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CONCESSION AGREEMENT FOR PETROLEUM

EXPLORATION AND EXPLOITATION

BETWEEN
THE ARAB REPUBLIC OF EGYPT

AND
THFE, EGYPTIAN GENERAL PETROLEUM CORPORATION

AND
POLAR BEAR INTERNATIONAL PETROLEUMS LIMITED

AND
LLOCHIEL EXPLORATION LTD.

AND
PAGE PETROLEUM LTD.

IN
SHEIBA ONSHORE AREA

This agreement made and entered on this twenty-ninth day of
December, 1981, by and between the ARAB REPUBLIC OF
EGYPT (hereinafter referred to variously as “A.R.E.” or as the
“GOVERNMENT”), the EGYPTIAN GENERAL PETROLEUM
CORPORATION, a legal entity created by Law No. 167 of 1958 as
amended (hercinafter referred to as “EGPC”), POLAR BEAR

INTERNATIONAL PETROLEUMS LIMITED a company 1n-
corporated under the laws of Province of ALBERTA (CANADA),

T.OCHIEL EXPLORATION LTD. a company incorporated under
he laws of Province of ALBERTA (CANADA) and PAGE PET-
ROLEUM LTD. a company incorporated under the laws of Provice
of ATBERTA (CANADA) (hereinafter referred to variously as Polar

or as “CONTRACTOR”).
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WITNLESSETH

WHEREAS, all minerals includiag petroleum, existing iy mmes
and quarries in A.R.E., including the territorial waters, and in the

sea bed subject to its jurisdiction and extending beyond the terrtto-
rial waters, are the property of the State, and WHERIAS, EGPC
has applied for an exclusive concession for the exploration and ex-
ploitation of petroleum in and throughout the area reterred to in
Article 11, and described in Annex “A” and shown approximately

on “B” which are attached hereto and made part hereof; and

WHEREAS, POLAR agrees to undertake its obligations pro-
vided hereinafter as CONTRACTOR with respect to the explo-

ration, development and production of petrolenm in said Area, and

WHEREAS, the GOVERNMENT desires hereby to grant such
CGONCESSION: and

WHEREAS, the Minister of Petroleum pursuant to the pro-
visions of Laws No. 86 of 1956, may enter mto concession agreement
with EGPC and with POLAR BEAR INTERNATIONAL PETRO-
LEUMS LIMITED, LOCHIEL EXPLORATION LTD. and
PAGE PETROLEUM LTD. as a contractor m the Area.

NOW, Therefore, the parties hereto agree as follows :

ARTICLE 1
DEFINITIONS

‘a:  “Expleration”™ shall include such geological, geoniwvsical,
aerial and other surveys as may be contained in the aprreved
Work Programs and Budgets, and the dnillmg ot such shot
holes, core holes, stratigraphic tests, holes for the discovery of
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Petroleum or the appraisal of petroleum discoveries and other
related holes and wells, and the purchase or acquisition of such
supplies, matenals and equipment therefore, all as may be
contained m the approved Work Programs and Budgets. The
contamedt m the approved Work Programs and Budgeeis. The
verb “explore” means the act of conducting exploration

(b) “Development” shall include, but not be limited to, all the
operations and activities pursuant to approved Work Programs
and Budgets under this Agreement with respect to :

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

(n) Design, cngineering, construction, installation, servicing
and maintenance of equipment, lines, systems, facilities,
plants and related operations to produce and operate said
development wells, taking, saving, treating, handling, stor-
ing, flaring transporting and delivering petroleum repres-

surng, recycling and other secondary recovery projects,
and

(1) Transportation, storage and any other work or activities
necessary or ancillary to the activities specified in (1) and

(11).

{c} “Petrolcum” means liquid crude oil of various densities, asphalt,
gas, casinghead gas and all other hvdrocarbon substances that
may be found m, and produced, or otherwise obtained and
aaved from the arca under this Agreement, and all substances

that may be extracted therefrom.
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(d) “Liquid Crude Oil” or “CGrude Oi” or “Oil” mcans any hyd-
rocarbon produced from the Area which 1s i a liquid state at
the welthead or leasc separators or which is extracted from
the wellhead or Gas separator in the development lease or
which 1s extracted from the gas or casinghead gas in a plant.

Such term mcludes distillate and condensate.

() “Gas is natural gas both associated and non-associated, and
all of its constituent elements produced from any well in the
Area and all nonhydrocarbon substances therein, Said term

shall mclude residual gas.

(1 A “barre]” <hall consist of forty-two (42) United States gallons
hguid measure, corrected to a temperature of sixty degrees (60
Fahrenheit.

(g) “Commercial Well” means the first well in any geological fea-
ture which after testing for a period of not more than thirtv
(30) consccutive davs where practical, but in any event 1n accor-
dance with sound and accepted industry production practices,
and verified by EGPC, is found to be capable of producing at
the avcrage rate of not less than 2000 barrels of o1l per day
(BOPD). The date of discoverv of a “Commercial Well” is the
date on which such well is completed and tested according to

the above.
(hY “AR.E.” means ARAB REPURLIC OF FEGYPL.

(i) “Effective Date” means the date on which the relevant law i<
issued and the text of this agreement ic signed by the GOVERN:

MENT, EGPC and CONTRACTOR,

(i) “Year” or “Calendar Year” means a period of twelve (12) months

according to the Gregorian Calendar.
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(k) “Financial Year” means financial year according to the Laws
and Regulations of the A.R.E.

() “Tax Year” means the period of twelve (12) months according
to the laws and Regulations of the A.R.E.

(m) An “Affiliated Company” means a company :

(() The share capital, conferring a majority of votes at

stockholders’ meetings of such company, of which Com-

pany is owned directly or indirectly by a party hereto;

(z)  Which is the owner directlyv or indirectly of share capital
conferring a majority of votes at stockholder’s meeting ot
a party hereto; or

(m) Whosc share capital conferring a majority of votes at stock-
holders’ meetings of such company and the share capital
conferring a majority of votes of stockholders’ meetings of
a party hereto are owned directly or indirectly by the same
company.

(n) Exploration Block shall mean an area, the comer points of
which have to be coincident with 3’ X 3’ latitude and longitude
divisions; according to the International Grid System where
possible or with the existing boundaries of The Area covered
by this Concession Agreement as set out in Annex “A”.

(0) Development Block shall mean an arca, the corner points of
which have to be coincident with 1V X 1/ latitude and longiture
divisions according to the International Grid System where
possible or with the existing boundaries of The Area Covered
by this Concession Agreement as set out in Annex “A”.
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{p) Development 1.ease /s) shall mean all or part of Development
Block or Blocks covering the geological structure capable of
production, the comer points of which have to be cojncident
with 1”7 X1’ latitude and longitude divisions according to the
International Grid System where possible or with the existing

boundaries of the Area covered by this Concession Agreemciit
as set out in Annex “A”,

PR

q) "POLAR GROUP” shall mean : (a) POLLAR BEAR INTER-
NATIONAL PETROLEUMS LIMITED, a company incor-

porated under the laws of Province of ALBERTA (CANADA).
LOCHIEL EXPLORATION Ltd., a company mcorporated

under the laws of the province of Alberta (CANADA), and
PAGE PETROLEUM Ltd., a Company incorporated under

the laws of the Province of ALBERTA, CANADA.

ARTICLY 171

ANNEXES TO THE AGREEMENT

Annex “A” is a description of the Area covered and affecte 3 by

this Agrecment, hereinafter referred to as “The Area”.

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

I:1000 000 indicating the Area covered and affected by this
Agreement and described in Annex “A”.

Annex “C” is the form of a Letter of Guaranty to be issued
bv the National Bank of Egvpt, Cairo. Egypt, and to be submitted
by CONTRACTOR one dav hefore the time of signature bv
the Minister of Petroleum of this Agreement, for the sum of five

(5} million U.S. dollars guaranteeing the execution of CONTRAC-
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TOR’s minimum exploration obligations hereunder for the first two
and half (2.5) year exploration period. Such guaranty shall remain
etfectve for six (6) months after the end of the said two and half

(2.5) year period except as it may be released prior to that time i
accordance with the terms thereof.

Annex “D” is the form of a Charter of the operating company
to be formed as provided for in Article VI hereof.

Amnex “E” 1s the Accounting Procedure.

Annexes “A”, “B”, “C”, “D” and “E” to this Agréement are
hereby made part hereof, and they shall be considered as having
equal force and effect the provisions of this Agreement.

ARTICLE III

GRANT OF RIGHTS AND TERM

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

the force of Law, and exclusive concession in and to the Area des-
cribed 1n Annexes “A” and “B”.

{a) The GOVERNMENT shall own and be entitled, as herein-

after provided to a rovalty in cash or in kind of Ten (10)
percent of the total quantity of petroleum produced and saved
from the Area during the development period including rene-
wal.  Said rovalty shall be borne and paid bv EGPC and shall
not he the obligation of the CONTRACTOR. The payment

of royalties by EGPC shall not he deemed to result in income
attrihutable to the CONTRACTOR.
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() An initial exploration period of two and half (2.5) years shal!
start from the Effective Date. Two successive extensions to
the mutial exploration period of one and half (1.5) vears each
shall be granted to CONTRACTOR at its option upon thirty
davs written notice to EGPC prior to the end of the then
current period and subject only to its having fulfilled its
obligations hereunder for the preceding period. The Agree-
ment shall terminate if no Commercial Discoverv is esta-
blished by the end of the fifth and half year of the ex-
ploration period. However, such period mav be extended at
CONTRACTOR’s option for up to six months to enable the
completion of drilling and testing of anv well actuallv drilling
or testing at the end of the fifth and half vear exploration period.
but shall not exceed this period hy more than six months. The
Llection by EGPC to undertake a sole risk venture under para-
graph (c] immediatelv hereafter shall not extend the exploration
period nor affect the termination of the Agreement as to CON-

TRACTOR.

(c) “Commercial Discovery” : After discoverv of a Commerciz?
Well, CONTRACTOR  shall undertake. as part of iis
Exploration program the appraisal of the discovery bv
dritbng one or more additional wells, to determine whethry
such distovery is worthy of being developed commercially, takinc
into consideration the recoverable reserves, production, pipeline
and terminal facilities required, estimated crude oil prices, and

ali other relevant technical and ecomic factors.
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A CGommercial Discovery may consist of one producing
reservolr or a group of producing reservoirs which after ap-
praisal is worthy of being developed commercially, CONT-
RACTOR shall give notice of a Commercial Discovery to
EGPC immediately after the discovery is considered by CON-
TRACTOR to be worthy of commercial development but in
any event not later than the completion of the second “explo-

ration” appraisal well, or twelve (12) months following the

date of the discovery of the Commercial Well whichever is
earlier. The CONTRACTOR shall also have the right

to give such notice of Commercial Discovery with respect
to any reservolr or reservoirs even if the well or wells thereon
are not “Commercial” within the definition of “Commercial
Well” if, in its opinion, a reservoir or a group of reservoirs
considered collectively, could be worthy of development.

Following rececipt of such notice EGPC and CONTRAC-
TOR shall meet and review all appropriate data with a view
to mutually agreeing upon the existence of a Commercial Dis-
covery. The date of Commercial Discovery shall be the date
EGPC and CONTRACTOR mutually agree that a Commer-
cial Discovery exists.

If Crude Oil is discovered but is not deemed by GON-

TRACTOR to be a Commercial Discovery under the above
provisions of this paragraph (c), EGPC shall, one (1) year after

the cxpiration of the period specified above whithin whick
CORNTRACTOR can give notice of Commercial Discovery, or

cighteen (18) months after the completion of a well not con-
sidered a “Commercial Well” have the right, following sixty
OO s rotice mowriting to CONTRACTOR at iis sole cnst.
risk and expense, to develop, produce and dispose of all Crude

Oil from the geological feature on which the well has been
drilled. Said notice shall state the specific area covering said
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geological teature to be developed, the wells to be drilled, the
producton iacilities to be installed and EGPC’s cstimated cost
thereof. Within thirty (30) days after receipt of said notice
CONTRACTOR may, in writing, elect to develop such area
as provided for 1n the casc of Commercial Discovery hereunder.
In such event all terms of this Agrecment shall continue o

apply to the specified area.

