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EXPLANATORY NOTE

‘The recent nurmoil in the ol producing counttes of the Middle Fast and Northetn Africa have Tt apain
grven ol compandes an added reason o len their yreed diceate the rapid price hikes of all off producrs i the
Philippines.

Since January 2011, val companies led by Shell, Chevron and Petron liave raised pump prices erght (8) tmes
to a total of 2 P3.25 increase for a liter of pusoline and a P3.00 increase {ur a liter of diesel in Merra Manila,
The pump prices i the Viiayas and hMindanao are higher by P30 to P8.00 per Lieer compared 1o Metro
Manila

Ol companies cite the mapid upswing of intematonal marker il prices wherein the Asian betwhmads Dobat
crude averaged more than 3100 a barrel in February 2011, from an averap of US$92.52 a bartel in January,
hitting a ewo vear-and-a-half high of aearly 158112 a bamel on Februare 24,

What oil companies do not reveal o the govertmnent and the public is the thue inventory of ot produces in
the country that ranges from 2 40 to 51 day reserve, and the actual costs of the crude and refined o produces
beiny imported. §f there is really a reason for the merease other than currency consideratinns in the word oil
pace shocks, why raise pump poces immediaiely when the oil supplies in the so-called inventory were bought
with the cheaper internatioonad market ratesr When there is a need for il price rollbacks, ol companies frdger
and refuse to implement the same immediarely compared 1o thew alacdly in increasing prices.

The dereyulaton of the oil industry that was brought about br Republic \cL 8472, ar the “Diownsteam €l
Ineustry Deregulation Act of 19987, completely tailed to cnsure a truly curnpetitive market under a regime of
fair prices throuph the liberalization and the deregulation of the tacal downstream oil duste.

Deregutanion has allowed oil price increases to go unchecked. RoAL 8478 surrendered sovenunent controls on
ail prices. rendenng the Departiment of linergn /DOE; as an apologest — if not de facto spokesperson - for
oil companies each and every litne that oil prices are pushed upward. Crude oil and perraleurn products are
sensinve commodities since its prices directly affect the cost of almaost all other commaodities and services
such as food, housing, social services, as transpormaton.

Even withour factonng in increases in the world demand for oil, the aetificial effects of speculation, and the
turmnoll i ol praducing countries, worekd o prices are unjustifiabiy high hecause they arc under rhe control of



manopelisne ransnadonal oil corperations. Given this sef-up, the State has a responsibility 1w promoe social
Justice and an equimable national cconory for its peaple. It must regulate the viml downstream oil ndusiry if
I wants to pive inmmediate and medium-term relief 16 the people.

Thes bill 1s a comprehensive measure ro immediately addeess the problematic downstream el indusiry in lighr
Gt e abov ementoned facts by requiring the tollowing

2, tne regulancn of the petroleem industry through rhe creagan of a Pereoleum Begubarory Council;

B} 4 Buffer Fumid thar shiail solely serve to cushion consumers against drastc increases in petroleuny poces,

antlke the old O Prce Stubilizanion Fund {OPSE) that ceimbarsed oil companies for dublous “cost under-
oo weries:”

f. e government's reacquisition of a majority stake in the Perron Corporation to regain market teveraging
20 poce sabiling

g4 ceneralzed procurerent of oil and petroleum produces:; anud
.o, it repeal of RA 8479 or the [ownstreanm Oil Industry Deregulation Act of 1998,

i ew of dhe torepoing, rhe immediaw approval thereof is highly recommended,
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Quezon City
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HOUSE BILL No. 43 55

Introduced by Reps. TEDDY A. CASINO, NERI JAVIER COLMENARES,
RAFAEL V. MARIANO, LUZVIMINDA C. ILAGAN, EMMI A. DE JESUS,
RAYMOND V. PALATINO and ANTONICQ L. TINIO

AN ACT
REGULATING TIIE DOWNSTREAM PETROLELUM INTHISTRY, REPEALING REPUBLIC
ACT NO. 8479 OR THE DOWNSTREAM OIL INDUSTRY DEREGULATION ACT OF 1998,
AND FOR OTHER RELATEI1L PURPOSES

Be it enacted £ the Nenare and the Homre of Bepreseniatives of the Phiippiner fn Cangresr ascenmbipd:

CHAPTLER I
GENERAL PROVISIONS

SECTHON 1. Short Title. — This Act shall be known as rhe “Downstream it Indusiy Regulation et of
20117

SECTION 2. Declaration of Policv. = (Ol and petralenn produces beirng vital 1 national secunity 2nd their
supplr at reasonable prices being cssennal to the general welfare consistent with Arricle IT (Suaal Tusnee) and
Arncle M (Nadonal Economy and Patoimant) of the 1987 Constitution, it is hereby declared the policr of
rhe Srare that the business of impornng, exporting, re-exponing, marketing, distnbudng. and selling, both ar
wholesale end retail, crude oil, gasoline, kerosene, diesel and other sodally and economically senstove refined
petroleum or pecroleim products, as well as operatons and activities ol tiatural and juridical persons, firms,
and entines enpaged in such activides, shall be repulared and carned aul in 4 manner consistent with the
public nterest so as 1w attin the following objectnves:

fa) o ensure a proper, adequate, and contnuous suppl of cride odl and relined petroleun products under
the most economic and cotnpetitive terms possible, conswdering all available sources of supphs

(b} I'c ensure reasanable and transparent prces for petroleum products and to prevent monopols,
combinanons 1 restraint of wde, unfair compention, and econvmic domination in the induswe and

(c) To mimmize the cost and the vutflow of foreign exchange involved in the operations of the ol and
petoleam indusrrr.

