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ANNEX L1

PRIVATIZATION PLAN

A. The Problam

The movement of the Philippines from a generally private sector

oriented economy towards a mixed economy with a growing and inefficient public

corporate sector gained impetus as long as Tifteen years ago. During the
1970s neithar the donors nor the international financial community gave due
attentiﬁn +o the trend towards ever gresater public sector domination of
industry and large scale service sactor businesses such as air1ines.and
banking. However, the subsequent smergence of “"crony-capitalism"--private
monopolies leveraged with public funds--caught the attention and interest of
the world financial commUniéy and signalled how much structural change had
taksn place in the business sector of the Philippines. As the compiex
architacture of crony capitalism was gradually revealed during the waning
years of the Marcos administration, the Tull extent 6f the government's
ownership and involvement in industry and business became increasingly clear.
The government owned the only airline, banks, ste2] mills, cement
corporations, mining corporations, shipping lines, oil corporations,
refineries, urban bus companies and trucking Tirms. On top of this mass of
chartered public business, the government's domination of financial and
capital markets, and the liberal use of sovereign guarantees to shorehup
private credits, had given the Pnilippine government enormous exposure to the
nominally private businesses operated by the cronies. \hen the weaknesses in
the Financial structure of the:Philippines were dramatically exposed during
the crisis of confidence which followad the assassination of Benigno Aquino in
1983, the reality of this massive government exposure to private firms became

clear. Over the next three years an increasing number of crony and other

irms Failed <o meet their debt obligations. Many owners walked away from
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their companies with 1ittle regrat--having made their profits in the
mobilization and procurement phases of projects, leveraged with public funds.
othars skillfully stripped their assets undetected by the inggperienced, and
often unconcerned, public sector bankers who held their paper.

As the detaults to the government banks cascaded, with single
company defaults triggaring the collapse of holding companies and corporate
shells to which many of the government loans had been extended, the_size of
the public sector portfolio grew apace. Today, the public sector, chartered
and acquirad, 2ats a quarter of the national budget. President Aquino and her
economic cabinet officers have given high priority to divestiture and
privatization. This priority has been underscored by the donors. The IBRD
has required divestiture and restructuring pians for public financial
corporations and for non-tinancial (industrial and service) companies as a
condition for program Toans. USAID has tied food aid to privatization
conditions in the agricultural and food processing area. These efforts have
been relatively wall-received by the economic tachnocrats of the GOP who share
the donor's sense of urgency in staunching the budgetary bleeding into the
public corporate accounts and in restoaring leadzrship to the private sector in
most industrial and corporate activity.

Before examining the spvecifics of privatization in the Philippines
it is useful to consider the overall financial magnitudes of the issue. Th»
GOP's budget deficit for 1986 was an estimated $1.4 billion, or around 4.7
percent of GNP, caused in large part by goverhment axpenditures in the Tform of
subsidies, net lending and equity contributions to chartered public
corporations, and debt servicing for the three largest government financiél

institutions. In 1986, GOP equity contributions and net lending to public

entarprises amounted to 27.7 billion pesas, or 26 percent of total budgetary

’
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expenditures. Outlays to the governmant financial institutions absorbed 38
percent of this assistance. To reduce this burden and to reverse the statist
policies of the previous administration, the present administration must

divest itself of three classes of assets:

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

Administration pursued intarventionist policies which led to the establishment
of inefficient and heavily subsidized parastatals, most in direct competition
with the private sector. The formation of public sector companies expanded
rapidly in the 1970s ana early 1980s, quadrupling from 65 in 1870 to 264 in
1985. A core of 14 vary large chartered corporations constitute about Falf of
and 74 emallar carporations and 172 whally
owned subsidiaries make up the remainder. These entities range from the
Philippine Maticnal 0i1 Company (PNOC) and Philippine Airlines to a variety of
corporate subsidiaries in transport, trade and manutvacturing. In terms of
gross value added (GVA), this sector grew faster than the economy between 1973
and 1984, growing by 24.6 percent per annum compared to i4.1 percent for Gross
Domestic Product (GDP). However, the contribution of this sector to total
emplovment has bean very insignificant. In 1984, smployment in public
enterprises accounted For less than one percent of total employment.

2. Chartered Public Corvorations (Financial) - Policies of the

previous government perpetuated an over-reliance in the economy on bank
borrowing to finance medium-to-long-tarm capital requirements. The volatility
of the Philippine economy over the past five years caused many companies to
default on thair loans to the government financial institutions, which then

acquired asse*ts through the conversion of loans to equity. In most instances
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the financial obligation to the banks exceeds the value of the assets. 7o
avoid decapitalizing the government Tinancial institutions the government has
had to provide them with massive {inancial support from the budget. There is
an urgent need for the government to reIiéve itself of this financial burden,
and tr eventually divest itself of financial institutions such as DBP, PNB,
the Land Bank (LB), the Philippine Export and Foreign Loan Guarantee Corp.
(PEFLGC), and numerous insurance and special purpose financial firms because
of their drain on the budget.

Both DBP and PNB have undergone financial restructuring as part
of the conditionality attached by the IBRD to its Economic Recovery Program
Loan (see Section C.1). On an obligation basis, net lending to DBP is
expected to decrease from 7.5 billion pesos (3371 M) in 1986 to a projected
5.7 billion pesos ($278 M) in 1987. Net lending and equity investments for
PNB8 are projected to drop from 11.0 billion pesos ($3537 M) in 1985 to 2.8
billion pesos ($137 M) in 1987,

3. Acauired Assets - Government financial institutions acquired

hundreds of assets in the form of private companies that de?au]ted on thair
loans. The case tor divesting these assets has been evident to the domestic
and international {inancial community for many vears. The praevious IMF
tand-by Agreement with the GOP sought to force a mzasure of financial
discipline on DBP and PNB., The key economi¢ tesam members in the new
Administra<ion's cabinet know that privatization is imperative and have
arrived at a mechanism to undertake this task, as discussed in paragraph 8

Helow,
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8. GOP Anproach to Privatization - After several ad hoc attempts to

privatize individual entities, the Aquino administration issued Proclamations
B 50 and 50-A in December 1986, formally launching a program for the expeditious
disposition and privatization of certain government corporations and/or assets
thereof. Proclamation No. 30 created the Committee on Privatization (COP) and
the Asset Privatization Trust (APT) and 50-A, issued shortly thereafter, ~
refined the requirements of the original Proclamation (to the satisfaction of
the 13RD). The COP is a Cabinet~level committee tasked with identiéying for
the Presidant those non-performing assets and government corporations to be -
privatized, determining which assets will be transferred to the APT,

- astablishing guidelines for privatization, and approving the sale and

nl

disposition of assets. Thne APT was Created to serve as the disposal unit in

the process, with Tive fu?T-time trustees from the private sector. The APT

h wili focus primarily on the acquired assets of PNB and DBP, and the
government-owned corporations or parastatals. Operating guidelines for the
APT have been finalized and issued. These guidelines address: the transter of
non-performing assets to the Trust; priorities for asset disposal; policies on
conservation, rehabilitation, restructuring, mergers and other
reorganizations; the choice of markets for .disposition; valuation; sales

< methods; sale to pravious owners; and operations and administration. The

auidelines For the disposal of government corporations have not yet baen -

issuad.




C. ther Donor Plans

1. The World Bank (IBRD) - The IBRD has been a vital force in

promoting privatization in the Philippines. It conditioned its $310 million
sconomic recovery loan on reforms in the government financial institutions,
including the establishment of a mechanism for the privatization of acquired
assets and the restructuring of the DBP and PNB. In addition, the IBRD has
developed a $150 million Public Corporate Sector Rationalization loan, to
privati?e saleztad non-financial government corporations and increase the
operating efficiency of the remaining public corporations. The IBRD is
raquiring Philippine govermment agreement on the structure and implementation
of the rationalization effort as a precondition to both the public corﬁorate
sactor l1oan and the second tranche of the economic recovery loan. The GOP is
now Tinalizing comprehensive guidelines on the privatization and disposition
of 125 public sector corporations as it hopes to begin negotiating for the
$150 million loan in April.

2. Intarnational Finance Corporation (IFC) has committed $12.5

million Lo the Firsf Philippine Capital Fund Tor the purpose of converting
part of the Philippines' foreign debt into equity invesiments. This "Fund"
will 1ikely be a contributor to the privatization process through the purchase
o investment in the acquired and distres;ed assets of the GFls. The IFC
might also orovide general technical assistance to the APT as required by the
G0P. In the GOP axezution of specific privatization deals, IFC may provide
specialized tecnnical assistance to potential buyers.

3. Asian Develooment 8ank (ADB) - The ADB has no plans for

significant n2ar-term involvement in privatization, but is providing grant

tecnnical assistance Tor privazization-related studies. However, the ADB has

made a $£560,000 equity inTusion to Plantars Development Bank and is
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negotiating opening a $10 miTlion window for direct lending to private
corporations without requiring a government guarantee.

D. The Mission Aoproach to Privatization - The Mission envisions its

major contribution to the privatization process to be assisting the GOP
develop its privatization strategy and implementation framework. The
Mission's approach adheres to the principle that the process of privatization
generally and divestiture specifically is a market process which must be
impIemenfed by private sector entities qualified to do so, i.e. priJate
investment/merchant banks, accounting and consulting engineering firms,
lawyers, etc. This approach sets us apart from the mu1ti1aterél-deve1opment
banks (MDBs) who have indicated a willingness to provide financial and
technical resources to raview, classify and salectively rehabilitate assets
before their dispasal or leverage the sale itself. ‘

E. Soecific Actions - The initial thrust of the Mission's privatization

plan has beaen to act as a catalyst to focus the 30P's polizy makers on the
need to divest the government of non-performing and public corporaté assaets in
an expeditious but orderly manner. The Mission has identified short and long
term targets of ogportunity for assisting the privatization process in the =
Philippinas, as presented below.
1. Short-Term

a. Accomplishmen®s to Date

1) Studies - Initialiy, the Mission funded §evera1 studies -
on the public corporate sestor in the Pnilippines which were used by the I3RD
in its appraisals for the economic recovery and public corporate sector -
loans. Subseguently, the Mission usad the PRE Bureau contract with the Center L

for Privatization for a key study performed by the First Boston Corporation. -

gntitled "Recommendations on the Privatization Program for the Republic of the
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Philippines", this study provided significant input to the GOP's decision not -
to undertake a massive physical and financial rehabilitation of assets prior

to their sale because costs incurred would probably not be recovered. The _
study furthermore stressed the importance of centralization, simplicity, -

flexibility and speed for the GOP to succeed in privatization.

2) Privatization-Conference - An international conference -
called "Philippine Opportunities for Entreprensurs and.Investors (PHOENIX)
focusing on the divestiture of government corporations was held in December, .
1985. The Conterence was jiosted by the Presidential Commission on Government
Reorganization (PCGR) and involved key GOP officials in a presentation of
investment policies and opoortunities. This conference reoresented the
lTaunching of the GOP's privatization program and the first in a series of
‘marketing activities to genarate intarest in the assets being privatized by
the GOP. The Mission deemed this an exc2llent opportunity for AID to be
publicly associated with GOP privatization efforts and received the assistance
of the PRE Bureau to'financia11y support this conference. AA/PRE Nedl Peden
attended the conference and was featured as a speaker, and PRE recruited and -
Tinanced several individuals skilled in asset evaluation techniques who led
and participated in a panel discussion on this topic.

3) National “ood Authority (NFA) - Since the Mission's

development thrust is agriculture and rural development, special emphasis is ’
being given by the Mission to the privatization of government agribusiness and
agri-marketing Firms such as the National Food Authority (NFA) and the

commodity marketing firms such as the Philippine Cotton, Dairy and Tobacco
Corporations. The former Minister of Agriculture formally requested advisory

services to establish a framework for the divestiture of NFA. A review of the

NFA non-grain business operations was made, their commercial viability

© m———— . .
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assessed, net worth and fair prices ranges were established and an action plan
for divestment developed and recommended. The study's recommendations have
bean w21l received by the new Secretary of Agriculture.

b. Plannaed Advisory Sarvices

The Secretary of Agriculture has requested that the Mission
fund assessments similar to the NFA study {or the Philippine Cotton (PCC) and
Dairy (PDC) Corporations. The Mission plans to respond favorably to this
request.

a. The Financial Resources Mobilization Project (492-0377)

The purpose of this planned rY 1987 project is to create the

environment -necessary to mobilize private term financial resources for

investment in productive private enterprises. The Project's approach will be

to: 1) assist the government to divest itself of state-owned corporations and

acquired assets; 2) facilitate the creation of a privately owned mechanism to
channel investment to firms slatad ¥or privatization or distressed private
firms; and 3) improve the capacity of the capital markets to mobilize egquity
investment.

Specifically, with regard to privatization, the
newly-zreated Asset Privatization Trust ahﬁ othar governmantal disposal units
will require assistance in evaluation, Tinance nackaging, identification of
foraign investors and marketing. The project will provide technical
assistance in the form of investment banking, legal, accounting, marketing,
and technical sarvice for the Tollowing activities: a) evaluation; b)
financial packaging; ¢) presentation of formal opinions on the "fairness".of
the tarms of the sale; d) preparation of prospectus; e) identification of-

potential direct and portfolio investors, particularly direct foreign
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investors for the larger entities to be privatized; f) assistance in
negotiations with prospective investors; and g) issuing shares of state owned
companies in the public securities exchanges.

In addition to the need for an effective government
orivatization unit, there is also the problem of finding purchasers for ailing
businesses. Currently, there is no entity in the Philippines adequately
equipped to “turn around“ troubled businesses, and provide valuation,
purchaser prooosal presparation, and management services on behaif of
investors. The Mission has received a proposal for such a "turn-around
company", which could serve as a mechanism to channel investment into firms
slated fTor privatization or distressed privately-held firms. It is expectad
that project Tunds will provide technical services and seed capital needed to
astablish such a company.

While privatization addresses the short-term problem of
non-performing or inafTiciently performing enterprises that consume an
inordinate portion of the government budget, there is plainly need as well for
a Tonger term solution which would cr2ate an environment in which the
mobilization of private, term financial resources for investment into
preductive enterprises is encouragad. Effe;tive capital markets would be an
essential Teature in such an environment. The project therafore will also
proQide technical assistance to develop recommendations for specific
interventions to address the polizy, legal, regulatory and organizational
constraints to capital market development, and to develop action plans for
their implementation.

b. The Azcelerated Aarizultural Production (AAP) Projac

The Mission plans to assist the GOP to undertake

crivatization activities related to agriculture through the Market Davelooment
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Componant of the AAP project, signed in August 1986. Follow-on privatization
activities for NFA, PCC and PDC further to those described above may be
financed, once the project's Conditions Precedent have been met. In deition,
the Mission plans to furnish assistance in setting-up an asset disposal unit
for the Department of Agriculture.

c. Venture Capijtal

' In the area of venture capital, PRE has agreed to work
with the Mission in identifying an appropriate USAID intervention. We realize
fhat the U.S. approach to venture capital cannot be applied here at thi:z time
because of structural economic weaknesses, i.e. a weak capital market.
Tnerefore, we will be identifving inﬁovatfve approaches to venture capital .

development and usage that will probably be tied to a transfer of technology.

We will also use our work on venture capital to strengthen the capital markets.



MALACANANG

Manila

FROCLAMATION NO. 50

PROCLAIMING AND LAUNCHING A PROGRAM FOR THE
EXPEDITIOUS NISPOSITIUN AND PRIVATIZATION OF
CEATAIN GUVENNMENT CORPUNATIONS ANO/OR
THE ASSETS THENEOF, AN CREATING
THE COMMITTEE ON PRIVATIZATION
AMD-THE ASSET PRIVATIZATION TRUST

NECALLING that tha rearqanization of the government Is man.
gatea exoressly tn Articia 11, Section 1(a), ana Articie 11l of the Free.
aam Constitutions

' HAVING IN MIMO that, pusuant to Executive Order Na. § (19361,
thete It 2 need 10 offgct the nacassdry 3nd Droper cnanges (n the ore
ganizational and functional structures of the gaverminent, Its agencies
g Instrumnentatiting, In orger to promote stliciency and elfectiveness
In tho callvery ol NuDIIC sarvicas; .

