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1. Introduction:
1- Akram Hassan and
others, Policy Recom- The petroleum sector is a rentier return sector that provides major resources to
mendations on the Role . . . . .

of Local Authorities in countries, making it a hotbed of corruption and abuse as it negatively affects the

Lebanon in the Oil and economy and the competitiveness of the rest of the productive sectors.
Gas Sector, Publica-

tions of the Common . o . . .
Space Initiative Petroleum resources are characterized by their instability due to their vulnerability to

Foundation, 2018. international price variables, which reflects fluctuations in the volume of revenues
and affects the ability of countries to plan and set public budgets. The sheer size of
these resources makes them susceptible to corruption -especially in the least devel-
oped countries- and affects the structure of the economy that would increasingly fear
becoming centered around them. However, some of the most prominent characteris-
tics of these resources are that they are limited and prone to depletion, in a sense
that the revenues they generate must be exploited in long-term investments to
ensure the sustainability of their returns and preserve the rights of generations.

Hence, it is the responsibility of states and governments to manage their petroleum
resources and ensure their proper use to avoid them falling into what is known as the
"resource curse". For instance, the value of exports of petroleum resources increases
at the expense of other production sectors, which affects the exchange rate of the
national currency and the competitiveness of the rest of the production sectors.
However, falling into these practices can be avoided by following the peaceful gover-
nance of the sector ; this can be done by establishing a strong system of controls and
balances’, and by adopting transparency and competitiveness standards in all gov-
ernment practices and decisions since the announcement of licensing and pre-quali-
fication rounds for companies, until the evaluation of bids and the awarding of
purchase and licensing contracts, as well as during the phases of granting each of the
exploration, production, and secondary contracts. Therefore, oil and gas producing
countries and/or those in the process of extracting them, seek to establish regulatory
controls, strengthen capacities, and adopt long-term policies that maximizes profits
out of their revenues from this sector to ensure national growth and economic pros-
perity for their people.

The method of managing petroleum resources varies according to the pattern adopt-
ed by countries for this administration, as some countries resort to the establishment
of national companies for oil exploration, while other countries adopt the method of
outsourcing the extraction of these resources to foreign companies in exchange for
certain shares that benefit the state. However, the most common method is to adopt
a production-sharing system while retaining the right of the state during any execu-
tional phase of the contract by participating in production.
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In Lebanon, Article IV of the Offshore Resources” Law, “hereinafter referred to as —
the Petroleum Resources Law,’ stipulates that ownership of petroleum resources 2- Law No. 132 issued
and the right to manage them shall be the exclusive property of the State. Article XII on 24/8/2010 “Offshore

Petroleum Resources

of the same law granted the Council of Ministers, based on the Minister's decision, Law"

and based on the opinion of the Petroleum Administration, “hereinafter referred to
in this study as the Authority,”the power to grant an exclusive license to carry out
petroleum activities under the exploration and production agreements. It is noted
that the petroleum sector in Lebanon is subject to a gradual legislative and regulato-
ry framework at four levels of control and administration entrusted with its organiza-
tion and management, ranging from the legislative and oversight role exerted by the
House of Representatives, through the role played by the Council of Ministers with
regard to major and important decisions, and the oversight exerted by the
concerned ministry, to the role of the body established by law, which exercises the
power to manage, control, and supervise petroleum activities under the tutelage of
the Minister. Citizens, civil society, and academic and research institutions can also
carry out their role in the sector by activating their oversight work and holding their
representatives in the parliament accountable for managing their petroleum resourc-
es to achieve economic growth for their country.

From here comes this study to evaluate Lebanon’s first step towards the start of the
exploitation of its petroleum resources, which began with the signing of the “Explo-
ration and Production Contract”in block (4) in the Lebanese offshore waters,
reviewing the stages of the award, leading to the signing of the exploration and
production contract on this block, and the gaps marred by these steps leading to
subcontracts in contracts for the supply of goods and services needed for petroleum
activities, citing the study issued by the Lebanese Oil and Gas Initiative (LOGI) and in
what it included from recommendations that aimed at enhancing transparency in
subcontracting. Accordingly, the first section of this study is devoted to reviewing the
steps that preceded and accompanied the process of granting block (4) in Lebanese
offshore waters, starting from the first licensing round to the issuance of the Council
of Ministers' decision on the approval of granting block (4) to the pre-qualified com-
panies consisting of the French company "Total Sa", the Italian company "Eni Inter-
national B.V" and the Russian company "Novatek JSC"; the second section will be
devoted to discussing the compatibility of the granting contract with Lebanese laws
and relevant decrees related to oil exploration during the bidding and granting
stages. Our study will also address some of the amendments made to the principles
of evaluating the granting of the purchase contract and the violations that attained
some of its clauses on the legislative framework in force in the petroleum sector in
Lebanon, especially the tender protocol for licensing rounds in offshore waters and
the agreement module on exploration and production.
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The third section of this study will be devoted to the subject of subcontracting and
will present the agreement’s provisions in this field in order to identify the shortcom-
ings and gaps that have marred them, in particular with the delay in the issuance of
the decree on secondary contracting. Section IV is devoted to examining the extent
to which stakeholders have benefited from the study prepared by the Lebanese Oil
and Gas Initiative (LOGI) on the subject of enhancing transparency in secondary
contracting in the petroleum sector in Lebanon issued in 2018, and then reviews the
impact of not considering the proposals and recommendations contained therein.

In conclusion, the study will present some suggestions and recommendations that
can be used to develop extractive work in the future in exploration and production
contracts related to other blocks in Lebanese offshore waters.
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9882/2013 related to
the pre-qualification of
companies to partici-
pate in petroleum
activities licensing
rounds was subse-
quently canceled by
Decree No. 4918 dated
31/05/2019.
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2. Section One: Stages of Granting Block 4 in Leba-
nese Offshore Waters:

The promulgation of the Petroleum Resources Law and the subsequent legislation
and regulatory decrees constituted in their entirety the establishment of an integrat-
ed legal system for Lebanon as a petroleum producing country. Hence, the draft
required several detailed stages before granting the exploration and production
agreement to any consortium of companies with the aim of protecting Lebanon's
rights to its natural resources along its marine waters and achieving promising com-
mercial discoveries in it. The award of block (4) in the Lebanese offshore waters to the
pre-qualified companies, consisting of the French company "Total Sa ', the Italian
company "Eni International B.V" and the Russian company "Novatek JSC", "herein-
after referred to as the consortium of companies (Total-Eni-Novatek)', Leba-
non's first practical experience of the petroleum sector, constitutes in its levels a road
to future stages in this field. Any uncertainty or error in application would open the
way for the growth of a corruptive environment that threatens national resources in
the sector.