SECTION 3. Coverage. — This Accshall applr ro all narural and juddical persons, firms, and enrtes
cogaged inant and all activities of the petrolenm indwstr, as well as persons or companies directly importing



or exporting crude or refined petroleun products for their own use or for the use of ciher naniral and
Judical persans, firms, and entities cngaged in any and all activines of ihe petratenm indusicy,

These acerities include the act and business of impordng, exporung, re exporting, storing, distnbuting, and
sclling, both at wholesale and retail, of crade oil, pasoline, kerosence, gas, and other refined peteoleum
products.

SECTION 4. Pefinition of Terms,

(a) Crude Clif shall refer o oil in its natural srare belore the same has been refined or otherwise treated,
bur excluding warer, botroms, sediments and foreign substances. Crude oil or Oifshall be used
interchanpeably with Pevadeam;

{h) Dognsireant Oif Industry or Indstry shall eefer 16 the business of importing, EXPOLUNg, re-exporiing,
shipping, mansporting, processing, retining, storng, diztobunng, marketing and/or selting crude oill, gasoline,
diesel, liquefied petroleun pas (1.°G), kerusene. and other petroleum products;

(5] Excchange shall tnean the Philippine National il Company-National Petroleum Exchange
Corporanon (PNOC-NPEC);

A Lagrstics Campany shall mean the Philippine Natonal Ol Company Shipping, Transport, and Storape
Comonmdon (PSS

(&} Pefrgiestry shall refer to the naturally oecurmng misture of componinds of hydrogen and carbon with a
stnall proportion of impurities and shall include any mineal oil, petrolenm zus, hydrogen gas, birumen,
asphale. mineral wax, and all other similar or matrallr-aszocared substances, with the excepion of coal, peat,
bimminons shale and /o other stracfied tinerat fuel depozies,

(E) Petrolenm prodsctr shall mean products formed in the course of refining crude petroleum dhrough
disullanon. cracking, sobvent refining and chemical treatment, coming oul as primary stocks from the relinery
hke: liquefied petroleum gas (LPG), naphtha, gasohnes, solvents, kerosenes, aviation turbine fuecls,
automanc,/ industrial diesel oils, induseeral/ residual fuel oils, waxses and petrolatams, asphales, biunins, coke
and rehnery sludges, or such eefinery petrolenn fracdams which have nor undergone any process or Treaunent
23 to produce sepatate chemically defined compounds in a pure or commwtcially pure state; and 1o which
various substances may have been added 0 render them suiwble for particular uses, provided that the
resultant product contains not less than 50%% by weight of such petroleum products;

(e Phidppine nationad shall mean a cinzen of the Phibppines, or 2 domestc partnership or assoctation
wholly owned by citizens of rhe Philippines; or 2 corporation organized under the laws of the Philippines of
which at least sixty percent (60%) of the capital stock ontstnding and the eotidement to vote is oumed and
held by cigzens ol the Philippines; or 2 corporation organized abroad and registered as Jdoing business in the
P'hilippines unger the Comoration Code of which one hundred percent {100%) of the capital stock
cutstanding and the entitlement to vote is wholly owned by Filipinos or a trastee of funds for pension or
other emplovee retirement or separation benefits, where the trustes s « Philippine national and at least sixty
percent (6Fs) of the fund will accrue to the benehit of Philippine nationals: Prosided, That where =
comoeaton and itz non-Filipme stockholders own stochs in a Seourities and Lizchange Commussion (SEC)
registered enterprise, at least sixty percent (6000) of the capital stock culstanding and enttled o vowe of cach
of both corporations must be owned and held by anzens of the Philippines and at least sixer percent {6 o)
of the members of the Board of Dircctaes of cach of both COTpOralion: muse be citizens of rhe Philippines, in
order that the corpuradon shall e consideted a Philippine natonal: and

) Pien shall refer 1o the Centralized Perroleun Procucement Plan.
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CHAPTER 1T
PRICE REGULATION

SECTION 5. The Petroleum Regulatory Covnedl - There is hereby created an independent, quasi-
judical regulatory body to be natned the Petroleurn Regulatory Council ("R, hereafter referred 1o as the
Coundail, whose luncton it is to stdctly regubate the pocing of crude oil and socially and economically
sensitive peuroleun products at the levels of marketing, diswibuton. wholesale, and retail in the aperanons
and acuvities of natural and juridical persons, firms, and entitics engaged in such activiries.

SECTION 6. Composigon of the Councif, — (a) The Coundl shall be composed of a2 Chaitperson and six
(6) Members o be appointed by the President of the Philippines. The Chairperson and the Council Members
shall be pamural born citizens and residerus of the Philippines; persans of good moral character; at leasr thirty-
frve (33) vears of age; of recognized competence in any of the tollowing (ields: cnergy, law, economics,
hnance, commerce and indusery, and fmanagement, of the mansportanon and consumer sectors; and with
least five {3) vears of actual and distinguished experience in their respecuve fields of expertise or sectors:
Provided, That our of the six (6 members of the Coundil, ac least one (1) shall have had {10) vears expedence
1 the fields of management, cconomics, ur commerce and indusery; one (1) shall be a certificd pubhe
accountant with at least ten (1) years expericnce in active practice; and one {1} shall be a recognized leader
who has been acave for at least ton (10} years in the rensportaton, consumer, or indusital scotor.

b The temm of office of the Chartperson and the Council Merbers shall be four (¥} years: Provteded, That
for the frst appointees, rhe Chairperson shall hold office for four {4 years, two {2) Meinbers shall hold olfice
for four {4} years, another twu for three (3) years. and the remaining rwo (2} Members shall hold office for
two {2) vears: Prozided, fierther, Thar for subsequent appointees, the successor of each Member shall have the
same Temire as his predecessor. Prrided, furtber, That appoingment o any vacancy shall cnly be for the
unexpired term of the predecessor: Prostded, frully, That in no case shall any member seeve for more than four
{1} vears m the Council.

