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CONCESSION AGREEMENT FOR PETROLEUM
EXPLORATION AND EXPLOITATION

BETWEEN
THE ARAB REPUBLIC OF EGYPT

AND
THE EGYPTIAN GENERAL PETROLEUM CORPORATION

TAND

KARIM OIL DEVELOPMENT CO. LTD.
IN

WEST KARIM AREA, EASTERN DESERT OF EGYPT

This agreement made and entered on this Ninth day of

Oct. 1983, by and between the ARAB REPUBLIC OF EGYPT
(heremafter referred to variously as “A.R.E.” or as the “GOVER-
NMENT?”), the EGYPTIAN GENERAL PETROLEUM COR-

PORATION, a legal entity created by law No. 167 of 1958 as
amended (hereinafter referred to as “EGPC”) and KARIM
OIL DEVELOPMENT CO., LTD., a company organized and
existing under the laws of Japan (hereinafter referred to variously

as “KAOGO” or as “CONTRACTOR™).
WITNESSETH

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

WHEREAS, EGPC has applied for an exclusive concession
for the exploration and exploitation of petroleum in and throughout
the area referred to in Article II, and described in Annex ‘“A”

and shown approximately on “B”’ which are attached hereto and
made part hereof ; and
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WHEREAS, CONTRACTOR agrees to undertake its ob-

ligations provided Jheremnafter as contractor with respect to the

exploration, development and production of petroleum 1n said
Area; and

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

WHEREAS, the Minister of Petroleum pursuant to the

provisions of Law No. 86 of 1956, may enter into concession

agreement with EGPC and with KAOCQO, as a contractor in
the Area.

NOW; Therefore, the parties hereto agree as follows :

ARTICLE 1
DEFINITIONS

a) ‘“Exploration’” shall include such geological, geophysical,
aerial and other surveys as may be contained in the approved
Work Programs and Budgets, and the drilling of such shot
holes, core holes, stratigraphic tests, holes for the discovery
of Petroleum or the appraisal of Petroleum discoveries
and other related holes and wells, and the purchase or acquisi-
tion of such supplies, materials and equipment therefore,
all as may be contained in the approved Work Programs and

Budgets. 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 :

1) 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
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i) Design, engineering, construction, installation, servicing and
maintenance of equipment, lines, systems, facilities, plants
and related opcrations to produce and operate said de-
velopment wells, taking, saving, treating, handling, storing,
transporting and delivering petroleum repressuring, recycling:
and other secondary recovery projects, and

ut) transportation, storage and any other work or activities
necessary or ancillary to the activities specified in (i)

and (1)

¢c) “Petroleum” means liquid crude oil fof various densities,
asphalt, gas, casinghead gas and all other hydrocarbon
substances that may 'be found in, and produced, or
otherwise obtained and saved from the area under this

Agreement, and all substances that mayv be extracted
therefrom.

d) “Liquid Crude Oil” or “Crude Oil” or Oil means any
hydrocarbon produced from the Area which is in a liquid
state at the wellhead or lease separators or which is extracted

trom the gas or casinghead gasin a plant. Such term includes

distillate and condensate.

¢) “Gas” is natural gas both associated and non-associated,
and all of its constituent elements produced from any wellin
the Area and all nonhydrocarbon substances therein. Said

term shall include residual gas.

J) A “barrel” shall consist of forty two (42) United States gallons,

liquid measure, corrected to a temperature of sixty degrees

(60) Fahrenheit.
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¢)  “Commercial Well” means the first well in any geological
feature which after testing for a period of not more than
thirty (30) consccutive days where practical, but in any event
in accordance with sound and accepted industry production
practices, and verified by EGPC, is found to be capable of
producing at the average rate of not less than eight hu-
ndred (800) barrels of oil per day (BOPD). The dateot

discovery of a ¢“Commercial Well”1s the date on which such

well is completed and tested according to the above.

/) “A.R.E.’ means ARAB REPUBLIC OF EGYPT.

1) “Effective date”” means the date on which the text of this
agreement is signed by the GOV ERNMENT, EGPC and
CONTRACTOR, after the relevant law 1 1ssued.

i) “Year” or Calendar Year,, mecans a period ct twelve (12)
menths according to the Gregorian Calendar.

k) ¢Financial Year” means the GOVERNMENT’s 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” mean a company :

() The share capital, conierring a majority of votes at stock-
holders’ meetings of such company, of which 1s owned dire-
ctly or indirectly by a party hereto :

() Which 15 the owner directly or indirectly of share capital
conferring a majority of votes at stockholder’s meeting
of a party hereto; or
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p)

(127) Whose share capital conferring a majority ol votes at
stockholders’ .meetings of such company and the share
capital conferring a majority of votes of stockholders’
meeting of a party hereto are owned directly or indirectly
by the same company.

Exploration Block shall mican an area, the corner pomts of
which have to be coincident with 3" x 3’ latitude and longitude
divisions; according to the International Grid dystem where
possible or with the existing boundaries of the Area covered
by this Concession Agreement as set out in Annex “A”.

Development Block shall mean an area, the corner points of
which have to be coincedent with 1’ x 1’ 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”.

Development Lease (s) shall mean all or part of Development
block or blocks covering the geological structure capable of
production, the corner points of which have to be coincident
with 1’x 1’ latitude and longitude divisions according
to the International Grid System where possible or with the
existing boundaries of the Area covered by this Concession
Agreement as set out in Annex “A.”

ARTICLE II

ANNEXES TO THE AGREEMENT

Annex “A’ is a description of the Area covered and affected

by this Agreemeént, hereinafter referred to as “The Area”.

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

1:500, 000 indicating the Area covered and affected by this Agre-
ement and described in Annex “A”.
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Annex “C” is the form of a Letter of Guaranty to be issued by

the National Bank of Egypt, Cairo, Egypt, and to be submitted by
CONTRACTOR one day before the time of signature by the Minister
of Petroleum of this Agreement, for the sum of cight (8) million
US Dollars guaranteeing the execution of CONTRACTOR’s mini-
mum exploration obligations hereunder for the first three (3) vyear
cxploration period.Such guaranty shall remain cffective for six
(6) months after the end of the said three (3) vear period except

as 1t may be released prior to that time in 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.

Annex “E” is the Accounting procedure,

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

ARTICLE 111

GRANT OF RIGHT 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 arc contrary to or inconsistent
with any provisions of Law No. 66 of 1953, as amended or supple-
mented, shall have the force of Law, an exclusive concession 1n
and to the Area described in Annexes “A’” and “B”.

¢) The GOVERNMENT shall own and be entitled as hereinalter
provided to a royalty in cash or in kind of ten (10) percent of
the total quantity cf petroleum produced and saved from the
area during the development period including renewal, Said
royalty shall be borne and paid by EGPC and shall not be the
obligation of the CONTRACTOR, The payment of royalties

by EGPC shall not be deemed to result in income attributable
to the CONTRACTOR,
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b, An initial exploration period of three (3) vears shall start from
the Effective Date. Two (2) successive extensions to the
inittal exploration period of two (2) vears and one (1) year
respectively shall be granted to CONTRACTOR at its option
upon thirty days prior written notice to EGPC and subject only
to 1ts having fulfilled its obligations hereunder for the preceding
period. The Agreement shall be terminated if no Commercial
Discovery is established by the end of the sixth (6th) year of
the exploration period. However, such period may be extended
at CONTRACTOR’s option for up to six months to enable
the completion of drilling and testing of anv well actually
drilling or testing at the end of the sixth (6th) year exploration
period, but shall not exceed this period by more than six months.
The Election by EGPC to undertake a sole risk venture under
paragraph (c) immediately hercfater shall not extend the explo-
ration period nor affect the termination of the Agreement as

to CONTRACTOR.

¢) “Commercial Discovery” : After discovery of a Commercial
well, Contractor shall, unless otherwise agreed upon undertake,
as part of its Exploration program the appraisal of the discovery
by drilling one or more additional wells, to determine whether
such discovery is worthy of being developed commercially,
taking into consideration the recoverable reserves, production,
pipeline and terminal facilities required, estimated crude oil
prices, and all other relevant technical and economic factors.

A Commercial Discovery may consist of one producing reser-
voir or a group of producing reservoirs which after appraisal
15 worthy of being developed commercially, CONTRACTOR
shall give notice of a Commercial Discovery to EGPC immed-
lately after the discovery is considered by CONTRACTOR
to be worthy of commercial development but not later than
the compl'etion of testing and evaluation of the second “ex-
Ploration” appraisal well, or twelve (12) months following the
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date of the discovery of the Commercial well, unless other-
wise agreed upon, whichever is earlier ; except that the GONT-
RACTOR shall also have the right to give such notice of
Commercial Discovery with respect to any reservolr or reserv-
oirs 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 receipt of such notice EGPC and CONTRACTOR
shall meet and review all appropriate data with a view to
mutually agrecing upon the existence of a Commercial Dis:a
covery. The date of Commercial Discovery shall be thcrdif;
EGPC and CONTRACTOR mutually agree that a Commer-

cial Discoveryv exists,

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

OR to be a Commercial Discovery under the above provisions

of this paragraph (c¢), EGPC shall one (1) month after the

expiration of the period specified above within which CGON'T-

RACTOR can give notice of Commercial Discovery, or thirteen
(13) months after the completion of a well not considered a
“Commercial Well” have the right, following sixty (60) days
notice in writing to CONTRACTOR, at its sole cost, risk and
expense, to develop, produce and dispose of all Crude Oil
irom the geological feature on which the well has been drilled.
Said notice shall state the specific area covering said geological
feature to be developed, the wells to be drilled, the production
facilities to be installed and EGPC’s estimated cost thereof.
Within thirty (30) days after receipt of said notice GONTR-
ACTOR may, in writing, elect to develop such area as provided
for in the case of Commercial Di:covery hereunder. In such

event all terms of this Agreement shall continue to apply to
the specified area.
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If CONTRACTOR elects not to develop such area, the speci-
fic area covering said geological feature shall be set aside for
sole risk operations by EGPC, EGPC shall be entitled to per-
form, or in the event Opecrating Company referred to in Article
V1 has come 1nto existence, to have Operating Company per-
form, such opcrations for it at EGPC’s sole cost, risk and ex-
pensc. When EGPC has recovered from the Crude Oil prod-
uced from such specific area a quantity of Crude Oil e¢qual 1n
value to three hundred (300) percent of the cost it has incurred
in carrying out the sole risk operations, CONTRACTOR
shall have the option, only in the event there has been a sepa-
rate Commercial Discovery, to share in further development
and production of that specific areca 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 Crude Oil in the
normal manner for the recovery of expenses under Article VII
(a). Immediately following such payment the specific area
shall either (1) revert to the status of an ordinary Development
lease under this Agreement and thereafter shall be operated

in accordance with the terms hercof ; or (ii) alternatively, in

the event that at such time EGPC or its affiliated company is
conducting all development operations in the area at ifs sole
expense and EGPG elects to continue operating, the area shall
remain set aside and CONTRACTOR shall oaly be entitled

to 1ts production sharing perceatage of the Crude Oil as speci-
fied in Article V{I (b) below. The sole risk Crude Oilshall be
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valued 1in the manner provided in Paragraph (c) of Article
VII. In the event of any termination of this Agreement under
the provisions of paragraph (b) above this Agreement shall,
however, continue to apply to EGP(’s operation of any sole
risk venture hereunder, although such Agreement shall have

been termunated with respect to CONTRACTOR pursuant

to the provisions of said paragraph (b) abecve.

The development period shall be twenty (20) years from the
date of the first Commercial Discovery. This period may
be renewed for an additional period of five (5) years at the
option of CONTRACTOR upon six (6) months prior written
notice to EGPC. Following Commercial Discovery the ext-
ent of the whole area capable of production to be covered by
development lease or leases shall be mutually agreed upon bY
EGPC and CONTRACTOR and be subject to the approval
of the Minister of Petroleum. Such area shall then be converted
automatically into a development lease or leases without the

1ssuance of any additional legal instrument or permission.

Development operations thereafter shall be started promptly
by Operating Company and be conducted in accordance with
good o1l field practices and accepted petroleum engineering
principles, until the field is considered to be fully developed.

