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BY THE PRISIDENT ¢F THT PIODLIFPFLNES

TRECUTIVE ORDER #10. 353

PRCMULGATING P GUIDELINES TO GOVEEN T REVIZV
Y GOVEANMENT AGENCIES CCIICERIEI OF SZRVICE
AGREEMENTS BETUEEN LOCAL PETUOLEUI COHOE3SIOIATRES
ANTD FPORELGH OIL EXPLCRATION COMPATIITS.

HEREAS, in recent years, the number of ser-
vice agreements between local petroleun concession-
aires and Toreign oil expleration companies submitted
for approval to the respective government agencies
concerncd has greatly increascd;

VHEIRZIAS, there is now a pressing need to de-
fin® the guidelines for the review of these agsres-
ments, of such great importance to +the discovery
and development of a strategic natural resocurces;

NOV, THEZEFORE, I, FERDINAND I, lARCOEZ, Fre-
sident ol the Philippines, by wvirtue of the powers
vested in me by law, do hereby promulgate these
guidelines, in the manner hereinafter dpecified,

Cuidelines

The following shall govern the roview of ser-
vice agreements between local petroleun concesrsdan-
aires and foreigm oil exploration companies, They
are promualgated with a view to attracting signifi-
cant amounts of risks capital into petroleum explo-
ration ventures in the Phillppines, consistent with
Constitutional and legal recuirenments on the explo-
ration, exploitation and disposition of petroleum
resources,

Compliance with Jualification and Application Pro-
cedures

l.'n oscon where applications for concessions
are presented contemporanecusly with service agreemeants,
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prooel of gualification of beth the concessionaire
and the foreign entity under Republie 4ct No, 387
(the Petroleum Act) and pertinent rules and regu-
lations, and of compliance with the epulication
procedures establiished by the Bureau of Mine for
concesslions, shall be required before any service
agreenent 1ls reviewel. Iliore specifically, appli-
cants for concessions shall Fulfill the gualifica-
tions under Artiele 1 of the Petréleum het, brief-
iy as follows:

l.l. for an individual: Filipino citizenship,
legal age, capacity to contract;

- For a corporation or partnership: at
least 60% ownership;

l.3. Proof of sufficient Ffinancial, organiza-
tional and technical rescurces to under-
teke the operations contemplated,

2, The foreign entity must be registered with
the Hoard of Investments, and togisterad with, or
licensed by, the ZSecurities and Exchange Commission,
It must be; gualified, financially and technically,
to undertalre and complete the agreed=-upon orogran
of work, which shall ineclude, but not be limited to,
the completion of predrilling exploration worlt with-
in two years for eithar onshore or offshore areas
from the itime of ihe appreoval of the service agree-
ment by the Secretary of Agriculture and Natural
Resources,

3. All applieations for concessions shall be
submitted to the Buresu of !YMines and shall comply
Wwith the requirements of applicable laws and regu-
lations,

k, In accordance with Article 24 of the Petro-
leum Act,” an efficient and econsmiec program of work
glrall be submitted for prior zZpproval to the Secre-
tary of Agriculture and MNatural Hdesources,

cervice Agrecnents

1, Service agreements may be entered into bet-
ween loeol petroleun concessionsires and foreign oil
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exploration companies with the PTior opprovcl of
the Secretory of bgriculture ~nd fatural Aesources,
under the following snidelines:

1.1, In addition to tle services to be ren-
dered, the foreign entity may elect to
beor part of the costs incurred in axpla-
ration of petroleum depesits, This should
nct give the foreign entity eguity por-
ticipation; however, the foreign eatity
may, dn addition, become en cquity poartis-
cipant in the Fhiliprine entity holaing
the eencession, to the extent of the Lags
perticipation allowed by the Constitution,
in the absence of other considerations
which would defeat the intent of the
“Constitution god periinent laws,

l.2, The effective monagenent of the actkivi-
ties authorized the conicessionaire under
the terms of the conecession cantoit hbe
transferred op assismoed to Ltha Toreisgn
entity undor the service agresment,

1.3. The provisions of Section 17 of the Coraw
poration Law shall be observed in the
review of agresments enterad into between
a I'sreign entity and nere than one Fild-
pino entity,

fepayment of Service Contracior

1. The service agreement must incorporate no
repayment scheme Tor =11 edvarnces in servieces and
finencing suppliec by the foreign entity, which
shall include +the foellowing terms:

l.1, Approvz=l of foreign exchange payments
by the Centrol Ganicy

1.2, A fixed pericd of repayment Iess than
the 1iTe of the ccncessiong

l.3. FExcept fop repayment of gre-production
expenses which shell adhere as ciosely
as possible te international practics,
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o provisien ithat the i:1terest charged on
the fedr value of services rendered and
ectual funds adveonced by the foreisn en-
tity shzll net be mere than the prevail-
ing internntional interest rrtes chcrged
for similer tyoes of tronsaetion,

2. Repayment to the fnreign'éntity moy be in
 eashi or in cllotments of procustisn, the lrtter
subject to the condition thcot domestic reguirements

of . : .
petroleum ond its produects are fipst satisfied,

Worlk Obligctions

1. 45 earlier incicated, the service ngreement
must show thot precrilling explorviotion work will
be completed within two years from the approvel of
such contract by the Secretory of Agriculture and
Hatural Resources,

Purthernore, if predrilling explorotion work
warronta drilling, the foreign entity shall drill
at leost one eXplorotory test well within one ‘year
from the completion of the Predrilliing explorotion
worik, '

2. The serviece agreement must provide that the
Government may rewcle the approvel of the service
dgreement upon foilure of the foreign ontity to
fulfill the agresc-upon progrom of work, The agTrage—
ment shelil thereafter be null ond vold,

Lobor

1. The provisions of the service agreement must
indicate that Filipinos are te be given preference
in employment in ~l11 phases of gperations for which
they are qualified,

2+ Alien employees shall be Limited to teelhni-
cians and executives requiring highly specialized
training or long experience, whose duties shall be
clearly speeified, rud whose eniployment shall bae
subjeet to the reguired approvoaln under existing
leavrs,



3. In every case where Toreign technicians
and executives are employed, mn effective Drogranm
of understudices is to be instituted, which shall
be the responsibility of the congessicnaire to dne
pleament, The concessionaire shall submit toc the
Bureau of Wines and tc the Jepartiment of Labor se-
nestral reports on the progress of the training
brograms Yor Fillipine understudies,

General Guidelines for Interpretation

In the review of service agrecments between
local concessionaires and foreign entities, the
agreecments are to hbe intersreted sb as to ensure not
only the continued invioelability of +the Constitu-
tion and the laws, but also the attroction of sig-
nificant amount of risk capital, both foreign and
domestie, dinte oil exploration and devaelopnent
ventures inthe Philippines.

Done in the City of Manila, this 22nd day of

Hovember, in the year of Gur Lord, nimeteen hundroed
8End seveonty-one,

(8G3.) FIRITIRAND B. MAZCOS
FresiZent of the Fhilippines

By tlie President:

(SGD,) ALBIANDRC MELCHOR
Ixecutive Secretary