(c} The Chairperson and Members of the Council shall be prohibited from halding any interest
whatsoever. either as invesior, stockholder, officer, ar director, in any company or entity engaged in the
business of explonng, exploiting, Importing, exporring, r-esporting, shipping, reansporting, processing,
refining, stonn, marketing, distributing, and selling both at wholesale and retail any petrolean sesource. Ln
case they do, they muse divest through sale or legal disposition of any and all interest in the perroleum
mdustry upon assumption of office,

Former Chaupersons and members of the Council are prohibited from working directly or indirectly in any
firm cngaged in the perroleun industry or any other envty whose main business is directly or mdirectdy
telated to any such Brm within one (1} pear from the tine ther have crased to he officaliy connected with the
Counal

{d The Chairperson and Members of the Council shall assume office apon their appointment and the
administration of their respective vaths of office. Thev shall devare their full fime to the Council and shall not
accepn any other ainployment while in office.

SLCTION 7. freperal Jurisdiction, Pawers, Funceans, and Duties of the Council  'The general
jursdicton, powets, funcnans, and dudes of the Council shall include the following:

(a) i’rice monitoring atd compilation of the prices involved in the movetnent of rew macedals or
finished products in the mathketng, distributon, and sale borh at wholesale and tetus], aof petroleum and
socially and economically sensitive petroleum based resources. In order that ne UNNECEsSAtY custs mar be
included in the pricing of petroleum and its derivanves, price monitoring and compilation shall also be done



at the stages of shipment, transport, and storage. This shall be conducred in coordination with exisnng,
independent tnonmtoring bodics. These records shali be sulvnitted weekly, or upon request, For the review of
the Coundl. For cases where persons, finms, or endnes refuse such nformadon, the Council shall 1ssue
subpornas and aebpoesar ducer tecm to compel such parocs;

(I} Compilaton and analysis of information herehy required from local importers of cnide oil and
socially and economically refined petroleum products, refiners, dealens, and petroleum marketng COmpanies
om the following:

11 Comprehensive sales reports;
M Inveontores;

31 Prices of all involved products ar vanous nme intervals, as determuned by the Coumneil for peroleum
and petroleum products; and

4} Demand forecasts for subsequent time intervals, as determined by the Coundl for involved
petrolenm and petrolevtn products.

{x) The Council shall putsue systemanzed, random stanstical sampling siurveys o determine adherence
to and violarions of price regulation by the Counal. These survevs shall be done by technical groups [oomed
by the Council, in close cootdination with Council-aceredited orgamezations thar undertake their own
petrolenm poce surveys;

el lssue miporns and subpoens dices feoums noany inguiry, study, hearing, nwvestgation, of proceedings
which it mav decide to undetlake in the exercise of i powers, functions, and duties under dus Ay and

(€] Promulpate rules and regulations relevant to procedures governing heanngs betore it and enforce
compliance, through the imposition of penalties, sith any rule, ruling, regulation. order, resolunon, dedsion,
ot other requirements of this Act or acts of the Coundl in the excrcise ol irs quasi-judicial funcnons;
I*rovided Thar said rules and regulations take effect bfteen (13) days afler publicanion in the Otfdal Gazetre

SECTION 8. Setting of Oif Frices. — L pon the effccomny of thes At industry averages of prevailing
market prices of sodally and economically sensiove peaeleum and petrolenm products shall serve as the
starong pomt [or the determinanion of prices. Any succecding modilication shall hereby be required 10
undergo public hearings, canvensd by the Counal, betore such broote effective.

The Council shall revise ofl prives only upon proper notice and hearing, in the exercise of i1s powers and
fancoons, as follows:

{2} In revising prices, the Counal shall be puided by the following considerations:
1} Whether claimed increases or decreases i costs, sales, or profits are real or simulared;

%) Whether expenses and costs which are clamed to have been incurted, or are being incurred. or are to
b incucred are reasonable;

3} The impact of the proposed prices or change therein on the cconomy and on the consuming puble,
partculardy low incomne groups and mdustres essental o the natonal welfare or secunry, given the
daily cost of living and predominanr orages;



4} The component costs and the profit level: or mies of return not only of the petrolevm mdustey but
als¢ of other manufactunng industnes i the couney, and

5) The abilier of the levels of the O] Price Butfer Fund 1o maintadn, through subsidy disbursements,
current o1l price tevels until the next resettng,

=) Hearings must have in attetulatice oraniranons from different sectors affecred by the following
regulanons, mchiding ot ot liniled to consumer groups, the ransport secror, other representatve peopie’s
orgamizauen s, producers, and sellers, as well as independent experts.

(<) Advance details of these public heanngs, as well as for hearings required by Secnon 7 af this Ao
shall be published in at least two (2) newspapers of major arculation at leasr nwe (2) weeks before rhe
scheduled consultanons.

{dy I exercise of its duties. the Council shall, for every heating convened:

1) Present a condse report on the operatons regardmg tive administration of the Oil Pdee Buffer Fund,
inclugding ics cotnplete sources and disbursements, sinee the lase hearing or ol prce adjustment

2 Summarize data justilyings and supporong the last oil price adjustmenls and how these have changed
and contributed to the necessity to covise od paces; and

3) Publish the proceedings of coacluded heannes in at least roro [2) newspapers of national arculanon
at least one manth before the implementation of newly set oil prices, for which petiod the Counal
shall ke open ro petitions ad appeals subjecr for review by rhe Council

SECTION 9. Procedures of the Council — All inquines, srudies, hearings, investigations, and proceedings
conducted by the Counell shall be poverned by mules adopted by the Couneil, and in lhe conduct thercof the
Counal shall not be bound by the technical miles of evidence: Prorided, That the Council may summanle
pumish for contempt by a {ine not exceeding e thonsand pesos ot by imprisonment not exceeding thirry
{30} days or both, any persom guilty of such misconduct in the presence of the Counal or so near therern as
10 sericusly intemupt any hearing or session or any proceedings before ir, ncluding cases in which a person
willtully [ails or refuses, withour just cause, W comply with summons, tubpoena ad fecsiffsandume, sbpoend dyces
o, decision or order, rules and regulations lepgally issued of promulgated by the Coundl; or being present ac
a hearing, session, or invesapation, refuses Lo be sworn as 3 Witnoss OF (G answer questions when lawfully
requited 1o do so, or to furnish mformation required by the Coundil. T'he sherit! and other police agenaes of
the place where the hearing or mvestigation is conducted shall, spon request of the Coundl, assist it o
enlorme the provisions of this Section.

