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EXECUTIVE SUMMARY
 

The purpose of the Privatization Project is to reinforce the
 
privatization policy of the Government of the Philippines (GOP) by supporting
 
the GOP's divestiture of selected government owned and controlled corporations

(GOCCs) and acquired assets, thereby improving the GOP's budget situation.
 
The project supports the GOP's economic development goal of increased
 
employment and income.
 

Project funding will total an estimated $9.78 million. AID will provide
 
$5 million of bilateral Development Assistance (DA) funding or 51% of total
 
project cost. The GOP will contribute an estimated $4.78 million or 49% of
 
total project cost.
 

AID will assist the GOP with implementation of its program to privatize
 
selected state-owned corporations and acquired assets through the recently

established Asset Privatization Trust (APT) and Asset Disposal Units (ADUs) of
 
parent GOP Departments/Agencies of the government owned and controlled
 
corporations (GOCCs). AID-financed inputs will include: short- and long-term
 
technical assistance in the the disciplines of investment banking, legal

accounting and specialized engineering ($3.042 million); training and seminars
 
($0.030 million); policy studies ($0.535 million); and limited quantities of
 
equipment ($0.470 million). Allowances are also provided for evaluation/audit
 
($0.250) and inflation and contingency ($0.673 million).
 

The principal GOP implementing agency will be the Department of
 
Finance. However, the bulk of the AID assistance will be provided to the
 
Asset Privatization Trust and the parent GOP Departments/Agencies of the GOCCs
 
to carry out the GOP's Privatization Program.
 

The project will procure technical assistance for project activities
 
through a combination of host country and AID direct contracts.
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THE 	PROBLEM CONTEXT
 

A. 	OVERVIEW
 

The 	purpose of the Privatization Project is to reinforce the
 
privatization policy of the Government of the Philippines (GOP) by
 
supporting the GOP's divestiture of selected government owned and
 
controlled corporations (GOCCs) and acquired assets, thereby improving
 
the 	GOP's budget situation. Project activities addressing this purpose
 
support a major GOP thrust: to increase capital efficiency through the
 
divestiture of non-performing assets and state-owned corporations. The
 
GOP views this effort as important to increase the resources available
 
for achieving the average annual growth of 6.8 percent for 1987-1992
 
projected by the Medium-Term Philippine Development Plan. The following
 
sections provide background on investment efficiency and financing
 
problems, the recent macroeconomic outlook and the GOP strategy.
 

I. 	Investment Efficiency and Financing
 

Past GOP policies and investment practices have left the country
 
with major investment and debt challenges, including:
 

Net debt servicing, expected to average 40 percent of GOP
 
expenditures, 30 percent of merchandise and service export
 
earnings and 5 percent of Gross National Product (GNP) during
 
1987-1992.
 

--	 Reduced GOP capability to provide basic services. 

--	 Reduced private sector capability to contract debt, and 

--	 Large numbers of public and private sector non-performing assets 
and ailing businesses. 

These challenges have evolved from the cumulative effects of
 
unsuccessful development strategies that reached crisis proportions
 
-in1983. The 1983-1986 economic crisis ended the long period of
 
debt-financed economic growth in the Philippines that began in the
 
early 1970s. This growth effectively hid worsening structural
 
imbalances in the economy due to two factors: an import
 
substitution strategy that promoted inefficient, import-dependent
 
and overly capital-intensive, urban-based industrial sector
 
development; and government intervention in the goods and financial
 
assets markets that created monopolistic structures and rent-seeking
 
activities, largely benefiting the favored associates of former
 
President and Mrs. Marcos.
 

By 1980 the country began to experience the financial crisis
 
that reflected the non-viability of the major investments of the
 

t
1970s. Priva e and government financial institutions acquired
 
private companies through foreclosure. Go-vernment corporations
 
incurred increasing liabilities and deficits that in turn
 
significantly increased the GOP's liabilities and deficit.
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The 1983 economic crisis exacerbated these problems. Many

private corporations went bankrupt. The GOP assumed a number of
 
these companies under GOP debt guarantees, thus increasing the GOP's

liabilities. The peso's significant depreciation further increased
 
the peso burden of GOP foreign exchange-denominate ioan
 
liabilities. By the end of 1987, the country's external debt
 
totaled $28.3 billion.
 

2. Recent Macroeconomic Trends and Forecasts
 

The economy began to recover by the third quarter of 1986. Real
 
GNP increased by 2 percent during 1986, while gross domestic product

(GDP) increased by 1.5 percent. The growth momentum continued
 
through 1987: real GNP was 5.7 percent greater than the 1986 GNP

level, while the real GDP rose by 5.1 
percent. Significantly,
 
investments, as measured by real gross domestic capital formation,

continued to decline in 1986, but posted a real growth rate of
 
almost 20 percent in 1987. Ir the area of production, agriculture

showed major growth in 1986; during 1987, however, poor weather
 
conditions affected growth. 
 On the other hand, the industrial and
 
service sectors became more robust in 1987.
 

Available projections of Philippine economic growth vary, but
 
all indicate the vulnerability of future growth to investment
 
efficiency and the availability of investment financing.
 

The 1987-1992 Medium-Term Philippine Development Plan targets
 
average annual real GNP and real GDP growth rates at 6.8 percent and
 
6.9 percent, respectively. These target growth rates, which
 
correspond to an implied incremental capital-output ratio (ICOR) of
 
2.8, appear optimistic.
 

In commenting on the above targets, Montes (1986) points out
 
that the average ICOR for the 1962-1982 period was 4.0. Using a

simple model with the savings rate approximating historical levels
 
and with various external debt servicing scenarios, Montes
 
demonstrates that at this historical ICOR level, 
real GDP growth
 
would average 4.4 percent per year during the plan period with no

debt rescheduling, and 5.6 percent per year with zero payments on
 
rescheduled principal.
 

Unofficial forecasts prepared by Mariano and Constantino (1987)

from the National Economic and Development Authority (NEDA) -

Philippine Institute for Development Studies Annual Econometric
 
Model, which is supply driven and therefore more reflective of
 
structural adjustment processes, estimate average real growth for
 
both GNP and GDP at 5.1 percent per year for the period 1987-1991.
 
(Within this model, ICOR has a forecast average of 3.5 for the same
 
period.)
 



- 3

3. GOP Development Strategy
 

The 1987-1992 Medium-Term Development Plan emphasizes greater

private sector investment to increase income and employment. With

the consistent implementation of its structural adjustment program

and policy reforms, the GOP expects the economy to sustain
 
respectable growth. A key objective of the structural adjustment
 
program isto reduce the budget deficit burden and increase private

sector efficiency through the privatization of public corporations

and the divestiture of private assets acquired through foreclosure
 
by government financial institutions (GFIs). The project will
 
directly support this objective by providing assistance to the GOP
 
to implement its Privatization Program, initiated in December 1986.
 

B. PRIVATIZATION
 

1. Public Enterprises and Acquired/Sequestered Assets
 

The GOP currently faces the divestiture of a large number of
 
public enterprises, which were a result of the proliferation of
 
public enterprises inthe 1970s and the poor financial performance

of many public enterprises and private companies, whose debt the GOP

has financed through government financial institutions and
 
guarantees. Included in the GOP divestiture plans are 390 acquired

assets of government financial institutions, approximately 260
 
sequestered companies and 121 of the 296 GOCCs.
 

2. Impact on the Economy
 

Public corporations have generally performed poorly and have
 
placed an increasingly heavy financial burden on the GOP. They are
 
present in almost all sectors of the economy, with the largest

number in the service sector, followed by the manufacturing and

finance sectors. Their contribution to domestic production (current
 
price gross value added [GVA]) grew by 18.6 percent per annum during

the "975-1984 period, compared with GNP growth of 20.9 percent. 
 The
 
government corporate sector's share of GDP increased from 1.9
 
percent in 1975 to 3.3 percent in 1983, dropping to 1.9 percent in
 
1984.
 

Government corporate involvement in the public utilities and
 
financial sectors has been most prominent. Public enterprises

accounted for 55.5 percent of the GVA of electricity, gas and water
 
and 33.3 percent of the financial sector's GVA from 1975-1984.
 

In general, public corporations have contributed little to
 
employment, less than 1.0 percent annually during the 1976-1984
 
period. Their contribution to investment has been more significant.

The capital expenditures of 58 corporations represented 23.5 percent

of gross domestic capital formation and 6.5 percent of GNP during

the 1975-1984 period. However, most investment was financed from
 
external sources.
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Nor have public corporations used scarce resources efficiently.
Both capital and total factor productivity have declined over time.

Total factor productivity of government corporations was only 13
percent of the level of the economy as a whole in 1981.
addition, the average 1975-1984 rate of return 

In
 
(before transfer


payments) 
on the assets of audited corporations was only 4.34
 percent; the rate of return on equity, 2.92 percent. 
These rates of
return were at least 10 percentage points below the average cost of
funds during the 1975-1984 period.
 

The public corporations have also significantly increased the

GOP deficit. From 1980-1986 the combined deficit of the 15 
largest
non-financial public corporations averaged 3.1 percent of GNP.

Total deficits of all public corporations during the same period
could have easily exceeded 5.0,prcent of GNP. To finance their

deficits, public corporations have relied heavily on foreign

borrowings and national government support.
 

Finally, public corporations have increasingly drained GOP
budget resources. 
Between 1975 and 1980, national government

assistance to public corporations averaged 11 percent of total
budget disbursements. In 1981, 
the budget share for public

corporations reached 18 percent, exceeding for the first time the
budget share for infrastructure. GOP transfers to public

enterprises in 1986 amounted to about $1.4 
billion, or 25 percent of
total budget expenditures. 
In 1987, the GOP was able to reduce
 
these transfers to $715 million or 
12 percent of total
expenditures. 
For 1988, the GOP expects to further reduce transfers
 
to $500 million or 7 percent of planned expenditures. With the
reduction in fund transfers to public corporations in recent years,
the greater part of the present GOP budgetary burden consists not of
fresh money transfers but of servicing debt associated with GOP
assumed liabilities from automatically guaranteed government

corporate debt and from private sector debt with government
 
corporate guarantees.
 

3. GOP Public Corporate Sector Rationalization and Divestiture
 

The Aquino administration has initiated a five-year program to

rationalize the public corporate sector in order to reduce its
debilitating effects on 
the economy. The program includes six

alternative actions relative to public corporations: retention by
the government; consolidation or merger with other corporations;

regularization as government agencies; conversion to private
corporations; dissolution or 
liquidation; and total 
or partial

divestiture.
 

Steps taken to date to carry out the privatization program
 
include the following:
 

Financial restructuring and rehabilitation of the major GFIs,

i.E., the Development Bank of the Philippines (DBP) and the

Philippine National Bank (PNB).
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Creation of the Committee on Privatization (COP) and the Asset
 
Privatization Trust (APfl. The COP is a Cabinet-level committee
 
tasked with establishing guidelines for privatization,
 
identifying for the President those non-performing assets to be
 
privatized, determining which assets will be transferred to the
 
APT, and approving the sale and disposition of assets.
 

The APT will serve as a disposal unit, primarily for the
acquired assets of PNB and DBP (with 390 accounts representing
 
an aggregate loan exposure of more than $8 billion, and with an
 
estimated market value of $1 billion), and for public
 
corporations and/or their subsidiaries which can not undertake
 
their own privatization efforts. Jurisdiction over the 260
 
sequestered private companies remains to be settled.
 

--	 COP issuance of privatization guidelines for GOCCs and the
 
non-performing assets (see Annex N).
 

--	 COP review and recommendation to President Aquino of 121 public 
corporations to be privatized (see Annex 0). 

--	 Presidential approval of 103 of the 121 GOCCs for immediate
 
privatization (see Annex 0).
 

Completion of privatization plans for the 86 firms approved for
 
privatization, with COP approval of 56 individual plans.
 

Initiation of the disposal process. 
 In 1987, the APT realized
 
$217 million from net sales of non-performing assets. In
 
addition, the GOP sold two GOCCs and shares of stock in
some
 
National Development Company (NDC) - managed GOCCs.
 

Inclusion of privatization under the GOP's Debt-Equity
 
Conversion Program. (Recently, however, the APT Chief Executive
 
Trustee requested either an improvement in the processing of
 
applications or the revocation of this action, stating that the
 
debt-equity conversion scheme is delaying the divestiture
 
process.)
 

On the whole, the GOP appears to be making significant progress

in its efforts to rationalize the government corporate sector. The
 
present administration's commitment to enhance private sector
 
participatiorr'in-development efforts facilitates this task. 
The
 
impetus for privatization has gained increased attention recently,
 
not only because of the pressing need to reduce the budgetary

burden, but because of the GOP's plan to use the privatization

proceeds to finance the Comprehensive Agrarian Reform Program.
 

Despite the progress shown to date, various factors could
 
constrain the completion of the privatization effort within the
 
five-year time frame: the sheer size of the task, the range of
 
requirements for financial and technical analyses, legal
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encumbrances, warketing requirements, ensuring consistency with GOP
 
general policy initiatives (e.g., the possible substitution of
 
private for public monopolies), and vacillation within some sectors
 
of the GOP.
 

C. RELATIONSHIP TO CDSS AND AID POLICY
 

1. Relationship to CDSS
 

The project directly supports the FY 1988 Country Development

Strategy Statement (CDSS) Supplement objective to support GOP policy

reforms that permit and encourage the private sector to play its
 
primary role in development -- namely, those directed at the
 
privatization of acquired assets and selected public corporations.
 

2. Relationship to AID Policy
 

This project is in full compliance with the Agency policy

guidance on privatization contained in the March 1985 Policy Paper
 
on Private Enterprise Development, and is in accordance with the AID
 
privatization objectives stated in AID Policy Determination No. 14
 
issued in June 1986. The project addresses the Agency's directive
 
to engage the Philippine Government in discussions on privatization.
 

USAID expects to be involved in more than two privatization

activities annually, primarily utilizing complete divestiture.
 
However, some activities will involve the partial divestiture of
 
assets.
 

In addition, USAID is engaged in 
one other privatization effort
 
and a liquidation activity, outside the scope of this project, with

the Department of Agriculture. The first involves the divestiture
 
cf National Food Authority operations that are peripheral to its
 
primary function; the second, the liquidation of the Farm Systems

Development Corporation parastatal.
 

The project also addresses two of AID's four pillars policy

dialogue and private sector support.
 

Policy Dialogue. The project supports the policy dialogue

agenda detailed in USAID's FY 1988 CDSS Supplement to (a)encourage

and support the GOP in implementing, maintaining and managing policy

actions for sustained near-term recovery and long-term development;

and (b) reduce the government's role in the private sector and
 
promote deregulation through the privatization of acquired assets
 
and selected public corporations. The project will also provide a
 
sharper focus to r>.r policy dialogue with the GOP on fiscal
 
responsibility.
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Private Sector Support. This project directly supports the
 
development and growth of the private sector. Its efforts are
 
directed to increasing the productivity of the private sector and
 
increasing the flow of private sector investment.
 

D. OTHER DONOR INVOLVEMENT
 

The International Bank for Reconstruction and Development (the World
 
Bank), the Asian Development Bank (ADB) and the International Finance
 
Corporation (IFC) have all been directly involved in promoting
 
privatization in the Philippines. The World Bank has been vital in
 
promoting privatization, conditioning its $300 million Economic Recovery
 
Loan on reforms in government financial institutions, including the
 
establishment of a mechanism for the privatization of acquired assets
 
and the restructuring of DBP and PNB. In addition, the GOP and the
 
World Bank have reached agreement on a $150 million Public Corporate
 
Sector Rationalization Loan from the World Bank to support the
 
privatization of selected government corporations and increase the
 
cperating efficiency of the remaining public corporations. The World
 
Bank envisions a program loan to be released in several tranches,
 
conditioned against progress in mutually agreed-upon benchmarks in the
 
public corporate sector rationalization process.
 

The Japanese Export-Import Bank has provided a $300 million loan and
 
the Overseas Economic Cooperation Fund has provided a $240 million loan
 
in connection with the World Bank's Economic Recovery Loan. Loan
 
disbursements are made following the World Bank's Economic Recovery Loan
 
conditions.
 

ADB's involvement includes grant technical assistance for
 
privatization-related studies. The ADB is financing a study, valued at
 
$350,000, to determine the privatization strategy for Philippine
 
Airlines. The ADB is also providing grant funding for advisory services
 
and equipment for the Department of Finance's Government Corporate
 
Affairs Office and the Government Corporate Monitoring and Coordinating

Committee. The purpose of this assistance is to enable these entities
 
to better monitor and evaluate the performance of the remaining
 
government corporations.
 

IFC expects to increase its current assistance to buyers of
 
privatized assets and enterprises. IFC has already substantially

assisted with four disposals, assisting both buyer and seller. In
 
addition to providing equity contributions, loans or guarantees, IFC's
 
participation in the privatization efforts helps the process gain
 
credibility and boosts potential investors' confidence.
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II. PROJECT DESCRIPTION
 

A. PROJECT OBJECTIVE
 

The objective of the project is to contribute to the national

economic development goal of increasing employment and income.
 

The Government of the Philippines recognizes the essential role of
 
the private sector in the pursuit of economic development. This role

includes investing in potentially productive government-held acquired

assets and public corporations. The government also recognizes the

necessity of lessening the drain on the national budget resulting from
 
the maintenance and operation of such assets and corporations and the
 
need for improving the efficient use of these assets.
 

Accordingly, the purpose of the project is to reinforce the GOP's
 
privatization policy by supporting the GOP's divestiture of selected
 
government owned and controlled corporations and acquired assets,

thereby improving the GOP's budget situation.
 

The project's assistance to the government with the divestiture of
private acquired assets and state-owned corporations should increase the
 
firms' productivity and reduce related national budgetary expenditures.
 

The purpose of the project will have been achieved when:
 

-- The privatization of selected state-owned enterprises and 
acquired assets has been accomplished, and 

-- An enhancement in the productivity of underutilized assets and 
an increase in productive capacity occur, with the placing back 
into service of idle and non-performing assets. 

These conditions are expected to prevail by the end of the project.
 

B. PROJECT ELEMENTS
 

The Philippines' Privatization Program involves more than 350
 
acquired assets of government financial institutions, approximately 260

sequestered companies and more 
than 100 government owned and controlled

corporations. 
 The total book value of the GFI-acquired assets alone

approximates $8 billion. 
 In an attempt to deal with the enormous task
 
of privatization.rationally, the Asset Privatization Trust will

initially concentrate its efforts on privatizing the acquired assets of
 
tre GFIs. These include PNB, DBP and possibly the Philippine Export and
 
Foreign Loan Guarantee Corporation.
 



- 9 -


Coordinated through the Undersecretary of Finance, who is
 
concurrently the Chairman of the COP's Technical Committee, the
 
privatization of GOCCs will be undertaken by the parent GOP
 
Departments/Agencies to the extent they are capable and willing to do
 
so. Only in the event of a GOP Department/Agency refusal to comply with
 
a GOP directive to privatize will the APT be called in.
 

The GOP's budget resources to execute its Privatization Program are
 
meager. The World Bank has estimated that the APT alone could need as
 
much as $10 million per year to effectively privatize the acquired
 
assets under its conservation. While the APT and some GOP
 
Departments/Agencies have very capable (but limited) staff, they are
 
also underfunded. Other GOP Departments/Agencies have neither the staff
 
nor the resources to acquire the services required to execute their
 
respective privatization programs.
 

The sweeping objectives of the GOP's Privatization Program,

sophistication of the market and the structural layout of the sectors to
 
be privatized require the application of diverse and specialized

disciplines. Given the financial and huiman resource constraints of the
 
APT and the GOP Departments/Agencies, technical assistance in the
 
preparation of inFormation, appraisal of assets, design of sectoral
 
strategic studies and execution of privatization/divestiture programs is
 
required. Suppliers of these services include auditors, specialized

engineering firms, management consultants, lawyers, and investment banks.
 

Key GOP officials, including the Chief Executive Trustee of the APT
 
and the Undersecretary of Finance, have recognized this need and have
 
stated their desire to obtain AID assistance. Therefore, this project
 
will provide technical assistance and commodities to the APT, the Asset
 
Disposal Units (ADUs) of parent GOP Departments/Agencies and the
 
Secretariat of the Committee on Privatization, as described below. In
 
addition, the project will finance selected policy studies on
 
privatization issues.
 

1. Asset Privatization Trust
 

a. Technical Assistance
 

AID will finance short- and long-term expatriate and local
 
specialized services and advisory consultancies in the following
 
areas:
 

(1) information and Data Management
 

The APT has inherited voluminous files on more than 300
 
companies, including the type of physical assets, technical
 
specifications, company financial and operating records,
 
employment data, and legal documents. A sound filing and
 
retrieval system is needed for the APT to function more
 
effectively. Technical assistance will be provided to the APT
 
to catalogue, audit and store files and data. This will 
include
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training APT personnel in the use of computer hardware and
 
relevant software applications and supplying short-term
 
assistance for the one-time cataloging and audit turnover
 
exercise.
 

(2) Valuation and Marketing Services
 

Advisory assistance will be provided to the APT on valuation
 
and marketing, primarily for those entities requiring some level
 
of foreign investment because of the large financial value of
 
the assets involved, technology requirements, foreign interest,

etc. Smaller enterprises may also be included. Assistance to
 
be provided will include:
 

-- Valuation. 

-- Prospectus preparation. 

-- Identification of prospective investors. 

-- Information dissemination. 

-- Offering of securities or public share placement. 

-- Investment proposal evaluation. 

-- Bid development or negotiations with prospective investors. 

-- Fairness statement or opinion. 

This assistance will be provided through "umbrella"
 
contracting arrangements with local firms specializing in the
 
major substantive areas, or with an expatriate investment
 
banking firm with expatriate and/or local subcontractors, as
 
appropriate. Thus, a grouping of firms (i.e., agribusiness,

services, industrial) will be available to provide services on
 
an as-needed basis. Project assistance will utilize
 
institutional rather than personal services to provide greater
 
accountability.
 

(3) Operations Studies
 

AID will also finance expatriate and/or local consulting
 
services for studies to guide the APT in decisions ranging from

rehabilitation versus liquidation and spin-offs/mergers to
 
best-use studies and corporate strategy development.
 



b. 	Commodities
 

AID assistance will be provided for the procurement of computer

hardware and related office equipment to support the information and
 
data management effort described above for the APT.
 

2. 	Government Owned and Controlled Corporations (GOCCs)
 

a. 	Technical Assistance
 

AID will assist the parent Departments/Agencies of GOCCs by

providing short- and long-term expatriate and local specialized

services and advisory consultancies for GOCC Asset Disposal Units
 
and for the parent entities' execution of the Privatization
 
Program. Plans include initial assistance to the following GOP
 
entities:
 

--	 Philippine National Oil Company (PNOC). 

--	 Department of Trade and Industry - National Development Company 
(DTI-NDC). 

--	 Presidential Management Staff. 

--	 Department of Agriculture. 

--	 Department of Tourism. 

--	 Department of Finance (DOF), and 

--	 Department of Transportation and Communications. 

While NEDA is the GOP entity under which a number of the GOCCs
 
fall, the entities actually responsible for disposition include the
 
Development Bank of the Philippines, Philippine National Bank,
 
Government Service Insurance System (GSIS), Social Security System
 
(SSS) and the Asset Privatization Trust.
 

The project will also support the privatization of the
 
management and operation of government corporations that provide
 
public services. Services provided will be similar to those listed
 
for 	APT and will include management planning, investment banking,

accounting/auditing, legal, and specialized engineering services.
 
In addition, where new ADUs are to be formed, AID will assist the
 
parent Department/Agency to establish the ADU.
 

Activities financed under this project element will include but
 
not necessarily be limited to the following:
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--	 Establishment of ADUs, including the development of guidelines
for their operation and administration, scope of activities, and 
relationship to the COP, APT and DOF. 

--	 Refinement of privatization objectives. 

--	 Identification of impediments to privatization and development
of privatization strategies, including project specific studies 
as necessary (e.g., divestiture versus liquidation).
 

Assistance with the turnover of accounting information files by

the GOCCs to the ADU, including legal documents, financial and
 
physical assets, employment data, and third-party creditor
 
information.
 

--	 Recommendation of appropriate information and data management 

systems, including both hardware and software.
 

--	 Assessment of the demand for investment. 

The conduct of financial analyses and/or capital restructuring.
 

--	 Valuation. 

Marketing assistance, including prospectus development,
 
information dissemination, identification of prospective

investors, offering of securities, investment proposal

evaluation, bid development or negotiations or placement of
 
public share offerings, and
 

Presentation of a formal opinion on the fairness of the terms of
 
the sale.
 

In instances involving the privatization of sizeable assets,

technology transfer issues, when foreign investment may be required,
 
or when privatization of the management and operation of government

corporations that perform public services is planned, an expatriate

investment banking firm, with expatriate and/or local subcontractors
 
as appropriate, will be procured to handle an appropriate grouping

of involved firms (e.g., agribusiness, shipping, services). For
 
less complex transactions, and as conditions warrant, either an

expatriate or 
local firm or some mix of the two will be procured to
 
provide the necessary services.
 

It is anticipated that a mix of expatriate and local consulting

services will be required for the establishment of ADUs. Each ADU

will be composed of a staff with financial analysis and sectoral
 
specific expertise, preferably with no association with the GOCC, to
 
prevent conflict-of-interest situations.-
 The 	ADU staff members will
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come from either the public or private sector and will be managed by
 
an individual reporting directly to the individual with ultimate
 
decision making authority (i.e., Secretary or Undersecretary of a
 
Department or an Agency head).
 

The major task of the ADU will be to design and implement an
 
Action Plan and manage the overall privatization process. Each ADU
 
will define its objectives, determine the extent to which financial
 
restructuring measures are necessary, and develop and execute a
 
marketing strategy.
 

Inthose instances where it does not make sense to establish an
 
ADU, consulting services will be procured to develop and execute an
 
appropriate privatization program.
 

b, Commodities
 

AID assistance will be provided for the procurement of computer
 
hardware and related office equipment to support the information and
 
data management requirements identified by the technical assistance
 
staff for selected ADUs.
 

3. Committee on Privatization Secretariat
 

a. Training/Seminars
 

AID will finance in-country workshops and attendance at seminars
 
abroad for selected officials directly involved in the activities of
 
the COP. An example is the annual Harvard University Workshop on
 
Public Enterprises Policy and Management in Developing Countries,
 
which incorporates the topic of privatization.
 

b. Commodities
 

AID assistance will be provided for the procurement of computer
 
hardware to support the COP's information and data management
 
systems.
 

III. FINANCIAL PLAN
 

A. COST ESTIMATE AND FINANCIAL PLAN
 

The total cost of the project isestimated at $9.78 million.
 
Project funds will be provided by AID and the participating GOP
 
Departments/Agencies.
 

The estimated life of project costs by source of funds are
 
summarized in Table III-A, Summary Cost Estimates and Financial Plan
 
(All Years). Summary tables of Expenditure Projections by Fiscal Year
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and Expenditure Projections for AID Project Funds by Element and Fiscal
 
Year are 
provided as Tables III-B and III-C, respectively. Detailed
 
cost assumptions for Table III-A are provided in Annex F.
 

1. USAID/Manila
 

USAID/Manila will provide $5.0 million in Development Assistance
 
grant funds from the 103-Agriculture, Rural Development and

Nutrition (ARDN) account and the 106-Selected Development Assistance
 
(SDA) account. Planned obligations are shown below.
 

PLANNED YEARLY OBLIGATIONS
 
($000)
 

FUNCTIONAL ACCOUNT 
 FY 88 FY 89 FY 90 TOTAL
 

SDA $2,000 $1,000 $ 0 $3,000 

ARDN 1,000 75 925 2,000
 

TOTALS 
 3500 $ 
 5 

2. GOP
 

The GOP's contribution to the project will primarily be in the
 
form of administrative costs to support the Committee on

Privatization, Asset Privatization Trust, GOCC Asset Disposal Units;

administrative and logistical support to expatriate and local
 
contractors; and travel support costs for seminars and training

activities. The total GOP contribution to the project is estimated
 
at $4.78 million.
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TABLE III-A 

SUMMARY COST ESTIMATES AND FINANCIAL PLAN (ALL YEARS) 
(US $000) 

ELEMENT 
AID GRANT 

FX LC 
AID 

TOTAL GOP LC 
AID/GOP 

TOTAL 

I. Technical Assistance (TA): 
a. Local Short-Term TA $ 0 $ 260 $ 260 $ 0 $ 260 
b. Local Long-Term TA 0 240 240 0 240 
c. Expatriate Short-Term TA 723 0 723 0 723 
d. Expatriate Long-Term TA 1,742 77 1,819 0 1,819 

Sub-Totals, TA $2,465 $ 577 $3,042 $ 0 $3,042 

2. Equipment, Facilities and 
Staff for Privatization 300 170 470 4,000 4,470 
Units and COP Secretariat 

3. Training/Seminars 20 10 30 0 30 

4. Policy/Operational Studies 270 265 535 0 535 

5. Evaluation and Audit* 200 50 250 0 250 

Sub-Totals $3,255 $1,072 $4,327 $4,000 $8,327 

Inflation 163 105 268 392 660 

Contingency 301 104 405 388 793 

TOTALS $3,719 1 5,000 $478089 

* Includes $50,000 as provision for non-federal auditing services of government 
owned corporations. 
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TABLE III-B 

PROJECTIONS OF EXPENDITURES BY FISCAL YEAR 

FISCAL YEAR 


1988 


1989 


1990 


1991 


1992 


Inflation 


Contingencies 


TOTALS 


(US $000)
 

AID 

GRANT 
 GOP TOTAL 

$ 200 $1,560 $1,760 

2,117 1,220 3,337
 

1,130 740 
 1,870
 

525 240 
 765
 

355 240 595
 

268 392 
 660
 

405 388 793
 

504780 
 $9,780
 



PROJECTION OF 
BY FISCAL 

ELEMENT 


1. 	Technical Assistance: 
a. Local Short-Term TA 
b. Local Long-Term TA 
c. Expatriate Short-Term TA 
d. Expatriate Long-Term TA 

Sub-Totals, TA 


2. 	Equipment, Facilities and
 
Staff for Privatization
 
Units and COP Secretariat 


3. 	Training/Seminars 


4. 	Policy/Operational Studies 


5. 	Evaluation and Audit 


Sub-Totals 


Inflation 


Contingency 


TOTALS 
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TABLE Ii-C 

EXPENDITURES OF AID GRANT FUNDS 
YEAR AND BY PROJECT ELEMENT 

(US 	$000)
 

FISCAL YEARS
 

88 89 91
90 	 92 TOTAL
 

$ 0 $ 130 $ 60 $ 40 $ 30 $ 260 
0 150 50 20 20 240
 
0 408 130 115 70 723
 
0 934 505 295 85 1,819
 

$ 0 $1,622 $ 745 
 $ 470 $ 205 $3,042
 

200 120 150 	 0
0 470
 

0 25 5 0 0 30
 

0 350 130 55 0 535 

0 0 0100 150 250
 

$200 $2,117 $1,130 $ 525 $ 355 $4,327
 

l0 137 70 
 30 21 268
 

17 200 106 49 33 405
 

$227 	 -1,306 , 1604, 1 409 15,000\ 
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B. METHODS OF USAID FINANCING
 

The methods of USAID disbursement to be used may be classified as
 
follows:
 

1. Direct Payments: 
 USAID may make direct payments to suppliers or
 
contractors for goods and/or services delivered.
 

2. Reimbursement: Under the reimbursement method of financing, the
 
GOP implementing agency or contractor disburses its 
own funds and is
then reimbursed by USAID 	upon submission of appropriate
 
documentation.
 

3. Advance/Liquidation: The advance/liquidation method of
 
financing will be used when appropriate. Liquidation will be based
 
on actual costs. This method is designed to ensure that the entity

receiving the advance will have adequate cash flow to carry out
activities. The maximum 	cash advance that USAID can give is for a
 
90-day cash requirement, and is subject to the Controller's

approval. 
 The request must show the monthly breakdown by line item
 
as approved in the Implementation Plan or Project Implementation

Letter (PIL). The liquidation report must be treated as 
a separate

report from the Request for Cash Advance. Liquidation of a previous

cash advance is not necessary before USAID can grant an advance for
 
the following quarter. However, USAID will 
not provide a third
 
advance until the next-to-last cash advance has been liquidated.
 

C. METHODS OF IMPLEMENTATION AND FINANCING OF USAID FUNDS
 

Amount
Input 	 Implementation Method Financing Method ($000)
 

1) Technical assistance 	AID direct contract 
 Direct payment $3,042
 
Host country contract Direct payment/
 

reimbursement
 

2) Policy studies 	 AID direct contract Direct payment 
 535
 
Host country contract Direct payment/
 

reimbursement;
 
Advance/
 
liquidation
 

3) Training/Seminars AID direct contract Direct payment 30
 
Host country contract Direct payment/
 

reimbursement;
 
Advance/
 
liquidation
 

4) Commodities 	 AID direct contract-PSA Direct payment 470
 
AID direct procurement Direct payment
 
Host country procurement Direct payment/


reimbursement;
 
Advance/
 

liquidation
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Input Implementation Method Financing Method 
Amount 
($000) 

5) Evaluation/Audit AID direct contract Direct payment 250 

6) Inflation ) 

7) Contingency ) 
(Depending on inputs shown above) 

268 

405 

TOTAL USAID GRANT $5,000 

If the GOP implementing agency cannot advance the necessary funds
 
for the USAID portion under the regular reimbursement method, USAID will
 
be willing to consider the advance liquidation method, subject to USAID
 
regulations.
 

D. FLOW OF FUNDS
 

1. GOP Implementing Agencies
 

Prior to the project's inclusion in the GOP's General
 
Appropriations Act, the project will utilize the advance/liquidation

method of financing.
 

Initially, the agencies' Work and Financial Plan is reviewed and
 
approved by the Department of Budget and Management (DBM). Once
 
approved, DBM will issue Advices of Allotment (AAs). The GOP
 
agencies will submit copies of the AAs and an annual Implementation

Plan to USAID. Upon USAID's approval of the Implementation Plan,
 
the GOP may submit requests for cash advances to USAID or may

finance an activity included in the Implementation Plan out of GOP
 
funds and subsequently request reimbursement from USAID.
 

b. USAID (Local and Foreign Currency) 

Once funds are obligated for the project, earmarking, commitment
 
and disbursement will follow, depending on the project's pace of
 
activity. Flow of USAID funds will be subject to standard rules and
 
regulations, as indicated in Sections B and C above.
 

All foreign exchange costs under AID direct contracts or
 
sub-project grants will be paid directly by USAID. At its option,
 
USAID may make direct payments to suppliers/contractors under host
 
country contracting or procurement actions, upon submission of the
 
request to USAID by the implementing agencies.
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IV. IMPLEMENTATION ARRANGEMENTS
 

A. IMPLEMENTING ENTITIES
 

AID and the National Economic and Development Authority will execute
 
the Project Grant Agreement.
 

Primary oversight for the project will be the responsibility of the
 
Department of Finance (DOF). The Secretary of Finance is the Chairman

of the Committee on Privatization (COP), and an Undersecretary of
 
Finance is Chairman of the COP's Technical Committee. Thus, the Office
of the Undersecretary of Finance will coordinate USAID assistanc-- to the
 
APT and the Asset Disposal Units for the GOCCs.
 

B. CONTRACTING ARRANGEMENTS
 

Either AID direct or host country contracts will be used, the latter 
in accordance with procedures set forth in AID Handbook 11 and USAID
 
Order No. 1401.2.1. The eligible source/origin countries for services
 
procured with project funds are the U.S. and the Philippines.
 