If CONTRACTOR elects not to develop such area, the
specific area covering said geological feature shall be set aside
tor sole risk operations by EGPC, EGPC shall be entitled to
perform, or In the event Operating Company referred to in
Article V16 has come into existence, to have Operating Com-
pany perform such operations for it at EGPC’s sole
cost, risk and expense. When EGPC has recovered from
the Crude Oll produced from such specitic arca a quantity of
Crude Oil equal m value to t.hree hundred (300) percent of
the cost 1t has mcurred in carrving out the sole risk operations,
CONTRACTOR shall have the option, only in the event there
has been a separate Gommercial Discovery, 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 Recovery Crucle

O1il m the normal manner for the recoverv of expenses under

Article VII fa). Immediately following such pavment the
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specilic area shall either (i) revert to the status ol an ordmary
development lease under this Agreement and thereafter shall

be nperated in accordance with the terms hereof; or (i) alter-
natively, In the event that at such tame EGPC or its affihated

company is conducting ali development operations in the area
at its sole expense and EGPG elects to continue operating, the
area shall remain set aside and CONTRACTOR shall only Le

entitled to its production sharing percentage of the Crude Oul
as specified in Article VII {b) below. The sole risk Crude O1il
shall be valued in the manner provided in Paragraph (c) of
Article VII. In the event of any termmation of this Agree-
ment under the provisions of paragraph (b) above this Agree-
ment shall, however, continue to apply to EGPC’s operation of
any sole risk 'ﬁeﬁture hereunder, although such Agreement shall
have been terminated with respect to CONTRACTOR pur-

suant to the provisions of said paragraph (b} above.

(d) The developmient period shall be twenty (20) vears from the
date of the first Commercial Discovery. This period may be
renewed for an addiuonal period of five (5] years at the option
of CONTRACTOR upon six (6) months prior written notice
to EGPC. Following Commercial Discovery the extent of the
whole area capable of production to be covered by develop-
ment leasc or leases shall be mutually agrced upon by EGPC
and CONTRACTOR and be subject to the approval of the

Minister of Petroleum.

Such area <hall then bhe converted automaticallyv into a
development lease or leases without the issuance of any addi-

tional legal mstrument or permission.
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Development operations theceafter shall be started prom-
ptly by Operating Company and be conductea mm accordancec
with good il field practices and accepted petroleum enginee-
g principles, until the field is considercd to be fully, deve-
loped. In the event no commercial production of Petrolewn
m regular chipments is established in any Development Block
of the Development lcase within five (5) vears from the dasc
of the approval of the Minister of petroleum referred to herein-
above such a Development Block shali immedrately be surrew-
alered.

e} CONTRACTOR shall bear and pay all the costs and expen-
ses required m carrying out all the operations under this
Agreement but such costs and expenses shall not include any
mterest on wvestment, and CONTRACTOR shall look onlv
to the Petroleum to which it is entitled under this Agreement
to recover such costs and expenses. Such costs and expenses
shail be rccoverable as prowvided nn Article V1IL During the
term of this Agreement and its renewal, the total production
achieved m the conduct of such operations shall be divided
between EGPCG and CONTRACTOR in accordance with the
provision of Article VII.

& (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 are measured by 1ncome or profits,

including those laws imposing the commercial and indus-
trial profits tax, municipal tax, defense tax and national

security tax on Income and dividends paid with respect
to shareholders (hereinafter referred to as “AR.E.”
Income Taxes™), and except as otherwise provided in the
Agreement, shall complv with the requirements of such
laws with respect to the filing of returns, the assess-
ment of tax, and the keeping for review by authorised per-
sons of books and records.
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Any A.-R.E. Income Taxes as described above which
may be levied against CONTRACTOR’s sharcholders as
a result of CONTRACTOR’s activities under this Agree-
ment shall be the rcsponsibility of EGPC.

It is expressly agreed and acknowledged that EGPC’s
share of the volume of crude oil as determmed under
Article VII includes a volume of crude oil to meet the
CONTRACTOR’s A.R.E. Income Taxes as descrined
above in this paragraph (f) (1). EGPC agrees that proceeds
frem such crude oil volumes will be used to meet CONT-
RACTOR’s income tax liability in A.R:E. as and when

due.

(2) For purposcs of applying paragraph (f) (1) of this Article,
the total taxable income of CONTRACTOR in respect
of any Tax Year shall be an amount caiculated as

follows

(i) The total of the sums received by CONTRAGIOR
from the sale or other disposition of all Crude Ol
acquired by CONTRACTOR pursuant to Article
VI1, paragraphs (a) and (b) ;

LLESS

(a) The costs and expenses of CONTRACIOR
which are allowed to be recovered in the Tax
Year under paragraph (a) of Article VII ; and

it} The value, as determined in paragraph (c) of
Article VIT of the excess Cost Recovery Cride
Oil taken and separately disposed of by CONT-
RACTOR pursuant to Article VII, paragraph

(@) (2) ;
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(i) An amount cqual to CONTRACTOR's ARE.
Income T'axes-

(3) EGPC shall assume, pay and discharge, on behalt of
CONTRACTOR, CONTRACTOR’s ARE. lncome
Taxcs out of the sums received by LGPG from the siic or
other disposition of its share of the Crude OL.

(4) EGPC shall furnish to CONTRACTOR the proper otir-
cial receipt evidencing the payment of CONTRACI OR’s
ARFE. Income Taxes within sixty (60) days following
the receipt by EGPC of CONTRACTOR" tax declara-
tion for the preceding Tax Year: Such receipts shall be
issued by the proper Tax Authoritics and shall state the
amount and other particulars customary for such recceipls.

(¢) In calculatng its A R.E. Income Taxes, EGPC shall he criitled
to deduct royalties paid by EGPC to the GOV ERNMENT and
the ARE. Lncome Taxes of CONTRACTOR paid by EGPCG

on CONTRACTOR’s behalf.

ARTICLE 1V

WORK PROGRAM AND EXPENDITURES DURING
EXPLORATION PERIOD

(a) CONTRACTOR shall commence cxploration  operatiGs
hereunder not later than six (6) months after the Iifective
Date. Not later than the end of the twenty fourth month
fter the Effective Date, CONTRACTOR shall start Ex-
ploration drilling in the Area, with a commitment of drill-
mg one (1) well during the initial exploration period.

£GPC shall make available for contractor’s use all scismic,
wells and other exploration data, EGPC’s possession with

respect to the Area.
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(b) 'T'he mitial exploration period shall be two and halt (2.5) years
CONTRACTTOR may extend this exploration period for two
additional periods of one and half (1.5) years respectively in
accordance with Article III b, each upon a thirty (30) days
prior written notice to LGPC subject to its expenditure of its

minumum exploration cbligations for the then current period.

CONTRACTOR  shall spend a minimum of five (5
mallion U.S. Dollars on exploration opcrations and activities
related thereto during the initial two and half (2.5) year ex-
ploration period, including drilling of one (1) well. For the
tirst one and half (1.5) years period that CONTRACTOR
clects to extend beyond the initial exploration period ({ONT-
RACTOR  shall spend a minimum of six (6) million U.5.
Dollars and for the second one and half (1.5) vears extension
period, CONTRACTOR shall spend a minimum of six (6
million U.S. Dollars ; ecach of such extensions shall also include

the dnlling of two (2) wells.

Should CONTRACTOR spend more than the minimurn
amount required to be c:q;endtfcl ‘during the initial two and
half (2.5} year exploration period or during any period there-
after, the excess may be subtracted from the minimum amount
of money required to be expended by CONTRACTOR during
any succeeding exploration period or periods, as the case

may be.
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In case CONTRACTOR surrenders its exploration obli-
gations 1 this Agrecement as set forth above before or at the
end of the (2.5) year of the initial exploration period, having ex-
pended less than the total sum of five {§) million U.S. Dollars
on exploration or mm the cvent at the end of the (2.5)
year CONTRACTOR has expended less than said sum m the
Area, an amount equal to the difference betwecn the said 5
million U.S. Dollars and the amount actually spent on
exploration activitics shall be paid by CONTRACTOR to
EGPC at the time of surrendering the Area or within three {3)
months from the end of the mtial exploration period, as the
case may be. Any expenditure deficiency by CONTRACTOR
at the end of any additional period for the rcasons above-noted
shall similarly, result in a payment by CONTRACTOR i
EGPC of such deficiencv. Provided this Agreement 1s saill m
force as to GONTRACTOR, CONTRACTOR shall be entr-
tled 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 IIT (b), m case no Commer-

cial Discovery is established by the end of the fifth and half
(9¥a) vear; or m case CONTRACTOR surrenders its explora-
tion obligations under this Agreement prior to such time, EGPC

shall not bear anyv of aforesaid expenses spent by CONTRAC-
TOR.
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(c) At least (1) months prior to the beginning of each financial year
or at such other times as may mutually be agreed to by EGPC
and CONTRACTOR, CONTRACTOR shall prepare an Ex-
ploration Work Program and Budget for the Area setting forth
the exploration operations which CONTRACTOR proposes to
carry out during the ensuing year. During the exploration period,
such Work Program and Budget shall be at least sufficient to sa-
sty CONTRACTOR’s minimum expenditure obligétions for
the period it covers, taking into account any credits for excess
expenditures by CONTRACTOR m prior exploration perroc.

The Exploration Work Program and Budget: shall e
reviewed by © joint committee to be established by EGPC and
CONTRACTOR after the Effective Date of this Agreement.
This Committce, hereinafter referred to as the “Exploration
Advisory Committee™, shall consist of six () members, threc

%) of whom shall be appointed bv EGPC and three (3) by
CONTRACTOR. The Chairman of the Expioration Advi-
sory Committee shall be desiegnated bv EGPO from among
the members appointed by 1t. The Exploration Advisory CGom-
mittee shall review and give such advice as it deems appropriate
with respect to the proposed Woyrk Program and Budget. Fol-
lowing review by the Exploration Advisory Coramittee, GON-

TRACTOR shall make such revidons as CONTRACTOR
deems appropriate and submit the Exploration Work Program
and Budget to EGPC for its approval.  Followme such appro-
val. it is further agreed that

1y CONTRACTOR chall not sebstantially revise or modify.
said Work Program and Budgcet nor reduce the approved

- budgeted expenditure without the approval of EGPC;
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(if) In the event of emergencics mvolving danger of loss of
lives or property, CONTRACTOR may expend such ad-
ditional unbudgeted amounts as may be required to alle-
viate such danger. Such expenditurc shall be considered in
all respects as exploration expenditure and shall be recove-

red pursuant to the provisions of Article VII hereof.

‘d) CONTRACTOR shall advance all necessary funds for all ma-
terials, equipment, supplics, personnel administration and opera-
tions pursuant to the Exploration Work Program and Budget

and EGPGC shall not be responsible to bear or repay any of the
aforesaid costs,

‘e CONTRACTOR shall he respoiisible for the preparation and
performance of the Exploration Work Prosram which shall he
implemented in a workman like manner and in consistence with
good industry practices.

kixcept as 1s appropriate for the preparation of s pecialized studies
such as laboratory specialized engineering and development
studics thereon, to be made in specialised centers outside AR.E.

all geological and geophysical studies as well as any other studies

related to the performance of this Agreement, shall be mace
m the AR.E.

CONTRACTOR chall 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 appoint-
ment, be forthwith notified to the GOVERNMENT and o
EGPC.. The General Manager and, in his absence, the Deputy
General Manager shall be entrusted by CONTRACTOR with
sufficient powers to carry out immediately all lawful written
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directions given to them bv the GOVERNMENT or jt< repre-
sentative under the terms of this Agrecement. All lawful regu-
lations issued or hereafter to be issued which are applicable he-

reunder and not in conflict with this Agreement shall apply ta
CONTRACTOR.

(fy CONTRACTOR shall supply EGPC, within thirty (30) davs
from the end of cach calendar quarter, with a Statement of
Exploration Activity showing costs incurred by CONTRAC-
TOR during such quarter. CONTRACTOR’s records and
necessary supporting documents shall be available for inspection

by EGPC at any time during regular working hours for three
(3) months from the date of receiving each Statement.

Within the three (3) months from the date of receiving such

Statement, EGPC shall advise CONTRACTOR in writing if
't considers

() that the record of costs is not correct :

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

- ever, that purchases made and services performed within
A.R.E. shall be subject to Article XXV

(1) that the condition of the materials furnished by CON.-
TRACTOR does not tally with their prices; or

(iv) that the costs incurred are not reasonablv required for
operations.
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CONTRACTOR shall confer with EGPC in connection with
the problems thus presented, and parties shall attempt to rcach
a settlement which is mutually satisfactory. If within the time
himit of the three (3) months period provided for in this para-
graph, EGPC has not adviscd CONTRACTOR of it objection

to any statement, such statement shall be considered as appro-
ved.

It within the time limit of three (3) months EGPC has advised
contractor of its objections to any statement then contractor
shall confer with EGPC in connection with the problem thus

presented and the parties shall attempt to reach a final set-
telment thereto.

(g} CONTRACTOR shall supply all funds necessary for its opera-
tons in ALRE. under this Agreement in treelv convertible cur-
rency tfrom abroad. CONTRACTOR shall have the right to
buy Egvptian currency whenever required and the conversion

shall be made at the local banks in the A.R.E. according to the
Official AR.F. Rate of Exchange.

(h)  EGPC is authorized to advance to Contractor the Egvptian
currency required for the operations under this Agreement
agamst receiving from Contractor an cquivalent amount of
U.S. Dollars at the official rate of exchange, such dollars to be
deposited in an EGPC account abroad with a correspondent
bank of the National Bank of Egvpt. With drawals fron-
said account shall be used for fmaneme EGPC's  and  its
attiliates with forcign currency requirments in accordance with
their approved budgets, and subject to the approval of the Miri-
ster of petroleum.
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ARTICIE V
MANDATORY AND VOLUNTARY RELINQUISHMENTS

MANDATORY

At the end of the two and half (214) vear after the Effective Datc
hercof, CONTRACTOR shall relinquish to the GOVERNMENT
a total of twenty five {25} percent m Exploration Blocks of the on-
ginal Area not then converted to a development lease or leases.