The Council may, in any inquicy, soady, hearng, investigation. or proceeding, by order in writing, cause the
deposiicn of witnesses widun or without the Philippines to be taken in the manner prescribed by the Rules
of Conr.

SECTION 10. Pegtions for Hearings. — Local wil subsidiaries, wholesalers and retailers are hereby required
to file 2 pennon with the Councl every time they intend to implement oil price adjusanents. People’s
OrganiZaticns, Non-Fovernment organizalions, and cnzens may as well file petitions with the Conncil
proposing 10 adjust ol pnces.

SECTION 1). Organizational Strucrure. Within three (3) months from the creadon of the Coundl, it
shail submir for the approval by the President of the Philippines rhe new urnpranizatonal strucmre and plantilla
posinons necessary (o catty out the powers and luoctons of the Council, as well as its rules and regulanons as
provided fer in this Act. The Chairperson and the Members of the Council shall appoint and maintain



adequate otiroers, seaff, and persomnel, mcluding sechaical boards, 1o be roaintained according to the
functions, powers, and duties of the Coundl,

SECTION 12. Compensation and (iher Emoluments of the Covncil. — (a) The compensation and
other emoluments. for the Chairpemson, Members, staff, and personnel of the Counal shall be covered by
Republic Act No. 6758, othieratse known as the “Salan Standardization Acr™.

(b ‘The Chairperson of the Coundl shall be enmitled 1o the same salanics, allowances, and benefits eqqual
to those of a Department Secretary while the Council Members shall reccive the same equal to those of a
Department Undersecretary. The Chairperson and the other members of the Councit shall, upon completon
of their rerm or upon becoming eligible for retirement under exisnng laws, be ennrled o the same retdrement
benetits and the privileges provided for Department Sectetanies and Deparmment Undersecretaties,
respectively.

SECTION 13. Budget of the Council, — The amount of ane hundred f fiy tnillion pesos
{PhI*130,000,000.04f) is herchy allncared from the General Fund nor otherwise appropoaced for the mnimal
operations of the Pettoleum Regulatory Counct. Thercafter, the annal Tmadgred of the Counal shall be
inchided i the tegular or special appropriaton: under the General Appropriation Act.

CHAFTER 111
THE OIL PRICE BUFFER FLUNT)

SECTION M. Crearion of the O Prce Buffer Fuad. — (3} There is hereby created a trust fund direcdy
under the custody and administradon of the Petroleum Regulatory Council as an account booked under irs
liabalines. ‘The trust fund shall e designared as the Gl Poce Buffer Fand (OPBEF), herron referred 1o as the
Fund, for the serict and unigue purpose of cushioning consumers against rhe frequent and dosoc price
inereases of local peteolewtn and petroleum productes.

(b} In its iwunal penad of operaton, funds for the OPBT shall be provided for in the annnmal {General
Appropoatons Act.

SECTION 15. Dishursement of the Fund. - The Fund shall solely and srrictly pelease dishursements o
subsidize local market oil price fluctuations berween price resctings, as sertled a( heanngs conducted by rhe
Council under Section 7 of this Act, The Fund shall disburse 2 subsidies, witially on the first vear upon the
effectivity of this Acr, 2.5% of cumulative increases in madket prices across all socially and cconomically
sensiiive peiroleum and petralewn produces, berween public hearings, which decide on the modificanon of
previously set poces. Revised amounts shall become the new basis for Fund disbutsements. When wodd il
prices decrease, the Coonel shall retain its existing prices, accrue all differences in set prices and market poces
o rhe Fund, and matoein curent prices unal the next beanng modifies such, Modificanons of this subasidy
percentage shall hkewnse undergo public hearings before approval, and shal] inainly depend on the needs of
consumers and industrics and on the present levels of the Fund,

The (il Prce Bufter Fund shall be scrietly prohibited from being disbursed for the tollowing pumpaoses:

{3 To retmburse persons, firms, and entres engaged in the petroleum industey for cost increases on
crude o1l and imported petroleun products resulung fom exchange rate adjusiment and/ or increases in
world market prces of cnude oil;

{b) Cost “underrecovenies™ incurred by persons, fimms, and enrities engaged in the petrolenm industry as
a result af (ued vl sales ro the National Power Corporaton NP

[
-

() Projects telating to the consutnpton or use of crude oil, pas, and other petrolenm products;



(i ) For the development of vther sources of energr;

(c) For exploration aud rescarches on conservauon, ant-polluton, and other similar studies 1o subsidize
tmporauon of crude ol and refined petroleum products by government agencies, or government owned or
conmolled corporations {(GOHICs): and

it For any such purpose other than cushioning consumers against the high prives of local petroleumn
atid petreleum products.

The President of the Philippines is hereby prohibired from sourcing from the OPBF, through Execative
Order, any projects, programs, and other activities whatsoever.

SECTION 16. Fund Investments. — The Pemoleum Regutatory Council may, after the first five vears of the
existence of the Fund, invest part of (he proceeds from the Fond in secure bank deposits like repular SAVINgS
ACCOUNLs, current accounts, and utne depostts: Prarsded, That these deposits are insured for the mazimum
insuruble amounts in the banking industry. Prerided, further, That the Charperson and all the hlembers of the
Couneal are informed and approve of cach and everr Funad invesunent, in speabic amounrs: Provided,
further, That proceeds from the Fund may only be invesred when the size of the Fuad has reached a
minimum amount wherein icis ten {10} umes the average dishursement for the preceding five vears: Provided,
fimaid, That all earmnings from such placements shall stricry and selely sedound to the Fund.

