is generally spent in the main office and not the
field, and all employees generally considered as gencral
and adminstrative and not charged to other types of
cxpense will be charged to operations. Such expenses
shall be allocated each month between Exploration and
Development operations azccording to sound and practi-
cable accounting methods.

12. Taxes

Al taxes, duties or levies paid in the AR.E,

by CONTRACTOR or Operating Company with respect to this
Agreement other than those covered by paragraph (f) I of Article
ITITI of the Agreement,
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13. Continning CONTRACTOR Costs

Gosts of CONTRACTOR activities required under this
Agrcement and incurred exclusively in the A.R.E. after Operating
Company is formed. No sales expenses incurred outside or inside
the A.R.E. may be recovered as a cost,

14, Other Expenditures

Any costs, expenses or cxpenditures, other than those which
are covered and dealt with by the foregoing provisions of this
Ardicle II, incurred by CONTRACTOR or Qpcrating Company
under approved Work Programs and Budgcts.

ARTICLE III
INVENTORIES
1. Periodic Inventories, Notice and Representation

At reasonable intervals as agreed upon by EGPC and
CONTRACTOR inventories sh:ll 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 to EGPG and CONTRACTOR at least thirty (30)
days before any inventory is to begin so that EGPC and
CONTRACTOR may be represcnted when any inventory is
takep, Failure of EGPC andfor CONTRACTOR to be repre-
sented at any imventory shall bind them to accept the inventory
taken by Operating Conipany, who shall in that event furnish the
party not represented with a copy thercof,
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2. Reconciliation amd Adjumiment of Inventories

Reconciliadon  of inventory shall be made by CONTRA
CTOR and EGPC, and a list of overages and shortages shall be

Jointly determined by Operating Company and CONTRAGTOR
and EGPC, and the {nventory adjusted by Operating Sompany.

ARTICLE 1V

COST RECOVERY

I. Statemonts of Recovery of Costs sad of Cogt Recovery

Crude Ol

CONTRACGTOR. shall, pursuant to ARTICLE VII of the

“Agreement render to EGPC as promptly a8 practicable but nex
later than fifteen (15) days after receipt from Operating Company

of the Statements for Development and Exploration Activity for
the Galendar guarter a statement for that guarter showing :

(i} Recoverable costs carried forward from the previous
guarter if any,

(i) Recoverable costs incurred and paid during the quarter,

{ti] Total recoverable costs for the guarter {i) - {i),

(iv) Value of Cost Recovery Crude Qi taken and separately
disposed of by CONTRACTOR for the guarter,

{#) Amount of costs recovered for the quarter,

{vij Amount of rucoverabie costs carnied into the succeeding
quarter, if any,
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(vii] Excess, if any, of the vatwe of Cost Recovery Crude Oil

takon and scpanstely dispoted of by CONTRACTOR
over ooz recovered for the quarttr.

2. Paymain

H wuch statement shows an amount duwe EGPC, payment of
thay amoutt shall be rade in US Dollavs by CONTRACTOR
with the readition of such stateynent,

KCONTRACGTOR faik to make any such payment to EGPC
oy the date, whon such pavand i due, then CONTRACTOR
shall pay intevest of 2.5% higher than the London Interbunk
Borrowing Cfercd Rare {LIBOR) for three (3) months for US
Dollay deposite provailing on the date such interest is caloulated.
Such interest payments shall not be recovernble,

3. Settlement of Excens Cost Recovery Crade OR

EGPC has the right to take s entitlement of excess Cost
Revovery Oyodde il under Article VII subeparagraph (a) of the
Agreevvent, an kind during cach quarter, A settlement shall be
required with the rendition of such statements In caye CONTRA-
CTOR has taken more than its own entitlement of soch excess,

4, At Right

EGPC shall have a period of twebve {12) months from receipt
of any stawenveny under this Article TV in which o aadit and raise
ohjcotion to0 any such stavement. EGPC and CONTRACTOR
shail agree on any required adjustements.  Supporting documents
and accowndts will be avaitadle o BGPC dating said twelve (D)
month peeiod,
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ARTICLE V
CONTROL AND MAJOR ACCOUNTS

1. Explorstion Obligation Contrel Accounts

CONTRACTOR will establish an Explomation Obligation
Control Account and an offsetting contra account o Cowinot
therein the total amount of Exploration Expenditures reported
on Statements of Activity prepared per Article 1,2 {a) hereof, lesy
any reductions agreed to by EGPC and GONTRACTOR follow

wing written exceptions taken by a Non-Operator pursuant {o
Article 1.3 {a) hereof, in order to determine when the mimamum

Exploration Obligaticn has been met,

2. Cost Recovery Control Aceount

CONTRACTOR will establish 2 Cost Recovery Control
Account and an offietting contra awount to contral thercin the

ameount of oost remaining o be recovered, if any, the amount of
oost recovery and the value of Excess Gost Recovery Urude Oi

if any.

