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Dear Dario: 

Ref: DEF 0016-Q-00-1002-00, Delivery Order #41 

Attached is a revised and expanded final copy of the Price Waterhouse version of the 
Supplemental Project Paper (PP) to the Privatization Pr:Ject (492-0428) for which we had sent 
updates to you via fax. 

Our report is based on material provided to us by USAID/Manila, various government offices, 
interviews with government officials, bankers, and AID staff. We have not independently 
verified the material presented to us by AID or by Government of the Philippine officials. 

We presented the basic elements of our proposal to the Mission Director, Thomas Stukel. and 
others prior to our departure from Manila on December 17, 1992. We have revised that 
preliminary draft supplemental project paper in accordance with the verbal and written comments 
of AID officials who attended the meeting with the Mission Director and who had an opportunity 
to review the original draft. This is not a complete supplemental PP, in that there is no statutory 
check list or a face sheet. 

We look forward to working with you during the next phase of the privatization project. 

Sincerely yours, 

Edgar C. Harrell 
International Privatization Group 
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This report was made possible through support provided by the U.S. Agency for 
International Development under the terms of contract number DEF 0016-Q-00-1002-00, 
delivery order #41. The opinions expressed herein are the opinions of the 
authors/contractors and do not necessarily reflect the views of the U.S. Agency for 
International Development. 
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EXECUTIVE SL-MARY 

USAID/PESO has requested that Price Waterhouse/Intemational Privatization Group
(PW/IPG) assist them in the design of a Project Paper Supplement to USAID's Privatization 
Project (No. 492-0428) and organize a seminar to launch the project supplement. A PW/IPG 
team of Edgar C. Harrell, David Seader and Alyce Manausa visited Manila from December 2-16 
during which time it met with USAID Mission Director, Thomas Stukel, and others in AID, the 
Committee on Privatization Technical Committee, the Privatization Office of the Department of 
Finance (DOF) and various other government agencies, ranging from NPC to the Home 
Insurance Guarantee Program (see Annex H). All appointments were coordinated with the DOF 
and USAID/PESO. The seminar, originally scheduled for December 4, 1992, has been 
postponed until the first quarter of calendar year 1993. 

The conclusion of the PW/IPG team is that continued USAID support for the
 
privatization efforts of the Government of the Philippines (GOP) is warranted because 
 1) the 
GOP program to date, supported by USAID's Privatization Project (PP), has been largely
successful and the Ramos government has demonstrated the political will to carry it further and .7 
2) a focuss USAID pnvanzaton program wili not oniy be -eSpU[islve to Izxecutive Order 
(E.O.) No. 37 of December 2, 1992, but complement other USAID financed projects in capital 
market development, BOO/BOT advice for new infrastructure investment, and technical 
assistance in the areas of health, agriculture, rural development and airport modernization. 

The PW/IPG is suggesting a four-year. $9 million program (FY93-FY96) which will 
result in: (1) two or three "big ticket transactions," one of which will be divested in part through 
an offering on the Manila and Makati stock exchanges, (2) the completion of at least 26 sales 
or liquidations of enterprises or agencies supported by USAID through!dies during FY86-
FY92, about half of which will be in the Asset Privatization Trust (APT) portfolio, (3) a 
capability supported by new legislation and changes in government rules and regulations for the 
GOP to carry out its privatization efforts largely independent of bilateral/ multilateral grant
assistance beyond 1996, and (4) retained government-controlled corporation (GOCC) experience
i . private provision of public services through service contracting, management buy-outs,
employee stock ownershipplans, long-term leasing, joint venture development and BOO/BOT 
deveropment orexisting public service infrastructure. 

We have attached a PP supplement for USAID's review. Given the accelerated 
privatization program outlined by President Ramos in E.O. 37, we suggest that the 
divestiture/transaction part of the program begin immediately with monies yet to be spent in the 
APT buy-in (PAD Contract Delivery Order No. 3) with the markethig for sale of one "big ticket 
transaction" and five enterprises previously valued through USAID funding. We also suggest
that the seminar be scheduled for March 1993 to coincide with the launching of the project
supplement. Presentations would be made not only by PW/IPG, but also such organizations as 
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the Philippine Port Authority and the Asset Privatization Trust who can share their experiences 
to date in privatization with others in the Philippine government. 

The time table suggested in the PP supplement is for authorization of USAID funds in 
March 1993 and obligation by April 1993. This is a tight schedule since the present government 
plan is for Committee on Privatization (COP) and APT to go out of existence bv December 31. 
1993. What happens beyond December 51. 1993 is an important element of the supplemental 
privatization project. 

The team wisher, to thank Dario Pagcaliwagan, USAID/PESO, and Neri Sanchez. 
Privatization Office, Department of Finance, for their insights and able assistance during our 
short mission. 

PW/IPG 
December 15, 1992 
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In extending its Privatization Project. USAID wishes to continue to support theGovernment of the Philippines in implementing the GOP's privatization policies and program.and in attaining the GOP's goal of budgetary relief through strengthening the role or the pnikatesector in the national economy. Activities, such as privatization. which lead to savings in thenational budget have been paid serious attention by the GOP due to many of the macroeconomicconstraints the government has experienced. Despite the fact that economic growth and planneddeficit over the years 1988-1992 fell short of established targets (largely due to the world-Aiderecession at that time), there has been a significant decline in overall government fundingGOCCs over the same period. However, heavy financial support 
or 

particularly troublesome GOCCs by the GOP of someand non-performing assets, such NPC,as PASAR andPhilphos, has continued and represents substantial budgetary oulays. As of December 1992.the GOP has set new target growth rates for the next five years at an average of about 7.5% peryear, as well as aiming to reduce the deficit from the present 3% of GNP to1998. Privatization of GOCCs will remain 1% of GNP bya significant element in meeting this goal. 

A. Macroeconomic Conditions 

After a slump earlier in the decade, the Philippine economy was experiencing aresurgence in 1988 when the original AID Privatization Project was developed.the economy was forecasted to grow at an annual real rate of 6.2% 
At that time. 

Such growth was nearly achieved during 1988 and 
over the life of the project.

1989, but fell off moreprincipally due to several major external shocks, such as the Gulf War and the eruption of Mt.Pinatubo. 
sharply in 1990. 

With much of the world in recession in 1991, GNP growth reached a low of 0.1%.Forecasts reveal that growth for 1992 is hovering around 1%. 

Over the period of 1988-1990, the Philippines continued to maintain an import-driveneconomy, which fueled balance of payments and current account deficits.GOP relaxed both fiscal and monetary policy. At the same time, the 
widened, and interest rates rose sharply. 

As a result, inflation soared, the budget deficit
The economic situation in the Philippines was nearing
crises proportions by the end of 1990. 
With economic conditions becoming increasingly unstable in 1991, the IMF suspendedits lending to the GOP, which forced the government to take measuresAs a result, to stabilize its economy.a foreign debt-restructuring scheme was developed, easing the upward pressure oninterest rates and inflation slightly in 1991. Unfortunately,Therefore, little other progress was made.while the IMF did agree to issue some structural loans to the GOP under a newshort-term stablization program,


Philippines, including the 
it also imposed additional constraints on its lending
creation of a list of government-controlled corporations 

to the 
represent a potential drain on the economy. whichThe IMF and the World Bank are both requiringthe GOP to take action to control subsidization of the GOCCs as a condition for further funding. 
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other reorganizations, (4) choose markets for disposition. (5) conduct valuations and sales. t, 
address claims by previous owners, and (7) operate and administer assets in their possession 

In 1986. the GOP had launched its privatization program with the intent of reducing the 
budget deficit and increasing national income. It identified 399 non-performing assets and 122 
out of 301 GOCCs for potential privatization. 

The privatization program encountered several problems in its early stages. PFeedura 
road blocks, such as Commission on Audit (COA) restrictions and legal disputes. along with a 
lack of understanding of how to access and u donor-funded devel pment and pn, atization 
consultants were the primary impediments to the program at that time. These have since been 

7qmew hat resolved. However, as the GOP moves into the privatization of larger GOCCs. 
bureaucratic and political resistance to privatization and the lack of sufficiently developed capital 
markets in the Philippines must be addressed. Strong commitment on behalf of the GOP to 
tackle these issues is necessary if continued progress with privatization is to occur. We believe 
that President Ramos revealed his commitment with the issuance of E.O. 37 (see Annex C). 

Despite many obstacles, the program has been successful. The privatization program as 
a whole had recordea approximately 42 billion pesos in proceeds from privatization by 
December 1991 -- the end of the five-year program. Of that amount, about 14 billion pesos 
were remitted directly to the treasury. The remainder was either retained by parent GOCCs. 
uncollected due to installment payment plans, or remained in escrow pending the resolution of 
legal disputes. All uncontested proceeds from the sale of APT assets were used to fund the 

(i 	 government's CARP program. In the future, the GOP will emphasize cash versus installment 
sales so as to speed up the remittance of sales revenue to the treasury. 

APT has focused primarily on the disposal of non-performing assets, acquired mostly 
from the Philippine National Bank (PNB) and the Development Bank of the Philippines (DBP). 
and has been hugely successful in disposing of its assets. 72% of its original portfolio has been 
divested to date, with the remaining Ill assets either ready for sale or locked in legal disputes 
preventing their immediate disposition. 

The other DEs have been responsible for the disposition of their own assets, portfolios 
and subsidiaries, which tend to be "big ticket" items and highly politicized. Some progress has 
been made with the sale of PAL, PNB, and Meralco. To date, 72 GOCCs have been wholly 
or partially sold, some of which belonged to APT. This represents slightly more than half of 
the 122 GOCCs which had been slated for privatization. 

Given these developments, the GOP decided to prolong the life of the program, and thus 
the mandates of the COP and APT, until December 31, 1993. In addition, current President 
Fidel Ramos signed Executive Order No. 37 (see Annex C) which reinforced the GOP's 
commitment to privatization. This order required that all GOCCs pegged for privatization 
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submit pnivatization action plans to the COP by the end of calendar year 1992. These Wa> 
must include strategies to complete privatization within the first six months of 1993. 

Realistically, however, the privatization of the GOCCs identified in E.O. 37 '.ill not 
nearly be completed within the timeframe designated by Ramos, due to the size and magnitude
of the undertaking, especially in overcoming the problems of deficient capital markets and 
political resistance. E.O. 37 served more as a recommitment on the part of the President to 
pnvatization for the benefit of the international community, while at the same time sending a 
powerful message to the management of all GOCCs. Privatization, as a policy of the GOP. 
therefore, will extend into 1993 and beyond. Part of 1993 will likely be devoted to the 
development of legislation by the GOP to further institutionalize the practice of privatization.
whether through the continuation of the COP and APT or through other entities, in order to 
continue the privatization program. 

C. AID Privatization Assistance 

In June 1988, USAID co-funded a $9.8 million privatization assistance project with the 
GOP, in which AID agreed to contribute $5 million in technical assistance and equipment. 

An evaluation of the AID privatization project was completed by INTRADOS in 
September 1992, and reflected very favorably on the work which AID was able to accomplish. 
According to the evaluation, AID provided privatization assistance to 80 assets over the course 
of the project, mostly between 1990 and 1992. Of these 80, 10 were fully or partially sold. 32 
were made ready for bidding, 10 were studied with further review being done by the DEs, I was 
liquidated, 5 were transferred to a different government agency, 5 had legal impediments to 
privatization, and 17 are currently under review for privatization by AID. These transactions 
have contributed approximately 9 billion pesos of the total proceeds that the GOP has received 
from privatization activities. A good deal of AID's assistance has been directed to the APT. 

AID's technical assistance has been highly praised by the GOP and has been cited as a 
major factor in moving the privatization process along. With a renewed commitment to 
privatization by the new government and a GOP portfolio that still consists of over 200 GOCCs 
and 111 non-,"..riorming assets a,, of November 1992, there remains plenty of opportunities for 
continued privetization assistance by AID over the next several years. According to the Country 
Economic Report for the Philippines published by the World Bank in February 1992, further 
privatization in the Philippines should be able to generate at least another 42 billion pesos. With 
the implementation of E.O. 37, half of all sales proceeds from privatization would be remitted 
to the treasury. 
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D. Other USAID Development Assistance Projects Complementary ,o Pn',azaticqr 

Pnvatization has been taking place in almost every single economic sector in the 
Philippines. At the same time, USAID has many on-going development projects which coer 
different sectors in the economy as well. The USAID privatization project Aill finance the 
majority of USAID-assisted privatization studies and transactions occumng oer the next fevk 
years. However, the scope of government privatization is much larger than the available funcs 
within the privatization project. Therefore, synergies with other AID projects on pnvatization 
are possible. Where diese synergies arise, linkage on both the funding and resource levels 
would maximize the total amount of privatization assistance given by USAID in the Philippines. 
Such opportunities exist with the Capital Markets Project, the CCPAPS Project. the 
Decentralized Shelter and Urban Development Project, and the Local Development Assistance 
Program. Agriculture and health projects promise to provide some overlap as well. 

Linkage to other projects can be facilitated by identifying specific project elements where 
privatization could be a means of achieving project goals and then building privatization 
strategies and tasks into the project work plans and budgets. In the case of the Capital Markets 
Project. for instance, a large privatization by way of a stock flotation will greatly impact the 
ManilalMakati Stock Exchanges both from a capitalization and an operations point of view. 
Both the USAID projects have vested interests in assuring a successful flotation. The Capital 
Markets Project could take on elements of the privatization such as legal services associated with 
registering with the SEC, assisting with securing an appropriate underwriter including fee 
negotiation, and working with the exchanges and brokers to assure timely clearing of stock sales. 
Likewise, the Shelter and Urban Development Project may be able to take on the complete
privatization of the Home Insurance and Guaranty Corporation and other such housing agencies
within the government, given the special expertise associated with this AID Project and the 
impact that privatization would make on the provision of housing in the Philippines. Each 
USAID project in the Philippines should be examined to determine if any overlap with the 
Privatization Project exists and whether synergies between them can be developed. 

E. Other Donor Activity 

Historically, the United States has been the leading provider of assistance to the 
Philippines. However, US bilateral assistance to the Philippines is declining along with the US 
military presence with the closings of the Subic Bay Naval Base and Clark Airforce Base. 
USAID has experienced steep cuts in its budget as a result of this policy, and so must now 
carefully allocate its funding to projects with high impact. This has left room for other donors 
to play a larger role in the Philippines by making up the gap in assistance left by the US. 

The World Bank and the Asian Development Bank are the most active donors in the 
Philippines after AID. Both have developed complementary programs to AID which have 
centered primarily on infrastructure development, capital markets development, and economic 
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structural adjustment lending. Neither has made privatization a specific focus of their a,::. :::e, 
in the Philippines as yet. rather allowing AID to take the lead in providing privatization :ecnn:C : 
assistance. 