- In the event no commercial production of Petrolenm in regular

shipments is established in any Development Block within
four years from the date of the approval of the Minister of
Petroleum referred to hereinabove such a Development Block
shall immediately be surrendered unless otherwise agreed upon

by EGPC.
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CONTRACTOR shall bear and pay all the costs and expenses
required in carrying out all the operations under this Agree-
ment but such costs and expenses shall not include any interest
on investment, ard CONTRACTOR shall look only to the
Petroleum to which 1t 1s entitled under this Agreement to
recover such costs and expenses. Such costs and expenses
shall be recoverable as provided m Article VII. During the
term. of this Agreement and its rencwal, the total production

achieved in the conduct of such operations shall be divided
between EGPC and CONTRACTOR in accordance with the

provision of Article VII.

1. CONTRACTOR shall be subject to the laws in forcein
the A.R.E. and the political subdivisions thercof, which

impose taxes on or are measured by income or profits,
including those laws imposing the commercial and in-
dustrial profits tax, municipal tax, defense tax and nat-
ional securitv tax on mcome and dividends paid with
respect to shareholders (hereinafter referred to as “A.R.E.
Income Taxes”), and except as otherwise provided in
the Agreement, shall comply 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

persons of books and records.

Any A.R.E. Income Taxes as described above which
may be levied against CONTRACTOR’s shareholders
as a result of CONTRACTOR’s activities under this
Agreement shall be the respensibilitv of EGPC.
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It 1s cxpressly agreed and acknowledged that EGP(C’s
share of the volume of crude o1l as determired under
Article VII includes a volume of crude o1l to meet the

CONTRACTOR’s A.R.E. Income Taxes as describ-
ed above in this paragraph (f) (1). BGPC agrees that
proceeds from such crude oil volumes will be used to
meet CONTRACTOR’s Income Tax liability in A.R.E. as

and when due.

2. For purposes of applying paragraph (f) (1) of this Article,
the total taxable income of CONTRACTOR in respect

of any Tax Year shall be an amount calculated as follows :

;) The total of the sums received by CONTRACTOR

from the sale or other disposition of all Crude Oil
acquired by CONTRACTOR pursuant to Article

VII, paragraphs (a) and (b) .

LESS

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

5) The value, as determined in paragraph (c) of
Article VII of the excess Cost Recovery Crude
Oi1l taken and separately disposed of by GONT-

RACTOR pursuant to Article VII, paragraph
(2) (2);

PLUS
i) An amount equal to CONTRACTOR’s A.R.E.

Income Taxes.

3 EGPC shall assume, pay and discharge, on behalf of
CONTRACTOR, CONTRACTOR’s A.R.E. Income
Taxes out of the sums received by EGPC from the sale or

other disposition of its share of the Crude Oil.
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4. EGPC shall furnish to CONTRACTOR the proper oflic-
ial receipt evidencing the payment of CONTRAGTOR's

A.R.E. Income Taxes, within sixty (60) days following
the receipt by EGPC of GONTRACTOR tax declarat-
ion for the preceding Tax Year. Such receipts shall
be issued by the proper Tax Authorities and shall state
the amount and other particulars customary for such

receipts.

g) In calculating its A.R.E. Income Taxes, EGPC shall§be
entitled to deduct royalties paid by EGPC to the GOVERN-
MENT and the A.R.E. Income Taxes of CONTRACTOR

paid by EGPC on CONTRACTOR’s behalf.

ARTICLE 1V
WORK PROGRAM AND EXPENDITURES DURING

EXPLORATION PERIOD

2) CONTRACTQR shall commence exploration operations here-
under not latter than six (6) months after the Effective Date.

Not later than the end of the eighteenth (18 th) month after the
Effective Date, CONTRACTOR shallstart exploration drilling
in the Area, with a commitment of drilling two (2) wells
during the initial exploration period. EGPG shall make
available for contractor’s use all seismic, wells and other explo-

ration data in BEGPC’s possession with respect to the Area.

) Theinitial exploration period shall be three (3) years. CONTR-
ACTOR may extend this exploration period for additional
periods of twe (2) years and one (1) year respectively in accord-
ance with Article IEI by, each wpon a thirty (30) days prror wri-
tten notice to EGPC subject to its expenditure ef 1ts mimimum
exploration obligations for the then current period.
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CONTRACTOR shall spend 2 minimum of eight (8) million
US Dollars on exploration operations and activities related
thereto during theinitial three (3) year exploration period, and

CONTRACTOR shall dril two (2) wells during such period.
For the first two (2) yvear extension period that CONTRACT-

OR elects to extend beyond theinitial exploration period CON-
TRACTOR shall spend a minimum ofeight (8) million US
Dollars and for the second one (1) year extension 'period..
CONTRACTOR shallspend a minimum of five (5) million US
Dollars;and CONTRACTOR shalldrillone (1) well during

each of such extensions.

Should CONTRACGCTOR spend more than the minimum amo-
unt required to be expended during the initial three (3) year
exploration period or during any period thereafter, the excess
may be substracted from the minimum amount of money
required to be expended by CONTRACTOR during any succ-
eeding exploration period or periods, as the case may be

without affecting the work commitment obligations.

In case CONTRACTOR surrenders its exploration obligations
in this Agreement as set forth above before or at the end of the
three (3) years of the initial period, having expended less than
the total sum of eight (8) nullion US Dollars on exploration
orin the event at the end of the third (3rd)year CONTRACTOR
has expended less than said sum in the Area, an amount equal
to the difference between the said eight (8) million US
Dollars and the amount actually spent on exploration activities
shall be paid by CONTRACTOR to EGPC at the time ]

of surrendering or within three (3) months from the end of
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year of the initial exploration period, as the case may be. Any
expenditure deficiency by GCONTRACTOR at the end of any
additional period for the reasons above-noted shall similarly,

resultina payment by GONTRACTOR to EGPC of such defi-
ciency. Provided this Agreementis still in force as to CONTR A-
CTOR, CONTRACTOR shall be entitled to recover any such
payments as exploration expenditure in the manner provided
for under Article VII in the event of commercial production.
Without prejudice to Article [II  (b), in case no Commercial
Discovery 1s established by the end of the sixth (6th) vear,
or in case CONTRACTOR surrenders its exploration obligati-

ong under this Agreement prior to such time, EGPC shall not
bear any of aforesaid expenses spent by CONTRACTOR.

At least four (4) months prior to the beginning of each financial
year or at such other times as may mutually be agreed to by
EGPC and CONTRACTOR, CONTRACTOR shall prepare
an Exploration Work program and Budget for the Area setting
torth the exploration operations which CONTRACTOR prop-
oses to carry out during the ensuing year. During the exploration
period, such Work Program and Budget shall be at least
sufficient to satisly CONTRACTOR’s minimum expenditure
obligations for the period it covers, taking into account any
credits for excess expenditures by CONTRACTOR in prior

exploration period.

The Exploration Work Program and Budget shall be reviewed
by a joint committee to be established by EGPC and CONTRA-
CTOR after the Effective Date of this Agreement. 'This
Committee. hereinafter referred to as the “Exploration Advi-
sory Committee”, shall consist of six (6) members, three
(3) of whom shall be appointed by EGPC and three (3) by
CONTRACTOR. The Chairman of the Exploration Advisory
Committee shall be designated by EGPC from among the
members appointed by it. The Exploration Advisory Committee
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shall review and give such advice as it deems appropriate with
respect to thie proposed Work Program and Budget. Following
review by the Exploration Advisory Committee, CONTRAC(C-
TOR shall make such revisions as CONTRACTOR deems
appropriate and submit the Exploration Work Program and
Budget to EGPC for its approval. F ollowing such approval, it is

further agreed that

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

t) In the event of emergencies involving  danger of loss
of lives or pfoperty, CONTRACTOR may expend such
aaditional unbudgeted amounts as may be required to
alleviate such danger. Such expenditure shall be conside-

redin all respects as exploration expenditure and shall be

recovered pursuant to the provisions of Article VII hereof

d) CONTRACTOR shall advance all necessary tunds for all

materials, equipment, supplies, personnel admipistration
and operations pursuant to the Exploration Work Program
and Budget and EGPC shall not be responsible to bear or

repay any of the aforesaid costs.

CONTRACTOR shall be responsible for the preparation and

performance of the Exploratlon Work Program which shall

be implemented in a workmanlike manner a1d in consistence
. -d

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

CONTRACTOR shall entrust the management of exploration
operations in the A.R.E. to its technically competent General
Manager and Deputy General Manager. The names of such
Manager and Deputy General Manager shall, upon appoint-
ment, be forthwith notified to the GOVERNMENT and to
EGPC. The General Manager and, in his absence, the
Deputy General Manager shall be entrusted by CONTRACT-
OR with sufficient powers to carry out immediately all lawful
written directions given to them by the GOVERNMENT
Or 1ts representative under the terms of this Agreement. All
lawful regulations issued or hereafter to be issued which are

applicable hereunder and not in conflict with this Agreement
shall apply to CONTRACTOR.

/)  CONTRACTOR shall supply EGPC, within thirty (30) days
from the end of each calendar quarter, with a Statement of
Exploration Activity showing costs incurred by GONTRACT-
OR during such quarter. CONTRACTOR’s records and

necessary supporting documents shall be available for inspect-
1on 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 CONTRAGTOR 1n writing
1f 1t considers :

1) that the record of costs 1s not correct ;
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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 prevai-
ling at the time such goods or services were supplied,
provided however, that purchases made and services per-
formed within A.R.E. shall be subject to Article XXV ;

iiz) that the condition of the materials furnished by CONTR-
ACOR does not tally with their prices ; or

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

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

If 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 settle-

ment thereto.

CONTRACTOR shall supply all funds necessary for 1ts oper-
ations in A.R.E. under this Agreement in freely convertible
currency from abroad. CONTRACTOR shall have the right
to buy Egyptian currency whenever required and the conver-
sion shall be made at the local banks in the A.R.E. according

to the Official A.R.E. Rate of Exchange.
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() EGPC is authorized to advance to Contractor the Egyptian
currency required for the opecrations under this Agreement
against receiving from Contractor an equivalent amount ot
US Dollars at such rate of exchange, such dollars to be deposi-
ted in an EGPC account abroad with a correspondent bank
of the National Bank of Egypt, Cairo. Withdrawals irom
said account shall be used for financing EGPC’s and its affiliates
foreign currency requirements in accordance with their ap-
proved budgets, and subject to the approval of the Minister
of Petroleum.

ARTICLE V

MANDATORY AND VOLUNTARY
RELINQUISHMENTS

Maadatory
At the end of the third (3rd) year after the Effective Date
hereof, CONTRACTOR shall relinquish to the GOVERNMENT

a total of twenty five (25) percent in Exploration Blocks of the

original Area not then converted to a development lease or leases.

At the end of the fifth (5th) year after the Effective Date
hereof, CONTRACTOR shall relinquish an additional twenty

five (25) percent in Exploration Blocks of the original Area not

then converted to a development lease or leases.

Without prejudice to Article IIT and XXI, at the end of the
total exploration period, CONTRACTOR shall relinquish the
remainder of the original Area not then converted to a development

lease or leases.
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Voluntary

GCONTRACTOR may, voluntarily, during any period relin-
quish all or any part of the Area in Blocks provided that at the time
ot such voluntary relinquishment its financial obligations for ex-

ploration expenditure under Article IV paragraph (b) have been
satisfied for such period.

Any relinquishments hereunder shall be credited toward the
mandatory provisions of the above paragraph.

Following Commercial Discovery, EGPCand CONTRACTOR
shall mutually agree upon any area to be relinquished thereafter,

except for the relinquishment provided for above at the end of the
total exploration period.

ARTICLE VI

OPERATION AFTER COMMERCIAL
DISCOVERY

(¢) On Commercial Discovery, EGPC and CONTRACTOK
shall form in the A.R.E. an operating company which shall
be called Karim Petroleum Company hercinafter referred to
as KARIPETCO or as 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 KARIPETCO.
However, KARIPETCO shall, for the purpose of this Agree-

ment, be exempted from the follc}ﬁring laws and regulations

as now or hereafter amended or substituted :
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— Law No. 141 of 1963, on the formation of board of dire-
Ctors at private companies, societies and corporations, and
on the manner of workers representation thereon:

— Law No. 60 of 1971, on Public Institutions and Public
dector Units;

— Law No. 97 of 1976, organising dealings in foreign curren-
cles ;

— Low No. 48 of 1978, on the staff Regulations of Public
Companies ;

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

(6) The Charter of KARIPETCO is hereto attached as Annex
“D”" Within thirty (30) days after the date of Commercial
Discovery, the Charter shall take effect and Operating Com-
pany shall automatically come into existence, without any
further procedures.

