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ANNEX U 

PRIVATIZATION PLAN 

A. The Problem 
- rhe movement of the Philippines from a generally private sector 

oriented economy towards a mixed economy w i t h  a growing and inefficient public 
a 

corporate sector gained impetus as long as fifteen years ago. During the 

1970s neither the donors nor the international financial community gave due 

attention t o  the trend towards ever greater public sector domination of 

industry and large scale service sector businesses such as airl ines and 

bank ing .  However, the su~sequent omorgence of "crony-capi tal ismu--private 

monopolies leveraged w i t h  public funds-caught the attention and interest of 

the \&rld financidl com"nity and signal1 ed how much structural change nad 

takon place in the business sector of the Philippines. As the complex 

architecture of crony capi ta1 i sm was gradual 1y reveal ed during the wani ng 

years of the Rarcos a h i  ni s t ra t i  o n ,  the full  extent of the government ' s  

ownership and invol vment i n industry and busi ness became increasingly c1 oar. . . 

The government owned the only ai r l  i ne , banks,  steel mil 1 s ,  cement 

corporations, nining corporations, shipping 1 ines, oil corporations, 

refineries, urban bus companies and trucking f ims .  On t o p  of this  mass of 

9 
chartered pub1 ic busi ness, the govern~ent ' s domination of f i  nanci a1 and 

capital markets, and the liberal use of sovereign guarantees t o  shore up 

. pri v a t s  credits, had gi von the P n i  1 i p p i  ne governmsnt enormous exposure t o  the 

nmi na7 1y pri v a t s  busi wsscs opkrated by the cronies. !:hen the weaknesses in 

tho 5 n z x i a l  structure of ths'Philippines were dramaticzlly exposed dur ing  

the cri si  r of confi dsnco which fal l  owed the assassination of Beni gno Aqui no - i n  

n'ame 1993, t he  real iQt of this  massive government exposure t o  private f i r m s  b,- 

clsar. Over the next threo years an increzsing number of crony and other 

firms failed t o  meet their  debt obligations. !+!any owners walked away from 



their companies w i t h  l i t t l e  regrst-having made their profits i n  the 

mobilization and 7rocurernent phases of projects, levsraged w i t h  public funds. 

othsrs ski1 1 ful l y  stripped their assets undetected by the i nsxperienced, . - and 

often unconcerned, public sector bankers who held their paper. 

As the defaults t o  the government banks cascaded, w i t h  single 

company defaul t s  triggzri ng the coll apss of hol d i n g  companies and  corporate 

shell s t o  which many of the government loans had been extended, the size of 

the pub l  ic  sector portfol i o  grow apaco. Today, the publ ic  sector, chartered 

and acquired, eats a quarter of the national budget. President Aquino and her 

economic cabinet ofSi cers have given h i g h  pri ori t y  t o  divestiture and  

privatization. This priority has been. underscored by the donors. The IBRD 

h3s required divestiture and restructuri ng plans for ?ubl ic  f i  nanci a1 

corporations and for non-Financial ( industrial and service) companies as a 

condition for program loans. USAID has tied food a i d  t o  privatization 

conaftions in the agricultural and food processing area. These efforts have 

boon relatively we'll-received by the economic technocrats of the GOP who share 

the donor's sense of urgency i n  staunching the budgetary bleeding into the 

pliblic corporate accounts and in rest9ring 1ead;vship t o  the private sector i n  

most industrial and corporate activity. 

Before exami ni ng the s ~ e c i  f i  cs of pri vati zati on in the P h i  1 i ppi nes v 

i t  i s  useful t o  consider the overall financial magni tuaes of the issue. Tin? 

GOP's budget deficit for 1986 wzs an estimated $1.4 bill ion, or around 4.7 

percsnt of GN?, caused in large part by government sxpenditures i n  the form of 

subsidies, net 1 ending and equity contributions to chartered publ ic  

corporations, and dsbt servicing for the three 1 argest government f i nanci a1 

institutions. In 1986, GO? equity contributions and net lending t o  public 

entsrpri ses arnounzed t o  27.7 bi 11 i o n  pesos, or 26 psrcent of total budgetary 



- 
expendi tures. Out1 ays to the governmznt financial institutions absorbed 38 

.$j percent of this assistance. io reduce th is  burden and t o  reverse the s t a t i s t  

policies of the previous adnini stration, the present administration m u s t  

divest i t se l f  of three classes of assets: 
0 1. Chartersd Pub1 ic  Coroorations (Non-Fi nanci a1 ) - The previous 

- 
kdmi nistration pursued interventionist pol ic ies  which led t o  the sstabl ishment 

of is,ieff7cient and heavily subsidized parastatal s, most i n  direct competition 
- 

w i t h  the private sector. The formation of public sector companies expanded 

ragidly i n  the 1970s. and early 1 980s, quadrupling from 65 in 1970 t o  264 i n  

1985. A core s f  1 4  very large chzrtered corporations constitute a b o u t  bal f of 

tr',~! y h l i s  cc!r~c!r:+,ix ~ E S ~ + , S ,  74 sz=!?et ~ n r p w i f , ? ' ~ ~  Z ~ J !  174 whn!!y 

owned subsidiariss make up the remainder. Tfisse ent i t ies  range from the 

Philippine ?laticnal Oil Company (PNOC) and Philippine Airlines to a variety of 

corpgrate subsi d i  aries in transport, trade and  manufacturing. In t e n s  of 

gross value added ( G V A ) ,  this sector grew izster that-, the economy between 1975 

and 1984, growing by 24.6 ~ e r c e n t  per annum compared t o  'i4.1 percent for Gross 

Domestic Product ( G D P ) .  However, the contribution of this sector to total 

emu1 oymont has been very insignificant. In 1984,' employment i n  pub1 ic  

entsrprises accountsd for less than one percent of total employment. 
9 

2. Chartered Pub1 ic  Coroorations (Financi a1 ) - Pol ic iss  of the 

provious govsrnnnnt perpetuated an over-reliance in the economy on bank 
0 

borrowing t o  finance medi um-to-1 o n g - t s n  capital requi rsments. Tine vol a t i l  ity 

of the P h i  1 i ppine economy over the past five years caused many companies t o  

iefaul t on thsi r 1 oans t o  the government f i nanci a1 institutions, which then 

acwi red assets through the conversion o f  1 oans t o  equity. In most  i nstanies 



t h e  financial obi igation t o  the banks excseds the valus of the assets. To 

a v o i d  docapi tal  i zi ng the government f i  nanci al ins t i  tutions the government has  - 
had t o  provide them w i t h  massive financial support from tho budget. There i s  

an urgent neod for the government t o  relieve i t s e l f  of t h i s  financial burden, 
0 - 

and t~ evsntually divest i t s e l f  of financial inst i tut ions such as DBP, PNB, 

the Land Sank (LB), the Philippine Export and Foreign Loan Guarantes Corp. 
0 

( P E X G C )  , and numerous insurance and speci a1 purpose financial firms b,, -ause 

o f  their  drain on t h e  budget. 

Both DBP and PNB have undergone financial restructuring as part 

of the conditionality attached by the IBRD t o  i ts .Economic Recovery Program 

Loan (see Section C.1). On an obligation bosis, net lending t a  DBP i s  

expected to decrease from 7.6 b i l l  ion oesos ($371 M )  i n  1996 to  a projected 

5.7 b i l l  ion pesos ($278 M )  in 1 987. Net 1 cndi ng and equity investments for 

PM3 are projected to drop from 11.0 bi l l ion p?sos IS537 in 1996 to 2.8 

bil l ion pesos ($137 M )  in  1987. 

3. Acaui red Assets - Government f i  nanci a1 inst i tut ions acqui-rod 

hundreds of ~ s s s t s  in the form of private companies t h a t  defaul ted on thsi r 

loans, Tbs case for divesting these assets has been evident to  the domestic 
- 

and international f i  nan:i a1 community for many years. The previ~)us INF 

Stan6-by Agreement w i t h  ths G3P sought to  force a rncasure of iinancf a1 

distfpl ine on DBP and PNB. Tin? key economic team members i n  the new 

Ad;ninistra30nts cabinet know t h a t  privatization i s  imperative and have P 

arrived a t  a mechanism to undertake th i s  task, 2s discussed i n  aaragragh 9 



3.  GOP Aooroach t o  Privatization - After several ad hoc attempts t o  

privatize i nd i  vidual snti t ies ,  the Aqui no aami n i  s t ra t i  on issued Procl amati ons 

50 and 50-A in December 1986, formally launching 3 program for the expeditious 

d i  sposi t i  on and pri vati zation of certain government corporations and/or assets 

thereof. Proclamation No. 50 created the b m i t t e e  on Privatization ( C O P )  and 

the .&set Privatization Trust (APT) and 50-A, issued shortly thereafter, 

refined the requi rements of the origi nal Procl amation ( to  the sat i  sf acti on of 

tits TSRD). The COP i s  a Cabinet-love1 committee tasked w i t h  identifying for 

the Presid~nt  those nowperforming assets and government corporations t o  be 

pri vatized, de ten i  n i  ng which assets will be transferr2d t o  the APT, 

establ i shi ng gui del i ner for pri vazizati on., and approvi ng the sa1 e and . 
disposition of assets. The AFT was created to serve as the  dfspzssl unit in 

the procsss, w i t h  five fult-time trustees from the private sector. The APT 

will focus prinarily on the acquired assets of PNB and DBP, and the . 

government-owned corporations or parastatal s. Operati ng g u i  del i nes for the 

APT have been final i zed and 'issued. Tinese gui dslines address: the transfer of 

non-perioniii ng assets to the Trust; priorit ies for asset disposal ; pol icies on 
- 

conservati on, rohabil i tation, rostructuri ng , mergers and other 
- 

reorganizations; the choice of markets f o r .  di sposi tion; valuation; sales 

methods; sal e t o  prsvious owners; and operations and admini stration. The 

guide1 i nss for thc disposal of governmont corporations havs n o t  yet been 

!. ssued. 



C. Other Donor Plans 

1 . The Nor1 d Bank (IBRD) - The IBRD has been a v i  ta1 forc? i n  

promoting privatization i n  the Philippines. I t  conditioned i t s  $31 0 mil 1 i o n  

economic recovery 1 oan on reforms i n the government f i  nancial i nsti t u t i  ons, 

i ncl u d i  ng the establ i shment of a mechanism for the privati zati on of acquired 

zssets and the restructuring of the DBP and PNB. In addition, the IBRD has 

devel oped a $1 50 mi1 1 i on Pub1 ic  Corporate Sector Rational i zati on 1 oan, to 

privati ze sel ettod non-f i nand a1 government corporations and i ncreasa the 

operating efficiency of the rernai ni ng p u ~ l  ic  corporations. The IERD i s  

requi r i  ng P h i  1 i ppine government agreement on the structure and imp1 ementation 

of t h e r a t i  onal i zati on effor t  as a  recondition t o  b o t h  the ~ u b l  ic corDorate 

sectw ?oar! 2nd the second tranche of the economic recovery loan. The 60P i s  

now finalizing comprehensive guidelines on the privatization and disposition 

of 125 public scctor corporations 2s i t  hopes t o  begin negotiating for the 

$150 million loan 'in April. 

2. International Finance Coroorati on ( I X )  has comi t tsd $1 2.5 

mil 1 ion  t o  the First  Philippine Capital Fund for t h s  purpose of converting 

part of tho Philippines' foreign debt into equity investmenfs. Tnis "Fund" 

will 1 ikely be a contri Sutor to the privatization process through tho purchcse 

of investment in the acquired and distressed asscts of the Gr'ls. Tha I X  
# 

m i g h t  also provide general technical zssistance t o  the APT zs requircd by the 

GO?. in the GO? sxesuti on of specific privatization deals, IFC nay grovi de i 

spezial i zed technical essi stanco t o  potenti a1 buyers. 

3. Asian Dsvelooment Bank (AD81 - The AD0 has no plans for 

si gni Ti cant near-term involvement in pri vati ta t i  on, b u t  i s provi di ng g r a n t  

fscnni sal zssi stance for pri vatiration-re1 ated studies. However, the ADB has 

made a $360,000 equity infusion t o  Plantsrs Development 9ank and i s  



corporations without requi r i  ng a government guarantee. 

D. Tho Mission Aooroach t o  Privatization - The Mission envisions i t s  

major contribution t o  the privatization process t o  be assisting the GOP 

develop i t s  privatization strategy and implementation framework. The -.. . 

Mission' s approach adheres t o  the principle that the process of privatization 

+ generally and divestiture specifically i s  a market process which must be 

imp1 enented by private sector ent i t ies  qua1 i fiod to do so, i .e. private 

i nvestment/merchant banks, accounti ng and consulting engi neeri ng f i  rms, 

1 awyers, etc. This a~proach sets us apart from the mu1 t i1  atera'l .development 

banks (MDBs) who have indicated a will ingness t o  provide financi a1 and 

tschnical resources to rsview, cl assi f y  and selectively rehabi 1 i tate assets 

before their disposal or leverage the sale i t se l f .  

E. Soecific Actions - The ini t ia l  thrust of the Mission's privatization 

plan has been t o  act  as a catalyst t o  focus the SOP'S policy makers on the 

need to divest the government of non-performing and public corporate zsssts in 

an expeditious b u t  orderly manner. The Mission has identified short and 1 ong 

term targets of ogportuni t y  for assisting the privatization process i n  the 

Phil ippinss, as presented below. 

1. Short-Tsrm 

a. ~ccom~1ishrnenfs t o  Date 

1 ) Studies - ini'iialiy, the Mission funded several studies 

on the public corporate sector in tne ?nil ippines which wore used by the I3RD 

i n  its appraisals for the economic recovery and public corporate sector 

loans. Subsequently, the Mission used the ?RE Bureau contract w i t h  the Csnter 

for Privatization for a key study performed by the f i r s t  aoston corporation. 

E n t i  t l  ed "Recommendations on the Ptivati zation Program for the Republ i c  of the 



/ Philippines" , this study provided significant input t o  the GOP's decision not 

t o  undertake a massive physical and financial rehabilitation of assets prior 

t o  their sale because costs incurred would probably not be recovered. The 

study furthermore stressed the importance of .centralization, sinpl icity , 

flexibil ity and speed for  the GOP t o  succeed i n  privatization. 

2)  Pri vati tation Conference - An international conference 

call ed "Phil ippine Opportunities for Entrepreneurs and Investors (PHOENIX) 

focusing on the divestiture of government corporations was held in December, 

1 995. Tine Conference was f,osted by the Presi dsnti a? Commission on Government 

Reorganization ' ( P c G R )  and involved key GOP officials i n  a presentation of 

investment policies and opportunities. This conference represented the 

launching of t$e GOP's privatization program and the f i r s t  in a series of . - 
marketing activities t o  generate interest in the cssets being privatized by 

the GOP. The Mission deemed this an excel 1 ent opportunity for A I D  t o  be 

pub1 icly associated w i t h  SOP pl'i vati zation efforts and received the assi stance 

of the PRE Bureau t o  financially support this conference. AMPRE Neal Peden 

attended the confersnce a n d  was featured as a speaker, and ?RE recruited and 

financed several individual s ski 11 ed in asset cval uation techni ques who 1 ed 

and  participated i n  a panel discussion on this topic. 

3)  Cational food Authority (NFA) - Since the Mission's 

development thrust is agriculture and rural development, spscial emphasis i s  

being given by ths Mission t o  the privatization of govermnent agribusiness and 

agri-marketing f i n s  such as the National food Authority (NFA) and the 

comoai t y  marketi ng firms such as the Phil i p p i  ne Cot ton ,  Dairy and Tobacco 

Corporations. The former Mf n i  stet of Agriculture formally requested advisory 

services t o  establ i sh a framework for the divestiture of NFA. A review of* the 
- 

NFA non-grai n business operations was made, their commercial vi abfl i ty 



- 9 -  

assessed, net worth and f a i r  prices ranges were established and an action plan 

for ai vesment devsl oped and recomended. The study's recommendations have 

been wsll received by the new Secretary of Agriculture. 

b. Planned Advisory Services 

The Secretary of Agricul ture has requested that the Mission 

fund assessments similar t o  the NFA study for the Phil ippine Cotton (PCC) and 

Dairy (PDC) Corporations. Tine Mission plans t o  respond favorably t o  this 
Q 

request'. 

2. Lons-Ten -- 
a. Ihe Fi nancial Resources Mobil i tation Project (492-0377) 

The purpose of this p-lanned FY 1987 project i s  t o  create the 

envi romwit -necessary t o  mobil iza private term financial resources for 

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

to: 1 ) assist  the government t o  divest i t se l f  of state-owned corporations and 

acquired assets; 2 )  faci 1 i tate the creation of a privately wried mchani srn t o  

channel i nvestmont t o  f i rms sl atsd f w pri v a t i  zation or distressed pri vate 

ii rms; and 3 )  improve the capacity of the capital markets to mobil ize equity 

investnent, 

Specifically, w i t h  regard t o  privatization, the 

nswl y -:roated Asset Privatization Trust 2nd othsr governmental disposal units 

w i  11 requi re assi stance i n  eval uation, fi nance packagi ng , i d?nti  f i  cation of 

iorsign investors and narketfng. The project will provide toshnical 

zssi stanc? in the  i o n  of invesment banking,  legal, accounting, marketing, 

and tzchnical service for the following activities: a )  evaluation; b )  

financial packaging; c presentation of formal opinions on the "fairness"- of 

the tnrms of the sale; d )  preparation of prosoectus; e )  identi fication of- 

ootontial di rect and portfol io investors, particul arly di rect iorei gn 



- 10 - 
C investors , or the larger ent i t ies  to be privatized; f )  assistance i n  

negotiations w i t h  prospective investors; and g ) i ssui ng shares of s ta te  owned 

companies i n  the public se=uritics exchanges. 

In addition to  the need' for an effective governnont 

prf 7atization u n i t ,  there i s  a1 so the problem of finding purchosers for ailing 

busi nesscs. Currently , there i s no entity in the Phil ippi nes adequately 

equipped to "turn around" troubled businesses, and provide val uation, 

purchzser prooosal proparation, and management services on behalf of 

investors. The !-lission has received a proposal for such a "turn-around 

company", which could serve as a mechanism to channel investment into f i n s  

- sl ated for privatization or distressed privately-he1 d f i  ms. I t  i s  expected 

that project funds will provide technical services and seed capi-1 needed t o  

establish such a company. 

While' pri vati ration addresses the short-term problem o f  

non-perfoni ng or insificisntly psrf o n i  ng enterpri ses that consume an 

inordinate portion of the' government budget, there i s  plainly need as we1 1 for 

a ionger term solution which would croate an environment i n  which the 

mobil i zation of private, term P i  nancial resources for investment into 

prcductive enterprises is encouraged. Effective capital markets would be an 

essen5al feature i n  such an environment. Ths project thersfore will a1 so 

provi d s  technical ~ s s i  stance t o  dsvel o p  reconendati ons for specific 

i ntervsnti ons t o  address the pol icy, 1 sgal , regul atory and organi zati onal 

constrafn+s t o  capital market asvslopment, and t o  develop action glans for 

thei r imp1 ementati on. 
- 

b. The kcceleratsd Aaritul tural Production (AA?) Project 

The Mission plans t o  assist  the SOP t o  undertake 

cri va=i ration a t t i  vi zies re1 ated t o  agricul ture through the Karkot Dcvel ooment 



Component of the AAP project, signed i n  August 1986. Follow-on privatization 

ac t iv i t i es  for NFA, PCC and POC further to  those described above may be 

financed, once the project 's  Conditions Precedent have been met, In addition, 

the Mission plans t o  furnish assistance i n  setting-up an asset  disposal u n i t  

for the Department o f  Agriculture. 

c. Venture iaoital  

In the area of venture capital ,  PRE has agreed to work 

w i t h  the Mission i n  identifying an appropriate USAID intervention. We real i t s  

that  the U.S. approach t o  venture capital cannot be applied here a t  th is  time 

because o f  structural economic weaknesses, i. e. a weak capital markst. 

Therefore, we w i l l  be i denti fyinq innovative approaches t o  venture capital 
, 

d e v e l o p ~ n t  and usage tha t  w i l l  probably be t ied  t o  a transfer of technology. 

We will also use our work on venture capital to  strengthen the capital  markets. 
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P~OClAMATlON NO. 50 
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TllE ASSETS TIIEIIEOF, AN11 CnEATlNG 
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ANO.TIIE ASSET PfllVATlZATlOM TRUST . 
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i(norrtalta tnw a~soos~ovm atoact or In. Dropram for tna Rr l lonr l lxr  
t lon of Iho Publlc Coreorrcr Socrorl 

COONILANT that ma translor m a  Promo1 alsoosltlon o f  tl11 Irrpm 
n m ~ a r l o r m l n q  rrsats 01 carlrln povernnlnnr l lnrnclr l  In~l l tuI Io~ts.  rrc 
Crnlrrl l o  Ina rrnrOll l tr l lon at lltssa In~ l l tu l lons  rnU lllr aconontlc 
lacovary program, ma Illrl In IIrm axacutlon 01 llrls talk It Is aetanlla 
10 drvolva sucn rmsoanclblllly uoon r taoclallrad antlly a r l o r~ t r l  t o  III~ 
porarnmanl fltrrnclrl Inrtllullons l l rm~talvrs so 1I1rt 1110 l r l la r  wtll no  
am OlitracInQ an0 tlralr snarqlor alvarlmd l rom Ina v l t r l  concornl of In 
n r r r n l  and suOsl.i~rllva flnartcld onrrallonc~ 

NOW. T I lL f IL fOf lC.  I, CQflAZON C. AQUltlQ. Pratldonl or tlir 
Pnll l~elnar. do na~aoy crraor~ 

ARTICLE I. STATI(MCNt O F  POLICY 
AN0  O IC IN IT lON Of TanMS 

SECTION I. Sl r lumml  of Pollay. I t  mal l  om I l t m  poclcy of Ina Slrtr - 
10 OrOmOla D ~ l V I l l l 8 l l O ~  1ltrouqI1 a11 010arly. Coordlnrlao rna  atflcla~t 
D ~ O P W  101 ma 0rOmot OlcOoslllon o f  Ilra Irrqa nummr of non.por - 
rormlnp rrrats of lna qowrnmrwt I InrncI1 tnstflutlons. 81ra. cartaft. - 
povarnmantsmea er controllad Coroorrllons wrtlcn IIJW haan foun, 
u n n r a s l r w  O r  InroDroorlrlm lo r  I lra,~ovrrnmant eaclol to malntrln. 

SCC. 2. Daf ln~l lon of ~ i t i n c . ' i \ i  u%d In tnfs ~ r o c t r m r t ~ b n  m a  dr 
lass tha conlart otnarwlsa raoutta#. tha Iarmc 

t1) Assats ellrll lnauao (I1 r ra tv ro la t  rna  otnar oollqaglons - 
d m  to qovatnmmt Instltullons lrnoar uaall. Iarsa. lnclamnlty 
and olhar rqraammnts loqallrar wIIII all collalerrl raatrlty and 
011tmr rfqhts (Inciualnq but no t  t ln~ l lad  to I lpntt In ralr l lun t o  
sIl~rms o f  rtocw In coroorrllnns Itrctl as vo l l ~ l q  rlPOlc IS wall as 
rlqhts 10 8 0 ~ o l n I  dlractors n l  c0rLorrllons or olllarwlsm enqaqa 
I n  lna m r t r q a m ~ ~ ~ l  Ilrnraofl qranlad l o  sucll Irrslllutlo~rs by eon. 

- 
tract 0. oearr11n1t 01 law In srcurm or enlarca tha rlqht o f  my. 
man1 of tucn oolloatlonct ( I l l  rar l  r na  mrsonr l  otooorly of  t ny  
Ulna ownad or Itold by qovarnmanl Insll lul lo~rr. I~tc luol~tq sltrras 
o f  slOCk In Coroorrllons. nntrlnad by rrlcn r.ovarnmmnt In. 
slllullons, wnalnar alraclly or lndlraclly, I l trot~+h loroaosura or 
0 1 1 1 ~  mama, In sall lrmrnl of cucn oOllqallonr. (Ill1 cllrrms o f  
stock an6 otnar Invastn~ants hala Oy qovammant Instl lutlons~ 
and (h) Iha porarnmanl Inslltullons thacnaalvrs. wllal'~;. as 
orrant or  cualal r rv eorpnrrtlons. 

(21 Qovmtmant Insll tul lnnl snrll ralar l o  qnrarnmanb 
o m w a  01 controllma coroorrllorcs, 1l11rnclY or ollrrtwlsa. wlta. 
tnrr orqanlxad w spu l r l  enrrlar rr In ma crsa of r orront cor. 
porrllon, or u- 'rr pmarrl law as In 111a er t r  01 r IuDtlalrry car. 
oorrtlbn. 

(3)  Commlilra shall rr lar l o  Iha Commlllaa on Pr lvr l l r r l lon 
constltu~aa unanr wlt ~roe l rmrr lon .  

(4) Ass** allooslllon rn l l t y  strrII rofar l o  any qwarnmtnt 
rqrncy, Inclualnq povarn~t~rtr l  binws. couclllcrlly aaclpnrlrd or 
ConlrrCIaO by ma Comnrlttoa l o  earform lha dlsooslllon 01 
bIW11. 

(5) Prcsldtnt cnrll marn lna Pracldanl of l n r  RaouDllc of 
tna Pnlllo~lnas. 

(6) Trurr mrl r  ;narn I h w  Assat PrlvrlIrr l lon Trust crarlaa 
unow Sac. 9 naraln. 





! 5EC. 11. Sottrcltt~ an0 A00)lClllOn of Pun01 ov ~ h r  T ~ t l .  Tnr crol. a 
Irl rttd wOIHlnq IuliOs 01 11tr T t l t l l  1Ita1I C 0 1 I l I l l  011 -- - (1) Thr rmounl  o l  N lnr lv  Mllllott Prsor (P90.000.000) 

1 chrrqoab~r rqrIt111 tltm 01tr Httndrrd Mll l lon Posos (PlOO,O00.000) 
: roOroorlr l lon I t t l r t ~ J r d  lor 1Itr Asral Dlrooslllon Trusl unarr 

Prrslnrnllr l  Ooo r r  No. 2030. wctlch IIIJII b r  u u d  lor c ro l l r l  . rcqulslllons aoprovrd by I lrr Contttllltor. and l o  covrr rarnlnll- 
Iral lvr r rorncrr .  Inclualttq I l torr lor  IItr Itlrlnq o t  roo~rIsrrr. 41 - : ntry Dr n r cu r r r y  lor 111 ~ I l r e t l v r  and r l f l c l r n l  oorrrl lonsl rs 

r : well as 10 rdvmtcr for exornus of srcurlnq. consowlnq. m d  
1 nlr ln l r lnq rs l r l l ,  and wort* I t rcr l l r ry.  oorrrl lnq lllr r l ra t  orlor 

10 111 dlsoosr l~ 
I (2) Amounls r i~ l l to r lz rd  uttnrr Saellnn 34 of lnls Proclamr ~- llon l o  00 orclsaa l rom Ihr  orocards of d l s n ~ t l l l ~ n  rna  r r l r l n rd  

by 111. Trusl, as r w r r o  uonn wlllr l l r r  Co tnm l l l r r ~  

- m 
(31 Sunrrournl rrtnurl roptonrlallnnr unorr l h r  Crnerr l  

AOOtOn~lJIlOnl AcI..rr well as luttdc wlllch may or ru lhor l r rd  
by I h r  Prasluunl In rccorornco w l lh  I r w  l rom unurrd or  rvr l l rb l r  
a1 ttcrs In I h r  Grnrral Aootoorlr l lonl Act: 
q4l Excornrl l~tnol t iq rrslslrnco. whnthsr In Iltr lorm o f  

Ioattc, grant1 or Olltrrwlsr; wi~lc l t  l l ~ r  Trttsl wIIII tho nnorovrl 01 
111. Contmlllnr ntay lourcr or oolaln Itont anotonflr ln Instllu. 
IIOtts, OOnlelIIC or .10rrIq11, b l l r lmr l  or ntul l l l r l r r r l .  qovarnnlrnl 
or 011vrIa. rucn as 1hr Inlrrttr l lonr( Bmtk lor  Roconrtrucllon 
m d  ~ov r l onmrn l ,  Aslrn Dwr loomrnt  Banlc, Unllmd t l r l lons Or. 
volonmonl Proqrrtn, and cotntnrrcla4 mnkc and lnvr r tn tml  

, nousosl and 
(S) Wnrrm nrcrssrry and sublac1 l o  l h r  orlor aoprovrl o f  Inr 

Comntlllra. Irrvlco Ires lovlad on I I t r  trtrslrrd rsull In rucn 
rmounu  as may or r o o r o a r ~ r ~ o  and rrrsonrolr. 
5EC 12. Powrrc. Thr  t r us t  snrll, In l l t r  dlschrrqr o l  Its rrsoonslbL 

Illlol. Ilavm Ill* IOlluwlnq Powerrr 
( I  To lormulrlo and, r l la r  rpotoval by  IIlr Conlnll l lrr. Itn- 

n t r tnmt  r oroqrrm lor Ina alsoOrlllOt\.ol rorlt I r r n r l r r i r o  l o  I t  
unorr  1118s Proclamrslon. ~ t t c ~ t  ororram so o r  comolnlra wttnln r - orr lnd of f lvr y r r r r  l r o m ' i l ~ r  d u r - o f  111. lraurncr OI'I~IS Ptoclr. 
m r t l on l  

(21 SUOlul 10 111 havlnp r u r l v r d  In@ Drlor w r l t l m  r o ~ r o v d  
of  Ihr Colnntlllor to  s r I I  luch rssnl r l  a OrICo an0 on Iarrnl o l  
orymrt t l  ant0 l o  r early alccIocod l o  111. Cottlmlllrr. to  s r I I  rrcn 
rssrl r r l r r r r d  l o  I t  by Inr Cotnntl l trr t o  lttclt o u l y  atto on tucn 
t r rmr r l  I n  Its alscrollon are III I n r  ball I t t l r t rs l  of l h r  Nrl lonal 
Covnrnnrrnr. and lor  c l~cn otrtonsa l o  r r r cu lo  and Orllvrr, on ba- 
half and In tnr  n r tn r  o l  Ihr Nr l lonr l  Govrrnmrnl, rucn or101 o f  
sale, COIII~JCII rna  olnor Itrstrummtc r r  may a0 nrcrsrrry w 
r o o r ~ o r l a ~ o  l o  convry l l l l c  to such JSIOI~I 

(31 To lame IIlIr l o  atto oossetrlotr n f  r n a  l o  Irk* such strot 
1s may ba nrcrsrary l o  cotrsrrvr rrrols I r r r~slr r rad l o  I t  by  IItr 
Comtltlllnr, IncluUlng. wllltottl I lml l r l lo~r.  l o  ov r rn r  Inr . 

lnqc ott m n r ~ f  01 ma In III~ nrmr  of NJllonJl a o v r r n m m i  for 
tho rreovrry and orolacllon o l  lucn rsrr t r l  

(4) Sub lu l  l o  111, DIIOI ~ooroval  of 11tr Commltlrr. l o  
unorrtawe In r  r r l l ro l l l l r t lon of such rssrls In Inslrttcrs wnr r r  
sucn rrnrbl l l l r l lon Is nrcrslrry l o  consr rn  In* vr lur  of rucn 
rscalr or Drrntll lnalr irlr. 

(51 To rttorqa such r r l r r n r l  r r p r r l l l r  r l  may ba nrcrssrry 
for I t  I0 fUlIII1 Its LJlM: 

($1 To Irrtr Or own real r t td orrsntlrl ~ l o o o r l y  l o  Ihr rslmnt 
rroulrea Or r l r t r l l ra by Its luncllotts: l o  corrow nronry and Ittcur 
IUCII 11~0~1ll1as as n1.v O r  ~ r r s o ~ t r o l y  nccrssrry to o r rml l  I t  l o  
carry oul  I n r  trroonrlDlllllas Itnoosrd IIIIOII Il under I h l l  PIOCIJ- 
mr l lon t  to  r .u lvr  and. collrcl Inloreit. r rn t  r no  olhrr  Inemte 
from Ill# caroorrllottn and rsrr l r  l t r ld  by I1 rrtd I n  asrrclsr In a*. 
hal l  o f  Ill* NJIlonJl Govrrnmrnl and l o  lltr o r l r n l  tu lhor l r rd  
by Ill* Commlllrr. I n  fosorcl of suclt cotoorrilotts r nd  rssalr. JII 
rIq1111. oOwr11 and orlvllrqrs o l  owttr r~l t lo lncludlnp I h r  tb l l l ly  . l o  comorontlsr and relrrsr clrlms or I r l l l a  1110111l111. at10 olnrr- 
wlle l o  do u3d orr lorm any and all acts l h r l  ntry D r  n rc r l t r ry  
or oroorr l o  carfy out I n r  ~u rooc rs  of 01Is Proclrmallont Pro- 
VIOIO. nowevrr. tnrr rnv oorrowmq ay tna  rust IIIJII bo IUWCI 
to the orlur rootovr l  by tn r  mrlor t ly  v o ~ r  01 Ih r  mamars  of thr 
c o m m l l t n ~  

(7 )  To rooo l  Ils Ittrrtnml rttlrs rnt l  rrqulrllonc, l o  raool. 
r I I r r  r na  u l r  r crrl wnlch r l l r l l  or jttalclrlly nol lcrol  l o  rnlrr 
ln lo  conlrrctr l  l o  suu rttd ba curd, and 

.(a) TO cuontll nrrlodlc raoorcs I n  Inr  Commlllnr on Ihr  
11rlUI 01 Ihr OlcoOtlllotr oroqram uftorr 111 frcoottslblllly. and 
such olnrr  t ~ o o r l s  as m r v  O r  rrotrltea by llu Cnlttmltlrr. 

SEC. 13. f r r r t t l l r l l lv  o l  Tr t r i l  Cunollonl. Thr rr l lotrr l lzrl lon o f  l l t r  
povrrntnrtrl corporrlr wclor Is doamoo l o  or r cr l l lcr l  concern o l  qov. 
trnmrnt; and I I t r  Trur i  In uttdarlrklnq III~ tasks 01 dlvosltnrnt an0 orb  
vrllzallon tnusl qlvr our r na  proqntallc rrqsrd l o  In. orrlaroncrl Jnd 
rnotlvrtlons of IItr motkr l  for IttvarllDIa DINIIO crp l l r l  Doll1 In I h r  
Pltllloplnrr an0 ovrrsors. JCI wl ln dlcorlcn OII all oroalrtns r t td opnw- 
lu~ t l t l rs  wltlcn tnry contr brfo8r I t  to lltr rttd that 111r ublectlvos o l  l i w  
Trust r ra CottIolmlra wl lh ln I l ia fIv*.yoar patloo ntrttdrlad It1 Srcllotl 10 
hrroof. Pecordlngly, In* T ru l l  111~11 O r  m a  I s  I l r t rby r ~ c o l d o d  Ill@ 
wlaaar I r l l tudr  01 l l rx lb l l l lv  m a  rulonomy In Its oorrallonc. orrl lcl l lrr- 

. . 
p rov~ i~ons  or I~II ~ r o c ~ r n t a i ~ o n .  

SEC. 11. Trurlamr. Thr powrr l  and lultcllonc o l  III~ Ttu't sltrll O r  
rxrrclsad coll#qlrlly by J qrauo 01 Truslrrs wltlcn shall bo composaa o f  
J a l r r  Esocttllvr T r u r ~ r r  an0 lour ollcrr A t r o d r l r  Exectrllvr Ttustrrsl 

Al l  01 111r Truslr r l  shall br  rooolnl rd by I l t r  F:stlclanl, uoon rr. 
cotnntrnorllon ol  lllr Commlllrr. Tltr TIUl lor l  c l t r l l  w v r  on r lul l- 
I l tnr oar11 for I larln of uo l o  f lvr yoarc, hu l  In no  caro lonpor llir8r tho 
larm o l  er ls lmcr o l  I l t r  Trusl. or unlrss coonrr rol lrvro by tne Ptrtl. 
amn I. 

SEC. IS. Ourllflcrllanr. No oarson ~l tr l l  Do aooolnlml r TrusIrr 
UIII~II 11r 1s of 9000 moral c ~ t r r r c ~ r r ,  o l  uwuasl lonrolr  I t ~ ~ r q r l ~ y  and 
retDonslblllty and of rrcoqnlrrd ouslnrrr cnlnorlrrlcr. No Qlrrclor, 
O l f l ~ r r ,  consullrnl or cloclcltolorr of coroorrllonr conll l t t l l lnq or  - 
nrvlttq an In letel l  In rssrlc held by Inr Tturt may no anpoltrlod Truclor. 
E ~ c o O I  as may O r  conrldrrod nocolury 111 r e h l ~ ~ v r  Ihn ~UlocI Ivrs of 1111s 
Proclrn~r l lon,  I n r  Chlrf Errcullvo Trtrslrr m a  1110 A?soclrlr Sxecullvr 
T tu t l r r r  chrll no1 slt on In* bor td  o l  dlrmlorr or o ~ t ~ t r w o r  o r r ~ l ~ l o r ~ r  
In I n r  a l r rc l  m r n r r m r n l  of corowrllons conslllullng r s n t r  Irrnsfrrrro 
l o  Inr T ru~ l .  

SEC. 16. Rrmovrl. Tna P r r t l dm l  o l  II tr AtIIIoolnrs may rrmocn m y  
TIUII~ lo t  acts IIIJI rrr Irruaulrnt, unlrwlul  or mut l l rs l ly  o ( roord  l o  
IIlr outmosr of 11111 Proclrtnrllon or I f  111r n t a n h r  u r r r l  to Or ourl l- 
l l r d  l o  b u o m r  a Trusirr Un0.t 5 r c l l w  14 of  11141 Pioclm~rtlotr. 

S E C  17. Vrornclrr. Any vacancy c r u l r a  by Ihr O W h ,  rrslqttrilon 
or rmmovrl o l  any Ttuslrr mal l  b. Illlrl by thr ropnmlmanl by l l t r  
Prrr larnl  of I h r  Phlllonlnrr of r n r w  mrmblr ,  wno cltrll srm lor l h r  
unaxoIra6 DOtllOn o f  \ha l r r m  of the pfwlous mrmrar. 

SeC. 18. Mrrl lnqt, Quorum. TIIO Trur l r r r  snrll m r r l  rc  f r rqurt t l ly  
r r  I# nrcrsrrry l o  dlrcltrrqa 111 rrsoonUltlllllrr. O u l  lnJl l  ma r l  r l  lorst 
wary two wrrk l .  Tbr orrsr~tcr  01 I ntrlorl ly o f  lhr T ru r l r r l r l l r l l  con. 
s t l t u~ r  J I W O N ~ ,  rno  lllr concurrrttcr 01 r malorlly of the T tus~ror  
present r t  r mw l l nq  r l  whlcn r ouorum rrlsts mall nr  roma~trtr lor #try 
aez1r1011 by 111r Trtlslt Provlard I l c r l .  w l w r  Inr mrl ler  1nvdv8r r or* 
poml lor  dlsooclllon or r~h ro l l l l r l l on  o l  any rssrl. l l t r  unanlmlly of  all 
In# Trurtras cltrll O r  nacrcsrry. 

SEC. 19. Cotttprnsrlton. Thr !task ccmoonntlon r n a  oll trr r t~rolu-  
menu  or I h r  Cltlrr Exrcullvr Tru t l r r  tno  hls olhrr bsnollls 1nJIl O r  
noqotlr lrd b r l w r m  klmsrlf rno  l l r r  Comml l lu .  Tho rmotumrtrls of 
Inr h o c l r l r  Eracullvr Truslrr snrll D* f lxra by lnr C h l d  Eatacullvr 
Tturlor wl ln tho roorovrl or  I h r  Commlllrr. In both Instmcrr, I t  mal l  
nrvr  thr roorovrl 01 11tr Prasldrnl. 

I n  vlrw 01 lhr l lm l l r d  l l t r  o f  Inr Trctlr at10 Ih r  n r tu r r  01 Its func. 
Ilonr, lhr Pry rcrlrs o l  thr Truclrrr and o lk r r  offlcrrs m a  rmoloyrrs 
of Ilto Trur l  mall b r  rx rnmt  l rom I h r  I l l n d ~ r d I Z ~ d  salary serlr t n d  
oocltlon drs1 I I I~ l lo11 0tIICIID.O By In* Orl lcr of Comwncttlon and 

, Polltlon Clrsl l f lcrl lon and the rl lqlbl l l ly m a  OlhW r rou l r r~nm ls  of thr  
Clvll Sarvlco Comnllrslon. 

A l l  OI~OCIOII@ I r rs and olhrr  Inc51-1 rcuulnq l o  r T ru l t n ,  ofllcor, 
or mcoloyrr o l  I h r  Trurl. rrsulllnp ttom hIr n l rn~mrsh lo  on l h r  borrd 
of m y  01 I?. coroorrllocts unoor tlrr ratnln l t l r r l lon or conlrol a1 In* 



TIUII ~IIJII ACCfUm LO III~  rust. WIIIIOII~ o r ~ ( ~ a ( c ~  10 III~  rust orovldlnq 
supplrmonlal rrrtturterallon 10 011t01 1 1 ~ 1  Trustrrs lor sucn rod l l lonr l  
resnnnslhlllllcs atttallad by IIICII rnornlmrsltlo. 

SEC. 20. Eaerclse of Atrllrotlly. I n  I l t r  r r r r c l r r  o l  l l ta r u t h a l l y  
' 9rrnlrU l o  11 w U r r  IItO Prourtnrl lo@t, Inr Truslrar t l lr l lr  

1 11strm welt lnt r rnr l  t u l r l  an0 rm~uIaI Io~tr  JI In. Truslaml 
may doern r t n~ r r r r r y  or conva~tla:t lor I k m  oroorr QIScltarp~ nl ' 

l n r  lcutcllonr o f  111. Trustl 
(21 E ~ t l r r  Ilcto mr r t r q rmw l  and nrch olhar co?lrrclr rr may 

ar rooroorlrtn: r na  
(I) 0ov.10~ 11s own clr l l lr tq roqulro~nrnlt. r n d  lor 11tIr nttr. 

pou.  rponlrrt. ramow and fla IIM rrnrrmerrllon 01 prrrortnsl o l  
IIW T rust; provlord IIIJI rs l 4 I  JI O ~ ~ C I I C ~ ~ I ~  I t  s t t o~ la  rely Irrgm. 
IY 01% srconarttmnt I rom qovrrnmant an l~ l l r r , u l t a~ r tak l~ rg  tm~r~me 
luncllons, m d  on qurl l l lod or lornr l  rroarllsm In m advllory 
CJ~IJCII~ rnd  081 r contractor1 brtlc. 
SEC. 21.  Lqrl  Counsel. Thr Mlnlrler of Juallcr sItaI1 ?a I h m  ar- 

011~10 leqrl ravlsrt l o  IIte Trurl. 

~ R T I C L L ~ V . O ~ C ~ A T ~ O H A L P ~ ~ O V ~ S ~ O ~ ~ S  . 

SIX. 22. Trrnrler o l  arnrtr. Tltm Comrnlltrm t n ~ l l t  
11) Arra#cp. lor III~ trrnslmr to. and avanlurl dlsoos~tlon by, 

I l t m  NrtlO(tal Covornmont o l  crrtr lrt noo i~er lo r~n l r tg  rssrls o l  
govarrttnr~t~ fInrctcla1 Inslllullolrs, r l  ri iry & aalrrttrllced under 
larmr mulually rccoolablm l o  all llto orr t lo l  concstnnl, and 

(2)  atratrqm for 11tr ~IIOOSIIIOI~ of CO~IJII~ qovarnmarsb 
OwllmQ Or C O 8 t l t O l l ~ d  CMOO~JllOn~ WllICIt ItWO OOWt aDplOVmd for 
LIIws~~IYII UY IIta Prarldrrtl o l  l l t r  Plrlllgolnnr; Frovlnrd, 1ItJI 
th r  m r l l a  of rooroorlrlm vr lur l ton oroadur r r  lor rucn WMIfWS 
01 arsacr Ut r l lb .  clolrrrnlnad by We Comrnltlm. 
i h b  IWIIII 01 Ira1ts18: 01 ar1r11 may Ineludr rnoroorlrlm t r r r nw-  

mrssr for IIta coctslanalton Iltrrmol, Irtc~udlnq b u l  no1 I lntl lod l o  Iltr 
rssuntotlort by 111. Nal lonr l  Contnrnrn l  01 wen Ilrbl9lllmr of IIt. gov. 
mrnmwll Ilnrnclal Insl l lul lonr rndlor  olltmr gorunlnanl ColDotJllOnS. 
wnalllrr r r r l  a conllrtqmnl. 

Thr  Nr t lonr l  Covrrnmonl. tltrouqn the Rr r ldmt .  Is Itmrroy rulnar. 
lxrd l o  orumm Ute ob l lg~ l lonr  o l  pon rnmrn l  Ittrlltulloctr lnclualnl  
11tosa aur l o  III~ Nal lnnr l  Comtnmrn l  on I r r t~ ts  and l o  llu r n t r n l  be. 
lorrnlned ay the Prrslc(onl. on Ih r  raeommond.lIon 01 Ihr Mlnlslrr of 
Plnrncm, l o  Im w r o r ~ ~ l a a  by tna l r rn r t r r  of r r r r l l  f rom r u m  Inll l tU- 
l lonr o~crsttrnl 10 mls hoclrmatlon. 

The Pfmtldonl Is Ilkawlm aut l~ot l l rd.  In Ilte I~no l rman l r l lon  o l  the 
oroqram o l  prlvrl lrr l lort o l  csrlr ln govrtnmmt corootrl lonr CImJlrO 
unart sorclrl law, wnmllrmr oatenl or tuoslolrry. l o  rmrnd  In* corm 
oorr l r  clta8trrr Ilrmraof so as l o  Iatmtnr l r  11trIr caoorrlm ralslmncr( 
Ptovldmd, t l r r l  wen rnmelrlly chrrlorrb cor~oral lons soall 01 sorclllcrl- 
Iy  lartcl l l lrd rttd roorovrd lo r  dlvrrlmanl, dlssolullon, conrolldrllon, 
muqmr or rrqulrr lratlnn ln lo  r rroulrr Ilnr rdoncy wll lr ln 118 mOnlll1 
l rom o r l r  o f  Isruancr of IIrIr Proclmrallon, r n d  Flovldad, lurlhrr, that 
IItIr JUIIIWII~ to I r rmlnrte I h m  corporate ar l r l r~ tca  o l  r u m  coroara. 
tloor crsrrrd unanr rpnclal I r w  mall am ramtclsod wl l l l ln  llvm ymrrr l t 0m  
arm 01 11111 proctrmrtlon Jnb In no arm beyond the I l l r t lm r  01 lna 
C o m m l l l r  or the Trust. 

SEC. 23. Meclsrnlce o l  T r rn t l r r  o f  A118lI. A r  soon rr orrcllcrhlm, 
Out n o r  IJI~I Inart sln nlonllrr I r o n  III~ dale of I I t m  I~ r r tmco o f  11111 
Prouaunrllon. tltr Rel ldrnl ,  rctlrtq tltroualr l l t r  Conrmlttra on Prlvr- 
I lrrt lon. c t t r l l  Idonllly itrcn r r s r l i  nl povmrnmmnl Irrt l l lul lonr Js JOr~r0- 
prlala lor prlvrl lral lon rna  dlvaslmrnl In an rootoorlala In r l rumrn l  
drscrlblnq succt r r w l r  Idanlllylnq I I t m  loart or o l l t r r  l I ~~SJc l lO I t 1  
p ~ v ~ n q  t ~ s r  10 111m I~COIVJOIH, oollqrtlons m a  o~lcmr o t o o w t ~  can. 
Jl l lul lnq rrsrls l o  O r  Irrnrletrmd 

TItr C o r n r n l t t ~  cctrll, l rom h* 1111 o l  rssrrs orrmmd a ~ o r o o t l r l r  l o r  
dlveslmml, Ianrtllly arrrls l o  or Iranrlurrra l o  l l t r  T rur l  or  l o  O r  re. 
latrra l o  111s qovwnntmtll .Instllullonr In r n  roo tow l r l r  Inrlrumanl. 
wItICI1 croon arrcullon by Ihm Camtnll lm sltr l l  conrtllulm ar lhm onar- 
allre LCI 01 ~ral ts l r r  or r s l w r 1  of the r~se t r  oeacrloro IIterek. and Ute 
Trust or lnr qontnrnrnl  Inslllutlon may Illrtrctoon oracre0 w l lh  lllr 
dlvnslntrn~ In accornance w l lh  \Ira orovlslonr of tItIs Proaamrllon and 
tho gulQellnrl Irsuad by IItm Commlllaa. 

Nolhlnq I n  lhlr Proclrntrllon snallc 
(11 Allact l h m  tlq111 o l  llta N J I l O n 4 l  covarnmrnl l o  ourrum 

Ihs an lo tumonl  of any aalm o f  a povrtnmmt Inr l l lu t lotu In 18. 
soacl 01 W In r r l r l lon  to any asset tranrfrrrrd l~rtmuttnar~ 

(2) I n  r r l r l lon  l o  any asOI hr r ray  rrslqnad and translwrrd 
l o  Inm Nallonrl Govmrnmrnl 01 wnlcn a qowrntnrnl Insl l lut lon 
Is Ih r  orlplnrl croallor. glvr rlrm l o  any novrl lon or rmaulrammt 
l o  oalr ln lhr conrrnl of  Ihr oa0lorr m a  c c 

(3) In t r l r l lon  to any S I w #  Of stock or m y  Inlarmrl tnrrrln, 
plvr itso t o  any clr lm by any olllmr ltoCklrolarr lo r  rnlorcrmmnl 
0 1  rlgltlr 01 prm4nipllon or o l  I I r l t  rrtusrl or olltar slmllrr rlglsls, 
It tr orovlslon o f  my I r w  to  (ha contrary nocwllllalmalng. 
Wnafr l h r  conlrrc lur l  rlphlr 01 craaltorl o l  any o l  In8 qovmrnmrnl - 

Instttutlonr Involved may D. a l l r c l r d  fay the rurrclar of I h r  Commll l r r  
1 or 1I1r Trust 01 lhe oowmrr w r ~ t l o d  Ilrtrln, I I l ~ C o m m l l t r  or  Ihm Trust . 

snrll car l o  I t  that aucn rlpnls arm no1 I ~ n ~ o a d .  
SEC 24. oaras of aolqnmrnt. € t i n  qovrrnmrnt Instltutlon from 

wnlcn acsatr rtr to o r  translarrra ~ u t r u r n t  to thls Praetrmailon *t%a11 c - - - - . . - -. . 
art0 Is nrrsoy dlrocloa l o  oroclllr. oromvlly alto In n o  rvrlct lalmr Iltm 
t lWly  day1 & l IQ  IItm ISIUIII~ by I h r  Prmildonl o l  t l t r  r r l r v rn l  Instru. 
man1 r r l r r r r o  l o  In Srcl lon 23 I torr0l.r amma of asrlqrlrttrnl In favor o l  

L 
111r N l l lona l  Covrrnmrnt. wnlcn snrll, In rnnrrar  tltrrrto. asurlbo, 
rccounl by rccounl, lnr nr lu t r  and r a l r n l  o f  sucn rrsr l r  an0 l o  dr l lvrr  
l o  Ihm Commlllmm lucn rpr-mrrlls. Inrtrumonlr. rrcorar and olnrr  
p rmr r  In rrrnoct of rucn r r r r ~ r  rr may b r  arr tnrd by  1110 Commlttro 
to  or trrsonrnly nrcoorrv or JPP~OOIIJIP. E r a  IUCII amad of rutgn. 

.man1 mall consll lulr lhm Mlnlrtrr o f  Fltrrner In r*orrcrnlaIlon o l  I h r  
Na l l o~ l r l  Covmrnrnanl r r  allotnay4aJrcl 01 I h r  povarnntrnl Insl l lul lon 
olnoowerrd t o  l r k r  suclt rct lon mu d o  rucn Ilthtpr rr may O r  nrussary 
or aarlrrnla 10 contolld.tr JnQ'O~thCl. t l tr IItIa o l  t l tr Nr l lonr l  Cov. 
rrn~nmnl to  such rlrmls. rauQs11tq lor  t m  0~1001 ,  any ma all sucn 
rlqltlr ma Drlvllm(nl,' JPocrlalnlng l o  11m Iranrlrrorqo~rrnmmctL In- 
slllullon, ourrurnl l o  111m Pro+lUonr o f  roo1I~ab1a law or contract. 

A CODY of  ruen dead 01 mslqrunan:. tagalltar wlt l t  o=cor~t: Iron; I:: 
- - 

annaxrr M¶Ctlb ln l  parllcular p o o r r t p  to  be ttrnslmrrra, aicty c8rtl l lrd 
to  be trur Oy lna roororrtlJlm O l I I C l J i  :mtora r notary puollc or oltcrr 

, , o l l l c l u  ru lnor lxM by  Irr l o  rom ln l r l r  uLLIhmul povldm sutllctonl 
oarll to r r 9 I ~ r s  o i  anas, I ~ r r t r f r r  rqunlr 01 c a r o o t a ~ ~ ~ t r  ana o~ l tn r  
persons aulllorlxmd td l rrur W l t l l u l r r  of IIIItr, l nuo r  of stbck r r ~ d  
o ln r r  w lemnu of  IIlIr l o  I sw r  new CmrtlllCrln. rltrrnr of r loch o r  ol l trr 
Irtr lrumrnlr rv16rnclnq IIIIe l o  l h r  rorll so orscrlOod l o  m e  In l l t r  
nr tnr  of llta Nr l lor t r l  Covmtnm.ot or I l r  duly aulltorlrrd roanl. 

The t r an r t r  o f  m y  JIW o l  pwmmmrni  Inrtl\ullortr dlrrci ly to  tha 
nr l lonr l  govrrnmmnt r r  rnrt~Ualad I t r r r ln sltall ha lor tho purpose o l  61s. !! 
ooslllon, llauldallon rndlor vrlvallrrt lon only, any Irnoart In tho cover- s- 

Inq amaa o l  Jsrlpntrtrnl l o  Ih* conlrrry nolwllltrlancllng. ducn lranrlrr, 
Iha t r fwr .  SIIJII not  o m r r l r  l o  rworr  such rssotr ru lo~t r r l l c r l l y  l o  l h r  
qmnrrrl fund or l l t r  nr l l01~JI  Drtrllnony. ma snrll no t  raaulra snrclllc 
rnrbl lnq Irqlslallon l o  ~U l l tO r lX~  thrlr ruosrournt IIIPorlllon. Ouksltrll 
rmtnrtn as duly ropropt l r l rd  oubllc p rowr l l r r  earnlarkad tor rolgn. 
mrnl. Irrnrlmr a c o n m r t t c r  undrr  tho slpnaturr 04 I l~r Mlnl l#t  oc 
f l n rnc r  or h ~ r  duly r u t l t o rma  r r o r n r n ~ a ~ ~ v r ,  wno IS ~tarmoy aumor. 
k r d  far Ih l r  ou r~om,  to any dlmorl l lon ro l l l y  rooravra by the Com. 
m l l l r r  ourrurnl  t o  1Ire orovlrlonr o l  l h l ~  pro clan tall or^. 

SSC. 2s. n m r i r n l r r l l o n  o f  TNIIW~ CoroaraIIanu. In orarr t o  rllar. 

tlla Cornotatlan coda WIIIUI arm ~ r r ~ c i t a t r r a  l o  kite Trust, WIII; ih 
crnlrr l lxatlon of thr  raarclsm by thr qowrnmrnt of Its ownsrslblp ,011 
ovar ~ICIS coroorallonr l h toum lhm Trurl, lh l r  Roarmal lon  orour lm , m a  manartas thr t t  

(1) . A1.01 1Itr rf lmcllrr l r m r l u  of t l l l r  ovrr sucn corrrora. 
tlons to  rl tr t rur l .  nan4lock orrrnt  qowrnmrotsvwra  or con. 
I ro l l rd ~or0011110nl 1~~111f . (~~d l o  I l t m  Trust may. I1 r l l l rm ra  by 
1I1a Comrnlllm, m convmrlad ln lo  stacu corvorallonr and l l r r l r  
varlour cltrr lrrs rrr I lwsW exormslly rmrnamd l o r  IIrIs ouroosrr 
racn nlch cOrDorrlionr In haw lhr l r  rororcl lvr nmlworll~s. t l l r r  . 
O w  bd)u8tmrnl oursurnl t o  Socllon 13 nrrrol ,  Plvlooa ln lo  com- 
mon rnr r r r  of stock r l  Oar vrlurr r l  delrrmlnrd by  IItr Trur l l  . L 

- 

i ' ' 



(2 )  Ercapl  as may be o l l t o t r l n  aIIermlna0 Dy In. Trust, 
ln8 numcar an0 comooslllon 01 Ure Olllsront aorros of alrac- 
lors,.or ~rus t ro r  01 trtr*lesd corporrl lon j t i r l l  be I I raa r l  l l v r  (51, 
jlrr provlslons o l  l l ~e l r  rssoacllve orrrlers or rr l lclrs of Incorno. 
rallons l o  111e contrary nolwll lrslmOlrrq~ PlovWoa, Ilia1 lltls cuo. 
tecllon sn.11 1101 rPDlY l o  powrnnrotrt cocoosrllotrr r l l l s  nrlna. 
I\y VI~VIIO cttrtettaIour1 4na ~ r o v ~ d r d .  IurInrr, IItrt Inn boar0 
rnartibrrcnlp coats m a  oI I IcrrsIr I~ ooslllons, rr well r l  the IIIeUfn- 
bents Ihrreol, may eonllnue unt l l  sucn l lme rs Ihm Tlusl lhrll 
nrv* orelaaa on r rc l l  of  lne lruslooa cormaltocts. 

(3) T l i r  clrrlrman rna  ~natnMrc 01 Ilia board 01 dlrrclars or 
Trur~ees a110 tne pcaslaonls or ctrlel a~rocutlve olllcers o l  IIIe 
trtrsima corporrllonr ma11 h ropa l l l lod~ (a) In the care 01 
pwonl cornorrllons, BY t l i r  Commtlleec and (01 In the u s *  01 
cu0sIQIrry or ~1111151~ coroora\lonr. w the Trust. I n  both In. 
stances, 11 mal l  trrvr lha pooroval o l  the Presldonl. 

( 1  Tlre Trust i n r y  caoulre any one of more 01 II;~ IruclaO . 
corparrllonr to  poop1 m d  Itno;ornml cos l~e0uc l lon  morrures 
lo entrattcu Iho vlr8l l l ly. and llieralnr* llto dlsoosablllly O l  e~nih 

. 
corporrt1ons, 10 nnlantlat huyors: u t o  rucn mrasurrs may 10- 
clunc oettortnel cotrrnelt~natll DIJIISI 

(9) Tlte True1 may dlr rc l  any one or .rll 01 I!: i Iul lae0 ew- 
porrllons to tubmlt l o  It wllnln reallsllcrlly l l ~ b 0  tlma-trol*s, 
sucn rooorts and otner ln lo tmr l lon  as tlrr T ru l l  n t ry  traulro In 
lna r r a r ~ l s o  01 11s ornersnlo r n a  alrootltlve rotrs over turn 
coroorrllonst an0 ' (81 The Trurt may cruse Irusto*a corowrllotls orprn~tmo 
lhrou91i ins  Coroorallon Coor l o  unartqo rrorprttlralloarl, 
merprrs, eontollorllonr, 10 ln4 l s  m a  ollter corooface r o l l  ul 
slmllrr nrluce r a  1I1a Trust may oaam nocorrrry or Oastrrblr 10 
naslan alrooclllon or. prlvrllXallon. orovlded l l t r l  lucn ntrlur 
coroatala acts sliall coulorm wl lh  Inr orovlslonr of  IAr COr. 
oorrl laa Cooe where ron l lub l r .  m d  snrll In m y  crsa IIJW lhr 
prlor aoorovrl 01 lnr Colnntlllm. 
SCC. 26. Commlttrr l o  Oerxrmlne Translor Vrlur. The Cummlllre 

Is nrrroy varlrd wl lh lull m d  complelr powers and oraroqrllvos 10 
oelormlne lnr vrlu*r. o l l l r r  Icrms and conOlllons, a l  wtrlcn povrrnmenl 
eoroorrta astrts and Ilrblllllas tnr l l  oe Irmslerraa ma convevad l o  Ill* 
Trust purruant to III~ manorla of  Inls Prodamrtlonn Frovlnod, IIrrI, 
any vrlurl lon rporovaa Dy In* Conrml l ln  lor  ouroows o l  Ill* I r r r~s l r r  
l o  tnr Trust snrll not  be aromea rs r condonrllocr 01 r n y  oDllqrllon 
o i  any tnwa oarty Involvra. 

SEC. 27. Au lomr lu  t r rm l c r l l on  01 Emplmyrr.Cm oloyrr n r l ~1 tonS  
UOOII 11ir $110 or olner altoosltlon o l  the ownaoItl0 rrtdlor conuallln9 
lncerrst o l  1110 povor~rn~rnt  In r corporrl lon Itald Dy In* Trust, or all O r  
~uUIIJIIII~II~ 411 01 1111 rrseta 01. sue11 corowrIlOn. Ilrm rmolovrr- 

, o~ t i o Io~ ro  rrlr l lons oetwsrn Ina povemn~ent m d  llro olllcors an0 oltler 
Q~IIOIIIW 01 cucn co too r r~ lo~ i s  shall lermlnrle by onarallon 01 law. 
Nonr 01 cucn olflcers or rmotovers ~ n r l l  retrln any v*slr.O tlpnl l o  
IuIurr emplofntsnl In llro nrlvrl lrea or dlsoorrd COrp~lJllOn, m a  In* 
now owners or controlllnq Interest nelanrs I l w r o l  enall IIJV* lul l  and 
10soIu1e Olscrellon l o  r r l r l o  or dlsmlss l r l d  nlllcers rnaemdoyer r  m d  
l o  nlrn lnr rrolrccmenl or ra~ l reemenl j  o l  m y  on0 or all 01 Illern r S  
(lib o(r8sure JIIU cunOOancr 01 sucn owner) or controllln9 Intarerl 
no~o i rs  may alctam. 

Nolnlnq In tlrls srctlon ~ l r r l l ,  howavn, a. construral t o  oroil*. srld 
o l l k t r r  m d  emotoyrrs 01 Ilrelc veslOJ antl l lrmrnla In rccruad or O u r  
comflontrllon and otlcer Denollll InclOenl l o  l l t r l r  emoloymml M 
altrcltlno 10 termlnatlon urraer rnollcanlr rmolnymenl coctttrCtS. 
i b i ~ h v i  b i r9 r~n lnq  rprrentmcs, rcra rooltcaolo Irohlatton. 

SEC. 21. TNII SuccersLon l o  r o w a n  an4 fonl t lona o l  f i l l a c h l n ~  
Mlnlllrlla. The ~ w e r s  and luott lons ol  the relev ~ n l  mtnlclr lr l  0-r 
eomoret~ons resnrct~vr~y'  JllJClleQ l o  Inem UnOW I I ~  Inleqralrd Re- 
o r q ~ n l ~ ~ L I o r t  Plan lnto l r r  as I I r * s r  ooworl and I~orctlot.'s oerlaln l o  eor- 
por.a~~ons trrnsrrrr*d l o  In* TIUSI, sltatl dovo~ve uoon rt\o enrli be e r r r -  

' Clwa IV Ine Trusl over cucn Irmslerroa coroorrllonc. ?he u n o r ~ r n a r d  
DJlSnCr 01 Jporoprlallonr 11 m y ,  oarnrrrkrd Inr Ilte ~ u o ~ o r t  o l  Ihb 
a o ~ ~ r ~ l l o n s  01 tne ~rrnslr r reo eor~or r l lons  renr r ln l~~p tn \he conlrol 
at llre 110~01JId tn1t11strIes. sIWi 4110 O r  Irenrlcrrea 10 t l tr Trust l o  l o tm  
par1 ol  Its OmarrlIti9 Funds as rneell lrd In Secrlon 11 01 l l r l j  Proclrmr- 
llnn. Ftom llte orla or l l r r  trrnslrr 01 r aovernmort cornorrllon l o  IIla 
Trusl, all In* rcguetl l  lor DuOprtJry otrllaye l r om llre Cnnrr.1 Fund 
by sucn corporralon IIIJII be tublacl to tlte ntlor roorovrl by the Trull. 

SEC. 29..In1rrlm Arroonslblllly ~ r r . ~ r r n s & r r r #  n~smts. 0&nq tn r  
perloo orlor. 10 l*CeIol by 1 qov*rnmml Inslllullon.ol crollcw Irom lne 
Nallonrl Cowrnmenl Inrouqn In* COmml l ln  Inrtrrrrnq*menlr lor In* 
mltloqem*nt 01 rlsrlr I r rn l terred from-cucn qovernm*nl Inslllullon. 
u n a u  IIIIS Proclomrtlon~ I r a n  aconm* r l lnct lw.  JUW govern men^ In-. 
JIIIUlloni rn r l l  00. fesocsnsI01~ lo r -  Jomlnlsrrr ln~ rucn asre91 l o r  rna  
on Mnrll of In* Nr l lo ru l  Oovrrnment unorr sucn tetmr and sonolllons 
as mrv  b* r n n a  upon 0y.m. NJllOnrl ~ o _ r e r n m m t  Jna ~ n r  9overn- 
mmnl lnnlllullon; . . . . .  

SEC. 30. InCOnl~llIb1111V. i h a  d a ~ * r A n r ~ ~ o n  ov  ;na oauslon o f  the. 
Commll tm l l t r l . l l t r  larms on:wnlelr an rsael Is to  M sold or olnmrwlsr, 
d1sooroO of arm C O n l l S l M l  wltn.lna oaleetlvrs In urls P lourmr l lon  m a  

' 
In 111e oar1 Inlrrert 01 Ine NJllOnJl Cowrnmenl mall br conclullve. Tne 
vrllOlty 01 JIIV sale or  alrooslllon concluaea by IIle.NJllonJl Govern-. 
m r n l  acllnq W O U * l l  In. Trust Its rulnorl?uJ awn1 o r - rn~ l t v  undrr  lnls 
Proclrmrllon rtlall. txceot lor  I r ruO,  b r r w n  or mrler l r l  mlsreorrsrnta- 
l lon on  In* oar1 01 In* Purchrser. bl. lnconlertrbl* m a  ba OlnOlng r n d  
anlorcrrW* rqrlnct In* Nellonal Contnmant rno  all  thlro orrtles. 

SEC. 31. Immunlly.ma.lnarmn(Ir Provlrron tor Commltlre hiem- 
aan rna Trur lnr .  . (11 NO c lv l l~ re l lon  m i l l  lla.aorln,i. tne Commltma rnalor  , 

the Trual and no.clvll or u lmlnc l  rc l lon anall Orosorr rqransl r. 
m m a r  o l  In* b m m l t t e r  or J Trusl8e In Its o r  nlr d runupr  of  -. 
the Irs*s.rna IunctlOnS Conlemol~teO by  Ihlr~PloUacnallon. un- 

.la111 (a) lh* act or amls¶lOn comoIolne0 o l  c l r r r ly  r r l r l r s  l o  r 
mrnhr lory . otovlrlon 01 1111s Prourmrl lon Ine oerrormrncr or 

, wnkn  ta e~o r r r r t y  OIVOIV~~ or oerapr~rd l o  In. concameo or- 
f.enarnt as r mlnlciarul outy r r ~ n r r  Inan r dlscrellonrry or. luaq- 
menlr l  luncllon, m a  fb) Ine r c l  or omlsrlon I# rllmnamd by 
I r r u a ~  b ra  lrlln; prosr~p l lqenc8 i  or vlowlons o l  In* provlstons 
01 Ikr C ln l lC r r l I  Law). . 

(21 In mr avant ma* my m r m M  of III* dommtttae. or a. 
Trustn. or m y  m * m a r  ol.tn*lr r~rpoctlvo s ~ r l l s  ourtnq or r l le r  
nu Ineumoencv, 11 u r l ea  uoon l o  aetena n ~ s  rctlons, r r r r~ *a  to 
Ine* mrcormancs or non*ertwmrncr of m rcl. or  I n r  earcullon 
01 r lrrnnrclton Conlern#rleo by lhls Prourmrtlon..briora m y  
romlnlrtrrtlve. JuOIC~JI or  I*qlr).llm orouralnqc ths q o ~ r n m e n r  
snrll orovlae n lm wl ln  counrc wllhout U ,  w snoutow ma or* 
111e COIL 01 r counsel 01 hls cnotce. rr m t l  as o l n u  cosu ol~l11lqr- 
t l m  lor  w n l a  he may DI nr la  Ilamar rrorrara. l n r t ;m r r *  (no 
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PROCLAA4ATION NO. 500-4 

MODIFlWG PROCLAMATION NO. 50 . .. 

Ih'e ioltowing 'sections i n  IJ toclal=lation No. 50 a r e  he r e t y  
mocijiied to rsad as roLL~as: 

. . . . . . 
. Section 1 8  sir:dl hereafter r=ad as l o . L l ~ ~ s :  . 

I I CI - -. SZC. 18.  .Xeclsings, Quorum.  he t r u s t = c s  
sir:.11.1 meet  a s  T r ~ q u m t t g  ;zs is necessary t o  d i . s c h r g =  
its r-,.sp>c-~si~)iliti~?.s, 5 u t  sh:.lll meet  at l e a s t  e v c r y  two . .. 

. . '  w c c l : ~ . :  L n e ' p r e s c * l c e  of a majo r i t y  or :he 'PUS~S~S .. . - 
a . . s!;:.tll crmstitut+ P q ~ i o r u u ~ ,  and the  concurrarlce of a 

major i tyso i  the Trustscs presen t  at a mee t ing  a t  which' 
n qanr?r;n exists s!;al l be :~sicquats i o r  m y  citcisi.on by .  
Lhe Trust; ? rovided t i a t ,  wilerz tit m a t t e r  invoLres a 
prup,s:.~l :or disp::ition or - th t~hi t i t a t ion  of  any-asset ,  
t he  corrcurrancs  or  at  least  rour (4) Trustees s h a l t  bt 

I 1  nc=esszry.  

I I SZC. 3L. 30 injut isLlon~.  No court o r  admi- 
n i s t r a t i v e  q&xlcy si1:.111 iss:t c any restrairling order o r  
irtjunetion ap;linsL: thc T r u s t  in connet t ion with the acqiii- 
s j t i o n .  3:~Le o r  .ii.;po(;i tion or Zsso,ts ~ ~ Y I I S I C ~ ~ U ~  to i t  



PII%U::I rlt to this ?r-oclarr,ation. N o r  shall snch order 
or i r l j u n c l i x  be i s s ~ t e d  s p i n s t  any pnr'.Ax~aer oi assofs 
s:tld hy the Trust to prevent s u c h  j~nrclmser imm taking 

11 pnsaoss io~ l  of any zssst purchased by him. 

30nr i n  tne City of Manila,  this 15th day o f  D e c o a b s r  ia 
the year ol Our L o r d ,  zinetscrl hundred 2nd eighty-six. 

. , 

By the Trosident:  

p"r . I  OKZR P . ARROYO 
i /  

Acting Z~ecutive Sscr?tais  



DEPARRIEtJT O F  AGZ ICULTURE PR i'4ATIZXiiON P.SOG2AbI 
SCOPE O F  WORK FOR TECHNICAL SERYICE5 - 

The ~e~ar tmen  t of Agricul ture (DA) ha3 requested USAID assistance in 
developing pri vatiiaton strategies for several o f  i t s  attached agencies 
and their subsidiary operations. The DA has recently establ ished an 
Asset Disposal Unit (ADUI  which would be ros~onsibl e for divesti tur2 o f  
those corporations or suosidiary operations which can more effectively be 
underzaken by the private sector. USAID w i 7  7 ini t i a f  ly provide financing 
t o  the DA for technical assistance i n  three areas: (1 ) development of 
divestiture strategies for the Phil i ppine Oai ry Corooration ( P O C )  and 
Phil ippine Cotton Corporation ( P C C )  and conduct pre? iminary asset 
va1 uarions of  both corporations , ( 2 )  devel opment and refinement of 
operating guide1 ines for the DA's ADU, and ( 3 )  development of a detailed 
operational divestiture plan f o r  NFA a s  follow-up to the divestiture 
study of the Nati'onal Food Authority (NFA.). The consul ting team wit l 
work directly w i t h  the Office of the Undersecretary for Attached Agencies 
and the newly created Asset Disposal Unit of the DA. The specific scope . 
of work follows: 

I . .. 
A. 0; ves t i  ture ~ t r a  tegi is  f o r  PDC and PCC 

i 

1 . Review of key aspects of 'existing business operations of POC and 
PCC incl udi ng status of current staffing and management operations, 
va l i di t y  of business pl an, re1 evance of marketi ng strategy , de t a  i 1 s o f 
financial situation including P and I., cash flow, debt/equity ratios, 
regulatory tax and 1 icensi ng matters. Key issues include the organic 
szracture , organization and management and contribution of  each component 
t o  the overall corporate objectives .' Above informa t i o n  together w i t h  
adai tional material will be util ized in making determination of overall 
comercia1 viability of the.corporation, how. tt relates to other 
government enti t ies  , e. g. subsidies, debts-. w i  t h  government banks, etc. 