To evaluate this experience, it is necessary to review the detailed steps that preceded
the granting of Block (4) in accordance with the provisions of the laws and decrees
related to the petroleum sector, and these stages are listed successively as follows:

1. Launch of the licensing cycle

On 27/12/2012, in virtue of the resolution No. (41) issued by the Lebanese Council of
Ministers, it was approved to launch the first licensing round for oil exploration in
Lebanese offshore waters under the jurisdiction of the Lebanese State according to
the proposal of the Minister of Energy and Water based on the recommendation of
the Commission.

2. Opening of the pre-qualification phase for companies’®
On 15/02/2013, the Minister of Energy and Water announced the opening of the
qualification phase for the first licensing round in Lebanese offshore waters.

3. Announcement of the list of pre-qualified companies
On 18/04/2013, the Minister of Energy and Water announced the list of pre-qualified
companies consisting of 46 international companies.
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4.  Call for bidding —
On 30/04/2013, the Minister of Energy and Water announced the launch of calls to 4- By virtue of Decree
apply for acquiring petroleum rights according to the first licensing round, starting No. 4918/2014, some
from May 2013. This call was followed on 18/06/2013 and 19/06/2013 by a conference B:gis;;dﬁgndn;zs of
for pre-qualified companies in Beirut, where individual companies were invited to 19/01/2017 were
submit their comments and questions on the initial tender protocol and the agree- amended the tender
ment module on exploration and production that were announced by the Authority E.rfetﬁzﬂgor:o?ﬁ:u;:d
in May 2013. The process of the first licensing round after this conference was the Model Exploration
suspended until 2017, mainly due to the delay of the Council of Ministers in approv- and Production

ing two decrees related to the division of marine waters under the jurisdiction of the Agreement.

Lebanese State into areas in the form of blocks, and to the tender protocol for the
participation in licensing rounds as well as the agreement module on exploration and
production.

5. Approval of the tender protocol and of the agreement module
on Exploration and Production*

In virtue of the resolution No. (1) of Minutes No. 6/2017, the Council of Ministers
decided to resume the course of the first licensing round after the agreement on the
approval of the two pending decrees. Indeed, on 19/01/2017, and in virtue of the
decree No. (43), the tender protocol for licensing rounds in offshore waters was
issued, "hereinafter referred to as the tender protocol’, which limited the proce-
dures for bidding requests for blocks in the first licensing round, the procedures for
evaluating these applications, the selection of the winning bidding companies, as
well as the conditions and guarantees for bidding fees, in addition to the inclusion in
this decree of the agreement module on exploration and production.

6. Approval of the decree dividing the Lebanese waters into
patches

On 19/01/2017, decree No. 42/2017 was issued to divide the marine waters under the
jurisdiction of the Lebanese State into areas in the form of blocks, which were divided
into ten blocks (Block 1 to Block 10) defined according to certain latitudes and
longitudes for each. Five of them, blocks (1,4,8,9,10), were offered for bidding for
pre-qualified companies beforehand to participate in the first licensing round based
on a granting strategy prepared by the Authority and submitted to the Minister of
Energy and Water. Companies that were previously qualified under the first qualifica-
tion round conducted in 2013 were invited to inform the Authority within 15 days
from the date of publication of the decision of the Minister of Energy and Water of
any amendments that may lead to a review of the availability of their qualifying
conditions.
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Organizing a second pre-qualification round

A second pre-qualification round was organized for companies wishing to participate
in the first round of exploration and drilling of petroleum resources in Lebanese
offshore waters, while retaining the results of the qualification round conducted in
2013. This step led to an increase in the number of qualified companies from 46
companies to 51 companies.

8. Announcement of the date of submission of bidding requests
15/09/2017 was set as the deadline for submitting bidding applications by the
consortium of pre-qualified companies. On 07/09/2017, a resolution was issued by
the Minister of Energy and Water, based on the recommendation of the Authority, to
postpone the date of submitting bidding applications to 12/10/2017 to allow
pre-qualified companies to review the Tax Provisions Law related to petroleum
activities No. (57), which was approved later on, on 19/09/2017. On the deadline for
submitting bidding applications on 12/10/2017, two applications from a consortium
of pre-qualified companies were submitted to the Authority to bid on the displayed
blocks sealed with wax.

9. Closing bids

On 13/10/2017, the Authority unsealed the bids on blocks (4 and 9) and it was found
that they were submitted by a consortium of companies, namely the French compa-
ny "Total Sa" (owner of a 40% shareholding right), the Italian company "Eni Inter-
national B.V" (40% participation of an unoperated right holder) and the Russian
company "Novatek JSC" (a non-operating right holder with a 20% participation),
meaning that this consortium submitted one request for each block.

10. Assessing offers

On 27/10/2017, the Authority handed over its recommendations on the two offers
submitted by the consortium of companies (Total, Eni and Novatek) to the
Minister of Energy and Water after they were evaluated by it - according to the
Authority — under comprehensive evaluation system according to the principles of
legal, technical, commercial, and strategic harmonization required by the tender
protocol containing the evaluation procedures. We will stop later in the study at the
evaluation process carried out by the Authority and the violation of the text of the
tender protocol.
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5- Law No. 28 issued
on 10/2/2017 “The Right
to Access Information”.

10
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1.  Closing the bid

Based on the report submitted by the Authority, the Minister of Energy and Water
invited the consortium of companies (Total, Eni, Novatek) to the final negotiation
phase, specifying two items for negotiation, according to the recommendation of
the Authority, namely the discussion of the evidentiary item for the commitment in
minimum obligations of work in order to determine it definitively in accordance with
the provisions of the tender protocol, and shortening the period specified by consor-
tium of companies to start drilling the first exploratory well in each of the two blocks.
On 11/12/2017, the Minister of Energy and Water handed over to the Council of
Ministers a complete file to take the appropriate decision regarding the granting of
blocks (4 and 9) to the consortium of companies (Total - Eni - Novatek) bidders.

12.  The Granting

On 14/12/2017, by virtue of resolution No. (32), the Council of Ministers approved the
granting of blocks (4 and 9) to the consortium of companies (Total, Eni, Novatek)
and approved the appointment of "Total SA" as an operator in both blocks. The
Minister of Energy and Water was appointed to sign the final text of the Exploration
and Production agreements in blocks 4 and 9. After this approval, the Minister of
Energy and Water set the date of 29/1/2018 as the date for signing the exploration
and production agreements on blocks (4 and 9) of the consortium of companies
(Total - Eni - Novatek) by virtue of resolution No. 15 K/ W/ 2018.

13. Appointment of the State Representative in the Blocks Man-
agement Committees

On 09/03/2018, The Lebanese Sate Representative was appointed in two manage-
ment committees related to blocks (4 and 9) in the Lebanese offshore waters.

14.  Publication of the Exploration and Production Agreements for
Blocks (4 and 9)

According to the decision issued by the Minister of Energy and Water No. 19 K/W
dated 27/3/2018, the exploration and production agreements related to blocks (4
and 9) in the Lebanese offshore waters were published on the Authority's website
pursuant to the provisions of Article (28) of the Right to Access Information?®.

