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I. Introduction

The Philippines liberalized the telecommunications (telecom) Industry In 1993
with the signing of Executive Order (EO) 592 and EO 10g3. EO 59 mandated the
Interconnection of national carriers to foster competition and maximize the use
of telecom facilities while EO 109 provided for a service area scheme (SAS),
which compelled new Industry entrants to Install fixed lines In designated areas
within five years. These polldes were strengthened by the enactment of RA
7925 or the Public Telecommunications Policy Ad of the Philippines In 01 March
1995. The law built upon the Interconnection mandate set by EO 59 and
shortened to three years, the SAS compliance period promulgated by EO 109.

In 1999, the NTC sought technical assistance from EGTA to bettei" Implement
the country's liberalization policy. The assistance resulted In the drafting of the
NTC Management Plan, the assessment of the SAS and the review of the
Importance of the Issuance of cPCN" as an Incentive for IGP and~
operators to comply with their SAS obligations. It also resulted In the Issuance
of seven Memorandum Orculars (MCs) Implementing RA 7925.

This report evaluates the success of these policies In helping Improve
competition In the telecom Industry. It assesses their Impact on consumer
welfare, spedflcally In telecom prfces and servlces, and on the Philippine
economy In general.

II. Background

The liberalization policy was meant to accelerate the development of the
telecom Industry. It was dear by 1998 (when carriers were supposed to have
fully complied with the SAS), however, that the Implementation of the policy
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was undermined by interconnection problems and the Incomplete
implementation of the SAS.

1. Interconnection Issues curtailed competition. EO 59 and RA 7925, in
keeping with international best practice, mandated public mandated public
telecommunications entities (PTEs) to interconnect, allowing all consumers to
communicate with each other regardless of the carrier where they are
subscribed. This was meant to improve competition by reducing the cost of
establishing a PTE, and raise efficiency by avoiding the duplication of expensive
telecom infrastructure. The NTC found it difficult to Implement the policy,
however, because the dominant player, PLOT7

, resisted Interconnecting to
protect its monopoly power and market share. This interconnection problem
was also true in the CMTS market where the dominant player, Globe Telecom,
Inc. (Globe), delayed in interconnecting with Smart Communications, Inc.
(Smart).

PLOT, being the only PTE prior to liberalization, had the advantage of owning a
national telecom infrastructure. This means that all telephone lines in the
country during that time (except those in the countryside, which were serviced
by smaller PTEs) were supplied by PLOT. For the new PTEs to feasibly enter the
market, therefore, they had to connect their lines with the PLOT backbone to
allow their clients to contact PLOT subscribers. Without interconnection,
subscribers to these new PTEs would find themselves isolated from the main
stream of telecom users and would only be able to communicate with
subscribers of the same PTE.

BayanTel8 claimed that PLOT used this advantage against them to the debiment
of the BayanTel business. It claimed that from 1996 to 2000, BayanTel
customers were often unable to call a PlOT line. PLOT eventually
interconnected with BayanTel but the damage has apparently been done as far
as BayanTel is concerned. Many of its consumers who could not wait until the
interconnection problem was solved either refused to pay their bills or cut off
their subscription from BayanTel completely. DUring that time, there were
reports that BayanTel subscribers could not even call a PLOT customer aaoss
the street.

2. Incomplete Implementation of $AS undermined consumer welfare.
President Ramos issued EO 109 (and later signed RA 7925) to ensure that the
development of the telecom industry would benefit the entire country,
especially the unserved and underserved regions. Under the SAS1

, EO 109
divided the country into eleven geographical service zones and awarded each
zone to one PTE on condition that the PTE would:
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• provide a specific number of local exchange lines in their awarded areas,
with priority given to unserved and underserved rural areas;

• target a 10:1 urban to rural deployment ratio; and
• deploy Public calling Offices (PCOs) at the barangay level in lieu of providing

local exchange lines.

According to a study released by the NT<=', only 78.7% of the lines committed
under EO 109 were installed by the 1988 end of the SAS (Table 1). More than
half of the PTEs failed to comply because of peace and order (especially in
Mindanao) and financial problems (due to the Asian crisis).