2. Estimates and calculations vi 11 be made of net worth, based upon 
real i s t i c  assessment of market factors rather than historical . 
acqui si ti ons costs, both tangi bl e and intangi b1 e assets will be 
incorporated in these estimates, as well a s  the relevant factors 
affecting their  profi tabil i t y  1 eve1 s a s  indicated above. 

3. Based upon the foregoing, a "fair  price" range will be 
establ'ished for each of the firms, based upon a reasonable assessment of 
what  a going market price would be for the enterprise. This would serve 
a s  a general guide and expectation of what the DA could expect from 
pl acsment of  the the enterprise on the market, given assumptions about 
prospeczi ve buyers, various formulations and "packaging" of the 
transactions, etc. a1 so competitive factors and  conditions in each o f  the 
re1 evant affected sectors. Foll owing the sale,  events such as 
elimination of government subsidies needs to be factored in to the 
calculations. 



4. A; asset valuation would b e  conducted to ascertain the break-up 
value o f  each enterprise including those cases where continuing or 
prospective comerci a1 v i  abi 1 i t y  o f  the enterprise woul d be 
quescionabl e. T h a t  val uation woul d util ize conanonly accepted val uation 
techniques and approaches, customary accounting practices, real i s t i c  
appraisal s of existing market conditions, possibly incl u d i n g  
consideration of 1 i q u i  Cati on in certain cases. 

5. 3rawing upon a1 1 of the above 1 isted act ivi t ies as we17 as the 
particular knowledge and expertise of the consultants will be the design 
and formu1 ation of a do-able action plan for divestiture of PDC and  PCC, 
t h a t .  would provide t o  DA decision makers re1 evant i,.iiomation and 
available courses of  action t o  decide upon and carry o u t  a successful 
divestiture Drogram. The action plan shoul d expl i c i  t ly  consider the 
v i  a ~ i l  i t y  of proposals p u t  forward by the POC and PCC. 

6. In addition t o  the forementioned tasks, the consultants will 
carry out an analysis of the competitiveness of the Philippine cotton 
industry. The purpose of t h i s  exercise i s  t o  (1 1 assess the impact of- 
current trade, regulatory and subsidy policies on the cotton industry and 
on the overall P h i 7  ippi ne economy; and ( 2 )  determine which, i f  any 
aspects of the cotton industry 'enjoy an in ternat i~nal  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 (1 987.-l997) and current GOP pol icies of trade 
1 i beral i za ti on and rural i ncome growth. 

8. Ooeratina Guide1 ines for the DA's Asset Disposal Unit ( A D U )  

1 . Devel op recommendations for opera ti on and admi ni s t ra t i  on of the . ADUjncl uding scope of acti  v i  t i e s ,  re1 ationship to Asset Privatization 
T t u s  t (APT) and Commi t tee  on Pri vatf za ti on (COP 1, and Department of 
F i  nance. 

2. Assist ADU i n  developing operating guidelines f o r  transfer of 
assets -to ADU and f o r  di sposi tion/transfer of 1 iabil i t ies  associated w i  t h  
corporate assets to the National Government. 

3. Assist ADU i n  developing ~ W r ~ t f n g  guide1 ines for management and 
disposal of assets to be divested including; establ ishing cri teria for. 
priori t i  zing assets for sale,  procedures for conservation of assets, 
desi rabil i t y  of the financi a1 ~es t tuc tu r f  ng of assets prior to 
disposition, and evaluation of restructuring, mergers and other forms of 
reorgani za t i  on of functions.. 

Identi fy a1 ternati ve modes for the ADU to access and util  ize 
. technical and administrative support services in carrying out i t s  

functions , i ncl udi ng: 

- perioning sectoral /industry analyses, a s  necessary; 



reviewing oxisring business operaxi on t o  determine. overall' 
comercia1 v i  ab i  1 i t y  of concern and i t s  components ; 

performing project-speci f i c  studies as necessary (e.g., 
rehabilitation vs. liquidation); 

estimating net worth of concern and i t s  components, based on 
real i s t i c  assessment of market factors; 

conducting asset valuation of each component o f  the concern 
to determine break-up val ue ; 

establ ishing a f a i r  price for the concprn and i t s  mmponencs; 

assi szf ng w i t h  turnover of accounting infomation, f i l es ,  
dccuments t o  AOU, i nc l  uding inionnation on physical assets, 
empl oyment data and thi rd-party creditor information ; 

recommending appropriate infonation and data management 
systems, incl udi ng both hardware and software; - 
preparing sales material s., including. prospectus, p h o t o s ,  
maps, surveys, financial information, t o  be made avail able t o  
prospecti ve buyers ; devel op advertising and brochures ; 

aggresi ve marketing of the concern, i ncl udi ng preparation o f  
a potential buyers l i s t ;  

preparation o f  sales memoranda ; 

bid development; 

legal servfces; . 

business statements in I eference ' t o  offers received ; . . 
investment banking services when necessary i n  case of 
worl d-wi de sale of concern ; 

devel opii~eri t' of cl ear action pl an for disposal , i ncl udi ng time 
frame for camp1 etion of process ,. action priori t ies  and 
responsi bl e persons/agenci es ; 

conduct training sessions as necessary for ADU support s t a f f  
control 1 ers , internal auditors, securi ty/custodi an services, 
1 abor re1 ations. 

C. Fol 1 ow-on Work for NFAIFTI Di vesti t w o  Proaram 

I n  the context of ( 8 )  above, eval uate a1 ternative courses of action 
on outs2anding issues' i n  the transfer and  divestiture o f  the flFA 
subsidiary operations. Th is  assessment will buil d on divestiture studies 
conaucted by AYC and  NFA l a s t  year. 



I' 

Personnel  Reaui rements 

Ful l  - t ime Consul t a n  ts 

Agri Busi ness /Bus i  n e s s  Management A n a l y s t  
P r i v a t i z a t i o n  ( General  ) 
Asset Val u a t i  on S p e c i a l  i s t  

P a r t - t i m e  Consui t a n t s  

RP P r i v a t i z a t i o n  Consul t a n t  
NFA/FTI Spec i  a1 i s t  

- Cotton I n d u s t r y  S p e c i a l  ist/ I n t e r n a t i o n a l  Eco i~omis t  
Local Dai ry I n d u s t r y  Speci  a1 i s t  

TOTAL. 



WMITTEE ON PRIVATIZATION 

P r o ~ o s e d  O ~ e r a c i n g  G u i d e l i n e s  f o r .  
4 Assec ? r i v a t r z a c i o n  Trusc  

1. As provided under ~ r ~ c l a m a t i o n  No. 50 c r e a c i n g  che 
Caamiccee an P r i v a t i z a t i o n  and t h e  Assec P r i v a c i z a c i o n  'TNSC , 
h e r e i n a f t e r  r e f e r r e d  co as che Commiccee. and che Trusc ,  c-he p r i n c i p a l  

, p u r p o s e  01 che Trusc  s h a l l  be to e f f c c c  o r  c a u s e  co be effected, 
i i i r e c t l y  o r  through o c h e r  e x t e r n a l  a q e n c i e s ,  t h e  d i s p o s i c i t h  wichin 
che s h o r t e s c  p o s s i b l e  pe r iod  of assets transferred to t h e  TNSC. The 
TmsC in ifs divescmenc program shou Ld s e e k ,  i n  t h e  soones t  time 
p o s s i b l e ,  co r e s c o r e  che s r i s c i n g  p h y s i c a l  G c i l i c i e s  involved inco 
v i a b l e  and p r o d u c t i v e  o p a r a c i o n s ,  under p r i v a c e  seccor  rrmnagemenc and 
ownership ,  a d  t h u s  t o  concr ibuce  cowards n a c i o n a l  'economic recovery 
v i c h i n  the  c o n t e x t  of  a p r i v a t e  e n t e r p r i s e  syscem. Within che c o n t e x t  
of c h i s  major purpose ,  Che Trust is expected t o  g e n e r a t e  maximum cast, 
r ecovery  f o r  the ~ a c i o n a l  Government . 

The ' T r u s t  s h a l l  d i s c h a r g e  i c s  responsibility and perform its 
Eunccions i n  accordance v i t h  t h e  Eol lowing gu ide  Lines which a r t  hereby 
b r i n g  established by che Caamiccee pursuant  t o  i t s  auchor icy  under 
Sec. 5 ( 3 )  of Che ~ r o c l a m a c i o n .  

2. For purposes  of these g u i d e l i n e s  , a s s c c s  s h a l l  inc lude  ( i  1 
r e c e i v a b l e s  and o c h e r  o b l i g a c i o n s  due co government i n s c i t u t  ions  under 
c r e d i t ,  l e a s e ,  indenn icy  and ocher  agreements t o g e t h e r  w i t h  a11 
c o l l r c e r a l  s e c u r i c y  and ocher  r i g h c s  ( i n c l u d i n g  buc noc limiced co 
r i g h c s  in  r e l a t i o n  co s h a r e s  of scock i n  c o r p o r a t i o n s  such a s  vocing 
r i g h t s  aa well as r i g h c s  t o  appoinc d i r e c r o r s ,  of co rporac ions  o r  
o c h e r v i s e  engage i n  che management t h e r e o f )  granced t o  such 
i n s c i c u c i o n s  by concracc  or  operation of law co s e c u r e  o r  e n f o r c e  the 
r i g h c  of payment of such o b l i g a ~ i o n s ;  ( i i )  r e a l  and pe r sona l  prgpercy 
of any kind wned or he ld  by government irrocicucions, ,  i nc lud ing  s h a r e s  
of s t o c k  i n  c o r p o r a c i o n s ,  obcained by such governmcnc i n s c i c u c i o n s ,  
uhecher  d i r e c t l y  o r  i n d i r e c t l y ,  chrough f o r e c l o s u r e  o r  ocher  means, in 
se tc lemcnc  of such o b l i g a c i o n s ;  ( i i i )  s h a r e s  of s t o c k  a?d ocher  
i n v e s  t a u n t s  he ld  by government i n s c i t u t  i o n s  ; ( i v  ) che government 
i n s c i  t u e i o n s  themselves , w h e t h e r  as  pa ren t  o r  s u b s i d i a r y  c o r p o r a t i o n s  ; 
and (v)  such. ocher. ice= as may subsequen t ly  be i d e n t i f i e d  by Che 
C-ictee. 



I. GENERAL PROCEDURES OF THE COHMIfiEE 

3. The Commiccee, i n i t i a l l y ,  w i l l  b e  r e c e i v i n g  a s s e c s  f o r  
d i s p o s i t i o n  from t h r e e  mojor s o u r c e s .  These s o u r c e s  of a s s e t s  a rc  a s  
f o l l o w s  : 

(1)  Davelopmenc Bank OL che P h i l i p p i n e s :  

( 2 )  P h i l i p p i n e  Nacional  Bank i n c l u d i n g  chose of i c s  own and 
chore  from N I X ,  i c s  wholly-owned s u b s i d i a r y ;  and 

( 3 )  P a r e n t  government-owned o r  c o n t r o l l e d  corporations, 
chac h, chose c r e a t e d  by s p e c i a l  c h a r c e r  o r  of t h e i r  
s u b s i d i a r i e s ,  u moy be determined and recommended .by t h e  
Cor~nriccee and approved by t h e  Pres  i d e n c  . 
Aasecs from DBP and PNB s h a l l  c o n s i s c  of chose non-performing ... .. --__ 

assecs, i n c l u d i n g  loan accouncs identified and recommended b y  t h e  
C4mmictea and approved by che President for-  t r a n s f e r  from t h e s e  banks 
t o  :he l s t i o o o l  Chvar%zect. 

4. ~l soon orr f e a s i b l e ,  t h e  C m m i e t e e  s h a l l  i d e n c i f y ,  by i t s e l f  
o r  wi th  t h e  assistance of Cha TNSC a n d / o r  ocher  d i s p o s i c i o n  e n c i c i e s ,  
p r e f e r r a b l y  even on a prospecc ive  b a s i s ,  che most appropriate encicy 
co u n d e r t a k e  t h e  u lc imace d i s p o s i c i o n  of any asset c . rans€erred.  t o  i c ,  
a s  well as che ince r im coaservackon and i n  excreme c a s e s  'che ' 

r e h a b i l i c a c i o n ,  a s  my be n e c e s s a r y ,  of the  a s s e c .  These e n c i c i e s  co 
u n d e r t a k e  d i s p o s i u o n  m y  i n c l u d e  t h e  €01 lowing: 

( 1 )  The Trusc ,  i n  chose  c a s e s  w h e r e  the  Cammiccee has 
c o n s i d e r e d  chac t h e  asset can b e  d i sposed  of on a produccive  
e n t i  cy b a s i s ,  whether a c t u a l  o r  p o c e n c i a l ,  o r  where t h e  
d i s p o r i c i o o  o f  a p a r e n t  government c o r p o t a c i o n  is involved;  

( 2 )  The government EinanciaL i n s c i t u c i o n  from which t h e  
non-performing u s e c s  were c rans  f e r r e d ,  namely, Development Bank 
of che P h i l i p p i n e s  and P h i l i p p i n e  Nacional Bank, f o r  chose a s s e c s  
which Che Corbmiccee ha6 determined a s  noc s u i t a b l e  f o r  
d i s p o s i c i o n  u a produccive  i a c i l i c y ,  and which therefore should 
b e  d i s p o s e d  of as p h y s i c a l  a s s e c s  and in much t h e  same manner as  
ocher  a c q u i r e d  assets of t h e  bank; o r  

. . 
( 3 )  ~ h d  parenc govetnmenc corporac ioa  coticerned , in  chose 

c a s e s  where i t  has i t s e l f  decided on che divescmenk of i c s  own 
c o r p o r a t e  s u b s i d i a r y ,  where it would wish t o  under taken  the  
d i s p o s i r i o n  i c s e l f  , and where tha  selection oE t h e  parenc 
c o r p o t a c i o n  or che d i s p o a i c i o n  enc icy  has  been decided upon b y '  
the  C a k c t a r ,  
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5. Where t h e  cuumictee has decided on a d i s p o s i t i o n  e n t i c y  ocher  
chon che T r u s t ,  t h e  ~ a n m i c t e e  may nevertheless a s s i g n  t o  t h e  Trus t  che 
t a s k  of m o n i t o r i n g  and c o o r d i n a t i n g  the  d i s p o s i t i o n  a c t i v i t i e s  of 
t h o s e  ocher  e n c i c i e s .  Ln any c a s e ,  che TNSC s h a l l  a t  a l l  t imes be 
kep t  ..informed by a l l  ocher  d i s p o s  i t i o n  e n t i t i e s  of c h e i r  r e s p e c t i v e  
d i s p o s i t i n o  a c t i G i c i e s .  

0 .  GUIDELINES ON THE TRANSFER PROCESS 

Under t h e s e  o v e r a l l  p r i n c i p l e s ,  o b j e c c i v e s  , and p;rposes, ~ h e  
Following i n i t i a l  g u i d e l i n e s  w i l l  be observed by che Asket 
P r i v a c i z a c i o n  T r u s t ,  h e r e i n a f t e r  r e f e r r e d  t o  a s  the  T r u s c ,  i n  the  
conduce of its d k s p o s i t i o n  and d i v e s  cmenc a c t i v i t i e s  : 

6. T r a n s f e r  o f  Non-Perfotmin~ Asse t s  t o  t h e  T r u s t  

~ s a e t a  may i n c l u d e  ( a )  those  evidenced by oun&ship of s h a r e s ,  
uhecher. a l l ,  o r  a amjo t i cy  o f ,  or even a m i n o r i t y  of t h e  s h a r e s  
o u c s r a n d i n g ,  o r  (b) t h e  p h y s i c a l  a s s e t s  t h e m i e l v e s ,  such as r e a l  
e s c a c e ,  improvemenes, p h y s i c a l  f a c i l i c i e s ,  o r  equipment. Assecs ouy 
br f u r c h a r  c l a s s i f i e d  inco  (a) t h o s e  o v e r  which t h e  t r a n s f e r o r  
govammenc f i n a n c i a l  i n s c i c u c i o n  has  acqu i red  ownership ,  and ( b )  t hose  
which u e  b e i n g  h e l d  by t h e  government E inanc ia l  i n s c i c u i i o n  a s  
.security f o r  l o a n s ,  u h e t h e r  past due o r  c u r r e n t .  

The Comrnitcea s h a l l  r e f e r  t h e s e  non-performing a s s e t s  t o  che 
T r u s t ,  which s h a l l  examine and e v a l u a c e  t h e s e  a s s e t s  t o  determine 
which of t h e s e  ,non-peforming a s s e t s  can be disposed of d i r e c t l y  by the  
T r u s t ,  o r  by ocher  d i s p o s i t i o n  e n c i t i e s  which may o r  may not  be under 
t h e  d i r e c e i o n  and r e s p o n s i b i l i t y  of cha TFJSC. 

The T r u s t  s h a l l  submit  t o  the C d t t e e  . t h e  r e s u l t s  of i t s  
f i n d i n g s ,  i n c l u d i n g  a  tecommcndacion on which OF t h e  a s s e t s  t h e  Trus t  
f e e l s  ( a )  shou ld  be encrus ted  t o  t h a  Trusc ,  and (b) can be besc 
d i sposed  of:ehe government f i n a n c i a l  i n s  t i c u t  ions  themselves a s  gauged 
by t h e  T r u s c ,  because  song ocher  r easons  they are no t  e n t e r p r i s e s  
wich a v i a b i l i t y  p o c e n c i a l ,  o r  n e g o t i a t i o n s  f o r  t h e i r  d i s p o s i t i o n  a r e  
i n  on advanced s t a g e .  Fur thermore ,  the  T r u s t  may encrusc  t h e  
custodianship of a s s e t s  a s s igned  t o  it by t h e  Commiccee co t h e  
government f i n a n c i a l  i n s c i c u t i o n s  vho s h a l l  in  such c a s e s ,  be,  i n  
e f f e c t ,  cus  todian-cruscees  of che Trus c .  

6 

7. Deeermination by t h e  Trusc  of t h e  ~ r i o r i c i e s  f o r  D i s o o s j l  

Within t h e  o v e r a l l  c o n t e x t  of r ender ing  ptoduccive  once more _ i d l e  
or u n d e r u c i l i z e d ' a s s e t s  , t h e  TNSC, a s  o g e n e r a l  a l e ,  shaL1 g i v e  



p r i o r i t y  u, s i t u a t i o n s  chac vauld  y i e l d  t h e  maximum cash recovery  i n  
che s h o r t e s t  p o s s i b l e  t i m e ;  however, p r i o r i t y  attention may a l s o  be 
c o n s i d e r e d  under  c e r t a i n  e x i s c i n g  c i r c u m s t a n c e s  , such a s  vhere  ( 1  
che code o f  c o a s e r v a c i o n  and /o r  maintenance of an a s s e t ' i s  g r e a t ,  ( 2 )  
t h e  rate. o f  d e c e r i o r a c i o n  of  p lane  and equipment is r a p i d ,  ( 3 )  
r e h a b i l i c a c i o n  by m u  o v n e r s  c o u l d  immedia te ly  generace  employment o r  
have s t r o n g  l i n k a g e s  v i e h  o c h e r  i n d u s t r i e s ,  or (4) l o c a c i o n a l  
c o n s i d e r a t i o n s  a p p l y ,  a s  i n  c e r c a i n  p r o j e c t s  vh ich  may be t h e  s o l e  
emp loymcnr: s o u r c e s  i n  t h e i r  r e s p e c t i v e  l o c a l e s  . 

8. P o l i c i e s  on Conservation. 

The Trusl: m y  conc inue  o r  i n i t i a t e ,  a s  t h e  c a s e  may b e  
a p p r o p r i r c e  accpr  co c o n s e r v e  t h e  p h y s i c a l  a s s e c s  encruschd t o  i c s  
c a r e .  

I n  the c a s e s  o f  p r o d u c t i v e  facilities which a r e  not  being 
o p e r a t e d ,  such r c e p s  s h a l l  be l i m i t e d  t o  p r e s e r v i n g  t h e  a s s c e s  from 
f u r t h e r  d e c e r o r i a c i o n  or loss , p r o v i d i n g  the n e c e s s a r y  s e c u r i  cy and 
a u i n c e n a n c e  s e r v i c e s  i n  t h e  p rocess .  

I n  chose  c a s e s  v h e r e  che k c i l i c i e s  a r e  be ing  o p e r a e e d ,  t h e 5 T r u s t  
s h a l l  e n s u r e  t h a c  t h e  n e t  cash  o p e r a c i o n s  r e s u l t i n g  c h e r t  from s h a l l  be 
adequa te  to c o v e r  i c r  requirements ; w h e r e  such o p e r a c i o n s  v i l l  resu  l c  
i n  a n e g a c i v e  nee cash  position, che p r i o r  pe rmiss ion  of t h e  Cocomictee 
s h a l l  be obcained.  

9. P o l i c i e s  on R e h a b i l i t a t i o n  

A s  a g e n e r a l  r u l e ,  me rehabilitation of a s s e c s  p r i o r  t o  
d i s p o s i t i o n  shou ld  be avoided.  In e i c e p c i o n a l  u s e s ,  houever , 
p h y s i c a l  r e h a b i l i c a c i o n ,  i n c l u d i n g  f i n a n c i a l  r e s c r u c c u r i n g ,  could  be 
c o n s i d e r e d  i f  ur u s e c  o r  company is judged co be a u r k e c a b l a  but  
r e h a b i l i t a t i o n  i s  required f o r  ( 1) s h e e r  p h y s i c a l  c o n s e r v a t i o n  of 
a s s e c s  here shutdoun or lpochbrl l  c o s t s  may approximace c o s c s  of 
o p e r a t j o n ;  or (2)  preservation of f a c t o r  inpucs  such as t e c h n i c a l  
s k i l l s  o r  m a i n t a i n i n g  nacessary-co-the-cncerprise c o n c r a c t u a l  
r e l a c i o n 8  such as f r a n c h i s e s ,  supply  c a n c r a c t s  . Again,  i n  g e n e r a l ,  
a s s e t s  a n t r u a c e d  to Che Trus.c should  noc i n c u r  a d d i t i o n a l  government 
e x p o s u r e  f o r  r e h r b i l i c a c i o n .  



10. P o l i c i e s  on R e s t r u c t u r i n g ,  Mereers and O t h e r  Reorean izac ions .  

AS an a d d i c i o a a l  o p t i o n ,  t h e  Trus c cou ld  under t ake  bus iness  
r e o r g a n i z a r i o a s  such as s p i n - o f f s ,  m e r g e r s ,  and t h e  l i k e ,  i f  judged t o  
be u o e f u l ,  and deemed essential t o  enhance markecab i l i cy .  

D. GUIDELINES ON THE DISPOSXTXON OF USETS 

11. Choice o f  Markets  f o r  D i s o o s i c i o n  

... . . . .  Where che r e a l i z a b l e  p r i c e  is e q u a l ,  p r e f e r e n c e  should  be g iven  . 
. . 
, .  to:  ( a )  buyers  who incend co r e h a b i l i c a c e  an a s s e c  f o r  p r o d u c t i v e  -_. _ _ _  

utilization w i t h i n  che councry ,  ( b )  buyers  who a r e  n a t i o n a l s  o r ;  i n  
.. - t h e  c a s e  of corporations, t h e  m a j o r i t y  s h a r e h o l d i n g s  of which a r e  

owned by nationals. 
:' '. . 

In d e v e l o p i n g  t h e  d i s p o s i t i o n  s t r a t e g y  f o r  each a s s e c ,  due 
. . c o n s i d e r a t i o n  w i l l  be  g iven  t o  t h e  availmcnc of  p u b l i c  s e c u r i t i e s  

mr rkecs  ,'employee, s t o c k  a u n c r s h i p  p l a n s ,  d e b t / e q u i t y  swap pLans and 
o t h e r  p o s s i b l e  s o u r c e s  of c a p i c a l .  

Fore ign  e q u i c y  p a r ~ i c i ~ a c i o n  i n  enterprises vhich v i i l  concinue  
t o  be o p e r a t e d  domestically s h a l l  be in  accordance  wich c x i s c i n g  r u l e s  
and r e g u l a c i o a s  governing f o r e i g n  inves tmencs ,  che s p e c i f i c  poLic ies  
f o r  which may v a r y ,  depending upon t h e  p a r t i c u l a r  s e c t o r .  

12. Va lua t ion .  

S u n d a r d  formulae  s h a l l  ba used i n  o r d e r  t o  e s c a b l i s h  a  range of 
v a l u e s ,  i n c l u d i n g  a p p r a i s e d  v a l u e ,  replication c o s t ,  capitalized 
e a r n i n g s  approach-, and ocher  accepted mcchods; i n  any c a s e ,  che 
v d l u a c i o a  methodoloey should  be s u i t e d  co . t h e  c h a r a c c e r i s c i c s  of che 
p a r t i c u l a r  asset k i n g  so ld .  S e r i o u r  e f f o r t s  s h a l l  be made co 
e s c a b l i s h  t h e  r e d i s c i c  economic v a l u e  of a s s e c s ,  e s p e c i a l l y  chose 
which a p p e a r  t o  be o v e r p t i c e d  acquisitions o r  overdes igned p l a n t  
inves tmen t s .  The va luac ion  p rocesses  a r e  c r i t i c a l  f o r  che 
e scab l i shmenc  of realistic f l o o r  p r i c e s ,  s i n c e  che r u l e  would be co 
se l l  v i a  b idd ing  procedures .  Where t h e  b idd ing  procedu're does u o i  
prov ide  . t h e  b a s i s  f o r  decerrnining a f a i r  Eloor bid p r i c e ,  a  mechanism 
t o  d e t e r m i a s  a f a i r  f l o o r  b id  p r i c e  o r  a f a i r  ca rgec  b id  p r i c e  s h a l l  
be worked .out  by t h e  TNSC and approved by che Canmitcee. 



13. S a l e s  Hechods 

( 1 ) Bidding.  The use  of s e a l e d  b i d s  'should be fo l lowed ,  v ich  
n e g o t i a t e d  o f f e r s  b e i n g  r e s o r t e d  t o  i f  b i d d i n g  should  prove 

. u n s a e i s f a c t o r y  , i m p r a c t i c a l ,  o r  inappropriate under  t h e  i n d i v i d u a l  
circumstances. Cash b i d s  w u l d  be g iven  p r e f e r e n c e ,  and a l l  b i d s  must 
have a pos ted  bond from an acceptable f i n a n c i a l  i n s t i t u c i o n .  Ln any 
c a s e ,  che b i d d i n g  r u l e s  and procedures  t o  be fol lowed Eor t h e  
disposition of any particular a s s e c  shou ld  be  p u b l i c i z e d  and made 
known v e l L  i n  advance f o r  the guidance  of  p r o s p e c t i v e  b i d d e r s .  

(2 )  No P o r t f o l i o  Position. A s  e k l e ,  t h e  Trusc  should  noc 
cake  a new p o r t f o l i o  pos ic ior i  by s e l l i n g  on insca l lmenc  b a s i s  s i n c e  
t h i s  would impose che burden of mul t i -year  accounc monitoring , lead co 
t h e  possibility of eubsequenc Eorec losure ,  o r  extend beybnd che L i fe  
of  t h e  TNsC. 

For sales on an i n sca l lmenc  o r  d e f e r r e d  paymenc b a s i s ,  che Truse 
should t e q u i r a  a c o v e r i n g  p a r  ancee  from a c c e p t a b  le' Einanc i a l  
i n n c i c u t i o n 8 .  - Such a g J a r a n c e e  would f u r t h e r  and establish Che 
b a n k a o i i i r y  02 cne transaction , and uould  a l l o w  t h e  T r u s t  to discounc 
t h e  r ecmivab le  paper  v i c h o u c  r e c o u r s e .  

( 3 )  Use of  Brokers .  Whenever appropriate, b r o k e r s  may be 
u s e d ,  p rov ided  chac cerms and c o n d i t i o n s  of t h e i r  engagement a r e  
c l e a r l y  sec f o r t h  i n  advance by che Trusc .  

(4) Where deemed a p p r o p r i a t e  t o  p r o t e c t  c o n t i n u i n g  operations 
and f i n a n c i a l  well' be ing  of assecs to be s o l d ,  t h e  T r u s t  may r e q u i r e  
p o c e n c i a l  i n v e s t o r s  i n  o r  buyers of any p a r t i c u l a r  a s s e c / c o r p o r a c i o n  
t o  p r o v i d e  r e a s o n a b l e  h f o m h c i o n  concern ing  t h e i r  f i n a n c i a l  , 
m a n a g e r i a l ,  i n d u s t r i a l  a n d / o r  ocher  credentials. The Trusc v i l l  
c o n s i d e r  such inEornucion i n  q u a l i f y i n g  b i d d e r s .  

14. S a l e  to  Old Owners 

S o l e a  of  a c q u i r e d  a s s e t s  t o  previous  owners is d i s c o u r a g e d ,  buc 
not p r o h i b i t e d .  mere t h e r e  are a t  Lease t h r e e  b i d d e r s  for an a s s e c ,  
p r a v i o w  o u a e r s  shou ld  noc be q u a l i f i e d  f o r  b idd ing .  Where previous  
owners are q u a l i f i e d  because  of t he  l a c k  of  s u f f i c i e n t  ( i . e . ,  c h r e e )  
b i d d e r s ,  or  due  to some compe l l ing  justification vhich APT should  make 
knoun co t h e  Committee , chey should  be s o  i d e n t i f i e d  and information 
prov ided  on any oucscanding unseccled  claim of t h e  bank a g a i n s c  such 
p r e v i o u s  owner. The r e c o m ~ o d a c i o a  f o r  t h e  a p p r o v a l ' o f  s a l e s  reporc  
submitted by t h e  Trust  to che Coanaiccee should  sc'ace whecher che a s s e c  
b e i n g  d i s p o s e d  of is a p h y s i c a l  a s s e c  o r  a f i n a n c i a l  a s s e c  and i n  - 
e i t h e r  c a s e ,  t h e  Trusc  s h a l l  inform t h e  Canmiceaa of t h e  implication 
of  che proposed d i e p o s i c i o a  co an o l d  owner on ch8e oucscandrng * 



u n s e t t l e d  c l a i m  o f  t h e  bank of such owner,  more p a r t i c u l a r l y ,  i f  t h e  
s a l e  p r i c e  w i l l  noc c o v e r  ehe e n c i r e  unsettled c l a i m ,  a s  w e l l  as  i ts  
recommendation on t h e  concommicanc acc ion  t o  be taken under  t h e  
c i rcumo t a n c e s  . 
E. GUIDELINES ON OPERATIONS AND ADHINISTRATION 

I 

15. As provided f o r  in  she  Proclamation, t h e  T m s c  s h a l l  be  
p&ided t h e  g r c a c e s c  f l e x i b i l i t y  i n  its o p e r a t i o n s .  The n e c e s s i t y  
For p r i o r  C a m a i ~ t e e  approva l  and review uould,  be initially l i m i t e d  ro 
t h e  fo l lowing :  

( 1 )  Genera l  o roe rams ,  o r i o r i t i e s ,  and c r i t e r i a .  

( a  The g e n e r a i  program of d i s p o s i t i o n ,  i n c l u s i v e  66 
a r s e c s  co be d i s p o s e d  of by Che T r u s c ,  t h e  s e c c o r a l  o r  ocher  
b a s i s  o f  priorities of  a t  t e n t  i o n  , and t e n c a c i v e  t imecab le 
f o r  d i s p o s i c i o n .  A ~ r e l i m i n a r y  program shoukd be submicted 
on ' o r  b e f o r e  Hatch 31,  1987 and r h e  d e c a i l e d  program oh o r  
b e f o r e  b y  31, 1987,  u i t h o u c  p r e j u d i c e  t o  the submiss ion of 
subsequenC adjuscmencs as moy be warranted .  

(b) The organizational, EinanciaL and o p e t a c i o n a l  
requirements o f  t h e  T r u s t ,  i n c l u d i n g  i ts  budgetary - 
p r o p o s a l s  , f o r  i c s  ad lg in i sc tac ion  , i c s  o p a r a c i o n s  , i c s  
d i s p o s i c i o n  programs , and ics conse rvac ion  and 
rehabilitation requiremcncs . A p r e l i m i n a r y  d r a f  c should  be 
submicced on o r  b e f o r e  March 31, 1987 and t h e  d e c a i l e d  
program on or before  May 31, 1987,  v i c h a u r  p r e j u d i c e  KO t h e  
submiss ion  of  subrequenc ad jwcmencs  as may be ua r ranced .  

( c )  G u i d e l i n e s  subsequcnc proposed by t h e  TNSC fo r  
i c s  i n c e r n a l  use which rnay.'deviace from t h e  ge-neral 
p r i n c i p l e s  embodied h e r e i n .  

( d )  Borrowing funds o r  contracting Loans from whacever 
. s o u r c e ,  o r  a v a i l i n g  of a s s i s t a n c e  from o f f i c i a l  b i l a c e r a l  o r  

multilateral sources .  

( a )  The r e c e n t i o n  of any proceeds a r i s i n g  from t h e  
sale ,. or where necessa ry  t h e  l e a s e  o r  management of a s s e t s  
earmarked Lor disp.os i c i o n .  

( 2 )  I n d i v i d u a l  d i s a o s i t i o n  of  a s s e t s .  
.. 

. ( a )  A recommcndocion/~posicion on any s p e c i f i c  a s s e c  
approved f o r  d i s p o s i c i o n ,  a s  t o  vhecher  t h e  d i s p o s i c i o n  is 
to  ha under taken  by t h e  Trus t  o r  by ocher  e n c i c i e s ,  and i f  -. .-. 



by che TrurC i t s e l f ,  uhe ther  d i r e c t l y  o r  through the 
u c i l i z r c i o n  of ocher d i s p o s i t i o n  e n t i t i e s .  

( b )  Any recommendacioa f o r  the  rehabilitation of an 
a s a e c ,  ar che concinuacion of operations of an assec  on a 
negaciva cash flow b a s i s ,  *ich w i l l  i n  e i t h e r  c a se  e n e a i l  a - 

' guaran tee  b y , . o t  c o ~ i c m e n t  o r  exposure o f ,  a d d i t i o n a l  
Nacion8l Government resources .  - - .-._ - 

(c) Any recommendation t o  se l l  o r  t r a n s f e r  on a s s e t  
submit ted by the  Trust  t o  the  Commiccee s h a l l  include 
information on (1) che buyer ,  ( 2 )  t he  p r i ce  and ocher  terms 
of the  s a l e  and ( 3 )  where che m l e c t i o n  procedure had 
davioccd from Chac prev ious ly  approved by the  Committee, che 
modifications ia the procedure employed. p r i o r  approval of 
t h e  sale by the Coamiccee an t o  buyer and p r i c e  is required 
before  che a a l e  can be conrumaced , provided t h a t  in  the. 
absence of advice :o :he Tras: by che Committee a f t e r  :he 
l a p r e  of 30 day8 from che dace a  s a l e s  recommendation is 
r ece ived  by t he  Cumnictee of the  d i sapprova l  by t h e  l a t t e r  
of  r recotmended sale, t he  Trucc is ' au thor ized  t o  proceed 
v ich  t h e  recomended sale. 

( 3 )  For proposed a c t i o n s  of t he  Trusc o t h e r  than chose 
covered i n  Seccion 15 ( 1 )  ( c )  above, f o r  which p r i o r  approval of 
t he  C c r m m i t t e e  ir required and h e r e  no ocher governmeac agencies  
o r  e n c i c i e r  a r e  involved,  C4mmietee ac t i on  on t h e  requerst should 
ba undertaken noc later than 30 days p f t e r  r e c e i p t  of t h e  Trust  

, proposa l ,  and che r e s u l c s  forwarded by the  Cootmiccee t o  the  Trust  
w i th in  another  10 daya. I n  the  absence of notification from the 
Camnittee to the  Trus t  a f t e r  the  e x p i r a t i o n  of the  above pe r iod ,  
the  Trus t  can assume t h a t  the  proposal has been appproved. 

16. It is expactad c h a t ,  in  the  process  of keeping. permanent 
staff ' l eve l*  ac  r minimum, the Trust  w i l l  hove t o  r e l y  t o  soma e x t e n t  

.on e x t e r n a l  a d v i s o r s ,  consulcants  , and ocher e x p e r t i s e  to f u l f i l l  its 
~ n d a c r , .  Uhi le  t he  Trust  has the  d i s c r e t i o n  t o  determine che scope 
and rucure  of requi red  accerua l  expertise, the  ~4mmi t t ee  s h a l l  be 
a o c i f i e d  of a l l  such engagemcncs , vichouc t h e  need f o r  .Cocnmic t e e  
approval  o r  in any way impairing t h e  r i ghc  o r  au tho r i cy  of  ehe Tmsc  
to undercake much engagements purruanc t o  e x i s t i n g  law. 
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SUMMARY 

The International Executive Service Corps has on i ts  ros ter  of 
experts over 10,000 recently retired American business men and 
w o ~ e n  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 o r  operated enserprises which tne 2resiaen:ial 
Commission for  Government Reorganization has  designated for a b -  
lishment, retention, merger, conversion a s  well as  sale to the private 
sector either in the co untry o r  abroad. 

The pzocess of privatization o r  divesrrnerrt of scase enrerprrses a - 

private owners i s  a complex one involving a number of stages and 
phases beiore, during and after sale. And the process i s  full of 
r i sks  to the government as well as-to the buyer. 

This proposal presents a source of assistance to managers of govern- 
ment organizations with divestment responsibilities by ';;-hi& &hey csz 
successfully transfer  assets  of high value to new:owsers and then 
insure the new eztities growth and development which will then COP 

tribute to the national ecommy. 

IESC i s  uniquely capable of assisting the Philippine government in 
the divestment process because of i ts  pool of managerial and tech- 

0 - nical skills a s  well a s  network of contacts with all industries in the 
USA. And the cost i s  minimal because the A d v i s r s  volunteer their  
services. 



INTRODUCTION 

Privatization can be perceived very simply as the divestiture of 
government assets  to the private sactor. But actually privatization 
i s  a process which involves a wide range of techniques to transfer 
functions, in whole o r  in part,  from government supported enterpri- 
s e s  to the private sector under 'conditions where marketing forces 
can govern the operating policies and resul ts  of the e.nterprise. 
Indeed privatization is mt one thing but many things requiring many 
different managerial and technical specialties. 

The new Philippine go vernrnent recently decided to privatize (divest 
itsel2 of *=te-antrolled enterprises) and open up restrictive policies 
in one step. And there zre  m w  estimated to be approximateiy 250 
enterprises.to be privatized by the Development Bank of the Philip- 
pines-Philippine National Bank, t h e  National Development Company 
and chc Ministry of H u m m  Settlements as  w e l l  a s  other cntitics. 

IESC proposes to assist the Government of the Philippines by offering. 
managerial and technical assistance in the pro cess  of privatizarlon 
which involves many and different technical specialties. 

This proposal i s  presented in three  parts: 
1. A descript ionoftheTypical  Problems and Pitfallsof privatization 

indicating some of the many r i sk s  involved 
2 .  The Basic Program in t e r m s  of stages and objectives 
3 .  The IESC Role of potential assistance in the various stages of the . 4 

process . 



TYPICAL PROBLZh4S AND PITFALLS 1 

An effective divestiture of a government enterpr ise ' s  assets is  a 
complex business activity and difficult f o r  both the  government and 
the purchasing organization because the process presents a wide 
range of obstacles to planning which delays r i sk  taking decisions. 
Any purchase presents problems of planning, organizing, analyzing, 
ovduating and negotiating for both parties. And the perceptio n of 
r i sks  to both parties should be minimized. . 

. . . . 

Vendor, The sellor will b e  interested in getting a f a L  amount for 
. assets  of the enterprise, transferring these assets  in a 

srnoothway,t,ien seeing that 'he enterprise bemmes a contributor to 
the national economy and the people. Even after a smooth eivest- 
ment, the government should be concerned about the ability of the 
private sector to effectively manage the acquired resources. So 1 
provision for  ecommical, part time,technical assistance in areas  
such a s  ac&unting,' marketing, management, f inancia reporting 
could ensure the economic viability of the acquired organization. I 
Buver. The buyer perceives r i sks  in at least the following a reas  - 

before, during and after a sale: 
1. Lack of well functioning local markets  and stable long term 

demand 
2.  Inadequacies of physical infrastructure supplrt i n d k t r y  

gro wth and operation 
3 .  Availability of debt o r  equity resources . 4 .  Insufficiency of managerial and entrepr eneurd  skills 
5 .  Lnability to develop and utilize effective business information 
6. Qualities and capabilities of the labor force 
7 .  Ability to manage technology changes and improvement on an 

o ngo iq basis. 

Lndeed the orientation of the privare sectar may+wei.i be di;;'ererit 
from the practices of the government enterprise. So the acquires 
of a state enterprise faces not only a difficult externdl environment 
but the problem of trying to purchase, reorganize and operate assets  
that could well be presently structured .and staffed differently than 
it  should a s  a private enterprise. 

In brief, the many cotenti& r i sk s  to both the sellor and the buyer of  
a government enterprise a r e  many and varied but these should be 
minimized by the availability of knowledgeable, objective and ==edible 
experts during the whole process. 



BASIC PROGRAM 

a 
There i s  a basic program fo r  the divestment of any government 
enterprise which wil l  generally go through four stages each of which 
will have a particular focus of attention and its own general 
objectives. 

Initiation - is the fi-st stage which focuses o n  the preparation of a 
Basic Pl;in for divestolent. 4nd i t s  main objectives a re  

to establish organizatio nal linkages, study and gather pertinent data, 
and prepare a basic business plan including the scheduling of 'tech- 
nical visits by needed esperts. This should take approxircately thee 
months. 

Divestment Cycle - i s  the semnd stage which consists of contacting, 
evaluating and negotiating with el ients. The 

focus of attention i s  the client (s). The main objectives are to pre- 
pare offering materials,  make a detailed business plan, analyze 
oprprtunities!needs, negotiate, etc. While relations .with any client 
may take 2 to 3 o r  more months the whole process of t ~ l k i ~ g  to 2 

number of potential buyers could take two o r  more years. 

Interim - stage that is between talks to different buyers is focused 
on  data gathering and evaluation a s  well a s  the preparation 

for new negotiations. In effect the whole divestment process i s  a 
cyclical one. With 2ach pcrtentidl client new factors and critical 
issues will be identified, lead to modifications and adaptations to - 
individual off e re rs .  The key to succesh l  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- 
. lopm fent of the new enterprise. Phases might include 

re-organization and take over, operat'ion and evauatirjn ri+& rrsdZi - 
cations. The main objective hese is to provide technical assistance 
to the new management. 

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



IESC ASSISTANCE ROLE 
I 

-. 

An essential need of the entire privatization process i s  managerial 
and technical assistance which ,should be well organized and f unc- 
tio d l y  'specific for  maximum effectiveness. 

Organization. A t  IESC-USA there will be both an Ececutive Group 
and Working Group for implementing each divestment 

program; The Executive Group will consist of . a  ~ & a g e r  for plan- 
ning and a Supervisor f o r  coordinating Volunteer Executives in the 
field ind Recruiters. In the Philippines there will be a Planning 
Team and two o r  three Technical Teams of the  indust=y and f k m ,  
finance, p~oductton, marketing, etc. experts. - .  . 

Specific Functions - of IESC personnel in the field w u l d  vary 
. .  . ' . according to t he  development stages and be 

either in the (USA) o r  the Philippines: 

Stage LESC Ekecutives Functions 

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

B. Divestment Cycle Technical Team Research on potential ciients 
Short l is t  clients 
Evaluate clients 
-4dapt client plaris 
Facilitate 'negotiations 

C. Interim [Coordinator) Develop transfer  of assets  plan 
Provide industry specZic data 
R.ecruit technical assistants 

D. ~nstallatio; '(Project Director) Provide new technicians as  
needed 

Develop reorganization plan, 
new markets,  training 
programs, etc. 

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



CONCLUSION 

Privatization is a multi-fa'ceted and complex process, now of great 
financial significance to the ecommic rehabilitation of the Philip- 
pines, which requires many and varied &nts to make each divest- 
men a success. 

While foreign managerial and technical experience ,will mt be needed 
'for each and all Philippine government divestments it is strongly 
felt that such expertise would be advantageous and cost beneficial in 
most '  cases. 

The a d - r s a g e s  of LESC assistance a r e  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 arid the buyer; and, the cost beneficial 
nature. 
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REPORT AND RECOW4ENDATIONS OM 
DEVELOPING THE CAPITAL MARKETS 

OF THE PHILIPPINES 

( D r a f t  of  March 1 4 ,  1987) 

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

This  r e p o r t  d i s c u s s e s  a c t i o n s  t h a t  cou ld  be 
taken  t o  f o s t e r  development of t h e  c a p i t a l  market i n  
t h e  P h i l i p p i n e s .  The r e p o r t  i s  provided i n  r e sponse  t o  
a  r e q u e s t  from t h e  M i n i s t r y  of Finance and t h e  M i n i s t r y  
of Trade and I n d u s t r y .  Because changes are o c c u r r i n g  
i n  t h e  P h i l i p p i n e  markets ,  and t h e  government is  cur -  
r e n t l y  t a k i n g  measures t o  improve t h e s e  markets ,  t h e  
r e p o r t  i s  provided i n  d r a f t  form f o r  d i s c u s s i o n  and 
r e v i s i o n .  

A. Underdeveloped C a p i t a l  Market 

The c a p i t a l  m a r k e t . i n  the  P h i l i p p i n e s  i s  
underdeveloped. Few c 'hpanies  raise f i n a n c e  through1 
the s e c u r i t i e s  rnazketsr and i n v e s t o r s  l a c k  conf idence  
i n  such markets.  Compin ies ' a re  overburdened wi th  debt;, 
mosgly s h o r t  term, and 'have f a r  t o o  l i t t l e  e q u i t y  cap i -  
t a l i  U n t i l  very  r e c e n t l y  t h e r e  has been no government 
p o l i c y  of  encouraging long  term f i n a n c e  through t h e  
s e c u r i t i e s  markets.  

1. O r i g i n a l  1985-86 Review 

The GSAID examination of t h e  c a p i t a l  market 
i n  t h e  P h i l i p p i n e s  was o r i g i n a l l y  undertaken i n  1985 
and e a r l y  1986 t o  expand on an e v a l u a t i o n  prepared i n  
1984 by c o n s u l t a n t s  f o r  t h e  Asian Development Bank. 
The  1984 r e p o r t  focused l a r g e l y  on banks and bank lsnd-  
ing .  I t  was f e l t  t h a t  K A I D  might assist  by focus ing  
o n  t h e  s e c u r i t i e s  markets  f o r  long  term f i n a n c e ,  and by 
p a r t i c i p a t i n g  i n  an expected implementation of recom- 
mendations i n  t h e  r e p o r t .  

However, a t  t h e  beginning of t h e  e v a l u a t i o n  



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

With no government request for assistance, 
U S A I D  concluded that it should nevertheless attempt to . - yain an overview of the securities markets to see ;r 
developmenc efforts were warranted. 

I .' . 
Accordingly, discussions were held in 1985' 

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

Five"- types "o'f 'problem$ emerged from the 
survey of market condit'ions. 

(1) ~ a s k e t  ~ i ' f f  iculties) Few companies in 
the Philippines raised finance through securities is- 
sues. . . 0nly."4#'- o'f'Ehe t o p  ,.1000 .companies were listed oni 
ths.~.iixchaxiges'i -" The , p r ~ p o r . t i o ~ -  of ..&axed. f such campa- ' 
nies .. ... . available -. *~for:tr.adhg. was ve+ small ! probably 
around 104 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 rumox or misinformation. lri*esr 
tors questioned, the pr.ofessLohaliam o$ the securitiei 
markets and lacked confidence in theni.. They believed 
they were not adequately regulated. Some *papern 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. 

. .. .-8--a--.p. ( 2 ~ - . ,  ,~xcessive: ~vailability of Loans.  om-i 
pany finance was. usually limited to loans from banks, 
and many companies obtained finance at concessiona,l, 
below market rates. companies incurred debts well. 
beyond prudent ratios of debt to equity; In 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 )   ist tort ion ~f ~conomg. Commentators 
argued that a third factor made it almdst impossible to 
deal successfully~wi~ the first two. difficulties : they 
alleged chat the ~hilipp'ine economy and business .en? 
virokent: had been .brought . under. . the. .control .of .the , 
head or' state an2 powerful interests. aligned with h i n ;  
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 pillagedn 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 )  ~3ce'ss'i;'Un% Recession in the world eco- 
nomy and the ~hili~~inds"ed 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 qveqborrowin~, and borrowing in a 
currency for which the firms had no, or only inade- 
quate, income-streams, thus subjecting them ta exchange 
risk. The ovarborrowing was fuelled by ehexforeign 
loan funds made available in the Philippines. 

( 5 )  ~oliticali The political environment 
continued to worsen during 1983-85, and this triggered 
an even greater loss of confidence in the future. This 
rodatzed. wkllinqnass-of businesses to invest in capitql 
assets ' and made'~'.fnv'es'tors unwilling to place funds lo'nq 
term,ror perhaps even to keep their funds in the 
Philippines at all. Everything turned extremely "short 
tarm" . 

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



drop in international loan funds and the painful con- 
sequences of having relied on excessive borrowing would 
now lea2 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 g a s t ,  they had not had the 
time to focus on the matter and to formulate a policy 

. to use financial market deveiopment as a technique for 
economic growth, and (b) in the midst of needs to deal 
with urgent matters in 1945 (such as foreign debt re- 
scheduling, sconomic adjustment demands, and bank 
failurss), they did not then have the time or manpower 
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 Approcch of New Government 

A "sea changen 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 v,,..- to -.-.. enco,urage development of 
the capital market. .The ob jictives! would. be to provide i 
long teem finance to.industzy through the securities 
markets, which can mobilize. savings and allocate thosi 
savings to productive enterprises %n which the country 
enjoys a comparative advantage. ( A  detailed discussion 
of the development objectives and benefits of capital 
market growth is proviOed 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 companiks, and to 
allow for conversion of debt to equity in Philippine 
enterprises. These efforts are 2 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 



f o r e i g n  buyers ( es t ima ted  by some as providing up t o  
40% of t o t a l  buying) and s u b s t a n t i a l  r ise i n  p r i c e s  of  
t h e  l i m i t e d  sha r e s  a v a i l a b l e .  Trading was concen t ra ted  
i n  a l i m l t e d  .nyn.ber -of. companies.. I t .  i s  be l i eved  tha t  
'it '; 'si 'gnikicant. percentage ,  of the,..reported- . t r ansac t ions ,  
c o n s i s t  ad. .of ,. priua.te1.y ..neg.otf ated - t ransac$ions i n .  the; 
# h a r e s  ot...a.- l i m i t e d  number. of  companies ;' which were! 
repor ted  .on t h e .  exchar?qe,s to.  o b t a i n  r e l i e f  fram c a p i t a l  
g a i n s  ta& Recently the government has  ques t ioned 
whether t h e  inc reased  t r a d i n g  and sha r e  va lue s  repre-  
s e n t  n o t  investment bu t  use  by va r ious  persons of secu- 
r i t i e s  t r a d i n g  t o  launder  money r e t a i n e d  i n  t h e  country  
f o r  p o l i t i c a l  u se s .  . I n  conclus ion ,  t h e r e f o r e ,  whilei 
t h e  ' t b t a l  turnover  va lue  has inc rease? ,  t h e  supply  o f '  
s e c u r i t i e s  remains low as i n  the p a s t i  wi th  few com- 
pan ies  r a i s i n g  f i nance  through t h e  i s suance  of sha r e s  
o r  o the r '  long term s e c u r i t i e s ,  and t h e  problems i n  t h e  
market i d e n t i f i e d  i n  t h e  1985 review con t inue  t o  impede 
growth. 

.-- ... ." ..I - -.--. , - .... r. 
The, go-vqxmsxit' Xs. . d e h h g  w i t h  the  &bade& 

problems ieading: to t h e  underdeveloped arketsi -- t h a t  
i$, -<&- exceoqive avaf 1abilj.w-.o loansl  ..gouermkn+: 4 domimt$.on" of '  busfness ,! .p.tession and politica&a!.prob$ 
l .qs' . .  ~ h u s  ,'-i't becomes r e a l i s t i c  now t o  address  the '  
more s t andard  market d i f f i c u l t i e s .  To begin a c a p i t a l  - 

market development program, government o f f i c i a l s  re-  
ques ted  a s s i s t a n c e  i n  focus ing  t h e i r  e f f o r t s ,  f o r  which 
they  asked f o r  t h i s  r e p o r t .  

, _.. . . - - .  .... - .., 
' " I B. Summary of keco&endations 

This  r e p o r t  d i s c u s s e s  a c t i ons  which could be 
taken t o  develop t h e  s e c u r i t i e s  markets. T h e  major 
recommendations are summarized below. Following t h i s ,  
a proposed three-phase Action Program i s  d i scussed .  

I .  Need For Cap i t a l  Market Development 
Po l i cy ,  and Working Group 

-."'T.r.W*' , 

(1) E s t a b l i s h  a' c l e a r  poiic4 f o r  c a p i t a l  
market devslopment. [Recommendation 1, page 161 

.. - . 
( 7 )  Crea te  a  apical Market DevelopmenC 

Working ~ r o u p i t o  conduct a d e t a i l e d  survey of t h e  mar- 
k e t s  and t o  agree  on s p e c i f i c  market development s t ep s  
t o  b e  taken. [Recommendation 2 ,  page 171 



( 3 )  The development work should b~ a joint: 
effort between government and private sector business- 
men, bringing together all available capital market 
expertise. [Recommendation 3, page 171 

--.-:-.- 7 .  

14). ..consider- whether - i t  would be advisable 
to hold capital market development conference) for .I 

which there are pros and cons. [Recommendations 4 
through 6, page 181 

11. Increasinq Securities Supplx 

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. 

-.- I . .  .. ..,.. . - -.-.. l.. - .'. 
( 1) Encour-ag= ..imp~ovement id the climite for: 

buqiness'-and expansion of business! which will need to 
raise long.,term e q . 1 ~ ~  financ,e through the securities 
markets. Conduct. an eF&*uatidije or'thei" business en-! .. . 
vironment\ through the Capital Market Development Work- 
ing Group or a separate Business Development Working 
Group. [Recommendations 7 thzough 10, pages 21 and 221 

( 2 ) .  tXlmlnate- or-' severecy limit credit pro-! 
vided at below market rates1 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 221 

. . .  

( 3 )  Take steps to reduce h igh  'interest rated 
paid' on short. term securities tn the money market, 
which discourage investment in long term secur.ities. 
[Recommendation 12, page 221 

- r  .-. ., 
( 4 )  Develop and adopta requdrements. for "set- 

ukitf zationn of finance,. -to. reduce ref iance on 'bank 
borrowing, and, encourage (or in . some cases require) . 
companies to'ra'ise finance through issues of secu~i- 
t ies i  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 231 

. . _  .-  ....... . .- ........ 
( 5 )  ' I k e a s e  the range of seckrities thad 

companies .... can issu4. [Recommendations 17 and 18, page 

.a. . , - 
( 6 1 R e m w e  tax 'disincentives to companies',. 

issuing securities:(eg. tax deductibility of interest 
payments on debt, as compared to non-deductibility of 
dividends on shares) , and provide positive incentives'? 
to-thd 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 251 

(7) If incentives to public offerings do not 
provide sufficient improvements, consider more dire&. 
inducements to companies to raise finance through pub- 
lic offerings: similar to those used in certain other 
countries. [Recommendation 32, page 251 

-- .--.-... -, . ...\. ........ 
( 8.) AT~* cop~an&es -and: their . underwriters ! 

to dete'nd'he imderwritinq"'f ees aid  commissions. i [Re- ' 
commendation 33, page 2.55 

( 9) ' ~ e d u ~ c ~ . .  regulatory disparities between; 
open and closed companies of equaI sizej to reduce the 
advantages of remaining a closed company. [Recommenda- 
tion 34, page 261 

. . . . . . . . .  
(10) S e l l  'public issues of shares at market: 

value, and not at "par valuen, which discourages 
companies from raising finance through share issues. 
[Recommendation 35, page 261  

( 11) ~ e m o g g .  pqcpmptiva,-rimes.. $or new issues 
of shares j'~ecau$ei ' the&' ff ghts."rest'rict" financing by: - - 
equity issue4 and encourage-short term debt financing. 
[Recommendaticn 36, page 271 

( 12) ~liminate .the alleged 'past practice of, 
unfais. +location of new share issues to privileged 
persondr [Recommendation 37, page 271 

.. - .  . . . . . . . . . . . . .  
( 1 3 )  Consider requiring that certain s h a d  ,, 

issueslwhich are sold as private placements to indivi- 
duals and institutions, instead be conducted as public 



offeringd. [Recommendation 38, page 2 7 1  

(14) Carefully consider the governmental 
program for privatization of government owned companies 
and non- performifig assets in the. lLghf,,l~L.the.ga$,ital 
market, development effort , and wh&a ~pra-icable ' conk, 
duct.. .privatization. th-rough.. . public .issues. of .. shares to! 
encourage development of the securities markets: [Rec- 
ommendations 39 through 32, pages 27 and 2 8 1  

111. Ir . . asing Securities Demand -- .. A- 
Improvements are needed in the <ernand for 

securities, by both institutional investors 'and indivi- 
duals. The following actions are recommended. 

. ...- ( - -,..- -- .-. . - . . . . . . . 
( 1) Remove unfair disparities. favoring in- 

vestxitent in government securities or deposit in banks1 
as compared to investment in company securities. . [Re- 
commendation 43, page 301 

---'.).-.-..r.- - .-. -. 
( 2 )  Encourage, i3is'eiEutf ona~~"'inv~stors t& 

fiiaiiist "'i;fi"~'ecurPtied, akd -review 'and ' as appropriate 
reiax any'limitations that they can invest only in "ad- 
mitted assetsn, which may preclude investment in cer- 
tain securities. [Recommendation 44, page 301 

- .  . . , . .- , . , 

( 3 )  R@o<' t& disincentives to savers in-. 
vesting in securitie 3 , and consider providing positive 
incentives of various kinds, including removal of 
double tax on share dividends. [Recommendations 45 
through 50, page 301 

( 4) considei :.es tabl i  shment of mpersona~ 
equity plansg or "individual retirement accounts" with 
tax benefits 3 to encourage investment in securities. 
[Recommendation 5 1, page 3 11 

( 5) ~onci'der :es$abkishinqa .specialized in-! 
vestment companies or mutual' funds wfth fax' advantages, 
similar to those provided in Brazilian "157 Funds" and 
French "SICAV Fundsn, in order to encourage broad in- 
vestment in securities. [Recommendation 52, page 311 

( 6 )  ~ n c o u r a ~ e  employee stock purchase plans : 
[Recommendation 53, page 311 

( 7) Encourage broader advertis ing of 



brokeracre a:ld securities investment!! to encouraqe savers 
to participate in the market. [~ecommendation-54, page 
3 11 

( 8) ' ~ a k e ' - f f  nance" 'more -eas'ily accessibl4 for 
brokers to engage in'securities dealing and for custo- 
mers to purchase securities. [Recommendation 5 5 ,  page 
3 2 I 

. . 
(9) ' k l c w  brokers to act as underwriters, to 

provide the broadest distribution of securities. [Rzc- 
ommendation 56, page 321 

1 10 ) ~ i p i d v e  auditing, accounting and f inan- 
cia1 reporting,: through adopting generally accepted 
auditing standards and accounting principles, estab- 
lishing uniform requirements for financial statements, 
and adoptiug requirements to issue consolidated finan- 
cial statements where appropriate. [Recommendations 57 
through 61, page 331 

.',.-.- .. c.. .*r. .. ...........-. . . . . . . . . .  . , . .  
. . . . - _ . .  ( 11 1 Improve dLsclorus.e..oE maearial..i~f orma; 
twq .<r 0% ..so rnp~~r_i..es,,. -,and. ..njarkef. information as. t o  
events occurria? in. the:;marketL [Recommendations 6 2 
through 74, pages 34 through 361 

.&-- .... .,crvq,-..r...,4,.r- . .a- . . . . . . . . . . . .  

( 12 1.  ons sides-: improvements in professionalisd 
'in the' securities markets] including limitations on 
manipulative practices and improvements in self-regula- 
tion and the duties owed by brokers to their customers. 
[Recommendations 75 through 79, page 361 

.......................... 
(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 fcnds tcken out of the 
country., for investment in domestic sscurities. [Rec- 
ommendations 80 through 85, pages 36 and 371 

IV. Encouraqinq 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 fostei development of i 
broader based, more active securities firms: 



Securities firms, particularly merchant banks and in- 
vestment banks, may be considered as "engines" that 
make the new ~.~,~ues.,.sec.u~tiss. markets work. As a 
first step, make datailed.evaluation of steps necessarg . . 
to encourage securities firms! [Recommendation 8 6, 
page 391 _ . . .  . -,.. - . . .  . . 

( 2 1 provide -incerrCive+ for- merchant bankin;. 
firms %to act as underwriters to bring to market new 
issues: or blocks of privately held shares. [Recornmen- 

. dation 87, page 391 
".,a. .... .. - . . . . . 

. . ( 3 )  Determine financing needs of securitieS 
fims, 'and consider lines of credit and discount winc'cw 
to facilitate 'such firms' securities activities. [Rec- 
ommendation 88, page 401 

-. .. - 
(4) A'emove -... . limitations on underwriting f eek 

aid  commission$. [Recommendation 89, page 401 As 
indicated earlier, take steps to increase the "securi- 
tization" of finance, thus providing opportunities for 
merchant banks and securities ,-, ....-.. firms ... ... ,,~.$.ecommendation 
90 -,...,page .. 40.1 ...,,, In., additi-on,.. ng.9vid43 the.. kax ,incentives ( 
to , companies to raise ff nance. through public issues: 
discussed above. [Recammendation 91, page 401 

,-.- v-, --a- -.---a-e-. .--a . . . .. 
(5). h p r w e  issue ~rocedures, and remove any! 

legal 'impediments to securities issues\ [Recommenda- 
tions 92 through 95, pages 40 and 41.1 

. . . _. 
(6) ~ n c o u r a ~ e  -'dev'elopment of new types of i 

securities financeiand a full product line of business 
for securities firms. [Recommendation 96, page 411 

( 7) Eaudats f inns.. and companies on tecfi- 
niques of corporation ' f f nance*'and underwriting. [Rec-. 
ommendation 97, page 411 

( 8 ) ~roir%de"aiithority and ; if needed, inceri- 
ti*es. to. encowage' investmeqt"bdnk's to act.' as dealers 
in. securities ' they underwrite. [Recommendation 98, 
page 411 . . . . . . - . .  . 

( 9) Consider authorizing aad encouraging 
joint ventures .,between.. lo.cal and foreign firms with 
skills in merchant bankingiwho are willing to make a 
commitment to the Philippines. [Recommendations 99 and 
100, page 411 



--. .. 
(10) kr&ve ,any .legal imbedbents to invest- 

ment b'anking and. underwriting, \ such as inappropriate 
regulation of investment banking firms as commercial 
banks. [Recommendations 101 and 102, page 4 2 1  

. . . . . . .  ... * ....._.._. .............. -...-.-- . .  
(11) Take steps to improve securities bro4 

kerage activity) including: removal of any inappropri- 
ate taxes; provision of lines of finance; removal of 
iaappropriate "unlimited liability" standards and r e -  
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 441 

( 12) improve ability of securities exchanges: 
to~'meet..dweLoppSaentt.dut~es aimed at encouraging growth .- 
in'thb"secur'ities markets; evaluate and possibly im- 
prove certain 5spects of exchange trading methods; con- 
sider improvements in their ability to act as "self- 
regulatory organizations" to prevant abusive practices 
in the markets. [Recommendations 114 through 129, 
pages 44 through 471 

..ru- .. e.. .,-r'..-.---. ...........-. t 
( 13 ) ~e-evaluat&. with caution, po*entialt 

fi'o?.-'g?oweh '3 ventuse capital\, Attempts to improve 
the situation have been made in the past but have not 
been successful. [Racommendations 130 through 137, 
pages 48 and 491 

V. Legal and Regulatory Matters 

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

. (1) ~ $ t a b l i s h . a . . g o v e ~ e n t  or private sector 
ent i ty  with .dut ies  tb-f6star 'develdpmeht! of 'the'&ipifaq 
market;,. [Recommendations 138 and 139, page 511 

. . . . . . .  -. . . . . . . . . . . .  
( 2 )  Review organization and' capacity od 

~ecurities~and Exchange Commission to provide invastok 
protection.\ [Recommendations 140 through 155, pages 52 
through 551 

. . . . . . . . . . .  
( 3  Improve the capacity ofst& exchange& 

to take steps .to. encourage deyelopment of tj le market, 
and to ac-k as' self-regulatory organizations!. [Recom: 
mendations 156 and 157, page 551 



. (4) Review, and revise as appropriate, laws! 
and regulations to remove impediments to market growthl, 
particularly the Securities Act, the Corporations Code, 
and business t a x  laws. [Recommendations 158 through 
185, pages 56 through 611 - 

. . 
( 5 )  &&& f , i i l . .  "lecal audit' of all oth& . 

laws, rules, *procedures, etc.! which could impede devell 
opment of the capital marke~,~ and rsmcve such impedi- 
ments as appropriate. [RecommenCIation 186, page 611 a 

VI. 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) ~$ ' t&l i sh , .  .program; to. educate companiesi 
in imprwed .methods.,.of corporate financ? 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 621 

-. ..- 
'=?'?---.. ,. ... 

( 2 )  A==snqb .tor. s.&f or off ic jalo .:and pr ivat* 
sector representatives tq .visit selected 'countriek (eg. 
Korea, Jordan, Brazil) to study their market develop+ 
ment techniquesi Carry out training for improved 8is- 
closure of material information, conduct of brokers, 
and self-regulation in the securities markets. [Recom- 
mendations 189 throyh 193, pages 62 and 631 

( 3 )  conduct public educatim program on ' 
securities markets functions and opportunitied. [Rec- 
ommendation 194, page 631 

C. Action Program 

To implement the above recommendations, an 
Acrion Program in three phases should be established. 
[Recommendation 195, page 641 

Phase I: Initial Actions ' ., 

This first phase could be conducted over an 8 



t o  10 mcnth. 'per iod of i n t e n s i v e  work, t o  survey r e l e -  
v a n t  i s s u e s  and a g r e e  on s p e c i f i c  recommendations. 
During Phase I a c t i o n s  t h a t  c l e a r l y  should be taken. 
q u i c k l y  t o  encourage market growth could  be implemented 
a s  a  m a t t e r  of p r i o r i t y .  

-.-- .. 
1. Genara i .  ,.... E s t a b l i s h  . j o i n t  government and p r i -  
vate, s e c t o r  c a p i t a l '  Market. Development Working: 
Group, t o  des ign  a  s 2 e c i f F c  a c t i o n  Srogram f o r  
c a p i t a l  market development, i n c l u d i n g  t h e  recom- 
mendations i n  t h i s  r e p o r t .  Survey c a p i t a l  mar- 
k e t ,  and survey  environment f o r  b u s i n e s s  encou- 
ragement. Visit o t h e r  developing  markets.  

2 .  Supply/Demand. ~ e s f ~ n y s ~ e c i f  4 .recomkn& 
t i o n s  for increasing" the s u p p l y  of .and demand fo* 
sec.ur i t ies \ .  Examine t a x  d i s i n c e n t i v e s /  i n c e n t i v e s  
t o  supply  o f  and demand f o r  s e c u r i t i e s .  Design 
requi rements  f o r  s e c u r i t i z a t i o n  of f inance .  P.e- 
view p r i v a t i z a t i o n  program and t a k e  s t e p s  a s  ap- 
p r o p r i a t e  t o  encourage p r i v a t i z a t i o n  through pub- 
l i c  o f f e r i n g s  of s e c u r i t i e s .  Review account ing  
and a u d i t i n g  p r a c t i c e s  and ag ree  on s t e p s  f o r  i m -  
provement. 

3.  ' I n t e r n e d i a r i e s  . . Design a c t i o n s  t o  'T03feij 
growth. o f .  f u L l ~ a e ~ i c e . ~ . s ~ u r i t i e s  firms, such a& 
merchant/investmen,t , banks!, and r e y e v a l u a t e  uni-  
v e r s a l  banking. ~ e v i . e w  trading procedures/  and 
o t h e r  r e l a t e d  m a t t e r s  i n  t h e  s t o c k  exchanges and 
de termine  whether changes may be  needed. EXaminq 
prospects for  v e n t u r e  c a p i t a &  and t a i l o r  such 
a c t i v i f i e s  ' t o  p h i l i p p i n e  needs. 

4 .  Leqal /Requlatory.  Determiqe w h i c h , e n t i t y f  
shou la  take charqe of s e c u r i t i e s  market develop-.: 
rnent raid, and how it should c a r r y  o u t  development 
a c t i v i t i e s .  Review S e c u r i t i e s  A c t  and Corpora- 
t i o n s  Code and r u l e s  and r e g u l a t i o n s  thereunder .  
Begin l e g a l  a u d i t  t o  e v a l u a t e  o t h e r  laws and regu- 
l a t i o n s  which may i n h i b i t  c a p i t a l  market develop- 
ment. Evalua te  any needed p r o t e c t i o n s  f o r  inves-  
t o r s ,  i n c l u d i n g  minor i ty  s h a r e h o l d e r s .  

5.  Training. Consider: . c a r g f u l l y  organized : 
v i s i t s  t o  s e l e c t e d  c o u n t r i e s i  (eg .  Korea, Jordan ,  
B r a z i l )  t o  e v a l u a t e  t h e i r  c a p i t a l  market develop- 
ment t echn iques  and exper i ences .  



Phase 11: Medium Term ~ c t i o n s '  

Phasc TI could be conducted o v e r ' a ' 1 2  t o  18j 
month.  'per iod .\ During t h i s .  phase s p e c i f i c  recommenda- 
t i o n s  made i n  Phase I would be implemented, with imple- 
mentation f i r s t  of t h e  s t e p s  t h a t  a r e  l i k e l y  t o  b r ing  
t he  qu i ckes t  r e s u l t s .  

? . S u ~ ~ i y / D e m a n d .  gdopt i ncen t ive s  t o  companies': 
t o  r a i s e  f inance  through publ ic  of f e r i n g g  of secu- 
rities, and t o  i nves to r s  t o  purchase s e c u r i t i e s .  
Take recommended s t e p s  t o  encourage Fncreased: 
s e c u r i t i z a t i o q .  ... -.(a Improve d i s c l o s u r e  of'company 
infomat ior2  and market information. Adopt recom- 
mendations t o  ihprovg  accounting and aud i t i ng .  

-. ---...-. ...-. 
2 .  In te rmedia r ies .  Adopt srice'nt'i^ves "%id' otheg ... - ". ,..- ...- 
s teps .  necessaxy t o  encourage growfh"'of" s e c u r i t i e s ,  
firmsi. 

. #  . . . .- , 

3 . Legal IRequlatory . - Adopt,.. a,ny, -heeded, '.*en+ 
ment:s,,:to,. S e c u r i t i e s  . A c t , .  Corporat ions Code and :; 
okher l a w & .  Adopt any needed r ev i s ions  t o  Secu- 
r i t i e s  Exchange Commission, s tock exchange, and 
o t h e r  r u l e s  and r egu la t i ons .  C3bntfnue'legal'audi.t 
t o  eva lua te  o t h e r  laws and r e g u ~ ~ t i o n s ' w ~ i c h  may ' 
i n h i b i t  c a p i t a l  market development, and adopt 
appropr ia te  changes. 