1. Local Technical Services
 

Indefinite Quantity Contracts (IQCs) will be established by the
 
COP Technical Committee for the local service needs of both the APT

and the ADUs. At 
least four local firms will be qualified as IQCs
 
for the privatization services presented in Section II-B of this
 
Project Paper, and will be utilized on an as-needed basis.
 

Local firms to be qualified will include data management,

management consulting and architectural and engineering firms.
 
Either AID direct or host country contracting will be used for
 
procuring these services.
 

USAID/Manila will approve the terms-of-reference, evaluation
 
criteria, evaluation, selection of and contracts with each IQC for

each category of services. The COP Technical Committee will 
issue
 
work orders against the iQCs based on the submission by the APT or
 
GOCC of a detailed scope-of-work and budget for services. USAID
 
will also approve each scope-of-work/budget for services requested

and the work order, including contractor's proposal, level-of-effort
 
and cost, before its execution.
 

2. Short-Term Expatriate Services
 

Short-term expatriate services will be 'procuredon an AID direct

basis. Based on 
the nature of the services required, USAID will

"buy into" an AID/Washington Private Enterprise (PRE) Bureau
 
centrally-funded contract (Privatization,-Financial Markets, or

Private Enterprise Development Support) or will buy into 
an
 
appropriate AID/Washington IQC and/or Science and Technology Bureau

centrally-funded contract to procure the required services.
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USAID will also utilize the services of the International
 
Executive Service Corps (IESC) for specialized management or
 
engineering services, using either a prime contract or subcontract
 
basis, as appropriate (see Annex R).
 

3. Long-Term Expatriate Services
 

Expatriate services will be procured on an AID direct
 
institutional contract basis for the long-term expatriate service
 
needs of the APT and ADUs. These services will be utilized for
 
privatization transactions involving a sectoral grouping of
 
primarily large assets requiring solicitations of foreign investment
 
and/or technology transfer requirements. These services will also
 
be available for the smaller, less complex sectoral groupings of
 
assets, if desired by the APT and ADUs. Services will be procured

through a buy-in to the PRE Bureau-financed Center for Privatization
 
contract or the three PRE Bureau centrally-funded contracts
 
mentioned above. If the choice of firms made available by the PRE
 
Bureau is not satisfactory to the APT or relevant ADU, AID Handbook
 
11 and USAID Order No. 1401.2.1 or Host Country Contracting
 
procedures will be used to procure the requisite services. Wherever
 
possible, IESC will be utilized oi, a prim1e or subcontractor basis to
 
provide needed long-term services.
 

The services provided will include the full range of
 
privatization requirements from valuation and prospectus preparation
 
to issuance of the fairness statement or opinion and closing
 
services. An investment banking firm will be the lead firm, with
 
other specialized firms on both an expatriate and local basis
 
participating as subcontractors.
 

C. TRAIN!NG/SEMINARS
 

In-country workshops or participation in seminars abroad will be
 
implemented by the Department of Finance pursuant to AID concurrence of
 
annual training plans through Project Implementation Letters.
 

D. COMMODITY PROCUREMENT
 

The project will fund the acquisition of computer hardware and other
 
related office equipment, and associated installation services,
 
training, spare parts, etc. for the APT, selected ADUs and the COP
 
Secretariat. Eligible source/origin countries for project-funded goods
 
are the U.S. and the Philippines. A procurement services agent (PSA)
 
will be utilized to procure commodities from the U.S., under an AID
 
direct contract. However, consideration will be given to procuring
 
U.S.-manufactured computer equipment from local firms, to ensure the
 
availability of maintenance, spare parts and warranty service.
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E. MONITORING
 

Monitoring progress under the project will be the responsibility of
 
the Office of the Undersecretary of Finance. That office will submit
 
quarterly progress reports to USAID, which will include the following:
 

1. The status of the privatization program including a listing of
 
all companies approved for privatization; a listing of those already
 
privatized with the price of the sale, method of privatization

(e.g., auction) and entity responsible for privatization (e.g.,
 
APT); a listing of companies referred to the COP for approval of
 
their sale, and whether referred to the COP by the APT or other
 
entities; and a listing of those companies still with APT or other
 
entities charged with their disposdl and undergoing preparation for
 
privatization.
 

2. A description of project-funded goods or services provided
 
during the quarter, by beneficiary entity (e.g., APT), and showing a
 
relationship to specific privatization actions.
 

3. A description of requirements for project assistance for the
 
subsequent quarter.
 
4. A description of problems faced in the implementation of the
 

privatization program.
 

F. USAID PROJECT MANAGEMENT
 

Project management will be the responsibility of the Office of
 
Capital Development (OCD). The OCD Project Officer will spend

approximately 30% of his/her time on the project. A Foreign Service
 
National Project Assistant with investment baiking expertise will spend

approximately 75% of his/her time on the project. The OCD Project
 
Officer will draw upon assistance from other members of the USAID
 
Project Committee as needed, including the Office of the Program
 
Economist, Controller, and the Regional Legal Advisor.
 

Progress reviews involving senior USAID management will be held
 
quarterly. When necessary, these reviews will be followed by meetings
 
involving senior USAID and implementing agency management, to discuss
 
the status and rate of project implementation.
 

G. IMPLEMENTATION PLAN
 

The schedule of project implementation milestones follows.
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FY 	 1988 Action Date Responsible Entity 

--	 Authorization of project April 1988 USAID
 

Obligation of FY 88 funds 
 May 1988 USAID/NEDA
 

Submit initial list of 
 May 	1988 DOF
 
GOCCs approved for 
privatization, identifying
 
those to participate in
 
the project
 

Satisfaction of Initial 
 July 1988 NEDA, DOF, DOJ
 
Conditions Precedent (CPs)
 

Submit 1988 Work Plans 
 Aug. 1988 DOF, GOCCs
 
for GOCCs
 

--	 Equipment procurement plans 1988Aug. DOF, APT
 
submitted for APT, selected
 
GOCCs and COP
 

--	 Submit 1988 Training Plan Aug. 1988 DOF
 

-- Equipment procured by Sept. 1988 
 USAID
 
Procurement Services Agent
 

--	 Local TA IQCs executed Sept. 1988 USAID/DOF
 

Expatriate TA PIO/Ts executed Sept. 1988 
 DOF, USAID
 

FY 1989
 

One-year Work Plans submitted Dec. 1988 
 DOF, GOCCs
 
by GOCCs for 1989
 

Annual Training Plan submitted Dec. 1988 DOF
 

Technical assistance provided Throughout DOF, APT, GOCCs,
through work orders and AID 
 1989 USAID
 
direct contracts
 

--	 Equipment procurement plans Feb. 1989 DOF, GOCCs
 
submitted for selected GOCCs
 

Equipment for GOCCs procured March 1989 
 USAID
 
by PSAs
 

Equipment delivered, installed March 1989 APT, USAID
 
anH 	traiiing conducted at APT
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FY 1989 Action 	 Date Responsible Entity 

--	 Equipment delivered, installed Sept. 1989 GOCCs, USAID
 
and training conducted at GOCCs
 

FY 1990
 

--	 One-year Work Plans submitted
 
by GOCCs for 1990 
 Dec. 1989 DOF, GOCCs
 

Annual Training Plan submitted Dec. 1989 DOF
 

--	 Technical assistance provided Throughout GOCCs, USAID
through work orders and AID FY 1990 DOF, APT
 
direct contracts
 

FY 1991
 

--	 Project Mid-Term Evaluation Oct. 1990 USAID/Consultants 
and Audit 

--	 One-year Work Plans submitted
 
by GOCCs for 1991 Dec. 
1990 DOF, GOCCs 

Annual Training Plan submitted Dec. 1990 DOF 

-- Technical assistance provided Throughout DOF, APT, GOCCs,
through work orders and AID- FY 1991 USAID 
direct contracts
 

FY 1992 

-- One-year Work Plans submitted Dec. 1991 DOF, GOCCs 
by GOCCs
 

Annual Training Plan submitted Dec. 1991 DCI
 

--	 Project close-out procedures March 1992 USAID, DOF, APT 
initiated 

--	 Final Evaluation and Audit Sept. 1992 USAID/Consultants
 

--	 Technical assistance provided Throughout DOF, APT
through work orders and AID- FY 1992 
 GOCCs, USAID
 
direct contracts
 

FY 	 1993 

--	 P~uect Assistance Completion Dec. 31,-1992
 
Date 
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V. EVALUATION PLAN AND AUDIT
 

The evaluation scheme, designed to help management identify

constraints to implementation as well as to determine impact, calls for
 
two assessments during the course of the project. One assessment isa
 
process evaluation; the other, an impact evaluation.
 

A. PROCESS EVALUATION
 

The process evaluation is scheduled for October 1990. Itwill focus
 
on performance of and implementation constraints in the privatization

efforts. The evaluation will investigate whether the planned services
 
and institutions are in place and performing as expected. Itwill look
 
at the interactions among the institutions involved in implementation

and assess the adequacy or inadequacy of the support provided. As a
 
process evaluation, itwill be designed to identify constraints to
 
progress as a tool for improved project management. USAID staff and
 
external consultants, including GOP personnel and private sector
 
representatives, will conduct the evaluation.
 

B. IMPACT EVALUATION
 

The final evaluation will determine the direct and indirect effects
 
of privatization on the intended beneficiaries. Itwill focus not only
 
on determining the effects of the project but on providing management

guidance to the agencies and institutions that will have responsibility

for the project after the formal project end. Thus, the impact

evaluation will also have a process component to determine constraints
 
to implementation. External consultants as well as USAID staff will
 
participate in the evaluation.
 

C. AUDIT
 

Primary responsibility for audits of AID-funded projects lies with
 
the Regional Inspector General's Office (RIG). However, in the event
 
that the RIG is unable to carry out the audit activities, an external
 
auditing firm will be contracted for the purpose. Fifty thousand
 
dollars ($50,000) is budgeted for non-federal audit services for the
 
mid-point and final audit review. Itis anticipated that these reviews
 
will cover the financial and compliance aspects of the project.
 

VI. SUMMARIES OF PROJECT ANALYSES
 

A. ECONOMIC ANALYSIS
 

The economic analysis (Annex G) demonstrates the project's economic
 
viability through analyzing the cost effectiveness and alternative
 
economic rate of return for the 86 GOCCs with-developed privatization
 
plans. The project's approach, which uses a combination of expatriate
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and local technical services, iscost-effective. It allows the timely

provision of assistance in the specialities required to enable the GOP
 
to meet its self-imposed schedule for privatization.
 

The required minimum level of benefits needed to justify the project

iseasily achievable. The analysis considers the level of benefits in
 
relation to possible improvements ingross value added (GVA)

contributions, gross revenues, and income of the 86 GOCCs. 
Annual GVA
 
contribution of the 86 GOCCs has to be only 0.89 percent higher than
 
present in real terms over twenty years; 1985 gross revenues by 0.72
 
percent; or, 1985 net income (before transfer payments) by 3.3 percent.
 

The analysis also shows that the expected acceleration of the

privatization process for the 86 GOCCs economically justifies the
 
project's costs. Ifprivatization results in a doubling of the 1984
 
return on assets (before transfer payments) from 2.82 percent to 5.64
 
percent, the required speeding-up effect to justify project costs is
 
only 2.7 months.
 

B. FINANCIAL ANALYSIS
 

The financial analysis (Annex H) demonstrates that the GOP should be
 
able to easily realize significant financial gains from the project.

Proceeds from divestiture and/or budgetary savings are expected to far
 
exceed the project's financial costs.
 

C. ADMINISTRATIVE ANALYSIS
 

The administrative analysis (Annex I) assesses the capability of the
 
principal implementing agencies to implement the project. The

Department of Finance (DOF) and the Asset Disposal Units will be the
 
primary agents. The choice of DOF isexamined and upheld, and the

involvement of the Asset Disposal Units is justified both 
on the basis
 
of institution-building and because of the critical role they play in
 
the privatization process.
 

D. SOCIAL SOUNDNESS ANALYSIS
 

The project will work within a pre-existing GOP privatization policy

framework. 
 In addition, project support for the GOP's privatization
 
program has a "macro" perspective with regard to the pool of assets to
 
be privatized. As 
a result, the scope of certain project analyses,

particularly those related to social aspects, is limited.
 

Two broad social issues are discussed in the analysis (Annex J):

possible employment dislocation and the concern that the privatization
 
process, given the Philippines' underdeveloped capital market, may not
 
allow a wide distribution of ownership.
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E. 	TECHNICAL ANALYSIS
 

The technical analysis (Annex K) presents the technical rationale
 
for selecting the project's components and determining its approach.

The GOP has stated its goal of reducing the burden of acquired assets
 
and public corporations on the national budget and has demonstrated its
 
political will to execute its privatization program to achieve this
 
goal. Indeliberating how AID could best be of assistance to the GOP in

this area, a number of alternatives were considered, including the
 
provision of:
 

Working capital credit to the private sector purchasers of the
 
GOCCs and acquired assets.
 

--	 Term credit facilities for the private sector purchase of GOCCs 
and acquired assets. 

--	 Technical assistance to the GOP in the execution of its Public 
Sector Corporate Rationalization Program, and 

--	 Technical assistance to the GOP in the execution of its 
Privatization Program. 

Technical assistance to the GOP's Privatization Program was chosen
 
as the most appropriate option. The elements of the Privatization
 
project are based on the objectives of the GOP Privatization Program,
 
the degree of sophistication of the Philippine market, and the
 
structural layout of the sectors to be privatized.
 

VII. GRAY AMENDMENT ALERT
 

USAID has fully considered the potential involvement of small and/or

economically and socially disadvantaged enterprises. It has determined
 
that U.S. technical assistance required under the project will be
 
provided through open competition, with special consideration given to
 
firms submitting proposals which utilize the resources of small and/or

disadvantaged firms. Some of the IQC firms required to update current
 
feasibility studies may be Gray Amendment qualifying firms. 
In
 
addition, for project evaluation and project-related commodity

procurement, efforts will be made to award contracts to small and/or

disadvantaged firms.
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VIII. CONDITIONS PRECEDENT AND COVENANTS
 

The following are the conditions precedent and covenants AID intends
 
to negotiate in the Project Agreement. Their substance is not expected
 
to change during agreement negotiations.
 

A. CONDITIONS PRECEDENT TO FIRST DISBURSEMENT
 

Prior to the first disbursement under the Grant, or to the issuance
 
of documentation pursuant to which disbursement will he made, the
 
Grantee shall, except as A.I.D. may otherwise agree inwriting, furnish
 
to A.I.D., in form and substance satisfactory to A.I.D.:
 

1. An opinion of counsel acceptable to A.I.D. that this Agreement has

been duly authorized or ratified by, and executed on behalf of, the
 
Grantee and that itconstitutes a valid and legally binding

obligation of the Gra, tee in accordance with its terms; and
 

2. A statement of th, name of the person holding or acting inthe
 
office of the Grantee specified in Section 8.2, and of any

additional representatives, together with a specimen signature of
 
each person specified in such statement.
 

B. CONDITION PRECEDENT TO DISBURSEMENT FOR TECHNICAL ASSISTANCE FOR
 
GOVERNMENT OWNED AND CONTROLLED CORPORATIONS (GOCCs)
 

Prior to disbursement under the Grant, or to the issuance of
 
documentation pursuant to which disbursement will be made for technical
 
assistance for the privatization of a Government Owned and Controlled
 
Corporation (GOCC), other than technical assistance in connection with

the preparation of a work plan for the privatization of the GOCC, the
 
Grantee shall, except as A.I.D. may otherwise agree inwriting, furnish
 
to A.I.D., inform and substance satisfactory to A.I.D., with respect to
 
the GOCC for which such technical assistance will be provided, a
 
one-year work plan for the GOCC, which shall include a specification of
 
the technical assistance required by said GOCC to execute its
 
privatization responsibilities under the work plan.
 

C. CONDITIONS PRECEDENT TO DISBURSEMENT FOR EQUIPMENT
 

Prior to disbursement under the Grant, or to the issuance of
 
documentation pursuant to which disbursement will be made for the
 
procurement of-equipment for APT, the-Grantee's Committee on
 
Privatization ("COP"), or for the Grantee's Department of Finance
 
("DOF") for use inconnection with the privatization of a GOCC, the

Grantee shall, except as A.I.D. may otherwise agree inwriting, furnish
 
to A.I.D., inform and substance satisfactory to A.I.D.:
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1. 	with respect to equipment to be procured outside of the Philippines,

approval inwriting by the duly authorized representative of DOF for
 
the Project of an A.I.D. Project Implementation Order authorizing

A.I.D. to procure under an A.I.D. direct contract financed under the
 
Grant a procurement services agent to procure such equipment for
 
purposes of the Project; and
 

2. with respect to equipment to be procured for APT, COP or For DOF for
 
use inconnection with the privatization of a GOCC, an equipment

procurement plan for APT, COP or for the privatization of the GOCC,
 
as the case may be, specifying the need, specificati,s and
 
reasonable cost estimate for the equipment.
 

D. 	CONDITION PRECEDENT TO DISBURSEMENT FOR TRAINING AND SEMINARS
 

Prior to disbursement under the Grant, or to the issuance of
 
documentation pursuant to which disbursement will be made for training

activities to be implemented by the COP Secretariat or for the holding of or
 
participation in seminars to be implemented by the COP Secretariat, the
 
Grantee shall, except as A.I.D. may otherwise agree inwriting, furnish to
 
A.I.D., in form and substance satisfactory to A.I.Do, an annual plan

speLifying the training activities and seminars to be undertaken and providing
 
detailed cost estimates therefor.
 

E. 	COVENANTS
 

The 	General Covenants in the Project Grant Standard Provisions Annex as
 
prescribed by AID Handbook 3 will be included in the Project Grant Agreement.

In addition, the following covenants shall be included:
 

AID and the GOP agree to establish an evaluation program as an integral

part of the project. Except as the parties may otherwise agree inwriting,
 
the program will include, during the implementation of the project and at one
 
or more points thereafter:
 

1. Evaluation of progress toward attainment of the objectives of the
 
project.
 

2. 	Identification and evalvation of problem areas or constraints which
 
ma3 inhibit such attainment.
 

3. Assessment of how such information may be used to help overcome such
 
problems, and
 

4. Evaluation, to the degree feasible, of the overall development
 
impact of the project.
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ANNEX A
 

REPUBLIC OF THE PHILIPPINES
NATIONAL ECONOMIC AND DEVELOPMENT AUTHORITY 

NEDA sa Pasig, Amber Avenue Pasig, Metro Manila 

Cable Address: NEDAPHIL 
P.O. Box 419, Greenhills

09 February 19880 Tels. 673-50-31 to 50 

Mr. Frederick W. Schieck
 
Director
 
United States Agency for


International Development

Manila, Philippines
 

... 

..... 


The Philippine Governent-is in the process of divesting
a significant number of public enterprises as
assets. well as acquired
This is being pursued with the end in view of reducing
the budgetary burden of
cash resources to 
the public corporate sector, raising
finance priority programs, and affirming the
primary role of the private sector in the development process.
 

It is 

our request 

in 
for 

this regard that we would like to reactivate
a technical assistance grant to
governrent's privatization support the
 program.
primarily used to 
The grant shall be
 

and equipment to 
provide the necessary technical assistance
support the expeditious and efficient implementation of the said program by 
asset disposal entities and
other agencies involved in the privatization 
program. 
 This
request however, is being made on the understandina that the
package of assistance for privatization will no 
longer be
linked with the capital markets component of the Financial
Resource Mobilization Project (FRMp).
 

We hope that you accord our request your usual preferential attention.
 

Sincerely,
 

LITA COLLAS-MONSOD 
 VICEN JAYME
Secretary of Socio-Economic. Secret 
 of Finance
 
Planning
 



B. PID APPROVAL MESSAGE AND
 

USAID RESPONSE
 



. . UNr IFIED 'STATE 05998; ANNEX B 

ACTION- INFO: CH- DCM AA ECON/10

vzCZCMLo72T ,EC '
 
v zLz., 72- .u •.,O 06- AR-36 TOR: 12:2S 
PP RUEHML 
 CN: 22215
 

"
DE RUEHC #94.98 0651224 ] ls't ,r 00O CHRG: AID
 
ZNR UUUUU ZZH 
 DIST: AID
 
P 051221Z MAR 88 
 ADD:
 
FM SECSTATE WASEDC . .,._<D
 
TO AMEMBASSY MANILA PRIORITY 3173 -wr
 

3T AC @UNCLAS STATE 059498 

AIDAC Action Token: Ao,--.No action necesor ...... ' 

E.O. 123556: N/A
 
TAGS: N/A Dote: __n _. __ 

SUBJECT: PRIVATIZATION PROJECT (NO. 4_92-0377) - NEW -

PROJECT DESCRIPTION
 

1. PRIVATIZATION' PROJECT NPD WAS REVIEWED DURING PROGRAM
 
WjEE AND WAS APPROVED FOR PP DEVELOPMENT AND AUTHORI-

ZA.TION IN THE FIELD. CONCERNS EXPRESSED DURING REVIEW
 
PERTAINED TO GOP COMMITMENT AND WILLINGNESS TO ACCEPT US
 
ASSISTANCE IN THIS SENSITIVE AREA, EOW, TO OBTAIN POLICY 

AND REGULATORY REFORM RELATED TO PRIVATIZATION, HOW TO DIV ACMNF / 

- .
 

ASSURE COMPLEIENTARY CAPITAL MARKET DEVELOPMENT OCCURS
 
GIVEN GOP REJECTION OF U.S. ASSISTANCE FOR THIS COMPONENT ED
 
LAST YEAR, HOW TO BUILD A BASE FOR MORE EXTENSIVE A.I.D. PE! I
 
EFFORTS IN THE PRIVATE SECTOR (ESPECiALLY TRADE AND
 
INVESTMENT AREAS) FOR THE FUTURE, AND ABILITY OF MISSION pn I
 
TO DEAL WITH THIS AND ANY OTHER PRIVATE SECTOR ID I I t
 
INITIATIVES GIVEN MISSION STAFF COMPOSITION AND E0 1
 
ORGANIZATIONAL STRUCTURE.
 

SsE
 
2. WHILE ENDORSING MISSION'S INITIATIVE TO SUPPORT THE
 
IMPORTANT PRVATIZATION AREA, REVIEW NOTED GOP
 
RELUCTANCE TO ENGAGE U.S. TECHNICAL ASSISTANCE IN THIS
 
AREA PREVIOUSLY AND GOP REJECTION OF CAPITAL MARKETS
 
ASSISTANCE WHICH WAS CONSIDERED BY MISSION AS AN 03D I
 

IMPORTANT COMPLEMENT TO SUSTAINABLE PRIVATIZATION 
_FFORTS. GIVEN THAT THIS IS MISSION 'S ONLY PRIVATE
 
SECTOR INITIATIVE THIS YEAR, R.VIEWERS EXPRESSED HOPE 0 T
 
THAT GOP SUPPORTS THIS EFFORT AND THAT IT CAN BE QUICKLY LIP 
GOTTEN UNDERWAY. INDEED, THERF WAS A CLEAR DESIRE 
EXPRESSED THAT ANALYSIS OF ADDITIO IAL POSSIBILITIES IN DUED :i 
THE PRIVATE SECTOR AREA SHOULD ALSO BE INITIATED TO 
ESTABLISH A BASIS FOR FURTHER EFFORTS PARTICULARLY IN 
THE ATTRACTIVE TRADE AND INVESTMENT SECTORS.
 

3. DIRECTOR SCHIECK NOTED MISSION'S INTEREST TO PURSUE
 
CAPITAL MARKETS DEVELOPMENT IN THE FUTURE, AND RESOURCE
 
PLANNING REPORT CONFIRMS PLAN'S TO ADDRESS CONSTRAINTS TO
 
EOUITY CAPITAL AVAILABILITY FOR BUSINFSS DEV-LOPMENT 
NEEDS. WE URGE TEAT INITIATIVES IN CAPITAL MARKETS AREA 
BE PURSUED TO HELF ESTAPLISH A MORE SOLID BASE FOR 
PRIVATIZATION EFFORTS AS WELL AS A MORE RATIONAL BUSINESS 
FINANCING MIX GENERALLY.
 

P UNCLASSIFIED STATE 059498 . 



A I. 

4. TO ENGAGE THIS COMPLEX AREA MEANINGFULLY OVER THE
 
MEDIUM TERM, IT APPARS THAT DEDICATION OF ADLITIONAL
 
STAFF WITH APPROPRIATE EXPERTISE WILL BE REQUIRED. IT
 
IS CLEAR TEAT MISSION WILL HAVE TO GIVE CAREFUL THOUGHT
 
IN TEIS REGARD TO NECESSARY STAFF A.iqD ORGANIZATIONAL
 

"ARRANGEMENTS WITHIN THE MISSION.- WE TRUST THE PP FOR
 
THIS PROJECT WILL DISCUSS YOUR CURRENT THINKING IN THIS 
REGARD; SHULTZ . - . .. - _ 
BT 
#9498 

NNN N 

P UNCLASSIFIED STATE 059498
 

..............
.' " 
. ... .. . . . . . . . . . . .- 

........... . :. h-....
 

.................. .. . .. . ..... .
. .. .............. .
 

"V
 



C, LOGFRAME
 



At07? .11Life 

of Pruloct: 
PROJECT DESIGN SUMMARYLOGICAL FRAMEWORK From FYFrmP'____ 88tectF to FY 92 

Project 11lte& Nu ber A IZAt I 1492-048) LO IA-04M W R Total U . S. Funding .5 0 tiollo 
__. .... Date Prepared : AorLl I1 _]1 R __ _ 

NARRATIVE SUMMARY OBJECTIVELY VERIFIABLE INDICATORS MEANS OF VERIFICATION IMPORTANT ASSUMPTIONSProgram or Sector Goal: The broader objective to Measures of Goal Achievement: (A.2) (A:Awhich this project contributes: (A-1) 	 Assumptions for achieving goal targets: (A-4) 
GOP econrric data. 
 Enterpr ises will grow after privatiaation.
 

to increase C.pnioyxent and inc,.ns. Increased e'ploixent. higher Incomes. 

Project Purpose: (8-1) Conditions that will indicate purpose has been (B3ochievLd: End.of-Project status. (B2) 
Assumptions for achieving purpose: (8-4)to reinforce the GOP's privatization pclicy by 


assisting the GP in the process of 
Interim and final evaluations.


divesting 	 Political will to privatize.
I. 	 lhe privatization of selected, state-ownedselected govermnnent wo:ed and Controlled corporations enterprises and acquired assets will have
(GOCCs) and acquired GOP records, consultants' reports.
assets, thereby lavrovlng the 
 been accomplished.
 
GOP's budget situation.
 

2. 	An enhanrement In the production of under-utilized
 
assets and an Increase In productive capacity will
 occur, with the placing back into service of idle
and non-performing asnrs 

Project Oitputs: (C-1) Magnitude of outputs: (C-2) (C-3) Assumptions for achieving outputs: (C-4) 
I. 
Selected state-owned corporations and acquired
assets privatized with assistance provided I. Approximately 20 corporations/assets. 

GOP records
 
under the project. Osposal unIts are
2. 	S to 10 disposal units functioning . -r Consultants' peridic reports 

established and GOP is .illng to obtain. technIc a ssisanc

2. Effectlvely functioning disposallunits 


governm=ent-acquired 
 privatizing
 
assets and state-owned
 

corporations with personnel with the capacity
to perform the essentialtashs of valuation and
 
financial packaging which are involved 
In
 
privetization actIons.
 

Project Inputs: (D-i) Implementation Target (Type and Quantity) (D-21 (D-3) 
 Assumptions for providing inputs: (D-A) 
I1D00 AID/tOP Project Agreeaent 
 OP counterpart funding Is made available at levels
 

GRANT GOP TOTAL 
 I.A. Contracts 
 Ailated.
 
I. 	 Technical assistance in: investment banking. Comodity Procuorement Contractsaccounting, specialized engineering 
areas. 
 3.042 0 3,042
 
2. 	 Privatization unit equipment. 


470 4.000 4.470
 
3. 	trainlng/Se.nars. 


30 
 0 30
 
4. 	 Policy Studies. 


535 0 
 53'
 
5. 	Evaluation and Audit 


250 0
 
6.	 In flation and Contingencies 

673 7 1 -45) . 

\ 

1 0 1 A L 5,000 48O 



D, STATUTORY CHECKLIST
 



5C(!) - COUNTRY CHECKL1ST
 

Listed below are 
statutory criteria applicable

to: (A) FAA funds generally; (B)(1) Development

Assistance funds only; or 
(B)(2) the Economic
 
Support Fund only.
 

A. 	 GENERAL CRITERIA FOR COUNTRY
 
ELIGIBILITY
 

1. 	FY- 1988 Continuing Resolution Sec..526.
 
Has the President certified 
to the No.
 
Congress that the government of the
 
recipient country is failing to take
 
adequate measures to prevent narcotic
 
drugs or other controlled substances
 
which are cultivated, produced 
or
 
processed illicitly, in whole 
or in part,

in such country or transported through

such country, from being sold 
illegally

within the jurisdiction of 
such country

to 
United States Government personnel 
or
 
their dependents or from entering the
 
United States unlawfully?
 

2. 	FAA Sec. 481(h). 
 (This provision applies The Philippines has
to assistance of any kind provided by 
 not been defined as
grant, sale, loan, lease, credit, 
 a "major illicit drug
guaranty, or insurance, except assistance producing country" orfrom the Child Survival Fund or relating 
a "major drug transit
 
to international narcotics control, 
 country."

disaster and refugee relief, 
or the
 
provision of food or medicine.) If the
 
recipient is a "major illicit drug

producing country" (defined as 
a country

producing during a fiscal year at 
least
 
'Live metric tons of 
opium or 500 metric
 
tons of coca or marijuana) or a "major

drug-transit country" (defined as 
a
 
country that is a significant direct
 
source 
of illicit drugs significantly

affecting the United States, through

which such drugs are transported, or
 
through which significant sums of
 
drug-related profits 
are laundered with
 
the knowledge or complicity of the
 
government), has 
the President in the
 
March 1 International Narcotics Cantrol
 
Strategy Report (INSCR) determined and
 
certified to the Congress (without
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Congressional enactment, within 30 
days
of continuou!: sesion, of 
a resolution
 
disapproving such 
a certification), 
or

has the President determined and

certified to 
the Congress on 
any other

date (with enactment by Congress of 
a

resolution approving such certification),

that (a) during the previous year the
 
country has cooperated fully with 
the

Lnited States or taken adequate steps 
3n
its own to prevent illicit drugs produced
or processed in or transported through

such country from being transported into

the United States, and to prevent and

punish drug profit laundering in the
 
country, or that 
(b) the vital national
 
interests of 
the United States 
require

the provision of 
such assistance?
 

3. Druc Act Sec. 2013. (This section
applies 
to the same categories of 
 N/A. See (2)above.
assistance subject to 
the restrictions in
FAA Sec. 481(h), above.) 
 if recipient

country is 
a "major illicit drug

producing country" 
or "major drug-transit

country" (as defined for the 
purpose of
FAA Sec 41(h)), has the President
 
submitted 
a report to Congress listing

such country as 
one (a) which, as a
ma:ter of government policy, encourages
 
or facilitates the production or

distribution of illicit drugs; 
(b) in
which any 
senior official of tne
 
government engages in, 
encourages, 
or
 
facilitates 
the production or
 
distribution of 
illegal drugs; 
(c) in

which any member of 
a U.S. Government
 
agency has suffer 
d or been threatened
 
with violence inflicted by with the
or 

comp!icty of 
any government Officer; 
 or

(d) which fails to provide reasonable
 
cooperation to 
lawful activities of 
U.S.
 
drug enforcement agents, unless the
 
Presideit has provided the 
required

certification to 
Congress pertaining 
to
 
U.S. national interests 
and the drug

control and 
criminal prosecution efforts
 
of that country?
 



- 3 

4. FAA Sec. 620(c). If assistance is to a 
government, is the government liable as
debtor or unconditional guarantor on any
debt to a U.S. citizen for goods or
services furnished or ordered where (a)
such citizen has exhausted available 
legal remedies and (b) the debt is not
denied or contested by such government? 

No. 

5. FA-A Sec. 620(e) l. If assistance is to 
a government, has it (including any
government agencies or subdivisions)
taken any action which has the effect of 
nationalizing, expropriating, or 
otherwise seizing ownership or control of 
property of U.S. citizens or entities 
beneficially owned by them without taking
steps to discharge its obligations toward 
such citizens or entities? 

No. 

6. FAA Secs. 620(a), 620(f), 620D; FY 1988 
Continuinc Resolution Sec. 512. Is 
recipient country a Communist country?
If so, has the President determined that 
assistance to the country is vital to the 
security of the United States, that the 
recipient country is not controlled by
the international Communist conspiracy,
and that such assistance will further 
promote the independence of the recipient
country from international communism? 
Will assistance be provided directly to 
Angola, Cambodia, Cuba, Iraq, Libya,
Vietnam, South Yemen, Iran or Syria?
Will assistance be provided to 
Afghanistan without a certification? 

No. 

7. FAA Sec. 620(i). Has the country 
permitted, or failed to take adequate 
measures to prevent, damage or 
destruction by mob action of U.S. 

No. 

property? 

8. FAA Sec. 620(1). Has the country failed 
to enter into an investment guaranty 
agreement with OPIC? 

No. 
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9. 	FAA 5ec. 620(o); Fishermen's Protective 
 (a) 	No.
Act of 1967 (as amended) Sec. 5. (a) Has
the country seized, or imposed any (b) N/A
penalty or sanction against, any U.S.
 
fishing vessel because of 
fishing

activities in international waters?
 
(b) If so, has any deduction required by

the Fishermen's Protective Act been made?
 

10. 	FAA Sec. 
620(a): FY 1988 Continuing 
 (a) 	No.
Resolution Sec. 518. (a) Has the
 
government of the recipient country been 
 (b) 	No.
in default for more 
than six months on

interest or principal of any loan to the
country under the FAA? (b) Has the
 
country been in 
default for more 
than one
 year on interest or principal on any U.S.
 
loan under a program for which the FY
 
1988 Continuing Resolution appropriates
 
funds?
 

11. 	FAA Sec. 620(s). if contemplated Yes.
assistance is development loan 
or to come
 
from Economic Support Fund, 
has 	the
 
Administrator 
taken into account the
 
percentage of the country's budget and
 
amount of the country's foreign exchange
 
or other resources 
spent on military

equipment? (Reference may be made 
to the
annual 
"Taking Into Consideration" memo:
 
"Yes, taken into account by the

Administrator 
at time of approval of
 
Agency OYB," This approval by the
 
Administrator 
of the Operational Year
 
Budget can be the 
basis for an

affirmative answer during the 
fiscal year

unless significant changes in
 
circumstances occur.)
 

12. 	FAA Sec. 620t'. Has 
the 	country severed No.
diplomatic relations with the United
 
States? if so, 
have relations been
 
resumed and have 
new 	bilateral assistance
 
agreements been negotiated and 
entered
 
into since such resumption?
 

'4 
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13. FAA Sec. 620(u1. What is the payment
status of the country's U.N. 

obligations? If 
the country is in 

arrears, were such arrearages taken into 

account by the A.I.D. Administrator in 

determining the current A.I.D. 

Operational Year 
Budget? (Reference may

be made to 
the 	Taking into Consideration

memo.) 

14. 	 FAA Sec. 620A. Has the President 
determined that the recipient country

grants sanctuary from prosecution to any

individual or 
group which has committed
 
an act of international terrorism or
 
otherwise supports international
 
terrorism?
 

15. 	FY 1988 Continuino Resolution Sec. 576. 

Has the country been placed 
on the list
 
provided for in Section 6(j) 
of the
 
Export Administration Act of 
1979

(currently Libya, Iran, South Yemen,

Syria, Cuba, 
or North Korea)?
 

