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PIILIPPINES N, W. PALAWAN
CONTRACT AREA COORDINATES |

CORNER NORTH LATITURE EAST LONGITUDE

1 11 DEG 16 MIN 06 SEC 118 DEG 36 MIN 00 SEC
2 11 DEG 22 MIN 00 SEC 118 DEQ 36 MiN 00 SEC
3 11 DEQ 22 MIM 00 SEC 110 DEQ 48 MIN 00 SEC
4 11 DEQ 28 MIN 00 BEC 118 DEQ 48 MIN 00 SEC
5 11 DEG 26 MIM 02 SEC 118 DEG A3 BN 30 SEC
5] 11 DEG 20 MiM ¢0 SEC 118 DEG 43 MIN 20 SEC
7 11 DEQ 28 MIM 00 SEC 118 DEQ 48 KM 00 SEC
8 11 PEG 20 Mt 00 SEC 118 DEQ 48 MIHl 00 SEC
9 11 DEQ 3¢ MIN 00 SEC 118 DEQ 42 MIN 30 SEC
10 11 DEG 38 MIN 00 SEC 118 DEQ 49 MIN 30 5EC
?1 , 14 DEG 38 MIH 00 SEC 118 DEGQ 51 MIN 00 SEC
12 11 DEG 42 MiN 00 SEC 118 DEQ 51 MIN 00 SET
13 11 DEQ 12 Ml 0 SEC 119 DEQ 52 MIN 20 SEC
14 11 DEG 48 MIN 00 SEC 118 DEG 52 MIN 30 SEC
15 11 DEG 48 Mitt 00 SEC " 110 DEQ 51 MIN 00 SEC
15 11 DEG 59 Mt 00 3EC 118 DEQ 51 MIN 00 SEC
17 11 DEG 56 MIN §) EEC 118 DEQ §2 MiH 30 SEC
18 12 DEG 04 MIN Q0 SEC 118 DEG 52 MIN 30 SEC
19 12 DEG 04 MIN Q0 SEC 118 DEQ 57 MIN 00 SEC
20 12 DEG 09 MY 00 SEC 118 DEQ 57 MIN 00 5EC
21 12 DEG 08 MIN 00 SEC 119 DEQ 18 MIN 00 SEC
22 12 DEG (O MIN 00 SEC 119 DEG 1B MIN 00 S8EC
23 12 DEG 00 MIN 00 SEC 119 DEG 15 MIN 00 SEC
24 11 DEG 49 MIN 48 GEC 119 DEG 15 MIN 00 SEC
25 11 DEG 50 MIN 27 SEC 110 DEG 08 MIt§ 33 SEC
26 11 DEG 50 MiN 27 SEC 419 DEQ 08 MIN 00 SEC
27 11 DEQ 48 MIN 45 SEC 119 DEG 06 MiN 00 SEC
28 11 DEG 44 MI4 30 SEC 118 DEG 09 MIN 00 SEC
29 11 DEG 44 MIN 00 SEC 119 DEG 09 MiH 02 SEC
30 11 DEQ 44 MIN 00 SEC 119 DEG 08 MIM 00 SEC
21 11 DEG 40 MIN 00 SEC 119 DEG 06 MiM 00 SEC
32 11 DEG 40 MiN 00 SEC 119 DEQ Q3 WIN 00 SEC
33 11 DEG 36 MIH 0CG SEC 112 DEG 03 MIW 00 SEC
34 11 DEG 36 MIN 00 GEC 119 DEG 00 MIN 00 SEC
35 11 DEG 32 MIM 00 SEC 119 DEG 00 MIN 00 SEC
36 11 DEG 32 MiM (0 SEC 118 DEG 57 MIN U0 SEC
ar 11 DEG 24 MIN 00 SEC 118 DEG 57 MIN 00 SEC
38 11 DEG 24 MIN 00 SEC 118 DEG 54 MIN 00 SEC
39 11 DEG 20 MW 00 SEC 118 REQ 54 MM 00 BEC
40 11 DEG 20 M 00 SEC 118 DEG 51 MIN Q0 SEC
a1 11 DEG 16 MIN 00 SEC 118 DEG 51 MIN 00 SEC

g
APPROXIMATE AREA = 261,275 Ha. , / e



Republic of the Fhilippines
OFFICE OF FENERGY AFFAIRS

Manila

ANNEX "B"

ACCOUNTING_ FROCEDURES
]

Attached to and made an integral part of the Contract between
the OFFTICE OF RFENERGY AFFAIRS, OFFICE OF THE PRESIDENT and

CANTRACTOT dated _ day of ., 189 .

ARTICLE I - GENERAL_TROVISIONS

1. AL Definitions

The Accounting Procedures herein praovided for are to
Lba followed and ohserved in the perform;nce of all
obligations under the Contract to which this Exhibit
is atltached. The terms appearing in this Annex "B”
«hall have the same meaning as those defined in the

-

Contrack.