4 .  .Tra in ing,  Education. Tra in  appr,opriate  perd 
spns. . in  capi ta l ,  market development, r egu l a t i on  and 
se l f - r egu la t i od .  Begin educat ion of i s s u e r s  con- 
cerning use of f i n a n c i a l  markets. Begin pub l ic  
educat ion program. 

'Phasa.111: Longer Term A c t  ions  ': 
. . 

. . . .  . The t h i r d  phase could b e  conducted over 24 to 
36 monthd, dur ing which longer term ac t i ons  would be 
taken. 

1. General.  Review success  of ac t i ons  a l ready 
taken,  and make changes a s  needed. 

2 .  Supply/Demand. cons ide r  whether incen t ives  ' 
adopted t o  inc rease  t he  supply of and the  dmand - -  - 

f o r  s e c u r i t i e s  have been adequatec. I f  no t ,  consi-  
de r  more viqorous o r  more d i r e c t  approaches. 



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

. .  -. - 
4. Legal/Regulatory. Monitor. success of changes 
made. in securities regulation. Evaluate market 
developrnect activities of ~ o b i s s i o n  or other body 
charged with encouraging this. Adopt further 
changes as determined by legal audit. 

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



TWO: ISSUES AND RECOLLIENDATIONS 

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

A. Concerns 

There is an urgsnt 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 from 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 ysars. 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 strategy for the Philippines. [Rec- 
ommendation 11 

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 enoush to cover 
aLI areas of needed investigation and ,action. [Recom- 
mendation 2 1  

3. Joint Development Effort. The Develop- 
ment Group should be a joint effort between the sovern- 
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- 
ries 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 indicat,ed 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 confekence 
outline indicates that the following topics would be 
discussed over a two-day period: (1) 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 
lea6 to 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 ekpect to get that from 



che conference. Conference speakers often do not have 
any specific actions to propose. Thus a conference can 
easily degenerate into generalitics 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 govezmsnc co  ecccurage capital market develo?ment, 
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 markst development by the 
Development Group, [Recommendation 41 

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 confarence. The government should advise 
the conference sponsors that it will seriously consider 
the recommendations of the conference. [Recommendation 
5 I - 

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 61 



11. Increasing Securities Supply 

A. Concerns 

Companies in the Philippines do not often 
- 

raise long term finance 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 * .  

conpanies 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 adzitional 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 held 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 tra2ing. 

Those interviewed and commentators suggested 
chat 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, from 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. 

.) 

(31 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. 



(5) Tradition of families and businessmen to re- 
tain control of companies. 

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

( 7 )  In earlisr periods, inhibitions ~f 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 combanies 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. 

Lack confidence 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. 

( 1 4 )  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 econo- 
my, with relatively few companies requiring signi- 
fican.t capital. 

(16) During earlier periods, improper allocation 
of new issues of securities to favored persons; it 
is alleqed that in some cases companies increased 



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 

- 
1. ausiness 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 of which need to be addressed to clarify 

- 

the role of business and to sncourage it. If growth of 
business is encouraged, it will need additional capi- 
tal, which could be obtained in the securities markets. I'- 

A number of steps should be considered. 

(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 71 

Existing businesses, both large and small, 
shouM 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 =o unprove business 
prospects. [Recommendation 81 

- 

(b) Government Business Activities. If it I, 

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 govsrnment, 
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 



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 1 

(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 squities 
of such ccmpanies should be ailowed to take a crzdit 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. - [~ecommendation 10 I 

2. Excessive Concessional Lending. Elimi- 
nate widespread concessional credit, to 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- 
ties 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. [Recommends- 

- ~- 

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 equal in interest or dividends on 
long term securities. [Recommendation 121 

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, 
131 - 



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 141 

All companies seeking finance over a speci- 
fied amount should be required to provise the opportu- 
nity to independent merchant banks to b ~ d  to raise the 
finance through issues of the company's securities. 
This "competitive bidding" could produce lower cost 
financing. [Recommendation 151 

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 161 

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 171 

Ths 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 1 

6. Tax Improvements. Consideration should 
be given to providing incentives for companies to raise 
needed finance through public offerings.- [Recommenda- 
& ; A "  1 0 1  



At an earlier time companies which had public 
offerings paid less income tax than closed companiesu 
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 ways to 
fit within the public offering exemption without having 
a bona fide public offering, fcr example by "parking" 
sscusities with favored friends, suppliers, etc. 

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

(i). Significantly reduce the tax paid by companies 
that have public offerings. [Recommendation 201 

(ii) Require the public offering to be to a speci- 
fied minimum number of shareholders, such as 300 
to 5 0 0 ,  each owning a small number of shares, in 
order to avoid concentration. [Recommendation 211 

(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 (mount to a small 
percentage of the total 6ividends paid out by that 
company. [Recommendation 221 

(iv) Require that the company maintain such broad 
public distribution, or lose the tax reduction. 
[Recommendation 231 

(v; 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 241  

(vi) Allow companies which have public share own- 
ership meeting the standarils 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 251 



(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 261 

. 
(viii) Make it clear that expenses (underwriting 
commissions, accounting, legal, etc.) of public 
ozferings are deductible for tax purposes, as are 
costs for negotiating ~ - -  and incurring loans. [Rec- - 
ommendation 271 

(ix) Reduce or eliminate any issue tax or stamp 
tax on securities. [Recommendation 281 

(x )  Eliminate share transfer taxes on public sales 
by large shareholders, to encourage them to sell 
shares to the public. [Recommendation 291 

(xi) For company bonds, provide a final wichhol- 
ding tax on interest (now taxed at margi~al rates 
up to 35%) to equal the withholding tax on pre- 
ferred share dividends (15%). [Recommendation 301 

(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 311 

7. More Direct Inducements. If incentives 
to public offerinqs are not seen to offer sufficient 
imp;ovements, 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 public issues (an ap- 
proach followed in ~ordanl. [~ecommendation 321 

8. Underwriting. Remove government control 
of underwriting and selling commissions, and encourage 
underwriting activities. [~ecommendation 3 31 

9. Advantage of Closed Companies. A major 



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 necsssary 
to evaluate the regulatory disparities between closed 
and open companies of comparable size, and to reduce or 
elininate any unjustified advantages of remaining e 
closed company, for example by reducing the differences 
in financial reporting requirements. [Recommendation 

. 341 - 
LO. Par Value. Share issues in the 

Philippines have traditionally been sold at par value, 
rather than the higher valuz in the market. This 
amounts to a discount from the 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; [Recomnendation 35 I 

11. Pre-ernptive Rights. Make it clear that 
existins 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 iltdustry 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 



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. .[Recorraendation 361 

12. Allocation. Eliminate and prevent re- 
occurrence of any favoritism that may have existed in 
earLisr periods i n  the ailocation of issues of securi- 
ties. Require all issues be offered publicly except in 
specified circumstances. !Recommendation 371 

1 3 .  Private Sales. It appears .':hat some 
companies make private sales to institutior!al investors 
of fixed return-preferred stock and bonds. Thus secu- 
rities which could otherwise have beefi 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 381 

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 involved, and (b) 
"non-performing assetsn 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 happened 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 whxh could be sold 
to 'publicly traded mutual funds and investment compa- 
nies established for this purpose. [Recommendation 
401 - 

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



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 ilso 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 asslst the capital market 
development program. [Recommendation 4i] 

Where debt to equity conversion programs are 
used to foster or provide inducements in the sale of 
government companies or non-performing assets, consid- 
eraxion should be given to encouraging or requiring the 
beneficiarias to distribute securities in the securi- 
ties markets, especially with a view to avoiding re- 
concentration of control in a dirferent group. [Recom- 
mendat ion 4 2 1 



I n c r e a s i n g  Sscur  i r i e s  Demand 

A .  Concerns 

During e a r l i e r  i n t e r v i e w s  i c  was claimed t h a t  
t h e  low demand f o r  s e c u r i t i e s  d u r i n g  e a r l i e r  pe r iods  
d e r i v e d  from t h s  fo l lowing  f a c t o r s :  

(1) Unwil l ingness  of i n v e s t o r s  t o  commit funds 
long term. 

( 2 )  A v a i l a b i l i t y  of o t h e r  more prof  i t a b l a  i n v e s t -  
ments wi th  f i x e d  r e t u r n s ,  i n c l u d i n g  government 
s e c u r i t i e s  paying ve ry  h igh  y i e l d s  ( t a x  f r e e )  . 

Economic downturn. 

Low p r o f i t a b i l i t y  of companies. 

( 5 )  Requirements t h a t  banks and i n s t i t u t i o n a l  in- 
v e s t o r s  i n v e s t  i n  government s e c u r i t i e s ,  and l imi -  
t a t i o i i  t h a t  i n s u r a n c e  companies can  i n v e s t  i n  
s h a r e s  on ly  i f  the i s s u i n g  companies meet spec i -  
f i e d  e a r n i n g s  s t a n d a r d s  which are t o o  r i g i d .  

( 6 )  I n s u f f i c i e n t  number ox l n t e r e s t  of i n d i v i d u a l  
i n v e s t o r s .  

( 7 )  P e r c e p t i o n s  by i n v e s t o r s  t h a t  i f  t hey  t r y  t o  
purchase s e c u r i t i e s ,  they  w i l l  no t  be a b l e  t o  ob- 
t a i n  them because of inadequate  supp ly .  

( 8 )  S p e c u l a t i v e  na tuze  of many companies l i s t e d  
on the  exchanges.  

( 9 )  Lack of conf idence  i n  the exchanges. Fear  of 
be ing  m i n o r i t y  s h a r e h o l d s r s  i n  fami ly  c o n t r o l l e d  
companies. Uninformed smal l  i n v e s t o r s  have pur- 
chased s e c u r i t i e s  on t h e  b a s i s  of rumor, and hav- 
i n g  been harmed, do n o t  t r u s t  t h e  market .  

While demand inc reased  d u r i n g  t h e  p a s t  y e a r ,  
t h e  demand i s  n o t  widespread, is more s p e c u l a t i v e  and 
i s  l i k e l y  to r s c s d e .  Thus, broader  and more s u s t a i n e d  
i n v e s t o r  demand should be  f o s t e r e d .  

Recommendations 



1. D e p o s i t s ,  Government S e c u r i t i e s .  An 
e v a l u a t i o n  shou ld  be  made of  any d i s p a r i t i e s  f a v o r i n g  
m o b i l i z a t i o n  of  s a v i n g s  i n t o  banks o; government secu-  
r i t i e s  a s  ccmpared t o  c o r p o r a t e  s e c u r i t i e s  (eg. t a x  
t r e a t m e n t  of  e a r n i n g s  as compared t o  e a r n i n g s  on l o n g  
t e rm c o r p o r a t e  s s c u r i t i e s ) .  A p p r o p r i a t e  recommenda- 
t i o n s  t o  r e d r e s s  imbalances  shou ld  be  deve loped .  [Rec- - 
ommendation 431 

2 .  I n s t i t u t i o n a l  I n v e s t o r s .  Encourage i n -  
s t i t u t i o n s ,  such a s  i n s u r a n c e  companies and t r u s t  de- 
pa r tmen t s  of banks ,  t o  i n v e s t  i n  s e c u r i t i e s .  I n s u r a n c s  
companies and o t h e r  i n s t i t u t i o n a l  i n v e s t o r s  are l i m i t e d  
i n  t h e i r  i n v e s t m e n t s  t o  companies which meet c e r t a i n  
e a r n i n g s  t e s t s  o v e r  t h e  p r e c e d i n g  two o r  t h r e e  y e a r s ,  
s o - c a l l e d  "admi t t ed  assets". These  r e q u i r e m e n t s  shou ld  
be  reviewed and g r e a t e r  freedom a l lcwed .  [Recommenda- 
t i o n  4 4 1  

3 .  - Tax. P r o v i d e  i n c e n t i v e s  t o  i n v e s t o r s  i n  
p u b l i c  issues of s e c u r i t i e s .  The government h a s  i n d i -  
c a t e d  i t s  w i l l i n g n e s s  t o  u n d e r t a k e  t h e  t a x  a n a l y s i s .  
I n c e n t i v e s  t o  b e  c o n s i d e r e d  i n c l u d e  .the fo l l owing :  

i C r e d i t  f o r  p u r c h a s e s  o f  new i s s u e s  o f  s e c u r i -  
t i e s  ( d i r e c t l y  o r  t h rough  c o l l e c t i v e  i nves tmen t  
schemes. such as mutual  funds  and inves tmen t  corn- . 
p a n i e s )  . [Recommendation 451 

(ii) Exemption from tax f o r  d i v i d e n d s ,  t o t a l l y  or 
up t o  a s p e c i f i e d  amount. [Recommendation 4 6 1  

(iii) Reduct ion o f  w i t h h o l d i n g  t a x  on s h a r e s .  
[Recommendation 4 7 1  

( i v )  P r o v i s i o n  f o r  a  f i n a l  t a x  o f  15%, w i t h h e l d  a t  
s c u r c e ,  on c o r p o r a t e  bonds (now t a x e d  a t  i n d i v i d -  
u a l  marg ina l  rztes up t o  3 5 % ) .  T h i s  t a x  would 
t h e n  e q u a l  t h e  15% wi thhe ld  a s  f i n a l  t a x  on pre-  
f e r r e d  - s h a r e  d i v i d e n d s .  [Recommendation 481 - 

(v)  Removal of  d o u b l e  t ax  on s h a r e s  and d i v i d e n d s .  
[Recommendation 4 9 1  

( v i )  Tax w r i t e - o f f s  f o r  c a p i t a l  l o s s e s  and worth- 
less s e c u r i t i s s .  [Recommendation 501 



4 .  Personal  Investment Plans .  The 
P h i l i p p i n e s  should encourage i n d i v i d u a l s  t o  i n v e s t  i n  
s e c u r i t i e s  by providing t a x  i n c e n t i v e s  f o r  "pe rsona l  
investment programs" s i m i l a r  t o  such p lans  now be ing  
adopted i n  England, o r  " i nd iv idua l  r e t i r emen t  accounts"  
s i m i l a r  t o  p lans  e x i s t i n g  i n  t h e  United S t a t e s .  These 
p lans  provide  i ncen t i ve s  f o r  i nd iv idua l s  b u i l d i n g  up a 
p o r t f o l i o  of investments .  [Recommendation 511 - 

5. Spec i a l i z ed  I n v s ~ t m e n t  Companies. The 
government should cons ide r  autk. rizincr e s tab l i shment  of 
investment companies o r  mutual . . r u s t s -w i th  i n c e n t i v e s  
f o r  smal l  s ave r s  t o  purchase shz r e s  i n  t h e  company o r  
t r u s t  which w i l l  then i n v e s t  t h e  pooled funds i n  secu- 
r i t ies.  

B r a z i l  adopted such investment  companies, 
c a l l e d  "157 Fundsn, i n  t h e  l a t e  1960s, and they  cons t i -  
t u t e d  a very  impor tant  spu r  t o  i nd iv idua l  investment 
and t hus  growth of t h e  s e c u r i t i e s  markets. France 
adopted a s i m i l a r  approach, r e f e r r e d  t o  a s  "SICAV 
Fundsn ,. and t h e s e  provided i n c e n t i v e s  f o r  small  inves-  
t o r s ,  a l though t h e  i n c e n t i v e s  have va r ied  over  succes- 
s i v e  pe r iods  of p r i v a t e  s e c t o r  encouragement and t h e n  
discouragement i n  France du r ing  r e c e n t  yea r s .  Problems 
experienced i n  e a r l i e r  a t t empts  t o  e s t a b l i s h  "c losed  
end, f r o n t  loaded" funds should be evaluated .  I t  is 
l i k e l y  t h a t  t h e s e  problems could be overcome w i t h  pro- 
per  techniques.  [Recommendation 521 

6. Employee Share Plans .  The Ph i l i pp ine s  
should cons ide r  au tho r i z ing  o r  encouraging companies t o  
n e t  up p r q r a m s  whereby t h e i r  employees may ~ u i c h a s e  
sha r e s  i n  t h e  company. Company employees w i l l  have a 
view about  t h e  company's f u t u r e  and an i n t e r e s t  i n  
p a r t i c i p a t i n g  i n  i ts  growth through sha r e  ownersh~p .  
[Recommendation 531  

7.  Adver t i s ina .  Widespread a d v e r t i s i n g  of 
s e c u r i t i e s  invsstment  a c t i v i t i e s  should be cons idered .  
This  is  a growing t r end  i n  England (whsrs brokers  have 
set up sha r e  marketing shops i n  department s t o r e s ) ,  and 
a long e s t a b l i s h e d  p r a c t i c e  i n  t h e  United S t a t e s .  



8 .  S e c u r i t i e s  Finance. Finance should be  
made a v a i l a b l e  ( s u b j e c t  t o  proper  c o n t r o l s )  f o r  s e c u r i -  
t ies  t r a n s a c t i o n s ,  t o  permit  b roke r s '  customers t o  
purchase s e c u r i t i e s  on- margin. Brokers should be allow- 
ed access  t o  a  d i s c o u n t  f a c i l i t y  t o  f i n a n c s  t h e i r  t r a d i n g  
p o r t f o l i o s .  [Recommendation 551  

9 .  a roke r  Underwriting. S s c a r i t i e s  brokers  
should be allowed t o  a c t  a s  underwr i t e r s ,  f o r  more 
a c t i v e  d i s t r i b u t i o n  of s e c u r i t i e s  and s o l i c i t a t i o n  of 

- pub l i c  customers.  [Recommendation 561  

1 0 .  Accounting and Audit ing.  Knowledgeable 
bankers complained t h a t  f i n a n c i a l  s t a t ements  of Ph i l ip -  
p ine  companies a r e  n o t  r e l i a b l e .  They s a i d  t h a t  t h e  - 
s ta tements  o f t e n  do  no t  d i s c l o s e  informat ion  according 
t o  any uniform s tandards .  Furthermore,  t h e  accounting 
p r i n c i p l e s  app l i ed  are no t  uniform o r  based on speci -  
f i e d  requirements.  They a l s o  i nd i ca t ed  t h a t  t h e  s t a t e -  
ments a r e  n o t  t rus twor thy ,  because t h e  a u d i t s  upon 
which they  a r e  based may no t  be a c c u r a t e  and are not  
based on s p e c i f i e d  o r  uniform a u d i t i n g  requirements .  
F i n a l l y ,  they i n d i c a t e d  t h a t  some companies simply 
r e f u s e  t o  provide  adequate d i s c l o s u r e  of f i n a n c i a l  
information o r  t o  f i l e  r equ i r ed  s t a tements  wi th  t h e  
S a c u r i t i e s  and Exchange Commission. 

While t h e  above concerns may no t  apply t o  t h e  
most respected  companies, accounting and a u d i t i n g  pr in-  
c i p l e s  must be e s t a b l i s h e d  and app l i ed  which r e f l e c t  
t he  r e a l  s i t u a t i o n  and r e s u l t s  3f ope ra t i ons  ( p r o f i t  
and l o s s )  of t h e  companies involved. Th i s  means t h e r e  
must be uniform f i n a n c i a l  r e p o r t i n g  requirements ,  
agreed-upon and f a i r  g e n e r a l l y  accepted accounting 
p r i n c i p l e s  and g e n e r a l l y  accepted a u d i t i n g  s t andards ,  
and independent accountants .  

The fo l lowing ac t i ons  a r e  recommended: 

( a )  Evaluat ion.  A j o i n t  eva lua t i on  should 
be undertaken by t h e  government, t h e  p r i v a t e  s e c t o r  and 
t he  accounting and a u d i t i n g  p ro fess ion  of t h e  a r ea s  re- 
q u i r i n g  improvement. An eva lua t ion  of  f i n a n c i a l  s t a t e -  
ments of r e p r e s e n t a t i v e  c o m p a ~ i e s  should b e  c a r r i e d  ou t  
t o  determine e x a c t l y  what problems e x i s t .  A l e t t e r  
should be s e n t  t o  a l l  accountants  r eques t ing  t h e i r  
eva lua t ion  of adequacy of accounting and aud i t i ng  



requirements, financial reporting forms, and financial 
disclosur* requirements of securities law and company 
law. [Recommendation 571 

(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 accounring principles ("GAAP"). Pronouncsments 
of the Council should be givsn binding legal force 

. unless disapproved of by the Securities and Exchdnge 
Commission. [Recommendation 581 

(c) Auditing Standards. Efforts should be 
encouraqed to establish the proposed Accountina 
standards Board ("ASB") by the issociation of 6ublic 
Accountants in Public Practice. It should be en- 
couraged to establish and regulate generally accepted 
auditing standards ( "GAASn) in the Philippines. The 
ASB would be an independent body composed of repres- 
entatives from the Securities and Exchanse Commission, 
the Board of Accountancy, and auditing f inns'. [~ecomi 

. mendation 5 9 1  

(d) Financial Statements ; Consolidation. 
Uniform fohnats for financial.statements should be 
required. Where appropriate, financial statements 
should be required to be consolidated, to include all 
subsidiaries and affiliated companies. [Recommendation 
601 - 

(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. [Recommendatim 611 

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. In 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 



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

There appear to be no specific requirements 
that companies make "continuingn disclosure of material 
information to the market, Companies are not requir5d 
to psepart annual meeting proxy statements compi:.inq 
with specified disclosure standards. 

Finally, there is no well-established entity 
compiling information and s.tatistics 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 6 2  1 

Evaluate practicality of keeping company 
disclosure reports in a computer base available for 
broad public access. [Recommendation 631  

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 copiesn, 
and consider a more advanced computerized information 
system along the lines of the "Edgarn system at the 
United States Securities and Exchange Commission. 
[Recommendation 6 4 )  

Establish a centralized comFuter data base of 
published information on companies (financial results, 
securities prices, etc. 1 , 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. If 
an existing computer system is already established, im- 
prove that system to include needed information and 
regular up-dating. [Recommendation 651  

(b) Material Information. A definition 



should be adopted of "material" information required to 
be disclosed by the Securities Act. The United States 
dsfinition is information "a reasonably prudent person 
would wish to know in order. to make informed investment 
decisions". [Recommendation 661 

(c) "Continuing" Disclosure. Require com- 
panies with over a specified number of shareholders 
isuch as 300) : (i) ta file a basic registration state- 
ment with the Commission and to update such statements 
.annually, (ii) to make reports on the occurrence of 
specified svents (sale of assets, stc.) , (iii) to issue 
quarterly financial infomation (consolidated), and 
(iv) to disclose all materlal information at the time 
it first becomes 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 651 

- 

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, lessen 
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 6 91 

(e) Paper Companies. Require adequate dis- 
closure, or restrict access to public markets, by 
"papern companies (those with no real business activi- 
ties) . [Recommendation 701 

(f) Market information. Improve disclosure 
of market information (prices, volume of trading, 
etc. ) . [Recommendation 71 I 

(g) Liabilities, Enforcement. Allow claims 
for civil liability against companiss which fail to 
xake adequate disclosures. Improve enforcement capa- 
bility of the Securities and Exchange Commission to im- 
pose disclosure requirements. [Racommendation 721 



(h) Credit Information. Consider improving 
Credit Information Burea's services by improving un- 
derlying company information upon which its decisions 
are made. Require all companies which must make public 
disclosures and issue public financial statenents to 
also file copies with the Credit Information Bureau. 
[Recommendation 73 1 

Considzr expanding the Bureau's sorvices into 
res2arch 
bility, 
reports. 

, beyond credit rating 
etc. of companies, to 

[Recommendation 741 

to inc 
produce 

lude the profita- 
basic research 

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: 

(i) Limiting manipulative practices [Recommenda- 
tion 751:  

(ii) Improving regulation by the Securities and 
Exchange Commission [Recommend~tion 7 6 1 ;  

(iii) Improving self-regulation by the stock ex- 
changes [.Recommendation 77 1 ; 

(iv) Imposing on brokers fiduciary duties to act 
in the best interest of the customer and make 
informed recommsndations [Recommendation 7 8 ] ; 

( v )  Facilitating "self-policing" by brokers and 
other securities professionals, by imposing on 
them civil liabilities to thosa harmed by their 
violations of law and regulation [~ecom>ndation 
791. - 

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

(ci) Evaluation. Determine the extent to 
which the government wishes to allow or encourage for- 
eign investment. This is a delicate political ques- 
tion, and different countries come to different solu- 
tions. The Capital Karket Development Working Group 



should begin thiz analysis and expand it with other 
appropriate person;. [Recommendation 801 

(b) Investment Procedures. Evaluate the 
procedures for allowed foreign portfolio and direct in- 
vestment, and remove any unduly burdensome require- 
ments, inappropriate delays in remittances, etc. [= * - 
commendation 811 

rn 

(c) Expatriates. Consider establishment of 
.an investment fund for Philippine expatriates to invest 
in the Philippines. If poli~kally icceptable, possi- 
bly consider some form of "amnesty" (as did India in 
1984) for return of money from abroad in cases where it 
may have been improperly- taken out. [Recommendation 
8 2 1 

(dl - Fund. As the markets improve, consi- 
der establishing an investment fund through which 
foreigners can invest in the PhiPi;pines (similar to 
what Korea has done). [Recommendation 831 - 

(e) - Tax. Consider tax incentives for 
foreign investment. Evaluate withholding tax. Eval- 
uate tax treatment provided by other countries for 
foreign investment,-to determine relative competitive 
position of the Philippines. Review double tax trea- 
ties with foreign countrias, to determine tax treatment 
for foreigners who invest in the Philippines, and the 
relative competitive position of the philippines in 
this regard as compared to other countries. [Recornen- 

- ~- 
dation 8 4 1  

(f) Information/Access. Improve access by 
foreign investors to securities firms in the Phili~- 
pines : Evaluate how foreign securities firms couli 
help increase investment in the Philippines. [Recom- 
mendation 851 



I V .  Encouraqinq F i n a n c i a l  I n t e r m e d i a r i e s  

1. F o s t e r i n g  Broader Based, More 
Act ive  S e c u r i t i e s  Firms 

A. Concltrns 

There i s  i n s u f f i c i e n t  merchant banking and 
investment  banking a c t i v i t y  i n  t h e  P h i l i p p i n e s .  The 

' p r i n c i p a l  f i n a n c i a l  i n s t i t u t i o n s  a r e  t h e  commercial 
banks. Commercial banks t h a t  have ob ta ined  "expanded 
commercial banking" l i c e n s e s  under t h e  1 9 8 1  u n i v e r s a l  
banking law amendments a r e  a u t h o r i z e d  t o  a c t . a l s o  a s  
merchant banks and engage i n  underwr i t ing .  The objec-  
t i v e  of u n i v e r s a l  banking was t o  encourage term t r a n s -  
format ion ,  whereby banks would provide  longer  term 
f i n a n c e  t o  companies. I n  1973 b roker s  were e l i m i n a t e d  
from a c t i n g  as u n d e r w r i t e r s ,  when underwr i t ing  au thor-  
i t y  w a s  g iven  t o  investment  companies, and were no t  re- 
i n s t a t e d  i n  1 9 8 1  when power t o  engage i n  underwr i t ing  
w a s  g iven a l s o  t o  commercial banks which q u a l i f y  as 
u n i v e z s a l  banks. 

Investment  banks and merchant banks may be 
cons idered  a s  t h e  "engines"  t h a t  make t h e  new-issue 
s e c u r i t i e s  markets  func t ion .  They make "new bus iness  
c a l l s "  on p o t e n t i a l  c l i e n t  companies t o  persuade them 
t o  use  t h e i r  s e r v i c e s  t o  r a i s e  f i n a n c e  through p u b l i c  
o f f e r i n g s  of s e c u r i t i e s ,  a s  compared t o  d i r e c t  loans  
from banks. They compete t o  c r e a t e  new types of  f i n -  
ancing approaches and ins t rument s ,  and t o  g e t  companies 
t o  use  t h e s e  t o  r a i s e  f inance .  

U n i v e r s a l ' b a n k i n g  has  no t  brought  any appre- 
c i a b l e  i n c r e a s e  i n  merchant banking a c t i v i t i e s  o r  term 
t r ans fo rmat ion .  I t  c e r t a i n l y  has  n o t  i n c r e a s e d  t h e  
number of underwr i t ings  and p u b l i c  o f f e r i n g s .  

For merchant/  investmefdt banking ' t o  f l o u r i s h ,  
s e v e r a l  e lements  a r e  r equ i red :  

( a )  R e l a t i v e  e a s e  by f i rms  t o  engage i n  a f u l l  
range of s e r v i c e s ,  i nc lud ing  under writ in^, and 
freedom of a c t i v i t y .  

( b )  Ease of companies t o  i s s u e  s e c u r i t i e s  of a l l  
types .  



(c) Clsar legal framework. 

Those interviewed expressed a variety of 
views as to why merchant banking had not developed: 

(1) EIigh and fluctuating interest rates removed 
the possibility of investors and companies taking 
a long term point of view. 

(2) The 1981 scandal whereby Dewey Dee, an invest- 
ment company manager, is alleged to have absconded 
with largs sums, leaving investors with worthless 
commercial paper, damaging mvestor confidencs. 
Government severely restricted the commercial 
paper markets (apparently only 7-10 companies now 
qualify to issue cornmercial paper), where invest- 
ment company merchant banks were most active. 

( 3 )  Commercial banks do not appear to be widely 
interested in merchant banking activities. They 
are not active in underwriting public issues of 
securities. 

8 .  Recommendations 

1. Evaluation. Securities firms were de- 
veloping in the early 1970s, and much experience and 
many pexceptions were gained then. k complete evalua- 
tion by the government and the private sector, with 
outside experts if needed, should be made as to what 
steps are needed to encourage securities firms to en- 
gage in long term securities finance. [Recomrnendacion 
861 - 

2. Incentives. Provide incentives for mer- 
chant banking firms who act as underwriters to bring 
nsw issues or blocks of privately held shares to market, 
such as (i) tax holidays for such entities, (ii) deduc- 
tion of costs of establishing operations, (iii) tax ex- 
emption for income from underwriting commissions, and 
(iv) accelerated depreciation and tax loss carry for- 
wards. Conduct detailed evaluation of these matters. 
[Recommendation 871 

3. Financinq.. Determine what financing 

i 



arrangzments merchant banks require, consider lines of 
credit and discount windows for these firms. [Recom- 
mendation 881 

4. Underwritina Commissions, Securitiza- 
tion, Tzx. Remove government control over underwriting 
and selling commissions. Companies and investment 
banks structuring and arranging for placement of sec- 
urities issues should be able! to dscide the correct 
commissions for such services. Limiting the comission 
to government approved amounts can discourage underwri- 
ting. [Recommendation 891 

As discussed earlier, encourags "securitiza- 
tion" of finance to increase the potential supply of 
securiti~s for securities firms to promote services 
[Recommendation 901 , and evaluate tax incentives to 
companies to raise finance through public offerings of - - 
securities. [Recommendation 911 

5. Improve Issue Procedures. Streamline 
the procedures for public issuss of sezurities by, for 
example : 

(i) Requiring all companies over a specified size 
of assets or revenue to file with the Securities 
and Exchange Commission a basic registration 
statement, which must be revised annually, and 
then allowing companies that have public offerings 
to use this already filed basic disclosure docu- 
ment, with relatively minor additions, as a pros- 
psctus for the public offering. [Recommendation 
921 - 
(iil Removing the concept that the Securities and 
Exchange Commission "approves" issuers in public 
offerings, but instead providing that the Commis- 
sion only reviews the adequacy of prospectus dis- 
closures. [Recommendation 931 

(iii) Reducing any unduly burdensome listing re- 
quirements and costs. [Recommendation 9 4 1  

(ivl Revising the Corporations Code and related 
laws to the extent needed to make issuance of sec- 
urities easier. (See further discussion under 
"Legal and Regulatory Matters'' subsequently in 



this report) [Recommendation 9 5 1  

6. Full Product Line. To provide firms 
sufficient scoge to become self-sustaininq and profit- 
able, encourage development of a full ~roduct line, in- 
cluding new types of securities, asset management and 
&vice, market-making, private placements, venture cap- 
ital, leasing, etc. Request proposals on this from 
brokers, universal banks, investment companies, the 
Securities and Exchange Commission and other knowledge- 
able persons. Adopt any needed changes in law and reg- 
ulation to facilitate this. [Recommendation 96 I 

7.. Corporate Finance. Educate firms 2nd 
issuers on the techniques of firm commitment underwri- 
ting, in which the underwriters purchase the issue from 
the issuing company or selling shareholders (thus guar- 
anteeinq a fixed amount of proceeds from the issue) and 
resell fhe securities to inkestors . [Recommendation 
971 - 

8. Dealinq. Provide authority and any 
needed incentives to encourage investment banks to act 
as dealers in the securities they underwrite, to pro- 
vide market liquidity. [Recommendation 981 - 

9. Joint Ventures. Consider joint ventures 
with foreign firms skilled in merchant banking and wil- 
ling to make a commitment to the Philippines. Facili- 
tate any such proposals, such as through tax incen- 
tives, ease of remittance of earnings, etc. [Recommen- 
dation 991 

It may be the case that foreign firms are de- 
terred, because only investment companies (required 
paid-in capital of Pesos 20 million, equivalent to 
$1.060 million) and universal banks can engage in un- 
derwriting, but banks must be 60% Philippice owned, and 
an. expanded bank license requires Pesos 500 million in 
capital (equivalent to $ 2 6 . 5 1 1  million) . These matters 
should be evaluated, [Racommendation 1001 

10. Requlation, Etc. Review legal environ- 
ment for investmend: banking and underwriting, to remove 



any impsdiments and to assure that equal regulation ap- 
plies to all types of underwriting, whether conducted - 

by commercial banks acting as merchant bariks, by in- 
vesunent companies, or by brokers. [Recommendation 
1011 - 

In general, it is suggested that underwriters 
and investment/merchant banks which do not accept com- 
mercial deposits from the public should not be ;egula- 
ted as "banks" under general banking law. [Recommenda- 
tion 1021 

prove the 
numbsr of 
brokerage 

Concerns 

Brokers are very interested in methods to im- 
markets as well as their own activities. A 
possible actions related to improvement of 
may be considered. 

Recommendations 

1. Evaluation. The Capital Market Develop- 
ment Working Group, brokers, exchanges and any know-. 
ledgeable experts- should evaluate the workings, opera- 
tions, needs and developmental prospects of brokers and 
dealers, in both their stock exchange and over-the- 
counter market activities, and should design appropri- 
ate recommendations. [Recommendation 1031 

2. Gross Receipts Tax. Exempt underwrit- 
ing, brokerage and similar income fsom the business 
gross receipts tax, which of course is passed on to 
customers. [Recommendation 1041 

3. Finance. Provide finance for brokerage 
and dealer activitres and for customer purchases of 
securities, subject to appropriate controls. [Recorn- 
mendation 105) 

4. Net Capital. If not already done, 



evaluate replacing "unlimited liabilityn requirement 
for brokers with "net capital" (liquidity) ratios, 
which can better serve to protect investors by r5quir- 
ing brokers to maintain a safe liquidity ratio. This 
can also allow for broadening of access into the sscu- 
rities business by firms with needed capital but which 
justifiably will not take on unlimited li&ilitv. 

5. Underwriting. Allow brokars to act as 
underwriters, which they are not permitted to do. [Re- - 
commendation 1071 

6. Branch Offices. Encourage brokers to 
have branch offices to develop and serve customers in 
various parts cf the c~untry. [Recommendation 1081 

7. Professionalism. Evaluate whether in- 
creased professionalism is needed in brokerage, that is 
whether brokers should be required to be actively en- 
gaged in che business of brokerage or whether they can 
be principally engaged in other lines of business and - if so what professional star.bards thsy must meet. 
[Recommendation 1091 

8. Sew Entrants/Joint Ventures. Consider 
whether new secGrities firms (and possibly joint vrn- 
tures with foreign firms expert in securities business 
development) should be encouraged. [Recommendation 
1101 

9. Trainin . Provide training, if re- 
quired, for brokers + n such subjects as: (i) new busi- 
ness develcpment, (ii) financial analysis, iiii) legal 
and regulatory requirements, (ivl fiduciary duties to 
customers (recommendations, disclosure, conflicts of 
loterest, best execution), (v) self-regulatory obliga- 
tions, and (vi) books and record-keeping to scgregata 
customer accounts and securities. [Recommendation 1111 

An svaiuation should be mad* of hcw "buyn and 
"sellw reccmmenda,tions are made to secur'itiss custo- 
mers, and whether the broker has, and must give to the 
customer, disclosure reports published by the issuer of 



t h e  s e c u r i t i e s .  [Rscomrnendation 1121 - 
Securities salesmen who d e a l  wi th  customers 

should be s u b j s c t  t o  improved l i c e n s i n g ,  t r a i n i n g  and 
~ r o f e s s i o n a l  r e s p o n s i b i l i t y  s t anda rds ,  a s  compared t o  
c u r r e n t  reqci raments  simply t o  a t t e n d  a seminar and pay 
a  nominal r e g i s t r a t i o n  f ee .  I n  c o u n t r i e s  wi th  advanced 
s e c u r i t i e s  markets ,  salesmen a r e  reqcized  t o  t ake  
courses  and pass  examinations on t h e  working of t h e  
s e c u r i t f e s  markets and t o  meet industry-wide competence 
and c h a r a c t e r  s t andards .  [Recommendation 1131 

3. Stock Exchanges 

A. Concerns 

The sxaminat ion t hus  f a r  has  no t  focused i n  
depth  on t h e  ope ra t i on  of t h e  s t ock  exchanges. As in- 
d i c a t e d  e a r l i e r ,  t h e  major problem is inadequate  su?ply 
of s e c u r i t i e s .  However, i f  a c t i o n  is taken  t o  improve 
supply and demand, the s t ock  exchanges w i l l  r e q u i r e  
e v ~ ~ l u a t i o n  t o  a s su r e  t h a t  they  func t i on  proper ly .  I n  
a d d i t i o n ,  improvement i n  i n v e s t o r  confidence i n  t h e  
markets could c o n t r i b u t e  d i r e c t l y  t o  i n c r a a s e  demand 
f o r  s e c u r i t i e s .  Thus, it is ev iden t  t h a t  improvements 
i n  t h e  s t ock  exch-mqes should be cons idered  t o  f o s t e r  
development of t h e  market. 

B. Recommendations 

1. Evaluat ion.  An eva lua t i on  should be 
conducted bv t h e  C a p i t a l  f larket  Development Workins 
Group and t h e  $rock- exchanges, brokers-  and q u a l i f i e d  
o u t s i d e  expe r t s  of t h e  workings, opera t ion ,  organiza-  
t i o n ,  and governance of t h e  s tock  exchanges t o  deter- 
mine whether any changes and improvements a r e  needed. 
[Recommendation 1 1 4  ] 

2. Development Duties .  Enhance developmen- 
t a l  c a p a c i t i e s  and a c t i o n s  of s e c u r i t i e s  exchanges, in- 
c lud ing  (i) requ:';.ring exchanges t o  provide suc;gestioris 
a s  t o  ways t o  inc rease  supply of and demand f o r  s ecu r i -  
t ies ,  and l i i )  broadening s e c u r i t i e s  t raded on t h e  ex- 
changes ( sha r e s ,  d e b e n t u r ~ s ,  bonds, p a r t i c i p a t i n g  



income bcnds, commercial paper, and negotiable certifi- 
cates of deposit]. [Recommen2ation 1151 

3. Education. The exchanges should consi- 
der conducting educational and other programs to pro- 
note investment, such as establishment of mutual funds 
or pooled investmsnt funds whereby savers may invest by 
small periodic instalrnent payments in a diversified 
portfolio of securities. [Recommendation 1161 

4. Market Information. Review methods 
whereby information about transactions occurring on the 
exchanges is collected and disssminated to the public, 
so that the information is made available as it hap- 
pens. Consider some "compositen reporting system to 
include transactions on both exchanges. [Recommenda- 
tion 1171 

5. Self-Regulation. It is suggasted that 
che concept of securitiss sxchange self-regulation has 
not taken hold in the Philippine securities markets. 
The securities exchanges should be given clear dutics 
to act as self-regulatory organizations to provide 
fair, orderly, open and frae markets, and to enforce 
compliance by members with rules of the exchanges and 
the Securities and Exchange Commission. The Commission 
should provide general, but not day-to-day, oversight 
of the exchanges to see that they perfom their self- 
regulatory duties. [Recommendation 1181 

An evaluation should be made by the exchanges 
and recognized experts of whether exchange rules are 
adequate to foster properly functioning markets and 
meet self-regulatory requirements. The capacity of the 
exchanges to detect add eliminate improper trading ac- 
tivities should be evaluated, and enhanced if that is 
needed, such as through "stock watch" dspartments to 
monitor transactions as they occcr. [~ecommendation 
1191 

6. Trading Procedure. Consider reorganiz- 
ing the method through which securities are traded on 
the floor of the exchanges. Possibly replace the 
present system in which brokers stand in line and buy 
acC sall only on a "first-come first-served" basis, 



with  a system i n  which brokers  may compete i n  open 
auc t ion .  O t h e r  markets  have a more open process  
through which a l l  i n t e r e s t e d  brokers  can compete w i t h  
one another ,  such a s  through "open ou tc ry" .  [Recomm- 
enda t ion  1201 

7 .  Fu tu re  Del ivery .  Examine whether f u t u r e  
o r  delayed t r a n s a c t i o n s  are aliowea ( fo rma l ly  o r  i n f o r -  
m a l l y ) ,  whereby t h e  customer may de l ay  completing t h e  
t r a n s a c t i o n  f o r  s e v e r a l  weeks o r  more. I f  t h e s e  a r e  
al lowed,  cons ide r  reducing o r  e l i m i n a t i n g  them, because 
they  can l e ad  t o  market specu l a t i on  and sudden drops ,  
such a s  happened i n  Decsmber 1985 i n  Singapore.  I f  
s h a r e  i s s u i n g  companies change i n  va lue  be fore  t h e  d a t e  
f o r  r equ i red  d e l i v e r y ,  t h i s  can l ead  t o  i n a b i l i t y  of 
customers t o  o b t a i n  and d e l i v e r  t h e  s e c u r i t i e s  and t o  
p o s s i b l e  bankruptcy of s e c u r i t i e s  f i rms .  [Recommenda- 
t i o n  1211 

8. "Own Accountn Trading and Floor  Tradinq. 
C l a r i f y  when b rokers  can t r a d e  on t h e  exchanges f o r  
t h e i r  own accounts ,  and under what c i rcumstances  (eg. 
when and how t o  g i v e  p r i o r i t y  and precedence t o  cus to-  
m e r  o r d e r s ) .  Evaluate  f l o o r  t r ad ing ,  whereby b tokers  
on the f l o o r  of t h e  exchanges, who t hus  have p r i v i l eged  
access  t o  market informat ion  and t r ends ,  can t r a d e  f o r  
t h e l r  own accounts  t o  t h e  d isadvantage  of pub l i c  custo-  
mers. [Recommendation 1221 

9 .  Market Connections. Consider r e l a t i o n -  
s h i p s  and t r a d i n g  connect ions  between t h e  two e::chang- 
e s ,  t o  a s su r e  t h a t  brokers  g e t  t h e  " b e s t  execut ionn 
( b e s t  p r i c e  a v a i l a b l e  i n  a l l  markets) f o r  customer 
o rde r s .  [Recommendation 1231 

1 0 .  Jobber/Market-Maker. Consider whether 
t h e r e  should be d e a l e r s  on t h e  f l o o r  of t h e  exchanges 
who have a f f i r m a t i v e  d u t i e s  t o  make markets f o r  l i s t e d  
s e c u r i t i e s .  [Rzcommendation 1241 

11. Q u a l i f i c a t i o n s .  Evaluate  and i f  needed - 
improve t h e  q u a l i f i c a t i o n  and p ro f e s s iona l  t r a i n i n g  of 
exchange members. [~ecommendation 1251 



12. Access. Consider whether it is easy or 
difficult to become a member of the exchanqes, and if - .  
appropriate make access by qualified persons mora open. 
[Recommendation 1261 

i3. Closar Exchaaqe Ralationshigs. Some 
brokers have lxpressed the visw that brokers will fail 
or drop out of business unless the two active stock ex- 
changes (Manila and Makati) join fcrces and merge. 
This report takes no position on this, but an evalua- 
tion should be made by the exchangss, and outside ex- 
perts if needed, on whether the exchangas should con- 
sider joining forces or merging. [Recommendation 1271 

14. Governance, Management. Require board 
of directors of exchanges to include public representa- 
tives, and exchanges to have full time professional ma- 
nagement. [Recommendation 1281 

15. Over-the-counter Market. Transactions 
in the over-the-counter market outsida the stock ex- 
changes should be evaluated to determine if they are 
conducted and regulated adequately. [Recommendation 
129) - 
4. Venture Capital 

A. Concerns 

Venture capital has not developed in the 
Philippines. This appears to have occurred because: 
(a) earlier attempts to develop venture capital in the 
Philippines were through banks and government sponsor- 
ship, (b) high interest rates encouraged the venture 
capital companies to pursue short term financing oppor- 
tunities (such as f inancinq individual crops and har- 
vests) to obtain quick returns equal to such interest 
rates, as compared to making regular equity invest- 
ments, (c) United States style venture capital may be 
based on scientifac innovaticns for which venture fi- 
nance is needed, and (dl there are no easy "exit 
routesw through an active seccrities market or mergers 
or sales of assets. 



I .  Evaluat ion.  An eva lua t ion  should b e  
made of t h e  exper ience  and problems of venture  c a p i t a l  
thus  f a r ,  t o  determine what s p e c i f i c  d i f f i c u l t i e s  have 
been face<.  With reduct ion of high i n t e r e s t  r a t e s ,  
t h e r e  may now b e  reason t o  expecc t h a t  venture  c a p i t a l  
ccmpanies would b e  w i l l i c g  t o  make longer equ i ty  in-  
vestment. I n  a d d i t i o n ,  an examination should be made 
of more "grass  r o o t s n  venture  c a p i t a l  aimed a t  agr icu l -  
t u r a l  and o t h e r  l i n e s  of bus iness  where venture  c a p i t a l  
management a s s i s t a n c e  could be provided appropr ia te  t o  
Ph i l i pp ine  oppor tun i t i e s .  S p e c i f i c  recommendations 
should be developed a s  t o  s t e p s  t o  eccourage venture  
c a p i t a l  o r  a v a r i a n t  appropr ia te  t o  t h e  Ph i l ipp ines .  
[Recommendation 130) 

2. Bankers! Role. Venture c a p i t a l  is  per- 
haps not  app rop r i a t e  f o r  banks, because bankers a r e  
eager  t o  preserve  a s s e t s  and may not  be s u f f i c i e n t l y  
w i l l i n g  t o  t ake  r i s k s  i n  equ i ty  investment o r  t o  pro- 
v ide  management s e r v i c e s  t o  new ven ture  companies. It  
is t r u e  t h a t  t h e  banks have widespraad branch networks 
which could be used t o  reach businesses  throughout t h e  
country t h a t  could use  ven ture  c a p i t a l .  However, t he  
approach taken thus  f a r  has not  shown t h a t  t h e  banks 
a r e  ab l e  t o  t ake  advantage of t he se  networks f o r  ven- 
t u r e  c a p i t a l  a c t i v i t i e s .  Thus, this mat ter  r equ i r e s  
thorough examination and t h e  approach of  t h e  banks t o  
venture  c a p i t a l  needs t o  be rev i sed .  [Recommendation 
1311 - 

3. Cap i t a l .  The  amount of c a p i t a l  of each 
venture c a p i t a l  company i n  t h e  Ph i l i pp ines  is  f e l t  by 
many t o  be- insuf  f i c a e n t  . Thus, increased c a p i t a l  i s -  
probably required .  This  should b e  evaluated.  [Recom- 
mendation 1321 

4 .  Incen t ives .  J u s t  a s  t h e  investment Laws 
provide incen t ives  and cax hol idays  f o r  s p e c i f i c  in- 
G e s t m e n t  p r o j e c t s ,  it would be appropr ia te  t o  dsvelop 
s p e c i f i c  i ncen t ive s  f o r  venture c a p i t a l  investments.  
[Recommendation 133 1 



5. Institutional Investors. Encourage in- 
stitutlonol investors to create joint venture capital 
pools. [Recommendation 1 3 4  1 

6. - Fund. Possibly it would be worthwhile 
to create a venture capital mutual fund or investmect 
company. Tax incentives may be justified. [Recommen- 
dation 1351 

7. Foreign Partners. Consider establishing 
or fosterins relationships between Philipnine venture 
capital companies and foreign f inns withm;enture capi- 
tal expertise. [Recommendation 1361 

8. Venture Capital Markets. Hold "markets" 
in which those in need of finance and those with ven- 
ture capital to invest are introduced to one another. 
This approach has been followed in Holland (under the 
sponsorship of the Dutch American Chamber of Commerce) 
and in England. [Recommendation 1371 



V. Legal and Regulatory Mat ters  

A .  Concerns 

A number of Laws and r e g u l a t i o n s  i n  t h e  P h i l -  
i pp ine s  a r e  based on laws of o t h e r  c o u n t r i e s ,  and i t  i s  
no t  c l e a r  t h a t  they r e f l e c t  p o l i c i e s  app rop r i a t e  t o  de- 
velopment of t h e  P h i l i p p i n e  c a p i t a l  market and p r i v a t e  
bus iness  s e c t o r .  S u f f i c i e n t  z t t e n t i o n  has  not  been de- 
voted over  t h e  yea r s  t o  r e -eva lua t ing  t h e  laws and 
r u l e s  a f f e c t i n g  markets and bus ine s s ,  and modernizing 
them t o  meet changing c i rcumstances .  

I n  t h e  1985 in te rv iews  complaints  wer.e made 
about  ad hoc r u l e s  and r e g u l a t i o n s  be ing  b u i l t  one on 
t o p  of ano the r ,  a s  inadequa te ly  thought  through regula-  
t i o n s  were supplemented by r e g u l a t i o n s  t o  f i l l  "loop- 
ho les"  i n  t h e  o r i g i n a l  r e g u l a t i o n s .  It  was argued t h a t  
government o f f i c i a l s  a r e  no t  a s  s k i l l e d  i n  formula t ion  
of p o l i c y  a s  commentators b e l i e v e  they  should be. I n  
1985, some a l l e g e d  t h a t  f a v o r i t i s m  was shown i n  en- 
forcement of  law and r e g u l a t i o n ,  and t h a t  some persons 
and companies do n o t  comply, whi le  o t h e r s  a r e  "bar- 
r a s s e d n .  

B. Recommendations 

1. Development E n t i t y .  There is no e n t i t y  
now that concerns i t s e l f  wi th  s e c u r i t i e s  market devel- 
opment. Such an e n t i t y  should be  e s t a b l i s h e d ,  t o  t ake  
an a c t i v e  r o l e  i n  eva lua t i ng  impediments t o  market de- 
vaLopment and s t imu lan t s  f o r ,  market growth. Thorough 
a n a l y s i s  of t h e s e  ma t t e r s  should be a con t inu ing  du ty  
of such an e n t i t y .  If  an e n t i t y  had been charged t o  
undertake t h i s  func t ion  a l l  a long,  t h e  a t tempt  now t o  
d i s c e r n  w h a t  the problems and pos s ib l e  a c t i o n s  a r e  i n  
developing t h e  market might no t  have bean needed, o r  
would b e  e a s i e r  t o  conduct.  Countr ies  t h a t  i n  f a c t  do 
t ake  an exc lu s ive ly  r egu l a to ry  approach a r e  not  t h e  
c o r r e c t  model f o r  a  country  such a s  t h e  P h i l i p p i n e s ,  
which must t ake  p o s i t i v e  s t e p s  t o  develop t h e  market. 

We were informed r e c e n t l y  t h a t  t h e  S e c u r i t i e s  
and Exchange Commission now in tends  t o  assume a  devel-_ 
opmental r o l e .  We understand t h a t  t h e  government may 
p r e f e r  t o  upgrade t h e  development c a p a b ~ i i t i e s  of an 



existing organization rather than to establish a new 
cabinet-level development committee. 

The question of whether development functions 
can be per5ormed by the securities regulatory body 
must be carefully examined. It may be more effective 
to astablish a separate Capital k!arket Development Corn- 
mittee. [Recommendation 1381  

To the extent chdt it is felt that no govern- 
meht body could conduct market development activities, 
a private sector body should be established, charged by 
government to recommend steps for the development of 
the capital market. [Recommendation 1391 Such a body 
would have to be assured continuing access to appropri- 
ate governmental authorities and ministers. This could 
be accomplished by a number of means, including having 
the appropriate ministers sponsor the private body. 

There is no reason why a statute or other be- 
gal instrument could not charge a private body with de- 
velopment duties and give it by l w  access to the gov- 
ernmental authorities it requires. It could require 
appropriate governmental authorities to receive the 
development body's recommendations and act on them 
within a specified period, or.report to specified mini- 
sters, the lagislature or the President's office with 
their justification for not acting. 

In the UX the government has through the re- 
cent Financial Services Act appointed a private corpo- 
ration as the prime regulatory body and delegated to it 
power to carry out and enforce the law. The ST govern- 
ment dad not wish to have a governmental securities ra- 
gulatory body, fearing it might become too rigid and 
thus impede the markets. This matter should be care- 
fully examined in the Philippine context where a devel- 
opment approach is sorely needed for capital market 
growth. 

9 
L .  Securities and Exchange Commission. The 

Sacurities and Exchange Commission is charged with ad- 
ministering the Securities Act of 1936, revised in 
1982, the Investment Company Act of 1960, the Corpora- 
tions Code of 1980 acd other related laws. The Commis- 
sion acts as a securities market regulatory body, and , 

also as the registrar of companies to enforce the com- 
panies law and keep public records of all company 



filings. The Commissiori has over 600 employees, about 
one half of which are engaged in companies work and the 
other half in securities regulatory work. 

To improvs the capital market, the following 
Commission-related actions should be considered. The 
discussion that follows iccludes a number of topics 
mentioned earlier, in order to bring together in one 
place a d~scussion of the technical legal approaches 
through which a number of the recommended actions would 
be implemented. 

(a) Evaluation of Dual Function. An evalu- 
ation should be conducted with outside experts as to 
how the Commission will be able to fulfili its duties 
both to be a securities market regulator, to administer 
the Securities Act, and at the same time act as a 
companies registrar, to administer the Corporations 
Code. [Recommendation 1401 

These two functions are in many ways contra- 
dictory. The companies registrar function involves 
many narrower questions, requiring perhaps a narrower 
mentality; whereas the securities regulatory function 
is broader, and based on economics and dynamic markets. 

Thus, an examination must be made of how best 
to blend the function of companies registrar with this 
broader function, and how to prevent the narrower sub- 
jects from limiting the broader focus. The government 
is reported to be contemplating transferring the Com- 
mission from the Ministry of Finance to the Ministry of 
Trade and Industry. It is now intended that the Com- 
mission's cole in enforcing company law could be large- 
ly transferred to a new Arbitration Bureau and Business 
Couxc. This matter should be evaluated. [Recommenda- 
tion 1411 

(b) Policy Activities. The Commission 
should be brmqht more actively into policy formulation 
within the government. The ~ o k i s s i o k  has- felt that it 
is engaged not in policy, but only in narrow activities 
to implement laws and regulations based on earlier poli- 
cies that it does not have the opportunity or authority 
to reconsider. [Recommendation 1421 

Commission personnel should be trained in ap- 
propriate methods of poiicy formulation. They should 
visit securities market development and regulatory 



bodies in other countries to see how this is done. 
There should be a government education course on this 
subject, taught by government and private sector per- 
sons with knowledge of both government and private sec- 
tor needs. [~ecox&endation 1 4 3 1  

(c) Evaluaticn of Existing Rules, Etc. The 
Commission should be required now to evaluate all its 
rulss and regulations, and its enforcement and adjudi- 
cative activities, to determine whether they are appro- 
priate to today's needs, whether they are practical, 
and whether they should be retained, changed or re- 
moved. So far as can be determined, such a total re- 
evaluation has never been undertaken, [Recommendation 
1441 - 

In addition, the Commissicn should be re- 
quired to propose implementing regulations that may not 
have been adopted, but need to be (es.  on disclosure, 
broker conduct, d&ies of stock exchanges, etc. 1 . [ke- - 
commendation 1451 

Finally, the Commission should issue a nCon- 
cept Releasen discussing and inviting views on ways to. 
develop the market and provide adequate regulation. 
[Recommendation - 1461 

(dl Public Cormnent/Review. All proposed 
rules, regulations and important initiatives by the 
Commission should be put out for public comment from 
all interested parties, and tha comments should be re- 
quired to be evaluated and responded to in a reasonable 
manner prior to final action. There should be an "Ad- 
ministrative Procedures Lawn which mandates that this 
occur. [Recommendation 1471 

In addition, all major decisions should be 
made in open meeting (so called "in the sunshine"), to 
assure that the Commission's reasoning is open to scru- 
tiny. [Recommendation 148 1 

Finally, the law should require (or any such 
existing provision should be re-evaluated) that all 
Commission actions are subject to judicial review, to 
be tested against specified standards, such as that the 
Commission has not acted arbitrarily, capriciously or 
beyond its authority. There have been general com- 
plaints among those interviewed that government action0 
is often short-sighted, building up regulation upon 



regulation. Therefore, appropriate guidelines should 
be established to assure that all interested parties 
have an opportanity to be heard and that policy formu- 
lation is conducted in a way that results in practic- 
able, accepted and easily ccmplied with norms. [Rec- - 
ommsndation 1491 

(e) Review of Organization. The organiza- 
tion of the Commission should be sublect to review by 
experts familiar with other governme~tal agencies ana 
securities regulatory and developmental bodies. An 
e+aluation should be prepared of the strengths and 
weaknesses of the Commission. Other securities regula- 
tory and developmental bodies in countries with ad- 
vanced financial markets periodically go through such 

( f )  Economists. The Commission should have 
on its staff economists and others who are expert in 
financial and macro and micro analysis and in-how to 
develop data bases to support policy decisions and 
rule-making, Such staff should be placed in each de- 
parLqent in the commission. [Recommendation 1511 

There should also be a separate department of 
economists, headed by a respected senior person, both 
to coordinate the deliberations in the separace depart- 
ments and to conduct evaluations on important matters 
for the Commission itself. Finally, this department 
should focus on initiatives to develop the market. 
[Recommendation 1521 

(g) Outside Advisers. The Commission should 
have availa~le to it the services of hishlv knowledse- 
able persons from the private sector. T h i s  should 6e 
accomplished by: (a) allowing private sector persons to 
spend time working in the government Commission; and 
(b) the Commission having an advisory group of knowled- 
geable private sector representatives who can assist in 
avaluating important subjects that will affect the pri- 
vate sector, and who can work with the Commission to 
help it learn how to devise appropriate regulations 
that reflect both societal needs and needs of private 
sector participants in the market. In countries most 
successful in financial market development, the govern- 
ment bodies involved engage in active dialoque with the 
private sector. [Recomnendation 1531 



(h) Inspections. The Commissicn should 
have an expanded staff of inspectors to conduct spot 
examinations of brokers and other securities profas- 
sionals, to assure that they are in compliance with 
Commission and stock exchange requirements. Some bro- 
kers feel that such examinations are currently not d m e  - 
adequately. [Recommendation 1 5 4  1 

(il Ombudsman. The Commission should be 
given an enhanced role in settling disputes, such as 
customer complaints. An evaluation should be made as 
to whether the judicial (court) proceedings on these 
matters are adequate, too expensive or time-consuming, 
etc., and if so whether the Comiission, or some-outside 
separate body with government and private sector parti- 
cipation should be established to act as a sort of "Om- 
budsman" to settle these matters quickly, fairly and - 
cheaply. [Recommendation 1551 

3 .  - Stock Exchange Duties. The stock ex- 
changes should be charged with duties to act to develop 
the markets, and be required to submit proposals to the 
Commission on how they believe the markets caq be de- 
veloped. As a first step, each stock exchange should 
be required within six months .to submit to the market 
development body a report on what steps it believes the 
government, the market development body and each ex- 
change should take to develop the markets, and then 
each exchange should implement those steps that it be- 
lieves it can. In addition, every six months each 
stock exchange, and any brokers trade association, 
etc., should be requirzd to provide an in-depth study 
of development proposals. These proposals should be 
reviewed by the market development body and other res- 
ponsible government authorities and private sector 
groups, and government officials should be required to 
raspond to the proposals and to implement those that 
will help develop the market. [Recommendation 1561 

The laws the Commission administers should 
impose on the stock exchanges clearer duties to act as 
self-regulatory organizations. [Reconmendation 1571 

4. Securities Act of 1336. In 1934-35 the 
financial markets in the Philippines experienced first 
an increase and then a severe drop in values, equiva- 
lent to a "crash". In response, the government adopted 



the Securities Act of 1936. This law was designed to 
require disclosure and to impose regulation on the sec- 
urities markets. 

The law is a copy of parts of the United 
States Federal Securities Act of 1933 and Securities 
and Exchange Act of 1934, which were based on disclo- 
sure. Eowever, significant changa were added, to 
blend in the approach of securities laws (so-calle6 
"blue sky* laws) of certain states (particularly Cali- 
fornia), adopting from those states the paternalistic 
concept that public offerings of securities may not be 
made unless the government body administering the law 
finds that the issuing company and the securities are 
"soundn investments. 

Thus, the Philippine Securities Act of 1936 
embodied a paternalistic approach, ana a "t=ansplantn 
to the Philippines of concepts adopted in the United 
States. At that time, no other country had securities 
laws as extensive as the United States. The suspicion 
is that in 1936 the administration, without expertise 
in financial market development, adopted an amalgam of 
United States regulatory approaches; The Securities 
Act was amend& in 1982, but again to expand the scope 
of Segulation, using approaches from certain amendments 
to the United States securities laws. 

The foLlowing possible actions should be con- 
sidered in connection with the Securities Act. 

(a) aeview. The Securities Act should be 
reviewed completely. The review should focus on what 
is needed for adequate development and regulation of 
the markets from an economic and business point of 
view. It is not obvious that the existing law can meet 
the needs of the current economy or market. [Recomaen- 
dation 1581 

The law does not seem to have helped in re- 
cent years to instill greater confidence in the securi- 
ties markets. It is suggest2d that the reason for this 
is twofold: (1) there has not been an adequate evalua- 
tion of the economic development needs to be served by 
the markets, from which evaluation a.properly designed 
development and regulatory environment could be de- 
vised; and ( 2 )  the United States laws from which the 
Philippine law was copied were designed to cure speci- 
fic abuses which arose in the United States after the 



market had developed, and were not designed to meet the 
nzeds of developing a market, 

In 1985, the Comrgission itself indicated that 
the advice of outside experts would be welcomed to 
"tear the law apartn and demonstrate what would be bet- 
ter. 

(b) Eliminate Approval Requiremat. The 
Securities Act should not require that the Commission 
approve the "soundnessn of phlic offerings. The COP 
mission should evaluate only whether the disclasure ap- 
pears on its face to be adequate. This approval con- 
cept derives from the United States blue sky laws, 
which take a paternalistic point of view. -[~ecommenda- 

t C b 1  

(c) Terms and Conditions. The Securities 
Act allows public offerinqs to be made after reqistra- 
tion with the  omm mission, -subject to such "terms and 
conditions" as the Commission may impose "in the public 
interest and for the protection of investoxs". Setting 
"terms and conditionsn is an inappropriately broad 
power for the Commission and should be reconsidered and 
probably deleted. [Recommendation 1601 

(d) Comissions. T'he Securities Act should 
not continue to allow the Commission to fix the under- 
writing and selling commissions in public offerings. 
These should be determined by negotiation between the 
issuing company and the underwriters. [Recommendation 
16 11 - 

(e) Disclosure. The law should make clear 
what is meant by "materialn information which companies 
are required to- disclose. [Recommendation 1621 

The law should provide that for annual meet- 
ings, companies must prepare proxy statements disclos- 
ing specified information, so as to inform the share- 
holders and the market of relevant material information 
about the company and its business, and the persons 
being elected, their experience and their relationships 
and transactions with the company. The law should also 
impose on companies a general duty to,disclose, prompt- 
ly, as it becomes known to them, all "material informa- 
tion". [Recommendation 1631 

' ( f )  Dissemination of Disclosure. Disclosure 



documents (prospectuses, reports, announcements of 
material information, etc.) should be distributed to 
shareholders, investors, stock exchanges, bankers, ana- 
lytical services, etc. These documents should not sim- 
ply be filed at the Commission, as appears to be the 
requirement of the Securities Act, but should be put 
out to the markee. [Recommendation 1641 

(g) Secondary DistributionIRiqhts Offerings. 
The Securities Act requires reqistration with the Com- 
mission of each "sale-ox distribution to the public" 
(Section 4). The meaning of this phrase is not clari- 
fied in the Act. It is not clear if public offerings 
of large blocks of shares by controlling shareholders 
are required to be registered, which they should be in 
order to provide adequate prospectus disclosure to the 
purchasers and to the market in general. In addition, 
sales by companies to existing shareholders are exempt 
from registration (Section 6 ( 4 ) ) ,  which they should not 
be, again in order to provide prospectus disclosure of 
material information to purchasers and to the markets 
in general. [Recommendation 1651 

(h) Automatic Action. The'Securities Act 
should specify that in cases where permits are required 
from the Commission, if the Commission does not act 
within a specified time (such as 30 days), the permit 
is automatically deemed to have been granted. [Recom- 
mendation '1'661 

(i) Manipulation. The anti-manipulation 
sections in the Securities Act (eg. Section 26) should 
be reviewed to determine: (i) whether they provide ap- 
propriate standards for the Philippines; (ii) whether 
other activities not specified in the Act should be 
prohibited; and (iii) whether the standard required by 
the Act that the manipulative activity must have been 
"for the purposew of manipulation is impossible to 
prove, thus making ineffective the prohibitions on 
manipulation. [Recommendation 1671 

(j) Accountinq and Auditinq. The Securities 
Act does not contain express power for the Commission 
to require companies to- follow generally accapted ac- 
counting principles and auditing standards. This 
should be provided. [Recommendation 1681 

(k) Penalties, Sanctions. These should be 
reviewed, and revised upwards if needed (with automatic 



i n f l a t i o n  ad jus tment ) ,  e s p e c i a l l y  t h e  f i n e  f o r  not  
f i l i n s  requ i red  r e p o r t s ,  which is only Pesos 50 t o  200 
a d a y - a f t &  of a b a s i c  f i n e .  - [Recommendation 
1691 - 

5. Corporat ions Code. The Corporat ions 
Code of t h e  P h i l i p p i n s s ,  adopted i n  1980, replaced t he  
1906 Corporat ion Law, which was based on t h e  then Cal i -  
f o r n i a  Corporat ions Code. The 1906 law apparent ly  w a s  
intended t o  in t roduca t h e  United S t a t e s  corpora t ion  as 
the prototype i n  t h e  Ph i l i pp ines ,  and t o  r ep l ace  t h e  
Spanish "sociedad anonimam. The new 1980 Corporations 
Code r epea t s  many of t h e  p rov is ions  of t h e  1906 l a w .  
The 1980 l a w  was intended t o  " e s t a b l i s h  a new concept 
of bus iness  corpora t ions  s o  t h a t  they a r e  no t  merely 
e n t i t i e s  e s t a b l i s h e d  f o r  p r i v a t e  ga in  bu t  e f f e c t i v e  
pa r tne r s  of t h e  Nat ional  Government i n  spreading t h e  
b e n e f i t s  of c a p i t a l i s m  f o r  t h c  s o c i a l  and economic de- 
velopment of t h e  Nationn. (Explanatory Note t o  Cabinet  
B i l l  N o .  3 ,  which became t h e  new Corporat ions Code of 
t h e  Ph i l ipp ines . )  

The 1980 Cozporations Code should be reviewed 
t o  determine how it a f f e c t s  bus iness  expansion and cor- 
pora te  finance,,  inc luding,  bu t  not  l im i t ed  t o ,  t h e  mat- 
ters set f o r t h  below. 

( a )  Impediments. Examine whether t h e  law 
c r e a t e s  any impediments t o  corpora te  f inance  o r  inves t -  
ment. [Recommendation 170 ] 

(b)  Pre-emptive Rights .  A s  explained ear-  
l i e r ,  f o r  p u b l i c e r i n g s ,  e l im ina t e  r e l i a n c e  on pre- 
emptive r i g h t s  of e x i s t i n g  s e c u r i t i e s  ho lders  t o  pur- 
chase new i s s u e s ,  which can impede t h e  supply of secu- 
r i t i e s .  [Recommendation 1711 

( c )  Retained P r o f i t s .  Reconsider t h e  pro- 
h i b i t i o n  on r e t e n t i o n  of p r o f i t s  i n  excess of 100% of 
paid i n  c a p i t a l .  [~ecomm&dation 1721 

(d) Par  Value. Remove improper r e l i a n c e  on 
sale of shares  a t  par value  i n s t ead  of market value,  
which can l i m i t  t h e  supply of s e c u r i t i e s .  [Recommenda- 
t i o n  1731 

(e )  Founders Shares.  Poss ib ly  e l imina te  
founders shares ,  which can provide s p e c i a l  b e n e f i t s  t o  



founders. [Recommendation - 1741 

[ f )  Un-issued Shares. Clarify that "autho- 
rized but un-issued shares-re l e ~ a l  in all cases un- 
der the Corporations Code, to alloj for greater avail- 
ability of shares for public issues. [Recommendation 
1751 - 

(g) Capital Increases. Remove Commission 
power to determine whether or not to approve increase 
in company capital, which should be left to the compa- 
ny. [Recommendation 176 1 

(h) Partially Paid Shares. Limit use of 
partially paid shares, which are not needed if par 
value is low (which should be permitted), and which can 
provide opportuni2ies for market manipulation, [Recom- 
mendation 1771 

(i) Delayed Dividends, Certificates, Re- 
quire that companies promptly pay out dividends de- . 
clared and promptly deliver certificates for sksres 
sold. [~scommendation 1781 

( j) Accountinq. Review .adequacy of auditing 
and financial reporting requirements for all companies, 
not only those with shares held publicly. [Recomenda- 
tion 1791 

(k) Minority Holders. Evaluate adequacy of 
protections for minority shareholders, who are gsner- 
ally perceived to have no rights and to be at the mercy 
of controlling shareholders. [Recommendation 1801 

(1) Mergers, Etc. Review, and possibly re- 
move, requirements for Commission approval of merger 
and consolidation of companies. [Recommendation 1811 

(m) Closed Companies. Evaluate possible in- 
appropriate availability under the corporations Code of 
"close corporations" (less than 20 shareholders, shares 
prohibited from transfer). Close corporations are not 
allowed to have public offerings, are subject to no re- 
strictions as to size of assets, and are not subject to 
public disclosure requirements. This encourages busi- 
nesses to operate as closed companies rather than pub- 
l ~ c  companies that can raise finance through the secu- 
rities market. [Recommendation 1821 



(n) Enforcement. Evaluate adequacy of en- 
forcement powers. [Recommendation 1831 

(0) Sanctions. Review and revise sanctions, 
penalties and civii lisbilities in case of violations 
of the law and rules and regulations. [Recommendation 
184) - 

6. Taxation of Business. Government and 
p~ivate sector representatives, assisted by outside ex- 
perts in private business development, should evaluate 
and make recommendations for improving the tax treat- 
ment of business, to foster business expansion. [Re- - 
commendation 1851 

7. Legal Audit, A detailed examination 
(referred to as a "legal auditn) should be conducted to 
determine if laws, regulations and procedures in addi- 
tion to those discussed above adversely affect,develop- 
ment of the financial markets and private sector busi- 
ness. This evaluation should include, but not be limi- 
ted to: (i) banking law, (ii) universal banking law 
amendments, (iii) insurance law and law governing in- 
vestments by insurance companies, (iv) laws affecting 
venture capital and leasing , (v) omnibus investment 
code and Board of Investment regulations, (vi) laws 
concerning foreign investors, (vii) anv price control 
or stabilization laws, and (viii) judicial laws and 
procedures. To expedite the evaluation, a letter 
should be sent to knowladgeable businessmen, financial 
experts, accountants and lawyers requesting them to 
grovide views on the adequacy of existing law and regu- 
lation for business and capital market development. 
[Recommendation 1861 



VI. Training, Education 

A. Concerns 

As indicated throughout this report, there 
appear to be opportunities for improvement in many cap- 
ital market activities. Accordingly, education and 
training of appropriate candidates would be worthwhile. 