(¢) Ninety (90) days after the date Operating Company comes
into existence in accordance with paragraph (b) above, it
shall prepare a development Work Program and Budget for
the remainder of the year in which the Commercial Discovery
1s made ; and not later than four months before the end of
the current financial year (or such other date as may be agreed
upon) and four months preceding the commencement of each
succeeding financial year thereafter (or such other date as may
be agreed upon) Operating Company shall prepare an annual
Production Schedule, Work Program and Budget for the succ-
ceding financial year. The Production Schedule, Work
Program and Budget shall be submitted to the Board of Direc-
tors for approval and to be finally approved by EGPC.
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Not later than the twentieth (20th) day of each month,
Operating Company shall furnish to CONTRACTOR a
written estimate of its total cash requirements for expenditure
for the first half and the second half of the sus:?:ﬁeding m2ath
expressed in US Dollars having regard to the approved budget.
Such estimate shall take into consideration any cash expected

to be on hand at month end.

Payment fo: the appropriate period of such month shall be
made to the correspondent bank designated in paragraph (e)
below on the first day and fifteenth day respectively, or the
next following business day, if such day is not a business day.

Operating Company is authorsized to keep at its owa disposal
abroad in an account opened with a correspondent bank of
the National Bank of Egypt, Cairo, the foreign funds advanced
by GONTRACTOR. Withdrawals from said account shall be
used for payment for goods and services acquired abroad and
for transferring to a local bank in the A.R.E. the required
amount to meet expenditures in Egyptian Pounds, for Oper-
ating Company in connection with its activities under this
Agreement. Within Sixty (60) days after the end of each
Financial Year, Operating Company shall submit to the
appropriate exchapnge control authorities in the AR.E. a
statement, duly certified by a recognised hrm of auditors,
showing the funds credited to that account, the disbursements
made out of that account and the balance outstand‘ing at the

end of the year.
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(f) If -nd for as long during the period of production operations

thire exists an excess capacity 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 formula whereby EGPC may use the excess
capacity if it so desires without any unreasonable financial,
or operational disadvantage to the Contractor.

ARTICLE VII

RECOVERY OF COSTS AND EXPENSES AND
PRODUCTION SHARING

1. Cost Recovery Crude Oil :

Subject to the auditing provision under this Agreement,
CONTRACTOR shall recover all costs and expenses 1n
respect of all the exploration development and related
operations under this Agrecment to the extent and out
of forty (40) percent quarterly of all Crude Oil produced
and saved from all development lcases within the Area
herunder and not used in petrolenm operations. Such
Crude Oil is hereinafter referred to as “Cost Recovery
Crude Oil”,

For all Exploration, Development and Production here-
under, such costs and expenses shall be recovered trom
Cost Recovery Crude Oil in the following manner :

t) All Operating Expenses, incurred after inmtial 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 either
in the Tax Year in which such costs and expenses
are incurred and paid or the Tax Year 1n which init-
ial Commercial Production occurs, whichever 1s

later date.
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11) Exploration Expenditures including those accumulat-

ed prior to the commencement of initial Gommercial
Production, which for the purposes of this Agrcement
shall mean the date on which the first regular ship-
ment is made, shall be recoverable at the rate of twen-
ty (20) percent per annum starting either in the Tax
Year in which such expenditures are incurred and
paid or the Tax Year in which initial Commercial
Production commences, whichever is the later date,

i) Development Expenditures, including those accu-

()

(2)

mulated prior to the commencement of initial Comm-
ercial production shall be recoverable at the rate of
twenty (20) percent per annum starting in the lax
Year in which such expenditures are incurred anc
paid or the Tax Year in which initial Commercial
Production commences, whichever is the later date,

To the extent that, in a Tax Year, costs, expenses
or expenditures recoverable per paragraphs (1), (i)
and (iil) preceding exceed the value of all Cost Recov-
ery Crude Oil for such Tax Year, the excess shall
be carried forward for recovery in the next succeed-
ing Tax Year or Years until fully recovered, but in
no case after the termination of the Agreement,

as to CONTRACTOR.

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

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

2. “Development Expenditures” shall mean all

costs and expenses for development with the
exception of operating expenses.
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2.

3. “Operating Expenses” shall mean all COsts,
expenses and expenditures made after initial

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

However, operating expenses shall include work-
over repair and maintenance of assets but shall
not include any of the following : side.tracking,
redrilling and changing of the status of a well
from oil well to water well and vice versa, repl-
acement of assets or a part of an asset, major
overhauling:that extends the life of the asset,
additions, improvement and renewals.

() It is understood and agreed upon that the recovery
of costs and expenses as based upon the rates reterred

to above shall be allocated to each quarter propor-
tionately (one fourth to each quarter). However,
any recoverable costs and expenses not recovered in
one quarter, as thus allocated, shall be carried for-
ward for recovery in the next quarter.
CONTRACTOR shall each quarter take and separately
dispose of all CGost Recovery Crude Oil produced, except
as provided in sub-paragraph (a) (3) below ot this
Article VII, phlus its share of the balance of the Crude
Oil as stipulated in paragraph(b) below of this Article VII.
To the extent that the value of the Cost Recovery Crude
Oil (as determined in sub-paragraph (c) below) exceeds
the actual recoverable costs and expenditures, including
any carry forward from paragraph (a) (1) (iv) above,
to be recovered in that quarter the value of such excess
Cost Recovery Crude Oil actually taken and separately
disposed of by CONTRACTOR shall be paid by CON-
TRACTOR to EGPC in the manner set forth in Article
IV of the Accounting Procedure contained in Annex “E”
and CONTRACTOR shall be deemed to have purchased

sich exeess Cost Recovery Crude ©nl.
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3. Ninety (90) days prior to the commencement of each
vear EGPC shall be entitled to elect by notice in writing
to CONTRACTOR to take delivery in kind, F.O.B,
export terminal or other agreed delivery point, of up to
50 percent of any excess Cost Recovery Crude Oil for that
year, and thereby reduce the amount to be purchased

by CONTRACTOR in the same percentage amount,

(b)) Production Sharing :

The remaining Sixty (60) percent of the Grude Oil shall be
taken and disposed of separately by EGPC and CONTRA-

CTOR according to the following incremental scale :

-

Crude Oil produced and saved
under this Agreement and not { EGPC CONTRACTOR

used in Petroleum operations | Share Share
barrels per day A o

That portion or increment up
to 20,000 Barrels per day 20 20
(monthlv average) ~

That portion or incremeant over
and above 20,000 lLzrrels per
day to 40,000 Barrels per day 83 17

(monthly average)

That portion or increment Over

and above 40,000 Barrels per 83 15
day (monthly average)

-
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1. Itis the intent of the Parties that the value of the Clost
Recovery Crude Oil shall reflect the prevailing market
price for Crude Oil. For the purpose of evaluating the
prevailing market value of the quantity of Cost Recovery
Crude Oil to which CONTRACTOR is entitled hereund-
er during each calendar semester, the weighted average
price realized for comparable quantities on comparable
credit terms in freely convertible currency from F.O.B.
point of export sales to non-affiliated compantes during
such semester at armslength by either EGPC or CONT-
RACTOR under all Crade Oil sales contracts currently
in eftect, but excluding crade oil spot sales not consistent
with prevailing market prices for similar Crude Oil and
also excluding Crude Oil sales contracts involving barter,
whichever is higher, shall be used. It is understood that
1n the case of C.I.F. sales, appropriate deductions shall be
made for transport and insurnace charges to calculate the
I.0.B. point of export price ; and always taking into acco-
unt the appropriate adjustment for qﬁality of crude oil,
freight advantage or disadvantage of port of loading and
other appropriate adjustments. Nevertheless, if CONT-
RACTOR considers the value of the Cost Recovery.

Crude Oil so determined not to reflect the market Conditions
prevailing during the calendar semester, CONTRACTOR
and EGPC shall meet and mutually agree upon the price.

If during any calendar semester there are no such sales by
EGPC or CONTRACTOR under Crude Oil sales contracts
currently in eflect, EGPC and CONTRACTOR shall meet

and mutually agree upon the price of Crude Oil to be used
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imn 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 sub-paragraph
(c) (1) or under this sub-paragraph (¢) (2) whichever is later,
and appropriate adjustment will be made thereto after deter-.
mination of a mutually agreed price by EGPC and CONT-
RACTOR.

Operating Company shall prepare (not less than ninety (90)
days prior to the beginning of each calendar semester follow-
ing regular prodution) and furnish in writing to CONTRACT-
OR and EGPC a forecast setting out the total quantity of
petroleum that Operating Company estimates can be produced,
saved and transported hereunder during such calendar sem-
ester 1n accordance with good oil industry practices. Oper-
ating Company shall endeavour to produce each calendar
semester the forecast quantity. The Crude Qil shall be run
to storage tanks constructed, maintained and operated accord-
ing to Government Regulations, by Operating Company in
which said Crude Oil shall be metered or otherwise measured
for royalty, and the other purposes required by this Agreement.

CONTRAGTOR shall have the right and the obligation to
separately take and dispose of currently all of the Crude Ojl
to which 1t 1s entitled as is 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, CONT-
RACTOR shall have the right to retain abroad all funds acqu-
ired by 1t abroad including the proceeds from the sale of jts
share of Crude Oil exported.

At a reasonable time prior to the commencement of Commer-
cial Production EGPC and CONTRACTOR shall meet and
agree upon a procedure for scheduling tanker liftings from the
agreed upon point of export. |
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ARTICLE VIII

TITLE TO ASSETS

EGPC shall become the owner of all assets acquifed and own-
ed by CONTRACTOR in connection with the operations
carried out by CONTRACTOR or Operating Company in

accordance with the following :

1. Land shall become the property of EGPC as soon as it
18 purc,hased-._‘"g'f i,

1J

Title to fixed and movable assets shall be transferred auto-
matically from GONTRACTOR to EGPC as they become

subject to recovery in accordance with the provisions
of Article VII ; or at the time of termination of the Agree-
ment, whichever first occurs.

T'he Book Value of the Assets created during each calendar
quarter shall be communicated by CONTRACTOR to EGPC
or by Operating Company to EGPC and Contractor within

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

During the term of this Agreement and the renewal period
EGPC, CONTRACTOR and Operating Company are entitled
to the tull use of all fixed and movable assets in connection with
operations hereunder in (1) the Area and (2) any other area
approved by EGPC and GONTRACTOR and proper account-
ing adjustment shall be made. CONTRACTOR and EGPC
shall not dispose of the same except with agreement of the
other.

- GONTRAGTOR may freely import into A.R.E., use therein

and freely export at the end of such use machinery and equip-
ment which 1t either rents or leases in accordance with good
industry practices.
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ARTICLE IX

BONUSES

(@ CONTRACTOR shall pay to EGPC as a Signature Bonus

the sum of one (1) million US Dollars on the Effective Date.

(0) Contractor shall pay to EGPC the sum of five hundred thousand

(500,000) US Dollars at the time of notification to EGPC
that Contractor elects to extend this Agreement for the first

two (2) years extension of initial exploration period.

Contractor shall alto pay to EGPC the sum of five hundred

thousand (500,000) US Dollars at the time of notification to
EGPC that Contractor clects to extend this Agreement for the
sccond one(l) year extension of the initial exploration period.

CONTRACTOR shall pay to EGPC :

the sum of three (3) milion US Dollars as a Production Bonus
when the total average daily production first reaches the
rate of thirty thouszand (3C,CCC) barrels per day for a period
of thirty (30) consecutive producing days. Payment will
be made within #fiiteen (1%) days thereafter.

CONTRACTOE hail 2iro pay to EGPC the additional
surm of ve (5) nuilion US Dollars as a Production Bonus
when the iotal average daily production first reaches the rate
af fifty thousand (50,000) barrels per day for a period of

thrty (30) consecutive producing days. Payment will be
made within fifteen (15) days thereafter.
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(¢) CONTRACTOR shall also pay to EGPC the additional sum
of seven (7) million US Dollars as a Production Bonus when

the total average daily production first reaches the rate of one

hundred thouszrd (1C0,0CC) barrels per day for a period of

thirty (30) consecutive producirg days. Payment will be
made within fifteen (15) days thereafter.

(f) | All the above mentioned Bonuses shall in no event be recovered

nor amortized by CONTRACTOR.