At the end of the fourth (4th) year after the Effective Date
hereof, CONTRACTOR shall relinquish an additional twenty five
(25) percent Exploration Blocks of the oniginal Area not then con-
verted to a development lease or leases. |

Without prejudice to Article IIT and XXI. at the end of five
and half (514) years exploration period. CONTRACTOR shall
relinquish the remainder of the original Area not then converted to
a development lease or leases.

VOLUNTARY
CONTRACTOR may, voluntarily, during any period relinquish

all or anv part of the Area in the form of exploration Blocks pro-
vided that at the time of such voluntary relinquishment its financial
obligtaions for exploration expenditure under Article IV paragraph
(bY have been satisfied for such period.

Any relinquishments hereunder shall be credited toward the

mandatory relinquishment provided for m.

Following Commercial Discovery, EGPC and CONTRACTOR

shall mutually agrec upon any area to be relinquished thereafter.
except for the relinquishment provided for above at the end of the

total exploration period.
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OPERATIONS AFTER COMMERCIAL DISCOVERY

a) On Commercial Discovery, EGPC and CONTRACTOR shall
form in the A.R.E. an operating company which shall be called
Sheiba Petroleum Company hereinafter referred to as SHEI-
PETCO or as Operating Company. Operating Company shall
be subject to the laws and regulations in force in the A.R.E.
to the extent that such laws and regulations are not inconsistent
with the provisions of this Agreement or the charter of SHEI-
PETCO. However, SHEIPETCO shall, for the purpose of
this Agrecment, be exempted from the following laws and re-
gulations as now or hereafter amended or substituted :

— Law No. 26 of 1954 concerning certain provistons on joint
stock compantes, partnership and limited liability compa-
nies as amended or substituted.

—  Law No. 141 of 1963 on the formation of board of direc-
tors of private companies, socicties and corporations and
on manner of workers represcntation thereon .

— Law No. 60 of 1971 on Public Tnstitutions and Public Se-
ctor Units:

— Law No. 97 of 1976 organising dealings m foreign curren-
Cles; .

— Law No. 48 of 1978 on the staff Regulations of Public Ciom-
panies.

—  Presidential Decrec No. 1868 of 1974 restricting some con-
tracts of Works of the Government to Public Institutions
and Corporation and Public Sector Units.
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(b} The Charter of SHEIPETCO 15 hereto attached as Annex
“D” Within thirty (30) days atter the date ot Gommercial Iis-
coverv, the Charer shall take effect and Operating Company
shall automatically come into existence, without any further
procedures.

(¢} Ninety (90) days after the date Operating Company comes into
existence in accordance with pavagraph (b) above, it shall pre-
pare a development Work Program and Budget for the remain-
der of the vear in which the Commercial Discovery is made:
and not later than four months bhetore the end of the current
financial vear (or such other date as may be agreed upon) and
four months prcceding'thc conmencement of each succeeding
financial year thereafter (or such other date as may be agreed
upon) Operating Company shall prepare an annual Produc-
tion Schedule, Work Program and Budget for the succeeding
financial vear. The Production Schedule. Work Program and
Budget <hall be submitted to the Board of Directors for appro-
val and to be finallv approved hv EGPC.

()  Not later than the twentieth (20th) day ot cach month, Operat-
ing Company shall furnish to CONTRACTOR -a written es-
timate of its total cash requirements for expenditure for the first
half and the second half of the succeeding month expressed n
U.S. Dollars having regard to the approved budget.  Such
estimate shall take into consideration any cash expecterd to he
- hand at month end.

Payment for the appropriate period of such month shall
be made to the correspondent hank designated i paragraph {e:
belew on the  first day and fifteenth day respectivelv, or the

aext followine business day. if such dav is not a business day.
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@] Opcmtmq Company is authorized to keep at its own dlspmal
abroad in an account opened with a correspondent hank of

the National Bank ot Egypt, Garo, the foreign funds advanced
bv CONTRACTOR. Withdrawals from said account shall

be used for payment for goods and services acquircd abroad
and for transterring to a local bank m the AR.IL. the requirec

amount to mect cxpenditures i Egyptian Pounds, for Operat.
ing company 1 connection with its activities under this

Agreement.

Within sixty (60) davs alter the end of cach Fmanciad
Year, Operating Company shall submmt to the appropriate ex-
change control authorities m the A R.E. a statement dulv cer-
tified by a recognised firm of auditors, showmg the tunds cre-
dited to that account, the disbursements made out of that

account and the balance outstanding at the end of the year.

(f) If and for as long during the period of production operations
therc exists an ¢xcess capacitv in facilities which cannot during
the period of such excess be used by the Operating Company.
the Contractor will consult with EGPC to find a mutually
agreed fromula whereby EGPC may use the excess capacity
if it so desires without anv unreasonable financial or opera-

tional disadvantage to the Contractor.,

ARTIGLE V]I
RECOVERY OF COSTS AND EXPENOSLS
AND PRODUCTION SHARING
(A) (1) Cost Recovery Crude Ot}
Subject to the auditing provision under this Agreement,

CONTRACTOR shall recover all costs and expenses

respect of all the exploration development and related ope-
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rations under this Agreement to the extent and out of

Forty (40) percent per annum of all Crude Qil pro
duced and saved from all development leases within the
Arca hercunder and not used in petrolcum operations.

Such Crude Oil is heremnafter referred to as “Cost Recovery
Crude O1l”,

All costs and expenses for Exploration, Dcvelopment
and Production hereunder, shall be recovered from Cost
Recovery Crude Oil in the following manner :

(i) All Operating Expenses, incurred after initial Com-
mercial Production, which for the purposes of this
Agreement shall mean the date on which the first

reqular shipment is mede, shall be recoverable either

~ in the Tax Year in which such costs and expenses are
incurred and paid or the Tax Year in which initial

Commercial Production occurs. whichever 1s later datce.

(ii) Exploration Expenditures, including those accumu-
lated prior to the commencement of initial Com-
mercial Production, which for the purposes of this
Agreement shall mean the date on which the first
regular shipment is made, shall be recoverable at the
rate of twentv (20) percent per annum starting
cither in the Tax Year in which such expenditures are
incurred and paid or the Tax Year in which initial

Commercial Production commences, whichever is later
date.
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(ii1) Devciopment Expenditurcs, mciuding thosc acci-
mulated prior to the commencement of mitial Com-
niercial Production shall he recoverable at the rato
of tewenty {(20) percent wner annum o starting
the Tax Year m which such expenditures are -
curred and paid or the Tax Ycar m which miual
Commercial Production commences whichever s
the later date

(iv) To the extent that, in a Tax Year, costs, expenses or
expenditures recoverable per paragraphs (1), (1) and
(1) preceding exceed the value of all Cost Rccovefy
Crude O1l for such Tax Year, the excess shall be car-
ried forward for recovery in the next succceding Tax
Year or Years until fully recovered, but in no case

after the termination of the Agreement, as to GON-
TRACTOR.

(v} For the purpose of determining the classitication of

all costs, expenses and expenditures for their reco-
very, the following tcrkms 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 exception
of operating expenses.

3. “Operating Expenses” shall mean all costs, ex-
penses and expenditures made after initial Com-
mercial Production. which costs, expenses and

expenditures are not normallv  depreciable
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Howecver, operatig expenses shall include work
over repair and maintenance of asscts but shal!
not mclude any of the following : side tracking,
redrilling and changing of the status of a wel!
from o1l well to water well and vice versa.
replacement of assets or a part of an asset, major

overhauling that extends the lite of the asset,

or anv additions, improvements and renewals.

(vi) It 1s understood and agreed upon that the recoverv
of costs and expenses as hased upon the rates refer-
red above shall be allocated to each quarter propor-
tionately {one fourth to ecach quarter). However,
any recoverable costs and expenscs not recovered in

onc quarter, as thus allocated. shall be carried for-

ward tor recoverv in the next quarter.

2. CONTRACTOR shall each vear take and separatciv
disposc of all Cost Recoverv Crude Oil produced.

Plus its share of the balance of the Crude Oil as
stipulated 1 pavagraph (b} below of this Article VII.
To the extent that the value of the Cost recovery Crude
Oil {as determined in sub-paragraph (¢} below) exceeds
the actual recoverable costs and expenditures, inc]udfng
any carry forward from paragraph {a) (1) (iv) above. then
FGPC and CONTRACTOR shall share all the Excess
Cost Recovery Crude O1l in the same percentages as set

forth below 1n this Article VIT (b) hercunder
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‘b) Production Sharing
The remaming sixty (60) percent of the Crude O

shail b« taken and disposed of separately by EGPU and N
TRACTOR uccording to the following incremental sciale

|

ekl W iy - St et

. , l
Crude Oil produced and saved under

this agreement and vt used i Petroleum EGPC ': CONTRACT-
Operations SHARE %,  OR SHARE?Y/
basreis per day. i |

——— — e gl o — e —r oy e L mh v

With respect to the production segment | Eighty (80) | Twenty (20)
50,000 BOPD (Quarterly average) '~ percent percent

|

With respect o the Piroduction segment | Eighty five ; Fiftecn ¢15)
over 50,000 BOPD (Quarterlv average) | (85)percent | percent
i
I

Suelirly, nalfl- B

b e D T T R i el ——

fc) (1} Tt is the intent of the Parties that the value of the Cost
Recovery Crude Oil shall reflect the prevalling market
price for Grude Oil. For the purpose of evaluating the
prevailing market value of the quantity of Cost Recovery
Crude Oil to which CONTRACTOR is entitled hereunder

during each calendar semester, the weighted average price
realized for comparable quantities on comparable credit

terms in {reely convertible currency from F.O.B. point of
export sales to non-atfiliated companies during such semes-
ter at armsiength by cither EGPC or CONTRACTOR
under all Crude Oil sales contracts currently in effect,
whichever 1s carlier, shall be used but execluding crude oil
spot sales not consistent with prevailing market prices for
stmiar Grude Oil and also excluding Crude Oil sales Con-
tracts involving barter. 1t is understood that in
the case of G.LF. sales, app%opriate deductions shall be
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made for transport and insurance charges to calculate the
F.O.B. point of export price; and always taking nto ac-
count the appropriate adjustment for quality of crude oil,
freight advantage or disadvantage of port of loading and
other appropriate adjnstments. Nevertheless, il CON-
TRACTOR considers the value of the Cost Recovery
Crude Oil so determined not to reflect the market Con-
Jitions prevailing during the calendar semester, CONT-
RACTOR and EGPC shall meet and mutually agree

upon the price.

(2) If during any calendar semester there are no such sales by
FGPC or CONTRACTOR under Crude Ou sales con-
tracts currently in effect, FGPC and CONTRACTOR
dhall meet and mutaally agree upon the price of Crude
Oil to be used in determining the value mentioned in sub-
paragraph (c) (1) above. Pending such mutual agreement
the price used shall be the last price determined pursuant to
sib-paragraph (¢} (1) or under this sub-paragraph [c) (2%
«whichever is later, and appropriate adjustment will hr
made therto after determination of a mutually agreed
price bv EGPC and CONTRACTOR.

Operating Company shall preparc (not less than ninty 90
days prior to the beginning of each calendar semester following
regular production) and furnish in writng to CONTRACTOR
and EGPC a forecast setting out the total quantity of petrolenin

that Operating Company estimates can be produced, saved

and transported hereunder during such calendar semester in ac-
cordance with good oil industry practices. Operating Company

shall endeavour to produce each calendar semester the
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forecast quanuty. The Grude Ol shail be run to storage tanks
constructed, mamtained and operated according to Governs
ment Regulations, by Operating Company in which said Crude
Oil shall be metered or otherwise measured for royalty,

and ine other purposes required by this Agreement,

(¢) CONTRACTOR shall have the right and the obligation to
separately take and dispose of currendy all of the Crude Oil
to which it is cntitled as 1s determined in accordance with sub-
paragraphs (a) and (b) of this Article. Subject to payment of
sums due EGPG under Articles VII (a) (2) and IX, CON-
TRACTOR shall have the right to retain abroad all funds

acquired bv it abroad including the proceeds from the sale of
its share of Crude Oil exported.

(j) At a reasonable time prior to the commencement of Com-
mercial Production EGPC and CONTRACTOR shall meet
and agree upon a preccedure for scheduling tanker liftings from
the agreed upon point of export.

ARTICLE VIII
TITLE TO ASSETS

(a) EGPC shall become the owner of all assets acquired and owned
by GONTRACGTOR in connection with the operations carried
out bv CONTRACTOR or Operating Company in accordance

with the following :

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

(2) Title to fixed and rovable assets shall be transferred
automatically from CONTRACTOR to EGPC as they
become subject to recovery in accordance with the provis-
tons of Article VII: however, the full title to fixed and
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movable asscts shall be transferred automatically from .