B. For purposes of Article II, Paragraph 10 and 11,
CONTRACTOR herein shall refer to the Operator who is
the party designated in accordancsa with the
CONTRACTOR's operating agreement to conduct the
Operations in the Conbkract Area for the joink

! account of the CONTRACTOR.
2. Accounls and Currency Exchauye

CONTRACTOR shall maintain accounting records for the
Petroleum Operations in accordance with generally

accepted accounting practices used in the petroleum
e

i




industry and in such a manner that all revenues and
expenditurés will be segregated or can be allocated to
appropriste ConlLract Areas. All revenues and expenditures
applicable to the FPetroleum Operations shall be recorded
in both U.S5. and Philippine currencies. Any transactions
hetween 11.5. Dollars and Philippine FPesos shall be) stated
at the applicable exchange rate. For these purposes. the
applicable exchange rate shall be Inter-bank Guiding Rate
For U.S5. Dollars as quoted by the Philippine ﬁationnl
Bank, Manila at the close of business on the last banking
day of the month of disbursement or receipt, or 1f there
were no such quotations on that day, then such rates on
the most recent day in such preceding month during which
Lhere were such guotations or on such other basis as may
be agreed upon by the Parbties. Provided, however, Lthat
jn the evenk of a significant change in the rate cof
exchange aflter the end cof the preceding’month, then all
transactions after such re-evaluations until the close of
the accounting books of the preceding month, shall he
translated at the rates in éffect on the day of the

significant change.

Any advances made, expenditures incurred or receipts
realized in any currency other than FPhilippine Pesos or
U.S. Dollars shall first he translated into U.S5. Dollars
al: the average of T/T selling and.buying rates in the New
York money market at the date of transaction. I there
were no such gquotations on the date of transaction, then
the average rate on the most recent date shall ba

applicable.

It is agreed, however, that any adjustment resulting from
the exchange of currency required for the use of this

Operation or from the translation above listed, shall be

-
N
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charged or credited to the Operating Expense. The matter
of translation rates will be reconsidered if it is

determined that the above methods result in inequities.
Statements

fn implementsation of Section VII of the Contract,
CONTRACTOR shall render to the OFFICE OF ENERGY AFFAIRS a
statament of all charges and credits to the Operations
summarized by appropriate classifications indicative of

the nature thereof.

Adijuskimanls

Subject Lo the provisicons of Section 15.2 of the
Contrack, all statements rendered to the OFFICE OF ENERGY
AFFAIRS by the CONTRACTOR during any Calendar Year shall
conclusively be presumed to be true and correct and
reasonable unless within the period provided in said
section, the OFFICE OF ENERGY AFFAIRS takes written
exception thereto and makes claim on CONTRACTOR for
adjustment. Failure on the parkt of the OFFICE OF ENERGY
AFFAIRS Lo make written claim on CONTRACTOR for
adjustment within such period shall establish the
correctness and reasonableness thereof and preclude the
filing of exceptions thereto or making of claims for

adjustment thereon.
Audits

Audits shall be conducted in the manner and at the times

stipulated by Section 15.2 of the Contrackt. ///a/(



6. Conflicts

If there should be any conflict between the provisions of
this Accounting Procedure and the Conkrack, the latter

shall control.

ARLICLE IJ - OPERATING EXPENSES

Subject to the provisions of the Conktract and the limitations
herein prescribed, CONTRACTOR shall charge the Operating

Exzpenses wilth the following items:

1. surface Rights

All direct costs attributed to the acgquisition, renewal
or velinguishment of surface rights acquired. and
maintained in force for the Operations hereunder when
paid by the CONTRACTOR in arccordance with the provisions
of the Contract, except processing fees, bonuses, rentals
and other payments made to the OFFICE OF ENERGY AFFAIRS
and the costs atktriboted to posting the performance

guarantee deposits reguired under this Contract.

2. Labox

AL Salaries and wages of CONTRACTOR's employees
directly engaged for the benefit of the Operations
iﬁ the exploration, development, maintenance and
operation of the Contrack Area. Salaries and wages
shall include everything constituting gross pay to

employees as reflected on the CONTRACTOR's payrolls.

To the extent not included in the salavieg and wages
the Operating Expenses shall also be charged with

overtime, rest day pay holiday, vacation pay az;i



vacation travel pay, sickness and disability
benefits, bonuses, and other customary allowances
applicable tn the salaries and wages chargeable

hereunder and in Paragraph 10 of this Article II.

Costs of expenditures or c¢nntributions made pyrsuant
to assessments imposed by governmental authority
which are applicable to COHNTRACTCR's labo; cosk of
salaries and wages as provided under Subparagraph 2A

and Paragraph 10 of this Article IT.

Emplovee Benefiks

For CONTRACTOR's empleoyees participating under "Home
Office hased” benefilt plans, CONTRACTOR's cost of
established plans for employee's group life
insurance, health insurance, pension retirement,
thrift and other benefits of a like nature, shall be
charged at a percentage rate based on CONTRACTOR's
cost experience for thé-preceding vear applied to

the amount of salaries and wages chargeable under

Subparagraph 2A and Paragraph 10 of this Article.

CONTRACTOR's employees participating in “non-home
office based” benefit plans shall be charged at a
rercentage rate reflecling actual payments or
accruals made by the CONTRACTOR applicaﬁie to such
employees; actual payments against any amounts
accrued will not be chargeable to the Operating

Fxpenseas.