Table 1. Une InstaIlaIIon Commitment ¥s. Unes Installed by1_

cam. ......... ....... ce".,1fttId tr'Cd
~.,,.., 75.-.....1 .. 4 'wei e, If

DIGITEL Luzon 300,000 337,932 374,816 100.0 100.0
GLOBE 5& 11 700,000 705,205 705,2118 100.0 100.0
BAYANTEL 6 300,000 341,410 462,509 100.0 100.0
ISlACOM 7&8 700,000 701,330 455,438 65.1 64.9
PHILCOM 10 300,000 305,706 71,334 23.8 23.3
PILTEl 9 400,000 417,858 379,413 94.9 90.8
PT&T 4 300,000 300,000 172,314 57.4 57.4
SMART 1&3 700,000 700,310 704,073 100.0 100.0
ETPI 2 300,000 300,497 71,357 23.8 23.7
Tola? 4,DlIlI.ooo 4,118,248 "1M,MZ 78.7 78.7
PLOT Nationwide 1,254,372 1,274,282 N/A 100.0
Tola? 4,DlIlI,ooo 1,314_ 4,1711,124 1... 13.7
Soun:e: NTC

None of the PTEs were able to meet the 10:1 urban to rural ratio requirement
(Appendix 1). Engr. Edgardo cabarios, Director of the Common carrier
Department of the NTC, said that the Asian crisis prevented the PTEs from
installing more lines in rural areas. To meet their installation commitments, the
PTEs opted to install additional lines in urban areas, instead. This resulted in a
high number of unused telephone lines in the country. A report released by the
nu10 in March 2002 found that most of the lines installed by PTEs, were in
places where people could either not afford or did not want them. Because
subscription rates were also not dramatically reduced, consumers were unable
to absorb all the new lines installed through the SAS.

III. EGTA's Technical Assistance Output

The NTC sought EGTA's technical assistance in 1999 to help the Commission
better implement EO 59, EO 109 and RA 7925. The assistance began with the
drafting of the NTC Management Plan - the roadmap used by NYC in
transforming itself from being a regulator to a market facilitator. It led to the
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assessment of the SAS to improve universal access in the country. The
technical assistance was focused on four areas of reform: 1) retail and
wholesale pricing, 2) frequency management, 3) universal access and 4)
accounting system. seven MCs, in this regard, were issued from 2000 to 2002.

lie .......

Interconnection

14-7-2000

S'lntPolnls

Mwln Problem: The rules guiding i d8n:0nnection in the country __ insuIIicient.
and the NTC's legal authority to implement inlercoI.18Ctiui , lawS was week. This
made it difIiaJIt for the NTC to mandate PTEs to abide by EO 59.

MC SolutIon: The Me established the inlercoI.l8Ctiui, JiaCia"orlt for the country.
This includes the technical details and the procedures for I'lIlgCltiBtioiI, lIIbllUlliOil
and approval IX interconnection ~l8I1ls. It also ampu_ad the NTC to
resolve inten:onnection reIaIad dispullls and inilialallfbibaliuo'l pruceadiilgs un Is
own.

....,... .......... 111 t:WhleMC14-7411OO...ldin 0IA.......ufPTEain
2001. dominant cad._..... lIIIIe to 8IiIla con ' by enii*tYW1lI anti-
competitive pricing Sb8legill.

MC Solution: The Me esIlIbIished the Jilllneworlt for shifting inllllCOili8c:t
ail allgemenls from revenue sharing 10 cost-based pricing. With the principles in
place, the NTC could now develop the Me un benchmark cIllIIges for iil&COi.i8c:t
services that the commisSion would use to resolve i,l8n:oI.i8c:tiun pricing dispullls
and move lowards cost~ inlerconnect pricing.

Universal Acc...

6-9-2001

08~7-2002

Main Plublem: The high cost IX services kept huus8huIdlI from lIUbsuibirog to the
numerous lines instaDed under the SAS. this undermined the governmeilt's
ubjeclive IX achieving universal access. The low demand also arrected PTE
jliufilability especially the~ companies, which inv ailed heavily in the SAS.