. B. Recommendations 

1. Corporate Finance. A program should be 
established to aducate companies as to advanced methods 
of corporate finance, and where various types of fin- 
ance can be obtained. [Recommendation 1871 

2. entrepreneurs hi^. Courses should be 
considered concerning "entrepreneurshipn. Approaches 
used in college and business~school teaching-should be 
evaluated to determine whether they have been biased 
(as is the case elsewhere) in favor of "management" 
positions and against "production and salesm, "entre- 
preneurship" and risk taking. [Recommendation 1881 

3. Market Development. Appropriate per- 
sons, such as from the Securities and Exchange Commis- 
sion and stock exchanges, should be trained in market 
development approaches as utilized in other countries. 
[Recommendation 18 9 1 

A group of'governme~t officials, securities 
professionals and stock exchange and company executives 
should visit a number of other markets (such as in 
Korea, Taiwan, Jordan, Brazil) to become better in- 
formed on: (i) growth of those markets and development 
strategies being pursued, (ii) current trends toward a 
wider range of financial services and increased "secu- 
ritization" of finance, and (iii) internationalization 
of securities markets. A special sub-group should be- 
come informed on action programs followed in other 
countries to foster development of their financial mari 
kets . [Recommendation 1901 



4. Disclosure. Tralning should be provided 
to appropriate Securities and Exchanqe Commission and 
stock- exchangs officials, company executives, brokers, 
lawyers and accountants on,how companies provide 
"continuing disclosure1', and what constitutes "mater- 
ial" information. [Recommendation 1911 

5. Self-Regulation. Stock exchange offi- 
cers and personnel should be trained in self-regulatory 
methods as utilized in ocher markets. Stock exchange - 
personnel, and company officers in charge of disclo- 
sure, should be trained in "stock watch1' operations, 
whereby possibly questionable transactions (timing, 
size, price, etc.) are brought to light as they happen 
and are examined for propriety. [Recommendation 1921 

6. Brokers. Securities brokers should be 
trained in m e t h o d s f  inancial analysis, and segrega- 
tion of customer accounts from the broker's accounts. 
[Reconunendation 19 31 

7.' Public. A program should be established 
to educate the puUic on how securities markets oper- 
ate, investor rishts and protections, and how to make 
investments (safe, speculative, long term, appreciation 
versus dividends). Consideration should be given to 
conducting weekly programs on television concerning 
business and investment. Consider holding junior 
achievement programs concerning developing and running 
a business. [Recommendation 1941 



THREE : ACTION PROGRAM 

To implement the above recommendations, an 
Action Program in three phases should be established. 
[Recommendation 1951 Set forth below is a sample Ac- 
tion Program. 

Phase? I: Initial Actions 

This first phase could be conducted over an 8 
to 10 month period of intensive work, to survey rele- 
vant issues and agree on specific recommendations. 
Duxing Phase I actions that clearly should be taken 
quickly to encourage market growth could be implemented 
as a matter of priority. 

1. General. Establish joint government and pri- 
vate sector Capital M~rket Development Working 
Group, to design a specific action program for 
capital market development, including the recom- 
mendations in this report. Survey capital market, 
and survey environment for business encouragement. 
Visit other developing markets. 

2. Supplv/Demand. Design specific recomenda- 
tions for increasing the supply of and demand for - -  - 

securities. ~xamine tax disincentives/ incentives 
to supply of and demand for securities. Design 
requirements for securitization of finance. Re- 
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- 
provxnent . 
3. Intermediaries. Design actions to foster 
srowth of full service securities firms, such as 
merchant/ investment banks, and ze-evaluate uni- 
versal banking. Review trading procedures and 
other related matters in the stock exchanges and 
determine whether changes may be needed. Examine 
prospects for venture capital, and tailor such 
activities to Philippine needs. 

4. Leqal/Requlatory. Determine which entity 
should take charge of securities market develop- - 
ment role, and how it should carry out deveiopnent 
activities. Review Securities Act and 



Corporations Code and rules and regulations there- 
under. Begin legal audit to evaluate other laws 
and regulations which may inhibit capital markst 
development. Evaluate any needed protections for 
investors, including minority shareholders. 

5. Traininq. Consider carefully organized 
visrts to selected countrrss (eq. Korea, Jordan, 
Brazil) to evaluate their capital market develop- 

. ment techniques and experiences. 

Phase IS: Eedium Term Actions 

Phase I1 could be conducteO over a 12 to 18 
month period. During this phase specific recommsnda- 
tions made in Phase I would be implemented, with imple- 
mentation first of the steps that are likely to bring 
the quickest results, 

1. SupplyIDemand. Adopt incenkives to companies 
to raise finance through public offerings of secu- 
rities, and to investors to purchase securities. 
Take recommended steps to encourage increased 
securitization. Improve disclosure of company 
information and market information. Adopt recom- 
mendations to improve accounting and auditing. 

2. Intermediaries. Adopt incentives and other 
steps necessary to encourage growth of securities 
f inns. 

3 .  Leqal/Requlatory. Adopt any needed amend- 
ments to Securities Act, Corporations Code and 
other laws. Adopt any needed revisions to Secu- 
rities Exchange Commission, stock exchange, and 
other rules and regulations. Continue legal audit 
to evaluate other laws and regulations which may, 
inhibit capital market development and adopt ap- 
propriate changes. 

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

Phase 111: Lonqer Term Actions 



The third phase could bc conducted over 24 to 
36 months, 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 
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. Legal/Regulatory. Monitor success of changes 
made in securities regulation. Evaluate market 
devslopment activities of Commission or other body 
charged with encouraging this. Adopt further 
changes as determined by legal audit. 

5 .  Training. Continue training corporate finance 
executives, securities professionals and others. 



Appendix A 
(oaqe 1) 

UNDERDEVELOPED STATE OF 
PHILIPPINE CAPITAL MARKETS, 

AND VIEWS OF KNOWLEDGEABLE COYfiENTATORS 

The c d p l t a l  markets i n  t h e  P h i l i p p i n e s  have 
no t  provided ddequate long t s rm f i nance  t o  i n d u s t r y  and 
a r e  s e r i o u s l y  i n  need of improvement. The approaches 
of e a r l i e r  pe r iods  which impeded development of t h e  
c a p i t a l  markets s e t  t h e  s t a g e  f o r  i nacc lve  markets 
which con t inue  today. 

The o r i g i n a l  d r a f t  r e p o r t  w r i t t e n  i n  1985  
expla ined t h a t  USAID then  had no p a r t i c u l a r  cons t i t uen -  
cy r e q u s s t i c g  t h a t  a  c a p i t a l  market development e f f o r t  
be undertaken. USAID had decided t o  survey t h ~  markets 
t o  de termine  t h e  parametsrs  of  t h e  problem i n  o r d e r  t o  
be d a l e  t o  advocate t o  t h e  government t h a t  a c t i o n  need- 
ed t o  be  taken.  The new government has  c l e a r l y  indica-  
t e d  i t s  d e s i r e  t o  improve t h e  c a p i t a l  markets ,  recog- 
n i z i n g  t h a t  t h e  markets do  n o t  f unc t i on  adequate ly .  

The comments ob ta ined  i n  1985 i n d i c a t e d  a  
s e r i o u s  depth of concern and it is no t  be l i eved  t h a t  
t h e s e  concerns have been s p e c i f i c a l l y  addressed i n  t h e  
new environment. I t  is t r u e  that i ndus t ry  p a r t i c i p a n t s  
now have inc reased  conf idence  and optimism, b u t  t h i s  
optimism i s  s t i l l  guarded and i ndus t ry  p a r t i c i p a n t s  
must awai t  improvements t o  determine whether t h e  p o l i t -  
i c a l  and f i n a n c i a l  s t a b i l i t y  necessary  f o r  c a p i t a l  
market growth w i l l  emerge. I n  a d d i t i o n ,  t h e  comments 
obta ined e a r l i e r  i n d i c a t e  t h a t  very  s e r i o u s  problems 
e x i s t e d  then  which must be d e a l t  wi th  by s p e c i f i c  ac- 
t i o n .  Accordingly,  t h e  e a r l i e r  comments a r e  r e l e v a n t  
t o  s ee ing  t h e  genera l  and s p e c i f i c  problems which ex- 
i s t e d  then  and t o  i d e n t i f y i n g  t h e  a c t i o n s  which must be 
taken. 

A. Underdeveloped Market 

Many companies a r e  heav i ly  overloaded w i t h  
deb t ,  mostly s h o r t  term. 

The s e c u r i t i e s . m a r k e t s  have f l u c t u a t e d  s ig -  
n i f i c a n t l y  dur ing  t h e  p a s t  year .  I t  i s  be l i eved  t h a t  
a  s u b s t a n t i a l  amount of  t h e  t r a d i n g  a c t i v i t y  r e f l e c t s  
p o t e n t i a l  f o r e ign  i n t e r e s t  i n  dea l i ng  on t h e  Manila 
exchanges. 



There is  a s t r o n g  t r a d i t i o n  of fami ly  con- 
t r o l l e d  and r u n  companies. Few companies have r a i s e d  
long  term f i n a n c e  i n  t h e  p u b l i c  s e c u r i t i e s  markets .  I n  
e a r l i e r  p e r i o d s  companies ob ta ined  concess iona l  below 
market c o s t  l o a n s  from government sponsored o r  con- 
t r o l l e d  f i n a n c i a l  i n s t i t u t i o n s ,  pu r suan t  t o  s e l e c t i v e  
c r e d i t  p o l i c i e s  o f  t h e  government. The coun t ry  r e l i ec i  
e x t e n s i v e l y  on f o r e i g n  d e b t .  

Many companies are government owned, and 
o t h e r s  have been t aken  ove r  by l end ing  i n s t i t u t i o n s  a s  
"non-performingn borrowers .  Merchant banking seemed t o  
become more a c t i v e  d u r i n g  the middle t o  l a t e  1970s,  b u t  
it i s  v i r t u a l l y  i n a c t i v e  now. 

During o u r  survey  i n  1985 and 1986 many com- 
p l a i n e d  that  most of  t h e  companies i n  t h e  major l i n e s  
o f  b u s i n e s s  had been t a k e n  o v e r ,  l e g a l l y  o r  through 
coe rc ion  and f a v o r i t i s m ,  by persons  wi th  powerful rela- 
t i o n s  w i t h  t h e  government. Some complained tha t  bus i -  
nessmen were h e s i t a n t  t o  start new l i n e s  o f  b u s i n e s s  
because t h e y  f e a r e d  t h a t  any s u c c e s s  would e n t i c e  per- 
sons  wi th  s p e c i a l  r e l a t i o n s h i p s  wi th  t h e  government t o  
take over t h e i r  f r a n c h i s e s .  Much c a p i t a l  f l e d  t h e  
count ry .  

The s t o c k  exchanges were c r i t i c i z e d  a s  gam- 
b l i n g  dens ,  w i th  s p e c u l a t i o n  and manipula t ion .  Govern- 
ment h a s  n o t  had a  program t o  encourage development of  
a l l  t h e  segments of t h e  f i n a n c i a l  markets ,  and focused  
on t h e  banking and l end ing  segment. 

I n  1985-86 approximately 138 companies were 
t r a d e d  i n  t h e  t w o  a c t i v e  s t o c k  exchanges,  t h e  Manila 
and t h e  Makati Stock Exchanges. Cf t h e  t o p  1,000 com- 
p a n i e s  i n  the P h i l i p p i n e s ,  on ly  48 had s h a r e s  l i s t e d  on 
che s t o c k  exchanges..---.Tk.r.emaining companies l i s t e d  on 
t h e  s t o c k  exchanges were s p e c u l a t i v e  companies, i n  
mining and o i l ,  a number of  which were paper  companies, 
w i th  no b u s i n e s s  a c t i v i t i e s .  

Most l i s t e d  companies have on ly  a l i m i t ~ d  
number of  t h e i r  s h a r e s  a v a i l a b l e  f o r  t r a d i n g  i n  t h e  
hands of  t h e  p u b l i c .  Estimates a r e  t h a t  perhaps only  
30% of t h e  s h a r e s  of l i s t e d  companies is  a v a i l a b l e  f o r  
t r a d i n g  i n  t h e  market ,  and t h e  m a j o r i t y  i s  h e l d  by 
p r i n c i p a l  owners and i n s t i t u t i o n s  a s  permanent i n v e s t -  
ment. Some of t h e  l e s s e r  known companies may w e l l  have 
only  5% t o  1 0 %  of  t h e i r  s h a r e s  a v a i l a b l e  f o r  t r a d i n g .  



New issues of shares amounted to 21 in 1975, 
5 in 1980, 5 in 1981, 12 in 1983, 1 in 1984 and none in 
1985. Most of the new issues were not underwritten, 
and the majority were rights issues at par value, below 
market prices. Only one corporate bond issue has been 
publicly offered in the last 10 years. 

A number of companies were floated in earlisr 
'8boom" periods that had no real businesses but were 
shell companies on pager. Earlier "hot issues" were 
vigorously sold, prices ran up and later declined dra- 
matically in value. 

In the early l98Os, many companies issued 
short term commercial paper, and many of these compa- 
nies failed. In one famous example in 1981 (referred 
to as the "Dewey Deeg8 affair), the manager of an in- 
vestment company which sponsored issues of commercial 
paper absconded with vast sums, causing a severe loss 
of confidence by investors. 

Investors have looked for guaranteed return, 
equivalent to that offered by bank deposits, and money 
market and government securities, which companies can- 
not pay on long term securities. 

Investors allegedly believe when they buy 
shares in a company that they are buying into "Mr. X ' s n  
or "Mr. Y's" family, and investing in that family's 
management, in which they will have no voice as mino- 
rity holders. Important investors allegedly do not 
purchase shares unless they can obtain enough shares to 
acquire a seat or seats on the board of directors and 
thus management participation. 

Disclosure of material information by compa- 
nies is often not made, or is inadequate. Thus buying 
and selling securities is often based on rumor. Trad- 
ing on insider information (that is, information about 
the issuer company which is not yet announced generally 
in the market) is said to be prevalent. Although legal 
sanctions may be available, enforcement against insider 
trading is said to be icadequate. 

The annual turnover value of secondary market 
trading was P 4.21 billion in 1969, P 5.93 billion in 
i973, P 3.10 billion in 1975, and peaked at P 6.71 
billion in 1976. It was P 4.65 billion in 1980, P 1.29 
billion in 1981, P 1.21 billion in 1982, P 5.36 billion 



i n  1983, P 2 .18  b i l l i o n  i n  1 9 8 4 ,  and P 4 . 0 4  b i l l i o n  i n  
1985. 

During 1986 t h e  va lue  of t r ansac t i ons  i n  t h e  
two s tock  exchanges increased dramat ica l ly ,  t o  P 1 1 . 4  
b i l l i o n  a s  compared t o  P 4-04 b i l l i o n  i n  1985, out-  
s t r i p p i n g  t h e  previous high cf P 6.79 b i l l i o n  i n  1976. 
This  r e f l e c t e d  increased demand i n  l i g h t  of changed 
p o l i t x a l  circumstances,  s u b s t a n t i a l  i n t e r e s t  by for-  
e ign  buyers (es t imated by some a s  providing up t o  40% 
of t o t a l  buying) and s u b s t a n t i a l  rise i n  p r i c e s  of  t h e  
l im i t ed  sha re s  ava i l ab l e .  Trading was concentra ted  i n  
a l i m i t e d  number of companies. I t  is bel ieved t h a t  a 
s i g n i f i c a n t  percentage of t h e  repor ted  t r ansac t i ons  
cons i s t ed  of p r i v a t e l y  negot iared  t r a n s a c t i o n s  i n  the 
sha re s  of  a- l i m i t e d  number of companies, which were 
repor ted  on the exchanges t o  o b t a i n  r e l i e f  from c a p i t a l  
ga ins  tax .  Recect ly t h e  Government ha s  ques t ioned 
whether the increased  t r a d i n g  and s h a r e  va lues  repre-  
s e n t  n o t  investment b u t  use  by var ious  persons of secu- 
rities t r a d i n g  a s  a means to  launder  money r e t a ined  i n  
t h e  country  f o r  p o l i t i c a l  uses.  I n  conclusion,  there-  
f o r e ,  the supply of securities remains low a s  i n  t h e  
p a s t ,  w i t h  few companies r a i s i n g  f inance  through t h e  
i ssuance  of shares  o r  o t h e r  long term securities, and 
t h e  problems i n  t h e  market i d e n t i f i e d  i n  t h e  1985 re- 
view cont inue  t o  impede growth* 

An i n s t r u c t i v e  comparison of the importance 
of s e c u r i t i e s  markets i n  Far  Eas tern  economies is  pro- 
vided on t h e  fol lowing page. I t  shows t h a t ,  with re- 
gard t o  s tock exchange t r ad ing ,  the Ph i l i pp ines  is  sub- 
s t a n t i a l l y  below o t h e r  coun t r i e s  which have taken a 

. more p o s i t i v e  approach t o  c a p i t a l  market development. 

V i e w s  of Persons Interviewed 

Interviews dur ing 1985 and 1986 brought o u t  a 
number of concerns from d i f f e r e n t  groups. These con- 
ce rns  may be s l i g h t l y  lessened i n  the new environment 
i n  t h e  Ph i l i pp ines  and var ious  persons among t h e  groups 
d iscussed b e l ~ w  may be more o p t i m i s t i c  about c a p i t a l  
market a c t i v i t i e s  and may be consider ing s p e c i f i c  ac- 
t i ons .  Kowever, t h e  concerns expressed e a r l i e r  s t i l l  
remain as important problems which must be d e a l t  with 
i n  the new environment through a c o r r a c t i v e  a c t i o n  
program. 



Comparison of Stock Market Size in Terms of GNP (1982) 

(Billion US dollars, $ 1  

Hong Kong 
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Japan 

Taiwa~! 

Malaysia 
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The Philippines 
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Trading Valus 
\ ( A )  

Source. Nomura Research Institute 

1. Companies. Companies and entreprensurs 
indicated that they were not interested in raisinq 
funds through public issues, because they did not-want 
to dilute their equity .  They indicated that they gen- 
erated finance internally or from controlling share- 
holders. 

Companies that do have public shareholding 
indicated in 1985 that their business was down and they 
were worried about "whether we will be here next year" -- many individuals were selling their homes and leas- 
ing them back short term, reflecting severe loss of 
confidence. 

2. Limited Growth. - Commentators indicated 
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that families owning companies often did not wish to 
invest more capital to expa~d their businesses, and 
thus companies did not grow beyond a certain size. 
This could be an important.limiting factor. 

3. Chambers of Commerce. Chamber of Com- 
merce representatives indicated that b u s i ~ ~ s s  was down 
significHntly in 1985, by as much as SO%, and companies 
were preoccupied with survival, so long term capital 
market activity was not paramount in their min6s. 

4. Business Consultants. During 1985 
foreiqn resident business consultants in the Philip- 
pines-expressed the view that too many businesses were 
owned by the government, that businessmen were dis- 
couraged, and that finance was obtained on a preferen- 
tial basis from banks or among fmily and interlocking 
groups. They appeared to be skeptical whether capital 
market development would emerge without a significant 
change in attitude by the government. 

Pmong domestic business consultants experi- 
enced in finance, a prominent commentator indicated in 
1985 that there were a number of measures which de- 
terred business development and investment, and that a 
number of changes could be made to encourage finance 
and business. He felt, however, that the government at 
that time did not seem to accept, or listen to, re- 
commendations along these lines, and that it shoul6 
.take vigorous action to formulate and implement a com- 
prehensive program to develop the capital markets. 

5. Venture Capitalists. There are a number 
of venture capital companies in the Philippines, which 
were set up by the banks with government participation. 
However, they have not been very active, possibly be- 
cause each has limited capital, and they have focused 
on tiny projects, such as individual crops. 

In addition, entrepreneurs are reluctant to 
sell equity, and the normal avenue for venture capital 
(investment in the equity of start-up ventures) has not 
been employed, perhaps because the traditional sell off 
(or exit) routes for such investments, the stock market 
and mergers, are not highly developed. The general im- 
pression is that without significant changes to tailor 
it to Philippine needs and provide incentives, venture 
capital will continue to be a disappointing area. 
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6. Securities Brokers. In 1985 brokers 
indicated that their ranks were slimming as business 
dwindled in the absence of securities to sell. They 
felt that the government had no cchesive policy to 
develop the securities markets. 

One leading broker indicated that the 
securities markets suffered most from the following 
problems : 

(a) The government absorbed tremendous amounts of 
available savings into government securities pay- 
ing rates (tax free, equivalent at one point to a 
taxable return of 42%) far in excess of returns 
which companies could pay on their long term secu- 
rities; 

(b) Money market rates were far above what compa- 
nies could pay on long term shares and bonds, a 
result, he asserted, of internal monetary policy, 
leading companies to raise short term funds in the 
money market which should have been raised in the 
long term securities market; and 

(c) The government had been too much involved in 
allocation of credit. 

The same broker focused on the following more 
detailed concerns: 

(a) Desire of businessmen not to open up their 
companies to the public, but still enjoy advan- 
tages of remaining closed companies; 

(b) Dependency of businesses on loans as their 
main source of funds; 

(c) The limited number of companies listed for 
trading on the stock exchanges; 

(dl For companies that were listed, the limited 
percentages ("float") of their shares available 
for trading in the market, which restricted 
liquidity and thus led to volatility in secondary 
trading, which lack of liquidity also dampened the 
prospects of primary issues; 

(e) Biases of institutions to purchase government 
securities, to meet government reserve require- 
ments ; 



(f) Difficulty of attracting investors tr long 
term securities as compared to other opportuni- 
ties, such as government securities, money mar- 
kets, bank depcsits, foreign currency, real estate 
and even jswelry; and 

(g) Uninformed individual investors purchased 
securities on impressions, rumor and hearsay, 
rather than information about the issuer, which in 
fact was not readily available, and once "burnedn 
these individual investors left the stock market. 

This broker stressed the fact that during 
1985 particularly the government siphoned off over 
Pesos 55 billion of funds through the issuance of gov- 
ernment securities at high tax free returns. This 
demonstrated to him that in fact funds were available 
for investment, which funds "should certainly be made 
available for tapping by the [long term] capital mar- 
ket". He also stressed that public and private corpo- 
rations had unbridled access to vast short term money 
market finance, which they should have raised in the 
long term capital markets. 

This broker concluded that "unless the mone- 
tary authorities take a hand in stabilizing money mar-' 
ket rates, we cannot expect a more balanced and ration- 
alized channeling of investments ensuing to the benefit 
of the [long term] capital marketn. He believed thati 
"The question should therefore be asked if there is a 
major deficiency in our financial infrastructure such 
that the allocation of financial resources are not ef- 
ficiently, much less adequately, distributed through 
the various ct.annelsn of the financial markets, partic- 
ularly the capital market. Thus, the broker saw ssri- 
ous "structural imbalancesn in the way the financial 
markets had been used, with the long term capital mar- 
ket being seriously underused, a consequence, he asser- 
ted, of government policy. 

7. institutional Investors. Institutional 
investors (insurance companies, bank trust departments) 
indicated that during 1985 they were not actively en- 
gaged in investment in long term securities. One also 
indicated that most Philippine companies were in sig- 
nificant diffi.ut;lties and vtsre not 'good prospects for 
lending and investment. Another stated that prudence 
left him, reluctantly, only with the potential to in- 
vest in multinational companies. 



One institutional investor official stated 
during 1985 that even if he wished to invest in com- 
panies in the Philippines, there were no real prospects 
because, he asserted, "All.major enterprises in all 
lines of business (except insurance) are controlled by 
[persons with special relationships with government]". 
He alleged that many of these companies had been "raped 
and pillaged". 

8. Former Merchant Bankers. Those who had 
previously been active in merchant banking felt that 
there were not sufficient opportunities available for 
long term securities business (underwriting, etc.). 
Investors were not willing to invest long term because 
'of interest rate volatility. They asserted that diffi- 
culties in regulation of investment banking had caused 
them to focus on money market instruments as compared 
to long term debt instruments and equity. When the 
money market activities led to excesses, the government 
eliminated money market instzuments for most companies, 
and merchant Ganlcing declined. They also emphasized 
that persons who control companies were not interested 
in selling equity. 

9. Univezsal Banks. Banks authorized to 
engage in merchant banking (uni-banks) indicated during 
1985-that there was little opportunity in the corporate 
securities area. A few felt that there might be oppor- 
tunities in mergers and acquisitions and reorganiza- 
tions of "sick" companies, but their major prospects 
were in trading government securities. 

10. - DFIs. Development finance institutions 
seemed to feel that there had been sufficient subsi- 
dized credit available so that only the most specula- 
tive companies had to go. to the public markets. They 
indicated that most businesses they dealt with simply 
had not been willing to sell cff parts of their equity. 

11. - Banks. Banks indicated that former 
prime borrowers were having significant difficulty in 
obtaining finance. There was a dearth of quality bor- 
rowers. 

12. Project Appraisal. It was asserted by 
many commentators that appraisal of proposed projects 
had-been inadequate. 1t-was alleged that bankers and 
lenders accepted the appraisal from the sponsors of a 
project, looked only to the numbers presented in the 



"four- corners" of the appraisal itself, and did not 
verify any such figures. 

13. Accountants. Practicing accountants ex- 
plained that accounting and auditing might be relative- 
ly highly developed in the Philippines as compared to 
other countries in the region, but that significant im- 
provements were needed in establishing uniform auditing 
standards, accounting principles and financial report- 
ing requirements. 

14. General. Many interviewed in 1985 ex- 
pressed dissatisfactizn with what they viewed as wide- 
spread impropriety in business and favoritism in gov- 
ernment during that time, They felt that this might 
cause companies to be not as profitable as they ought 
to be if they wished to gain the confidence 02 poten- 
tial investors. They seemed to believe that tradition- 
al practices of "taking care of yourself" had expanded 
and been axaggerated to the point of taking undue ad- 
vantage of all opportunities. They believed that "the 
rules of the game have simply broken downu, 

15. Government Officials. During 1985 those 
interviewed had varying views, Some indicated that 
capital market development was "not a high pribrity". 
Others felt that capital markets had not been given 
adequate attention, but in light of other more pressiag 
problems, their departments did not have the staff to 
conduct a comprehensive evaluation of what steps should 
be taken to improve the capital markets. 

Still others felt that a concerted effort was 
needed to devise a clear and comprehensive policy con- 
cerning the contribution capital markets could make to 
the development of the country. They felt, however, 
that their dspartments were called upon to implement 
legal requirements without a clear capital market de- 
velopment policy. 

Others appreciated the importance of the cap- 
ital market, but they lacked detailed understanding of 
its working and specific ideas as to how market devel- 
opment should be encouraged. 

Another official' indicated in the 1985 inter- 
views that the government understood the importance of- 
devsloping the capital markets, and that it might wel- 
come an initiative to study the capital markets =nd 



recommend steps to develop them, and in fact would be 
willing to participate directly in such a joint effort. 
However, he said that at that time the government 
itself was not contemplating initiating-a request to 
USAID for such assistbnce, because cf im~crtant politi- - - 
cal and policy considerations. 

The new government has taken a different 
point of view, and sssks assistance on how to develop 
the capital market. 

16. Securities Market Observers. Persons 
knowledqeable in securities market practices asserted 
that securities exchanges, brokers and the Securities 
and Exchange Commission were subject to significant 
inadequacies. 

(a) Concerning securities exchanges, some asser- 
ted that they were subject to extensive malprac- 
tices (including manipulations, wash sales, impro- 
per conduct by stock exchange floor personnel, 
brokers with fictitious accounts, etc.). They al- 
leged that securities exchanges were not profes- 
sionally managed, operated on a club atmosphere 
rather than as self-regulatory organizations, were 
plagued by political infighting, were. composed of 
members with different interests outside of ex- 
change business and thus could not adequately 
represent industry interests, were unable to take 
positive steps to react to changi~g conditions to 
compete in the financial markets, and suffered 
from lack of forward planning. 

(b) Concerning brokers, some asserted that they 
were not adequately trained, did not have profes- 
sional standards, and had a short term outlook. 

(c) Concerning the Securities and Exchange Com- 
mission, some asserted that it did not regulate 
the markets effectively; did not understand the 
securities markets in terms of their economic 
development significance; had antiquated regula- 
tions and rules; issued rules that were too  sweep- 
ing (which were looked on by observers as being 
more like publicity gimmicks, but which interfered 
with brokerage activities because of their imprac- 
ticability) ; lacked sufficient knowledgeable per- 
sonnel; had not adequately protected the pu~lic; 
and had not developed guiding principles to govern 



s e c u r i t i e s  markets.  

C . Conclusion - 
From t h e  above d i s c u s s i o n  of problems r a i s e d  

by va r i ous  groups dur ing  1985  and 1 9 8 6  it i s  e v i d e n t  
t h a t  c a p i t a l  markets i n  t h e  P h i l i p p i n e s  need t o  be 
improved and t h a t  s p e c i f i c  a c t i o n s  t o  improve them need 
r o  be analyzed i n  depth .  P a r t  o f  an a c t i o n  program 
should c o n s i s t  of ob t a in ing  t h e  c u r r e n t  views of  
persons r e p r e s e n t a t i v e  of t h e  above groups and o t h e r  
i n t e r e s t e d  persons i n  o r d e r  t o  determine t h e  d e t a i l s  of 
c u r r e n t  problems and t h e  p o s s i b l e  a c t i o n s  t h a t  should 
be t aken  t o  d e a l  wi th  them. 



OBJECTIVES OF FINANCIAL 
LURKET DEVELOPMENT 

-7 --- - - --- - - 
A. Purpose of Financial Market Development 

Financial markets are important to economic 
development for the following reasons: 

(a) Markets encourage savings by providing vshi- 
cles for investment; 

(b) Markets assemble for use, or "mobilize", these 
savings ; 

(c) Markets allocate the savings to productive 
enterprises, to increase their capacity to produce 
and thus create more goods and jobs, and through 
competition for these savings by various enter- 
priszs, markets allocate them to enterprises which 
can provide the highest return 5or use of the - 
funds, and which thus reflect comparative advan- 
tages of the country; and 

(d)  Markets provide investors with the ability 
(referred to as "liquidihyn) to sell their i-nvest- 
rnents when they wish to obtain cash or to switch 
to other investments. 

If a country1 s financial markets are ade- 
quately developed -- by offering a sufficient variety 
of savings and investment vehicles, both short and 
long term, through qualified financial intermediaries 
operating in an orderly market -- then greater funds 
will be available and will flow in economically desir- 
able directions. On the other hand, if the markets are 
under-developed -- offering only limited investment 
opportunities, insufficient financial institutions and 
reduced liquidity -- then savings and investment will 
be deterred. 

Among the causes of under-development is the 
absence of sufficient savicgs and investment in produc- 
tive enterprises to increase per capita productivity. 
With lower productivity per capita,, there are insuffi- 
cient savings to invest in capital goods to increase 
productivity. "Capital" refers to capital goods, which 
are all goods used in production of other goods. A 
number of developing countries do have sufficient 



savings to invest in capital, but the financial systems 
are not sufficient to channel savings into productive 
enterprises. For these reasons, among other efforts to 
increase economic development, it is important to im- 
prove the financial markets to increase savings and 
capital investment. 

Financial markets are dynamic -- they are 
contiaually changing to meet changing patterns of sav- 
ings, fiscal conditions, institutional arrangements and 
availability of and demand for funds. Investors switch 
investments as opportunities ckange. This is so be- 
cause the return or yield on financial assets changes 
as events occur, and investors reach differing views as 
to the meaning of these events and the impact they will 
have. 

B. Organization of Financial Markets 

In response to different needs of savers and 
types of demand for finance, varying methods of finance 
and markets have developed. Financial markets normally 
consist of two main segments: (1) the Money Market, a 
wholesale market for short-term loan finance, and ( 2 )  
the Capital Market for long-term loan and equity fin- 
ance. A table on the following page describes typical 
financial markets. 

Maney Market 

Description The Money Market provides short 
term finance. The Money Market serves principally the 
needs of bulk users of funds, such as governments, banks, 
insurance companies and similar institutions. Such in- 
stitutions must have, a supply of funds to meet demands 
as they arise; they must also have a place temporarily 
to put to use their own excess funds. Thus, the Money 
Market provides short term funds to meet fluctuating 
needs. These funds.are provided on a loan basis, and 
must be repaid relatively quickly. 

The Money Market includes the following in- 
struments: government securities (bills and notes), 
government agency securities, company commercial paper 
(short-term notes issued by companies with high credit 
ratings, to raise working capital), bankers accept- 
ances, certificates of deposit with banks, and 
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NONEY MARKETS 
Purpose  : 
Provrde  l o a n  
f u n d s  ( n o t  
e q u ~ t y )  to 
meet s h o r t -  

CAPITAL YARKETS n 

Purposs :  P rov ide  long-term funds  t o  c r e a t s  capital, 
which c o n s i s t s  of a l l  goods ( i n c l u d i n g  p l a n t  2nd 
machinery) used i n  p roduc t ion  of  o t h e r  goods. 

NON-SECURITIES . SECURITIES 
term worklng SEGMENT - c a p i t a l  needs .  Purpose:  Pro- 

v ids  long- term 
l o a n  funds ,  

- non-negot iab le  

SEGMENT 
Purpose:  P rov ide  l o w -  t e r m  
e q u i t y  an2 l o a n  funds ;  i n  
n e g o t i a b l e  form, and pro- 
v i d e  l i q u i d i t y  t o  i n v e s t o r s  

I n s t r u m e n t s  

Cover nment 
S e c u r i t i e s  

Commarcial 
Paper  

Bankars 
Acceptances  

C a r t i f  icates 
o f  Depos i t  

Over n i g h t  
funds 

I n s  t i t u t  i o n s  

C e n t r a l  
Bank 

Z 

Commercial 
Banks 

I 
- 

Dealers  

Noney Market 
Xutual  Funds 

I n s t r u m e n t s  

Loans 

Nor t g a g e s  

Leases  

S a l e  and 
Lease-back 

I n s t i t u t i o n s  

Savings  
Banks 

Mortgage 
Sanks 

Development 
Banks 

Insu rance  
Companies 

Leasing 
Companies 

I n s t r u m e n t s  I n v e s t o r s  

Equ i ty  I n s t i t u t i o n a l  
I n v e s t o r s  

Equ i ty  I n d i v i d u a l s  
E q u i v a l e n t s  

Debt 
S e c u r i t i e s  

I n s t i t u t i o n s  
PRIAWY SECONDARY 
KARKET MARKET 
Purposa : Purpose : 
New i s s u e s  ~ r a d  i n g  
by companies i n  a l r e a d y  
t o  r a i s s  i s s u e d  
c a p i t a l .  s e c u r i t i e s .  

I irvestment S tock  
and Herchant  Exchanqes 
Banks 

Brokers  , Rrokars ,  
Dea le r s  Daa le r s  

Venture  Over- the- 
C a p i t a l i s t s  Counter 

Marka ts 

I s s u e r s  - 

Clea rance  - - 
S e c u r i t i e s  ar.d 

Regula tory  Se tc lement  
Bodizs Agencies 

- 3 -  
Mutual Funds \ 



repurchase agreements. 

The Money Market invo lves  t h e  fo l lowing types  
of i n s t i t u t i o n s :  commercial banks, merchant banks, 
d e a l e r s ,  Money Market mutual funds ,  and qovernment 
c e n t r a l  banks i s s u i n g  qovernment s e c u r i t ~ e s .  

The d i s t i n c t i o n  between t h e  Money Market and 
t h e  C a p i t a l  Market can be e a s i l y  b lu r r ed .  I t  may b e  
p o s s i b l e  f o r  companies i n  e f f e c t  t o  r a i s e  long term 
f inance  i n  t h e  Money Market through continuous i s s u e s  
of commercial paper .  I n  a d d i t i o n ,  government no tes  (up 
t o  7 y e a r s )  and government agency s e c u r i t i e s  a r e  s o l d  
i n  t h e  Money Market. Also, i n d i v i d u a l  i n v e s t o r s  may 
p l ace  t h e i r  funds i n  Money Market ins t ruments ,  such a s  
nego t i ab l e  c e r t i f i c a t e s  of  d e p o s i t  and sha r e s  i n  Money 
Market funds.  These changes have occurred i n  r e c e n t  
yea r s  du r ing  which c e r t a i n  r e g u l a t o r y  b a r r i e r s  between 
market segments have broken down i n  response t o  s a v e r s '  
demand f o r  h ighe r  r e t u r n s .  

However, one b a s i c  d i s t i n c t i o n  cont inues :  
a l l  Maney Market ins t ruments  a r e  d e b t ,  and it i s  only 
i n  the C a p i t a l  Market t h a t  e q u i t y  c a p i t a l  can be 
r a i s e d .  

Bene f i t s .  Improving t h e  Money Market through 
a wider range of investment  media, improved f i n a n c i a l  
i n t e rmed ia r i e s  and g r e a t e r  l i q u i d i t y ,  - can provide  t h e  
fol lowing b e n e f i t s :  

( a )  Savings a r e  con t inuous ly  made a v a i l a b l e  
through the markets t o  i n s t i t u t i o n s  which can b e t -  
ter  u se  them. Funds can be drawn i n t o  t h e  orga- 
nized Money Market f r o m ' u n o f f i c i a l  markets, which 
o f t e n  are s u b s t a n t i a l .  

(b)  Business  e n t e r p r i s e s  have increased  access  t o  
s h o r t  term f inance  through i ssuance  of commercial 
paper and s i m i l a r  s h o r t  term instruments .  

2 .  C a p i t a l  Market 

The C a p i t a l  Market provides long term f i n -  
ance, f o r  e s tab l i shment  and expansion of bus iness  en- 
t e r p r i s e s  -- t o  c r e a t e  means of product ion.  Funds arc.. 
provided on (i) a loan b a s i s ,  i n  which i n t e r e s t  must be 
paid a t  s t a t e d  pe r iods  and t h e  p r i n c i p a l  must be repa id  



at maturity, and (ii) an equity basis (shares), in 
which there is no promise to repay the funds, but a 
right to share in the profits of the venture paid as 
dividends. Thus, the providers of funds in the Capital 
Market undertake long term risk, expecting that the 
company will pay interest on the debt or dividends on 
equity shares. 

Enterprises that seek finance compete in the 
Capital Market for scarce funds, offering different 
yields and rates of return to attract funds to them- 
selves as compared to other enterprises. Enterprises 
which are consistently able to pay a higher rate of re- 
turn'are thoss which are bettsr managed and more effi- 
cient. 

The Capital Market consists of two segments: 
(1) the "Non-Securitiesn segment, and (2) the "Securi- 
tiesn segment. "Securitiesn refers to transferable 
evidences of investment (eg. share certificates). 

Non-Securities Segment 

The Non-Securities segment of the Capital 
Market is designed to provide-funds from financial 
institutions directly to enterprises and users of 
funds. Those enterprises that seek the funds negotiate 
directly with the financial institutions (eg. banks, 
insurance companies, etc.) that will provide the funds. 
The financial institutions usually hold the evidence of 
indebtedness until final palpent, although they may re- 
arrange their portfolio of loans, etc. by selling off 
part of them to other financial institutions. There- 
fore, the funds are not represented by negotiable secu- 
rities certificates. 

The Non-Securities segment involves loans and 
other interest or fixed-fee bearing finance, and does 
not include equity finance, which is risk finance. 

The Non-Securitias segment involves the fol- 
lowing methods of finance: term loans, mortgages, lea- 
ses, and sales and lease backs. It involves the 
following institutions: savings banks, mortgage banks, 
develcpment banks, insurance companies and laasing 
companies. 



(b) Securities Segment 

The Securities segment of the Capital Market 
is designed to provide finance to business enterprises 
not exclusively from institutions, but also from the 
public. The purpose is to encourage savings, and to 
mobilize savings for investment in productive enter- 
prise. 

These investors do not wish to commit their 
funds indefinitely. They must be able to sell off 
theirainvestments when they need cash or wish to switch 
to another investment. Therefore, they require an in-- 
vestment which is negotiabia -- a negotiable "securityu 
certificate, such as a share or bond, which can be 
traded in a liquid market. The investor can then buy 
and sell the securities as his financial naeds dictate. 

Furthermore, the securities may represent 
loans, (ie. bonds and debentures) as in the Non- 
Securities segment, but represented by negotiable cer- 
tif icates . However, in addition, the Securities seg- 
ment raises equity finance through equity shares, 
whereby the investor shares in the financial risk of 
the venture, 

The instruments used in the Securities seg- 
ment of the Capital Market consist of shaxes and 
stocks, bonds and debentures, and equity-related 
securities (so-c~'led wequity equivalentsn) convertible 
into or exchangeable for shares. 

Thus, the Securities seqnent of the Capital 
Market is distinguished by the fact that: 

The funds are 

(b) The providers of funds include the broad 
public beyond the financial institutions. 

(c) Investors require negotiable securities, 
and liquidity. 

(dl  The securities include not only debt, but 
also equity shares. 

The Securities segment has two major parts, 
first the original issuance of the securities by 
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companies, and thereafter the investors1 trading of the 
already issued securities. These two markets are re- 
ferred to as: (i) the "new issues" or "primary" market, 
and (ii) t.he "tradingn or "secondary" market. These 
markets are shown in the chaxt earlier in the text. 

(i) New Issues Market. - The new issues, or 
primary, market is the more important market from the 
point of view of economic development. In the new 
issues market, companies raise finance by selling to 
investors new issues of securities. The companies use 
proceeds from the sale of the securities to develop and 
expand "capital goodsn, which are all goods (including 
plant and equipment) used in the production of other 
goods. Thus, an increase in the company's capital 
goods means 'an increase in its ability to produce. For 
this reason, the new issues market is fundamentally im- 
portant for economic growth. 

Sales of new issues are conducted through fi- 
nancial intermediaries, consisting of investment and 
merchant bankers. brokers and dealers and others. 
These intermediaries arrange for the sale of the new 
issue to institutional and individual investors. 

It is possible for companies to sell their 
new issue securities directly to the public or to ex- 
isting shareholders. However, in most developed mar- 
kets the sales are made through investment and merchant 
banks, which have the capacity to place the securities 
to the ultimate investors. Equally important, these 
institutions commit themselves, or arrange for commit- 
ment by others, to the issuing company that the entire 
naw issue will be sold at a set price, thus assuring 
the issuing company that a fixed total amount will be 
~ised by the new issue. 

Sn,sum, the new issues market provides busi- 
ness enterprises with the ability to raise long term 
finance for cqital investment through issuance of debt 
securities, and, most important, equity securities 
(shares) . 

(ii) Trading Market. Once the securities 
have been sold in the new issues market, trading of the - 
then outstanding (issued) securities occurs in the 
"trading marketn or "secondary market". The trading is 
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exclusively between investors (existing holders and new 
buyers), and thus "secondary" or "after" the primary 
issue. The issuing company is not a party to transac- 
tions in the trading market, except when it trades, if 
allowed to do so, for its own account. 

The sscondary market institutions consist of 
brokers and dealers who conduct buying an6 selling of 
securities for investors. The buying and selling is 
carried out in securities exchanges, and in over-the- 
counter markets (which refers to the fact that the 
securities dealer bath buys and sells securities "over 
the countern to and from his own inventory, like any 
merchant) . 

The trading market provides liquidity for in- 
vescors, who must be able to sell their securities when 
they need cash or wish to switch to different invest- 
ments, and provides savers with a mechanism to invest 
funds as they are obtained, without any involvement by 
the issuing company. 

In addition to liquidity, the trading market 
provides an existing pool of investors to whom new is- 
sues may be sold in primary offerings, or to whom con- 
trolling shareholders may publicly distribute their 
shares. Also, the offering price may be determined 
based on the trading prices of already outstanding 
securities of the issuing company itself or of compa- 
nies that are comparable to the issuing company. 

Therefore, the new issues market is necessary 
to provide issues of securities to be traded in the 
trading market; and the trading market is necessary to 
facilitate pricing of new issues and to provide liquid- 
ity ta purchasers who invest in new issues. Both mar- 
kets are mutually reinforcing. 

Benefits 

Improving the Securities segment of the Capit- 
al Market, through a broader range of invsstment media, 
improved financial intermediaries and greater liquidity, 
can provide substantial benefits, including: 

(a) Savers have a broader range of ways to in- - 
vest, liquidity to buy and sell as their needs 
dictate, and increased confidence in the market, 



and thus are encouraged to save. 

(b) Business enterprises have access to a broader 
range of long term finance, including equity capi- 
tal. Innovative methods of financz can be devel- 
oped. 

(c) Scarce finance is allocated by the market to 
those enterprises which are better able to put it 
to productive use. The cost of funds thus is 
based on the market cost. 

(d) Financial institutions (banks, insurance com- 
panies, etc.) may sell oZf their portfolios of 
loans etc. represented by negotiable securities, 
to rearrange risk and obtain funds for further ac- 
tivities. 

C. Less Developed Country Interest 
in Capital Market ~evelopment 

As is evident, finance and investment flow 
through the Capital Markets, and the system is used to 
encourage and mobilize savings for productive use in 
the economy. If Capital Markets in devaloping coun- 
tries are under-developed, needed finance will not be 
available for development of the economy. 

1. Problems in a Number of Countries 

Many of the reasons why developing countries 
seek to improve their Capital Markets have been ex- 
pressed by knowledgeable representatives from such 
countries in an earlier international examination on 
related matters. Some of their concerns are set forth 
below. The discussion below is not addressed at the 
Philippines, but is provided to givz a general under- 
standing of the kinds of problems faced in a range of 
countries. 

Far Eastern Country - "In [this country's] 
case, the inadequate supply of local equity capi- 
tal and long term borrowed-capital may, in-my - 

opinion, be attributed to the narrow base of its 
securities markets and the limited scope of 



investment banking. This makes it difficult at 
any time to raise substantial amounts of capital 
from the public despite the rise in the rate of 
savings in recent years. 

"Public issues of stocks are seldom made; 
corporate bonds are almost nonexistent. Local 
equity capital is mostly obtained through (a) pri- 
vate channels, (b) reinvestment of retained earn- 

. ings, and (c) rights issues [to existing sharehol- 
ders] by publicly owned companies. Bank deposit 
and loan figures indicate that the public's sav- 
ings are largely channeled to the commercial banks 
as time and demand deposits and used by the banks 
to provide short term and medium term credits to 
trade and industry. A considerable parr of the 
funds is, however, not retained locally by the 
commercial banks but redeposited to banks abroad." 

South East Asian Country - "Concomitant w i t h  
the difficulties of generating good investment 
projects .is the underdeveloped &ate of the domes- 
tic capital market, Investment banking, if it ex- 
ists, is in its infancy; and investments in the 
form of securities are restricted to a relatively 
few good stocks and bonds. " 

Middle Eastern Country - "Commercial banks, 
which collect the major part of total financial 
savings, are not weli suited to meet the long-term 
financial needs of industry. This is due both to 
lack of specialization and to liquidity considera- 
tions. A proliferation of financial institutions 
cannot always provide the best solution to the 
said problems, given the shortage of adequately 
qualified persons to staff new institutions, and 
the impact therefrom on the cost of money. 

"The narrow margins for self-financing and 
the absence of a sufficient capital market lead 
most industrial enterprises into a situation of 
high leverage . . . Over-borrowing restricts the. 
margin for further expansion of industry and ren- 
ders enterprises less sound fiscally, 

"Insurance, one of the most effective means . 
for mobilizing national savings, as yet plays an 
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i n f i n i t e s i m a l  r o l e  i n  t h e  economy." 

Afr ican  Country T "There a r e  probably a  num- 
ber  of developing c o u n t r i e s  which have more c a ~ i -  
t a l  genera ted-  o r  - c r e a t 2 d  w i t h i n  t h e i r  economiei 
than  i s  being p u t  t o  proper  use.  I n  o t h e r  words, 
f o r  soma developing c o u n t r i e s  t h e  ques t i on  might 
be b e t t e r  s t a t e d  by ask ing  how can c e r t a i n  devel -  
oping c o u n t r i e s  make b e t t e r  use of t h e  c a p i t a l  
a v a i l a b l e  t o  them. 

"I t  is f e l t  t h a t  some c a p i t a l  could be cre-  
a t e d  by pub l i c  sav ings .  Th i s ,  however, i s  no t  
done, a s  t h e  amount saved is no t  inves ted  i n  
c a p i t a l - c r e a t i n g  i n d u s t r i e s ,  b u t  t o  f u l f i l l  
p r i v a t e  d e s i r e s  such as bu i l d ing  a  house o r  ac- 
q u i r i n g  proper ty .  Money s e t  a s i d e  a s  sav ings  nor- 
mally g e t s  withdrawn and used up f o r  p u t t r n g  up 
bu i l d ings  and on smal l  p rope r ty  holdings.  Thus 
p u b l i c  sav ings  a r e  no t  r e t a i n e d  f o r  c a p i t a l  
growth. " 

L a t i n  American Country - "One of the g r e a t  
problems i s  the absence af domestic c a p i t a l  mar- 
k e t s ,  which could c a p t u r e  and d i r e c t  l o c a l  sav- 
ings .  I n  t h e  ca se  of [ t h i s  coun t ry ] ,  there un- 
doubtedly  e x i s t s  a  need f o r  c r e a t i n g  t r a d e  promo- 
t i o n  banks,  of modernizing t h e  laws r e g u l a t i n g  de- 
ben tu r e s ,  of c r e a t i n g  c r e d i t  companies f o r  consu- 
mers, e t c .  

"Besides,  t h e  f i n a n c i a l  market is burdened 
wi th  t a x e s ,  and t h e r e  e x i s t  numerous l e g a l  
p rov i s i ons  which make it d i f f i c u l t  t o  c r e a t e  sec- 
ondary markets f o r  d i scoun t ing ,  f o r  t h e  i s s u e  of 
bonds, f o r  investment  i n  s e c u r i t i e s ,  etc. 

"Side by s i d e  wi th  t h e  i n s t i t u t i o n a l  l im i t a -  
t i o n ,  t h e r e  e x i s t s  t h e  problem of adapt ing  t h e  ac- 
t i v i t i e s  of  borrowing and of c r e d i t  t o  t h e  s s c u l a r  
i n f l a t i o n  of t h e  economy [of t h i s  coun t ry ] ;  be- 
s i d e s ,  p a r a l l e l  t o  t h e  i n f l a t i o n ,  a  c o n t r o l  i s  
maintained over  t h e  l e g a l  i n t e r e s t  r a t e ,  t hus  pre- 
ven t ing  t h e  rate from r i s i n g  wi th  i n f l a t i o n ;  and 
t hus ,  t h e  r a t e  of i n t e r e s t  pa id  t o  t h e  s ave r s  be- 
comes negat ive."  



2. Actions by Other Countries 

In recent years, developing countries have 
become increasingly aware of the need to encourage and 
mobilize domestic savings. Because of the increase in 
oil import costs in the 1970s, the recession in the 
early 1980s, and reduced ability to cbtain, or the un- 
predictability of, foreign aid and borrowing, develop- 
Ing countries have come to understand that the economic 
growth they seek cannot be financed from limited gov- 
ernment resources. Increasingly, development plans in 
these countries are based on the view that (to para- 
phrase) "the private sector must take a more active 
role in the development of the economyN. Often this 
means that government has an economic development plan, 
such as new investment equivalent to 10 billion dollars 
over the plan period, but the government has concluded 
that traditionally available finance. can cover only a 
lim~ted portion of the targeted investment, for example 
5 billion dollars. In these circumstances, the govern- 
ment concludes that "the remainder of the needed in- 
vestment msst come from the private sectorN. 

This new investment must come through in- 
creased savings and better mobilization of these 
savings for productive enterprise. Thus, the domestic 
financial markets must be improved. 

In addition, in developing countries there is 
usually a wide gap between the rich and the poor, with 
a limited group of very wealthy and a vast majority of 
poor. This is particularly true for countries that 
have recently acquired great wealth, such as through 
exploitation of natural resources, concentrated in the 
government or the hands of a few. Often such a country 
seeks to develop its financial markets to allow. broader 
ownership of financial assets and to provide a greater 
sharing in the country's wealth, and thus encourage 
political stability. 

In still other countries, governnient and pri- 
vate sector believe there are sufficient savings in the 
populace at large, but that the capital markets are not 
organized adequately, and that investors are not pro- 
perly protected. 

Following the above described needs to encou- 
rage the mobilization of increased savings, the thrust 
of financial market efforts in developing countries is 
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most often focused on the Capital Market, where longer 
term finance, especially equity, can be obtained for 
establishment and expansion of business. The greater 
emphasis is placed on the "Securitiesn segment; where 
fucds, particularly equity, can be obtained from the 
general public, whose savings ars often invested in 
gold, jewelry, etc., or whose rate of savings may be 
lower than if broadsr investment opportunities were 
offered. Usually the securitiss'market is the most 
under-developed, and its improvement over time can pro- 
vide great benefits to the economy. 

Many countries have undertaken financial mar- 
ket development programs in the last 10-15 years. They 
have ccme to see that financial market development can 
make a ~ositive contribution to economic growth. Among 
countries following this approach have been: Korea, 
Taiwan, Malaysia, Thailand, India, Turkey, Greek 
Cyprus, Jordan, Egypt, Bahrain, United Arab Emirates, 
Oman, Kenya, Nigeria, Colombia, Ecuador, Chile, Brazil 
and Venezuela. 

The developed countries have also evaluated 
the contribution of financial markets to economic 
growth, and more vigorously attempted to foster and 
stimulate further development'of their capital markets 
to encourage savings and to better mobilize and al- 
locate finance for productive enterprise. Among de- 
veloped countries taking this approach to varying de- 
grees are Sweden, France, Germany, Switzerland, Italy, 
England and the United States. 



A p e n d i x  

Draft Makati Stock Exchange 
Position Paper 

Set forth on the following pages is a draft pos- 
ition paper of the Makati Stock Exchange. This 
paper was discussed with the Manila Stock Exchange 
during September 1985, and in October 1985 both 
Exchanges submitted a joint position paper to the 
President of the Philippines, a copy of which is 

. attached as Appendix D-2. 



The 5ecurl : :es Z a r k e t :  I n  !ns t rument  f o r  
Capi  t a l  Ha rke t  Development 

I n  . t he  p a s t  s i x  y e a r s ,  w h i l e  nany o t h e r  d e v e l o p i n g  c o u n t r i e s  
i n  Asia e x p e r i e n c e d  tremendous econon ic  g r o n t h ,  t h e  P h i l i p p i n e s  
nent t h r o u q h  a p e r i o d  o f  h a r s h  econon ic  se tbacks  w h ~ c h  were 
brought about  i n i t i a l l y  b y  t h e . s e v e r e  r i s e  i n  o i l  p r i c e s  and 
fo l lowed * b y  t h e  deepest  d e t e r i o r a t i o n  o f  t h e  p r i c e s  of i t s  p r i n -  
c i p a l  e x p o r t  commodi t ies.  To r a k e  m a t t e r s  worse, t h e  f l i g h t  o f  
c a p i t a l  wh ich  began i n  1983 e x e r t e d  tremendous p r e s s u r e  on t h e  
c o u n t r y ' s  f o r e i g n  exchange r e s e r v e s  and f o r c e d  t h e  monetary au- 
t h o r i t i e s  t o  d e c l a r e  a  mora to r i um on i t s  f o r e i g n  debt  payments 
and seek new f i n a n c i n g  and r e s t r u c t u r i n g  of  i t s  a a t u r i n g  o b l i g a -  
t rons.  The n e t  e f f e c t s  t o  t h e  econoay were n e g a t i v e  g rowth  r a t e s ,  
unemployment, b u s i n e s s  c o n t r a c t i o n ,  h i g h  i n t e r e s t  r a t e s ,  e tc .  

Whi le t h e  economy began t o  d e c e l e r a t e  i n  1980, t h e  f i n a n c i a l  
markets expe r ienced  t h e  b i g g e s t  shock i n  i t s  h i s t o r y  when a  H r .  
Dewey Dee f l e d  t h e  c o u n t r y  l e a v i n g  a lmost  a b i l l i o n  pesos i n  un- 
secured debt .  The e v e n t  t r i g g e r e d  succeed ing  f a i r u r e s  as f i n a n -  
c i a l  a s s e t s  o f  v a r i o u s  i n s t i  t u t i o n s  became wor th1  ess paper and 
i n v e s t o r s  e i t h e r  p r e t e r c i n a t e d  o r  w i t h d r e n  r a t u r i n q  money market 
p laceaents.  The f i n a n c i a l  system t r i e d  t o  g e t  i t s  f e e t  back on 
the  ground, b u t  nany more f a i l u r e s  t h i s  t i c s  among f i n a n c e  compa- 
n i e s  caused by s i n i  1  a r l  y  u n s c r u p u l o u s  i n d i v i d u a l s  went on una- 
bated. The p r e s s u r e s  on t h e  system were o f  such magn i tude t h a t  
c o n r e r c i a l  and s a v i n g s  banks e x p e r i e n c e d  l i q u i d i t y  problems. Non- 
p e r f o r a i n g  bank a s s e t s  began t o  s u r f a c e  and a  number o f  banks had 
t o  bo e i t h e r  c l o s e d  o r  t a k e n  over  by gove-rnment. By 1984, t h e  
f i n a n c i a l  sys tem was l i t e r a l f y  on t h e  edge of comp le te  d i s a s t e r .  

To a i r r o r  t h e  econoay, t h e  s t o c k  a a r k e t  began i t s  d o w n h i l l  
s l i d e .  As p r i c e s  o f  commodi t ies  wor ldw ide  began t o  d e t e r i o r a t e  i n  
1980, r a r k e t  v a l u e s  o f  m i n i n g  i s s u e s  began t o  a d j u s t  t o  l ower  
earnings. F a i l u r e s  o f  f i n a n c i a l  i n s t i t u t i o n s  came one a f t e r  
another and i n t e r e s t  r a t e s  began t o  c l imb .  P r i c e s  o f  comnerc ia l  
and i n d u s t r i a l  i s s u e s  began t o  s l i p  i n  o rde r  t o  a d j u s t  i t s  d i v i -  
dend r e t u r n s  t o  p r e v a i l i n g  i n t e r e s t  r a t e s  and e x p e c t a t i o n s  of 
lower p r o f  i t s. I n v e s t o r s  1  i q u i  da ted  equ i  t y  h o l d i n g s  and swi t ched  
t h e i r  i n v e s t m e n t s  t o  h i g h e r  y i e l d i n g  f i x e d  Income s e c u r i t i e s .  I n  
1983, t h e  p r e s s u r e  on t h e  f o r e i g n  exchange r a t e  began t o  nount.  
I nves to rs  c o n t i n u e d  t o  1  i q u ~  d a t e  e q u i t y  p o s i t i o n s  and c o n v e r t e d  
peso proceeds t o  d o l l a r s .  E v e n t u a l l y  the demand f o r  f o r e l g n  
exchange subs ided  i n  mid-1984 b r o u g h t  about by t h e  sudden r i s e  i n  
I n t e r e s t  r a t e s  th rough  t h e  f l o a t i o n  o f  C e n t r a l  Bank and Treasury  
B i l l s  a t  r a t e s  o f  ove r  40 p e r c e n t .  I n v e s t o r s '  i n t e r e s t  i n  t h e  
stock a a r k e t  p r a c t i c a l l y  d tsappeared as t h e  r e a l i t y  of h i g h e r  
earninqs f rom qovernnent  securities succeeded i n  mopping up ex- 
cess l i q u i d i t y .  I t  was a  necessa ry  neasure t o  c o n t r o l  t he  doub le  
d ig1  t i n f  1  a t  i on and t h e  specu l  a t ]  ve demand f o r  f o r e 1  qn exehanqe- 
whrch p r e v i o u s l y  sen t  t h e  exchange r a t e  t o  a  h i g h  o f  2 4  pesos t o  
the d o l l a r .  
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Those d r  e :he r e a l 1  t i e s  o r  econon lcs  and no s tock  ndr  l e t  
anywhere i n  t h e  w o r l d  c o u l d  have w i t h s t o o d  p r e s s u r e s  o f  reduced 
earnrnqs,  f i n a n c i a l  u n c e r t a r n t y ,  and h r g h  i n t e r e s t  r a t e s .  H o w -  
ever ,  i t  i s  i n  t h e  l i g h t  o f  t h i s  r e a l i t y  t h a t ' t h i s  p o s i t i o n  paper 
i s  w r i t t e n .  The ove r  dependence on debt  and n e g o t i a b l e  debt  
i n s t r u m e n t s  p r o v i d e d  t h e  imba lance  i n  t h e  f i n a n c i a l  s t r u c t u r e  o f  
t he  economic system. E x c e s s i v e  deb t  l e d  t h e  f i n a n c i a l  system 
towards a  degree  o f  ex t reme  s e n s i t i v i t y  t o  v a r i o u s  economic 
p ressures  b o t h  i n t e r n a l  and e x t e r n a l .  

The e x p e r i e n c e  o f  t h e  p a s t  yea rs  c l e a r l y  shows t h e  l o p s i d e d  
tendency i n  t h e  development  o f  t h e  c o u n t r y ' s  f i n a n c i a l  and c a p i -  
t a l  markets.  The c o n c e n t r a t i o n  o f  r e s o u r c e s  i n  t h e  bank ing  s e c t o r  
and the  i n v e s t m e n t  and f i n a n c i a l  houses l e d  t o  t h e  h i g h  propen-  
s i t y  f o r  deb t .  A l t h o u g h  t h e  Inves tmen t  Houses Law was passed w i t h  
t h e  ' i n t e n t i o n  o f  i m p r o v i n g  u n d e r n r i  t i n g  of new s q u i  t y  i ssues ,  
such was n o t  s a t i s f a c t o r i l y  achieved.  Inves tment  houses i n  f a c t  
d i d  more b u s i n e s s  i n  t h e  money marke t ,  i n t e r n e d i a t i n g  f o r  b o r r o -  
wers and l e n d e r s  t h r o u g h  commerc ia l  paper i ssues .  Whi le  t h e  debt 
market t ook  g i a n t  l e a p s ,  t h e  e q u i t y  marke t  was l e f t  undeveloped. 
The s i t u a t i o n  uas c e r t a i n l y  n o t  conduc i ve  f o r  t o t a l  development 
of  the  whole c a p i t a l  a a r k e t .  

I t  i s  t h e r e f o r e  i m p e r a t i v e  t h a t  t h e  governnent  s e t  o u t  a  
s t r a t e g y  f o r  a  l o n g  t e r m  development  o f  t h e  c a p i t a l  marke t  which 
n i l 1  p r i m a r i l y  i n v o l v e  t h e  p a r t i c i p a n t s  i n  t h e  e q u i t y  market.  To 
beg in  such an endeavor,  t h e  s e c u r i t i e s  i n d u s t r y  p r e s e n t s  t o  t h e  
government soae p r o p o s a l s  wh ich  w i l l  h a v e  f a r - r e a c h i n g  e f f e c t s  i n  
t h e  c o u n t r y ' s  economic and s o c i a l  development p a r t i c u l a r l y  a t  
t h i s  t i m e  when t h e  c o u n t r y  i s  j u s t  b e g i n n i n g  t o  r e c o v e r  f r om t h e  
severe economic c o n d i t i o n  e x p e r i e n c e d  i n  t h e  p a s t  six years.  

PROPOSAL I - U n d e r w r i t i n g  

With t h e  passage o f  t h e  I n v e s t m e n t  Houses Law i n  Februa ry  
I S ,  1973 t h r o u g h  P r e s i d e n t i a l  Decree No. 129, an i r p o r t a n t  a c t i -  
v i t y ,  u n d e r w r i t i n g ,  was v i r t u a l l y  reaoved from t h e  s tockb roke rage  
f i r m s  and became t h e  p r e s e r v e  o f  I nves tmen t  Houses. Uhen new 
equ r t y  i s s u e s  were s u b s e q u e n t l y  f l o a t e d  i n  t h e  marke t ,  s t o c k b r o -  
k e r s  became known m e r e l y  as  ' s e l l i n g  a o e n t r ' .  I t  was a  l o w l y  
p o s i t i o n  r n  t h e  f i n a n c i a l  s t r u c t u r e  y e t  t hey  were t h e  ones i n  
d i r e c t  c o n t a c t  w i t h  t h e  i n v e s t i n q  p u b l i c .  P r i o r  t o  1973, s t o c k -  
b rokers  were known t o  have u n d e r w r i t t e n  e q u i t y  i s s u e s  e i t h e r  on a  
f i r m  or  bee t  e f f o r t s  b a s i s .  nany of  t h e s e  i s s u e s  were among the  
more s u c c e r s f u l  c o r p o r a t i o n s  i n  t h e  c o u n t r y .  

To r e g a i n  n o t  o n l y  t h e i r  l o s t  p r e s t i e g e  b u t  more i m p o r t a n t l y  
t o  put  back i n  p l a c e  a  b a s i c  f u n c t r o n  of t h e i r  p r o f e s s i o n ,  the  
stock b r o k e r s  shou ld  be  a l l o w e d  t o  u n d e r w r i t e  and once agarn  t a k e  
the  lead r o l e  r n  s p r e a d i n g  and d r s t r i b u t i n g  ownersh ip  o f  e n t e r -  
p r r s e s  t o  as many ~ n v e s t o r s  as p o s s i b l e  t hus  f u l f i l l i n g  one o f  
the  basrc 0 b ~ e C t l v e s  o f  government ,  t h e  s p r e a d ~ n q  o f  wea l th .  



( D r a f t )  

PROPOSAL 1 I - U n l ~ m l t e d  L i a b i l ~ t y  

Banks, I nves tmen t  houses, f i n a n c e  companies and o t h e r  f i n a n -  
c ~ a l  i n s t i t u t i o n s  e x i s t  under a  c o r p o r a t e  c h a r t e r .  S tockb roke rage  
f i r m s  a r e  a l s o  c o r p o r a t i o n s  b u t ,  u n l i k e  a11 o t h e r  f i n a n c i a l  
i n s t i t u t i o n s ,  t h e i r  s t o c k h o l d e r s  ~ h o  own a t  l e a s t  95 p e r c e n t  of  
the  o u t s t a n d i n g  c a p i t a l  s t o c k  o f  t h e  c o r p o r a t i o n  a r e  r e q u i r e d  by 
the  r u l e s  o f  t h e  S e c u r i t i e s  and Exchange Coamiss ion t o  execu te  an 
u n d e r t a k i n g  making themselves j o i n t l y  and s e v e r a l l y  l i a b l e  with- 
out l i m i t a t i o n s  f o r  a l l  t h e  t r a n s c a t i o n s  and d e a l i n g s  o f  t h e  s a i d  
c o r p o r a t i o n .  

Other f i n a n c i a l  i n s t i t u t i o n s ,  p a r t i c u l a r l y  banks  and i n v e s t -  
aent houses, h a n d l e  much l a r g e r  vo lumer o f  b u s i n e s s  and c a r r y  
more' s u b s t a n t l a l  l i a b i l i t i e s  i n  t h e  fo rm o f  de'posi t s  and d e p o s i t  
s u b s t i t u t e s ,  b u t  t h e i r  s t o c k h o l d e r s '  f i n a n c i a l  l i a b i l i t i e s  a re  . 
l i m i t e d  o n l y  t o  t h e  c a p i t a l  wh ich  each o f  them i n v e s t e d .  

C o n t r a r y  t o  i t s  o b j e c t i v e  o f  p r o t e c t i n g  t h e  p u b l i c ,  t h e  
u n l i m i t e d  l i a b i l i t y  p r o v i s i o n  i n  t h e  r u l e s  has n o t  been used 
e f f e c t i v e l y  i n  r e c o v e r i n g  i n v e s t o r s  c l a i m s  a g a i n s t  i n s o l v e n t  
s tockb roke rage  .f irms. I t  has i n  f a c t  s t u n t e d  t h e i r  g rowth .  There 
are  l o c a l  and f o r e i g n  i n v e s t o r s  who have expressed i n t e r e s t  i n  
p u t t ~ n g  c a p i t a l  i n  e w i s t i n g  s t o c k b r o k e r a g e  f i r m s  b u t  were t u r n e d  
o f f  when i n f o r m e d  o f  t h i s  p r o v i s i o n .  

The r u l e  r e q u i r i n g  an u n l i m i t e d  l i a b i l i t y  u n d e r t a k i n g ,  which 
i s  l i k e  a  sword o f  Damocles, s h o u l d  be  removed i n  o r d e r  t o  open 
the  doors  n o t  on1 y  f o r  f r e s h  and l a r g e r  cap i  t a l l  b u t  a! so new 
investment  t e c h n o l o g y ,  i n t e r n a t i o n a l  exposure  and sou rces  o f  
p o r t f o l i o  i n v e s t m e n t s  which t h e  s t o c k  b roke rage  f i r m s  can t a p  t o  
generate g row th ,  e f f i c i e n c y  and econoni  es o f  s c a l e .  

PROPOSAL I 1 1  - I n c r e a s i n g  t h e  Supp ly  o f  L i s t e d  S e c u r i t i e s  

The s u p p l y  o f  s e c u r i t i e s  o f  p r o d u c t i v e  and p r o f i t a b l e  c o r -  
p o r a t i o n s  has been c i t e d  by v a r i o u s  s t u d i e s  as one o f  t h e  major  
p rob leos  o f  t h e  s e c u r i t i e s  r a r k e t .  D u r i n g  t h e  yea rs  when t h e  mar- 
ke t  was a t t r a c t i v e  and i n v e s t o r s  had excess funds,  v e r y  few good 
issues were a v a i  l a b 1  e. I n v e s t o r s  were i n s t e a d  l e d  t o  specu l  a t i v e  
issues and t h e  end r e s u l t  was a  l o s s  i n  a a r k e t  c o n f i d e n c e  when 
many if n o t  most of  those i s s u e s  were l a t e r  f ound  t o  be  of  
doub t fu l  v a l u e .  

There a r e  many c o r p o r a t i o n s  which a r e  kept  t i g h t l y  h e l d  by 
saal 1  groups o f  i n v e s t o r s .  A1 though p r o f i t a b l e ,  t h e i r  c o r p o r a t e  
arowth i s  l i m i ' t e d  due t o  l a c k  o f  e q u i t y .  Debt f i n a n c i n g  does n o t  
alwavs p r o v l d e  t h e  s o l u t i o n  t o  c a p i t a l  needs and e x p e r i e n c e  shows 
t h a t  i n  e x c e s s i v e  p r o p o r t ~ o n  t o  e q u t t y ,  debt  has a  way o f  t u r n i n g  
aqarnst t h e  p r o f ~ t a b i l i t y  of an e n t i t y  e s p e c i a l l y  d u r r n g  p e r l o d s  
of e red l  t t r  gh tness ,  h l g h .  i n t e r e s t  r a t e s  and tempora ry  busr ness 
setbacks. The s low growth I n  t h e  c o r p o r a t e  s e c t o r  subsequent ly  
a f f e c t s  t h e  agg rega te  economic development of  t h e  c o u n t r y .  
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The s e c u r i t i e s  i n d u s t r y  p roposes  t h a t  i n  o r d e r  t o  s t r e n g t h e n  
t h e  f i n a n c i a l  pe r fo rmance  and v i a b i l i t y  o f  c o r p o r a t i o n s ,  t h e r e  i s  
a need t o  i n v e s t i q a t e  and ana l yze  c o r p o r a t e  f i n a n c i a l  s t r u c t u i e s ,  
The o b j e c t i v e  i s  t o  s t r e n g t h e n  them by s t r i k i n g  a  p r o p e r  ba lance  
betmeen deb t  and e q u i t y  under c o n d i t i o n s  o f  r i s k  and c o s t s  of  
c a p i t a l .  One v e r y  l i k e l y  r e s u l t  o f  a  s t r o n g e r  c o r p o r a t e  s t r u c t u r e  
as d i c t a t e d  by  marke t  f o r c e s  i s  government r e l i e f  f rom d i r e c t  
f i n a n c i n g  and d e b t  guarantees.  

I n  a d d i t i o n ,  a  thorough s t u d y  s h o u l d  be made i n  o r d e r  t o  
determine . p o s s i b l e  i n c e n t i v e s  f o r  c l o s e d  c o r p o r a t i o n s  t o  f l o a t  
shares t o  t h e  p u b l i c .  nany d e v e l o p i n g  c o u n t r i e s  p a r t i c u l a r l y  
Korea use a c o m b i n a t i o n  o f  t ax  and b o r r o w i n g  i n c e n t i v e s  t o  i nduce  
c o r p o r a t i o n s  t o  a l l o w  t h e  p u b l i c  t o  i n v e s t  i n  them. P u b l i c l y  
owned c o r p o r a t i o n s  were p r o v i d e d  w i t h  l o n e r  t a x  r a t e s  and b e t t e r  
borrowing te rms.  Lower tax  r a t e s  do n o t  n e c e s s a r i l y  mean l o n e r  
tax c o l l e c t i o n s .  W i t h  t h e  r i g h t  i n c e n t i v e s ,  c o r p o r a t i o n s  can 
r e a d i l y  t a p  p u b l i c  i n v e s t m e n t s  i n  t h e  f o r m  o f  new e q u i t y  c a p i t a l  
t o  f i n a n c e  expans ions  o f  c a p c i t y  and a a r k e t o  t h e r e b y  s p u r i n g  
growth and p r o f i t s .  T h i s  n i l 1  mean i n c r e a s e d  t a x  c o l l e c t i o n s .  