TAKRING IMTO ACCSOURNT that tha governmaent considers Ime
perative the tormal jaunehing of 3 program for the rationatization af
the goversunent corparsin sactor calcuiated (o create ang sustain a lagal,
10c10-00iltical aInd econamic aiivironMmant conducive ta the cuitlvation

“of a2 high degree ol gynamiun and pertormance mnotivation among

government.ownad or controlled corporalions undar a regine of res
lativa autonneny, (laxiditity, viabllity andg continuing accountadiiity
to tirve panole In thieir aparations;

CONSIDENING net the govermment has decided to saopt, as the
Iwin carnerstanes ol the program, the following parallel mpaersiives
far the aitainment of nitlanal policys

(A} The judicious use of the corparate orm ol orqanization

In the crestion af qovermnent dadies {0r the production and dife

trivution of economic goads and services (O the pubile, apad the

need 10 rationalize snd monitor the aperations of government
corporstions 10 help Dring about linptaved oerformaence, alsure
more atliciant use of resources and in genaral {0 re-atient their
activities ana onorities ‘ o manner consistent with rationst od.
jectives, to the and that thie Drivate factor is given primacy ang
the governmaent assumaes 3 tupplemaental role, In eniveprensurial
anaeavars uncar 3 climate of tair comnaetition; anag

(8) Reducing tha number of gavernment corporations
waleh hes aratiloraiad 10 unmanageadis proportions; Circums
1c2iding the arezs of sconomic activities within which govern.
mant corooraticns may oparate; and iming 1o achieve ihese

QO3is thrnugh the privatization af a gaod nunier ol government

coroorstions, ma (he aitpatition and llauidation of the non.

retevant and non.arlomming assots of retained corporations as
the lngical (irst 1inp 10 thair ranadilitation,

TAKIFG MOTE that thers has atrasdy Deen craaled, In pursuit al
Ihe st noerative, an Inter<ninistertal Dody calted the Gavernment
Coroorate Monitoring Comnilities under Exacuilive Order No. 338
l1sued on ReOryary 29, 1984, and reconstituted Into the Gavernmant
Coroorate Monitanng and Coordinating Commities under Memoran.
aum Clrcutar Ma. 10 dalod May 19, 1986:

AVNEX L2

REALIZING that It Is now necsssary to cunstitute the Inter.minits
lssisl Dody 1o pursus Ihe second Imperative, thae iatter 1O function 3
the counterpart of the abovnwnentioned Governmaent Corporsta.Mani
toring and Caoratnating Coavnities In the Implamentation of the re
maedlal 210ect ot the progeun lor the ratlonal tatian of Lhe gaverminan
corparate sector under the Integrative sontral and Qlrecilon ol the
Prasiaant of the Pnilippines '

CONVINCED that It 13 necassary, expaedient and dvaniagsous i¢
centralize the disposition andg privallization process In 3 pudiie trus
entity which shail o its own ana, wiere nacessary, dy 8ungaging the
tarvices Of quaillled prolessionals, mstitutians, synaicalas, ang cansor
tia of Institutions In the nrivate sector, witethar aomestic or loraign
undertaike the disoositiva aspect of the program (or the Ratlonaiiza
tion ot the Pudlic Carporate Sactor;

COGNIZANT that the transter and prompt disposition af tha larger
non-periorming assets of certain governmant linancial Institutlons are
contral to the renadilitation af these Inititutions and ths sconomic
recovery program, and that in the execution of this task It Is essentia
1o davolve sucn resoonsidilily upan a spoctalized antity extarinal to tin
government financial institutions thamseives 3o that tho 1atter will no
De distractad anag their energios diverted from the vitat concarns of In
herent and 1udstantive financial onerations:

HOW, THENEFANE, [, CONAZON <. AGUIMNG, Prasidant of the
Phllippines, do heiady ardorn :

ARTICLE I. STATEMENT OF POLICY
ANC CQEFINITION QF TENMS

SECTION 1, Statument of Polley. It shall be the policy af the State
to promote privatization through an orderty, coordinatea and eificien
program {or the pgromgt dltnosilian of the targe numoer of non.par
forming assats of the govermiment financiat Institutfons, and. cartar
government-awned or controiled corporations which have heen foun’
unnecessary ar Insporoorlats lar s yovernment sactor to maintain,

SEC. 2. Dsfinitlan of Tarins. Aj used In tnis Proclamation and ur
less the contaxt otherwise requires, the terme '

(1) Assets shall Inciuaa (1) receaivaDies and other odligaiions
due to government institlutions under credit, lease, Indemaity
and other agresments together with 31l collataral sscurity ang
ather rights (Inciuaing dut aot {imilea to tights In relaticn to
sharws Of ftack In corporations such 3s vollng rigivls as wetl as
fights to aopoint airactors af corporations or olherwise engage
In tne Management thareol!) grantad to such institutions dy con.
tract o” operalion of law {0 secure or enfarce the right of pay.
ment of such cutigations; {11} raat anad persanal pronperly of any
Kind owned or i:181d Dy gavermmaent Institutions, inciuding shares
of stock In corporations, ontained Dy such ravernment ine
stitutions, whetner girectly or indirectly, throu »i toreciosure or
ather maeang, In ssttiement of such ooligation;, (i) shares of
stock and ather Iinvestmonts held by gavernnmient Institutions;
and (iv) the government Institutions themsaives, whet»s: 38
parent or suosialary corparations,

[2) Govimmert Instilutinns snall refler to government.
awied Or controiled cornorations, flnancial or otherwise, wive«
thar organized Ty special charter 48 In the Cate ol a parent cor-
paration, or y~ “tr ganersl law as In tha case of a suDsiglary core
poratidn, .

(3) Commiites shail reafer to the Commilttes on Privatization
constituted ungar this Proctamation,

{4) Asse’ dlsposition entity shall refer to any governmant
agency, Including government banks, soeciiicatly designated or
contracted by the Commiittee to pertorm the disaacsition of
assets,

(S} President snall mean the Puudnnl of the Republic of
tne Pnitlapines, .

(8) Trust 1halt mean ha Asset Privatization Trust created

unaer S$sc, 9 herein,

| aF
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ARTICLE Il. SOMMITTEE ON PRIVATIZATION

SEC. 3. Cammitles an Privatization. Thara i3 harody consiliuted 3
Commities on Privatizaticn 10 Be composad ot the Ministar of Financs
a5 Chainman, willh the Minister ‘ot Trage and industty, tha Ottacior
Genaral of {he MNational Economic and Deveiopmeni Authorily, the
Minatster ol Budgat and Management, and iz Minister In charge af the
Presidential Commitsion on Gaovernment Reorganization, as Mmembers
Witenever any mamoer aof tha Commitice is unadie ta atland a particus
lar meating, he may designata any of his Immediate sudbordiniles with
the rank of Deouty Minister or IS equivaient 1o atlend (n lils 1teaa.

The Cammittea shall exist far a term of (ive years counted from
the eifactivity date of this Proctamation uniass sooner termun.ted or
jupeseded Ty anothaer Batly by the Presivent.

SEC. 4. Nesponaidilities and Obdlectivas. It shall de the guty and
ras00nsiditity af the Camnittea 10 ute the powers granied to it unde
this Prociamation 10 achisve the obdjecliives ol (a) divesting to the
privata sector In the soonast possibia tima through the anoroariate
disoositian antities, hose assats with viable and productive poinntial a3
gfing concarns, taking In1o account where anoraoriata tha imalications
of such transiars on: soctoral productive caoacilies and maret Thnita-
tiauns, and (B} Qpasting af such ather assets as May Oe transferraa tn It,
ganaerating the maximinmn cash recovery (0r the Nationsl Gaversunent In
the procaess. Thase ablectives are to De pursied wilhin the contoxt of
furthering the natlonsl econamic recovary througn a strenglhensd ana
revitaiized Drivata enterprise tysiem, ¢

SEC. S. Pawers and fungtions. The Commitiae shall have the (oliow.
ing pawers and functionn

(1) Ta Identlly to the Prasident of the Philippines, and
arrange 10r transfer to the Natlonal Qovernment ang/or to the
Trust and the subsequent dlvestment to (ne private sector of
(a) Suen nan-gerforminig assets as may De Identliiea py the Com.
mittee, and aporoved dy (he President, far transier fromn {he gov.
etnment danks (or dispasal Dy the Trust or the gavernment
Banks, and (B) SuCR government corporations, whether parent
or sudsidlary, and/ar such of their asets, as may Nave Deen re-
commanaed Ny the Cornmitiae lor dlisposiilon, and norovad dby
the President; Proviged, that no such Igentification, recome.
menaation Of appraval shsil de necessary wihers s pasent cor.

_porstio: decidas on ils own 10 divest &f, In whale or ln part, or
ilquicate a subtidlary corporailan organitsd under \he Sofpo.
ration Cagep Provided, [usthers, that any such Independent dis.
posillon shall De undertsken with the prior approval of \he

Committes and In accaradance with the general gisoosition guide.

lines a3 the Commitise may provide; Providad, finally, thal in

avary case the sale ar disnosition 1hall he aooroved by *he Came
miltee wilh ragpegt 1o the Duyer and price onlys

{2) To datermine wHIEIT 8i den issd(iThall de wransierred
to the Triust .or relsrind 10 other governmaent institulions,
witether Hinanclat or atherwise, (or alsposition and, panding dis.
potsition, lor conservation anad managament;

(3) To astadiish mandatory i3 well 33 indicative guidsilnas
tar the conservalion, renadiltation and disposition of such
233018, whaiNer Dy the Trust or any other government institutions

(4} To approve or disapgrove, on behall of the Mational
Gavernment and without nead at any (urther 20praval of olher
sction from any other governinent institution or agency, the sale
or disposition of suen assets, In eacnh-case on terins and to pur.
cliasars recomnmendad Dy ta irust or the governmant institu.
tign, a1 the cate may b&, (O wiam the alinasition ol such assets
may Nave aeen aelegaied; Provided that, the Commities thal
not itself unaertake the niarketing of a:vy such assets, of partle
cipate In the negatistion al their sales

IS} In ns discration, to iparave or dlsaoorove, tublect to
the availanility of, funds for such puroase, the rehagilitalion of
assats penaing disposition by the Trust or iny other government
agency authiorized dy the Commities, of the Trust with the 10«
praval af the Commities) Provided that, the hudqet lur sach re-
haollitation project shall be Hikewise suofect o prior approval
By the Conunitiee

{6) To sxercise on benalf of the Natlonat Gavarnnient righits
Ul ownaerthip wilh jespect 10 such assets, Inctuding the rignt to
vote, whather alrectly or [hirougn duly aulhorized nominaes,
shares of stock haeid In he name aof thn Natiunal Government,
and wiich Nave not been transferred ta the Trusty

{7) To Issue necessary guldeiines to all government sgencias
10 govern onjoing neyatialions on e disposal of government
corporate assets;

{8) Toa nprave the organization and (inancial reQuirements
at the Trust, Including Its annual budgets for onperations, con.
tervalion, ana the administration of astets entrusted under I3
care; .

(9) To monitor and review as necessary [roin time to time
the antire privatization ang qlvestment urogram, Inciuding thase
wilen are being undertaken by parent government corporations, *
and the status of Its Impltamaentation; and

{310) To aopolst, transier, remove, and fix the remuneration
of parsannel of ihe-Commiltoe: pravidnag that the Connnitles
thatl hira IS Own ger 1 anly Il @ q aosolutely nacassary
fur tha dlschargs af its responsiBiilties and, as tar as practicable,
It sinait availl itsell of the services of the personnel seconaea or
detalied from ather government offices.

SEC. 8. Mastings, The Cammities shail mest as (requently as is
necessary to dischiarge its resoonsidilities, Provided, tirat it shall meet at
least once every month, The pretence af a majarity ol the membaers af
the Commitine shal! constitute a guorum, and the concurience of 3 ma-
jority of thve members present at a2 mesting at which 3 quarum exists
shall be acequate for any decision Dy tiie Commilias, Provided that,
whaers tha matter Involves the apnroval of any disposition or reivadiita.
tion prooossl, the unanimity af the antire Commitiee shall be neces.
sary, .

The Cammitias shatl act on any recommendation for disnostition
submitted to It not later than thirty (30) days irom dats of receint
thernCe, faiing wilich such tecommenaalion snall be deemed approvea,

SES. 7. Fundling, The nmount ai Ten Miillon Pesas to caver ex.
penses af tha Committes In connection wilh the alscharge of (i3 re.
sponsidilities undar this Proclamalion, |s hereoy authorized, sald amount
10 be enarqad against the One Hundisa Milllon Pesos (P100,000,00C)
a0proneiation intendad for the capitaltzation for the Asset Oltposition
Trust unaer Presidential Oecree Mo, 2030, N

SEC. ¢, Legal Couniel. The Mintster of Justice shail be the ex alicia
1a9al adviser t0 "he Committes,

ANRTICLE lIl. ASSET PRIVATIZATION TRUST

SEC. 9. Creation, There is heredy creaind a pudiic trust Lo be knawn
as the Asset Privatization Trust, hereinafier referrsd to as the Trust,
which sinail, lor the beneifit of the Nationali Governmant, take (itle to
and possassion of, conserve, pravisianally manage anad disnose af asiets
a8 delined In Section 2 herein witich have Deen laentifled for privatiza.
tion or dispoasition sng trantierred (o tha Trusl for the purpose, pure
suant to Sectien 23 of this Proctamation. .

SEC. 10, Purposes and Od|ectives, Domieile, Torm af Existence. The
orincinal purposae af the Trust snall be to affect ar causa (0 De allected,
directly ar througn other external agencias, the dlsposition within the
snortest passidie period ol assets transierred to the Trust for the pur.
pose, R

The Trust In 1ts divestinent program should sesk In the soonest time

* possIdle, 10 restore existing physical laciiitles invoived Into viable and

proguctive operatlians undar private sac.or management and owner.
ship, ind thus ta contridite towards nattanal economic recovery within
\te context of a private snterprise system, WIthin the context of this
miator purposs, thie Trust I exNected to genarates maximum Casn ree
covery for the National Qavernnent.

The Trust shall haw i3 srincipsl placs af dusiness in Metrooolitan
Manila.

Thae Trust shall exist for a period of (Ive yaars from the date of this
Proctamation, and aif assets Neld by It, ail moneys and other praperty
belonging to I, and ail Its Hiaoilities Qutstanding upon the exairation of
such nertan snall revert to and be assumed Dy the Nationai Gaverne
ment.,
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SEC. 11. Sourcing and Aop|ication of #unds by the Truit. The canle

and working tunas of the Trust snal) contist ol

{1) The amount ol Ninety Mililllon Pesos (P90,000,000)
chargoadie agalnst the Onas HMunared Million Pesos (P100,000,000)
apprapriation Intendad (or the Assesl Disposition Trust under
Presicentlal Docrea NQ. 2030, witich shall be used faor capital
acquisitions 3pproved by the Comusiittee, and o caver agminis-
trative expanses, Including those for the hiring of zppraisers, as
may be necassary for Its sflective ind esfliciant ocperailons; as
well as lo advanca lor expenses Of sacuring, conserving, and
maintaing assets, and whaere necessary, operating the asset prior
to Ity disgosal; R

{2} Amuoaunts authorized unaar Saction 34 af this Praclamae
tion to de axcised from (Ne procesds of disposition and retained
by the Trust, as aareed upan with tha Cainmitlee;

(3] Sunsequant annual appranriations unaer the Genersl
Appronriations Act,.as weil 33 {unds willeh may be authorized
by tha Prasidunt In accarganco wilh law from unused or avaliadlae
daggnces in the General Appraoriations Act;

14) Extornal fuading assistanca, wihntiier (n the form of
laang, grants or otherwise; witich the Trust with tha angravai of
the Commitiae may sourcs of oDLain (1tom anpronriato Institue
ttons, aomestic or loraigin, Dilateral or mulitilaterai, government
or Privats, such as the Intermational Bank lor Raconstruction
and Oavelopmant, Asian Deveicament 8anic, Unitad rlatlans De.
valgpment Program, and comunercial banks and Investment
housas; and

(S) Whaere necassary and sudject to the orior spproval of the
Commities, servica laes leviad on (he trustesd assets In suech
amounts as may be appropriats and ressonadie,

SEC 12. Powers, The Trust snall, Inn the discharge of Ils responsidle
11tlas, have the tolluwing powerss

{1) To formulata and, alfter approval by the Comntitiae, line
niement 3 program Jor the AlposINI0N. 0 assets transisrred to it
unaar this Prociamation, sucnh program to be complatea within &
parind of live years trom the dale of the Issuance ol'this Pracla.
mationy

(2) Subject ta Its having receivad the prior wreltten appraval
of the Comnmitiae to setl such assat at a prica and on terms of
payment and {0 3 garty ditglosad to the Commitlee, to tei) sach
asiet refercred to It Dy tha Committee to ich Darty and on fuen
terms as In its alscration are n the best Intarest of the National
Gavarnmant, Ind (or such DuUrpose 10 executo and dellver, on be-
hail and In the naine of the Natlanal Government, such desds of
$3ig, contracts and otnor Instruments as may be necessary or
approoriato (o convay title to such assats:

(3) To tane title tO ana cossession of and to take fuch steps
438 Mmay De necassary 10 consarve assett transierred to It Dy (he
Comnlitine, Inciuding, withoul Ilimilation, ta oversas e
manaonment and oparation of corparations or ather businesses
constituting tueh aisais, and to (lle suits and Institule orocesd-
Ings on dDenall of and In the name of Nallonal Government lor
the recovery and protection of sueh sssetq

(4) Subdject to lle prior appraval of the Committee, to
undertake the rehaoiiitation of such assats In Instances wnaere
such renadifitation Is Yy (o ve the value of such
assels or parmit their sale.

{5} To enazge such external expertite as may be necassary
for it to (ulilll s task;

(6) To lsase or own real and personal progorty Lo the extant
required Or entalled by His functions: to borrow money and lLicur
such llaollities as may De rvasonadly necessary to permitl It to
carry out the responsidilitios inposed unon It undsr this Praclae
mationg 1o recsive and. collect interest, rent ana other Income
{from the corporations ana assets heid by It and to exercise In Da.
hatl of the National Governmant snd ta the axtent jutharized
Dy the Commilies, In rospect of such corparations sndg assats, ait
rights, powers ana orivileges ol ownersnio including the adility
to comoroniise and relsase Claims or sattis adilities, ana other-
wit¢ t0 40 and periorm any and all acts that may De necessaty
or prooer to cCarry oul the purposas of this Procltamation Pro.
viged, howaver, INdt any oorrawing biy the Trust shail Do subject
to the oriur approval By the majority volae of the memobers of the
Committes)

(7) To adoot !is Interna! rules and requiations, 1o adoot,
alter ana use & seal wnich shall be Judicially noticad to anter
Inta contrasts: 1o sue and da sueds and

.(8) To suonit periodic reports ta the Commitlae on the
status of the disposilian program usder Is tesponsidbility, and
such other reports as may De requtred Dy the Cnmmitles,

SEC. 13, Estentlality of Trust Funetians, The ratlonallzation al the
governmaent cornorate sector Is deamaa lo be a critical concern of qov.
ernmant; and the Trust In undartaiking the tasis of divestinent and pei-
vatizatlon rnust give due and pragmatic regard to the prelerances and
motivations ol the markel for Invaestidie private capital doth In the
Phillopines and oversaas, act with alspateh on all pradlems and apnose
lunitles witich may come defore It 1O the end that the ublectives ol the
Trust are compiniad williin the five.yoar pariod mandated iy Section 10
haroo!. Accordingiy, the Trust shall be and Is harebdy accordad ihe
widest 1atitude of ltexdillty and autonomy In ity operations, particuiare
Iy In the areas ol accounting, audiling, procuramant, contracting, asset
management ang aisposition, and personnei, subjact howaever to the
provisians of this Proctamation, .

SEC. 14, Trustees. The powers and lunclions of the Trust shall de
exaercisad collanially by a groud of Trusiess which sitall da composed of

-3 Chiet Exacutive Trustee and four other Associale Executive Trustaes;

All of the Trustaes shail be appointed by the P:asident, UpON re.
commaendation of the Commities. The Trusteas shisil 1erve an 3 fulle
tine Dasis for a tarmn af up 10 five years, but In NQ casa ionger than the
term of existence of the Trust, or unisess soonas’ railsved by the Presi.
gent, .

SEC. 15, Quailticatians, NO oerton shail be agooiniad a Trustee
untess e IS af gooa moral character, of unquestionaole intearity and
ratoonsidiilly and ol rscognized Dusiness comnpelenca. o dalrector,
oflicer, consuitant or stackhoidar of corparations congtituting or
Naving an interest in assels neld by Lhe Trust may ba anpointad Trustoe,
Excapt as may De considered nacessary (i3 achilave tha objactives of this
Proclamation, the Chief Executive Trustce and the Arsoctale Execullve
Trustees shail not sit on (he bcard ol diractors or athverwise participate
In the direct management of corporations constituling assets transierred
to the Trust. !

SEC. 18. Removai. The Prasident of the Piullippines may remove any
Trustoe for acts that are iraudulent, unlawiul ar manitestly onposed Lo
the purpase of this Praclamation ar If the niember caases to de quall-
flad to Decome a Trusiee under Section 14 of Lhis Proclamation.