MC SolutIon: The Me made lala cum access munI alfOidabie to consumers. It
aIIuwed USlIIS to chouse a subsaiption scheme appropt's $! for their neads and
chouse whetI.- or nut their lelepllune firm wII supply the telepo'luli8 equipmenllt
also l'lICUlJlizad the nead for a price ceiling and an independant analyst to
determine the financial deteIs naalied for its 1rnpIemenlaliun.

The P,ubIem: The depreciation IX the Peso raised the cost IX providing tela UII

services in the country. This discouraged PTEs from installing lines to nnI areas
resulting ilthe failuna IX the SAS il raising the urban to nnI ratio to 10:1.

MC Solution: The Me authorized any enlity to instaH and opelale PeDs and
Te1ecenters in the countryside. this allowed smaHer firms to uII"er tela CDiII services
il unserved and underservad areas. COIlSisIenI with the objectives IX RA 7925.
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lie .......

Effic:lent Spectrum Use

8 ............

11·12-2001 ......... ill n:TheNTCused.....hquenciesforfnJe.... • I' .......
only when they _ used. 1lIIB 1'1 :;uecl18lll seeki1g as firms scp 5 d an
frequencies only to selllhem to ..... users.

Me Solution: The Me made frequllncy management more eIlicilIId by imposing
fees based on bandwidth assignlllent. It cnllIled incenllves to put b811dwidlh to 1§8

and allowed the government to earn from the protess.

Accounting SysllIm

MC 12-G5-2000 Maln Plobhnn: The NTC found it dillicult to monitor the Isle COlli ncIustry 8ftBr it
WlIS deregulaled because of the PTEs'lnconslstent and dison_I)- fillalCial
reportillg. As the industry shills to cost-based pricing, howe'vw. the nasd to
staldanlize PTEs' financial reportilQ 11M become more critlcaI.

MC Solution: The Me astebIished the m.1I8WCJl1( for using the LWlil'onn _. I II of
accounts developed by EGTA. The accoonling system 'MUd allow the NTC to
better monitor tele COl II charges and regulate Industry players.

Source: NrC. EGTA TAMIS

IV. Impact of EGTA's Technical Assistance to NTC

EGTA's technical assistance to the NTC relating to interconnection and universal
access encouraged more investments in the telecom industry. This greatly
improved the economy and established a firmer foundation to make the
telecom industry more competitive. Much more still need to be done, however,
to make prices more affordable and to achieve universal servicell•

1. Impact on competition. Competition has undoubtedly improved because
of the liberalization of the telecom Industry in 1993, but progress was
hampered by interconnection problems. EGTA's technical assistance to the
NTC allowed the commission to resolve the interconnection issues and
mandate the ten carriers to interconnect their networks. This prevented
the dominant carriers from exercising anti-competitive strategies. The
Impact is more evident in the CMTS market. By mandating the
Interconnection of Globe and Smart, consumers were empowered to
choose which CMTS provider to subscribe causing subscriber base to grow
almost eight-fold (787%) from 1998 to 2002.

Ms. Vida Mia Valverde, Executive Director of TUGp12 said that competition
In the landline market also improved because of Interconnection as
experienced by institutional accounts. Because consumers can now choose
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100-. Unlvlnalseroico....... _ IBId. r8fIlrs lo ... _ atllillphal_ per """"""'*' _ gDIII at
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the PTE they want to subscribe PTEs are forced to become more aggressive
in getting these high-volume clients. Some companies are now even able
to enter into service level agreements (SLAs), which bind PTEs to a specific
quality and price standard. PLOT did not give such commitments before.

2. Impact on price. Data from PLOT and feedback from lUGP indicate that
prices have begun to drop in response to the issuance of MC 14-07-2000,
MC 09-07-2002 and MC 06-09-2001, which simply set the framework for
wholesale and retail pricing reforms but do not yet give their implementing
details. The reduction in prices appears to have been caused by increased
competition among PTEs anticipating the eventual issuance of the MCs'
technical details.

• Household level. At the household level, greater competition forced
the PTEs to improve their pricing strategies. PLOT, for example, which
for the longest time has been charging consumers fixed rates, began
offering more affordable telephone services (I.e. Teletlpld and
Telesulit). As a result, 81,095 consumers switched their subsaiption
from the fixed monthly scheme to the affordable schemes In 2002.
Other PTEs have also offered similar products. Globe and Islacom
offered their prepaid cards under the Globelines Prepaid brand, while
Bayantel launched its Affordacall Prepaid card.