However, privatization is considered an important means to economic deelopment b% 
the World Bank and ADB, and thus has been a by-product of many of the projects that the, ha, e 
undertaken. For example, the World Bank released the first tranche of assistance under its 
Economic Integration Program in 1992 based on whether the GOP had pnvatized 60% or more 
of an agreed upon set of assets. Likewise, the second tranche of assistance (S75 million),. set 
to be released in the summer of 1993, has been tied to the completed privatization of at ieast 
75 %of targeted corporations owned by the government. Similarly, the role of the pn. ate sector 
in infrastructure development projects is increasing as the BOO/BOT method of constructing 
facilities is being relied on more heavily as a way of relieving government budgetary constraints. 
This in fact has led to the creation of the CCPAPS Fund -- a financing tooi jointly funded b, 
World Bank, ADB, and AID for BOO/BOT schemes for new infrastructure facilities. 

Privatization promises to increasingly become a focal point of donor activity in the 
Philippines, and as such there will exist many more opportunities for AID to work together with 
the other organizations to reach common privatization goals. Joint project or financing 
possibilities will most likely emerge in the areas of privatizing existing infrastructure and 
expanding the capital markets through privatization, since the World Bank and the ADB have 
been most active in these sectors in the past. 

The conclusions and recommendations of the AID evaluation, the conditions imposed on 
new lending to the Philippines by the IMF and World Bank, and the interest shown by the GOP 
in expanding privatization to encompass all GOCCs are serving as the basis for the new project 
elements developed in this supplement. 

I. PROJECT DESCRIPTION 

A. Project Goal and Phirpose 

The goal and purpose of the four-year extension of the project remain unchanged from 
those in the original Project Paper. The sector goal to which this project contributes is national 
economic development through increasing employment and income. 

The GOP has recognized the potential continued contribution of privatization to achieving 
national economic development goals by extending its five-year program of TA and GOCC 
divestiture through the end of 1993. The extension of the GOP program looks to take advantage 
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of the 	significant momentum that has been achieved in the COP's divestiture program. and :he 
significant expertise mobilized by the APT. 

The GOP has also recognized that privatizauon can contribute even more to the 
achievement of its development aims if a wider range of pnvatization techniques is employed 
in the government corporate sector (i.e., retained GOCCs). These techniques include: sen. ice 
contracting; long-term leasing; BOO/BOT for rehabilitation of infrastructure: spinning-offGOCC 
subsidiaries and activities to private entities, including entities created by management buvouts 
by existing management or employee buyouts using ESOPs or similar share creation schemes: 
and greater profit sharing/ownership by employLes. Such techniques have been employed b%, 
governments worldwide to achieve greater economic efficiency in the public sector and to 
increase effectiveness of delivering essential public services. 

Through the deployment of a greater range of privatization techniques. GOP can (1) 
reduce the subsidies to the government corporate sector, (2)obtain more dividends from GOCCs 
for use in development programs, (3) extend the limited resources available to it for 
infrastructure, and (4) maintain or increase the level and quality of service provided in the face 
of increasing demands and challenges. In its most recent Executive Order on privatization. E.O. 
37, the GOP focuses attention on lessening the drain on the national budget from retained 
GOCC, through the private provision of public services and through the sale of GOCCs and 
assets on an accelerated schedule. 

Accordingly, the purpose of the project extension remains to support the GOP's 
privatization policies and program in their extended and expanded form. 

At the end of the project's four-year extension, it is expected that the following outputs 
will be achieved: 

I. 	 The completion of at least two major "big ticket" divestitures, that is, divestitures 
of major national concern and visibility. Such divestitures should be large. 
complex and complementary to the development of capital markets. 

2. 	 The completed divestiture of the 26 accounts having implementation plans 
completed with the assistance of USAID, and which are ready for sale with or 
without impediments at the end of calendar 1992 (see Annex E). 

3. 	 The completion of implementation plans for the remaining companies benefitting 
from AID assistance. 

4. 	 The identification and/or establishment of an on-going entity within the 
government dedicated to the ongoing process of privatization in all of its 
applicable forms. 
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5. 	 New legislation significantly reducing the barriers to privatization transac:ior., 

6. 	 The establishment of a local institutional repository of expertise. experience anc 
training in privatization, either a not for profit institute or private consultnm 
practice. 

7. 	 At least one major transaction with retained GOCCs demonstrating the ,.abiht, 
and replicability of each of the following techniques: service contracting. long
term leasing, management buyout, employee stock ownership plan. joint .enture 
development with a private partner, and BOO/BOT for existing infrastructure 
expansion or rehabilitation. 

B. 	 Project Activities 

An evaluation of the Philippines Privatization Project was completed by INTRADOS in 
September 1992 (see Annex D). In the evaluation, there were several conclusions and 
recommendations impacting project design: 

" 	 There should be greater emphasis on implementation of transactions, including 
the provision of investment banking and marketing technical assistance 

* 	 A framework for setting priorities and selecting opportunities for assistance 
should be created 

" 	 The scope should be expanded to include retained GOCCs and the private 
provision of public services 

* 	 Coordinate activities with projects in capital market development and BOO/BOT 

* 	 Review and update the skills and capabilities offered by IQCs 

* 	 Provide additional training focused on strategies and techniques for conventional 
and non-conventional privatization modes. 

The design of project activities for the project extension has taken into account all of 
these recommendations. 

It is also recognized that privatization becomes an ongoing part of government's 
implementation of public policy. This is implied by the recent actions of the GOP in 
privatization, especially in the shift to the private provision of public services. This area of 
effort is vast, however, and the long-term impact that USAID can have in the Philippines is to 
institutionalize privatization skills, both in GOP and the private sector, so that in-country 
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resources and expertise can be brought to bear permanently. The skills involved in pmratizatior: 
have many more applications in private sector development than just pnvatization and as such. 
institutionalizing these skills would present the Philippines with a valuable asset for the future. 

In light 	of the above considerations, the project extension has three focuses of actit,,t,:
(1) completion of divestiture transactions, (2) institutional development, and (3) prvate 
provision of public services. 

I. 	 Divestitures 

This activity will focus on clearing the backlog of GOCCs and Transferred Assets slated 
for divestiture by GOP, consistent with the priority for action stated in E.O. 37. There will be 
two prongs for USAID assistance: 

a. 	 Major Transaction Support. Conceatration will be on a small number (2-4) of 
"big ticket" divestiture transactions. Criteria for selecting a divestiture for 
support will be: 

(1) 	 Political Significance: Is this a transaction with major visibility? Is there 
an explicit GOP policy pronouncement backing the transaction? Is there 
political pressure to undertake the transaction? Can the transaction be 
accomplished in timely manner? Is the GOCC on the IMF watchlist? 

(2) 	 Economic Significance: Would the transaction be a major revenue 
generator for GOP? Is the GOCC a major drain on the GOP? Could the 
transaction be self-financed or co-financed? Does the transaction promote 
economic efficiency? 

(3) 	 Synergy: Has the transaction previously received USAID assistance? 
Would the transaction significantly advance national development? Does 
the transaction support capit2l market development? 

Annex G reflects an illustration of one type of methodology which could be used 
to select GOCCs for divestiture. 

For each transaction supported by USAID, establishment of a special disposition 
committee will be recommended (similar to the PAL transaction). 

b. 	 Completion of USAID Backlog: USAID has provided APT and other DEs with 
assistance with 80 accounts to date, but only 10 have been fully or partially sold. 
Another 26 have had completed implementation plans and are ready for sale, have 
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impediments or are still "under study" (see Annex E). These _6 il1le ":: 
initial focus of USAID assistance under the project extension. In addition. aiia,' 
the remaining accounts will be targeted for completion of implementation plans 
and possible sale or disposition. to be undertaken by the on-going pnvatization 
entity established as part of this project supplement (see Institutional Development 
below). 

Technical Assistance: Short- and long-term expatriate and local specialized services A.ill 
be provided for implementation planning, marketing and sales, including management. 
investment banking, marketing, negotiations, legal, financial and public relations. 
Present IQCs would be augmented to encompass the broader range of required 
capabilities, and the IQCs would be rebid. 

Training/Seminars: Intensive, short workshops will be held focusing on the specific 
targeted transaction, including review of worldwide experience with similar transactions. 
treatment of existing management and employees, ESOP design and action planning. For 
the AID-list accounts, workshops will be held with the DEs on marketing and 
implementation, taking advantage of the APT experience in these areas. 

2. 	 Institutional Development 

The COP and APT both lapse at the end of calendar 1993, yet the privatization program
will most likely be incomplete, demanding the development of continuing leadership in this area. 
The need for institutionalizing privatization is underscored further by the GOP's expansion of 
the concept to the private provision of public services. When it is considered that provincial and 
local governments have not yet even been included in the process (except for BOO/BOT in new 
infrastructure investments under AID's CCPAPS Project) by the GOP, the need for ongoing 
support of privatization is imperative. Since privatization assistance to local governments falls 
outside of the realm of USAID's privatization project, the necessity for institutionalizing 
privatization within the GOP becomes even more clear. 

The objective of providing support in this area is to establish privatization as acontinuing 
part of the government's economic program, to transfer expertise to local public and private 
entities, and to make the process self-sustaining. USAID will provide support to the institutional 
development of privatization in the following ways: 

a. 	 Establishment of an On-going Entity within the GOP for Privatization. An 
institutional analysis and plan will be completed to help GOP develop an on-going 
mechanism to complete the current program beyond December 1993 and extend 
the work of privatization into retained GOCCs in more non-traditional ways. The 
plan will include recommendations for legislation or executive orders, leadership, 
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organization, staffing, resources and training. Once the GOP's pn,,atization 
program is complete, the entity can be disbanded. 

b. 	 Legal/Policy Review. Streamlining the privatization process and institutionalizing 
privatization as a part of government will require changes to current laws and 
regulations, and the promulgation of new laws. Currently. many barrers to 
effective privatization exist, including the COA valuation and bidding processes. 
limitations on the use of sale procetds, and prohibitions on programs to offer 
shares to employees on deferred terms or at less than full value. In addition. 
little enabling legislation exists for regularizing the non-traditional forms or 
privatization, such as joint venturing, or allowing for revolving funds or other 
forms of self-generation of resources, or encouraging alternative ownership 
methods (MBOs, ESOPs, etc.). Working with COP, GCMCC, DBM and other 
government groups, the project will complete a review of legislative and 
regulatory barriers to privatization and propose legislation or executive orders to 
overcome them and to make an on-going GOP entity to continue the privatization 
effort. 

c. 	 Management Information System. A tremendous amount of data and information 
exists on GOCCs, both retained and disposed of, but there doesn't seem to be a 
computerized information system to organize the data for COP. Also, upon the 
dissolution of COP and APT, the organized codification and transfer of 
information will be crucial if future analysis and reporting is to be accomplished. 
Such data would form the foundation for GOP program evaluation and revision. 
as well as case studies and post mortem analyses of completed transactions. The 
project will provide the COP with assistance in organizing its information and 
developing and maintaining a computerized data base. 

d. 	 Local Resource Institute. One key to the institutionalization of privatization is not 
to lose access to the remarkable amount of expertise and experience amassed 
locally in the past five years. Development of'a permanent non-profit institute 
or for-profit consulting organization would provide the basis for retaining that 
talent and expanding local expertise in the future. The project will support the 
establishment of such an organization, either new or part of an existing body, for 
consulting, training, case study preparation and other advisory services. 

Technical Assistance: Short- and long-term expatriate and local specialized services will 
be provided for organizational analysis, legal and regulatory review, management 
consulting, and information system development and management. 

Training/Seminar : A focused workshop will be conducted for government staff and 
legislators on enabling legislation and worldwide experience with regulatory and 
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legislative practices regarding pnvatization. Training in data base management s:e: 
design 	and implementation will be provided to selected government staff. 

Commodities: AID assistance will be provided for the procurement of computer soft .are 
to support the development of the data base management system. 

3. 	 Private Provision of Public Services 

Beyond divestitures, an entire world of techniques is available under the rubric or 
privatization. As a set of management tools for government corporate sector officials, non
traditional privatization techniques can use the private sector to serve the government's 
objectives of increasing economic efficiency, upgrading and extending levels of services, and 
repatriating more funds to the treasury, without necessarily relinquishing ownership to the 
private sector. The DOF sees the private provision of public services (i.e.. contracting out. 
leasing, joint venturing, BOO/BOT, management buyouts and employee stock ownership plans) 
as an excellent means to introduce privatization to the GOCCs designated for retention, and 
expressed to us on several occasions its wish to expand the GOP's privatization program in this 
manner. 

Pursuant to our conversations with the DOF, PW/IPG raised the issue of private 
provision of public services in most of our interviews in Manila to gauge the response of the 
GOCCs to the concept. We were pleasantly surprised to learn that many GOCCs, such as the 
Philippine Ports Authority, the Home Insurance & Guaranty Corporation, the Philippine Post 
Office, the Philippine National Railway, the Manila International Airport Authority, and the 
Metro Water & Sewerage System, were already exploring ways to build partnerships with the 
private sector. Their use of the techniques, however, is not yet fully developed, documented 
and disseminated. Those GOCCs which had not yet considered the idea, like the NEA. were 
very interested in finding out what possibilities were available to help build operational 
efficiency. At the GOCC level, there will be a demand for advisory services to assist in using 
the private sector to provide services where appropriate and cost effective. 

The objective of this project component, therefore, is to identify promising areas for such 
techniques, to provide guidance to GOCCs and to demonstrate their applicability through the 
implementation of major, visible and replicable transactions. 

a. 	 Inventory of Privatizable Assets and Operations. Through interviews, workshops 
and seminars, document analysis, brainstorming sessions and site visits, an 
inventory of privatizable existing assets and operations will be amassed for all of 
the retained GOCCs. This will complement the inventory being compiled for new 
assets under the CCPAPS project. For each such asset, applicable privatization 
techniques will be devised through discussions with the GOCC management and 
employees. In cases where a privatization technique has been successfully 
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implemented, it will be documented by the prc 
GOCCs. 

b. 	 Demonstrations. From the opportunities for priva
identified above, and with the commitment of the
 
of transactions will be selected and implementc

properly documented to serve as model transaction
 
throughout the government corporate sector. At le
 
be selected in each of the following categories.
 