PROPOSAL I V  - H u l t i n a t i o n a l  F i r m s  t o  S e l l  Shares t o  F i l i p i n o s  

There a r e  nany m u l t i n a t i o n a l  f i r m s  o p e r a t i n g  i n  t h e  coun t r y .  
Host o f  them a r e  w h o l l y  owned s u b s i d i a r i e s  o f  c o r p o r a t i o n s  f r o a  
developed c o u n t r i e s  and a r e  enqaged i n  t h e  p r o d u c t i o n  and s a l e s  
o f  consumer i t e n s ,  food ,  p h a r m a c e u t i c a l s ,  a g r i c u l  t u r e  and o the rs .  
C I l  though nu1 t i  n a t  i o n a l  subs i  d i  a r y  c o r p o r a t i o n s  p r o v i  de .enpl oy- 
r e n t ,  t h e i r  n e t  p r o f i t s  a r e  a11 f o r  ' t h e  b e n e f i t  o f  t h e i r  p r i n c i -  
p a l s  which own t h e  sha res  comple te1  y .  

Aside f r o a  t h a t ,  t h e  F i l i p i n o  worke rs  under  t h e i r  employ a r e  
no t  g i ven  t h e  o p p o r t u n i t y  t o  p a r t i c i p a t e  i n  s t o c k  o p t i o n  p l a n s  
which i s  a common p r a c t i c e  i n  t h e  c o u n t r i e s  f r o m  which those  
m u l t i n a t i o n a l s  o r i g i n a t e .  Thus, F i l i p i n o s  a r e  d e p r i v e d  o f  i n c o r e  
from d i v i d e n d s ,  c o r p o r a t e  g row th  and c a p i t a l  a p p r e c i a t i o n .  I r o n i -  
c a l l y  p r o f i t s  gene ra ted  by  nu1 t i n a t i o n a l s  a r e  d e r i v e d  f r o a  F i l  i- 
p i n o  consumers. 

I n d i a  r e q u i r e s  t h a t  m u l t i n a t i o n a l s  r u s t  have r e s i d e n t  o r  
overseas I n d i a n s  as i n v e s t o r s  i n  t h e  l o c a l  s u b s i d i a r i e s  b e f o r e  
they a r e  a l l o w e d  t o  do bus iness .  I n s p i t e  o f  i t s  v w y  s t r i n g e n t  
r e q u i r e n e n t s  i n  t e rms  o f  ownersh ip  and b u s i n e s s  a c t i v i t i e s  o f  
a u l t i n a t r  ona l  s ,  s e v e r a l  r e c e n t  t a x  and bus1 ness r e f o r m s  d e s l  gned 
t o  c a t a l y z e  g row th  and c o m p e t i t i o n  have shown p o s i t i v e  r e s u l t s .  
Shares o f  s u l t ~ n a t i o n a l  s u b s i d i a r y  companies o f f e r e d  t o  I n d i a n  
n a t i o n a l s  have been o v e r s u b s c r i b e d  by as h i g h  as 135 t i n e s .  Th is  
example shows how a  p o s i t i v e  and p r a c t i c a l  ayproach towards 
r n d u s t r i a l  development  t h rough  t h e  cap1 t a l  a a r k e t  o f  a  c o u n t r y  
can be achieved.  I n d i a n s  who t r a d i t o n a l l y  have k e p t  t h e l r  
investments i n  g o l d  o r  bank d e p o s i t s  have t u r n e d  t o  t h e  c a p r t a l  
market. 

I t  i s  t h e r e f o r e  proposed t h a t  t h rough  an enactment o f  a  l a w ,  



the  n u l t ~ n a t i o n a l s  d o i n g  bus iness  i n  t h e  P h i l ~ p p i n e s  ffiust s e l l  
shares of i t s  s u b s i d i a r i e s  t o  t h e  c i t i z e n s  of  t h e  h o s t  c o u n t r y  t o  

. the  e x t e n t  of  a t  l e a s t  30 p e r c e n t .  Th i s  n i l 1  e n a b l e  employees t o  
a v a i l  themselves o f  a  s t o c k  o p t i o n  p l a n  and t h e  l o c a l  i n v e s t o r s  
i n  genera l  t o  share i n  t h e  p r o f i t s  o f  t h e  mu1 t i n a t i o n a l  s u b s i d i a -  
r i e s  and a t  t h e  sam'e t i n e  deve lop  t h e  c a p i t a l  marke t .  A p e r f e c t  
example o f  h o s t  c i  t i  zens r e a p i n g  hen-ef i t s  f rom i n v e s t a e n t s  i n  
m u l t i n a t i o n a l  s u h s i d i a r y  companies i s  t h e  F i l i p i n i z a t i o n  o f  t e l e -  . 
communicat ions companies. 

PROPOSAL V - P r i v a t i z a t i o n  

Over t h e  l a s t  f e t i  months, t h e  government has announced t h a t  
i t  i n t e n d s  t o  s e l l  t o  t h e  p r i v a t e  s e c t o r  many o f  t h e  c o r p o r a t i o n s  
and f i n a n c i a l  i n s t i t u t i o n s  under i t s  c o n t r o l  and ownership.  

Th i s  d e c i s i o n  o f  government can v e r y  w e l l  be  t h e  s t a r t  o f  a  
c a p i t a l  market  development  p rocess .  G iven t h e  a b i l i t y  tn under-  
n r i t e  as s t a t e d  above, t h e  s t o c k  b r o k e r s  s h o u l d  b e  g i v e n  a  chance 
t o  take  a  l e a d  r o l e  i n  t h e  d i s p o s a l  . o f  gove rnaen t  owned co rpo ra -  
t i o n s .  Ra the r  t han  s e l l i n g  these  c o r p o r a t e  a s s e t s  t o  one group o r  
e n t i t y ,  t h e  government shou ld  t r y  w i t h  t h e  a s s i s t a n c e  and cus to -  
mer base o f  t h e  s t o c k  b r o k e r s  t o  d i s p o s e  o f  them t o  t h e  p u b l i c  
thereby c a t a l y z i n g  t h e  spread o f  ownersh ip  and s i a u l t a n e o u s l y  
develop t h e  c a p i t a l  marke t  o f  t h e  c o u n t r y .  

PROPOSAL V I  - F o r e i g n  P o r t f o l i o  I n v e s t m e n t s  

The P h i l i p p i n e s  has  been r e l a t i v e l y  s u c c e s s f u l  i n  a t t r a c t i n g  
f o r e i g n  i n v e s t a e n t s  p a r t i c u l a r 1  y  d u r i n g  t h e  l a s t  decade. However, 
much  of t h e  t h r u s t  was e x e r t e d  towards  a t t r a c t i n g  d i r e c t  i n v e s t -  
aents and l o a n s  f rom t h e  i n t e r n a t i o n a l  b a n k i n g  community. Obten- 
t imes t h e s e  i n v e s t m e n t s  c a r r y  w i t h  them c e r t a i n  u n i q u e  conces- 
s ions  i n  one fo rm o r  ano the r .  

What i s  needed i s  t h e  i n t e r n a t i o n a l i z a t i o n  o f  t h e  s e c u r i t i e s  
r a r k e t  i n  o r d e r  t o  a t t r a c t  f o r e i g n  p o r t f o l i o  i n v e s t o r s .  Such a  
program 1  i n c r e a s e  domest ic  s a v i n g s  f l o w  i n t o  e q u i t y  and 
a t t r a c t  f o r e i g n  : o r t f o 1 , i o  i n v e s t o r s  wh ich  a r e  p o l i t i c a l l y  neu t -  
r a l  r e q u i r i n g  no more than  p r o t e c t i o n  t h r o u g h  p r o p e r  d i s c l o s u r e ,  
s t r i c t  a u d i t i n g  s t a n d a r d s  and gua ran teed  and e f f i c i e n t  r e p a t r i a -  
t i o n  of c a p l t a l ,  d i v i d e n d s  and p r o f i t s .  To c i t e  some examples, 
two deve lop ing  Asean c o u n t r i e s r  namely M a l a y s i a  and Singapore,  
~ n t e r n a t i o n a l i z e d  t h e i r  s e c u r i t i e s  a a r k e t s  and t h e  outcome was 
t h e i r  r a p i d  economic growth.  

The P h i l ~ p p i n e s  i s  a c a p i t a l  i m p o r t i n g  c o u n t r y  and r e c e n t  
exper ience shows t h a t  an 0ve.r r e l i a n c e  on bank l o a n s  i s  danae-,, 
rous. The i n t e r n a t i o n a l  poo l  o f  p o r t f o l i o  c a p i t a l  i s  p o t e n t i a l l y  
even l a r g e r  than t h e  funds  earmarked f o r  f o r e i g n  i n v e s t m e n t s  by-  
banks and multinationals and s h o u l d  be a t t r a c t e d  t o  i n v e s t  i n  the  
P h i l i p p i n e  s e c u t i  t i e s  r a r k e t .  

A l though r e p a t r i a t i o n  i s  guaran teed by law,  such i s  not  
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t o t a l l y  t h e  case I n  p r a c t i c e .  F o r e i g n  p o r t f o l i o  i n v e s t o r s  r e q u i r e  
the  r e m i t t a n c e  o f  s a l e s  and d i v i d e n d  proceeds  t o  be as f a s t  as 
t he  inward  r e n i t t a n r e  o f  t h e i r  purchases.  Expe r ience  has shown 
t h a t  outward r e m i t t a n c e  even o f  p r o p e r l y  docuaented s a l e s  p r o -  
ceeds have taken as l o n g  as t h r e e  weeks. Such a  d e l a y  i s  unaccep- 
t a b l e  t o  i n t e r n a t i o n a l  p o r t f  01 i o .  managers. 

I t  i s  t h e r e f o r e  p roposed t h a t  t h e  government t o g e t h e r  w i t h  
t h e  s e c u r i t i e s  market  p a r t i c i p a n t s  embark on a program t o  a n a l y z e  
how f o r e i g n  p o r t f o l i o  i n v e s t m e n t s  can be  a t t r a c t e d  b a ~ k  i n t o  t h e  
coun t r y  w i t h  t h e  o b j e c t i v e  o f  i n t e r n a t i o n a l i z i n g  t h e  s e c u r i t i e s  
aarket .  As an immedia te  measure, t h e  proceedures  f o r  i n w a r d  and 
outward r e m i t t a n c e  o f  i n v e s t a e n t  fundo s h o u l d  be  s i o p l i f i s d .  

PROPOSAL V I I  - C a p i t a l  t larkek Development Program 

Dur ing  t h e  p a s t  decade, a o s t  d e v e l o p i n g  c o u n t r i e s  p a r t i c u -  
l a r l y  i n  A s i a  'embarked on c a p i t a l  marke t  development p r o g r z a s  t o  
suppor t  and f u e l  t h e i r  g r o w i n g  ' t i g e r *  econocies.  Twenty o r  
twenty f i v e  y e a r s  ago t h e s e  c o u n t r i e s  d i d  n o t  c v m  have a s t o c k  
aa rke t  t o  speak o f  o r  i f  t h e v  had, were undave loprd .  O u t r i d e  o f  
Japan, t h e  P h i l i p p i n e s  was t h e  o n l y  c o u n t r y  f l i t h  a  w e l l  o r g a n i z e d  
s tock  aa rke t .  

Now, c o u n t r i e s  L i k e  Taiwan, Korea, H a l a y s i r ,  Hongkong and 
Tha i land  have w e l l  o r g a n i z e d  s t o c k  n a r k o t c  whose t r a d e d  v a l u e s  
a r e  so huge i n  c o a p a r i s o n  t o  t h o s e  o f  t h e  P h i l i p p i n e  s t o c k  ex- 
changes. T h e i r  econoofes  have grown.a t  t remendous r a t e s  a s  t h e i r  
co rpo ra te  s e c t o r  competed i n  t h e  i n t e r n a t i o n a l  marke ts  n o t  o n l y  
i n  p roduc t  e x p o r t s  b u t  a l s o  i n  s e r v i c e s .  A v e r y  i m p o r t a n t  i n g r e -  
d i e n t  i n  t h e i r  economic e f f o r t s  was t h e  deve lopaen t  o f  t h e i r  
c a p i t a l  aa rke ts .  

The P h i l i p p i n e  economy i s  f a c e d  w i t h  a  tremendous c h a l l e n g e  
i n  t h e  coa ing  years. S u b s t a n t i a l  a d j u s t a e n t s  i n  v a r i o u s  s e c t o r s  
o f  t h e  economy have t a  st made p a r t i c u l a r l y  i n  t h e  b a n k i n g  s e c t o r  
which i s  s t i l l  f a c e d  w i t h  l i q u i d i t y  shor tages .  

To a v o i d  a  r e p e t i t i o n  o f  t h e  economic c r i s i s  wh ich  began i n  
1980 and t o  i n s u r e  c o n t i n u e d  c a p i t a l  b u i l d  up t o  f u n d  t h e  ever  
growing requ r remen ts  o f  an expand ing  ecanomy i t  i s  of  u t a o s t  
urgency t h a t  t h e  government t a k e  se rxaus  step5  i n  p u r s u i n g  a  
c a p i t a l  market development  program. Foremost i s  r h e  d e c l a r a t r o n  
o f  a  p o l i c y  f r om government as  t o  i t s  commitment t o  such 3 prog -  
r aa. 

I t  i s  t h e r e f  o r e  p roposed t h a t  a  commi t tee  composed of h i g h  
l e v e l  r e p r e s e n t a t r v e s  f r o a  pove rnaen t  and p r i v a t e  s e c t o r s  be  
es tab l r shad  t o  map o u t  a  s t r a t e g y  f o r  c a p i t a l  market  develop rent^ 
The t l r n r s t r y  o f  F i n a n c e  can t a k e  a  l e a d  r o l e  r n  t h e  endeavor 
s i n c e  t h e  proqram w a l l  i n v o l v e  s t u d r e s  and chanqes I n  t a x  I ncen -  
t r v e s  and t h e  r a p l e m e n t a t r o n  of t h e  S c c u r i t r e s  Act.  Other  members 
o f  t h e  commit tee s h o u l d  i n c l u d e  r e p r e s e n t a t r v e s  f rom t h e  Board o f  
investments,  t h e  C e n t r a l  Bank and o t h e r  m i n r s t r i e s  and aaencres 
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a p p o i n t e d  b y  government .  

C a n c l u s i o n  

R a t h e r  t h a n  b r o o d  o v e r  t h e  p a s t ,  t h e  s e c u r i t i e s  i n d u s t r y  
composed m a i n l y  o f  s t o c k b r o k e r s  ' f r o m  t h e  t w o  o p e r a t i n g  exchanges, 
H a n i l a  and f l a k a t i ,  a r e  p r e p a r e d  t o  t a k e  t h e  c h a l l e n g e  o f  b u i l d i n g  
and d e v e l o p i n g  a  c a p i t a l  a a r k e t  t o  meet t h e  needs o f  t h e  economy, 
I t  r e c o g n i z e s  i t s  p a s t  f a i l u r e s  and d e f e c t s  b u t  i s  n i l l i n g  t o  
overcome them b y  a new v i s i o n  and a  c o n s t r u c t i v e  p r a g r a m  o f  
r e f o r a .  A l l  t h a t  is needed i s  t h e  w i l l i n g n e s s  o f  government  t o  
a s s i s t  i n  i t s  e f f o r t s  f o r  i t  c a n n o t  d o  i t  a l o n e  n o r  does i t  have 
t h e  r e s o u r c e s .  



Commentator's Letter Concerning 
Capital Market Development 

Set forth in the following pages is a letter from 
David Sycip regarding possible improvements in the 
financial markets. 



Mr. AMcleto T. del w i o  
.c President 

Delar -tansy Scrviccs, Ire. 
P. Om 895 
Wati,  Metro Manila 

Yar k v e  an irrp'ressive linevp of e ~ r s ,  but I am afraid that 
if ad1 one presents his pacer as a s-&-itself statement, rather 
than as a part uf a syrrposiun w i t h  a clearly defined -e, the syrrfosium 
is @te likely to lack buth foas and tbrust. 

As 1 u&erstand it t k  of the syrrposiun is topram- kr 
vcstmmts in corporate securities, majnly equity-- securities, as 
a form crf ssving by pecrple W s e  levels emble them tn save, and 
w b  tdcty - elect to save thru traditicmal savings f m  (ordinary savings 
accounts, thdepsits) crr stK.lrt-term m y  narket placemer?ts. . 

If syrr~osim fs p r a  useful, d o n a b l e  proposals, it 
should address the follawing issues: 

m 

Rules to +it/pmalize "insider-trading" , enforced 
w i t h  inb=griw. 

a bxder range af mrporate s~curities, mrd 



1.3 Pmvisions ensure 'liquidity for investor wuld be a 
decisive feature far mall investors. A t.fill4~~lopcd 
stock mrket  would ensure that, at m pricer sbres 
can be sold. Before stock m r k e t s  can ensure liquidity, - 
guaranteed prrcfrase by' an undezwziting institution W a r  
by the bsukrg corporatian at scne prefondatod price 
(in the absence of a trading activity set mket price) 
m y  serve t h i s  purpose. 

1.4 encourage big investors tp spread their InvestrrmS 
rather than concentrate in a fcw corporations in order 
to gain the "benefits" of a bard  seat, ecenpt from 
tax all cash dividends that represent 1-s than, say, 
0.1% af the cash dividend payout (this wxlld Dtaqetn 
a d e s i r d  1,000 shareblders; for larger corporations . 
it mad be 0.018f thus "target*" 10,000 shareholders). 

2.1 ' Qffer 3-y- loss carrywver ~r stack Bcchangelisted 
corporatioras (actually this should apply to dl oorporations, 
&t the governrrrnt auld  usethis as an indntive to Zist) . 

2.2 Treat o s h  dividerd piynmts that are klw, say 0.10 
0.01% - -led acmrding to the capital of the corporatiar - a€ total cash -den& paid as a tu<-derl:uctible e n s e .  

3.2 Providing a final wi'aldirag tax an debentrhe bards at 
the sam rates as tbsc m dividends (10% an corporate 
pa-; 15% cm fnlivid'uls), and treating preferred cash 
dividerrd payrents as a &&&ible carporate -. 
Ibis wuald prmide issuers/mdemnters w i t h  m t e r  fle- 
xibi l i ty . in  &signing finan=ial packqes. 

3.3 Permit t ing mderwritbg fhs  BRend guranbzes- m 
debt ar quasi-debt instruments withamt restrictive rules 
an collateral aovet. Onsecured guarantees a ~ l d  k treat& 
as oontinqent liabilities, equated w i t h  risk crsscts, but 
W a note generous mtltiple of equity - say, 2 to 3 
tines the ratio applicable to risk asset vs. equity of . 
-ijl hanks* 



APPENDIX D 
!?3qe 

Liquidity assistam= the Orntral Bu3c u d c r  lender-of- 
-last-resort prwvisiorrs (prwvidcrl of a x r s e  that t k  43 
is sdequately cPvered by wllaterals: Uquldity m r t  
&auld not be equated with bdl-arts from insolvency). 

If insurarce against part of the m3enrtitFrzg risks can 
be -chased (effectively a lms-sharing arrangrrrrent) 
it should be useful. Ln a different amtext, the World 
Eardc's Industrial Guarantee Lmra nad (I-) and tfrz P h i l i p  
pine Ekprt Guarantee Corporations "quaran-" w e  loss- 
-sharing srrangcrrents (-led w i t h  f u )  . 

The comndtw firming up the syrrposium w i l l  probably hve s u g ~ t i o n s  
of their a m ,  I suggest t h a t  a Rriefirrg Mam tmcorporatinq their s r q g ~ c -  
tions and those I have lLsted (Mch they find ac-le) be given to 
the s p d ~ a 3  so that thcFr papers w i l l  have a su5sta.!!tblly arwnepl focus 
and thrust - sa that the ou-t of the sy;rpex;ium tdll be mte likely 
to match its purpsc. 

Sincerely yours, 

. DAVID SYCIP 



B r o k e r ' s  L e t t e r  Concerning 
C a p i t a l  Market Development 

S e t  f o r t h  i n  t h e  f o l l o w i n g  pages  is  a  l e t t e r  
p r e p a r e d  by Fred  C .  Hagedorn 111, a l e a d i n g  b r o k e r  
on t h e  Mani la  S tock  Exchange, d i s c u s s i n g  i s s u e s  
and a c t i o n s  r e q u i r e d  t o  r e v i t a l i z e  t h e  s e c u r i t i e s  
marke ts .  



27 September 198s 

Hr. George try-tioco 
Uytioco & Co., Inc .  
7 th  F l . ,  Banco F i l i p i n o  Bldg. 
Plaza Cervantea ,  Manila  

Dear M r .  Uy-tioeor 

In  l i n e  wi th  o u r  common under t ak ing  wi th  t h e  o t h e r  Manila 
and Makati s t o c k , b r o k e r s ,  a b l y  a s s i s t e d  by a s t a f f  from t h e  
US AID,  t o  a r r i v e  a t  a common concensus  as to what can  be  
done t o  deve lop  t h e  P h i l i p p i n e  c a p i t a l  market ,  we a r e  bere-  
with s u b m i t t i n g  f o r  c o n s i d e r a t i o n  a paper  prepared  by Anscor 
Hagedorn S e c u r i t i e s ,  Inc.. A s  we a r e  p r i m a r i l y  a s t o c k  
brokerage f i rm,  w e  have l i m i t e d  o u r  d i s c u s s i o n  o f  t h e  c a p i t a l  
market to  t h e  f i e l d  ue  are f a m i l i a r  wi th  - t h e  s t o c k  market. 

Very t r u l y  yours ,  

ANSCOR HACEDORN SECURITIES, INC. 

0 

. c C .  
FRED C. HACEWRN 111 
P r e s i d e n t  

bscor Hagtdon Securities, I n c  / 
dh Floor, Buildcrs'Gnm Building, 170 Salctdo St., Legaspi Village, Makati, Metro Manila, Tcl. no. 85.98-51 

mkr: Manila Stock Exchange L. 
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TOWARDS niE DEVELOPMENT 

PHILIPPINE STOCK MARKET 

Introduction 

In 1969, when t h e  Ph i l i pp ine  s t o c k  market may be s a i d  to have 
come o f  age from its humble beginnings in 1927 when N v e  
American businessmen started t h e  i d e a  o f  t r ad lng  i n  sha re s  o f  
stock i n  a few gold mining companies on a blade board r e s t i n g  
against  t h e  a i d e  o f  a wall in a l ea sed  a r ea  beside t h e  Bureau 
of Commerce o f f i c e  amidst t h e  atmosphere o f  beer  and warm 
camaraderie, total va lue  o f  s h a r e s  t raded  f o r  t h a t  year  o f  
operations was P4.350 Mil l ion and t h e  market had a c a p i t a l -  
i z a t i on  of P8,237 Hil l ion.  It went through two o the r  boom 
years i n  1973 and 1976 with P5.661 N i l l i o n  and P6,721 H i l l i o n  
annual sales, r e spec t ive ly ,  to  where i t  s t ands  now a t  total 
sales of PI ,304 Kllr'ion for 1984 and a market c a p i t a l i z a t i o n  
of ~ 1 5 , 4 1 7  Hi l l i on  as o f  August 30, 1985. 

. As the  s t o c k  market is t h e  barometer o f  a country 's  economy, 
i t  would be d i f f i c u l t  to d i s c u s s  t h e  condi t ion  of the  s t o c k  
market wi thout  d i scuss ing  t h e  state of t h e  economy. However 
we shall a t tempt  t o  1-t ou r se lves  to a d iscuss ion  on t h e  
developamnt of  t h e  Ph i l i pp ine  s t o c k  market as a n  a t tempt  to 
address ourse lves  towards t h e  probl- of t he  economy could 
lead to a l l  s o r t s  o f  d i sg re s s ions  from our  main f o a m ,  which 
is the s t o c k  market. 

PART I: PRESENT PROBLPLS 

A. Few L i s t i n g s  on t h e  Steck Market 

There a r e  c u r r e n t l y  130 companies l i s t e d  on t h e  H a d l a  and 
Hakati  s tock  exchanges, a t  bes t  some IS to 20 are a c t i v e l y  
traded.  I n  t h e  peak years ,  them were some 120 a c t i v e l y  
t raded s tocks  from a l i s t i n g  of less than 200 companies. 

mscor Hagedorn Sccoritles, Inc. 
6th Floor, Buildcn'Ccnue Building, 170 blctdo St., Lcgaspi ~ i l l a ~ c ,  Makati, Metro Manila. TeL no. 85-98-51 
':mkr. Manila St- Exchange 

' . .  



The b igges t  de t e r en t  t o  t h e  e n t r y  o r  t h e  more s u c c e s a ~ l  
p r i v a t e  f i rms  i n t o  t h e  market has bctn t h a i r  heavy 
re luc tance  to open up t h e i r  buaineaa to t h e  public.  I n  
t he  Ph i l i pp ine  s e t t i n g ,  a lo t  o f  t h e  business  enterprises, 
some o f  them t h e  b igges t  i n  t h e i r  f i e l d a  in  t h e  country, 
are family-owned o r  family-control led and have all 
i n t e n t i o n  o f  a tayfng c losed  opera t ions  due to the  d e s i r e  
to keep t h e  p r o f i t s  wi th in  t h e  f d l y  or due to the  ownerfa 
unwillingness t o  be sub jec ted  t o  pub l i c  ac ru t iny  and 
c r i t i c i s m .  On t h e  o t h e r  hand, t h e  family set -up still 

. heavi ly  hangs over  many P h i l i p p i n e  cornpanlea and t h i s  
apo i l a  t he  Image of the  bus iness  and the  s a l e a b i l i t y  o f  
Its s t o c k .  However, we can po in t  t o  two prominent examples 
o r  a u c c e a s ~ l  publ ic  orPerLrgs o f  formerly c losed family 
corporatfons  -- t h e  Soriano and t h e  Ayala Corporations. 
Granted t h a t  market a c t i v i t y  i n  t heae  s h a r e s  arc c u r r e n t l y  
disappoint ing,  t h a t ,  houever, would be more symptomatic of 
the  whole market and t h e  e n t i r e  economy. 

me whole r o o t  of the  problem lie3 i n  wabtraction.a 
Given t h e  ameni t ies  and advantages o f  a c losed corporat ion 
what i ncen t ives  do w e  have to offer t h a t  outweigh such 
ameni t ies  and advantages? What can t he  owner who opens 
h i s  bus iness  g a i n  by such a move a s i d e  from an amplf f ica t ion  
of revources  a t  t he  ou t se t ?  Thin last quest ion may n o t  ' !  

have been r e l evan t  t e n  o r  even f i v e  years  ago, In  these  
hard c u r r e n t  economic time3 t h e  ques t i oa  may no'longer be 
s o  i r r e l e v a n t ,  A l o t  of companies are squeezed f o r  money 
and may be Fn debt up to what may be considered t h e  upper 
range o f  prudence, But still t h e  p r i c e  o f  expansion w i l l  

. only be paid  If t h e  rewards are well worth it. mat is 
to s a y  t h a t  the owner w i l l  n o t  be w i l l i n g  to g i v e  up 
p a r t i a l  c o n t r o l  just for an i n c r e a s e  in c a p i t a l .  

8. W t e d  Volume of Lis ted  S tocks  

h i d e  Rvwa a l imi t ed  number of t r adeab le  stocks, t he re  is 
the f u r t h e r  problcm t h a t  only a p e r c e n w  is t h e  subJect  
of  day- today  trading.  The l i m i t e d  turnover c u r t a i l s  the  
scope o f  t h e  market. The w k e t  l i k e v i a e  becomes i r r a -  
t i o n a l l y  hypersens i t ive  to o u t s i d e  f a c t o r s  and in f luence  
causing intermittent and v i o l e n t  ups  and doma and very 
long k n r i a h  spe l l s .  The mining and o i l  i a s u w  have t h e  
m o r e  broadly-based equi ty  structures. However, when w e  
conaider t h e  number o f  i s s u e s  a c t i v e l y  t raded,  t h e  scope 
of the market  i a  d r a s t i c a l l y  reduced. Unfortunately a t  
t h i s  po in t  i n  our econornic development, t h e  mining and 
the  o i l  s e c t o r s  can not  be counted on t o  spu r  economic' 
recovery. Ihe thrust w i l l  have to coam froa~ t h e  comercial- 
industrial s ec to r ,  t h e  sector with  t he  narrowest band of 
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s h a m s  a v a i l a b l e  f o r  t rade .  If an9 publ ic  o f f e r ing  a t  
t h i s  po in t  i n  time is to  expect  t o  meet wi th  any measure 
of  success ,  i t  would have to  come from t h i n  s e c t o r  as the  
econorpfc outlook f o r  t h e  Coamercial-Induatrfals is f a r  
more o p t i m i s t i c  than  t h e  out look f o r  t he  mining and o i l  
exp lo ra t i on  i n d u a t r i e ~ .  

Aside from the  C-I g i a n t s  like San Higuel and PLDT whose 
s tockholder  p r o f i l e  is f a i r l y  broadly based, t h e  r e s t  of 
t he  C-I i s s u e s ,  i nc lud ing  such no tab les  as Anacor, Ayala, 
Globe Hackay, and p r a c t i c a l l y  a l l  t h e  comnercial banks, 
have less than 30% of t h e i r  s t ock  a v a i l a b l e  f o r  t r ade  i n  
t h e  market a8 t h e  major i ty  of t h e  s tock  i s  held by i t a  
p r i n c i p a l  owners and i n s t i t u t f o n s  t h a t  hold i t  as permanent 
investment. Some o f  t h e  lesser known C-Is could very well 
have up t o  only 5% t o  10% of t h e i r  s t ock  a v a i l a b l e  f o r  
t r a d e  -- and be ing  lesser known e n t i t i e s  c e r t a i n l y  
c o n t r i b u t e  t o  an even Rul ther  narrowing of t h e i r  secondary 
market po t en t i a l s .  Add to  t h i s  a dea r th  of information 
on this more c l o s e l y  he ld  i s s u e s  f u r t h e r  compounds t h e  
problcrn of c r e a t i n g  an a c t i v e  secondary market f o r  these  . 
i s sues .  The scope of an i s s u e ' s  secondary market 
certainly e i t h e r  enhances or d e t r a c t s  from t h e  market- 
a b i l i t y  o f  its primary i s sue .  

C. Lack o f  L iqu id i ty  

L iqu id i ty  i a  an element o f  primary importance in the  
purchase of a s ecu r i t y .  The la&, the re fo re ,  of a strong 
secondary market d e t r a c t s  from t h e  l i q u i d i t y  feature o f  a 
s e c u r i t y  and dampem t h e  a t t r a c t i o n  for pr.lmary issues .  

Is t h i s  lack of 8 s t r o n g  secondary a w k e t  due to  a 
def ic iency  i n  t he  securities themselves - t h a t  they a r e  
not y i e l d i n g  enough or t h a t  they are charac te r ized  by 
slow growth -- or is t h i s  l a c k  of l i q u i d i t y  an offalraot t o  
the absence o f  a meaningntl f inanc ing  mechanism t h a t  would 
induce i n v e s t o r s  t o  i n v e s t  in t h e  s tock masket? 

Then again, is t h i s  inadequate  secondary market a product 
o f  a def lc ieucy  in the t r a d i n g  sys tem itself t h a t  fails 
to b r i n g  about  a secondary market. 

On t h e  o t h e r  hand, what a t t r a c t i o n  doas t h e  stock market 
have when compared to o t h e r  Lnvestment op t ions  such as tJae 
money market, government securities, bank depos i t s ,  foreign 
cu r r tncy ,  real e a t a t e  and even jewelry. How do you e n t i c e  
an office employee to set  a s i d e  a c e r t a i n  amount oS h i s  
income t o  buy sha re s  of s tock?  How do you convince t he  
b ig  Ind iv idua l  i n v e s t o r  t o  p lace  more money i n  t he  s tock 
m r k e t ?  How do you attract i n s t i t u t i o n a l  inves tor8  t o  



a l l o c a t e  more fund8 t o  t h e  equitiea market? 

Daily value turnover c u r r e n ~ t y  averages aom US$120,000 8 
day i n  round trading. In  the  l a s t  market boom, da i ly  
t ransact iona averwed over US$l.S Mill ion a t  today1a r a t e  
of .exchange, In Taiwan, da i ly  t rading ln its depressed 
s t o c k  market has t tubled t o  USS12 Million aa o f  June 1985. 
The Bangkok market which is much l i k e  ours i n  s i z e  and 
sophistication - 20 act ively  t r aded  i s sues  out of 97 
l i s t e d  compenies - has a v a h e  turnover of  a l i t t le  under 
US3 Million a day. In a country where coups have becomc 
cornonplace occurrences, the Bangkok stock marke t  h a s  been 

. increasingly a t t r a c t i n g  foreign investments from USSlO.3 
Million in 1982, to  USS44.1 Million i n  1984 and to US$33.7 
H i l l i o n  for the N r a t  s i x  months of  1985. For the first 
s i x  months o f  t h i s  year, the MSE'e t o t a l  volume o f  
business amounted t o  US$68 Hillion. However, 65% o f  t h i s  
was accounted f o r  by a negotiated change of hands o f  
US444 Million worth of s t o c k  i n  one l i s t e d  company, 
leaving a balance of US$24 Hi l l ion o u t  o f  which foreign 
Investment had a minor percentage. 

Dm Buyer Compouitian/ Psychology 

Unlike o ther  more sophist icated stock markets, ours  is 
not dominated by a belance of pure inves tors  and pwe. 
speculators w well as of the uarious types o f  Inves tors  
i.e. high-income individuals,  f inanc ia l  i n s t i t u t i o n s ,  
investment companies, pension hnda ,  etc. Our  market is 
characterized by the heavily biased i n s t i t u t i o n a l  investor  
and t h e  uninformed indfv idwl  investor.  

I n s t i t u t i o n a l  Investor Bias 

I n s t i t u t i o n a l  investors,  due mainly to biases  built in 
government regulations, have their o m  pecull lr investment 
preferencea. Banks and insurance companies are p a r t i a l  
to  government s e c u r i t i e s  which uce eligible to k t  
reserve requirsmsntd agr icu l tu ra l  lour requirements by 
banks or form pa r t  of governmentdefined admitted assets 
of insurance cmpanies. Ryst hurds are general ly a 
receptacle f o r  bade writ ten issues, if not y e t  invested 
in a few b l u e  d r ips ,  p t i c u l a r l y  those giving regular 
and f l x e d  or determinable aarnings. The governme!:.% would 
be expected t o  hold securities of companies i n  which it 
had a a takc  e i t h e r  M a lender o r  as a *pure developmentw 
prime amvcr. 

Uninformed Individual Investors 
A grea t  number of  individual investors  go or have gone 
i n t o  s e c u r i t i e s  investment t r u s t i ng  more on impmssions, 



nunora, and heersaya r a t h e r  than on the bas i s  of  an 
analys ia  of corpora te  da ta  which, i n  t h e  first place,  i s  
not r e a d i l y  a v a i l a b l e .  A t  t h e  o u t a e t ,  an unpleaaant 
experience a r i a i n g  from a dec i s ion  made on the  bas i s  o f  
inaccura te  information usua l ly  nerves t o  place the  inves to r  
out of the  s tock  market forever .  

E. S t r u c t u r a l  Imbalances i n  Financia l  Markets 

A number o r  negat ive  developments, p a r t i c u l a r l y  i n  the  
monetary and economic aec to r s  conspire  t o  thwart t h e  

. d e v e l o p ~ e n t  o f  t h e  c a p i t a l  market, 

Among o the r s ,  t h e  f ixed  income market continues t o  dominate 
t h e  investment scene a3  money m a r k e t ~ r a t a s  hover way above 
t h e  i n t e r e s t  and income r a t e s  o f  long t e r n  securities o r  
common s tock ,  Unless the monetary a u t h o r i t i e s  take  a hand 
In s t a b i l i z i n g  money market rates we cannot expect a more 
balanced and r a t i o n a l i z e d  channeling of investments 
ensuing to t h e  b e n e f i t  of  the  c a p i t a l  market. The 
quest ion should therefore  be asked if the re  is a major 
def ic iency i n  our  f i n a n c i a l  i n f r a s t r u c t u r e  such t h a t  t h e  
a l l o c a t i o n  o f  f i n a n c i a l  resources are not e f f i c i e n t l y ,  
much less adequately,  d i s t r i b u t e d  through t h e  var ious  

- channela. 

Despite t h e  numerous bankruptcies and frozen investments 
h r i s i n g  from t h e  co l l apse  of q u i t e  a number of f i n a n c i a l  
e n t e r p r i s e s  who accepted investment funds - from t h e  
time of t h e  Dewey Dee caper t o  t h e  more recent  economic 
crunch brought about by t h e  events  i n  August 1983 -- t h e  
government succeeded i n  siphoning off over P55 E i l l l ~ n f d n  
w i d l e m  or i n v e s t i b l e  h d s .  This v a s t  pool o f  !bds 
should c e r t a i n l y  be ava i l ab le  f o r  tapping by t h e  c a p i t a l  
market. 

To .Lrther complicate  matters ,  t h e r e  are now plans t o  set 
up a coambdlt ies  market.  The establishment o f  such a 
market In an economy with q u i t e  l imi ted  resources may be 
likened to i n s t a l l i n g  a bathtub i n  one's abarong-barong.n 
Resources could d e f i n i t e l y  be better used elsewhere. 
This type  o f  a more sophis t ica ted  financial market should 
develop a3 a n a t u r a l  consequence of a maturation of a 
country's f i n a n c i a l  system - a stage we are a l o w  way 
t o  achieving. 

PART 111 POSSIBLE SOLUTIONS 

For any at tempt t o  r e v i t a l i z e  a c t i v i t y  i n  the s tock  market 



te be meaningful, government must make a f i rm cormnitrnent 
t o  develop a nature c a p i t a l  market. Government must 
f i rmly b e l i ~ v e  t h a t  a healthy s tock market 1s c r u c i a l  t o  
its plan  f o r  bui ld ing  up the  economy. The development of 
a mature capital, market w i l l  su re ly  l e a d  t o  a l e s sen ing  
o f  bus iness  dependence on loans aa  t h e  main source o f  
fWds.  I n  Taiwan f o r  example, t h e  government's idea  is t o  
encourage Taiwanese companies to r a i s e  c a p i t a l  i n  t h e  
s tock  market r a t h e r  than through loans  while e n t i c i n g  its 
population t o  i n v e s t  i n  the  etock market such t h a t  i t 8  
pool of funds w i l l  grow l a r g e  enough f o r  companies t o  tap.  
A v i s i b l y  seriouev attempt by t h e  government t o  support 
t h e  development of the  l o c a l  a tock market should d e f i n i t e l y  
add more p o i n t s  t o  t h e  confidence f a c t o r  on which both 
loca l  and fore ign  Fnveskors heavi ly  r e l y  on. 

A. Inc rease  L i s t i n g s  on t h e  Stock Market 

A rundoun of t h e  t o p  1,000 corporations i n  t h e  Phi l ippines  
would show t h a t  only forty-eight  companies are  l i a t c d  i n  
t h e  stock exchange. Any meaningful s o l u t i o n  t o  t h e  
problem of why these  companies have kept  away from going 
publ ic  should primari ly address  itself to two b a s i c  
criteria f o r  why these  companies have remained c losed  
corporat ions.  

One, is t h e  owners' ob jec t ive  to keep t h e  profits i n  - 
within  t h e  f a n f l y ,  v i t h i n  the  partnership.  Two, is t h e  
ownera' fear o f  pub l i c  scrut iny.  

Some of t h e  meastires t o  a t t r a c t  i s s u e r s  t o  t h e  market a n  
herewith submitted f o r  conddera t ionr  

1. A corpora te  income tax structure t h a t  mam 
heavi ly  taxes  closed corpora t ions  than pub l i c  
corporat ions.  For auch a t a x  s t r u c t u r e  to be 
meaningfil  t o  t h e  ob jec t ives  o f  t h i s  paper and 
a t  t h e  same time not  r e s u l t  i n  t h e  d iscour~gement  
of the p r i v a t e  e n t r e p r e m u r i a l  s p i r i t  of t h e  
mall F i l i p i n o  businessman, a cu t -o f f  l e v e l  
must be es tabl i shed  as to t h e  s i z e  or t he  
corporat ion before auch a biased tax s t r u c t u r e  
bewams applicable.  It may be more e f f e c t i v e  
to l eave  moaller businesses i n  t h e  hands of a 
f e w  awners. For example, co rpora t ions  with 
a s s e t  bases more  than, s a y ,  PI00 Mil l ion  should 
be encouraged t o  go public  .lest t h e  biased 
corpora te  incomc tu s t r u c t u r e  t a k e s  e f f e c t .  
(The PlOO W l i o n  cut-off  l e v e l  i s  an  a r b i t r a r y  
figure f o r  the sole purpose of discussion.  A 
h r t h e r  atudy will have t o  be undertaken t o  
determine what would be a more e q u i t a b l e  l eve l . )  
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As an addendum to the  above, a two-t iered with- 
holding tax r a t e  could be established whereby 
cash dividends paid by public corporations are 
subJect t o  a p re f e r en t i a l  tax rate over dividends 
decl.pnd by closed corporations. 

Requira m u l ~ n n t i & a l s  to opan up a c e r t a i n  
percentage o f t h e i r  equi ty  t o  the  public. The 
idea hers  is not  that thia  would have to be a 
requirement f o r  t he  multinational company to  
set up b u i n e a s  here, but more of ua approach 
from the t a m t i o n  s t r u c t w e  tha t  would offer 
better tax incent ives  to  multinationals w i l l i n g  
to go public and on t h e  other hand withhold 
such incentives i f  they w e r e  t o  be set up as 
a t r i c t l y  closed concerns. 

I n d w t r i a l  firms aceking reg i s t ra t ion  with t he  
BOI may be required t o  open up t h e i r  equi ty  
ownership t o  t he  public to  the  extent  of a t  
l e a s t  30%. Thi8 requirement would apecif ' ically 
apply t o  corporations with sizeable c a p i t a l  as, 
again, small enterpr iaea  would be better off 
lef t  in t h e  hands of a few owners. This require- 
ment should perhaps be a condition precedent to 
registration Instead of be* r post-operative 
condition. 

To h k e  a cue irocP South Korea, ceilings could 
be plac3d on bornwings by la rge  companies to 
force  than to go to the  cap i t a l  w k e t  to  r a i s e  
add i t iona l  funds either through new listings 6P 
rights o f f e h g .  Tha recent  Philippine 
4xpcrience o f  Wt unbridled access to  v a s t  
short tmn money market f'unds by public and 
private corporations haa itself lad t o  the  down- 
fa l l  of a long lht  on these  companies and the  
corresponding investors indicat ing t h a t  undue 
emphasis m y  have been given to thls pa r t i cu l a r  
financing eource. I n  hindsight ue now realize 
t h a t  such l i teral access to  money a i r k e t  nand3 
had raaulted i n  companies borrowing !?wt the 
money market !'lands which thew should more 
prudently have ra ised in t he  capital market m 
those funds wsfa in rcsaUty used f o r  c a p i t a l  
formation purposas. 

To attract companies t o  fbnds through t he  
atock emrket, another South Korean mvemmcnt 
scheme has been to allow at& to be issued a t  
market value f o r  the first tims. Hyundai, t he  .' 
g ian t  South Xorean co&oaterate, ha8 a u c c e s s W l y  
undertaken m ahare of fe r ing  under this scheme. 
(me Accwntantgs w i n e  is a pr ice  well worth 





o b j e c t i v e  of  a c t i v h t i n g  t h e  market has been 
achieved. It i s  doub tml  t h a t  t h e  t e rmina t ion  
of such a tax scheme would turn  back t h c  market 
to  i ts cur ren t  s t a t e  a lnce  t h e  uptrend i n  t r a d i n g  
a c t i v i t y  by then would have b u i l t  up enough o f  
a momentum to keep ' the  market ~ o i n g  on its own. 

The lower i rq  o f  t h e  tax  r a t e  on cash d iv idends  
paid by public  corpora t ions  could a t t r a c t  
i n v e s t o r s  with prospects  or-upping t h e  y i e l d s  
on t h e i r  investments. me decrease i n  ~overnment  
revenue a r i s i n g  from t h e  lowesing o f  t h e  tax 
rate may well be compensated by an i n c r e a s e  i n  
government revenue a r i s i n g  from increased 
a c t i v i t y  i n  t h e  s tock  market. I n  o t h e r  words, 
make-up i n  volume what you are not  making anyway 
i n  rates. 
The 8uccessful  f l o a t  o f  t h e  short-term Ccn t ra l  
Bank and Treasury B i l l s  t o  rnop up exeesa l i q u i d i t y  
i n  t h e  local system a s  well a s  t h e  s u c c e s s f u l  
float of wit t r u s t  fund shares by South Korea 
and Taiwan tc a t t r a c t  fore ign  i n v e s t o r s  ta 
i n d i r e c t l y  inves t  i n  t h e i r  s tock  markets (as 
t h e i r  market8 have r e s t r i c t i o n s  on d i r e c t  f o r e i m  
investments) show proof that t h e r e  am adequate 
l o c a l  and fooeign l n v e s t i b l e  funds if  on ly  t h e  
s t o c k  niarket were made. an a t t r a c t i v e  investment  
option. One advantage us h a v e o v e r  the Seoul 
and Taiwan stock m a ~ k e t s  is tha t  uo are already 
open to accept ing direct fo re ign  investment. 
t o  ~a i r r  1 twc.stote conf idelice, governmerrt should 
c a l l  Sor stricter supervision o f  the o p e r a t i o n s  
and accounting of publ ic  corporations.  The 
S e c u r i t i e s  and F2cchangc o f  Thmiland, for 
example, in its dr ive  to elicit  more a t t r a c t i o n  
t o  its own s tock  market  h w  introduced marc 
s t r i m n t  aud i t ing  and r epor t ing  requirements, 
and has stepped up its own market s u w e l l l a n c e  
on i n s i d e  t r a d e r s  and manipulators. 
Though to some t h i s  may sound a l i t t l e  b i t  far- 
fe tched,  It may still be uor th  e v a l u o t h g  its 
writs. In order  to f b t h e r  insum t h e  success  
.or the B r i t i s h  a v e n m e n t  'a y r i m t i z a t i o n  
prow-, the London Stcck exchange is ~ e r i o u s l y  
cons ider ing  the  unusual s t e p  o f  advertLsing on 
t e l e v i s i o n  t o  e t t r a c t  invesedrs  t o  t k  market. 

C. E m u r e  Liqu id i ty  

1. The government could e s t a b l i s h  a Merchant bank 
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t o  h e l p  companies r a i s e  money i n  the s tock  
exchange. The bank would have enough c a p i t a l  
to  underwri te  primary rights o f f e r i n g  o f  companies 
going public.  One of  the  r e h a b i l i t a t e d  eovernment 
c o n t r o l l e d  banks could s t e p  n ice ly  i n t o  such a 
r o l e .  This bank would l ikewise provide a 
s p e c i a l  f inancing  program f o r  s tock  tsading. 
These loans could be extended t o  e l i g i b l e  
s e c u r i t i e s  dea le r s ,  s tock  brokers,  and ind iv idua l  
a8 u e l l  as i n 8 t i t u t i o n a l  inves tors  much like 
t he  ground r u l e s  l a i d  ou t  by t h e  Monetary Board 
Resolution No. 1073 under CB Circular  807 da t ed  
June 26, 1981, Funding ass i s t ance  t o  set up 
such a bank could be requested frnm i n t e r n a t i o n a l  
organiza t ions  such ae t h e  World Bank or t h e  
US AID for  t h a t  matter ,  

A s  an a l t e r n a t i v e ,  i f  no t  a supplement, to t h e  
above proposal,  t h e  Cent ra l  Bank us ing  a c a r r o t -  
and-stick p o l i c y  could encourage c o m e r c i a 1  banks 
to  lend money f o r  ahre  purchases, Such loan8  
however would have to  be given a t  p r e f e r e n t i a l  
rate3 f o r  them to be a t t r a c t i v e ,  
For a company t o  undertake a successfu l  pub l i c  
ofrering, there must be a d q u a t e  i lmds i n  t h e  
system to pick up t h e  rights offering. With a 
credit mechanism cum t a x  incent ive  sweeteners  
more i n v e s t o r s  could be ent iced to i n v e s t  and 
lend a hand t o  t h e  c a p i t a l  formation e f f o r t s  
whi le  at  t h e  sam time expanding t h e  e q u i t y  base 
of l i s t e d  s t o c k s  u l t imate ly  c a l l i n g  f o r  a wider 
d i s t r i b u t i o n  of wealth. If minority s tockholders  
can have t h e  assurance t h a t  they can t u r n  t o  t h e  
market and l i q u i o  t h e i r  investments a t  a n y t h e ,  
mom people would be willing t o  toke t h e  r i s k  
of investing in  t h e  s tock  market. 

4. Def ic ienc ies  i n  t h e  s e c u r i t i e s  themselves, such 
as low y i e l d  and slow growth may be -died by 
government ass is tance .  Tax amndlaents can be 
c a l l e d  for i n  crisis times to make companies 
more p ro f i t ab le .  The uithholding tax on cash 
dividends could be lowered, even on temporary 
basis .lust to up the y ie ld  o f  t h e  s e c u r i t y  to 
a t t r a c t  buyers. h the economy s h i f t s  i n t o  
normalization, rates could again be increased  
and t a x  mliefs l i f ted  i n  the  l i g h t  of b e t t e r  
economic times to which these measure3 would no 
longer  be attumd to. Afterall, t ax  l e g i s l a t i o n  
should be mom than J u s t  a means to provide 
government with revenues. Tax l e g i s l a t i o n  must 
first and foremost, if i t  is to be thk s t a b l e  



provider f o r  government, be attun~d t o  the needa 
or t h e  economy such t h a t  tax measures more 
responsive t o  thc requirements of the times are 
implemented. As the requirements or  an economy 
thane s o  t o o  should the  tax l e e i a l a t i o n  that 
was p r e c i s e l y  i n s t a l l e d  f o r  t h e  proper regula t ion  
thereof.  

D. I n s t i t u t i o n a l  Inves to r  Bias  

The i n a t i t u t 3 o n a l  i n v e s t o r  b i a s  mentioned i n  P a r t  I o f  
t h i a  paper which was mainly a r e s u l t  o f  c e r t a i n  government 
regula t ions ,  could w e l l  be remedied by t h e  t a x  amendments 
discussed above, 

E. Uninformed Indiv idual  Inves to r  

I n  t h i s  connection, t h e  need f o r  an educat ional  campaign 
is apparent  a s  umny F i l i p i n o  inves tors  do not a s  yet have 
a proper  undsrstandinll; o f  t h s  e s s e n t i a l s ,  much l e s s ,  t h e  
intricacies, of securities investments. Perhaps t h e  
in t roduc t ion  i n t o  t h e  c o l l e g e  curriculum of auch a sub jec t  
matter, much l i k e  Ranking and Finance o r  Corporate Taxation 
which are cur ren t ly  o f f e r s d ,  would do much i n  t h i s  respect .  

Also, a felt presence of i n s t i t y t i o n a l  i n v e s t o r e  would 
a t q b i l i z e  t h e  market and make it less vulnerable t o  
vLolent swings brouaht about  by manipulators. As t h e  
uninformed ind$vidual i n v e s t o r  tends t o  follow-the-leader, 
they e a a i l y  f a l l  prey to auch manipulators. Heavy 
Involvement by i n s t i t u t i o n a l  inves tors  w u l d  n e u t r a l i z e  
such movea. 

F. S t r u c t u r a l  Inbalances i n  t h e  Financial  Markets 

A d l s ~ w s i o n  on t h i s  m a t t e r  may have wll been covered in 
the above d i s c u ~ s i o n s  as t h i a  l ikewise touches on govern- 
ment t a m t i o n  and incent ives .  It would be d i f f i c u l t  to 
d iscuas  t h e  matter or e t t r a c t i n g  inves tors  i n t o  t h e  s tock  
market without touch- on t h e  subjec t  o f '  remedying t h e  
structural imbalance i n  t h e  f inanc ia l  markets as t h e  
answer to one is a t  t h e  same t h e  answer t o  t h e  o t h e r  
problem. 

7'he p o i n t  t o  be s t r e s s e d  here would be t h a t  government 
ahould look a t  t h e  e n t i r e  f inanc ia l  system a s  a whole i n  
adopting an i n t eg ra ted  approach ouch t h a t  no one f a c e t  or - 
investment opt ion i s  s a c r i f i c e d  f o r  t h e  sake  of. mother. 
Each a e m n t  o f  t h e  f i n a n c i a l  system has its dnn role t o  
play, its own objectives t o  !blrlll, and ith own value 
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for existence i n  t h e  to ta l  develapmnt of the  sys tem and 
policy detarmination .nd tax l eg is lat ion  should serve as 
the thrusts to help  them attain these  objectives. Tha 
need to  correct exiating inequities i n  the financial 
market8 i a  the s o l e  Just i f icat ion for a govenunentls 

, preferential treatment for one inveathsnt alternative 
over the othera and such p r e f e m n t i a f  treatment should 
cease once t h e  i n e q u i t i e s  have been cured and the system 
can then be l e f t  t o  operate a c c o r d i n g  to  market forces. 

ANSCOR HAGEDORN RESEARCH 



OVERVIEW OF THE CAPITAL MARKET 

A. HISTORICAL DEVELOPMENT 

A modern f i n a n c i a l  development o f  t h e  Phi1 ipp ines  s ta r ted  w i t h  the a r r i v a l  
I o f  a few B r i t i s h  and American merchant houses i n  t h e  1830s. The f i r s t  

commercial bank Banco o f  Espanol F i l  i p i n o  was establ ished i n  1851. I n  the  
l a t t e r  ha1 f o f  the 19th century, two B r i t i s h  banks, Chartered Bank ( i n  1873) 
and Hongkong and Shanghai Banking Corporation ( i n  1876) opened branches i n  

b Manila. American admin is t ra t ion  brought a more complete s e t  o f  modern 
monetary and banking system a t  t he  t u r n  o f  the  century. I n  1903, the  
Ph i l  i p p i  ne Coinage Act was promulgated, which governed the currency 
regulations. I n  191 6, the  government sponsored Phi 1 ipp ine  National Bank (PNB) 
was established. PMB extended both short-term and l o n g - t e n  c r e d i t s  t o  the 
ag r i cu l t u re  and i n d u s t r i a l  sectors. However, PNB su f fe red  a substant ia l  l o s s  
dur ing the recession i n  the a f t e m a t h  o f  the World War 11, the long-term 
f inancing funct ions were t rans fe r red  t o  Agr icu l  t u r a l  and Indus t r i  a1 Bank, 
which was establ ished i n  1939. This was l a t e r  absorbed by Rehab i l i ta t ion  
Finance Corporation i n 1947. I n  1937, Government Service Insurance System 
( GSJS) , was establ  i shed. \ 

The secur i t ies  market s t a r t e d  i n  the  1920s, w i t h  t he  establishment o f  
Mani 1 a Stock Exchange i n 1 927. The Secur i t ies  Act was promulgated i n  1 936. 
Ear ly  development o f  t he  market concentrated i n  the mining, p a r t i c u l a r l y  of 
go1 d, issues. 

A f te r  the World War 11, the Central Bank Act  and General Banking Act  were 
promulgated i n  1948. Central Bank was establ i shed i n  January 1 949. The 1 950s 
saw the f a s t  development o f  e x i s t i n g  i n s t i t u t i o n s  and new entrance of var ious 
other type of i n s t i t u t i o n s .  Nine more commercial banks s ta r ted  the operation, 
j o i n i n g  the e x i s t i n g  12 banks. I n  1952, Rural Bank Act was enacted, and by 
1960, 160 r u r a l  banks were erected. Social Secu r i t i es  System (SSS) was se t  up 
i n  1957. I n  1958, Rehab i l i t a t i on  Finance Corporation was reorganized t o  f o n  
the Development Bank o f  the Phi l  ipp ines (DBP). 

b 
I n  the 1960s, t he  number o f  commercial banks f u r t h e r  increased, reaching 

39 by 1965. I n  the  l a t t e r  ha1 f o f  the l96Os, no new commercial bank was 
established, but  the growth o f  t o t a l  assets was fas t .  During t h i s  decade, 

a many new types of f i n a n c i a l  i n s t i t u t i o n s  appeared. I n  1963, Pr ivate 
Devel opment Corporation o f  t he  Phi 1 i pp i  nes (PDCP) s ta r ted  the  operation. 
National Investment Development Corporation (NIDC) was a1 so founded i n  the  
year  as a subsidiary o f  PNB. : Bancom Development Corporation which was created 
i n  1964 contr ibuted t o  the  development of investment banking i n  the 
Phi 1 i ppi nes. - 

Pr ivate Development Banks' Act o f  1964 was enacted and 28 p r i  vate - 
development banks were establ  ished by the end o f  the  1960s, w i t h  the f i nanc i  a1 
assistance o f  DBP. The money market a c t i v i t i e s  were increased i n  t h i s  per iod  
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too, i n  par t i cu la r ,  w i t h  the a c t i v e  pa r t i c i pa t . i on  o f  investment houses i n  
~ n o b i l  i z i  ng short-term funds f o r  banks and 1 eadi ng corporations. The money 
market expanded mainly through the expansion o f  c a l f  money ma~ke t ,  Treasury 
b i l l s  (TB) , Central Bank C e r t i f i c a t e  o f  Indebtedness (CBCI 1 ,  and DBP Progress 
Bonds. With t h i s  r a p i d  development, the share o f  non-bank f inanc ia l  
i n s t i  t u t i ons  i ncreased. 

I n  the  1970s and the  e a r l y  1980s, Central Bank and Monetary Board 
increased t h e i r  po l  i c y  making and regu la t i ng  functions. Major pol  i c i e s  i n  the  
1970s and the e a r l y  1980s undertaken by t h e  Central Bank were: ( i )  h igh 
p r i o r i t y  f inanc ing f o r  expor t  indus t r ies ;  (ii establishment o f  spec ia l ized 
f i nanc ia l  i n s t i t u t i o n s  i n  the  p r i o r i t y  areas; ( i  i i )  modernization o f  
commercial banks through conso l ida t ion  and fo re ign  pa r t i c i pa t i on ;  ( i v )  
strengthening o f  commercial bank c a p i t a l  s t ructure,  and acceptance o f  fo re ign  
c a p i t a l  p a r t i c i p a t i o n  ; ( v )  i n t roduc t i on  o f  o f fshore banking system; ( v i  ) 
in t roduc t ion  o f  un i  versa1 banking system; and ( v i  i ) deregulat ion o f  i n t e r e s t  
rates. 

These reforms were mainly due t o  a ser ies  of s tud ies and recommendations 
made by j o i n t  e f f o r t s  between CB and mu1 t i - l a t e r a l  organizations. CB's 
func t ion  was f o r t i f i e d  i n  1972, implementing the  recornendations made by a 
j o i n t  IMF-CB Study. During the e a r l y  1970s, the money market development was 
given an impetus f o r  rapt  d growth w i t h  the  i n t roduc t i on  of quasi-banking 
system and deposi t -subs t i  tutes. In  1977, an offshore banking system was 
introduced. The OBU business expanded t o  reach $4,407 m i l  1 i o n  i n  1983. 

However, the b r i s k  a c t i v i t i e s  o f  the money market resu l t ed  i n  lending t o  
l ess  credi tworthy companies. I n  1981, t he  market experienced a severe c r i s i s  
when. an es lab l  'i shed i ndus t r i  a1 i s t  Dewey Dee absconded w i t h  an unpaid debt o f  
P635 m i l  1 ion. Many investment houses, i nc l  uding t h e  Bancom Devel opment 
Corporation, f a i l e d  and many manufacturing companies were placed under the  
d i r e c t  cont ro l  of DBP, PNB and o ther  government f i n a n c i a l  i n s t i t u t i o n s .  The 
government introduced var ious measures t o  regul a t e  the market more c l  osely , 
inc lud ing  the mquirements o f  stand-by guarantee by commercial banks f o r  these 
papers. 

In t roduct ion o f  the expanded commerci a1 banking (ECB system i n  1980 was a 
departure from the preceding system i n  which short-term and 1 ong-term 
fi nancings had been i n s t i t u t i o n a l  ly separated. I n  t h i  s mod1 f i e d  universal  
banking system, comnercial banks with an ECB l i cense  are given the power t o  
p lay greater ro l t?  i n  p rov id ing  long-term funds. Number o f  commercial banks 
which obtained ECB 1 icense i ncreased i n 1 981 -83 t o  reach n ine a t  the  end of 
1983. However, the economic cond i t ions  de ter io ra ted  i n  1982 - 83 i n  the wake 
o f  h igh petroleum pr ices, lower expor t  primary cormodity pr ices,  and higher 
i n t e r e s t  rates. The decl i n i  ng, c o n d i t i o n  was f u r t h e r  p r e c i p i t a t e d  by the  
p o l i t i c a l  c r i s i s  i n  August 1983. 

0. NON-SECURITIES MARKET - 
1. Financial  I n s t i t u t i o n  

The f i nanc ia l  system o f  t h e  Ph i l ipp ines  consists o f  t h e  Central Bank, 
banking i n s t i  tu t fons,  and non-bank f i nanci a1 intermediar ies.  I n  addi t ion, 



there are other financial institutions outside the system, namely private 
insurance companies, and specialized government non-bank fiiiancial 
institutions, such as soci a1 security organizations, and investment and 
hol ding companies. The structure of the financial sector of the P h i  1 ippines ' 
i s characterized by the dominant shares of commerci a1 banks and speci a1 *:zed 
government banks, particular, the Development Bank of the Philippines ( O B P ) .  
Commercial banks accounted for about 56 percent of the total assets of the 
financial sector in terms of total assets base i n  1983. DBP contributed 
another 14 percent to the sector. 

Central Bank of the PhilQippines 

The Central Bank of the Philippines was established i n  1948. I t  i s  
empowered with various policy planning and implementation functions related to 
the financial sector. I t  issues official currencies; supervises and regul ates 
financial institutions; manages official external accounts; and acts as #;ti scal 

are determined by the Monetary 
implemented through various 
( i  i ) reserve requirement 

up  credit ceilings, or 
credits t o  banks; and 

i ncluding the Central 
Bank Certtficate um-term bonds issued 
by the Central Bank. 

\ 
The Central Bank exercises strong powe\r over the financial sector as 

regulatory agency of the financial insti t u t i o n l f .  I t  g ran t s ,  w i t h  the Moneta y 
Board approval, 1 icenses t o  financial i nsti t u t  t o  establish an 
institution, to open branches, and t o  operate special 1 icenses. The 

or vi 01 ates prescri bed pol icy g u i  del i nes, 

Central Bank also examines the operations of institutions regularly, 
pl aces them under cl ose supervision when thei i s  unsati sfactory 

when necessary. 

Comnercial Banks I 

I 
I 

There are 34 commercial banks operating i n  the Phi 1 i p p i  nes, of which 
28 are domestic private banks, 4 foreign bank bralnches, and 2 government owned 
banks (Phil ippf ne National Bank (PNB) and Veterans Bank). Of the 28 private 
banks, a few have foreign capital participation of varying degrees; five are 
control led or effectively owned by government f i  npncial institutions. 

Commercial banks are the largest group of the financial institutions, 
accounting for more t h a n  56 percent of the total ilrssets of the financial 
sector in 1983. Among them, PNB i s  by far  the l a b e s t  commercial bank, whose 
assets constitute about  30 percent of the total assets of commercial banks. 
C i  tibank's Manila branch i s  the second largest, accounting f o r  some 9 percent 
of the total assets. Domestic commercial banks are i n  general small. Many of 
them are closely held family or group oriented undertakings, fulf i l l  ing the 
financial needs of business activities within the family or business group. 
All headquarters offices and 45 percent of some 1,400 branches are located in 
Manila. The larger ones however have an extensive branch network throughout 
the country, a t  least in the urban areas. 



S i  nce the i n t r o d u c t i o n  o f  Expanded Cornmerci a1 Banking (ECB) system, o r  
commonly known as universa l  banking system, i n  1980, commercial banks w i t h  ECB 
1 icenses are a1 lowed t o  perform a l a r g e r  r o l e  i n  p rov id ing  long-term funds t o  
the economy, by extendi ng 1 ong-term c red i t s ,  underwr i t ing securi t i e s  o r  making 
equ i ty  par t i c ipa t ion .  The minimum c a p i t a l  requirement f o r  ECB 1 icense i s  1500 
m i l l i on .  I n i t i a l l y  on l y  PNB was qua l i f ied ,  b u t  o ther  banks a lso  increased 
t h e i r  cap i ta l  base, e i t h e r  through mergers o r  f o re ign  c a p i t a l  pa r t i c i pa t i on ,  
t o  obta in  the l icense. A t  t h e  end o f  1983, n ine  banks were operat ing under 
the ECB l icense. I n  e a r l y  1984, Veterans Bank was reorganized and obtained 
ECB 1 icense under t h e  new name, M i l i t a r y  and Veterans Bank. Universal b a n ~ i n g  D 

funct ions could be performed e i t h e r  d i r e c t l y  by the 1 icensed bank i t s e l f ,  o r  
through a subsidiary investment house. 

Major source o f  commerci a1 bank funds compri ses demand, savings, and 
t ime deposits; deposi t subst i tu tes,  which a re  main ly  short-term promissory 
notes issued by banks; and borrowings from the Central Bank and o ther  bank and 
non-banks. Since the e a r l y  1 WOs, banks and o ther  f i nanc ia l  i n s t i t u t i o n s  have 
been allowed t o  accept funds through deposi t  subst i tu tes,  which are 
essen t i a l l y  negot iable promissory notes issued by these i n s t i t u t i o n s .  The 
func t ion  i s  c a l l e d  quasi banking (QB). Deposi t  subs t i tu tes  were outside t h e  
i n t e r e s t  r a t e  regulat ions o f  deposits, hence they grew very r a p i d l y  i n  t he  
1970s. This con t r ibu ted  t o  the r a p i d  growth o f  the money market. The 
composition o f  fund sourxes was as f o l l  ows a t  the end o f  1983: demand 
deposits 22 percent; savings deposi ts 17 percent; t ime deposi ts 15 percent; 
and borrowings from the  Central Bank 9.4 percent. It i s  observed t h a t  t h e  
Central Bank c r e d i t s  t o  commercial banks c o n s t i t u t e  an important segment of 
t h e i  r f undi ng . 

Funds are used f o r  loans and discounts, and secu r i t i es  investment. 
Comnercial banks have t o  ma in ta in  reserve deposi ts w i t h  t he  Central Bank. The 
r a t i o s  f o r  comnercial banks, which have been e f f e c t i v e  since A p r i l  13, 1984, 
are 24 percent o f  demand, savings deposits, NOW accounts, and t ime deposits 
and deposit subs t i tu tes  w i t h  ma tu r i t y  o f  l e s s  than 730 days; 6 percent o f  t ime 
deposits and deposi t  subs t i tu tes  w i t h  ma tu r i t y  o f  more than 730 days. The 
r a t i o s  appl icable f o r  o ther  i n s t i t u t i o n s  are s i m i l a r  t o  these. The reserve 
r a t i o s  have been ra ised  cont inuously since the  l a t e  1960s. I n  pa r t i cu la r ,  
same r a t i o  has been appl ied t o  demand, savings, and time deposits o f  l e s s  t 
730 days matur i ty,  f o r  commercial banks. They a re  a lso  requi red t o  extend 
percent o f  the loanable funds t o  a g r i c u l t u r e  and agrar ian reform projects. 
However, they are exempted from t h i  s obl i g a t i  on i f they purchase e l  i g i  b l  e 
government secur i t ies.  Overdrafts f a c i l i t i e s  are no t  u t i l ' i z e d  as commonly 
used t o  be. Instead s h o r t - t e n  loans are usua l l y  r o l l e d  over. Banks are 1 

the  
han 
25 

as 
ess 

w i l l i n g  t o  extend longer-term loans, because o f  the  conceived h igh r i sks .  
There has been nevertheless a s l  i g h t  increase i n  medium- and long-term loans 
since 1980. Loans are normally secured by c o l l a t e r a l s  on f i x e d  assets o r  
i nventories. Personal guarantees a re  a1 so widely used. Investments i n  
secur i t ies  are mainly i n  government secur i t ies ,  most o f  which are t o  meet the 
reserve and agri-agra requi  rements. - 



T h r i f t  Banks 

Thri ft banks compri se savi ngs and mortgage banks, p r i v a t e  development 
banks, and stock savings and 1 oan associations. A1 though t h e i r  evolut ionary 
backgrounds are d i f f e ren t ,  they are today performing more o r  l ess  the  same 
functions, mobil i z i  ng funds mainly through savings and t ime deposits; and 
u t i l i z i n g  them bas i ca l l y  f o r  housing and o ther  consumer and small and medium 
scale indus t r ies  or iented term l e n d i  ngs. The number o f  these i n s t i t u t i o n s  i s  

e large, b ~ t  the con t r i bu t i on  t o  the  f i n a n c i a l  sector  i s  on l y  about 4 percent o f  
the t o t a l  assets i n  1983. The growth o f  these i n s t i t u t i o n s  was rap id  i n  t h e  
1970s, when t h e i r  assets expanded a t  36.0 percent annual ly on average i n  
1974-80. The expansion r a t e  f o r  the whole banking i n s t i t u t i o n s  was 23 percent 

a dur i  ng the same p e r i  od. 

T h r i f t  banks depend mainly on savings and t ime deposi ts f o r  t h e i r  
funds. Since 1980, t h r i f t  banks have been a1 so a1 lowed t o  accept demand 
deposits, when approved by the Monetary Board. However, the  dependency on 
demand deposits has remained 1 ow, c o n s t i t u t i n g  only  2 percent  o f  the t o t a l  
deposits a t  the  end o f  1983. P r i va te  development banks depend a1 so on the  
medi urn- and 1 ong-term borrowings from the  government sources, usual l y  from the  
Central Bank. I n  p a r t i c u l  ar, mu1 ti-1 a te ra l  loans f o r  sinal! and medium scale 
enterpr ises a re  o f t e n  channeled through these i n s t i t u t i o n s .  Use o f  funds o f  
the t h r i f t  banks concentrates on the loans and discounts f o r  housing, and 
other mortgage f inancing f o r  consumers and small - and medi.um-scale industr ies.  

Rural Banks 

Rural banks were establ ished t o  promote the betterment of the r u r a l  
sector, by prov id ing c r e d i t s  t o  small farm holders and cooperatives. There 
were 949 r u r a l  banks a t  the end o f  1983, b u t  they are small, mostly s ing le 
u n i t  en t i t i es .  Their  t o t a l  assets accounted f o r  on l y  2.3 percent o f  the  
f i nanc ia l  sector t o t a l  a t  the end o f  1983. Thei r  sources o f  funds are mainly 
savings deposits and borrowings. The dependency on borrowings was high a t  56 
percent o f  the t o t a l  l i a b i l i t i e s  a t  the  end o f  1983. This  i s  mainly because 
they are a main conduit  o f  government funds t o  the  r u r a l  sector. O f  the t o t a l  
outstanding borrowings o f  Y4,025 m i  11 i o n  o f  the r u r a l  banks a t  the end o f  
1983, P3,934 m i l l i o n  were loans and advances extended from the Central Bank. 

v Because o f  t h e i r  size, they are i n  p a r t i c u l a r  vulnerable i n  t i g h t  1 i q u i d i t y  
conditions. I n  f a c t  many r u r a l  banks encountered d i f f i c u l t i e s  i n  l a t e  1983 - 
1984. 