CONTRACTOR's cost experience rates in 3P shall be
redetermined during the first quarter of the

following year, and charges ko Operating Expensesn

will be adjusted accordingly. ///&/
I 4




Material, equipment, and supplies purchased or furnished
by CONTRACTOR and suhseguently used in the Operations and
which are not classified as tangible investmenkts under
FParagraph 13 nf this Article I1. These materials,

equipments and supplies shall be valued as foliows:

A. Few Malterial, Equipment and Supplies Purchased
(Condition A) shall be valued at "new price” which
shall include such cests as export broker's fees,
transportation charges, loading and unloading fees
and license fees assneoiated with procurement of
méterials and equipment, duties and customs fees and
in-transit losses not recovered through insurance

and installation cosl.

n. Cood Used Material, Egunipment and Supplies béinq
usad as material, equipment and supply in sound and
serviceable condilion suitable for reuse without

reconditioning shall be valued at:

1. Sevenlty-five percent (75%) of current new
price of the said material, equipment and
supplies if such was originally charged to

operating expeunses as new,

2. SBixty-five percent (65%) of currenk new price
1f said material, equipment and supplies was
originally charged to the Operating Expenses

as second hand akt zseventy-five percenlt (75%

) -
of new price. ' ///1//

P




Qther Used Material. Eguipment and Supplies

Used Material, equipment and supplies being used
shall be valued at Fifty percent (50%) of current

new price.

L. If after reconditioning, said used material,
equipment and supplies will be further
serviceable for original functiecn as good

second hand material.

2. If said used material, equipment and supplies
is serviceable for original function but

substantially neokt suitable for reconditioning.

Bad Crder Material and Fgquipment

Material and Equipment which are no longer usable
for its original purpose without excessive repairs
hut are still ugable for some other purposes shall

ba valued on a basis compavable with that of items

normally used for thalt purpose.

Junks, being obsolete and scrap material, equipment

and supplies shail be valued akt prevailing prices.

Temporarily Used Materials, Equipment and Supplies

When the use of malterial, equipment and swupplies is
temporary and i1ks services does not justify the
reduction in price as provided in Paragraph B(2)
above, such material, equipment and supplies shall
be priced on the basis that will leave a net charge

to Operating Expenses consistent wikh the value of

~
e
the service rendered. /“/3



G.

iSo far as it is reasonable, practical and consistent with
efficient and economical operation, only such material
shall be purchased for or transferred for use in the
Oprrations as may be required for immediate use; and the
accumulation of surplus stocks shall be avoided.
CONTRACTOR does nobt warrant the materialy purchased for
the Tekroleum Operations, and in case of defective
materials, credit shall not be passed until adjustment
has been received by the CONTRACTOR from the manufacturer
or its agents. CONTRACTOR agrees that it shall exercise
good business judgment and good faith in pursuing
warrankties and guarantees received from the manufacturer

of defective materials or its agents.

Trangporlation

Transportation of employees, equipment, material and
supplies nacessary For the Operationg: FEmployees'
transportation cost will include travel coskts for
employees and their families*paid by CONTRACTOR in
conformity with CONTRACTOR's established Policy Manual.
Transportation costs for returning an employee and his
family to their Counkry of Origin shall be chargeable to
the Operating Expenses provided that Operating Expenses
shall not be charged expenses incurred in movéng an
employee beyond his point of origin establishéd at the

-ime of his transfer to the Philippines.

L Outsgide Services: The cost of consultants, contract
services and utilities procured Erom outsitde sources
including all such services as are rendered in
connection with geological, geophysical, drilling

-
and developmenlt activities. /////gr
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in the event the CONTRACTOR from time toztime
ntilizes skilled personnel not regularly residing in
the Philippines for performance of services either
in the Philippines or elsewhere for benefit of the
Petroleum Operations whose time in full or in part
is not otherwise charged hereunder, a proper |
proportion of the direck and indireckt salary and
travel ezpenses of such personnel {including
reagsonahle 1iving expenses while in the Philippines)
Ltogether with any taxes on such salaries or
otherwise imposed upon the employee's service in the
Philippines which are payable Lo the Philippine
Gévernment and for which the CONTRACTOR assumed
responsibility, and any accident or sickness
compensation and/or hospitalization cost incurred

shall be charged ko Operating Expenses.

Data processing and computer services acqgirea for
the direct benefit of the Operations may be
contracted through thiré parties or by arrangement
for time rental of computer services from the
CONTRACTOR'S affiliates even though such computer
facilities are physically located outside the
country. In either case, contract for computer
services must be competitively priced. Charges to
the Opernting Expenses under this provision for
services directly benefiting the Operations shall be

in addition te any charges allowed under Paragraph

10 and 11 of this Article Ii.
Use of Exclusively Cwned Facil ities

1. Fguipmenk owned by the second party/parties or
any Affiliate or eilther of them, and not

previously charged to the Operating Expenses,

Ve
-



either directly or indirectly, may be utilized
in the Operations. For the use of any such
wholly-owned eguipment, the Operating Expenses
shall be charged a rental rate caommensucate
with the cost of ownership and operation, but
not to exceed commercial rates for the upge of

like equipment,

2. A fair rate shall be charged for laboratory
sarvices performed by the second party/parties
or their Affiliates for the benefit of the
Petroleum Operations, such as but not limited
to gas, water, core and any other analyses and
tests provided such charges shall not exceed
those currently prevailing if performed by

putside technical service companies.

E. Charges to the Operating Expenses for technical
services as contemplated by Paragraph 6B and 6C and
6D above shall be incluhed on the basis upon which
overhead charges are applied under Paragraph 11 of

this Article 1T.
7. i Damage.and Losses.