15.  Approval of the Exploration Plan

According to Resolution No. 21 K/W issued by the Minister of Energy and Water on
28/5/2018, it was approved to explore the two properties of blocks (4 and 9) in the
Lebanese offshore waters.

o
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3. Section Two: Legislative gaps in the stages of
granting Block 4 in Lebanese offshore waters:

After we presented in the first section the path that accompanied the granting of
blocks (4 and 9) of the Lebanese offshore waters, and since the process of granting
block (4) in the Lebanese offshore waters was the first practical experience for the
petroleum sector in Lebanon, and like any first experience that may be interspersed
with some gaps that would be overlooked and open the way for corruption as well as
expose the national petroleum resources of this sector to waste, in this section, we
will address the gaps and differences revealed by this experience between the legis-
lative and regulatory framework of the sector and the aforementioned granting
process to the consortium of companies (Total, Eni, Novatek) according to the
following:

First: Accountability for the disruption of the petroleum sector for a
period of four years

The success of the petroleum sectors in any oil-producing country or a country that
takes steps in the field of oil exploration and drilling, such as the Lebanese state, is
based on the adoption of the basic principles of governance of the petroleum
sectors, the most important of which are the principles of accountability and trans-
parency. As to the Lebanese experience in granting block No. (4), to its date, the
executive authority entrusted to the management of the petroleum sector in Leba-
non, whether by the Council of Ministers, the Minister of Energy and Water and/or the
Authority, has not been held accountable for the reasons that led to the delay in
issuing the implementing decrees for the petroleum sector for four years since the
announcement of the first licensing round in 2013 to the date of re-announcing its
completion in 2017 and the consequent reduction of serious investment opportuni-
ties for oil exploration in Lebanon and its impact on market value as a result of a
decrease in international oil prices.
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6- Article (9),
paragraph (8), stipu-
lates that “the Petro-
leum Administration
may recommend that
no petroleum rights be
granted in a particular
area, as a result of its
comprehensive
evaluation within the
scope of the specified
area and licensing
objectives. This must be
applied especially in
case the number of
offers presented for a
certain block is less
than two (2)".
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Second: Multiple applications as a formal condition for the validity
of bidding procedures

In the previous section, we pointed out that although the Minister of Energy and
Water extended the date of submitting the bid on block (4), on the deadline date of
12/10/2017 only one offer/request was submitted to the Minister of Energy and
Water submitted by the consortium (Total = Eni - Novatek), and the application
and its evaluation were dissolved by the Authority although the licensing round
should have been canceled in whole or in part in this case because the legal condi-
tions were not met formally to start evaluating the application in terms of the neces-
sity of preparing the applications according to the tender protocol. The legally
approved legislative framework is decisive in its provisions in terms of the need for
multiple applicants to ensure validity of the bidding procedures. For example:

- Clause (9.8) in the tender protocol stipulates that the Authority must recom-
mend not to grant any petroleum rights in a particular area if it is found that the
number of applications submitted for a particular area is less than two applications®
(2), and therefore the Authority does not have in this case any discretionary power
over the explicit text, and it was required to issue a recommendation not to grant
because the number of applications is less than what the law required for evaluation.

- Clause (4.3) of the tender protocol stipulates that the Minister of Energy and
Water, based on the recommendation of the Authority and with the approval of the
Council of Ministers, has the right to cancel the licensing round in whole or in part, at
any time, without the Lebanese State incurring any responsibility towards the appli-
cant or any other person or individual company. This applies in particular to cases
where the Minister of Energy and Water, in consultation with the Authority, decides,
and as a result of the number and/or level of applications submitted in respect of a
particular area or due to other pressing circumstances, that the objectives of the
licensing round have not been achieved or will not be adequately achievable. This
gives the Minister the right in the aforementioned context to cancel the licensing
round due to the small number of applications.

- By reading of the terms used in the tender protocol relating to the submission
of bidding orders, the evaluation and/or the closing of the auction shows that they
assume the existence of multiple bids. For example, the phrases "instructions to
applicants’, "invite the winning applicant’, "evaluation of applications", "allocation
of the highest score in each bid" and "evaluation of commercial offers" make it
unequivocally clear that the multiplicity of bidding applications is imperative in terms
of the legal form of the validity of bidding procedures and in starting the evaluation
process until its end. This confirms the illegality of the phase of evaluation and grant-

ing of the bidding to the consortium of companies (Total, Eni and Novatek).
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Third: Legislative Gaps in the Production and Exploration Agree-
ment for Block (4)

Another major gap between the legislative framework in Lebanon and the process of
granting block 4 to the “Total - Eni - Novatek” consortium is the exploration and
production contract signed with this consortium, which includes, in some of its
clauses, violations of the Petroleum Resources Law and the Decree No. 10289/2013
"hereinafter referred to as the Petroleum Activities Decree’, of which some are
listed as follows:

- Withdrawal of the State's right to participate without restriction: The explora-
tion and production contract, and the term "production sharing contract’, is named
so for the main reason that the State has the right to participate in production at any
phase of the implementation of the exploration and production contract on a certain
area whenever the State deems that the circumstances allow it to do so, especially if
the commerciality of exploration operations is proven. This right is enshrined in the
Petroleum Resources Act, specifically in the following articles:

A- Article (6) which stipulates that: "The State reserves the right to carry out
or participate in petroleum activities in accordance with the provisions of this
Law."

B- Paragraph (e) of Article (19), which stipulates that the exploration and produc-
tion agreement must include provisions related to the possibility of the state's partici-
pation in the exploration and production agreement.

As for the exploration and production agreement signed with the consortium of
companies (Total-Eni-Novatek) on block (4), specifically Article (5) thereof, the
violation of the aforementioned legal provisions is evident by withdrawing the state's
right to participate without any right. The aforementioned article stipulates that: "The
state does not have a participation rate in the first licensing round,” which is a
clear violation of the legislative framework established in the Lebanese Petroleum
Resources Law and is subject to criticism that requires accountability.
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It should be noted in this context that later on, to sign the exploration and produc-
tion agreement on block (4), Decree No. 4918/2019, which relates to the amendment
of some articles and annexes of Decree No. 43/2017, "Decree of the Tender Proto-
col for Licensing Rounds in Offshore Waters and the Model Exploration and
Production Agreement’, was issued. The amendment extended to item (5) men-
tioned above which is related to the right of state participation. The following para-
graph was deleted: "The State does not have a participation rate in the first
licensing round". However, this amendment may suggest that it has addressed the
legal error concerning the right of a State to participation, but in fact, it does not
achieve its intended purpose. Article (5), amended by Decree No. 4918/2019, stipu-
lates that: "The State or any State-owned may become, or become in the future,
a right holder in accordance with Article (36) of this Convention®, which is a
criticized amendment for two reasons, respectively:

A- Article (6) and Article (19) of the Petroleum Resources Law, which were
referred to above, were explicit in terms of the need to include a provision in the
Exploration and Production Agreement concerning the possibility of the participa-
tion of the State as a right holder whenever it deems it necessary without restricting
this right.