3. Major Accounts

For the purpose of classifying costs, expenses and expenditures
for cost recovery as well 85 for the purpose of establishing when the
Exploragion Obligation has been met, costs, expenses sad oxpen-
diture shall be recorded in majer accounts including the following ¢

— Exploration Expenditures ;
— Development  Expenditures  other than Operating
- Expenses ; and

—  Operating Expenses,

~m  Neceseary sub.acoounts shall be used.

Revese accounts shall be madutained by CONTRACTOR
to the extent necessary foe she control of recovery of costs and the

treatment of Cast Revovery Crude O
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ANNEX g
LETTER OF GUARANTY
LETTER OF GUARANTY NO . . . . . . e

- ECYPTIAN GENERAL PETROLEUM CORPORATION
Gentlemen,

The Undorsigned, Bank Misv . « . ., . . " . . L .o s

as  Cwarantor, hereby guarantees to the Egyptian Geueral
Petrotewy Corporation therelnafter referred o0 as ¥EGPC" o the
Iimit of twelve milhion (12,000,000} Dollars in U.S, Currency, the
performance by PHILLIPS PRI ROLEUM INTERNATIONAL
CORPORATION EGYPT  (hereinaflor  reforved  t0 as
“CONTRACTOR™) of its obligations required for exploration
operations fo spend a wminimom of pwehe million {12,000,000)
U.S. Dollars during the initial three {3} vears of the exploration
period under Artele TV of that certain Concession Agreement
{heremafior relerecd to as thy “Agreenwnt”) covering that Area
descriiad in Annexcs A" and “B’ of said Agreement, by and
helwedn the Arab Republic of Egypt {hercinefter rolereed o as
“AR.E™, EGPO and CONTRACTOR, dated Augrst 2, 1987

3t is understocd that this Goeranty and the Babiline of the
Guarantor berrender shalt be redueed guarierdy, during the povied
of expenditore of said twelve million (12,000,0007 LS. Dollars
by the amovnt of money exprrded by OONTRACTOR for such
cxploration opcrations during cach such gquarter. Each such
reduction. shall be estabiished by the joimt writtes statement of
EGPC and CONTRACTOR. :

In the event of a claim by EGPC of non-performiance or suy.
render of the Agrecment on the part of CONTRACUTOR prior
to fulfliment of said mintmivn expenditure obligation under Article
IV of this Agreemont, there shall be no Hability on the undersigned
Guarantor for payment to EGPC unloss and until such Hability
has been established by written statement of EGPU sctting forth
thespmount due ander the Agreement,
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It is a further condition of this Letter of Guaranty that ¢

1. This Letter of Guaranty will become available only
ided that the Guarantor will bave been informed is writing
by CONTRACIOR and EGPC that the Agrecment between
CONTRACTOR, ARE. and E.GP.C. has become efective
aceording to its terms, and said Guaranty shall become cflective

on the Effective Date of said Agreemient,

2. This Letter of Guaranty shall in any event avtomarically
expire :
{6} Threrc {3) years and six {6} months after the date
becomes eifective, or.

{b) At suoch times as the total of the amounts shown on
quarterly joint stalements of EGPC and QONITRA-
CI1OR cquals or exceeds the amount of said minimum

expenditure obligations, whithever is carlier,

3. Consequently, any ciaim in respect thereof should be
made to the Guaranior prior 1o either of said expiration date at
the latest accompanied by EGPC’s written statement, setting forth
the amount of wnder expenditure by CONTRACIOR 1o the

effect that

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

{0) CONTRACTOR bhas falled to pay the expenditure
deficiency to EGPC

Flease revorn 20 us this Letter of Guaranty in the svent it does
not beoome effective, or upon the expiry date.

Yours farthfully,

For

Aecosntant Manrager
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