SEC. 17. Vacancles. Any vacancy creiied Dy the dealh, resignation
ar removal of any Trusiee snhali be (illed Dy the appointment by the
President af (he Philippines of 3 new member, wio shail serve {or the
unaxpired porijon of tha larm of the nrevicus member.

SEC. 18. Meailings, Quaoruin. The Trustaas snall meset 3s irequentiy
as I3 necassary to alscharge its responsibiiities, dut snall maet at least
every two wesks, Tha prasence ol a majorily of the Trustesas shall con.
stitute a quorum, ana tie concurrencs of a majority aof the Trusteas
preseat at 3 mesting at whiech 3 quorum exists 31hall be adeQuate 1ar any
gezision by the Trust; Proviced that, witere the matisr Inveives 3 010
posal {or disoostition or rehabilitation of sny asset, the unanimity of i
the Trustess sitall De nacessary,

SEC. 19. Compensaticn, The hasic ccmpansation ana other emoiu.
ments ol the Chiel Execulive Trusiee 2ng his other denaflls shall be
negotisted belween himisif ana e Committee. The emotumaents of
the Associate Executive Trusies snall De {ixad by the Chisf Executive
Trustee with the iporoval of the Commities. In both instancaes, it snai
nave the apporoval aof the Prasident,

In view of the limilad tite o! the Trust and the nature of Its func.
tions, \he pay tcaies of the Trustess and aother oificers and empioyeas
of the Trust inall be exempt from the itandardized sslary scale snd
pasicion classitication prescribed by the Office of Compensation and

. Position Classificalion and the eligiblily and other requirsiments of the

Clvit Servicse Commission,

All airactors’ fees and other Incz.—~= acerving to a Trustes, oflicar,
ar empicyes of the Trust, resuiting nom his memoership on the board
of any ol ll!o carporations undger the saiministration or control af the
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Trust shvall accrue Lo the Trust, without prejudics to the Trust ofoviding
suppiemonial remuneration to oler than Trustses loe such acditional
rsspansiniiities entaliad by sucn membarshin,

SEC. 20, Exercise af Aulhorily. In the sxercise of tha authorily

" granted to It under this Proctamalilon, the Trusteas shalls

[ 4

{1} tisue such Internal fules and regulations as the Trusines
may deamn faceisary of convertlent for the proper dischiarqge af
the tunctions of the Trust) !

(21 Enter hinto management and such other contracts as may
be aporapriatn; ang ¢

{3) Oevsiop 113 own stalling raquiromnents, and for this pure
posa, aponint, remove ana fix tha renumaeration ol parsonnel of
the Trust; praviced hat as lar as praciicable It should rely lare.
Iy on seconament (fom qovernment entities undartaking related
lunctions, and on quailllad axtarnai axpertise In an aavitory
canacitly 4ac on a contractiual basls,

SEC. 21. Legat Counsel. The Mialster af Justice thal} De (Ne ex.
olicio legal aaviser to the Trust.

ARTICLE IV, QPENATIONAL PAOVISIONS

SEC. 22. Tianslier of Assels, The Comunittes shaily

[1) Arcange (or tha transier to, and evenlisal disposition by,

the fNHationalt Government of certain nongertonning asiels of

governinent fInanclal institutions, as imay de aelermined under

terms mulually accentadble 1O all the partiay conesinad, and

(2) Arrange {of he disposition of certain governimnsnt.
owned ar cantrolied corporaliont wiilch have deen Jpproved for
divastiment by the Prasidant of the Philippinas; Proviaed, (hat

\he matler 0! apnroorsiate valuation procedures (or such transiers

ot assets shail be determined by the Commities,

The torins of transter of astats may Include anorooriale ITance.
menis for the consideration thereo!, Including but not timitad to the
assumption by the Natlonal Gaverninent of 1uch 11abilities of the gave
arnment financlal Institutions and/ar ather gaverniment corporations,
whelhier rea) or cantingent,

The Natlonal Government, through the Prasident, Is hecedy author.
tzed tQ astume the abiigations of government I(nstitullons Including
thosn due to the Natinnai Govarnmaent on terms and to the extent de«
tatinined Dy the Presidant, an lhe recommendation of the Minister ot
Financa, to he warrantad By the transter of assets from such Inttitu.
\lans pursnant o this Prociamation,

Tihie Prasident it likewisn authorized, in the inplamentation of the
program of privatization of cottain governmant corporations created
under special law, whelher patant or jubsidiaty, to smend the cors
porata cliarters thersof sa as to terminate their corporats existence;
Provided, that such specially ehartarag carporations snail be 1pecifical.
ly taentifiad annd aoproved for divastmant, dissalution, consollidation,
mergar of requiartzation Into a requiar line adency within six months
fram aate at lssuances af this Proctamation, and Pravided, further, that
s authority to terminate the corporate existence ol such corpoara.
tions created undeae spacial law 1hall de exercised within {ive yesrs irom
date of this Prociamation and In no case beyond the Iifetime ol the
Committea or the Trust,

SEC. 21, Mechanicr of Transfer of Assels. As soon as oracticable,
Dut notr iater than six nmonths {rom the date of the lssuance of this
Praciamation, the Presicent, acting thraugh the Committes on Priva.
tization, nail ldentify such assats of government Institulions 23 apEro-
priate for privatization and divastiment In an approoriate Instrument
describing sucnh assats ¢ ldentilying the loan or other lransactions
9iving rise (o the recgivadies, obligatlons and other property con.
SUtUting assats {0 De lransierred,,

The Caminijitoe hatl, from (e list ol astets deemed appropciate for
divestiment, lonntily assets 1o Be iransierred to the Trust or {0 De re.
ferred t0 the qovarnmeiit .institutions In an Jopropriate Instrumaent,
which uoan execution Dy the Caminitias shall consiitute as the aner.
alive act of transier or reterral of the aysets gescribed 1) in, 4nd the
Trust or the government Institution may thersipon proceed with the
divastinent In accoraance with the provisions of this Proctamation and
the guideiines i3suad dy the Commitlee.,
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Nothing In this Praciamatian shalls

{1} Alisct the rigiit of the Nationsi Government to pursue
the enforcamant of any ctaim of a governmant Institutions In re.
spect ol or In relation to any assat transterred hereunaat;

(2) In re1ation to any dabt heteDy assigned and transferred

to the Natlonal Government of which a goverminent Institution

Is the original craditor, give rise ta@ any novatlon or requiremaent

to obtain the cansent of the gebdtor)and

{3) In retation to any siiare of stOCk or any Intsrest thersin,
give 1438 L0 any claim Dy any alher stotkholder {or enfor nt

Qf righits of preamption or of tirst retusal or othar similar rights,

the orovisian of any taw (0 the contrary notwithstanding,

Yyhare the contractual rights of cracitors of any ol the government
institutions invoived may De aflected dy the exercise af the Commitise
or the Trust of the powers grantad herein, the Committee or the Trust
shail sas to It that zuch rignts are not linpsired,*

SEC. 24. Desds al Astignment. Eacn governmaent Institution {rom
whith atsets ars to De transierred pursuant to this Proctamation sival
dnd Is Nerady directod to oxacuts, promplly 3nd In no syent tater than
thirty days after the issuancn by the President aof the relevant Instru.
ment referred to In Section 23 hereol, a desd of assiguiment In favor of
the National Gavernment, wnich snail, In annexes thereto, describe,
Jccount by account, the nature and extant of such sssets and to deliver
to the Committee such agreemnaents, Instrumants, racords and other
paners In retpect of such assets as Mmay be deained Dy the Commitles
to De reasonably necassary Or approortate, Esch such deed of assign.

.ment shall constitule the Minister al Finance In representation of the

National Governmant as attorney<n-fact of tha gavernmaent Institution
ampowsered to take such action and do such things as may be necassary
or dasirabie to consolldate and perfect. the title of the Natlonat GOv-
srmiment Lo such atsets, exercising for the purnoss, any and all such
rights - and privilages, appertaining to the Iransierorgovernment In-
stitution, pursuant to the provisions of aopticable law ar contract.

A copy of such dead af amstgnmans, tagatliar with sxearsts frons {82
Nnexes 4sIC?iding particular progert (o be transiersed, auwly certified
to bde trus Oy tne ipproneciate oflicia; etore & notary pubdliec or othar
official authorized by law tO aaminister eatlii, shall provids sutliciant
Dasit to registers of deadqs, transfer agents of corporations and othar
persons authorized td Issue certilicates of titles, shares of stock and
ather svigence of title 10 Issue new certificates, sharns of 1tock or other
Instrumenis avidencing titie to the assets $10 aescribed to and In the
natne of the National Gavernment or Its duly autharized agent.

The trantier of any assel of governmaent Institulions directly to the
national government as mancaied herein shall be loe the purpose of dis.
position, Hlauidation ana/or privatization anty, any (INport in the cover-
Ing geea of assignment to the contrary notwithstanding, Such transter,
therslore, shiall not gperats to revart such asssts automatically Lo the
general fund or the national patrinony, snd shall not raguire specific
snabiing fegisiation to authiorizs their subssauent disposition, dut shall
remain as duly appropriated public propertias earntarkad (ar assign.
ment, transier Or conveyance under the signatura ! the Ministar ot
Finance or Nhis duly aulliorized representative, wno Is heredy author.
Ized for this purposs, to any disposition entily aporaved dy the Com.
mitlee pursuant ta the provisions of this Proctamation,

SBC. 25. Mearganizatlon of Trusteed Carporationr. In order to aligr
tlre oryanizational and manning structures of parent governimant<ownec
or controlled corporalions as weill as corporations estadlished (hrouge
e Corporation Code which are transtferred to the Trust, with tie
ceniraiization of the exercise Dy the qovernmaent of 1is awnaership role
over sucis cornorations throuen the Trust, this Practarmation prociaim
and mandates that,

(1) . As.of lhe eltective transter of tille over sueh corpora.
tians to the Trust, nonstock parent gavernment-oveited or con.
lralled corporations transferred to the Trust may, Il alfirmea by
the Committos, de convertad Into stack corporations and their
various cliarters are heroDy exorestly amendsd 10f tiils DUroose:

ach siuch corporations t1o have their raspective natwarths, after .

dus adjustment pursuant to Saction 13 nereol, diviaed Into come
maon shafes of SLOCK at par vaiues as datermined by the Trusi

“wy
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{2) Excapt as may be othorwise daterminad by the Trust,
the Aumecer snd comoposition ol the dillerent doaros of dqirec-
tors,.or trusteas of trustesd corporation nall de fined at {ive (3},
jhae pravisions of thelr raspactive charters or articies of INCOENG.
ratians to the contrary notwithstandingy Providged, that tls sune
1ection shatl nat apply 10 governnient carporations witlh ninor.

Iy privata sharshididers; ana Pravided, furlher, that tha board

memoartivip seats and oflicerstip positions, as walt as the incum-

Bents therec!, may continue untll sueh time 33 the Trust shall

have decided on cach of the trusteed corperations. .

{3) Tha chairman and meindars of tha board al directars or
Trusiess and the presidants or clilel exaculive ailicers ol the
trustsed corporations inail be sppainted: (a) in the cass of
paront carporations, by the Committees and (b) in tite cAse al
suosidlary or affiliats corporalions, by the Trust, in polh In.
stancas, (t snall lave the aoaravat of the Presidant, .

(41 Tha Trust may reauirs any ane of more of the trusted .
corparations 1o 2000t and hinpicment castveduction meaures

o 10 enhance tho viadliity, and therelnte tha dispasability of sush
corporations, to patential huyers: and such msasu/es May in.
clude persannei ratranchunent pidnsg

{8} The Trust may direct any one or all of 122 ifusteed cor-
porations to tuomit to it wilhin realisticaily (ixeg tima-tatiles,
jucn rqaorts and ather information as the Trust may fequire in
the axerciso of Its ownership and aisoositive rales over such
corporationsi and

(6) The Trust inay cause lrustoed corporallons organized
througir the Carporatian Cade to undergo rearganizations,
mergers, consaildations, 1pin.ofls and ather corporate acls ol
smitee nature ag the Trust inay ceem nscaisary or desirable to
nasten aisoasittan or. privatization, orovided that suen malor
coroatale acts shall conlorm with the pravisions af tive Core
gacatlion Cads where aopitcable, snd snail In any case have the
prior approval of the Cammitioe, .
€cC. 24, Cammitize to Oetzrmine Transter Vaiug. The Commiltse
s neraBy vested wilh [ull and complets powers ind prerogalivas (o
Iatermine the values, othae terms and conditions, at which governiment
corporate asgets and (1adlilties shatl e transiarred ana conveyed to the
Teust purtuaat ta the mandate of s Practamations Proviaed, that,
any vatuation aoproved By (he Committes for ourposes ol the lransier
to the Trust shall not be decmed az a condonation of any obiigation
2y any thied party Invoiveg,

SEC. 27. Aulamatic Termination of Emoaleyer-Emoployre Ratstiont,
Upon the sala or ather dlioasition of the ownersivipo and/or contraiing
interest of the gaovarnmant in a corporation heid Dy the Trust, or all or
substantiatly all of the assets of. suen coroofation, the emotoyer.

,amployes refations detwaen the goverament and the offlcars and alher
parsonnel of tuch corporations shail lerminate dy operation of fave,
None of suen offfears or smpioyess shall retain any vesied righl ‘o
tyture amployment In tha arivatizea or disnosed corporation, ind ihe
naw awners or cantralling Interast hetatrs (hereat snail have jull and
10s0lute discretion Lo retaln or dismiss said afficers and employees nd
to hirs the repidcement or rapiacamants ol any ona of il af thewn as
(he pleasure and confldence ol such owners of controtiing Interest
hotaers may gictate, )

Nathing In this section shall, however, Da construsd to deptive 3ald
otficers and smotoyees of theit vested entitiements In accrued or due
comnpaniation and other banelits incident to thalir emaoioymant o
iltaching to termination unast anolicanle empioymant contracts,
collective bargaining agreements, and agnilcapie lealsiation,

SEC. 28. Trust Succsision 1o Powaers and Funsiiony of Atlaching
Ministries. The powers ind functions of the reisy '\at minigtrias aver
carparations respectively attacned to therm undec h'e Integrated Re.
arganization Plan (nsolar as these nowers and functior's perlain ta cor-
pacations transferred L0 Ine Trust, shail davoive UNON 211G INAII DS Sner.
¢ised Dy Ihe Trust aver such (ransierrad corporations, The unexpendad

palances of aporopriations Il any, earmarked lor the wonort of ihe
aparations of the transierred corporalions remaining in the conviod
ol the aforasaid ministries, shali 230 be transicrred to the Trust to form
part of its Operating Funds as tneciiled tn Section 11 of this Praciama.
tion. Fram thae date of Lhe transter ol & dovernment corporation ta the
Trust, all the requests for dudgetary oullays iram the Ganaral Fung
by such corporation sivall be sublect to the peior dporoval by tha Trust.

»
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SEC. 29..interim Rescansibitity far. Transterred Attats, Ouring
period prior.to receipt By 4 governmant institution:of uollcs‘:l:r: :::
National Government tnrauqn the Commilies that scrangqements faor the
metaqement of assets transterred- from* such government Institution
under (his Proclamation  have Decome sflactive, SuCHT government ne.
stitutions snall be: responsidie for- agministering 1uen assels {or and
:;I '::r;u;.o: the l:am:fm Govarnment under such terms and conditions

sed upon .
e mm\m::m; pon by lﬂ? Natlonal Qﬂ!l'm‘h"'ﬂl mo e govern.
SEC. 30, Incantestaniilty. The determination b and da : .
Commiltter that the terms on: which an astet Is lovoc sdm: :‘r"o":t‘\:r‘v:s:-
dispased of ire consistent with.lhe objectives In this Prociamation and
In the dast Interast af the Nationalt Goavernmant snall be conclusive, The
‘vallally of auy sale or dlsoosition concluded by the-Natlonal Ga‘vum.'
ment acling tnrouelt Ine Trust (s sutharized agent or-entitv under Lis
Praciamation shall, sxceot [or (raud, bresacn ar material misteorasanta-
tion on the part of the purchaser, M incontestadle ana be binding anag
.M‘S"Ecé’.o;.l I!lllnll n‘n Nationai Government ana ail thira oartles,
. 31, Immunity and. )

bers o T $ 4 lmumeY f!ov:uon tar C?mmllt« Meme

. {1) No eivil-action nall lle. 2gsinst: the Committes

the Trust and no.civil or crimingt action snail mo:;::':g:?:.ﬂ-'
Mmemober al the Cammittes ar 3 Trustae In its of his discnarge af
the tasks.and functlons contemplated by this-Proctatnation, une
+letss_(3) the ict or omission comolained of ciearly cetates 0 a
mandatary . provision at this Prociamation (he performanca of
*wRICN 13 exDresily asvolved or Gelegated ta.iha concarned dee
fanaant as & mimisterial Quty rather than 3 discretionary. ar. juage
;\::n;uol:n‘ell‘nn. and (b} the act or [l 18 at e

udy, Dag (aith; gross ne !