B- Article (5), amended by Decree No. 4918/2019, suggests that it restored the
right of participation of the state in the Exploration and Production agreement, but it
is an artificial suggestion that this participation, and according to the text, is gov-
erned by the provisions of Article (36) of the amended Exploration and Production
agreement, which talks about the right of early termination and forced waiver. Itis
implicitly understood that the right of the Lebanese state to claim participation as a
right holder in the exploration and production agreement is linked to the cases
stipulated in Article (36), namely early termination and forced waiver. This is criticized
because the law was clear in terms of giving the Lebanese state the right to partici-
pate whenever it deems it necessary without restriction, which is the purpose of this
type of agreement called “production sharing.”
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- Right to mortgage rights without specifying the place of mortgage: Article
(34) paragraph (6) of the Exploration and Production Agreement allows any right
holder to mortgage or otherwise encumber his/her rights under this Agreement,
whether in whole or in part, in favor of a bank and/or a reputable international insti-
tution, in accordance with Articles 50 to 53 of Law No. 132/2010. This raises some
legal fallacies for several reasons:

A- Article (50) of the Petroleum Resources Law stipulates that: "The right holder
has the right to mortgage his/her share only in a petroleum right to finance the
petroleum activities related to this right’, after the approval of the Minister based
on the opinion of the Authority, by virtue of the decree issued by the Council of
Ministers related to the rules and procedures of mortgage. The object of mortgage
referred to in this provision is the financial share of the right holder and not the
petroleum right itself. The generality of the clause relating to mortgage in the explo-
ration and production agreement mentioned in paragraph (6) above, in terms of the
right holder to mortgage all his rights without specifying the place of mortgage, is
subject to criticism, because the petroleum right is a constitutional right enshrined in
Article (89) of the Lebanese Constitution. Therefore, it is not possible to imagine the
consent of the State to impose any encumbrance on this right, whether mortgaged
or otherwise. This goes in line with the rules recognized in petroleum contracts in
terms of determining the place of mortgage with the financial share of the right
holder, and conforms to the letter of the text mentioned in the Petroleum Law of the
Petroleum Response, the right holder may mortgage his/her share only in the petro-
leum right, i.e. the financial share and not the rights completely.

B- Article (34), paragraph (6), mentioned above, stipulates that the right holder
has the right to mortgage his/her rights in favor of a bank and/or a global financial
institution of good international reputation. The text came in general without speci-
fying the criterion on the basis of which good and international reputation is deter-
mined on the one hand, and on the other hand, lacking to determine the role of the
state or the petroleum administration in accepting or not accepting this choice. This
may raise several problems when applied, the most important of which is the issue of
normalization of the bank and/or the global institution that has a good international
reputation with Israel, which is contrary to common law in Lebanon.
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- Waiver: Article (34), paragraphs (1, 2, 3 and 4) of the Exploration and Produc-
tion Agreement allow the holder to assign all or part of his participation in the follow-
ing cases:

A- In accordance with what was stipulated in Article (36) of the Exploration and
Production Agreement relating to Early Termination and Forced Assignment.

B- In accordance with paragraph (2) of Article (34), allowing the right holder to
assign to one of the associated companies wholly owned by him, provided that the
assignee company submits a letter to the Minister confirming that the guarantor's
obligations will apply to the obligations of the wholly owned related company, the
assignee is then exempt from any obligations, liabilities or security in the exploration
and production agreement. This is criticized and contrary to the legislative framework
in force in Lebanon, because the principle is to exclusively assign to the state in
exploration and production agreements in accordance with the text of Article (25)” of
the Petroleum Resources Law, and the text of Article (39) of the Petroleum Activities
Decree, which states that "By virtue of a notice to be submitted to the Minister with a
copy handed in to the Petroleum Administration within a period of not less than
thirty days, withdrawal of the agreement, or of some of the rights associated with it, is
permissible to the right holder, which is the Lebanese State exclusively. However,
Article 70 of the Petroleum Resources Law allows the right to assign or transfer rights
and obligations related to a petroleum right or partially, to a qualified company in
accordance with the provisions of this Law. Therefore, it was unacceptable that the
exploration and production agreement allowed the right holder to assign his/her
participation to a company wholly owned by him/her without requiring at least the
stipulation that this company be qualified, in accordance with the Petroleum
Resources Law, as in the case of assignment to a third party, which stipulated in
paragraph (3) item (a) of the same article that "the third party shall be qualified in
accordance with Law No. 132/2010." .

- Failure to respect the notification period imposed by the law on the right
holders related to the results of the inspection of exploration well: Although Leba-
nese law forces right holders, in accordance with Article (28) of the Petroleum
Resources Law and Article (10.2) of the Exploration and Production Agreement, to
submit a report to the Minister describing the results of the examination of the
exploration well that has been drilled based on Article (10.1) of the Exploration Agree-
ment within a period of maximum 6 days following this notice®. However, this dead-
line was not respected during the stages of the implementation of the contract by
the consortium of companies (Total, Eni and Novatek), and to date, the Authority
and/or the Minister of Energy did not announce that they had received such a report
or disclosed its content, despite all the doubts in the results of the inspection of the
well that was drilled in block (4).

o
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7- “To assign the
exploration and
production agreement,
the right holder shall
be entitled exclusively
to the State, provided
that he has fulfilled the
work obligations and
the minimum invest-
ment expenses
specified in the
exploration and
production agreement,
and that he has paid his
financial obligations to
the State, including
taxes due.”

8- There is a similar
provision in Decree No.
10289/2013, specifically
Article 101, which
requires the right
holder to submit to the
Minister, with a copy to
the Petroleum Adminis-
tration Authority, a final
geological and techni-
cal report on the
reservoir in relation to
each well or well
course within a period
not exceeding six
months after the
completion of a drilling
operation or a drill-re-
lated activity.
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4.Section Three: Subcontracting in the Lebanese
- The Enhancing Legislative Framework:

Transparency in the
Petroleum Sector was

issued under No. 84 on After we presented in the first section of the study the path that accompanied the

10/10/2018. process of granting block (4) in the Lebanese offshore waters and examining in the
second section the compatibility of the granting contract with the Lebanese laws and
relevant decrees related to oil exploration during the bidding and granting stages. In
this section, we will highlight local recruitment and subcontracting or what is termed
"secondary contracting" It should be noted that although Lebanon has issued a
basket of legislation and regulatory texts related to the petroleum sector, the afore-
mentioned texts, including the exploration and production agreement, do not
address in detail the subject of contracts concluded by the operating company with
subcontractors and secondary contractors to carry out the works and secure the
goods and services they need. The Enhancing Transparency in the Petroleum Sector®
sets multiple restrictions on the petroleum sector at all stages, including secondary
contracts, inspired by the principles imposed by the Extractive Industries Transparen-
cy Initiative (EITI), with the aim of:

. Contributing to enable stakeholders in the sector to possess the basic capabil-
ities necessary to activate their role in enhancing transparency and control over
petroleum resources and extractive industries related to the sector.