The Development Bank o f  t he  Phi 1 i p p i  nes 

The Development Bank of the  Phi 1 i p p i  nes (DBP) i s  the  government owned 
development bank, which provides 1 ong-term 1 oans f o r  the h i  gh p r i o r i t y  
development projects.  DBP a lso  has been promoting p r i v a t e  development banks 
by prov id ing long-term funds and equi t ies.  DBP's operat ion expanded qui,te 
r a p i d l y  i n  the past. Loan and investment outstanding grew a t  23 percent per 
annum between 1978 and 1983. I t s  t o t a l  assets reached P56,530 m i l  1 i o n  a* t he  
end of 1983, which accounts f o r  13.5 percent o f  t h e  t o t a l  assets o f  the 
f inanc ia l  sector. However, as w i l l  be discussed l a t e r ,  the loan and 
investment p o r t f o l i o  o f  DBP i s  no t  sa t i s fac to ry .  I t s  p o r t f o l i o  includes 
substant ia l  amount o f  non-performi ng assets- 



Sources o f  DBP's funds are mainly borrowings from the  Government, and 
in te rna t iona l  soumes, i ncl  udi  ng mu1 t i 1  a te ra l  and b i  1 a te ra l  a i d  agencies, and 
fore ign p r i v a t e  f i n a n c i a l  i n s t i t u t i o n s .  DBP used t o  issue 1 ong-term bonds, 
c a l l e d  DBP Progress bonds. The bonds had a p rov is ion  t o  be exchangeable w i th  
preferred stocks o f  leading companies f inanced by DBP. This however was 
terminated, a f t e r  the  bonds suf fered from 1 i q u i d i  t y  problems, when DBP 
over-supplied the market w i t h  the  bonds by i ssu ing  them t o  i t s  borrowers i n  
1 i e u  o f  p a r t  o f  loan  proceeds. DBP in t roduced Countryside B i l l  s i n  1974. - 

7 

Investment Houses 
@ 

The f i r s t  investment house was establ ished i n  1936. However, it was 
i n  the 1960s t h a t  a number o f  o ther  investment houses were establ  ished and 
t h e i r  a c t i v i t i e s  grew qu i te  rap id ly .  Investment houses underwri te secu r i t i es  
issues, and i n v e s t  i n  various business a c t i v i t i e s  i n  i n d u s t r i a l  and rea l  
estate p ro jec ts  through equi ty  pa r t i c i pa t i on .  

The growth o f  the investment houses was accelerated a f t e r  the  
enactment o f  Investment House Law i n  1973. The law prescr ibed a greater  r o l e  
f o r  investment houses i n  1 ong-term f inancing. Consequently, a c t i v i t i e s  o f  
investment houses grew f a s t  i n  the 1970's. The t o t a l  assets expanded a t  an 
average 14.4 percent annual ly i n  1974-80. However, t h e i  r a c t i v i t i e s  were 
mostly concentrated i n  short-term f inanc ing  , done through t r a d i  ngs o f  
comnercial papers and other  money market instruments under quasi -banki ng 
1 ieenses. The i n t roduc t i on  o f  expanded commercial banking system i n  1980 
undermined t h e i r  a c t i v i t i e s .  The money market c r i s i s  i n  1981 f u r t h e r  weakened 
the pos i t ions  o f  many o f  them. Th is  i n  f a c t  accelerated the  reorganizat ion o f  
the sector, and many i nvestment houses 'were' consol i da ted  w i t h  o r  placed under 
the contro l  o f  comnercial banks. 

There were 14 investment houses operat ing i n  ea r l y  1984. Their  
con t r ibu t ion  t o  the f i nanc ia l  sector  was on ly  1.5 percent a t  t he  end o f  1983. 
This i s  a s i g n i f i c a n t  dec l ine from 1980, when they accounted f o r  3.5 percent 
of t o t a l  f i nanc ia l  sector  assets. Investment houses depend monstly on 
short-term borrowings f o r  t h e i r  funds, mainly through t h e i r  quasi-banking 
functions. The funds are u t i l i z e d  f o r  loans and secu r i t i es  investments. 
P r i  vate Devel opment Corporation o f  t h e  Phi 1 ipp ines (PDCP) i s t h e  1 argest 
investment house, which accounts f o r  20-25 percent o f  the t o t a l  a c t i v i t i e s  o f  
investment houses. But i t  i s  undertaking a c t i v i t i e s  s i m i l a r  t o  those qf 
p r i v a t e  development banks. 

P r i  vate Insurance Companies 

There were 136 p r i  vate 1 i f e  and non-1 i f e  insurance companies operat ing 
i n  the Phi l ipp ines a t  the end o f  1983, o f  which 23 were l i f e  insurance 
companies, 108 non-1 i f e ,  and 5 re-insurance companies. Together they 
contr ibuted 3.3 percent t o  the f i n a n c i a l  sector, on the bas is  o f  t o t a l  assets 
a t  the end o f  1983. The growth o f  insurance companies was moderately fas t  a t  
16.5 percent annual ly on average i n  1974-83. - 



es o f  insuranc e comu ani  es The business a c t i v i  t i  concentrate i n  a few 
1 arge companies. I n  1 i f e  insurance, top two c ~ m ' ~ a n i e s  accounted f o r  58 
percent o f  the t o t a l  assets i n  1981, and top 5 f o r  84 percent. I n  non-1 i f e  
insurance, top 3 companies accounted f o r  22 percent o f  the t o t a l  assets a lso 
i n  1981. Insurance companies u t i l i z e  the funds f o r  po l  i c y  loans, investment 
i n  stocks and bonds. Bonds they i n v e s t  are almost exc lus ive ly  government 
secu r i t i es  and CBCIs. 

Government Insurance I n s t i t u t i o n s  

There are two government owned soc ia l  insurance i n s t i  tu t ions :  
Government Service Insurance System (GSIS) and Social  Secur i ty  System (SSS), 
Both are soci a1 insurance scheme, p rov id ing  1 i f e  and non-1 i f e  insurance 
services, workers' compensation, and pension funds. GSIS i s  f o r  the  
government employees, and SSS f o r  p r i v a t e  sector  employees. 

GSIS was created i n  1937. It operates 1 i f e ,  non-l i  f e  insurance and 
provides ret i rement insurance benef i ts.  The outstanding i nvest i  b l  e funds o f  
GSIS was p14.7 b i l l i o n  a t  the  end o f  1983. The funds are u t i l i z e d  t o  f inance 
i nvestment a c t i v i t i e s  o f  government and semi -government organizations, 
normal 1 y through purchasing bonds and o ther  secur i t ies ,  and extendi ng 1 oans t o  
con t r ibu to rs  and others. Investment decis ions are made by Board o f  Trustees. 

SSS was se t  up i n  1957. The program which SSS operates consis ts  o f  
soci a1 securi ty, medical insurance, and empl oyees compensation, SSS's t o t a l  
assets was p16.2 b i l l  ion. SSS u t i l  i zes i t s  funds f o r  investment i n  govenment 
secu r i t i es  and housing loans. Except f o r  loans t o  i t s  contr ibutors ,  SSS makes 
only  l i m i t e d  d i r e c t  loans. 

Leasing Companies 

The f i r s t  leas ing  company was establ ished i n  1957. Since then the 
leas ing business grew q u i t e  r a p i d l y  t o  reach the t o t a l  lease contracts  
outstanding o f  fl. 0 b i l l  i o n  a t  t he  beginni  ng o f  t h e  1980s. Most o f  the 
1 easi ng business i s conducted by subsid iary  companies o f  f i nanci a1 
i ns t i t u t i ons ,  mainly p r i  vate development banks, i nvestment houses, and f i nance 
companies. Leasing companies depend on bank loans f o r  t h e i r  funds. 
Accordingly, they have been fac ing  d i f f i c u l t i e s  s ince 1 a t e r  1983, because o f  
h igh i n t e r e s t  ra tes  condit ions. The demand f o r  leas ing  business i t s e l f  i s  
a lso experiencing con t rac t i on  dur ing the  same period, because the lack o f  
cmf idence among inves tors  f o r  the  fu ture o f  the economy has depressed the 
investment a c t i v i t i e s .  

Other F i  nanci a1 I n s t i t u t i o n s ,  

Finance companies were establ  i shed i n  t he  1950-70s. The governing law 
i s  Finance Company Law o f  1969. They mobi 1 i ze funds through the money mdrket 
and borrowing from the comerc ia1 banks. Funds are u t i l i z e d  t o  f inance 
purchase o f  consumer durabl es, autornobi 1 es, f ac t o r i  ng , 1 easi ng , etc. ~ h 6 i  r 
business expanded f a s t  i n  the  1970s, and the number o f  f inance companies 
reached 372 a t  the end o f  1981. But because o f  the money market c r i s i s  i n  



1981, many companies failed. A t  the end of 1'983, there were reported to be 
some 200 companies operating. The contribution to the financial sector was 
2.8 percent on the basis of t o t a l  assets a t  the end of 1983. Investment 
companies are engaging i n  investing , reinvesting and trading of securi ties. 
They are regulated by the Investment Company Act of 9960, which was enacteu t o  
regulate activities of mutual funds. Fund managers are i nsti tuti onal or 
personal administrators of funds of private pension funds, empl oyees provident 
funds, or investment t rust  funds. 

C. SECURITIES MARKET 

This section gives a brief descrC;ption of the two securities type capital 
markets, namely the bond market and the stock market. The characteristics of 
the markets i n  terms of their sizes, kinds of instruments, and trading 
activities will be summarized. 

1. Bond Market 

The bond market in the Phil ippinm consists of the government 
securities market and the private bonds market. However, the bond market has  
been dominated by the government securities. Private bond issues have been, 
on the other hand, very 1 imi ted in the Phil lppines. The most recent issue by 
private corporations was the debentures issued by the Paper Industries 
Corporation of the Philippines (PICOP) i n  1977. 

The growth of the hand market has been more or less along w i t h  the 
development of the government securities market, i n  p a r t i  cul ar, the Treasury 
B i  11, and the Central Bank securi t ies  markets. Since the pub1 ic issue of 
Treasury Bills (TBs) in 1966 w i t h  auction system, TBs have been most popular 
among the government securities. TBs were introduced i n t o  the market so t h a t  
an efficient open market operation could be conducted by the Central Bank. 
TBs played a leading role i n  development of the bond and money market, until 
the introduction of the Central Bank Certificates of Indebtedness ( CBCIs i n  
1970. CBCIs are medium-tern bonds, w i t h  market competitive coupon rates. 
Since then CBCI took Gver a leading role from TBs i n  the government securities 
market. 

Major Instruments 

The government securi t ies  compri se three major groups, that is, the 
national government i ssues, government corporati on issues, and the Central 
Bank issues. A t  the end of May 1984, the total outstanding Amount of the 
government securities issued through the Central Bank was p44.5 billion, of 
which the n ~ t i  onal government i ssues were P33.1 bi 1 1 i o n  ; the government 
corporation issues were p4.0 bill i o n ;  and the Central Bank issues were P7.4 
billion. In  addition, there were P5.8 billion outstandings of DBP and LBB 
issues as of June 1984 which were directly placed. - 

Of the national government issues, the largest share was taken by the 
various treasury issues, accounting for more than  90 percent. The second 
largest share was claimed by Premyo savings bonds, b u t  they accounted for only 



3 percent of the national government issues. 'The outstanding amounts of 
government corporation issues except for the DBP and LBP issues were sma1 1 
compared w i t h  'those of the national Treasury issues. Among them, issues by 
National Development Company (NDC) and National Food Authority (NFA) were 
substantial. The Central Bank. issues consist of two kinds. CBCIs were 
medium-term bonds, maturing in 3-5 years; CB bills were short-term bills 
which were introduced in May 1 984, to absorb the excess 1 i q u i d i  ty from the 
market. The maturity ranges from 7 days to 210 days. . 

The Primary Issues Market 

Most of Government securities are sold th rough  the Central Bank. 
Although public corpc.-ations are in general authorized t o  undertake direct 
sales of their securities, the majority of them op t  to utilize the CB sales 
network. Primary distribution of government securities are made through 
subscription, negotiated sales o r  underwriting , o r  auction methods. 

The govermnent securities are i ssued normal l y  w i  t h  the predetemi ned 
interest rates except for the recent issues of TBs and CB bill s. The interest 
rates have been kept low for most of the securities. The Government has 
devi sed various measures t o  promote their sales. However, because of the low 
interest rates, the primary issues market has beenlimited mostly t o  
commercial banks, and financial institutions. They form a captive market for 
these securities, basically. created by the govermnent regulations. 

Most of the government securities are held by comnercial banks and 
government financial institutions. Of the P50.8 bill ion  outstanding a t  the 
end of 1983, 36.0 perzent was held by comnercial banks, and 26.7 percent by 
semi -government enti ties, most of which are gov@rnment financial 
i nsti t u t i  ons. The government trust funds consi st? ng mostly of Bond Si nk i  ng 
Fund (!SF) accounted for some 11 percent the total. The private non-bank 
i nsti t u t i  ons, such as insurance cornpanip And trust departments of banks which 
constitute a major p a r t  of institution&' investors, accounted for  sore 9 
percent of the total. Comercial banks and other financial institutions hold 
govermnent securities to ful ti1 1 the legal reserve requirements. Many 
government securities are made eligible for  the required reserves. Central 
Bank regulations provide t h a t  up to 75 pekent of the requi red reserves coul d 
be he1 d i n  the fonn of cash i n  vault o r  government securities, while a t  least . 
25 percent must be i n  the form of deposits w i t h  the Central Bank. Although 
reserve el i g i  ble government securities are 1 imi ted to those which carry 
coupons of 4 percent or less, this gives comnerc+al banks an incentive t o  hold 
government securities. A t  the end of 1982, nearsly 30 percent of government 
securities held by comnercial and thr i f t  banks ':.we for the reserve purpose. 

There are other features which are in?sxk?d t o  promote the sales of 
governl:ient securities to  the Financial i nsti tuti m:i, They are agri /agra 
el igibil i ty,  insurance reserve el igibil i ty, a n t  exemptions. Each of .these 
features are added t o  particular issues dependi og Qn tke characteri stics of 
each issue, such as purpose of financing. . 



Secondary Market 

Because of the low coupon rates, the secondary tradings of the 
government securities have been dormant except for a few issues, such as 
Treasury bills and CBCIs. The secondary market of government securities has 
developed a1 ong with development of dealer network. A dealer network was 
formed under the organization call ed National Association of Government 
Securities ( N A G S D ) ,  soon after the inception of the Treasury bills floating i n  
1966. NAGSD was composed of five commercial banks and two investment houses * 

and was accredited by the Central Bank to form a nucleus of the TB market. 
A1 though i t s  activities grew a t  the beginning, the activities slowed down and 
eventually ha1 ted i n  the wake of the government pol icy t o  a1 1 ow government - 
institutions to participate in the auction of TBs a t  lower discounts and - 

higher volume. In the years from 1974 ti 11 1981, no promotional efforts were - 

made by the gavernment for the sales o f  government securities. In 1981, the 
government renewed an effort t o  promote the sales, and i n  1982 a new network 
of CB-accredi ted government securi ty deal ers (AGSD)  was formed, consi sting of 
12 banks and investment houses. The number of accredited dealers increased to 
IS by 1983. 

The transactions of government securities in the secondary market 
became very active only in the past few years. The total secondary 
transactions among the accredited government securities dealers were P60;3 
billion i n  1982 and P51.08 billion i n  1983. 

Treasury bi l l s  were most heavily traded accounting for abo& 47 
percent of the total trading vol me.. CBCIs. accounted for 10 percent. 
Ma jori t y  of secondary market transactTons were i n short-term and medi um-tern 
securities, and n o t  in long-term bonds. In add i t i on ,  a substantial amount of 
transactions have been made on a repurchase agreement (RP) basis. Figures on 
transactions outside the AGSD network are not avatlable b u t  i t  can be assumed 
safely that AGSD market constftu~ies the most of the whole secondary market. 
Si nce 1 ate 1983, secondary market transactions decl i ned signi ficantly because 
of the financial cri si s. Consequently, financial institutions which want t o  
hold or divest government securities in particular TBs and CB bi l ls  make 
direct transactions w i t h  the Central Bank. Moreover, dealer financing through 
the Central Bank has no 1 onger been available si nce 1 ater 1 983, which has 
brought dealers market activities t o  a near standsti 11. v 

Corporate Bonds 

There are few corporate bonds which are pub1 icly placed. As of August - 
1984, only PICOP convertible debentures are listed on the stock exchanges. 
Most of other corporate bonds are pri vately pl aced. The detail s of the 
private pl acement market are not avdi  1 able. 

2. Stock Market' - 
Hi stori cal Development 

The Phi 1 i p p i  ne stock 
Exchange was incorporated as 

market started i n  1 927 when the Mani 1 a Stock 
a vol unta;*y non-profi t organization patterned 



a f t e r  the New York 5 '  ck Exchange. I n  t he  pie-world War I1 days, the stock 
market a c t i v i t i e s  were heav i l y  dependent on the go ld  pr ice,  because the 
Phi l ipp ines was one o f  the main suppl i e r s  o f  go1 d a t  t h a t  time. For exampl e, 
the  deval ua t ian  o f  t he  U. S. do1 l a r  on January 31 , 1984, which increased go1 d 
pr ices from $20.66 t o  $35.00 per ounce, boosted s e c u r i t i e s  t rad ing  as we13 as 
the  a c t l v i  ti es i n  go1 d mining. 

After the war, however, a f i x e d  p r i c e  on go1 d against  r i  s ing . production costs ru ined  go1 d mining as a major i ndus t r y  and a t  t h e  same time 
dampened a c t i v i t i e s  a t  the  stock exchange. However, t he  sharp r i s e  i n  copper 
p r ices  rev ived t r a d i  ngs a t  the exchange i n  t he  mid 1950's. The average stock 
p r i c e  o f  mining shares ( t h e  mining average index) went up from 85.10 i n  March 

b 1954 t o  426.28 i n  March 1956, a1 though i t  decl ined t o  107.40 i n  March 1958. 

Around t h i s  time, i nd i v idua l  and i n s t i t u t i o n a l  inves tors  were 
impressed by the growth o f  i n d u s t r i a l  a c t i  v i  t i e s  i n  the economy and became 
increas ing ly  i n te res ted  i n  i n d u s t r i a l  shares. This supported the  growth o f  
the  stock t rad ings fu r ther .  From 1958 through 1959, a sudden r i s e  i n  
comnercial and i n d u s t r i  a1 average index took p lace as mutual funds and other  
f i nanc ia l  i n s t i t u t i o n s  entered i n t o  the market. But t h i s  sudden i n fus ion  o f  
funds i n t o  the market which was s t i 1  1 t h i n  i n  t e n s  o f  avai 1 able secu r i t i es  
eventual 1y l e d  t o  t he  downfal l  o f  mutual funds. 

Tqe stock market showed some a c t i v e  t r a d i n g  a f t e r  the mar t i a l  law i n  
1972, when a coup1 e o f  measures were taken such as reduct ion o f  t ransact ion 
tax  r a t e  from 2 percent t o  1/4 percent. The subsequent favorable econwic  
s i tua t ions  brought about by the increase of copper p r i ces  ushered i n  a great 
c y c l i c a l  b u l l  market i n  1973-74. The l a s t  boom i n  the market came i n  1978.79, 
when expectations o f  domestic o i l  product ion were a t  t h e i r  peak. Since 1980, 
the  Ph i l  i p p i  ne stock market's performance has been depressed, due t o  
continuous d isappoint ing developments: f i r s t ,  the  boom i n  commodity p r ices  
ended i n  ea r l y  1980, second, the  o i l  exp lo ra t ion  almost ended up w i t h  
disappointment o f  investors.  The stock market condi t i o n  has continued t o  
worsen since the p o l l  t i c a l  c r i s i s  i n  August 1983 fol lowed by an unprecedented 
f inanc ia l  debacle through most o f  1984. However, since the February 1986 
revolut ion, a renewed confidence t h a t  the  ,new government has created has had 
i t s  inv igora t ing  e f f e c t s  on the count ry 's  stock markets. Pr ices o f  a c t i v e l y  

C 
traded issues are experiencing r a p i d  uptrends, and a growing new i n t e r e s t  i n  
o i l  issues have become evident. A growing number o f  new companies have been 
1 i s t e d  a t  the stock exchanges. Much o f  t he  present b u l l  i s h  a c t i v i t y  i n  the 
stock market can be t raced t o  hewy buying from i n s t i t u t i o n a l  buyers as we l l  
as from fore ign groups, which have been gradual ly  accumulating a p o r t f o l i o  o f  

.I 

selected mining i s s w s  and commercial - i n d u s t r i a l  shares. 

The Operation o f  t he  Stock Exchanqe 

The Phi 1 ipp ines has three stock exchanges, Manil a Stock Exchange 4MSE) 
established i n  1927, Makati Stock Exchange (MKSE) establ ished i n  1965, and 
Metropol i tan Stock Exchange (Metrex) opened i n 1 974. Metrex has remai ne& 
defunct almost r i g h t  a f t e r  i t s  inception. As o f  t he  end of 1983, the issues 
1 i s t e d  on the stock exchanges numbered some 200. A p res iden t i a l  decree issued 



i n  1973 provided t h a t  a share l l s t e d  on one stock exchange should 
automatical ly be 1 i sted on o ther  stock exchanges. A t  the end o f  1983, the  
t o t a l  market c a p i t a l i z a t i o n  of the two exchanges was P18.2 b i l l i o n .  

The Primary Market o 

The s ize  o f  the  primary issues market increased r a p i d l y  i n  the e a r l y  
1 WOs, reaching P I  9.9 m i l l  i o n  i n  1976, bu t  has been decl i n i n g  s ince then. I n  
1982, the  t o t a l  amount o f  new issues was P0.57 m i l l i o n .  Most o f  t he  issues o f  
a1 ready establ ished companies a re  r i g h t  issues a t  par  t o  e x i s t i n g  

. 
stockholders. Since e a r l y  1986, new companies have been 1 i s t e d  on the 
country f s stock exchanges, resul  ti ng i n a renewed uptrend i n  primary i ssues. 

1 

Other Features - -- 
Several stocks are l i s t e d  on the  New York and the  Hongkong stock 

exchanges. The l i s t i n g  on the 'Jew York stock exchange (NYSE) dates back t o  
the 1930s. Four shares l i s t e f l  I n  NYSE are Benguet Corporation, A t las  Mining, 
Mari nduque, and PLDT. 

Foreign na t iona ls  may purchase shares o f  most of I' \ companies. The 
companies issue two classes o f  shares. Class A shares m a j  oe purchased only  
by the  Ph i l ipp ine  nat ionals,  wh i le  Class B shares may be purchased by fore ign 
n a t i  onal s. 

D. THE WORKINGS OF THE CAPITAL MARKET 

The func t ion  o f  the c a p i t a l  market i s  t o  match' the supply o f  and demand 
f o r  1 ong-term funds, mainly u t i l  i r e d  f o r  investment purposes. Two major 
segments o f  the c a p i t a l  market, namely the  bonds and equ i t y  markets, have been 
described. This sec t ion  describes and analyzes the  demand f o r  funds from the  
corporate sectors, t he  i n t e r e s t  r a t e  s t ruc tu re  whlch in f luences the f l ow  o f  
funds, and the money market, which i s  t o  underpin the func t i on  o f  the c a p i t a l  
market, mainly by a id ing  the  e f f i c i e n c y  i n  t he  tradings. 

1. Corporate Finance 
.,.- 

Corporate f i  nanci ng p rac t i ces  ref1 e c t  the corporate management !L- 

prac t i ces  and the condi t ions o f  the  c a p i t a l  market. I n  t he  Phi l ippines, many 4 - 

corporat ions are s t i l l  fami ly  o r ien ted  e n t i  t i es ,  where the con t ro l  o f  the 
management i s  c losely ,  he ld w i t h i n  the  fami l ies ,  o r  a group of i nd i v idua l  s. 
Thi s character i  s t i c ,  combined w i t h  1 ess devel oped cond i t ions  o f  the capi t a l  
market, leads t o  a h igh dependency on debt f inancing. furthermore, many .. 
corporat ions w i th  long-term c a p i t a l  needs i n  domestic currency o f t e n  depend on 
the f o r e i  gn exchange borrowings. 

Phi 1 i ppi  ne corporat ions may be c l a s s i f i e d  i n t o  f o u r  grcups according 
t o  t h e i r  cap i ta l  s t ruc tu re  and management sty1 e. The f i r s t  grt  p i s  
government owned corporat ions which are enjoy i  ng 1 i beral  accesl t o  the  
long-term funds from the government. Thei r  f i n a n c i a l  condi ti c *  . however; vary 
from wel l  performing ones t o  loss  making operations. Most o f  lem are 1 arge 



e n t i t i e s  w i t h  substant ia l  c a p i t a l  investment.' The second group i s  
jo in t -venture companies between Ph i l i pp ine  and fo re ign  cap i ta l .  They are 
o f ten  b e t t e r  and pro fess iona l l y  managed than domestic companies. They are 
a1 so 1 i sted i n  the high ranking category i n  the top 1,000 corporat ions o f  the  
Business Day l i s t i n g .  Among the domestic p r i v a t e  corporat ions, there are a 
good number o f  companies, which are we l l  managed, and have good per8formance 
records. They form the t h i r d  group. Many o f  them are p u b l i c  corporat ions 

- l i s t e d  on the  stock exchange. They have grown o u t  o f  t he  t r a d i t i o n a l  fami ly  - or iented management s ty le ,  i n  the  course o f  corporate growth. The four th  
group consis ts  o f  genera l ly  small, f am i l y  or i t rnted t r a d i t i o n a l  companies. 
They depend heav i l y  on the  f i n a n c i a l  resources o f  the  f a m i l i e s  o r  f r i ends  f o r  
expansions. This 1 i m i  t s  t h e i r  growth w i t h i n  t h e i r  own means. These 

b - corporat ions are a1 so d i f f i c u l t  t o  d iscern from p r i v a t e  propr ie torsh ip.  
Owners o f ten  place t h e i r  i n t e r e s t s  above the growth o f  corporations. 

Many Ph i l i pp ine  corporat ions have h igh dependency on debt i n  t h e i r  
c a p i t a l  structure,  o r  the high debt-equi ty r a t i o  i s prevalent.  Debt-equi ty 
r a t i o s  was 4.66 on average o f  the  top  1,000 companies i n  1982. The average 
r a t i o  was 2.33 i f  f i n a n c i a l  i n s t i t u t i o n s  were excluded. However, the  r a t i o s  
vary qu i t e  widely among corporations. I n  f ac t ,  there are many companies even 
i n  the top 1,000 group whose debt equ i t y  r a t i o  exceeds 10.0. 

High debt-equity r a t i o s  are consequences o f  many factors.  Because o f  
family o r ien ted  management pract ices, t h e i r  access t o  t h s  equ i t y  c a p i t a l  i s  
l im i ted .  Banks are no t  hes i t an t  t o  extend c red i ts ,  when there  i s  personal 
guarantee, even i f  borrowers have h igh  debt-equity ra t io .  The high 

. debt-equity r a t i o  makes the  corporat ions extremely vulnerable t o  the  adverse 
external  condi t ions. I n  1982-83, h igh  i n t e r e s t  ra tes  and 1 ow demand f o r  t h e i r  
products doubly and severely h i t  these corporations. This a lso  had damaging 
ef fects  on the f i n a n c i a l  i n s t i t u t i o n s  which h?d extended c r e d i t s  t o  these 
companies. 

Close fam i l y  con t ro l  o f  many corporat ions a lso  generate a few negative 
impacts on the corporate sector  growth. F i r s t ,  as mentioned e a r l i e r ,  t h e i r  
unwi 11 i ngness t o  go pub1 i c  1 i m i  t s  t he  access t o  the  equ i ty  market, which 
res t ra ins  the growth o f  the corporations. Second, many corporate owners, who 
are also managers, p u t  t h e i  personal i n t e r e s t  above t h a t  o f  the  - corporations. This o f t e n  leads t o  h igh div idend payout r a t i o s ,  reducing the 
growth o f  cap i ta l  base o f  the corporations. This a lso makes the corporate 
owners op t  tcr r e l y  more on debt f inanc ing as discussed. 

Many corporat ions o f t e n  depend on fo re ign  c a p i t a l  markets f o r  t h e i r  
debt- f i  nanci ng. This i s  especi a1 l y  common among 1 arge, we1 1 establ  i shed 
companies. Since most o f  t h e i r  revenue bases are i n  domestic currency, t h i s  
p rac t i ce  tends t o  increase the fo re ign  exchange r i sk .  This i s  i n  f a c t  one o f  
the remote causes of many corporat ions facing f i nanc ia l  d i f f i c u l  t i e s  since 
1983. The underdeveloped stage o f  t he  domestic c a p i t a l  market i s  the majn 
underlying f a c t o r  t o  cause t h i s  i rregul  a r  pract ice.  

C 



The corporat ions i n  the Ph i l  ipp ines  fend t o  borrow short- term t o  
f inance long-term investment. This i s  p a r t l y  due t o  the h igh i n t e r e s t  r a t e  
s i t u a t i o n  whsre borrowers are hes i t an t  i n  en ter ing  i n t o  the 1 o n g - t e n  
contracts  a t  h igh i n t e r e s t  rates. The 1 i qui  d i  t y  r a t i o ,  namely cu r ren t  assets 
t o  cur ren t  1 i a b l l  i t i e s ,  of non-f inancial  corporat ions was 1.01 i n  1982, and 
those of many corporat ions were be1 ow 1.00. Ideal  l e v e l  i s  normal l y  
considered t o  be 2.00. Among the i ndus t r y  groups, agr icu l tu re ,  e l  e c t r i c i  ty, 
gas and water, mining and quarrying , t ranspo r ta t i on  and c o m u n i c a t i  ons a1 1 had 
the  average 1 i q u i d i t y  r a t i o  o f  l e s s  than one. w 

2. The Money Market 
4 

The money market i n  the P h i l  ipp ines  i s  wel l  developed i n  t e n s  o f  the  
va r i e t y  o f  instruments avai lab le,  the  l e v e l  o f  a c t i v i t i e s ,  and the  ex ten t  of 
market par t i c ipan ts .  The market was g iven an impetus f o r  development i n  the 
e a r l y  1960s i n  the  wake o f  peso devaluation. Commercial banks s ta r ted  an 
interbank c a l l  market t o  respond t o  t he  r a p i d l y  changing f inanc ia l  
s i tuat ions.  It was i n  1965 t h a t  the  money market w i t h  p a r t i c i p a n t s  from 
outside the banki ng system was introduced. The market devel oped q u i t e  r a p i d l y  
because i t  was ou ts ide  the regulated i n t e r e s t  r a t e  regime. I n  the  1 WOs, the 
money market development was placed under t h e  con t ro l  o f  t h e  C ~ n t r a l  Bank, by 
the  i n t roduc t i on  o f  Investment House Law, t h e  system o f  quasi-banki ng 1 icense 
and the deposits subst i tu tes.  Unc!er these new system, the  market f lour ished. 
However, the h igher  i n f l o w  o f  funds i n t o  the market . forced i t  t o  f i n d  i t s  
o u t l e t  i ncreasi ng ly  i nto  companies o f  "margi nal o r  even doubt fu l  qua1 i ty. This 
1 ed t o  the  eventual downf a1 1 o f  the market i n  1 981 w i t h  the Dewey Dee case. 

The Phi 1 i p p i n e  money market consi  s t f  o f  the f o l  lowing segments: ( i  ) 
interbank c a l l  money market; (5 i ) Central Bank C e r t i f i c a t e s  o f  Indebtedness 
(CBCI) ; ( i  ii Treasury B i l l  s (TB) ; ( i v )  Promissory notes issued by banks and 
quasi -banks; ( v)  repurchase agreements ; ( v i  ) c e r t i f i c a t e s  o f  ass i  gnments; 
( v i  i) c e r t i f i c a t e  o f  pa r t i c i pa t i on ;  and ( v i  ii ) c o m e r c i a l  papers issued by 
non-fi nancial i n s t i t u t i o n s ,  and f i n a n c i a l  i n s t i t u t i o n s  wi thout  quasi-banki ng 
( QB ) 1 icenses. Pa r t i c i pan ts  i n  markets ( i ) -( i i i ) are banks and non-bank 
f inancia l  i n s t i t u t i o n s  and p a r t i c i p a n t s  i n  markets ( i v ) - ( v i  i ) are these 
i n s t i  t u t i c n s  p lus  non-f inancial  corporations, both p r i v a t e  and pub1 i c ,  
i n s t i t u t i o n a l  investors,  and i nd i v idua l  s. 

* 

The interbank c a l l  market i s  by f a r  t he  1 argest, fo l lowed by Lhe 
promissory notes market. These two combined account f o r  over 80 percent o f  
the money market transactions. Compared w i t h  them, t ransact ions o f  CBCIs and 
18s are very low. Since the  outstanding amount o f  promissory notes i s  smal ler . 
than those o f  CBCIs o r  TBs, t h i s  a t t e s t s  an i n a c t i v e  secondary market of these 
government secur i t ies .  I n  t e n s  o f  pa r t i c i pan ts ,  commercial banks are a lso 
the most ac t i ve  par t i c ipan ts ,  fo l lowed by investment houses. I n  add i t i on  t o  
the t r a d i t i o n a l  use o f  the  funds mobil i z e d  by the  Government and f i n a n c i a l  
i n s t i  t u t i  ons, secur i  t i e s  dealers use the market t o  f i nance t h e i r  inventor ies.  
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OVERVIEW OF THE CAPITAL MARKET 

A. HISTORICAL DEVELOPMENT 

A modern f i nanc ia l  development o f  the  P h i l  ipp ines  s t a r t e d  w i t h  t he  a r r i v a l  
o f  a few B r i t i s h  and American m w h a n t  houses i n  the  1830s. The f i r s t  
commercial bank Banco o f  Espanol F i l i p i n o  was establ ished i n  1851. I n  the  
1 a t t e r  ha1 f o f  the  1 9th century, two B r i t i s h  banks, Chartered Bank ( i n  1873) 
a,nd Hongkong and Shanghai Banking Corporation ( i n  1876) opened branches i n  
Manil a. American admin is t ra t ion  brought a more complete s e t  o f  modwn 
monetary and banking system a t  the  t u r n  o f  the  century. I n  1903, the 
Ph i l  ipp ine Coinage Act was promulgated, which governed the currency 
regulations. I n  191 6, the government sponsored Phi 1 i p p i  ne National Bank (PNB) 
was established. PNB extended both short-term and long-term c r e d i t s  t o  the  
agr i  c u l  ture and i n d u s t r i  a1 sectors. However, PNB su f fe red  a substant i  a1 1 oss 
dur ing the recession i n  t he  af termath o f  the World War 11, the long-term 
f inancing funct ions were t rans fe r red  t o  Ag r i cu l t u ra l  and Indus t r i  a1 Bank, 
which was establ ished i n  1939. This was l a t e r  absorbed by Rehab i l i t a t i on  
F i  nance Corporation i n  1947. I n  1937, Government Service Insurance System 
(GSIS) , was establ  ished. 

The secu r i t i es  market s ta r ted  i n  t h e  1920s, w i t h  the  establishment o f  
Manil a Stock Exchange i n  1927. The Secur i t ies  Act was promulgated i n  1936. 
Ear ly  development o f  the market concentrated i n  t he  mining, p a r t i c u l a r l y  o f  
go1 d, issues. 

A f t e r  the World War 11, t h e  Central Bank Act and General Banking Act were 
promulgated i n  1948. Central Bank was establ ished i n  January 1949. The 1950s 
saw the  f a s t  development o f  e x i s t i n g  i n s t i t u t i o n s  and new entrance o f  var ious 
other  type o f  i n s t i t u t i o n s .  Nine more commercial banks s ta r ted  the operation, 
j o i n i n g  the ex i s t i ng  12 banks. I n  1952, Rural Bank Act  was enacted, and by 
1960, 160 r u r a l  banks were erected. Social Secu r i t i es  System (SSS) was s e t  up 
i n  1957. I n  1958, Rehab i l i t a t i on  Finance Corporation was reorganized t o  form 
the Development Bank o f  the  Ph i l ipp ines  (DBP). 

I n  the 1960s, the  number o f  commerci a1 banks f u r t h e r  increased, reaching 
39 by 1965. I n  +he 1 a t t e r  h a l f  o f  t he  1960s, no new commercial bank was 
established, b u t  the growth o f  t o t a l  assets was fast .  During t h i s  decade, 
many new types o f  f i nanc ia l  i n s t i t u t i o n s  appeared. I n  1963, Pr iva te  
Development Corporation of the  Phi 1 i p p i  nes (PDCP) s t a r t e d  the operation. 
National Investment Devel opment Corporation (NIDC) was a1 so founded i n  the 
year  as a subsidiary o f  PNB. : Bancom Development Corporation which was created 
i n  1964 contr ibuted t o  the development of investment banking i n  t h  - 
Phi 1 i ppi  nes. - 

Pr iva te  Development Banks' Act  o f  1964 was enacted and 28 p r i v a t e  
development .banks were establ i shed by the end o f  the 1 96Os, w i t h  the f i nanc ia l  
assistance o f  DBP. The money market a c t i v i t i e s  were increased i n  t h i s  per iod 



too, i n  pa r t i cu la r ,  w i t h  the ac t i ve  p a r t i c i p a t i o n  o f  investment houses i n  
mobil i z i n g  short-term funds f o r  banks and 1 eadi ng corporations. The money 
market expanded mainly through the expansion o f  c a l l  money market, Treasury 
b i l l s  (I'B), Czntral Bank C e r t i f i c a t e  o f  Indebtedness (CBCI 1, and DBP Pragress 
Bonds. With t h i  s r a p i d  devel opment, the share o f  non-bank f i nanc ia l  
i n s t i t u t i o n s  increased. 

In the  1970s and the e a r l y  198Os, Central Bank and Monetary Board 
incraased t h e i r  po l  i c y  making and regu la t i ng  functions. Major p o l i c i e s  i n  t he  . 
1970s and the e a r l y  1980s undertaken by t h e  Central Bank were: ( 5  ) h igh 
p r i o r i t y  f inanc ing f o r  export  indust r ies;  (i i ) establ  i shment of special i zed  
f inancia l  i n s t i t u t i o n s  i n  the p r i o r i  ty  areas; ( i i i ) modernization o f  - 

canmercial banks through consol i d a t i o n  and fo re ign  pa r t i c i pa t i on ;  ( i v )  
strengthening o f  commercial bank c a p i t a l  s t ructure,  and acceptance of f o re ign  - 

cap i ta l  pa r t i c i pa t i on ;  ( v )  i n t roduc t i on  o f  o f fshore banking system; ( v i  1 
in t roduc t ion  of un i  versa1 banking system; and ( v i  i ) deregulat ion o f  i nte res t  
rates. 

These reforms were mainly due t o  a ser ies  of studies and recommendations 
made by j o i n t  e f f o r t s  between CB and mu1 t i - l a t e r a l  organizations. CB's 
func t ion  was f o r t i f i e d  i n  1972, implementing the  recommendations made by a 
j o i n t  IMF-CB Study. During the e a r l y  1 VOs, the money market development was 
given an impetus f o r  r a p i d  growth w i t h  the i n t roduc t i on  of quasi-banking 
system and deposi t -subs t i  tutes. I n  1977, an o f fshore  banking system was 
introduced. The OBU business expanded t o  reach $4,407 m i l l i o n  i n  1983. 

However, the b r i s k  a c t i v i t i e s  o f  the money market resu l ted  i n  lending t o  
l ess  credi tworthy companies. I n  1981, the  market experienced a severe c r i s i s  
when an establ ished i n d u s t r i a l  i s t  Dewey Dee absconded w i t h  an unpaid debt o f  
1635 m i l  1 ion. Many i nvestment houses, i nc l  ud i  ng the  Bancom Devel opment 
Corporation, f a i l e d  and many manufacturing companies were placed under the  
d i r e c t  con t ro l  o f  DBP, PNR and other  government f i nanc ia l  i n s t i t u t i o n s .  The 
government introduced var ious measures t o  regulate the market more c lose l y  , 
inc lud ing  the  requirements o f  stand-by guarantee by commercial banks f o r  these 
papers. 

In t roduc t ion  o f  the expanded comrnerci a.1 banking (ECB ) system i n  1980 was a 
departure from the preceding system i n  which short-term and long-term 
financings had been i n s t i t u t i o n a l  l y  separated. I n  t h i s  mod i f ied  universal  
banking system, c o n e r c i a l  banks w i t h  an ECB 1 icense are given the power t o  
p l  ay greater r o l e  i n  p rov i  d i  ng 1 ong-term funds. Number o f  c o m e r c i a l  banks 
which obtained ECB 1 icense increased i n  1981 -83 t o  reach n ine a t  the  end of 
1983. However, the economic condi t fons deter iorated i n  1982 - 83 i n  the  wake 
o f  h igh petroleum pr ices, lower expor t  primary comnodity p'rices, and higher 
i n t e r e s t  rates. The decl i n i  r~g,~ cond i t i on  was f u r t h e r  p r e c i p i t a t e d  by the 
p o l i t i c a l  c r i s i s  i n  August 1983. 

0. NON-SECURITIES MARKET 
- 

1. F inancia l  I n s t i t u t i o n  

The f i nanc ia l  system o f  the  Ph i l ipp ines  consists o f  the  Central Bank, 
banking i n s t i t u t i o n s ,  and non-bank f i nanc i  a1 i ntermediaries. I n  abdi t f  on, 



there are other f i n a n c i a l  i n s t i t u t i o n s  ou ts ide  the system, namely p r i v a t e  
insurance companies, and special  i z e d  government non-bank f inanc ia l  
i n s t i t u t i o n s ,  such as soc ia l  secur i t y  organizat ions, and investment and 
hol ding companies. The s t r u c t u ~ e  of t h e  f i n a n c i  a1 sector o f  the Ph i l  ippines. 
i s  characterized by the dominant shares o f  commercial banks and specia l ized 
government banks, p a r t i c u l  ar, the  Development Bank o f  t he  Phi 1 i p p i  nes (DBP) . 

- 
Comnercial banks accounted f o r  about 56 percent o f  the t o t a l  assets o f  the 
f inanc ia l  sector i n  terms o f  t o t a l  assets base i n  1983. DBP cont r ibu ted  
another 14 percent t o  the sector. 

0 

Central Bank o f  t he  Phi 1 ipp ines 

rn The Central Bank o f  the  Ph i l ipp ines  was establ ished i n  1948. It i s  
empowered w i t h  var ious pol  i c y  planning an! imp1 ementation functions re1 ated t o  
the f inanc ia l  sector. It issues o f f i c i a l  currencies; supervises and regulates 
f inanc ia l  i n s t i t u t i o n s ;  manages o f  f i c i  a1 external  accounts; and acts as f i s c a l  
agent o f  the Government. The monetary p o l i c i e s  are determined by the Monetary 
Board which Central Bank Governor chairs,  and are implemented through var ious 
pol  i c y  instruments such as: ( i  ) discounts rates;  (i i ) reserve requirement 
ra t ios ;  ( i i  i) d i r e c t  c r e d i t  cont ro l ,  such as s e t t i n g  up c r e d i t  ce i l i ngs ,  o r  
a1 1 ocating mechani sm o f  d i r e c t  1 oans o r  r e d i  scount i  ng c red i  t s  t o  banks ; and 
( i v )  open market operat ion o f  government secu r i t i es ,  i n c l  udi  - J the  Central 
Bank C e r t t f i c a t e  o f  Indebtedness (CBCI). CBCIs are medium-term bonds issued 
by the Central Bank. 

The Central Bank exercises strong power over the f i nanc ia l  sector  as 
regulatory agency o f  the f i nanc ia l  i n s t i t u t i o n s .  It grants, w i t h  the Monetary 
Board approval, 1 icenses t o  f i nanc ia l  i n s t i t u t i o n s  t o  establ  i sh an 
i n s t i t u t i o n ,  t o  open branches, and t o  operate under special l icenses. The 
Central Bank a1 so examines the operations o f  these i n s t i t u t i o n s  regul  a r l y  , 
places them under c l  ose supervi s ion when t h e i r  performance i s  unsat is factory  
o r  v i  01 ates p rescr i  bed pol  i c y  gui  del  i nes, and revokes 1 icenses when necessary. 

Comnerci a1 Banks 

There are 34 commerci a1 banks operat ing i n  the Phi l ippines, o f  which 
28 are domestic p r i v a t e  banks, 4 fo re ign  bank branches, and 2 government owned - 

m 
banks (Ph i l ipp ine  National Bank (PNB) and Veterans Bank). O f  the 28 p r i v a t e  

- - banks, a few have fo re ign  c a p i t a l  p a r t i c i p a t i o n  o f  varying degrees; f i ve  are 
- 

contro l  l e d  o r  e f f e c t i v e l y  owned by government f i nanc ia l  i n s t i t u t i o n s .  
- 

Comnercial banks are the l a r g e s t  group o f  the f i nanc ia l  i n s t i t u t i o n s ,  
a accounting f o r  more than 56 percent o f  the t o t a l  assets o f  the  f i nanc ia l  

, sector i n  1983. h o n g  them, PNB i s  by f a r  the l a rges t  commercial bank, whose 
assets cons t i t u te  about 30 percent o f  the  t o t a l  assets o f  commercial banks. 
Ci t ibank 's  Manil a branch i s  the second 1 argest, accounting f o r  some 9 percent 

- o f  the t o t a l  assets. Domestic commercial banks are i n  general small. Many o f  
them are c lose ly  he ld  fami ly  o r  group or ien ted  undertakings, f u l f i l l i n g  the 
f inancia l  needs o f  business a c t i v i t i e s  w i t h i n  the  fami ly  o r  business group. 
A l l  headquarBers o f f i c e s  and 45 percent o f  some 1,400 branches are located i n  
Manila. The l a r g e r  ones however have an extensive branch network throughout 
the ccuntry, a t  l e a s t  i n  the urban areas. 



Since the i n t r o d u c t i o n  o f  Expanded Commerci a1 Banki ng ( ECB ) system, o r  
commonly known as universa l  banking system, i n  1980, commercial banks w i t h  ECB 
1 icenses are a1 1 owed t o  perform a 1 arger r o l e  i n  p rov id ing  1 ong-term funds t o  
t he  economy, by extendi ng 1 ong-term c red i t s ,  underwr i t ing securi t i e s  o r  making 
equ i ty  pa;-icipation. The minimum c a p i t a l  requirement f o r  ECB 1 icense i s  1500 
m i l l i on .  11: i t ia l ly  on l y  PNB was qua l i f ied ,  b u t  o ther  banks a lso increased 
t h e i r  cap i ta l  base, e i t h e r  through mergers o r  f o r e i  gn capi t a l  pa r t i c i pa t i on ,  
t o  obta in  the 1 icense. A t  t h e  end o f  1983, n ine  banks were operat ing under 
the ECB license. I n  e a r l y  1984, Veterans Bank was reorganized and obtained 
ECB 1 icense under t he  new name, M i l i t a r y  and Veterans Bank. Universal banking 
funct ions could be performed e i t h e r  d i r e c t l y  by the 1 icensed bank i t s e l f ,  o r  
through a subsi d i  ary investment house. 

Major source o f  commerci a1 bank funds compri ses demand, savings, and 
t ime deposits; deposi t subst i tu tes,  which are ma i n l y  s h o r t - t e n  promissory 
notes issued by banks; and borrowings from the  Central  Bank and other  bank and 
non-banks. Since the e a r l y  1 WOs, banks and o the r  f i nanc ia l  i n s t i t u t i o n s  have 
been allowed t o  accept funds through deposi t  subst i tu tes,  which are 
essen t i a l l y  negot iable promissory notes issued by these i n s t i t u t i o n s .  The 
func t ion  i s  c a l l e d  quasi banking (QB). Deposit subs t i tu tes  were outside the  
i n t e r e s t  r a t e  regulat ions o f  deposits, hence they grew very r a p i d l y  i n  t h e  
1970s. This con t r ibu ted  t o  the  r a p i d  growth o f  the  money market. The 
composition o f  fund sources was as fo l lows a t  the end o f  1983: demand 
deposits 22 percent; savi  ngs depcsi t s  17 percent; t ime deposi ts 15 percent; 
and borrowings from the Central Bank 9.4 percent. It i s  observed t h a t  t he  
Central Bank c r e d i t s  t o  commercial banks c o n s t i t u t e  an important segment o f  
t h e i r  fundi ng. 

Funds are used f o r  loans and discounts, and securf t i e s  investment. 
Comnercial banks have t o  mainta in  reserve deposi ts w i t h  the  Central Bank. The 
r a t i o s  f o r  comnercial banks, which have been e f f e c t i v e  since A p r i l  13, 1984, 
are 24 percent o f  demand, savings deposits, NOW accounts, and t ime deposits 
and deposit subs t i tu tes  w i th  matur i  ty o f  1 ess than 730 days; 6 percent o f  t ime 
deposits and deposi t  subs t i tu tes  with m a t u r i t y  o f  more than 730 days. The 
r a t i o s  appl icable f o r  o ther  i n s t i t u t i o n s  are s i m i l a r  t o  these. The reserve 
r a t i o s  have been ra i sed  cont inuously since the  l a t e  1960s. I n  pa r t i cu la r ,  the 
same r a t i o  has been appl ied t o  demand, savings, and t ime deposits o f  l e s s  than 
730 days matur i ty,  f o r  commercial banks. They are  a l so  requi red t o  extend 25 
percent o f  the loanable funds t o  a g r i c u l t u r e  and agrar ian reform projects. 
However, they are exempted from t h i s  ob l i ga t i on  i f  they purchase e l  i g i b l  e 
government securi t ies .  Overdrafts f a c i l i t i e s  are no t  u t i l  i zed  as commonly as 
used t o  be. Instead short-term loans are usua l l y  r o l l e d  over, Banks are less  
w i l l i n g  t o  extend longer-term loans, because o f  the  conceived h igh r i sks .  
There has been neverthe1 ess a s l  i g h t  increase i n  medi urn- and 1 ong-term 1 oans 
since 1980. Loans are normally secured by c o l  l a t e r a l s  on f i x e d  assets o r  
inventories. Personal guarantees a re  a1 so widely  used. Investments i n  
secur i t ies  are mainly i n  government secur i t ies ,  most o f  which are t o  'meet the  
reserve and a g r i  -agra requi  rements. 



Thrift Banks 

Thri f t  banks compri se savings and mortgage banks, pri vate development 
banks, and stock savings and 1 oan associations. A1 though their evol utionary 
backgrounds are different, they are today performing more or less the same 
functions, mobil izing f u n d s  mainly th rough  savings and time deposits; and 
util izing them basically for housing and other consuner and small and medium 
scale industries oriented term lendings. The number of these institutions i s  
large, b u t  the contri b u t i o n  t o  the financial sector i s  only about 4 percent of 
the total assets i n  1983. The growth of these institutions was rapid i n  the 
1970s, when their assets expanded a t  36.0 percent annually on average i n  
1974-80. The expansion rate for the whole banking institutions ;v,s 23 percent 
duri ng the same peri od. 

Thrift banks depend mainly on savings and time deposits for their 
funds. ~ince'1980, thr i f t  banks have been also allowed t o  accept demand 
deposits, when apnroved by the Monetary Board. However, the dependency on 
demand deposits has remained 1 ow, consti t u t f  ng only 2 percent of the total 
deposits a t  the end of 1983. Private development banks depend also on the 
medium- and 1 ong-term borrowings from the government sources, usually from the 
Central Bank. In particular, mu1 ti-1 ateral loans for small and medium scale 
enterprises are often channeled through these institutions. Use of f u n d s  of 
the thr i f t  banks concentrates on the loans and discounts f o r  housing, and 
other mortgage f i nanci ng for consumers and swal 1 - and medium-scal e industries. 

Rural Banks 

Rural banks were established t o  promote the betterment of the rural 
sector, by providing credits t o  small farm holders and cooperatives. There 
were 949 rural banks a t  the end of 1983, b u t  they are small , mostly sing1 e 
u n i t  entities. Their t o t a l  assets accounted for only 2.3 percent of the 
financial sector total a t  the end of 1983. Their sources of funds are mainly 
savings deposits and borrowings. The dependency on borrowings was h i g h  a t  56 
percent of the total 1 iabil i t i es  a t  the end of 1983. This i s  mainly because 
they are a main conduit of government funds t o  the rural sector. Of the total 
outstanding borrowings of P4,025 m i l  1 i o n  of the rural banks a t  the end of 
1983, P3,934 mil 1 ion were 1 oans and advances extended from the Central Bank. 
Because of their size, they are in particular vulnerable i n  t i g h t  liquidity 
conditions. In fact many rural banks encountered difficulties i n  late 1983 - 
1 984. 

The Development Bank of the Phil ippi nes 

The Development Bank of the Phi 1 ippi nes ( DBP) i s the government owned 
development bank, which provides 1 ong-tem 1 oans for the hi gh priori ty 
development projects. DBP a1 so has been promoting private development banks 
by providi ng 1 ong-term funds and equities. DBP's operation expanded qui.te 
rapidly in the past. Loan and investment outstanding grew a t  23 percent per 
annum between 1978 and 19i3. Its total assets reached P56,530 mil 1 ion a t  the 
end of 1983, which accounts for 13.5 percent of the total assets of the 
financial sector. However, as will be discussed later,  the loan and 
investment portfol i o  of DBP i s  n o t  satisfactory. I ts  portfolio includes 
substantial amount of non-performi ng assets. 



Sources o f  DBP's funds are main ly  borrowings from the Government, and 
i nternat ional  sources, i n c l  uding mu1 ti l a t e r a l  and b i l  a te ra l  a i d  agencies, and 
foreign p r i v a t e  f i n a n c i a l  i n s t i t u t i o n s .  DBP used t o  issue 1 ong-term bonds, 
c a l l e d  DBP Progress bonds. The bonds had a p rov i  sf on t o  be exchangeable w i th  
preferred stocks o f  lead ing  companies f inanced by DBP. This however was 
terminated, a f t e r  t he  bonds su f fe red  from 1 i q u i  d i  t y  problems, when DBP 
over-supplied the market w i t h  the bonds by i ssu ing  them t o  i t s  borrowers i n  
1 i e u  o f  pa r t  o f  loan  proceeds. DBP introduced Countryside B i l l s  i n  1974. 

Investment Houses 

The f i r s t  investment house was establ ished i n  1936. However, i t  was 
i n  the 1960s t h a t  a number o f  o ther  investment houses were establ ished and 
t h e i r  a c t i v i t i e s  grew qu i te  rap id ly .  Investment houses underwri te secu r i t i es  
issues, and i nves t  i n  various business a c t i v i t i e s  i n  i n d u s t r i a l  and rea l  
estate p ro jec t s  through equi ty pa r t i c i pa t i on .  

The growth o f  the investment houses was accelerated a f t e r  the  . 
enactment o f  Investment House Law i n  1973. The law prescr ibed a greater  r o l e  
f o r  investment houses i n 1 ong-term f i nanci ng. Consequently, a c t i v i t i e s  o f  
investment houses grew f a s t  i n  the 1970's. The t o t a l  assets expanded a t  an 
average 14.4 percent annual 1 y i n  1 974-80, However, t he i  r a c t i v i t i e s  were 
mostly concentrated i n short-term f i nanci ng , done through t r a d i  ngs o f  
comerc i  a1 papers and other  money market instruments under quasi -banki ng 
1 icenses. The i n t roduc t i on  o f  expanded commercf a1 banking system i n 1980 
undermined t h e i r  a c t i v i t i e s .  The money market c r i s i s  i n  1981 f u r t h e r  weakened 
the pos i t ions  o f  many o f  them. This i n  f a c t  accelerated the reorganizat ion o f  
the sector, and many i nvestment houses 'were. consol idated with o r  placed under 
the contro l  o f  comnercial banks. 

There were 14 investment houses operat ing i n  ea r l y  1 984. Their  
con t r ibu t ion  t o  the f i n a n c i a l  sector  was on ly  1.5 percent a t  the end o f  1983. 
This i s  a s i g n i f i c a n t  dec l ine from 1980, when they accounted f o r  3.5 percent 
o f  t o t a l  f i nanc ia l  sector  assets. Investment houses depend monstly on 
short-term borrowings f o r  t h e i r  funds, mainly through t h e i r  quasi -banking, 
functions. The funds are u t i l  i zed  f o r  loans and secu r i t i es  investments. 
Pr iva te  Development Corporation o f  the P h i l  ipp ines (PDCP) i s  t he  7 argest 
investment house, which accounts f o r  20-25 percent o f  the  t o t a l  a c t i v i t i e s  of 
investment houses. But i t  i s  undertakiny i i c t i v i  t i e s  s i m i l a r  t o  those qf 
p r i va te  development banks. 

P r i  vate Insurance Companies 

There were 136 p r i  vate 1 i f e  and non-1 i f e  i nsurance companies operating 
i n  the Phi l ipp ines a t  the end o f  1983, o f  which 23 were l i f e  insurance 
companies, 108 non-1 i fe, and 5 re - i  nsurance companies. Together they 
contr ibuted 3.3 percent t o  the f i n a n c i a l  sector, on the  bas is  o f  t o t a l  assets 
a t  the end o f  1983. The growth o f  insurance companies was moderately fas t  a t  
16.5 percent annual ly on average i n  1 974-83. 



The business a c t i v i t i e s  of insurance companies concentrate i n  a few 
1 arge companies. I n  1 i f e  insurance, top two companies accounted f o r  58 
percent of the t o t a l  assets i n  1981, and top  5 f o r  84 percent. I n  non - l i f e  
insurance, top 3 companies accounted f o r  22 percent of the t o t a l  assets a lso  
i n  1981. Insurance companies u t i l  i r e  the funds f o r  po l  i c v  loans, investment 
i n  stocks and bonds. Bonds they i nves t  'are almost e x c l u i i v e l y  government 
secu r i t i es  and CBCIs. 

Government Insurance I n s t i  t u t i o n s  

There are two government owned soc ia l  insurance i n s t i t u t i o n s :  
Government Service Insurance System ( GSIS and Social  Secur i ty  System (SSS 1. 
Both are soci a1 i nsurance scheme, p rov i  d i  ng 1 i f e  and non-1 i fe i nsurance 
services, workers' compensation, and pension funds. GSIS i s  f o r  the  
government employees, and SSS f o r  p r i v a t e  sec to r  employees. 

GSIS was created i n  1937. It operates 1 i f e ,  non-1 i f e  insurance and 
provides ret i rement i nsurance benef i ts.  The outstanding i nvest i  b l  e funds o f  
GSIS was p14.7 b i l l i o n  a t  t he  end o f  1983. The funds are  u t i l i z e d  t o  f inance 
investment a c t i v i t i e s  o f  government and semi-government organizations, 
normal l y  through purchasing bonds and other  secur i t ies ,  and extendi ng loans t o  
con t r ibu to rs  and others. Investment decis ions a re  made by Board of Trustees. 

SSS was se t  up i n  1957. The program ~ h i c h  SSS operates consis ts  o f  
soci a1 securi ty , medical i nsurance, and employees compensation. SSS's t o t a l  
assets was P16.2 b i l l  ion. SSS u t i l  i zes  i t s  funds f o r  investment i n  govenment 
secu r i t i es  and hcusing 1 oans. Except f o r  loans t o  i t s  contr ibutors,  SSS makes 
only  1 i m i  ted  d i r e c t  loans. 

Leasing Companies 

The f i r s t  leas ing company was establ  ished i n  1957. Since then the 
leas ing  business grew qu i te  r a p i d l y  t o  reach the  t o t a l  lease contracts  
outstanding of p1.0 b i l l i o n  a t  the beginning o f  t he  1980s. Most o f  the 
1 easing business i s  conducted by subsidiary companies o f  f i nanc ia l  
i ns t i t u t i ons ,  mainly p r i  vate development banks, investment houses, and f inance 
companies. Leasing companies depend on bank loans f o r  t h e i r  funds. 
Accordingly, they have been fac ing  d i f f i c u l t i e s  s ince 1 a t e r  1983, because o f  
high i n t e r e s t  ra tes  condit ions. The demand f o r  l eas ing  business i t s e l f  i s  
a1 so experiencing cont rac t ion  dur ing the  same period, because the lack o f  
confidence among investors  f o r  the f u t u r e  o f  the  economy has depressed the 
investment a c t i  v i  t ies .  

Other F i  nanci a1 I n s t i  t u t i  ons, 
9 

Finance companies were establ  ished i n the  1950-70s. The governing law 
i s  Finance Company Law o f  1969. They mobil i z e  funds through the money market 
and borrowing from the  commercial banks. Funds are u t i l  i r e d  t o  f inance 
purchase o f  consumer durabl es, automobi 1 es, f a c t o r i  ng, 1 easing, etc. The i r  
business expanded f a s t  i n  the  1970s, an3 the  number o f  f inance companies . 
reached 372 a t  the end o f  1981. But because o f  the  money market c r i s i s  i n  



1981, many companies fa i led .  A t  t h e  end o f  1.983, there were reported t o  be 
some 200 companies operating. The c o n t r i b u t i o n  t o  the  f inanc ia l  sector was 
2.8 percent on the basis o f  t o t a l  assets a t  t he  end o f  1983. Investment 
companies are engaging i n  i nvest i  ng, re inves t i ng  and t rad ing  o f  securi ta/es. 
They are regulated by the Investment Company Act of 1960, which was enacted t o  
r ~ g u l a t e  a c t i v i t i e s  o f  mutual funds. Fund managers are i n s t i t u t i o n a l  o r  
personal admin is t ra tors  o f  funds o f  p r i v a t e  pension funds, employees prov ident  
funds, o r  investment t r u s t  funds. 

C. SECURITIES MARKET 

This sect ion gives a b r i e f  desc r i p t i on  o f  the  two secu r i t i es  type c a p i t a l  
markets, namely the  bond market and the stock market. The cha rac te r i s t i cs  o f  
the  markets i n  t e n s  o f  t h e i r  sizes, k inds o f  instruments, and t rad ing  
a c t i v i t i e s  w i l l  be summarized. 

1. Bond Market 

The bond market i n  the  Phi 1 ipp ines consis ts  o f  t h e  government 
secu r i t i es  market and the p r i v a t e  bonds market. However, the  bond market has 
been dominated by the  government secur i t ies .  Pr iva te  bond issues have been, 
on the  other  hand, very 1 i m i  ted  i n  the Phi l ipp ines.  The most recent issue by 
p r i v a t e  corporat ions was the  debentures issued by the Paper Indus t r ies  
Corporation o f  the Ph i l ipp ines  (PICOP) i n  1977. 

The growth o f  the  bond market has been more o r  l e s s  along w i t h  the  
development o f  the government secu r i t i es  market, i n  pa r t i cu la r ,  t he  Treasury 
B i l l ,  and the Central Bank s e c u r i t i e s  markets. Since the  pub l i c  issue o f  
Treasury B i l l s  (TBs) i n  1966 w i t h  auct ion system, TBs have been most popular 
among the government secur i t ies .  TBs were introduced i n t o  t he  market so t h a t  
an e f f i c i e n t -  open market operat ion could be conducted by the  Central Bank. 
TBs p l  ayed a 1 eadi ng r o l e  i n  development' o f  the  bond and money market, u n t i l  
t7e in t roduc t ion  o f  the Central Bank C e r t i f i c a t e s  o f  Indebtedness ( CBCIs) i n  
1970. CBCIs are medium-term bonds l i t h  market compet i t ive coupon rates. 
Since then CBCI took over a leadins r o l e  from TBs i n  t he  government secu r i t i es  
market. 

Major Instruments 

The government secu r i t i es  compsi se three major groups, t h a t  i s ,  the 
nat ional  government issues, government corporat ion issues, and the Central 
Bank issues. A t  the end of May 1984, the  t o t a l  outstanding amount o f  the 
government secu r i t i es  issued through the Central Bank was P44,5 b i l l  ion, o f  
which the nat ional  government i ssues were p33.1 b i  11 ion; the  government 
corporat ion issues were P4.0 b i l l i o n ;  and the  Central Bank issues were P7.4 
b i t  1 ion. I n  addi t ion,  there were P5.8 b i l l  i o n  outstandi  ngs o f  DBP and LBP 
issues as of June 1984 which were d i  rect ' ly  placed. 

O f  the nat ional  government issues, the  l a r g e s t  share was taken by the 
various treasury issues, accounting f o r  more than 90 percent. The second 
1 argest share was claimed by Premyo savings bonds, b u t  they accounted f o r  on ly  



3 percent o f  the na t iona l  government issues. ' The outstanding amounts o f  
government corporat ion issues exce t f o r  the DBP and LBP issues were small 
compared w i th  those o f  the nat iona ! Treasury issues. Among them, issues by 
National Devel opment Company (NDC) and Nat ional  Food Au tho r i t y  ( NFA) were 
substant ia l .  The Central Bank i s s u s  cons i s t  o f  two kinds. CBCIs were 
meaium-term Lands, rnaturi ng i n  3-5 years. CB b i l l  s were short-term b i l l  s 
which were introduced i n  May 1984, t o  absorb the excess 1 i qu id i  t y  from the 
market. The ma tu r i t y  ranges from 7 days t o  210 days. 

The Primary Issues Market 

Most o f  Government secu r i t i es  are so ld through the Central Bank. 
b Although pub l i c  corporat ions are i n  general author ized t o  undertake d i r e c t  

sales o f  t h e i r  secur i t ies ,  the ma jo r i t y  o f  them op t  t o  u t i l i z e  the  CB sales 
network. Primary d i s t r i b u t i o n  o f  government secur i  t i e s  are made through 
subscri pt ion, negot iated sales o r  underwri ti ng , o r  auct ion methods. 

The government secu r i t i es  are i -sued normal l y  w i t h  the  predetermined 
i n t e r e s t  ra tes  except f o r  the recent  issues o f  7Bs and CB b i l l s .  The i n t e r e s t  
ra tes  have been kep: low f o r  most o f  t he  secur i t ies .  The Government has 
devised various measures t o  promote t h e i r  sales. However, because o f  t he  low 
i n t e r e s t  rates,  the primary issues market has been l i m i t e d  most ly t o  
commercial banks, and f i nanc ia l  i n s t i t u t i o n s .  They form a capt ive  market f o r  
these secur i t ies ,  bas ica l  l y  created by the  government regulat ions. 

Most o f  the government s e c u r i t i e s  are held by commercial banks and 
government f i nanc ia l  i n s t i t u t i o n s .  O f  t h e  FS0.8 b i  11 i o n  outstandi  ng a t  the 
end o f  1983, 36.0 percent was he1 d by comnercial banks, and 26.7 percent by 
semi -government e n t i  t i e s ,  most o f  which are government fi nanci a1 
i n s t i t u t i o n s .  The government t r u s t  funds cons is t ing  most ly o f  Bond Sinking 
Fund (BSF) accounted f o r  some 11 perqent o f  t he  t o t a l .  The p r i v a t e  non-bank 
i n s t i t u t i o n s ,  such as insurance compinies and t r u s t  departments o f  banks which 
cons t i t u te  a major p a r t  o f  i n s t i t u t i o n a l  investors,  accounted f o r  some 9 
percent of the to ta l .  Commercial banks and o ther  f i n a n c i a l  i n s t i t u t i o n s  hold 
government secu r i t i es  t o  f u l f i l  1 the  l ega l  reserve requirements. Many 
government s e c u r i t i e s  are made e l  i g i  b l e  f o r  the requi red reserves. Central 
Bank regulat ions provide t h a t  up t o  75 percent o f  the requi red reserves could 

w 
be held i n  the  form o f  cash i n  v a u l t  o r  government secur i t ies ,  wh i le  a t  l e a s t  
25 percent must be i n  the  form o f  deposits w i t h  the  Central Bank. Although 
reserve e l i g i b l e  government s e c u r i t i e s  are l i m i t e d  t o  those which ca r r y  
coupons o f  4 percent o r  1 ess, t h i s  gives comnercial banks an incent ive  t o  ho ld  
government secur i t ies ,  A t  the end o f  1982, near ly  30 percent o f  government 

e secu r i t i es  he1 d by commercial and t h r i f t  banks were f o r  the reserve purpose. 

There are o ther  features which are intended t o  promote the sales of 
government s e c u r i t i e s  t 3  the f i  nanci a1 i n s t i  t u t i  ons. They a re  a g r i  /agra 
e l  i g i  b i  1 i t y  , i nsurance reserve e l  i g i  b i  1 i t y  , and tax  exemptions. Each o f  -these 
features are added t o  p a r t i c u l a r  issues depending on the  cha rac te r i s t i cs  of 
each issue, such as purpose o f  f inancing. - 



Secondary Market 

Because o f  the low coupon rates,  the  secondary t rad ings o f  the 
government secu r i t i es  have been domant except f o r  a few issues, such as 
Treasury b i l l s  and CBCIs. The secondary market o f  government secu r i t i es  has 
developed a1 ong w i t h  development of a dealer  network. A dealer network was 
formed under the organizat ion ca l  l e d  Nat ional  Associat ion of Government 
Secur i t ies  (NAGSO), soon a f t e r  the  i ncep t i on  o f  the  Treasury b i l l s  f l o a t i n g  i n  
1966. NAGSD was composed o f  f i v e  commercfal banks and two investment houses 
and was accredi ted by the Central Bank t o  form a nucleus o f  the TB markzt. 
A1 though i t s  a c t i v i t i e s  grew a t  the beginning, the a c t i v i t i e s  slowed down and 
eventual ly ha l ted  i n  the wake of t he  government p o l i c y  t o  a l low government 
i n s t i t u t i o n s  t o  p a r t i c i p a t e  i n  the auct ion o f  TBs d t  lower discounts and 
higher volume. I n  the years from 1974 ti 11 1981, no promotional e f f o r t s  were 
made by the government f o r  the sales o f  government secur i t ies .  I n  1981, the 
government renewed an e f f o r t  t o  promote the  sales, and i n  1982 a new network 
o f  CB-accredi t ed  government secur i  ty dealers ( AGSD) was formed, cons is t ing  o f  
12 banks and investment houses. The number o f  accredi ted dealers increased t o  
15 by 1983. 

The transact ions o f  government s e c u r i t i e s  i n  the secondary market 
became very ac t i ve  on l y  i n  the pas t  few years. The t o t a l  secondary 
t ransact ions among the accredi ted government s e c u r i t i e s  dealers were P60:3 
b i l l i o n  i n  1982 and P51.08 b i l l i o n  i n  1983. 

1 

Treasury b i l l s  were most heav i l y  t raded acfount ing f o r  about 47 
percent o f  the t o t a l  t rad ing  vol  me.. CBCIs, accounted f o r  10 percent. 
Ma jo r i t y  o f  secondary market t ransact ions were i n  short-term and medium-term 
secur i t ies ,  and no t  i n  long-term bonds. I n  addi t ion,  a substant ia l  amount o f  
transactions have been made on a repurchase agreement (RP) basis. Figures on 
transactions outside the AGSD network are no t  ava i l ab le  bu t  it can be assumed 
sa fe ly  t h a t  AGSD market cons t i t u tes  the most o f  the  whole secondary market. 
Since 1 a te  1983, secondary market t ransact ions decl ined s i g n i f i c a n t l y  because 
of the f i  n a x i a l  c r i  s i  s. Consequently, F inancia l  i n s t i t u t i o n s  which want t o  
ho ld o r  d ives t  government s e c u r i t i e s  i n  p a r t i c u l a r  TBs and CB b i l l s  make 
d i r e c t  t ransact ions w i t h  the Central Bank, Moreover, dealer  f inancing through 
the Central Bank has no longer  been ava i l ab le  s ince l a t e r  1983, which has 
brought dealers market a c t i v i t i e s  t o  a near s tandst i1  1. 

Corporate Bonds 

There are few corporate bonds which are p u b l i c l y  placed. As o f  August 
1984, only PICOP conver t ib le  debentures are l i s t e d  on the stock exchanges. 
Most o f  other corporate bonds are p r i v a t e l y  placed. The d e t a i l s  of the 
p r i va te  placement market are no t  avai lable.  

2. Stock Market - 

H i s to r i ca l  Development 
- 

The Ph i l i pp ine  stock market s ta r ted  i n  1927 when the Manila Stock 
Exchange was i ncorporated as a vol untary non-profi  t organizat ion patterned 



a f t e r  the New York Stock Exchange. I n  the p r e - ~ o r l d  War I 1  days, the stock 
market a c t i v i t i e s  were heav i l y  dependent on the so ld  p r ice ,  because the  
Phi l ipp ines was one o f  the main suppl iers  o f  go ld a t  t h a t  time. For example, 
the devaluation of the  U. S. do1 1 a r  on January 31, 1984, which increased go1 d 
p r ices  from $20.66 t o  $35.00 per  ounce, boosted s e c u r i t i e s  t rad ing  as we1 1 as 
the a c t i v i t i e s  i n  go1 d mining. 