(1) 	 Service Contracting: Long-term contracting of complete facilities or major
operations, such as airports or water filtration plants: 

(2) 	 Management Buyouts: Reorganization of a subsidiary or major corporate
function as a private company under the ownership of its current 
managers, 

(3) 	 Employee Stock Ownership Plans: Allocation of a major block of stock 
(or the entire ownership) to a trust representing the current employees of 
a subsidiary or reorganized major corporate function; 

(4) 	 Long Term Leasing: Long-term leasing of total facility with or without
requirement of the lessee to rehabilitate existing assets or build new 
infrastructure with private investment; 

(5) 	 Joint Venture Development: Public-private partnership to create, own and 
manage a new development or facility; 

(6) 	 BOO/BOT: Private development of infrastructure under contract to 
government. Projects selected under this option will be coordinated with 
other USAID and donor initiatives. 

c. 	 Guarantee Facility. Using USAID resources or the PRE guarantee facility, if
available, the project will work with local commercial banks to establish and 
operate a guarantee program to facilitate non-traditional methods of privatization
and alternative ownership forms, such as ESOPs, MBOs, and contracting/leasing
concessions. The guarantee facility would guarantee in part commercial loans to 
support the financing of new tocorporate ventures undertaking privatization
provide working capital, equipment rehabilitation and/or share purchasing.
Commercial banks usually will not lend to new entities without substantial assets 
as collateral. For instance, when we talked to Roberto MangLigot of PCI Bank.
he said he would want more than a 50% guarantee from AID/PRE before making 
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a loan to a new company or an ESOP formed through pnvatization. T.p,:_,
initiatives eligible for loan guarantees would include GOCC employees who p 
off a subsidiary or function and get a service contract from their former 
employer: or a group of managers leveraging a management buvout of a GOCC 
or GOCC function; or a private venture organized to seek government contracts. 
Limited funds available for this facility will make the support highly selective and 
dependent upon the quality of the initiative. 

Technical Assistance: AID will finance short- and long-term expatniate and local 
specialized services and advisory consultancies in relevant areas of expertise. with 
emphasis on implementation assistance for the demonstrations. Local expertise will be 
called upon to document cases of completed transactions. 

Training/Seminars: A series of special mini-workshops will be held with individual 
GOCCs or small numbers of related GOCCs to "brainstorm" ideas for privatization
within their companies. Workshop materials specific to the interests of the GOCC will 
be prepared in advance as an agenda. Participation of GOCCs in these workshops will 
be premised on their commitment to produce an action plan based on the ideas generated 
therein and to submit the action plan to their Board for review. Additionally, a regular 
series of seminars and workshops will be held for middle managers of GOCCs to 
disseminate information on the "how-to's" of techniques, worldwide experience, and 
successful in-country transactions. 

III. COST ESTIMATES 

Budget obligations and expenditures are summarized in Figure 1. This program calls for 
a total of $9 million to be obligated equally over the fiscal years 1993-1995, while expenditures 
are made over the four-year period 1993-1996. The detail and assumptions behind the 
recommended expenditures are found in Annex I. 

IV. IMPLEMENTATION ARRANGEMENTS 

A. Implementing Entities 

The implementing entities at USAID and the GOP will likely remain unchanged for the 
duration of the privatization project extension (see discussion under Institutional and 
Administrative Analysis). Primary oversight for the project remains with the DOF Office of 
Privatization under the Secretary of Finance (who is the chairman of both the GCMCC and the 
COP). Besides coordinating USAID assistance to the APT and other DEs, the DOF Office of 
Privatization will work with the Office of Government Corporations which will oversee the 
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private provision of public services. Even though these two offices report to diffeen 
Undersecretanes. they already work closely together. 

B. Contracting Arrangements 

1. Local Technical Services 

As stated earlier. IQCs will continue to provide technical assistance to APT. DEs. and 
retained-GOCCs. However, the types of services needed have changed since the inception or 
the original privatization project in 1988. More emphasis should be given to investment 
banking, legal advisory, and management consulting services, versus auditing. valuation, and 
technical firms, since privatization in the Philippines is reaching the transaction stage. (Besides. 
these latter services can still be obtained through subcontracting arrangements through the [QCs 
should the need arise.) Therefore, the existing IQCs should be reexamined based on the services 
they provide, and rebid if necessary. 

One difficulty that USAID will face in obtaining reputable investment banking services 
is the use of the fixed-rate contracting method. Investment banking firms traditionally work on 
a success fee basis, and therefore, will be hesitant to work on a fixed fee basis. Because of this. 
AID may not be able to attract well-known, proven investment banking firms to work on behalf 
of the GOP. AID may want to consider allowing success fee contracts -- or convincing the GOP 
to allow success fee contracts. 

The roles of USAID/Manila and the GOP remain unchanged in administering projects 
under the IQCs. 

2. Short-Term Expatriate Services 

Procurement of short-term expatriate services remains unchanged from the original PP. 

3. Long-Term Expatriate Services 

Privatization in the Philippines currently has new momentum due to the recent 
pronouncements by President Ramos, particularly E.O. 37. This momentum carries with it the 
potential for greater attention being paid to transactions and specialized contracting 
arrangements, along with the possibility of increased legal disputes and political challenges to 
transactions. Sound management, setting of priorities, and quick response time will be required 
by the GOP groups directing the privatization efforts. Therefore, PW/IPG recommends that 
USAID put in place long-term advisors (LTA) who will assist the GOP with privatization in 
order to keep the momentum going. The LTA would be responsible for advising the GOP on 
implementing many elements of the PP Supplement, including but not limited to: 
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0 Working directly with APT to complete its divestiture of assets before Decem oer 
31. 1993: 

0 	 Working with the DOF. GCMCC. and Congress to pnontze pr.atization 
initiatives and effect enabling legislation to move the process along: 

* 	 Assisting in institutionalizing privatization skills and administration ithin the 
GOP in order to prepare for post-December 1993: 

0 Organizing and/or leading specialized seminars and workshops for target groups 
needing direction and assistance with privatization; and 

* 	 Assisting USAID in identifying special technical services required for indi,.idua 
projects, whether in investment banking, labor negotiations, contracting and 
leasi:,g, legal advisory services, financial advisory services, marketing, etc. 

* 	 Assessing the potential for the private provision of public senices and creating 
a project inventory through interviews and discussions with various government 
agencies and GOCCs. Identifying and implementing key demonstration projects 
for USAID assistance; 

We envision a need for two separate long-term advisors. The first advisor would 
specialize in divestitures. while the second would have expertise in the private provision of 
public services. The two would generally not serve simultaneously, except for perhaps during 
a short transition period in FY1993-FY1994 when the divestiture phase of the project winds 
down and the private provision phase starts up. Figure 2 illustrates the timing of the different 
phases. 

The LTA would report to the Office of Privatization and the Office of Government 
Corporations in the DOF, as well as to a DE or APT as appropriate. 

Procurement of LTA services remains unchanged from the original PP, except that 
AID/PRE's privatization contract is no longer with the Center for Privatization, but is with the 
International Privatization Group of Price Waterhouse. 

C. 	 Training/Seminars 

Seminars and workshops will take place upon the request of the GOP with concurrence 
from USAID. However, training, in general, should become more focused than that previously 
conducted, given the current stage of privatization in the Philippines. (Refer back to Project 
Activities for recommended training modules.) 

D. 	 Commodity Procurement 

The project will fund the acquisition of four personal computers, a local-area-network, 
and a laser printer, along with data-base programming and training services for the COP. Refer 
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to Project Activities for details on the proposed management information svstem. Procure:-:-:-: 
procedures and conditions remain unchanged from the previous PP. 

E. Monitoring and Evaluation 

Monitoring progress of the project will remain primarily with the Office of -he 
Undersecretary of Finance for Privatization, but will be augmented by oversight from the 
Undersecretary of Finance for Government Corporations. PW/IPG also suggests the creation 
of a project monitoring group consisting of the Assistant Deputy of DOF/Privatization. the 
Assistant Deputy of DOF/Goveinent Corporations, and the Executive Trustee of APT. 

The monitoring reports required of the DOF will remain unchanged. The LTA vill. 
however, be responsible for the submission of: 

0 Quarterly status reports on projects being assisted by the LTA 
* Opportunities within the GOP for additional assistance within the scope of this 

project 
0 Problems and impediments being encountered in the privatization process. and 

plausible solutions/recommendations for overcoming them, and how USAID 
might play a role in their resolution 

0 Outlook for the following quarter 

In addition, two evaluations of the project have been scheduled, both to be conducted by 
independent, third-parties: 1) mid-term project evaluation at the beginning of FY 1995. and 2. 
end-of-project evaluation at the end of FY1996. 

F. USAID Project Management 

Project management will be the responsibility of the Private Enterprise Support Office 
(PESO). The PESO Project Officer will spend approximately 30% of his/her time on the 
project, while a Foreign Service National Project Assistant will spend about 75% of his/her time 
on the project. All else remains the same as in the original PP. 

G. Project Schedule 

The project schedule is presented in Figure 2, and shows the general timeframe in which 
the various elements of the project would be implemented over the period FY1993-1996. 

H. Implementation Plan 

The schedule of project milestones is contained in Figure 3. This reflects the timing of 
administrative events over the life of the project. 
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Figure 1: Cost Estimates
 

Planned Yearly Obligations and Expenditures ($1000)
 

Component\Fiscal Year 1993 1994 1995 1996 Total 

Obligations 3,000 3,000 3,000 0 9,000 

Expenditures 1,913 3,663 2,181 1,241 8,998 
A. Divestitures 

1. Major Transactions 715 358 0 0 1.073 
2. APT/NDC List 405 140 0 0 545 

Subtotal' 1,120 498 0 0 1.618 
B. Institutional Development 
1. Permanent Government 

Organization 61 32 0 0 93 
2. Legal/Policy Review 141 91 0 0 232 
3. Mgmt. Information System 97 58 0 U 155 
4. Local Resource Institute 0 85 150 150 385 

Subtotall 299 265 150 150 864 
C. Private Provision of Public Services 

1. Inventory of Projects 265 432 432 433 1,560 
2. Transactions 169 338 338 338 1,183 
3. Guarantee Fund 31 2,000 1,000 0 3,031 

D. Oversight and Evaluation 
Subtotal! 464 2,770 1,T/0 771 5,774 

1. Monitoring 30 52 52 52 185 
2. Evaluation 0 0 100 100 200 

Subtotall 30 52 152 152 385 
E. Cost Inflation 0 79 1 110 169 358 

Total E nditureo 1,913 3,663 2,181 1,241 8,998 



FIGURE 2: PROJECT SCHEDULE
 

Activity FY93 FY94 FY95 FY96 

1. Divestitures 
Mar Oct Oct Oct 

A. Major Transactions 

Transaction Workshops I - 1 

B. Complete USAID Backlog 

Training Workshops 1- -

2. Institutional Development 

A. Permanent Privatization Org. 

B. Legal/Policy Review 

Legal Workshop 

C. Mgmt Information System 

D. Local Resource Institute 

I 

3. Private Prov. of Public Services 

A. Inventory of Assets 

Mini-Workshops -1 1 - - 1 

B. Demonstrations 

C. Guarantee Facility I 



FIGURE 3: MIPLEMENTATION PLAN
 

FY 1993 

Authorization of Project March 1993 USAID 

Obligation of FY93 Funds March 1993 USAID/NEDA 

Submit FY93 Work Plan April 1993 DOF, APT 

Satisfaction of CPs April 1993 NEDA,DOF 

Long-Term Advisor Contracted April 1993 USAID, DOF 

Expatriate Technical April 1993 DOF/USAID 
Assistance PIO/T Executed 

Submit FY93 Work Plan April 1993 Expatriate Contractors 

RFP Local IQC Bids May 1993 DOF/USAID 

Local IQC awards July 1993 DOF/USAID 

Begin MIS Design July 1993 DOF/Local IQC 

Equipment Procurement August 1993 DOF/COP 
Plans Submitted for 
COP 

Submit FY94 Work Plan August 1993 DOF 

Equipment Procured by September 1993 USAID 
Procurement Services Agent 

Technical Assistance provided Throughout DOF, APT, GOCCs, 
through work orders and AID 1993 USAID 
direct contracts 

FY 1994 

-- Approve FY94 Work Plan October 1993 USAID 

-- Satisfaction of October 1993 NEDA,DOF 
CPs FY 94 Funding 
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-- Obligation of FY94 Funds October 1993 USAID/iNEDA 

6-Month Training Plan 
Submitted 

December 1993 DOF 

Technical Assistance provided 
through work orders and AID 
direct contracts 

Throughout 
1994 

DOF. GOCCs. 
USAID 

Reach General Agreement on 
Guarantee Fund 

June 1994 USAID/PESO. USAIDPRE 

6-Month Training Plan 
Submitted 

June 1994 DOF 

-- Submit FY95 Work Plan August 1994 DOF 

-- Sign Guarantee Facility August 1994 USAID/PESO, USAID/PRE 

FY 1995 

-- Approve FY95 Work Plan October 1994 USAID 

Satisfaction of 
CPs FY 95 Funding 

October 1994 NEDA, DOF 

-- Obligation of FY95 Funds Oct.ober 1994 USAID/NEDA 

6-Month Training Plan 
Submitted 

December 1994 DOF 

-- Mid term Evaluation December 1994 Contractor 

Technical Assistance provided 
through work orders and AID 
direct contracts 

Throughout 
1995 

DOF, GOCCs, 
USAID 

6-Month Training Plan 
Submitted 

June 1995 DOF 

-- Submit FY96 Work Plan August 1995 DOF 
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FY 1996 

-- Approve FY96 Work Plan October 1995 USAID 

6-Month Training Plan 
Submitted 

December 1995 DOF 

Technical Assistance provided 
through work orders and AID 
direct contracts 

Throughout 
1996 

DOF, GOCCs. 
USAID 

3-Month Training Plan 
Submitted 

June 1996 DOF 

-- Final Evaluation September 1996 Contractor 

Project Completion 
Submission Date 

September 30, 1996 
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V. FINANCIAL ANALYSIS 

Since the Privatization Project (Project 492-0428) began in April 1988 both USAID anc 
the GOP have had significant experience in estimating the financial return to expenditures on 
privatization. Annex H of the original project paper estimated that if GOP sold 86 GOCCs at 
1.16% of 1985 asset book value or one GOCC for 99% of book value, the original project
would be financially justified. Clearly that result was achieved by the GOP dunng the life of 
the original project (see Annex D). 

PW/IPG analyzed the financial cost benefit of the first four transactions in which it 
participated in the Philippines. Measured simply as the sales revenue (losses saved b; 
liquidation in one case) compared to the cost of PW/IPG's advisory services, the respective net 
benefit figures were $110 million and $400,000 (see Annex J). A similar analysis for the t.pe 
of transactions contemplated under the project supplement would be as follows: 
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COMPANY YEAR 0 YEAR 1 YEAR 2 YEAR 3 YEAR 4 

PICOP 1,000 

3 APT HOLDINGS 
120 

PHILSECO 840 

NATIONAL STEEL 
1,600 

MANILA HOTEL 
500 

3 APT HOLDINGS 
120 

PRIVATE PROVISION 
OF PUBLIC 
SERVICES 1,525 2,275 1,265 

TOTAL REVENUE/ 
COST SAVINGS 
(million pesos) 1,960 3,745 2,275 1,265 

REVENUE/SAVINGS 
($000 -- $1:25pesos) 78,400 149,800 91,000 50,600 

PROJECT 
EXPENDITURES 
($000) 1,909 3,662 2,157 1,210 

NET BENEFITS 76,491 146,800 88,843 49,390 

NET PRESENT 
VALUE (15%, $000) 264,170 

Assumptions: 

1. 	 The first five identified AP transactions are probably relatively small. We have 
estimated each to be worth about 40 million pesos, but we have no data to support this. 
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2. 	 Sales revenue for National Steel and Philseco was taken from a recent House Committee 
study which was reported in The Business Star (Manila) on December I1.1992. PICOP 
and Manila Hotel are based on a review of independent valuation studies. These '.alues 
assume that the GOP will assume all liabifities except obligations to employees. 