All costs or expenses necessary to replace or repair
damages or losses not recovered from insurance incurred
by fire, flood, storm, theft, accident, or any other
cause not conktrollable by CONTRACTOR through the exercise
of reasonable diligence. CONTRACTOR shall furhish the
OFFICE OF ENERGY AFFAIRS written notice of damages or
losses incurred as soon as prackticable after report of

the same has been received hy CONTRACTOR. ///z



a. Legal Expenses

All costs and expenses of litigation, or legal service
otherwise necessary or expedient for the protection of
the joint interests, including attorney’'s fees and
expenses as hereinafter provided, together witﬁ ally
judgmenks obtained against the Parkies or any of them on
account of the Petroleum Operations, and actual expenses
incnrred in securing evidence for the purpose of
defending against the Operaticns or the subject matter of
th=a Contract. In the evenl actions or claims affecting
interests under the Contract shall be handled by the
legal staff not oltherwise charged to Operating Expenses

of one or more of the Parties, a charge commensurate wilth

cost of providing and furnishing such services may Dbe

made against the Operating Expenses.

9. Insurance and Claims

A. Premiums paid for insurance required to Le carried
for the Petroleum Operations conducted under the
Contrackt, together with all the expenditures
incurred and paid in settlement of any and all
logses, claims, damages, judgments, and tdther
expenses, including legal services not recovered %

from insurance carrier.

B. All actual expendilures incurred and paid hy
CONTRACTOR in setbtlement of any and all losses,
claims, damages, judgments, and any cother expenses
nnt covered by insurance, including legal services,

shall be charged to the Operating Expenses. [/%/



Administrative Costs - Inside the Philippines

Principal office as uzed herein means costs and
expenses incurred by the CONTRACTOR for an office
and staff eskablished in Manila which may serve all
activities in the Philippines including the |
Petroleum Operations under the Contrack. Allocation
of such costs and expenses between the CONTRACTOR's
other activities and Petroleum Operations activities
hereunder shall be made on actual expenditures or
olher equitable basis. Examples of such Principal
OFFice services which are chargeable Lo the
Operations include, but are not necessarily limited

to the following:

(a) Local manayer and staff
(h) Accounting

(c) Legel

(a) Persaonnel Administration

(e) Communications

(0) Purchasing

District Officel(s) — as used herein mean cost and

expenses incurred by the CONTRACTOR for an office(s)
which may be established to serve Lhe Operations at
the vicinity of the Opevations. Allocation of such
costs and expenses belween the CONTRACTOR's cther
activities and the Operations activities hereunder
shall be made on actual expenditures or other
equilable bhasis. Examples of such Districht Qffice(s)
services which are chargeahle to the Operations

include, but are not necessarily limited Lo the

following: //C%”



(a) Field or District Superintendent and Staff

(b) Genlogical and geophysical staffs

(c) Engineering and production staffs
() Communication
(o) Camp and Commissary Facilitlies

(f£) Clerical StafE )
11, Administrative Costs — Qutside the Philippines

N CONTRACTOR's administrative coverhead outside the
philippines applicable Lo Operaltions shall be
charged each month on the following percentages of

adjusted net expenditures:

Faor first Two Million United States Dollars

(U.5. %2,000,000) per year - three percent (3%) but
not less than Six Thousand United States Nollars
(U.5. %6,000) per year. For the next One Million
Unjted States Dollars (U.S. $1,000,000) per year -
two percent (2%). Over-Three Million United States
PDollars (U.S. %$3,000,000) per year - one percent

(1%) .

B. Met expenditures for purposes of applying the
Percentage charges =tipulated in Subparagraph 11A

ahove shall be adjusted Lo exclude the following:

1. Administrative overhead charged under 11A
above.
2. The signabture bonus and payments made in

accordance with Section XVI1 and the costs
attributable to the posting of performance
guaranktee deposits and renktal payable under

7
Section 4.4 of the Contract. [Xf



3. Surface taxes and rentals.

4. Major conskruction projects covered by 11C
below.

5. Sattlements of judgments or claims ip excess

of U.S. $5,000 per transaction.

6. Credits received from sale of assets
(including division in kind) amounting to more

than U.S. & 5,000 per transaction.
7. Foreign exchange adjustments. !

e, Pipeline tariff costs paid to outsider.

A fer for CONTRACTOR'Ss Admi,ﬁistrative Costs for

major construction projects such as but not limited

to of fahore platforms,hpipelines, gas and/or water

repressuring and processing plants, tanker loading i
and terminal facilities, shall be agreed Lo by the ' !
Partjes. 1If CONTRACTOR also performs engineering

and design services oubtside of the Philippines for

such major construction projects, the CONTRACTOR

shall be entitled to charge the Operating Expenses a

service fee agreed to hy the Parties.

Cost studies will be performed, at least on an
annual hasis, to verify that the costs charged for
administrative overhead and personnel costs
equitably compensate the CONTRACTOR for actual cosbs
incurred in Lhat Year and that there is no over or
under—rrcovery of such cosls from the Service

Conltracl. Upon the regquest of either Party, these

A



12.

13.

costs shall be reviewed and future charges adjusted
5o that actual costs are recovered. HNotwithstanding
any other clause, it is the intention of both
Partien tn this Contract that CONTRACTOR shall
neither profit nor lese through the carrying out of
its duties and with particular reference to the
expenses it incurs in its home office for personnel

and administrative costs.

Other Expenditures

Any expenditures, other than expenditures which are
covered and dealt with by the foregoing provisions of
Lhis Article 1T, necessarily incurred by the CONTRACTOR

For the Operations hereunder.