CONTRACTOR to EGPC at the end of the year when
its total cost has been recovered by CONTRACTOR in

accordance with the provisions of Article VII, or at the
time of termination of the Agreement whichever first

OCCurs.
The Book Valr of the Assets created dnrino each calendar

quarter shall be communicated by CONTRAGITOR to EGPG
or by Operating Company to EGPC and CONTRACTOR

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

(b) During the term of this Agrcement and the renewal period

CONTRACTOR and Operating Company are entitled to
the full use of all fixed and movable assets i connection with

operations hereunder in (1) the Area and (2) any other area

approved by EGPC and CONTDRAGTOR. CONTRAGC-
TOR and EGPC shall not dispose of the same except with

agreement of the other.

() CONTRACTOR may freely mmport mto AR.E., use therein
and frecly export at the end of such use machinery and equip-

ment which it either rents or leases in accordance with good

industry practices.
ARTICLE IX

BONUSES

(a) CONTRACTOR shall pay to EGPC as a Signature Bonus the
sum of five hundred thousand (500,000) U.S. Dollars on the

Lffective Date, and the sum of five hundred thousand (500,000}

U.S. Dollars on the first day of the first renewal exploration

period and the sum of five hundred thousand U.S. Dollars on:

the 1st day of the second renewal exploration period.
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(k) CONTRACTOR shall pay to EGPC
The sum of two (2) million U.S. Dollars as a Producuon
Bonus when the total average daily production lirst rcaches
the rate of fifty thousand (50,000) barrcls per day for a period
of thirty (30) consecutive producing days. Pavment will bhe

made within fiften (15) days thereafter.

(c) CONTRACTOR shall also pay to EGPC the additional sum
of four (4) million U.S. Dollars as a Production Bonus when

the totai average daily production first reaches the rate of one
hundred thousand (100,000) barrels per day for a period of
thirty (30) consecutive producing days. Payment will be made
within fifeen (15) days thereafter.

(d) CONTRACTOR shall also pay to EGPC the additional -um
of six {6) million U.S. Dollars as a Production Bonus when the

total average daily production first reaches the rate of «n
hundred and, fifty thousand (150,000} barrels per day for a
period of thirty (30) consecutive producing days. Payment u ith
be made within fifteen (15) days thereafter.

() Both aforesaid Signature and Production Bonuses shall 1
no event be recovered not amortized by CONTRACTOR.

() In the cvent that EGPC elects to develop any part of the Arca
pursuant to the sole risk provisions of Article II1 {c) herem-
above, prodﬁction from such =olc risk area shall be considered
for the purposes of this Article IX only 1t CONTRACTOR

exercises its option .to share in such production, and onlv from

the initial date of sharing.
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ARTICLE X
OFFICE AND SERVICE OF NOTICE

CONTRACTOR shall mamtain an oftice m» A'RFE. at whith

nouces shall be vahdly served.

The Geperal Manager and Deputy General Manager shall be
entrusted by CONTRACTOR with sufficient power to carry out
mmediately all local written directions given 10 him by the
GOVERNMENT or its representatives under the terms of this
Agreement. All lawtul regulations issued or hereatter to be issued
which are applicable hercunder and not in confhict with this Agree-
ment shall apply to the duties and activities of the General Manager

and Deputy General Manager

All matters and sotices shall be deemed wo be vahidly served
which arc left at the office of the General Manager or which are
sent to him by registered mail to CONTRACTOR s office in A.RE.

All matters and notices shall be deemed to be validly served
which are delivered to the office of the Cheirman of EGPC or which

are sent to him by rcgistered mail at EGPC's main office in Cairo.

ARTICLE XI
SAVING OF PETROLEUAM  AND PREVENTION OF LOSS

(a) Operating Companv shall take all proper measures, according
to wenerally  oreepted methods 1 ousz 1 the ol mdustry  to
wrevent loss or waste ¢f petroleum above or undey the ground
n any form during drilling, producing, gathenng and distribu-

ting or storage opncrations. he GOGVERNMENT has the

right to prevent any opcratmn on any well that it might
reasonably expect would result in loss or damage to the well

or the il field.
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(b)

(c)

(d)

(e)

Upon completion of the drilling of productive well, Opcrating
Company shall inform the GOVERNMENT or its represen-
tative of the time when the well will be tested and the produc-
tion rate ascertained.

Except in instances where multiple producing formations in
the same well can only he produced eccnomically  throuvgh
a single tubing string. petrolcvm shall not he prodoced fram
multiple oil carryving zones through one string of tubing at the
same time, except with the prior approval of the GOVERN-

MENT or its representative.

Operating Company shall record data rcgarding the guanti-
ties of petroleum and water produccd monthly from cach
developmont lease. Such data shall be sent to the GOVERN-
MENT or its representative on the special forms provided for
that purpose within thirty (30} days after it is chtamed. Daily
or weekly statistics regarding the production from the Area

shall be available at all reasonahble times for examination bv
authorized representatives of the GOVERNMENT.

Daily driling records and the graphic logs of wells must chow
the quantity and type of cement and the amount of anv other
materials used in the well for the purpose of protecting
petroleum, gas bearing or fresh water strata.

Any substantial change of mechanical conditions of the well

after its completion should be subject to the approval of the repre-
sentative of the GOVERNMENT.
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ARTICLE XII

CUSTOMS EXEMPTIONS

(a) EGPC, CONTRACTOR, Operating Company and their for-
eign Contractors sub-contractors engaged in carrying on opera-
tions under this Agreemcnt shall be permitted to import and
shall be exempted from customs duties, with respect to the im-
portation of machinery, equipment, vehicles, materials, supplies,
consumable 1teras, foodstutfs and movable property when certifi-
ed by responsible representative of EGPC, to be used solelv in

carrying on operations under this Agreement.

(b) Each expatraiate employec of CONTRACTOR and Operating

Company and the said contractors and sub-contractors shall e
permitted to 1import and shall be exempt from all customs

duties with respect to the reasonable importation of house-

hold goods, consumable items. foodstuffs (within the limits
approved bv Mmistry of Petroleum), and personal effects
including one automobile provided however, that such propex-
ties are imported for the sole use of the employee and his family
and provided further. that ne such property imported by the
employee shall be resold by him in the A.R.E. except in accor-
dance with GOVERNMENT regulations.

{c) Thec exemption provided in (a) of this Article shall not apply
to any imported items when EGPC considers and shows that
items of the same, or substantiaily the same kind and qualitv are
manufactured locally and are available for purchase and timely
delivery in the A.R.E. at a price not higher than- ten (10) per-
cent more than the cost of the imported item before customs.

duties, but after transportation and insurance costs have been

added.
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(d) Without prejudice to Article VIII, any of the items imported
nto the A.R.E. cither exempt or not-cxempt from customs
duties, taxes or imposts under this Article may be exported by
the importing party at anv time without the payment ol any

export duty, or impost.

(¢) Used but scrviceable maternal, equipment and goods resulting
from cperations herecunder  mayv be sold within the A R
provided that the purchascrs pay the applicable customs duties,

taxes or imposts, if any, except i sold to EGPC or an affihatec

compantv of EGPC

(f) Material, cquipment and goods so damaged or used as to be non-
serviccable  and vwhich are classificd by CONTRACTOR or
Operating Company as scrap or junk (anv such CONTRAG-
TOR’s appraisal being subject to EGPC approval and any such
Operating Companv's appraisal being subject to EGPC and
CONTRACTOR approval) may be sold as scrap or junk
without payment of customs duties, taxes or 1mposts.

(¢} In the event of such sale under sub-paragraphs (e) and (f) above,
the proceeds from such sales sha'l be divided in the following
manncr ; CONTRACTOR shall he entitled to rembursernent
of its unrecovered cost, if any. in such matemal or equipment

and the excess, if any. shall be paid to EGPC.

(Y “Chstoms duties”, as vsed herein. shall inchude all duties, taxes
or imposts (except those charges paid to the GOVERNMENT
for actual scrvices renderad), which arve payable as a result of
the importation of the item or items under consideration.
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There shall be no licence required, and CONTRACIOR,
EGPC and their respective buyers shall have the right to ex-

port the petroleum referred to in this Agreement and shail be
exempted from any duty, tax, fee or any.other financial 1mpost
in respect of the export of Petroleum hereunder.

ARTICLE XIII

BOOKS OF ACCOUNT : ACCOUNTING AND PAYMENTS

(2)

EGPC, CONTDRACTOR and Operating Company shall
each maintain at their business offices in the AR.E. books
of account, in accordance with the Accounting Procedure 1n
Annex “E” and accepted accounting practices generally used
in the petroleum industry, and such other books and records
as may be necessary to show the work performed under this
Agrecment, including the amount and value of all petroleum
produced and saved hereunder. CONTRACTOR and Ope-
rating Company shall keep their books of account and account-
ing records in United States Dollars. Operating Company shalf
furmish to the GOVERNMENT or its rcpresentative monthl'}'

returns showing the amount of petroleum produccd and saved
hercunder. Such returns shall be prepared in the form
required by the GOVERNMENT, or its represcntative and
shall be signed by the General Manager or by the Deputy
General Manager or a duly designated deputy, and delivered to
the GOVERNMENT or its representative within thirty {307
days after the end of the month covered in the retuim.

The aforesaid books of account and osher baoks and records
referrced to above shall be avail ablf: at all reasonable times for

inspection by duly authorized representatives of the GOVERN-
MENT.
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(c) CONTRACTOR shall submii to EGPC a Profit and ILoss

Statement for the financial Year not later than 3 months after
the commencement of the following financial year, to show
its net profit or loss from the petrolcum operations under this

Agreement for such vear.

CONTRACTODR shall at the same time submit a vear-end

Balance Shect for the same financial Year to EGPC. The
Balance Sheet and Financial statements shall be certified by an
Egyptian certificd cocounting firm accepted by LGPC.

ARTICLF XIV
RECORDS. REPORTS AND INSPECTTON

(@) CONTRACTOR and 'or Operating (“nmﬁanv shall prepare

and, at all times while this %U}Per‘,mnt 1 1 force, mantain ac-
curate and current recerds of its operations in the Area here-

under.  CONTRACTOR and/or Operating Company shall
furnish the COVERNMENT or jte 1o oresentative, in confor-

mitv with avnplicahle regulations or as the GOVERNMENT

or its representative may reasonablv reanire information and
data concerning jta r}}}ma-mns under thie Acreemon,  Onerat-
ing Compans wil] nerform the functions indicated in this Arti-

cle XTIV in 2coordonee with their resnective role as mf’ClﬁP‘l
fr Article VT

(b) CONTRACTOR and/or Operating Company shall save and
keep for a rcasonahle period of time a representative portion
of each sample of cores and cuttmgs taken from drilling wells,
to be disposed of, or forwarded to the GOVERNMENT or its
representative in the manner cirected by the GOVERNMENT.
All samples acquired by COI\TRAC TOR and/or Operating
Compamr for its own purposes shall be considered available for
inspecticn at any reasonable timne by the GOVERNMENT <
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its representatives.  Any such samples which GONTRACTOR
or Operating Gompany has kept for a period of twelve (12)
months without receipt of instructions to forward them to the
GOVERNMENT or its representatives or elsewhere may be
disposcd of by CONTRACTOR or Operating Company at its

discretion.

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

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

During the period CONTRACTOR is conducting the explo-
ration operations, CONTRACTOR shall permit EGPC

through EGPC’s duly authorized representatives or em-

ployees to have full and complete access to the Area at all

reasonable times with the right to observe the operations being

canducted and to inspect all assets, records and data kept by
CONTRACTOR. EGPC’s represcntative, in exercising its
rights under the preceding sentence of this paragraph (¢), shall
not interfere with CONTRACTOR’s operations. CONT-

RACTOR shall provide EGPC with copies of any and all data
(ncluding, but not limited to, geological and geophysical reports,
logs and well surveys) information and interpretation of such
data, and other information in CONTRACTOR’s DOssession.
All such data shall be kept confidential by EGPC and the

GOVERNMENT during the term of this Agreement.
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However, for the purposc of cbtaining new otfers related
to adjacent arcas, the GOVERNMENT may show any other
partv geophysical and geological data (the age of which 1s not

less than one year) with respect to the Area.