Sy 20a (ain: gL"' ! gliQe: ~el. or vlou.uom of lno. provisions
(2} tn the event (Nat 3oy member of the Cammittee
Trustee, of any memoer of.their raspective stalls ounn::“or':l’l: :
his Incumaency, is called upon 1o delend his actions, reisted to
\het periormance or non-aertormance of an act, ar the enscution
of a transaction contempiated By this Prociamation,.Defors any
agministrative, judicial or legislative procasding; ihe gavernment:
$Nall provide him with counset without caat, or snouilder and oay
the cost. ol 2 af his » 38 wetl 33 ather costs al-litiga.
tion for whnicn he may be neid tlaoler Pravided, that:iwhere the
civii or criminal action It Based on (3) and (D) of the preceding
Daragraon, andtne . of the C \se or Trustes or of .
their respective stalls it louna guilty of the acts cornolalned af
SUCh memuber shall be lully jladle 10 and reimburss.tne GDVI"\E ’
:‘o.v'o‘l “l:r a'l; ::I.l"l m'vmcm by the Governmant In accordance
arovisions of tnis. Section
gg'c" c;uq of IMtreation. Vs < ‘o _.Io caver c.oll. of counsel and
. 32, Recaiversnios. Withaut prefudics 1o ¢ tedy
#Of course of action availavie to-the: Trusg, lm.s::u:l?l:s :::;'z;';g‘a:-:!
Cammission snalf, In addition to the jurisalction snd powers conferred
an it by Presidentiat’ Decree No. 902-4, upon oetition fited ex-parte Oy
the Trust, lpoo:;u a ucnlu‘r nominated dy.the Trust (O take over IM'
an v ol the procerties of 3 corpor

the Trust or wnosa goliqations have deen uurnocmta .t:::"f:::t.(':::u:‘:'
tnis Praciamation, or wihich holds assets sudfec? Lo ilens In favar ol the
Teust, In Cases whare such eduily, c9ilgations or llens Nave Deen re. .
ferrag by the-Trust .to external agencles iof conservation and: disposle
tlon and there Is. Imminent danger of dissipatian, loss, wastage, or,.
desiruction at assets or other prooerties or Daratizatiaa al the uuu;uu'
operations o! wcn. carparations-wii.en may de prejudiclal to the Inte.
re3t of Itz 1eckholders, creaitors, the genersi pudlic.or mr-Na(lorulA
Governmeni.or wnere the 20pointment atl a.receiver Nas.oeen stioulated *
Oy (he parties (O De a reat or chatlel Mmartgage or otiier aqraement as an
4id 1o lareciosure (hereo!; Such receiver shall have ail.powers of & re..
quiar raceiver under the Dravisions of Lite ‘Aules of Caurt and aof a -

managaiment dosrd or dady under Sect .
A, R lon 6‘ (a) ot Pulldcmm..gcun.

|
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SEC. 33, Procesds from- Sales of Aisels, All proceeds from the saie*
r ather alspasition ol 2ssets net of ' feax, cOMMIssions and other ree
TIDursadle oxpenses.of the Trust shail form oare of the-General Fund

- 2 the.Nallona) Government ina de ramitied to the Natlonal Traasuty:
Tnmaediately- voon racoint of such praceedss - Pravided, lowever, (hat
ne: Trust snall be entiliad o relaint, UDON J0Droval oysthe Commities; *
uen gartion ol the proceeds as May De NECESary 0 -MainNtain 4 feex
olving fund to be ulilized (or. the payment ‘of .fees and reimbursadie .
xpoenses and mesting the costs and expensas Incurred Dy the Trust in *
T&. consarvation anag alsposition of the assets hHeid dy It, or otharwise:

' the-pertormance af Its resooniidbilities under this Prociamation, Ines.
1uding such IMCunis. 33° May, e required 10 service. Dorrowings’ In..
urrea by tha .Trust pursuant to lho lumomy ana for uu wtuou:

rovided In this Praciamation, . ° .

- in retpect of ‘the pr from.tn # or atner uunollllon ot ent-
‘arate sudsidiaries of ‘parent: governmant.corporations, such procseds’
nhail” accrue .10 1he parent corporation, The proceeas snail° de net of
ees, @ommissions' ang other reImoursadle expenses ot the Trust as

- ooroved Ly (he Commiittes,, mulo Inn.dllooullon was undertiken:

'y or througn the Trusl. . -

SEC. e, Exnemotion trom. T"-l. F«l. ind Qtiher Charyes. The
ravisions of- any . jaw 10 the contrary Natwillistanaing, the Trust as
rail’ 38 the corporations.and assets Neld Dy It, shatl be exempt lrom ail
axes, fees, charges, IMPOsts, ING assassments Jrising, froiv or OCCae
ioned By the patsing ol title over such carooritions ar Jssets irom the
avernment Institulians 10 the Trust 3nc/or (romn the Trust o a Drivate
cauisitor or Duver IMmnosed by the Nationsi Government of any 1ud=
ivitign (hereo!’ Inctuding Lut a3t lunited o i1locx transier tanes,.
30ital qains tanes, documentary stamot, reqistration {ees ana the likes
rovided, that In cass the sald government institutions acauirad the said
138ls Oy loreclasuse, e nonoayment ol similar taxes, fees, cnarqes,
TO0sts, 20T assessments snatl.not De.a Dar (O the consolidation of title.

1 the forectosing Institutions and.the sudsequent passing of titls to the
fust or the corporations Nelad by theTruse.. o
The saie. or-.lranster of Such. cOIDOrations’ or assats snall not De
nioined or ninasred Dy .the sxistancs.of any llens Oy way of taxes;,

narqes or gtner istessmemMsin favor ol the gyovernment at the time of .

ale of transfers Provided, {Nat the pracesds.rom sucn saie oc transfer *

aall be subject to a tax llen and um be anmlcu to satisty such ocﬂg&-

1003 secuted by 33id llens. L . .

SEC. 13, Audit. G ally a t or! null ‘Do
bserved In the recording of the tryunsactions ol lno Commities and the
rust, of the corporations trusted Lo (he Natlonsi Governmant or to the
rust, or° ol transactions related to assets UMy trusteed, For the
urpase of Insuring the regularity ¢nd Intagrily of tinancial trantactions
— ! aloremaentioned antitlas, and ol transactions reiated (o the sssats

«ith whicn they oalliclaily deai, ana to (acsiltate the dispasition of
ssety to private entitles,.such mlllln and unu may Dc.audlltd as:
anowse

(1) "The Commillee ana the Trust shall bc woln:t o .ucn ." .
by the Commission on Audit; Provided, however! that consanant

wilh the Nexidliity criterion mandatled on Ii3 operations under

the provisions of Section 13 af this Prociz~ation, the Truse at its
discration and cotion may  utlike ne 2% af*°regutadie ¢
private auditors i1 authoeizad by Lhe LOmMIs, 0 e Aualt, **  *

(2) The non-gerforming assets of yave . .n¢* financiai in.,
stitutions trusteed to the Nalional Covi.wnent directly or .
througn the Trust for dispasition or priv  tation may :omlnu. .
to o® sunject 1O audit Dy privete auditorss..d. .

« (3),. Governmeni-owned or controlied crporations uuonﬁ

tor dlsoosition ana trantierred 10 the National Government
directiy or througty the Trust snaill continue tO0 De audited Dy lhe
Commission on Auult fos as |long as they have nat yet Deen dis- .
posed a!; and, Il considered necessary by (he Trust for.faciile
‘tating the divesiment thersol to prespective private sector
Duyers, may- 10 De sudited by nnnu avattors,

_*SEC. 36, SUCh Sum ©f sums a3 May Be necassary lor INe transter of
. assets ang Nabdlilties, inciuding lladtiities of government {lnancial Instie
+ tutions aue the Natlonal Government, L0 the Natlonal Government as

' well as sarvicing thereal are hereby aooraariated sudject Lo the avallae -

vility of funas in tha Nuitonal Tressury. .
SEC. J7. Reparting Reau 3. The C ittes shall at lsast on
a sami-annual Dasis suomit 1o the President of tie Philispines and to-the

lagisiative. DOy a report on the status of Its assst disposition program,

wmcn.npon inall. Inciyde 3 descriglion of'the Individual assets Glse
' posed Of, the purchassrs thereof, the conslouallon recatvad therefor
. and \hs aotnn \sTm3 ot payrnment,
‘Tha Trust. shall report oa a auuuuy Dasis Its oertormancs and
.financlal condltiun to the Commitlee; and within three (3) months

"from the ciiure of DOoKs at the end af each (13Cal year, sSUBMIt 2 cOM- .-

« prahensive annual regort through the Committes, 1o he Prasident andg
to the lagitlative Doay on the status of the privatization eitorts and Ity
asset disposition program, which reoort shall inctude a dascriotion of
the Individual- corparations. privatized and assets alsoosed aol, the oure
.ehasers thereof, the consiaeration recsived therstar and the agl«c
terms ol paymaent,, L.

SEC, ‘8. Seaaradility Clauss. Atw portian or provision of Ihis
Prociamation may:be declared unconstitullonal shall not have the ntiact
afl aullifying the other provisians thers. !* orovided, howerer, that sucn
remaining portions can still stang and de given cllocl I their entirely
to accomolish the abjectives of this Procimation,

SEC. 19. Repaaling Clause. This Proclamatian suoersedes Pnna-o-
tlal Qecress NOS, 2012 and 2030. All laws and aecrees ind ail-other
.enacullve order's, ruies and requiations, or parts thereot, Inconustent
with any of the provisions ol this Prociamation are haredy repeaied pr
moatiiec acearaingly,

- SEC, 40. Eltestivity, Thll Praciamation null take .u«t Immediate.

Y
Mmua. Decamber 3§, 19“. L
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By the Presi o . CORAZONGC. A UINO
v 1he Prasident . / President of the Philiopnes

JoKEn . ARRGY0
scutive Secretary _, .

. ’RTICL‘ V. MISCELLANEQUS PROVISIONS o
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MALACANANG
MNINLA ' s

CY TRZ PREISIDENT OF THE PEIILI:?PLNES'
PROCLAMATION NO. 50-4
MODIFYING PROCLAMATION NO. 50

THe {ollowing’ secnon.s in P-oc‘L:matxou No. 50 ar= he'reby

ed to r-'ad as l'ouaws*

.r:‘:ion 18 s'n:-ﬂ_l hereafter read as [ollows:.

~ "SEC. 18. Mectings, Quorum. The Trustses

shall meet as frequently s is necessuacy to discharge

its respoasibilities, but shall meet at least every two .
weeks.: The presence of 2 majority of the Trustee

- “shinll constitute 1 quorum, and the eoacurrence of a

majority of the Trustaes present at a meeting at which’
a quorum exists shall be adequate for any decision by
lhe Trust; Provided that, whers the matter involves a
proposul for dispnsition or =shabilitation of any-asset,

the eoncurrence of at least four (4) Trusteas shall b-
nezessary."
-Section 25(3) thereol shnll hereatter read as follows:

SEC. 25(3). Tne Chairman and members of the
bonrd of direciors or Trustaes and the presidents o
zhiel 2xucutive oificers of the trusteed corporitinns
shall be appoiated: (a) in the s2se of the parent eorpora=-
tiona, hy the Committee; and (b) in the case of subsidiary

or affiliate sorporations, by the Trust. In both instinces,

any sus~h appoittments shall be subject to the confirmation
o(‘,nr- =hmnge by, the President. Sowsver, pendiag such.
eonfirmation or zhange, the appoiatecs of the COP or tae
Trust may assume office and discharge Llue responsibi-
lities thereol until such time as the President disapproves
or recalls the appoistment and appoiats a replacement.”

Section 31 ig resto~«d bat shall read as {ollows:

"szcC. No Injunstions. No court or admi-
nistrative -\gency shall issue any restraining order or

injuncation against the Trust in connection with the acqui-
sition. sule or disposition of assets transferred tn it
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pursuant to this Proslamation. Nor shall such order
or injunclisn he issuad agaiast any purchaser ol assets
said by the Trust to prevent suczh parchaser [rom taking
pos3ession of any asset purzhasad by him."

Done in the City of Manila, this 15th day of December in
the yeur of Our Lord, aineteen hundred and =ighty-six.

bigr

By the President:

2 .
% OI'Z':."}.’(i . ARROYQ

Acting Execzutive Seeretary
g Y

.
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- ANNEX L3

DEPARTMENT OF AGRICULTURE PRIVATIZATION PROGRAM
SCOPE OF WORK FOR TECHNICAL SZRVICZS )

SACXGROUND

The Department of Agriculture (DA) has requested USAID assistance in
developing privatizaton strategies for several of its attached agencies
and their subsidiary operations. The DA has recently establisned an
Asset Disposal Unit (ADU)} which would be responsible for divestiture of
those corporations or subsidiary operations which can more erfectively be
undertaken by the private sector. USAID will initially provide financing
to the DA for technical assistance in three areas: (1) development of
divestiture strategies for the Philippine Dairy Corooration (POC) and
Philippine Cotton Corporation (PCC) and conduct preliminary asset
valuations of both corporations, (2) development and refinement of
operating guidelines for the DA's ADU, and (3) development of a detailed
operational divestiture plan for NFA as follow-up to the divestiture
study of the National Food Authority (NFA). The consulting team will
work directly with the Office of the Undersecretary for Attached Agencies
and the newly created Asset Disposal Unit of the DA. The specific scope
of work follows: S

A. Divestiture Strategies for PDC and PCC

1. Review of key aspects of existing business operations of PDC and
PCC inciuding status of current staffing and management operations,
validity of business plan, relevance of marketing strategy, details of
financial situation including P and L, cash flow, debt/equity ratios,
regulatory tax and licensing matters. Key issues include the organic
structure, organization and management and contribution of each component
to the overall c¢orporate objectives.” Above information together with
additional material will be utilized in making determination of overall
commercial viability of the corporation, how it relates to other
government entities, e.g. subsidies, dedts-with government banks, etc.

2. GEstimates and calculations will be made of net worth, based upon
realistic assessment of market factors rather than historical-
acquisitions costs, both tangible and intangible assets will be
incorporated in these estimates, as well as the relevant factors
arfecting their profitability levels as indicated above.

3. Based upon the foregoing, a "fair price” range will be
established for each of the firms, based upon a reasonable assessment of
what a going market price would be for the enterprise. This would serve
as a general guide and expectation of what the DA could expect from
placement of the the enterprise on the market, given assumptions about
prospective buyers, various formuylations and “"packaging" of the
transactions, etc. also competitive factors and conditions in each of the
relevant arfected sectors. Following the sale, events such as
elimination of government subsidies needs to be factored in to the
calculations.



-2 - ‘

4. An asset valuation would be conducted to ascertain the break-up
value of each enterprise including those cases where continuing or
nrospective commercial viability of the enterprise would be
questionable. That valuation would utilize commonly accepted valuation
techniques and approaches, customary accounting practices, realistic
appraisals of existing market conditions, possibly including
consideration of liquidation in certain cases.

5. Drawing upon all of the above listed activities as well as the
particular knowledge and expertise of the consultants will be the design
and formulation of a do-able action pian for divestiture of PDC and PCC,
that -would provide to DA decision makers relevant information and
available courses of action to decide upon and carry out a successiul
divestiture program. The action plan should explicitly consider the
viapility of proposals put forward by the PDC and PCC.

6. In addition to the forementioned tasks, the consultants will
carry out an analysis of the competitiveness of the Philippine cotton
industry. The purpose of this exercise is to (1) assess the impact of ™
current trade, regulatory and subsidy policies on the cotton industry and
on the averall Philippine economy; and (2) determine which, if any
aspects of the cotton industry ‘enjoy an international comparative
advantage. This will require a quantitative analysis of the cost and
benefits of current protection levels as well as an assessment of future
viability of various segments of the cotton industry given projected
world price trends (1987-1997) and current GOP policies of trade
1iberalization and rural income growth.

B. Operating Guidelines for the DA's Asset Disposal Unit (ADU)

1. Develop recommendations for operation and administration of the
ADU=including scope of activities, relationship to Asset Privatization
Trust (APT) and Committee on Privatization (COP), and Department of
Finance. ' :

2. Assist ADU in developing operating guidelines for transfer of
assats.to ADU and for dispasition/transfer of liabilities associated with
corporate assets to the National Government.

3. Assist ADU in developing cper.ting guidelines for management and
disposal of assets to be divested including; establishing criteria for
prioritizing assets for sale, procedures for conservation of assets,
desirability of the financial restructuring of assets prior to
disposition, and evaluation of restructuring, mergers and other forms of
reorganization of functions. .

Identify alternative modes for the ADU to access and utilize ‘
technical and administrative support services in carrying out its
functions, including:

- performing sectoral/industry analyses, as necessary;

'l’
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- reviewing existing business operation to determine.overalTl
commercial viability of concern and its components;

- performing project-specific studies as necessary (e.g.,
rehabilitation vs. liquidation);

- estimating net worth of concern and its components, based on
realistic assessment of market factors;

- conducting asset valuation of each component of the concern
to determine break-up value;

- establishing a fair price for the concern and its components;

- assisting with turnover of accounting information, files,
ducuments to ADU, ingluding information on physical assets,
employment data and third-party creditor information;

- recommending appropriate information and data management
systems, including both hardware and software; -

- prepaffng sales materials, including.prospectus, photos,
maps, surveys, financial intormation, to be made available to
prospective buyers; develop advertising and brochures;

- aggresive marketing of the concern, including preparation of
a potential buyers list;

- preparation of sales memoranda;
-~ bid development;
- - legal services;
- business statements in eference to offers received;

- investment banking services when necessary in case of
. world-wide sale of concern;

- developmeht'of clear action plan for diépogal, including time
frame for completion of process,. action priorities and
responsible persons/agencies;

- conduct training sessions as necessary for ADU support gtaff
controllers, internal auditors, security/custodian services,
labor relations.

C. Follow=on Work for NFA/FTI Divestiture Program ) .

In the context of (B) above, evaluate alternative courses of action
on outstanding issues in the transfer and divestiture of the NFA
subsidiary operations. This assessment will build on divestiture studies
conauctad by AYC and NFA last year.

1y



Personnel Requirements

Full-time Consultants

AgriBusiness/Business Management Analyst
Privatization (General)
Asset Valuation Specialist

Part-time Consuitants
RP Privatization Consultant
NFA/FT1 Specialist
- Cotton Industry Specialist/ Internat1ona1 Ecouomist
Local Dairy Industry Specialist

TOTAL.
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ANNEX L&
COMMITTEE ON PRIVATIZATION
Proposed Operating Guidelines for. -

Asset Privactization Trust

l. As provided under Proclamation No. 50 creating the
Commictee on Privacization and the Asset Privatization Trustg,
hereinafter referred to as the Committee and che Trust, the principal

_purpose of the Trust shall be to effect or cause to be effected,

directly or through ocher external agencies, the dispositidn within
the shortest possible period of assets transferred to the Trust., The
Trust in its divestmenc program should seek, in the soonest time
possible, co restore the existing physical facilities involved incto
viable and productive operations, under private sector management and
ownership, and thus to contribute towards national ‘economic recovery
wichin the context of a private enterprise system. Within the context
of this major purpose, the Trust is expected Co generate maximum casa
recovery for the National Government.

The Trust shall discharge its responsibility and perform its
functions in accordance with the following guidelines which are hereby
being established by the Committee pursuant to its authority under
Sec. 5 (3) of the Proclamation.

2. For purposes of these guidelines, assets shall include (i)
receivables and ocher obligations due to government inscitutions under
credic, lease, indemnity and other agreements together wich all
collateral securicy and ocher rights (including but not limited co
rights in relation to shares of stock in corporations such as voting
rights as well as rights to appoint directors of corporacions or
othervise engage in the management thereof) granced to such
inscitucions by contract or operation of law to secure or enforce the
right of payment of such obligactions; (ii) real and personal property
of any kind owned or held by government institutions, including shares
of stock in corporations, obtained by such government institucions,
whether directly or indirectly, through foreclosure or other means, in
settlement of such obligacions; (iii) shares of stock and other
investments held by government inscitutions; (iv) the govecnment
institucions themselves, whather as parent or subsidiary corporatioas;
and (v) such.other items as may subsequenctly be identified by che

CommicCtee. .