(&) In the event that EGPC elects to develop any part of the Area
pursuant to the sole risk provisions of Article III (c) herein-
above, production from such sole risk area shall be considered
for the purposes of this Article IX orly if CONTRACTOR

| exercises its option to share in such production, and on]y
from the initial date of sharing.

ARTICLE X
OFFICE AND SERVICE OF NOTICE

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

The General Manager and Deputy General Manager :shall
be entrusted by CONTRACTOR with sufficient power to carry

out 1mmed1ately all local written directions given to him by the

GCOVERNMENT or its' representatives 'under the terms of this

Agreement.  All lawful regulations issued or hereafter to be

1issued which are applicable hereurder ard not in conflict with

this Agrefment ckall erply to the duties ard activities of the Ge-
neral Manager ard Deputy General Manager.
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All matters and notices shall be decemed to  be validly servegd
which are left at the office of the General Manager or which are

sent to him by registered mail to CONTRACTOR’s office in
A.R.E.

- All matters and notices shall be deemed to be validly served
which are left at the office of the Chairman of EGPC or which

are sent to him by registered mail at EGPC main office 1in
Cairo.

ARTIGLE XI

SAVING OF PETROLEUM AND PREVENTION
OF LOSS

() Operating Company shall take all proper measures, according
to generally accepted methods in usze in the oil industry to
prevent loss or waste of petroleum above or under the ground
in any form during drilling, producing, gaihering and dis-
tributing or storage operations. The GOVERNMENT has
the right to prevent any operation on any well that it might

reasonably expect would result in loss or damage to the well
or the oil field.

{¢) Upon completion of the drilling of productive well, Operating
Company shall inform the GOVERNMENT or its represen-
tative of the time when the well will be tested and the production
rate ascertained.

(¢) Except in instances where multiple producing f{ormations in
the same well can only be produced economically through a
single tubing string, Petroleum shall not be produced from
multiple oil carrying zomes through one string of tubing at

the same time, except.with the prior approval of the GO-
VERNMENT or its representative.

{(d) Operating Company shall record data regarding the quan-
tities of petroleum and water produced monthly from each

development lease. Such data shall be sent to the GOVER-
NMENT or 1ts representative on the special forims provided
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lor that purpose within thirty (30) days aifter 1t 1s obtamed.
Daily or weekly statistics regarding the production from the
Area shall be available at all reasonable times for examination

by authorized representatives of the GOVERNMENT.

‘¢ Daily dnillirg records and the graphic logs of wells must show
the quantity and type of cement and the amount ol any other
materials used in the well for the purpose of protecting pet-
roleum, gas bearing or fresh water strata.

Any substantial change of mechanical cenditions of the well
after its completion should be subject to the approval of the repre-
sentative of the GOVERNMENT. '

ARTICLE XI1
CUSTOMS EXEMPTIONS

(@) EGPC, CONTRACTOR, Operating Company and thewr
centractors and sub-contracters engeged in carrying on ope-
rations under this Agreement shall be permitted to 1mmport
and shall be exempted from customs duties, with respect
to the importation of machinery, equipment, vehicles,
materials, supplies, censvmable 1items, foodstuffs and moevable
property when certified by responsible representative of EGPC,
to be used solely in carrying on operations under this Agrec-

ment.

‘6) Each expatriate-employee of CONTRACTOR and Operating
Company and the said contractors and sub-contractors shall
be permitted to import and shall be exemptirom all customs
duties with respect to the reasonable importation of household
goods, consumable items, foodstuffs (within the limits approved
by Ministry of Petroleum ) and personal effects including one
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automobile provided however, thatsuch properties are imported
for the sole use of the employee and his family and provided
further, that no such property imported by the employec

shall be resold by him in the A.R.E. except in accordance
with GOVERNMENT regulations,

The exemption provided in (a) of this Article shall not apply
to any 1mported items when EGPC considers and shows that
items of the same or substantially the same kind and quality
are manufactured locally and are available for purchase and
timely delivery in the A.R.E. at a price not higher than ten
(10) percent more than the cost of the imported item before cus-
toms duties, but after transportation and insurance costs have

been added.

Without prejudice to Article VIII, any of the items imported
mto the A.R.E. either exempt or not - exempt from customs
duties, taxes or imposts under this Article may be exported by

the 1mporting party at any time without the payment of any
export duty, or impost.

Used but serviceable material, equipment and good resulting

from operations hereunder may be sold within the A.R.E.

provided that the purchasers pay the applicable customs duties,

taxes or imposts, if any, except if sold to EGPC or an affili-
ated company of EGPC.

Material, equipment and goods so damaged or used as to
be non-serviceable and which are classified by CONTRAC-
TOR or Operating Company as scrap or junk (any such

CONTRACTOR’s appraisal being subject to EGPC approval
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and any such Operating Company’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 (€) and (f)

above, the proceeds from such sales shall be divided in the
following manner :

CONTRACTOR shall be entitled to reimbursement of its

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

(k) “Gustoms Duties’’, as used herin, shall include all duties,
taxes or imposts (except those charges paid to the GOVER-
NMENT for actual services rendered), which are payable

dgas a result of the importation of the item or items under con-
sideration. ¥

) There shall bs no licence required, and GONTRACTOR,
-EGPG, and their respective buyers shall be exempted from

any duty, tax, fee or any -other financial impost in respeact
of the export of Petroleum hereunder.

(7). EGPC, CONTRACTOR, OPERATING Company (ies) and
~ their CONTRACTORS and SUB-CONTRACTORS engaged
in this Agreement, for the purposes of this Article XII and
without prejudice to the limits and restrictions laid down

In paragraphs (a) and (b) above, shall be exempted from
Law No. 133 of 1981 promulgating the Law on consumption

tax as now or hereafter amended or substituted by any sub-
sequent laws.
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(a)

(5

(¢)

—_—
ARTICLE XIII

BOOKS OF ACCOUNT : ACCOUNTING AND
PAYMENTS

LGPG, CGONTRACTOR and Operating Company shall
cach maintain at their business offices in the A.R.E. books
of account, in accordance with the Accounting Procedure in
Annex “E” and accepted accounting practices generally used
in the petroleum industry, and such other books and records
as may be necessary to show the work performed under this
Agreement, including the amount and value of all petroleum
produced and saved hercunder. CONTRACTOR. and Oper-
ating Company shall keep their books of account and accoun-
ting records in United States Dollars. Operating Company
shall furnish t¢ the GOVERNMENT or its representat-ve
monthly returns showing the amount of petroleum produced
and saved hereunder. Siich returns shall be prepared in the
form required by the GOVERNMENT, or its representative
and shall be signed by the General Manager or by the Deputy
General Manager or a duly designated deputy, and delivered
to the GOVERNMENT or its representative  within thirty
(30) days after the end of the month covered in the return.

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

lor inspection by duly authorized representatives of the GOV-
ERNMENT.

CONTRACTOR shall submit to EGPC a Profit and Loss
statement for the fincncial Year not later than three (3)
months after the comniencement of the fc)llowing financial

vear to show its net profit or loss from the petroleum op-
erations under this Agreement for such year.

CONTRACTOR shall at the same time submit a year-end
Balance Sheet for the same financial Year to EGPC.

The Balanuce Sheet and Financial statements shall be cer-

tiflcd by an Egyptian certified accounting firm accepted by
EGPC.
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ARTICLE XIV
RECORDS, REPORTS AND INSPECTION

CONTRACTOR and/ or Operating Company shall prepare
and, at all times while this Agreement is in force, mainatin
sccurate and current records of its operations 1in the Area
hereunder. CONTRACTOR andj/or Operating Company
<hall furnish the GOVERNMENT or its representative, 1n
conformity with applicable regulations or as the GOVER-
NMENT or its representative may reasonably require 1nfo-

~mation and data concerning its operations under this Agre-
ement. Operating Company will perform the  functions

indicated in this Article XIV in accordance with their resp-

ective role as specified in Article V1.

CONTRACTOR and/or Operating Company shall save

and keep for a reasonable period of time a representa Ve

portion of each sample of cores and cuttings taken from drilhing
wells, to be disposed of, or forwarded to the GOVERNMENT
or its representative in the manner directed by the GOV-
ERNMENT. All samples acquired by CONTRACTOR and/
or Operating Company for 1ts own purposcs shall be cons-
‘dered available for inspection at any reasonable time by

the GOVERNMENT or its representatives.

Unless otherwise agreed to by EGPC, in case of exporting
any rock_ samples outside A.R.E., samples equivalent in size

and quality shall, before such exportation, be delivered to

. EGPC as representative of the GOV ERNMENT.
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(d) Originals of records can only be exported with the permission
| of EGPC ; provided, however, that magnetic tapes and any
other data which must be processed or analysed outside
the A.R.E. may be exported if a monitor or g comparable
record, if’ available, is maintained in A.R.E. and provided
that such exports shall be repatriated to A.R.E. immediately

upon EGPC request on the understanding that they belong
to EGPC. -

(¢ BDuring the period CONTRACTOR s conducting the
exploration operations, CONTRACTOR shall permit EGPC
through EGPC’s duly authorized representatives or employees
to have full and complete access to the Area at all reasonable
times with the right {0 observe the operations being conducted
and 10 1nspect all asscts, records and data kept by CONTR-
ACTOR. EGPC’s representative, in cxercising its rights under
the preceding sentence of this paragraph (e}, shall not interferc
with CONTRACTOR’s operations, CONTRACTOR. shall
provide EGPC with copies of any and all data (including,
but notlimited 1o, geological and geophysical reports, logs and
well surveys) information and interpretation of such data,
w:d other information in CONTRACTOR’s possession.

¥or the purpose of obtaining new offers, the GOVERNMENT
and or EGPC may show any other party geophysical and
g-ological data (the age of which is not less than one vear)

with respect to the Area as adjacent to the area of such new
n"l
oier,

ARTICLE XV
RESPONSIBILITY FCR DAMAGES

CONTRACTOR shall entirely and solely be responsible in
law toward third parties for any damage caused by CONTR-
ACTOR’S exploration operations and shall indemnify the GOV-
ERNMENT andfor EGPC against all damages for which they

may be held Lable on account of any such operations,



A A gl e B () b r\ sl — e I m_;x'\ A ¢

. bl ___

L ]

iy [ e S e d e

(5~ aslldl sal il )
da ol dlen O jLIel
cakl U Jsaal @ Gadl oo La sal (ped gal L,(LJ\’ Al
Vi s ¢ ld g I Shlall 21, Ao asliaf a.u:. F 32y
Sl LI A sy Jolilly Rl Dby Sllews B emd ndild
P I NI PR WO [ e Dlkes (o Jgias 20 ol 2
Jolll Olgnfy SNT | gheann OF ,,,31'-'-.;, PV AN edd o gis L aBlEYS
s Qe s e et YT b2 ‘:!j_w Viewzo! Sliealb 4 qf/,..Jl 5|
a3V sd_n 5 3.5 4 Oldeall 5 g o1 jhs- (5T ¢ jiL,a _,u-.,lf_.,t o
S Bl sas s Oldeall AL 45 ) ol Jalall L,as“},-.hg c_\.»_j_.(o;l! P o) ¢
Sl eaN g SN Sl \5@ Jor oy }l,é Sd> A3 Jjﬁ calr ﬁ 5,Las AN
L Slleatl LS a5l of Uslaly B g gedle og
AR IPIETS B v B B - RN i A B R oee
a_sLS el oY 5 ol Zﬁsuu AR AR P T AG LS ¢ Ll
Y g ine BUCa Bloa oqf iy Jindl 3 Ll Lo an 5 W PR
o it 3 aasl g WY Y s S Sl ?.g]wy U1
e Sle alald H d o Batas g ¢ BV A p e 3y adll G s
AN FE SE UK VRSO NS PN LV i R [ P S WP - | i
(52 dnladt 5501 )
C'TC ey o SN o suis i gl 5 gan
SV ol oy g0 Dldaall g i 5T G sl A4 ey (1)
Coeldfs g Aok Adee 43 L
b s e Cnldlly oaiglly G oY o Sy e

(_3 uu..k:»:.;....u.“ {réﬂ kn. .a.b_,.aj L_JJAEJL d__os L3l 45 .J' t‘T Jj[a.“
‘L-:lfv u:a}ra.i.“ "ubkjl 5> 4.:-_.*"_\.1.1 Y a..L_A ;54..;14.3 ul:,l,u]l



Ao NAAY dle £l g B () b Y o) — e Jh B o)