. Committing to publish and make information available to the public by
imposing on ministries, public administrations, authorities, and petroleum compa-
nies the obligation to publish and disclose all data and information about petroleum
activities, including information related to the management of public funds, especial-
ly revenues.

. Working with the media, public opinion, and interested parties to expand
transparency and circulation of information by providing access to information and
publishing periodic reports and the results of audit reports.

. Supporting and encouraging the role of civil society in implementing qualita-
tive initiatives to evaluate and monitor policies in extractive industries through more
specialized roles in the structure of the extractive industries sector.
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First: Local Recruitment, Contracting and Subcontracting in Leba-
nese Texts

Secondary contracting within the framework of petroleum activities, or what is
known as a supply agreement, is the contract or agreement concluded between the
original contractor (the operating company that owns the petroleum right) and
another natural or legal person (the subcontractor) to carry out any of the petroleum
activities related to or resulting from exploration and production agreements'®.
Secondary contracting also includes the contract or agreement concluded between
the subcontractor and a natural or legal person (subcontractor) to carry out part of
the petroleum activities resulting from exploration and production agreements'".
These contracts are often concluded to secure the supply of merchandise, goods, and
services needed by petroleum activities. However, in accordance with the provisions
of Article 157 of the Decree on Regulations and Rules relating to Petroleum Activities,
the main contracts for the purchase of goods and services for the purpose of carrying
out petroleum activities shall be subject to public tendering knowing that the price,
quality, delivery conditions, and guarantees provided shall be taken into account
when evaluating offers and awarding contracts.

The most prominent texts that dealt with the subject of secondary contracting and
sub-procurement are:

- Article 67 of the Law on Offshore Petroleum Resources: Article 67 of
which stipulates that the right holder and the subcontractors with whom he has
contracted shall give priority to Lebanese companies in respect of contracts related
to the construction of a facility or the supply of materials, products and services
related to petroleum activities, if the conditions provided by Lebanese suppliers are
equal to those of their competitors.

- The Decree of Petroleum Activities Regulations and Rules: Article 157 of
which stipulates that the main contracts for the purchase of goods and services for
the purpose of implementing petroleum activities shall be subject to public tender.
The quality, price, delivery conditions, and guarantees provided had to be taken into
account when evaluating offers and awarding contracts. It imposed on the operator
to ensure preferential treatment for the purchase of goods and services of Lebanese
origin, when such goods and services were internationally competitive with regard to
their quality, availability, price, and performance. The decree also gave preference to
the hiring of qualified Lebanese employees, if available, in addition to the obligation
to finance and organize training courses related to petroleum activities. It is to be
noted that the costs incurred by petroleum companies for these courses are refund-
able.

18

p.18

10- Carole Nakhleh and
Akram Hassan,
Handbook of Parlia-
mentarians in the Field
of Oil and Gas, a study
prepared in collabora-
tion with the Westmin-
ster Foundation for
Democracy, House
Press, 2018, p. 42.

11- Ibid,, p. 42.
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- Enhancing Transparency in the Petroleum Sector: The Enhancing Transpar-
ency in the Petroleum Sector addressed in a focused manner the issue of transparen-
cy at various stages of the sector. The concerned authorities, starting with the Minis-
try, the Petroleum Administration Authority and the companies holding rights, are
required to disclose and publish all operations carried out in the sector, including
secondary contracts. Among the most prominent articles that dealt with the obliga-
tions of the concerned authorities and the obligations of rights holders, subcontrac-
tors and secondary contractors are:

1. Article (3) entitled to the scope of accountability, which stipulates in its
sixth paragraph that under this law, companies that own petroleum rights, operating
companies that own the petroleum rights, subcontractors, secondary contractors,
and companies that are not the owners of the rights, are entitled to the scope of the
law.

2. Article (6) entitled Refraining from investing in petroleum activities,
which prohibits all persons and entities holding public positions during their tenure
of office and for a period of five consecutive years after leaving their positions, from
investing directly or indirectly, in any way, in companies previously qualified to
participate in licensing rounds, in petroleum rights holders, in parent companies,
and/or in companies associated with them, companies eligible for the transfer of a
petroleum right to them, subcontractors and secondary contractors with these
companies, whether this was done by owning shares or other means and forms. They
are also prohibited from holding the position of Chairman and/or General Manager
or Board Member and/or Principal Manager in any of these companies. The said
prohibition covers their spouses, ascendants, and descendants up to the first degree.

3. Article (7) entitled Anti-Corruption, which prohibits in its second paragraph
any natural or legal person from providing or accepting any offer, commission, com-
pensation, payments, gifts, promises, or other benefits in order to facilitate the
contracting of subcontractors with the companies that own petroleum rights and the
companies that own the operating petroleum rights, or to facilitate for the secondary
contractors contracting with these contractors. This is under penalty of temporary
detention for a period of not less than four years and a fine that ranges from two to
three times the value of the expected or realized material benefit.
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4, Article (13) entitled Employment, the first paragraph of which stipulates that
the Minister of Energy and Water, the Authority, the Petroleum Rights Holders, the
operating Petroleum Rights Holders, the State-owned Companies, and the secondary
contractors shall disclose and publish the identity of the employees in the petroleum
sector, the percentage of national employment, and the percentage of employment
of resident foreigners.

The aforementioned article also specified the transparent procedures for use that
should be carried out by right holder companies and the operating right holder
companies, namely:

A- Announcing the work centers to be filled with the right holders on websites,
including the Authority's website.

B- Following clear application procedures by qualified candidates for the duty
stations to be filled, easy access to information, and ease of submitting applications
to these duty stations, whether directly or electronically.

C- Publish the final results of filling duty stations in such a way that those who
have been nominated to fill duty stations will easily know these results.

The same article requires the Authority to ensure that rights holders are committed
to implementing the of hiring Lebanese workers which was approved by the Com-
mission, and to ensure that rights holders annually update and approve this program
in accordance with the mechanisms specified in the exploration and production
agreements, in addition to sending a report every four months to the House of
Representatives specifying the manner and course of the recruitment and employ-
ment process.

5. Article (15) of the Law, which stipulates that if petroleum rights holders and
operating petroleum rights holders commit repeated and serious violations of the
provisions of the Transparency Support Law, the Council of Ministers shall apply
Article 71 of the Offshore Petroleum Resources Law, based on the proposal of the
Minister of Energy and Water and based on the opinion of the Authority.