SECTION 17. Extraordinary Gains, — Whenever an anthorized increase in the prices of petroleumn
produces will result in an extracrdinaty pain from exisnng imventodes, the Coundl is hereby empowered to
take measures, including the payraent in the fall amount of the extraordinary gain by the persons, firms, or
enooes henefited to the OPBI-

SECTION 18. Amnual Reports of the Couaci. “The Council shall publish an annual tepont, with or
without the convening of hearings, on the administration of the OPBF. including its complete sources and
disbursements; data that jusafy and support any and all adjustments in petroleum prices it the past vear;
information on the general seare and prospects of the local downstream petroleumn industry; and other such
vital information derived from inquiries. studies, and mvestganons by the Council in the exercise of is
powers, functions, and dutics.

CIIAPTER IV
PETRON CORPORATION

SECTION 19. Buy-back of Pesran Cotporation.  {3) The Philippine National O Company (PNOC)
stiall, upon the first year of cffecnvity of this .Act. reacquire equity in Petron Corporation by at least 31%0 of
its total subscribed stocks, PNOC shali initally buy back the shares at the Philippine Stock Exchange. If the
mintmum shares ro estalilish contral 1s not repurchased from (he PSE, the PNOXC shall cause the
expropoation, subject (o just compensation_ of Petron stocks from whoever/whichever has
possession/ownership/ contrel/ custody rhereof

() Thereafter, PNOC shall reacquire 100%s ownership of Petrun Corporation within a period of four (4)
vears. Reacquisition costs shall mainly be lunded by the National Government, theough annual budger
#ppropmanons. The secondary source for the full repurchase shall be the expanding earnings of PNCK from
Its increasing stake in Peuron Corparation over the perind of reacquisition; and

{c To achieve this objective, the PNOC is hereby required to appressively and consistentdy improve the
operations and income of Petron Corporation in line with the policies of this Act. The eventual corporare
marger ol the PNCHT and Petron Corporation shall herebr be a matter of palicy.



SECTION 0. Policy Objectives of Petran. — Perron Cotporation shall have the following policy
obiecrres:

(&) T adopt a pnang policy that keeps the poces of crude oil and petroleam products, especially
socially and economically sensitive products such as liquefied petroleum gas {1.1°G), naphtha, kerosene, diesel,
as low as possible as allowed by the Rulfilliment of the objecaves of this Act;

{b} T control cantel and monopoly pricing, and thus check unreasonably high prices;

{<) T rmse and promote the Tocal capadn for exploranon, refining and exploitation, processing, and
development of peroleum;

fuy Belore or after the tull naticnalization of Petron, or once deemed feasible and cost-effective by e
Board of Directors of Perron, to invest, through partnerships, joint-ventures, MECgErs, OF acqUSIonS, in
entities mvobred in acavines directly relaed to the policies of Petron provided under this Act Such
mvestments shall prioritize local Philippine nanonals and government agencics such as the Philippine
Matwonal Ol Company (PNO):

{c} T encourape the participation of loeal private capial by poontzing such invesuneats in joint
ventures if shall undertake consistent wath the provisions of this Act; and

(B Tor priotitze Filipino capital, technology, and labor through rhe investment dedsions and conduer of
opcranons of Perron.

CHAPTER Y
CENTRALIZED PROCUREMENT OF OIL AND PE1ROLEUM PRODUCTS

SECTION 2L. Creation of the National Petroleum Exchange Cosporation. - "Lhere is herebr created
the Nadonal Petrolewin Exchange Corporation (NPEC), hereafrer referred to as the Ixchange, with the
pomary objective of enaliling the country ro get the best poces, and adequate and stable supphes for its
recuirements of crude oil and petroleum products. The Natonal Petrolenny Exchange Corporaton shall be a
subsidiary company of the Philippine Nagonal Od Company (PNOC), making Philippine Natonal Oq
Company-Nadonal Petrolewn Exchange Corportion (PNOC-NPKEC) the comnpany’s formal comporate name.

SECTION 22. Board of Directors of the Fxchange. — (a3 The Board shall be composed of a Chairperson
and six (6) Dhrectors to be appointed by the Board of Directors of the Fxchange’s mother corporauon, the
PNOC. The Charperson and the Board Directoes shall be natural-bom citizens and residents of the
Fhilippines; persens of good morl character; at least thirty-Bre (35) years of age; of recopnized compelence
in any of the following fields: enctgy, law, econnmics, inance, commerce and idustry, and managerment; or
the transportation and consumer sectors; and with at least Gve (5) vears of actual and disanguished expedence
i their respective Belds of expertise or secooms: rovided That of the six () Threctors of the Board, ar least
onc (1} shall have had (1(}) years experience in the fields of management, economics, or commerce and
industre; one (1) shall be a certified public accountant with au lease ten (10 years EAPCHUTIOE 1N active Pracos;
and ome {1} shall be a secror leader who has been acuive for at leasr ten (10} years in the transporedon,
consumer, or industaal sector,

‘The Chairperson and Dhrectors af the Board shall be prohubited froam holding any inrerest whatsoever, cxoopt
for the Chairprrson of the PSTSC, cither as myestor, stockholder, officer, or director, Ity any company or
ety enguged in the business of cxplonng, exploing, impordng, eXpotting, re-exporhing, shipping,
transporting, processing, refining, storing, markenng, diswibuting, and selling both at whelesals aud retal any

10



petroleum resource and must, therefore, divest through sale or legal disposition of any and alt inlerest m the
petroleum industry upon assumption of ofbce.

Fonmer ¢ hairpersons and members of the Board are prohibited from working directly or ndirecty 1 any
ficm engaged in the petroleum industry or any other enoty whose main business is ditectly or ndirecty
related 1o any such fiem within one (1) year feom the time they have ceased ro be officially connected with the
Exchange

The five {3) appointed Board Directors shall devote their full ime to the Board and shall not accept any othet
emplovment while sittingr in the Board.