. . “ . . . .
. .¢4: B IR 4 R



.. I. GENERAL PROCEDURES QF THE COMMITTEE

; 3. The Committee, initially, will be receiving assecs for
! disposition from three major sources. These sources of assets are as
follows: :

" - (1) Develupment Bank of the Philippines:

(2) Philippine National Bank including those of its own and
those from NIDC, its wholly-owned subsidiary; and

yoa®

(3) Parent government-owned or controlled corporacions,
that is, those created Ly special charter or of their
subsidiaries, as may be determined and racommended by the
Commitctee and approved by the Presidentc.

.

Assets from DBP and PNB shall consist of those non-performiag
assets, including loan accouncs idencified and recommended by the
Committee and approved by the President for cransfer from these banks
to the Naticaal Governzea:s.

@
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4., As sqon as feasible, the Commicttee shall identify, by icself
or with the assistance of the Trust and/or other disposition entities,
: preferrably even on a prospective basis, the most appropriate encity

to undertake the ultimate disposition of any asset transferred' to it,

as well as the interim conservation and in extreme cases the

rehabilicacion, as may be necessary, of the asset. These encities to
» undertake disposition may include the following:

I T et

. VT

(1) The Trusc, in those cases where the CommitCee has
considered that the asset can be disposed of on a productive e
encity basis, whecther actual or potential, or where the
disposition of a parent governmenc corporacion is involved;

Fag et .
.. T

(2) The government financial institution from which the

: . non-performing assecs were transferred, namely, Development Bank
of the Philippines and Philippine National Bank, for those assecs
vhich the Codmittee has decermined as not suitable for
disposition as a productive facility, and which therefore should
be disposed of as physical assecs and in much the same manner as
other acquired assets of the bank; or .

AR RN T
RS-+

v T e’

(3) The parent government corporation cotcerned, in those
cases where it has icself decided on the divestment of its own
corporate subsidiary, where it would wish to undecrtaken the .
dispogicion ictself, and where the selection of the parent
corporation as the disposicion encity has been decided upon by°
the Commitcea. '

Ce. '5‘.‘.' LR
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S. Where tire Committee has decided on a disposition entity other
than the Trust, the Committee may nevertheless assign to the Trust the
task of monitoring and coordinating the disposition activities of
those other entities. In any case, the Trusc shall at all cimes be
kept - informed by all ocher dLSPOSLClon en:x:xes of ctheir respective
dispositina activities.

B. GUIDELINES ON THE TRANSFER PROCESS
Under these aoverall principles, objeccives, and purposes, the
following initial guidelines will be observed by the Asset

privatization Trust, hereinafter referred to as the Trusc, in the
conduct of its disposition and divestment activities:

6. Transfer of Non-Performing Assets to the Trust

Assets may include (a) those evidenced by ownership of shares,
whether all, or a majority of, or even a minority of the shares
outstanding, or (b) the physical assets themselves, such as real
estate, improvements, physical facilities, or equipmenc, Assets may
be further classified inco (a) those over which the transferor
government financial inscitucion has acquired ounershxp, aad (b) those
which are being held by the government financial insticuCion as

security for loans, whether past due or current.

The Committee shall refer these non-performing assets to the
Trust, which shall examine and evaluate these assets to determine
which of these non-peforming assets can be disposed of directly by the
Trust, or by other disposition entities which may or may not be under
the direction and responsibilicy of che Trusc.

»

The Trust shall submit to the Committee -the results of its

.Eindings, including a recommendation on which of the assets the Trust

" e — o s
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feels (a) should be entrusted to the Trust, and (b) can be best
disposed of ;the government financial insticutions themselves as gauged
by the Trust, because among other reasons they are not enterprises
with a viability pocencial, or negotiacions for their disposition are
in an advanced stage. Furthermore, the Trust may entrust the
custodianship of assecs assigned to it by the Committee Co the
government financial inscicutions who shall in such cases, be, in
effect, custodian=-tcrustees of the Trust.

L4

7. Determination by the Trust of the Priorities for Disposal

Within the overall context of rendering productive once more idle
or underutilized assets, the Trust, as a general rule, shall give
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priority to situations that would yield the maximum cash recovery in
the shortest possible time; however, priority attencion may also be
considered under certain exiscing circumstances, such as where (1)
the cost of conservacion and/or mainctenance of an asset°is greac, (2)
the rate.of deterioration of plant and equipment is rapid, (3)
vehabilication by new owners could immediately generace employment or
have strong linkages wich octher industries, or (4) locational
considerations apply, as in certain projects which may be the sole
employmenk sources in their respective locales. .

C. GUIDELINES ON THE MANAGEMENT GFf TRUSTEED ASSETS

8. Policies on Conservation.

The Trus" may continue or initiate, as the case may be
appropriace sceps to coanserve the physical assets encrusted to its
care,

In the cases of productive facilities which are not being
operated, such steps shall ba limited to preserving the assecs from
further decerariation or laoss, providing the necessary security and
maincenance services in the process.

In those cases where the facilities are being operaced, che:Trust
shall ensure that the net cash operations resulting therefrom shall be
adequate to cover its requirements; where such operations will result
in a negative net cash position, the prior permission of the Committee
shall be obcained. :

9. Policies on Rehabilitation

As a general rule, @he rehabilicacion of assects prior to
disposition should be avoided. In exceptional cases, however,
physical rehabilitacion, including financial restructuring, could be
considered if an asset or company is judged to be markecable buc
rehabilitation is required for (1) sheer physical conservation of
assets vhere shutdown or mothball costs may approximate costs of
operation; or (2) preservation of factor inputs such as technical
skills or maintaining necessary-to-the-enterprise concractual
relacions such as franchises, supply contraccs. Again, in general,
assets enCrusced to the Trust should not incur additcional governmenc
exposure for rehabilication. : ‘
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10. Policies on Restructuring, Mergers and Other Reorganizations.

As an additiomal option, the Trust could undertake business
reorganizations such as spin-offs, mergers, and the like, if judged to
be useful, and deemed essencial to enhance marke:aqilicy.

D. GUIDELINES ON THE DISPOSITION OF ASSETS

11. Choice of Markets for Disposition

.
.

Where the realizable price is equal, preference should be given -
to: (a) buyers who incend to rehabilitate an asset for productive
utilization within the councry, (b) buyers who are nationals ar, in
the case of corporations, the majority shareholdings of which are
owned by nationals. ’

In developing the disposition strategy for each asset, due
consideration will be given to the availment of public securities
markets, employee, stock ownership plans, debt/equity swap plans and
other possible sources of capital. ’

Foreign equity parcticipation in encerprises which will continue
to be operated domestically shall be in accordance with exiscing rules
and regulacions governing foreign investments, the specific policies
for which may vary, depending upon the parcicular sector.

12, valuation.

Standard formulae shall be used in order to establish a range of
values, including appraised value, replication cost, capitalized
earnings approach, and other accepted methods; in any case, the
valuacion methodalogy should be suited to ‘the characteristics of the
particular asset being sold. Serious efforts shall be made to
establish the realiscic economic value of assecs, especially those
which appear to be overpriced acquisitions or overdesigned plant
investments. The valuation processes are critical for che
establishment of realiscic floor prices, since the rule would be to
sell via bidding procedures. Where the bidding procedure does uoti
provide the basis for determining 2 fair floor bid price, a mechanism
to determine a fair floor bid price or a fair target bid price shall
be worked .out by the Trust and approved by cthe Committee.

]
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13, Sales Metheds

(1) Bidding. The use of sealed bids 'should be followed, with ~ -
negotiated offers being resorted to if bidding should prove
unsacisfactory, impractical, or inappropriate under the individual
circumstances, Cash bids would be given preference, and all bids must .
have a posted bond from an acceptable financial institucioan. In any
case, Cthe bidding rules and procedures to be followed for the
disposiction of any particular asset should be publicized and made
known well in advance for the guidance of prospective bidders.

(2) No Portfolio Position. As a rule, the Trusc should noc
take a new portfolio positisn by selling on installment basis since
this would impose che burden of multi-year account monicoring, lead to -
the possibility of subsequenc foreclosure, or extend beyond the life
of the Trust.

For sales on an installment or deferred payment basis, cthe Trust
shauld require a covering guarantee from acceptable financial
inscicutions. . Such a guarancee would further and escablish che
bankabiliry of the transaction, and would allow the Trus: to discount
the receivable paper wichout recourse.

(3) Use of Brokers. Whenever appropriate, brokers may be
used, provided that terms and conditions of their engagement are
clearly set forth in advance by the Trust. .

(4) Where deemed appropriate to protect continuing operactions
and financial well being of assets to be sold, the Trust may require
potential investors in or buyers of any particular assec/corporacion
to provide reasonable information concerning their financial,
managerial, industrial and/or other credentials. The Trust will
consider such information in qualifying bidders.

l4, Sale to 0ld Owners

Sales of acquired assets to previous owners is discouraged, buc -
not probibited. Where there are at least three bidders for an assec, .
pravious owners should noc be qualified for bidding. Where previous
owners are qualified because of the lack of sufficienc (i.e., three)
bidders, or due to some compelling juscification which APT should make .
known to the Committee, they should be so identified and informacion -
provided on any outstanding unsectled claim of the bank againstc such
previous owuner. The recommendacion for the approval of sales report
submitted by the Trust to the Committee should scate whether che assect
being disposed of is a physical asset or a financial asset and in -
either case, the Trust shall inform the Committze of the implicacion
of the proposed disposicion to an old owner on the outstanding -



unsecttled claim of the bank of such owner, more particularly, if the
sale price will not cover the encire unsectled claim, as well as its
recommendation on the concommitant action to be taken under the
circumstances,

E. GUIDELINES ON OPERATIONS AND ADMINISTRATION

15.

As provided for in the Proclamacion, the Trusc shall be

pfovided the greatest flexibility in its operations. The necessity
for prior Committee approval and review would be initially limiced to

the following:

(1) General programs, priorities, and criteria.

(2)

(a) The general program of disposition, inclusive of
aszets to be disposed of by the Trust, the sectoral or other
basis of priorities of attention, and tentacive Cimecable
for disposition. A preliminary program should be submicted
on ‘or before March 31, 1987 and the detailed program on or
before May 31, 1987, without prejudice to the submission of

subsequent ad justments as may be warranted.

(b) The organizational, financial and operational
requiremencs of the Trusc, including its budgetary -
proposals, for its aduinistration, ics operatiomns, its
disposition programs, and its conservacion and .
rehabilitaction requiremencs. A preliminary draft should be
submitted on or before March 31, 1987 and the detailed
program on or befores May 31, 1987, without prejudice to the
submission of subsequent ad justmencs as may be warranted.

(¢) Guidelines subsequent proposed by the Trusc for
its incernal use which may ‘deviate from the general
principles embodied herein.

(d) Borrowing funds or coatracting loans from whatever

. source, or availing of assistance from official bilateral or

multilateral sources.

(e) The recention of any proceeds arising from the
sale, or where necessary the lease or management of assets
earmarked for dispesition.

Individual dispvosition of assects.

(a) A recommendacion/position on any specific assec
approved for disposicion, as to whether the disposition is
to be undertaken by the Trust or by other entities, and if
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by the Trust itself, whether directly or chrough the
ucilizacion of ocher disposition entities.

(b) Any recommendation for the rehabilitaction of an
asset, aqr the concinuacioa of operacions of an asset on a
negative cash flow basis, which will in either case encail a

' guarantee by,. or commitment or exposure of, additional
Nacional Government resources.

(c) Any recommendation to sell or transfer an asset
submitted by the Trust to the Committee shall include
informacion on (l) che buyer, (2) the price and other terms
of the sale and (3) where the gelection procedure had
deviated from that previously approved by the Committee, the
modificacions in the procedure smployed. Prior approval of
the sale by the Committee as to buyer and price is required
before che sale can be consumated, provided that in che
absence cf sdvice to the Trust by the Commitctee after the
lapse of 30 days from the date a sales recommendation is
received by the Committee of the disapproval by the latter

. of a recommended sale, the Trust is authorized to proceed
with the recommended sale.

(3) For proposed actions of the Trust other than cthose
covered in Seccion 15 (l) (c) above, for which prior approval of
the Committee is required and where no other government agencies
or encities are involved, Committee action on the request should
be undertaken not lacer than 30 days after receipt of the Trust

, proposal, and che results forwarded by the Committee to the Trust
wicthin another 10 days. In the absence of nocification from the
Commicttee to the Trust after the expiration of the above period,
the Trust can assume that the proposal has been appproved.

16. It is expected chat, in the process of keeping.permanenc
staff ‘levels ac a minimum, the Trust will have to rely to some extent

.on external advisors, consultants, and other expertise to fulfill its

mandate. While the Trusc has the discrecion to determine the scope
and nature of required external expertise, the Commictee shall be
nocified of all such engagemencs, without the need for Committee
approval or in any way impairing the right or auchority of the Trusct
to undertake such engagements pursuant to existing law.

LY |
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] ANNEX 1o
International
Executive |
SerVice COI‘PS Dofia Narcisa Building: Room 412, 8751 Paseo de Roxas, Makati, Metro Maniia

A Proposal -
for

- A PRIVATIZATION PLANNING AND TECHNICAL ASSISTANCE
PROGRAM

o

Philippine Government Organizations

by

The International Executive Service Corps

The International Executive Service Corps is a private, not-for-
profit organization established in 1965. Its objective is to trans- -
’ = f{er techmology from the United States to private companies and
government entities in countries with developing economies.
And this is accomplished by recently retired American business
men and women on assignments of approximately three months.
There is now a well developed system operating which includes
10,000 experienced Advisors available who represent virtually
" all areas of business and industry in the United States.

"!-,'”

October 1986

Central I’ O. Baz 165, Makati, Metro Monila 8117 e Telephone: 816 34 29, 816 20 86 o Uelez: 22274 LS 1.
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SUMMARY

The International Executive Service Corps has on its roster of
experts over 10,000 recently retired American business men and
women who represent virtually all fields of business and industry
in the United States. These Advisors volunteer their services.

In the Philippines today it is estimated that there are from 150 to
300 government owned or operated enterprises which the Presidential
Commission for Government Reorganization has designated for abo-

. lishment, retention, merger, conversion as well as sale to the private

sector either in the country or abroad.

The process of privatization or divestment of state emterprises w©
private owners is a complex one involving a number of stages and
phases before, during and after sale. And the process is full of
risks to the government as well as to the buyer.

This proposal presents a souree of assistance to managers of govern-
ment organizations with divestment responsibilities by which they can
successfully transfer assets of high value to new:-owners and then
insure the new entities growth and development which will then con-
tribute to the national economy.

IESC is uniquely capable of assisting the Philippine government in
the divestment process because of its pool of managerial and tech-
nical skills as well as network of contacts with all industries in the
USA. And the cost is minimal because the Advisors volunteer their
services.

e



INTRODUCTION

Privatization can be perceived very simply as the divestiture of
government assets t0 the private sector. But actually privatization
is a process which involves a wide range of techniques to transfer
functions, in whole or in part, from government supported enterpri-
ses to the private sector under conditions where marketing forces
can govern the operating policies and results of the enterprise.
Indeed privatization is ot one thing but many things requiring many
different managerial and technical specialties.

The new Philippine government recently decided to privatize (divest
itself of state-controlled enterprises) and open up restrictive policies
in one step. And there are now estimated to be approximateiy 150
enterprises-to be privatized by the Developm=nt Bank of the Philip-
pines-Philippine National Bank, the National Development Company
and the Ministry of Human Settlements as well as other cntitics.

IESC propo ses to assist the Government of the Philippines by offering.
managerial and technical assistance in the process of privatization
which involves many and different technical specialties.

This proposal is presented in three parts:

1. A description of the Typical Problems and Pitfalls of privatization
indicating some of the many risks involved

2. The Basic Program in terms of stages and objectives

3. The IESC Role of potential assistance in the various stages of the
process.



TYPICAL PROBLEMS AND PITFALLS :

An effective divestiture of a government enterprise's assets is a
complex business activity and difficult for both the government and
the purchasing organization because the process presents a wide
range of obstacles to planning which delays risk taking decisions.
Any purchase presents problems of planning, organizing, analyzing,
evaluating and negotiating for both parties. And the perception of
risks to both parties should be minimized.

' Vendor,‘ The sellor will be interested in gettiog a fair amount for

. assets of the enterprise, transferring these assets in a
smooth way,then seeing that the enterprise becomes a contributor t
the national economy and the people, Even after a smooth divest-
ment, the government shculd be concerned about the ability of the
private sector to effectively manage the acquired resources. S0
provision for ecoromical, part time,technical assistance in areas
such as accounting, marketing, management, financial reporting
could ensure the economic viability of the acquired organization.

Buver. The buyer perceives risks in at least the following areas
before, during and after a sale:

1. Lack of well functioning local markets and stable long term

demand

Inadequacies of physmal u:frastructure to support mdustry

growth and operation

Availability of debt or equity resources

Insufficiency of managerial and entrepreneural skxlls

Inability to develop and utilize effective business information

Qualities and capabilities of the labor force

Ability to manage technology changes and improvement on an

ongoing bas1.s.

N
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Indeed the orientation of the private sector may weii be different
from the practices of the government enterprise. S0 the acquirer
of a state enterprise faces not only a difficult external environment
but the problem of trying to purchase, reorganize and operate assets
that could well be presently structured .and staffed differently than
it should as a private enterprise.

In brief, the many votential risks to both the sellor and the buyer of

a gpovernment enterprise are many and varied but these should be
minimized by the availability of knowledgeable, objective and credible
experts during the whole process.



BASIC PROGRAM

?
There is a basic program for the divestment of any government
enterprise which will generally go through four stages each of which
will have a particular focus of attention and its own general
objectives.

Initiation - is the first stage which focuses on the preparationof a
Basic Plan for divestment. And its main objectives are
- to establish organizational linkages, study and gather pertinent data,
and prepare a basic bisiness plan including the scheduling of ‘tech~-
nical visits by needed experts. This should take approximately three

months. N

Divestment Cycle - isthe second stage which consists of contacting,

. ) evaluating and negotiating with clients. The

focus of attention is the client (s). The main objectives are to pre-

pare offering materials, make a detailed business plan, analyze

_ opportunities/needs, negotiate, ete. While relations with any client
may take 2 to 3 or more months the whole process of talking to a

number of potential buyers could take two or more years.

Interim - stage that is between talks to different buyers is focused
) on data gathering and evaluation as well as the preparation
for new negotiations. In effect the whole divestment process is a
cyclical one. With =ach potential client new factors and critical
issues will be identified, lead to modifications and adaptations to
individual offerers. The key to succesfil negotiation should be the
ability to bring together the selling and purchasing organizations in
a constructive and cooperative negotiating process.