3. 	 There will be sales revenue from sales of companies in the APT NDC portfolio in 
addition to the four entered as revenue in years I and 2 above. 

4. 	 Project costs assume 10% loss rate on guarantees outstanding lagged two 'ears or 20 
million peso in year 4 and 10 million in year 5. There is no scientific basis for these 
loss rates. 

5. 	 No estimate of increased tax revenue to the government or reduced subsidy payments by 
the government are included as benefits. 

6. 	 Cost savings accrued from the private provision of public services represents a total of 
10% of all 1991 expenses incurred by those companies on the IMF Watch-List, which 
are the likely candidates for this kind of activity. 

Altering the assumptions we made would not change the basic conclusion that returns to 
AID money spent on divesting Philippine state-owned enterprises is high. In our own 
privatization experience to date in the Philippines, a $400,000 AID expenditure produced over 
$100 million for the Philippine government, or $275 gained for $1 spent. The analysis provided 
in the PP Supplement shows a gain of $370 million for an expenditure of $9 million, or $41 per 
dollar spent. With E.O. 37 we have every reason to expect that AID money will be spent on 
divesting companies, not studying them. If AID put their money in US Treasury bills at 3 % or 
in Philippine government bills at 17%, an equivalent financial return would be 3 cents per dollar 
and 17 cents per dollar, respectively. The underlying assumptions of this financial analysis 
could be grossly off-base, particularly the sale price of companies divested or the amount of 
Philippine money contributed for each $1 of USAID money required to complete a successful 
divestiture. But even with very different assumptions, we believe that the financial return would 
still look very attractive. 

The only comprehensive study that we have seen of the financial benefits of a cross 
section of privatized state-owned enterprises documented significant increases in profitability. 
output per employee, capital spending and total employment. The sample consisted of 41 
companies privatized through public share offerings before 1988 taken from the 149 companies 
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listed as being privatized prior to 1988 in a World Bank study by Candov-Sekse and Palmer 
The study has not been published as yet. Only seven of the transactions studied %Aere:rom 
developing countries. We have not attempted to quantfy these benefits in our financial anal s~s 
but welfare measures of these benefits are included in the economic analysis herein. 

VI. ECONOMIC ANALYSIS 

Since the Privatization Project Paper (Project 492-0428) was approved in April 1988 a 
major World Bank-funded, three-year study on the welfare benefits of twelve pnvatization 
transactions in four countries has been presented2 . Although the Philippines was not included 
in the study, there is no reason to expect that the results would not be generally applicable to 
the type of transactions that are contemplated under this supplemental privatization project. 

The methodology of the economic analysis isstraightforward. The fundamental trade-off 
in divestiture is between private objectives, which may be perceived as less desirable sociallv. 
and private sector performance in pursuing these objectives more efficiently. In the 
methodology we used, these objectives are measured as welfare gains and losses from divestiture 
to consumers, government, enterprises, labor and competitors. The basic equation is: 

W= S+ + L + C 

W= change in welfare 
S= change in consumer surplus 
= change in enterprise profits 

L = change in labor rents 
C = changes in rents(or expenses) to competitors 

is the split between buyers and sellers of the company to be divested, which is 
basically the difference between what the buyer is willing to pay for the state-owned enterprise 
and what he actually pays. If the buyer pays less than he is willing, the government's share is 
positive. Consumers gain if there is greater efficiency, reduced prices or expanded investment 
because of divestiture. The basic calculation in terms of measuring welfare on a net present 
value basis is the difference between the conduct of the government as owners and the conduct 

'Candoy-Seske, Rebec sand Anne Ruig Palmer, 1988, Techniques of Privatization of State 
Owned Enterprises: Inventory of Country Experience and Reference Materials (Washington. 
D.C.: World Bank). 

2Ahmed Galal, Leroy Jones, Pankaj Tandon and Ingo Vogelsang. "Welfare Consequences 
ofSelling li Enterprises Presented at a World Bank Conference June 11-12, 1992. 
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of the private sector as owners of the state owned enterprise. The World Bank-rinanced ),,U1 
is based on applying this methodology on results for five years before and after di'.estlzure or 
twelve divested state-owned enterprises in four countries, which are then projected ,n perpetu:., 
and discounted back to the present using an appropriate real discount rate. 

The welfare change varied from 1.6% to 155%. Only one compan'., a pn'atized
Mexican airline where the private owners over invested, showed a welfare loss. The a',erage
gain was 26%, which is the figure we used. In more than 50% of the cases the welfare gain 
was greater than 10%. Labor gained (or never lost) in all cases. Buyers generally gained -
they paid less than they were willing -- but governments generally gained as well because the 
stream of net profits evaluated at the shadow price of government funds is positive. Societ, 
gains more -- stream of pre-tax net profits -- from the private sector devoting its resources to 
the divested company than to other private pursuits. Consumers and competitors gained inabout 
half the cases and lost in about half the cases. The government has the ability, particularl, in 
the divestiture of regulated industries, to structure the sale in a way to influence who gains and 
loses. 

The welfare gain is the present value of multiple year flows. You then convert this 
welfare gain to a flow as the annual component of a perpetuity with an equivalent present value. 
For instance, if the welfare change is 1000, at a real discount rate of 10% its perpetuity 
equivalent is 100; an annual flow of 100 discounted at 10% has a present value of 1000. The 
annual flow of the perpetuity equivalent, expressed as a percentage of annual sales in the last 
pre-divestiture year, is the percentage welfare gain. On average, this was 26% in the case of 
the twelve companies in the World Bank study. This iswhat we used for a sample of Philippine
companies that may be divested under the project supplement. One could use 10% as a 
conservative estimate (more than 50% of the companies in the World Bank study gained more 
than 10%) and the welfare gain would still far exceed the project costs. 

In the absence of alinear programming model of the Philippine economy and an in-deptl 
analysis of companies that may be divested, we think this methodology best approximates the 
cost/benefit of funds expended on divesting Philippine state-owned enterprises. 

VII. INSTITUTIONAL AND ADMINISTRATIVE ANALYSIS / 

Executive Order No. 7181 extended the life of APT and COP until December 31, 1993. 

Executive Order No. 37 of December 2, 1992 (see Annex C) states, inter alia, that COP 
must approve privatization plans of 48 designated corporations. The Executive Order also lists 
81 retained corporations which will be reviewed by GCMCC. GCMCC will recommend 
additional companies, activities and assets from this list for privatization to the COP for 
approval. In addition, COP has the mandate to review the list of disposition agencies and make 
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recommendations on assigning companies or assets to new disposition entities to speed ..p :::e 
process as required. All departments and bureaus are required to review their dCtI,.:'es :,r 
opportunities for the private sector to undertake activities now conducted bv the go ernment 
agency and make arrangements to implement such privatization efforts. They are to )ubni* 
plans to COP only if action is required by the Office of the President or the Legislation. The, 
can seek technical assistance to develop and implement their plans through the Department or 
Finance, acting on behalf of the COP. 

Two administrative issues need to be addressed in implementing this project. First is 
who will be responsible within the GOP for managing the project. The present pn,,atization 
project is managed by the Department of Finance (under the Undersecretary for Privatization). 
Since COP and APT may go out of existence on December 31, 1993, the only continuity ill 
be the disposition agencies (of which there are now 14) or the Undersecretary for Privatization 
in the Privatization Office of the DOF. The institutional building that has taken place in the 
existing privatization project has been at DOF's Privatization Office and APT. DOF has both 
the mandate and capability to manage the implementation of this project supplement. By doing 
so, the capability of the Undersecretary for Privatization, and DOF in general. as chairperson 
of the COP Technical Committee, and of the principal staff for the COP and GCMCC. reporting 
to the Undersecretary for Administration and Corporate Finance, will be further strengthened. 
Since NEDA is a member of COP, and CCPAPS is not, there is some logic for NEDA to be 
the GOP signatory of the Project Supplement, as it was for the original privatization project. 

The second administrative issue is what happens after December 31, 1993. The expertise 
of APT, supplemented by staff from DEs, should be institutionalized and made available to a 
wider group of government agencies, bureaus, GOCCs, etc. Since E.O. 37 has given 
responsibility to each agency and department to develop and implement its own pnivatization 
effort, we are suggesting the incorporation of the APT staff (and others) as a cooperative, non
profit or for-profit advisory and training organization. An alternative may be the establishment 
of the APT staff as the advisory group to GOCCs and SOEs on privatization under the 
responsibility of the DOF. At that time, the undisposed APT assets could be returned to 
Development Bank of the Philippines and Philippines National Bank or transferred to another 
disposition agency. The argument for taking this function outside the government is that it 
would be made available to non-governmental groups and to governments of neighboring
countries, and that the civil service salary limitations would not apply to the staff. 

Finally, as part of the project supplement, advisory services will be provided to the COP 
and the DOF to assist them in developing and presenting the post-December 31, 1993 legislation. 
executive orders, contracting procedures and organizational structure and responsibilities for a 
continuing GOP privatization effort. In short, the Project Supplement will provide assistance 
in preparing the GOP for the post-December 31, 1993 privatization effort. 
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LOG FRAME ANNEX A: Page I 

Project Goal Objectively Verifiable 
Indicators 

Means of
Verification 

Assumptions'A _ __________ 

Contribute to 1.Decreased 1.GOP records 1. Short term ,ob iosses 
national economic unemployment indicator in public sector trom 
development goal 2. Project privatization will lead :o 
of increasing 2. Increased per capita monitoring increased employment :,n 
employment and income private sector in long 
income while term. 
decreasing the 3. Increased GDP 
budget deficit 2. Private sector %ill 

4. Decreased budget provide higher wages 
deficit than public sector 

3. GOP will not provide 
support to private sector 
via excessive tax 
exemptions and equity 
holdings. 

4. GOP will reduce 
subsidies to GOCCs 
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LOG FR-M]E 

Project Purpose Objectively Verifiable 
Indicators 

Reinforce the 1. Increase in number of 
privatization retained GOCCs 
policy of the GOP undertaking activities with 
through private groups and 
supporting the companies 
GOP's divestiture 
of selected 2. Increase in number of 
GOCCs, assets, GOP companies and 
and services to the assets offered for sale 
private sector. 

Means of 
Verification 

1. GOP records 

2. Project 
monitoring 

ANNEX A: Page 2 

Assumptions 

I. Political will to 
privatize exists 

2. Legal impediments to 
privatization will be 
overcome 

3. Sufficient skill in the 
Philippines exists to 
conduct privatization 
activities 

4. Financing 

impediments to some 

forms of privatization 
will be overcome 
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LOG FRAIE 

Project Outputs 

1. Big ticket sales 

2. Priority setting 
process 

3. APT list 

completed 


4. Local 
organization in 
place to carry on 
privatization 
activities 

5. Implementation 

plans for all AID 

assisted companies 


6. Management
 
Information 

System to track 

privatization of 

GOCCs 


7. Assistance to a 

local research, 

training, 

consulting institute
 

8. Establishment 

of a guarantee 

facility 


9. Enabling 

legislation 

formulated 


Objectively Verifiable 
Indicators 

End of Project Status: 

1. Two big ticket 

divestitures completed 


2. Completed divestiture 
of 15 accounts having 
implementation plans 
which were completed 
with AID assistance 
during 1988-92 

3. Completion of 
implementation plans for 
remaining companies and 
assets which received 
AID assistance during 
1988-92 

4. Establishment of a 
permanent government 
institution dedicated to 
ongoing privatization 

5. New legislation to 
reduce barriers to 
privatization transactions 

6. Establishment of local 
not-for-profit institute or 
consulting group with 
privatization expertise 

7. At least one major 
transaction with retained 
GOCCs for each of 
following techniques: 
service contracting, long 
term leasing, management 
buyout, employee stock 
ownership plan, joint 
venture with private 
partner, and ROO/ROT 

ANNEX A: Page 3 

Means of Assumptions 
Verification 

1. Project 1. AID financed ser,, ices 
monitoring prove acceptable to SOE 

disposition agencies 
2. Technical 
assistance reports 2. GOP rearranges SOE 

balance sheets to make 
them acceptable to 
potential investors 

3. GOP and Congress are 
prepared to implement 
change in laws and 
procedures to broaden 
the privatization program 
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LOG FRAME 

Project Inputs Objectively Verifiable 
Indicators 

1. Technical 1. Budget of $9 million is 
assistance spent as itemized in the 

Cost Estimate 
2. Training/ 
Workshops 

3. Equipment/ 
Software 

4. Local Costs 

Means of 
Verification 

1. Technical 
assistance 
contracts 

2. Financial 
reports 

ANNEX A: Page 4 

Assumptions 

1. Incremental fundln2 :s 
available 

2. GOP personnel and 
counterpart funds are 
available 

3. Agreement is reached 
on terms of the project 



M.\LA.,CANAN PALA,(:N 

MASILA 

EXECUTIYE ORDER NO. 37 

RESTNTIN0 THE PRIVATIZATION POLICY OF T1I2 GOVENMENT 

WHEREAS, Proclamation No. 50, a. 1986, launche4 a program 

for the dispoltion and privatizt ion of government curporations 
Ih~rau( chs.Qa a cu onaaI1.-0A itdc 5 Ia CC IC In . i ttea 

Privatization (COP) and the Asset PrivatzaItion Trist (APT)l
 

IHEREAS, Republic Act 7181, t. 1992, eztended jhq 11ft 
of ihe COP iid:APT from December 5, 19I up to Deccmbei It# 19931 

WHEREAS, Administrative Order Nos., 8 and 9, j. 1992, 
directed the identificaIIon of Idle governaent properties and 
recommend to the ?resident an ac1|on 91.a fIT1ht disposillon of 
such propstrtiest 

WHEREAS. 122 government ovnqd or ;ontrolled corporltlons
 
(O0CCI) were approved for priv~tittion while 179 OOCCs vote
 
identified for retention# abolition, regularizatton or olher
 
diSposlt tiv odeol
 

WHEREAS, of the 122 0OCCe for plvallzation, 12 GOCCs vere
 
privatizedidiposed as of September. 3$, 1992, generating gross
 
sales proceeds of P22 billions
 

WHEREAS, 399 transferre4 asset* vete entruited to APT for 
disposition, of which 208 wore pr~yattzeoddIsposed at of 
'Septeaber 3, ,1991, generatin Iross sales proceeds of P31 
billions 

WHEREAS, the privatization progrna has proven Oucc@1sful 

and beneficial to the economy In ler* of eapanding priyatu 
economic activity, improving iny slent claste, broadening
 
ownership babe and devealopin capital markets, and generating

.•uUateatal sayenues to pr-iorty 4Oyertnent expeonituroll 

THHREAS, there is stil;l such potential for harnessing
 
pr ivate Initjiatv to undert ak In behalf of ;oyernacnl qIrtaia
 

activilies vhch can -be more 'effectively dn4. efficlently
 
undertaken by the private secipr
 

NOW, THER8FORE, I, FIDEL V. RAMOS, President of the 

Republic of the Philippines, by virtue of the p0oers vested in me 

1)y law, do hereby orders 

Government
Section 1. Resta.tment of Policy. The National 


hereby reaffirms its privatlizalion policy to promote an orderly,
 



fo
 
rl ricn priyl zatiC 


for
nt trl
"'d efIcie
coordillaetd are be0u
Which
loftticilyttie
5 aSagov~~rfl~e~~I the privte sectoro owned by
unbCCI LIM tflaIed. 

for pipelHtee-.
GOCCi APPrOyC'


Section I. privilZation at 

50, i,


proYidetl In Procla3st~fLo. to
 o prtnciplcs
pursuanIt the on ani ioI shill asubt 

dispostlI 4 for
tihe COP designaled apprqYc
L986, plan for ill GOCC& 

Iion action from

the COP a privatI with in one monten (J) 

In hnnex *A" a
listed contain
d1@talent as action rlan suSt
that laid
Provided, and * itie
 
issuanco herecofl to be adOpted 


the pciyattZation procell lIncldal 4a
 
desCription of 

Said action plan shal 

each steP thereof. five (5) months
for vIthin
fr3e /lh5isaltl 


to sell the compAnY's *t 

offer 
 the COP,

fron its approVal by 

- The

eI Retpntton.
of UOCC1IRINcv Committee
3actto CoOT VfnlI
3. 