Prices also improved in the CMTS market. Affordable subsaiption plans
have been offered by SMART and Globe, and more recently by SUn
Cellular (the CMTS brand of Digitel) in bids for Increased market share.
These companies are also giving cheaper bundled packages such as
free mobile phones or free mobile phone accessories.

Heightened competition between landline and CMTS providers also
resulted in lower prices. PLOT, in its 2002 annual report, said that It
lowered its international direct distance (100) charges because of
increased competition from alternative means of long distance
communications, including international text messaging, and because of
more inbound calls terminating directly to cellular subsaibers.

IIIIpIICt 01 competition from CMTS to PLOT

"Effective February 2001. PlOT reduced its IDO raI8s for relalI aJSlolnel's ftom
USSO.49 per minute for off-peak hours and USSO.69 per minute for peak hours
to a flat rate for retaI customers of US$O.40 per minute I4IIl'kab'e to all cal
desIinaIions at any time and any day of the week. Addlllollally. in Novm1ber
2001. PLOT inIroduced Budget Csrd. a prepaid cal card offeoing a leduced IDD
rate of US$024 per minute for calli to the United States. C8nada and Hawaii.
Budget Csrds are sold in a denomination of P2OO."

_llWedIy~ from the 2002 PlOT _ Report
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• Institutional accounts. According to TlJGP's Ms. Valverde, PTEs are
competing for large institutional accounts by offering special reduced
rates. Some institutional users are even able to get preferential IDD
rates that are much lower than the $0.20 to $0.40 per minute market
rate. Although reductions in prices can be largely attributed to the
liberalization of the industry in 1993, interconnection allowed telecom
services to appear homogenous to consumers (because they can easily
switch between PTEs), thus diminishing their market power.

3. Impact on service. EGTA's assistance to the NTC has helped improve
the quality of service provided by PTEs. Much more needs to be done,
however, to achieve universal service and to improve telecom service and
network quality.

• Universal Access. Interconnection has greatly Improved telephone
access despite the marginal increase in fixed line subscription. The
success of the short messaging system (SMS) in the Philippines allowed
significant growth in CMlS subscription, which grew by nearly seven
fold (716%) between 1998 and 2002 (Table 3).

Table 2. Te',p.'1one DemIIty

I LEI ...Iu.- .1 'S

1998 2.512.113 1.733.652
1999 2.892.435 2.849.880
2000 3.061.387 6.454.349
2001 3.315.091 12.159.113
2002 3.310.193 15.383.001
Sol cw: NrC, rru, EGTA

Total
4,245.765
5.742.315
9.515.736

15.474,204
18.693.194

3.44 2.37
3.87 3.82
4.01 8.46
4.26 15.61
4.17 19.36

Total
5.81
7.68

12.46
19.68
23.55

This Increased total telephone density by 305% from 1998 to 2002.
Although data is unavailable at the moment, anecdotal evidence
suggests that because CMlS subscribers also Include poorer
households, the success of the SMS improved universal service as well.
Some CMlS providers have been offering purely SMS based products,
which are more affordable to households living in the lower income
brackets.

• service and network quality. With improved Interconnection, PTEs
and consumers are no longer complaining about busy slgnalsu • This
allowed the NTC to be even more aggressive in imposing service quality
by issuing MC 07-06-200214

• Although it was issued without EGTA
assistance, the MC would not have been possible if interconnection
problems had remained as critlcal as they were before assistance. The

.. h,CW_ or_ ii&Willldioi._ in busy signals lIS'- ..1gIt............. one PTE 181101oo"._loa_ PTE.
MMe 07.Q6.2002-&inic:e ",",,"II_a Slaudallis for 1he C8IIuIar _ TeIophoil8 S8MaI
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MC prescribed a minimum standard for dropped call rates (5%) and
grade of service (7%) among CMTS operators.

According to Ms. Valverde however, service and network quality in the
countryside still needs to improve. Some TUGP members still
experience poor network quality in their provincial operations, to the
detriment of their businesses. This is more pronounced for companies
like cement and mining firms operating in mountainous regions, which
are major economic drivers of the manufacturing sector.