6. Articles (17) and (19) of the law, which grant transparency support associa-
tions broad powers in the field of enhancing transparency in the sector during all its
phases, including the legal contracting phase, including the power to prosecute.
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Second: Steps required to address legal and regulatory gaps in the
field of secondary contracting

Despite the important provisions of the laws and regulatory decrees related to the
petroleum sector in Lebanon, especially those contained in the Enhancing Transpar-
ency in the Petroleum Sector, it is noted that many of their obligations are not
precisely defined. This requires the issuance of regulatory decrees specifying the
mechanisms of their implementation and the obligations imposed on the Authority
and petroleum companies, especially the operating company, contractors and
secondary contractors who are outsourced to the supply of goods and services for
the benefit of the operating company. Note that Article 52 of the Offshore Petroleum
Resources Law established a register for the registration of petroleum rights, and
entrusted the Council of Ministers with issuing a decree, based on the proposal of
the Minister after consulting the Minister of Finance, to determine the system and
provisions related to the petroleum register that have not been issued to date,
despite the passage of more than ten years since the adoption of the law.

Paragraph (2) of Article (72) of the Petroleum Resources Law requires the
issuance of a decree in the Council of Ministers upon the proposal of the Minister that
is based on the opinion of the Authority, specifying the obligations of the right
holders with regard to the declaration of secondary contracts, which in turn has not
been issued until today. Here, it is necessary to focus on the need to ensure equal
opportunities and equality within the aforementioned secondary contracting decree
to reduce the possibilities of corruption within the framework of these contracts. We
hereby recommend, when approving the required decree, the adoption of executive
mechanisms for the laws in force based on:

- Exclude any bidder in the event that commits a violation or act prohibited by
law, especially crimes of corruption and bribery, or if he/she has an unfair competitive
advantage or has a conflict of interest in violation of the provisions of the law and
publish the reasons for the exclusion.

- Establish a mechanism to exclude companies, wholly or partially owned by
persons prohibited from participating in petroleum activities, specified in the
Enhancing Transparency in the Petroleum Sector.
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- Establishing a special register for procurement operations within the
Authority that includes all information related to these operations to be available to
the public electronically, and including the following basic information:

1- Launch dates, bidding, and eligibility requests, if any.
2- The date of opening the bids and determining the winning bid.
3- A brief description of the topic of purchase.

4- The value of the contract and its most important terms and conditions, in
addition to a copy thereof. In the case of framework agreement procedures, a
summary of its most important terms and conditions and a copy of the completed
written framework agreement shall be added.

5- In the event of cancellation of the purchase, determine the reasons and
circumstances on which the purchaser relied to make its decision to cancel the
purchase.

6- A summary of requests for clarification related to pre-qualification docu-
ments, if any, or the grant’s files, responses to such requests, and a summary of each
amendment to such documents or files.

7- Names and addresses of the exhibitors and the name and address of the
obligatory entity.

8- If an exhibitor is excluded from the granting procedures, a statement of the
reasons and circumstances relied upon by the procuring party in that decision shall

be procured.

9- Information regarding the qualifications of the applicants' bidders and
offers, if any, or information proving that they lack the required qualifications.

10-  If the information is considered confidential, specify the reasons and circum-
stances that warrant confidentiality.

- Any other information that needs to be included in the record.

o
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production agreement
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companies (Total- ENI
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5.Section IV: Recommendations of the Lebanese 0il
and Gas Initiative in the Petroleum Sector in Leba-
non:

After presenting in the previous section the legislative framework governing second-
ary contracting and the legal gaps in it, we will address in this section the most
prominent contents of the study issued by the Lebanese Qil and Gas Initiative (LOGI)
on September 26 2018,0n enhancing transparency in secondary contracting in the
petroleum sector in Lebanon'?, and the extent of the commitment of the concerned
authorities to the content of the recommendations they concluded'.

First: The study of the Lebanese 0il and Gas Initiative (LOGI) and its
main recommendations:

The study was inspired by several international initiatives, most notably the Extractive
Industries Transparency Initiative (EITI) and a report prepared by the Natural Resourc-
es Governance Institute in cooperation with the Open Contractual Partnership Initia-
tive entitled "Open Contracting for Oil, Gas and Minerals Rights: Highlight Good
Practice". In conclusion, the LOGI study puts forward a set of recommendations,
notably:

- Early disclosure by rights holders, including the operator, of prospective
subcontracting projects, so that eligible companies wishing to participate can submit
their bids.

- Disclosing in detail information related to the award of contracts to subcon-
tractors and secondary contractors, including the terms of the contract and any
modification to subcontracting projects and arrangements arising therefrom, in
accordance with the Global Open Contracting Principles.

- Disclosure of the rules and standards governing the award of contracts, the
criteria for pre-qualification, and the selection of qualified candidates.

- Disclosure of application conditions and criteria for selecting contract
winners.

- Allow all qualified providers who meet the requirements to participate in the
submission of bids.

- Disclosure of the list of applicants or bidders, the names of the owners and
beneficiaries, their nationality, their country of residence, and the names of politically
prominent persons with direct or indirect interests, if any.
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- Exclusion of applicant companies if politically prominent persons have direct
or indirect interests in them.

- Disclosure of the content of the contracts awarded to subcontractors and
secondary contractors, the reasons for awarding the contract, and the reasons for
excluding other bidders.

- Establish a mechanism to monitor the obligation of rights holders under
preferential treatment to Lebanese in the selection of secondary contractors.

- Establish a mechanism and an honorable body to resolve the existence of
conflicts of interest, and to resolve disputes that may arise between right holders and
bidders who have been excluded from the contract.

Second: The extent of the commitment of the concerned authorities
to the content of the recommendations:

This study was issued several months before the Minister of Energy and Water, com-
missioned by the Council of Ministers, signed on 29/1/2018 the exploration and
production agreements to grant blocks (4 and 9) to a consortium of companies
(Total - Eni - Novatek) and the appointment of "Total SA" as its operator.

The Exploration and Production Agreement stipulates that rights holders must make
a supply on a competitive bidding basis unless the contract, or the sum of the interre-
lated contracts awarded does not exceed the total value of more than fifty thousand
US dollars ($50,000). Preferential treatment must be accorded to Lebanese goods
and services within reasonable conditions and limits. The same preferential treatment
was required for Lebanese companies, or companies that are majority-owned by
Lebanese persons, when selecting contractors to provide services related to petro-
leum activities, within specific conditions and criteria. Arguably, the requirement of
competitive bidding for procurement operations is itself important and provides
significant transparency, but it does not eliminate the possibility of corruption and
favoritism for specific suppliers, especially since the Convention in Article (27) thereof
requires obtaining the prior approval of the Minister for any contract, based on the
recommendation of the Authority, if any right holder or company associated with it
is a party to the contract (except the operator in this capacity), or if the total recov-
erable costs to be incurred under the contract exceed twenty million US dollars or
exceed ten million US dollars in one calendar year. Provided that the application for
approval submitted to the Minister shall include information on the value of the
contract, the name of the contractor, a copy of the contract, or a detailed description
of its most important provisions, the Minister shall have a period of one month to
respond to the request, otherwise the application shall be considered approved.
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Hence, it can be said that the requirement to obtain the approval of the minister on
supply contracts may make petroleum companies obligated to favorite certain 14- Article 157 of
companies that find that the minister or the authority prefers them over others. This Decree No. 10289

is to avoid the risk of risking refusing to agree to the contract. issued on 30/4/201.3
[Decree of Regulations

and Rules Related to

It should also be noted that the agreement also referred to the legal and regulatory Petroleum SuppliesLlin
texts in force in the petroleum sector, and therefore we will address the recommen- ?gfggfng/fsbgwo
dations included in the (LOGI) study to scrutinize its coverage in the exploration and (Offshore Petroleum
production agreement and in the rest of the legislative and regulatory texts in force resources).

in the petroleum sector.