T

ARTICLE XVI .
PRIVILEGES OF GOVERNMENT REPRESENTATIVES
Duly authorized representatives of the GOVERNMENT

shall have access to the Area covered by this Agreement and
to the operations conducted thereon. Such representatives may
cxamine the books, registers and records of EGPC, CONTRAC-
TOR and Operating Company and make a reasonable number ol
surveys, drawings and tests for the purpose of enforcing this
Agreement. They shall, for this purpose, be entitled to make
reasonable use of the machinery and instruments of CONTRAC-
TOR or Operating Company on the condition that no danger or
impediment to the operations hereunder shall arise directly or
indirectly from such use. The GOVERNMENT shall inde-
mnity and reimburse CONTRACTOR or Operating Company for
any loss or damage which may in fact result from 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
activities shall endanger or hinder the safety or efficiency of
the operations. GONTRACTOR or Operating Company shall
offer such representatives all privileges and facilities accorded
to its own employees in the field and shall provide them, free
of charge, the use of reasonable office space and of adequately
turnished housing while they are in the field for the purpose of
tacilitating the objectives of this Article. Any and all inform-
ations obtained by the GOVERNMENT or its representatives

under this Article XVI shall be kept confidential with respect
to the Area. '

ARTICLE XVII

EMPLOYMENT RIGHTS AND TRAINING %OF
ARAB REPUBLIC OF EGYPT PERSONNEL

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

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

1. The expatriate administrative, professional and technical

personnel employed by GONTRACTOR or Operating

Company and the personnel of its contractors for the
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conduct of the operations hereunder, shall be granted a
residence as provided for in Law No. 89 of 1960 as amen-
ded, and Minister‘al Order No. 9 ¢l 1963 as amended,
and CONTRACTOR agrees that all imumnigration,
passport, visa and employment regulations of the A.R.E,
shall be applicable to aii alien employees of CONTR-
ACTOR working in the A.R.E. |

2. A minimum of twenty-five {25) percent of the combined

salaries and wages of each of the expatriate administra-
tive, professional and technical personnel employed by
CONTRACTOR or Operating Company shall be paid
monthly in Egyptian Currency. On final repatriation
such personnel shall have the right to remit abroad
in US Dollars or other currencies the unused portion ot
Egyptian Currency in excess of twenty five (25) percent

of such personnel’s salary.

CONTRACTOR and Operating Ccmpany shall cach sclect
its employees and determire the number thereof, to be used
for operations hercunder.

CONTRACTOR shall, after consultation with EGPC, prepare
and carry out specialized training p-rograms for all its A.R.E.
cmployees engaged in operations hereunder with respect to
applicable aspects: of the petroleum industry. CONTRA-
CTOR and Operating. Company vndertakes to repiace
gradually their non-exccutive expatriate stafls by qualihed

nationals as they are available.

During the period when CONTRACGCTOR i1s conducting
Exploration, CONTRACTOR shall give mutually agreed

numbers of EGPC -employees an opportunity to attend and
participat¢ in CONTRACTOR’s and CONTRACTOR’s

affiliate training programs relating to exploration and develop-

ment operations.
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ARTICLE XVIII
LAWS AND REGULATIONS

CONTRACTOR and Operating Company shall be :,ub]ect
to Law No. 66 of 1953 (excluding Article 37 thercof) a

amended or supplemented by Law No. 86 of 1956 and the
regulations issued for the implementation thereof, including
the regulations for the safe and cfficient performance of
operations carried out for the execution of this Agreement and

- for the conservation of the petroleum resources of the A.R.E.

provided that no regulations, modification or interpretation.
thereof shall be contrary to or inconsistent with the provisions

of this Agreement

EGPC and CONTRACTOR shall be cxempted from all
taxes, except as provided in Article III paragraph (f) for
income taxes, with respect to the extracting, producing, ex-
porting or transporting of petroleum hereunder. CONTR-

= AGTOR shall also be exempted from any tax on capital.

()

T'he rights and obligations of EGPC and CONTRACTOR
under, and for the effective term of this Agreement, shall be
governed by and in accordance with the provisions of this

Agreement and can only be altered or amended by the mutual

agreement of the said contracting parties.

T'he contractors and sub-contractors of CONTRACTOR and
Operating Company shall be subject to the provisions of this
Agreement which affect them. In so far as all regulations
which are duly issued by the GOVERNMENT fron time to

time are not in accordance with the provisions of thys Agree-
ment, such regulations shall not apply to the CONTRAU] OR

and sub-contractors.
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EGPC, CONTRACTOR, Operating Company and their
subcontractors shall for the purposes of this Agreement be
cexempted from all professional stamp duties i1mposed by
syndical laws with respect to their documents and activities
hercunder.

ARTICLE XIX

RIGHT OF REQUISITION

In case of national emergency,due to war or imminent f:xpect-
ation of war or internal causes, the GOVERNMENT may
requisition all or part of the production from the Area obtained
hereunder and require Operating Company to increase such
production to the utrhost possible maximum.

The GOVERNMENT may also requisition the oil field itself

and, if necessary related facilities.

In any such case,such requisition shall not be effected except

after inviting EGPC and CONTRACTOR or their répresen-

tative by registered letter, with acknowledgement of reccipt,
to express their views with respect to such requisition.-

The requisition of production shall be effected by Ministerial
Order. Any requisition of oil field itself, or any related facili-

ties shall be efiected by a Presidential Decree duly notified to
EGPC and CONTRACTOR.

In the event of any requisition as provided above, the GOVER-
NMENT shall indemnify in full EGPC and CONTRACTOR
for the period during which the requizition is mamtamsd

including :

1. All dam=zges which result from such requisition.
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2.

Full payment each month for all Petroleum extracted by
the GOVERNMENT less the royalty share of such

production, and

Other obligations of Contractor and EGPG hereunder.
However, any damage resulting from enemy attack 1s not
within the meaning of this sub-paragraph (d). Payment
hereunder shall be made to CONTRACTOR 1n U.S.
Dollars remittable abroad. The price paid to CONTRA-
CTOR for Petroleum taken shall be calculated 1n accord-

ance with Article VII paragraph (c).

ARTICLE XX
ASSIGNMENT

(2) Neither EGPC nor CONTRACTOR may assign to a person,

firm or corporation not party hereto, in whole or in part, any

of its rights, privileges,'dut'ies or obligations under this ‘Agref-,-

ment without the written consent of the GOVERNMENT.

(5) To enable consideration to be given to any request ior such
consent, the following conditions must be fulfilled :

.

The obligations of the assignor deriving from this Agree-
ment must have been duly fulfilled as of the date such

request is made.

The proposed assignee or assignees must produce reason-

2ble evidence to the Government of its or their financial

and technical competence.
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3. The mstrumcnt of assignment must include provisions
stating precisely that the assignee is bound by all covenants
contained in this Agreement and any modifications or
additions in writing that up to such time may have been
made. A draft of such instrument of assignment shall be

submitted to E.G.P.C. for review and approval before:
being formally executed.

(¢) Any assignment made pursuant to the provisions of this

Article shall be free of any transfer or related taxes charges or
fees.

(d) The assignor together with the assignee shall be jointly and

severally liable for all the duties and obligations of Contractor
under this Agreement.

ARTICLE XXI

BREACH OF AGREEMENT AND POWER TO
CANCEL

.....

'CONTRACTOR in the follmnng IIIStal’lCCS :

1. Ifit knowingly has submitted any false statements to the
- GOVERNMENT which were of a material consideration
for the exccution of this Agreement ;

2. [Ifit assigns any interest hereunder contrary to the
pmviaifms of Article XX hereof ;

3. If 1t 1s adjudlfated bankrupt by a court of competent
mrlﬂdlctmﬂ

- If it does not comply with any final decision reached as

the result of court proceedings conducted under
Article XXIIT paragraph (2) hereunder ;
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5. If it intentionally extracts any mineral other thap
Petroleum not authorized by this Agreement or withoyt

the authorlty ol the GOVERNMENT, except such

extractions as may be unavoidable as the 1esult of opera-
tions conducted hereunder in accordance with accepted
peiroleum industry practice and which shall be notified
to the GOVERNMENT or its representative as soon ag

possible ; and

6. Ifit commits any material breach of this Agreement or of
the provisions of Law No. 66 of 1953, as amended or
supplemented by Law No. 86 of 1956 which are not
expressly contradicted by the provisions of this Agreement,
Such cancellation shall take place without prejudice to
any rights which may have accrued to the GOVERN-
MENT against CONTRACTOR in accordance with the

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

(5) Ifthe GOVERNMENT deems that one of the aforesaid causes
(other Wan a force majeure cause referred to in Article XXI1I
hereof )'r%:{ists to cancel this Agreement, the GOVERNMENT
shall give CONTRACTOR ninety (50} days written notice
personally served on CONTRACGTOR’s General Manager in
the legally official manner and receipt of which is acknowle-
dged by him or by his legal agents, to remedy and remove such
Culse ; but if for any reason such service is impossible due
tb unnotified change of address, publication in the Official
Journal of the GOVERNMENT of such notice shall be consi-
dered as validly served wpon CONTRACTOR. If at the end
of the said ninety (90) days :'notice period such cause has not

been remedied and removed, this Agreement may be cancelled
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forthwith by Order ov Presidential Decree as aforesaid
provided however, that if such causce, or the fallure to remed:
or remove such cause, results from any act or omission of on:
party, cancellation of this Agreement shall be effective onls
against that party and not as against the other party hereto.

ARTICLE XXIT
FORCE MAJEURE

The non-performance ov delay in performance by EGPC anc
CONTRAGTOR, or either of them of any ﬁabﬁgati(m unde:
this Agreement shall be excused 1if, and to, the extent that.
such non-performance or delay 1s caused By force majeure.
The period of anv such non-performance or delay, togethe:
with such period as may be necessary for the restoration ot
any damage donc during such delav, shall be added to tlu
time given in this Agreement for the performance of sucl
obligation and for the perlormance of any obligation depen-
dent thereon and consequently, to the term of this Agreement.
but only with respect to the block or blocks affected.

“Force Majeure”, within the meaning of this Article XXII.
shall be any order, regulation or direction of the GOVERN-
MENT of the ARAB REPUBLIC OF EGYPT, or the
GOVERNMENT OF JAPAN with respect to CONTRACTOR
whether promulgated 1n the form of a law or otherwise oy
any act of God, mnsurrection, riot, war, strike, and other labor
disturbance, fires, floods or any cause not due to the fault or
neghigence of EGPG or CONTRACTOR or either of them,
whether or not similar to the foregoing, provided that any
such cause is beyend the rcasonable control of EGPC and
CONTRACTOR, or either of them.
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(¢) Without prejudice to the above and except as may be other-.

(d)

(a)

(b)

wise provided herein, the GOVERNMENT shall mcur ng
responsibility whatsoever to EGPC and CONTRACTOR, or
either of them for any damages, restrictions or loss
arising in conscquences of such case of force majeure except

a force majcure caused by the order, regulations or dircction
of the GOVERNMENT of the ARAB REPUBLIC OF

EGYPT.

If the force majeure event occurs during the initial exploration
period or any extension thereof and continues in etfect for
a period of six (6) months CONTRACTOR shall have the
option upon ninety (90) days prior written notice to EGPC to
terminate its obligations hereunder without further hability

of any kind and, if still 1n force, the Guart contained 1n
|

Annex “C” hereto, shall be automaticall®, cancelled and
LGPC shall so notify the Bank to release the Guaranty.

ARTICLE XXI1]

DISPUTES AND ARBITRATION

Any dispute arising between the GOVERNMENT and the

parties hereto with respect to the interpretation, application
or execution of this Agreement, shall be referred to the jurisdic-
tion of the appropriate A.R.E. Courts and shall be finally
settled by such courts.

Any dispute arising between CONTRACTOR and LGPC in
connection with the present Agreement shall be finally settled
by arbitration. The Arbitration shall be held at London,
England and conducted in the English language in accordance
with the Rules of Conciliation and Arbitration of the Inter-
national Chamber of Commerce. In the event of no provisions
being made in these rules m certainﬁcascs, the Arbitrators shall
establish their own procedures.
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(¢) The arbitration shall be initiated by cither party giving notice
to the other party that it elects to refer the dispute to arbitra-
tton and that such party (hereinafter referred to as the “First
Party”) has appointed an Arbitrator who shall b 1dentified
in said notice. The other party (hereinafter referred to as the
“Second Party”), within fifteen (15) days shall}@ptify First
Party in writing, identifying the Arbitrator that it has selected.