Recovery of Capital Expenditures

AL Tangible Investment
The initial cost of physical assets classified as
depreciable in accordance with generally accepted
petroleum industry accounting principles purchased,
fabricated by and/or for the CONTRACTOR, and used by
CONTRACTOR in its Operation shall include such costs
as export broker's Ffees, purchasing agent's fees,
transportation charges, loading and unloading fees,
licenses fees associated with the procurement of
materials and equipment, duties and customs fees,
in-transit losses not recovered through insurance
and installation costs necessary to put the asset
ready for use. The total cost of the assets shall
bhe allocated to OQperating Expenses over a five (5)

vear period under Lhe straight-line or {/6



doublie-declining balance method, at the option of
CONTRACTOR, beginning in the Calendar Year in which
Petroleum production starts or in the Calendar Year

in which the costs are incurred whichever is latter.

Intangible Investment i

Notwithstanding any other provision of this
Accounting Frocedure and Contract, all intangible

investments shall be reimbursed in full.

Leasehold Improvemenits

Improvements or bhetterments on leaseholds which can
be capitalized in accordance with generally accepted
petroleum industry accounting practice shall he
allocated to Operating Expenses in accordance with
depreciation principles established in Paragf%ph 137
ahove. Such improvements shall include but not be
limited to office impro;ements, additional egquipment
and other improvements installed on a ship operated

under a bareboat charter, etc.

14. Interest

Any interest or other consideration paid or suffered in

respect of the financing as approved by the Government of

its development and production operations, shall he

considered Operating Expenses to the extent of two-thirds

(2/3) of the amount thereof, except interest on loans or

indebtedness incurred to finance exploration operations.

6165L-VS
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MEMORANDUM OF CLARIFICATION

This Memoramndum of Clarification, executed on Lhis

day ofl Juﬂkﬂjﬂ* . {4472 . in the City of Manila,

Philippines, by and between:

THE COVERMNMEONYT OF THE REPUBLIC OF THE PHILIPPINES,
hereinafter referred ko as the "GOVERNMENT™,
represented in this document by Her Excellency Corazon

C. Aquino, President, Repubiic of the Fhilippines,
and

OCCIDENTAL PHILIPPINES, INC., represenkted by Carlos A.
Contreras, Vice President and Resident Manager of
Ocecidental Philippines, Inc., signing by authority of

the Board of Directors of said Corporation,
and

SHELL EXPLORATION B. V., represented by W. A. Loader,
Chief Executive of Lhe Shell Companies of the
Philippines, for Lhis purpose empowered under a
spacial Power of Attorney issued by Shell Explo;ation

R. V.

OCCIDENTAL PUTLIPPINES, INC., and SHELL EXPLORATIONM
B. V., shall hereinafter be referred to as the
"Contractor™. The GOVERHMENT and the Conkractor shall

hereinafter be collectively referred to as the (/{j/

"pParkties",




WHEREAS, by virtue of thal ecertain Farm-Out Agreement daked
June 29, 1990, which agreement was approved by Lhe Office of
Fnergy Affajirs on July 1%, 1990, Occidenkal Philippines,;Inc.,
assigned 50% of its interest in Geophysical Survey and
Exploration Contract (GSEC) 47 to Shell Exploration B. V., with
the latter Ehereby assuming operatorship. For all legal
intents and purposes, Occidental Philippines, Tnc., and Shell
Expl?rakion_ﬁ. V. shall now form the second party to said GSREC
as the "Contractor” and assume jointly and severally all Lthe

ebligations under the same GSEC; and

WHEREAS, the Parties are interested in entering into a
Service Contract for the exploration and development of
Petroleum which contract is to be made ef fective as ,of

February 232, 13B%;: and

WHEREAS, a model of said Service Contract had been attached
to G8EC 47 between the Parties dated February 23, 1988, and bad
been written against the background of the possible discovery

and subsequent development of Crude 0il; and

WHEREMAS, Contractor has discovered Natural Gas and intends
to explore for additional Natural Gas as part of the Petroleum

Operations envisaged under the Service Contract; and

WHEREAS, the Parties wish to clarify certain provisions in
the SBervice Contrackt to ensure the applicabilily thereof when

it is decided to develonp, preduce and sell Natural Cas.

NOW, THEREFORT, in consideration of the mntual undertakingn.
contained in the Service Contract, the Parties agree an Lhe

following clarifications: {/7



1. In Section 2.20, "Pelroleum” includes Natural Gas as

defined in Seckion 2.18.

In S8eckion 2.22, "Fetroleum Qperations™ includes both
transportation of Natural Gas by pipeline up to Linal
delivery point to the buyer or buyers thereof and

facilities upstream of the sales point for extraction

of liquid hydrocarbons from Natural Gas.

The Contractor is aukhorized to market to National

a3

FPower Corporation on behalf of the GOVERNMENT the
QOVERMMFNT's share of Matural Gas produced and saved
from the Contrack Area, and also may be authorized Lo

market additional volumes Lo other domestic buyers.

3. With respeck to Sections 6.1(m) and 10.1, if very
large volumes of Matural Gas are discovered, thé
GOVERNMENT will consider the option of committing all
or part of those volumes for export if this is
demonztrated to be more advantageous than supplying
Natﬁral Gas to the domestic market. Should the
GOVERNMENT decide to allow exportation of Natural Gas,
the Contractor shall be allowed to enter intn export
contrackts, the volumes of gas committed thereunder
being exempt from any domestic supply requirements.