ARTICLE XV

RESPONSIBILITY FOR DAMAGES

CONTRACTOR shall entirely and solely b re ponsible
Jaw toward third parties for any damage caused by CONTRAUG-
TOR’s exploration operations and shall indemnify the GOVERN-
MENT and/or EGPC agawst all damages for which they may be

held liable on account of any such operations.
ARTICLE,  XVI

PRIVILEGES OF GOVERNMENT REPRESENTATIVES

Duly authorized representatives of the GOVERNMENT shall
have access to the Area covered bv this Agreement and to the ope-
rations conducted thcreon. Such representatives may examine the
hooks, registers and records of EGPC, CONTRACTOR and One-
rating Company and make a reasonable number of surveys, drawings
and tests for the purpose of enforcing this Agreement. Thev shall, tot
this purpose, be entitled to make reasonable use of the machmery
and instruments of CONTRACTOR or Operating Company on the
condition that no danger or impediment to the operations hercuncler
shall arise directly or indirectly from such use. The GOVILRN-
MENT shall indernnifv and reimburse CONTRACTOR or Opes

rating Companv for anv loss or damage which mav in fact result from
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any such use of said machinery and instruments. Such representatives

shall be given reasonable assistance by the agents and employees of
CONTRACTOR or Operating Company so that none of the activi-
ties shall endanger or hinder the safety or efficiency of the operations.
CONTRCTOR or Operating Company shall offer such representa-
tives all privileges and facilities accorded to its own employees 1n the
field and shall provide them, free of charge, the usc of reasonable
office space and of adequately furnished housing while they are m the

field for the purpose of facilitating the objectives of this Article.
Any and all information obtained by the GOVERNMENT or

its representatives under this Article X VI shall be kept confidential

with respect to the Area .

ARTICLE XVII

EMPLOYMENT RIGHTS AND TRAINING OF
ARAB REPUBLIC OF EGYPT PERSONNEL

(a) Tt is the desire of EGPC and CONTRACTOR that operations

hereunder be conducted in a business-like and efficient manner-

(1)

The expatriate administrative, professional and techuical
personnel employed by CONTRACTOR or Operating
Coompany and the personnel of its contractors for the con-

duct of the operations hereunder, shall be granted a resi-

dence as provided for in Law No. 89 of 1960 as amended
and the work permit for expatriates as provided for in
Mmisterial Order No. 9 of 1963 as amended, and
CONTRACTOR agrees that all immugration, passport,

visa and employment regulations of the A.R.E. shall be

~applicable to all alien employees of CONTRACTOR

working in the A.R.E.
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(2, A munnum of twenty-five (25) percent of the combiriec.
salaries and wages of each of the expatnate administra-
tive, professional and technical personnel employed by
CONTRACTOR, Operating Company or their foreign
CONTRACTOR’s shall be paid monthly in Egyptian Cur-
rency. On final repatriation such personnel shall have
the right to remit abroad in U.S. Dollars or other cur-
rencies the unused portion of Egyptian Currency m ex- '
cess of twenty-five (25) percent of such personnel’s salary.

(b) GONTRACTOR and Operating Company shall each select
its employees and determine the number thereof, to be used for

operations hereunder.

(c) CONTRACTOR shall, after consultation with EGPC, prepare
and carry out specialized training programs for all 1ts A.R.E,
employees engaged in operations hercunder with respect to
applicable aspects of the petroleum industry. CONTRACTOR
and Opcrating Company undertakes to replace gradnally theur

non-executive expatriate staffs by quahified nationals as thev

are available,

(d) During the period when CONTRACTOR is conducting Ex-
ploration, CONTRACTOR shall give mutually agreecd num-
bers of EGPC emplovees an opportunity to attend and pacti-
cipate in CONTRACTOR'’s and CONTRACTOR’s aftfihate

training programs relating to exploration and  developmens:

operatons.

(¢) During the exploration period, Centractor shail m consw!tation
with EGPC. organize speciahzed training programs outsicde

the A R.E. {or a reasonable number of EGPC emplovees.
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ARTICLE XVl1ll

LAWS AND REGULATIONS

(a) CONTRACTOR and Operating Company shall be subject to
Law No. 66 of 1953 (excluding Article 37 thereot) as amended
by Law No. 86 of 1956 and the regulations issued for the 1mp-
lementation thereof, including the regulations for the safe and
efficient performance of operations carried out for the execution
of this Agreement and for the conservation of the petroleum re-
sources of the A.R.E. provided that no regulations, modification
or interpretation thercof shall be contrary to Or inconsisternt

with the provisions of this Agreement.

(b) EGPC and CONTRACTOR shal! be exempted from all taxes,
except as provided m Article III paragraph (f} for mcome

taxes, with respect to the extracting, producing, exporting OI

transporting of petroleum hereunder.  CONTRACTOR shall

also be exempted from any tax on capital.

(¢) The rights and obligations of EGPC and CONTRACTOR
under, and for the effective term of this Agreement, shall be
soverned by and 1n accordance with the provisions of this
Agreement and can only be Altered or amended by the mutual
Agreement of the said contyacting parties.

(d) The contractors and sub-contractors of CONTRACTOR and
Operating Company shall be subject to the provisions of this
Agreement which affect them. Insofar as all regulations which

are duly issued by the GOVERNMENT apply from time to
ime and are not in accord with the provisions of this Agreement.

Such regulations shall not apply to the CONTRACTOR and
sub-contractors. '
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ARTICLE XIX
RIGHT OF REQUISITION

(a) In case of national emergency due to war or inmment expecta-
tion of war or internal causes, the GOVERNMENT may
requisition all or part of the production from the Area obtamned
hereunder and require Operating Company to mcrease such pro-
duction to the utmost possible maximum. The GOVERN-

MENT may also requisition the oil field itself and, if necessary
related facihities.

(b) In any such case, such requusition shall not be effected except
after inviting EGPC and CONTRACTOR or ther repre-
sentative by registered letter, with acknowledgement of
receipt, to express their views with respect to such requisition.

(c) The requisition of prcduction shall be effected by Ministerial
Order. Any requisition of ol ficld itself, or anv related
facilities shall be effected bv a Presidential Decree duly notified

to EGPC and CONTRACTOR.

(d) In the event of any requistion as provided above, the
GOVERNMENT shall indemnify in full EGPC and CON-

TRACTOR for the period during which the requisition 1s
maintained, including :

1. All damages which result from such requisition.

2.  Full payment each month for all Petroleum extracted by
the GOVERNMENT less the rovaltv share of such pro-

duction, and

3. Other obligations of Contractor and EGPC hereunder.
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However, any damage resulting from enemy attack 15 not
aithin the meaning of this sub-paragraph (d). Paymcat here-
under shall be made to CONTRACTOR m U.S. Dollars
remittable abroad. The price paid to CONTRACTOR for

Petroleum taken shall be calculated in accordance with Article
VII paragraph (c).

ARTICLE XX

ASSIGNMENT

Neither EGPC nor CONTRACTOR may assign to a person,
firm or corporation not party hereto, in whole or 1 part, any
of its rights, privileges, duties or obligations under this Agree-
ment without the written consent of the GOVERNMENT,

To enable consideration to be given to any request for such
consenit, the following conditions must be fulfilled

1. The obligations of the assignor deriving from this Agree-
ment must have been duly fu'filled as of the date such

recuest is made.

9. The proposed assignee or assignees must produce reaso-
nable evidence to the GOVERNMENT of its or therr

financial and technical compcetence.

The instrument of assignment must include provisions
_mting precisely that the assignee is bound by all covenants
~ontained in this Agreement and any modifications or
~dditions i wiiting that up to such time may have been
made. A draft of such instrument of assignment shall be
<ibmitied to the GOVERNMENT for review and appro-
vt before being formally executed.

Ll

‘AY  Everv executed and delivered instrument of assignment assigning

any of rights, privileges, duties or obligations hereunder of
EGPC and/or Contractor, shall be submitted to the GOVE-
RNMENT.
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Within thirty (30) days after the GOVERNMENT approves
the assighment for registration in the registers,

(d) Anv assignment made pursuant to the provisions of this Article
shall be free of any transfcr or related taxes, charges or fees.

ARTICLE XXI
BREACH OF AGREEMENT AND POWER TO CANCEL

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

l. If it knowingly has submitted any false statements to the
GOVERNMENT which were of a material consideration
for the exccution of this Agreement;

2. IT 1t assigns any interest hereunder contrary to the pro-
visions of Article XX hereof:

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

4. It 1t does not comply with any final decision reached as

the result of court proceedings conducted under Article
XXIII paragraph (a) hercunder;

J. If it intentionally extracts any mineral other than Petro-
leum not authorized by this Agreement or without the
authority of the GOVERNMENT, except such extractions
as may be unavoidable as the result of operations conduc-
ted hereunder in accordance with accepted petrolenm in-
dustry practice and which shall be notified to the GOVE-
RNMENT or its representative as soon as possible ; and
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6. If it commits any material breach-of this Agrcement vy
of the provisions of law No. 66 of 1953, as amended by

law No. 86 of 1956, which are not expresscly contradicted
bv the provisions of this Agreement,

Such cancellation shall take place without prejudice to
any rights which may have accrucd to the GOVERN-
\{ENT against CONTRACTOR 1 accordance with the

provisions of this Agreement, and, in the event of such
cancellation, CONTRAGTOR shall havc the right to
remove from the Area all its personal property.

(b) If the GOVERNMENT deems that one of the aforesa:a
causes (ether than a force majeure cause referred to in Articie
XXII hereof) exists to cancel this Agreement, the GOVERWN-
MENT shall give CONTRACTOR nmcty (90) days written
notice personally served on CONTRACTOR’s General Ma-

nager in the legally official manner and receipt of which 1s

acknowledged by him or by his legal agents, to remedy and
remove such cause within ninety (90) days but- if for any
reason such service is impossible due to unnotified change
of address, publication in the Official Joumal of the
COVERNMENT of such notice shall be considered as
validly served upon CONTRACTOR. If at the end

of the said nincty (90) days notice period such cause ‘has not
heen remedied and removed, this Agreement may be cancclied
forthwith by Order or Presidential Decree as aforesaid; provi-
ded however, that if such cause, or the failure to remedy or
Cemove such cause, results from any act or omission of one party.,
cancellation of this Agreement shall be effective only against

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

(a) The non-perlormance or delay in performance by EGPC and
CONTRACTOR, or cither of them of any obligation under this
Agreement shall be excused i, and to the extent that, such
non-performance or delay is - caused bv force majeure. The
period of any such non-performance or delay, together with such
period as may be necessary for the restoration of any damage
cdone during such delay, shall be added to the time given in
this Agreement f{or the performance of such obligation and for
the performance of any obligation dependent thereon and
consequently, to the term of this Agrcement, but only with res-
pect to the block or blocks affected.

(b) “Force Majeure”, within the meaning -of this Article X¥IT,
shall be any order, IC('*LllatiDH or hlectlm’l Of the GOVEI{N
MENT of the ARAB REPUBLIC OF EGYPT or CANADA
with respect to CONTRACTOR whether promulgated in the
form of a law or otherwise or any act -of God, inmrréction, riot,

war, strike, and other labor disturbance, fires, floods or any
cause not due to the fault or negligence of EGPC or CON-
TRACTOR or cither of them, whether or not similar to the
fooegoing, provided that any such cause 1z beyond the reasonable

control of EGPC and CONTRACTOR, or cither of them.

() Without prejudice to the above and except as may be other-
wise provided herein, the GOVERNMENT shall mcur no res-
ponsibility whatsoever to EGPC and CONTRACTOR, or C'lth(‘l
of them for any damages, restrictions or loss arising in conse-
quences of such case of force majeurc except a force majeure
caused by the order, regulations or direction of the. GOVERN-
MENT of the ARAB REPUBLIC OF LGYPT.
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(d) 1f the force majeurc event occurs during the initial exploration
period or any extension thereof and continues in effect tor a
period of two (2) years, CONTRAGTOR shall have the option
upon ninety (90) days prior written notice to EGPG to termi-
nate its obligations hereunder without further habihity of any
kind and, if still in force, the Guaranty contatned in Annex “C”
hereto, shall be automatically cancelled and EGPC shall so
notify the Bank to release the Guaranty.

ARTICLE XXIIT

DISPUTES AND ARBITRATION

{(a) Any dispute arising between the GOVERNMENT and the
pavties hereto with respect to the interpretation, application
or execution of this Agreement; shall be referred to the juris
diction of the appropriate A R.E. Courts and shall be finatly

settled by such courts.

) Any dispute arising between CONTRACTOR and EGPC in
connection with the present Agreement shall be finally settled
by arbitration. The Arbitration shall be held in Stockholm,
Sweden and conducted in accordance with the Rules of Con-
ciliation and Arbitration of the International Chamber of Com-
merce. In the event of no provisions being made in these rules
in certain cases, the Arbitrators shall establish thewr own pro-

cedures.

(c) The arbitration shall be initiated by either party giving notice
to the other party that it elects to refer the dispute to arbr-
tration and that such party (hereinafter referred to as the
“First party”) has appointed an Arbitrator who shall be iden-
tified in said notice. The other party (hereinafter referred to
as the “Second Party”), within fifteen (15) days shall notity
First Party in writing, identifying the Arbitrator that it has

selected.