{d}) Ifthe Second Party does not appoint it3 Arbitrator as aforesaid.
the Iirst Party shall have the right to apply to the Court of
Arbitration of the International Chamber of Commerce 1o
appoint a second arbitrator. The two arbitrators shall
within thirty (30) days, select a third Arbitﬁor, failing which
the third Arbitrator shall be appointed by th&Court of Arbitra-
tion 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 A.R.E. and Japan and of a country which has diplo-
matic relations with both A.R.E. and Japan and shall have no
cconomic interest in the oil business of the signatories hereto.

(/) The parties shall extend to the Arbitration board all facilities
(including access to the petroleum operations) for obtaining
any mformation required for proper determination of the
dispute. The absence or default of any party to the arbitration
shall not be permitted to prevent or hinder the arbitration
procedure in anv or all of its stages.

(¢) Pending the decision or award, the operations or activities
which have given rise to the arbitration need not be discontin.
ued. In the event the decision or award recognizes that the
complaint was justified, provision may be made therein for such

reparation as may appropriately be made in favor of the
complainant,.
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(#) Judgement in the award rendered may bc entcred in any

(2)

Court having jurisdiction and application may be made in
such Court for a judicial acceptance of the award or an order
of enforcement as the case may be,

The parties desire that, whercver appropriate, dedlsions anc
awards shall specify a time for compliance thercwith.

(/) The provisions of this Agreement relating to arbitration shall

(k)

continue in force notwithstanding the termination of this
Agreement,

e

PRINCIPLES of GOODWILL - The signatgries base their
relations with respect to this Agreement on Jiﬂ’c principles of
goodwill and good faith. Taking into account their differ-
ent nationalities, this Agreement shall for the purpose of arbit-
ration be given effect and shall be interpreted and applied
in conformity with principles of law common to the A.R.E.
and Japan and in the absence of such principles, then in con-
formity with the principles of law normally recognized by
civilized nations in general, including those which have been
applied by International Tribunals.

ARTICLE XXIV

STATUS OF PARTIES

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

ation or partnership.
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5)  CONTRACTOR shall be subject to the laws of the place wherv
it is incorporated regarding their legal status or creation, OT-
ganization, charter and by-laws, shareholding, and owner-
ship, CONTRACTOR’s shares of capital which are entirely
held abroad shall not be negotiable in the A.R.b. and shall
not be offered for public subscription nor shall they be sub-
ject to the stamp tax on capital shares nor any tax ot duty in
the A.R.E. CONTRACTOR shall be exempted from the
application of Law No. 159 ot 198] and its amendment, and
from Law No. 9 of 1964.

ARTICLE}XXV

LOCAL CONTRACTORS AND LOGALLY

o e =
“MANUFACTURED MATERIA

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

2) Give priority to local contractors as long as their prices and
performance are comparable with international prices and
performance. CONTRACTOR and Operating Company
shall, however, subject to the preceding sentence, be exempt-
ed from the provisions of Presidential Decree No. 1868 ot
1974. as amended.

b) Give preference to locally manufactured material, equipment,
machinery and consumables so long as their quality and time
of delivery are comparable to internationally available mater-
ials, equipment, machinery and consumbables. However,
such material, equipment, machinery and consumables may
be imported for operations conducted hereunder if the local
price of such 1tems at CONTRACTOR’s or Operating Gom-
pany’s operating base in A.R.E. is more than ten (10) percent
higher than the price of such imported 1tems before customs

duties, but after transportation and insurance costs have been
added.
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ARTICLE XXVI

ARAEIC TEXT
Lhe Arabic version of this Agrcement shall, befoye the court:
ot A.R.LI.. be referred to in construing or interpreting this Agree-
ment ; provided however, that in any arbitratioml*pursuant to
Article XXTIII hereabove between EGPC and CONTRACTOR
the English and Arabic versions shall both be referred to as having
cqual force in construirg or intervreting the Agrecment.

L8

ARTICLE XXVII
GAS t

1t Gas 1s 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
alternative for EGPC and CONTRACTOR jointly. The cost
and expenses in 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 opcrations, flared or re-injected. However, any
(as not exported outside A.R.E. in 2 liquid or solid state, or not
used 1n operations (including re-injection), shall remain in the pro-
perty of the State and may be utilized by EGPC and EGPC shall
not be liable for payment to GONTRACTOR of any costs or ex-
penses respecting any past operations of CONTRACTOR related
to such Gas. Under no circumstances will CONTRACTOR be
responsible for or bear any cost or expenses incurred for utilization
of Gas used internally in the A.R.E.
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ARTICLE XXVIII

GENERAL

- The headings or titles to each of the Articles to thi}! Agrcemen|

arc solely for the convenience of the parties hereto %d shall not
be used with respect to the interpretation or construction of said

Articles.

ARTICLE XXIX

APPROVAL OF THE A.R.E. GOVBRNMENT

This Agreement shall not be binding upon any of the parties
hercto unless and until a law is issued by the compeient authorities
ot the A.R.E. authorizing the Minister of Petroleum to sign said
Agreement and giving this Agreement full force and cflect of law

notwithstanding any countervailing governmental cnactment,

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

ARAB REPUBLIC OF EGYPT

BY :

EGYPTIAN GENERAL PETROLEUM CORPORATION
BY :

KARIM OIL DEVELOPMENT CO., LTD.

BY : _ _
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ANNEX “A”
A.R.E.,, E,G.P.C. and KAOCO

CONCESSION AGREEMENT
WEST KARIM AREA
EASTERN DESERT, EGYPT

The area is approximately 400 Kms? and is baunded by a
group of straight lines. Coordinates of the corner pokhts are given

1n the following table which forms an integral part of this Annex
“::An.

Annex “B” is a |provisional illustrative map on the Scale

of 1:500,000, including the Area covered and affected by the
agreement,

' Latitude | Longitude
Point North East Due
I 28° 27" Q" : 32° 57 14 4" South east ic
: | | Peint <2
Intersection with the SW
1 bonndary of GPC’s Ras
| Bakr Development Lease
2 28° 18’ 00" i 33° 04’ 21.4" Wesi to point 3"

Intersection with the SW
boundary of GPC’s Ras
| | Gharib development [case
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ANNEX “B?”
PETROLEUM CONCESSION AGREEMENT

BETWEEN

AR E. GOVERNMENT
& LGPC.
& KAOCO

IN ONSHORE WEST KARIM AREA
EASTERN DESERT OF
EGYPT
SCALE 1 : 500,000
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ANNEX «(C”
LETTER OF GUARANTY

CAIRG.
LETTER OF GUARANTY NO.

EGYPTIAN GENERAL PETROLEUM CORPORATION

Gentlemen

| tThe Undersigned, National Bank of Egypt, , as
Guarantor, hereby guarantees to the Egyptian Gencral petroleum
a%orporation (hereinatter referied to as EGPC) to the limit of
eight million (£8,000,000) Dollars in US Currency,the performance
by RARIM OIL DEVELOPMENT CO., LTD.

(Ierein ﬁﬁf referved to as CONTRACTOR of its obligations
recuired Yot cxploration opcrations to spend a minimum of eight
miiitor: (£8,000,0600) US Dollass during the irinial three (3) years
of the explorfﬁon period under Ariicle IV of that certain Cone-
cssionn Agreement (hereinafter referred to as the “Agrecment”)
covering that Arez “described in Annexes “A” and “B” of said
Agreement, by and between the Arab Republic of kgvit ‘herein-
atter referred to as “A.R.E.”), EGPC and LOMTRACTOR,
dated ©/10/1983.

it 15 understood that this Guaranty and th.c labiliy of the

#

Guzrantor hereunder shall be reduced quarterly, during the period
ot expenditure of said eight million (#8,000,600) US Dollars by
the amount of money expended by CONTRACTOR tor such
exploration operations during each such quarter. Fach such reduc.
tion shall be established by the joint written statement of EGPC
and CONTRACTOR.



VAP e pduefl g B () mB Y 2 = A J s A A YY

N sds Ads e by a3 Jolil Y Al BT, 1 b dle 35
g Sy AL G Slel st SN Al Tag <l 15 Lge o N
o Ve e Y ooliinl Sl Lt C6 L AN s e (¢) s>L
TN N S LB Sy va SN 1°U PR W G00 § IY S i Y R o R 1 R WO
o ASLEYl Lo gor Al CJL_J!

4T e Sleall Ll @ anldl ot zaV 0 Gl
‘;_;:L_;.'-'-_H L:J*'T"“J" A L WP ! ;_,jm.l\ A3l Mﬁ alall wths 7Ean) NT

*-L__,......gj‘j ( t- T C ) ,_;\: %J...l. d -'*‘.m’&ri ;_,31: \ Lg 5 ‘.ng‘ J .1.‘_3 4.‘:{;“ Ct

LA A 58k %!...;.ﬁaji b a0 L.g,..;:'j__::.;j el sasls MAﬁﬂT A3 th“)

L - "

PRI AT o

L LY U LgT GoWEl Tas Slezh Ll s o x
- e . " .-

c . . N - - .\ . . x - |
__,?[ L 4.}‘-3'!-.:4 E‘)L Lj:.-ﬂ'# )}-_'5.-# qu-.-r--rﬁ L.J!}n.-*u-' L__J% -'Ls.ﬂ{ ( ‘ }]

:" u«-...__...-...u C)J,H ;__J‘J‘ﬁ.‘j‘ Lj b}}gwkl‘ ﬂ-“- ‘ r}.c..’?-”ﬁ C..-. *“"- ll.a-&.}.,:f,- (L_:_J)

SN Al o del b sl J g u.aj LA W PRV [t

s -

" _,,”
ey . b

v Gt 0550 Ll ed e by sl

el JUead OF cem SLA Ay Gl addas 4 OB SN iy _ v
i L)% "“<\M p L:’aL::.“ |.__.JU;:.‘:- -:l.g::\j( Lc,.g...” )L..:.“ ,_)\:#_-_1‘)‘._“ e LgT J.;S

LD f,:;j Jﬁ‘.ﬂ.“ 4.:1#....3 (,J Lg"\‘“ C.L.“ 4.;3 JJu:b:.J ‘ﬁ...;” CP JLS‘ )‘_,79"-’ ;:JMJ

-

&

—x 3L Ll Gla @ wbal it el i J LUl ST ()



N 3 KLVCR A Y (e [PV of RERVH NS WO i STPS)

b e

In the event of a Claim by LGPU ol non-performance or sur-
render of the Agreement on the part of CONTRACTOR prio
to fulfilment of said minimum expenditure obligation under Ar-
ticle IV of this Agreement there shall be no liability on the
undersigned Guarantor lor payment to EGPG ugless and untl
such liability has been estabilshed by written statement of EGPC
setting forth the amount due under_the ‘Agreemiit.

LIt isa further coadition of this  Letter of Gaaranty that :

1. This Letter of Guaranty will become available oaly provided
that the Guarantor will have been informed in writing by
CONTRACTOR and EGPC that the Agreement between
CONTRACTOR, AR.E. and EGP(C #as become effective
according to its terms, and said Gu#ganty shall become
effective on the Eftective Date of said reement.

2. This Letter of Guarant}f‘shall in any event .automaticall-}"_‘%
eXpire :

(a) three (3) vyears and six (6) months after the date 1t
becomes eflective, or

(6) at such time as the total of the amounts shown on quar-
terly joint statements of EGPC and CONTRACTOR .

equals or exceeds the amount of said minimum ex-
penditure obligations.

Whichever is earlier.

3. Consequently, any claim in respect thereof should be made
to the Guarantor prior to either of said expiration date at
the latest acccmpanied by EGPC’s written statement, setting
forth the amount of under expenditure by CONTRAC-
TOR to the effect that

(a) CONTRACTOR has failed to perform its expenditure

obligations referred in this Guaranty, and
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(5) CONTRACTOR has failed to pay the & expenditure
deficiency to EGPC.

We declare that on issuing this Gudmnty we did not cxcﬂed

= P T R T
the limit of to*al guaranties which we are entltled-r" 1SSUC 28

per Ministry of Lconomy’s letter No. ...... datedy% .. ... ..

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

Yours fauthfully

—_—
F .
0T »

Accountant Man ager
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ANNEX «D?”