(b} The term of office of the Chaitperson and the Board Dircctons shall be four (4} years: Progided, That for
the first appointees, the Chairperson shall hald effice For four (4] vears, one Tirecror shall hald office for
four (4) vesrs, another cwo for three (3} years, and the remaining two Directars shall hold othee for tao (2)
vears: Pravided further, That for subsequent appomiees, the successor of cach Director shall have the same
tenure as his predecessor: Prowided further, That appoimment 1o any vacancy shall only be for the pnexpired

weom of the predecessor Prorvded fwady, That in na case shall any member serve tor more than tour (4 vears
in rhe Hoard

fc} Within three {3) months from Lhe creation of the Exchange, the Chairperson shall submut for the approval
by the PN Board of Dincctors the new arganization stracture and plantilla posilions NECEssary {0 Camy out
the powers and functions of the Exchange

SECTION 23. fursdiction, Powers, Functions, aond Dutics of the Exchange. — The Exchanpe shall
centralize and stdctly regulate the movement of perroleamn and petroleum products at the stages of
importation, cxportaton, te-expottation, distributon, storage, and selling both at wholesale and retail of
crude oil, pazoline, kerosene, gas, and other refined petroleum products.

For dus purpose, the gﬂ]eml jutisdicnon, powers, funcoons, and dutes of the Eschange shall include the
following:

(&) Instiwuting a centralized procurement system, which shall take over all importanon of crude il and
petroleum products and shall be the sole supplier of aude and petrolewn lor the local markets— for all local
vil subsidiaties, wholesalers, rerailers, as well as to all natural and juddical pemons, fiems, and entines engaged
i the act and husiness of importing, marketng, distnbutng, and sclling both 4l wholesale and retail crude il
and petoleum products for their own use or for the use of other natral and juridical persons. firms, and
cottes engaged in any and all activities of the petroleum industry;

fr) Detenimining and supplying rhe countre's total annual requirement for coude oil, gasoline, diesel,
kerosene, fuel oil, liquefied perrolenm gas, and other oid products;

(c) LJetermining and sourcing the most cconomuc, stable, and adeyuate forsign sources of crade o1l and

perroleum products, based on the Iollowing cotena:

i) Owenership of petrolelrm suppliers: shares of small private investors, pational governments, and
transnational ¢l corporauots; and the

{e} [nclusion of muneally advantageons commodior swwaps and/oc foregn cachange amangements in
bilateral petrolesm 1rade agresments.

{1} Ensuning thar lncally extracted crude oil, lecalle refined petroleumn, and locally processed petrolewm
produocts primaridy and singularly serve the countrs's local petroleum requirements,
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SECTION 24. Staff of the Exchange. — The Chairperson and the Directors of the Exchange board shall
appomnt and maintain their adequate officers, staff, and pesonne, including technical boards, 10 be
maintained according 1o the fancrions, powers, and duties of the PNGC NPLC.

SECTION 25. Cemtralized Petrolevm Procurement Plan — (a) Complete procurement of 200° s uf the
national petrolenm needs, as determined by the WPEC, shall be effecred over & peried of not less than [our
(-}) vears and not more than five {3) years, for which cach vear shall cover 20} to 23 percent more than the
previous vear of the nadonal petroleum needs.

The pace and the nme feame of the Centralized Petrolenm Procurement Plan shall be based on die following

Critera:

1} Total national detnand forecasts on crude il and petrodeum products, on a weckly, monthby,
quarterly, and veuly basis, to be organized and underiaken Ly the Exchange, which shall be based on
the requirements of the local petroleumn marketing companies, independent demand projections., and
demand forecasts by the Exchange;

4} Acmal total national requiternents oo crude oil and perroleum rroducts, for previous months,
quarters, and years, o be organized and undertaken by the Exchange, which shall be based on actual
sales of local petroleumn marketng companies and separate investpations by the Fxchange;

3} Acnnal toml importations of crude oil and petroleum products, for previous months, quarters, and
vears, to be organized ad undertaken by the Fxchange, which shall be based on the records of the
Bureau of Custems, aclual sales of local perrolenmy marketing companies, and separate Invesigations
by the Exchange,

4] Elflective control of the Fxchange over shipping, transpory, and slorage facilities of crude o and
pewoleum products, a5 detailed under Secoon 12 of s Act;

3) Levels of the sources of funding, as delineated under Section 17 of Lhis ey

6] Elfieary of Commadity Swaps and other bilateral trade negntiations Letwren PNOC KPEC and
state-owned vil companies brom oil-producng countnies as delineated under Secions 10 and 11 of
thiz Act; and

7} Forecasts, feasiliry smdies, and planning sessions by the Bourd of the Cxchange.

(b For the (it year upon the effectivite of this Act, the Exchange shall utilize the shipping, [rAnSpor,
and storage facilities of Petron Corporation, as renanonalized under Sections 19 and 20 of this Agr, and of the
PSS, and shall progressively augment such faclitics and capahilities, lor the succeeding vears of the
{.entralized Perroleurn Procurement Plan, as delincated under rhe provisions of Sccbdan 12 of rhis Act

(c) The ability of the exchange to procure a surplus of imported petroleum over the acrual wral national
requirements, as delincated under Section 15 of this Act as the Buffer Supply, macks the last pedud of the
Centralized Pewroleum Procurement Plan,

{d] Ar the condusion of the IPlan, the Exchange shall be the sole source of the countny™s total
requirement tor petroleum and refined petroleumn prodoces. All peoleum marketing companics, peaoloum
dealers and traders, and all other importers of peroleum and refined petrolenm products shall therely be
probubited to procure by themscelves or through other natural and juridical persons, frms. and entities,
through importation or any such transportation, shipment, and freight activily, petroleum and refined
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peaoleum products. They shall likewise be prohibited from exporting or re-exporting crude oil and
petroleum products within the period of the plan, from which ime they wall be required to apply for
exportng and re-expotting licenses from the Exchange.