16. 	ISDCA of 1985 Se. 
 552(b). Has the 

Secretary of 
State determined that the
 
country is 
a high terrorist threat
 
country after the Secretary of
 
Transportation has determined, pursuant

to section 1115(e)(2) of 
the 	Federal
 
Aviation Act of that an
1958, airport in

the country does not maintain and

administer effective 
security measures?
 

17. 	FAA Sec. 666(b). Does the country

object, on the basis of 
race, religion,

national origin 
or sex, to the presence

of any officer or employee of the U.S.

who is present in such country to carry

out economic development programs under
 
the 	FAA?
 

18. 	FAA Secs. 669 670.
, Has the country,

after August 3, 1977, delivered to any

other country or received nuclear
 
enrichment or reprocessing equipmlent,
 
materials, or technology, without

specified arrangements or safeguards, and

without special certification by the
 
President? Has it 
transferred 
a nuclear
 
explosive device 
to a non-nuclear weapon

state, or if 
such a state, either
 
received or detonated 
a nuclear explosive
 

ermits a special
 
kistan.)
 

Payments due for 1987
 
totaled $954,257, of
 
which $792,360 was
 
paid 	by December 31,
 
1987. The GOP is in
 
arrears to the UN
 
for $161,897. The
 
AID Administrator
 
has taken the arrear
 

ages 	into account in
the 2/1/88 nemo. 

No.
 

No.
 

No.
 

NO.
 

1O.
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19. 	FAA Sec. 670. If the country is a 

non-nuclear weapon state, has 
it, on or
after August 8, 1985, exported (or
attempted to 
export) illegally from the
United States any material, equipment, or
technology which would contribute
 
significantly to 
the ability of a country

to manufacture a nuclear explosive device?
 

20. 	ISDCA of 
1981 Sec. /20. Was the country

represented at 
the 	Meeting of Ministers
 
of Foreign Affairs and Heads 
of
Delegations of 
the 	Non-Aligned Countries
 
to 
the 	36th General Assembly of the U.N.
 on Sept. 25 and 28, 1981, and did it
to disassociate itself from the 

fail
 

communique issued? 
 If so, has the

President taken it 
into account?

(Reference may be made to 
the 	Taking into

Consideration memo.)
 

21. 	FY 1988 Continuing Resolution Sec. 528.

Has the recipient country been determined

by the President to 
have engaged in a
consistent pattern of 
opposition to 
the

foreign policy of 
the 	United States?
 

22. 	FY 1988 Continuina Resolution Sec. 513.

Has the 
duly elected Head 
of Government
of the country been 
deposed by military

coup or decree? if assistance has bcen
terminated, has the President notified

Congress that 
a democratically elected
 
government has taken 
office prior 
to the

resumption of 
assistance?
 

23. 	FY 1988 Continuina ResolutionSec. 543. 

Does the recipient country fully

cooperate with the international 
refugee

assistance organizations, the United
 
States, and 
other governments in
facilitating lasting solutions to 
refugee

situations, including resettlement
 
without respect 
to race, sex, religion,
 
or national origin?
 

No.
 

No.
 

No.
 

No.
 

Yes.
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B. 	FUNDING SOURCE CRITERIA FOR COUNTRY
 
ELIGIBILITY
 

1. Development Assistance Country Criteria
 

FAA Sec. 116. Has the Department of 

State determined 
that this government has
 
engaged in a consistent pattern of gross

violations of internationally recognized
 
human rights? If so, can it be
 
demonstrated that contemplF', d assistance
 
will directly benefit the 
r a1dy?
 

FY 1988 Continuing Resolution Sec. 
 538. 

Has the President certified that 
use of
 
DA 	funds by this country would violate.
 
any of the prohibitions against 
use of
 
funds 
to pay for the performace of
 
abortions as 
a method of family planning,

to motivate or coerce any person to
 
practice abortions, to pay for the
 
performance of 
involuntary sterilization
 
as a method of family planning, to 
coerce
 
or provide any financial incentive to any
 
person to 
undergo sterilizations, to 

for any biomedical research which 

pay
 

relates, in whole 
or in part, to methods
 
of, or the performance of, abortions or
 
involuntary sterilization 
as a means of
 
family planning?
 

2. Economic SuDDrt Fund 
Country Criteria 


FAA Sec. 502. Has 
it 	been determ'ined
 
that the country has engaged 
in 	a
 
consistent pattern of 
gross violations of

internationally recognized human rights?

If so, has the President found that the
 
country made such significant improvement

in its human rights record that
 
furnishing such assistance is 
in the U.S.
 
national interest?
 

FY 1988 Continuing Resoluzion Sec.

Has this country met its 

549. 

drug eradication 


targets or otherwise taken significant

steps 
to halt illicit drug production or 

trafficking? 


No.
 

No.
 

No.
 

r1Ihe 	GOP has taken
 
significaht steps to
 
halt illicit drug
 
production and
 
trafficking.
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5C(2) -
 PROJECT CHECKLIST
 

Listed below are 
statutory criteria applicable

to projects. This section is divided 
into two
parts. 
 Part A includes criteria applicable to
all 	projects. 
 Part B applies to projects funded
from specific sources 
only: B(l) applies to all
projects funded with Development Assistance;

B(2) applies 
to projects funded with Development

Assistance loans; 
and 	B(3) applies to projects

funded from ESF.
 

CROSS REFERENCES: 
IS COUNTRY CHECKLIST UP TO
 
DATE? HAS STANDARD ITEM
 
CHECKLIST BEEN REVIEWED FOR
 
THIS PROJECT?
 

A. GENERAL CRITERIA FOR PROJECT
 

1. 	FY 1988 Continuino Resolution Sec. 
523; Congressina! NotificationFAA 	Sec. 634A. If money is sought to expired on April 2, 1988 withobligated for an 
activity not previously out any objections fromjustified to Congress, 
or for an amount Co nresso
in excess of amount previously justified 
 gress.
to Congress, has Congress been properly
 
notified?
 

2. 	FAA Sec. 611(a)(l. Prior anto 
 (a)Yes. Financial plans
obligation in 
excess of $500,000, will are contained within the
there be (a) engineering, financial 
or Project Paper.
other plans necessary to carry out the
assistance, and 
(b) 	a reasonably firm 
 (b)Yes.

estimate of the 
cost to the U.S. of the
 
assistance?
 

3. 	FAA Sec. 611(a)(2). If legislative

action is required within recipient

country, what is 
the basis for a N/A

reasonable expectation that such action
 
will be completed in 
time to permit

orderly accomplishment of 
the purpose of
 
the assistance?
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4. FAA Sec. 611(b); FY 1988 Continuing

Resolution Sec. 501. 
 If project is for
 
water or water-related land 
resource
 
construction, have benefits and 
costs 

been computed to 
the extent practicable

in accordance with the principles,

standards, and procedures established
 
pursuant to 
the Water Resources Planning

Act (42 U.S.C. 1962, et seq.)? (See

A.I.D. Handbook 3 for guidelines.)
 

5. FAA Sec. 611(e). if project is capital

assistance (e.a., construction), and

total U.S. assistance for it will 
exceed

$1 million, has Mission Director 

certified and Regional Assistant
 
Administrator taken into consideration
 
the country's capability to maintain and

utilize the project effectively?
 

6. FAA Sec. 209. Is project susceptible to

execution as part of regional 
or 

multilateral project? If so, why is
project not so executed? Information and
conclusion whether assistance will 
encourage.regional development programs. 

7. FAA Sec. 601(a). Information and 
conclusions 
on whether projects will 

-encourage efforts of the 
country to:

(a) increase the flow of international 
trade; 
(b) foster private initiative and

competition: 
(c) encourage development

and use of cooperatives, credit unions,

and savings and loan associations; 

(d) discourage monopolistic practices;

(e) improve technical efficiency of 

industry, agriculture and commerce; and

.f) strengthen free labor unions, 


".AA Sec. 60i(b). Information and
conclusions on 
how project will encourage 

U.S. private trade and investment abroad

and encourage private U.S. participation

in foreign assistance programs (including 

use of private trade channels and the 

services of U.S. private enterprise), 

9. FAA Secs. 612(b), 636(h). Describe steps

taken to assure 
that, to the maximum 

extent possible, the country is 

contributing local currencies 
to meet the 

cost of contractual and other services,

and foreign currencies owned by the U.S.
 
are utilized in 
lieu of dollars.
 

N/A
 

-

Elements of the project which are sus
ceptible to regional execution are being

coordinated with the PRE Bureau and the
 
project will be coordinated with other
 
multilateral donors.
 

B3 reducing the national budgetary burden
 
of acquired assets and public enterprises
 
on he GOP budget, and by improving the
 
management and efficiency of these enter
prises, the project will directly
 
encourage efforts of the country to
 
(a) increase the flow of international
 
trade; 
(b) foster private initiative and
 
competition; (c) discourage monopolistic

practices; and 
(d)improve technical
 
efficiency of industry, agriculture and
 
commerce. 
 (c) and (f)will only be
 
indirectly affected.
 

The project will serve 
to encourage U.S.

private trade and investment abroad. 
Private U.S. participation 'i be 
encouraged through the U.S. sourcing
of technical assistance and through 
investment in assets to be divested.
 

0f the total project cost of 9.78014 
GOP and private local currency

contributions are expected to amount
 
to 4.780. 
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10. FAA Sec. 612(d). 
 Does the U.S. own
excess 
foreign currency of the country
and, 	 No.
if so, what arrangements have been
made for its release?
 

i!. FY 1968 Continuino Resolution Sec. 521.
If assistance is 
for the production of
any commodity for export, 
is the
commodity likely to 
be in surplus 
on
world markets at 
the time the resulting
productive capacity becomes operative,
and is 
such assistance likely to 
cause
substantial 
injury to U.S. producers of
the 	
competing commodity?


same, similar or 


12. FY 1988 Conltijn-i 
 Resolution Sec. 553.
Will the assistance (except for programs 	
No assistance will be .
provided.that will be subject
in Caribbean Basin Initiative countries
under U.S. 	 to the'pr6visions of this
Tariff Schedule "Section 807," 
 Section.
which allows reduced tariffs 
on articles
assembled abroad from U.S.-made
components) 
be used directly to 
procure
feasibility studies, Prefeasibility
studies, or 
project profiles of 
potential
investment in, 
or to assist the
establishment of 
facilities 
specifically
designed fo, 
 the manufacture for 
export
to the United States 
or 
to third country
markets in direct competition with U.S.
exports, 
of- textiles, apparel, 
footwear,
handbags, 
flat goods (such as 
wallets 
or
coin purses worn 
on the person), work
gloves or 
leather wearing apparel?
 

13. FA-A Sec. 
119( )(4)(6)
 Will
assistance 	 . the
(a) support training and
education efforts which 	
iN/A


improve the
capacity of 
recipient countries to
prevent 
loss of bio..ogical diversity;
(b) be provided under 
a long-term
agreement in which 
the recipient country
agrees 
to protect ecosystems 
or other
wildlife habitats; 
 (c) support efforts
to identify and 
survey ecosystems 
in
recipient countries worthy of
protection; 
 or 
(d) by any direct orindirect 
means significantly degrade
national 
parks or 
similar protected 
areas
or introduce exotic plants 
or animals

into 
such areas?
 

-,,
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14. 	FAA 121(d). If a Sahel project, has a
 
determination been made that the host
 
government has an adequate system for 

accounting for and controlling receipt

and expenditure of project funds (either'

dollars or local currency generated
 
therefrom)?
 

15. 	FY 1988 Continuing Resolution. If
 
assistance is to 
be made to a United
 
States PVO (other than a cooperative 

development organization), does it obtain
 
at least 20 percent of its total annual
 
funding for international activities from
 
sources other than the United States
 
Government?
 

16. 	FY Continuing Resolution Sec. 541. 
 if
 
assistance is being made available to a
 
PVO, has that organization provided upon

timely request any document, file, or
 
record necessary to the auditing
 
requirements of A.I.D., and 
is the PVO
 
registered with A.I.D.?
 

17. 
FY 1988 Continuina Resolution Sec. 514.
 
If funds are being obligated under an
 
appropriation account to which they were 

not appropriated, has prior approval of
 
the Appropriations Committees of 
Congress
 
been obtained?
 

18. 	FY Continuina Resolution Sec. 515. 
 If
 
deob/reob authority is sought to be 

exercised 
in the provision of assistance,
 
are the funds being obligated for the
 
same general purpose, and for countries
 
within the same general region as
 
originally obligated, and have the
 
Appropriations Committees of 
both Houses
 
of Congress been properly notified?
 

19. 	State Authorization Sec. 139 (as

interpreted by conference report). 
 Has 

confirmation of the date of 
signing of
 
the project agreement, including the
 
amount involved, been cabled to State L/T

and A.I.D. LEG within 60 days of-the
 
agreement's entry into force with r'espect
 
to the United States, and has the full
 
text of the agreement been pouched to
 
those same offices? (See Handbook 3,
 
Appendix 6G for agreements covered by

this provision).
 

N/A
 

N/A
 

N/A
 

N/A
 

NIA
 

This 	will be done.
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B. FUNDING CRITERIA FOR PROJECT
 

1. Development Assistance Proiect Criteria
 

a. 
FY 1988 Continuinq Resolution Sec.
552 (as interpreted by conference

report). 
 If assistance is 
for
agricultural development activities 
 N/A

(specifically, any testing or
breeding feasibility study, variety

improvement 
or introduction,

consultancy, publication, conference,
or training), 
are 
such activities (a)
specifically and principally designed
to 
increase agricultural exports by
the host country to 
a country other
than the United States, where the
 
export would 
lead to direct
competition in 
that third country
with exports of 
a similar commodity

grown or produced in the United
States, and 
can the activities

reasonably be expected 
to cause
substantial injury.-to U.S. 
exporters
of 
a similar agricultural commodity;
or 
(b) in support of research that is
intended primarily to 
benefit U.S.
 
producers?
 

b. FAA Secs. 102(b),

Describe extent 

i1, 13, 281(a).

to which activity
will (a) effectively involve the 	

(a)The resultant increase
 
in development by extending 

poor 	 in the productivity of the
 access 
economy at to 	 enterprises being privatized
local 
level, increasing

labor-intensive production and 

should ultimately bring

the 
use of appropriate technology, 	

about economic expansion

and dispersal.
dispersing investment from cities 
to (b)N/A.
small 
towns and rural areas, and 
 (c)N/A. 

(d) N/A. 
(e) N/A. 
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insuring wide participart'on of the
 
poor in the 
benefits oL eevelopment
 
on a sustained basis, using

appropriate U.s. institutions:
 
(b) help develop cooperatives,

especially by technical assistance,
 
to assist rural and urban Door to
 
help themselves toward 
a better life,

and otherwise encourage democratic
 
private and 
local governmental

institutions; 
(c) support the
 
self-help efforts 
of developing

countries; (d) promote the
 
participation of 
women in the
 
national economies of developing

countries and 
the improvement of
 
women's status; 
and (e) utilize and
 
encourage regional cooperation by

developing countries.
 

c. 
FA-A Secs. 103, 103A, 104 
 105 106, 
120-21. Doe the sr o f funds 
criteria for the source of funds(functional account) being used? 


d. F'A. Sec. 107. 
 is emphasis placed 
on 

use of 
appr opriate technology
 
(relatively smaller, cost-saving,

labor-using technologies that are 

generally most appropriate for the

small farms, small businesses, and
 
small incomes of the poor)?
 

e. 
FAA Secs. 110,12(d). Will therecipient country provide at 
least 25 
percent of 
the costs of the program, 

project, or activity with respect 
to

which the assistance is to be
 
furnished (or the
is latter
 
cost-sharing requirement being waived
 
for a "relatively least 
developed'
 
country)?
 

f. FAA Sec. 128bc. 
If the activity 

attemptsciaries

institutional capabilities of 
private

organizations 
or the government of
 
the country, or if it attempts 
to
 
stimulate scientific and

technological research, has 
it been
 
designed and will 
it be monitored to
 
ensure that 
the ultimate
 
beneficiaries 
are the oor majority?
 

Yes. $3,000,000 of Section 103,
 
corresponding to the rural and agricultural
 
nature of many of the Philippine
enterprises to be covered under this
 
project. $2,000,000 of Section 106 for
selected development activities.
 

.Not directly.
 

Counterpart contributions will account
 
for approximately 
49% of total project
 
costs. 

The poor will be the ultimate benefi
of a better-functioning private
 

enterprise system.
 

F . 
° .- . 



- 14 

g. 	FAA Sec. 281(b). Describe extent to

which program recognizes the
particular needs, desires,
capacities of 
the 	people of and
the 


Uaacitil 
 th 
 e onts
country; 
utilizes the country's

intellectual 
resources
institutional development;
to encourage


and 

supports civil 
education and 
training
in skills required for effective
participation in 
governmental
 
processes essential 
to
 
self-government.
 

h. 	FY_1988 ContinuingResolution Sec.
 
538. Are any of 
the 	funds to 
be used
for 	the performance of 
abortions 
as
method of 	 a
family planning or to
motivate 
or 
coerce any person to
 
practice abortions?
 

Are 	any of 
the funds to 
be used to
pay 	for the performance of 

involuntary sterilization 
as a method
of family planning or 
to coerce 
or
provide any financial incentive to
any person to undergo sterilizations?
 

Are 	any of 
the funds to
pay 	for be used to
any biomedical research which
relates, 
in whole 
or in part, to
methods of, 
or the performance of,
abortions or 
involuntary

sterilization 
as 
a means of 
family

planning?
 

i. 
FY 1988 Continuina Resolution. Is
the assistance being made available
to any organization 
or program which
has 
been determined 
to support or
participate in the management of 
a
program of coercive abortion 
or
involuntary sterilization?
 

If assistance is 
from the 
population
functional account, 
are 	any of 
the

funds to 
be made available to 
 -voluntary family planning projects
which do 
not 	offer, 
either directly
or 
through referral 
to or information
about access 
to, a broad range of
family planning methods and 
services?
 

The project is directly
 

responsive to 
the needs,
desires and capacities of
 
the Philippine people, and
will utilize the country's
 
intellectual resources by
local consulting
 
firms.
 

No.
 

No.
 

No
 

No.
 

N/A.
 

I 
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j. 	FAA Sec. 601(e). Will the project

utilize competitive selection 
 Yes.
 
procedures tor ,he awarding of
 
contracts, 
except where applicable
 
procurement rules allow otherwise?
 

k. 	FY 1988 Continuing Resolution. What
 
portion of the funds will be 
 No definite portion has
available only for activities of been allotted. However,
economically and socially they 	will be utilized
disadvantaged enterprises, 
 where deemed appropriate.

historically black colleges and
 
universities, colleges and
 
universities having a student body in
 
which more than 20 percent of the
 
students 
are Hispanic Americans, and
 
rivate and voluntary organizations


which are controlled by individuals
 
who are black Americans, Hispanic

Americans, or Native Americans, or
 
who are economically or socially

disadvantaged (including women)?
 

1. 	FAA Sec. 118(c). Does the assistance
 
comply with the environmental Yes.
 
procedures set forth in A.I.D.
 
Regulation 16? Does the 
assistance N/A

place a high priority on conservation
 
and sustainable management of
 
tropical forests? Specifically, does
 
the assistance, to the fullest extent
 
feasible: (a) stress 
the importance

of conserving and sustainably
 
managing forest resources; (b)
 
support activities which offer
 
employment and 
income alternatives to
 
those who otherwise would cause
 
destruction and loss 
of forests, and
 
help countries identify and implement

alternatives to colonizing forested
 
areas; (c) support training
 
programs, educational efforts, and
 
the establishment or strengthening of
 
institutions to improve forest
 
management; 
 (d) help end destructive
 
slash-and-burn agriculture by

supporting stable and product-ive

farming practices; (e) help conserve
 
forests which have not yet been
 
degraded by helping to increase
 
production on lands already cleared
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or degraded; 
 (f) conserve forested
watersheds and rehabilitate those
 
which have been deforested; !*g)
support training, research, and other
actions which lead 
to sustainable and
 more environmentally sound 
practices

for timber harvesting, removal, and
processing; 
 (h) support research to
expand knowledge of tropical forests

and identify alternatives which will
 
prevent forest destruction, loss, 
or
degradation; 
 (i) conserve biological

diversity in forest 
areas by

supporting efforts 
to identify,

establish, and maintain a
 
representative network of 
protected

tropical forest ecosystems on a

worldwide basis, by making the

establishment of 
pr..tected areas

condition of 

a
 
support for activities
 

involving 
forest clec.rance or

degradation, and 
by helping to

identify tropical 
forest ecosystems

and species in need cf 
protection and

establish and maintain appropriate

protected areas; 
 (j) seek to

increase the 
awareness 
of U.S.
 
government agencies and other donors
of the immediate and 
long-term value

of tropical forests; 
 and (k)/utilize

the resources 
and abilities of 
all
relevant U.S. 
government agencies?
 

m. 
FAASec. i1(c)(13). If 
the
assistance will support a program or 
 N/A.
project significantly affecting

tropical forests 
(including projects

involving 
the planting of exotic
 
plant species), will the 
program or

project (a) be 
based upon careful
 
analysis of 
the alternatives
 
available 
to achieve the 
best
 
sustainable 
use 
of the land, and

(b)/take full 
account of 
the
 
environmental impacts 
of the proposed

activities biological diversity?
on 


J 
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FAA Sec. 118(c)(14).
n. Will assistance
be used for 
(a) the procurement 
or No.
use 
of logging equipment, unless 
an
environmental assessment 
indicates

that all timber harvesting operations

involved will be conducted in 
an
environmentally sound 
manner and 
that
the proposed activity will produce

positive economic benefits and

sustainable forest management

systems; 
 or (b) actions which will
significantly degrade national parks
or 
similar protected areas which

contain tropical forests, 
or
introduce exotic plants 
or animals
 
into such areas?
 

0. FAA Sec. 118(c)(15). 
 Will assistance
be used for 
(a) activities which 
 No.
would result in 
the conversion of
 
forest lands 
to the rearing of
livestock; 
(b) the construction,

upgrading, 
or maintenance of 
roads

(including temporary haul 
roads for
logging or 
other extractive
 
industries) which pass through

relatively undegraded forest lands;
(c) the colonization of forest lands;
(d) the construction of
or dams or
other water control structures which

flood relatively undegraded forest
lands, unless with respect 
to each
such activity an environmental
 
assessment indicates that the
 
activity will 
contribute
 
signiricantly and directly to
improving the livelihood of 
the rural
 poor and will be conducted in 
an
environmentally sound manner 
w,.ich
supports 
sustainable development?
 

p. FY 1988 Continuina Resolution 
 If
assistance will 
come from the 
 N/A
Sub-Saharan Africa DA account, 
is it
(a) to be used to help the poor

majority in Sub-Saharan Africa
 
through a process of 
long-term

development and economic growth 
that

is equitable, participatory,

environmentally sustainable, 
and

self-reliant; 
(b) being provided in
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accordance with the policies

contained in section 102 of 
the FAA;
(c) being provided, when conistent
 
with the objectives of such

assistance, through African, United

States and other PVOs 
that have
 
demonstrated effectiveness in the
 
promotion of 
local grassroots

activities 
on behalf of long-term

development in Sub-Saharan Africa;

(d) being used to help 
overcome
 
shorter-term constraints to 
long-term

development, 
to promote reform of
sectoral economic policies, to
 
support the 
critical sector

priorities of agricultural production

and natural resources, health.
 
voluntary family planning services,

education, and income generating

opportunities, to 
bring about

appropriate 
sectoral restructuring of
the Sub-Saharan African economies, to
 
support reform in 
public

administration and.finances 
and to

establish a favorable environment for
 
individual enterprise and

self-sustaining development, 
and to
take into account, in assistee policy

reforms, 
the need to protect

vulnerable groups; 
(e) being used to

increase agricultural production in
 ways that protect and restore 
the
 
natural resource 
base, especially

food production, 
to maintain and

improve basic transportation and
communication networks, 
to maintain
 
and restore 
the natural resource base

in ways that increase agricultural

production, to 
improve health

conditions wizh special emphasis 
on
meeting the health needs of 
mothers
 
and children, including the
 
establishment of 
self-sustaining

primary health 
care systems that give

priority to preventive care, 
to

provide increased access 
to voluntary

family planning services, to improve

basic literacy and mathematics 
-
especially 
to those outside the
 
formal educational system and 
to
 
improve primary education, and 

develop income-generating 

to
 

opportunities for 
the unemployed and
 
underemployed in urban and 
rural
 
areas?
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ANNEX E
 

CERTIFICATION PURSUANT TO UTILIZATION OF GRAY AMENDMENT ORGANIZATION
 

I, FREDERICK W. SCHIECK, Director of the Agency for International
 

Development in the Philippines, having taken into account the potential
 

involvement of small and/or economically and socially disadvantaged
 

enterprises, do hereby certify that should technical assistance be required
 

from the U.S., every effort will be made to identify a small or disadvantaged
 

firm to provide the assistance. It is planned that this will include a
 

portion of the accounting and auditing services to be procured. Furthermore,
 

for the scheduled extornal evaluations, joint efforts involving both local
 

expertise and Gray Amendment-satisfying organizations are anticipated. My
 

judgment is based on the recommendations of the Project and Mission Review
 

Committees.
 

FREDERICq W. SCHIECK
 
Director, USAID/Philippines
 

D tez
 

Dtte
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ANNEX F
 

COST ASSUMPTIONS
 

The following tables provide the cost assumptions used in the budget.
 

Tables F-l and F-2 provide information for local short- and long-term
 

technical assistance. 
Tables F-3, F-4 and F-4a give figures for short- and
 

long-term expatriate (and expatriate combined with 
local) technical
 

assistance. 
Table F-5 presents cost figures for policy/operational studies.
 



TABLE F-I 

LOCAL SHORT-TERM TECHNICAL ASSISTANCE 

Category of 
Services 

Burdened 
Fixed 

Days in 
Person 

Per Month 
Cost 

Estimated 
Person-

Estimated 
Total Cost 

U.S. 
Equivalent 

Daily 
Rate 

Months (P) Month 
Level of 

(P) (at V20.50:$I) 

(') Effort 

Management V4,000 22 V88,000 51.25 V4,510,000 $220,000 
Consulting, 
Accounting/ 
Auditing 

Specialized 
Engineering 1,800 22 39,600, 20.5 811,800 39,600 

rourTiT o 
$40,000 

TOTAL 71.75, V5,321,800- $259,600 
rounded to 

$260,000 

t,
!
 



TABLE F-2 

LOCAL LONG TERM TECHNICAL ASSISTANCE 

Category of 
Services 

Burdened 
Fixed 
Daily 
Rate 
(P) 

Days in 
Person 
Months 

Person 
Month 
Cost 

(P) 

Estimated 
Person-
Month 
Level of 
Effort 

Estimated 
Total 
Cost 
(P) 

U.S. 
Equivalent 
(at V20.50:$I) 

Investment, V4,000 22 V88,000 45.1 V3,968,800' $193,600 
Banking, 
Management, 
Consultancy, 
Accounting/ 
Auditing 

Specialized 
En-ineering 1,800 22.2 39,960 23.6 943,056 46,003 

68.7 V4,911,856 $239,603 

rounded to 

$2401000 



TABLE F-3
 

SHORT-TERM EXPATRIATE TECHNICAL ASSISTANCE
 

U.S.
 
(s)
 

Assume Average Burdened Fixed
 
Monthly Rate $25,000 x 24 PM 
 $600,000
 

Travel
 
Tnternational
 

Assum 20 RT at $2,000/RT $40,000 

U.S. 
" ssume 20 RT at $300/RT 6,000 

Local 

A-sume Public Transport at $300/MO x 18 PM 5,400 

$51,400
 

Per Diem
 
Assume 20 1-day Int'l. Stopovers
 
at $150/Stopover 
 $3,000,
 

Assume 75% of time in the Philippines

(75% x 24 PI) x 30 days at $80/day 43,200
 
Assume 1-day U.S. Trips 
 1,500
 

at $75/Day x 20 Days
 

$47,700 
-

Miscellaneous Costs
 
Cable/Te lex/Te lephone/Postage at $1,O00MO
 
x 24 months, split between U.S. and Philippines $24,000
 

$723,100
 

rounded to
 

$723,000 ,
 



TABLE F-4
 

LONG-TERM EXPATRIATE/LOCAL TECHNICAL ASSISTANCE
 

U.S. and Local 


Assume Average Burdened Fixed
 
Monthly Rate $50,000 x 32 PM $1,600,000 


Travel
 
Tffternational
 

Assume 25 RT at $2,000/RT 50,000 


U.S.
 
- ssume 10 RT at $300/RT 3,000 


Local 
-'-sume Public Transport at $300/MO x 18 PM 5,400 

$ 	 58,400 -

Per 	Diem
 
Assime 25 1-day Int'l. Stopovers
 
at $150/Stopover 
 3,750 


Assume 50% of time in the Philippines
 

(50% x 36 PM) x 30 days at $80/day 	 43,200 


Assume 1-day U.S. trips at $75/day x 10 	 750 


$ 47,700 -

Miscellaneous Costs
 
Cable/Telex/Telephone/Postage at $1,000/Mo 
x 36 months, split between U.S. and Philippines 36,000 


Local Services 
 - 1,574,000* 


Grand Total 	 $1,742,100 ?1,574,400 


( ; 76,780) 
rounded to rounded to 
$1,742,000 , (1 77,000) 

*See Table F-4(a) 

TOTAL
 

$1;600,000
 

50,000
 

3,000
 

5,400
 

58,400

3,750
 

43,200
 

47,700
 

36,000
 

77,0.00
 

$1,819,100
 

rounded to
 
$1,819,000
 

750 



Category of 
Services 

Burdened 
Fixed 
Daily 
Rate 
(P) 

Investment, 
Banking, 
Management, 
Consultancy, 
Accounting/ 
Auditing 

V4,000 

Specialized
Engineering P1,800 

TABLE F-4(a)
 

LOCAL TECHNICAL ASSISTANCE - LONG TERM
 

Days in Person 
Person Month 

Estimated 
Person-

Estimated 
Total 

Months Cost Month Cost 
(P) Level of (1) 

Effort 

22 V88,000 12.3 ?1,082,400 

22 P40,000 12.3 P487,080 


P1,569,480, 


U.S.
 
Equivalent
 
(at P20.50:$)
 

$52,800 

$23,760
 

76,560
 

rounded to
 

$77,000
 



TABLE F-5
 

POLICY/OPERATIONAL STUDI ES 

U.S. 


Assume four (4) policy/operational studies
 
will be conducted 'y expatriate consulting

firms with local )nsulting finns participating
 

Assume Average Burdened Fixed Monthly Rate
 
at $18,000 x 12 PM 
 $216,000 


Assume Average Burdened Fixed Mo. Rate
 
at V88,000 x 24.7 PM 
 -

Travel
 
Tnternational
 

Assume 6 RT at $2,000 RT 
 12,000 


Domestic
 
sume 4 RT at $300 RT 
 1,200 


Per Diem
 
Assume 6 1-day Int'l.
 
stopovers at $150/stopover 
 900 


Assume 12 PM x 30 days at $80/day 28,800 


Assume 1-day U.S. Trips at $75/day x 4 days 300 


Miscellaneous Costs
 
Cable/Telex/Telephone/Postage

at $1,O00/Mo. x 12 months 
 12,000 


Assume four (4)policy/operational studies

will be performed by local consulting firms 

Assume Average Burdened Fixed Mo. Rate
 
at P88,000 x 37 PM 
 -


$271,200-


rounded to 


$270,000 


and Local TOTAL
 

$216,000
 

P2,173,600 106,029
 

- 12,000 

- 1,200 

- 900 

- 28,800 

- 300 

- 12,000 

3,256,000 158,829
 

V5,429,600 $536,058
($ 264,858). 

rounded to rounded to 

(1 265,000) $535,000 
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ANNEX G
 

ECONOMIC ANALYSIS
 

The objective of this project is to assist the GOP in the implementation

of its privatization program. This assistance is expected to a) speed up the
 
privatization process and b) improve the efficiency of presently public

corporations and/or nonperforming assets as private sector concerns. 
 The
 
financial proceeds of the divestiture process do not constitute direct
 
economic benefits to society. However, proceeds of firm sales will enable the
 
GOP to a) recoup part of government funds previously invested in the public

corporations, and b) reduce the fiscal burden of financial support to public

corporations. 
The first expected outcome, in accordance with GOP intentions,

will enable the GOP to finance the planned Comprehensive Agrarian Reform
 
Program (CARP) and possibly other GOP expenditures. The second outcome will

allow the GOP to increase expenditures on basic services and other traditional
 
government functions. (See also Annex H, Financial Analysis.)
 

This economic analysis will demonstrate the project's economic merits
 
through: a) cost effectiveness, b) alternative economic rate of return

analysis, and c) speeding up the privatization process.
 

A. Cost Effectiveness of Selected Approach
 

The proposed project approach is the provision of necessary

financial and other technical advisory and other services as well 
as

equipment. The approach taken is deemed appropriate for supporting
 
privatization activities because of: 
 a) the GOP's self-imposed schedule and

the need to complete the task within the shortest time possible; b) the
 
enormity and complexity of the process; c) the degree of sophistication of the
 
corporate investment market and structural diversity of the sectors 
involved;

and d) the general sufficiency and adaptability of the GOP personnel tasked
 
with the effort for all but the more advanced and sophisticated financial,

legal and other analytical necessities of the exercise.
 

Training either locally or abroad, and certainly long term training,

is inappropriate because of the lack of time. 
 Full utilization of expatriate

services is equally inappropriate because of high costs, availability of
 
highly skilled local personnel for many of the tasks, and the need to be
 
intimately familiar with local laws and institutions in carrying out many of
 
the duties. Contracting out most of the effort to domestic sources of
 
financial services also would be *nappropriate because of the need to have
 
knowledge of international markets, buyers and financial sources and
 
arrangements. Also GOP personnel politically need to be in a position to
 
decide at various steps of divestiture and preclude possible conflicts of
 
interests that could arise if third parties are given freer play in crucial
 
decisions.
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Clearly, there are added explicit and implicit costs in other possible

alternatives in assisting the privatization effort. The approach taken is
 
basically to let the GOP personnel accomplish their mandate and identify and
 
request assistance where necessary and appropriate. While the proportion of
 
total TA funds going for expatriate services in contrast with local services
 
is planned to be high, this seems justified by a) the need to tap foreign
 
resources for investment, b) the need to complement domestic expertise with
 
foreign advisory and technical services that are not available locally, and
 
c) the much higher cost of expatriate services.
 

B. 	Alternative Economic Rate of Return Analysis:
 
Improvement in Corporate Incomes
 

While it is not possible to conduct a standard economic rate of return
 
analysis because of lack of sufficient knowledge on the expected outcome,
 
economic viability can be justified in terms of expected improvement in
 
corporate incomes of divested firms.
 

The economic cost could exclude the GOP contribution since the GOP is
 
already implementing its privatization program. However, in terms of economic
 
worthwhileness of the activity (in contrast to obvious financial gains) for
 
the GOP, the GOP contribution is included in the economic cost. Economic cost
 
is computed from the financial cost estimates excluding inflation as follows:
 

($000)
 

Financial FX Cost of Grant 3,556
 
FX Shadow Price Adjustment (20%) 711
 
Financial LC Cost of Grant 1,176
 
GOP LC Contribution 4,388
 

Total
 

Given the above economic cost, the social discount rate in the
 
Philippines is used to determine the required economic impact to justify the
 
investment in this project. In order to do this, several simplifying

assumptions are used: (1) project funds are disbursed immediately upon

signing of the grant agreement; (2) economic return over a 20 year period will
 
flow evenly for each dollar invested; (3) no new returns are attributed to the
 
project after its completion; and (4) the privatized or divested enterprises

will be more efficient and productive enterprises with private sector
 
ownership and management.
 