MonItrlflW nI% vet
Curporate 4 the .OCCs vhich
Governeiont to retain
the to
reviev nee limtted
(OCMCC) shalI tnclulia'f but not 

for retention, itl :ecommndation
submit
previously.approved "B" hereof,
jilted in Anne% 

#n4 
ot 4 scon4 groupofthose assets 'thereof
or frg
activities (2) months
of coiparlies, to the COP vithin two 


for privatizetin,
(OCC. 

llunce hereof.
 

" The COPEnttY
of Disposition

4. Designation the
 

Section 
 disposition entities 
desonStcd for 


shall review the list of 
another dispoittion entitY,
 

GOCC$ And designato if it
Ls tartnrat the National Pevelopsant 
CompanY (14DC) 

et
the AFT o pfiyataiion
such as and ospeditiouI

the effective
for
is necessary 


certain aOCs. " The

propertils.


of Idle Olyernient 
 A and 9.
5. SaleSection tO AAdIfltIIrILye Order 
Nos, 

the

crested pU%5ru5nIt plan for
tel action
Cosit 1s racomilqnded 


1992, sh-al submit to the PrelidOnts
 
S. prqperties
iovernIent
oc ile from issuance hereqf.
disposition (3) mfIths
vithin three 

thrOUgh the COP, heads of
 - All 

Section 6. Prlvatization 
of Othef ActIYiiOI o v n ment corporationsg or
and other 
 be WOe 

departments, Uufreus, agencies 
ot actiltio which' .aY theasset; bY
Undertaten
shail Identify' their and eqo1ofteally of physiClieffectively .'J#ig
effciently, such arranstsentl
tbfoilgh conTfaCtI
sector lntnsfiC
private 

of assetl, ,11S1A511ft mn4o 
leasinl Where tbes .arolthin
aselit, (SOT) &choses. 
or b(l13op0rate-tfanfO such priystlatton


.shll iMlpes110
they of the
 
.their coupetences of Ihe Office


actions
these require ubltt their
 
where they . shall
directly. 

or , 1.. ilteation, (3) lonthl troy

preldent the COP not' later than ' three 4 may
to they
is need@
recoumelndstions further Assttance for
hqore elsIItanco
technical
issuance hereof. of irll for 

the COP end avail of fittlncvennisut by the Department
:aamintsmletO 
.. ivatintiln, 
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S4C1On 
7, Dstril 
lin of N t Proceed,
subs"d"Irial of - ficep to,the Qovernmeni 
 3erYce iniurance SYsR
Socil SacrI:y 3ySte. pnt 'he
al 0C.iholl
0.,yerrier! remit to the nthe
*! mee! f 
 Peren;
dlrlvid ey j @S) of thefrom the ile of na proctaiishares
991, or aaset *liectlya
e: roceeds October 
1,
shall Seer9l grIao
preee,!
liabilities rIlIaI
and selling erpenses, 
let 


Section 
8. - implementing Rules,necesiary - The COPrules shall issue
Aid regulallons the
lot tI
Ordur lImplmentilion
vithir thirty (30) of IhI
dAy1 
1Oit isslunce 
 ereof.
 
Sec Ion 
, offec
t Iyy 
 - This Order shall lake effect
Inneditlel'y, 

Done In thie City of Mant.l-a, 
 this

In the year ot 

In d 44y Of December,Our Lord, nineteen hunde 
a
 

BDEZLXIR 
 A A
 
Executive 3ecrvksfT
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EVALUATION OF THE USAID/PILIPPLNES PRIVATIZATION PROTECT 
(No: 492-0428) 

I EXECUTIVE SUMMARY I
 
PLRPOSE AND METHODOLOGY 

Intrados was approached by USAID/Manila to undertake an impact and process
evaluation on the Phiippine Privatization Project numbered 492-0428. As part of the 
requirement, Intrados was expected to pivide a three-person team comprising a team leader, 
a specialist and an assistant professional. The contract required Intrados to subcontract with a 
local frm to provide the specialist and the assistant professional. Intrados subcontracted with 
Punongbayan & Araullo, a local auditing and consulting firm, to complete the team. 

Ile team undertook the assignment in July 1992 to assess the relevance and efficacy of 
the project's design as initially conceived in June 1988 and the status of the Project's 
implementation as of this date in terms of its efficiency, effectiveness, impact and sustainability. 
The results of this evaluation will serve as a guide for the USAID in charting the future course 
and conduct of the project. 

The team's findings and conclusions and its subsequent recommendations were derived 
from documents and reports supplied by and interviews conducted with key officials of the 
Private Enterprise Support Office (PESO) of the USAIDPhilippines, Department of Finance 
(DOF), the Technical Committee (Techcom) of the Committee on Privatization (COP), the 
Disposition Entities (DEs), Indefinite Quantity Contractors (IQCs), Beneficiary Accounts (BAs) 
and other officials of the National Government (NG) of the Philippines directly or indirectly 
involved in the design and/or implementation of the project. Detailed questionnaires prepared 
by the team were also distributed to these entities from which additional inputs were generated. 

BACKGROUND OF THE USAID PRIVATIZATION PROJECT 

Launched in June 1988, the project was initiated to reinforce the privatization policy of 
the GOP by supporting the GOP's divestiture of selected GOCCs and Transferred Assets (TAs), 
thereby helpin to improve the country's budget situation. The project allowed for the 
authorization of US$5 million in technical assistance over a 5 year period, with a scheduled 
completion date of December 31, 1992. The GOP agreed to supplement this assistance by 
Providing an equivalent of US$4.78 million in pesos to fund the administrative and travel costs 
associated with supporting disposition entities, and undertaking seminrs and training activities. 
The primary responsibility of overseeing the project has been with the Department of Finance 



(DOF), Government of the Philippines. Since the Secr of the Deparrment'chairman Finace :s :?of the Committee on Priatizadon (COP) and the Undersecrecr,! cf -eDeparment is the chairman of the COP's Technical Committee, the office of the Undese-c-.of Finance has been-responsible for coordinating the project assistance to the '.-.,
beneficiaries. 

Taking into account the enormity of the Philippines' privatization program, the Li.::.funding available for the disposition entities undertaking privatization, and the need for exper sin diverse and specific areas of the privarization process, the project was designed to offer shortand long-term expatriate and local technical assistance to the APT, the COP, disposition enties,GOCCs and the transferred assets. Areas of assistance available through the project included:a) information and data management, b) valuation and marketing services, c) operations andpolicy review studies, d) tnaining/seminars, and e) commodity support. 

To provide the above mentioned expertise, USADf/Manila, in conjunction with DOF,undertook a prequalification and competitive bidding process to selecprovision of technical services. five local firms for theIndefinite Quantity Contractsaccounting firms and one 
(IQCs) were issued to fourmedium-size investment/merchant bank. The project design alsoallowed for the accessing of expatriate servicesprivatization project personnel 

on a dimrz basis by allowing for the USAMto "buy-in" to centrally-funded USAID/lPRE Bureau-fiancedcontracts through the Center for Privatization and the follow-on International Privatization Groupin Washington, D.C. Host country contracting procedures could also be deployed if theexpertie available under the above mentioned contract were noc deemed satisfactory by thebeneficiaries. 

FINDINGS AND CONCLUSIONS 

The project design as then conceived and formulated in support of the PhilppineGovernment's stated privatization goals was more than adequate and relevant for die needs atthe time of the project's inception. The projet design's a-quacy and relevance are confirmedby the project performance indices as of June 1992 that indicate the following: 
o level of earmarks stand at 88.3 %or the equivalent of $ 3.95 million worth ofassistance have been earmarked against an obligated grant amount of $ 4.5 minion. 
o eleven (11) Disposition Entities (DEs) of Government OwnedCoorations (GOCCs) and or ControledTransferred Assets (TAs) as well as the ad-hoc PhilippineAirlines Privatization Committee have tapped and are continuing to use the Project's
Grant funds. 

o 80 GOCCs and TAs have sought andbae
assistanc for policy reviews, 

funding for a wide range of technical 
asset appraisal/valuation, privatization design and 
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implementation or advisory services. 

o Giant funds for training have been fully utilized while level of earnarks for
technical assistance; eq'ipmenv and special studies stand at 95, 87 and S5-; 
respectively. 

It is also the consensus among officials of PESO, DOF, the Technical Committee
(Techcom) and DEs that the demand for the still unearmarked amounts including the stIUIunobLigated amount of S 527,000 for the remaining Life of the Project (December 31, 1992) will 
more than exceed what is and will be available up to that time. 

Since the Philippine Privatization Project was initiated at a whentime the basicinstitutional set-up privatizationfor was already organized and the DEs like the AssetPrivatization Trust (APt) and National Development Company (NDC) had already met initial 
successes, the phasing in inof the project 1988 (while initially slowed down by a policyimpasse) did not encounter bottlenecks at the implementing level of the entities involved. 

However, if an assessment is to be made on whether the purpose of the project wasachieved in terms of its quantitative contribution the actualto number and value of asses
privaized by the DEs; and in terms of objectively verifiable indicators r %ntionedin the Projectsummary, then itwould be necessazy to concede that additional work needs to be done to the
fulfillment of these outputs. 

Work continues to be performed under the umbrella of the project and the verifiable successes in terms of contribution of the project to the whole Philippine effort will be felt in thenear future as hese assised assets are eventually sold. 

T1he recent successful privatization of the Philippine Airlines (PAL)- an effort supportedwith U.S, assisance, is a case in point. The success came in early 1992 and accounts for thesingle biggest source of revenue for the Phippines among other GOC already privatized.
Other successes will emerge in the near fumm as the assisted big ticket items are eventually
Privaized 

While the project design objectives were realistic, it was not encompassing andfar-sighted enough to anticipate the need for establshing a diagnostic framework for sequencingand timing of assista nd establishment of priority areas/accounts for assistance. As acOnsequence, tem is now a heavy build-up of assisted GOCCs and TAs almost ready for sale 
or still being evehktd. 

Even though the project has been successful in achieving its subordinate but non-.helessessential objective of assisting the Beneficiary Accounts readied for sale, there is need forgreater interaction among PESO and DOF on the one hand and participating IQCs on the other 

had to provide strategic guidance towards meeting bottom-line project goals-actually selling 
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GOCCs and TAs- as well as carrying out each of the project's main objectjves. 
There is also keen interest expressed by the officials of DOF involved in the Privauzaucrprojet to explore the possibWty of extending the coverage of the existing Project or e'.oz u'.,an equivalent technical assistance program to apply to retained GOCCs or other gove',services/acivities. 

While the past and current demand for technical assistance was and is high,appears to be a lack of understanding among the DEs 
there also 

as to the whole range of assistance thatwas envisioned or is potentially available within the umbrella of the project design. 

PROJECT PAPLEMEATION 

Eff d'veness 

The DOF and DEs are unanimous in conceding that the project's techn:cal asiLsancserved as a catalyst in accelerating interest or intensifying prssure oa the custoi or operatingmanagers of the assets to privatize where the political will or motivation was absent or the sklsto prepare the asset for privazization were not available. 

The IQC mechanism has afforded beneficiares accessotherwise to the better consulting frms thatwere would have been interested if Contracting proceduresutilized. Assuranc of prompt payment through of the Phiippine governmentthe USAID mechanismattraction to the IQCs. was also an 

USA has accommod 
including those requests from 

almost all requests for assistance of the DEs and/or COPn aer of G0CCsr.As whose views on privatization differedfrom, the former. A number of assignments hitated through USAD assistance have failed tomove forward because of this problem. This is, however, neither an inherent deficiency in theproject design nor a failure of implementation as the factors causing the privatization delaystranscend the controllable parameters of the project itself. 

While the project reached its steady state status in1990 when the government had alreadylaunched its Privatiza Wog PrograNDC, the Project effectively assis... 11 DEs in advang 80 accountsrediness for ale and, in some cases, at various degrees of 

and generated initial successes principally through APT and 
resolved the status of the -0CC or TA. 

ThM pwjec's effectiveness and capability has precipitated a desire to expand the scopefor privatrdoa to •stio an entities that were retained by the government and excludedfrom the candidate list of assets for privatizadon. Although the importance of these studies haveyet to be fully ascertained, it is worthwhile noting that this emerging interest to expand the scopeof coverage involves such sectors as power, transporation, postal services and others which have 
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traditionally been in the hands of government. 

The DEI expressed satisfaction with the kind of resources made available within Le 
project design. However, s6me &nefitted accounts intimated that the kind of services available 
were limited to the pre-selected IQCs' available skills. 

EFFICIENCY 

The coordinated activities among USAID/PESO, DOF/Techcom, DEs and IQCs in the 
implementation of the project were found to be adequate and satisfactory. This is confirmed by 
the relatively high availment of grant funds and wide range of technical services availed of by 
the 11 DEs for 80 Beneficiary Accounts. 