(&) Violations of (these provisions shall be dealt sath by the penalties under Section 19 of this Ace

SECTION 26. Supply Contracts with Seate-Ovwned Companies, — () When bidding out supply contracts
0 prospective exporters of crude ol and refined petrolewn products, the Exchange shall poodoze, and if
possible, restict supply contracts to 100 peccent (1P o state-owned od companies from oil-producng
countnes, which have the least influence from ransnanonal oil corporativus: Prosided, That the Lxchange
shall, by policy, pursue commodity swaps and nrher trade agreements us delineated under Secton 27 of this
Act.

b} The Exchange shall minimize, as much as possible and within the limirs of annual appropdatcns
under Section 17 of tus Ace, cash outlays for perfumming its procurcment activiries.

SECTION 27. Commodity Swaps and Other Bilateral Agreements.  {a) When bidding out supply
CONEacts o prospective importers of crude ol and refined peaoleum products, the lachange shall, as a
matter of policy and especially in rade with state-owned oil cotnpanies from ol producing conntaes, putsue
commodity swaps where the Exchange shall push for special terms in supply contracts of crude oil and
refined perrolenm products in exchanpe for equally favorable concessions w cxporting countries. Such SRS
shall include the trade of products without the exchange of [oregm cumencics to minimeze the mpact of
Huctuagons mn the LS. Daollar-Philippine Peso exchange mte an the prce of oil. An alternanve practice shall
inchude the Exchange purchasing petroleum imports nsing the Philippine Peso, which oil-expoarting cownies
can subsequenty use o pay for their impors from the Plulippines. These toade practices shalt be subject w
aciual negonanons.

{h) The Exchange, in consultation with the Secretary of the Department of 1rade and Industey (DTT). is
tasked 1o spearhead actrvines relating 1o commodity swaps and other bilateral erade agreemenrs. Tt shall
eonduct sudies on which petrolenm exporting countries would such atmngements be mose feasible belore
comenenang with the bidding and negobatons. The lixchange shall likewisc explore previonsh untapped
trade partners for crude o1l and relined petroleumn peoduces for which commodity swaps and other bilateral
tade agreements may be feasible,

SECTION 28. Shipping, Transport, and Storage. — (2) For the Exchange o centralize and sidetly

regulare the muvement of petrolentiy and petroleum products at shipping, eansport, and stotage, as well as
enable it w pet the best shippitg, transport. and storage prces for s imporred cride oil and pemoleum
products, Pewon Corporation, a: renationalized nnder Chapter IV of dhis Act, wirh the PSTSC, another
subsidiare cornpany of the Philippine National Oil Company, are hereby tasked to falfill, in the s year
upen the effectivity of this Act, the shipping and @anspormation needs of the Lzchange. Any and all
dehaencies in the ability of Petron and the PSTSC o fulfill the shipping and transport needs of the Exchange
shall be resotred by the Exchange by acquiting, leasing, or renting private shipping and transport [acilities,
through supplamentary appropriations.

(b} To respond to the siorage needs of the Fxchange, the mandate of the PSTC is hereby extended to
include storage, besides shipping and transport. The PSTC i thus renamed as the PNOC Shipping,
Transparn, and Storage Corporation (PSTSC). hereon refermed to as the Logistics Cormpany.

fc) To elfectively empower the Exchange. togerher with the use of the oil depols and storage facilities of
Pemon Corporation, the newly established PSTSC shall hereby acquire majoriy equity control over vital,
naconal ol sforage faclities through the purchase of stock. PSTSC shall initially acquire, through
supplementary approprialions and succeeding yeneral appropriations, majority stake in the top thoee (3] oo
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frve (3) oil depors in the country; Provided That PS15C shall acquire more stock i these corporancns and
shall likewnse mke conrol of, lease, or rent ather viral oil srorage facilifes as the need anses for the Exchange
and as is feasible according to the Centralized Petroleum Procurement Plan under Secdon 23 of this Act
Provieled farther, That the Logisdes Company shall suually attemypt to buy back the shares ar the Philippine
Swock Exchange. If the munimam 51 percent (31%s) equin from the involved corporations is nor purchased,
the Exchange shall cause the expropriziion, subject o just and fair compensation, of shares from foreign
investers or from local investors, or whoever/whichever has possession/ownership/ contral /cusrode thereof

SECTION 29. Buffer Supply. — (3) Unce the Exchange has reached procurement jevels where 100 percent
of the previous yeat’s actual total importation is already being procured far the current year, the Exchange
shall procure greater volume than the present vear’s total nanonat demangd or importation Forecasts, if
warranted by the availability of funds. Any surplus inventonies from present year's petroleum procurement
shall serve as stock for the Buffer Supply of the Exchange.

() Butfer supplies shall be maintaitied and cxpanded during perinds of telatively low word prices of oil,
lower levels of consumpton, and during periods where commaodity swaps and bilateral teade nepotiations
bear extraotdinary levels of supply; Prefadsd, That these suppiics shall be withdraan dudng pedods of
extremelt hugh global prices of ol and durmg shorages in order to delay any necessaty price increases and
brdge the pap berween import levels and actual domestic demand.

(ch The Exchange shall set sunemun Bufter Supply levels ar the conclusion of the Centralized
Petraleum Procurement Plan. Ar this point, the Exchange shall set a program (o progressively increase the
muatmum Buffer Supply level until a saitable floor ket can be maintained. Minimum Buffer Suppke levels
and snbsequent modifications shall be ser by the Board of the Exchange.

(e} When Buffer Supply minmum floor levels have been maintained for ar least Gve (5) years.
extraordinary gains from existing inventories dug (o extremely large increases in global prices can be plowed
back, by recommendation of Lthe Board of the Exehange, into the funding resoneces of the Exchange.