Using the NEDA-estimated social discount rate of 15 percent (capital
 
recovery factor for 20 years = .159761), the project must achieve an annual
 
economic return valued at $1,570,610 at 1988 prices for twenty years. This
 
means that the divested firms/nonperforming assets shculd experience an
 
increase in income equivalent to at least a value of $1.571 million or ?32.983 
million (based on an average exchange rate of V21.00 = $1.00 for 1988)
annually for twenty years as a result of the project. Otherwise, project
 
funds should be invested in alternative activities.
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The likelihood of the project's achieving the estimated level of
 
required economic returns may he demonstrated in terms of the required
 
increase (a) in contribution to gross value added, and (b) in aggregate gross
 
revenues and net incomes of public corporations.
 

The analysis will concentrate on the public corporations approved for
 
privatization. The nonperforming assets (NPAs) of the government financial
 
institutions are excluded due to lack of readily available information. Also
 
there is greater probability that the NPAs may be divested as NPAs per se and
 
not as ongoing concerns. In cases of just transfer of ownership of debt
 
instruments without impact on operations, there will be no direct economic
 
benefits. The sequestered companies are also excluded because of the greater
 
likelihood of legal impediments to their divestiture.
 

The GOP has approved to date for privatization 86 of the 121 public
 
corporations or government-owned and controlled corporations (GOCCs)
 
identified for privatization. Most of these 86 corporations belong to the
 
following sectoral categories: agriculture, fishery and forestry;
 
manufacturing; construction; and trade. Estimated aggregate 1988 gross value
 
added (GVA) of oblic corporations in these sectors is ?3,715 million in
 
current prices.- Given this estimate, the required benefits of ?32.983
 
million imply only a 0.89 percent real increase in GVA per year of privatized
 
corporations in the four sectors to justify the project's economic cost.
 

The 1984 GVA estimates correspond to the contributions of 89 GOCCs.
 
Although the public corporations vary widely in size, a casual examination of
 
size information on firms in the four sectors appear to indicate relatively
 
less dispersion according to size. The very large GOCCs are in the
 

1/ Estimated 1984 aggregate GVA of public corporations in the four sectors
 
amounted to P2,574 million in current prices, representing 25 percent of
 
total GVA of the public corporate sector and only 0.63 percent of total
 
Philippine GVA for the four sectors in the same yar. During 1984 to
 
1987, total Philippine GVA for the four sectors grew by 27.2 percent.
 
Assuming for 1988 real GDP growth cf 5.0 percent and an inflation rate
 
of 8.5 percent and assuming further that the 1984 share of public
 
corporations in total Philippine GVA for the four sectors is unchanged,

the 1988 current price estimate of public corporations' GVA in the four
 
sectors is V3,715 million.
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electricity, transportation and financial sectors and they are not included in
 
the list of firms approved for pri'atization. Assuming that privatization
 
results in a GVA increase of say 10 percent (the average annual real GDP
 
growth forecast for 1987-1992 is 5.1 percent), then only about 8 firms need to
 
be privatized.
 

Alternative ways of determinin likelihood of sufficient economic
 
benefits in terms of improved GOCC prc ,.tivity include comparing the level of
 
required benefits to: (a) gross revenues and (b) net income of the 86 GOCCs
 
approved by the GOP for privatization.2 / The required annual benefits of
 
?32.983 million represents 0.72 percent of estimated gross revenues of the 86
 
corporations in 1985, i.e. V4,609 million. The project will be economically

justifiable if aggregate gross revenues of these corporations increase by 0.72
 
percent. Since it appears reasonable to assume a relatively narrow range of
 
size dispersion of the 86 coroorations, a more optimistic scenario of a 10
 
percent increase in gross revenues or V460.9 million as a result of
 
privatization requires that only about 7 of the 86 GOCCs need to be
 
privatized. Because of increases in price levels between the two periods,

converting the 1985 gross revenue values to 1988 levels would result in
an
 
even lower percentage, or fewer divestitures needed.
 

Given total 1985 assets of V35,700 million of the 86 corporations /

and an assumed average return on assets of 2.82 percent for 1984, the net
 

2/ 	 The Committee on Privatization (COP) technical staff provided the data
 
for 1985 gross revenues and total assets of the 86 GOCCs.
 

3/ 	 Standard financial ratio analysis requires that a two-year average of
 
total assets be used as the denominator for return on assets. However,

only 1985 information on total assets for the 86 firms is available.
 
For nine of the 86 firms included in the country's top 1000 corporations
 
for 1985 (which has information on both 1985 and 1984 total assets), the
 
1985 total assets of these firms did not change significantly from the
 
1984 levels. The average 1984-1985 total assets value for these nine
 
firms is 98.7 percent of the 1985 level. The equivalent ratio for all
 
the top 1000 corporations in 1985 is 98.2 iercent. On the other hand,
 
it would have been ideal also to use a total assets figure which
 
represents the average 1987-1988 assets levels, and hence the assets
 
data should have been projected. In effect, the use of the 1985 total
 
assets figure assumes that the possible overstatement of net income of
 
the 86 corporations arising from not usinq an average 1984-1985 total
 
assets value offsets the understatement due to not updating the
 
information.
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income (before transfer payments) of the 86 corporations in 1985 is estimated
at ?1,007 million./ 
 The required minimum benefits represent only 3.3
percent of this net income. If the 86 corporations are privatized and realize
twice the 1984 return on assets, i.e., 
5.64 percent, the incremental net
income would be also P1,007 million.T7 The required annual economic
benefits represent only 1.6 percent of the new total net 
income or also 3.3
percent of the increase in net income as 
a result of the increased return on
assets. 
 To achieve the required increase in net income, as a result of the

increase in return on assets from 2.82 percent to 
5.64 percent, only 3

corporations need ti be privatized and experience such 
an increase.
 

/ 
 Amatong and Beltran (1987) estimated average return on assets for public

corporations at 4.34 percent per year during 
1975-1984. They define
return on assets as the quotient of management profit and total 
assets.
Management profit is defined as 
net income before income tax, grant,
aid, subsidy and interest expense. The definition of management profit
 
appears to approximate that of economic income since it ignores the
effects of transfer payments although there is
no adjustment for shadow
prices. 
 Amatong and Beltran also provide estimates of return on assets
 on a sectoral basis. Of relevance to 
the sectoral classification of the
86 public corporations identified for privatization are the following
sectoral weighted average returns on assets 
in percent for 1975-1984:
 
2.35 for agricultural/trading/promotional; 2.60 for industrial and area
development; and 0.63 for infrastructure/public utility. 
The simple
average of these estimated returns on 
assets is 1.86 percent. The
equivalent figure for 1984 only is 2.82 percent. 
 The 1984 figure is

assumed to correspond roughly to the average return (before transfer
 
payments) on 
assets of the 86 firms identified for privatization.
 

5/ It should be noted that average return on 
assets in the usual financial
 
sense (i.e., income is net of financial charges and taxes) was 
2.28
percent in 1984, 2.1 percent during 1985 and 
2.9 percent in 1986 for
firms in the country's top 1,000 corporations in the four sectors of
agriculture, fishery and forestry; manufacturing; construction; and

trade. Admittedly, there is 
no one-to-one correspondence between the
three data 
sources (Amatong and Beltran, top 1000 coporations, and COP)

in terms of sectoral classification of the firms. 
 For purposes of this
analysis, it may be assumed that the return on assets value computed by
Amatong and Beltran increased by at least 30 percent between 1984 and

1986, using the top 1000 corporations data. This translates into a
return on 
assets for the 86 firms of 3.67 percent. However, it should

be noted also that the economy was just recovering during 1986. Thus,
under improved economic conditions, it seems reasonable to assume a long
term annual rate of return on 
assets for the 86 corporations that is
 
twice the 1984 level, i.e., 5.64 percent.
 

http:million.T7
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There has been some discussion in both the public and private sectors
regarding the overvaluation of the assets of the public corporations. This is
 
probably more true for the nonperfoming assets. Nevertheless, overvaluation

of the public corporation assets can not be dismissed easily. How much can
 
the GOP reduce the value of the total assets of the 86 corporations, assuming

a higher rate of return on assets, and still justify the project's economic

cost? Given the required minimum annual benefits, the required increase in
 
net income of the 86 corporations is F32.983 million. Ifthe new rate of
 
return on assets is 5.64 percent (versus an old unchanging rate of 2.82

percent), the total assets of the 86 corporations can be revalued to V1,170

million representing a decline in total assets value of 97 percent.
 

C. Alternative Economic Rate of Return Analysis:

Required Speeding Up Effect
 

According to the GOP, it needs $10 million to complete the
 
privatization effort in five years, hence the need for the project to
supplement the GOP's own resources in order to achieve the privatization

goal. 
 Suppose, however, that the GOP is able to complete the divestiture
 
process without the additional assistance, but such assistance would speed up

the process. Would USAID resources of $5.443 million be justified in terms of
 
speeding up privatization? Alternatively, in the context of the 86

corporations approved by the GOP for privatization, what would be the required

speeding up effect of the USAID contributions, if the GOP would otherwise by

itself complete the divestiture anyway?
 

As a simplifying assumption, say the GOP without assistance would
divest all 86 corporations simultaneously after the end of a five year period

beginning in 1988, i.e., by 1993. Assuming further that as a result of the
 
privatization, the 86 corporations experience a doubling of return on assets,
i.e., from 2.82 percent to 5.64 percent. As mentioned above, the increase in
 
annual aggregate net income of the 86 corporations would be P1,007 million.
 
Given the economic cost of USAID resources of $5.443 million and given the
 
future value of this amount after five years (using a 15 percent annual

compounding rate) of $10.948 million or P230 million, the required speeding up

effect to privatize the 86 corporations would be only 2.7 months. Or,
alternatively, the speeding up effect would be 12 months for 20 corporations.

However, the assumed increase in 
return on assets and no revaluation of assets
 may be too optimistic. The required speeding up effect ispresented below for
 
progressively lower increases in the return on assets, assuming no revaluation
 
of assets. 

Return on Assets (%) Increase inAnnual Required Speeding Up 

New 
1984 

Average Rate 
Net Income 

(million pesos) 
Effect 
Tm-ntTs) 

5 2.82 778 3.5 
4 2.82 421 6.6 
3.5 
3.46 

2.82 
2.82 

243-
230 

11.4 
12.0 



- 7 -


The effects of assets revaluation to lower levels in relation to the

speeding up required is shown below also assuming a new return on assets of

5.64 percent (or an additional 2.82 percent over the 1984 average of 2.82
 
percent).
 

Assets Revalued
 
at Various Proportions Increase in Annual Net 
 Required Speeding

of 1985 Levels (%) Income (million pesos) Up Effect (months)
 

90 
 906 
 3.0
 
80 
 805 
 3.4
 
60 
 604 
 4.6
 
50 
 503 
 5.5
 
23 
 230 
 12.0
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FINANCIAL ANALYSIS
 

The most important financial consideration for the Privatization Project is toachieve maximum effectiveness of the GOP's Privatization Program in order to
help alleviate the GOP's enormous and continuing fiscal burden. However, the 
project may be analyzed also as a purely financial proposition for the GOP.
 

The GOP has set aside $4.780 million to finance the five-year divestiture
 
program. It will also receive an 
A.I.D. grant of $5 million through this

project. The total amount of $9.780 million theoretically may be used by the

GOP for some other program, i. ., its opportunity cost is not zero.
 

First to be considered is the 
case where there are no net flows between the
 
corporations and the government, i.e., the government neither subsidizes nor
 
receives revenues from the corporations. In this case, for the project to be
financially desirable, the GOP must be able to realize financial 
proceeds from
 
privatization at least equivalent to the financial 
cost of the investment plus

earnings that the GOP may derive if the cost of the project were invested in
 
some interest-bearing financial instrument. If the GOP is able to 
place the
$9.780 million in a time deposit or in Philippine treasury bills at a 15
 
percent rate of interest for five years, then the future value of the
investment would be S19.671 million or P413 million in five years. 
 Total
 
asset value of the 86 GOCCs approved for privatization amounted to P35,700
million as of 1985. Hence, to break even, the GOP would need to 
and should be 
able to easily sell the GOCCs for 1.16 percent of their 1985 asset book value, 
or sell one average GOCC for 99 percent of the book value of its assets. 

In cases where the government is receiving net revenues from the GOCCs, the

received sales must cover both privatization costs and the discounted value offuture earnings minus outstanding liabilities. However, as a whole this case

does not apply to the GOCCs in the Philippines, although a few individual
 
firms are net earners, after allowing for all 
financial costs.
 

In the last case, where the government is a net provider of resources to the
GOCCs, such as the situation in the Philippines, the government will gain
financially if the resulting reduction in the outflow to 
the firms exceeds the 
privatization costs. 
 To break even under present circumstances, divestiturewould need only to result in a one time 3.9 percent reduction in the 1988 
budgetary support level for government corporations of P10.5 billion or a 0.7
 
percent annual reduction over 10 years (also assuming a 15 percent discount
 
rate). In this case, any proceeds from divestiture and/or savings beyond
privatization costs represent pure financial gain for the GOP. 
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ADMINISTRATIVE ANALYSIS
 

AID assistance to the Government of the.Philippines' Privatization
Program will be to the Secretariat of the Committee on Privatization
 
(COP), the Asset Privatization Trust (APT) and the parent
Departments/Agencies of the government owned and controlled corporations

(GOCCs). 
 As described in the Project Paper, assistance will be in the
form of technical assistance to the privatization process and for the
procurement of computer hardware. 
 In addition, funding will be provided
for workshop/seminar attendance of selected GOP officials involved in COP
 
activities.
 

A. Committee on Privatization
 

The Committee on Privatization was formally established under
Presidential Proclamation No. 50, executed in December 1986. 
 Under this
Proclamation, all privatization zctions fall within the purview of the
Committee on Privatization, which is responsible not only for approving
the sale of government-held assets, but for guiding, monitoring and
 
reviewing the entire pr4vatization program. The Chairman of the COP,

which has Cabinet-level status, is the Secretary of Finance.
 

The mission of the COP's Technical Committee is to review all
proposed privatization transactions and to recommend approval or
disapproval to the COP. 
 The Technical Committee provides essential
coordination among the parent Departments/Agencies that control the GOCCs
to be privatized, thus, it is the key project implementation agency.
 

The Undersecretary of Finance chairs the COP's Technical Committee,
whose other members are from the Departments of Trade and Industry (DTI),
Budget and Management (DBM), Justice (DOJ), 
and the National Economic and

Development Authority (NEDA).
 

The Office of the Undersecretary of Finance has been functioning as
the Secretariat for the COP's Technical Committee. 
 The Secretariat

includes nine professional staff and 
one full-time secretary, although
future year funding for 12 professional and 4 clerical staff is expected

to be approved.
 

B. Asset Privatization Trust
 

Like the COP, the Asset Privatization Trust was established
under Presidential Proclamation No. 50 in December 1986. 
 It became
functional in January 1987 with the appointment of its five Trustees by

President Aquino. 
 The APT is responsible for the disposition of two
types of assets: non-performing assets (in the form of either financial
 
or physical assets) turned over to the Government by DBP and PNB, 
and
government owned and controlled corporations (GOCCs) assigned to the APT

by the Committee on Privatization. 
 The initial task assigned to the APT
was the take-over and disposition of 399 non-performing assets. No GOCCs
 were assigned to the APT until August 1987.
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As of December 31, 1987, ten GOCCs had been assigned to the APT for
 
privatization, including the Philippine Cotton Corporation, the
 
Philippine Amanah Bank and Associated Bank. (A list of GOCCs assigned to
 
the APT can be found in Section F of Annex P.)
 

The APT presently has a staff of fifty. The yearly operating budget

of P38.7 million includes P6.9 million for staff salaries and P4.1
 
million for capital expenses, i.e., purchase of computer equipment,

office furniture and vehicles.
 

The APT is organized into four functional teams, each headed by an
 
Associate Executive Trustee, who reports to the APT's Chief Executive
 
Trustee. Three teams work with the marketing of transferred assets; the
 
fourth is responsible for legal/government agencies. All four teams
 
utilize central marketing support and administrative/custodianship
 
services. (The APT organizational chart can be found in Section A of
 
Annex P.)
 

As of December 31, 1987, the APT had completed the full sale of 39
 
non-performing assets and partial sales of an additional ten non
performing assets. (The government financial institutions, PNB and DBP,
 
were responsible for the full and partial sales of an additional 31
 
non-performing assets.) Net recoveries (gross sales proceeds minus
 
costs) from the APT-disposed non-performing assets, as of
 
December 31, 1987, amounted to P3,213,464,000.
 

C. Asset Disposal Units/Entities Privatizing GOCCs
 

As of March 1988, a total of 103 government owned or controlled
 
corporations (GOCCs) had been identified for privatization, with an
 
additional 18 GOCCs awaiting approval for privatization (see Annex 0 for
 
a complete listing). Five government departments, NEDA and the OfFice of
 
the President control the GOCCs, which include subsidiaries and
 
sub-subsidiaries as well as their parent corporations. Approximately
 
one-fourth of the GOCCs to be privatized are agriculture-based.
 

In some cases, the parent agency of a GOCC will dispose of the GOCC
 
directly. This is expected to be the case with the smaller GOCCs.
 
Otherwise, asset disposal units (ADUs) will be established within the
 
parent Departments/Agencies of the GOCCs to be privatized, and will be
 
independent of the management of the entities to be privatized. This
 
independence is critical in order to forestall possible interference with
 
the privatization process by those in management who may have vested
 
interests in the continuation of the present management.
 

Large GOCCs may require their own ADU, while several smaller, less
 
complex GOCCs may share the services of a single sect.or-oriented ADU
 
based in the parent Department/Agency.
 

Large ADUs are expected to be those of the National Development
 
Company (NDC), the Philippine National Oil Company (PNOC) and the
 
Presidential Management Staff. Although not all ADUs have been set up,

the ADU of the National Development Company is an example of a large ADU
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currently in operation. 
 Among the NDC companies slated for privatization

are the NACIDA Raw Materials Corporation, Guthrie Estates, Inc., Guthrie
 
Plantations, Inc. and NDC Plantations, Inc.
 

In 1987, the disposal unit of the NDC employed 37 staff, seconded
from other NDC operations. Personnel 
costs for the ADU were V500,000
(excluding salaries budgeted from other"NDC operations), and advisory

services amounting to P21 million, for a total operating cost of V21.5
 
million in 1987.
 

D. Implementing Agency
 

Because of the large number of entities involved, it is essential
 
that implementation of the project be the responsibility of a single
agency, which will coordinate project activities, serve as a central

monitor, and serve as a point of contact for USAID. 
 This would include
serving as the authorizing entity for AID contracting and procurement
actions. 
 Such an arrangement would make possible the procurement of a
variety of services for both the APT and the ADUs under general

"umbrella" contracts.
 

Because of its central role as Secretariat to the COP's Technical
Committee, which is responsible for recommending to the COP that it
approve or disapprove all privatization transactions, including those

managed by the APT, and which coordinates privatization activities among
the GOCCs' parent Department/Agencies, the Office of the Undersecretary

for Privatization of the Department of Finance is the logical choice as

implementing agency for the AID-financed Privatization Project.
 

(A
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ANNEX J
 

SOCIAL SOUNDNESS ANALYSIS
 

The project will be working within a pre-existing GOP privatization

policy framework. In addition, project support for the GOP's
 
Privatization Program has a "macro" perspective with regard to the pool
of assets to be privatized. As a result, this limits the scope for

certain aspects of project analyses, particularly those related to social
 
aspects. In identifying broad social issues which may affect
 
implementation, two basic concerns exist. 
 They are only briefly
discussed below since these concerns can only be fully addressed by

implementors, as the potential impact transcends the framework of the
 
project.
 

Issue No. 1: Employment Dislocation
 

Privatization of existing government corporations and disposal of

acquired assets inevitably leads to some employment dislocation.
 
Prospective buyers of firms which are for sale will presumably fine tune
 
their operations, and in many cases 
this will entail some retrenchment of
 
currently employed manpower.
 

To date, we are not aware of any comprehensive assessment of the

magnitude of this problem, nor are we aware of studies of the number and

kinds of employees affected. There probably is no concerted effort to
 assess and identify alternatives or options for dislocated employees.

Although the Philippines has existing labor laws which are 
concerned with
employee welfare, and although prosnective buyers of privatized

government corporations and acquired assets have the ultimate
 
responsibility for what happens to these firms' employees, nonetheless,
 
we are flagging this issue for project implementors to consider.
 

Issue No. 2: 
 Spread effects or diffusion of benefits
 

Presumably, the project's main beneficiaries are the GOP and the
eventual buyers of the assets which 
are for sale. The GOP benefits
 
because it divests itself of firms which have served more as financial

burdens than assets; because the government re-coups part of the
 
investments which otherwise would have been considered lost; and because
the government improves its image among international investors and do;:cr

agencies which view commitment to privatization as a must for
 
development.
 

The buyers benefit because they are able to purchase :tablished
 
business concerns, even 
though some are currently non-performing.

However, aside from these major buyers, does the process allow for a
wider distribution of ownership? 
Can small investors participate? Do

small investors have similar alternatives available to large investors or
 are they effectively excluded from privatization activities because these
 
are generally conducted through public bidding and negotiated sales?
 
Will the benefit of becoming part-owner of such firms be limited only to
 
a selected few?
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ANNEX K
 

TECHNICAL ANALYSIS
 

This analysis will focus on the technical rationale for selecting each of
the project's components and their elements. 
 It will discuss why the
 
appproaches discussed in Section II of this Project Paper were undertaken
 
relative to the present situation in the Philippines.
 

Section I of the PP provides the setting for the project and section I-D
discusses the roles of other donors. To summarize, the Medium Term Philippine

Development Plan (MTPDP) delineates the GOP's economic growth objectives and
strategies for achieving those objectives. The GOP's objectives are directed
 
principally toward the:
 

-- Alleviation of poverty.
 
-- Generation of more productive employment.
 
-- Promotion of equity and social justice, and
 
-- Attainment of sustainable economic growth.
 

The MTPDP envisions a strong private sector as 
the engine of growth with
 
private investment expected to oukpace that of government, and for government

to play its proper role in the economy of providing public services only, not
 
competing with the private sector.
 

To achieve these objectives the GOP must achieve the following goals:
 

Reduce its budget deficit burden caused by public corporations and the

acquired assets of government financial institutions; and
 

Maximize the production and net added values from the revitalization
 
of existing companies and the en-ployment of stocks of assets already

installed in the Philippine economy which, at present, 
are
 
underutilized or idle.
 

As discussed in Section I.B.3, the GOP has formulated public corporate

sector rationalization and privatization programs as strategies to 
reach its

goals and ultimately its objectives. Elements of the public corporate sector
 
rationalization program include rationalizing the GFIs 
(e.g., PNB/DBP), and

increasing the operating efficiency of selected GOCCs through planning and
 
performance evaluations and consolidations/mergers. The GOP's Privatization

Program involves the partial 
or total divestiture of GOCCs, the dissolution or
 
liquidation of GOCCs, and the total divestiture of the acquired assets of
 
GFIs. The GOP has not expressed an interest in "contracting out" or "partial

privatization" techniques.
 

The GOP has demonstrated its political will to execute its rationalization
 
and privatization programs. Under its rationalization program, the financial

restructuring and rehabilitation of the major DFI's, including PNB and DBP,
 
are underway, and 
a special unit--the Government Corporate Monitoring and
Coordinating Committee--has been organized to design and implement a system of

public corporate planning and performance monitoring and evaluation. Under
 
its Privatization Program (also discussed in Section I.B.3), 
the COP and APT
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have been established and staffed; operating guidelines for both have been
developed and executed; assets have been transferred from PNB and DBP to the
 
APT, with so::,e having already been bid out and sold; the parent companies of
selected GOCCs have themselves established Asset Disposal Units (ADUs); and
 
the 	President of the Philippines has approved a partial list of GOCCs to be
 
privatized.
 

In deliberating 
on how AID could best be of assistance to the GOP in

achieving its very laudable objectives and goals, a number of alternatives
 
were considered, including providing:
 

Working capital credit to complement the term credit requirements of
 

investors.
 

-- Term credit facilities for the private sector purchase of assets. 

Capital for direct investment on a quasi-equity or subordinated debt
 
basis in selected acquired assets and/or GOUs to be privatized.
 

--	 Technical assistance to the GOP in the execution of its
 
"Rationalization Program," and
 

--	 Technical assistance to the GOP in the execution of its "Privatization
 
Program."
 

The provisions of working and/or term capital facilities or investment
 
capital are not viable options for A.I.D. The commercial banking system in
the 	Philippines is presently highly liquid and short term working capital
 
resources are available. The past easy provision and use of term debt
 
resources from GFIs is one of the reasons why there is
a need for a
 
Privatization Program now. Accordingly, this alternative is out of the
question. As for investment capital, there is no need for AID or any other
 
donor to play a catalytic role here. Equity investment capital is readily

available from both domestic and foreign sources to take advantage of the
 
GOP's Privatization Program, This is the principal 
reason why the stock

market is on a bull run. Jnvestors are looking for investment grade

securities, but they are not available in the current environment. A number

of private foreign and domestic investment funds have already appeared on the
 
horizon (i.e., First Philippine Capital Fund), and the GOP's Debt/Equity Swap

Program provides further equity investment incentives. In addition,

considering the level of resources 
required to purchase privatizable assets,

estimated to be in the neighborhood of $1-2 billion, USAID current OYB
 
of $13 million would not put an appreciable dent in this requirement. In

short, to provide the funding necessary to adequately finance the short to
 
long-term financing needs of investors, even if it was needed, would be beyond

the 	capacity of USAID.
 

It is AID's policy not to undertake activit'es which would strengthen the

efficienc& of GOCCs, particularly where they are in competition with the

private sector. As such, AID is not in a position to provide technical
 
assistance for the GOP's "Rationalization Program." The World Bank has under

consideration technical assistance to the GOP for this effort under its
 
propose, Government Corporation Rationalization Loan, now in the appraisal
 
stage.
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However, as discussed in Section II.B.l, there is a tremendous need to

assist both the APT and ADUs of selected GOCCs to execute their
 
partial/complete divestiture plans within the five-year life span of the
 
program, particularly in light of the inadequate resources to carry out their
 
respective privatization programs, but also, and understandably so, because of

their lack of experience in this area. This identified need is the basis of
 
the Mission's Privatization Plan (see Annex L).
 

As presented in the AID-financed First Boston Memorandum on Privatization,
 
the work programs or actual operating stages involved in the privatization
 
process are extremely important to achieving privatization targets and goals.

The GOP has taken the recommendations of First Boston and provided for the
 
following in its Privatization Program through Proclamation No. 50:
 

-- A clear legal framework. 
-- Centralized decision making power, and 
-- An overall privatization unit with detailed operating guidelines. 

With this accomplished, and although the APT and selected GOCCs have
 
initiated the privatization process, the services that can be provided by

expatriate and local consultant and to be funded by the proje--t are critical
 
to the timely completion of their tasks.
 

The nature of any privatization program requires the application of
 
diverse and specialized disciplines. The objectives of the Philippine

Privatization Progrdm, the degree of sophistication of the Philippine market
 
and the structural layout of the sectors to be privatized, as well as the
 
desire not to "reinvent the wheel," make it advisable to contract the services
 
of various specialty firms. Since the ultimate price that investors might be
 
willing to pay for any enterprise is normally a function of the accuracy of
 
available information, ensuring the quality of information is 
a top priority.

To this end, firms with specialty backgrounds in the preparation of
 
information, in the appraisal of assets, in the conduct of sectoral strategic

studies and in the execution of divestiture proyrams, must be looked upon as
 
providers of needed services.
 

Auditors: 
 The supply of accurate and updated financial information is a
 
key requirement in any type of divestiture process. To this end, the
 
participation of an outside accounting firm in the audit of historical 
as well
 
as current financial performance is needed. Similarly, in cases where
 
financial restructuring is being considered, accounting firms are 
best
 
qualified to perform the task. If attracting foreign investors is one of the
 
objectives, having financial statements be endorsed by one of the "Big Eight"

U.S. accounting firms and their associates here in the Philippines would
 
become a priority.
 

Technical Advisors/Specialty Engineering Firms: 
 In order to obtain a
 
thorough understanding about the real value of 
a company, alternative
 
valuation methodologies should be utilized. 
 Among these, replacement cost and
 
liquidation value are parameters that only experts in the specific field would
 
be able to provide. Thus, the involvement of technical/specialty engireering
 
firms is necessary.
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Investment Banks: The participation of an investment bank has a 
two-fold
objective: 
 (I)as financial advisor to the government, inworking together
with the privatization unit (inthis case the APT and/or ADUs of GOCCs) in the
sale of smaller enterprises; and (2)as financial intermediary for the sale of
larger enterprises. The investment bank isable to provide the technical
assistance normally associated with the sale, merger and acquisition of
companies and can thus define and execute marketing strategies tailored to the
 
specific characteristics of each enterprise.
 

Management Consultants: Strategic studies on 
the sectors to be privatized
should be conducted by management consulting firms. The objective of their
work is normally geared to identifying entry barriers ingovernment-controlled

sectors with a view to designing policy measures to encourage private
investment. 
 The scope of these measures will also involve, but not be limited
to, specific pricing recommendations, labor and management issues, etc.
 

Other governments, including Great Britain, Spain, Costa Rica and Jamaica,
have recognized the effectiveness of utilizing outside advisors to provide
professional assistance inthe expeditious privatization of assets and have
used them quite effectively inexecuting their privatization efforts. 
 The
experience gained by advisors to those governments iscertainly applicable

here in the Philippines.
 

The Privatization Project corresponds to these requirements and will
provide these services to the APT and ADUs of GOCCs, and will provide for the
professional, timely and efficient disposal of GUCCs and acquired assets.
 

To maintain momentum, it is now more important than ever to have these
specialized services placed as quickly as possible to keep the privatization

process moving and alive. 
 The technical assistance and equipment in support
of the APTs and selected GOCCs' information and data management needs will put
into place file and retrieval systems that will allow their staffs to be more
efficient and, inturn, more productive. By using donor financed outside
consulting assistance in their legal, 
valuation and marketing efforts, the APT
and ADUs of GOCCs can more effectively utilize their scarce resources and lean
staffs to manage the privatization process. 
Because this assistance is
experienced inthe privatization process, as mentioned above, the wheel is not
reinvented and the GOP will certainly realize a greater return on the assets

being sold than if these services were not in place.
 

The technical assistance to the GOCCs in the establishment of independent
ADUs, the refinement of their privatization objectives the identification of
impediments to privatization and the development of privatization strategies
will provide order to what is
now a 
chaotic state of privatization

implementation. 
 Inaddition, this assistance will help to keep privatization
objectives focused and on track with the government-wide privatization
objectives and will ensure against special interests, turf protectors, and
hidden agendas always evident in the privatization process.
 

The approach taken in the Privatization Project will assist the.GOP to

achieve its privatization goals.
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ANNEX L
 

MISSION PRIVATIZATION PLAN
 

A. 
The Problem
 

The movement of the Philippines from a generally private sector oriented
 
economy toward a mixed economy with a growing and inefficient public corporate

sector gained impetus as long as fifteen years ago. 
 During the 1970s neither
 
the donors nor the international financial community gave due attention to the
trend toward ever greater public sector domination of industry and large scale
 
service sector businesses such as airlines and banking. However, the
 
subsequent emergence of "crony-capitalism"--private monopolies leveraged with
 
public funds--caught the attention and interest of the world financial
 
community and signalled how much structural change had taken place in the
 
business sector of the Philippines. As the complex architecture of crony
capitalism was gradually revealed during the waning years of the Marcos
 
administration, the full 
extent of the government's ownership and involvement
 
in industry and business became increasingly clear.
 

The government owned the only airline, banks, steel mills, cement

corporations, mining corporatinns, shipping lines, oil corporations,

refineries, urban bus companies and trucking firms. 
 On top of this mass of
chartered public business, the government's domination of financial and
 
capital markets, and the liberal 
use of sovereign guarantees to shore up

private credits, had given the Philippine government enormous exposure to the
 
nominally private businesses operated by the cronies. 
When the weaknesses in
the financial structure of the Philippines were dramatically exposed during

the crisis of confidence which followed the assassination of Benigno Aquino in
1983, the reality of this massive government exposure to private firms became
 
clear. Over the next three years an increasing number of crony and other
 
firms failed to meet their debt obligations. Many owners walked away from
 
their companies with little regret having made their profits in the

mobilization and procurement phases of projects, leveraged with public funds.

Others skillfully stripped their assets undetected by the inexperienced and

often unconcerned public sector bankers who held their paper.
 

As the defaults to the government banks cascaded, with single company

defaults triggering the collapse of holding companies and corporate shells to

which many of the government loans had been extended, the size of the public

sector portfolio grew apace. 
 Today, the public sector, chartered and
 
acquired, eats a quarter of the national budget. 
 President Aquino and her

economic cabinet officers have given high priority to divestiture and
 
privatization. This priority has been underscored by the donors. The IBRD
has required divestiture and restructuring plans for public financial
 
corporations and for non-financial (industrial and service) companies as a
 
condition for program loans. 
 USAID has tied food aid to privatization

conditions in the agricultural and food processing areas. 
 These efforts have

been relatively well-received by the economic technocrats of the GOP who share.
 
the donors' sense of urguncy in stanching the budgetary bleeding of the public

corporate accounts and in restoring leadership to the private secto in most
 
industrial and corporate activity.
 

(1
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Before examining the specifics of privatization in the Philippines it is

useful to consider the overall financial magnitude of the issue. The GOP's
 
budget deficit for 1986 was an estimated $1.4 billion, or around 4.7 percent

of GNP, caused in large part by government expenditures in the form of
 
subsidies, net lending and equity contributions to chartered public

corporations, and debt servicing for the three largest government financial
 
institutions. In 1986, GOP equity contributions and net lending to public

enterprises amounted to 27.7 billion pesos, or 26 percent of total budgetary

expenditures. Outlays to the government financial institutions absorbed 58
 
percent of this assistance. To reduce this burden and to reverse the statist
 
policies of the previous administration, the present administration must
 
divest itself of three classes of assets:
 

1. Chartered Public Corporations (Non-Financial): The previous

Administration pursued interventionist policies whiEh led to the establishment
 
of inefficient and heavily subsidized parastatals, most in direct competition

with the private sector. The formation of public sector companies expanded

rapidly in the 1970s and early 1980s, quadrupling from 65 in 1970 to 264 in
 
1986. A core of 14 very large chartered corporations constitute about half of
 
total public corporation assets, and 74 smaller corporations and 174
 
wholly-owned subsidiaries make up the remainder. These entities range from
 
the Philippine National Oil Company (PNOC) and Philippine Airlines to a
 
variety of corporate subsidiaries in transport, trade and manufacturing. In
 
terms of gross value added (GVA), this sector grew faster than the economy

between 1975 and 1984, growing by 24.6 percent per annum compared to 14.1
 
percent for Gross Domestic Product (GDP) . However, the contribution of this 
sector to total employment has been very insignificant. In 1984, employment

in public enterprises accounted for less than one percent of total employment.
 