A f te r  the  war, however, a f i x e d  p r i c e  on go ld  against  r i s i n g  
production costs ru ined gold mining as a major i ndus t r y  and a t  the same t ime 

I 
dmpened a c t i v i t i e s  a t  t he  stock exchange. However, t he  sharp r i se i n  copper 
p r ices  rev ived t rad ings a t  the exchange i n  t he  mid 1950's. The average stock 
p r i c e  o f  mining shares ( t he  mining average index) went up from 85.10, i n  March 

q 1954 t o  426.28 i n  March 1956, although i t decl ined t o  107.40 i n  March 1958. 

Around t h i s  time, i ndi v i  dual and i n s t i t u t i o n a l  investors  were 
impressed by the growth o f  i n d u s t r i a l  a c t i v i t i e s  i n  the economy and became 
increas ing ly  in te res ted  i n  i ndust r i  a1 shares. Thi s supported the  growth of 
the stock t rad ings fnr ther .  From 1958 through 1959, a sudden r i s e  i n  
comerc ia l  and i n d u s t r i a l  average index took p lace as mutual funds and o ther  
f inanc ia l  i n s t i t u t i o n s  entered i n t o  t he  market. But  t h i s  sudden in fus ion of 
funds i n t o  the market which was s t i l l  t h i n  i n  te rns  o f  ava i l ab le  secu r i t i es  
eventual ly l e d  t o  the  downfall o f  mutual funds. 

The stock market showed some ac t i ve  t rad ing  a f t e r  t he  mar t i a l  law i n  
1972, when a couple o f  measures were taken such as reduct ion o f  t ransact ion 
tax r a t e  from 2 percent t o  1/4 percent. The subsequent favorable economic 
s i tua t ions  brought about by the increase o f  copvzr p r i ces  ushered i n  a great  
c y c l i c a l  b u l l  market i n  1973-74. The l a s t  boon i n  the market came i n  1978-79, 
when expectations o f  domestic o i l  product ion were a t  t h e i r  peak. Since 1980, 
the Ph i l ipp ine  stock market's per fomanre has been depressed, due t o  
continuous d i  sappoi n t i  ng developments: f i r s t ,  t he  boom i n  comn3di ?y p r i ces  
ended i n  ea r l y  1980, second, the of 1 exp lo ra t ion  almost ended up w i t h  
disappointment o f  investors. The stock market cond i t i on  has continued t o  
worsen since the pol  i t i c a l  c r i  s i s  i n  August 1983 fol lowed by an unprecedented 
f i  nanci a1 debacle through most o f  1984. However, since the  February 1 986 
revolut ion, a renewed confidence t h a t  the .new government has created has had 
i t s  i nv igo ra t i ng  e f f e c t s  on the country 's  stock markets. Pr ices of t c t i v c l y  
traded issues are exper: enci ng r a p i d  uptrends, and a growing new i n t e r e s t  i n  

b o i l  issues have become evident. A growing number o f  new companies h2v2 been 
l i s t e d  a t  the stock exchanges. Much o f  the present b u l l i s h  a c t i v i t y  i q  the  
stock market can be t raced t o  heavy buy1 ng from i ns t f  t u t i o n a l  buyers as we1 1 
as from foreign groups, which have been gradual ly  accumulating a p o r t f o l i o  of 
selected min i  ng i ssues and commerci a1 -i ndus t r i  a1 shares. 

The Operation o f  the Stock Exchange 

The Phi 1 i p p i  nes has three stock exchanges, Manil a Stock Exchange .(MSE) 
establ ished i n  1927, Makati Stock Exchange (MKSE) establ ished i n  1965, and 
Metropol i tan S 9 c k  Exchange (Metrex) opened i n  1 974. Metrex has remai n e d  
defunct almost r i g h t  a f t e r  i t s  incept ion. As o f  the end o f  1983, the issues 
1 i s t e d  on the stock exchanges numbered soma 200. A p res iden t i a l  decree issued 



in 1973 provided that a share 1 isted on one stock exchange should 
automatically be 1 isted on other stock exchanges. A t  the end of 1983, the 
total market capital ization of the two exchanges was PI 8.2 bi 11 ion.  

The Primary Market 

The size of the primary issues market increased rapidly in the early 
1970s, reaching PI 9.9 mill ion  i n  1976, b u t  has  been declining since then. In I 

1982, the total amount of new issues was PO. 57 mil lion. Most of the issues of 
a1 ready esttbl i shed companies are r i g h t  i ssues a t  par t o  existing 
stockholders. Since early 1986, new companies have been 1 i sted on the - 
country f s stock exchanges, resulting i n  a renewed uptrend i n  primary issues. - 

C 

Other Features 

Several stocks are listed on the New York and the Hongkong stock 
exchanges. The listing, on the New York stock exchange (NYSE) dates back to 
the 1930s. Four shares 1 isted on NYSE are Benguet Corporation, Atlas Mining, 
Mari nduque , and PU)T. 

Foreign nationals may purchase shares of most of the companies. The 
companies issue two classes of shares. Class A shares may be purchased only 
by the Phil ippine nationals, while Class B shares may be purchased by foreign 
n a t i  onal s. 

0. THE WORKINGS OF THE CAPITAL MARKET 

The function of the capital market i s  to match the supply of and demand 
for long-term funds, mainly utilized for investment purposes. Two major 
segments of the capital market, namely the bonds and equity markets, have been 
described. This section describes and analyzes the demand for funds from the 
corporate sectors, the interest rate structure which i nf 1 uences the f! ow of 
funds, and the money market, which i s  to underpin the function of the capital 
market, mainly by a id ing  the efficiency in the tradings. 

1. Corporate Finance 

Corporate financing practices reflect the corporate management 
practices and the conditions of the capital market. In the Philippines, many 
corporations are s t i l l  family oriented entities,  where the control of the 
management i s  closely he1 d w i t h i n  the families, or a group of individual s. 
Thi  s characteri s t ic ,  combi ned w i t h  1 ess devel oped condi ti ons of the capi t a l  
market, leads to a h i g h  dependency on debt financing. Furthermore, many 
corporations with long-term capital needs i n  domestic currency often depend on 
the forei gn exchange borrowings. 

P h i  1 ippine corporations may be classified i n t o  four groups according 
t o  their capital structure and management style. The f i r s t  group i s  
government owned corporations which are enjoying 1 iberal access to the 
long-term funds from the govermnent. Their f i  nanci a1 conditions however, vary 
from well performing ones t o  loss making operations. Most of them are 1 arge 



enti t ies wi t h  substantial capi tal investment.' The second group i s 
joi nt-venture companies between Phil ippi ne and foreign capital. They are 
often bettar and professionally managed than domestic companies. They are 
a1 so 1 isted i n  the h i g h  ranking category in the top 1 ,000 corporations of the 
Business Day listing. Among the domestic private corporations, there are a 
good number of companies, which are well managed, and have good performance 
records. They fonn the third group. Many of them are public corporations 
listed on the stock exchange. They have grown o u t  of the traditional family 
oriented management style, i n  the course of corporate growth. The fourth 
group consists of generally small, family oriented traditional companies. 
They depend heavily on the financial resources of the famil ies o r  friends for 
expansions. This 1 imits their growth within their own means. These 
corporations are also difticul t t o  discern from private proprietorship. 
Owners often place their interests above the growth of corporations. 

Many Phil ippi ne corporations have high dependency on debt i n  their 
capital structure, or the h i g h  debt-equi t y  ratio i s  prevalent. Debt-equi t y  
ratios was 4.66 on average of the top  1,000 companies in 1982. The average 
ratio was 2.33 i f  financial institutions were excluded. However, the ratios 
vary quite widely among corporations. In  fact,  there are many companies even 
i n the t o p  1,000 group whose debt equity ratio exceeds 10.0. 

High debt-equity ratios are consequences of many factors. Because of 
family oriented management practices, their access t o  the equity capital i s  
limited. Banks are not hesitant to extend credits, when there i s  personal 
guarantee, even i f  borrowers have high debt-equity r a t io .  The h i g h  
debt-equity ratio makes the corporations extremely vulnerable t o  the adverse 
external conditions. In 1982-83, high interest rates and 1 ow demand for their 
products doubly and severely hi t  these corporations. This also had damaging 
effects on the financial institutions which had extended credits to these 
companies. 

Close family control of many corporations also generate a few negative 
impacts on the corporate sector growth. First, a s  mentioned earlier, their 
unwillingness t o  go public limits the access t o  the equity market, which 
restrains the growth of the corporations., Second, many corporate owners, who 
are a1 so managers, p u t  their personal interest above t h a t  of the 
corporations. This often leads t o  h igh  dividend payout ratios, reducing the 
growth of capital base of the corporations. This a1 so makes the corporate 
owners o p t  t o  rely more on debt financing as discussed. 

Many corporations often depend on foreign capital markets for their 
debt-financing. This i s  especially common among 1 arge, we1 1 establ ished 
companies. Since most of their revenue bases are in domestic currency, this 
practice tends t o  increase the foreign exchange risk. This i s  in fact one of 
the remote causes of many corporations facing financial difficulties since 
1983. The underdeveloped stage of the domestic capital market i s  the main 
underlying factor t o  cause thi s i rregul a r  practice. 



The corporat ions i n  the Ph i l ipp ines  tend t o  borrow s h o r t - t e n  t o  
finance' I ong- ten  investment. Thi s i s  p a r t l y  due t o  the  h igh i nteres t  r a t e  
s i t u a t i o n  where borrowers are hes i t an t  i n  en ter ing  i n t o  the  l o n g - t e n  
contracts  a t  high i n t e r e s t  rates. The l i q u i d i t y  r a t i o ,  namely cur ren t  assets 
t o  cu r ren t  1 i a b ~ l i t i e s ,  o f  non-f inancial  corporat ions was 1.01 i n  1982, and 
those of many corporat ions were below 1 ;00. Ideal  l e v e l  i s  normally 
considered t o  be 2.00. Among the indus t ry  groups, ag r i cu l t u re ,  e l e c t r i c i t y ,  
gas and water, mining and quarry i  ng , transpor ta t ion  and comnunications a1 1 had 
the average l i q u i d i t y  r a t i o  of l e s s  than one. a 

2. The Money Market . 
.# 

The money market i n  the P h i l  ipp ines i s  wel l  developed i n  t e n s  o f  t he  
v a r i e t y  o f  instruments avai lab le,  the l e v e l  o f  a c t i v i t i e s ,  and the extent  o f  
market par t i c ipan ts .  The market was given an impetus f o r  development i n  the 
e a r l y  1960s i n  the wake o f  peso devaluation. Commercial banks s ta r ted  an 
interbank c a l l  market t o  respond t o  the r a p i d l y  changing f i n a n c i a l  
s i tuat ions.  It was i n  1965 t h a t  t he  money market w i t h  p a r t i c i p a n t s  from 
outs ide the banking system was introduced. The market developed qu i te  r a p i d l y  
because i t  was outside the regulated i n t e r e s t  r a t e  regime. I n  the 1970s, the  - 
money market development was placed under the con t ro l  o f  t h e  Central Bank, by 

- the i ntroducr ion o f  Investment House Law, the system o f  quasi-banki ng 1 icense 
and the deposits subst i tutes.  Under these new system, the  market f l o u r i  shed. 
However, the h igher  i n f l o w  o f  funds i n t o  the market . forced i t  t o  f i n d  i t s  
out1 e t  inc reas ing ly  i nto companies o f '  rnargi nal o r  even doubtful qua1 i ty. This . 
1 ed t o  the eventual downf a1 1 o f  the market i n  1981 wi t h  the  Dewey Dee case. 

The Ph i l i pp ine  money market consis ts  o f  the  fo l l ow ing  segments: ( i )  
i nterbank c a l l  money market; (i i ) Central Bank C e r t i f i c a t e s  o f  Indebtedness 
(CBCI) ; ( i i i )  Treasury B i l l s  (TE) ; ( i v )  Promissory notes issued by banks and 
quasi -banks; ( v) repurchase agreements ; ( v i  ) c e r t i f i c a t e s  o f  assignments; 
( v i  i )  c e r t i f i c a t e  o f  pa r t i c i pa t i on ;  and ( v i  i i )  commercial papers issued by 
non-fi nanci a1 i n s t i  t u t i  ons, and f i nanci a1 i n s t i  t u t i  ons w i thou t  quasi -banki ng 
( QB) 1 icenses. Par t i c ipan ts  i n  markcts ( i  1 -( i i i ) are banks and non-bank 
f i nanc ia l  i n s t i t u t i o n s  and pa r t i c i pan ts  i n  markets ( i  v ) - ( v i i  1 are these 
i n s t i  t u t i ons  p l  us non-f i  nanci a1 corporations, both p r i v a t e  and pub1 i c ,  
i n s t i  t u t i ona l  investors,  and i nd i v idua l  s." 

The interbank c a l l  market i s  by f a r  the  largest ,  fo l lowed by the 
promissory notes market. These two combined account f o r  over  80 percent o f  
the money market tran'sactions. Compared w i t h  them, t ransact ions of CBCIs and 
TBs are very 1 ow. Since the outstanding amount' o f  promissory notes i s  small e r  b 

than those o f  CBCIs o r  TBs, t h i s  a t t e s t s  an i n a c t i v e  secondary market of these 
government secur i t ies .  I n  terms o f  par t i c ipan ts ,  commercial banks are a1 so 
the most ac t i ve  par t i c ipan ts ,  fo l lowed by investment houses. I n  add i t ion  t o  
the t r a d i t i o n a l  use o f  the funds mobi l ized by the Govermnent and f inanc ia l  
i n s t i  tu t ions,  secu r i t i es  dealers use the market t o  f i nance t h e i r  inventor ies.  



This menorzndum has been 
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P h i l i 3 p i n e s .  



III . Benefits of Lye 1 3  ?=om=................... 8 

2. Consequenczs f o r  t \e  Phil ippine 
econcnic recavery p r o ~ z m . . . . . . . . .  8 

Beduction of  future new 
scney requirements ................ 9 

B e l c t i o n s h i p  t o  e x i s 2 i n g  debt/ 
e q u i t y  convers ion  p r o g r m . . . . . . . . .  9 

Ta t3e  Z x F s t i ~ g  commercial Bank 
Creditors of the Philipgines ............ 
1. S i - i f  i c a n t l y  h ? r o v e d  debt 

sszvice flows. . . . . . . - . . . . . . . . . . . . . .  



Mcrch 2 7 ,  1987 

Fhilbg&e So=zowers owed to' comnercial b U .  

settle w e n t  intere~t~payments on Philippine p e l i c  

sector externzl d&t covered by &he "1987-92 Zinzncing 

package. The Gave-merit intends tkougn & a s  progrzm t o  

conserne its fore im currency reserves i n  unounts 

corres~on~ing to c p o e i c n  of these air==nt debt serv ice  

The te-ms of &he new debt irs'trusnen'rs (PINS)  that 

.. will be used t o  fund these hterest payments will be 
. 

desimed to encourage' &he holders t o  redeem the insLzen'cs  

promptly ceter issuznce'for their full face  value in 

P h i l i ~ p h e  Pesos in order t o  fund epptoved equity 

investments i n  the P'nilippines. _PINS will therefore allow 

Govezluaent t o  fund cuzzent h t e r e s t  payments due in 



f-.;.ceiq~l C-ency -rcush +'ne lssuence of debt ir.stru=rrents 

TZNs L-e des iwed  t o  a-kleve &&ese o b j  eckives Sy 

b y  the new 3!1ili30ins d&= conversion a d  t h e  

ac t i ve  secanda,~ s~-ke': i n  a s  &<ading of Phi l ippine  

ex=enal B e t  obl igz t ions  . 
. . 

A PDilisoine Investaent Note will be a non-interest  
s 

bezrhg, f o r e i p  c - c e n c y  denoniiicted obl igz t ion  o f  t h e  

Tne cietails of '&is prograa  L-e set. out i n  Cezltral SEnk 
C i r c u I . ~ '  1111, dated Augus-L 4 ,  198  6, e n t i t l e d  113=ogrslp 
f o r  t h e  Canversion of Philipsine Extenal Debt Into. 
3qui-L~ Inves tzentsN . 

2J The proposed descript ion of PINS contained in *is 
memorzndum mcy be adjusted i n  ce-rain respects  when +he 
d e f i n i t i v e  Centrzl 3& circulaz describing t h e  PIN 
prcsran is issued. ' 

i 



Philippines 

the 

PINS w i l l  be .L"reely 

PINS w i l l  not suS j e c t  

p r i o r  for face 

F h F l i ~ p i n e  3escs In order t o  2 n d  za eqi-Ly inves'csent 

undaz CiZ-culzr 1111. N o  fees w i l l  be cssessed by the 

The ?hilip_~Lne Govement zn%icipaLLes that it 

w i l l  froa time issue l imited  

these issuznces of P n s  w i l l  cohcicie  w i t h  the intezest  

payments due 'under the Philippine public sectqz. 

Restzxctu=ing Asraements end the $9 25,000,000 Credit 

A-eenent dzted cs of Mzy 20 ,  1985. The Government 

inten- to  use the forei-  c.~zrzincy proceeds from each 
' <  

scch lssucnce 02 PINS- t o  fund a portion or' the current . 

in teres t  2nounts pyabl;  under these Agreeznents. 



In this umy.ner, the Gove=raent e m e c t s . t o  reduce 

sigxffFc=tly the n a t  czll upon its f o r e i p  exchznge - 
resenes ~ e p r e s ~ t e 5  by tke  need t o  mzke c c e n t  ex2ezzzl 

debt  sezvica gepsnts on cmnerz iz l  bznk debt o f  gcSllc 

Pods will be of fezed  for s c l e  ct a 2iscauai Zzoa 

Gove-ezz w i l l  hzve regzrd to &he l e v e l  of inves-aent 

time 

issued, a d  t a  '.&e prevciling secondezy nr-ket d i s c a ~ ~ ~ t  

for other F2ms ef ,PhlliggFne public sector  e x k e n z l  

c i e j t .  P D s  may. be issue6 &*ougn 

For several be l i eves  

w i l l  the vehic le  f o r  

equi-ly iaves-ents i n  tSe Philippines tkrough t h e  debt t o  
> 

equity canversion p r a v z a  s e t  out in C i r ~ ? a z =  1111. 

F i r s t ,  P X N s  are Listrments e q r e s s l y  intended ko be used 

i n  caimecticn wiAA dP"-L/'e@ty c=lnversicn tr~nsactions 

c 1 .  The nos in r l  gapen= texs of a PfN 

(non-interest be-ing ; six year b u l l e t  repapent)  zre 



del iberate ly  intended 20 render the frst=.lzments less 

i ~ s u ~ c a ,  a. result Gavemen2 wishes 20 encocaye i n  
4 order t o  accelezcte e@.ty investxtsnt in +&e T h F l l ~ g ~ e s .  

on c rqulzr bzsis, with ciue regcrd foz prevcil ing n ~ - k e t  

will cllow' the Gove-ent t o  &jus t  the apgrogr i i te  level 

:. of origincl i s sue  2iszount from t h e  to t b e  i n  crder t o  

mzximize t h e  czsh ~ r o c e e &  t o  -e P h i l i ~ p i n e s  resu l t ing  

tram ecch PIN issuznce, w h i l e .  creaking a, s u i f i c i e n t  

incentive for new investment i n  l i g h t  of t h ~ n  pr&cil ing 

=ket conditions. .. . 

Third,  because investments funded L&vough PINS 

woltld not c a z  fees under C F r d c  1111, PLNs should - 
L- ~ a d e  in *e c u ~ e n t  secandary mzrket a t  l e c s t  5-10% above 

3 

t h e  price of general res'lructuzed Philippine public sec tor  

crsdi'ss .2/ 

C i r c u l c  1111 c u k e n t l y  spec i f ies  e 5% flat fee for 
Scheeule 2 Invesaen t s  (i. e. investaents in prefeXed 
sectofs  of &he economy such 2s expoe production), and 
2 10% Zlat  fee f o r  schedule 3 1nvesj&& 



Finzl ly ,  apzrt from prit?.ng considerat ions,  PINS 

wi l l -be  e t t zac t ive  t o  5inzncFel Fa te r sed ia r ies  ac t i ve  i n  

&&e secondc-zy tzzding or' sovereiqa creelts -d t o  their 

c l i en2s  Tor zno'der inpo-zat recsoc. Unlike e x i s t i n g  

basis i n  Lhe seccnSa,-y market, l Z N s  held by s? f i n m c i a l  

at *e ~ z e c i s e  t b e ,  a i d  in the prec i se  zznoun%, requized 

by i n v e s t o r .  Tbere w i l l  be no need t o  negot ia te  

re s t=uc*~~ed  c r e ~ i t s  ( including o b t z h h g  t h e  consents of 

t h i n g  \znc~.Lrinties and exgenses t h a t  a=tend the 

negotiated ptxchcse of r e s t r u c t ~ r a d  c r e d i t s  in t he  

B. O a e r a t i o n ~ l  Mechanics 

Tie operat ional  mechanics f o r  implementing the 

PIN groqzun w i l l  be ke?t a s  st=eightforwcrd r s  possiLle 

znd w i l l  be set out in d e t a i l  in a forthcoining Central  

B u r k  CkmQar. 

For a&inFstrzkFve convenience, it is  zn t ic ipa ted  
' . 

tbz': ?INS would be recorded i n  a book en-Lry format by the 

Centrzl B U ,  wiLth physical  ceAi2ica tes  avz i l z3 le  upcn 

request  by c holder .  aecause it is  not  q e c t e d  t h a t  PINS 

will be outstznding f o ~  any s ign i f i cdn t  time prior t o  

redemgtion, the Government does not expect that holders  



w i l l  request physic21 c s A l f i c a t e s  i n  t h e  n o n z l  cauzse. 

PINS may be redeemed by "&e holeers f o r  the i r  

f u l l  equivalent (ca lcula ted  

rates grevai l ing  on khe d ~ t e  oE r edeqk ion )  on t h e  closing 

oh" c o m e r s i o n  

t e l e x  notice 

The l e g a l  t e x t  w i l l  set out 

Tnis t e x t  w i l l  conkah:  - 
unconditioncl 'obl igat ion on the  pc* of 

Cent=&l Bank t o  pzy 2 sperifiee cnottrlt of. 
foreign'  c=sncy t o  tb reg i s te red  hol&r of 
'he ?IN on +he date six yeazs fol lcwia5 &he 
e a t e  oP issuance; 

(ii) an unconeitional guzranty of -a Republic of - 
the Fhilippines;  and 

E ccnZLzaLLion that 'Ae ins+-went is 
redeeaable a t  any time f o r  its 2i1 faze 
value in Phfl ipgine Pesos (ca lcula ted  at . 
exchznge r a t e s  prevai l ing  on the  date of 
redemption) in order t o  Ftlnd an aggroved 
equi ty investment under Circular 1111. ' 

Each XesAmcturing Agreement simed by c 

1986, khe U.S. $925,000,000 Cre2 i t  Agreement OF the 

C e x k z z l  B U  dated cs of Mzy 20, 1985, w i l l  be amended t o  
' .  

provide a mechanism under which i n t e r e s t  pa id  t o  zny . 

c red i to r  tmder those ~g re smen t s  on an i n t e r e s t  payment date 

mry, upon ins-&aceion Ltom the. czedi tor ,  be debiked by the 

Centzal Bank a d  cpplied toward t h e  pur~has ' e  of  PINS t o r  



inves-ent i n  ?hll.i??lnes, o r  t r zns fe r red  t o  t h i r d  

To t i e  extaa2 'kc+"' - a e  PIN prosran w i l l  allow 

Gove-rrz!ent t o  fund in the secondzry mEket a p o e i o n  of 

cuzreik inkerest  paynnn& &ue on j u S l i c  sec to r  debt, PINS' .. 
w i l l  canserve f e z  'he Philigpines a s u b s t z n t i ~ l  moun t  of 

fcrelqn exchcnge over the ten oi &be r e s t r u c t u r h g  

packzge. 3 

2. Consequences f o r  -e Ohllipgine econozic 
recovery a r a s z n  

The P h i l i p ~ i n e  econosic recovery pr0-a  w i l l  

benef i t  by &he ?IN pra-za in t v o  res3ects .  F i r s t ,  t h e  

cans-ation OF fozeim exchnge refezed to &ove w i l l  . 8 

helg 'he PhUipgines fincnce its fu tuze  ecsnoaic recove-.y 

Z r o a  its oTm f o r e i m  ex&znge resouzces. Secmd, the Peso 

proceeds of erch PIN r'edemption w i l l  be applied t o  fund 



squiky investments  i n  gzojec ts  m ~ r o v e d  by t h e  Mone2zry 

&a~,lef ore  i n t o  

srajec t s  tha t  v i l l  acre lz=r te  saxad econcaic recovery, 
8 

-y exkncl  f i n a c i n g  qz3 &hzt -he Philhaines - - 
nry e e r i e n c e  i n  the futuze w i l l  be a l l e v i c t e a  by the  

f o r e i m  exch=ge t h a t  -be corrr.k.zz w i l l  c o n s e n e  "bough t h e  

rzsw =or?sy "&rt xzy be ==@red -Lo F i l l  fut=e Zbzncing 

g q s  . Moreover, unl ike a conventioncl new aoney borrowing, 

P a s  v i l l  not cd2 t o  'he country's skozk oP exkemc?, debt 

( b e c a s e  PINS w i l l  be cissigned foz  conversion i n t o  equi ty 

The Government hcs been t o l d  by i n s t i t u t i o n s  

ac t i ve  in the secondrcy =ket *at t h e r e  is a r e l a t i v e l y  

sczzce supsly of c r e d i t s  zvc l l a3 le  t o  f u e l  Fhi l i?gine 

d&t/equfty *asact ions .  The ic t roduct ion  OF new 

hsL,xiner.ts ( 3 3 s )  e-zessly des imed  f o r  &&is puzzose 

should he19 c l l e v i a t e  the cuz=ont s h o e a g e  of c r e d i t s  ': 

cvci lzble  f o r  conversion. 

3. To the  3 x i s t h g  Coxznercicl B u i k  Czeditors 
of the Phil iunines 

PINS w i l l  have &the following important benef i t s  



fo= *e existing coimercizl burk cre2itors of the 

P E L i a ~ ~ e s .  

1. ~icnificantly buroved debt service flows 

first  t h e  be csed to reisea cbligatlors (?Ds) %at a r i s e  

de3t  s z h i c e  zelief e x p r i m c e d  by the PhFli~gines in 

coraection with c conventioncl d e j t / e q c i t y  canversion 

more iknited. 3esause -e prhcipcl unowt 02 the creciit 

hzve credit had 

When t h e  d e b t / e ~ i t y  conversion 

involves -e redm3tion of rh  b s t r s n e z ~ t  tha t  was issued to 
s 

fqmd c =en= intezest  peyasnt, however, 5he rasultirrg 

debt service reliei 

cesh 

foreiqn exchange c&enending to 'he cuzrent interest 
I 

pcyae,?', (=&her thzn u! existing grinciyl obligzt ion that 

has over long term). 



T h e  e t i o n  t h e  

econcmy r s s u l t i n g ,  in p&, Lrom (i) the co~se -a t ion  of 

Zo=eiyn c3zrrency co: res2onding t o  PINs znd (ii) &he new 

equity inveskments by z r i v a t a  i n v e s ~ o = s  c&ct w i l l  

u l t k e t a l y  be funded. with FINS,  should im?=ove &he 

Ohl l i=a iaes l  - - f o r e i v  exchznge earnings p o t e n t i z l  a d  its 

n e 2 h a  =o lcsg t a a  c r e d i ~ o I f L h i n e s s .  Thrrs, PINs w i l l  

faci l i tate  2 s i g n i f i c c n t  imyovesent  i n  the  csset q u 2 l i t y  - 
of the Phi l ipgine  pc;,follos held by *e c o w % r y l s  

- .  .. . coiiaerciel  bcnk c reCi to r s  .' 
IV. Conclusion 

me Gove~,~~ent of the Phi l ipp ines  re~ards the 

ilmple=entzttion of  t h e  FIN prowan  i n  canjuc; ; ion wiL& t h e  

c=ent c=mercicl bank f i n a c i n g  package cs i n  me mutuzl 

i n t a r e s t  02 both t h e  Phi l ippines  u r d  its comaercizl bznk 

c r e d i t o r s .  T h i s  rzurgement  r e s e t s  i n  ,no f i n m c i c l  - 
" . 

&szdvzatcge to tbe buiks, while conveyhg h e d i z t e  cnd . 

s i g n i f i c a n t  b e n e f i t s  t o  t h e  Phi l ippines .  It is, i n  s h o r t ,  

Phi l ippines  ret~1n t o  a sound f i n a n c i a l  I 

isyroved aedikvoiLiriness.  It zlso re_cresents p o s i t i o n  znd 

f i r s t  s t e p  Ph i l ipp ines  the 

voluatazy c a p i t a l  mrrk&. 
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I. uprkg&-Qvgyvigw 

A. The Economic Background 

Up to the end of 1986 the continuous contraction of the 
Philippine economy over the previous 11 quarters had brought 
real domestic product and incomes back to the absolute level 
of 1980 and the per capita level of 1975. 

The expressed goal of the Aquino Government therefore was to 
turn the economy around in 1986 and to establish a new 
growth path beginning in 1987. The goal was an average 
growth rate of 6.4% in real GNP from 1987 to 1992, or 4% per 
annum in real GNP per capita. 

The NEDA expected to achieve these targets with gross 
national savings rate averaging 2.1% of GNP. A gross 
domestic investment rate running 16.6% of GNP can produce 
the target growth rate of 6.4% per year if the overall 
average incremental-capital-output ratio (ICOR) for tbe 
period can be kept as low as P2.6 per peso of GNP growth. 

The historical level of the ICOR has been no lower tnaa 4 
and, in the years immediately preceding the 1983 crisis, hns 
been as high as 9. 

The maintenance of the planned level of capital efficiency 
will require two programs: 

o Heroic efforts to maximize the production and net added 
values from the revitalization of existing companies, 
and the employment of the stocks of. assets elready 
installed in the Philippine economy which, at present, 
are underutilized or idle; and 

o An enphasis on non-capitai-intensive modes of capital 
formation. 

With respect to the first, the Philippines had come through 
a long period of heavy capital spending. Particularly in 
the years following the establishment of an authoritarian 
regime in September 1972, fixed capital formation (at 
current prices) which had run at levels between 14% and 18% 
of GNP in the 1960s and was at 18% in 1972, jumped 
dramatically to an average of 26% of GNP from 1975 to the 
time of the 1983 crisis. Purchases of plant and equipaent 
alone averaged 13% of GNP during that period. 

In the nine years from 1975 to 1983, the Philippines 
imported $14 billion worth of capital goods, an average of 
$1.6 billion a year. 



But during that period of heavy investment, the annual 
growth rates of the economy in real terms went down 
continuously from 7.4% in 1976 to 6.9% in 1977, 5.8% in 
1978, 5.6% in 1979, 5% in 1.980, 4% in 1981, 1.2% in 1982, 
practically no growth in 1983 and continuous declines in 
1984, 1985 and the first three quarters of 1986. 

The financial crises that rocked the country in 1980 up tc 
1982 made it abundantly evident that some of the major 
capital investments of the period were non-viable for 
whatever reasons. The private companies were ending up in 
the books of private and government banks as nonperforming 
assets. The Government corporations were incurring 
increasing deficits that had become a major component of the 
GOP's own budgetary shortfalls. 

Over the same period, the annual current deficit of the 
country's balance of payments went from $176 million in 1974 
to a peak of $3.2 billion in 1982. By the time of the 
crisis following the Aquino assassination in August 1983, 
the total external debt of the country that needed to be 
rescheduled was some $23.5 billion. 

The peso dollar exchange rate went from an average of P7.25 
per dollar in 1975 to 7.51 in 1980, 7.9 in 1981, 8.54 in 
1982, 11.11 i m  1983 and then after the crisis, 'to 16.70 in 
1984, 18.61 in 1985, and up to the current level of 20.50. 
The peso lost 65% of its value in that period, and U.S. 
dollar liabilities incurred in 1980 ballooned 2.8 times in 
peso equivalent. 

With respect to capital intensity, it became evtdent as well 
that some of the major projects that were getting direct or 
indirect financing from the DBP and the PNB were undertaken 
not so much for the returns that could be gotten over time 
from the productive use of the.assets but for the immediate 
profits that proponents could get from the overpricing of 
hardware purchaaes abroad. With this motivation, there was 
therefore a tendency to maximize the imported equipment 
components of projects. 

These factors are responsible for the legacy that the Marcos 
regime has left the Aquino Government: 

o The external debt which had grown to $26.5 billion by 
1986; 

o The long catalog of nonperforming assets in Government 
as well as private financial institutions; 

o The empty government coffers. 



The legacy of the Marcos regime for individual companies was 
devastating: 

o companies' assets were systematically diverted offshore 
to private bank accounts or squandered on personal 
consumption; 

o companies' capital goods were overvalued or overly 
expensive for the size and scale of operations; 

o debt has zoomed because private companies' lenders 
passed on foreign exchange risks to them, and the 
decline of the peso could not be compensated for by 
increased prices; 

o inexperienced and inefficient managers drove companies 
into the ground with mismanagement; 

o market rigging schemes drove companies to the wall 
because they were not favored customers or lost markets 
and/or raw materials. 

Many private companies had to be bailed out of bankruptcy by 
the GOP; others are unable to meet their payments on bank 
debt and are now nonperforming assets on the books of the 
Philippine banks -- both government and private. Everywhere 
in the Philippines, new private investment depended on 
"cronyism" and not upon carefully analyzed, market-oriented 
investment opportunities. 

0 .  The. Effect upon Financial Markets 

In the period from 1965 to 1972, the country's financial 
markets had seen impressive development. An active 
intercompany call market developed with the intermediation 
of two new investment banks that opened in 1965. In 1966, 
the Government introduced weekly treasury bill auctions and 
a community of accredited government-securities dealers 
started to make active secondary markets in the bills. In 
1967, the first commercial paper issue was floated and for 
the first time, a negotiable instrument of a non-financial 
company became available for public purchase. The use of 
this grew so rapidly that in 1972, the Central Bank 
commenced studies aimed' at subjecting the dealership 
business to formal regulation. In periods when short term 
interest rates stabilized at reasonably low levels, new 
issues were placed in the capital market by underwriting 
syndicates and selling groups formed among the community of 
investment banks and stock brokerage houses. There were 
rights offerings, issues of convertible debentures and 
straight cormon stocks. 



In February, 1973, under the martial law regime, the first 
of a series of decrees to regulate investment banks and the 
dealership business, was issued. This defined a new 
category of nonbank institutions, the investment house, and 
amended the Central Bank Act to place them under Central 
Bank supervision. Shortly thereafter, a whole series of 
regulations were issued subjecting the on-balance sheet 
operations of investment houses to various constraints. In 
April, 1975, s Decree amended the Securities Act to define 
commercial paper as a security the issuance of which would - 

be subject to registration with the Securities and Exchange 
Commission. In June, 1977, a 35 percent tax was levied on - 
interest on commercial paper. 

The ambitious investment program launched by the Government 
from 1972, made it imperative that the allocation of 
financial resources come more firmly and directly under 
National Government and Central Bank control. Governor 
Gregorio Licaros assumed the aovernorship of the Central 
Bank at the beginning of 1970 when the Philippines went 
through its first debt rescheduling (a modest one compared 
to present magnitudes: the total external debt was only 
$1.6 billion, and the rescheduled portion was only $260 
million worth of maturities of the Central Bank's own debt). 
Under his administration, the Central Bank changed its role 
from being merely the manager of the monetary aggregates and 
the banker of last resort. It became in fact a major source 
of finance for the President's and the First Lady's 
projects. It built the Convention Center and most of the 
new hotels for the IMF and World Bank meetings in Manila in 
the mid 19709s, for example. In order to keep the level of 
net domestic assets on its balance sheet within the corset 
imposed by the IMF, the Central Bank took to using its own 
debt instrument, the Central Bank Certificate of 
Indebtedness or CBCI, instead of Philippine Government 
Treasury Bills, as the staple for its so-called operations. .. 
It was no longer in the keeping with Government and Central 
Bank strategy to allow a truly free financial market to 
continue to develop in the country. The management of 
interest rates to maintain yield curves that would induce 6 

private investors to invest in longer term securities, had 
no place in that strategy. The CBCIs were made eligible for 
all sorts of special reserves of portfolio allotments 
required by Central Bank Circulars of the commercial banking 
system. This ensured that whenever the Central Bank needed 
to offset growth in domestic assets necessary to finance 
some government project, it could always place additional 
issues of the CBCI in commercial bank portfolios. 



The groundrules for the operation of the investment house 
and the financial market dealership community, were made 
more and more onerous. And in July, 1980, the policy 
rigorously separating commercial banking and investment 
banking functions, a policy reinforced by the decrees of 
1973, were completely reversed, expanding the scope of 
commercial banks specially licensed as "Universal Banks" to 
include both investment banking and investment functions. 

From 1980 to 1983, the economy suffered a whole series of 
financial crises that affected commercial banks, investment 
houses, finance companies, thrift institutions, and some of 
the major industrial and construction companies of the 
country. Those crises caused the transfer directly to the 
Governinent and its financial institutions, of a significant 
number of the entities that are now the subject of the so- 
called privatization program. 

On August 21, 1983, the assassination of Benigno Aquino 
rocked the country. Given the succession of shocks and the 
distortions that had already weakened its financial system, 
the impact on the economy was disastrous. The flight of 
capital, combined with the suspension of the country's 
foreign credit lines, caused the country in October, 1983 to 
declare a moratorium on its external debts and to open the 
first of the series of restructuring negotiations. 

The financial reforms and stabilization measures that became 
necessary following the crisis entailed a devaluation that 
increased the peso price of the U.S. dollar by over 50%. In 
monetary measures to mop up liquidity. The Central Bank 
issued its own certificates of indebtedness at rates that 
went as high as 45% par annum and effectively killed all 
primary and secondary trading in equities. 

C. The Current Situation 

The April 8, 1987 report of the Central Bank Governor to the 
President which covered the fourth quarter of 1986 declared 
that the economy had finally turned around. In that 
quarter, real GNP grew by 2 percent as compared to 1.7 
percent in the third quarter. Real GDP jumped up by a 
healthy 3.3 percent. 

The last reading on the performance of the Philippine 
economy during 1987 showed that the signs of recovery which 
became manifest in the fourth quarter of last year have 
become a definite surge this year. The revised NEDA figures 
gave a final tally of GNP growth for 1986 of 1.5% (compared 
to declines of 3.8% in 1985 and 5.5% in 1984). 



Early returns on the economy from the NEDA and the Central 
Bank indicate that GNP growth for 1987 was running 5.5% over 
a year ago during the first quarter, and GDP 5.8 %. The 
figures are up from the fourth quarter of 1986 when GNP grew 
3.6% and GDP 3.3 X. And a definite turnaround from the 
declines of 1.1% in the first quarter of 1986 and 4.9% in 
the first quarter of 1985. Q 

The banking system remained very liquid and commercial bank 
quoted rates for savings and time deposits dropped 90 and 
170 basis points respectively. The interbank call loan 

1 

rates that reflect the excess liquidity position of the 
system averaged 4.7% lower during 1986 than the previous 
year. That liquidity has continued into this year. 

This year, during the first quarter, industrial production 
has grown 9.9 X in real terms, mining and quarrying 14.5%, 
construction 10.3% and manufacturing 9.7%. 

Agriculture grew at a slower pace this year, however. NEDA 
attributed this to the effects of the drought on corn, 
coconut and sugar cane production. 

Significant numbers of private businesses require large 
increases in investment due to severe undercapitalization, 
mismanagement, over-reliance on debt, and misallocation of 
funds . 
Restructuring is particularly critical in agribusiness. The 
COP'S nat ic$nal economic policy emphasizes agribusiness 
development as its highest priority. 

The restructuring of agribusiness investment, its expansion 
to meet domestic and traditional export needs, and the 

I' 

refurbishing of agricultural processing and distribution 
systems are all essential to the economic expansion the RP 
requires over the next few years. 

- 
The overall private investment has been at a low level in 
recent years. Foreign direct investment in the Philippines 
has been among the lowest of all major developing countries. - 
Average direct investment during 1981-4 for the Philippines 
was .2% of Gross Domestic Product, when the average for the 
major developing countries was eight times that amount, or 
1.65%. Only Turkey and Peru were lower. 



The only way that existing troubled businesses can be 
improved, dormant assets can be developed and non-performing 
and government-owned businesses can be resuscitatad is to 
recapitalize them and bring in effective managers. Much of 
the existing plant and equi2ment investment in distressed 
companies has not been carefully reviewed by experienced 
managers to ascertain its real value. The values of plant, 
equipment, facilities and the business as a going concern 
have not been audited by experts in the field. Rather, many 
reviews of sxisting businesses have been simply "desk 
audits1' without practical evaluations or "financial audits" 
without managerial reviews. 

A. Corporate Market 

There is a large market for financial and management 
restructuring services for Philippine corporations. The 
Philippine corporate sector encompasses four categories of 
companies: 

o Closed family corporat'iorrs 
o Public Filipino controlled corporations 
o aovernment owned/controlled corporations 
o Wholly owned subsidiaries or joint ventures 

controlled by multinational corporations 

The whole sector probably accounts for under 40% of the 
country's gross domestic product. 286 of the top 
corporations have over 50% of total gross revenues: 

------------------------------------------------------------ 
P Billions 1985 Gross Revenues 

Corporations Percentage (X) : Amount (P) 

238 Multinationals : 30% : P 118.50 
48 Government 23% . 90.00 

Other 47% 186.50 -------- -------- 
TOTAL 100% 395.00 ------------------------------------------------------------ 

The majority of the other corporations are family owned and 
controlled, only a handful being listed public corporations. 
The corporate sector suffered severely from the financial 
crisis of 1983. Total net income of the Top 1000 firms 
dropped from P7.52 billion in 1984 to P1.O1 billion in 1985. 
Of the 500 largest corporations, 74 lost money in 1984. In 
1985, the number increased to 104. By 1985, 20 of the Top 
500 corporations already showed negative net worth. 
Restructuring of many of these companies is essential to 
their long run profitability. 



Seecific Market for PAIICO's Financial Services - --------------------------------------------- 
Corporate clients for PAIICO would have the following 
characteristics: 

- 
o Corporations engaged in agriculture nnd/or 

manufacturing with strong growth opportunities, b 

but are highly leveraged currently. - 
h 

o Corporations with positive financial gross margin 
over previous years, and with low or negative, net 
income in the period 1984-6. 

o Corporations with good past financial performance 
with negative net worth in 1984/85 that would 
likely participate in an expanding economy. 

An examination of the client profile of the four categories 
of corporations -- closed family, public Filipino- 
controlled, government owned/controlled, wholly owned 
subsidiaries or joint ventures controlled by multinationals 
-- shows that the potential clients for PAIICO are likely to 
be sourced from the following: 

c&ose~--Eami&r--Gnr~o~aifnns* Closed family corporations 
experiencing financial difficulty may be induced to 
restructure to improve their position by bringing in outside 
investors - often foreign investment. A few, stronger 
companies may be willi,ng to list their shares on the stock 
exchanges. These corporations comprise the majority of the 
corporations in the country. 

Euklic EiLi~iio Controlledd C o r ~ o g ~ t & g .  Although public 
Filipino controlled corporations are ~ l r e a d y  listed in the 
exchanges, several of these firms have experienced financial 
and operational difficulties over the past few years. 

v 

G ~ ~ g ~ ~ ~ ~ ~ & , ~ ~ ~ s ~ L C o n t r o l l _ e , d - ~ g ~ ~ , o ~ g & & g g ~ .  Privatization of 
the government owned/controlled corporations that have been 
slated for privatization will yield a number of candidate 
clients for PATICO. PAlICO would represent potential buyers w - 
in structuring technical and financial assistance packages 
that would lead to new investment. 

Owned Subsidiaries of Multinational Cor~orltions. W h ~ l l ~ - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - -  -,------ 
These corporations are candidates for restructuring leading 
to public issue of shares as well as assistance in obtaining 
additional investment to reduce overleverage. 



The Top 500 corporations in the Philippines in 1985 (ranke'd 
according to gross revenue) range from the National Power 
Corporation with gross revenues of P19.4 billion in 1985 to 
St. Christopher S'eel Corporation with gross revenues of 
P117 million. Of the Top 500 corporations, 74 corporations, 
or about 20%, lost money in 1985. 

Arranging the money losing firms into industry 
classifications reveals that the following industries have 
been severely affected by the poor economic conditions: 

1. Gss$E&- In 1985, cement companies generally 
experienced losses. Eight cement companies in the Top 500 
firms registered negative net income, as follows: 

Atlas Cement Corp. Hi-Cement Corp. 
Iligan Cement Corp. Rizal Cement Corp. 
Pacific Cement Corp. Island Cement Corp. 
Floro Cement Corp. Republic Cement Corp. . 

Two of the above companies, Republic Cement Corp. and 
Pacific Cement Corp., are listed public firms. 

Cement companies are likely candidate clients for PAIICO. 
Cement production is strategic to the economic recovery of 
the country. Furthermore, several of the firms require 
equipment modernization to improve production cost operating 
efficiencies. 

2. --------me--------------w---------------------- Textile Production and Garment Manufacturing. Ten 
textile production and garment manufacturing firms 
registered negative net income 1985, as follows: 

Filipinas Synthetic Fiber Corp. Imperial Textile Mills 
Solid Mills Inc. Aris (Phil. ) Inc. 
Capital Garments Corp. Central Textile Mills 
Allied Thread Co. Bataan International 
Tag Fiber Corp. Garments 

Filsyn is a listed public company. 

Garment export is one of the top dollar earners for the 
Philippines, and these companiea need additional investment 
and marketing assistance to enhance their value to the 
Philippine economy. 



3. &grikgltgcg&,gnd Fogg-pggcessing. Given the i~2ortance 
of the agricultural sector, a small number of firms are 
included in the list of the Top 500 corporations. 
Agricultural corporations are generally small and medium 
scale operations. -?he agricultural and food processing 
firms within the Top 500 that posted negative net income in 
1985 were the following: 

Monterey Farms Corp. Century Canning Corp. 
Red V Coconut Products SMI Fish Industries Inc. 
Hilongos Development Corp. Blue Bas Coconut Corp. 
Frabal Fishing & Ice Plant Binalbagan-Isabela Sugar 

Co. 

4. Mu&ttinatiogslg. Poor economic conditions effected 
several multinetional firms. The multinationals that 
registered negative net income in 1985 were the following: 

Shell Gas Philippines Inc. Feerochrome Philippines 
Intel Philippines Mfg. Canlubang Automotive 
Manila Mandarin Hotel Resources 
Jardine Davies Inc. Singer Sewing Machine Co. 
Kodak Philippines Reynolds Philippines 
Nobel Philippines Data General Philippines 
TUX Philippines 

The above companies are all potential clients of PAIICO 
because of their difficult financial positions. The 
assistance given must be individually tailored to meet the 
needs of each company. The type of assistance given must 
include expert managerial assistance as well as financial 
engineering. PAIICO can provide such expertise. 

B. Other Market Segments 

The Philippine market has a number of specialized segments - 
which could merit PAIIC08s attention. Foremost among these 
are the companies being privatized by the GOP. These D 

companies are divided into two basic groups. 

Government of the Philippines (GOP) end private financial 
institutions require'aasistance in managing, restructuring 
and/or disposing of nonperforming assets (NPA8s). Some 
companies are managed by creditor committees which do not 
have the necessary expertise in business management to 
supervise NPA's; they need direct managerial assistance, 
usually coupled with some additional equity investment. 



There is a large market for this type of activity now. The 
Development Bank of the Philippines (DBP) has reduced'its 
size by approximately P60 billion in NPA's which have been 
transferred to the GOP. All of the Philippine companies 
owing the P60 billion are potential clients of PAXICO. It 
has been estimated that P10 - P25 billion in new investment 
is desirable to rehabilitate these companies. Those NPA's 
represent an enormous investment by the GOP and expert 
assistance is required to rehabilitate them. 

Estimates vary as to the total size of all of the NPA's for 
private banks, but i t  is clear that there is a huge and 
continuing market for PAIICO's services. 

A large proportion of the APT assets will be promissory 
notes of Philippine businesses with or without mortgages or 
other security. The APT plans to sell these notes to the 
highest bidder. Amounts offered by prospective purchasers 
of such notes will reflect the purchasers' estimates of the 
value of the underlying assets. A prospective purchaser's 
offer will also reflect the cost and delay in obtaining the 
assets through foreclosure. 

The purchase of a promissory cote with a right to foreclose 
will virtually require the concurrence of the present 
owner/operator of the business involved because otherwise, 
the purchaser merely will have bought a foreclosure law suit 
(a slow and expensive process) or a new negotiation with the 
ailing business' owner/operator to see how much the business 
can pay on the loan. 

In this situation, an institution such as PAIICO, which 
represents a potential buyer, is extremely important for 
potential Philippine investors. and is esse.Ptia1 for any 
foreign investor. Without a buyer-oriented institution, the 
APT will be pushed towards accepting whatever the existing 
owner/operator bids. 

The market for improved investment proposals among 
businesses and assets transferred to APT is as large as the 
APT portfolio. A representative list of assets currently 
being sold which totals over P16 billion for non-mining 
projects with identified amounts is attached as Attachment 
XI. 



A combination of financial engineering and managerial 
analytical capabilities is lacking among Philippine 
financial institutions. It is particularly noteworthy that 
existing Philippine capabilities to restructure existing 
ailing companies are extremely thin. A number of different b 

types of services must be combined to analyze investment 
proposals and place them with qualified investors. These 
include: 

- financial engineering capabilities; 

- managerial know-how; 

- equity placement power; 

- domestic and international market knowledge; and 

- business and equipment valuation expertise. 

No existing company provides a full line of these needed 
services in the Philippines on a sufficient scale to have 
any meaningful impact upon the market place, 

- The five universal banks are not sufficiently 
integrated and do not have enough expert 
personnel; 

- No investment house has the necessary broad 
financial capabilities, sufficient capital or the 
managerial/technical expertise; 

- Government agencies do not provide merchant 
banking/technical skills to private 
buyers/investors and have conflicts because of . 
many 3roblem loans and investments; and 

- Foreign investment bankers do not have the 
necessary managerial and technical expertise that 
is available directly in the Philippines. * 

C. Agro-Industrial Market 

Agriculture play a dominant role in the Philippine economy. 
(Because of certain sensitivities in use of the word 
"agribusiness", this paper will frequently use "agro- 
industrial" instead.) A study of business opportunities in 
Philippine agriculture and a specific proposal to mobilize 
private investment to take advantages of those opportunities 
is the subject of a companion paper. 



The companion paper outlines the needs, reviews the demand 
for private investment in Philippine agriculture, notes the 
dearth of long term capi"a1 available to private sector 
entrepreneurs for agro-industrial projects, prioritizes 
agricultural investment opportunities, recommends an 
investment strategy, and sets out a feasible approach 
through an agro-industrial venture capital company. 
Reference is made to it for a full discussion of these 
issues. 

It also should be noted that GOP economic policy is strongly 
oriented towards additional investment in agriculture as 
close to the basic producrion as is possible. In the 
meeting with Minister Ongpin on PAIICO, he strongly urged 
undertaking agricultural investments in the private sector 
on as decentralized basis as a possible. 

The agro-industrial investment strategy recommended in the 
accompanying paper is very similar to the strategy 
recommended for PAIICO. There is a substantial overlap in 
the markets involved, because many existing agricultural 
industries have the same' problems that the balance of 
Philippine industry has: disorganization, overreliance upon 
debt, management failures, inappropriately sized plants, 
foreign exchange burdens, etc. 

A significant component of the NPA's of private and 
government banks, and the Asset Privatization Trust are 
agriculturally related businesses, e.g. over 40% of the 
first 50 projects put up for formal sale by the APT were 
agro-industrial in nature. 

However, there is an additional category of agro-industrial 
projects that require the same type of services that are 
required in assisting the distressed industrial and 
commercial enterprises. Many agricult'ural enterprises are 
operating inefficiently, or are only marginally profitable, 
so that any downturn in prices is translated immediately 
back to the producer. The same kind of financial and 
managerial services that are applied to restructure ailing 
businesses can be applied to these marginal producers. 
PAIICO would be well placed to handle this type of demand. 
Bringing in more modern technology and production 
organization which applies those techniques already in use 
elsewhere can give Philippine agro-industry a tremendous 
lift in a relatively short time frame. 



In order to achieve success in the latter activity, i t  is 
essential to have financial backup. Most private businesses 
in the Philippines will have difficulty at this time in 
generating internal cash flow for investment purposes, as - 
well as be reluctant to move from traditional methods of 
doing business. Private investment cspital is necessary to 
achieve results. - 

However, there are two different time scales which are 
applicable to private investment in agro-industrial 
enterprises. One time horizon is similar to that of other .. 
industrial/commercia1 enterprises. In these cases, the 
company already exists and needs financial and 
administrative restructuring. The time s ca l e  involved 
allows rapid review preparation of an investment proposal, 
the contact of domestic and/or foreign investors (usually 
with expertise in the field), and negotiation of an 
investment. 

Such activities fall within the normal services to be ' 

rendered by PAIICO. PAIICO should service this segment from 
its regular staff and in a similar fashion to other 
investpent opportunities. These potential investments are 
included in the business plan for PAIICO that is presented 
herein. 

Another investment time scale is involved for many agro- 
industrial investments. This requires investment for a 
longer period of time before the venture is sufficiently 
seasoned and can be sold. Agricultural processes are not as 
rapid as other types of commercial/industria1 processes. 
Allowance for the growing cycle is frequently present: 
results take longer and conditions have more variables than 
in other industries. 

For this reason, a separate investment window for longer - 
germinating investments should be established under PAIICO's .. 
management. A separate funding source should be established 
to invest in those projects requiring a longer time frame 
than the normal PAIICO investment cycle which contemplates a 
six month investment identification, investment review and 6 

proposal development, and transfer to a third party 
investor. Although the PAIICO approach can make investments 
that take a longer time, these are on an exceptional basis. 

Agriculturally related investments frequently take longer. 
In order to meet this need, USAID reviewed sympathetically a 
proposal for an entity called PAIDCOR. However, the 
proposed functions should be consolidated with those of 
PAIICO, and the underlying concept of a fund for agro- 
industrial investment can be maintained. 



This proposed private agro-industrial fund assisted by AID, 
which would be managed by PAIICO, would provide venture 
capital for investment in worthy agricultural projects in 
the private sector in the Philippines. The proposed name is 
Agro-Industrial Venture Capital Fund, "AIVC Fund". 

In operation, the fund, AIVC, would operate upon similar 
guidelines to the ASEAN Venture Capital Fui~d in Thailand, 
which AID has assisted. PAIICO would not only manage the 
fund, but it would invest some of its own funds in AIVC. A 
venture capital fund for agricultural investment operated 
and managed by PAIICO would complement PAIICO's other 
activities and would allow a more efficient operation of 
each. PAIICO's own investment in AIVC would be sufficiently 
large to assure that the fund would be carefully managed. 

It is recommended that the Fund raise capital froa the 
private sector in the Philippines upon a matching formula 
from AID similar to the Thai AVC. The total capital 
recommended would be P130 million, of which, PAIICO would 
put up P30 million, private Philippine investors would put 
up P40 million and AID would match with P60 million. 

Although this new fund will be the subject of separate 
papers, it is a very important part of PAIICO's overall 
approach to the effective mobilization of Philippine private 
resources. 

A. Business Concept of PAIICO 

The business concept of PAIICO is that a private financial 
company will, for fees, act as an i q t e r g g ~ ~ p r y L ~ ~ p k q r - i g  
obtaining investorsLbgyers w4go~im11-e,rr~ide nswwwcgeiig& and -------- ---------- 
managerial ---- --------- ex~ertise -------------------------------------------- which will "turn around" existing 
d i s ~ r s s a n d - - k u ~ ~ n s s ~ e e r - ~ i n - - t h e ~ - E h 4 1 i ~ ~ ~ ~ s ~ -  PAIICO will 
ordinarily identify and prepare potential investment 
opportunities for third party investors and pxqiyg-feep-iq 
the form of both cash and equity-"ickerg"_fqrr_a~r_agghnggth_e --------------------------- --- 
investments. ----------- 
PAIICO's objective will be to arrange for buyer/investors to 
purchase their interest in any project company as quickly as 
possible because its income largely depends upon the fees 
derived from such equity placements with third parties. It 
anticipates only modest income from investments. Its main 
income will come from the front end fees received in cash 
from placement of the investments with third parties and the 
subsequent capital gains received when the equity "kicker" 



is subsequently sold. PAIICO will be a financial services 
company, oriented towards ya~jd--~uggp~gy-pf- in,vgg&gg;tsZ 
L h u n l m a 4 i n g - n - n i g s i f I ~ _ a ~ t 1 ~ - ~ 1 1 , r g , e , r ~ , c ~ 1 ! t ~ ~ ~ ~ i ~ ~ ~ - - i ~ - ~ ~ i ~ n ~ s  
investment mobilization through- -g - -gu l&&~Jig ,r -g f f , e~ t  than - ------------------------------- 
that of the usual investment company. It would not be an I& 

investment company nor a venture capital company because its -- 
income is realized from placement of securities with . 
ultimate investors. 

PAIICO will have to make early and direct bridging 
investments. These investments will be necessary when a 

. - 
company needs an immediate infusion of equity capital in 
order to continue in business while a sufficient turnaround 
takes place to allow new investors to be found. Little or 
no direct income will be received by PAIICO during that 
period. 

PAIICO will be a commercially viable, self-sufficient 
private corporation. However, in the early phases it will 
need AID and other international financial institutional 
ass is tance because: 

The nature of "turnaround" assistance for 
distressed Philippine corporations - particularly 
those being privatized - requires a longer time 
before profitability for PAIICO is achieved than 
other types of companies making loans and equity 
investments. Aid institutions have a longer time 
frame than other investors and are needed to 
provide a larger equity base which will give the 
extra time needed. 

2. Credibility of PAfICO is enhanced through - 
investment by AID and other developmental 
institutions. Governmental as well as private 
individuals must have confidence in the integrity 
of PAIICO because large writedowns of government 
or private investment will occur, and AID 
involvement will increase assurance that such 
individuals have. 

1 

3. In order to make a real impact upon the Philippine 
economy, it is necessary to start PAIICO upon a 
larger scale than would otherwise be the case. 
The additional investment by AID and other 
international investors will allow PAIICO to have 
a sufficient staff so that it may seek investors 
for a meaningful pot,ion of the large number of 
ailing businesses being privatized, as well as to 
other troubled businesses. 



0 .  PAIICO's Services: 

o technical and practical expertise in evaluating 
existing troubled businesses through 
business/management/engineering/technical audits 
and reviews of assets and businesses: 

o financial engineering and restructuring advice; 
merchant and investment banking expertise; 

o preparation of investment proposals and obtaining 
new domestic and/or foreign investment; and 

o limited equity investment to provide bridging 
capital while obtaining long term capital or 
supplemental equity when needed to complete 
investment. . 

C. Business Activities 

PAIICO's developmental approach is total: it will take an 
active role in structuring, promoting and starting up the 
projects it undertakes and will do all that is necessary to 
arrange for operating management (production, marketing and 
financial) and for capital in those businesses. Its 
emphasis on existing businesses - rather than start-ups - is 
part of a development strategy that is responsive to the 
current spectrum of opportunities and needs in the 
Philippines. 

PAIICO will provide managerial/business "hands-on" expertise 
to evaluate potential investment situations which i t  will 
identify. Managerial talent is essential because financial 
expertise alone is insufficient to evaluate distressed 
business assets and assess a troubled company's value as a 
going business. These skills are particularly important in 
dealing with companies privatized by the GOP because the 
government ordinarily will be unable to shape the proposed 
project in a way that will most strongly appeal to buyers. 
An investor/buyer is generally not interested in conducting 
a search for potentially viable businesses, but will become 
interested in making an investment if presented with an 
investment proposal that has been well developed by both 
competent managers in the business and with expert financial 
advisers. 



While general categories of potential investments can be 
established in advance, PAIICO's business activities will 
necessarily depend upon timely targets of opportunity. The 
universe of Philippine businesses requiring "turnaround" 
ass is tance is enormous, and PAIICO's task is one of 
selection - not finding opportunities. PAIICO will have as 
a high priority the placement of investments in privatized 
companies. 

PAIICO will have a unique ability to finance the initial 
investigation expenses of a significant number of investment 
opportunities. PAIICO8s capital structure will allow it 
sufficient equity funds to pay for this necessary 
investigation process for a long enough period of time to 
enable the business to establish itself upon a self- 
sustaining basis. 

Investment identification of new investments is time- 
consuming and full of failures. Most entrepreneurs in this 
field estimate that anywhere from five to fifteen investment 
opportunities must be reviewed before one investment 
situation is found. 

In the Philippines, however, a higher ratio of "hits" to 
"misses" should be possible. Most of the potential 
investments reviewed will have been going concerns, and, 
under these circumstances, feasibility reports and analyses 
ordinarily will not be necessary. 

Much of the plant and equipment is already in place and 
marketing, distribution and raw materials networks already 
have been established. The investment review, thus, can be 
accomplished much more quickly. Moreover, i t  is easier to 
locate potential investors for ongoing businesses. h 

This situation requires somewhat greater managerial and 
technical expertise than does the development of new 
investments. To meet this need, PAIICO will have a c 
technologically oriented staff, such as plant managers, 
marketing directors, and exporters. These individuals will 
be able to make practical judgments about the viability of 
investments, and the resulting investment proposals will be 
more likely to receive a favorable reception from potential 
investors. 



Nevertheless, almost all investors will make actual 
investment decisions based upon their own investigation. 
But the practical experience of the staff of PAIICO will 
have two results: ( i )  only potentially viable investments 
opportunities will be offered, and (ii )  its experience 
should winnow the range of investment opportunities to those 
which have the maximum prospects for success. 

An essential service that PAIICO must offer is the ability 
to put up sufficient investment in selected cases so that 
investment development can occur. 

The investments made by PAIICO will be determined b y  the 
nature of the investment opportunities presented. In 
considering those projects requiring investments, PAIICO 
will pay particular attention to companies being privatized 
by the COP because t h o ~ e  are the most likely ones requiring 
"seasoning". 

Investments will be made when they further the "turnaround" 
process, and they will not ordinarily be made for the 
investment return. (This does not apply to cash, which will, 
when available, be invested in short term liquid 
investments. ) 

The following guidelines will apply to PAIICO's investments: 

1. Investments will be made: 

(a) in projects or companies that give promise of 
being commercially viable and profitable; 

(b) in agribusiness companies or projects, with 
emphasis upon those companies and projects which: 

- provide new technology, products, or 
organization for existing agricultural 
produce of the Philippines; or 



- make more efficient, provide better 
markets for, or otherwise improve 
agricultural outputs and inputs, 
agribusiness services, transportation of 
agricultural commodities, and research 
and development; or 

- otherwise improve agribusiness markets, 
transportation, or prices farmers 
receive for their produce. 

(c) in projects or companies with great potential for 
being placed subsequently with investors within 
one year but do not have investors willing,to make 
such investment at that time, so long as 
management has defined a strategy for placing the 
project within such period; 

(d) in projects or companies requiring additional 
Philippine investment in order to qualify under 
the Constitution; 

(e) in projects or companies which need additional 
equity to complete the financing package so long 
as the PAITCO investment is not more than 20% of 
the total equity; 

2. Investments ordinarily will be in the form of. equity, 
but may be made through loans in those situations which 
require a senior position to equity, or provide better 
assurance that PAIICO will be able to place an investment in 
the project/company subsequently, or in conjunction with an 
equity investment, or for other similar objectives. 

3. Investment emphasis will be placed upon agribusiness 
opportunities, particularly those assisting small farmers; 
and business opportunities, especially those assisting small 
businesses; those projects and companies being privatized 
by the GOP; and those investment opportunities that assist 
the rural population and expand employment. 

The above investzent guidelines shall be the policy of 
PAIICO, but may be changed from time to tire by PA1IC;)'s 
Board of Directors to allow PAIICO to adapt to a changing 
investment environment. 

PAIICO will assist prospective investors in finding 
investments for debt/equity swaps. The March, 1987 debt 
renegotiation provides for potential conversion of debt into 
equity through PINS. CB 1111 fosters a method of obtaining 



additional investment in Philippine private companies. 
However, assistance is necessary for most potential 
investors to take full advantage of this program. Several 
international banks have proposed funds into which 
Philippine debt can be swapped for shares in the fund. It 
is universally recognized that mechanisms to develop the 
large number of equity investment opportunities to meet this 
new need are not now present in the Philippines. 

International banks have considerable difficulty in 
developing equity investments into which they can swap their 
debt because they do not have the necessary expertise and 
ability to find, develop and assess such investments by 
themselves. Furthermore, other investors, who can make the 
necessary effort, do not have the knowledge of the swap 
process to avail themselves of all of its most beneficial 
aspects. A new company such as PAIICO can render a needed 
service that will provide enormous impetus to the program. 

D. Development Impact of PAIICO 

AID'S support of PAIICO can catalyze the private sector in 
the Philippines. PAIICO can play a major role in solving 
one of the major problems of developing countries: i h g  
d e v e l a ~ m n n t - n f , n u f f I ~ i s n t ~ ~ w e 1 1 ~ ~ ~ o r k ~ d ~ a ~ i - - ~ ~ d - ~ ~ & s ~ i i ~ L L ~  
e r o f L t a b l e , i s v s a t m n n t t o ~ ~ o r i 1 ! n i t i ~ s s f o r r 4 ~ ~ e ~ ~ ~ s - ~ ~ d - ~ o ~ ~ L ~ ~  
investors. ---------- 
In the Philippines, as in many LDC's, there is now a larger 
amount of private investment capital than there are 
investment opportunities. A major impediment to 
mobilization of those private resources is 'he lack af 
viable projects. Although investors often sound'as though 
political, legal, or country economic constraints make then 
reluctant to invest, the most significant factor generally 
is the lack of apparent inqrestment opportunities in each 
investors' field. 

The size of the internal market, and economic position of 
the Philippines is.sufficient to gain the attention of most 
investors, but they do not wish to start looking for 
investments from scratch. However, if presented with a 
project which h c s  been shaped in advance, many investors 
will be willing to review it poaitively. 

The project, however, must be shaped with the investor's 
perspective in mind. 

PAIICO has been tailored to meet Philippine needs: it must 
be oriented towards the private investor's perspective 
because its income depends upon successfully placing 
investments. It addresses a major problem of the Philippine 



capital markets: insufficient well defined investment 
projects. It does this by institutionalizing this process 
and creating enormous leverage because it is aimed at 
finding other investors' funds and not merely investing its 
own. The usual approach is that of an investment company or 
venture capital company. Such organizations are useful, but 
they seldom provide real leverage for the money involved. 
(In fact, if they leverage through borrowing, they actually 
increase their risk. ) 

PAIICO is a significant step forward as a mechanism for 
solving this fundamental problem in LDC's of failure to 
nobilize private capital. By developing investment 
opportunities and then being required to sell them off to 
others in order to stay in business and be profitable, it 
multiplies the amount of private investment in the 
Philippines by a significant amount. Projections indicate 
that under conservative assumptions, the optimum approach to 
PAIICODs funding for A I D  would generate at least P4.25 
billion ($210 million) in new investment in five years for 
an A I D  commitment of P90 million ($4.5 million) at the 
outset.' This A I D  initiative can play a major role in the 
Philippine private economy in mobilizing funds. 

The A I D  program will have an even profounder effect than 
just mobilizing private funds - domestic and foreign. The 
GOP has undertaken a major initiative vis-a-vis the private 
sector. Through PINS and Central Bank Circular 1111, a 
large source of equity funds has been opened up: debt/equity 
swaps based upon transferring external GOP debt into 
domestic private investment. 

A major obstacle to this program's success is the lack of 
investment opportunities. This large pool of external funds 
(totai external debt of the GOP is over $26 billion) must be 
able to find attractive domestic investment projects in 
order to reduce the debt and help alleviate the crushing 
debt burden. Several funds are contemplated which would 
have immediately investible funds in exceas of $300 million. 
If this program is to ha&e any chance of success, additional 
mechanisms for preparing *investment opportunities must be 
developed as soon as posjible. PAIICO will help in meeting 
this challenge, and ~ i n i j t e r  of Finance 0ngpin.recognized 
this in his enthusiastic response to the PAIICO proposal. . 
The impact of providing investment opportunities to the 
Lolders of the COP external debt is two-fold: i t  not only 
increases private investment, but it will reduce the 
external debt service burden. This is particularly true if 
PINS are used as financing the investment because such 
instruments immediately reduce the current interest payment 
burden. 



PAIICO will also provide a leadership role in the local 
financial community. No, similar organizations exist, 
although a number have the necessary powers and could 
undertake the business if they desired to do so and had the 
necessary capital. PAIICO's . successful example will cause 
others to emulate its success. The multiplier effect of the 
success of sach an organization can have an even greater 
impact than that of its own investments. 

PAIICO has been designed to have a multiplier effect because 
its viability is largely based upon its ability to turn over 
investments. In the Philippines, this. is a crucial 
difference from past efforts. For example, numerous venture 
capital companies were started in Manila (including an IFC 
supported VCC), but they have failed to have any impact at 
all. Essentially, each venture capital company is 
independent from all others, and has no multiplier effect. 
The lack of effect upon the Philippine financial markets is 
obvious. (The economic decline also played a role, but was 
not a significant factor concerning the lack of a multiplier 
effect. ) 

PAIICO can play a significant part in the rehabilitation of 
Philippine industry. The inheritance from the Marcos regime 
of a disorganized and decapitalized industry requires rapid 
action. PAIICO is designed to act on behalf of investors in 
dealing with this problem. It can have an enormous 
influence upon the process of revitalizing industry and 
agriculture by identifying viable investment projects and 
dealing with the GOP or the existing creditors on behalf of 
buyers. 

The GOP is not shaping the overvalued assets in its 
possession to achieve attractive investment offers. 
Considerable work must be done before such assets are 
capable of being shown to investors. PAIICO will provide 
this expertise, and the GOP will not only receive better 
prices for the assets being sold, but more of such assets 
will be put to productive use. The only alternative in many 
cases is to sell the assets for scrap, so their economic 
potential is completely lost. 

As a practical and political matter, the entire 
privatization effort in the Philippines is in jeopa!rdy. 
Assets which will only be scrapped or otherwise shut down 
will result in lost employment and other economic loss. The 
GOP will be reluctant to continue privatization if there is 
little or no economic future: PAIICO can be of real 
assistance in the privatization effort, and the head of the 
Asset Privatization Trust recognized PAIICO's potentially 
positive role in supporting the concept. 



In the Philippines, agriculture remains the main industry. - 

PAIICOts role in developing and selling investment - 
opportunities in agribusiness will provide a major impact 
upon the overall economy. PAIICO would be a major private 
investment development vehicle in the Philippines. A number r -7 

of prominent individuals have sponsored an attempt to &.a L .  
establish such an entity called PAIDCOR. Such effort is - 

T 

being joined with PAIICO as the main new vehicle for private 
agro-industrial investment which would be independent from 
existing individual corporate or governmental biases, but 
would serve the entire investing public. 

* 

PAIICO would be able to view potential agribusiness 
investments unprejudiced by the usual handicaps caused by 
lines of business, land owning patterns, existing 
investments in unprofitable enterprises, and age old 
agricultural practices. The benefit of an unbiased 
evaluation of investment cpportunities can be very large, in 
an agricultural country such as the Philippines. 

The positive impact upon the Philippine economy of PAIICO 
stems from its intermediation role. In order to have a real 
effect, as well as have credibility in the marketplace, i t  
must be of sufficient size to make the effort worthwhile, 
provide staying power so that the investment opportunities 
may be investigated and shaped, and then sold. 

Two scenarios for PAIICO are being presented. Scenario A 
presents the optimum approach to the problem. Scenario A 
envisions an initial total capitalization of P315 million. 
Such capitalization will allow a rapid build up of effective 
investments as well as achievement of an adequate scale to 
have a very positive impact upon the Philippine economy. It 
is estimated that Scenario A will catalyze over P4.2 billion 
in new direct investment in five years. It will also have 
an even larger effoct upon indirect investment because there e s  

will be additional and ancillary equity investment and loans - 
involved. It is impossible to quantify this indirect 
amount, but it is estimated that it should be several times 
the direct investment. 

%> 

Scenario A also will allow sufficient room for development 
of private agriculturally related investment. The crucial 
role of agribusiness both in the development of the 
philippines as well as in reducing the security concerns in 
the countryside is obvious. Sufficient size, without being 
overly large, is necessary to achieve this objective. 