However, the IQCs as a whole expressed regrets that they were unaware of the reasons 
for the award of contracts by USAID/DOF to them in particular. They were unaware of the 
bases or criteria for the specific award. They were also not aware of what the other IQCs were 
handling and their respective shares of the grant allocations. 

The IQCs were generally satisfied with the conduct of contract implementation activities 
from request for cost proposal to collection stages. One IQC, however, expressed disappointnent 
with the structuring of engagement fees for the level of effort expended for an assignment. All 
IQCs were, however, unanimous in expressing their desire for USAID to review its policies as 
they relate to what they perceive as valid reimbursable contract expenes but turned down by 
USAID. 

Though the Project Manager has been very effective in administering this project, the 
team observed that he was spending an inordinate amount of time handling routine inquiries and 
paper processing associated with PIO/Ts and buy-ins. A re-organization of the functional roles 
between the Project Manager and DOF would probably bring about more time for the Project 
Manager to design and encourage DOF to market and promote viable privatization projects. 

Also, there was no internal control mechanism designed by USAID personnel for gauging 
Performance of the IQC firms. The mission personnel received no feedback from the 
beneficiaries on the quality of the work performed, and also whether the study was deemed as 
being useful. The feedback, if done at all, was only communicated verbally and indirectly 
during the propus meetings. However, a formal mechanism would have given USAID a better 
feel of the pefmuuance levels of each firms. 
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LNIPACT 

Considering that the effective start of this project
the f dina was
test of its successful impact on 
in the second semester .,.:f,.manifestd in the fext the Phlippine privatization efforts wi.Uoon e :wo yeas when the assisted assets advanced to a higher level oaeffor sale are eventuafly bidded.ouroffered for sale by she Dispositon Entdes. 

Even though the progra m was off toimplementation obstacles, a slow start and had to overcomeit has been able some maicrand to provide assistance toTAs' for sale. The assistance provided through 
DOF in Preparing GOCCSthe project has helped in achievingfollowing: the 

10 accounts have been fully or partially sold32 accounts are ready for bidding/rebiddingI0 accounts studied but for further review by the DEsI account was identified for dissolution5 accounts were transferred to another govt entity5 accounts have legal impediments17 accounts are under study leading to privatzi
Revenues genert 
 through the disposition of GOCCs and TAs assisted by the USA
project have contributed to well over 22% of the total proceeds of privatization accrued to GOP 
in the last six years. Privatizati Of PAL has Alone accountedSuccessful dispositions of GOCCs by the government in the last five and a half years. 

for more than 40 % of all 

as .Amou realizedoin the privatizato 
as in the case of GSIS, APT, NDC And P M 

process have now begun to reach signiicant levelsof asset book values. Nevertheless, 
which control over g6% of the accounts in termsuncontroIale factors such as lawsu 

DOF/P iva,n Office estimates that barringand injunctions, etc., it forecasts sales to be close to P6billon in 1992-93. 
The economic beIts acnued by Virtue Of the privatization of USAIDassiwere particularly notice accountsnon-ope tioui in the case of those disposed by PMS and Apr.

prior to their disposition have nownew owners. These own Entities that werebeen rehabitatd and made profitable byhave also embarkedacquisition of new upon expansion planseaip en Privaza that wil involve cbecause it is prviding of pM acounts is also deemeda ,PlOYment to be significantPassed to to People in far-flung areas.MMM the actua Although not enough time haseconomic benefits Of the PAL Privatization, estimates derived from 
PLaS And PCt iWaves of the new owners indicate that they ar further Professionalizing theairline, MkI-g- new-e-,m t b acquisition Of new aircrAf,network tough addtioe 

ud 
expanding the internationalof new destination,operating expenses and introducing cost control measuresThe COUtitOns to reducemAde through these privabzwjons have/wincreating forward and backward linkages tughout the economy. also help in 
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Attempts to enhance the potential impact of project resources ought also to reconmize that 
there are varying degrees of sophistication within the various disposition entities. Helping these 
entities to explore non-traditional approaches for looking at privatization and helping them adopt
ingenious techniques to handle tfe problematic accounts can be very instrumental in advancng
the process of privatization with the backing of the donor community. 

The project has made some initiatives in this area by encouraging ongoing policy review 
studies in the power, steel and transportation sectors that have generated substantial impact on 
some of the disposition entities. These studies have added to the clarity of thinking and a 
valuable input to the discussions, and answers to the sUategic questions that the entities will face 
in privatization. However, the project has a long way to go in supporting some of the 
disposition entities achieve their broader objectives- developing the capital market base and 
broadening ownership of assets in the Philippines. 

The emphasis of the project on training programs for the DOF, GOCCs and disposition
entities has helped in disseminating substantial knowledge of privatization strategies and 
methodologies, which has helped to enhance the capability of these institutions to address the 
vexing issues of privatization. 

SUSTAINABILTY 

While the project implementation was set in motion only in the second semester of 1990 
when a number of Disposition Entities were already organized and successful in privatizing 
accounts, this Project has succeeded in institutionalizing privatization capability in terms of its 
seminua/training support as well as commodities principally computers and law books. 

While it is difficult to ascertain a cause and effect relationship between this Project and 
the Disposition Entities' capability to undertake privatization activities, all benefitted Disposition
Entities agree that the Project has helped them vis-a-vis budgetary constraints. 

The IQCs have also stated that their engagements in the implementation of this project
have contributed in enhancing their core competencies to undertake future privatization studies. 
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RECOMMENDATIONS 

A. Projec DesigM 

Short-term 

1.Maintain project objectives and scope of techicaj assistance available but w ith gre.remphasis on implementation assistance. Investment banking services for big tickerimphemena o asis.stance accountsiUterms of market promotion for smaller 
and 

emphasis. accounts should be the 

2. Develop a diagnostic framework with COP/DOF for sequencing and priorizg the 
assistance remaining until the end of the project. The framework should focus on entities taehave received project assistance and are ready for privatization
 

Medium-term (after 1-992, Phase Ii)
 
3. Expand the scope of project design and coverage to include privatization studies forselected retained GOCCs and other government activities.

4. Develop and apply an analytical framework for selecting key sectorsato consider for future development assistance for US Dspr of the folwu projet ton sholdalso take into account promising areas for U.S. involvemete 
5. Expand the follow-up project design to include development assistance for the privateprovision of public services. 

of the above sector3. 
6. Coordinat efforts with the OffIce of Capital Projects towards privatization of someIn the are of BOTs, complement OCP's initiatives by taking a lead inmarketing and implementation. 

7. ASSista7owith marketing of sound BOT projects should be initiated by selecting fromthe list of deinootrat projects prepared by the CCPAP. 
8. Review and update the skills 1nd capability levels required Of local and foreign IQCfirms for inclusio n the new project. 

9. Provide additional allocation for speciallytrining Pou focused tining P gramsin the P .ilippines but conductprograms should coe Conventional 
to eand coverage for middle level officials. Traingand no-co2ve-ti.emphasis should be give" to modes of Privatization. Also,for inft,. ,,u development with Private sector pa... 

g programs focused on sttegies and fancing techniquescipa. These programs should include 
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coverage of 2m2 such as solid waste management, water, power, telecommunicaions. and 
transportation. 

1O. Coordinate activities"with the capital markets project to introduce the securities 
market industry to new instruments and methods for financing privatizaton. Undertake a policy 
review in conjunction with the capital markets project to explore the possibility of inroducing 
bonds for infrastructure development. 

II. Also, initiate actions and aw.areness programs among DOF, COP, DEs and the two 
stock exchanges' personnel on the important linkage between capital market development and 
privatizadon. 

B. PAjed Implementation 

Short term 

12. Encourage the existing six IQCs to secure te services of reputable investment 
banking experts and legal professionals to carry out specialized work which is neede by the 
beneficiaries and is allowed under the present design. 

13. Modify the contract award process by allowing two or more IQC firms to compete 
and submit technical proposals listing their approach and quality of professionals that will be 
used for the particular assignment. This could be the basis for the award but without sacrificing 
the advantages of speed of award as in the present case. 

14. For big ticket items, have one firm carry out the entire process until the eventual 
disposition takes place. 

15. Conduct refresher briefing sessions with IQC on USAID contracting policies and 
procedures. Simultaneou ly, conduct one-on-one evaluation of IQCs for feedback and 
improvement. Also, invite all IQC firms to inform of the status of the program, and the 
remaining needs for this program. 

16. Encourage DEs to apply the "Pareto Principle' in allocating remaking grant funds, 

i.e. provide fus to the *vital few accounts; not to the trivial many." 

17. Pdritze technical assistance to those accounts that can be readily sold in the 
short-run. Focus on the final disposal of over 50 accounts that have already been readied for sale 
thlmgh project assistance, Re-assess the state of these accounts with the respective disposition 
entities and direct efforts towards their speedy disposal. 
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18. Provide assistance 	to APT in re-assessing its 58 accounts readied for s e..e..consultant could draft out a concrete acton plan for the Prioriltzaton and speedy dsp's.:c.:
these accounts. 

19. Assist An I fulfllng some of its other objectives-of enterprises and developing capital markets 	
broaderig public o'. e'-:by linking them to USAID's Proposed Cjl,Markets Development Project. 

20. In view of the new legal requirement to allocateinvestors, 	 10% of the assets to smalland the conditioaality for no undue dislocation of labor, studies and methods to helpaddress these through Employee Stock Ownership Plans (ESOPs), etc. could be further explored. 

local 

21. Conduct a comprehensive Impact Assessment on the Status of Philippine PrivauzationEfforts in the last five years which will be the basis for determining Philippine needs in the nextfive years for possible foreign assistance. The findings of this assessmentin a 2-day workshop for all the new 	 could be presentedsenior government officials, and political appointees toexpose them to the developments inprivatization. 
22. Provide consultancy services in the form of seconding profeionals t DOFTechcomand APT as budgetary support to enhance their respective supervision and control ofprivatization program. 

23. 	Sponsor a Phoenix II Conference during which potential local and foreig investorswill be invited to window shop for all GOCCa and Assets available for sale. Tle conferenscould be sponsored in coordination with OCP to include the marketing and promotion of BOT
projects that will be ready for implementation.
 

Medium term 

24. Continue discussions with World Bank, ADE, and other donors for setting up
privatization fund to rehabilitae asset, 
 improve the financial position of compa'es, and to

a
fimance the feasibility and viability studies to e.hane their marketability and value. 
25. 	Dialog and finWz with DOF on the selection and prioritization of a list of retainedcorporations that this eatiy is committed toptg, and move towards finalizing these intime for the pepatjtam of the new project design. 

Louw TWin 
26. Complete the privatization of the remaining GOCCs and TAs by the end of the termof the present dmidwationa aGa OP goal to be enforced by COP/IDOF. 
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LESSONS LEARNED 

Projed Design bmlations 

I. In designing technical assistance projects for privatization, it is necessary to consider
 
an approach that will encounter the least resistance in implementation. Therefore, it is important
 
to focus on key players in the privatization of an entity who will eventually influence the pacing 

of priv'tizaton. While the Project targeted the COP/DOF, Techcom and DEs for assistance 
and, rightfully so; there was hardly any assistance envisioned for the key players of the 
Benefitted Accounts. 

The latter players exercise a very influential role not only in the preparation stages but, 
more importantly, in the implementation of the whole privatization cycle. The officers in the 
Benefitted Accounts, if made active participants, in the privatization effort to the same degree 
as the DEs, can speed up the process. 

2. In allocating privatization assistance, the principle of Pareto can be applied in the 
prioritization of assisance to be given. Given the limited amount of the grant funds, the criteria 
for selection must be established with the pervasive purpose of maximizing the benefits that can 
be derived from the assistance. Some of the criteria that can be used to maximize the benefits 
are: value of the asset (all things being equal, the higher value assets have priority); ease of 
Privatization (e.g. existence or absence of legal impediments); prevailing marke demand for the 
asset; level of politicization of privatization decision; impact on employment etc. 

3. As in any effort, the ultimte measure of success is the bottom line. In a privatization 
program, the bottom line is how much has been sold and bow many. There is no other 
substitute for this measure of succes. Studies are good but they must lead to privaztization and 
'lot simply archived. This is not to minimize studies. They am necessary for any privatization 
effort. However, they are only tools for privatization. They serve as catalyst to pressure the 
players to advance to the next step. 

4. Privatiation goals must clearly ste whether the end is to support the generation of 
studies, being tools for privauzation or the actual transactional side of privatization. For either 
of these goals, both ae important. But they must be spelled out clearly in the design so that 
neither false hope are unduly raised nor partial successes gloated over or demeaned. 

Broad Action 

5. In the implementation of Privatization Programs, the wish of the top is not necessarily
the command of the bottom in the organization, or even that of the next level down. Unless the 
entire Organization is hyped on privatization, the speed at which actual sale is consummated will 
be slow. 
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This is a universal principle that governs the conduct of any human effort
than one individual. 
 InVolg "-In the case of the Philippine Privatizadoa effort, the players armulti-level organizaion tiers and a wide range of technicaj skills each unwilling to 
mang . or defer to the ocher, subora:Lack of regard for the formal organization strucrure headed by Cop.'-Ifurher delayed privatizationj1 efforts. 
 Hence, there isneed for a single privadzadon 
 =ondu-with strong authority to orciestrate, cajole, police, motivate and threaten aU the players. 

The privatization of PAL presentsprivatization. an important lessonThe determination displayed by the political elite to reinforce its support for tlte 

for all those implemenLr
privatization of PAL has displayed that privatizaton can still be undertaken in the midst of a2
the problems mentioned above.
Privatization Commitee, 

The COP designamted a special committee, calledto be the disposition the PAL.
responsibility for carrying out this privatization 

entity for the said company. The enire
charged for carrying out this effort. 

were moved away from GSIS/PAL. originaty
government officials who exerted 

This high powered Commitee was composedspecial efforts of keyto study options andmechanism for the suiccesshl privatization of PAL. 
implement the bestThis experience has made it clear that even an enterprie with all the ingredients of difficulty- resistance from the bureaucrats to par with

the asset, the political sensitivity, and large indebtedness,strong resolve etc.,-to implement privaizati. can still be sold, if there is aSuch privadtiM generate an aura of optimismamong various ocher entities in their otherwise bleak privatization scenaios painted by the and.privatization lobby. 
 It also helps when the Cojuangco, Soriao 
 and Ayala families are allpartiicing in the purchase. 
6. Privatization Activitiesbureaucracy. must antcipate and face theThus, if the approval of the Comm realites of governnt

listed for a bidding activity, then the Program must 
ion on Audit is required before values are

AM
Better yet, the COA can be involved from the init 
this reulity and satisfy the constrant. 

to the end whe the sale is thansacted 
Sa whn studies are being generated upso that they become an integral part of the privatizatjoneffort. 