4, With respect to Sections of the Service Contract which
involve the Central Rank, the attached letterség e LA {j:(1

hereby incorporated by reference to clarify said /\‘J

Sections.

5. It is acknowledged that, for operational reasons, the

Contractor will be unable to drill the Contract Year 2
X See Leiers botf dateol November 23 /1950 of e

é%nﬁﬁ/ é%ﬁ&, Gh{rﬂoa ?8 éﬂzm@%ﬂfiﬂ 72f%)7ﬁﬂ6§
e, gl S/tﬂ// JZfYZCP/’)Ka?[/ohﬁ /r) LA s s iim .



9 ®

obligation well prior to the end of that Contract

Year . Accord@ngly, the Contracltor will drill at least
two wells during Contract Year 3 and has the intention
to spud the first well in the first Quaréer thereof.
It is agreed by the GOVERNMENT that the first of such
Lwo wells, if so>drilled, will satisfy the obhligatiocns
of Contract Year 2 without penalty of defaﬁlt.
Beginning January 23, 1991, Contractor shall submit
bimonthly reports of its efforts to drill the Contract

Year 2 well.

IN WITNESS WHEREOF, the Parties have executed this
MEMORANDUM OF CLARIFICATION as of the day and year first above

written.

GOVERNMENT OF THE REPUBLIC

OF THE PHILIPPINES

Name: CoraZon C. Aguino

Tiﬁlé;” President /[ﬁ

OCCIDENTAL PHILIPPIRES, INC.

Name: Carlos A. Contreras

Title: Vice President and
Resident Manager

SHELL EXPLORATION B. V.

Name: W. A. Loader

Title: Chief Executive

Shell Companies in the
Philippines
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QFFICE OF THE O0OYVEANOR

Hovsmbar 23, 1990

KHr. John K. Allen b
Vice Presideunt

Occidental Philippines, Inc,

1200 Discovary Drive

Box 12027 Bakersfield

CA 93389-2021

Déar Mr. Allen;

Pleans be informed that the Monetary Board, undar its Resolution
Ho. 1258 dated Hovember 23, 15920, has conflrmed your discusalions with
us and mccordingly endorees Suctlon 6.2 (h) of the Servica Coatract to
be entered into betwean the Governmant of the Republic of the Philip-
pinaa, Occidental Phillppines, Inc, and Bhall Explorstion B, V,

The Central Bank acknowladges that Hection 6.2 (h) ie basad on
tha law (SBection 13, Presidential Decraa No, 87) but doss npt preciuda
operation of Sec. 74 of tha Central Bank Chartar,

Tha implementation ¢f the rights under said Sec. 6.2 (h) (3)
requires validation of the emcunta concarned by tha Offica of Boargy
Affaire (OEA) before approval end reglatration by the Central Bank
within the prescriptive pariod of ninaty (90) days from date of jinward
remittance of foreign excheange and conversion into pesos,

You ara aware that  the allocation of foreign sxchange ia fhe
respocaibility of the private banking oyetem, with vhoo you ave
advised to wake the necessary arrangemencs directly, The Centvsl Pank
shall, if necasoary, rander sssistanca to these banks reflecting the
priority and srrategic nature of this project eublact to flec, 74 of
the Central Baok Charter,

Wwe confirm that the Centra)l Bank attaches the highest prioricy to
the N.W. Palawan natural ges projact and acknowledges the subatantial
foraign exchange benefits that may susue tharsfrom for ths country.

Tha Central Bank will, therafors, use ite best endsavore within
tha law and vegulations to amssist you iu exercleing the rights under
Sec. 6.2 (h) of the Service Contract or pursuing alternatlvs ways and
means to enable the project to be completsd and operated without -
interruption to tha benefit of the pertinent partles concerned. [/%
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Finally, the Central Benk is aware that the Service Contrscet
maintains & provision 1li the Accounting Procedurs [Article II (14)
which allowe that two thirde of tha cost of kny borrowing may bae
recoverad our of Cost 011 (Coer (as)), )

To enaurs that thesse coste are ino line with borrowing costs as
thay prevail at the time in cthe marketr, the prior approval of ths
Central Benk {s required, Buch spproval will be based om the follow-
ing sccsptsable tarma:

l. Maturlty/Intersst Raig

Forelgo loans shall hbave meturitles and interest
rates raflactive of prevaillng conditione in the inter-
narionel capltel markats, Appropriate grace pariocda
shall be {mposad considaring, swong others, thae
project's geararion period and the Foreign loane! impact
on ths atatutory debt wervice ratio. Totsl approvals
ehall, however, bes in accordancea with limite for sach
maturity category to ba sat by the Monatary Board.

2. Commitment Fee

Maximum commitmant fee of 1/2Y based on the undrésm
balgoce of the loan.:

3. Front-eud and Other Fras
A maxlmum of 1X for all front-end fees and other

¢iwilar financing charges such &8 managemenc/syndica- -
tion/participation/utilicarion fean.

Vary truly yours, /

f .
. - Jo gﬁg. c01qﬂii JR.