I

LV U SOOI PY us (3) s/ Yo addl = e J 3o 2

il

%L_.—‘ aS.'b b \.A _}:’duio ?_(&_ﬂ u'w-r...: ‘JL-..” x..-}J.L“ ;?.5 ,‘JL}‘ (.3)
LJ:’M UL-‘?:J QE J-JY‘ J.c,.f.p:“ ulc . '_}\.a r’(}._.a u«..xJ C\:Jj,-\.“

;L&-.i:?'_l o5 ““ Q—’U:J d Lﬂ.ﬂ::-l ‘.}L..- ¢ '1,4_’.____5 (\"’i ) L::‘:;W J:}i‘::" UU
o G e T b e s sl G et & UL

. SIU \,lel

By (C"‘”"" b e ikl e e JILI O g,ﬁ Ol cas (2)
{;‘,4 JS L Ln‘,l.} ;_:ls)t-.:- d.]#e\H a ij,ia '_,, ;__,.::;}_j |.-\,,S
JL;T é %.‘:L..::..hé! L’":H"“ aJ "'3‘7’("'.". Yl JgJ_.....J LS |-.-\...,5’_9 (t#:ﬂ\ﬁC)i

o AW sus e a3, G B ol Jy 2l

OIEWE J W ')- gt 4815 ?:.C:-;‘M alg Lads OF o8 bJI e (__f.)

Oloshea 4T e J o 2nl ((Ja I Slkee HICs P PERT

cbe 2 0L Y s e A e b ke f_‘::—'-—” A el

Clsl :.s..| J_____:u_} _3\ ;;..'_,:; ] ,‘..\,C:S-._j1 L.sl_)..:i e (_é L;T walees j‘\;
qﬂg‘fw‘\:-#‘deﬁ“u}\f@&d .CA-_..”

28 O1 g LS ¢ dathie 4o o1 Jijslall ,(:.-;Jl AT g2 ()
e 0 sddn LY j o Llad ol L J,.gJ b g JS -

¢ e aam Lo
elatdn el Tue 4 _CL_C:_EH; Ol sasr OY 3 GlEYE ) ("E")
o Lol &l B8 LIS

Vo ¢



Y P 0 VRAN L e J}i 3 (-‘-’) _;JC‘ Ylo s _.-;:..;....»J“ S*E.ﬁ“-”

s -

(d) If the Second Party does not appoint its Arbitrator as aforesaid,
the First Party shall have the right to apply to the Court of
Arbitration of the Internationa] Ghamber of Gommerce to ap:

pomnt a sccond arbitrator, The two arbitrators shall, within
thirty (30} days, select a third Arbitrator, failing which the
third Arbitrator shall be appointed by the Court of Arbitration
of the International Chamber of Commerce at the request of

either party.

(¢) The third Arbitrator must be a citizen of a country other than
the ALRE. and CANADA and of a country which has dipio-
matic relations with both A.R.E. and CANADA and shall have

no economic interest in the oil business of the signatories hereto.

(f) The partics shall extend to the Arbitration board all facili-
ties {including access to the petroleum operations) for obtaining
any information required for proper determination of the dis-

pute. The absence or default of any party to the arbitratim
shall not be permitted to prevent or hinder the arbitration pro-

cedure in any or all of its stages.

(g) Pending the decision or award, the operations or activities
which have given rise to the arbitration need not be discontin-
wed. In the event the decision or award recogiizes that the
complaint was justified, provision mav be¢ made therein fo:
such reparation as may appropriately be made in favor of the

complamant.

(h)  Judgement in the award rendered mav be entered in anv Court
having jurisdiction and application may be made in such Court
for a judicial acceptance of the award or an order of enforce-

ment as the case may be.

() The parties desire that, wherever appropriate, decisions  and
awards shall specify a time for compliance therewith.
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(7) The provisions of this Agreement relating to arbitration shall
continue in force notwithstanding the termination of this Agree-

mernt,

(k) PRINCIPLES of GOODWILL - The signatories base their re-
lations with respect to this Agreement on the principles of
goodwill and good faith. Taking into account their different
nationalities, this Agreement shall for the purpose of arbitration
be given effect and shall be interpreted and applied in confor-

mity with principles of law common to the A.R.E. and
CANADA and in the absence of such principles, then m con-
formity with the principles of law normally recognized by civiti-
zed nations in general, including those which have been applied

by International Tribunals.

ARTICLE XXIV

STATUS OF PARTIES

(a) The rights, duties, obligations and habilities 1 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.

(6) CONTRACTOR shall be subject to the laws of the place where
1t is incorporated regarding their legal status or creation, orga-
mzation. charter and by-laws, shareholding, and ownership,
CONTRACTOR’s shares of capital which are eitirely held
abroad shall not be negotiable in the A.R.F. and shall not be
offered for public subscription nor shall they be subject to the
stamp tax on capital shares nor any tax or duty in the A.R.E.
CONTRACTOR shall be exempted from the application of
Law No. 26 of 1954 as amended, and from Law No. 9 of 1964.

or any law superseding any of them.
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(¢) All parties comprising CONTRACTOR shall be jomtly and
severally liable for the performance of the obligations under

this Concession Agrcement.

ARTICLE XXV

LOCAL CONTRACTORS AND LOCALLY
MANUFACTURED MATERIAL

CONTRACGTOR or Operating Company, as the casc may De,
and their contractors shall :

(a) Give priority to local contractors as long as their prices and
perforinance are comparable with international prices and per-

formance. CONTRACTOR and Operating Company, shall,
however. subject to the preceding sentence, he exempted from

the provisions of Presidential Decree No. 1868 of 1974. as
amended.

(b) Give prefercnce to locally manufactured material, equipment,
machinery and consumables so long as their.quality and time
of delivery are compamble to mternationally avatlable materials.
equipment, machinerv and consumables. However, such ma-
terial, cqui'pm'ent, machinery and consumables may be impor-
ted for operations conducted hereunder if the local price of
such items at CONTRACTOR’s or Operating Company’s
operating base in A.R.E. is more than ten (10) pcrcent higher
than the price of such imported items Ibefore customs duties,

but after transportation and insurance costs have heen added.
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ARTICLE XXVI

ARABIGC TEXT

The Arabic version of this Agreement shall, before the courts
of AR.E. be referred to in construing or interpreting this Agree-
ment ;  provided, howcever, that in any arbitration pursuant
Article XXIIT hereabove between EGPC and CONTRACGTOR the
Bnglish and Arabic versions shall both be referred to as having cquaﬁ“;'
force in construing or interpreting the Agreement.

ARTICLE XXVII

GAS

If Gas is produced or is capable of being produced from the
Area, EGPC and CONTRACTOR shall in good faith study all

possible economic alternatives for its use and decide on the best alter-
native for EGPC and CONTRACTOR jointly. The costs and expen-

ses 1n the field of producing non-associated gas shall be recovered
in accordance with the Cost Recovery Principles of Article VII.

Production Sharing Principles of Article VII shall apply to the
value of associated and non-associated gas if sold for export and not
used in operations, flared or re-injected. However, any Gas not
exported outside A.R.E. in a liquid or solid state, or not used in ope-
rations (including re-injection), shall remain in the property of the
State and may be utilized by EGPC and EGPC shall not be liabla
Hor payment to CONTRACTOR of any costs or expenses respecting
any past opel ations of CONTRACTOR related to such Gas. Under
‘no circumstances will CONTRACTOR be responsible for or hear

any cost or expenses incurred for utilization of Gas used: internally
i1 the A R.E.
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ARTICLE XXVITI
GENERAL

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

Articles.

ARTICLE XXIX
APPROVAL OF THE A RE. GOVERNMENT

This agreement shall not be binding upon any of the parties
hereto unless and until a law is issued by the competent authorities
of the AR.E. authorizing the Minister of Petroleum to sign said
Agreement and giving this Agreement full force and effect of law

notwithstanding any countervailing governmental enactment, and the
Agreement 1s signed by the GOVERNMENT, EGPC. and CONT-

RACTOR.
ARAB REPUBLIC OF EGYPT

PAGE PETROLEUM LTD.

BY o
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ANNEX “A”
CONCESSION AGREEMENT
PETWEEN

AR.E., EGPC & LOCHIEL EXPLORATION LTD
AND OTHERS
IN SHEIBA ONSHORE AREA IN THE WESTERN DESERT

Description of the Area.

Annex “B” is a provisional illustrative map on the Scale of
1 : 1,000,000 showing the Area covered and affected by this Agree-

ment.

The Area is bounded by a group of straight lines, and it mea-
sures approximately 5200 kms®, it is composed of all or part of 52
Exploration Blocks, each complete block of which is six (6) minutes
latitude by six (6) minutes longitude, approximately one hundred
(100) kms® of surface Area.

It is to be noted that the delineation lines of the individual
exploration blocks in Annex “B” are intended to be only illustrative
and provisional and do not show accurately their true position in

relation to existing monuments and geographical features.
Coordinates of the comer points of the Area are given in the
following table, which forms an integral part of this Annex “A”.

Point Lat. N j Long. E i Duc ' Remarks

i .

[ — AP —

!

1 30° 00° 00 | 29° 06’ 00’' South to point 2
2 29° 24 007 29° 06’ 00>’ |West to point 3

3 29° 24° 00 | 28° 48’ 00"’ [North to pointd |

4 | 29°36° 00 | 28° 48’ 00 |West to point 5

5 29° 36° 00" | 28° 12’ 00"’ |North to point 6
6 | 29°48 00°° | 28° 12° 00" [West to point 7
7 299 48" 00" 27° 42’ 00" |[North to point 8
8 30° 00° 00 | 27° 42’ 00" |East to pointl

which is the point
of beginning.
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ANNEX “C”
LITTER OF GUARANTY

CAIRO

LETTER OF GUARANTY NO. -

EGYPTIAN GENERAL PETROLEUM CORPORATION
Gentlemen

The Undc151gned NATIONAL BANK OF EGYPT, as
Guarantor, hercby guarantees to the Egyptian General Peuoleum
Corporation (helemafte.r referred to as EGPC) to the limit of five

(5) million Dollars in U.S. Currency the performance by POLAR |
BEAR INTERNATIONAL PETROLEUMS . LIMITED, LO- -

CHIEL EXPLORATION LTD. and PAGE PETROLEUM
LTD. (hereinafter referred to as CONTRACTOR of its obligations
required for exploration operations to spend a minimum of five (5)
mullion U.S. Dollars during the initial two and half (2.5) years of
the exploration period under Article IV of that certain Concession
Agreement (hercinafter referred to as the “Agreement”) - covering
that Area described in Annexes “A” and “B” of said Agreement,
by and between the Arab Republic of Egypt (hereinafter referred
to as "A.R.E.”), EGPC and CONTRACTOR, dated 29/12/1981.

It 1s understood that. this Guaranty and the liability of the

Guarantor hereunder shall be reduced quarterly, during the period
of expenditure of said five (5) million US Dollars by the amount
of money expended by GONTRACTOR for such exploration ope-
rations during each such quarter. Each such reduction shall be

established by the joint written statemcnt of EGPC and CONL*
RACTOR. ' | '

In the event of a claim by EGPC of non-performance or sur-
render of the Agreement on the part of CONTRACTOR prior to
fulfilment of said ‘minimum expenditure obligltion under Article
IV of .this Agreement there shall be no-liability on the undérsigned
Guarantor for payment to EGPC unless and until such liability has
been established by written statement of EGPC setting forth the
amount due under 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 pro-
vided that the Guarantor will have been informed in
writing by CONTRACTOR and EGPC that the Agree:
ment between CONTRACTOR, A.R.E., and EGPC has
become effective according to its terms, and sa‘d Guaranty
shall become cffective on the Effective Date of said Agree-
mert,

(2) This letter of Guaranty shall in any event automatically
eXpire :

(a) Three (3) ycars after the date it becomes etfective, or

(b) at such time as the total of the amounts shown on
quarterly jomt statements of EGPC and CONTRAC-

TOR equals or exceeds the amount of said minimuns
expenditure obligations, Whichever is ecarlier.

(3) Consequently, any claim in respect thereof should be
made to the Guarantor prior to either of said expiration
date at the latest accompanied by EGPC’s written state-
ment, setting forth the amount of under expenditure by
CONTRACTOR to the effect that -

(a) CONTRACTOR has failed to perform its expenditure
obligations reterred in this Guaranty, and -
(b) CONTRACTOR has failed to pay the expenditure
deficiency to EGPC. |
We declare that on issuing this Guaranty we did not exceed the
timit of total guaranties which we are entitled to issue as per Minis-
try of Economy’s letter No. dated

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

Yours faithfully,

Accountant Manager
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ANNEX “D”

CHARTER OF
SHEIBA PETROLEUM COMPANY,

ARTICLE I

A jJomt stock company having the nationality of the ARAB
REPUBLIC OF EGYPT shall be formed with the authorization
of the GOVERNMENT in accordance with the provisions of the

Agreement referred to below and of this Charter.

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

referred to below :

ARTICLE I1

The name of the Company is “SHEIBA Petroleum Company”,
abbreviated as “SHEIPETCO” and hereinafter referred to as “Ope-
rating Company’’,

ARTICLE III

 The Head Office of SHEIPETCO shall be 11 the A RE.
~ Cairo.