A review of the provisions of the Convention, in particularly those relating to subcon-
tracting, it can be seen that most of the recommendations contained in the study
have not been considered, as shown below:

1. Early disclosure by rights holders, including the operator, of prospective
subcontracting projects: Article (27) of the Exploration and Production Agreement
does not contain any provision relating to early disclosure of prospective contracting
projects, which the right holders and the operating company intend to bid or
contract for. Article (157) of the Decree of Regulations and Rules relating to Petroleum
Activities'* merely states that a reasonable period must be granted for the prepara-
tion of the offer and that the specifications, deadline for submission of offers, and
delivery conditions should not be complicated so as not to exclude competing
suppliers inappropriately. It is clear from the text that it is insufficient and leaves room
for discretion in publication and disclosure, which makes its objective, which is equal
opportunities for contractors and subcontractors, unattainable.

Article (13) of the Enhancing Transparency in the Petroleum Sector, entitled
"Employment’, also dealt incidentally with the subject, stating in its second para-
graph that "companies that own petroleum rights and operating petroleum
rights holders must follow transparent procedures for employment that ensure
equal opportunities for qualified specialists to work with these companies in
petroleum activities..."It is considered a transparent procedure for use that is
required by the right holders and the operating right holders: announcing the duty
stations to be filled with the right holders on websites, including the Authority's
website, and following clear application procedures by qualified candidates for the
work centers to be filled, Ease of access to information and ease of submitting appli-
cations for candidacy to these duty stations, whether directly or electronically.
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2. Disclose in details information related to the award of contracts to
subcontractors and secondary contractors, including the terms of the contract
and any modification in the subcontracting projects and arrangements arising
therefrom. In addition to disclosing the rules and criteria governing the award
of contracts, the criteria for pre-qualification and selection of qualifiers, the
conditions for submitting applications and the criteria for selecting contract
winners: the does not mention this issue, as does the law of petroleum imports in
offshore waters. Article (157) of the Decree on Regulations and Rules relating to
Petroleum activities, indicates that information relating to the granting of a major
supply contract must be provided by the operator or the right holder, provided that
this information includes the basic elements that justify the choice of the supplier,
without indicating the reasons for excluding others. The obligation to disclose and
publish is also not insured. On the other hand, the decree requires the distribution of
qualification invitations to submit and send offers to a reasonable number of suppli-
ers who are considered or expected to be able in terms of quality, qualifications, and
experience to deliver the goods or perform the required service. The question arises
as to why a (reasonable) number of suppliers should be selected rather than the
open procurement method?

The Enhancing Transparency in the Petroleum Sector did not address the obligation
of rights holders and the operating company to disclose information related to
contracts, pre-qualification criteria, selection of qualified persons, and then criteria
for awarding these contracts. The Authority and the Transparency Support Act also
omitted the obligation to disclose the content of contracts awarded to subcontrac-
tors and secondary contractors, the reasons for awarding the contract, and the
reasons for excluding other bidders.

3. Allow all qualified suppliers who meet the requirements to participate in
the submission of bids: There is no reference in the text of the Agreement or in the
Law on Offshore Petroleum Resources and the Ordinance on Regulations and Rules
Relating to Petroleum activities that the right holders, including the operating com-
pany, must be obliged to accept the participation of all suppliers who meet the
required conditions in the submission of the offers. The Enhancing Transparency in
the Petroleum Sector omitted to refer to this issue, despite the significant importance
of such a commitment, as it clearly and explicitly secures the principle of equal
opportunities among all qualified suppliers and ensures their competition in obtain-
ing contracts offered for tendering.
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4, Disclosure of the list of applicants or bidders, the names, nationality and
country of residence of the owners and beneficiaries, and the names of politi-
cally prominent persons with direct or indirect interests, if any: The Convention
does not oblige the right holders and the operator to disclose the applicants and
offers or any information about them, and the Offshore Petroleum Resources Law and
the Enhancing Transparency in the Petroleum Sector omit this aspect. The decree on
regulations and rules relating to petroleum activities indicated that a copy of the list
of qualified bidders must be submitted to The Petroleum Administration to take note,
as well as inform it of the decision under which major supply contracts have been
awarded. It was also noted that potential suppliers should receive the same invitation
specifications whether or not they were specifically invited to make the offer, without
publication and disclosure obligations.

5. Exclusion of applicant companies if politically prominent persons have
direct or indirect interests in them: The agreement and the rest of the legal and
regulatory texts did not address the issue of excluding companies submitting bids to
obtain contractual agreements and contracts for the supply of goods and services
needed by petroleum rights holders, including the operating company for the imple-
mentation of petroleum activities. As for the Law on Supporting Transparency in
Petroleum Contracts, several articles prohibit persons and entities holding public
political positions or senior positions in the country, whether presidents, ministers,
deputies, judges, security officials, senior officials, diplomats, politicians and others,
from investing, directly or indirectly, in any way, in petroleum activities, including the
activities of subcontractors and secondary contractors contracting with companies
that hold petroleum rights, operators or non-operators, whether by owning shares or
under any other means and forms. The same law also mandated that this law should
extend to the spouse, ascendants, and descendants of such persons up to the first
degree. The law imposed penalties on them for any of these acts.

However, despite these provisions, the law does not address the steps that petroleum
companies must follow if they find that there are prominent persons among the
companies applying for contractual agreements and supplying merchandise and
goods, which constitutes a major gap that must be addressed.