Installation -~ is the fourth stage. And this will focus on the deve-

. lopment of the new enterprise. Phases might include
re-organization and take over, operation and evdluation with modifi -
cations. The main objective here is to provide technical assistance
to the new management.

The entire process for an individual enterprise could take from 2 to
S years. :

-
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TESC ASSISTANCE ROLE

An essential need of the entire privatization process is managerial
and technical assistance which should be well organized and func-
tionally specific for maximum effectiveness. -

Organization. At IESC-USA there will be both an Executive Group
and Working Group for implementing each divestment

program. The Executive Group will consist of -a Manager for plan-

ning and a Supervisor for coordinating Volunteer Executives in the _

" field and Recruiters. In the Philippines there will be a Planning

Team and two or three Technical Teams of the industry and firm,

finance, production, marketing, etc. experts. . ' =

Specific Functions - of IESC personnel in the field would vary
S : according to the development stages and be
either in the (USA) or the Philippines:

Stage IESC Executives Functions

'A. Initiation Planning Team Evaluate existing enterprise
Prepare offering documents -
Develop basic business plan

B. Divestment Cycle Technical Team  Research on potential clients
Short list clients
Evaluate clients -
Adapt clienat plans
Facilitate negotiations

C. Interim (Coordinator) Develop transfer of assets plan
Provide industry specific data
Recruit technical assistants

D. Installation (Project Director) Provide new technicians as
‘ needed
Develop reorganization plan,
new markets, training
programs, etc.

IESC would assist the government divestment team, then sourc
appropriate Advisors in any and all fields needed for the divestment -
of an individual enterprise. .



CONCLUSION

Privatization is a multi-faceted and complex process, now of great
financial significance to the ecomomic rehabilitation of the Philip-
pines, which requires many and varied talents to make each divest-
men a success.

‘While foreign managerial and technical experience will not be needed
for each and all Philippine government divestments it is strongly '

felt that such expertxse would be advantageous and cost bene.ncx.al in
most cases.

The advam:ages of IESC assistance are many: a vast pool of Ameri-
can expertise in virtually every field of business and industry; the
ready acceptability of the Advisors; their objectivity and hence cre-
dibility to both the seller and the buyer. and, the cost benefxcxal
nature.
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REPORT AND RECOMMENDATIONS ON
DEVELOPING THE CAPITAL MARKETS
OF THE PHILIPPINES

(Draft of March 14, 1987)

ONE: INTRODUCTION, AND DETAILED SUMMARY OF
RECOMMENDATIONS AND ACTION PROGRAM

This report discusses actions that could be
taken to foster development of the capital market in
the Philippines. The report is provided in response to
a request from the Ministry of Finance and the Ministry
of Trade and Industry. Because changes are occurring
in the Philippine markets, and the government is cur-
rently taking measures to improve these markets, the
report is provided in draft form for discussion and
revision.

A, Underdeveloped Capital Market

The capital market in the Philippines is
underdeveloped. Few c?mpanies raise finance through:
the securities markets), and investors lack confidence
in such markets. Companies are overburdened with debt,
mostly short term, and have far too little equity capi-
tal. Until very recently there has been no government
policy of encouraging long term finance through the
securities markets.

1. Qriginal 1985-86 Review

The USAID examination of the capital market
in the Philippines was originally undertaken in 1985
and early 1986 to expand on an evaluation prepared in
1984 by consultants for the Asian Development Bank.
The 1984 report focused largely on banks and bank lend-
ing. It was felt that USAID might assist by focusing
on the securities markets for long term finance, and by
participating in an expected implementation of recom-
mendations in the report.

However, at the beginning of the evaluation

11



in the summer of 1985, it became evident that the gov-
ernment was not contemplating any specific actions to
develop the capital market. Discussions with the Cen-
tral Bank indicated that "capital market development
was not high" among its priorities at that time.

With no government request for assistance,
USAID concluded that it should nevertheless attempt to
+aln an overview of the securities markets to see if
development efforts were warranted.

Accordingly, discussions were held in 1985'
with many people in the private sector, and the picture
that emerged demonstrated that the long term securities
markets were dramatically underdeveloped. (A more de-
tailed discussion of the underdeveloped state of the
Philippine capital markets is provided in Appendix A.)

Five “types of problem$ emerged from the
survey of market conditions.

(1) Market Difficulties| Few companies in
the Philippines raised finance through securities is-

sues. Only 4§ of €heé top 1000 companies were listed onj

the. éxchangesi The proportion-of .ghared. of such compa-
nies available for trading was very small} probably
arcund‘loﬂ and in some cases 30% of outstanding shares.
Trading is concentrated in a limited number of compa-
nies.

The limited supply of securities led to ex-
cessive price swings in the exchanges; the absence of
adequate disclosure of material information meant trad-
ing often was based on rumor or misinformation. IdVegr
tors questioned the professionalism of the securities
markets and lacked confidence in theni.” They believed
they were not adequately regulated. Some "paper" com-
panies {(with no real business) had been floated, and
investors had been harmed. In addition, in the early
1980s there was a major scandal in the short term note
(commercial paper) market outside the exchanges, and

investors suffered serious losses.

e emveennl2).. Excessive.Availability of lLoand. Com=)
pany finance was usually limited to loans from banks.,
and many companies obtained finance at concessional,
below market rates. Conmpanies incurred debts well.

beyond prudent ratios of debt to equity, 1In the main,
the only companies that went to the securities markets



to raise finance were the truly speculative ones, and
the stock market was viewed as a gambling den.

(3) D;stortion of Economy. Commentators
argued that a third factor made it almust impossible to
deal successfully with the first two difficulties: they
alleged that the Phlllpplne economy and business en-=
vironment: had been brought under. the. control of the
head of state and power‘u1 interests aligned with him.
They asserted that these interests had control of or
deep participation in all major lines of business, and
businessmen did not want to expand their business for
fear of being taken over by them. Institutional inves-
tors asserted that in fact there were no domestic busi-
nesses for them to invest in, because all had been
"taken over, raped and pillaged" by these powerful
interests. Therefore they invested abroad. Commenta-
tors asserted that no actions could be taken to improve
the securities markets until this alleged distortion
was dealt with, and this would require a major redirec-
tion of policy.

(4) Recegsioni Recession in the world eco-
nomy and the Phlllppfnes'led businessmen to doubt their
future prospects. The downturn in business left many
companies overburdened with debt, often in dollars,
which they were not able to pay as business declined
and as the peso dropped making it more expensive to
obtain the foreign currency to repay the loans. It was
a classic case of overborrowing, and borrowing in a
currency for which the firms had no, or only inade-
quate, income.streams, thus subjecting them ta exchange
risk. The overborrowing was fuelled by the forezén
loan funds made available in the Philippine&.

(5) Politicall The political environment
continued to worsen during 1983-85, and this triggered
an even greater loss of confidence in the future. This
reduced willingness-of businesses to invest in capital
assets and made investors unwilling to place funds long
term,)or perhaps even to keep their funds in the
Philippines at all. Everything turned extremely "short
term".

In the 1985 review of the market, it became
clear that as the Philippines came out of its economic
downturn, it would need an improved securities market _
to provide long term £finance, preferably equity, to
business enterprises. It was felt that possibly the

A



drop in international loan funds and the painful con-
sequences of having relied on excessive borrowing would
now leaé the government to adopt a positive approach to
developing the long term securities markets.

This hope was somewhat encouraged in discus-
sions with government officials in 1985. The officials
were not necessarily uninterested in capital market
development, but (a) in the past, they had aot had the
time to focus on the matter and to formulate a policy
to use financial market development as a technique for
economic growth, and (b) in the midst of needs to deal
with urgent matters in 1985 (such as foreign debt re-
scheduling, economic adjustment demands, and bank
failures), they did not then have the time or manpcwer
to initiate a concerted evaluation. Certain government
officials indicated that if USAID wished to initiate an
effort to evaluate market development, the government
would be willing to participate.

2. Revitalized Approéch of New Government

A "sea change" came with the new government.
In December 1986 the Ministry of Finance and the Minis-
try of Trade and Industry requested discussions on
steps that could be taken to _encourage development of
the capital market. _The’ objectives’
long term.finance to.industry through the securities
markets, which can mobilize savings and allocate those
savings to productive enterprises in which the country
enjoys a comparative advantage. (A detailed discussion
of the development objectives and benefits of capital
market growth is provided in Appendix B.)

The government has already established pro-
grams to reorganize and rehabilitate certain financial
institutions, to sell off non-performing assets, to
privatize certain government owned companies, and to
allow for conversion of debt to equity in Philippine
enterprises. These efforts are a clear signal that the
private sector is to be encouraged.

During 1986 the value of transactions in the
two stock exchanges increased dramatically, to P 11.4
billion as compared to P 4.04 billion in 1985, out-
stripping the previous high of P 6.79 billion in 1976.
This reflected increased demand in light of changed
political circumstances, substantial interest by

would be to provide:



foreign buyers (estimated by some as providing up to
40% of total buying) and substantial rise in prices of
the limited shares available. Trading was concentrated
in a limited number of companies. It.is believed that
as sxgnlfzcant percentage of the.reported. transactions,
conszsted.of perately-negotLated transactions in the:
shares of.a.limited number of companies, "which were'
reported on the. exchanges to obtaln relief from capital
gains taxi. Recently the government has gquestioned
whether the increased trading and share values repre-
sent not investment but use by various persons of secu-
rities trading to launder money retained in the country
for political uses. -In conclusion, therefore, while
the total turnover value has increased, the supply of'
securities remains low as in the past; with few com-
panies raising finance through the issuance of shares
or other long term securities, and the prcblems in the
market identified in the 1985 review continue to impede
growth.

The. government is deallnq with the broader
problems leadlng to the underdeveloped Tarkets - that
is, the excessive availability of loans, governmentg
domipnation of business, xecession! and politxcal.probt
lemsi Thus, it becomes realistic now to address the
more standard market difficulties. To begin a capital
market development program, government officials re-
quested assistance in focusing their efforts, for which
they asked for this report.

B. Summary of Recommendations!

This report discusses actions which could be
taken to develop the securities markets. The major
recommendations are summarized below. Following this,
a proposed three-phase Action Program is discussed.

I. Need For Capital Market Development
Policy, and Working Group

(1) Establish a clear policy for capital
market development. [Recommendation 1, page 16]

(2) Create a Capital Market Development
Working Groupy to conduct a detailed survev of the mar-
kets and to agree on specific market development steps
to be taken. [Recommendation 2, page 17]
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(3) The development work should be a 301nt;
effort between government and private sector‘'business-
men, bringing together all available capital market
expertise. [Recommendation 3, page 17]

(4). Cons;dei whether. it wauld be advisable
to hold a capxtal market development conference} for
which there are pros and cons. [Recommendations 4

tirough 6, page 18]

Increasing Securities Supply

H

The limited use by companies of the securi-
ties markets to raise long term finance through equity
or debt securities is the principal constraint to mar-
ket development. The following actions are recom-
mended.

(1) Encourage merovement in the climate for:

business_and expansion of businessy which will need to
raise long erm equity finance through the securities
markets. Conduct.an evaluation of the business en-
vzronmentl through the Capital Market Development Work-
ing Group or a separate Business Development Working
Group. [Recommendations 7 through 10, pages 21 and 22]

~ (2). Eliminate or severely limit credit pro-!
vided at below market rates) the availability of which
overloads companies with debt finance and discourages
them from raising long term finance through the securi-
ties markets. [Recommendation 11, page 22]

(3) Take steps to :educé”higﬁ'interest rates'

paid on short term securities in the money market,
which discourage investment in long term securities.
[Recommendation 12, page 22]

_ _(4) Develop and adopt’ réquirements  for "sec:
uritization" of finance,..to. reduce reliance on badk
borrowing,. and_encourage (or in some cases require),
companies to raise finance through issues of securi-
ties\ Steps to be considered include: (a) requiring
companies that seek loan funds over a certain amount to
raise a portion of that finance through a "parallel"
public offering of securities; (b) requiring companies
raising finance over a specified amount to offer mer-
chant banks opportunities to raise such finance; and
(c) requiring companies that obtain benefits under



government investment schemes to raise finance through
public offerings of securities. [Recommendations 13
through 16, pages 22 and 23]

(5) 'iﬁciéé;é'ﬁﬁéwféth of securities that
companies can issue. [Recommendations 17 and 18, page
23]

(6) Remove tax disincentives to companies®
issuing securities \(eg. tax deductibil.ty of interest
payments on debt, as compared to non-deductlblllty of
- dividends on shares), and provide posxtlve incentives:
to the issuance of securities (eg. lower income tax and
improved investment tax credits and depreciation for
companies that have public offerings). [Recommenda-
tions 19 through 31, pages 23 through 25]

(7) If incentives to public offerings do not
provide sufficient improvements, consider more direct:,
inducements to companies to raise finance through pub-
lic offerings, similar to those used in certain other
countries. [Recommendation 32, page 25]

..\8) 'Allow companies and’ their underwrxters:
to determine underwriting fees and commissions.! [Re-
commendation 33, page 25]

(9) Reduce .regulatory dxsparxtxes between:
open and closed companzes of equal size; to reduce the
advantages of remaining a closed company. [Recommenda-
tion 34, page 26]

(10) Sell publ;c issues of shares at market : :
valud, and not at "par value”, which discourages _
companies from raising finance through share issues. -
(Recommendation 35, page 26]

(11) Remove prememptive.rights. for new issues
of shares,’ ‘Because thaese Fights restrict’ financing by’
equity issueq and encourage short term debt financing.
(Recommendaticn 36, page 27]

(12) Elimihate the alleged ‘past practice of -
unfair. allocation of new share issues to privileged
persons: [Recommendation 37, page 27]

(13) Consider requirlné that certain share )
issues!which are sold as private placements to indivi-
duals and institutions, instead be conducted as publig



ofﬁerinqg. (Recommendation 38, page 27]

(14) Carefully consider the governmental
program for privatization of government owned companies
and non- performing assets in the light.ol~the.capital
market development effort, and where ‘practicable conr,
duct.privatization.through..public issues. cf.shares to!
encourage development of the securities markets. [Rec-
cmmendations 39 through 42, pages 27 and 28]

ITI. Ir.. asing Securities Demand

Improvements are needed in the demand for
securities, by both institutional investors and indivi-
duals. The following actions are recommended.

(1) Remove unfalr dLspa:Lties favorxng in-
vestment in gove:nment securities or deposit in banks;
as compared to investment in company securities. [Re-
commendation 43, page 30]

(2) Encourage ‘ingtituticnal” investors toi
ifivest 'in’ 'securities\ and review and as approprlate
relax any limitations that they can invest only in "ad-
mitted assets", which may preclude investment in cer-
tain securities. [Recommendation 44, page 30]

(3) 'Remove tax d;s;ncentives to savers in-.
vestzng in securitied, and consider providing positive
incentives of various kinds, including removal of
double tax on share dividends. [(Recommendations 45
through 50, page 30]

(4) éﬁnsidg:festahlishment of "personal
equity plans” or "individual retirement accounts" with
tax beneflts} to encourage investment in securities.
(Recommendation 51, page 31]

(5) Consider establlshing specialized in-!
vestment companies or mutual funds with tax advantagesa,
similar to those provided in Brazilian "157 Funds"” and
French "SICAV Funds", in order to encourage broad in-
vestment in securities. [Recommendation 52, page 31]

(6) Encourage employee stock purchase plans?
(Recommendation 53, page 31]

(7) Encourage broader advertising of



brokerage and securities investment! to encourage savers
to participate in the market. [Recommendation 54, page
31]

(8) 'Make finance more easily accessiblé for
brokers to engage in securities dealing and for custo-
mers to purchase securities. [Recommendation 55, page
32]

(9) Allow brokers to act as underwriters, to
provide the broadest distribution of securities. [Rec-

" ommendation 56, page 32]

o (10) Improve auditing, accounting and finan<
cial reporting,! through adopting generally accepted
auditing standards and accounting principles, estab-
lishing uniform requirements for financial statements,
and adopting requirements to issue consolidated finan-
cial statements where appropriate. [Recommendations 57
through 61, page 33]
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L (11) Improve disclosure. .of material..informa=
tion from.companies,..and market. information as to!
events. occurringe in. the:.marketl, [Recommendations 62
through 74, pages 34 through 36]

(12) Eonsider.improvements in professionalish

"in the securities markets] including limitations on

manipulative practices and improvements in self-requla-
tion and the duties owed by brokers to their customers.
(Recommendations 75 through 79, page 36]

(13) Determine the extent to which government
wishes to allow or encourage foreign investment, and if
appropriate take steps to facilitate this. Consider
encouraging repatriation of funds taken out of the
country, for investment in domestic securities. [Rec-
ommendations 80 through 85, pages 36 and 37)

IV. Encouraqing Financial Intermediaries

Improvements are needed in financial interme-
diaries and securities exchanges to bring together and
stimulate increased securities supply and demand. The
following actions are recommended.

(1) Take steps to foster development of:
broader based, more active securities firms.

o



Securities firms, particularly merchant banks and in-
vestment banks, may be considered as "engines" that
make the new issues_securities. markets work. As a

first step, make detailed evaluation of steps necessaryl

to encourage securities firms\ [(Recommendation 86,
page 39]

(2) Provide -incentives- for- merchant banking:
firms to act as underwriters to bring to market new
issues or blocks of privately held shares. [Recommen-

. dation 87, page 39]

. o _ (3) Determine financing needs of securities
£irms, ‘and consider lines of credit and discount windcw
to facilitate such firms' securities activities. [Rec-
ommendation 88, page 40]

(4) Remove limitations on’ underwrltlng fees
and commissionsd.  [Recommendation 89, page 40] As
indicated earlier, take steps to increase the "securi-
tization" of finance, thus providing opportunities for
merchant banks and securities firms. _[Recommendaticn
90..page .40]. .In addition,. p:ov;de the.tax 1ncent1ves
to companies to raise finance. through public issues:
discussed above. [Recommendatlon 91, page 40]

(5) Improve issune grocedures, .and remove any:
legal impediments to securities lssuesl [Recommenda-
tions 92 through 95, pages 40 and 41]

(6) Encourage "development of new types ofi
securities f;nance&and a full product line of business
for securities firms. [Recommendation 96, page 41]

(7 Edudate firms- and companies on tech-
niques of corporation finance and underwriting. (Rec-
ommendation 97, page 41]

(8) Provide authority and, if needed, incern-
tives. to. encourage investment banks to dct as dealers
in securities they underwrite. [Recommendation 98,
page 41]

(9) Conszder authorzz;ng and - encouraglnq
joint ventures between. local and foreign firms with
skills in merchant bankingiwho are willing to make a
commitment to the Philippines. [Recommendations 99 and
100, page 41]
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(10) Remove’ any legal lmpedlments to invest-
ment banking and underwrltlng,:such as inappropriate
regulation of investment banking firms as commercial
banks. [Recommendations 101 and 102, page 42]

(11) Take steps to’ merove securltles bro-
kerage actlvztyg anludlng removal of anv inappropri-
ate taxes; provision of lines of finance; removal of
inappropriate "unlimited liability" standards ané re-
placement of them by "net capital" (liquidity) ratios;
allowing brokers to act as underwriters; and training
for brokers. [Recommendations 103 through 113, pages
42 through 44]

(12) Improve ability of securities exchanges:
to ‘meet. development duties aimed at encouraging growth
in’ the securities markets; evaluate and possibly im-
prove certain aspects of exchange trading methods; con-
sider improvements in their ability to act as "self-
regulatory organizations" to prevent abusive practices
in the markets. [(Recommendations 114 through 129,
pages 44 through 47]

(13) Re—evaluate,.w;th caution, potentlal
for growth ‘of venture capitalL Attempts to improve
the situation have been made in the past but have not
been successful. ([Recommendations 130 through 137,
pages 48 and 49]

v. Legal and Requlatory Matters

The legal and regulatory environment should
be improved to foster increased securities supply and
demand. The following actions are recommended.