ARTICLE 1V

The object of SHEIPETCO is to act as the agency through
which EGPC and CONTRACTOR carry out and conduct the De-
velopment operations required in accordance with the provisions of
the Agrcement signed on the twenty ninth day of December, 1981
by and between the ARAB REPUBLIC OF EGYPT, THE EGYP-

TIAN GENERAL PETROLEUM CORPORATION and CO N?—
RACTOR covering petroleum operations in SHEIBA Area descri-

bed thereln.

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

covery pursuant to CONTRACTOR’s Work Program and Bud-
get approved in accordance with the Agreement.
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Operating Company shall keep account cf all costs, expenses and
expenditwres for such operations under the terms of the Agreemint

and Anncx “E” thereto.

Operatmg Company shall not engaqc In any business or under-
take any activity beyond the performance of said operations unless
otherwise agreed upon by EGPC and Contractor.

ARTICLE V

The authorized capital of Operating Company is twenty thou-
sand pounds (L.E. 20,000) divided into five-thousand (5,000) shares
of common stock with a valuc of feur Egyptian Pounds (L.E. 4) per

share having equal voting rights, fullv paid and non-assessable.

LGPC and CONTRACTOR shall each pav for, hold and own,
throughout the lifc of Operating Company referred to above, one-
halt (%4) of the capital stock of Operating Company. It is however
provided that the case in which ecither party mayv transfer or assign
the capital stock of the Company is the event in which either partw
wishes to transfer or assw‘n all or anv of its 1*10']1‘( or interests resultmq
irom this Agwcnu nt in its entirety., In such case, such transterr-

ing or assigning party (1ts successor and assigns) must transfer and
assign-a stock interest in Operating Company, equal to the trans-
{erred or assigned percentage of its owncrship interest ar ising {rom

the cntirety of the said Apgreement.

ARTICLE VI

Operating Company shall not own any right, title, interest or
estate in or under the Agreement or any development lease created
thereunder or in any of the Petroleum produced from any explorm
tion block or development lease area thereunder or m any of the
asscts, eqm;_)mmt or other propertv obtained or used in connection

therewith. and shall not be obligated as a principal for the financing
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of performance of any of the duties or obligations of either EGPC
or CONTRACTODR under the Agreement. Operating Company

shall not make any profit from any source whatever.

ARTICLE VII

Operating Company shall be no more than an agent for EGPC
and CONTRACTOR. Whenever it is indicated herein that Ope-
rating 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 decision or judgement of CONTRACTOR, or EGPC and
GCONTRACTOR, as may be required by the Agreement.

ARTICLE VIII

Operating Company shall have a Board of Directors consisting
of eight (8) members, four (4) of whom shall be designated by EGPC
and the other four (4) by CONTRACTOR. The Chairman shall

be designated by EGPC and shall also be a Managmg Director,
CONTRACTOR shall designate the General Manager who shall

also be a Managine Director.
ARTICLE IX

Meetings of the Board of Directors shall be valid if a
majority of the Directors are present and any decision taken at
such meetings must have the affirmative vote of five (5) or more
of the Directors; provided, however, that any Director may he re-
presented and vote by proxy held by another Director.

ARTICLE X

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

stock.
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ARTICLE XI

The Board of Directors shall approve the regulations covenng
the terms and cond:tions of cihplc)ymmt of the personnel of Operat-
ing Company employed directly by Operating Company and not
assigned thereto by CONTRACTOR and EGPC.

The Board shall, in due course, draw up the By-Laws of Operat-
ing Company and such by-Laws shall be effective upon bemng appro-
ved by a General-Meeting of the Shareholders, in accordance ‘with
the provisions of Article X hereof.

ARTICLE X1}

Operating Company shall come into existence within thirty (30)
davs after the date of Commercial Discovery as provided for in the
A greement.

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

Tt shall be wound up and hiquidated if the Agreement referred

tc above is terminated for anv reason as provided for therein.

EQPTTAN GENEKAI PEFTROLEUM CORPORATION
By & e i e e oo

POLAR BEAR INTERNATIONAL PETROLEUMS

EIMITED |
By :......... e e e

LOCHIEL EXPLORATION LTD.
By I ittt c e s e me s EERE I I

PAGE PETROLEUM LTD.
By . ;5.;.; ............... e v sielsTeIe s afale t a8 4 s s e R
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2.

ACCOUNTING PROCEDURE

ARTICLE 1

GENERAL PROVISIONS

Definuttons :
The definitions contained in Article I of the Concession

Agreement shall apply to this Accounting Procedure and have
the same meaning. Certain accounting terms herein used are

defined as follows :

a. “Agreement” means the Concession Agreement of which
this Annex is a part.

b. “Non-Operator” means the parties to the Agreement other
than CONTRACTOR when it is performing work

Statements of Activity

2. CONTRACTOR shall pursuant to Article IV of the Agree-
ment: render to Non-Operator within thirty (30} days of
the end of each Calendar Quarter a Statement of Explora-
tion Activity reflecting all charges and credits relatec to

the Exploration operations for that Quarter summarized
by appropriate classifications indicative of the nature

thereof,

b. Operating Company shall render to EGPC and CON-

TRACTOR within fifteen (15) days of the end of cach

Calendar quarter a Statement of Development and Ex-
ploration Activity reflecting all charges and credits related

to the Development and Exploration operations for that
quarter summarized by appropriate classifications indica-
Gve of the nature thereof except that items of controllable
material and unusual charges ant credits shall be detailed.
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3.  duajustments and Audits :

a. Lach dStatement of Exploration Activity shall conclusively
e presumed to he wrue and corcect atter three (3) mentis
tollowing the receipt ot cach staternent by EGPG unless
within the said three (3) months EGPCU takes written cx-
ception thereto pursuant to Article IV () of the Agree-
ment.  During said three (3) montlis period supporting
documents will be available for mspection by EGPC dur-
ing all working hours, CONTRACGTOR will have the
same audit nights on Operating Company statcments as
EGPC under this sub-paragraph.

b. All Statements of Activity for Development for any Ca-
lendar quarter shall conclusively be presumed to be true and
correct three (3) months following the receipt of such
statement unless within the said three {3) month pevied
EGPC or CONTRACTOR takes written exception
thereto. Pending  expiration of said three (3) months
EGPC or CONTRACTOR or both of them shall have
the right to audit Operating Company accounts, records
and supporting documents for such quarter in the same
manner as provided in Article IV (f} of the Agreement.

4. Currency Exchange

CONTRACTCOCR’s books for Exploration and Operating Com-
pany's booxs [or Development and Exploration, if any, shall be
kopt in the AARK. in U.S. Dollars. All U.S. Dollare cxpmditu—
res shall be charged in the amount expended. All Egyptian
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pounds expenditures shall be translated to U.S. Dollars at the
official buying rate of exchange issucd by the Central Bank of
Egypt on the first day of the month in which expenditures ace
recorded, and all other non-U.S. Dollar expenditures shall ¢
translated to U.S. Dollars at the buying rate of exchange for
such currency as quoted by National Westminister Bank [ jmi-
ted, London, at 10.30 a.m. GM.T., on the first day of the
month m which expenditures are recorded. A record shall he
kept of the exchange rates uscd in translating Egyptian Pounds

or other non - U.S. Dollars expenditures to U.S. Dollars.

5<Precedence of Documents :

In the event of any mconsistency or conflict between the nr0-
visions of this Accounting Procedure and the provisions of the

Agrcement treating the same subject differently, then the pro-
visions of the Agreement shall prevail.

b Revision of Accounting Procedure :

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

No Charge for Interest on Investment :

interest on investment or anv hank fees or charges shall not, =zt
any time be charged as recoverable cost under the Agreement,



BAY Alw pelews Jal 3 (::) e Vo >l __wjj\ SIVRPS IR e

i e ———

ki ey .~

—

( 1:5&!\ sl )

Olal e i3 g all s u..“(...“

5 22U e sl a A - R 4 sl V1 23 5#-1 | \..!a

| 5— {_\i#“ s Jsll J==2 43l B at® anslll > e
ﬂ.:\.&_g ‘ -’-Lfiﬂ {_'.:Bjj.al‘_g LA:JLCJ‘ # ;_',.:L:l.a.ajh Aot L] ;5_',..:*:” ‘3:_’1: e }T ;J.:IL:Q
. ‘-'L.E\.aj"}“ v ML_“ 5.3[_.“ (-l(:-g\j \.433 JALx._g ;___;_}.5' ;_,:l:!_g_'_..a.“_g L_ﬂ...!U:J!

:CL,‘Jlj_,_.Eg._\

bl oo oo &5 51 Lo T W g 4l 32l UG (6
o ailll el a4l cdbs e Jpand) o

;Lo bl a1y Dlaadt — ¥

¢ Sl d_SW S 5T Joll s st DL s (1)
o ges dalmll sy A5 5l Oghen ol ¢ g
o o) gl dz gl ) iy DL M ElS @ L A3 sos
led O shoms s a5 2d__p 1B S0 Gadmh Al o 23 adb Gl
AT e B ea dale dniloea ay 2 C.:\-:“J.l‘ﬁ s ads Allal s
JLeY 2 o s e Sur L Al e Al Soband
o Je @bl 1,E0 aobaay Jlll AT G o !
:fi”?“ a5 s Sl I OB (w) 5 Al (v) 5 A ods 5l

e O s LD I et & PR WO RPN )
g ﬂt:ﬁ (\“) ey :l?'_;'-d‘j L...-w--..n..” nr-:{_ﬁ Lgi-"—;-‘"



VPV 1RAY ae e JaT 3 (2) 550 W oadl A JI s 2l

e S ey ey S e i el . - it o, Fe — —
FE

ARTICLE 11

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 expenscs, which costs and expenses shall be
classified and treated in accordance with Article VII of the Agree-
ment..

1.  Surface Rights :

All direct cost attributable to the acquisition, renewal or re-
hinquishment of surface rights acquired and maiutaincd b 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 be, directly enga-
ged 1n the various activities under the Agreement includ-
ing salaries and wages paid to geologists and other emplo-
yees who are temporarily assigned to and employed in
such activities. Such salaries and wages to be certified
by a certified public accounting firm.

Reasonable revisions of such salaries and wages shall be
ettected to take into account changes in CONTRACTOR s
policies and amendments of T.aws applicable to salaries.
For the purpose of this paragraph 2, and paragraph 3.
salaries and wages shall mean the assessable amounts for
A.R.E. Income Taxes, including the salaries during the
vacations and sick leaves, but excluding all the amounts of

the other items covered by the p rcentage fixed under 3
below.
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B.  For expatriate employees permanently assigned to FKgypt :

1.

2.

3.

All allowances applicable to salarics and wages;
Cost of established plans; and

All travel and relocation costs of such cxpatriaie em-
pioyees and their familics to and from the employee’s
country or point of origin at the time of employment,
at the ume of separation, as a result of transfer from
one location to another and for vacation (transporta-
tion costs for employees and their families transferring
from AR.E. to another location other than their

country of origin shall not be charged to A. R. E.
Operations).

Costs under this sub-paragraph 2.B shall be equal to
seventy (/0) percent except for employees whose families
have not been  transferred to ARE., in which case the
percentage will be fifty (50) percent of basic salaries and

wages pawd for such expatriate personnel including those
pawd during vacations and sick leaves as established in
CONTRACTOR's international policies, paragraph 9 and
sub-paragraph 11.A and C of this Article II.

However, salaries and wages during vacations, sick

leaves and disability are covered by the foregoing percen-
tage. The percentage outlined above reflects CONTRA-
TOR’s actual costs as of the Effective Date with regard

to the following benefits, allowances and costs -

1.

IO

Anticipated termination of lease contract in A.R.T.
or abroad.

Household  implements trapsportation in AR.E. or
abroad (round trip). -

Clothing equipment allowances.
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R o T B R

Expenses connected with departure and agnival of
employees and their familics.

J. Accruals of severance indemnitv

0.

10.

11.

12.

13.
14.

Charges for social security and msurance such as :

— Retirement plan.
—  National Health Insurance.

—-  DJnemployment Insurance.

— Accident and disability Insurance.

— Extraordinary additional Insurance.

Ciontractual travel expenses of emplovees and thew
famulies.

Excess lugpage.

Recrcational Allowances.

Medical assistance to emplovees and their families n

or outside A.R.E.

Housing and utilities allowances.

Eduacation allowance ({children of expatriate emplo-
yees) and educational assistance.

Settlement allowance i or outside A.R.E.

Contribution for rescttlement expenses at repatria-
tion.

15. Vacations. sick leaves and disability salaries or expenses.

16.

Anv other costs. allowances and benefite of a  like

nature as established in CONTRACTOR’s interna-

tional policies.
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The percentages outlined above shall be reviewed at intcrvals
of three (3; years trom: the Lffective Daw and at such ume CON-
I RACTOR and EGPC will agree on new percentages to be usoed
under this paragraph.