2. Chartered Public Corporations (Financial): Policies of the previous
 
government perpetuated an over-reliance in the economy on bank borrowing to
 
finance medium- to long-term capital requirements. The volatility of the
 
Philippine economy over the past five years caused many companies to default
 
on their loans to the government financial institutions, whlc, then acquired
 
assets through the conversion of loans to equity. In most instances the
 
financial obligation to the banks exceeds the value of the assets. 
To avoid
 
decapitalizing the government financial institutions the government has had to
 
provide them with massive financial support from the budget. There is 
an
 
urgent need for the government to relieve itself of this financial burden, and
 
to eventually divest itself of financial institutions such as the Development

Bank of the Philippines (DBP), Philippine National Bank (PNB), the Land Bank
 
(LB), the Philippine Export and Foreign Loan Guarantee Corp. (PEFLGC), and
 
numerous insurance and special purpose financial firms because of their drain
 
on the budget.
 

Both DBP and PNB have undergone financial restructuring as part of the
 
conditionality attached by the IBRD to its Economic Recovery Program Loan 
(see

Section C.l). On an obligation basis, net lending to DBP is expected to
 
decrease from 7.6 billion pesos ($371 M) in 1986 to a projected 5.7 billion
 
pesos ($278 M) in 1987. Net lending and equity investments for PNB are
 
projected to drop from 11.0 billion pesos ($537 M) in 1986 to 2.8 billion
 
pesos ($137 M) in 1987. 
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3. Ac uired Assets: 
 Government financial institutions acquired hundreds
of assets in the form of private companies that defaulted on their loans. 
 The
case for divesting these assets has been evident to the domestic and
international financial community for many years. 
 The previous IMF Stand-by
Agreement with the GOP sought to force a 
measure of financial discipline on
DBP and PNB. 
 The key economic team members in the new Administration's
Cabinet know that privatization is imperative and have arrived at a 
mechanism
to undertake this task, as discussed inSection B below.
 

B. GOP Approach to Privatization: 
 After several ad hoc attempts to privatize
individual entities, the Aquino administration issued Proclamations 50 and
50-A inDecember 1986, formally launching a program for the expeditious
disposition and privatization of certain government corporations and/or assets
thereof. Proclamation No. 
50 created the Committee on Privatization (COP) and
the Asset Privatization Trust (APT) and 50-A, issued shortly thereafter,
refined the requirements of the original Proclamation (to the satisfaction of
the IBRD). The COP is a Cabinet-level committee tasked with identifying for
the President those non-performing assets and government corporations to be
privatized, determining which assets will be transferred to the APT,
establishing guidelines for privatization, and approving the sale and
disposition of assets. 
 The APT was created to serve as the disposal unit in
the process, with five full-time trustees from the private sector. 
 The APT
will focus primarily on the acquired assets of PNB and DBP and the
government-owned corporations or parastatals. 
Operating guidelines for the
APT have been finalized and issued. These guidelines address: the transfer of
non-performing assets to the Trust; priorities for asset disposal; policies on
conservation, rehabilitation, restructuring, mergers and other
reorganizations; the choice of markets for disposition; valuation; sales
methods; sale to previous owners; and operations and administration. The
guidelines for the disposal of government corporations have also been issued.
 

C. Other Donor Plans
 

1. The World Bank (IBRD): The IBRD has been a
privatization in the Philippines. 
vital force inpromoting


Itconditioned its $310 million Economic
Recovery Loan on reforms in the government financial institutions, including
the establishment of a 
mechanism for the privatization of acquired assets and
the restructuring of the DBP and PNB. 
 Inaddition, the IBRD arid the GOP have
reached agreement on a $150 million Public Corporate Sectur Rationalization
loan, to privatize selected non-financial government corporations and increase
the operating efficiency of the remaining public corporations. The IBRD is
requiring Philippine government agreement on the structure and implementation
of the rationalization effort as a precondition to both the Public Corporate
Sector Loan and the second tranche of the Economic Recovery Loan.
 

2. International Finance Corporation (IFC) has committed $12.5 million to
the First Philippine Capital Fund for the purpose of converting part of the
Philippines' foreign debt into equity investments. 
 This Fund will likely be a
contributor to the privatization process through the purchase of investment in
the acquired and distressed assets of the GFIs. 
 The IFC might also provide
general technical assistance to the APT as required by the GOP. 
 In the GOP
execution of specific.privatization deals, IFC may provide specialized
technical assistance to potential buyers.
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3. Asian Development Bank (ADB): 
 The ADB has no plans for significant
near-term involvement in privatization, but is providing grant technical

assistance for privatization-related studies. 
 However, the ADB has made a
 
$500,000 equity infusion to Planters Development Bank and is negotiating

opening a $10 million window for direct lending to private corporations

without requiring a government guarantee.
 

D. The Mission Approach to Privatization: The Mission envisions its major

contribution to the privatization process to be assisting the GOP to develop
its privatization strategy and implementation framework. The Mission's
 
approach adheres to the principle that the process of privatization generally
and divestiture specifically is
a market process which must be implemented by

private sector entities qualified to--o so, i.e., private investment/merchant

banks, accounting and consulting engineering firms, lawyers, etc. 
 This
approach sets us apart from the multilateral development banks (MDBs) who have
indicated a willingness to provide financial and technical resources to
 
review, classify and selectively rehabilitate assets before their disposal 
or
 
leverage the sale itself.
 

E. Specific Actions: 
 The initial thrust of the Mission's privatization plan
has been to act as a catalyst to focus the GOP's policy makers on the need to
divest the government of non-performing and public corporate assets in
an
expeditious but orderly manner. 
The Mission has identified short- and longterm targets of opportunity for assisting the privatization process in the
 
Philippines, as presented below.
 

1. Short-Term
 

Accomplishments to Date
 

a) Studies: Initially, the Mission funded several studies on the

public corporate sector in the Philippines, which were used by the IBRD in its
appraisals for the economic recovery and public 
orporate sector loans.
Subsequently, the Mission used the PRE Bureau contract with the Center for
Privatization for a key study performed by the First Boston Corporation
entitled "Recommendations on the Privatization Program for the Republic of the
Philippines." This study provided significant input to the GOP's decision not
 to undertake a 
massive physical and financial rehabilitation of assets prior
to their sale because costs incurred would probably not be recovered. The
study furthermore stressed the importance of centralization, simplicity,

flexibility and speed for the GOP to succeed in privatization.
 

b) Privatization Conference: 
 An international conference called
"Philippine Opportunities for Entrepreneurs and Investors 
(PHOENIX)," focusing

on thE divestiture of government corporations, was held in December 1986. The

Conference was hosted by the Presidential Commission on Government
 
Reorganization (PCGR) and involved key GOP officials in 
a presentation of
investment policies and opportunities. This conference represented the

launching of the GOP's privatization program and the first in 
a series of
marketing activities to generate interest in the assets being privatized by
the GOP. 
 The Mission deemed this an excellent opportunity for AID t*o be
publicly associated with GOP privatization efforts and received the assistance
of the PRE Bureau to financially support this conference. AA/PRE Neal Peden
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attended the conference and was featured as a speaker, and PRE recruited and
 
financed several individuals skilled in asset evaluation techniques who led

and participated in a panel discussion on this topic.
 

c) National Food Authority (NFA): Since the Mission's

development thrust is agriculture and rural development, special emphasis is
 
being given by the Mission to the privatization of government agribusiness and

agri-marketing firms such as the National Food Authority (NFA) and the

commodity marketing firms such as the Philippine Cotton (PCC), Dairy (PDC) and
 
Tobacco (PTC) Corporations. The former Minister of Agriculture formally

requested advisory services to establish a 
framework for the divestiture of
the NFA. A review of the NFA non-grain business operations was made, their
 
commercial viability assessed, net worth and fair prices ranges were

established and an action plan for divestment developed and recommended. The
 
study's recommendations have been well received by the new Secretary of
 
Agriculture.
 

2. Long-Term
 

a. Privatization Project (492-0428)
 

The purpose of this planned FY 1988 project is to reduce the
burden of the acquired assets and public corporations on the national budget.
 

The project's approach will be to assist the government to divest
itself of state-owned corporations and acquired assets. The newly created

Asset Privatization Trust and other governmental disposal units will require

assistance in evaluation, finance packaging, identification of foreign

investors and marketing. 
 The project will provide technical assistance in the
form of investment banking, accounting, marketing, and technical services for
 
the following activities: a) evaluation; b) financial packaging; c)
preparation of prospectus; d) presentation of formal opinions on the

"fairness" of the terms of the sale; e) identification of potential direct and
 
portfolio investors, particularly direct foreign investors for the larger

entities to be privatized; f) assistance innegotiations with prospective

investors; and g) issuing shares of state-owned companies in the public

securities exchanges.
 

b. The Accelerated Agricultural Production (AAP) Project

The Mission plans to assist the GOP to undertake privatization


activities related to agriculture through the Market Development Component of
 
the AAP project, signed in August 1986. Follow-on privatization activities

for NFA, PCC and PDC further to those described above may be financed. In

addition, the Mission plans to furnish assistance in setting-up an asset
 
disposal unit for the Department of Agriculture.
 

c. Venture Capital
 

In the area of venture capital, PRE has agreed to work with the
 
Mission in identifying an appropriate USAID intervention. We realize that the

U.S. approach to venture capital cannot be applied here at this time because
 
of structural economic weaknesses, i.e. a weak capital market. Therefore, we

will be identifying innovative approaches to venture capital development and
 
usage that will probably be tied to a transfer of technology. We will also
 
use our work on venture capital to strengthen the capital markets.
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3. Resource Allocation
 

a. The Privatization Project
 

A funding level of $5 milllion is proposed. This activity is not
 
new; it comprises one of the two major components of the Mission's Financial
 
Resources Mobilization Project, authorized in AID/W in 1987, which did not go

forward because negotiations with the GOP broke down over the capital market
 
development component. Project activities are not expected to get underway

until late FY 1988 to allow for completion of a new Project Paper, negotiation

of the Project Agreement and the meeting of Conditions Precedent to
 
Disbursement. The project-supported privatization activities would be
 
undertaken over a five-year timeframe, FY 1988-1992.
 

b. The Accelerated Agricultural Production (AAP) Project
 

$700,000 has been budgeted to support privatization under AAP.
 
The PACD is December 31, 1991; however, the privatization activities the

project will support are likely to be completed in FY 1988 or 1989.
 

c. Venture Capital
 

Resource allocation for this possible future activity has not yet
 
been determined. This area may be addressed in a FY 1988 or 1989 project.
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(1) Asset ii) recelvabet aind Onigatlllsdiui tO goverslanttilait InmsIncsitleltuetos oileruddcer cr5111t. lease, Indlennity 
and otlher agrecmensts together wilts all collatenral securlty slid 
other rigsts (Including ut riot ilnliloc to rights In selation to 
taitrei of Stocl In corporatlons %riCIhas vOtilng rItlls as well asrigists to apoint directors n corporations or ollorwiltn engage
in Ille managmesnst llinreoi grantted to Stics islltutions Dy cats. 
tract or aoeratinn of law in secure or elciorce lila riglit of pay. 

ment of such obltigation; (i) real ana personal Property of anykind owined or uia by governsinst ltlstitu(liost, IIlciuuig shales
of stock In cosporatlons. ontalned by such government hi. 
stiutlos,Id whsetler directly or Indirectly, throuqill foreclosure or 

othser means, In settlement a( such oilgatlonsl (111) sh1ares of 
stock and oatler Isnvestmntssi held by governnest Institutions 
and (i) Ilia governmct Inilltutlons thasnselves, wisatheror Sulstinlary corpnraaions. as 
p rn o r neit c nralle tne. 

owiled or controiied cororatllotss lsancll or tierlse, wils.
 
tier organized by speclal clitter as in Ile cast o a parent car.
 
poration, or under general liw a ilia case Or a Iuosldlary car
porl(Ibn.
 

(31 Comnittee sisafl rater to Ie Comnittea on Privairtallon
 
constituted under lill Proclamation.
 

(4) Alst llspositlon entity shsall rtor to any government
 
agency, Includmnq governnsest ba'ilst, specifically designated or
 
contracted by ih Coiidtte to Perform le disposition of
 

ora S. r e
 
(5) President shall mean Ihe President of the ReOuaIc at
 

the Phtlipolne5.
 
(6) Trust iliall mean its. Asset Privatization Trust created
 

under Sec. 9 herelin.
 

(i\,(
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S ARTICLE ti. COMMtTTEE ON PfllVATIZATION 01 	 owilefrsir)(6) To Oxerctlewill, on bell ofrespect oat e,,Ntloiial Governmentlrtgstto Suct allets, Ircluat/lg tite lightSEC. 3. Coinilmitea en Prtvatiallon. Thire If throby cosistituled a wtlfthor 	 tovote, directly or througlf dtll%' aUtilorlod nonsirsees,Committee on PrivatIatlon to be colnoosed ot Ile Minister o Finailce Ihares of eloc haiti In ie nene of this NaltletAas Chairinan, witll tire Mlistor o1 Trade slid Industry, the Director and wlicit 	
Governnseit, 

have not beets traslfterred to tile Trstsaeneral of the NationA Economic and Oeveiopninet ulliorlity. tie 	 (7) To Issue necessary gutdelines to ill govorlmenli agenciesMinister of Budget AnO' Management, and tile Mt'ilstor In Clharge of tile to govern ongolg n tolatelons olt the disposal ot gnvermiment
Presidernitltl Cornmiltston oil Government rteorganIZAitOl1, as Inunlbert. cornorilo ausdei
Wtlellever ally niemDbar of tile Committee it ullaote to Alltend a Orttcu. 	 (8) To aprprove tile organlzatlo, and Itnanclat requtrenientslet meeitng, li may designate oily of tits Immectate subordtnates wilth of tIli Trust. Itnctutng Its antual budgets for operations, con.
the rank of Deouty Mtrlslter or Its equivalent to attend In his staid. 
 sevation, and tire adnilillstratton of alsots enlrusied under ItsTile Commllitta lAll exst for a lerm ot five years coutilod front care;the etfectivity date of tils Proctanatlon unlest sooner tsrmlilatd or 19) To niotitor and review as iecessary trmn stoe io tlinesuperseded by inotlher body by Ilia Presidenti. ime "ntltrs prlv.theation and divestden. Orogrmln, Iociudnq 11o1.SEC. 4. lesponslbl'tles and Obleetvll. It $l1alt ba tile duty alid wimci Are beig uitertalien by sarert goverllment corporaltons,repolislbltiy O tile Cominltten to use tile powers granted to It undel alid iie tialui af Its hilpienlentatlio., aticthIs Proclanialon to actievc tile objectives at (at dlvestIng to Ilia 
private (tOt To solotll, iranltter, relove, Alid lH the relnuneratlonsector In the soonest ootsihlta time Ilrougli tile apprrnrli.te a( peresone O thu Conmitttoel oovited this Jlime CO1,llllti1ee 

$Wall 11i0 Its OWII perSoIlliet only It cetned Absolutely necessarygdlng concerns, tak119 Into AcCOUllt wlere alorooriatoe i tmollcations 

dlsoosltlon entities, tlose assets with vlaula slid productive patifltlal as 
trit Ills disch.irgo ol its rlsposlbllitltrs end,as tar as practlcaUla,F Such tranIsfers on' soctoral prOdtictve caoaciies .nd1 marlc Itmlta. It 111611avail Itself Of 1ie services Of tile personnela seconded oroIts, and () Icirlsnog of Such olher asseii as aly be transterred In It, detailed train Oimher governnlelt oftices.generatIng tile m, *inlUill casll rocovarv tar tile Natlloile Govorllnlenlt In SEC. 6. tI-eell9s. The Committee 111,111 leet as trenuantly as Isthe P ocess. These oblrectlves are to tie pursued within tile co ioxt a ( necessary to disci targo Its ros onsthtltttes, Provided, Ia It 141:tn. a atfurthering tle natlonal ecolOrnic recovery througi a streilgtlclod andi least alico every niloIll. The presenlce Of A nIAority of tile ITlOllsberd Oflavitaltzec ptivate slitorprise lystole, the COllIVlto Sall constttute a at.lortilli, and fte concurrefca me.SEC. 5. Powers and functions. Tile Committee siiat lave the follow. 1Orety of ti1e nmeilisirs presenlt at a nteotll9 at wlttil a qlOrlll eXiss 

Ing powers slid functlonsi Shall be soiule for, anyaby decisaiu it.- Cnmmllte Provided tiat,() To Identity to the President at tile Ptillippines, and Where tile nlateor Involves tle apnroval ot any dlsnosttlon or rlotiltta.arrange for transfer to tile NaIttonal Government And/or to tile lion pronosal, the unanimlly of the emitlr Committee %lilitbe nees.Trills slid tile luoloqtoleilt dlvellitalit to tile private %actor of 
(a) tuch nrl Oariorintlg asset is a t lay bo Identittid by tile Coin. 

ary. 
Tile Committee liea t act on aily recollrnlolll ilon for dlsnositioll

niltlec, ind approvedlby file President, for tran sfr train Ilia g by-	 submlittiod l It i ot lter than thirty (30) days train date o receint 
ernlelt banHi tar ltsonsal by the Titlilt or tile gavellinloil ernot. falles, ,",hCtluch recoinnd lon strll be doomed approved.
banks, and (b) sucn governnlint corporallosis, whilellter parent SEC. 7. 1 ildting. Tile Inlount at Ten Million PesosOr suDtidlary, and/or suc ot ithelr ases, as may have bet 	

to cover ox. re. Ponses o the Coiminlittee In conectioi with tie disclarge 	of Its re.Commonda by tie Comlittee for alipolillon, and Approved by loonslibiltiis unslnr tli Proclamatlon,1s hereby Atillioriced,the Preisidont: Provtded, lslat no suchi itillftlcaioi, rconl. 	 to Ue clargesd said elountagainst tIle One Huncre Milttlton Plos (ptO,000000})
nicIlidstOII or anproval shall be necessary wltere a parent AProlt ail elcor. Inlefilalnd Io.Callal203l0 on set Osroitlon
pertlln docides on Its owii to dtvet o, hi wilte or il part, or Trust ulsnor festdennlii Decree No. 2a30.itquidate a sintidiary corporatacil organzed under the Corpoa-	 SEC. 8. Legal Counsel. Tile Mlntter at Justice trials be the e allcloratinn Code Provided, isirtlier, that aily Such Independent dis. legal adviser to the Committee.
 
poitlon sthall no undertaken with tle prior approval of tile
Coroanttee siO In accordrace with Itu general dlposillton guile. 
 ARTICLE II. ASSET PRIVATIZATION TRUST
lnes as ftie Cofnmitte may provide- Provtded, finailly, that In
every case Ih late or dlsoslition ilall he aonroved by tia Cons. 
 SEC. 9. Crealloit. Tiers Is hereby creatl5d a public trust to be knownmiltes witi respect )o tile buyer and price oily; is tile Asses Privetzatton Trust. tieretnatter reorted to as tlme Trust,(2) Ta dolerile- viI~ ci .ittiff-iliall be irailileirod wh ch sltall, tor tIme benefit of ilhe Natlol Governmnnt, tat title toio the Triust or rslorrid to other goverinleill ilsiltutto, alld POSaossloss of. conserve, provisionally managoean lspose al assetswilatler Itianclal or oltierwlsa, tar dlipusitlon and, pending di. 	 is dfilod Ill Secltion 2 ileroln witicil have been (nelitrted tor privatiza.paittloi, far cuillservatton and nonailagenl tian or rlsoosltlot and transferred to ths Trust for the purnose, pur.(3) To 0stattll inaidatory as walt as Indicattve guldellias lUant to Socllcn 23 Ot tilts Proclarnatlosi.tr the conlervatot, relablilatlom aid disposition or sucl SEC. 10. Purposes and Objectives, Domlclle, Term at Exltence. Theassets, whlethar by the Trlst or any other government Inlttluttoni; 	 princtpal purpose o the Trust shalt he to Wtfoct or cause to Oe aftected,(4) To approve or disapprove, on bethai o tie Natana directly or throligs other external agencins, tIe dispolition witllin tIleGovernment ald withoti need at any forther aproval or oilier lartest possible period ot Assets traisslerred to the Trust tar tile pur.

acton ftrm aily other government Isrtltuton or agency, thelatle pole.
or dlsposltlon o such assets, In ecli case terms sidon to pur. 	 The Trust is Its divestnent Program should seals In ile soollest timectlaSers reconneided h, sle Trust or Iil gavarnnle Intlu. possible, to restote existing pilsyslcal lactittls tiivolved into viable andtion, as tie case may be, to whom tite dlsifottlon o Such asets prollctilve operations Uider private sector management and owner.may have been delegated; Provided tla1, tile Consnlittea Slait 3lit1. aid thus to coitrtbtlle towards ialtaonat ecoiomIc recovery withinnol Itself undertalie Ile niarkeling ot ally such allrh, or paril. Ime coiltuI of a private enterprise System. Within 1tte coiltext of thisctpate Its tile nrgotlatlos of their sale; mlajor Purpose, tile Trust Is expected to generate maximum cas re.(5) In Its riicretton, to approve or dilonrove, subiect to covery for the National Governmert.th3 avatlatitllty at. tunls tar such purpose, the relaolitatlion of The Trust slall have Its principal place of bustness In Melropotttan

assets pnilig dlnasltaon by tile Truslt or ally other government Manila.
 
agency atiiorlied by tile Comnittee, or the Trust witth so.
prov Of Ilia Conlyiteal Provided that, she nudges ile 	 Tile Trust rshall exi (Or s Period Of tive years front ttle date of tillsfor each it. Proclanmalon, aid all assetshrallltatlon projectsWllbt Provkeise tuiaotle to prtor aeproval 	

held by It. all moneys and otlior property 
by Il Co r tit leal 	 belongtng to It, and All Its 1tabiilttel ouilt-sdlng upos the expiratlon ofsuch period ilal revert to sld be assunled by tile National Govern.

by tle Cniiottesmen 	 t. 

jJ'
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SEC. 11. Sosrcsig and AppJlictionnd riit undsa(af ollsitofSEC.-81 na ork ngsn il Funds by the Trust. The capl.at arid warling funds of tile Trills slt 1 ItItsis o( 
(1) Tile amount of Ninety Militoss Pesos (P90,000,000)

ileargonbie egalhis tile Oite Hundred Million Pesos (Pt00,000,000) 
snproptiatlon hisiliedd for tile Asset Dlspositlog Trust under 
Presidential Decree NO. 2030, wltich snail be used for capital
acquisitions approved by tile Conmlittee. and to cover adnlnlis. 
trAtilv expenses, Includlni thosie for tile hiring of appralsers, as 
may be nocnssary tar Its effective and eticlent operallonsl as 
well as to advalsco for expenses of se:urlnq, conserving, and 
nsaintalng assets, and wilsre ecessary, operatitg tile asset prior 
to Its disaosal t 

(2) Amounts autlorized urtder Section 34 of tlis Proclama.
lion to be excised front [he proceeds of disposition and retained 
by tile Trust, as agreed upon with Ilia Conmlitteel 

(31 Sunseauent aninual appropriati)ns under ile General 
APoroprlations Act, is well as fundls willcll may be authorized 
by tile Presilant Is accordance wills iaw from unused or available 
baVolics In file General Appropriations Act; 

(4) External Iininsg assistance, wilintor In Ilia fonTs of 
leslie, gralims or otherwise; wIsicil ife Trust wilh li Approval Of
tisa Conimlltne may source or obtain (ff011 appropriate instiltL. 
tions, domestic or fraelgls, bilateral or nsuitliateral, goverlnient 
or Private, susets tile Irterlnatlonal Bnlk ior nloconstruclion 
and Development, Asian Oevelooment Balk, Uniied Nlations De. 
voloPnlent Prograt, and cOllsmerclai brnkls and Investnlent 
housusl an.. 

(5) Whfere necessary aisd subject to tile prior approva of the 
Coinllitleo, survice eces levied on Ilia trusstood assets In such 
alnOulits as may be aopronrlaie and reasonable. 

SEC. 12. Powers. The Trust snail, lit the disclharge of its responslbl.
ties, Iave file following powers: 

(1) To formulaie altd, after approvai by tits Consnlitt,)e, in. 
pelfnent a Proraln (or Ilia dlsposliloit.of assets transferred to It 
under fils Psocialnaiion, sscis prograln is) be coilsplesod wtlisin a- nerind ti five yarsitoln tile daei of file Issua~lee itlls Pris. A" 
,'sat lonl 

(2) Subject to Its laving recelver the Prior written approval

of tile Coinnlitlee to sell such ti .5 ;I price and on terms of 

paylneilt aid to a paIrry isclosed to tile Coimmitlee. to saii eaci 


%setr(errea to It by tile Colnnllttae to stuldl party ald on such 

terms as in its Clicrollon are is tie besi Ilterest of the National 

Govnrflnlellt and for iliti purpose to execute and deliver, oll be. 

hsalf arid-In Ilie naine of Il National Government, such deeds of 

sale, contracts and o1luor Instruments li may be necessary or 

soproprlato to convoy tilie to suci assets: 


(31 To fale iitle Io aild oosseslotSi n( and io tal(e sucdl steps 

as (nay be necesary to collserve assets traltslerred to It by ile 

Comllittoe Including, wflioll ilmitetiess, to oversee tIle 

managomeit aid opnratiorn Of corporatiols or Othsr businesses 


-	 constlituting such aSsets, and to file Stils and Institute proceed. 
Ings oil baliff of and In tile name of tllonal Government for 
Ilia recovery and protection of such assel;i 

(4) Subject to Ile prior approval of tit Committee, to 

underta se flie relianliE.aflon of such assets In Instaidet wni 

sucs reflabliltation Is necessary to conserve tIle value of sucis 

assets or pernllt their Sale. 


(5) To ellttago Such external expertise as may be necessary

for l to fulfill Its tasi(;


( 6) To lease or own real and petsnnla property to tile exlnt 

required or enitalied by Its funcltions: to corrow money and lscur 

suc Iliabillies aS may be roasonsably necessary to permit It to 

carry out tile responlsUliItlos imposed tlilall It under this Prncla.
 
mafioill to receive and. coliect Instereslt, rent and otleor iconts
 
from the coroorallons and assets held by It and t exercise In be.
 
hall of tIle National Government and to Iue axtent autlhorized
 
by Ilia Committee, In respect of suci cOIpOratlolls and assets, afl
 
riglIts, powers and privileges of owsiership Including Ilia ability
 
to compronlise ald releale claims or settle liabilities, &lidoilier
wisa to do and perform any sIld all act.i that may be necessary
 
or proper to carry out the purposes of this Proclamations Pro.
 
videdo, however, iItat any borrowing isy tile Trust %llallbe subject
 
to the prlur aoproval by the majority vote of the metnbere of tile
 
Comlnit tees
 

(7) To adopt it IIternal rules and regulations, to adoot,
 
alter &ld use a tesl which siail be jlldicialiy lolCedl to enter
 
Into contractil Io sue and be suedl and
 
. (8) To Subnit periodic reporls ho Ihe Committe on the
 
slatus o tihe disposlltio prograin uillJer Its spoiliblillty, and
 
such other repots a1 may os loqlilad by tile Crilmltnile.
 

13. Essitlialty 0f Truist Funtio~ns. The latloilllteton o( tile 
governinalsi corporate factor Is Ottned to be a critical concern of gov. 

E 

ernmnentl and tile Trust Ir, unrertaking tile lastis of divestnent and prl.
vasizatio inust give due *\lda pragillatic regard to tile prefer*snces and 
motivatlons of tile inarlet for iivesilble private capital boith In tile 
Phlillopines sind overseas, act wits dlisatch oss all prohilsns aind upnor.
tussities willch' nlJ.y conie befole It to tile eld that tile uaie:tlvoe of tile 
rrust are Conlitlitod within tile five-year period niandilod lst SQctlot 10 
hereot. Accordingly, Ile Trust siall be and Is lirsleliy accorded tile 
widest latitUda of ilexlblllty and autoisomy lt Its operations, .',articisiar.
ly In tile areas of accounting. Auditllg, plocuremmlit, conltracllg, sset 
managnsltt alsd alsposoltion, and personnel, sublect however to tile 
provisions of this Proclaniallon. 

SEC. 14. Trisstses. Tie powers anid hIJictions of the Trust sIsAll be 
exercied colleqilaily by a group of Trustess wlIicis slaill be composed of 
a Cislef ExactitlVa Trustee and four otiler Associate Exectitive Trusteeal 

All of tile Trustees swall be appointed by tIle Prosluont, upon a5. 
colnniendation of ile Committee. Tile Trustees sliall serve on a full. 
isne Oasis lot a |otin of up i five yoars, hill In no caso lOiiqer ias the 
term of existence of Iiue Trust, or unless sooner rslieved by tili Presi. 
dent. 

SEC. 15. Qualifications. No person siltall be sapolnlnd a Trustee 
usnless lie Is of good moral cllaractor, Of unsQuestionsple illerlity and 
rnsoontblilty and of recognized business conslolialtcs. Na director,
officer, consultant or sloclhtoldor of corooratlola colstittllg or 
Paving an Interest in assets ild isy Ilia Trist nsay hn anpoillu Tristoa. 
Exceot as inay be considered necessary Ill aclllove Ilin nslfecilvel of tills 
Proclalatlon, the Chilef Executive Tristr• and Ilia A'ilociate Execlstive 
Trusteos srail not sit on the board of dlroclors or titetwise pariclaIpte
In tils direct management of corporations constiulg Iassets trellierred 
to the Trust.
 

SEC. 10. Removal. The President of tie Plillopips may rensove any
 
Trtile uos o tis Pre audulont, Uilawful or
l lber eapest poed Io
 
ti oUtpOSo O( tis Ptoclainatlon of If Ili niorn~r cacs to be Quail
tied to oocome a Trustee under Siscthtt 1I of this Proclaniatlon.


SEC. 17. Vacancidl. Any vacancy cre.lted by ilie death, resignation 
or rensoval of ilsy Trustee slhall be fillaJ by file apnlintlnait by lhe 
President of file P:tlllpplnos of a new member, wild slall serve for tile 
unexpiredt portion of ilsa ierm o tile previous memher. 

SEC. 18. Meetings, Quoruir. Tisn Trusinss Snalh Inset as IroQuelltly 
as IsInecessary to dfislarge Its respoisilillitliet. but snail meet at least 
every two weeks. The Pretllice of a nljIsrity of tile Trustees snall con. 
Ititule a rsuorustl, snd tIl concurrellce a( a majority of Ilie Trustoo 
present at a me-ting at wsich a otiorulin exists silli he adiqtlate (or ansy
declsilII by tIle Trllst; Provided tilli, wiere tile misiLr Invoslves a pro. 
posaJ lor disposliion or relabeliltation o any asset, Ilsa un-lamliy of all 
tile Trustees s1all be necessary. 
. SEC. 19. Conlspentatlon. The oal c nmpensation and otiser elilsOu. 

ments of tile Cilief Executive Trustee also his other benefits shall be 
negotiated between hlm elf and tn Committee. The emotlmeslts ot 
the Associate Executive Trustee sisall be fixed by ile Chief Executive 
Truste with file anoroval of the Committee. In bolls Inslances, It snail 
have tile approval of tIla President. 

In view of Ile lnied life of itfe Trlst alid the nature of its func. 
lions, ihe pay scales of tie Trsisteaes and other officers and employees

of tile Trust shall be exenipt froin tile standardized sairy sceale and 
position classilcationi pres:rlbed by tile Office Of Conipinsation and 
Position Classificalon and tile eligibility and other requirenents Of tile 
Civil Seryice Consntisslon. 

All ditrctorts' Ices and other Incoine accruing to a Trustee, fIcer, 
or eniployeo of Ifle Trust, resulllng oram Isis nlonllorshlo on lie board 
of any o( tile carporatiots under il adsslnistrellon or control of the 

I 
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Trusll as1al Accrue to Ilia Trust. withoillt prejudice to tIII Trust providing
Supplemental relisssseratloin to oilier tllasl Trustees for such additional
resfrintlhilltltes cttalid by $njcll mn|~nl~erllp

SECi20. Exerils ofr Aiidrlty. In tiliaexercise at tile autieority 
SEC. 2d.i ercils PoAuthoi Ii Tueees of t(2) 

(1) Isfe such Internal rules and roguIatioots as the Trustees 
may deemn nlcessary or conveiserl t for Ilia proper discharge Of 
the ftllctIons cii Trustc nle o 

ibe Elsiar hire maisagemeni and such oslser conlracts as may 
Soop lit isfisr e nir ,of
pI deovelop its oils slalftln raquironntt, and for tis rill-

polo, aporisit, reliove and fix ilis iPllniOrallcn of persoinel Of 
ile Trusst; providad IIai as iar as practicable It .-i|ould rely large. 
ly oil secolitinent from governlllolt entities Uls.5lr aking Salid 
functlotis, alid on qualified oxirilal xpxerlsi In An advisory

ais capcit and aI,basis.eoIpare.ticity and oil a contralctual balls. 
SEC. 21. Le-jal Counsel. The Minister of Justice saill be tile ex. 


alile legal advisor to Ilia Triist. 


AnTICLE . oPErnArioINAL PRoViSIorS 

SEC. 22. Transfer of Assets. Tile Comlittee shalil 


11 ) Arrilljo for ilia traisler to, and evenlsial dispoitlion by, 

tie fotaloial Goveritmoit of certaeis nos-serforlnlslg aslets of 

govornOiet finincial insiltutlolls, As liay be ctorillsod under 

terms nsutisiAlly acceotable 10 ai; ilis partits coiscellied, and
i

(2) Arrasiqo for Ilia OIioositIOil oi certails piveariinill-
Ownedt or cowllrolled corporations wiiJCil yavebeen approved for 

dlvnsinilot i tile Prnsildcist of ills Plillippinis; Provided, that 

tie inalter of approorlato valualion procedlres for lucts transfers 

of assets shall be ileermissned by Ilia Cosinli lee. 


The teriis of traitsier of assets rney IIiclucs anproorials arrange. 
meits for tIts collildcratlon tliscteoI ilicitln g but not linilted to tile 
aullilplonu by tie NitonAl Governmentot luhe iabilitie ao ila o. 
errisit Iuiasscil itstitu tlon s alsO/or other governmsent corporaiions, , 
w lleli or seal o r co n i geust. 

Tile N atlosai Gover nilnellt, tiroug hltile President, Is ilero by au llor. 
iced to assume tile obilgatiolls of government Ilstiltutlois Including 

tho0e due to tile Natinal Government on tarifs and to iiia extent do. 
tnrmlned by tie Preslidint, oil illa recomnilidatIon of the MIlller of 
Finance, to fli warranted by the iransfer of assets from sucl Institu. 
alone1 piursIlant to this Proclamation. 

Tile President is It1(cwis authnrized, in tile inolemesialion of tile 
program Of prlvasIzatloil of cartals govetniant corporalioiss crested 
under special law, wnellifr parent or siosidlary, to aifrend ills cor-
porala clarter% ihereof so as to ,arminate thseir corporals existencei 
Provided, that lucl specialty chartered corporations Ilsai be spocliflcal 
Iy identilad Iliad oprov-d for divestmnllt, dilsolution, consoild-Illnl, 
morgnr or roqularizatinn Into a roqular line agency within six monihs 
from data of Issuance of Ills Proclamation, Aild Provided. furtlor, (lat 
hits aslillority to tornilnai Isa corporate existellCo Or such corpora. 
liols created under spncial laa sllil be exercised witllis live years from 
dat o( (tis Proclamalion aid In no case beyod tile lifetime of the 
Committee or tile Trult. 