(1) Establish.a.government or private sector

entitv with duties to fdstar’ develdpment of the capltal;

mquev (Recommendations 138 and 139, page 51]

(2) Review orqanizatlon and capacity of
Securities ,and Exchange Commission to provide investor
protectionl [Recommendations 140 through 155, pages 52
through 55]

(3) Improve the capacity of stock exchanges
to take steps to encourage development of the market,
and to act as’ self-regulatory crganizations. (Recom-
mendations 156 and 157, page 55]

- 11 -
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. (4) Review, and revise as appropriate, laws)
and regulations to remove impediments to market growthy,
particularly the Securities Act, the Corporations Code,
and business tax laws. [Recommendations 158 through
185, pages 56 through 61]

: (5) Conduct full "lecal audlt" of all. other
laws, rules, ‘procedures, etc. ;whlch could impede devel-
opment of the capital markecz,’and reamcve such impedi-
ments as appropriate. [Recommendation 186, page 61]

VvI. Training, Education

To facilitate improvements in the supply of
and demand for securities and market development, the
following training and education actions are recom-
mended.

(1) Establish.a .program.to. educate companies:
in meroved methods..af corporate finance and where
various types of finance can be obtained. Consider
courses in "entrepreneurship" and risk-taking, and in
ways to develop business in the Philippine environment.
(Recommendations 187 and 188, page 62]

(2) Krranqe for . senior officials.and prlvate
sector representatives tq visit selected countrie’s (eg.
Korea, Jordan, Brazil) to study their market developr
ment techniquesd Carry out training for improved dis-
closure of material information, conduct of brokers,
and self-regulation in the securities markets. [Recom-
mendations 189 throwgh 193, pages 62 and 63]

(3) Conduct public education program on’

securities markets functions and opportunitied. [Rec-
ommendation 194, page 63]

C. Action Program

To implement che above recommendations, an
Action Program in three phases should be established.
(Recommendation 195, page 64]

Phase I: Initial Actions'

-

This first phase could be conducted over an 8



to 10 month;perioé of intensive work, to survey rele-
vant issues and agree on specific recommendations.
During Phase I actions that clearly should be taken
quickly to encourage market growth could be implemented
as a matter of priority.

1. General... Establish ioint government and pri-
vate,sector Capital Market Development Working:
Group, to design a speciific action program Zor
capital market development, including the recom=-
mendations in this report. Survey capital mar-
ket, and survey environment for business encou-
ragement. Visit other developing markets.

2. Supply/Demand. Design-specific recommenda-
tions for 1increasing the supply of ‘and demand for
securities). Examine tax disincentives/incentives
to supply of and demand for securities. Design
requirements for securitization of finance. PRe-
view privatization program and take steps as ap-
propriate to encourage privatization through pub-
lic offerings of securities. Review accounting
and auditing practices and agree on steps for im-
provement.

3.  Intermediaries. Design actions to fosteyn
growth of full-serwice .segurities firms, such as
merchant/investment banks!, and re-evaluate uni-
versal banking. Review trading proceduresj and
other related matters in the stock exchanges and
determine whether changes may be needed. Examinq
prospects for venture capitall, and tailor such
activities to Philippine needs.

4, Legal/Requlatory. Determine which entity'
should take charge of securities market develop-!
ment role), and how it should carry out development
activities. Review Securities Act and Corpora-
tions Code and rules and regulations thereunder.
Begin legal audit to evaluate other laws and regqu-
lations which may inhibit capital market develop-
ment. Evaluate any needed protections for inves-
tors, including minoritv shareholders.

5. Training. Consider carefully organized:
visits to selected countries' (eg. Korea, Jordan,
Brazil) to evaluate their capital market develop-
ment techniques and experiences.
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Phase II: Medium Term Actions'

a Phase YI could be conducted over a 12 to 18
- ' month. period., During this.phase specific recommenda-
tions made in Phase I would be implemented, with imple-
mentation first of the steps that are likely to bring
the quickest results.

1. Supply/Demand. Adopt lncentlves to compan*es
to raise finance through public offeringsi of secu-
rities, and to investors tg _purchase securities.
Take recommended steps to encourage increased:
securitization. Improve disclosure of company
informationd and market information. Adopt recom-
mendations to improve adcounting and audltlnq

2. Intermediaries. idépt Incéntives and othe:
i steps_necessary to encourage growth of securities
firmsi.

- 3. Legal/Regglatorz . Adopt.any needed amend*
ments to Securities ‘Act,. Corporat;ons Code and
other laws. Adopt any needed revisions to Secu-

- rities Exchange Commission, stock exchange, and

other rules and regulations. Cdhtinue legal’ audit

. to evaluate other laws and reguldtions which may °

inhibit capital market development, and adopt

- appropriate changes.

4.,  Training, Education. Train appropriate per-
sons. .in capital market development, regulatlon angd
self-regulatiom. Begin education of issuers con-
cerning use of financial markets. Begin public
education program.

- ‘'Phase III: Longer Term Actions’

The third phase could be conducted over 24 to
36 monxhé during which longer term actions would be
taken.

1. General. Review success of actions already

taken, and make changes as needed.

2. Supply/Demand. Consider whether incentives °
adopted to increase the supply of and the demand

3 for securities have been adequate. If not, consi-

] der more vigorous or more direct approaches.

™



3. Intermediaries. Continue to evaluate and
adopt proposals to improve securities firms.

4. Lecal/Regulatory. Monitor success of changes
made in securities regqulation. Evaluate market
development activities of Commission or other body
charged with encouraging this. Adopt further
changes as determined bv legal audit.

5. Training. Continue training corporate £fi-
nance executives, securities professionals and
others.



TWO: ISSUES AND RECOQIIENDATIONS

I. Need for Capital Market Development
Policy, and Working Group

A. Concerns

There is an urgent need to establish a clear
and comprehensive policy to encourage development of
* the long term securities markets. In earlier periods,
securities markets were not considered important
savings mobilizers. Most companies were able to obtain
finance f£rom control groups, through loans from commer-
cial banks, and through loans at below market rates of
interest from development finance institutions.

It is true that many financial intermediaries
have been established and numerous steps have been
taken over the years., Nevertheless, these steps have
often been ad hoc responses to specific circumstances.
In addition, they have not always been successful, be-
cause they did not adequately reflect circumstances in
the Philippines, were based on assumptions which did
not turn out to be true, were frustrated by government
favoritism, or were overtaken by changes in the econo-

my.

B. Recommendations

1. Need for Development Policy. The ab-~-
sence of a clear policy at a high government level in
favor of capital market development is itself a con-
straint to development. It has led many to believe
that the government does not have a sufficient interest
in it. Therefore, as a matter of priority, the govern-
ment should now undertake an organized and concerted
effort to establish a comprehensive policy to develop
the capital and securities markets as part of the eco-
nomic development strateqgy for the Philippines. ([Rec-
ommendation 1]

2. Development Working Group. The govern-
ment should establish a Capital Market Development
Working Group to evaluate and agree upon steps to be

-



taken to develop the market. The Development Group

should be given a wide mandate, (a) to examine problems
in the market and government policies which impede mar-
ket development, and (b) to recommend actions to re-

solve problems identified now and problems which emerge
over time. The recommended actions in this report may
serve as the basis for initial work of the Development
Group, but its mandate should be broad enough to cover
ali arsas of needed investigation and accion. [Recom-
mendation 2]

3. Joint Development Effort. The Develop-
ment Group should be a joint effort between the govern-
ment and the private sector, and should bring together
all available capital market expertise. Therefore,
brokers, stock exchange officials, merchant bankers,
institutional investors, representatives of individual
investors in the market, and all other interested par-
ties should participate directly in the Development
Group, to provide detailed knowledge of how the markets
work and what companies, investors and securities pro-
fessionals need in order for the markets to develop.
(Recommendation 3]

4. Possible Development Conference. Bro-
kers indicated in 1986 that they wish to hold a confer-
ence on capital market development. The Securities and
Exchange Commission indicated that it favors such a
conference to encourage dialogue among, and market de-
velopment proposals from, all interested parties and to
reach specific recommendations on actions that should
be taken to develop the market. A draft conference
outline indicates that the following topics would be
discussed over a two-day period: (l) Historical and
Economic Background of the Philippine Capital Market
and its Importance to a Developing Country: (2) Criti-
cal Issues; (3) Effects of Government Policies; (4) Re-
gulatory Environment; (5) Approaches Toward Develop-
ment: Regulation, Stock Exchange, Government Role; and
(6) Conclusions and Recommendations.

There is some reason to be skeptical about
capital market development conferences. They often
lead tc higher expectations than can be fulfilled. The
fact that they are going to be held can lead some
people to delay engaging in detailed action analysis of
market problems because they eXpect to get that from
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the conference. Conference speakers often do not have
any specific actions to propose. Thus a conference can
easily degenerate into generalitiecs or a "complaint
session", discouraging action rather than encouraging
it.

However, if the sole expectation of a confer-
ence is to advertise and announce a clear decision by
the government to enccurage capital market development,
then a conference may be worth holding. Certainly
conferences should not be discouraged, but regardless
of any such plans the main effort should be to estab-
lish specific actions for market development by the
Development Group. [Recommendation 4]

If a conference is held, the subjects to be
addressed should include all important issues, and not
be limited to any one group's narrow views. Senior
government officials should participate in the deliber-
ations at any conference. The government should advise
the conference sponsors that it will seriously consider
the recommendations of the conference. [Recommendation
5]

Any conference should be assisted by a Work-
ing Group of knowledgeable persons from the capital
market and government, who would be responsible for
establishing specific recommendations from the confer-
ence and presenting the same to appropriate parties.
(Recommendation 6]




II.

Increasing Securities Supply

A. concerns

Companies in the Philippines do not often

raise long term f£inance through the securities markets.
The result is that companies are seriously undercapi-
talized, and have too much debt. Of the top 1000 com-
panies, in 1985, only 48 were listed on the Manila and
Makati Stock Exchanges. The total number of listed
companies was 138. Public offerings of equity securi-
ties have been limited to a few offerings a year. Most
new issues have been rights issues of adéitional shares
to existing shareholders at par value, below market
price.

Most listed companies have only a limited

number of their shares available for trading in the
hands of the public. Estimates are that perhaps only
30% of the shares of listed companies is available for
trading in the market, and the majority is helé by
principal owners and institutions as permanent invest-

ment.

Some of the lesser known companies may well have

only 5 to 10% of their shares available for trading.

Those interviewed and commentators suggested

that the limited supply of publicly held securities was
attributable to a number of factors:

(1) Earlier wide-scale availability of loans,
often at below market rates of interest reflecting
government selective credit policies, f£rom govern-
ment sponsored financial institutions, such as the
Development Bank of the Philippines.

(2) High but changing interest rates, encouraging
short term investment and discouraging long term
investment.

(3) Inability of companies to provide the high
yields on a long term basis that investors were
used to obtaining from short term money market in-
struments.

(4) Failure by government to consider the long
term securities markets as important mobilizers
and allocators of savings, and absence of govern-
ment policy to develop the securities markets.
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(S) Tradition of families and businessmen to re-
tain control of companies.

(6) In earlier periods, extensive goverament
ownership of companies, and control of many indus-
tries by persons alleged to have had special rela-
tionships with government officials.

(7) In earlier periods, inhibitions JOf business-
men to expand or start new businesses, because
they feared being taken over by others with spe-~-
cial relationships with government authorities.

(8) Tax advantages encouraging companies to bor-
row, because interest expense is deductible but
dividend payments on shares are not.

(9) Limitations on securities underwriting com-
missions (fixed by government) and other regula-
tions discourage underwriting.

(10) Administrative difficulties and cost of pub-
lic offerings.

(11) Dislike by businessmen of disclosure and
other requirements applied to publicly held compa-
nies.

(12) Lack of confidence in the securities markets.

(13) Belief by businesses that because the securi-
ties markets have traditionally supplied only a
limited amount of finance, they will not be able
to provide larger amounts.

(14) Passage of the economy from limited trading
activities, requiring very little long term capi-
tal, to enterprises requiring significant capital
(industrial, mining, oil), but failure of finan-
cial institutions to shift in mentality from work-
ing capital financing to longer term financing.

(15) Predominantly agricultural base of the acono-
my, with relatively few companies requiring signi-
ficant capital.

(16) During earlier periods, improper allocation

of new issues of securities to favored persons; it
is alleged that in some cases companies increased

- 20 -



their equity by issuing a block of new shares to
favored insiders, and in some cases to cutsiders
with special relationships with government.

B. Recommendations

l. Business Environment. The environment
for business in the Philippines appears to suffer from
a number of difficulties, many of which may be more
related to overall economic and political considera-
tions, but all ¢f which need to be addressed to clarify
the role of business and to encourage it. 1I£ growth of
business is encouraged, it will need additional capi-
tal, which could be obtained in the securities markets.
A number of steps should be considerad.

(a) Evaluation. An evaluation should be
conducted by government and private sector business
representatives, entrepreneurs, and outside experts
knowledgeable in business development, of the workings,
operations, problems and prospects of business in the
Philippines. A high level working group should conduct
the evaluation and suggest specific steps to improve
the environment for business development. This could
be the Capital Market Development Working Group, a
special committee of this, or a separate Business De-
velopment Working Group with a representative from the
Capital Market Development Working Group. [Recommen-
dation 7]

Existing businesses, both large and small,
shouldl be polled, through a questionnaire followed up
by selected interviews, as to the problems and pros-
pects they see for business in the Philippines and what
steps they believe should be taken to improve business
prospects. [(Recommendation 8]

(b) Government Business Activities. If it
has not already been done, an examination shculd be
made as to the extent to which government is involved
in business activities, directly and indirectly. From
this, a determination should be made, and widely an-
nounced, as to which commercial activities are to be
considered legitimately within the scope of government,
and those which should and will be left to the private
sector. Substantial work has been done in this regard
in connection with the Privatization Program. This

Fo



work should be continued, but here we are talking about
the effect on the business environment, focusing not on
selling assets, but on steps to improve the environment
for business. [Recommendation 9]

(c) Business Expansion Scheme. To encourage
new ventures, or expansion of existing ventures, gov-
ernment should consider establishing a business expan-
sion scheme (such as exists in England), designed to
foster development of certain types of business, such
as small businesses, high tech or not (as appropriate
to Philippine needs). Possibly investors in equities
of such ccmpanies should be allowed to take a credit to
their taxes if the investor holds the shares for a spe-
cified period. Information as to where those in need
of finance, such as entrepreneurs, may obtain it should
be made widely available. [Recommendation 10]

2. Excessive Concessional Lending. Elimi-
nate widespread concessional credit, toc the extent it
still remains, and require finance to be obtained at
market rates. One of the major causes of underdevelop-
ment of the securities markets appears to have been
excessive availability of loan finance during earlier
times, leading companies to borrow in foreign curren-
cies even though they did not have an income stream in
foreign currency and they bore exchange risk. It is
imperative to assure that lending is at market rates

and that company debts are not excessive. [(Recommenda-
tion 1l1]
3. Short Term Market Rates. Take measures

as practicable to reduce high interest rates paid on
short term securities in the money market, which compa-
nies are not able to egqual in interest or dividends on
long term securities. [Recommendation 12]

4.+ Securitization. The supply of securi-
ties could be increased by requiring commercial banks
and other lenders to insist that companies seeking
loans demonstrate that they have prudent ratios of debt
to equity and short term to long term debt. This re-
quirement could be implemented by instructions from the
Central Bank to the commercial banks. [Recommendation
13]

b
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Companies seeking finance over a specified
amount from banks and others (through short or longer
term debt) should be required to raise a portion of
that finance in a "parallel" public offering of notes,
bonds or shares. [Recommendation 14]

All companies seeking finance over a speci-
fied amount should be required to provide the opportu~
nity to independent merchant banks to bid to raise the
finance through issues of the company's securities.
This "competitive bidding" could produce lower cost
financing. [Recommendation 15]

All companies that obtain benefits under
government investment or funding schemes (such as de-
velopment bank finance) should be required to raise
parallel finance in the securities markets. The gov-
ernment should enforce any existing requirements, or
adopt more effective requirements, that companies re-
ceiving tax holidays and other incentives should offer
a certain percentage of their shares to the public and

continue to maintain such public ownership. [Recommen-—

dation 16]

5. Range of Securities. Assure that all
types of securities can be issued, such as non-voting
shares, warrants, debentures, convertible debentures,
debentures with warrants, zero bonds, floating rate
notes, participating income bonds, etc. An evaluation
of what additional methods of finance could be devel-
oped should be made by merchant banks, banks, universal
banks, brokers, companies, entrepreneurs and experts in
establishing innovative types of finance. [Recommenda-

tion 17]

The range of securities could include non-
voting preferred shares (which share equally with com~
mon shares in dividends but rank senior in liquida-
tion) , which could be redeemable, thus encouraging
controlling families and groups to raise finance from
the public without threat of loss of control. [Recom-
mendation 18]

6. Tax Improvements. Consideration should
be given to providing incentives for companies to raise
needed finance through public offerings. (Recommenda-
tion 19]




At an earlier time companies which had public
offerings paid less income tax than closed companies.
This difference did not bring about any significant
number of public offerings. According to commentators,
the tax difference was not sufficient (the reduced tax
rate was only 5% lower, and required only that the com-
pany had 20 sharehclders), and companies found wavs to
£it within the public offering exemption without having
a bona fide oublic offering, for example by "parking"”
securities with favored friends, suppliers, etc.