• Additional services. Improved competition forced PTEs to raise their
level of service by offering additional services. PLOT, for example, to
attract new fixed line subscribers and retain existing ones, has
introduced value-added products and services such as caller 10, which
allows subscribers to identify callers by telephone number, and TXT
135, which allows one-way text messaging from PLOT fixed lines to
Smart and Piltel GSM handsets. PLOT has also offered other value
added services such as call waiting, call forwarding, conference calling
and speed dialing.

In the more competitive CMTS market, Globe and SMART have been
issuing loyalty cards targeted to the youth. These loyalty cards allow
subscribers to get discounts and free items from partner
establishments. CMTS providers have also started to offer higher
memory and more advanced subscriber Identity module (SIM) cards
that give mobile phones internet-like functions.

4. Impact on the Economy. EGTA's assistance to the NTC has started to
show favorable impact on the economy. Better interconnection of PTEs
encouraged competition In the fixed and CMTS markets. Anecdotal
evidence suggests that the resulting Improvement in the regulatory
environment because of the Issuance of MC 05-05-2002 and MC 08-07
2002 has started to encourage IT related Investments, creating new jobs.

• Industry stnIcture. Prior to the Issuance of MC 14-07-2000, MC 09
07-2002 and MC 06-09-2001, SMART subscribers were unable to call
(and send SMS messages to) Globe subscribers, which at that time was
the dominant player. Interconnection leveled the playing field and by
2002, allowed SMART to compete and surpass Globe's market share
(Appendix 2A). The CMTS market structure Is expected to change
further with the entry of Sun cellular in March 2003. Sun cellular has
reportedly captured about 1.5% of the market and is poised to take 6%
of the market within two years.

PLOT's dominance in the fixed line market has grown, however.
Consumer frustration over interconnection problems between PLOT and
other PTEs created delinquent accounts as consumers either cut off
their subscription or refused to pay. This resulted In the reduction of
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the respective subscriber bases and market shares of Globe, Bayantel,
Islacom, PT&T and ETPI (Appendix 28).

• Investments and Employment. IT related investments and jobs
have increased because of telecom development resulting from
interconnection. Data from the Philippine Economic Zone Authority
(PEZA) show a significant increase in the number of firms locating In
the country's IT Zones from 1999 to January 2003 (Appendix 3). TUGP
said that most of these locators are multinational firms, which have
decided to set up their Philippine operations when IT services started to
improve.

According to Ms. Valverde, because of sharp reductions in dropped
calls, international companies are able to locate their backroom
operations in the country. Anecdotal evidence also shows that the
entry of these firms benefited the labor market as they bring with them
higher than average wage rates and international standard personnel
development practices.

V. Impact on E-Govemment

EGTA's assistance to the NTC has already resulted in initial successes in the
telecom industry. The most significant of these is the improvement in
competition from the issuance of MC 14-07-2000, which empowered the
Commission to better manage interconnection. The heightened competition has
promoted consumer welfare, especially in the CMTS market, and improved the
economy in general. The issuance of MC 09-07-2002 and MC 06-09-2001 also
helped in setting the policy for wholesale and retail pricing. To be more
effective, however, the NTC may want to take the next step to consolidate the
policy and issue the implementation details.

In wholesale pricing, the commission may want to develop the MC on
benchmark charges that will complete the shift in interconnect agreements from
revenue sharing to the more efficient methodology of cost based pricing. The
Commission may also want to proceed with accounting reforms to enhance
transparency and make monitoring and regulation easier. In retail pricing, the
NTC may want to implement MC 06-09-2001 and hire an independent analyst
to help in setting fair and reasonable price ceilings.