SEC. 23. Mechanics of Transfer o Assets. As soon as practicahle, 
but sot' later thal SIX niolihs from Iie date of the Issuanco of this 
Procliniation, tile President, actitig ilrouql tile Conimittee on Priva-
lizatil, sdl Identify ssscis asets of government shltltuions as appro-

priate ior privalization slid dlvnstment In an approOrlale Instrument 
describing Sucl assets or Identifying tile loan or other transactiojsS 
giving rise to Ilis receivables, obligallons and ottler property on. 
Jltutilig assets to be transfered 

Tue Comnilito; sitll, from Jilt lilt of assets deenied aporoprlate for 
divestment, Idnltlty asses to be transferred to tile Trust or to be re. 
fe:red to tile govarniteit Institutions In an appropriate Instrument, 
whic lidson execution by the Committee shait constitute as the oner. 
ative act of lraiister or relerral of tile assets described tleoeIn, and tile 
Trust or tlirt government Institution may tlisreipon proceed with Ill 
divntllt In accordance wills tile provisions of this Proclamation and 
the guidelines Issued by lisa Cummitiea. 

Nothing In this Proclasallons shill, 
(1) Affect the fight of tile Nastional Governmen to pursue

tils enforcoment of lily cihnIs of a government instltutloits In re
spect of or In relation to any asset trallsforred hseolull.3r 

In ralatloisl to Ally debt iereby AssigiOd and traislrrod 
r tile National Government of which a governnent Institution 

I1 the original creditor, give rise to ally novallon or requirement 
to obtain tile consint of IlM debtors and 

(3) in rl9los to any Sliare of stock or any Interest tisereln, 
give rise to any clzlm by any oilier stockiloidrr for anforcesssent 

rights of pre-enlptil or o( first refusal or otilir similar riglts,
Ilisa provisior, of any law to lia coitrary notwltilstalnding.
Whsere thi ck itractual rights of crdltors of any of tile governilsnt 

istitutonsInvolved may be Affected by the exercise of tile Conimliteo 
or tile Trst of tile powers gralsted lieraiIlS trie Commitoe or the Trust

inp.llsltali se Tr it that tchwreits are not l a i.T 
shl Sonrchua

SEC. 24. Deeds of Aslignnseni. Each government Instlittion irom 
willch assets are to be transferred pursuant to tisis Proclamation sll 
andiIS Ilerby directed to exacille, pronptly lid In no eveilt later ilsIs 
thirty days after tile Issuance by tli President of tIle relevaht Inslru. 
merit referred to in Section 23 hereof, a deed of assigsissest In favor of 
tile National Government, whilc shall, In annexes thereto, describe, 
account by account, tile nature and extent of such assets and to deliver 
to tile Committee such agrernaiuts, Instruments, records and oilier 
papers In respect of sucil asiSets as may be deefned by tile Consmittoe 
to be reasonaoly necessary or appropriate. Eacls Sucl deed of asligis. 
ment Strait constitute tile Minister of Flisanca In ropreseitatlot of ilie 
National Goycrisnlent as altornoy-1414act of the governnienst Instituioi 
elnowered to talls sucli action and do siucn tlings as say be necossary 
or delrable to consolidate alto perfeCt, tile itle of tile Nalional Gay. 
orlssnont to such Aslets, oxerclIisg for tie purpose, any and all such 
rights. and prlvilaqos,' apPertainhig to Ilia iraiiesoror-qnvernmaltt In. 

stitullon, pirsuant to lile provilols of Aoplcable law or contract. 

A cooy of Such dord of aseglIselnt, tingtiuir Mill excerpts iron Its annexes describing particular proberty to be transforred, duly certifted 
to be true by tits appropriate oical before a notary public or otiser 
official authorized by law to administer aaa4 lsnail provide sufilcient 
b illi o r eisters O f d o od , ran s( r a g ets o f corpo rat l ms and o th er 
ba s t iores of r it le areasiof sc 0 ie 
persons autlsorized Id issue esrtiiicvtes of titls, shares of stac, lid 
other evidence o( title to ilsue new certificates, Shars of stock or othlr 
tIsruslants evidencing title to the asseis so described to And In ie. 
naine Of Isle 1Nlilonlli Governsnonl or Its duly aulhorized agent. 

Tile transfer of any ast of goverssment Issstitutlonis directly to the 
nationnl government as medated iherain s ill be lor tile puirpose of dis. 
position, Ilould.tioll and/or privatizatlon unly, aniy imisport In tile cover-
Ing deed of assignssment to tilt contrary notwitlistaidlng. SuCl transfer, 
therefore, llill not oreratu to revert SIIcl assots autoiaticaliy to tile 
general fund or tile natlolial patrimnony, arid slllf not rnquire sreclilc 
enabling ieilsll(lat to authorize their Subsequent dlspositlois, Z2uI Shal 
roisan as duly Alproprilaed public properties earmarknd for aslign
meit, transfer or conveyalice Istidler the ligisature oi til Minister Of 
Finance or his duly authorized represontallve, wao is hereby author-
Ized for tilis purpose, to any dilnnsltlos astlty aporoved oy the Com. 
mlite pursuant to ilia provisions of thie Proclaniatloi. 

SrGC. 25. tear'ganlzallois of Trust-ad Corporatlois. In order so align 
tile ofganizatloal and mainlng structures of parent yovarnnent-owled 
or controlled coroorations a, well as corporations establislhed thsrougs 
tile Corporation Code which are transferred to the Trust, with tile
centralization Of tile ex<erclse by the government of Its ownership role 

over aucis corporations tsroug the Trust. this Proclamation proclaims 
and mandates thalt 

(1) As.of Itia effective transfer of ttle3 over such corpora. 
tions to ile Trust, non-lock parent governmeilt-owsed or con. 
trolied corpioratlons iralisserred to tile Trust may, Ii affirmed by 
Ih Committee, be converted Inio stock cornoratilons and ieir 
various charters are hereby expresiy amended for lisle purposel 
eachseict corporat;ons In have tlilr respective nelwortlss, after 
due adlustment pursuant ho Section 13 hereof, divided isto com
mon slharas o( Stock at par values as determined by tile Trusts 
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(2) Except as may be ol:lcrwee dqlieminad by tihe Trust,tIs riumbor and comoositloa of tile different boards of dlroc,
iors,.or trustees o( trusteed corporation ssall be fixed at five (5),
Iia provisions of their rospectivo chartertor articil of( hicorpo.
rations to is contrary notwitihstandIngiProvided, that this suo-
section shall Ilot Apply to governneslt corporatlOiss witis minor. 
Ity private slareliolderll ald Provided, furthser, that tile bdfrd 
mellibersllJp seats alid ofticersulip osltioits, as well as tile Inrcum. 
belts therecf, may continue usstil such lime as Ilia Trust shall
lave decided on eacihof tile irusteced corpor.llois. 

(3) The chairman and ineneors of Ile board of directors or 
Trustees sld the presidents or chief executive ollicers of Ilia 
trustoed coroorallons snail be appolllteds (a) In tie case of 
parent cor oraions, by tile Committee; and (b) In tile case of 
tuntildlary or affiliate corporations, by tile Trust. in both In. 
stances, it ill11 ave the aproval o( the President. 

(4) Tile Trust may rossIre any one or more of tlle Iristed 
corporations to adopt and hnplenicilt cust-js, uctlon nlelsu,s
tot enilallce tile viability, and thereire illa lsposabliity 01 "lilt 
corporations, to pnttelltial lsycrs; alsd such measures ma1y Ili.clusi aoerso isn ai r raticlIlne tll piasils

(5) Tile Trust May direct any ali Its trustod con-poralonstoIo f wihinrealsllcllysbln~ one or otixeuIhll-lthesTrust 
poratlons to subsoil to It within realislicAily ilxan iIlmo-tabies, 
suci reports and osher Information as tile Trust nlay require Ill 
Ile exercise of Its ownorthlo and disoositive roles overcorporaitorisi and suci 

adcorporallog TrI Jmanlaalory.
(6) u T Trust slay cause truslerd crooralis organized

through tlie Cororaion Coda to usoergo ror gatizal is, 
mergers, consolidations, spin-ais and oilier corporate acd Uf 
shlnilar nalure as tile Trust may dceom necessary or deslraplo to 
ia: Sen dlsooitionii or ps v itivat on, provided such nAnila."athat majr
coroosaloporationl acts sliall aOplli,'lbie,orin and Ilia al Cor-Cade wlere coil w ith shaltprov liliso Iliain assy case Ilava the 
prior approval 0o ile Conliltte. 
priCr 26. Commiat tee 10 0er e T eV ie ehis
SE . 26 Committee to 0lenln e Transfer Value. Tie CommitteeIs hereby vesled with lull and conplee powers and prerogatives to

detersine She values, oilier terms and conditions, at willcl govetnlllest 
corporate assets and liablilties sliall be Iranslerred Alto co vlveyedtO the 
Trust pursuant to tile mandate of tills Proclainaliossi Provided, Ilsal, 
ally valuation arpnvad by. Ihi Con for utssA. ( Ihi Iransfortro purposes

tO the Tiust sisl) not be deemed as a condonations of any obligalIon
t o t h Tr u t hal y n o t v e ed ancby ay thlrd Involved.rarny 

SEC. 27. Aulomatic Termination of EmPleyerhEmi oyee helitols. 
Uponkithe sae or otlher disoolton of tie110 e~il atid/or controlling
Interest of lila govorstoent In a corporation Ield by te Trust, or alt or
suUsantilally All f Ilia assets of. Such corooratlos, Isa insplioyer. 

,30101Oyo relations Datwoen tile governliOnt and tile officerspSIsonisal os lucln cosooratliOs liali taerinilale and oiterby operation of law,

None of such oflicers or employees tall retain any vested righit to 

future onilIoynient In Ilia rivatIra or disposed corporatlost, and tile 

now owners or controlling Interest iollhrs tlecreof 5l115 have full and 

atiolule discretion to real or dilnilss said niflicers and enployes and 

to ilire the replacement or eoolacements oi any onin or alt of ihalin as 

Ilia pleasure alit confidence of 
 sucs owners or controlling Interest 

holders may dicata., 


Nothilg In this sectiosi isall, however, be construed to deprive said 

offlcers and esnoloyees of thelf Yeled entillesnenis In accrued or due 

cotspansallon asid Oilier bnefits Ilcident 
 to thelr amployment or 

aitaciling to termination urldef anoilcable emoInyment 
 cOiiracts,

collective bargaining agreements, aild applicable legislalion. 


S5W. 28. Tnsls Succession to Powers and Finctlions ot Attaching

Ministries. Tile powers and 
 fusictiois Of tIle relevant nilnistries over 
corporations respactively attaclod to tliesn under tile inlcqrated ne. 
organieaiost Plan Insofar as these powers an:J itsclons pentAl to cor. 
porallons transferred o eaTrust, sitail devolve upon and Shall be exer. 
cited by the Trust over sucil iranslerrod corporatlons. Tile unexpended
baialnca of appropriations If any, earssarked tr tile suoporl of Sile 
oparallosns of Sie transferred corporaions renlalnshig In lia control 
of tile aforesaid millslrels, wiali also be trans(erred to tie Trust to form 
part of Its Operating Funds at specified In Section 11 of tihls Proclama. 
lion. From tlil date of tile transfer of a governmeni corporation to tIle 
Trust, all the requesls lot budgetary oiJIlays from Ile reneral Fundby Such corporaion shall be subject to Ite prior approval by tIle Trust. 

SEC. 29.Interim Resonsibility for.Transserred Alltes. Ourinj theperiod riar,to tocelot by A goyernment Inetitutlon'ol notice from the 
MaIlonal Government ihrougn the Committee Illat arenqaments for the 
massaqemen t or assess tfanserred, trom .sucn government Institution 
undler tille Pro:iamaton lave becone effecive, sucnv government In..t
t1lullons snlf 04.responsible for, hOminisloring tuel i.sste for and 

on b"1nall or the National Government under sucn termsand coiditions 
as may be agreed UpLI1 by.the National Government and the govern. 
Ment Institution. 

SEC. 30. Incontestoillty. The determ:nallon by and decision of the • 
Comnniitet Iflat ihe terms on: whicit an aiset tois 0-0sold or oltlerwiso 
dil osed of are consistent witile oblecllves in tilts Proclamation and 
In tile best Interest o the National Government shall be conclusive. The 
validity of ally laic or disooslilon concluded by tIelaNational Govern. 
ment actin-I ilrouae he Trust Its .ulhorlyrd agent or-entity under iris 
Proclamation sialli, ex.oot for iraud, breech or material mlsreoresenta. 
lion on Ilia part of the Purcsaer, be Incontestanle end be bindlng and 
enforcesote against tile National LUovrnment and all third artiles.

SECt 31. immunity andinsiemnity Provision for Committee Mm. 
besl and Trssstees. 

(1l No civil action s AIll lie. against -tIn Com m ittee and/ortheCom and no clvii or criminal action shall prosoer iag/ainst 4 
memoer of the Committee or a Trustee In its or his dlscnarge of 
tile tass. and functions contemplated by tills Proclamation, un. 
tests (aI the act or Omission complained of clearly reltes toes elh atoomsincmlnee aceryeaesoa 

provislon at this Proclamation the performanCe ofwnc is exorestly devolved or Delegated to tile concerned d. 
linsant as a m inisterial - ny e'thjr than s discretionary or Ju ds. 

mental tunctlon, and (0) , act or omission is attended by 
frauds ad faith; grossnegigenc; or violations of the provisions
of the t Lw • 

in t heGeventeet ae membero th(2)2 the athat any of the rommittee, or a 
Trustee. or any meosber or.tlelr respective Stalr during or afterIncumbency, Is called upon to defend his actions, related tot atetp iormance or non-nerlorm ance o( an act, or the executionOf a transaction contemplaed by this Proclamation, be(ore any
aOmnstratlve, Judicial or legislative proceeding; She government
sa l provide im wit counsel without C A, o shoulder and Dy
tle co i e hi s choiceountwlt aOher t ga.
Ia cost Of A COUllSel Of his ChiC, is well a& other costs otsi 
i or wnlcn he may be held Ilaole Provided, thee;wnere the 

vi l or cr im ina l a xlt to n is b a s e d o n (a ) An d- (b ) o f h e p r ec ed lngparagraon, An the niemoer.. of tIe Committe or Trustee or o( 
Ihlir respective staff is found gulity of tie acts comolained of, 
sc eors~s efiylal osi emut~h oensuch mcmor Shall be fully laOle to Alto reimburio.the Govern: 
Mant for all susne advanced by the Government In accordanca 

wills tile orovislons of Ihis. Sectton to cover cost of counsel andoilier coa 0olitigatio . . . 
SEC. 32. leceivershios. Without preluclce to any other remedy. 

,or course of action avallaol to. Ilia. Trust, Ir-s Securltl-s and.lE.:-hnqa"
Commission silall, In addition to thI lurl llctlon and Powers conferred
 
on It by Presidestlial Decree No. 902-A, upon oslition filed ax-oane by,

tlle'Trust, apooint a receiver nominated bythe Trust Io take over She
 
managemett And custody o( Ine prooertles of a corporation referred to

Iiai Trust o( wnose obligations [lave been referred to the Trust under.
 
this Proclnlation. 
or wllich hoilds assets lupIect to liens in faver,of the
 
Trust, In cases wlore such eoulty, C:Ilgallont or liens hlave been re.:
 
(eried by the Trust .10 external agencies tor conservation and'disposi.

lion and there Is. Imntllneslt danger of dissipation, toss, wastage, or..
 
destruction of assets or oilier Prooertiea 
or paralitatfon ot tile business
 
operations of sucnl.corporatlollswhich may be pretudicla So the Into..
 
rest 
 0f it stockholders, creditors, the general puDIlc.or tteesNaltonal
 
Governnsent.or whlere Ila appolntment of a receiver has.been stipulated

by lile parties to be a real or Clialtel mortgage or ottor agreement as an.
 
aid to toreclosure Ilsereof; Suchsreceiver 
 ilall Save all. Powers Of &a.,

gular receiver under tite rovlslons-of 1li 'flsies of Court and of a
 
manaqenent board or Section 6 .(0)
body under Or Presidantial.Decree. 

'No; 902-A. 
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. SEC. 33. Proceeds frOm'Sales of Agssl. All proceeds from the sale-
O other 01sposition of assots net ot:fees, commissions and other to.lmoursaole Oxotlnses.Of ihaTrust lilall farm airt of if.. General Pund 
of ttie National Govetrisimeist andltheNoiyl be rosnittold touGornmenrst o n tile Natlilal Treasury.'wprettedPotiedN owevTeaur, " the- Trust Snailbe entitled io rolaii, uoon approval by.hel Committee;.!sucn portion at lilo proceeds as may be necssary to .mailtain a re-,volving, fund to be utilied (or, tile payment f Ifoesand reimUursable,expoenses and meeting the Cosls And expenses IoaIncurred by tile Trust In •eqlfaive.boay Phl lotISlsndpotrethe. consorvation and a report on the status of its asset distioodiloosillon of the assets held by It, or otilerwlse,in tie'performance of its reSlOOnstbiittes uncder'this Proclamation, In..,ciuding Such amounts. as, may.. be required 10 service, borrowingscurro by Stirs.Trust in..Pursuant to the authority ad for tile purposesprovided In.thisProclaetlo ,. . ' . 

in resect
Porase e car.subsidlalerof "feeoftproceeds,'parent-governmentfrong.|,ials or dir alsooiltIo flcorporations Suci proceedslilil'"accrue .to ,tile parent corporation. The procearsnail' be net of
fees;-, ommissions' 3nd other relmoursadle exoenstes at ilie Trust 
is
loocovea by the Commlstto,.wnere the. disposition. was undertaken 
. ; -

SEC. 34.. Exemolton from. Taxes, Fees and Oilier Charges, TileProvisions of- any.law contraryWell'as tile corporatlons.andto the
assail notwithslanojlig the Trustheld by It,shalt be exempt from Illas 

taxes, foet, clarges, Imtosts, and assessments arising. from$loned by tn passing of tite over or occa.such corporations or assets Itromgovernnent Instltulionss to the Trust and/or train tile 
the 

T(ust to a Privateac1uisiinr or buyer imposed by tits National Government or any tub-division thereof' Incluaisg but not Ilmited io ILocK transfer tame&.
caOlita gains taxes, documentary stamrs, freistrattonProvided, tialt n 
iee% and the IlIklIn cale said oovsrnment institutions acouired tie saidassets by tiletorectosure, solO'tayment" of similar taxes, tees, charges,Imoosts, 5550 assessmess .ahil.not be. a bar to (ite consolidation of title.In the foreclosing institulions nd,the subsequent passing o( title to the

Trust or the coroorasions held by It-Trus1".I The sale. br'. transfer of 'such. loodraltions- .or assets snail not be 

.niolnrd or by.the
hinderod existence.of any liensby way of taxes;.cliarges or Other assessments:in favor of tile "overnment at the time e1 saseor trantferi Provided. that the Procceds trom such sale. or transfershall ce subJect to a tax lienand first be applied to satlliyaucll o01ga.lions secured by said liens.

'SEC. 35. Audit. Generally accepted accbuntinq princioles shaiiabsierved Itntile,rust, recording of the transactions o( the Committee 
be7 

and teofthe corporations trusted to iheNational GovernmenLor to (he"rust, or"of transactions relaled to assets simolarly trusteed. Foruroosa of Insuring the regularity and Integrity of financial 
the 

transactions 
I aioramentlaiteo enttlus, and of transactions related to the assetsvIth' whlch they officially deal, and to laclltta(e te disposition ofasts to private anitias,. such eitles andfOIIOwss assets may be.audi,d as-

• ,. 


(1) 'ie Committee ant tile Trust inallbe subject to auditby She Commission On Audit; Provided, however; tiltconsonant
tleoiblllty nlanda tedwili tile criterion on its operations underthe urovisions of Section 13 of this Proclzi.ailon, Ine Trust at itsdiscretion and option may ut/iLseie, !S ofdreoulaole

private auditors If autllorlzed by Ine cOfJr!lt_ in o, Audit. ' 
(2) The non-performing allots O$ q , .. tit "1nanclai In..stIlutlons trusteed to tile National il.nvc..ment directlythrough the Trust for disposition or prl ratlon may 

or 
continueto be Sublect to Audit by private audltorsli.. . . .
 

. (3).. GovernmenS-ownred 
or controlled corporatlons aoorovedfor disposition and transferremi to ileNatlollal Governmentdirectly or itirougil the Trulsshill continue to be audlied by theCommission on Audit for. as long aS they Have not yet been dis.
posed 0f; and. Ifconsidered necessary by tile 
Trust for. actll.•tarng tile divestment thereof to prospective private Sectorbuyers, may- also be audilea by private auditors. 

'
 
; . *SEC. 36. Sucn tur or wnisu s may be necessary for the transfer dla.ss&ts and ilabilities, Including ilablllties of government financial Intt1.
,tutions due tice National Gnvrnmelt, to tile NiOll Government; w 1 assl servicing thereof are hereby appropriated subject to tileavail&.billty of funds In in@ National Treasury.
'SEC. 37. floorting Requirements. Tile Committee shall 
at leal ona semi-annual basis Submit tie Preident f Ith 

program,which. report snail.Include a description of' the Individual assets di.' posed of; tile purchasers thereof, tileconsideration received thereforand tthe agreed terms ot payment.
'The Trust. shaill report' oil a quarterly basiiIts Performancefinancial condition to the Committee; and

and within three (3) months 
from tileclosure or books at the end of each fiscal year, suonit a com. . preliensive annual report through the Committee, to tile President andto the legislative body on tilestatus o( tile privalization efforis Alid Itsasset dlsposItlon program, which report shall Include a description oftile Individual. cornorallons privatlled and assals disoased of, the put.
chasers thereof, the consideration received therelor ano the agreederies of Payment.. 

•.. ARTICLE V. MISCELLANEOUS PROVISIONS 

SEC. 38." Seosraillty Clause. Any portion or provision of thisProcianta(iol may be docieted uliCOrsl(itutloI1 allah not Iave the nitactof nuilifying tile Oilier provisions thereof: provided, however, that Sucn
remaining portions can still stand and 
 be given effe:[ in their enlirelyto accomplisn tile obiectlvas of this Procimatton.SEC. 39. Repealing Claute. This Proclamation suorledes Presiden.tialDecrees Not. 2012 and 2030. All laws and decrees ndiaill-oliereeculive orders, ruies and requlialotais, or Parts tlterootl,;incoss sientwith any of tile provisions oif tills Proclamation are hereby repeated or
moalled accordInqly,

•SEC. 40. Elfecttylty. This Pro,:lamatfon shall tike effect Immediale. 
ly.. 
'Manila, December 8, 1986. 

By iMte President: .s..R A ON C. A UiN e President of the Philippines 

Ell P.ARd 
-

c r 
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MA LACAF4ANG 

13Y THE PRESIDENT OF THE PHILIPPLNES" 

PROCLAMATION NO. 50-A 

MODIFYING PROCLAMATION NO. 50 

THe follow.ing'sectioas .. No. are herebyn Proclanation 50 
modified to read as rollows: 

Section 18 shall. hereafter read as Colflows: 

.... "SEi:C. 18. 2Meetings, Quorum. The Trustees 
sh:.. meet -s frqwe-itly ;as is necessary to discharge 
its.r-. . n'p,I iies, ',ut sh Rllmeet at lea.-t ,every two 
weeic.s. The presem .eof a majority or the Trustees 

con'itu: " quo run, and the concurrence of a 
rnajorityof t he Trustees present at a meeting at whiclh" 
n quorun exists shul[ be AQdeQLuIte for any decision by. 
the Trust; Provrided that, where the matter inroL-res a 
prps:.i] ,or ,is ti r ,-ehath il .-m O tion or any-asset , 

the cr,)currleune or at least four (4) Trustees shall be 
nec essa r-y. 

Se.;- 125(3) r .h:,L hereaFter r : s Fol-ws:the reo a,3 

SEC. 25(3). The Chairman and menbers of the 
blonrd or direci'ors or Trusters and the presidents or 

e_.ief o! the tz-ustee,] c.)rpor:t'0l.ons.icuiveofricers 
s!mnll, be :tppoi.nted: (a) in the case ur the parent rorpora

by the Cotnmittee_; and (h) in the case or sub)sdtia ry 
or affiliate corporations .'by the Trust- In both instances, 
any suoli appnnitment5 ,-h:.ll be subject to the confirrhation 
orir rlz.,nge by, the President. However. pendin-g such. 
coiCirrnaton or uihnnre, the appointecs or the COP or the 
Trust may assnne o,,ice anl dish.irue Lhe respoasibi
lities thereof until such time as the President disapproves. 
or rea:ls the appointment and appointts ;treplacement." 

Section '11. is r'stor hu t,Jshill read as Follows: 

"SEC. 3L. No LnjunnLioas . No court or a=imi
nistr-ative Ate:ncy sh:]l iss:ie ainy rtsLaiing order or 
injunction u-;gin.int the Trust in coincation with the acqu i
sjLitO . s:tLie or ".lLpositiol, or assets transferred to it 



1 u nt to this P lo l l a i l - N or s hlt i 7mjc h rror)) by~1t i~. 1e t isstuu~toIi's anyZ I rotr~o assetsPs)'3 3" bs0dy th r -iun p e l' s uc il pu ae r from i taking~~ L'.ny~s-Set purc[1as buy hirn.1 
1:Dlln in the City of 'Mani1',teYear Or OUr LOrIlp 

thiS 15th day or D~ecember inninetectl hundred and eighlty-Si. 

B3y thle Presid~ent: 

VQK-rCER P.- AR~ROYO 
-Acting E-Cecutive S' cretary 



N, OPERATING GUIDELINES FOR
 
ASSET PRIVATIZATION TRUST
 



ANNEX N
 

COMMITTEE ON PRIVATIZATION
 

Proposed Ooeracing Guidelines for.
 
Asset Privatization Trust
 

I. As provided under Proclamation No. 50 creating the
 
Committee on Privatization and the Asset Privatizacion Trust,

hereinafter referred 
 to as the Committee and the Tritsc, the principal 
purpose of the Trust shall be effectto or cause to be effected,
 
'directly or through other external 
 agencies, the disposition within
 
the shortest possible 
 period of assets transferred to the Trust. The 
Trust in its divestment program should seek, thein soonest time
 
possible, to restore the existing physical facilities involved into 
viable and productive operations, under private sector management and
 
ownership, and thus to contribute towards national 'economic recovery
within the context of a private enterprise system. Within the context
 
of this major purpose, the Trust is expected to generate maximum casii 
recovery for the National Government. 

The Trust shall discharge its responsibility and perform its 
functions in accordance with the following guidelines which are hereby 
being established by the Committee pursuant to its authority under
 
Sec. 5 (3) of the Proclamation.
 

2. For purposes of these guidelines, assets shall include (i)

receivables and ocher obligations due 
to government institutions under
 
credit, lease, indemnity and other agreements together with all
 
collateral security and other rights (including not
but Limited co

rights in relation to shares of stock in corporations such as voting

rights as 
 well as rights to appoint directors of corporations or 
otherwisL engage in the management thereof) granted to such 
institutions by contract or operation of law to secure or enforce the
 
right of payment of such obligations; (ii) real and personal prQperty

of any kind owned or held by government institutions, including shares 
of stock in corporations, obtained 
by such government institutions,
 
whether directly or indirectly, through foreclosure or ocher means, in 
settlement of such obligations; (iii) shares of stock and other
 
investments held by government institutions; (iv) the government
institutions themselves, whether parent subsidiaryas or corporations; 
and (v) such. other. items as may subsequently be identified by 
the
 
Committee.
 



1. GENERAL PROCEDURES OF THE COMMITTEE 

3. The Committee, initially, will be receiving assets for 
disposition from three major sources. These sources of assets are as
 
follows:
 

(1) Development Bank of the Philippines;
 

(2) Philippine National Bank including those of its own and 
those from NIDC, its wholly-owned subsidiary; and 

(3) Parent government-owned or controlled corporations,
 
that is, those created by special charter or of their
 
subsidiaries, as may be determined and recommended by the
 
Committee and approved by the President.
 

Assets from DBP and PNB shall consist of those non-performing 
assets, including loan accounts identified and recommended by the 
Committee and approved by the President for transfer from these banks 
to the National Government.
 

4. As soon as feasible, the Committee shall identify, by itself 
or with the assistance of the Trust and/or ocher disposition entities, 
preferrably even on a prospective basis, the most appropriate entity 
to undertake the ultimate disposition of any asset transferred to it, 
as well as the interim conservation and in extreme cases 'the 
rehabilitation, as may be necessary, of the asset. These entities to
 
underrake disposition may include the following:
 

(I) The Trust, in those cases where the Committee has
 
considered that the asset can be disposed of on a productive
 
entity basis, whether actual or potential, or where the
 
disposition of a parent government corporation is involved;
 

(2) The government financial institution from which the
 
non-performing assets were transferred, namely, Development Bank
 
of the Philippines and Philippine National Bank, for those assets 
which the Codmittee has determined as not suitable for 
disposition as a productive facility, and which therefore should 
be disposed of as physical assets and in much the same manner as
 
other acquired assets of the bank; or
 

(3) The parent government corporation concerned, in those 
cases where it has itself decided on the divestment of its own 
corporate subsidiary, where it would wish to undertaken 'the 
disposition itself, and where the selection of the parent 
corporation as the disposition entity has been decided upon by
 
the Committee. 



5. Where the Committee has decided on a disposition'entity other 
than the Trust, the Committee may nevertheless assign to the Trust the 
task of monitoring and coordinating the disposition activities of
 
those ocher entities. In any case, the Trust shall at all times be
 
kept informed by all ocher disposition entities of their respective
 
disposition activities.
 

B. GUIDELINES ON THE TRANSFER PROCESS
 

Under these overall principles, objectives, and purposes, the
 
following initial guidelines will be observed by the Asset
 
Privatization Trust, hereinafter referred 
to as the Trust, in the
 
conduct of its d:isposition and divestment activities:
 

6. Transfer of Non-Performing Assets to the Trust
 

Assets may include (a) those evidenced by ownership of shares,
 
whether,all, or a majority of, or even a minority of the shares
 
outstanding, or (b) the physical assets themselves, such as real 
estate, improvements, physical facilities, or equipment. Assets may

be further classified into (a) those over which the transferor
 
government financial institution has acquired ownership, and (b) those
 
which are being held by the government financial institution as
 
security for loans, whether past due or current. 

The Committee shall refer these non-performing assets to the
 
Trust, which shall examine and evaluate these assets to determine
 
which of these non-peforming assets can be disposed of directly by the
 
Trust, or by other disposition entities which may or may not be under
 
the direction and responsibility of the Trust.
 

The Trust shall submit to the Committee the results of its
 
findings, including a recommendation on which of the assets the Trust
 
feels (a) should be entrusted to the Trust, and (b) can be best 
disposed ofi*the government financial institutions themselves as gauged 
by the Trust, because among other reasons they are not enterprises 
with a viability potential, or negotiations for their disposition are
 
in an advanced stage. Furthermore, the Trust may encrust the
 
custodianship of assets assigned to it by the Committee to the
 
government financial institutions who shall "n such cases, be, in 
effect, custodian-trustees of the Trust.
 

7. Determination by the Trust of the Priorities for Disposal
 

Within the overall context of rendering productive once more idle 
or underutilized assecs, the Trust, as a general rule, shall give 



priority to situations that would yield the maximum cash recovery in
 
the shortest possible time; 
however, priority attention may also be
 
considered under certain existing circumstances, such as where (1)
 
the cost of conservation and/or maintenance of an asset-is great, (2)
 
the rate.of deterioration of plant and equipment is rapid, (3) 
rehabilitation by new owners could immediately generate employment or
 
have strong linkages with ocher industries, or (4) locational
 
considerations apply, as in certain projects which may be the sole 
employment sources in their respective locales.
 

C. GUIDELINES ON THE MANAGEMENT OF TRUSTEED ASSETS
 

8. Policies on Conservation.
 

The Trust may continue or initiate, as the case may be
 
appropriate steps conserve physical assets itsto the entrusted to 

care.
 

In the cases of productive facilities which are not being

operated, such steps shall be limited to preserving the assets from 
further deteroriation or loss, providing the necessary security and
 
maintenance services in the process.
 

In those cases where the facilities are being operated, the Trust 
shall ensure that the net cash operations resulting therefrom shall be 
adequate to cover its requirements; where such operations will result 
in a negative net cash position, the prior permission of the Committee 
shall be obtained. 

9. Policies on Rehabilitation
 

As a general rule, @he rehabilitation of assets prior to 
disposition should be avoided. In exceptional cases, however, 
physical rehabilitation, including financial restructuring, could be 
considered if an asset or company is to be butjudged marketable 
rehabilitation 
is required for (I) sheer physical conservation of
 
assets where shutdown or mothball costs may approximate costs of
 
operation; or (2) preservation of factor inputs such as technical
 
skills or maintaining necessary-to-the-enterprise contractual 
relations such as franchises, supply contracts. Again, in general,
 
assets entrusted to the Trust should not incur additional government 
exposure for rehabilitation. 



10. Policies on Restructuring, Hergers and Other Reorganizations.
 

As an additional option, the Trust could undertake business
 
reorganizations such as spin-offs, mergers, and the like, if 
judged co 
be useful, and deemed essential to enhance marketability. 

D. GUIDELINES ON THE DISPOSITION OF ASSETS
 

11. Choice of Markets for Disoosition
 

Where the realizable price is equal, preference should be given
 
to: (a) buyers who intend to rehabilitate an asset for productive 
utilization within the country, (b) buyers who 
are nationals or, in
 
the case of corporations, the majority shareholdings of which 
are
 
owned by nationals.
 

In developing the disposition strategy for each asset, due
 
consideration will be given to the availment of public 
securities
 
markets, employee stock ownership plans, debt/equity swap plans and
 
other possible sources of capital.
 

Foreign equity participation in enterprises which will continue
 
to be operated domestically shall be in accordance with existing rules
 
and regulations governing foreign investments, the specific policies
 
for which may vary, depending upon the particular sector. 

12. Valuation.
 

Standard formulae shall be used in order to esrablish a range of 
values, including appraised value, replication cost, capitalized 
earnings approach, and other accepted methods; in any case, the
 
valuation methodology should be suited to the characteristics of the
 
particular asset being sold. Serious efforts shall be made to
 
establish the realistic economic value of assets, especially those 
which appear to be overpriced acquisitions or overdesigned plant 
investments. The valuation processes critical for the
are 
establishment of realistic floor prices, since the rule would be to 
sell via bidding procedures. Where the bidding procedure does not
 
provide the basis for determining a fair floor bid price, a mechanism 
to determine a fair floor bid price or a fair target bid price shall 
be worked .out by the Trust and approved by the Committee. 



13. Sales Methods
 

(1) Bidding. 
 The use of sealed bids 'should be followed, with
negotiated offers being resorted 
to if bidding should prove
unsatisfactory, impractical, 
or inappropriate under the 
individual

circumstances. 
 Cash bids would be given preference, and all bids must
have a posted bond from an acceptable financial institution. in any
case, the bidding rules and procedures to be followed for the

disposition of any particular asset be and
should publicized made

known well in advance for 
 the guidance of prospective bidders. 

(2) No Portfolio Position. 
 As a rule, the Trust should not

take a new portfolio position by selling on 
installment basis since
this would 
impose the burden of multi-year account monitoring, lead to
the possibility of subsequent foreclosure, or extend beylond the life 
of the Trus;.
 

For sales on an installment or deferred payment basis, 
the Trust
should require a covering guarantee from acceptable financial
institutions. Such a guarantee would further and establish the
bankability of the transaction, and would 
 allow the Trust to discount 
the receivable paper without 
recourse.
 

(3) Use 6f Brokers. Whenever appropriate, brokers may be
used, provided that 
terms and conditions of their engagement 
are
 
clearly set forth in advance by the Trust. 