CHARTER OF
KARIM PETROLEUM COMPANY

ARTICLE 1

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

The Company shall be subject to all laws and regulations
in force in the A.R.LE. to the extent that such laws and regulations

are not inconsistent with the provisions of this Chgfter and Ag-
reement referred to below *

ARTICLE 11

The name ol the Companv 13 “KARIM Petroleum Com-
pany’’, abbreviated as “KARIPETCO”.

ARTICLE 111
The Head Office of KARIPETCO shall be in the A.R.E.

in Cairo.
ARTICLE 1V

The object of KARIPETCO 1s to act as the agency through
which EGPC and KAQOCO (hereinafter referred to as CON-
TRACTOR) carry out and conduct the Development operations
requied in accordance with the provisions of the Agreement signed
on the Ninth day of Oct., 1983 by and between the ARAB PEPUB-
LIC OF EGYPT, THLL EGYPTIAN GENERAL PETROLEUM
CORPORATION and CONTRACTOR covering petroleum

operations in the West Kanm Area described therein.

KARIPETCO shall also be the agency to carry out and
conduct exploration operations after the date of Commercial

Discovery pursuant to GONTRACTOR’s Work Program and
Budget approved in accordance with the Agreement.
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KARIPETCO shall keep account of all costs, expenses and
expenditures for such operations under the terms of the Agreem-
ent and Anncx “E” thereto.

. v s 4,
KARIPETCO shall not engage in any business orsundertake
any activity beyond the performance of said operations unless
otherwise agreed upon by EGPC and Contractor.

ARTICLE V

The authorized capitall of KARIPETCO imtwenty thousand
pounds Egyptian divided into five thousand sgares of common
stock with a value of four Pounds Egyptian per share having
equal voting rights, fully paid and non-assessable.

EGPC and CONTRACTOR shall each pay for, hold and own,
throughout the life of KARIPETCO referred to above, one-half
(%) of the capital stock of KARIPETCO provided that only in
the event that either party should transfer or assign the whole or
any percentage of its ownership interest in the entirely of the
Agreement, may such transferring or assigning party trasnfer or
assign any of the capital stock of KARIPETCO a;ld, in that
event, such transterring or assigning party (and its successors and
assigns) must transfer and assign a stock interest in KARIPETCO
equal to the transferred or assigned whole or percentage of its
ownership interest in the entirety of the said Agreement.

|

ARTICLE VI

KARIPETCO 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 explo-
ration block or development lease area thereunder or in any of

.-I-‘.



- . ‘ ) . | - .
\RAY 4 L_&laﬁ—ﬁ-\ S (C) C!L r\ >l — "“.:-‘**“’_;1] "*f.f?“ \Y
-

e J gt & & A1 Olllien 51 Dlans 51 J 501 D13 Vs sy oo g
L}l_,.o—-{ {"J.—H LSK J_.__ar‘S Léﬂ-l" C_...m Yj ‘LELGJY\ S M Lﬁh L"’i _ji.

LSM", J_g\.ﬂ\ _»;i ;:'.:J;H glc Lo L> g ae t_)_,f_:' Lo ..'_'.:U}:J\ _3-;'; CJL:?-\;- 1:“! els) o

-----

(mul sl )

NBEY G S Loy Jalilly gl e USH W 5T 5 oed
B P e I T S5y K S
Joldl o sda oo o1 13 Al 4 S of LA M Y2 51 e gedt

AW Ay b e e o Joldls 2 e n

1( Ll sl )

a5V el _zel (A ) asle oy 3 45a 313 yulowe 9l X KR

s el iy ol gtm 55 AW (8) oW Ll Sl o ase (2

]l S m s ozt 55030 ks pee Lan§ 0500 3400Y1 ulena
o okile 3y s g.ae W R ERT-NY

(L-....,lﬂl aal L1 )

~

o gl @ AT pae 4

Slgol i 0) ds @il o 000 Of Law SllxY SRYIPE QEES



VTV A e T g () @ ) o = e S

the assets, cquipment or other property obtained or used in connec-
tion therewith, and shall not be obligated as a principal for the
financing or performance of any of the duties or obhgatmm of
either EGPC or CONTRACTOR under the Agreement. I KAR -
IPETCO shall not make any profit from any source wl_]ﬂt_evu

ARTICLE VII

KARIPETCO shall be no more than an agent for EGPC and
CONTRACTOR. Whenever 1t is indicated herein that
KARIPETCO shall decide, take action or make g proposal and
the like, it is understood that such decision or judh{)mcnt 15 the
result of the decision or judgement of CONTRACTOR, or EGPC
and CONTRACTOR, as may be required by the Agreement.

ARTICLE VIII1

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

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

ARTICLE 1IX

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

General meetings of the shareholders shall be vahd if a ma-
jority of the capital stock of KARIPETCO 15 represented thereat.
Anv decisions taken at such meetings must have the affirmative
vote of sharcholders owning or represcnting a majority, ,of the
capital stock. b s

ARTICLE XI

‘The Board of Directors shall approve the regulations covering

the terms and conditions of employment of the personnel of
KARIPETCO employed directly by KARIPETCO and not
assigned thereto by CONTRACTOR and EGPC. A

'The Board shall, in due course, draw up the %'IB}f-Laws ol
KARIPETCO and such By-Laws shall be effective upon being
approved by a General Meeting of the Shareholders, 1n accorda-
nce with the provisions ot Article X hercof.

ARTICLE XII
KARIPETCO shall come into existence within thirty (30)

days after the date of Commercial Discoverv as provided for in
the Agreement.

The duration of KARIPETCO shall be for a period equal

to the duration of the said Agreement, including any renewal
thereof.

It shall be wound up and hquidated if the Agreement refer-
red to above 1s terminated for-any reason as provided for therein.

EGYPTIAN GENERAL PETORLEUM CORPORATION

') Vi
s .
- - _—— e - . EEEmEa — m = — - A - P ey = — = wm—n = e —— P R
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KARIM OIL DEVELOPMENT CO., LTD
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ANNEX “E”

ACCOUNTING PROCEDURE
ARTICLE I

GENERAL PROVISIONS

]. Definitions

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 : y

(a) ““‘Agreement” means the Concession Agreem&Mt of which

this Annex is a part.

(b) “Non-Operator” means the parties to the Agrecment

other than CONTRACGTOR when it is performing wor..

2. Statements of Activity
(a) CONTRACTOR

shall persuant to Article IV of the Agreement, render
to Non-Operator within Thirty (30) days of the end of
each Calender Quarter a Statement of Exploration Ac-
tivity reflecting all charges and credits related to the
Exploration operations for that Quarter summarized by
appropriate classifications indicative of the nature the-
reol.

Operating Company shall render to EGPC and CONT-
RACTOR whithin fifteen (15) days of the end of each
Calender quarter a Statement of Development and Expl-
oration Activity reflecting all charges and credits related
to the Devleopment and Exploration operations for that
quarter summarized by appropriate classifications indic-
ative of the nature thereof except that items of control-
lable material and unusual charges and credits shall be

detailed.
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3.

"__p' L]

Adjustmefs and Audits

() Each Statement of Exploration Activity shall conclusively
be presumed to be true and correct after three (3) months
following the receipt of each statement by EGPC unless
within the said three (3) months EGPC take$owritten
exception thereto pursuant to Article I'V () of the Agre-
ement.  During said three (3) months period supporting
documents will be available for inspection by EGPC during

all working hours, CONTARCTOR will have the same

audit rights on Operating Company statements as EGPC
upder this sub-paragraph.

(6) - All Statements of Activity for Developmentftafor any Cal-
ender 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) months period
EGPC or CONTRACTOR takes written exception the-
reto. Pending expiration of said three (3) months EGPC
or GONTRACTOR or both of them shall have the right
to audit Operating Company accounts, records and

supporting documents for such quarter in the same man-
ner as provided in Article IV (f) of the Agrecement.

Currenéy Exchange

CONTRACTOR’s books for Exploration and Operating
Company’s books for Development and Exploration, if any,
shall be kept in the A.R.E. in US Dollars. All US Dollar
expenditures shall be charged in the amount expended. All
Egyptian Pounds expenditures shall be translated to US Dol-
lars at the othcial buying rate of exchange issued by the Central
Bank of Egypt on the first day of the month in which expendi-
tures are recorded, and all other non-US Dollar expenditures
shall be translated to US Dollars at the buying rate of exchange
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for such currency as quoted by National Westminister Bank
Limited, London, at 10.30 a.m. G.M.T., on the first day of
the month in which expenditures ar recorded. ¢ A record
shall be kept of the exchange rates used in translating
Egyptian Pounds or other non-US Dollars expanditures to

US Dollars.

Precedence of Documents

W )

In the event of any mconsistency or conflict between the

provisions of this Accounting Procedure and the provisions of
the Agreement treating the same subjec#fdifferently, then
the provisions of the Agreement shall prepail.

6. Revision of Accounting Procedure

By mutual agreement between EGPC and CONT-

RACTOR, this Accounting procedure may be revised from
time to time in the light of future arrangements.

7. No Charge for interest on Investment

Interest on investment or any bank fees or charges shall
not, at any time be charged as recoverable cost under the

Agreement.

ARTICLE I1

COST EXPENSES AND EXPENDITURES

Subject to the provisions of the Agreement, CONTRACTOR
shall alone bear and, directly or through Operating Company,
pay the following costs and expenses, such costs and expenses shall
be classified and allocated each month between Exploration, Deve-
lopment oreraticns and Operating activities according to sound
and practicable accounting methods, and tres#ed in accordance
with Article VII of the Agreement.
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1. Surface Rights :

All direct cost attributable to the acquisition, renewal or reli-

nquishment of surface rights acquired and maintaibed in force
for the Area. |

2. Lahouvr and Related Costs :

A) Salaries and Wages of GONTRACTOR’s or "Opcrating
Company’s employees,as the case may be,directly cngaged
in the varlous activities under the Agreement including
salaries and wages paid to geologists and other emp-

loyees who are temporarily assigned (s and employed 1n
such activities. Such salaries and wilees to be certi-

fied by a certified public accounting Rrm.

Reasonable revisions of such salaries and wages shall be
effected to take into account changes in CONTRACTOR’s
policies and amendments of Laws applicable to salaries.
IFor the purpose ol this paragraph 2, salaries and wages
shall mean the asscssible amounts for AR.E. Income
Taxes, ncluding the salaries during the vacations and
sick leaves, but excluding all the amounts of the other
items covered by the percentage fixed under 2.B below.

B) Tor expatriate employees permanently assigned to Egypt :
1. All allowances applicable to salaries and wages ;

2. Cost of established plans ; and

3. All travel and relocation costs of such expartriate
employees and their families to and from the emp-
loyee’s country or point of origin at the time of
employment, at the time of separation, as a result of
transter from one location to another and for vaca-
tion (transportation costs for employees and their
tamilies transierring from A.R.E. to another location

other than their country of origin shall not be charged
to A.R.E. Operations).
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Costs under this sub-paragraph 2.B shall be equal to
cighty (80) percent except for employees whose
families have not been transferred to A.R.E., 1n
which casc the percentage will be sixty (60) percent
of basic salaries and wages paid for such cxpatriate
personnel including those paid during wacations and
sick leaves as established in CONTRACTOR’
international policies, chargecable under sub-para-

graph 2.A, paragraph 9 and sub-paragraph 11.A
and G of this Article II.

However, salaries and wages during vacations, sick leaves and
disability are covered by the foregoing percentage. The
percentage outhined above reflects CONTHMACTOR’s actual
costs as of the Effective Date with regardy to the following
benefits, allowances and costs :

I. Anticipated termination of leasec contract in A.R.E. or
abroad,

2. Household implements transportation in A.R.E or abroad
(round trip).

3. Clothing equipment allowances.

4. Expenses connected with departure and arrival of eni-
ployees and their families.

J. Accruals of seniority indemnity.

6. Charges for social security and insurance such as -
— Retirement plan.
— National Health Insurance.
— Unemployment Insurance.
— Accident and disability Insurance.

— Extraordinary Insurance.
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7.

10.

1.

12.

13.

14.

15.

16.

Contractual travel expenses of emplovees and thei
families.

Iixcess luggage.
Recreational Allowances. ;

Medical assistance to emiployees and thewr lamilies in o1

outside A.R.E.

Housing and utilities allowances

Education allowance (children of expatpiate employees)

and educational assistance. L
_ N

4_”

Settlement allowance in or outside A.R.E.
Gontribution for rescitlement expenses at repatriation.
Vacations, sick leaves and disability salaries or expenses.