Governor
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OFFICE OF THE BOVERMNOR

. Novamber 23, 19%0

Mr. R, Felth

liend Concessiocns Diviwion '
Exploration and Production

Shall Internationale Petrolauam Maatachappij B.V, .
Fs0. Box 152

2501 AH The Hegua

Damc Mr, Felth:

Please be L(nformed that the Monetary Bosrd, under lcs Rasolutien
No. 1258 datad Novamber 23, 1990, has confirmed your discusaions with
us aod accordingly eadorses Sestion 6.2 (h) ol tha gervice Contract to
be antersd into batween the Uoverument of the Republic of the Philip~
pinea, Occlidaatal Philippines, Inc, and Shall Exploration B. V.,

The Central Bank acknowledges that fection 6.2 (h) Ln baead on
thn Law (Section 13, Presidential Denrae No. 87) but doss nor preclude
oparation of Sec, 74 of the Central Bank Charter.

The implementation of the rTiphts vadar said Bec, 6.2 (n) (3
requires volidation of tha amounté consernad by the gffice of Enargy
Affairs (OEA) bafore spproval and registration by the Central Hanw
within the presoriptive period of nlnety (90) days from date cf inwavd
remittance of foreign exchangn and converalon into pasnca.

You are awasve that rthe allocation of forslgn archangs le the
responsibility of the privere banking ayatem, with whom you are
e v taed to wmel'a rthe nocenaacy arrapgemsnts directly. The Centrel FBank
shall, 1f necessiry, cendar gagistanca to theme Danky swfleniing tha
priority and strategic naturs of this project subjeor ©0 Sec. 74 of
‘the Central PBank Charter. A%

We cunfi:vm that tha Central Bank attaches thu Mn_haat priserity €o
the N.W. Palawan natuoral gaa projact snd acknowladges the gubsrantizl
foreign exchenga benafits that wmay ensue therefrom foc the countey.

The Central Bank will, thorefora, use Lts best sndsevors within
the law and repulacions to assist you in oxarcising the rights under
Sec. 6.2 (h) of the Servica ContreeC OF pursuing slternabive w”'”_“”é )
menrns to enable the projest Lo be complated end operaved withont -

{ntarcuption to the benalit of the prti“”“t F_’"U” acneernad, 1/;1”
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Finally, the Central Bank is awara that the Barvica Contract
maintains & provision ia the Accountiag Proceduxa [Article Tr (14)
whiceh allowe that two thirds ovf the cost of sany borrowing may he
recoverad out of Copt O{) (Cowr Caw)), - | '

To eneure thaet thesc costs are In line with borrowing coete ey
they prevail at the tima In the market, the prior epproval of tha
Cenccal Bank is required. Sueh approval will be based on tha [olleow-
i?g accaptablies terms:

1. Maturity/Interest Réﬁi

Forelign loand xhall have maturities and Iocprest
raten reflective of provailing coad{r{ond {n tha {inter-~
natfional cmpltal warkata, Appropriate grace periods
shall be imposced conviderliog, ewong othave, Ekhas
project's gestation peviod nod the forelgn loans' impact
on the scatutory dJebl vevvica ratlo, Totel approvals
shall, howaever, bae in wecordance with limics for wmach
maturity catagory to ha sar by the Monetary Board.

2, Coomitment Fas

K

Haxloum commitment tee of V2% based on the undcam
beglance of the loan,
L]

3. Froot-and and Qther Fers

A maxlmum of 1% for all front-end fass and othar
similar financing chatgen such 48 managemunt/eyndica-

cion/participation/uritlcation feas, ’V/

Very truly yours,

Jo . CUIYIA, JR.
Governor
~

e
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DrFrFicCY oFf THE AaOVEANORN

Novembar 23, 1990

Mr. John H. Allsn

Vica Prasidant

Occideantsl Philippines, Iuoc, i
1200 Discovery Drivea

Box 1202) Bakerefiald

CA 93389-2021

Dear Mr, Allan:

Please be informed that the Monetary Board, undar {tra Resolution
Ro, 1258 dated Novamber 23, 1990, hae confirmsd your diacuasions with
us and acrordingly endoresg Section 6.2 (h) of the Sarvics Contract ts
ba antared into betwesu the Governmant of the Republiec of the Philip-
pinma, Occidental Philippinea, Inc, snd Shall Explorstion B, V.

The Central Bank acknowlaedgas that Bection 6.2 (h) is based on
the law {Bection 13, Preslidential Decrees Ho, B7) but doas not precluda
operation of Sac. 74 of tha Central Bank Charrar,

Tha implementstion of the rights vnder said Rec, 6.2 (h) (3)
requires validetion of tha amounts concerned by tha Office of Enargy
Affaire (DEA)Y before approval end regietratlon by the Centrsl Bani
within the preecriptive parfod of ninaty (90) days from date of inwsard
remittance of foreign erxchange and convaersion into peeos,

Yeu are aware that tha allacsrion of forsign exchange is the
reaponsibility of thue private banking ecystem, with whom you ars
advisad to wake the nrcassary srrangements diractly. The Central BRank
shall, i{f necsserry. render msnfatance to thasa banka raflecting the
priocity and arrarecgis nature of this prejact sublect to Bae, 74 of
the Centcral Bank Chartasr,

We confirm that tha Central Bank sttaches the highest prioriry to
the N.W. Palawan na'ural gas project end acknowledgas the subsrancial
foraigu exchange beoelits that may eneuvs tharefrom Ffor ths country.