SECTION 3. Pettaleam Secuiity Procedures — The Exchange shall draw up plans to cope with such
connngenoes a8 may arise should prevailing sources of supply become closed or inaccessible, and coter into
such preliminary negatiations or arrangements with possible alternanwe scurces as may e OCCCSSArT 10 A55Ure
a stable, adequate, and conlinuous supply of crude oil and refined petroleam products under the most
ceonomic and competitive lerms possible.

SECTION 31. Wasving of Tariff Dutics on Imported Ofl  'I'hc PNOC-National Petroleun Exchange
Corpurnon shall hereby be excmpred from impen tanffs on crude oil and petroleum products, thus
amending Section 106 of Presidential Decree No. 1464, otherwise known as the “Tadff and Cusroms Code
of 19787, as follows:

“Bec, 1006, Droawbacks. —

. CQn Perrolenm Oils and Oils Obrained rom Bimminous Minerals, Crude Eventualk
Used for Generation of Electric Power and (or the Manufacrore of City Gas. On
petroleum oils and oils obtwined from binuminous materials, crude oils imported by non-
electoc unlites, sold directly or indirectly, im the same form o afrer processing, w electne
wilities for the generation of clectric power and fur the manofarcture of city yras, a refund or
fax eredit shall be allowedl ot exceeding fifey pereent (50%4) of the duty itnposed by law
upemn such oils, which shall be paid or credired under such mles and regulations as mav be
preseribed by the Commissioner of Costoms with the approval of the Secretary of Finance:
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PROVIDED, THAT IMPORT TARIFES FOR SUCH PETROILEUM PRODUCTS
SHALL BE WAIVEL FOR IMPORTS BY THE PHILIPPINE NATIONAL OI1.
COMPANY-NATTONAL PETROLELUM EXCIIANGT COMPANY (PNCHC-NIPEC,

- RN

CHAFITER VI
PROHIBITED ACTS AND PENALTIES

SECTION 32, Penalties for Violations.

(2 Ant person who pives false or misleading dat or information or willfully ot through gross
negligence, conceals or falsifies a materdal fact. it any investigauon, inguiry, study, or other proceeding held
pursuant ro this Act, shall be punished wirh iimposonment of not less than two bt not more than six
meonths. and with a fine of not less than one thousand bur not more than ren thousand pesos: Progzoded. Thar
il the False or musleading dara o information shall have been given under oath, the maximum penalty [or
giving false restimony or perjury shall be imposed;

(M) Any person who miolates any provision of dis Aer ar any order, decision, ruling, or regulabon of the
Counal shall, upon conviction, be sentenced for a penad of not less than sixy months but not more than free
vears and a fine of not less than wea thousand pesos but net more than fifty thousand pesos. I the offender
be a corporanion, parmership, or juridical person, the penalty shall be mmposed on the officer or officers
responsible for pertnitting or cansing a violanon by the coeporativn, partnership, or uadical person of the
provisions of dus Acy;

fe) 1f the offender is a government official or emplovee, the maximum penalty prescribed in paragraph
(k) shall be imposed and the offender shall suffer the addigenal penalty of perpetual disquabification from
public affice wathout prejudice to any administrative action aginst ham;

id} If the offender is a member of the Petroleun Regubatory Council or any of its artached apences and
compariirs, and the commission of the offense  atended by clear abuse of discretion on his part, or br amy
corrupt practce defined in Republic Act No. 3019, otherwise known as the “Anti-Graft and Comupt
Pracnces Act”, or other similar irreguladty, the penalty imposed shall be a fine of one hundred thousand
pesos and imprnisonment of not less than ten vears. .\ similar penatty shall be itnposed upon any povate
persen, whether in the government service or not, who induces, atds, or abets the offender in the commission
of the offense;

{€] 1t shall be an aliense, penalized as provided in paragraph (c} or {d) above, whichever mav be
applicable, for any person serving in the Petroleun Regulatory Counall o any of its attached apencies and
companies, cither as a Chairperson, Member, or as a member of the staff (o dircctly or indirecdy be emploved
by, or 1o receive any compensation from, or to have ant direct or indirect financial interest 1, anv firm
engaged in the bosiness of exploring, exploitiuy, imporming, exparting, re-exporting, shipping, transporting,
processing, refining, stotng, marketing, diseributing, and selling both ar wholesale and retadl any percoleum
LCSOUECE;
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{f) Any alien viclating this Act shall, in addifon to the penalty herein provided, be deporied after service
of seotence and shall nar be permurted reentry nte the Phulippines; and

(e} All monetary penalties shall direcrly acerve to the OPBFE.

CHAPTER VII
FINAL PROVISIONS

SECTION 33. fmplementing Rules and Regulations. — Lhe Perroleum Reprulatory Counedl, i
coordination with the Department of Energy, shall formulate and 1ssuc the necessary itnpleinenning mles and
repulanons within thirty (309 days alter the eftecovmy of rhis Acr

SECTION M. Budgctan Appropriatfons. — Such ameonmit as may be necessary to cffectively onplement
this Ao shall be provided For by Congmess inthe anneal General Appeoprations Act

SECTION 35. (Geperal Repealing Cluse.

{a) Republic Act Mo, 8479, also known as the Dosnirrtar O Jaduriry Dergguiation A2 af 1995 15 herebry
repealed.

() Al othet lvws, decrees, executive orders, ssuances, miles and regularions, or parts thercof
inconsistent with any of the provisions of this Act, are hereby repealed or amended accordingls.

SECTION 36. Separability Clapse. — It, for any reason, any secnon o provision of tus Act ss declared
unconstitunonal ar mvalid, such sthet sections or provisions not affected thereby shall remain o full force

angd effecr.

SLECTION 37. Effectvity. — Lhis Acr shall take effect Gfteen days after itz complete publicaton in at least
two (2) nanonal newspapers of general aroulanon.

Alrored
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