Any other costs, allowances and benefits of a like nature
as established in CONTRACTORs international policies.

I'he percentages outiined above shall be reviewed at

intervals of one (1) year from the Effective Date and at such
time CONTRACTOR and EGPC will agree on new percen-

tages to be used under this paragraph.

Revisions of the percentages will take into consideration

variances in costs and changes in CONTRACTOR’s interna-
tional policies which change or exclude anv of the ahove
allowacnes and benefits.

The revised percentages will reflect as nearly as possible

CONTRACTOR’s actual costs of all its established allowances
and benefits and of personnel transfers.
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(') For expatriate employces temporarily assigned to Egypt
all allownces, costs of cstablished plans and all trave:
relocation costs for such cxpatriate as paid in accordance
with CONTRACTOR’s international policies such costs
shall not include any administrative overhead other than
what 15 mentioned in Article IT 11 b,

D) - Costs of expenditurc or contributions made putkdant to
law or assessment imposed by governmental authority
which are applicable to labour cost of salaries and wages
as pravided under sub-paragraphs 2.A and 2.8, Paragraph9
and Sub-Paragraphs 11.A and 11.C of this Article II.

3. DBenefits, allowances and related cost5q of national
employees :
Bonuses, overtime, customary allowances and benefits on
a basis similar to that prevailing for Oil Companies operating j
in A.R.E., all as chargeable under Sub-Paragraph 2.A
Paragraph 9 and Sub-Paragraphs 11.A and 11.C of this
Article II.  Severance pav will be charged at a fixed rate
applied to payrolls which will equal an amount equtvalent to
the maximum lability of scverance payment as required
under the A.R.E. labour Law.

4. Material

Material, equipment and supplies purchased or furnished
as such by GONTRACTOR or Operating Company.

(¢) Purchases
Material, equipment and supplics purchased shall be
at price paid by CONTRACTOR or Operating Compé“rr;
plus any related cost and after deduction of all discounts
actually received.
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(4) Material Furnished by CONTRACTOR

- Material required for operations shall be purchased
directly whenever practicable, except that CONTR-
ACTOR may furnish such material from CO'NTRA-
CTOR’s affiliates stocks outside the A.R.E. under the

following conditions :

1. New Material (Condition “A>)

New material transferred from CONTRACTOR’s
afhliates warehouse or other properties shall be
priced at cost, provided that the cost of material
supplies i1s no higher than internatignal prices for
material of similar quality supplied oginﬁlar terms,

prevailing at the time such material §yas supplied.

1

Used Material (C{)nditi,jns CCB55 an{ ;EC”,)

(¢) Material which is in sound and serviceable
condition and 1s suitable for re-use without
reconditioning shall be classed as Condition “B*’
and priced at seventy-five percent (75%,) of the
price of new material.

() Material which cannot be classified as Condi-
tion “B” but which is serviceable for original
function but substantially not suitable for re-
conditioning, shall be classed as condition “C”’
and priced at fifty percent (50%,) of the price
of new material.

(¢) Material which cannot be classified as Condition
“B” or Condition ““C” shall be priced at a value
commensurate with 1ts use.

(d) Tanks, buildings and other equipment mnvolving
erection costs shall be charged at applicable
percentage or knockeddown new price.
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(;) Warranty of Materials furnished by CONTRACTOR

CONTRACTOR does not warrant the material
furnished bevond or back of the dealer’s or manufactgr§1 S
guaranty ; and in case of defective material, cw.dlt*shall
not be recorded until adjustment has been received by

CONTRACTOR from manufacturers or their agents.

5. Transportation and Employee Relocation Costs :

(4) Transportation of equipment, materials and supples

necessary for the conduct of CONTR‘CTOR’S Or
OPERATING COMPANY’s activities.

(B) Business Travel and Transportation expenses to the extent

(C)

covered by cstablished policies of CONTRACTOR or

with regard to Expatriates and Nationals, as incurred
and paid by, or for, employees in the conduct of CO-
NTRACTOR’s or OPERATING COMPANY’s business.

Employces transportation and relocation costs ior National
employees to the extent covered by established policies.

6. Services

(a)

Outside services.

The costs of contracts [or consultants, services and

utilities procured from third parties.

Coost of services performed by EGPC or by CGCONTR-

"ACTOR or their Affihated Companies 1n facilities inside

or outside the A.R.E. regular, recurring, routine services,
such as interpreting magnetic tapes and/or other analyses,
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shall be performed and charged by EGPC and-or GO-
NTRACTOR or their Affihated Companies at an agreed
contracted price. Major projects involving cnginecring
and design services shall be performed by EGHG and/or
CONTRACTOR or their Affiiated Companies at a

negotiated contract amount,

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

(d) CONTRACTOR’s and its Affiliated C#§npanies’ rates

shall not include any administrative or overhcad costs
other than what is mentioned in Article 1T 11 (b).

7. Damages and Losses

All costs or expenses, necessary to replace or repair
damages or losses incurred by fire, flood, storm, thett, accident
or any other cause not controllable by CONTRACTOR or
Operating Company through the exercise of reasonable
diligence. CONTRACTOR or Operating Company shall
furnish EGPC and Contractor written notice of damages or
Josses incurred in excess of ten thousand (10,000) US Dollars
per occurrence, as soon as practicable after report of the same

has been reccived by CONTRACTOR or Operating Company.

S. Insurance and Claims

The cost of any public liability, property, damage and
other insurance against liabilities of CONTRAGTOR, Operat-
ing Company andfor the parties or any of them to then
cplovecs and/or outsiders as may be required by the laws.
rules and regulations of the GOVERNMENT or as the parties
may agrec upon. lhe proceeds of any such insurance or
claim collected shall be credited against operations.
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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, ipclud-
ing legal services. |

9. Indirect Expenses

Camp averhead and facilities such as shore base, ware-
houses, water systems, road systems, salarics 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 other-
wise necessary or expedient for the protection of the Area,
including attorney’s fees and expenscs as hereinafter provided,
together with all judgements obtaincd against the parties or
any of them on account of the operatins under the Agreement,
and actual expenses incurred by any party or parties hereto
in securing evidence for the purpose of defending against any
action or claim prosecuted or urged against the operations or
the subject matter of the Agreement. In the event actions or
claims affecting the interests hereunder shall be handled by
the legal staff of one or more of the parties hereto, a charge
commensurate with cost of providing and furnmishing such
services may be made to operations.

11. Administrative Overhead and Geperal Expenses

(#) While CONTRACTOR is conducting Exploration activi-
ties, cost of staffing and maintaining CONTRACTOR’s
head office in the A.R.E., and or other offices established
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in the A.R.E. as appropriate other than field offices which
will be charged as provided in Article II, paragraph 9
above, and excepting salaries of employees of CONTR-
ACTOR who are temporarily assigned to and directly
serving on the Arca, which will be charged as provided in
Article II, paragraph 2 above. !

GONTRACTOR’S administrative overhead égt'sidc the
A.R.E. applicable to the A.R.E. Iixploration operation
which will be charged each month at the rate of five

percent (59,) of total Exploration expenditures while

CONTRACTOR 1s conducting Exploration activities,
Administrative overhead outside A.R.E. will not be
charged while Operating Company is Loﬂilucting Explor-
ation activities. No other direct chaffes as such for
CONTRACTOR’s administrative overhead outside the
A.R.E. will be applied against the Exploration obligation.
Examples of the type of costs CONTRACTOR is incurr-
ing and charging hereunder duc to activities under the
agreement and covered by said percentage are :

1. Executive —  Time of executive officers.
2. Treasury — Financial and exhange problems.
Purchasing  — Procuring materials, equipment

and supplies.

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

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

The foregoing does not preclude charging for direct
service under sub paragraph 6.b of this Article II.
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13.

4.

(¢ While Operating Company is conducting activities.
Operating Company’s personnel engaged in  general
clerical and office work, supervisors and officers whost
time is generally spent in the main office and not the field.
and all employees generally considered as general and
administrative and not charged to other types ofiexpenst
will be charged to operations. |

TAXES

All taxes, dutics or levies paid in the AR.E. by CGONIT-
RACTOR or Operating Company with respect to this Agrec-
ment other than those covered by paragraph (f) (1) of Article
IIT of the Agreement.

E A
F

Continuing CONTRACTOR Costs "

Costs of CONTRACTOR activities required uunder the
Agreement and incurred exclusively i the AR, after
Operating Company is formed. No sales expenses mcurred
outside or inside the A.R.IX, may be recovered as a cost.

Other Expenditures

Any costs, expenscs or expenditures, other than those

“which are covered and dealt with by the foregoing provisions

of this Article II, incurred by CONTRACTOR or Operating
Company under approved Work Programs and Budgets.

ARTICLE 111

INVENTORIES

Periodic Inventories, Notice and Representation

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

by Operating Company to EGPC and CONTRACTOR at
least thirty (30) days before anv inventory i1s t¢ begin so that
EGPC and CONTRACTOR may be represented when any
inventory 1s taken. Failure of EGPC and/or CONTRACTOR
to be represented at an inventory shall bind them to ggcept
the inventory taken by Operating Company, who shétf i
that event furnish the party not represented with a copy
thereof.

2. Reconciliation and Adjustment of Inventories

Reconciliation of inventory shall be made by CONTR-
ACTOR and EGPC, and a list of overages and shofftages shall
be jointly determined by Operating Company an{g:gONTR-
ACTOR and EGPC, and the mventory adjusted by Operating

Caompany.
ARTICLE 1V
COST RECOVERY

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

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

(2) Recoverable costs carried from the previous quarter if any.
(38 Recoverable costs incurred and paid during the guarter.

(#22) Total recoverable costs for the quarter (i) + (ii).
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(1o} Value of Cost Recovery Crude Qil taken and scparately.
disposed of by CONTRACTOR for the quarter.

(z) Amount of costs recovered for the quarter.

(v7) Amount of recoverable costs carried into the succeeding
quarter, if any.

(vi) Excess, if any, of the value of Cost Recovery Crude Ol
taken and separately disposed of by CONTRACTOR

over costs recovered for the quarter.

Payments :

It such statement shows an amount due EGPC, payment
of that amount shall be made in US Dollars by CONTR-
ACTOR with the rendition of such statement. If CONTR.-
ACTOR fails to make any such payment to EGPC on the date
when such payment is due, then CONTRACTOR shall pay
an interest of 2.5% higher than the London Interbank Borrow-
ing Offered Rate (LIBOR) for three (3) months US Dollars

deposits prevailing on the date such interest is calculated.
Such interest payment shall not be recoverable.

Settlernent of Excess Cost Recovery Crude Oil

LGPC 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, settlement
shall be required with the rendition of such statements in case

Contractor has taken in kind more than its own entitlement of
such excess.
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4. Audit Right

EGPC shall have a period of twelve (12) months from
receipt of any statement under this Article IV in which to
audit and raise objection to any such statement. EGHC and
CONTRACTOR shall agree on any required adjugpments.
Supporting documents and accounts will be available t6sSEGPC
during said twelve (12) months period.

ARTICLE V

CONTROL AND MAJOR ACCOUNTS

1. Exploration Obligation Control Accounts

CONTRACTOR will establish an Exploratige Obligation
Control Account and an offsetting contra accouut to control
therein the total amount of Exploration Expenditures reported
on Statements of Activity prepared per Article 1.7.A hereof]
less any reductions agreed to by EGPC «rg CONTRAUTOR
tollowing written exceptions taken by a Non-Onerator parsuant
to Article [.3.A hcreol, in order to determine when nuinimum
Exploration Obligation have been met.

2. Cost Recoyery Control Account

CONTRACTOR will establish a Cost Recovery Control
Account and an oflsetting contra account to control therein the
amount of cost remaining to be recovered, if any, the amount

of cost recovered, and the value of Excess Cost Recovery
Crude Oul, il any.

3. Major Accounts

For the purpose of classifying costs, expenses and expendi-
tures for cost recovery as well as for the purpose of establishing
when the Exploration Obligation has been met, costs, expenses

and cxpenditures shall be recorded in major accounts mcludmg
the iollowing :

Exploration Expenditures,

Development Expenditures other than Operating Expenses
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Operating Lixpenses ;

2

Necessary sub-accounts shall be used.

Revenue accounts shall be maintained by CON%BRAC-
TOR to the extent necessary for the vontrol of recovery of

costs and the treatment of Cost Recovery Crude Oil.
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