The Central 7ank will, therefere, ute ite bast sndaavore within
tha law and regul-tions to assiet you {n exercining the rights under
gec. 6.2 (h) of thr Service Contract or pursuing siternativa weye and

mpAne to snable tie prolesct to ba completsd and operated without

v
igtercuption to the lrenefit of the partinent parties conceruned. /(\.{

(



Finally, the Central Bank is aware that the Ssrvice Contract
mainteins & provision in tha Accounting Procadura [Art{cla IT (14}
vhich sllowe that two thirda aof tha coet of &ny borrowing may ha
racovaxad ouk of Cost Ol (Cost Oan)). :

To ensure that these costs ara io lione with borrowing coata ne
thay pravail mt the timea {in rche marketr, the prior approval of ths
Centrsl Bank ls raquired, Buch approval will be basad on thas follow-
ihg sccaptabla torma:

L. Marurity/Intersat Rate '

Foralgo loans shall have maturitiee and interest
rates vaflective of prevailing ecconditions In the intar-—
national caplital markatas, Apprapriate graca parioda
phall be {mposad considering, among others, tha
preojece's goararlon period and the foreign loans! impact
on tha stetutory daht service ratio, Total approvalne
thall, howsver, ba In sccordance with limite for each
maturity catagoxy to ba sat by the Honatary Board,

2. Commitmeur Fea

HextImum commitment Feaw of 1/2X based on the vudrsrm
balance of the leoen.

3. Front-snd and Othar Taas
A maximum of 1X for all froot-end faee and other

timilar floancing chargea such as management/svndica- -
tion/participation/util{zarion fees, (
L

Very truly yours, /

» .

Josszif. c:um';{, JR.

¢ Governoy

\/ A \’\iﬁ .
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MANILA

OrFICcE OF Ttk govkRNoOR

Hovamber 23, 1990

Mr. R, Felch

Head Concessiona Divielon '
Esplovatfion and Production

Shall Internationsle Petrolaum Maatachappi) B.v, .
F.O, Box L&2

250F AN Tha tlieguae

Pasmv Mr. Felth)

Pleaase he informed that the Monetery Board, under its Remclution
No. 1258 dated Novamber 23, 1990, has confirmad your discussions with
usn and accordingly endorsen fection 6,2 (h) of tha Yervice Contract to
be antared inte batwean tho Oovarument of ths Rtpublic of the Philip-
pines, Occldantsl Philippines, Inc, and Shall Exploration B. V,

. The Cantral Bank acknovledges that Gection 6.2 (h) L beend oo
thu law {Section 13, Presideanctial Danrne No. 87) bur doem not preciudes
operation of Saec . 74 of rhw Ceutral Dank Charter.

Thae {mplementation of the rights under wald Bec. 6.2 (h) (3]
requires validastlon of thn amaunts consevnad by the Offlce of Enarezy
Affajirs (OEA) bafore approval and registration by the Central Lank
withip the presociptive period of nlnety (50) deyn from date of inward
remittance of Fforelgn axchaugn ond converslon into psson.

You are aware that the alloeatlon of foralgn axchange le tiwe
renpongibility of the privete banking ayatem, with whom you are
wd i taed bo mabrm thm necensacy arrangements directly. Tha Gentrsl Banlk
shall, if necessary, render angistance to Chess oanwy twllawtiing sha
priofity &nd scrategic nacurs of this project subjscr tn fec. 74 nf

“phe Contral Bank Charter. e

We confirm that tha Central Hank attachas the highest priority Lo
the N.W. Palawan natural gaa projact and acknowledgrs the guberantizl
forelign exohenga banafits that may ensue therefrom For ths countcy.

ude lte heat sndaavors within
{a oxmrcislng the rights under
yauing alternative ways and

_ The Central Baunk. will, tharefors,
the law and ragulationr to Mgy iat you
Sez. 6.2 (h) of the Service Contract or pu
means to enable the project Lo be comp
{ntarruption ro the benafit of tha pprtioent parties qanoegrnad, Y
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Finally, the Cantral Bank ia awaras that the flarvice Contract
maintaine s provision in the Acvountiag Procedure [Article Ir (14)
which allows that twg thivda of the eost of any borrowiog mey ha
recovarad out of Comt 041 (Cowr Gaw)}. ) '

To eneure thabt thewsc costs arc In line with borrowing coate as
they prevall ac rhe vtimo {u the market, the prior spploval of the
Ceantral Benk ix required. Buell approvel wlll be based on tha follow-
ing accaptable tarma:

I. Magurivy/Intarent Ritu

Ferelgn loans shal! have maturicies and {ocovest
raten refluective of prevailing condirions {n the {inter-
natlonal capltal warkegx, Appropriate grace periods
shall be impowed vonuiderlog, auwony othare, the
project's gastation porlod wud the forelgn loans' {mpact
on the statvtory dJdebt werviea rvatio., Totel approvals
shall, lLoweaver, be in wecordance with limles for each
maturity catagory to ha anr by the Monstary Boacd.

2, Commitmaut Fee .

Max{oum commitment Loe of 1/2% basad on the undcawn
bglanne of the loan.
]

J- FfQﬂE“lHd lnd Dthpr £frﬁ

A maximum of )% far all froot-end [ues and other
ximilar floancing chargen such 44 maoagemunt/syndicn-

cion/pactfolpation/uciilzativit feaw,

.V/
Vary Lruly youre, /

Governor,

AnHTAEL PR3