The NTC may also want to improve competition further by addressing other
issues such as local number portability (LNP) and Voice over Internet Protocol
(VoIP). LNP refers to the ability of subscribers to switch local fixed or wireless
carriers and still retain the same phone number. According to TUGP, since one
of the main issues preventing consumers from switching PTEs is the high
logistical costs associated with changing telephone numbers, allowing free or
minimal cost LNP would further enhance competition.
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According to an EGTA paper5
, VoIP enables users from different parts of the

wor1d to engage in international voice conversations without having to pass
through (and pay) international gateway facilities. This makes VoIP a viable
and cheaper alternative to the current circuit switched phone service. The
regulation pertaining VoIP remains contentious, however, as the NTC is still
silent on whether or not VoIP could be sold by non-PTEs. The Commission may
therefore want to formalize its VoIP policy in order to promote investments in
this technology and further improve competition and promote consumer
welfare•

.. Gigo__• Iggy Ramos. Policy"-' Vdce ...._-.
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Appendix 1: SAS Compliance ProfIle and DOTe Compliance Classltialtlon

8AS Complilmc:e Prufile
PTE &er-.1c:e

Sooa'<:e:EGTA
_: 0 -w,..-; x - did nat CXlII1IlY

DIGITEL
GLOBE
BAYANTEL
SMART
PILTEL
ISLACOM
CAPWIRE
PHILCOMf MAJORTB.
ETPIITELETECH
EXTELCOM

Compliance CIaSlllllcdon
Complllnce

Class 1 Full

Class 2 5Ilbstantial

Class 3 Fairly Salisractui y

Class .. 1MI r 'a.iY

Class 5 Non-Compliance

Sooa'<:e: EGTA

caw.. 1 IIIlc
Achieved 100% or
commitment
Achieved aileas' 80% d
commitment
Achieved 50% to 79% d
commitment
Achieved below 5O'l(, d
commitment
Non compliance or obligation
after 3-year period

(not applicable)

C&rier shal8IDnI1 a "caetl up"
plan to ensI.I'tl fuIICllftIplial_
Subject to sanctions

8I1bjllcl to..1CIioI18

C8nceIIation d AuIhoriIy
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Appendix 2. Telecom Industry lIarket Sha.... (FIxed I"" ud CIITS II.....)

A. CIITS II..-ket Share (2000 - 2002) ..

B. FIx8cI Une lIarket Share (2000 va. 2002)...........

1.60
44.48

1.49
12.20
4025

100.00

ExteIcom
Globe
Islacom
PHIei
Smart

Sooa1:e: NTC 2002 Annual Report

DIGITEL
GLOBE TB.ECOM
ICC I BAYANTEL
ISLACOM
MAJOR I PHllCOM
PILTEl
PT&T 'CAPWIRE
PlDTISMART
ETPI
others
Total
Soun:e: NTC 2002 Annual R8port, ITU

3.01
39.71

2.81
10.18
44.29

100.00

-.344.368 389.967
158.249 134,803
219.082 185,506
150.440 73,491
38.539 49,596
59.967 76.716
50.678 38.573

1.818.599 2.092.539
21.677 21,242

202.788 248,500
3,064.387 3,310,933

.....
('10)

1324
(14.82)
(15.33)
(51.15)

28.69
27.93

(23.89)
15.06
(2.01)
22.54

8.05

0.19
42.72

1.18
11.53
44.37

100.00

" .,,-.-(WIt- -1124 11.78
5.16 4.07
7.15 5.60
4.91 2.22
126 1.50
1.96 2.32
1.65 1.17

59.35 63.20
0.71 0.64
6.82 7.51

100.00 100.00
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Appendix 3. Number of locatDrsIFIrms and Employment Per rrz-

La; ..... Eaiij 'I). •
1_ 2000 ..., 2002 2OO3A 1_ 20lII 2IIOt 2002 2I03A

MEPZ II 2 2 179 179
carmelray Indus1riIII Park II 1 1 - 1,975 1,975
Pacific IT center 5 5 - 1,668 1,n4
GTT_ Intemalional 1 1 8
Philamlife Building
Asia Tower IT Park 1 1 1 172 206
PBComTower 1 2 110 123
Summit One 0IlIce Tower 1 1 1 3!iO 458 5Ii8
RCBCPlaza 1 2 5 5 13 449 876
NOI1ttJE I CybeI2IlI18 2 4 5 5 34 51 12
E-5quare IT Park 3 6 6 11 97 316
Eastwood City Cy1JeqHI'k 1 8 15 20 23 804 2,835 2.8fi8
Total 1 11 26 48 52 • 1,212 7,aoo "'7
Soun:e: PEZA
_: '"As d January 2003
Unlt: In AduaI Fogures
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