Consideration should be given to the follow-
ing actions to increase raising of finance through
securities issues:

(1i). Significantly reduce the tax paid by companies
that have public offerings. [Recommendation 20]

(ii) Require the public offering to be to a speci-
fied minimum number of shareholders, such as 300
to 500, each owning a small number of shares, in
order to avoid concentration. [(Recommendation 21]

(iii) As suggested by one knowledgeable commenta-
tor, to prevent large investors from seeking to
gain concentrated power in companies, encourage
investors to diversify their investment by allow-
ing a tax exemption, or lower taxes, on dividends
they receive from publicly traded companies only
where the dividends received amount to a small
percentage of the total cdividends paid out by that
company. [Recommendation 22]

(iv) Require that the company maintain such broad
public distribution, or lose the tax reduction.
{Recommendation 23]

(vi Provide annual detailed tax audits for compa-
nies of a specified size of assets, sales, reven-
ues, book value, etc., which could have public
+offerings but do not. [(Recommendation 24]

(vi) Allow companies which have public share own-
ership meeting the standards described above to
deduct from taxable income the dividends they pay
out. This would remove the tax disparity which
encourages companies to incur debt, interest on
which is deductible. [Recommendation 25]
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{vii) For companies meeting the "public offering"
standards described above, provide increased tax
depreciation, investment credits. deductibility of
research and development costs, tax loss carry

- forwards and the like. [Recommendation 26]

(viii) Make it clear that expenses (underwriting
commissions, accounting, legal, =2tc.) of public
offerings are deductible for tax purposes, as are
costs for negotiating and incurring loans. ([Rec-
ommendation 27]

(ix) Reduce or eliminate any issue tax or stamp
tax on securities. ([Recommendation 28]

(k) Eliminate share transfer taxes on public sales
by large shareholders, to encourage them to sell
shares to the public. [Recommendation 29]

(xi) For company bonds, provide a final wicthhol-
ding tax on interest (now taxed at marginal rates
up to 35%) to equal the withholding tax on pre-
ferred share dividends (15%). [Recommendation 30]

(xii) The existing tax on retained earnings of
more than 100% of existing capital should be eval-
uated to see if it limits business expansion and
thus the need to raise finance. If so, the tax
should be removed. [Recommendation 31]

7. More Direct Inducements. If incentives
to public offerings are not seen to offer sufficient
improvements, consider more direct approaches, such as:
(a) making bank loan finance available to companies
only if they have public issues or requiring certain
companies to raise equity finance through public offer-
ings (approaches followed with success in Korea), and
(b) granting limited liability to companies over a
minimum size only if they have puklic issues (an ap-
proach followed in Jordan). ([Recommendation 32]

8. Underwriting. Remove government control
of underwriting and selling commissions, and encourage
underwriting activities. (Recommendation 33]

9. Advantage of Closed Companies. A major

- 25 =

i



concern in capital market programs is to encourage com-

panies to sell securities to the public. However, many
businessmen fear the additional disclosure requirements

they must face if their ccmpanies are publicly owned.

‘Therefore, they prefer to remain privately owned

"closed" companies. Accordingly, it will be necessary

to evaluate the regulatory disparities between closed

and open companies of comparable size, and to reduce or
eliminate any unjustified advantages of remaining a

closed company, for example by reducing the differences .
in financial reporting requirements. [Recommendation

34]

10. Par Value. Share issues in the
Philippines have traditionally been sold at par value,
rather than the higher wvalu=z in the market. This
amounts to a discount from tiie real value of the
shares, discouraging companies from raising finance
through share issues. It also tends to drive the mar-
ket price down, discouraging investment, and reduces
the supply of securities by discouraging controlling
shareholders from publicly offering their shares at the
reduced market price. Therefore, shares should be sold
at market value. [Recommendation 35] -

11. Pre-emptive Rights. Make it clear that
existing securities holders do not have preferential
rights to purchase new public issues of securities, and
thereby increase the supply of securities in public
offerings. In the US the removal during the 1920s of
pre-emptive rights was a major spur to securities mar-
ket growth. Other countries have relaxed or removed
pre-emptive rights, especially in the case of under-
written public offerings of securities. The London
Stock Exchange has recently indicated that it too will
relax this requirement in the light of the need to -
provide industry with improved access to long term
finance and to encourage merchant banking.

Pre~emptive rights can deter capital market
development and encourage debt finance. Securities
firms are discouraged from suggesting equity methods of
finance, because the company cannot issue equity to
outsiders without first offering it to shareholders.
Thus financial intermediaries are encouraged to recom-
mend loan finance approaches. Because the principal
source of loan £finance may be the banks, and banks
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lend (and prefer to lend) short term, companies end up
with short term loans which they hope to roll over.
Equity capital is discouraged. Therefore, pre-emptive
rights should be removed. . [Recommendation 36]

12. Allocation. Eliminate and prevent re-
occurrence of any £favoritism that may have existed in
earlier periods in the allocation of issues of securi-
ties. Require all issues be offered publicly except in
specified circumstances. [Recommendation 37]

13. Private Sales. It appears ':hat some
companies make private sales to institutioral investors
of fixed return preferred stock and bonds. Thus secu-
rities which could otherwise have been offered to the
public are offered only to a privileged "inner circle".
Preferred stock and bond issues should be listed for
trading on the stock exchanges and be partially offered
to the public. [(Recommendation 38]

14, Privatization. A program is being im-
plemented for the government to divest itself of (a)
ownership and involvement in businesses 'in which it is
determined it should no longer be invoived, and (b)
"non-performing assets" which government £financial
institutions were forced to take over. Any divestiture
program should be carefully established and monitored
to bring about the most efficient and economically
sound reorganization of the companies and assets di-
vested. Particular care should be taken to assure that
purchasers are not given an inappropriate windfall
through distress sales, or allowed to create undue con-
centrations of business power, as happered in Chile in
the late 1970s when the government sold off national-
ized companies. (Recommendation 39]

Consider which companies are proper candi-
dates for sale to the public, and which could be sold
to publicly traded mutual funds and investment compa-

nies established for this purpose. [Recommendation
40]

In privatization programs there is usually a
tension between the desire on the one hané to obtain
the best price and get non-performing assets off the
books of the government ("revenue goals"), and the

- 27 -

(D



desire on the other hand to broaden public ownership of
securities ("wider share ownership goals”). In many
programs, the balance shifts simply to getting the
assets off the government's books. However, in the
case of profitable government owned companies, serious
attention should be given as to whether the securities
could be sold in widely distributed public offerings,
with the result of not only taking the company off
government books but also using the opportunity to help
develop the securities markets. England has followed
this approach in privatizing a number of important
companies, such as British Telecom, British Airways and
British Gas. This experience should be evaluated in
connection with how the privatization program in the
Philippines could be used to assist the capital market
development program. [Recommendation 41]

Where debt to equity conversion programs are
used to foster or provide inducements in the sale of
government companies or non-performing assets, consid-
eration should be given to encouraging or requiring the
beneficiaries to distribute securities in the securi-
ties markets, especially with a view to avoiding re-
concuntration of control in a different group. [Recom-
mendation 42]
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III. Increasing Securities Demand

A. Concerns

During earlier interviews it was claimed that
the low demand for securities during earlier periods
derived from the following factors:

(1) Unwillingness of investors to commit funds
long term.

(2) Availability of other more profitable invest-
ments with fixed returns, including government
securities paying very high yields (tax free).

(3) Economic downturn.
(4) Low profitability of companies.

(5) Requirements that banks and institutional in-
vestors invest in government securities, and limi-
tation that insurance companies can invest in
shares only if the issuing companies meet speci-
fied earnings standards which are too rigid.

(6) Insufficient number or .nterest of individual
investors.

(7) Perceptions by investors that if they try to
purchase securities, they will not be able to ob-
tain them because of inadequate supply.

(8) Speculative nature of many companies listed
on the exchanges. :

(9) Lack of confidence in the exchanges. Fear of
being minority shareholders in family controlled
companies. Uninformed small investors have pur-
chased securities on the basis of rumor, and hav-
ing been harmed, do not trust the market.

While demand increased during the past year,
the demand is not widespread, is more speculative and
is likely to recede. Thus, broader and more sustained
investor demand should be fostered.

B. Recommendations
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tion 44]

l. Deposits, Government Securities. An
evaluation should be made of any disparities favoring
mobilization of savings into banks or government secu-
rities as ccmpared to corporate securities (eg. tax
treatment of earnings as compared to earnings on long
term corporate securities). Appropriate recommenda-
tions to redress imbalances should be developed. [Rec-
ommendation 43]

2. Institutional Investors. Encourage in-
stitutions, such as insurance companies and trust de-~
partments of banks, to invest in securities. Insurance
companies and other institutional investors are limited
in their investments to companies which meet certain
earnings tests over the preceding two or three years,
so-called "admitted assets". These requirements should
be reviewed and greater freedom allcwed. [Recommenda-

3. Tax. Provide incentives to investors in
public issues of securities. The government has indi-
cated its willingness to undertake the tax analysis.
Incentives to be considered include .the following:

(i) Credit for purchases of new issues of securi-
ties (directly or through collective investment
schemes, such as mutual funds and investment com-
panies) . (Recommendation 45]

(ii) Exemption from tax for dividends, totally or
up to a specified amount. ([Recommendation 46]

(iii) Reduction of withholding tax on shares.
(Recommendation 47]

(iv) Provision for a final tax of 15%, withheld at
scurce, on corporate bonds (now taxed at individ-
ual marginal rates up to 35%). This tax would
then equal the 15% withheld as final tax on pre-
ferred share dividends. [Recommendation 48]

(v) Removal of double tax on shares and dividends.
{Recommendation 49]

(vi) Tax write-offs for capital losses and worth-
less securities. [Recommendation 50]
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4. Personali Investment Plans. The
Philippines should encourage individuals to invest in
securities by providing tax incentives for "personal
investment pregrams" similar to such plans now being
adopted in England, or "individual retirement accounts"
similar to plans existing in the United States. These
plans provide incentives for individuals building up a
portfolio of investments. [Recommendation 51]

5. Specialized Investment Companies. The
government should consider autl! Tizing establishment of
investment companies or mutual .rusts with incentives
for small savers to purchase shares in the company or
trust which will then invest the pooled funds in secu-
rities.

Brazil adopted such investment companies,
called "157 Funds", in the late 1960s, and they consti-
tuted a very important spur to individual investment
and thus growth of the securities markets. France
adopted a similar approach, referred to as "SICAV
Funds",. and these provided incentives for small inves-
tors, although the incentives have varied over succes-
sive periods of private sector encouragement and then
discouragement in France during recent years. Problems
experienced in earlier attempts to establish "closed
end, front loaded" funds should be evaluated. It is
likely that these problems could be overcome with pro-
per techniques. ([Recommendation 52]

6. Employee Share Plans. The Philippines
should consider authorizing or encouraging companies to
set up prcjrams whereby their employees may purchase
shares in the company. Company employees will have a
view about the company's future and an interest in
participating in its growth through share ownershuip.
(Recommendation 53]

7. Advertising. Widespread advertising of
securities investment activities should be considered.
This is a growing trend in England (where brokers have
set up share marketing shops in department stores), andéd
a long established practice in the United States.
[Recommendation 54]
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8. Securities Finance. Finance should be
made available (subject to proper controls) for securi-
ties transactions, to permit brokers' customers to
purchase securities on margin. Brokers should be allow-
ed access to a discount facility to finance their trading
portfolios. [Recommendation 55]

9. Broker Underwriting. Securities brokers
should be allowed to act as underwriters, for more
active distribution of securities and solicitation of
public customers. ([Recommendation 56]

10. Accounting and Auditing. Knowledgeable
bankers complained that financial statements of Philip-
pine companies are not reliable. They said that the
statements often do not disclose information according
to any uniform standards. Furthermore, the accounting
principles applied are not uniform or based on speci-
fied requirements. They also indicated that the state-
ments are not trustworthy, because the audits upon
which they are based may not be accurate and are not
based on specified or uniform auditing requirements.
Finally, they indicated that some companies simply
refuse to provide adequate disclosure of financial :
information or to file required statements with the
Securities and Exchange Commission.

While the above concerns may not apply to the
most respected companies, accounting and auditing prin-
ciples must be established and applied which reflect
the real situation and results >f operations (profit
and loss) of the companies invoived. This means there
must be uniform financial reporting requirements,
agreed-upon and fair generally accepted accounting
principles and generally accepted auditing standards,
and independent accountants.

The following actions are recommended:

(a) Evaluation. A joint evaluation should
be undertaken by the government, the private sector and
the accounting and auditing profession of the areas re-
quiring improvement. An evaluation of financial state-
ments of representative companies should be carried out
to determine exactly what problems exist. A letter
should be sent to all accountants requesting their
evaluation of adequacy of accounting and auditing
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requirements, financial reporting forms, and financial
disclosure requirements of securities law and company
law. [Recommendation 57]

(b) Accounting Principles. The Philippine
Accounting Standards Council ("ASC"), formed in 1981 by
the Philippine Institute of Certified Public Accoun-
tants, should be encouraged to establish generally ac-
cepted accounting principles ("GAAP"). Pronouncements
of the Council should be given binding legal force
. unless disapproved of by the Securities and Exchange
Commission. [Recommendation 58]

(c) Auditing Standards. Effor+ts should be
encouraged to establish the proposed Accounting
Standards Board ("ASB") by the Association of Public
Accountants in Public Practice. It should be en-
couraged to establish and requlate generally accepted
auditing standards ("GAAS") in the Philippines. The
ASB would be an independent bodv composed of repres-
entatives from the Securities and Exchange Commission,
the Board of Accountancy, and auditing firms. [Recom-
. mendation 59]

(d) Financial Statements; Consolidation.
Uniform formats for financial .statements should be
required. Where appropriate, financial statements
should be required to be consolidated, to include all
subsidiaries and affiliated companies. ([Recommendation
60] :

(e) Supply of Accountants. Assistance
should be provided to the Board to expedite examination
of an increased number of persons seeking to qualify as
certified public accountants. [(Recommendation 61]

11. Disclosure of Information. It was as-
serted by most persons interviewed that Philippine
companies do not disclose adequate information about
their businesses and prospects, and that investment is
made on the basis of rumor and inside information.

It is alleged that some companies required to
file reports with the Securities and Exchange Commis-
sion simply fail to do so. 1In addition, the disclosure
process through the Commission appears to be based on
the concept that information is simply "filed" at the
Commission, where interested parties are expected to

now
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come and inspect it. There appears to be no require-
ment or practice that the companies publicly dissemi-
nace the disclosure documents, for example to securi-
ties holders, stock exchanges, brokers, etc.

There appear to be no specific requirements
that companies make "continuing" disclosure of material
information to the market. Companies are not required
to prepare annual meeting proxy statements complying
with specified disclosure standards.

Finally, there is no well-established entity
compiling information and statistics which publishes
its own summary reports on companies, such as Value
Line in the United States and Extel in England.

A number of steps should be considered:
(a) Filings, Data Base. Require all compa-

nies supposed to file reports, to make such filings.
(Recommendation 62] '

Evaluate practicality of keeping company
disclosure reports in a computer base available for
broad public access. [(Recommendation 63]

Improve the system for record-keeping of
reports to the Securities and Exchange Commission, by
using a microfilm or microfiche system or its modern
equivalent, also capable of producing "hard copies",
and consider a more advanced computerized information
system along the lines of the "Edgar" system at the
United States Securities and Exchange Commission.
[Recommendation 64]

Establish a centralized computer data base of
published information on companies (financial results,
securities prices, etc.), markets, finance, etc. This
data base would be used (i) to provide needed informa-
tion for comparisons among companies, (ii) to provide
information on public offerings, private placements,
trading in the markets, and financial statements, and
(iii) to assist in the continuing evaluation of what
steps should be taken to improve financial markets. 1If
an existing computer system is already established, im-
prove that system to include needed information and
regular up-dating. [Recommendation 65]

(b) Material Information. A definition
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should be adopted of "material" information required to
be disclosed by the Securities Act. The United States

definition is information "a reasonably prudent person

would wish to know in order. to make informed investment
decisions”". [Recommendation 66]

(c) "Continuing" Disclosure. PRequire com-
panies with over a specified number of shareholders
(such as 300): (i) to file a basic registration state-
ment with the Commission and to update such statements

_annually, (ii) to make reports on the occurrence of

specified events (sale of assets, atc.), (iii) to issue
quarterly financial information (consolidated), and
(iv) to disclose all material information at the time
it first beccmes known. Require such companies to
issue proxy statements for annual meetings of share-
holders, disclosing specified information concerning
management, candidates for election, and the business
and financial statements of the company. The above
approach is known as "continuing disclosure", as com-
pared to disclosure only at the time of a public offer-
ing. [Recommendation 67]

In addition, exchanges should review and im-

prove listing disclosure requirements. [Recommendation
681 .

(d) Public cf. Private Companies. To reduce
the advantages of remaining a closed company, lassen
disparity between the information which public and
closed (privately owned) companies of a specified size
must disclose or file with the Securities and Exchange
Commission. [Racommendation 69]

(e) Paper Companies. Require adequate dis-
closure, or restrict access to public markets, by
"paper" companies (those with no real business activi-
ties). [(Recommendation 70]

(£) Market Information. Improve disclosure
of market information (prices, volume of trading,
etc.). [Recommendation 71]

(g) Liabilities, Enforcement. Allow claims
for civil liability against companies which fail to
make adequate disclosures. Improve enforcement capa-
bility of the Securities and Exchange Commission to im-
pose disclosure requirements. [Recommendation 72]
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(h) Credit Information. Consider improving
Credit Information Bureau's services by improving un-
derlying companv information upon which its decisions
are made. Require all companies which must make public
disclosures and issue public financial statements to
also file copies with the Credit Information Bureau.
[Recommendation 73]

Consider expanding the Bureau's services into
research beyond credit rating, to include the profita-
bility, etc. of companies, to produce basic research
- reports. [Recommendation 74l

12, Securities Professionalism. Improve
professionalism in the securities markets, to encourage
increased interest and confidence and to deal with the
perception that the market is a "gambling den". Consi-
der the following actions:

(1) Limiting manipulative practices [Recommenda-
tion 75];

(ii) Improving regulation by the Securities and
Exchange Commission [Recommendation 76];

(iii) Improving self-regulation by the stock ex-
changes [Recommendation 77];

(iv) Imposing on brokers fiduciary duties to act
in the best interest of the customer and make
informed recommendations [Recommendation 78];

(v) Facilitating "self-policing"” by brokers and
other securities professionals, by imposing on
them civil liabilities to those harmed by their
violations of law and regqulation {[Recommendation
791.

13. Foreign Investment. The government and
private sector shculd examine foreign investment. A
number of actions could be considered:

(a) Evaluation. Determine the extent 