6. Establishment of a mechanism to monitor the obligation of right holders
under preferential treatment to Lebanese in the selection of secondary con-
tractors: The Convention and the laws governing the procedure in the petroleum
sector do not mention the establishment of such a mechanism, which aims to moni-
tor the obligation of right holders under preferential treatment to Lebanese when
selecting subcontractors and secondary contractors. This raises the question of who
is responsible for conducting this type of control, and the criteria that must be
followed to this end. Especially since the text of the Authority in this, the field has
come in general and did not include executive mechanisms for its implementation.
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1. Establish a mechanism and an honorable body to resolve the existence
of conflicts of interest, and to resolve disputes that may arise between right
holders and bidders who have been excluded from the contract: The agreement
and the laws applied in the petroleum sector did not address in any way the content
of this recommendation, despite the importance of establishing a mechanism to
resolve the issue of conflict of interest, and to identify the competent authority to
settle disputes that may arise between right holders and bidders who have been
excluded from contracts. This requires the issuance of an implementing decree for
the Transparency Support Law in the petroleum sector to ensure absolute transpar-
ency and equal opportunities among all bidders applying for supply contracts. The
establishment of this mechanism will also facilitate the commitment of petroleum
companies to comply with the provisions of the Enhancing Transparency in the
Petroleum Sector in terms of preventing prominent persons from participating in
petroleum activities, including contractual agreements and secondary supply
contracts.
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6.Conclusions and recommendations

The optimal management of the petroleum sector requires the governance of all its
stages, including the stage of granting work contracts and secondary contracts of
contractual agreements and the supply of goods and services. This study dealt with
the stages of granting in the first licensing round and the exploration and production
contract signed with the consortium of the three companies (Total - ENI - Novatek)
on block (4), as well as the subject of subcontracting in the field of petroleum activi-
ties as an integral part of exploration and production operations.

The study concluded the following conclusions:

1. Focusing laws and decrees on giving preference to the Lebanese local compo-
nent in all stages of petroleum activities with disregard to the frameworks and mech-
anisms that guarantee and monitor the verification process.

2. The existence of violations of the legal provisions during the granting phase
of the exploration and production contract due to the lack of competition resulting
from the submission of a single drilling and exploration offer in block (4) and (9).

3. Deviation of some provisions of the "Exploration and Production Agreement"
from the legal and regulatory texts governing the petroleum sector.

4, Approval of tendering as a means of awarding contractual agreements and
supply contracts serving the purposes of petroleum activities.

5. The inclusion of the signed exploration and production agreement of a single
article that sponsors secondary contracting, which restored what was stated in the
legal and regulatory texts in terms of giving preference to the local component
during the process of granting contracting agreements and supply contracts. It also
gave the Minister the power to approve a large part of these contracts depending on
their size.

6. Failure of laws and decrees to the obligation of disclosing and publishing of all
information related to the contracts to be granted, the conditions of qualification and
the mechanism for awarding these contracts, and the obligation to disclose the
winning entities and companies as well as the reason for excluding others from the
tender.
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— 7 The absence of monitoring mechanisms to ensure transparency and equal
15- Carole Nakhleh opportunities during the granting and awarding phase.
and Akram Hassan,
Handbook of Parlia- 8. The absence of a clear mechanism to ensure that contracts are not granted to
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tion with the Westmin- these bodies for the benefit of specific companies, directly or indirectly.
ster Foundation for

Democracy, House of
Representatives Through the study review of all the gaps mentioned, it becomes clear that the fortifi-

Publications, 2018, p. 12. cation and governance of the subject of contractual granting and secondary
contracting in agreements that can be signed in the future on other patches, requires
taking several steps, whether at the legislative and regulatory levels or by seeking the
amendments of some texts of the model exploration and production agreement. We
will divide these recommendations according to their mandates:

Policy recommendations:

First: Develop a comprehensive and well-defined oil policy and approve it by the
concerned authorities, provided that this policy addresses the issue of secondary
contracting and supply agreements and sets the general foundations to be followed
in this regard."”

Second: Strengthen the implementation of laws related to combating corruption
and the right of access to information and secure their executive mechanisms.

Third: Ensure public access to information related to petroleum, including what
relates to secondary contracting at all stages, which will reflect positively on the
transparency of the sector.

Fourth: Establish a mechanism for comprehensive monitoring at every phase of
granting, exploring, and producing.

Fifth: Enhance the mechanism of disclosing detailed information related to explora-
tion activities and data, as well as what relates to exploratory reconnaissance and
drilling, and information about the results of exploring, drilling, and appraising wells
as required by laws in the petroleum sector.

Sixth: Lebanon's accession to the Extractive Industries Transparency Initiative and to
the Open Government Partnership, in order to ensure a higher level of transparency
in the sector especially with regard to secondary contracting.
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Recommendations at the level of legislation and
regulatory texts:

16- Decree issued In
the Council of Ministers
on the proposal of the

. . . . . Minister based on the
First: Issue the secondary contracting decree stipulated in Article 72 of the Offshore opinion of the Authority.

Petroleum Resources Law. The decree shall specify how subcontractors and second-
ary contractors are chosen and contracted with to supply goods and services needed
by petroleum activities, and the obligations of rights holders with regard to the
declaration of secondary contracts.'®

Second: Issue the decree specifying the system and provisions related to the petro-
leum register, stipulated in Article 52 of the Offshore Petroleum Resources Law.

Third: Issue the decree related to the mortgage and the rules and procedures
annexed to it, whether in terms of mortgaging shares in the petroleum right or
establishments.

Fourth: Issue the implementing decrees of the Enhancing Transparency in the Petro-
leum Sector specifying the executive mechanism for the obligations imposed by the
aforementioned law on all concerned authorities, especially the obligations of publi-
cation and disclosure, starting from the Ministries of Energy and Finance, through the
Petroleum Administration Authority, and ending with the rights holders of petroleum
companies including the operating company. Furthermore, specify the information
considered confidential and therefore the concerned authorities are exempted from
publishing and disclosing it.

Fifth: Resolve the conflict between the legislative and regulatory texts approved in
the petroleum sector and the texts included in the model exploration and production
agreement.

Sixth: Clarify the binding mechanism to the right holders and the operating compa-
ny to the standards related to local employment mentioned in the granting contract.
This is done by amending the agreement text or by issuing a decree or an imple-
menting resolution, by virtue of a study based on a comprehensive policy and strate-

gy.
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17- Extractive indus-
tries are complex and
subdivided. Thus, the
amount of information
about them is variable
and huge. Hence the
need for information
related to the sector to
be available through
fixed and transparent
mechanisms, in order
to ensure orderly and
easy access to the
public.

18- Review the Guide to
Enhancing Transparen-
cy in Extractive
Industries, prepared by
Labib Shaif Mohamed
Ismail, 2015.
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Recommendations on the Petroleum Administration
Authority level:

First: Develop an action plan to follow up on the issue of secondary contracting
based on three basic principles: transparency, reporting to the public, and public
participation and accountability.

Second: Classify, arrange, and make information related to petroleum activities
available through electronic and/or paper publication'’, and publish recommenda-
tions, studies, and transparency reports related to extractive industries on the admin-
istration's website.

Third: Develop an executive mechanism to absorb and follow up with the results of
the proposed reports, studies and recommendations, study them, to hold forth and
comment on them.'®
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al thesis on Legal Analysis of Conflicts in Shared Watercourses. He has been the
secretary of the Parliamentary Energy Committee for more than a decade during
which he kept pace with the course of legislation, regulatory decrees, and decisions
related to the oil and gas sector (in collaboration with Dr. Carole Nakhleh) and
published a study on the role of municipalities in the field of oil and gas (in collabo-
ration with Dr. Carole Nakhleh and Professor Theresa Karam).
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