(4) Where deemed appropriate to protect continuing operations

and financial well' being of assets to be sold, the Tr,.sc may requirepotential investors in or buyers of any particular asset/corporation

provide reasonable information ccncerning their
to 
financial,


managerial, 
industrial and/or other credentials. The Trust will
 
consider such information in qualifying bidders.
 

14. Sale toOld Owners
 

Sales of acquired assets to owners is butprevious discouraged,
not prohibited. Where there are at least three bidders for an asset,
previous 
owners should not be qualified for bidding. 
 Where previous

owners are qualified because of 
the lack of sufficient (i.e., three)
bidders, or due to some compelling justification which shouldAPT makeknown Committee, shouldto the they be so idenified and iuformation
provided on any outstanding unsettled claim of the bank against such
previous owner. The recommendation for the approval of sales reportsubmitted by the Trust to the Committee should state whether the asset
being disposed of is a physical asset or a financial asset and in
either case, the Trust shall inform the Committee of the implication
of the proposed disposition to an 
old owner on the outstanding
 



unsettled claim of the bank of such owner, more particularly, if the 

sale price will not cover the entire unsectled claim, as well as its 
recommendation on the concommitanc action to be taken under the 

circumstances.
 

E. GUIDELINES ON OPERATIONS AND ADMINISTRATION
 

15. As provided for in the Proclamation, the Trust shall be 

provided the greatest flexibility in its operations. The necessity 

for prior Committee approval and review would be initially limited to 

the following: 

(1) General programs, priorities, and criteria.
 

(a) The general program of disposition, inclusive of
 

assets to be disposed of by the Trust, the sectoral or ocher
 
basis of priorities of attention, and tentative timetable 

for disposition. A preliminary program should be submitted 
on or before March 31, 1987 and the detailed program on or 
before May 31, 1987, without prejudice to the submission of 
subsequent adjustments as may be warranted. 

(b) The organizational, financial and operational
 

requirements of the Trust, including its budgetary 
proposals, for its administration, its operations, its 
disposition programs, and its conservation and 

rehabilitation requirements. A preliminary draft should be 
submitted on or before March 31, 1987 and the detailed 
program on or before May 31, 1987, without prejudice to the 
submission of subsequent adjustments as may be warranted. 

(c) Guidelines subsequent proposed by the Trust for
 
its internal use which may deviate from the general
 
principles embodied herein.
 

(d) Borrowing funds or contracting loans from whatever
 

source, or availing of assistance from official bilateral or
 

multilateral sources.
 

(e) The retention of any proceeds arising from the
 
sale, or where necessary the lease or management of assets
 

earmarked for disposition.
 

(2) Individual disposition of assets.
 

(a) A recommendacion/position on any specific asset
 
approved for disposition, as to whether the disposition is
 
to be undertaken by the Trust or by other entities, and if 



----------------

by the Trust itself, whether directly or through the 
utilization of other disposition entities.
 

(b) Any recommendation for the rehabilitation of 
an
 
asset, Qr the continuation of operations of an asset on a 
negative cash flow basis, 
which will in either case entail a
 
guarantee by,.or commitment or exposure of, additional
 
National Government resources.
 

(c) Any recommendation to sell or transfer 
an asset
 
submitted by the Trust to the Committee shall include 
information on (1) the buyer, (2) the price and other terms 
of the sale and (3) where the selection procedure had 
deviated from that previously approved by the Committee, the 
modifications in the procedure employed. 
 Prior approval of 
the sale by the Committee as to buyer and price is required
before the sale can be consumated, provided that in the 
absence of advice to the Trust by the afterCommittee the 
lapse of 30 days 
from the date a sales recommendation is 
received by the Committee of the disapproval by the latter 
of a recommended sale, the Trust is authorized to proceed 
with the recommended sale. 

(3) For proposed actions of the Trust other than 
those

covered in Section 15 (1) (c) above, for which prior approval of
 
the Committee is required and where no other government agencies 
or entities are involved, Committee action on the request should 
be undertaken not 
later than 30 days after receipt of the Trust 

, proposal, and the results forwarded bly the Committee to the Trust 
within another 
10 days. In the absence of notification from the

Committee to the Trust after the expiration of the above period,
the Trust can assume that the proposal has been appproved.
 

16. It is expected that, in the process of keeping.permanent

staff levels at a minimum, the Trust will have to rely to some extent 
on external advisors, consultants, and other expertise to fulfill its
mandate. While the Trust has the discretion to determine the scope
and nature of required external expertise, the Committee shall be 
notified of all such engagements, without the need for Committee
 
approval or in any way impairing the right or authority of the Trust 
to u;idertake such engagements pursuant to existing law. 
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ANNEX 0
 

LIST OF 121 GOVERNMENT-OWNED OR CONTROLLED CORPORATIONS
 
Reviewed for Privatization
 

As of March 31, 1988
 

A. Approved for Privatization
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MEMORANDUM OF APT' s BOARD OF TRUSTEES (BOT) 

The Government's Privatization Prooram
 

The p,-,l ii y f-undat ion cof the F'hi lippines' F r i vat i Zati,on 
Pr ogr am, in common with almost all countries that have adopted
such programs, is that the c',vernmenthas n- bLsiness to be in 
bLsi hessf 

The annour,ced objectives ,of privatization are to,: 

1. 	 Reduce financiAl c-,sts toci the government, where 
goivernment enterprises 
are being operated at a loss 
and any enterprise whcise ROE is belc:w the government's 
fundinq cost is really operating at a loss.
 

2. 	 Permit go-,vernment to concentrate on governing. 

3. 	 GIenerally, to achieve higher levels of effi:iency: in 
resz uirce use, in services rendered ti:, the public, etc. 

4. 	 Av,-,id market distort ions resLIltina from government
enterprises oper at i ng with advantages (nc-cost
attributed funding; tax exemptions; special infra
stru cture Suppo,rt; lower cost manpower; eti:. ) in 
,cmpetition with similar activity private enterprises. 

Bey ond pr ivat izatio:.n o-f lovernmen t oz,wned or :,o:n t r,:l ed
business assets, the 'civernment has declared its intention to 
r edue government intervent io-:n in private se: t or c,:mmerc i al 
activities in -:rder tco: 

1. 	 Av,id market dist-rtions from favoringiO c r disfavoring 
speci fic enterprises -,r soe,-i fic sectcrs. 

2. 	 Avo id raft and ,-,-,rrLOtin - almost inevitable when 
inadequately paid bureau,:ras are assigned to man 
favor-dispensing agencies or check-pci nts. 

3. 	 Av, id devel,oping_ a dependancy-on-favored-treatment 
behavior in the private sec-tor, resulting in resources 
being co-,mmi tted to uneccn :, ii,_---t who-seivi ties 
finan: i al SLl:ess is wholly dependant .:n government
pr,:videcf sLupp,rt or protection  necessarily at the 
.:cost :,f the people in general and the cust,-mers in 
par t i, ul ar. 

TELEPHONE NO. 815.9201 to 05 o TELEX NO: 45525 APTRST PM 

F,AX: (632) 819.3329 o CABLE ADDRESS: APTRUST MANILA 



The Asset Privatization Trust 

The government actually initiated its privatization actions
even be fore Pr:-,,lamation 50 (and 50-A) , c:onstituting the Cabinet 
level Committee on Privatization (COP) and creating the Asset
Privatization Trust (AFT), was signed on 8 December 1986. 

F'rior to the above date, the government agencies in charge
of government owned controlledand c:,rporations (GOCCs) were
authorized to ,ommence privatizing the GOCCs, and the DEB' and F'NB 
were autho:rized to privatize (really disp:,se) the non-performing
assets (NF'As) 
 they had tranw ferred to the National Government
(NG) to enable them to be "born again" banks. The program was

directly overseen by the President's Office until 8 December
1986, when this responsibility was given to, the C:OF'. 

The AFT was constituted cn 9 January 1987, when Fresident 
Ccrazon C. Aquino inducted the following: 

As Chief Executive Trustee: 

David B. SyCip
 

As Asso:ciate Executive Trustees: 

Johnny M. Araneta
 
Ramon T. Garc-ia 
Manuel 0. Lim, Jr. 
Rainerio 0. Reyes, who served until 15 

Mar:h 1987, when he was appointed 
Secretary cf Transportation and 
Ccmmunicat ions the
by President.
 
He was reolaced by:

Le:pol-do P. de Guzman, who was indu:ted 
into APT cn 9 April 1987. 

AF'T' s Ta sk: 

The initial task assigned to APT was to take o,ver, as the

NG's trustee, and to then dispose, the 399 NFAs with a total
 
booked e "n o ur ,-,f about F'18 billion, and with contingent
ex:, sures titalling about F'33.S billion, which DEEP PNBthe andhad transferred to the NG cn 30 June 1996 (ac tually, some 30 NPAs
had been disposed :f by the DB' and F'NB, in whole cr in part,
tinder the interim arrangements cited above). N: GOC:Fis were 
assigned to, AFT until August 1937, and as of 31 December 1987,
only 10 GOCCs had been assianed to AFT for privatization (listed
in Appendix F). 



APT's first few mo,
nths were spent in sizing up the task,o'rganizing t,-, carry out its task, and getting underway.
 

Appended to this rep,-,rt 
are the fo,llcwing Appendices: 

A - AFT's Basic Organization 

B - Flcwsheet Fozr Handling "NPAs" 

C - "Doing Business With The AFT" (a hand-cut to' 
prcospective buyers) 

D - General Bidding Procedures and. Rules... 

E -. Rules and Procedures concerning Registered Bidder
Enlisters (RBEs)
 

Documentary audits 
 to ensure cc-nveyabi Ii ty cf a'cqui redassets (acqui b'y and.d DBF FNB - thru f':reclosure cf NFAs'mcrtgaged ass=_0 and enfcrceability :,f financial claims (forNPAs still in financial form assets - i.e. still in the fo,rmfinancial claims debtors) 
of 

cn tck weeks, aid loose ends arestill being pursued. Inadequate cr faulty documentauion is a 
serious prcoblem. 

Atting Underway 

The first pre-bidding meeting was held cn 07 Ma,' 1987 (allbiddings are 
preceded by pre-bidding-meetings to 
:larifv biddingrules). As of 31 December 1987 46 biddings had been c:onducted. 

A summary :f recoveries from asthe NPAs of 31 December 19S7is in Appendix G, and an accounting cf receipts is in AppendiM H,
with the detailed infrmation in the print-outs under Appendix 
I.
 

F'oblems and FRe,mmendations 

A major problem in the disposal of the NPAs is that onlyabcut 100 out of the 399 NPAs have been transfcrmed into acquiredphysical asets thru foreclosure by the DBV and PNE - i.e. mcstof the NPAs are not in ncrmally :onveyable form. Ev. among the100 acquired assets, several :'f the "big ticket" asE.ts remaintied Lip in litigatin, and thereforeare still nt readily 
cnveyabl e. 

In an eff:rt to dispose of financial form assets (FFAs)without being held up by *2tended - and sometimes, seeminglyindefinite - litigaticn, APT has devised several disposal m:de: 
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1. 	 Fersuading the deb t,-,r t1 acree to an unccntested
f'orecl ,sure and to waive redemption richts in exchange
for nn-enforcement of deficien-:y claims I/S. personalguarantees (where PNB 	 and DBP recoveries have beenalmost nil anyway), and a 5% preference in the bidding
for the foreclosed asset a in(or 5% share the winning
bid price - initially approved by C:OP but- later 
scrapped by COP). 

2. 	 Dire-t Debt Buy-Outs (DDBOs) by the debtors Linder
standa,d DDBO 	 offormulas universal aoolicati,n (t,:preserve transparency, there are no. ta i ored-to-fi tf,:,rmulas, and no case-to-case .applications cf any
frmul as).. Only _twoBOfrml a aVe = f:ir Lben 
ae ep ted by the CO as .a basis for determining a :.DDBO pr ic:e. APT is c,:,nt i nui na in its ef fcrts t,:, gain
acceptance cf other formulasDDEO based ,-on bottom-line 
realities (:,f what is realistically recoverable). 

3. 	 On 25 January 1333, APT is launching the bidding-cut -,fFFAs under an arrangement where up tC 50% o f thewinning bid price is placed in escrowan a,;cc.unt for
the 	 winning bidder t,:. draw on to :cover his recovery
expenses arid 	 the c, st s borne Linti 1 for le:!,-sure iseffected, or until Iloan is paid 	off to-, the winning
bidder's satis- fact ion (APT having finally cbtained 
COP's agreement to, co;nsider dispcosals by this mode). 

4. 	 If all 	 the cther dispcsal modes fail, APT is
recommending that the FFAs be returned to the DEP or
PNB (depending :n wh., had transferred them to: the N13)
either at a realistically discounted price (discounted
from the transfer price they had charged the N3) :cr
under a "for :,ollecticn" agency agreement. APT was not
Set Lip as a loans collection agen,:y, while DBF and PNBmaintain fully/ staffed l:ans c-,llection departments
(this is, after all, an intecgral part cf their business 
as banks). 

Failing the above., APT wOuld have to Q-, to ,urt to enforcecreditor rights passed ,:n to, NG the andthe by DBF PNB, and thisc,,UId take years under our present judicial system (i f thee.perience f DRF and F-NB is any gauge), and AF'Ts 5-year life,Linder Pr, :l amat i on 50 ends on 07 December 1991 - or, at the
latest, :on 03 Januar-, 19?' 

Appendi ' K ,:ontains a Ii sti n o f AFT'S re:ommendat ions to 
speed Lip the privatizatin program. 
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----- -------------------------------------------

APT is grateful to President o:orazcn C. Aquino: f,-,r herseveral publ i: expressions of ccn fi dence in APT, and the 
Fresident has APT's unqualified pledge to live up to its mctto

" :Lm Integretate Fa,-ere" (To, Accmpl ish With Integrity),

symbclized by 
its crest: the diamond to symbolize integrity,

and the cutting of the Go,:rdian kno,t by Alexander the Great to:
 
symbc lize 
a "can do and will dc" spirit.
 

APT 
 also, wishes to record its appreciation cf the lo:,yal-and

dedicated service rendered by 
its staff, many recruited frcm the
 
private sector tc serve at lower-than-private sect,or compensaticn
 
rates, and, with no "make-ups" in drawings 
 frozm , mpanies

temporarily placed in 
AFT's custody pending their dispsal.
 

Finally, APT's trustees want 
to, thank the President fcr the
 
opportunity to assist her - in 
a very modest measur.e - in her
 
efforts 
to achieve economic recovery, and bey,-,nd recovery, to,

achieve steady eccncmic growth. By causing 
 idled prcducticn

facilities to be profitably employed, 
 or by enabling

inefficiently used facilities to 
be more efficiently used, APT is
 
helping tc provide 
 gainful employment opportunities for both
 
pecple and capital.
 

Chief Executive Trot
 

David B. SyCip
 

Ass':":ah- -:,utive Trustees 

Jchnny M % eta 
 Ramon . ia
 

Le,:F,, / FI. de Guzman 
 Manuel 0. Lim, Jr. 

DS: hm:
 
17 January 33
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1. 
 The Government's Privatization Program
 

The program aims at a divestment by the government of 	 all business-related 
 assets 
not deemed
essential to the operation of the government.
 
2. 	 The Asset Privatization Trust 
(APT)
 

The APT was 
created under Presidential
tion 	50, Proclamasigned 9 December 
 1986 The APT is
government agency which, 	 the

acting 
 as Trustee
the National Government 	 of
(NG), is tasked with
the 	 selling
assets marked for privatization.
 

The Committee 
 on 	 Privatization
Cabinet-level 	 (COP), a
ccmmittee 
 headed
of Finance, 	 by the Secretary
decides 
 on what 	assets 
 the APT
to be tasked 	 is
with selling, and COP 
approval
required 	for all is
asset sales,
by APT of 	 Iwhether recommended
any 'other government 
 agency (government
aqencies 	administering government-owned

corporations 	 or controlled
 - GOCCs 
privatization actions, 

have been undetaking their own
and may 
 continue
so until 	 to do
such time as 
 COP 
may decide to 
 assigil
the task 	to APT).
 

3. 	 KindsOfAssetsOffered For Sale
 

There are 
two basic 	groups of assets:
 
3.2 
 The so-called 
 Non-Performing 
Assets (NPAs)
turned 
over to 	 the NG 
 by the Government
Financial 
 Institutions 
 (GFIs), mainly the DBP
(Development 
Bank 
 of the 	 Philippines) 
 and
the PNB 	 (Philippine National Bank).
 

3.1.1 
 Assets 
 in Financial 
 Asset 
Form 	would
be assets consisting of:
 

a) 	 Promissory Notes and other financial
claims vs 
 a borrower-enterprise

backed by mortgages 
 on 	 physical
assets (generally 
whole plants)

guarantees (JSS, 	

, 
surety bonds) 
,
 

etc.
 

b) Shares in 
 debtor 
(or other) enterprises: 
common, preferred, partici
pating preferred, etc.
 

c) 
 Lease agreements, 
with 
or without
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purchase option.
 

d) Installment sale contracts.
 
e) Restructured loans.
 

etc.
 

3.1.2 
Assets in Physical Asset Form 
would
 
be assets acquired by GFIs
the (or

APT for the NG) 
 thru foreclosure or
dacion en 
 pago. These assets mostly
consist 
of whole plants (production
 
facilities).
 

3.2 The GOCCs - these are corporations which were either originally set up by the government

or were, for one 
 reason or another, taken
over by the 
 government from 
private sector
 
owners.
 

GOCCs will generally be sold as 
 going concerns
 
- i.e. as corporations, but 
 sales of the
physical 
 assets of GOCCs, as well 
 as clean
balance sheet 
 sales 
 (where selected assets
 are balanced against 
 selected liabilities)

will be considered when appropriate.
 

4. Obtainin Information On Assets
 

APT will 
 issue General Catalogs (GCs)
volumes listing 20 to 30 assets. 
in
 

GCs will describe.
the assets in brief but sufficient detail to 
 inform
prospective buyers 
 of what the asset is/consists

of.
 

Interested parties may 
request Asset 
 Specific
Catalogs (ASCs) which 
 describe 
an asset in fuller
 
detail.
 

Since assets offered are used 
 assets, prospective buyers will want to examine the assets before
 
entering their bids.
 

GCs will be sent 
to all parties who registered
with the APT 
 their desire to receive them. ASCs
will be sent to those who specifically request
particular ones. 
 A small charge to cover 
 costs
will be charged for both the GCS 
and the ASCs.
 

5. Manner Of Sale Of Assets
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Assets will generally be sold thru 
 bidding
(negotiated sales will be 
the exception).
 

Three forms of bidding will be employed:
 

5.1 Open 	Price Bidding
 

5.2 Target Price Bidding
 

5.3 
 Base Price Biddina
 

The general bidding rules 
 for each kind of
bidding 	 are detailed in the 
 GCs. There will be
specific bidding rules 
for each bidding.
 

6. Price Basis For Assets
 

The determination 
 of what is an acceptable
price for 
 any particular asset will 
 primarily be
based on the
what earning capability of the asset
is - i.e. it will be along the P/E (price to earning)

concept.
 

7. 	 Payment Terms
 

Preferred payment is 
full cash 
payment. 	 However,
term payment will 
be accepted if payments are guaranteed by a bank acceptable to the Government.
 

8. 
 Business 	Opportunities In The Privatization Program
 

8.1 For 	entrepreneurs 
 - a chance to quickly launch an enterprise, without the long 
lead time 	required
to start 	an enterprise from scratch, thus saving
the carrying costs 
 of work-in-progress

(unavoidable 
in setting up a 
 new production

facility). There 
 is also 	 the advantage of
quick 
market entry. And, finally, the capital
equipment costs 
will probably be significantly
 
lower.
 

8.2 For 	owner-debtors 
- a chance bailto themselves
 
at a substantial 
discount 	if
out 	 they purchase
the financial 
 assets 	 pertaining 
 to their


respective enterprises. Literally becoming
 
a Born-Again Enterprise.
 

8.3 For 	 investors 
 - a chance to invest in new
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enterprises built 
 around assets 
 acquired
from APT or 
in existing enterprises by cooperating with owner-debtors who 
may require equity
or quasi-equity 
 capital to 
 buy-off their
 
debt burden.
 

8.4 For banks, expecially Universal and
Banks,
other financial institutions 
- a chance to
finance new 
 enterprises 
 or bail-outs, or
to package 
 and underwrite 
investments 
 in
 
new or revived enterprises.
 

8.5 For brokers - a chance 
 to earn commissions

by bringing APT 
bidders. 
 Commissions 
 will
be paid to brokers bringing in winning bidders,
and "consolation 
commissions" will be paid
to brokers who bring 
 in the second and thitd
highest bidders 
 under certain conditions.
 

APT's Seal And Slocan
 

The diamond stands for 
 integrity. 
 APT's
 
selling procedures will be 
 completely transparent.
 

The cutting of the Gordian Knot is 
 to. mpress
APT's "can do, will do" 
 determination: 
to untangle
complex situations, 
 to cut-thru 
red tape.
 

The above is expressed in the 
 Latin slogan
"Cum Integritate Facere", meaning: 
 To Accomplish

With Integrity.
 

With the cooperation of 
 all who do business
with APT, the task of privatizing the governments
assets will 
 be accomplished 
as expeditiously 
 as
possible 
 and with integrity.
 

Get cn the mailing list of APT's
Business Cpportunities- loaded 

Ceneral Catalcos. Mailed to you at cost: 
(Effective for GC IV and on)
For Pickp at APT's office.................
 

Postpaid Manila. .tro
.................
Postpaid Airrail P40other Philippine coints ... P50

Pcstpaid Ainail 
 to ASEAN countries ........ US$5
Postpid i to US,=a; Europe, and Canada . US$7 

ASSET PRIVATIZATION TRUST 
(APT)

10th Floor, BA-Lepanto Building.


8747 Paseo de Roxas, Makati, Metro Manila
P. 0. Box 
1704, MCPO, Makati, Metro Manila, Philippines
Tel. Nos. 815-9201 to 05 
o Telex No. 
45525 APTRST PM
 



GENERAL BIDDLhG PROCEDURES AND RULES 

(As amended 26 October 1987)
 

Note: 
 Asset Specific Bidding Rules (ASBRs), issued for each bidding, will govern where the 
specific bidding rules differ from General Bidding Rules. 

1. Kinds Of Bidding 

1.1 Open Price Bidding (OPB) 

1.2 Indicative Price Bidding (IPB) 

1.3 Target Price Bidding (TPB) 

1.4 Base Price Bidding (BPB)
 

As a general rule, bids will have a clear bottom-line judgment figure. With rare 
exceptions, it wrillbe a full cash payment figure (to be paid within a specific number of days after an award is made). Term payments, if entertained, will be converted to present cash value at an interest ratespecified in relation to the rate prevailing at time of bidding. 

2. Assets To Be Offered ForBidding 

2.1 Financial Form Assets (FFAs): PNs and other debt instruments (backed by mortgages, 
guarantees, etc.) with all the original rights to enforce collection. -

2.2 Securities (Shares of stock, convertible-to-common stock debt instruments, etc.). 

2.3 Physical Form Assets. 

3. information To Be Made Available To Bidders 

3.1 General Catalogues (GCs) listing all the assets offered for sale, with brief descriptions ofassets. To be issued in numbered Volumes (as not all assets are expected to be ready forlisting at the same time; also, earlier listed assets could be re-described as additionalinformation is uncovered). .kLUassets will carry a master GC number: GC 001/up. There
will be a nonin il charge for GCs to cover costs. 

3.2 Asset Specific Catalogues (.ASCs) containing fuller but essentially bare factual information(e.g. brief history, capacity specifications, etc.) to be charged for to cover costs. ASCs will
contain bidder qualification rules, where applicable. 

3.3 If available, Viability Study on Asset (VSA), made in-house or by an independent industrial consultant, containing estimates or rehab/re-eqt.ip costs, RCA projections, etc. VSAwill disclaim responsibility for Errors and Omissions (it is presented on an honest besteffort basis, and bidders are expected to independently verify and cross-check data, as wellas to undertake their own viability studies). The VSA, if available, is offered merely as anaid to pricing determinations. To be charged for to cover costs, including the cost of thestudy (fees paid, etc.) pro-rated into estimated number of copies to be issued. 

"I
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4. General Bidding Rules Applicable To AII Kinds ofBiddilg 

4.1 Bids will be received sealed and delivered at the designated time by persons authorized- tosubmit improved bids in the event open auction bids are called (see 4.3). As a general rule,bids wil bezbi to be opened 15 minutes after the appointed time to give bidders delayedby traffic etc. time to call in to request a delay for valid reasons (APT will be the sole judgeof the validity of the reason). No bids will be accepted the moment the first sealed bid isopened. Bids will be opened in the presence of all bidders who have a right to examine all 
bids opened. 

4.2 APT reserves the ri-Jht to reject any and all bids. 

4.3 In case of closely clustered bids, defined as vhere one or more bids are within a pre-specifled percent of the top bid, the opening of the sealed bids will be immediately followed byan open auctio'n' in which all bidders who had submitted sealed bids which arc within aspecified percent of the top bid may participate (hence, a representative of the bidder whois authorized to improve on the submitted SEALED bid should be present at the Li':i" 
ope.ing). 

4.4 All bids must be accompanied by deposita i cash or a certified bank manager's checkamounting to 10% of the bid amount (acceptance of other payment instruments have to bepre-cleared with AnP). The deposit is to be enrcioseu in the sealed envelope oi handed overto the APT officer conductiig the bidding be fore the bidder's bid is opened. No bid will beopened (i.e. accepted as in contention) unless the required deposit is handed over at pointof-opening of the bid. In the event an open auction bidding follows the opening of thesealed bids, the winning bidder nust send the additional 10% cover before 5:00 pm of the 
following working day. 

4.5 Winning bidders have to complete payment of the balance in the time specified on the bidforms. Failure to do so will mean cancellation of the award and forfeiture of his 19,1deposit. In such an event, the ATP may declare the next hliPhest bidder the whiner or ma,call for new bids. In the event of an award based on the open auction bidding, the awardwill not be made until the additional 10 cover is received by the .APF. 

4.6 The deposits of !osing bidders will be returned to them as soon as th, hi.zh bid has beendetenflined However. the next highest bidder may elect to leave his deposit with APT.provided that bidhis is within 107o. the highest bid, i' lie wishes to automaticallvsucceed the highest bid, the Ii Lh.stshould bidder def-n Ilt after notification of' his havinlbeen awarded 10 hid Tle deposit of the hilicst b)idt'er will be retained k'lti; tdie awarddecision is made,. If the decijion is fuvorabie, the clt'posit will be credited towards tie purchase price: if (ie decision is unfavoraIhle, the deposit will be returned in full. Award deci.sions normally are niade in 20 to a maxinlum oi 40 days fron bidding date. 

4.7 Pending approval of bid award by the COP, tihe highes: bidder will be entitled to "oversielm e(.Uri"ry' of the assets bidded on if des;ired. 

5. Open Pr Tcc priditng ribae 
5.1 No .. PT"[sug1_1stcd,'propo,d price will be posted. Thi'ref'ore. all hid,, will be tiua d 



6. 	 IndicativePrice Bidding (IPB) 

6.1 	 An indicative price is a ball-park figure, and. A-T supplies such a figure purely to define theball-park. All submitted bids will be tabulated and considered in contention. As a generalrule, APT will recommend to COP the acceptance of a high bid that is at or over the 
indicative price, although APT is not obliged to do so if the results of the bidding suggest
the desirability of a rebid. 

7. 	 Target Price Bidding (TPB) 

7.1 	 A target price is a COP pre-approved acceptable price. All submitted bids will be tabulated
and considered in contention. A high bid that is equal or higher than target price willto 

not be rejected because of price insufficiency. 

8. 	 Base PriceBidding (BhP) 

8. I 	 A base price will be specified and no bids below the base price will be considered. 

8.2 	 The base 	price w£II either be APT-set or will be set under a two-stage bidding procedure as 
outlined below: 

8.2.1 	 Prospective bidders will be qualified: they have to show that they have reasonable 
competence to estimate asset's price-at-which-viable value. 

3.2.2 	 Qualified Prospective Bidders (QPBs) will be invited to submit Base Bid Price 
Proposals (BB3PPs) under the foilowing rules: 

a. All 	 BBPPs have to be submitted sealed, at a given time on a given date. Enough
time will be given to QPBs - from announcement date to submission date 
to enable them to make a thorough asset valuation study. During the above 
period, 	 all QPBs will have equal access to all records in APT's possession
bearing on the asset, as well as equal free access to the physical assets, where
the QPBs may perform, at their own expense, any reasonable examinations and 
tests. 

b. 	 BBPPs will be received in sealed envelopes at the designated time. BBPPs must
be accompanied by a 10% (of the BBPP) deposit 	 in cash or a certified bank 
manager's check (acceptance of other payment instrnments have to be pre
cleared with APT). The deposit is to be enclosed in the sealed envelope or 
handed over to the APT officer conducing the bidding before the bidder's bid 
is opened. 

c. 	 The QPB submitting the highest BBPP will be required to turn over to the APT 
officer in charge of the biddig the QPB's study notes supporting the BBPP, so
that a prima facie price justification can If thebe made. BBP is judged by the 
APT to be justified, the BBPP will be accepted, and it wiU be posted as the BBPfor the 	 Winner Determinatzon Bid (WDB) that will follow. reservesAPT the 
right to reject any and all BBPPs. The turned-over study notes becomes the 
property of the APT. 



d. The QPB whose B8PI' is accepted as the BP will be given a specified preference - in percentage of his bid or in pesos - over any and all bidders in theWDP that follows (the preference will be added to actual bid in the WDB forevaluation purposes). The preference will be announced in the bidding rules. 
e. The deposits of all QPBs, except that of the QPB whose BBPP is accented asthe basis for. the-WDB, will be returned. The retained deposit will be creditedagainst the deposit required for the WDB: the deposit will be forfeited if theQPB fads to submit a bid that is not less than the 13BP in the WDB round. 

8.3 With a base price set either by the APT or by the above procedure, the WDB will be heldunder the following rules: 
8.3.1 Bidders who did not qualify as QPBs for the BBP bid, if such bidding had preceded 

- - the WDB, may participate hi the WDB. 

8.3.2 No bid that is less than the BBP will be considered. 

S.3.3 For purposes of determining the highest bid, the bid of the QPB whose BBPP wasused as the BBP will be increased by the amount of preference given to him (thus,if the preference is 2%, his bid will be multiplied by 1.02 for comparison purposes;or if the preference is P500.000, this amount will be added to his bid for
comparison purposes). 

9. Setting Up Biddings 

9.1 Pre-bidding meetings will be scheduled to enable prospective bidders to study the proposedAsset Specific Bidding Rules (ASBRs)"and to seek clarifications, as well as to enable themto propose amendments to the proposed ASBRs. Post-bidding requests for ASBRs amend.ments cannot be entertained. Pre-bidding meetings will be thrunotices in at announced publishedleast three major newspapers. Notices will also be mailed to registered prospective bidders whenever possible. Notices will provide GC level of information and the
GC no. 

9.2 Bidding date and hour will be set at the pre-bidding meeting. 

9.3 Shortly after the pre-bidding meeting, the bidding date and hour will be announced in atleast three major newspapers, and intending bidders will be invited to pick up the finalizedASI3Rs and the official Asset Specific Bidding Form (ASBF). There is no charge for the 
ASBRs and ASBF. 

9.4 Parties who missed the pre-bidding meeting may participate in the bidding. 
9.5 Where a bidding date is reset (generally set-back, but there wou!d be extraordinary circumstances that ifakes it desirable to set-forward), the reset date will be announced in thesame newspapers that carried the bidding announcement ad. 



10. 	 GeneralConditions 

10.1 	The APT reserves the right to reject any or all bids, to call-off a bidding prior to acceptance 
of the bids, and to call for a new bid under amended rules. 

10.2 	All APT-approved traiisactions require the final approval of the Committee on Privatiza
tion (COP). 

10.3 APT reserves the right to change any of the above rules as it sees fit. Asset Specific Bidding
Rules (ASBRs) will be issued for each bidding, and these will govern where they differ 
from the General Bidding Rules. 

10.4 APT further reserves the right to amend:the ASBRs anytime prior to the submission ol iwu 
sealed bids. If the amendments are of a nature that wiI1 affect the bids, APT will entertain 
requests to reschedule the bidding. 

10.5 Where a winning bidder is unable to complete payment of the bid price because of delayed
approval of his. "deb t-to-equity conversion" application at the Central Bank, an extension 
of up to 60 days will be granted provided that he show proof that such an application
has been filed, and provided further that interest at 12% p.a. rate will be charged from the 
16th day after notification of award to the date payment is completed. The granting of 
the extension does not release the winning bidder from thc obligation to consumate the 
transaction - an obligation that is secured by his 10% deposit. 

10.6 Registration fees and other documentation costs are to be borne by the winning bidders. 



ASSETAIP TZATO TRUST 
" 
 1th Floor, BA-Lepanto Building
 

,' 8747 Paseo de Roxas, Makati, Metro Manila
 
P.O. Box (1704), MCPO, Makati, Metro Manila
 
Philippines
 

APT/RBE, ? ,en 87-OL 

26' Jurie 1987 

M E M 0 R A N D U }i 

To: 	 ALL APT REGISTEED BIDDER ENLISTER APPLICkNTS 

Re: 	 AS STATED 

1. 	 Thank you for attending one of our Briefing Sessions *or, thru yourinquiries, indicating interest inan 	 registering with 	APT as a "broker". 
2. 	We have jut concluded the 7th Briefir Session, and we are pleasedto send to you the firTned-up POLICIES RULESAND CCNCERING THE AVAII.M2aTOF "IREGIST=D BIDDER F-ISTERS" (RBEs) SERVICES FOR THE SALE OF ASSETSTHAT 	APT IS TASKED WITH SEMING , reflecting suggestions and observations 

made 	at the Briefing Sessions.
 

3. 	 It was emz-asizEd - and AFT recognizes - AT'sthat "brokers" donot 	 fall into any gover-ent-lice.-sable broker category. Th ref re,to avoid rmiswnderstand-in/g AT will describe its "brokers" as Registered
Bidder Enlisters (3Es). 

4. 	 Thew "comliission" Daid 	 to REs who enlist wirn-ing bidders will be desigrated as "success fee". It is, hc .ever, subject to th-? 10% with_holding 

5. 	 At the suggestion of several particiants, APT has agreed to cive"stan ir4" to the follcwing protection-of-bidder-registration measure: 

An RBE can elect to protect his RBE Bidder Registration Request(RBE/BRp) from chal lenge or from beLng over-ridden by abidder-authorized RSE/BRR by hving his/her RBE/BRR ackncwledged 

TELEPHONE NO.815-92 0 1 to 0-5 aTELEX NO: 45525 APTRST PN',

FAX: (532) 819.3329 m CABLE ADDRESS: "APTRUST MANILA
 

' . 



Page 2.
 

by an authorized officer of the bidding company. RBE/BRP formswill, therefore, include the following box: 

Optional:
 

Registration Authorized By: 

Signature:
 

Position 

_ 

Ccmpany 

RBE/BRRs 'protected by bidder-signed authorizations cannot hediscredited unless the bidder certifies that the authorizingperson in the challengcJ RBE/BRR had no autlhority to sign the
 
authorization.
 

6. An RBE/BRR that is not protected by the above measure is, hcwever,
recconized by APT, and can only be over-ridden by a bidder-authorizedRBE/BRR and a written advice to the APT from the bidder that the RBEwho submitted the prior REE/BRR had never sought to enlist the bidder'sparticipation in the bidding the bidder is registered for. 
7. RBEs are reminded that RjBE/BRRs must be for specific assets thatis offering for sale, and that 

APT 
bidder registration should be made
on APT's RBE/BRR forms (which are provided free-of-charge). 