7.Wha 

yeao 

an account is cleary am vendible because it faces legal impediments that have
be unrvele, there
another account for attetion. Point i n thatppri 
 account for sale if it competes with 
8. There is also the need for the govemmernvendbility depends on its writing off a large fin--

to bite the bullet in accounts when
the realities it faces in the market when book values cleary are in excess of what the market will
take. If an ass has bee 

cial claim. The government needs to accept 
dormant and no takerthat it w-uMl have be for the last five years, hindsight will tell usbeter to have sold the assets

ambitimu amount today Sinc 
five years ago for a lower rather than

of int", its opportunity valuarticularly applicable in the case of TM and some GOCCs whose assets 

Ms is has already doubled today at the current ratewere over-priced to begin with during the era of crony capitisme. 
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9. Finally, in implementing a privatization program there is need to pace the pipeLine ,.n 
such a way da there is a steady raze of GOCCs and TAs being sold at any one time. The 
lumping of asseu readied for sale by the Project at the near end of the Project's life as created 
a bottleneck which is now taxing the sling entities and DEs. 
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ANNEX E 
AID-ASSISTED GOCC'S WITH IMPLEMENTATION PLAINS 

------Ready for Sale ------ Privatizatiuon 
Failed For With Study in 

GOCC's by Disposition Entity Bid Dispositon Impediments Progress 

APT 

1. Apo Production Unit x
 
2. Bagacay Mine x
 
3. Basin Dredging & Dev Corp. x
 
4. Batong Buhay Gold Mines, Inc. x
 
5. CCP/Vicor Music Corp. x
 
6. Domestic Satellite x 
7. Manarra Cassava Flour Mills x
 
8. Pantranco x
 
9. Phil. Cellophane x
 
10. Phil. Fruits & Vegetables x
 
11. Phil. Shipyard & Engineering Corp. x
 
12. Phividec Panay Agro-Ind. x
 
13. Paper Ind. Corp. of the Phils. x
 
14. Ridge Resort Convention Ctr. x
 
15. San Carlos Fruit Corp. x
 

NDC 

16. National Steel x
 

PMS 

17. Integrated Feed Mills Corp. x
 
18. Marawi Resort x
 
19. Mountain Springs Dev. Corp. x 

20. Manila Hotel x
 

DOTC 

21. Light Rail Transit Authority x 
22. Phil. Helicopter Services x
 

( 



ANNEX E (continued)

AID-ASSISTED GOCC'S WITH IMPLEMENTATION PLANS
 

------ Ready for Sale ------ Pn.atnzat:or. 
Failed For With Stud,, :ri 

GOCC's by Disposition Entity Bid Disposition Impediments Progress 

APT/NDC 

23. Phil. Phosphate & Fertilizer Corp. x 
24. Semirara Coal Corp. x 

APT/DOTC 

25. Metro Manila Transit Corp. x 
26. Phil. Aerospace Dev. Corp. x 

Source: Intrados, Evaluation of AID Privatization Project, September 1992 
Asset Privatization Trust, Status of Account & Action Plan for Undisposed Assets, September 1992 
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BOX 3.1: LIST OF 14 MONITORED GCS AND RIESPECT:VE MANDATES 

GC 	 MANDATE 

EZA 	 Export Processing Zone Authority
 
Oporation and management of export processing zones
 

LWUA 	 Local Water Utilities Administration
 
Water supply and waste water disposal outside Metro-Manila
 

LRTA 	 Light Rail Transit Authority
 
Construction, operation and maintenance or lease of LRT systems
 

MHTC 	 Metro Manila Transit Corporation
 
Operation of bus transport services
 

MWSS 	 Metropolitan Waterworks and Sewerage Systems
 
Water supply and waste disposal in metropolitan areas
 

NDC 	 National Development Cor-poration
 
Holding company for developmental investments
 

NEA 	 National Electrification Administration
 
Financial intermediary and procurement agent for electric cooperatives
 

NFA 	 National Food Authority
 
Promotion of local grains industry
 

NHA 	 National Housing Administration
 
Provision and maintenance of adequate housing
 

NIA 	 National Irrilation Administration
 
Development and maintenance of irrigation systems
 

NPC 	 National Paver Corporation
 
Generation and transmission of bulk power
 

PNOC 	 Philippine National Oil Company
 
Transporting, refining and marketing crude oil and petro products, and
 
develeo Wnt of indigenous energy resources
 

PHi 	 Philippine National Railways 
Operation and maintenance of railways 

Source: Department of Finance
 

Source: The Philippines: Country Economic Report, The World Bank, February 1392
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ANN'EX G: PRIVATIZATION PRIORITY MATRIX 
PAGE G-I 

Ranking Methodology 

The ranking of companies was completed in three stages: (1) ranking parent corporations.
(2) ranking subsidiary corporations, and (3) combining the two to create the final ranking of 25 
companies. All companies were ranked on six different categories: Smallest (or Negative) Net 
Income, Largest Net Income, Total Assets, Smallest (or Negative) Net Worth. Largest Net 
Worth, and Total Government Assistance Received. Government assistance includes equity. 
subsidies, tax credits, and net loans. The categories were chosen as indicators of drain on the 
economy, size or significance of a company, and profitability of a company. 

The sample of firms to be ranked was created by choosing the top 10-15 companies in 
each category based on balance sheets, income statements, and other financial reports on the 
firms. Ranking was determined based on comparisons to all other GOCCs in the categories.
These companies were then listed on the matrix along with their absolute rank in four out of the 
six categories. Only one ranking each was awarded for net income and for net worth, whether 
small or large, so as not to double count a category. 

After the listing and ranking by category was completed, weights were assigned to each 
of the six categories, based on how important the GOP may view a category in contributing 
towards whether a company should be privatized or not. For example, the government may
wish to divest of unprofitable firms before profitable ones. Therefore, a small net income would 
be weighted more heavily than a large net income in making the privatization decision. The 
weights which were assigned in this matrix are: a) I point for Total Government Assistance. b) 
2 points for Small Net Income, c) 3 points for Small Net Worth, d) 4 points for Asset Size, e)
5 points for Large Net Income, and f) 6 points for Large Net Worth. The smaller the point
value, the more important (or the heavier the weight of) the category. 

For each company, the company's ranking in each category was multiplied by the point
value of that category. All calculations were then added together for each firm to obtain the 
Total Points Scored. An aggregate ranking was then made based on total points. Firms with 
the least amount of points were deemed to be most favorable to privatize. 

This methodology favors giving a higher privatization priority to companies which 
represent the extremes -- very unprofitable or uneconomic firms and very profitable firms -- due 
to the way total points are tabulated. The idea is that all companies will eventually be 
pxivatized. Therefore, middle-of-the-road companies fall low on the matrix and will be 
privatized last. Privatized first will be those firms which represent a real problem for the 
government along with those firms which, though they are a source of revenue to the GOP, are 
very easy to sell due to their profitability and are good demonstrations of political will to 
privatize. 



ANNEX G: PRIVATIZATION PRIORITY MATRIX 
PAGE G-2 

The financial information on which all rankings were based was incomplete, in that data 
could not be found for all GOCCs. In some cases where data was found from more than one 
source, the information was sometimes conflicting, thereby calling for judgments to be made. 
In addition, this selection process was only based on basic economic information. Other 
economic factors, such as the ability to self-finance a transaction, may also be included as well. 
There are non-economic factors which should also be weighed in making the pnvatization
decision, such as political viability, strategic importance of maintaining GOP ownership. or ease 
of privatization. Therefore, the ranking represented in this matrix is not all-inclusive and should 
be taken as an illustration of how priorities can be determined. 



.ANNEX G: PRIVATIZATION PRIORITY MATRIX
 
PAGE G-3
 

Top 25 Companies to Privatize (million pesos. riscal year 1991) 

Government- Total Total
 
Controlled Net Government Points
 
Corporation Income" Total Assets Net Worth Assistance Scored
 

Philippine (2,312.94) 18,227.62 (6,779.36) 458 23
 
1 Airlines
 

National Power (2,930.21) 170,633.63 37,465.50 0 24
 
Corp*
 

National Steel 538.22 24,750.84 8,615.09 0 70

3 Corp 

Philippine Not 884.87# (1,470)# 194 73
 
Shipping & Available
 

4 Engineering Co,
 

Philippine (2,636.43) 11,441.90 (16,657.63) 0 75
 
Phosphate
 

5 Fertilizer Corp
 

6 Petron 1,153.55 21,934.69 5,102.55 0 75
 

Social Security 13,598.23 76,418.97 75,807.44 0 77
 
7 System
 

National Food (1,768.57) 11,550.82 (261.65) 995.56 79

8 Authority*
 

PNOC Energy 394.56 12,980.66 4,009.11 0 99
 
Development
 

9 Corp
 

Semirara Coal (180.65) 5,259.20 (115.55) 0 106

10 Corp
 

National 184.24 27,995.75 15,552.65 215.58 108
 
Irrigation
 

1I Admin* 

Light Rail (567.35) 6.007.7 (112.12) 17.44 110
 
Transit


12 Authority*
 

Metropolitan 1,069.04 27,307.79 17,997.23 148.81 111
 
Waterworks &
 
Sewerage
 
System*
 

http:17,997.23
http:27,307.79
http:1,069.04
http:15,552.65
http:27,995.75
http:5,259.20
http:4,009.11
http:12,980.66
http:11,550.82
http:1,768.57
http:75,807.44
http:76,418.97
http:13,598.23
http:5,102.55
http:21,934.69
http:1,153.55
http:16,657.63
http:11,441.90
http:2,636.43
http:8,615.09
http:24,750.84
http:37,465.50
http:170,633.63
http:2,930.21
http:6,779.36
http:18,227.62
http:2,312.94
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Philippine 4.021.64 93.725.30 12,737.38 0 '
 
14 National Bank "
 

Asset 2.30 8,847.07 (25.62) 160.69 115
 
Privatization
 

15 Trust
 

PNOC 0 659.82 390.55 0 120
 
Exploration
 

16 Corp
 

Food Terminal, (131.50) 653.74 (687.23) 0 122
 
17 Inc.
 

Land Bank of 967.21 30,837.10 7251.08 0 124
 
18 the Philippines
 

Philippine 2,035.19 34,288.66 14,171.47 0 125
 
National Oil
 

19 Coknpany*
 

National 2,769.81 14,725.89 5,120.93 3,104.49 139
 
Electrification
 

20 Admin*
 

PNOC Oil (141.76) 587.42 (164.2) 0 141
 
21 Carriers, Inc.
 

Home 1,493.77 17,837.07 17,069.12 0 142
 
Development
 

22 Mutual Fund
 

Development 1,184.22 27,011.48 7,249.65 0 181
 
Bank of the
 

23 Philippines
 

PNOC Coal 0.75 984.3 385.81 0 182
 
24 Corp
 

The Manila 44.84 483.95 333.55 0 185

25 Hotel Corp I I III ____ 1
 

* On IMF Watch-List 

**After Subsidy 
# Estimated based on information in Business World (Manila), December 10, 1992 

Source of Financial Data: Various Sources 

http:7,249.65
http:27,011.48
http:1,184.22
http:17,069.12
http:17,837.07
http:1,493.77
http:3,104.49
http:5,120.93
http:14,725.89
http:2,769.81
http:14,171.47
http:34,288.66
http:2,035.19
http:30,837.10
http:8,847.07
http:12,737.38
http:93.725.30
http:4.021.64
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Ranking List 

Parent 
Corporation 

Smallest 
Net 
Income 
(2 
points) 

Greatest 
Net 
Income 
(5 points) 

Asset 
Size 
(4 
points) 

Smallest 
Net Worth 

(3 points) 

Largest 
Net Worth 

(6 points) 

Largest 
Gov't 
Aid 
(1 
point) 

Totai 
Points 
Scored 

1 
National 
Power Corp 

12 

2 
Social 
Security 
System' 

1 4 1 50 

3 
National 
Food 
Authority 

16 3 5 79 

4 

National 
Irrigation 
Admin 

17 8 5 12 108 

5 

Light Rail 
Transit 
Authority 

3 21 4 8 110 

6 

Metropolitan 
Waterworks 
& Sewerage 

6 9 3 27 111 

7 
Phil National 
Bank 

2 3 7 50 114 

8 

Asset 
Privatization 
Trust 

6 18 5 16 115 

9 
Land Bank of 
the Phil 

7 7 10 1 124 

10 
Phil National 
Oil Company 

3 6 6 50 125 

(K)
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11 

National 
Electrification 
Admin 

4 

_ 

14 12 3 

12 

Home 
Development 
Mutual Fund 

4 12 4 50 142 

13 

Development 
Bank of the 
Phil 

10 11 50 181 

14 

Government 
Services 
Insurance 
System 

8 5 15 50 200 

15 

Metropolitan 
Manila 
Transit Corp 

8 33 1 50 201 

16 
Phil National 
Railway 

5 23 34 9 213 

17 
Phil Ports 
Authority 

13 13 8 50 215 

18 

National 
Development 
Corp 

12 11 13 43 225 

19 

Manila 
International 
Airport 
Authority 

11 17 9 50 227 

20 

Central Bank 
of the Phil 

19 1 16 50 245 

21 

National 
Housing 
Authority 

17 20 14 7 256 

22 
Phil Tourism 
Authority 

16 27 19 18 272 
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23 
Phil Coconut 
Authority 

7 35 33 19 2-_ 

24 
Phil Cotton 
Corp 

11 57 2 30 

25 
Lung Center 
of the Phil 

12 58 8 214 3Q: 

26 

Export 
Processing 
Zone 
Authority 

16 24 20 15 31H 

27 

Phil Charity 
Sweepstakes 
Office 

22 32 9 50 315 

28 

Local Water 
Utilities 
Admin 

26 22 17 6 326 

29 

Technology 
& Livelihood 
Resource 
Center 

15 29 23 4 333 

30 

Sugar 
Regulatory 
Admin 

9 28 33 11 339 

31 

Phil 
Children's 
Medical Ctr 

15 51 28 23 341 

32 
Phil Heart 
Center 

22 46 32 22 346 

33 

Home 
Insurance 
Guarantee 
Corp 

14 31 27 14 370 

34 

Pamantasan 
ng Lungsod 
ng Maynila 

18 

I I 

64 11 50 375 
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35 

Phil 
Retirement 
Authority 

25 

_ 

67 7 37 3-0 

36 

National 
Home 
Mortgage 
Finance Corp 

28 15 29 13 387 

37 

Overseas 
Workers 
Welfare 
Admin 

10 36 24 50 388 

38 

Phil Veterans 
Assistance 
Commission 

30 66 8 41 389 

39 
Phil 
Shippers' 
Council 

31 38 68 6 40 392 

40 

National 
Tobacco 
Admin 

10 44 30 17 393 

41 

Farm 
Systems 
Development 
Corp 

30 41 29 10 411 

42 

National 
Kidney 
Institute 

13 45 32 21 419 

43 

Phil 
Amusement 
and Gaming 
Corp 

9 39 34 50 455 



ANNEX G: SUBSIDIARY MATRIX
 

PAGE G-9
 

Ranking List 

Subsidiary 
Corporation 

Smallest 
Net 
Income 
(2 points) 

Greatest 
Net 
Income 
(5 
points) 

Asset 
Size 
(4 
points) 

Smallest 
Net 
Worth 
(3 
points) 

Largest 
Net 
Worth 
(6 
points) 

Largest 
Gov t 

Aid 
1 point) 

Total 
Points 

I Scored 

Phil Airlines 3 1 _ 

2 National Steel 
Corp 

2 1 1 50 0 

3 

Phil Shipping 
& 
Engineering 
Co 

NA## NA 10 3 27 

4 Petron Corp 1 2 2 50 75 

5 

Phil 
Phosphate & 
Fertilizer 
Corp 

1 5 1 50 75 

6 

PNOC Energy 
Development 
Corp 

3 4 3 50 99 

7 
Semirara Coal 
Corp 

4 6 8 50 106 

8 

PNOC 
Exploration 
Corp 

11 4 50 120 

9 

Food 
Terminal, 
Inc. 