Revisions of the percentages will take into consideration variz-
nces 1n costs and changes in GONTRACTOR s international pol:-
cies which change or exclude any of the above allowances and
benefits.

The revised percentages will reflect as ncarly as possible CON-
TRACTOR’s actual costs of all its established allowances and
benetits and of personnel transfers.

(C) For expatriate employees temporarily assigned to Egypt all
or assessment Imposed by govermmented authority which
tion costs for such expatriate as paid in accordance wit:
CONTRACTOR's intermational policies such costs shail
not include anv administrative overhead other than what
is mentioned in Article IT 11 b.

‘D) Costs of expenditure o contributions made pursuant to law
or assessment imposed by governmental authority which

‘are applicable to labour cost of salaries and wages as pro-

vided under Sub-Paragraphs 2.A and 2.B, Paragraph 9
and Sub-Paragraphs 11.A and 11.C of this Article IT.

3. Bencfits, Allowances and Related Costs of National Empioyees:
Bonuscs, overtime, customary allowances and benefits on a basis
sumilar to  that prevailing for Oil Companies operatine in
A.R.E., all as chargeable under Sub-Paragraph 2.A Paraeraph
9 and Sub-Paragraphs 11.A and 11.C of this Article 11.
Severance pay will be charged at a fixed rate applied to navrolls
which will equal an amount equivalent to the maximum lia-
bility of scverance payment as required under the AR

Labour Law.
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4.  Alaterial:

siaicrial, equipment and supplies purchased or furnished as
aich by CONTRACTOR or Operating Company.

b, Purchases :

Material, cquipment and supplies purchased shall be at
price paid by CONTRACTOR or Operatine Company
atter deduction of all discounts actually received.

b, Material Furnished by CONTRACTOR

Material required for operations shall be purchased dire-
ctly whenever practicable, except that CONTRACTQR
may furnish such material from CONTRACTOR’s alfi-
hates stocks outside the A.R.E. under the following con-

ditinns

(1) NE:W M&t{:ria[ (anditi()n HAﬁ)

New material transferred from CONTRACTOR's
affibates werchouse or other properties shall be priced
at cost, provided that the cost of material supplied is
no higher than international prices for material of
similar quality supplied on similar terms, prevailing
at the time such material was supplied.

(2)  Used Material (Condition “B” and “C»).

a.  Matenal which ic in sound and serviceable con-
ditton and Is suitable for re-use without FECO1 -
chtioning shall be classed as Condition “B” and
priced at seventy-five percent (75%) of the price
of new material,
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h.  Material which cannot be classified as Condition
“B” but which is serviceable for origmnal function
but substantially not suitable for reconditioning,

shall be classed as Condition “CG” and priced at
fifty percent (50%) of the price of new material,

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

d.  Tanks, buildings and other equipment mvolving
erection costs shall be charged at applicable per-
centage or knocked-down new price.

(i. Warranty of Materials Furnished by CONTRACTOR

CONTRAGTOR does not warrant the material fur-
nished beyond or back of the dealer’s or manutacturer’s

guaranty; and in case of defective material, credit shall
not be recorded unti! adjustment has been recewved hv
CONTRACTOR from manufactures or their agents.

[ il

5. Transportation and Employee Relocation Costs :

(A) Transportation of equipment, materials and supplics ne-
cessary for the conduct of CONTRACTOR’s activities.

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

(C) Employees transportation and relocation costs for National

cmployees to the extent covered by established Ipolicies.
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6. Services :
(A} Qutside services.

The contracted costs for consultants, services and utilities

procurcd from third parties.

(b) Cost of servicesperformed by EGPC or by CONTRACTOR
or their Affiliated Companies in facilities 1nside or outside
the AR.E. Regular, recurring, routine services, such as
interpreting magnetic tapes and/or other analyses, shall
be performed and charged by EGPC and/or CONTRAC
TOR or their Affiliated Companties at an agreed contrac-
ted price. Major projects involving engineering and disign
services shall be performed by EGPC and for CONTRAC-
TOR or their Affiliated Companies at a negotiated contract
amount. Use of EGPC’s CONTRACTOR’s or their

Affiliated Companies wholly owned equipment shalil- be
charged at a rental ratc commensurate with the cost of
ownership and operation, but not in excess of competitive
rates currently prevailing in the A.R.E. for Exploration.
CONTRACTOR’s and its Affiliatced Companies’ rate shall
not include any administrative or overhead costs other than
what is mentioned n Article IT 11 (b).

Damages and Losses :

All costs or expenses, necessarv to replace or repair damages or
losses incurred by fire, flood, storm, theft. accident or any other
cause not controllable by CONTRACTOR or Operating Com-
pany through thc exercise of reasonable diligence. CONT-
RACTOR or Operating Company shall furnish EGPC written
notice of damages or losses incurred in cxcess of ten thousand
710,000} U.S. Dollars per occurrence. as soon as nracticable
after report of the same has been received by CONTRACTOR
or Operating Companv.
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8. Insurance and Claims:

The cost of any public liability, property, damage and other
msurance against liabilities of CONTRACTOR, Operating
Company and/or the partics or any of them to their emplovees
and/or outsiders as may be required by the laws, rules and
regulations of the GOVERNMENT or as the parties may agree
upon. The proceeds of any such insurance or claim collected

shall be credited against operations.

If no insurance is carried for a particular risk, all related
actual expenditures incurred and paid by CONTRACTOR or

Operating Company in settlement of any and all losses, claims,
damages judgements and any other expenses, including legal

Services.

L

Indirect Expenses :

Camp overhead and facilities such as shore base. warehouse.
water systems, road systems. salaries and expense of field
supervisory personnel, field clerks, assistants, and other general

employees indirectly serving the Area.

10. Legal Expenses :

All costs and expenses of litigation, or legal services otherwise
necessary or expedient for the protection of the Area, includ-
Ing attorney’s fees and expenses as hereinafter provided, toge-
ther with all judgements obtained against the parties or anv
of them on account of the operations under the Agreement, and
actual expenses incurred by any party or parties hereto in
securing cvidence for the purpose of defending against anv
action or claim prosecuted or urged against the operations or
the subiect matter of the Agreement, in the event actions or
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claims affecting the interests hercunder shall be handled by the
legal staff of one or more of the parties hereto, a charge com-
mensurate with cost of providing and furnishing such services

may be made to operations.

Admmuistrative Overhead and General Expenses :

A. While CONTRACTOR :: conducting Exploration acavit-

1es, cost of statfmg and maintaining CONTRACTORs
head office in the ALR.E., and/or other offices established
in the A.R.E., as appropriate other than field offices
which will be charged as provided in Article 11, Paragraph
9 above, and excepting salaries of employees of CONT-
RACTOR who are temporarily assigned to and directly
serving on the Area. which will be charged as provided in

Article 11, paragraph 2 above.

CONTRACTOR’s administrative overhead outside the
A RE. apnlirable to the ARE. Exploration oneration

which will be charged each month at the rate of five
percent (5%) of total Exploration expenditures while

CONTRACTOR is conducting Exploration activities.
Administrative overhead outside A.R.E. will not be charged

while Operating Compaany is conducting Exploration acti-

vities, No other direct charges as such for CONTRAC-
TOR’s administrative overhead outside the A.R.E. will be

applied against the Exploration obligation. Fxambvles of
the type of costs CONTRACTOR is mcurring and char-
ging hereunder duc to activities inder the Agreement and

covered by said percentages are

(1} Executive ~— 'Time of executive officers.
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(2) Treasury — Financial apd exchange problems

(3) Purchasing — Procuring materials, equipment
and supplies.

(4) Exploration and Production — Directin, advising and

controlling the entire project.

(5) Other departments such as legal, comptroliers and
enginecring which  contribute tim:. knowledge and
experience to the operations.

The foregoing does not preclude charging tor direct service

under sub-paragraph 6.b of this Article .

C. While Operating Company is conducting activities, Ope-
rating Company’s personnel engaged in general clerical and
office work, supervisors and officers whose time 1s generally
spent in the main office and not the field, and all emplo-
yees generally considered as general and administrative and
not charged to other types of expense will be charged to
operations. Such expenses shall be allocated each month
between Exploration and Development operations accor-
ding to sound and practicable accounting methods.

12. Taxes :

All taxes, duties or levies paid in the A.R.E. by CONTRAC-
TOR or Operating Company with respect to this Agrecement
other than thosc covered by paragraph (f) (1) of Article TIT of
the Agreement.
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13. Continuing CONTRACTOR Costs :

Costs of CONTRACTOR activities required under the
Agreement and mcurred exclusively in the ALR.E. after Opera-
ting Company is formed. No sales expenses mcurred outside

or mside the A.R.E. may be recovered as a cost.

4. Other £xpenditures :

Any costs, expenses or expenditures, other than those which
are covered and dealt with by the foregomg provisions of this
Article II, incurred by CONTRACTOR or Opcrating Com-

pany under aporoved Work Programs and Budgets.

ARTICLE 11l

INVENTORILS

1.  Pernwodic Inventories, Notice and Representatior. :

At reasonable mtervals as agreed upon bv EGPC and CON-
TRACTOR mventories shall be taken by Operating Company
of the operations materials, which shall include all such mater-
1al, physical assets and construction projects.  Written notice of
mitention to take inventorv shall be given by Operating Com-
nany to EGPC and CONTRACTOR at least thirty (30} days
hefore any inventory is to begin so that EGPC and CONTRAC-
TOR mav be represented when any  Inventory 1s taken.

Failure of EGPC and/or CONTRACTOR to be represented
at an inventory shall bind them to accept the inventory taken
by Operating Company. who shall in that event fumnish the
partv not represented with a copy thereof.
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Reconciliation and Adjustment of Inventories :

Reconciliation of inventory shall be made by CONTRAGTOR

and EGPC, and a list of overages and shortages shall be jointly
cletermined by Operating Company and CONTRAGTOR
-t T4LPC, and the inventory adjusted by Operating Com-

pany.

ARTICLE 1V

COST RECOVERY

Statements of Recovery of Costs and of Cost Recovery Crude
Oil :

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

7)) Recoverable costs carried from the previous quarter if any ;

71) Recoverable costs incurred and paid during the quarter.

177} Total recoverable costs for the quarter, (i) + (u).

iv) Value of Cost Recovery Crude Oil taken and separately,

disposed of by CONTRACTOR for the quarter.

v}y  Amount of costs recovered ftor the quarter.
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i) Amount of recoverable costs carried into the succeeding

quarter, if any.

2if) Excess, if any, of the value of Cost Recovery Crude Oil
taken and separately disposed of by CONTRACGCTOR over

costs recovered for the quarter.

2

Payments :

If such statement shows an amount due EGYC, payment ot that

amount shall be made in U.S. Dollars by CONTRACGTOR
with the rendition of such statement. If CONTRACITOR
fails to make any such payment to EGPC on the date when
such payment is due, then CONTRACTOR shall pay an nte-
rest of 2.5% higher than the London Interbank Borrowing
Offered Rate (LIBOR) for three (3) months U.S. Dollars de-
posits prevailing on the date such interest is calculated. Such

mterest pavment shall not be recoverable.

3. Settlement of Excess Cost Recovery Crude O

EGPC having the right to take its entitlement of excess Cost
Recovery Crude Oil under Article VII sub-paragraph (a) of the

Agreement, in kind during the said Quarter. A settlement shall
be required with the rendition of such statements in case Con-

tractor has taken more than its own entitlement of such excess.

4. Audit Right :

EGPC shall have a period of twelve (12! months from receint
of any statement under this Article IV in which to audit and
raise objection to any such statement. EGPC and CONTRAZL-

TOR shall agree on any required adjustments.
Supporting documents and accounts will be available to

FGPC during said twelve (12) m aihs eriod,
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ARTICLE V
CONTROL AND MAJOR ACCOUNTS

1. Lxploration QObligation Gontrol Accounts :

CONTRACTOR will establish an Exploration Obligation
Control Account and an offsetting contra account to control
therein the total amount of Exploration expenditures reported

on otatements of Activity prepared per Article 1.2.A hereoi,
less any reductions agreed to by EGPC and CONTRACTOR

following written exceptions taken by a Non-Operation pur-
suant to Article 1.3. a hereof. In order to determine when
minimum Exploration Obligation have heen met,

2. (Cost Recovery Control Account :

CONTRACTOR will establish a cost Recovery Control Ac-
count and an offsetting contra account to control therein the

amount of cost remaming to be recovered, if any, the amount
of cost recovered, and the valuc of Excess Cost Recovery Crude
Oil, if any.

3. Major Accounts :

For the purpose of classifying costs, expenses and expenditures
for cost recoverv as well as for the purpose of establishing when
the Expioratinn oblization has been met, costs, expenses and
expenditures shall he recorded in major accounts including the
following :

Exploration Expenditures
Development Expenditures other than Operating Expenses
Operating Expenses

airh-aceormnts shall be used.

Revenne accounts shall he maintained by CONTRACTOR 1o
the extent necessarv for the control of recoverv of costs and the
treatment of Cost Recovery Crude O1l.
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