8. RBEs are further reminded to personally bring to the PT office theirRBE/BPRRs or to have them brought by a trusted messenger, so that theymay witness the registration of the bidder or be shown that the biddersought to be registered has already been registered (either directlyor by another RBE). In the event that RBEan wishes to challengea prior registration by another RBE, he/she should be guided by theprovisions under paragraph 5.
 

9. RBEs 
were also advised that a Performance Record is kept for
RBE to discourage eachrandom listing of prospective bidders (who do not 
even show up for biddings ). 

10. Thank, you again for your interest in assisting APT in its task, andwe look forward to receiving your RBE Registration Form at an earlydate. (For those 
who had signed 
the draft form, we will appreciate

your signing and returning the firmed-u 
form).
 

A'VID SYCIP
 
Chief Executive Trustee
 

DS :hc 

WT:21 June 87
 

Encl. a/s 



ASSET PRIVATIZATION TRUST (APT)
 

RBE Registration Form
 

POLICIES AND RULES CONCEPNING THE AVAII.MNT OF 
"REGISTERED BIDDER ENLISTERS" (RBEs) SERVICES FOR THE SALE OF ASSETS THA'T APT 

IS TASKED WITH SELLING 

I. 	 Cbjectives in .. the availment. of Registered Bidder Enlisters (RBEs) 
services:
 

1.1 	 To broaden participation in biddings of assets to ensurerealizing 
optimum prices.
 

1.2 	 To avail of the services of qualified RBEs who would be expected
*to exert earnest efforts to enlist bidders. Casual, "on-chance" 
enlisting 	is not welcoae.
 

1.3 	 To fairly and reasonably 
re,ard RBEs who enlist winning - or 

near-win - bidders. 

1.4 	 To avoid disadvantaging nori-BLE enlisted 
(i.e. direct) bidders.
 

1.5 To avoid exposing bona-fide RBEs to commission chiseling.
 

_. Considerations and aspects:
 

-2.1 Rules will seek to prevent:
 

2.1.1 	 Bidder-interposed enlisters designed 	 to lower effective 
bid 	price via success fee rebates.
 

2.1.2 	 Hitch-a-free-ride enlisting by casual agents.
 

2.1.3 	 Buck-shot registrations of "prospective bidders" by

cover-all-bases-but-secure-none kind of agents.
 

2.2 	Success fee schedules will take cognizance of:
 

2.2.1 Relatively minor role of PREs in enlisting bidders
 
as vs. the role of most "brokers" in effecting private
 
treaty or 	negotiated sales.
 

2.2.2 Assets offered for sale are generally "big price" items, 
many ranning into hundreds of millions of pesos. 

7$
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2.2.3 Desirability of encouraging REEs who 	 enlist near-win 
bidders.
 

3. 	 Rules governing availfrent of RBE services: 

3.1 	 APT will only 	deal with APT's RBEs. 

3.2 	Only persons or business organizations whose business activitiesrelate to or
- can plausibly relate to -	 enlisting bidders forthe kinds of assets A-pT is tasked with 	 selling will be accredited 
as R 	Es.
 

3.3 	 APT has the 	 right to cancel the accreditation of an-.RBE whois unable to enlist bidders to at least 5 biddings out of the100 biddings scheduled after the REE's accreditation date.
 
3.4 	 Unless specifically waived 

of 	
by the AiPr prior to a bidding, becausespecial circumstances, only RBEs 	will be entitled to receive 

success fees.
 

3.5 	 Success fees will not be paid to any RBE until at least .twobidders enlisted by the REE have, in separat2 biddinos, submittedbids 	 that were at least within 20% 
of the highest bids. Success
fees payable on winning bids will be held in escrcw until theabove condition is rret. (The 	object of this rule is to discouragecasual "brokering", 
and 	to prevent practices listed under 2.1

above). 

3.6 RBEs have to obtain APT's acknowledgement of RBE-enlisted bidderson APT's RBE's Bidder Reaistraticn Recuest Form (RBE/BRR)order to be entitled to fees 	
in success payable on bids sumttedby bidders enlisted by them. RBE/BRRs are to be filed by REEsand 	acknowledged by APT 
for 	specific assets only 
 (by 	CC No.
or by a ,set namne if no GC number has been assigned yet). APTwill check all RBE/BRps vs. its mnaster card file to ensure thatthe 	prospective bidders have not been 
previously registered,
either directly by APT or by another RBE. RBE/BRRs coveringrequests to register bidders 
not 	already registered will
prcGPtly registered in the presence of the R. 	
be 

or his/her representative (so RBE/BRPs should 
 be personally presented 
 to APT's

erson-in-charge of such registration). 

3.7 	 In accepting accreditation as an RBE, the RBE has to sign a 
copy of these Policies and Rules to signify the full understandingand conformity with the rules herein listed.
 

4. Success Fee schedule: 

4.1 	 Success Fee Base 
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Success Fees - %(1) 
Winning .2nd Higlmt 3rd High1t 

on: Bidder Bidder Bidder'' 

1st P50,000,000 	 1.00 0.10 0.05
 

Amount over P50,000,000
 
up to P100,000,000 0.80 0.08 
 0.04
 

Amount over P100,000,000
 
up to P150,000,000 0.60 0.06 0.03
 

Arrount over P150,000,000
 
.up to P200,000,000 0.40 0.04 0.02
 

Amount over P200,000,00 0.20 0.02 0.01
 

(1) All success fees are payable only after COP has approved
winning bid. Actual pay-outs will, however, be subject 
to 3.5 above. 

(2) 	 Provided within 3% of winning bid. 
(3) 	Provided within 6% of -winning bid. 

4.2 	 APT reserves the right to amend the above success fee schedule, 
as wl1 as to set specific success fee rates for special situations 
(e.g. private treaty sales). RBEs will be advised of the above 
prior to their application to any bidding or special situation
 
sales.
 

I/We acknc'.]edge that w fully understand and accept without reservation 
the above rules governing the availment of my/our services as an APT Regis
tered Bidder Enlister (RBE). 

Signature:
 

Printed Name/Position: 

Name 	of Organization:
 

For APT Use:
 

Date 	Registered as RBE:
 

Registered By:
 



____ 

ASSET PRIVIATIZATION TRUST -0 

10ih Floor. BA-Lepanio Building 
8747 Pasto de Roxas, Makati, Metro Manila 

P.O. Box 1704, MC'O. Makaji. Menro Manila 

.... Philippines
 

RBE's BIDDER REGISTRATION REQUEST
 
(Please accomplish in triplicate)
 

For RBE's Use: 

-. .	 .1. Bidder registration requested for GC No. :. 	 --- ,. .........
 

or Asset Name ._. 

2. 	 Bidder
 
Address 
 Tel. No. 

3. 	 RBE_ _ _ 

Address 
 Tel. No. 

RBE's Signature_ 

Optional: 

Registration Authorized By: 

Signatu:e 

Position _ 

Company: 

FOR APT USE: (Acted on copies: I to APT File; I to RBE; I to Bidder) 

RBE/BRR Received: Date Hour 
APT official will sign after appropriate advice: 

0 	 Prospective bidder already registered; 
RBE's bidder registration request 
denied 

* 	 Prospective bidder's registration by 
RBE acknowledged by APT: 

Acted on: Date Hour 

A P T COPY 

TELEPHONE NO. 815-9201 to 05 * TELEX NO: 45525 APTRST PM 
FAX: (632) 819-3329 a CABLE ADDRESS: APTRUST MANILA 

42 6
 

RBE/BRR 

,. 	 ... 

RBE No. __ 



----

1~STPRIVIZATIONI TRUST
 
10'r Floor' BA Lepanto Building 

2" 8 74 7 Paweode tRoxai, ?iJskjd, metro Manila 
-P0 BOAz170'14M CO. Makati MtoMnl .	 Sftk( 

S.Phiipp'nes 4..' 

RBE'BIDDER REGISTRATION REQUEST---. 
(PIebie 	accomplish in tr-plicate) .. 

For RBE s Use. 

.17Bidder registration requested for GO-No _- __- __--"____ __.__ 	 _______ -- -- _ __.-_.____ 

orAsset Nam-e"-r-~-

'-* 	 -. 17' * " . ..22. B i d d er - " .' ... 	 - - .- -

Tel. No 

3 RB'~ ~-'~~~-i"~~* -~l~'~ 	 -~*-' RBEN..-.---....: .. .. .. .. .... .......... :. e. . ........ .. . . .
 
-	 44. 1 . 0 

2:':.
 

Reg n Author B" 	 ' .... w . itti.:. ized " . . . -,.-. :2 . . . . .. 

-- "- -... i 	 4r. -. :2. ;'-' . C-orn';pany -. , -.- .. . ' e -. , " : -- ;... . " '- .- i.j -"'; 4'.- ... - :;, T 	 ;' 

S~ 	 t 

.,>.,:,:-.,.-	 I ,gpt0 '' 

~ Posiioc. ... -;' 	 4 

.. .. 
-...
 

FOR S (e o eI to APTrile to RBE; I to Bidde ) .. .
 

\C., 

RBF/BRR'Receiv~ed: Date_____________ H u ___ ________ 

APT official will sign fi ppont advc 
:+ :,i::. :, v,-, 	 *. ̂  :',:-,,:, . - .. ., a , 4I'.lL,-~ ; .. 

. -0 	 Prospective bidder already registered; 
RBE's bidder registration request
denied . 

*Prospective bidder's registration b9 
RBE acknowledged byv APT: ________ 

Acted on: Date ..V-:..our,._-._,__._.__._.....
 

-. "... ,. . ~,.OP3-1 ''.-P. , , ., , . , ' 	 ., 

........."-3 .. " 	 29'a2AB. A M N.LA 



ASSET PRIVATIZATION TRUST 
10th Floor, BA-Lepanto Building 

8747 Pasto de Roxas, Makati, Meto Manila 
P.O. Box 1704, MCO , Makati. M,o Manila .. . . . . .	 RBE/B RR 

'm ~Philippine,=E 	 BR 

RBE's BIDDER REGISTRATION REQUEST
 
(Please accomplish in triplicate)
 

For RBE's Use: 

1.Bidder registration requested for GC No. - ... 
------- or Asset Name - _ _ . .....
 

2. 	 Bidder
 
Address. 
 Tel. 	No. 

3. 	RBE 
RBE No.

Address Tel. 	No. 

RBE's Signature 

Optional: 

Registration Authorized By: 

Signature : 	 . 

Position •
 

Company: 

FOR APT USE: (Acted on copies: I to APT File; I to RBE; I to Bidder) 

RBE/BRR Received: Date Hour
 
APT official will sign after ,ppropriate advice:
 

* 	 Prospective bidder already registered; 
RBE's bidder registration request 
denied 

0 	 Prospective bidder's registration by 
RBE acknowledged by APT: 

Acted on: Date Hour. 

BIDDER COPY 
TELEPHONE NO. 815-9201 to 05 0TELEX NO: 45525 APTRST PM 
FAX: (632) 819-3329 0CABLE ADDRESS: APTRUST MANILA 



GOC-:C: KG,:,' "nm,{nt Owned and Co:ntrol led Corp~orations, 

Assigned to APT- for F'rivati.ati,,n -s-of-31 D ,L'iber 1987 

G OC-C' # 

(011 Ap ci Pr ocduc t i :,n Un i t 

0.12 Asi a C..-dwi . 1 Fi shii n Co:,:rp:,rat;ion
 

03 Phi ippp i ne C.. 
 t on Co-,I p-,r t I on* 

04 Phivede,- Fana>y Agr., Indus;tr-ia. C:orporation 

05 Philippine Shipyard & Engirieering Corporation* 

06 Fhi I ippi ne Am'anah Bank*.: 

07 Assi: at ed Bagnk* 

08 Bi::clandia SLbar D.velopment Corp:,rati:,n* 

Basin Di- edg ing09 
& Devel ',pment C:rp:,r at i on 

(' Eastern Visay-s A.i:L1ltur&.J F'roje:t-, 

* A~Als: in:luded . ri list :fC n:,n-perfor mi rmingassets (NPAs) 



---- 

- - - - - - - - - - - - - - - - - - - - - - - - - - - -- - -- -------- - - - - - - - - - - - - -

E.UrMrIFIRV OF RECOVERIES fr-c,w, ftF'3= (on-P or-oring FLm5=t5)
TRnR-iSFEFPRED to .. 1 t4GI ior, l .Go."'rnarnt)

b- DOEP nd Pt1B orn 30"JUNE '(3.. 5=-o0F 1 OECE'GER'87 

I. 

PECOVERy IODE 

FA'T-Corductod Bidding 

Full Sol 
Par-til Sl 

NO. OF 
NPO5 

20 P 
8 

GPOSS 
RECOVER? 

1 

2.002037.000 
159.6:. 000 

P 

SELLING LIENS NET 
COSTS PAI0-OFF RECOVERY 

2 3 -I:1-(2+3) 

.... ...... ................ . .... ......-

2.75,000 P 2'11.13.t0o0 P 115 349 000
808.OO0 39, 000 158.0'17.000 

TOTriL NiR .-. "fE 
E2POSUP:E +i -) 

5 

---------------------------------

P,75.o'J 00 
?.9317.C-130.000 No4. c loo=-d 

I I. Al] -o.t'fc.d 

Full 
P 

-DOO30 

SalQ 
jr-tinl lo 

19 
2 

P 1.292.,608.000 
-4, 819. 00c] 

P I .OCO 
25,000 

P-
-

P 1.292.50-.000 
1,29. C O2.4050. 

P 1.16.O-11.0U0 
00 

(5
r1ot clo: d 

Il. 

IV. 

V. 

G1:l-QffoctQ.d S,,10:-5 
Full Salo 

P-r-til Salo 

G1FI R . tt-io v l": 

Col1 oct iorz- '.-. Rotjio .d Tr 

17 P 6(0,002.000 

1-4 23:.A39, 0]0 

.4 P 1013.699.,000 

n:sFqr-od n=z _I 

1.-102. 

7 

OO 12.oS5.000 6-6.115. 000 

21.-58.000 

188. .99.000 

2.519.0-2!.Ot)O 

2.6GI.2-;G.OtJ0 

-16.5-7,,OO 

(P 1.902,.'8.00 

Not. clo:d 

21.152.000 

P 213,17-qdo 
. 6 8,0 768.17C0 

VII. I,tr t- E t-nod on Floe,t_. 

3 P 0.190.000 
8.190.000 

- P 2.098.000 
2.098.0.0 0 

T 0 1 AI L ------------------P -1,610,530.000 ---------------5,211,000 251,307, 0 0 0 -- - - - - - -1, 2 928,000 {5,27D.5:0000- --
e,c 

-
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--------------- ----------- ------------ ------ ------------

ACCOUNTING OF RECEIFTS
 
Anticipated and Received iroa Disposal of NPAS
 

Transferred to IlS
by 00P and PUP2
 
On 30 June 19bS, as of 31 December 1987
 

NET RECOVERIES Actualv Placed Reoitted
 
(Anticipated R_ceied 
 in to


.ECO.!EY. Receved) 
In
 

Vs. Net Escro4 . 11G Float 
DE PecoYeries 0 ...... .. '(000) (0O(O} (000) ( n ),
 

( } .(2) (3) (4) 
 (5)
 

APT-conducted Piddinqs 
 P 1,?16,I66 P 1,219,013 P 683,761 
 P 535,04? P 10
APT-efiected DD2QOs 
 1,297,273 132,109 
 0 132,107 0
SFI-effeited Sales 
 67,503 .15?,9.2
OF 0 - 151,02GFI Rztrieva!zerivl 90,11310
18,,93 l4o,465146, - 146,466 ! 0
00 4'"6
 
Collectic,n Ys etaired ..... 2,174 
 0 2H174 
 0
Lease Fees 
 8,1?0 2,190 0 
 8,190 0
Interest Earned 
 .282 2,29 
 0 2,292 0
 

T 0 T A L P .4,348,922 P 1,928,842 P 683,961 P 1,24i,781 
 P 100
 

For Fl-handled disposals (including retrievals), GFIs 
are to directly account for receipts earlier
than certain cut-off dates (i.e., D'', I October 197 and PUS),I January V927).
 
Please see accoapanyinq footnotes.
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a p prc%)uir-,q i nied under- COPGFT-initiated 
 restr-uiturinq
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APT's OPERATING EXPENSES 9 January to 	31 December 1997 

1. 	 Staff compensation (in'zluding allowances

that are part cf c:ompensation package) 
 3, 008,o o.64 

2. 	 Purchases of -

a) 	 Office equipment 759,534.04 

b) 	 Furniture & fi xtures T I N8,370.. 

c).Tr ansportat ion equipment .... .. *520, 00. 	C)0. 

.3. 	 Office Supplies 
(-Expendable s':pplies )  312,870.95 

4, 	Catal'gues pr intin costs .- 213,798.00
 
Recovery from sales 
 ----- (251,339A"S)
 
Net cost (37,541.95)
 

5. 	 Entertainment expenses (directly charged

E & 	R expenses (i.e. not part of "allowances"),

staff parties 


24,697.55
 

6. 	External contractual 
services andprofessicnal

fees not directly charged to specific asset sales 
 71,683.52
 

7. 	 General advertising expenses not directly
charged to specific asset 
sales (e.g. Ads on GCs,

RBE 	briefings, etc.) 
 303,215.09 

8. 	Rental ( from 16 February to 31 	December 1987 ) 998,185.02 

5,969,094.86
 

Note: Legal & Audit fees that are related to specific assets
 
are 	charged to direct 
selling costs. Also, advertising

elated to particular assets; appraisal costs; etc.
 
are charged to 
direct selling costs.
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RECOMMENDATIONS TO SPEED UP THE FRIVATIZATION PROGRAM 

For 	 The Non-Performing Assets (NPAs) Transferred To TheNational Government/APT By DBP And PN8 

I. 	 There is need for more bottom-line realism in theevaluation of NPA disposal reco,mmendations. The focusshould be on what is realistically recoverable not on-the book loss measured against 
 bloated 
 booked
exposures. 
 What has been lost is lo-st; what isrecoverable 
 may be lost i f the NPAs not
are 

expeditiously disposed of.
 

2. 	 More Direct Debt 	Buy-Out (DDBO) formulas which arebottom-line-realisti c and fair, and which lend
themselves 
 to 
 universal application 
 (to, preserve
transparency) should be approved 
forr use. 

3. If possible, a spe :ial C:ourt shcould be designated to
try collection cases - a Co,urt that understands
business aspects and is decisicn-oriented. Collectioncases :an drag 
:n fcr years, and about 250 cf 
the NPAsare still in the form of financial claims 
vs. debtors.
 

4. 	 Unless 
 FCGG 	 ,can quickly cbtain title to, the NPAs they
had sequestered (with an 
appraised value cf abc,ut F2.7billion) it shculd return the NPAs to,APT fcor dispo:,sal
before values erode further. 

5. 	 Phil ucc'r's expcosures to sugar mills has tc be settled.
It is blocking disposal o:f 
suoar mills-related 
 NPAs.
The 	estimated 
 recoveries 
here 
run into billions 
 of
 
pesos. 

6. 	 If APT is unable to sell financial form assets as such,arrangements should be made returnto such assets toFNB 	 and -DBF either 
at a 	big discount ocr on a "forc''llection" 
 basis - since they have large c:ollecticn
departments, which AFT does not 
have 	(AFT was set up todispose, of 
 - to sell - assets, not tco be a debtcollection agency). Assets 
 turned over APT
to for
disposal should be 
readily conveyable; unfortunately,they are not  even foreclo sed assets (physic'al

assets) are often 	

form 
not readily conveyable because

continuing - and 
of 

unsettled - litigation. 



II For GO:Cs 

1. There is need fcr firm actio-n at the very top.Follcwing the President's announc ements in No,vemberthat she was ordering GOC:Cs to be assigned to APT to 
sell, APT received many inquiries for the big ticket 
assets. Tc date, hcwever, not a single cne has been
assigned to, APT (the 10 GOC:C:s assigned to APT to sell are almo-st all troubled ones with minimal cr r,egative
book values). . 

2. Clear parameters shL ld be provided t,-, APT for eachGOCC: it is assigned tc sell. If there are :social :,r
cther ccnsiderations, these shculd be clearly spelled
out at' the start: not intrcduced piece-meal as 
divestment process starts. 

II For Sequestered Assets
 

1. Top-level prodding would 
 seem needed to, obtain
 
compliance with the 
intent of Administrative Order 43.

So far, no 
 assets have been turned over 
to APT for
 
disposal.
 



Q. DEPARTMENT OF AGRICULTURE PRIVATIZATION PROGRAM
 
SCOPE OF WORK FOR TECHNICAL SERVICES
 



ANNEX Q 

DEPARTMENT OF AGRICULTURE PRIVATIZATION PROGRAM
 
SCOPE OF WORK FOR TECHNICAL SERVICES
 

BACKGROUND
 

The Department of Agriculture (DA) has requested USAID assistance indeveloping privatizaton strategies for several of its attached agencies
and their subsidiary oDerations. The DA has 
recently etablished an
Asset Disposal 
Unit (ADU) which would be responsible for divestiture of
those corporations or subsidiary operations which can more effectively beundertaken by the private sector. 
USAID will initially provide financing
to the DA for technical assistance in three areas: (1) development ofdivestiture strategies for the Philippine Dairy Corooration (PDC) and
Philippine Cotton Corporation (PCC) and conduct preliminary asset

valuations of both corporations, (2) development and refinement of
operating guidelines for the 
DA's ADU, and (3) development of a detailed
operational divestiture plan 
for NFA as 
follow-up to the divestiture
sudIy of the National Food Authority (NFA). The consulting team will
work directly with the Office of the Undersecretary for Attached Agenciesand the newly created Asset Disposal Unit of the DA. The specific sco 
of work follows: 

A. Divestiture Strategies for PDC and PCC 

1. Review of 
key aspects of existing business operations of PDC andPCC including status of current staffing and manaaement operations,validity of business plan, relevance of marketinq strategy, details offinancial 
situation including P and L, cash flow, debt/equity ratios,

regulatory tax and licensing matters. 
 Key issues include the organic
structure, organization and management and contribution of each componentto the overall corporate objectives. Above information together withadditional material 
will be utilized in making determination of overall
cormercial viability of the corporation, how it relates to othergovernment entities, e.g. subsidies, dets,with government banks, etc.
 

2. Estimates and calculations will 
be made of net worth, based upon
realistic assessment of market factors rather than historical
acquisitions costs, both tangible and intangible assets will
incorporated in these estimates, 

be
 
as well as the relevant factorsaffecting their profitability levels 
as indicated above.
 

3. Based upon the foregoing, a "fair price" 
range will be
established for each of the 
firms, based upon a reasonable assessment ofwhat a going market price would be for the enterprise. This would serveas 
a general guide and expectation of what the DA could expect from
placement of the 
the enterprise on 
the market, given assumptions about
prospective buyers, various formulations and "packaging" of thetransactions, etc. 
also competitive 
ractors and conditions in each of the
relevant affected sectors. Following the sale, 
events such as
elimination of government subsidies needs 
to be factored in to the
 
calculations.
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4. An 
asset valuation would be conducted to ascertain the break-up
value of each enterprise including those cases where continuing or
prospective commercial 


questionable. viability of the enterprise would be
That valuation would utilize commonly accepted valuation
techniques and approaches, customary accounting practices, realistic
appraisals of existing market conditions, possibly including
consideration of liquidation in certain cases.
 
5. Drawing upon all 
of the above listed activities as well as the
particular knowledge and expertise of the consultants will
and formulation of a do-able action plan 	

be the design
for divestiture of PDCthat would provide to DA decision makers 	 and PCC,

available courses relevant 	i qformation andof action to decide upon anddivestiture program. carry out a successfulThe action plan should explicitly consider theviability of proposals put forward by the PDC and 	PCC.
 
6. 
In addition to the forementioned tasks, the consultants will
carry out an 


industry. 
analysis of the competitiveness of the Philippine cotton
The purpose of this exercise is to (1) 
assess the impact ofcurrent trade, regulatory and subsidy policies on the cotton industry and
on the overall Philippine economy; and (2) determine which, if any
aspects of the cotton industry enjoy an internationaladvantage. This will 	 comparativerequire a quantitative analysis of the cost and
benefits of current protection levels 
as well as
viability of various segments of the cotton 

an assessment of future
 
world price industry given projected
trends (1987-1997) and current GOP policies of trade
liberalization and rural 
income growth.
 
B. ODeratina Guidelines for the DA's Asset DisDosal 
Unit (ADU)
 

1. Develop recommendations for operation and administration of the
ADU-nc,uding scope of activities, relationship to Asset PrivatizationTrust (APT) and Committee on Privatization (COP), 	and Department of
Finance.
 

2. 	 Assist ADU in developing operating guidelines for transfer ofassetsto ADU and for disposition/transfer of liabilities associated with
corporate assets 
to the National 
Government.
 

3. Assist ADU in developing operating guidelines for management and
disposal of assets to 
be divested including; establishing criteria for
prioritizing assets for sale, procedures
desirability of the financial 	
for conservation of assets,


disposition, restructuring of assets prior toand evaluation of restructuring, mergers and other forms ofreorganization of functions. 

Identify alternative mndes for the ADU totechnical utilizeand administrative 	 access andsupport services in carryingfunctions, including:	 
out its 

- performing sectoral/industry analyses, as necessary; 

.\I
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reviewing existing business operacion 
to deternine.overall
 
commercial 
viability of concern and its components;
 
performing project-specific studies as 
necessary (e.g.,
rehabilitation 
vs. liquidation);
 

estimating net worth of concern and 
its components, based 
on
realistic assessment of market factors;
 

conducting asset valuation of each component of the 
concern
to determine break-up value;
 

establishinQ 
a fair price for the 
concern and its components;
 

assisting wih turnover of accounting information, files,
documents 
to ADU, including information 
on physical assets,
employment data 
and third-party creditor information; 

recommending appropriate information and data manaa-nentsystems, including both haraware and software;
 

preparing sales materials, including prospectus, photos,
maps, surveys, 
financial information., to be 
maoe available to
prospective buyers; develop advertising and brochures;aggressive marketing of the concern, includinq preparation of 

a potential buyers list;
 

- preparation of sales memoranda; 

- bid development; 

business 
statements 
in reference 
to offers received;
 

investnent banking services when necessary in case of
 
world-wide sale of concern;
 

development of clear action plan. for disposal, 
including time
frame 
for ccmlezion of process,, action p-iorities and
responsible persons/agencies;
 

conduct training sessions 
as necessary

controllers, internal 

for ADU SUDport staff
auditors, security/cuszodian services,

labor relations.
 

C. Follow-onWork for NIFA/FT! Divestiture Prooram
 

In the conzexz of (B) above, 
evaluate alternative 
courses of action
on outstanding issues in the 
transfer and divestiture of the NFA
subsidiary operations. 
 This assessment will 
build on divestiture studies
conducted oy AYC and NFA last year.
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Personnel Recuirements 

Full-time Consultants 

AgriBusiness/Business Management Analyst
Privatization (General) 
Asset Valuation Specialist 

Part-time Consultants 

RP Privatization Consultant 
NFA/FTI Specialist 
Cotton Industry Specialist/ International 
Local Dairy Industry Specialist 

Eco~idmist 

6 p.m. 

2 p.m. 
2 p.m. 
2 p.m. 

3.5 p.m. 

1 p.m. 
1 p.m. 
1 p.m. 
0.5 p.m. 

TOTAL 
9.5 p.M. 



R. IESC PRIVATIZAITON PROPOSAL
 



ANNEX RInternational 
Executive 
Service Corps Dofia Narcisi Building: Room 412, 8751 Paseo de Roxa, Makati, Metro 

A Proposal 

fo r 

A PRTVATIZATION PLANNING AND TECHNICAL ASSISTANCE
 
PROGRAM
 

to 

Philippiie Government Organizations 

by 

The International Executive Service Corps 

The International Executive Service Corps is a private, not-for

profit organization established in 1965. Its objective is to trans
fer technology from the United States to private companies and 
government entities in countries with developing ecoromies. 
And this is accomplished by recently retired American business 
men and women on assignments of approximately three months. 
There is now a well developed system operating which includes 
10,000 experienced Advisors available who represent virtually 
all areas of business and industry in the United States. 

October 1986 

Central /1 0. 1ax 1G6, MaJ'ali, Ae ro Afonila 3117 * 'elephone. Rib 34 !9, 815 20 85 Telex; _12T27, IES I'll 
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SUMMARY 

The International Executive Service Corps has on its roster of 
experts over 10,000 recently retired American business men and 
women .Who represent virtually all fields of business and industry 
in the United States. These Advisors volunteer their services. 

In the Philippines today it is estimated that there are from 150 to 
300 government owned or operated enterprises which the Presidential 
Commission for Government Reorganization has designated for abo
lishment, retention, merger, conversion as well as sale to the private 
sector either in the country or abroad. 

The process of privatization or divestment of state enterprises to 
private owners is a complex one involving a number of stages and 
phases before, during and after sale. And the process is full of 
risks to the government as well as to the buyer. 

This proposal presents a source of assistance to managers of govern
ment organizations with divestment responsibilities by which they can 
successfully transfer assets of high value to new-owners and then 
insure the new entities growth and development which will then con
tribute to the national economy. 

IESC is uniquely capable of assisting the Philippine government in 
the divestment process because of its pool of managerial and tech
nical skills as well as network of contacts with all industries in the 
USA. And the cost is minimal because the Advisors volunteer their 
services. 



INTRODUCTION 

Privatization can be perceived very simply as the divestiture of 
government assets to the private sector. But actually privatization 
is a 	process which involves a wide 'range of techniques to transfer 
functions, in whole or in part, from government supported enterpri
ses to the private sector under conditions where marketing forces 
can 	govern the operating policies and results of the enterprise. 
Indeed privatization is not one thing but many things requiring many 
different managerial and technical specialties. 

The 	new Philippine government recently decided to privatize (divest 
itself of state-controlled enterprises) and open up restrictive policies 
in one step. And there are now estimated to be approximately 150 
enterprises to be privatized by the Development Bank of the Philip
pines-Philippine National Baink, the National Development Compiany 
and 	 the Mi.nistry of Human Settlements as well as other entities. 

IESC proposes to assist the Government of the Philippines by offering 
managerial and technical assistance in the process of privatization 
which involves many and different technical specialties. 

This 	proposal is presented in three parts: 
1. 	 A description of the Typical Problems and Pitfalls of privatization 

indicating some of the many risks involved 
2. 	 The Basic Program in terms of stages and objectives 

-3. 	 The IESC Role of potential assistance in the various stages of the 
process. 

\V 



TYPICAL PROBLEMS AND PITFALLS
 

An effective divestiture of a government enterprise 's assets is a
complex business activity and difficult for both the government and
the purchasing organization because the process presents a wide 
range of obstacles to planning which delays risk taking decisions.
Any purchase presents problems o planning, organizing, analyzing,
evaluating and negotiating for both parties. And the perception of 
risks to both 	parties should be minimized. 

Vendor, The sellor will be interested in getting a fair amount for 
assets of the enterprise, transferring these assets in asmoothway,then seeing that the enterprise becomes a contributor to

the national economy and the people. Even after a smooth divest
ment, the government should be concerned about the ability of the
private sector to effectively manage the acquired resources. So
provision for economical, part time,technical assistance in /areas
such as accounting, marketing, management, financial reporting
could ensure the economic viability of the acquired organization. 

Buyer. The buyer perceives risks in at least the following areas 
before, during and aafter sale:

1. 	 Lack of well functioning local markets and stable long term
 
demand
 

2. Inadequacies of physical infrastructure to support industry 
growth and operation 

3. 	 Availability of debt or equity resources 
4. 	 Insufficiency of managerial and 	entrepreneural skills
5. 	 Inability to develop and utilize effective business information 
6. 	 Qualities and capabilities of the labor force
7. 	 Ability to manage technology changes and improvement on an 

ongoing basis. 

Indeed the orientation of the private sector maywvefl be different 
from the practices of the government enterprise. So the acquirer
of a state enterprise faces not only a difficult external environment 
out the problem of trying to purchase, reorganize and operate assetsthat could well be presently structured and staffed differently than 
it should as a private enterprise. 

In brief, the many potential risks to both the sellor and the buyer of a government enterprise are many and varied but these should be 
minimized by the availability of knowledgeable, objective and credible 
experts during the whole process. 



BASIC PROGRAM 

There is a basic program for the divestment of any government 
each of whichenterprise which will generally go through four stages 

will have a particular focus of attention and its own general 

objectives. 

Initiation - is the first stage which focuses on the preparation of a 

Basic Plan for divestment. And its main objectives are 

to establish organizational linkages, study and gather pertinent data, 

and prepare a basic bhsiness plan including the scheduling of tech

nical visits by needed experts. This should take approximately three 

months. 

Divestment Cycle - is the second stage which consists of contacting, 
evaluating and negotiating with clients. The 

focus of attention is the client (s). The main objectives are to pre
pare offering materials, make a detailed business plan, analyze 
opportunities/needs, negotiate, etc. While relations with any client 

may take 2 to 3 or more months the whole process of talking to a 

number of potential buyers could take two or more years. 

Interim - stage that is between talks to different buyers is focused 
on data gathering and evaluation as well as the preparation 

for new negotiations. In effect the whole divestment process is a 

cyclical one. With each potential client new factors and critical 

issues will be identified, lead to modifications and adaptations to 

individual offerers. The key to succesfil negotiation should be the 

ability to bring together the selling and purchasing organizations in 
a constructive and cooperative negotiating process. 

Installation - isthe fourth stage. And this will focus on the deve

lopment of the new enterprise. Phases might include 
re-organization and take over, operation and evaluation with rnodi 

cations. The main objective here is to provide technical assistance 
to the new management. 

The entire process for an individual enterprise could take from 2 to 

5 years.
 



IESC ASSISTANCE ROLE 

An essential need of the entire privatization process is managerial
and technical assistance which should be well organized and func
tionally 'specific for maximum effectivenpes. 

Organization. At IESC-USA there will be both an Executive Group
and Working Group for implementing each divestmentprogram. The Executive Group will consist of a Manager for planning and a Supervisor for coordinating Volunteer Executives 
in thefield and Recruiters. In the Philippines there will be a Planning


Team and two or three Technical Teams of thq industry and firm,

finance, production, marketing, etc. experts. 

Specific Functions - of IESC personnel in the field would vary 
according to the development stages and beeither in the (USA) or the Philippines:
 

Stage 
 IESC Executives Functions 
A. Initiation Planning Team Evaluate existing enterprise 

Prepare offering documents 
Develop basic business plan 

B. Divestment Cycle Technical Team Research on potential clients 
Short list clients 
Evaluate clients 
Adapt client plans 
Facilitate negotiations 

C. Interim (Coordinator) Develop transfer of assets plan 
Provide industry specific data 
Recruit technical assistants 

D. Installation '(Project Director) Provide new technicians as 
needed
 

Develop reorganization plan, 
new markets, training 
programs, etc. 

IESC would assist the government divestment team, then source
appropriate Advisors in any and all fields needed for the divestment 
of an i-ndividual enterprise. 



CONCLUSION 

Privatization is a multi-faceted and complex process, now of great 
financial significance to the economic rehabilitation of the Philip
pines, which requires many and varied talents to make each divest
men a success. 

While foreign managerial and technical experience will -t be needed 
for each and all Philippine government divestments it is strongly 
felt that such expertise would be advantageous and cost beneficial in 
most cases. 

The advantages of IESC assistance are many: a vast pool of Ameri
can expertise in virtually every field of business and induztry; the 
ready acceptability of the Advisors; their objectivity and hence cre
dibility to both the seller ahid the buyer; and, the cost beneficial 
nature. 