6 12 4 50 122 

10 
PNOC Oil 
Carriers, Inc. 

5 15 7 50 141 

11 

Phil 
International 
Trading Corp 

13 13 8 50 176 

12 
PNOC Coal 
Corp 

35 35 8 5 50 182 

U
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13 
The Manila 
Hotel 

5 17 7 50 
I 

14 

Quedan 
Guarantee 
Fund Board 

12 22 12 5 

15 
Masaganang 
Sakahan, Inc. 

3 30 5 50 

Center for 
International 

9 23 13 4 192 

16 Trade 
Expositions & 
Mission. Inc. 

17 

NDC Guthrie 
Plantations, 
Inc. 

10 7 17 50 200 

18 
Phil Exchange 
Holding Corp 

6 21 6 50 200 

19 

PNOC 
Shipping & 
Transport 
Corp 

7 16 10 50 209 

20 
Malangas 
Coal Corp 

7 14 16 50 216 

21 

Private Debt 
Restructuring 
& Repayment 
Corp 

4 20 11 50 216 

22 

BLISS 
Development 
Corp 

9 9 18 50 239 

23 

Phil 
International 
Convention 
Centr, Inc. 

8 31 19 3 257 

24 Manila Gas 8 33 12 50 258 

25 

PHIVIDEC 
Industrial 
Authority 

16 24 15 6 72 
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Refractories 14 19 14 50 
Corp of the 

26 Phil _ 

San Carlos 17 41 13 50 
27 Fruit 

PNB Credit 1 29 39 50 305 
28 Card Corp 

National 19 51 11 50 
Stevedoring & 
Lighterage 

29 Corp 

Phil Veterans 27 40 9 50 372 
Investment 

30 DevelopmentCorp _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ 

Coco- 28 42 68 6 50 396 
Chemical 
Philippines, 

31 Inc. 

NIDC Oil 27 67 10 50 402 
32 Mills, Inc. 

Filoil 10 39 25 50 406 
33 Refinery Corp 

National Post- NA NA NA NA NA 7 111I@ 
Harvest @ 
Institute for 

34 Research 

Non-operational, therefore no income being generated. 

There are five other companies which are non-operational and which have not been included above because 
they do not rank on any other count. They are Pagkakaisa Gas Storage Corp., Liquid Gas of the Philippines, 
Inc., Bislig Coal Corporation, Philippine Rural Development and Services Corp., and Philippine Resource 
Helicopter, Inc. A sixth company is in the pre-operational stage and therefore not generating any income 
either. It is Bulawan Mining Corporation. 

## Assumed a ranking of around 1Ith given the press that PHILSECO has received regarding its difficulties. 

@@ Cannot rank on total points. 



APPCINTMENTS ARRANGED FCR !PG/PW
 

December 1. 1992 - Tuesday 

i0:00 a.m. 	 Dir. risanta S. LeiasD.
 
Dir. Arzuro Samis, Jr.
 
Department of 7inance
 
Central Bank Bldg.. Manila
 
Tel Nos. 501633/595886
 

December 2, 1992 - Wednesday 

9:00 	a.m. Mr. Josue Polintan
 
Officer-it-Charge

National Power Corporation
 
corner Quezon Ave. & Agham Rd.
 
Diliman. Quezon City
 
Tel. No. 9228427
 

3:30 	p.m. Mr. Eduardo T. joaquin
 
General Manager
 
Phil. Tourism Authority
 
DOT Bldg. T.M. Kalaw
 
Ermita, Metro Manila
 
Tel. No. 599031
 

December 3, 1992 - Thursday 

9:00 a.m. Mr. Alfredo C. Antonio
 
Vice Chairman
 
Development Bank of the Phils.
 
Sen. Gil Puyat Ave. 
Makati. Metro Manila 
Tel. No. 8187450 

10:30 	a.m. Atty. Rson T. Garcia
 
Chief Executive Trustee
 

and
 
Mr. Juan Moran
 
Associate Executive Trusts*
 
Asset Privatization Trust
 
Makati, Metro Manila
 
Tel No. 8159201
 

3:30 	P.m. Ms. Grace Yenes&
 
Director, Corporate Planning

National Electrification Administration
 
D&E Buildinot, Quezon Ave.
 
Quezon City
 
Tel. No. 976454/9212123
 



8:30 a.m. 


:0:00 a.m. 


December 8, 1992 
-

11:30m a.m. 


2:00 p.m. 


3:30 p.m. 


December 9, 1992 
-

8:00 a.m. 


11:00 a.m. 


2:00 p.m. 


Mr. 7inejto Cast
 
Asst. General Manager
 
National Develomett Com~any

37: 5th F"oor Producer's 
;ank 3149.
 
Makati, Metro Manila
 
Tel. No. 8183284
 

Hr. 7ernamdo Miranda :r.
 
President and 3en. Manager

dome Insurance Guarantee CorD.
 
5th Flocr Moraing Star aldw.

347 Sen. Gil Puyat Ave.
 
maiati, Metro Manila
 
Tel. No. 8162330/865443
 

Tuesday
 

COP Technicai Committee

Uadersecretary Romeo L. Bernardo, Chairman
 
Atty. Melvia Gonzaga, Member
Nat'l Treasurer Walfrido Alampay, Member
 
Mr. Emelito Castro, Member
 
Tel. No. 595886/501633
 

Atty. Davidica Z. Salaya

Chief Executive Officer
 
Phil. Retirement Authority

2nd Floor, Prolucer's Bank Bldx.
 
Sen. Gil Puyat Ave.
 
Kakati, Metro Manila
 
Tel. Noe. 8158204/8174203
 

Mr. Monico V. Jacob
 
President
 
Philippine National Oil Company

7910 PNOC Bldx.
 
Makati Ave., Makati M.M.
 
Tel. No. 859061
 

Wednesdar 

Ron. Juan Flavier
 
Secretary
 
Deoartment of Health

San Lazaro Compound

Sta. Cruz. Manila
 
Tel. Nos. 7118090/7119502
 

Mr. Jorge Saraiento
 
Postmaster General
 
Philioine Postal Corporation

3rd Floor Postal Service Office
LivasanX Bonifaclo, Manila

Tel Nos 471411/471413
 

Mr. Teofilo Asuncion
 
Administrator
 
Metropolitn Waterworks and Sewerage System
Katipuna 
Road, Balara Q.C.

Tel. No. 9223757
 



necember 10, 1992 

9:30 a.m. 


December 11, 1992 

3:00 a.m. 


December 14, 1992 

10:00 a.m. 


1:30 p.m. 


3:00 n.m. 


Thursday
 

Atty. Jose B. Cado
 
General Manager
 
PhiiDine Nationai Railways
 
Caloocan, Metro Mania
 
Tel. So. 210011/208766
 

Friday
 

Atty. Eduardo C. Tolentino
 
Asst. General Manager
 
Phili~pine Ports Authority

2nd Floor Marsman Bide., South Harbcr
 
Port Area. Gate I, Metro Manila
 
Tel Nos. 479204/408166
 

Monday
 

Dir. Crisanta S. Legaspi, DOF 
Dir. Eleanor de la Cruz, DOF 
Mr. Juan Moran, APT 
Terra Cotta Room 
Centra! Bank Bldg., Manila 

Miss Flordeliza Andres
 
Director, Corporate Planning
 
Office of Energy Affairs
 
Merrit Road, Fort Bonifacio
 
Makati. Metro Manila
 
Tel. No. 857051
 

Col. Guillermo G. Cunanan 
General Manager 
Manila International Airport Authority 
MIA Building 
Pasay City, Metro Manila 
Tel No. 8322938 



Budget Detail 
1993 


A. Divestitures 

1.Major Transactions 
Short- term Advisors: 

Salaries 381 
Travel 88 
Communications 6 
Computer 6 

Advertising/Printing 50 
Repro/Supplies/Misc 4 
Legal Assistance 20 
Workshops 10 
Asset Valuations 50 
Local Investment Banking 100 

Subtotal 715
2. APT/NDC List 

Long-term Advisor: 
Salary 148 
Travel 37 
Communications 7 
Computer 2 

Short-term Advisors: 
Salaries 21 
Travel 8 
Communications 1 
Computer 1 

Asset Valuations 80 
Local Investment Banking 75
Advertising/Printing 25 

Subtotall 405 
Total Divestitur", 1,120 

ANNEX I 
1994 1995 1996 - Total 

191 572 
44 132 
3 9 
3 9 

25 75 
2 6 

10 30 
5 15 

25 75 
50 150 

358 0 0 1,073 

64 212 
17 54 

3 10 
1 3 

0 21 
0 8 
0 1 
0 1 

30 110 
25 

0 
100 
25 

140 0 0 545 
498 I 0 0 1,618 



Budget Detail 1993 

B. In stitution a l D e ve lop m ent 
1. Permanent Government Organization 
Short- term Advisors: 

Salaries 42 
Travel 16 
Communications 2 
Computer 1 

Subtotal 61 
2. Legal/Policy Review 
Short-term Advisors: 

Salaries 110 
Travel 18 
Communications 6 
Computer 2 

Workshops 5 
Subtotal 141 

3. Mgmt. Information System 
Short-term Advisors: 

Salaries 64 
Travel 17 
Communications 3 
Computer 1 

Commodoties 10 
Materials/Handbooks 2 

Subtotall 97 
4. Local Resource Institute 

Short- term Advisors: 
Salaries 
Travel 
Communications 
Computer 

Case Studies 
Training Materials 

Subtotall 0 
Total Institut'l Developmenl 299 

1994 1995 1996 ANNEX ITotal 
.... . 

22 
8 
1 
1 

32 

73 
13 

4 
1 
0 

91 

42 
13 
2 
1 
0 
0 

58 

64 
17 

3 
1 
0 
0 

85 
265 i 

0 

0 

0 

100 
50 

150 
150 

0 

0 

0 

100 
50 

150 
150 

6
24 

3 
2 

93 

183 
31 
10 
3 
5 

232 

106 
30 
5 
2 

10 
2 

155 

64 
17 
3 
1 

200 
100 
385 
864 



Budget Detail 

1993 


C. Private Provision of Public Services 
1. Inventory of Projects 
Long-term Advisor:
 

Salary 148 

Travel 39 

Communications 7 

Computer 2 


Local Support 	 35 

Workshops S- T Advisors:
 

Salaries 21 

Travel 11 

Communications 1 

Computer 1 


Subtotal 265 

2. Transactions 

Short-term Advisors:
 
Salaries 127 

Travel 	 34 

Communications 6 

Computer 2 


Subtotal! 169 

3. Guarantee Fund 
Short-term Advisors:
 

Salaries 21 

Travel 8 

Communications 1 

Computer 1 


Funding 	 0 

Subtotal 31 


Total PPPS 464 


D. Oversight and Evaluation 
1. Monitoring 	 30 

2. 	Evaluation 0 


Subtotall 30 

_TotalO& 0 30 

E. Cost Inflation 	 0 

Total Expenditureti 1,913 

1994 


254 

68 

12 


4 

60 


21 

11 


1 

1 


432 


254 

68 

12 


4 

338 


2,000 
2,000

2,770 

52 

0 


52 

52 

79 


1 3.663 

1995 


254 

68 

12 

4 


60 


21 

11 


1 

1 


432 


254 

68 

12 


4 

338 


1,000 
1,000

1 770 , 


52 

100 

152 


1 152 

1 110 

1 2,181-7 

1996 


254 

68 

12 

4 


60 


22 

11 

1 

1 


433 


254 

68 

12 


4 

338 


0
771 


52 

100 

152 

152 

169 


1,241 

ANNEX I 
Toial 

910
 
243
 

13
 
14
 

215
 

85
 
44
 
4
 
2
 

1.560 

889
 
238
 
42
 
14
 

1,183
 

21
 
8
 
1
 
1
 

3,000 
3,031
5,774 

185
 
200
 
385
 
385
 
358
 

8,998 



I BUDGET ASSUMPTIONS 	 XNNEX 


Advisors 

Short-term Expatriate: 	 Salary/Benefits: $883/day x 24 = $2 1,192,'mo.
 
Per Diem: $132/day x 30 = S3960/mo.
 
Air Fare: $3250/tnp
 
Ground Transport: $25/day x 24 = $600/mo.
 
Communicatons: $1000/mo.
 
Computer rental: $300/mo.
 

Long-term Expatriate: 	 Same as short-term expatriate 

Short-term Local: 	 Salary/Benefits: $640/day x 24 = $15,360/mo. 
Ground Transport: $200/mo. 

Assumptions by Component 	(see budget detail) 

Al. "Big Ticket" Transactions: 	 3 transactions: 2 in FY93, I in FY94 

Per transaction: 	 3 Short-term Expat Advisors x 3 months; 
2 months per advisor in country; 
5 trips per transaction 
Advertising/Printing: $25,000 
Reproduction/Supplies/Misc.: $4,000 
Legal Services: $10,000 
Workshop (Local Support, Materials, etc.): $5000 

Asset Valuations (Local): $50,000 in FY93; $25,000 in FY94 
Investment Banking/Marketing (Local): $100,000 in FY93; $50,000 in FY94 

A2. Completion of APT/NDC List: 

Long-term Expat Advisor: 	 7 months in FY93;
 
3 months in FY94;
 
2 trips per 6 months in country
 

Short-term Expat Advisor: 	 1 advisor: I x I mo. trip in FY93 

Asset Valuations (Local): $125,000 in FY93; $50,000 in FY94 
Investment Banking/Marketing (Local): $100,000 in FY93; 25,000 in FY94 