Scenario B involves a somewhat smaller capital of P245 
million. This smaller amount results in a smaller average 
investment reviewed and sold, slower growth and a much 
smalleq developmental impact. The impact is estimated at 
half of the total of Scenario A, or a total direct 
investment over 5 years of about P2.25 billion which would 
result from PAIICO's activities. 

It is doubtful if the commercial risk is significantly 
changed by reducing PAIICO's size. Although the smaller 
size limits somewhat any administrative problems, the 
restricted cash availability probably increases some risks 
of illiquidity because there are fewer investments capable 
of being sold. 

The biggest problem surrounding Scenario B is that the rate 
of return is less than that of Scenario A. S c e n a r i o A  
reaches a pretax rate of return on previous BOY net worth of 
45% p.a. in the fourth year. Scenario B's pre-tax return on 
previous EOY net worth is only 36% p.a. in the fourth year. 
Scenario A's return is 25% more than Scenario B. In the 
third year, Scenario A has a pretax rate of return on 
previous EOY net worth of 14.4% p.a., whereas Scenario B's 
is only 8.6% p.a. Furthermore, Scenario A's cash position 
is much healthier than Scenerio B's position throughout the 
entire 5 year period. (The comparative earning advantage of 
Scenario A would be enlarged if its cash position was run 
down to the same level as Scenario B.) 

The earnings potential is important. Discounted cash flow 
during the early years is not good for both scenarios 
because of the income delays due to reliance upon capital 
gains. Although there is considerable fee earning upside 
potential for PAIICO the return is still relatively slow for 
a service business. It is also slower than most Philippine 
investors desire. Therefore, Scenario A is more attractive 
to local and international private investors. 

One way to increese the attractiveness of the investment to 
private investors would be to restrict AID'S equity return 
(see comparison with Asean Venture Capital Corp., where AID 
takes 50% of the risk for less than a market return). 
However, this proposal is based upon a free market equity 
return. 

It is recommended the AID select Scenario A as the best 
vehicle for achieving its objectives. 



A. Income 

This is a general discussion of revenue and expense. Pro 
forma projections are contained in Attachment No. 1 and they 
give the income detail and balance sheet results. 

1. Revenue 

PAIICO's revenue will have two main sources: 
(a) f r o s t ~ ~ e s 4 ~ ~ f e e a ~ ~ f ~ ~ m ~ ~ s u s c e s s f ~ I ~ i ~ 1 ! ~ s ~ ~ ~ n L  
elacement, and (b) c g e i t s l - - - g a i ~ s - - - f ~ : o m ~ ~ t h e  
subsequent sale of equity "kickers1' recgixgPPfgg ----- --------------- --- 

the investment d e v s l a e i s g - - - - - - - - - - - - - - - - - - - - - - - - - - - - ~ ! ~ ~ ~ ~ i ~ f i i t ~ *  
Occasionally, PAIICO will have other revenue 
sources, but they will not be central: capital 
gains from selling bridging investments, placement 
fees for placement activities of securities of 
established companies, or modest investment 
income. However, no trading income, underwriting 
fees or similar type of investment banking income 
is contemplated. 

(a) Placement Fees 

The gestation period for an average successful 
investment (of the type contemplated here) is 
estimated to be six months. This period would be 
short for start-up investments, but appears 
reasonable for the kind of restructuring 
investments contemplated. Much equity for most 
investments already has been raised, and PAIICO's 
search will be for incremental investment, e.g., 
rehabilitation, supplemental equipment or market 
development. ------------------------------ Front end fees will ordinarily --- be 
e a i Q , u ~ n n ~ n u c c n n a f u l - ~ 1 a ~ s m s s ~ - - o i - h h e - ~ ~ x s ~ t ~ ~ n ~ ~  
which-ig, at the end of-S-ggnt,hg. The fees of P2 
million in cash for an average investment of P35 
million are low for developed countries for this 
type investment, and more closely conform to 
developing country standards. 

The equity "kickers" are within the normal 
parameters for this type of work, although their 
increased value is hard to estimate. The equity 
"kickers" for each project are deemed to be sold 
after 2 years. However, if the companies in which 



the equity "kicker" has been given are doing well, 
there will be little incentive for PAIICO to sell 
the shares, unless there is pressure for funds. 
It should be a policy of PAIICO to sell shares at 
the earliest optimum time in order to maintain the 
highest rate of turnover possible. 

When bridging investments are made, fees will not 
ordinarily be received until the bridging 
investment has been sold. Equity "kickers" 
received from sale of bridging investments are 
deemed sold after 1 year because of the relative 
maturity of the investment. (See paras. 4 & 5 
Assumptions on erg-fpymg projections) 

(b) Start-up 

PAIICO should be able to start up quite rapidly. 
There is a very large backlog of investment 
turnaround opportunities, (See ,above discussion 
under Demand for Financial and Management 
Restructuring Services.) During the first year, 
12 successful projects are projected, and 
thereafter, the successful projects build up to 36 
in the fifth year. This would appear to be a 
reasonable estimate considering the 6 month 
gestation period forecast. (PCIB stated that 
their average gestation period for privatization 
projects already done was somewhat over 3 months.) 

(c) Equity Exit Opportunities 

It is estimated that, after the initial start-up 
period, PAIICO's front end fees will cover its 
expenses, and its profit will depend substantially 
upon the equity "kickerf' it receives as an 
additional fee. The equity received as a portion 
of the fee will ordinarily be in companies that 
are not registered on any stock exchange, 
Therefore, there will be considerable illiquidity 
in the investment. Nevertheless, PAIICO should be 
able to sell its equity relatively rapidly because 
i t  will have an intimate knowledge of that 
industry through its investment placement 
activities. In this regard, PAIICO's own 
investment turnover activities help overcome the 
problems of many other equity holders in 
developing countries (e. g. venture capital 
companies) by creating exit opportunities. 



Another PAIICO objective will be the flotation of 
more companies' shares on the major stock 
exchanges, and that will contribute to the 
liquidity of the shares received by PAIICO. 

( d )  Interest on Short Term Investments 

There should be some investment income from short 
term cash investments made while it is awaiting 
use in PAIICO's main business. This is estimated 
at 10% p.a. on average investible funds during 
each year and is indicated in the income 
projections. 

In addition, a 10% dividend on the proposed P30 
million investment- in the Agro-Industrial Venture 
Capital Corp. is projected in Year 3, 4, & 5 .  

Expenses . 
Investigations and evaluations of potential 
investments will be costly because a relatively 
large proportion of projects investigated will not 
result in investments. While individual 
investigations do not cost a great deal, the 
investment success ratio is estimated to be low 
and, therefore, the total costs can be relatively 
high. 

It is estimated that a successful investment under 
Scenario A, will require an average expense of 
P1.4 million for an average investment of P35 
million. It is also projected that unsuccessful 
investments will be turned down in the same month 
that they are brought to PAIICO at an average cost 
of P250,OOO. Under*. Scenario B, the comparable 
expenses are P1.2 million for a 3uccessful 
investment and P200,OOO for a reject. 

There will be a relatively long waiting period 
before income begins. Because of this delay, the 
equity investment in PAIICO must be large enough 
at the outset to allow a sufficient number of 
investigations and investments to be developed to 
allow PAIICO to become self-sustaining. If there 
is insufficient equity, PAIICO will have to try to 
raise money to sustain itself or operate upon a 
much more restricted basis, and that will mean a 
diversion of company attention away from its 
primary mission and towards increasing its 
immediate income or raising further equity. 



B. Equity Funding 

1. ----- Philie~ine ------------------------------------- institution with international s u p ~ g r t  

PAIICO must be a Philippine institution to operate 
effectively in its marketplace. This means it must meet the 
technical requirements of the Philippine Constitution: 60% 
of the voting shares must be held by Philippine institutions 
or individuals. 

At the same time, PAIICO must also be able to command 
attention for i 6 -  investment proposals in the international 
marketplace. i.iis requires backing from international 
financial and other institutions of stature, as well as 
Philippine ownership by institutions and/or individuals of 
good standing. 

This type of support is necessary because: 

First, it must be perceived within the Philippines that 
investment is being developed and placed by an 
institution of independent standing. This is important 
because in most cases either the COP or the bank with 
non-performing assets is going to have to sell the 
esset or allow the investment in the company to take 
place at less than book value (as shown on the books of 
the company involved). 

Shareholders of high standing are required to achieve 
this necessary independence. Foremost among such 
shareholders are the international assistance 
institutions: United States Agency for International 
Development (AID), Asian Development Bank (ADB), 
International Finance Corporation ( I F C ) .  These 
institutions are well known for their objectivity and 
avoidance of favoritism. Their backing is essential to 
the success of PAIICO. 

Furthermore, because they are international development 
institutions they have a long range view towards 
investment. During the start-up period there will be a 
somewhat slower payback for investors i n  the 
organization than equity investors normally expect in 
developing countries. There is no increase in risk 
over normal commercial investment risk, but i t  is 
spread over a somewhat longer period of time. 



Second, investment from local investors of high 
standing is needed to demonstrate the Philippine nature 
of PAIICO, provide local funding and refer potential 
projects. Although PAIICO will be a Philippine 
institution, it must also be seen as an independent 
company without ties to the past and one of undoubted 
integrity. w 

- 

Third, international private institutionsn sponsorship - 

of a portion of the equity will be important because it 
would indicate cleerly that PAIICO is a member of 

. 
standing in the international investment community 
whose proposals merit consideration. 

Many of the international banks already hold Philippine 
foreign exchange obligations, so their involvement 
should lead to further peso investments through the 
medium of PINS on CB 1111. 

In order to meet the requirements of the Philippine 
Constitution, the equity shares have been divided into 
Common Shares and 4% ~g~opyotipg-Comrngg--~hg~gs. Voting 
Common Shares will be held 60% by Philippine investors 
and up to 40% by international investors. These shares 
will be subject to certain restrictions as to dividends 
and sale because some shares will be purchased through 
PINS or Circular 1111. 4% Nonvoting Common Shares will 
also be held by international aid institutions. 

The 4% Nonvoting Common Shares will have certain 
restrictions upon them in order that they will not 
qualify as equity under the Philippine Constitution and 
local laws and regulations. These restrictions will 
include a prohibition against voting, and a limitation 
upon dividend payments for at least three years. As 
compensation for loss of voting rights, a 4% 
interest/dividend rate would be payable and certain 
conversion rights into Voting Common Shares would be 
given for'public issue, and also call rights for PAIICO 
on such shares based upon a multiple of four on - a  

trailing earnings, with a floor of the original 
purchase price. Conversion into voting Common Shares 
will be necessary for a public issue in order to 
obtain the full market value, Such arrangements will 
allow exit from such 4% Nonvoting Common Shares to be 
at an equity market value or appro~imation thereof. 
Such 4% Nonvoting Common Shares will participate par4  
egpgy in gains or losses on the shares. 



The 4% p.a. payment shall be cumulative, but if 
dividends are paid to Class B shares, the 4% p.a. 
payments shall be offset against them. 

It is the intention that the shareholders holding 4% 
Nonvoting Common Shares will have the rights and 
obligations indicated, but it may be necessary for 
legal reasons to denominate such interest in PAIICO as 
something else, e.g. 4% Convertible Preferred Shares, 
or 4% Convertible Subordinated Debentures. 

Primarily, PAIICO needs peso funding. Because PAIICO will 
provide services largely in the Philippines, it will require 
local currency for personnel and overhead costs. 
There will be a smaller requirement for foreign exchange, 
which should be met by the international agencies. These 
hard currencies will be needed largely to contract for 
foreign experts when there is no local RP expertise 
available to review foreign market potential and investigate 
~ n d  evaluate investment proposals. 

An innovative approach to the foreign exchange availability 
is proposed. Under the proposed AIVC Fund for agro- 
industrial investment, AID could provide a portion of its 
equity through a technical assistance line of credit for use 
only as needed. When the line is drawn upon, AID would 
treat it as a contribution to capital of the AIVC Fund. It 
is anticipated that this line of credit would fund 
specialized and technical activities for agribusiness 
investments. It is also anticipated that suchoutside 
experts may be necessary for foreign market development and 
similar types of endeevors. 

The size of the equity funding necessary is dependent upon 
the overall mission of PAIICO. It is presently estimated 
that about P315 million would be necessary for the initial 
investment. Such an investment would be of sufficient size 
to make PAIICO a credible organization in the international 
marketplace, and .give it sufficient capital to allow i t  to 
function until it reached a self-sustaining and profitable 
bas is. 



An estimate of a possible breakdown of the proposed equity 
investment at the outset is: 

Philippine banks & financial 
institutions: P 75 million 
Foreign banks & financial 
institutions; 50 million S 

Total Voting Equity: 
--------------- 

125 million 

U.S. Agency for International 
Development: USAIDSS P 50 million 

PRE 40 million 
International financial 

institutions: 100 million 
-----..,..--------- 

Total Nonvoting Equity: 190 million 

TOTAL: 315 million 

$ Available through PINS or CB 1111 

The above capital base would allow PAIICO to act as a 
significant catalytic agent. The proposed $4.5 million (P90 
million) investment by A I D  should cause a new investment 
flow of over $200 million (P4.2 billion) within a 5 year 
time frame, a multiplier of almost 50. Since many of these 
investments will catalyze effective use of several times 
that amount, the total multiplier is very large. 

* .  
In addition, the ~~ro-1nd;strial Venture Capital Fund is 
proposed with a total capital of P130 million from three - 
sources : 

PAIICO P 30 million 
Private Philippine 4O.million 
A I D - P R E  SO mill'ion ------------- 

P130 million 

This is proposed in order to provide investment funds to 
private, agriculturally related companies with a longer time 
frame than PAIICO can provide. 



This AIVC Fund, managed by PAIICO, will be more difficult to 
sell to private investors in the Philippines because i t  will 
have a much longer payback period and a probable lower rate 
of return. Agriculturally related businesses not only take 
longer to become real'ly profitable, but have built-in 
restrictions against super rates of return. This latter 
condition occurs because most returns on agricultural 
investments are restricted since the ultimate pricea are 
determined by exogenous circumstances, usually the world 
market price for the basic commodity involved. 

In order that the local investor can be interested in the 
investment, the Thailand model for AVC is proposed. AID 
would receive a combination of a 4% p.a. interest rate plus 
a participation in the profits. AID'S loan would also 
participate in the credit risk Pari Passu while i t  is 
outstanding. 

The establishment of the AIVC Fund would greatly extend 
PAIICO's ability to mobilize private investment. It also is 
necessary so that PAIICO can meet the needs of the 
marketplace for investment in agriculturally related 
enterprises. . 
C. Investment Resul ts 

The pro forma financial projections for PAIICO indicate: a 
successful company that achieves profitability in the third 
year; adverse cash flow into the fourth year; the need for a 
rapid drawdown of the equity contribution; and the 

. capability of making an important contribution to the 
Philippine economy through private investment. 

The pro forma financial projections are contained in 
Attachment No. 1. Scenario A is based upon a total capital 
of.P315 million. (Scenario B's is P245 million.) Because of 
the nature of PAIICO's business which obtains its income 
from fees paid by investment purchases, the time lag 
involved in obtaining income is significant. However, the 
expenses are largely personnel expenses and there is 
relatively little fixed overhead expense. This allows more 
flexible adjustment of costs to meet the amount of business 
being done. 

The pro forma projections include overhead expenses such as 
rent, equipment, and office administration expense within 
the 50% overhead factor applied to direct project personnel 
expenses. (See Administration Post. ) The only overhead 
separately stated is that of the Chief Executive Officer and 
his office, estimated at P3 million p.a. 



The average sized successful investment is estimated at P35 
million for Scenario A. (Scenario B's is P25 million.) This 
would appear to be a conservative figure in the light of the 
relatively small actual experience of some financial 
institutions who have dealt with restructuring APT or NPA's 
to date, and the size of the APT'S portfolio and NPA 
potential investments. 

The income statement shows an interest expense for the 4% 
Convertible Nonvoting Common Shares. If the 4% p.a. yield 
is deemed a dividend under Philippine rules, such payments 
may not be so deductible. Such an approach would increase 
profits and render the increase subject to any taxes 
involved. 

No dividends are shown because the company should retain its 
cash - at least through the fourth year. 

No taxes are shown because the exact tax effects are not 
clear at this time since: the new Investment Code has not 
been promulgated, this is a new type of business and the 
effect of the application of the proposed V.A.T. in the 
Philippines is not yet clear. It is believed that present 
GOP taxes will not significently alter'the results. 

Front end fees have been calculated at P2 million for each 
successful investment, and expenses of P1.4 million under 
Scenario A. These expenses are shown in year one as being 
P25 million because the expenses for each successful 
investment occur over a six month period, but during the 
first startup pear, the only successful investments recorded 
will be in the second half of the year. Thereafter, each 
year will have a full complement of successful projects 
which will approximately balance out. 

D. Administration of PAIICO 

PAIICO would be structured administratively as a lean and 
flexible organization. The main staffing would consist of 
individuals with managerial expertise as well as some 
financial background. 

Organizational costs involved in establishing PAIICO have 
not been factored into the proforma projections. Much of 
the preliminary expenses involved in exploration of the 
feasibility of the proposed investment and preliminary 
placement memorandum have already been covered by AID. The 
next steps by AID will further reduce any additional costs. 



It is contemplated that a significent proportion of the 
actual placement costs will be met outof the proceeds of 
the placement itself. 

Personnel costs are addressed in Attachment I, Personnel 
Costs 'end Organization, Post. These costs have been 
reviewed by the team in the light of Manila financial 
organization costs, and are believed to be conservative. 
The salaries indicated should be able to attract first class 
personnel of high technical capabilities, 

3. ------------------- Personnel Resources 

The main emphasis would be upon the selection of a Chief 
Executive Officer. This office cannot effectively be filled 
until the main shareholders have been identified end 
substantial agreement reached. It is anticipated that the 
underwriter/placer of the shares will play a major role in 
the selection negotiation process. It is probable that 
potential Philippine investors will be strongly influenced 
by the choice of CEO, and their views will be very 
important. The final selection will be a negoti~tion 
between the major private Philippine shareholders subject to 
approval by AID. 

The CEO'must be a Philippine citizen with high standing in 
the financial and business community, acceptable t n  ihe GOP 
and all elements of commercial life, who preferably will 
have had senior administrative experience in a financial 
organization in the Philippines. It may be necessary to 
canvass the expatriate Philippine community to have someone 
from abroad to return. 

Other senior officers should have had a variety of financial 
and commercial experience. It is probable that one or more 
officers should have had managerial and financial experience 
in rice, coconuts, textiles, construction, food processing, 
electronics, wood produ.cts and metals, as well as in 
commercial finance. 

At present, there still is a fairly large pool of 
experienced talent that could be available. The economy has 
started back, but it still has a long way to go. In the 
review of PAIICO with the Manila business community, there 
was a substantial consensus that a new organization of high 
standing with a bright future could attract top notch 
personnel. 



E. Sources of Funding 

Three main sources of Philippine equity can be mobilized: 
universal banks and investment banks; family groups and 
selected individuals; commerciai companies, particularly 
large agribusinesses. 

1. Universal banks and Investment banks ------------------------------------ 
The following assessment of universal and investment banks 
covers their potentiality for leadership investment roles: 

Anscor: the Anscor group is the main investment bank 
with sufficient size, manpower and access to funds 
which could play a leading investment role in PAIICO. 
They are the largest investment bank and have backing 
from the Soriano family and Security Pacific Bank in 
California. 

In preliminary discussions with Anscor about the 
concept earlier this year, they recognized the validity 
of the approach both as to commercia: viability and 
overall desirability. They noted the large market for 
investments in APT assets and other companies to be 
privatized. Since that time, they have launched aa 
manager, the Philippine Long Term Equity Fund as a $20 
million fund to invest in the Philippines. 

Very recently (July 13,1987), they have announced that 
$5 million of the PLT Equity Fund will be used to buy 
government firms whose shares Anscor plans to list on 
Philippine stock exchanges. Their action in attempting 
to "skim the cream" from the government owned asset 
market indicates the large size of the overall market 
for PAIICO's services. Only those assets being 
privatized which are i n  good financial and operating 
condition would be eligible for rapid listing on the 
stock exchanges. The vast majority of cases will 
require turnaround management, new investment and 
"seasoning" before that can take place. As PAIICO's 
market is directly complementary to Anscor's actions, 
Anscor should be a potential leader for investment in 
PAIICO. 

BPI: this bank, although the Philippine's largest, 
should probably not be considered a top candidate. It 
tends to hold to its position as No. 1, and is not 
usually innovative and aggressive as may be best. As 
PAIICO is a new institution, i t  will need dynamic 
leadership and BPI may not be able to give it. How- 
ever, i t  has been a leader in agro-industrial banking 



in the Philippines which is its strongest point. On 
balance this should be pursued, but not with high 
expectatione. 

Far East Bank: this would be a good candidate, 
particularly because of the Philam Life Co. 
relationship. The present political turmoil means that 
it requires careful consideration but it should remain 
a top candidate and be explored further. 

PCIB: it has expressed caution on the concept because 
it is aiming towards fee income. Nevertheless, it 
could be an equity candidate. 

Cocobank: this bank would be a leading candidate for a 
lead invest~deat position if: one, the San Miguel 
ownership sztuation clarifies; and two, it would 
qualify as a private bank for AID purposes. It appears 
that the Cocobank stock ownership position i n  San 
Miguel has a reasonable chance of being clarified by 
the time that PAIICO stock would be actively placed. 
The ownership of Cocobank may only slowly be resolved. 
However, it appears.clear that Cocobank is not intended 
to be a government bank so that AID'S restrictions nay 
not be violated. Ramon Sy has indicated strong 
interest in PAIICO in the past. 

Metrobank: this bank does not seem to have high 
interest t o  date but should be pursued as a medium- 
high candidate for equity investment. 

2. ----- Family-grpr~g 

There are numerous family groups - particularly those 
involved with agriculture, that would make top candidates. 
No attempt is made to list these at this time, because they 
must be approached carefully when AID is committed in 
principle to an approach. However, a few of the top 
candidates in this area are the sponsors of PAIDCOR. 

In our earlier discussion with Secretary Ongpin on the 
design of PAIICO, the Secretary emphasized the importance of 
bringing the constitution closer to the countryside. 
Geographicnl consideration might be considered in selecting 
family groups to include, for example, key agricultural, 
industrial and commercial families in the Visayas and 
Mindanao. Having representation from Cebu, for example, 
would be important. 



There is some overlap of course between family and sectoral 
groupings. But soae companies, c . g .  the Anscor (San Miguel, 
Atlas group), are really somewhat more widely owned. Others 
have a stronger family identity - e . g .  the Robina companies 
of Mr. John Gokongwei, the Shoemart of Mr. Henry Sy, the 
AG&P group of Mr. Roberto Villanueva, and of course, the 
Ayala group of companies of the Zobel family. % 

4. --------------- Local leaders hi^ 

This proposal is fortunate because it already is identified - I 

with an outstanding Philippine investment banker of high 
standing: Sixto K. Roxas, who has been a senior member of 
the team reviewing Philippine Capital Markets. As a founder 
and CEO of the first Philippine investment bank as well as a 
known member of its financial community for 30 years, Roxas 
has brought credibility and interest in the proposal. He 
has also been a longstanding member of the international 
financial community, '(he was Vice Chairman of American 
Express Bank), and is an ideal person to be able to be the 
necessary champion for the concept in the business 
community. 

F. Risk Analysis 

The major risks for AID involved in the proposed PAIICO 
investment fall into the following categories: 

1. political r i ~ k  
2. Market risk 
3. Economic risk 
4. Liquidity risk 
5. Administrative risk 
6. Investment risk 

There is considerable uncertainty about the future of the 
Republic of the Philippines. The political hazards are well 
known: significant armed rebellions in various parts of the u 

country; a new government under a new constitution without a 
track record; low primary commodity prices with the 
resultant disaffection in rural communities. 

Nevertheless, the political situation is improving: the new 
government's policies have stopped the deterioration in most 
places in the countryside. 



However, i t  is doubtful if the political situation will 
severely adversely affect this proposed investment unless 
there is a drastic change for the worse. A financial 
services organization of this type works on targets of 
opportunity; it is not wedded to working on a narrow line of 
business. Within reasonable limits, it can flexibly respond 
to the political situation. If one area of the country is 
unsafe, PAIICO can switch its attention to another. If 
working in one industry becomes untenable, it is possible to 
move to another. The flexibility of dealing with turnaround 
investment can give considerable protection. 

At the same time, if the political situation deteriorates 
too much, then potential investment may dry up. As 
indicated elsewhere, however, the Philippine market is large 
enough to have great attraction to potential investors, both 
domestic and foreign. If provided with well worked out 
investment proposals, many - if not most - investors 
interested in the industry will be willing to give the 
proposal good faith consideration. 

Although a real risk, PAIICO' can guard against most 
political risk,s except drastic deterioration through 
increased violent rebellion. 

PAIICO is a new enterprise - both because it is a startup 
and because it is unique in the Philippines. Although the 
a;~alysis herein indicates that the market for PAIICO's 
services is vast, i t  is possible that no one will be willing 
to purchase the services despite the universal approval of 
the concept by the business and governmental communities. 

A l l  of the market analysis points to a real need for these 
services. There are existing organizations providing these 
services on a one-off basis. Each of those interviewed 
indicated that the market had not been saturated. Those 
involved in this type o f  activity are undercapitalized. The 
proposed capitalization of PAIICO would appear to provide i t  
with sufficient staying power and funds enough to take 
successful action. 

The main risk would appear to be that the time required for 
the investment opportunity development and placement is much 
longer than estimated. In such circumstances, the costs 
will be much larger than anticipated, and profitability will 
decline. This risk that the marketplace will not provide 
the type of investment opportunity projected is controllable 
b y  alert management. One of the advantages of a service 
company is that personnel can be matched to the business 
done. 



Furthermore, no bank debt is contemplated. Thus, earnings 
on equity capital can offset to some degree a failure to 
find investments fast enough. 

Although the market risk is present, competent management 
can cover that risk. 

3 .  Gcoqpmic-rigk . 
- 

There is a substantial chance that the Philippine and/or the 
world economy will decline sufficiently to shut off - 
investment flows and cause losses to businesses in which .. 
equity "kickers" and the selected investments are made. c 

This is the basic risk of all private investment. However, 
this business is several advantages over many others in 
protecting itself from the economic risk. First, the 
investments and potential investment opportunities should be 
diversified across a number of industries so that the 
chances of an overwhelming downturn are minimized. Second, 
as indicated above, the services industry can more flexibly 
meet changes in its business because it has practically no 
fixed investment. PAIICO can also ride out en economic 
storm because it does not have debt to service. 

4. -- Liquidity ----- ----- risk 

One of the more serious risks is the possibility of becoming 
illiquid because of an inability to sell investments - even 
if they are profitable. LDC markets are notoriously 
difficult 'for easy sales of investment, and such a 
possibility would freeze PAIICO's ability to continue in 
business. By definition there will be no public market for 
the securities, so sale will not be easy. 

The way that this risk is manageable is through the twofold 
protection of vigilant management and careful selection of 
investments with dv,e regard for exit opportunities. 
Competent management should be able to guard against 
illiquidity causing undue loss. The business of PAIICO is 
to find investors, so it has a better chance of finding exit 
opportunities than others. 

Al l  financial organizations run risks of administrative 
failures: from embezzlement to bad judgment. Adequate 
administrative controls plus insurance can give peace of 
mind. But the only real antidote is the selection of a good 
and careful administrator. In addition AID should develop 
auditing techniques that cover other areas than financial 
audit. Even though AID does not want to be on the Board of 



Directors, it is recommended that AID appoint an adviser or 
advisers with experience in international financial matters 
to work at ways that AID can keep itself informed of the 
fate of PAIICO. 

6. Investment risk --------------- 
Securities offered in starting, new ventures are, of course, 
speculative and subject of a high degree of risk compared to 
other types of securities. AID could sustain a substantial 
or total loss of their investment. The following risks are 
the major investment risks: 

Risks of New Investments. Investments in new projects offer 
the opportunity for significant capital appreciation but 
also losses due to lack of experience in the marketplace. 
Also, although subinvestments are only a part of PAIICO's 
business, there are risks associated with investment in 
subinvestments in an early stage of development, or with an 
adverse operating history; or an inability to turnaround 
those investments into profitable companies. 

Lack of Correlation Between Book Value and Market Value of 
PAIICO Shares. It is possible that the market value of the 
PAIICO's common stock (if a significant market develops) 
will bear little or no relation to the market or book value 
of its underlying portfolio securities, or the resulting net 
asset value per share. As a result, it may not be possible 
for AID to realize the true value of his common stock. 

Distributions. PAIICO's profitability is highly dependent 
upon long-term capital appreciation of its equity "kickers". 
To the extent that any income is derived from PAIICO's oper- 
rations, it will largely be used to fund continuing working 
capital needs rather than be distributed to stockholders. 

Future Financing. If PAIICO is not as profitableas 
forecast, its growth may depend upon its ability to obtain 
additional financing rather than rely upon cash flow. No 
assurance can be given that PAIICO will be able to raise 
additional funds should they be required, or that such funds 
will be available on favorable terms. 

G. Prospective Investments 

1. APT Investments --------------- 
The Asset Privatization Trust assets are composed of the 
Non-Performing Assets (NPA's) of the two largest GFI's: DBP 
and PNB with a transfer value of PHP 106 billion. The types 
of assets range from financi.al claims to physical properties 
to company shares. 



While a majority of the assets are in the form of physical 
properties the more likely prospective opportunities for 
PAIICO will be among those that are financial claims against 
basically attractive companies. In the case of financial 
claims the purchase of the promissory note will require the 
concurrence of the present owner/operator of the business 
involved and therefore requires prior negotiation with them. 

PAIICO can undertake an investigation of the attractiveness 
of the basic business fundamentals of the company concerned 
and from there design a project for promotion once it is 
convinced that an opportunity exists. 

The tack PAIICO will take is the determination of the value 
of the financial claim if it were instead looked at as 
equity rather than debt. PAIICO will then negotiate with 
the present owners on the terms of its entry into their 
business and once an agreement is reached PAIICO bids for 
the claim with the prior consent of the owner that should it 
win, the claim will be converted to equity at the agreed 
conversion ration. An agreement covering management 
participation will also be covered in the negotiations. 

PAIICO will therefore initially concentrate on those assets 
that are financial in nature and are against companies that 
are operating at a positive margin before interest costs and 
whose underlying business is promising. 

Attachment I1 provides a representative list of assets 
currently being sold by the APT. 

Aside from the APT assets there are many other assets now 
housed with various government agencies that have been 
approved for privatization. The holding agencies are in 
charge of arranging the privatization of the assets but 
final approval must be granted by the Committee on 
Privatization (COP). Among these are some excellent agro- 
industrial investments that PAIICO can immedietely consider. 

A list of government owned assets approved for privatization 
is included as Attachment 11. Writeups of potential agro- 
industrial investments for PAIICO are also provided for in 
Attachment I1 and 111. 



Scenario A 

SCENARIO "A" 
PRO FORMA PROJECTIONS 

ASSUMPTIONS 

Based upon P35 million average successful investment 

1. - Equity: --- A l l  of the initial P315 million capital in Class A 
and Class B is paid at the outset: each investor agrees to 

* put up his equity conditioned upon others' contribution; in 
addition, the Agro Industrial Venture Capital Fund will 
require PlOO million in investment. 

2. ---------------- Investment Timing: There is P six month gestation period 
for guccgpgful projects fri, initial investigation to 
investment. Each yqsuccg~pfgl project has an average 
gestation period of 3/4 month. 

3. Success Ratio: ------------- In years I ,  2, and 3, two successful 
projects are concluded per month beginning in the seventh 
month of year 1. In year 4 and thereafter, three successful 
projects are concluded each month. In years 1, 2, and 3, 
eight unsuccessful projects take place each month. In year 
4 and thereafter, six unsuccessful projects occur each 
month. See Attachment I, "Total Number of Projects Reviewed 
Each Year" which summarizes these assumptions. 

y ~ g a , g f , s g c c g s s f u & , ~ , r g J g c t g :  PAIICO engages in three types 
f business activities vis-a-vis selected projects: (i )  
lacement of equity to third parties; (ii) taking of equity 
ositions .for its own account; and (iii) booking of 
elatively short-term bridging investments. Placements of 
quity to third parties are anticipated to average P35 
illion. In contrast, three categories of PAIlCO direct 
nvestments are assumed to occur: the first averages P5 
illion each; the second averages P10 million, and the third 
verages P20 million. Finally, short-term bridging 
nvestments average P20 million each. Attachment I, 
rojects Reviewed, Total Projects Reviewed and Direct and 
ndirect Investment Volume tables provide some quantitative 
easures of the relative importance of each category of 
uccessful project. 

These assumptions are conservative: all investments are 
considered successful, but the gain of only 100% is far less 
than normal and more than compensates for the 100% success 
rate because these are almost entirely seasoned investment 
situations. 



5. ----------------------- Front End Fees and Caeital ---------- Gains: Average front end fees 
for each successful equity placement are estimated at P2 
million ( e . g . ,  5 3/4% of P35 million)  lug equity shares in 
resulting company. 

Equity shares received as fees in successful placements are 
valued at P4 million and are assumed to be realized two 
years after the cash fees are received, except that bridging 
investments' equity "kicker" is realized one year after 
successful placement because the target company has had a 
total of two years to mature similar to other placements. 

Direct investments made by PAIICO are of three types (see 
above). Investments of P5 million cnd P10 million are 
deemed to be sold for P10 million and P20 million, respec- 
tively, in two years; while the P20 million investments are 
deemed to be sold for P40 million in three years. 

Bridging investments are assumed to result in no capital 
gains. Rather, front end fees similar to the successful 
equity placements are projected, i.e., P2 million in cash 
fees p l u s  aquity shares negotiated at P4 million two years 
after the receipt of the cash fees. Four bridging 
investments are made in year 1, five are made* in year 2-3, 
and six are made each year thereafter. 

6. Pyqject Cogis: The average cost of the successful projects 
is estimated at P1.4 million for Scenario A and P1.2 million 
for Scenario B. (See Attachment I, "Personnel Costs & 
Organization" for calculation.) Successful project costs 
are averaged over the. 6 month period in the last half of 
years 1 and 2. An average cost of P250,OOO is estimated for 
each unsuccessful project for Scenario A and P200,OOO for 
Scenario B. 

7. A l l  overhead support, administrative, consultant and outside 
costs are averaged and included in each project, except that 
the CEO and unallocated ancillary staff cost of P3 million 
is expensed separately. 

8. Tax effects have not been considered because the new Invest- 
ment Code has not been promulgated. There is no distribu- 
tion of earnings. 

9. Investment income is calculated as 10% per annum on average 
investible funds for years 1-5 as follows: P200 million, 
PlOO million, P50 million, P50 million, P50 million, 4% non- 
voting, and P200 million, respectively. 

10. The common stock has been given a 4% p.a. expense for 10 
years, but there is no cash effect during the first 3 years 
because payment has been deffered, and level payments of 
interest end accrued interest are made thereafter. The 
conversion feature has not been given consideration. 



Scenario A 

w Income: 

SCENARIO "A" 
PRO FORMA INCOME STATEMENT 

(P MILLIONS) 

Investments 20 
- - - - Front end fees 16 

Equity sales (fees) - - 
Capital gains (P5 M) - - 

= 
Capital gains (P10 M) - 
Capital gains (P20 M) - --- 

36 

- Expenses: 

Profit (loss) (24) (13) 4 0  
Cumulative profit 

(loss) (24) (37 3 
- 

Cash flow: 

* Includes 10% dividend on Agro-Industrial Venture Capital 
Fund investment o f  P30 million. 

L * Assumes 4% interest paid on Class B Nonvoting Shares is 
expensed. 



Scenario A 

- 
End of Fiscal Year 

Assets: 

Cash/Securities and 
Work in process 

Investments at Cost - Bridging 
Equity 
A.I.V.C. Fund* 

Total Assets 

- 

Liabilities: 

Accru.ed Interest 

Class B Nonvoting 

SCENARIO "A" 
PRO FORMA BALANCE SHEET 

(P'000,000) 

Bureau for Private 
Enterprise 40 4 0  40 40  40 

International 
Institutions 100 100 100 100 100 

Shareholders Equity: 

Philippine investors 75 75 75 75 75 
Foreign investors 50 50 50 50 50 
Retained Earnings (24) (37) 3 148 330 --- --- --- --- --- 
Total Liabilities 299 294 342 484 663 

SAgro-Industrial Venture Profit Capital 
Capital Fund: Participation Contribution 

AID - PRE 4% Loan 10-20% P 60 million 
Private Philippine 20-55% 40 million 
PAIICO 20-25% 30 million -------------------------------- 

100% 130 million 



A T T A C H M E N T  I 

S C E N A R I O  " A t t  
T O T A L  N U M B E R  O F  P R O J E C T S  

R E V I E W E D  E A C H  Y E A R  



ATTACHMENT I 

SCENARIO "A" 
SUCCESSFUL PROJECTS REVIEWED 

----------------------------------------------------------------- 
Successful Bridging Unsuccessful 
Projects Investments Projects 

Year Reviewed Reviewed Total Reviewed 

Note: 

(1 )  PAIICO Direct Investments (see below) no2 included 
because no expense specifically allocat2d since 
such investments are by-products of successful 
projects or other reviews. 

(2) Bridging Investments average P20 million and last 
one year. 



ATTACHMENT I 

SCENARIO "A" 
SUCCESSFUL INVESTMENTS 

Footnotas: 

( 1 )  Each placement of equity averages P35 million 
except for PAIICO Direct Investments; 

(2) Three categories of PAIICO Direct Investments are 
assumed; the first averages P5 million each; the 
second PI0 million and the third P20 million, and 
they are equally divided in numbe'rs, except in 
year 1 when only one P5 million and one P20 
million are made; 

(3) The front end fees and capital gains on equity 
"kickers" are based upon the above successful 
projects as placed by PAIICO. The front end fee 
is earned in the year the investment is placed. 
The equity "kicker" is deemed sold two years after 
placement, except that bridging investments are 
deemed sold one year after placement with outside 
investors; 



ATTACHMENT I 

SCENARIO "A" 
DIRECT AND INDIRECT BUSINESS VOLUME 

(in P'000,OOO) 

Footnote: 

( 1 )  PAIICO makes s i x  d i r e c t  investments each year:  two f o r  
P5 million; t w o  f o r  PI0 million; two f o r  P20 million 
e x c e ~ t  for t h e  first year when one each is made for P5 --.-- 
million and P20 million. 



Scenario B 

SCENARIO "B" 
PRO FORMA PROJECTIONS 

ASSUMPTIONS 

Scenario B assumptions differ from Scenario A in the 
following ways: 

Equity base of PAIICO is P245 million instead of P315 
million; in addition, the Agro Industrial Venture Capital 
Fund will require PlOO million in investment. 

Average size of an equity placement is P25 million instead 
of P35 million; 

The success rate is more modest in Scenario B. The 
differences in the number of successfully concluded projects 
is summarized below. 

Year Scenario A Scenario B 
-------------.-------------------------------------- . . 
1 (months 7-12} 2 . . 1 

The number of unsuccessful projects per mo.nth is reduced in 
order to retain the same ratios of success'to failure: 

- - 

Year 
~ - -  

Scenario A 

1 (months 7-12) 

Front end fees are smaller in Scenario B, i.e., P1.5 million 
rather that P2.0 million. Scenario B fees are based on an 
average placement commission of 6% of P25 million; 

Fewer bridging investments are made in Scenario B e . g . ,  two 
rather than four in Years 1; four rather than six in Years 
2-3, and five rather than six in Year 4 and thereafter. 

Investment project cost: Average cost of successful 
projects is estimated at P1.2 million. Average cost of 
unsuccessful projects is estimated at P200,OOO. 



ATTACHMENT I 

SCENARIO "B" 
SUCCESSFUL INVESTMENTS 

5 19 5 4 - 27 ---------------------------------------------------------------------- 
108 investments in 5 years totaling P--billion in direct investment 

Footnotes: 

(1) Each placement of equity averages P35 million 
except for PAIICO Direct Investments; 

(2) Two categories of PAIXCO Direct Investments are 
assumed: the first averages P5 million each; the 
second P20 million, and they are equally divided 
in numbers; 

(3) The front end fees and capital gains on equity w 

"kickers" are based upon the above successful 
projects as placed by PAIICO for successful 
projects and bridging ivestments. 
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ATTACHMENT I 

SCENARIO "B" 
SUCCESSFUL PROJECTS REVIEWED 

Sue,-:essful Projects Bridging Investments 
Year Reviewed Reviewed Total ----------------------------------------------------------------- 

Note: 

(1 )  PAIICO Direct Investments (see below) not included 
because no expense specifically allocated since such 
investments are by-products of successful projects or 
other reviews. 

( 2 )  Bridging Investments average P20 million and last one 
year. 



ATTACHMENT I 

SCENARIO "B" 
PRO FORMA BALANCE SHEET 

(P'000,000) 

End of Fiscal Year 1 2 

Assets: 

Cash/Securities and 
Work in process 148 4 8  

Investments at Cost 
Bridging 40 80 
Equity 25 75 
Agribusiness 

investment 30 30 --- --- 
Total Assets 243 233 

Liabilities: 

Accrued Interest 6 12 

Class B Nonvoting 

USAID DA/106 50 . 50 
Bureau for Private 

Enterprise 20 20 
International 

Institutions 75 75 

Shareholders Equity: \ 

Phi 1 ippine investors 60 60 60 60 60 
Foreign investors 40 409 , 40 40 40 
Retained Earnings ( 9 )  (24) (5) 87 210 --- --- --- --- --- 
Total Liabilities 243 233 358 347 467 

Agro-Industrial Venture Profit Capital 
Capital Fund: Participation Contribution 

AID-PRE 10-20% P 6 0  million 
Private Philippine 70-55% 40 million 
PA1 ICO 20-253 30 million ------------------------------ 

100% 130 million 



ATTACHMENT I 

SCENARIO "B" 
PRO FORMA INCOME STATEMENT 

(P MILLIONS) 

Investments 15 10 8* 8* 
Frotit end fees 6 20 27 30 
Equity sales (fees) - - 24 72 
Capital gains (P5 M) - - 5 10 
Capital gains (P20 M) - - - 20 --- --- --- --- 

21 30 64 140 

Expenses : 

Profit (loss) ( 9) (15) 19 92 
Cumulative profit 

(loss) ( 9) (24) ( 5) 87 

Cash flow: 

* Include dividend on Agro-Industrial Venture Capital Fund 
stock of 10%. 

** Assumes 4% interest paid on Class B Nonvoting Shares is 
expensed. 



ATTACHMENT I 

SCENARIO A & B 
PERSONNEL COSTS & ORGANIZATION 

3 

.I This calculation of successful and unsuccessful project costs is 
based upon an average successful investment. - - 

Successful Projects 
Scenario A Scenario B 

1 officer @ 3 1/2 man-months 
@ P100,000/mo. including expenses 

1 support personnel 
8 3 1/2 man-months @ P25,OOO/mo. 

1 secretary/administrative assistant 
8 3 1/2 man-months 815,00'0/mo. 

1 consultant 8 

2 1/2 man-months - 
local 8 PlOO,OO/mo. 
including expenses 

3/4 man-month - 
foreign 8 P200,000/mo. 
including exp-. onses 

Overhead 0 50% 

Average cost of Successful Project 

Unsuccessful Projects 

1 officer 8 3/4 man-moriths 
8 P100,000/mo. 

1 support 8 3/4 man-months 
8 P25,000/mo. 

1 secretary/AA 8 3/4 man-months 
@ P15,000/mo. 

1 consultant 8 1/4 man-months 
8 P100,060/mo. 

Overhead 

Average cost of Unsuccessful Project 



The overall supervision by the Chief Executive Officer is 
calculated separately. All other staff and support costs are 
included in the overhead applied to individual projects. 

CEO including expenses/year P2,000,000 
Secretary/Administrative Assistant/year 250,000 
Support Personnel, etc P800,00/year 750,000 ---------- 

P3,000,000 

ORGANIZATION 

SCENARIO A 

Based upon the investments received under Scenario A, the 
staffing of PAIICO would be: 

Years 

1 - 3  4 - 5 ---------------- 
CEO and itaff 4 4 
Officers 13 15 
Support staff 13 15 
Secretary/AA 13 15 
Administrative staff 5 5 ---------------- 

48 54  

SCENARIO B 

Based upon the investments reviewed under Scenario B, the 
staffing would be: 

Years 

1 2 - 3 4 - 5  --------------------------- 
CEO and staff 3 4 4 
Officers 6 8 11 
Support staff 6 10 11 
Secretary/AA 6 8 11 
Administrative staff 4 4 11 --------------------------- 

25 34 4 1 



Attachment I 

INVESTMENT TERMS OF 4% CONVERTIBLE CLASS B NONVOTING COMMON SHARES 

.. 
Major features of the P190 million 4% Convertible Class B 
Nonvoting Shares include: 

.. 
(1) three yeer grace period on interest and principal; with 

4% interest on grossed up outs tandings paid 
semiannually, thereafter. Principal is repaid in one 
lump sum ten years from drawdown. See subparagraph (3) 
below which discusses conversion rights; 

(2) no d.ividends will be paid by PAIICO during first three 
years of operation (Circular 1111 prohibits Philippine . companies from paying dividends to those investors 
providing equity through a debt-for-equity swap. 
PAIICO may have such investors); 

(3) conversion rights are as follows, 

(a) after four (4) years, right to one public offering 
of shares at PAIICO's expense equal to the Class B 
Nonvoting Shares; 

(b) piggyback rights each public offering by PAIICO 
for 25% of the Class B Nonvoting Shares; 

(c) after four (4) years, right to convert to Voting 
Common Shares at time of sale to others at any 
price with remaining shareholders having rights of 
first refusal; 

4 

(4) after four (4) years, call by PAIICO at 4 times 
trailing annual earnings but not at less than par, nor 
if excercise of previous notice to exercise conversion 
rights; rn 

(5) Pari passu sharing of losses between Class A and Class 
B Nonvoting Shares. 
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ATTACHMENT I1 

PROSPECTIVE P A I I C O  INVESTMENT PROJECTS 

List of APT Projects 
L i s t  of Government-Owned A s s e t s  

Approved for Privatization 
L i s t  of P o t e n t i a l  Investment 

Projects 

U.S. and Overseas Offices 

Arllngton, V~rgurlo . Lewes, Delaware . Dakar. Senegal. Colombo. &I Lanka . Rahat, Morccco . Cauo. Egypt 



A T T A C H M E N T  I I 

I ~ E P ~ E S ~ N T ~ T I V E '  LIST OF APT F I N A N C I A L  C L A I M  ASSETS 

l e d o r o i d e  P r o d u c t s  ( P h i l ~ .  ) ,  I n c .  
Menzi n e v e l a p m e n t  C o r p o r a t i o n  
C l a v o c i l l a  Rad ie  S y s t e m s ,  I n c .  
C r e s t e  Monte Wood P r o d u c t s ,  I n c .  
C r e s t a  Monte S h i p p i n g  Corp .  
Cagayan S u g a r  C o r p o r a t i o n  
Ruki dnnn Sugar M i  l l i n g  Ct!rnp.my 
E a s t e r n  P a p e r  Mills, I n c .  
Daveo Suga r  C e n t r a l  Company 
Golden  C o u n t r y  Farms,  l n c .  
S t a .  I n e a  M e l a l e  F o r e s t  P r o d u c t s  Co. 
A g r o - I n d u s t r i a l  Deve lopmen t  Co o f  S i l a y  
U n i t e d  D o c t o r s  M e d i c a l  C e n t e r  Corp.  
I s a r o g  P u l p  a n d  P a p e r  Co. 
Ta lung  Sug2r  M i l l i n g  ('0. 
U n i t e d  P l ; ~ n t r r s  c u g ~ r  M i l l i n g  
N o r t h  Davao Mining  Corp.  
T r a b e l  I n d u s t r i e s ,  I n c .  



LIST OF GOVERNNENT-OWNED MI CONTRWED CORPORATION 
APPROVED FOR PRIVATIZATION 

I, National .Develapaent Conpanv (Dttl 

* I, Asia Industries, Inc. 
2, R t u g u  Company, lnc. 
3. Beta E l e c t r i c  Corporation 
4. F i r s t  Chicago Leasing and Equiprent Credi t  Corp. 
5. 61 Rerl Estate, Inca 
6 ,  In ter - Is land 6ar Service, Inc. 
Im In ternat ional  Corporation Bank, Inc. 
8, Kaaayan Realty Corporation' 
9 0  L u t m  ln tepr r ted  Servicar 
10, AaDila Oar Cwproation 
1 1, Aarina Propert ies Corporation 
12, Mindmao T e x t i l e  Corporation 
13, n8C-6uthrie Estates, Inc, 

. 14, WOC4uthrie P l m t r t i o r r ,  Inc. 
15, Wadtco Realty Corporation 
16, National Precision Cut t inq Tools, inem 
17, National Shipping Corporation of t h e  Ph i l i pp ines  
18. Negros Occidental Coppnf i e l d  Nines, Inc, 
19, Paykakaisa 6as Stwage Corporation 
20. Ph i l i pp ine  Associated S u l t i n p  L Refining Corporation 
21, Pinaqkaisa ~ ? a l i y  Corporation 
22, NOC Plantations, lnc, 
23, NDC-Nacida Raw ~ a t r t i a l r  Corporation 

24, National Cherical Carriers, Inc. 
25, National n u i n e  k r r p w a t i o n  

L 26. Hat ionr l  Slrpravs Corporation 

27, Ha t ion i l  Steel Corporation 
28, Hattonal S!evtdorinq and l ighterape Corpwat 
29.. Natioaal l ruck ino  and Forwarding Corporation 

.r 30. Phi1:ppine Phosphate and F w t i l i r e r  Corporrt 
311 Philippine P r r i t e  Corporation 
32, Refractories Corporation 04 the P h i l i p p ~ n e s  
33, S n i r a r a  Coal Corporation 
34. Trcora bay Shipprnq Corporation 
35, The Energy Corporation 
36, U @ i p h ~ l ?  Inc. 

Nacttlnerviequiprent d i s t r i b u t i o n  
Land omarship 
E I e c t r i c a l  products and equipment ranuiactur ing 
lea re  f inancing 
Land ownership 
LP6 Harketing 
Coararcial  bankin! 
Land ownership 
S t c w i t y  u r v i c e r  
Product ion/d is t r tbut ion of  piped gas - 
Land devrlopnmt ( r e c l a ~ a t i a ~  irrr) 
Barr rnt  rmuf actur inq 
Pa l r  o i l  p lan ta t ion  
Pela oil plant  a t i  mlproeessing 
Land ownership 
Production of h igh  q u a l i t y  i n d u s t r i a l  t w l s  
Cargo shipping 
Copprr r i n i n q  
6ac t ranspor tat ion 
Coppw s r r l t i n p  and r e f  i n rna  
Land ownnship 
Ilgro-forestry p lan ta t ion  
Procurr r rn t  of raw u t r r i a l s  f o r  

Wac ida- rq i r taed  m t a r p r i r w  
Shipping i g m t ,  ainiaq and creaing r r r v i c e s  
O v e r s m  cargo shippinq 
Ship repa i r  and u i n t t n a n c s  vork 
Steal product ion 
Stsvedwing, I iqhtcrage' Ir p o r t  nprnt  t p e r a t i m s  
l ruc t inq ,  f r e i a h t  forwarding and warchousing 
F e r t i  l i z r r  production 

'Productr un of p v r i  te c u n c ~ n t r  atos 
~ r o d u c t i o i  of basic r t f r a c t o r t e r  
Coal m i n o  
Ship o w i n g  and l t r s i n p  opcrat ionr  
Manageac~~! of s t ~ h  inves t ren ts  
Machintrylcquiprent d i s t r i b u t i o n  and serv ic ing 



11. Phil ippine National O i l  C ~ p a n y  

1. Bataan Refinery Corporation 
2. B i s l i q  Coal Carporation 
3. Energy PevdoprmO Cwpmatiun 
4. Energy Dr i l l ing,  lnc. 
5. Energy Supply Barr, IAC. 
6. F i l o i l  Industr ia l  Estates. 
7, F i l o i l  Re4inay C w p w a t i m  
0. h langa r  Coal Corporation 
9. Rrt iooal Coal Authority 
10. PMC Coal Cwpwation 
11. Petrn TM Corpwation 
12. Patron Tankers Corporation 
13. Petrophil Corporation 
14. Patrophil Tankers Corporation 
IS. P#OC Crudr O i l  Tankas, Inc. 
16. PWOC Harine Corporation 
17. PlOC O i l  Carriers, Inc. 
18. PWM: Shippinp ud Trmrport  Corporation 
19, PYn: Tankers Corporatfoa 

O i l  re f in ing  
Coal r ln ina  . 
Grotberral e n m v  exploration and davrloprent 
Grotherrml/o l l  d r i l l i n g  w v i  ces 
Supply baw opr ra t imr  
Land O ~ n l r ~ h i p  
O i l  re f in ing  
Coal r in ing  
Blanding/stockpiling 01 coal 
Coal mining 
tlarlratinq of r u t m t i v e  a c c r r w r i n  
International o i l  tanker opwationc 
nwket ino of  p w o l e u r  products 
Int t rnat ional  o i l  t an tw  opvrrtions 
I n t e r n a t i m l  o i l  tmker opwrtionc 
Shipbuilding and repair 
l n te rn r t ima l  a i l  trnkw opar t i on r  
Dowstic o i l  tankwin) 
Intarnational o i l  tmker aperations 

-- 
- 

. - 
- - 

w c  
Pnoc - 
PMC -. - 
Pnoc ' 

PNOC 
PNOC..: , 
PMC ' 
MOC - - 

PNOC 
pnuc ' - - 
Pnoc 
PWOC 
PMC .- 

PMC ; 
WC . 
PNOC,. 
P1IOC : -- 
Pnoc 
PWOC 

111. National Ecoamic D w r l g r ~ n t  Authority . 
I. Armc i r t t d  Bank 
2. Bmcor Insurance Broterr, Inc. 
3. Basin Drrdginq and Pn r lopamt  Corporation , 

4. Bicolrndia Sqa r  Dwrlopaent Corporation 
5. Coco-Cheaical Philippines, Inc. 
6. Century Holdin9 Cwpwat ion 
7. Crntury Butt 
0. Corrwrcial Bank of n a ~ i l a  
9, E a s t m  Visavrs h r i c u l  tur a1 Projects, lnc. 
10. I r o t t l  En twpr i sw  of the Philippiner, lnc. 
I I. k r t  Pattlnr) Carporation o f  t h r  Phi l i pp in t3  
11. Hatianal Real t v  D w r l ~ w n t  Corporation 
13. National Ikrdoubinq Corporation 
14. nitional Service Corporation 
IS. WlDC O i l  i l i l l s ,  Inc. 
10: Phi l ippine Airlines, Inc, 
17. Phil ippine Exhamy Corpany, Inc. 
18. PND International Finance Ltb. 
19. PWB Venture Capital Corporat~on 
20, Phil ippine Shipyard Engineerirq C w p o r r t h  
? l a  Pi l ip inas Bank 
22. The Hanila Hotel Cwpora!ion 
23. Union 9mk 

Cmnnc i  a1 b l n k i ~  
Insurance brokurpo 
Orrdging and r rc laaat ian 
Sugar r i l i i n p  
Coconut o i  1 m i  I 1  i ng 
Bank hoiding corpaov 
C ~ r r r c i a l  bak inq  , , 
Couwc ia l  barkinq ' 
Srint lpoul t r y l  f arr ina 
Hotel ownwship lnmag~l l r t  
Ilea t procrssingt cannt ng 
Peal estate ranagerant 
Yrrehwsinp 
Hmpouw savlces 
Coconut o i  1 m i  l I in9 
C3mrrcl a1 a i r  t r a u p w t  
lnrwance rgmcy 
Oaposi t takins companv 
Ventwe capital corpmv 
Sbip repair and f r b r i c r t i m  of steel nroducts 
Coarrrcial bankill9 m v r c r a  
Hotel operation m d  n8naqnrnt 
Coruncial bankina services 
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2. Buildar's Brick, Inc. 
3. Curona Uoodworkinq Industr iei,  Inc. 
4. Davao Aqri-Business O~v~lopment Coapany, Inc. 
S. Davao E q u i p m t  nMufacturinq Corporation 
6. Food Terainll, Inc. 

7. Furni lure ~knufac tur iaq  Cofpwation 
8. IllCA Coffee Estate Corporatiw 
9. Integrated Fwd H i l l s  Corporation 
10. Kaunlaran Food torporat ion 
11. Harawi Rrrort Hotel 
12. Hindevr Coco-Coir Industries, Inc. 
13. fl indwa Refrigeration Industries, Inc, 
14. h t e  nuir Poultry Farar, Ine. 
IS. Hauntsin Springr Oave lqun t  Corporation 
lb. flawlad Savinps and Loan AssociaPion, lnc. 
17. k t h n n  Foods, Inc. 
18. Panoan Pram @eveiqrm% Corpwrtioo 
I?. Phi l  ippiar  Fru i t  and Ymgetables Indurtr i ts ,  IRC. 
20. Phil ippine 6#etico, Inc, 
21. Ridge R o w t  and Canvention k t tn ,  Sac. 
22. Sus Carlos F ru i t  Corporation 
23. Shoe Techncl~py Corpwrtion 
24. Yoodkoal, lnc. 
25. Ywdraste U t i l i za t i on  and Developumt Corporation 
26. ZNIK: Rubber Estate Corporation 

V. Office of the Bresidmt 

1. Wational Sugar Ref inny 
2. P h i v i d ~  Panay N o - I n d u s t r i a l  Corporation 
3. Rtpublic Transport and Shipyard Corporation 

- 
Sainr and goat brerding, nanu1actur1 of ' 

dairy products Wtm 
Brick production, construction HIDC - 
Sarri  l l i n g  sav i ces  YUOeO 
Tree farming HSW: 
l l r t a i  casting, f m d v  and fabr icat ion KKKIPCA 
Food trading, procnring, storagr, 

r ea l  estate r rnq rmmt  OFA 
Mood furnishing, i n te r i o r  deroration YUDCO 
Coffee plantation NABCOR 
Feed production WDA - 
Pehvdratrd f r u i t  p ro tno ing aad u r k r  t ing WABCOR 
Hotel operation SPDA 
Production of coco-coir products SPD A 
I ce  productionlcold rtorage SPDR 

SPDA Poultry farm o p n r t i o n  B 

Svina ra is ing  U K - P C A  
Savings and l o m  association HICC 
Taa to  pasta production KKK-PCA 
Pram pry and l u v a t  ra is ing  I D A  

, Toaato paste production HSDC 
Cattle b r e d  rpgradiop and d i r p e r ~ a l  MBCM 
Resort and cmvention f x i l i t ~  o m a g m n t  HSDC 
Fru i t  puree production NDC 
Footwar n ~ u f r c t u r i n g  TRIP - 

Fual b r iquet t t  production KKK-PCA 
Construction ra t s r i a l  production irm logging w r t e r  HSUC - 

Robber t ree plantation WABEW 

Sugar ra f  i n w y  mnageunt UT 
Plantation f a ra inp / f r r t i l i z r r  ~ roduc t i oa  md trading 4PT 
Sugar t e r r i na l  and shipyard operations APT 

V I .  Departwnt of Agriculture and Forestry 
J' 

1. 6asi f irr Equiprrnt !anu4aeturing Cwporat im Gasifier equiprrnt and [arm machinery fabrication ff A 
2. Phi l ippine Cotton Corporation Cotton farr ing !FA 
3. Phil ippine Dairy Corporation Developnmt of dairy industry and m i l  k /dairy 

I products production It4 

V I I .  Departamt of Twrirr 

1. Levte Park Hotels, Inc. Hotel operation . ;?T 

Vt l l .  Department of  Finance 

1. Phil ippine kanah Bmk C o a r n t i r l  banking swvros KT 

11. I'rpirt:ent of Tr anspclrti:i oe rnd Cawunirat~on 

1. Metro Manila Transit Corporation 

. . 

Passenqar bus operation and leasing 



ATTACHMENT I1 

P o t e n t i a l  P A X I C O  A g r o - I n d u s t r i a l  
Investment P r o f i l e s  



INVESTMENT PROFILE 

PHILIPPINE FRUIT VEGFTC)BLE INDUSTRIES= 

and 

PRESENT PRODUCT LINES Tomato Paste, Mango Puree 

POTENTIOL PRODUCT LINES : Other F ru i  t Purees 

I. PROJECT BMKGROUND 

A. The tomato paste pro-iect (Ph i l i pp ine  F r u i t  and 
Vegetable Indust r ies ,  Inc. 1 . was an offshoot o f  r 
s t r a t e g i c  i n t e r v e n t i o n  schbme conceived by the Human 
Settlements Developmmnt Corporat ion (HSDC) f o r  the 
cauntryside. The o r i g i n a l  concept formulated by HSDC 
sought t o  es tab l i sh  mini-agro- industr ia l  estatrs i n  
a g r i c u l t u r a l  schools scat tered a l l  over t he  country i n  
what w a s  termed then as t h e  Bagonq Lipunan S i t e s  and 
Services Level 11 program (BLISS 11). Lmvel f 
addressed the problem af  r u r a l  housing. Level 111 
endeavored to generate e l e c t r i c  power through dmdro- 
thermal and mini-hydro energy sources. The whole BLISS 
concept w a s  a development s t ra tegy  t o  prov ide an 
in tegrated she1 t e r  cum 1 i ve l  i hood, energy and 
ecological  improvement program i n  t h e  r u r a l  aream. 
BLISS I 1  focused on t h e  l i v e l i h o o d  aspect. The 
a g r i c u l t u r a l  schools were t o  be the jump o f f  poants f o r  
technology dissemination and l i v e l i h o o d  development. 

. With the  teacners and stuaents as p o t e n t i a l  suoervisors 
and l a b o r a n  and the r u r a l  communities surrounding thm 
school as  the  t a r g e t  benef icaar ies.  BLISS I I hoped t o  
cover seventy seven s i t e s  i n  a1 1 t h e  provinces of t he  
P h i  li ppines. The f i r s t  seven s i t e s  were selected on 
the  bas is  o f  how economically depressed the  community 
was, t h e  i n t e n s i t y  o f  t h e  inzurqency problem, t h e  

- adaatabi li t v  of p a r t i c u l a r  technology t o  the  area- and 
the  potent ]  a1 soc ia l  imoact the o r o j e c t  would create. 

I n  . e a r l y  1979 the BLISS I1 proqram w a s  launched. One 
of  t h e  e a r l i e s t  p ro jec ts  w a s  t h e  tomato and co f fee  
p lan t i ng  p r o j e c t s  i n  Claver ia Nat ional  Rural High 
School (CNRHSi i n  Northern rlinaanao. 



An i n i t i a l  investment amount of P1 m i l l i o n  per s i t e  was 
provided by HSDC f o r  t he  BLISS I1  program. The tomato 
and co f fee  p r o j e c t s  i n  Claver la  thus began on t h i s  
c a p i t a l  base. Some 33 hectares were p lanted t o  coffee 
u t Y l i t i n g  P300,000. The r e s t  were spent f o r  pJanting 
o f f  season tomatoes f o r  t h e  Mani l a  market. Farmors i n  
t h e  areas surrounding t h e  school were organized t o  
p l a n t  tomatoes w i t h  t h e  backing o f  a t r a d i n g  
organizat ion. Two years l a t e r ,  investments i n  C l a v e r i r  
ware increramd t o  over P3 m i l l i o n  t o  accommodate f i e l d  
experimentations on process-type tomato seeds from 
Taiwan. Later  on, HSDC dmcided t o  put  up t h e  
processing p l a n t  i n  Pangasinan t o  take advantage o f  
" g l u t "  tomato harvests dur ing t h e  peak season leaving 
Cl aver i  a f o r  o f f  -season product i on. 

The s h i f t  t o  Pangasinan was preceded 3y soma 
experimental s tud ies  on the  a d a p t a b i l i t )  of t h e  
Taiwanese tomato v a r i e t i e s  i n  the  provir,.:a. HSDC 
decided t o  inves t  P50 m i l l i o n  i n  a tomato paste p lan t  
i n  t h e  same p r o j e c t  s i t e  as i t s  mango puree operat ions 
i n  San Carlos Ci ty .  HSDC incorporated t h i s  p r o j e c t  
i n t o  the  Phi 1 i p p i n e  F r u i t  and Vegetable I n d u s t r i e r  
Incorporated (PFV I )  hoping t o  borrow funds from thm 
Technology Rmsource Center t o  f inance two-third. o f  t h e  
p r o j e c t  cost. The 1oan.never came and HSDC w a s  forced 
t o  f inance the  p r o j e c t  w i t h  100X  equ i t y  backing. The 
management o f  PFVI  a l s o  opted t o  p l a n t  tomato seeds 
from Southern C a l i f o r n i a  because o f  success r ~ p o r t s  on 
t h e  U.S. v a r i e t i e s . .  PFVI and San Carlos F r u i t  
Corporat ion ( the  mango p l a n t )  entered i n t o  .a management 
arrangement where t h e  former would manage both tomato 
and labor p ro jec ts  and absorb h a l f  t h e  management and 
labor  costs wh i l e  t h e  l a t t e r  rented i t s  S a c i l i t i e s  t o  
t h e  former. 

. B. The manqo p r o j e c t  (San Carlos F r u i t  Corporst ion) was 
establ ished i n  December 1, 1981 ay a group o f  p r i v r t e  
entrepreneurs who approached the Regi onal Acti'on 

. O f f i c e r s  o f  Reqion I of the National L ive l ihood Program 
- (Ki lusang Kabuhayan a t  Kaunlaran o r  KKK) f a r  loan 
f inancing. The proponents were exporters of f resh 
mangoes who noted the  r a p i d l y  increasing demand f o r  
marlgo paste, puree and pu lp  i n  the  world market. They 
a lso  r e a l i z e d  t h a t  a I a r q e  volume of t h e i r  export mango 
r e - ~ e c t s  went t o  waste espec ia l l y  dur ing t h e  g l u t  months 
of t h e  mango seaaon i n  Pangasinan, one of  t h e  key 
centers o f  mango growing and t rad ing  i n  tho 
Phi l ipp ines.  They saw the  oppor tun i ty  o f  s e t t i n g  up a 
mango processing f a c t o r y  t o  convert t he  smaller o r  t h e  

. more blemj shod and .khercf ore une:abortabl e manqoes i n t o  



i n te rna t i ona l  1 y tradeab1.e products. However, thm 
investment requirements were h igh and they were 
re luc tan t  t o  p lace t h e i r  much needed working c a p i t a l  - 
f o r  mango-fradinq i n t o  the  r i s k i e r  product ion area. 
They only had PiZB, 000 f o r  equ i t y  investment whereas 
the  t o t a l  o r i q i n a l  p r ~ j e e t  cost  'was around P 9 . 2  
m i l l i o n .  The Regions* Act ion Of f i ce r  subroqurnt ly  
packaged t h e  pro ject ' .  . ' The entreprcnsurs pu t  i n  
P120,000 i n  common stock',' a pr ivate ,  foundation anothrr  
P80,000 and P 9 . 0  m i l l i o n  loan from t h e  KKK. 

The p ro jec t  o r i g i n a l  l y  envisioned u t i  l i z i n g  t h e  hot-  
pack system of  packa'ginq t h e  . product.Howeveq t h e  
proponents decided t o  s h i f t  t o  a f u l l y  asept ic  
processing and asept ic  packaging technology. The 
p r o j e c t  there fo re  needed m0r.e f inancing. A year l a t e ,  
i n  November 1982, t h e  Human Set t  1 ements Devel opment 
Corporation wa3 i n v i t e d  t o  inves t  P140,000 i n .  common 
shares and 81 m i l  l i o n  i n  p re fe r red  shares t o  meat the  
f inanc ing s h o r t f  a1 1. Meanwhile t h e  p r i v a t e  foundation 
increased i t o  pa i  d-in common shares t o  P I  40,000 $hereby 
chalk ing up a t o t a l  pa id- in  common stock o f  P400,OOO. 
Meanwhile, t he  KKK had increased i t s  loan t o  San Carlos 
F r u i t  Corporat ion (SCFC) t o  P12.6 m i l l i o n .  The losses 
dur ing the  f i r s t  year o f  operat ions (1983) requ i red  
add i t i ona l  working c a p i t a l  necesmitat i  ng add i t i ona l  
short-term borrowing from t h e  p r i v a t e  foundation o f  P1 
m i  11 ion. By . October 1983, SCFC had t o t a l  equ i ty  o f  
P400,000 i n  common shares, Fi1 m i l l i o n  i n  p re fe r red  
shares, P12.6 mi1,lion i n  long term debt and P 1  m i l l i o n  
i n  shor t  term loan. 

I n  preparat ion f o r  t h e  next  mango season (19R4)  SCFC 
requested HSDC f o r  an add i t i ona l  PB m i l l i o n  i n  loans o r  
prefer red shares. However, HSDC r e f  used unless . t h e  
investment were i n  common shares and unless i t  assumed 
ma jo r i t y  con t ro l .  HSDC a l s o  s t i pu la ted  t h a t  the  KKK 
1 oans be res t ruc tu red  t.0. a f ourteen-year repaymet term 
~2 4.. Y . a one-year grace period. The loan bv t h i s  t ime 
totalled P15 m i l  l i o n  i nc lud inu  i n t e r e s t  and penal ty  

i a A a M O  k h a r g & k ' u ' ' ~ ~ b ~  d i d  nmt .be1 iuve  i n -  the managerial 
c a p a b i l i t i e s  o f  SCFC and i n s i s t e d  on p u t t i n q  a 
Cumptroller in. The Presidencv was still r e t a l n e d  i n t o  
the  original n r i v a t e  prnpanent, 

Before the t h i r d  year of . i t s  commercial operat ions 
(1985) SCFC entered l n t o  a manaqement merqer and s i t e  
co-locat lon aoreement w i t h  F'FVl. Roth SCFC and PFVI  
were placed by HSDC under the con t ro l  of an 
agribusiness hold ing company, the National Ag r ibus ines~  
Corporation (NfiRCOR) whl ch i t  i u l  l y  owned. Today, J u l y  
1987, SCFC i s 96% cont ro l  l ed  in terms af  common stock 
wh i le  FFVl i s  100% cont.ral l a d  b v  HSDC through NWCOR.  



TI. PROJECT PE?FORHANCE 

During t h e  1984-85 cr'opping year, a decis ion was 
made t o  use v a r i e t i e s  from the  Asian' Vegetable 
Remearch and Devel opmmnt Center (AVRDC) i n  Taiwan 
fo l l ow ing  the experience of, BLISS I1 personnel i n  . 
Claveria, Misamis Or ienta l .  The AVRDC v a r i e t i e s  
perfor'med very .wel l  i n  Clavaria. However 
a1 though no large-scale tri a1 p lan t i ngs  were made 
i n  Pangasinan, t he  v a r i e t i e s  were nevertheless 
u t i l i z e d .  A small percentage o f  t h e  t o t a l  area 
u t i l i z e d  w a s  p lanted t o  Southsrn Ca l i f o rn ia  
var ie t ies .  

For t h e  whole season, a t o t a l  o f  8,126 metr ic  
tohs of  f resh  tomatoes was produced f o r  t he  
processing p lant .  These cams from a t o t a l  o f  410 
hectares f o r  an average y i e l d  o f .  19.5 tons per 
hectare. Thr purchase p r i c 8  sa t  by PFVI f o r  the  
tomato product w a s  P1.00 par ki logram f o r  the  

' f i r s t  18 tons and P0.75 f o r  t he  harvest i n  excess 
o+' 19 tons. 

Unfortunately, despi te t h e  i n i t i a l  success i n  the  
a g r i c u l t u r a l  operations, ' the processing f a c i l i t y  
was no t  commissioned on time, r e s u l t i n g  i n  the  
spoi lage o f  tomatoes, t h e i r  sale t o  the Northern 
Foods Corporation (NFC) f ac to ry  ( t he  on ly  other 
tomato paste manufacturing company i n  the country 
w i th  tw ice  the  capaci ty o f  PFVI) and the  dumping 
o f  tomacorns in t h e  f resh  market. Th is  resu l ted  i n  
tremendous lossea f o r  t he  company and necessitated 
a re-evaluat ion of  t h e  whole p ro jec t .  

2. Second C r o a ~ i n q  Year 1985-86 

Rafore t h e  s t a r t  nf the secand tomato crop, a 
reprogramminq a c t i v l  t y  was per f  ormed. Pr ices t o  
farmers were reduced t o  M 0 . 8 0  per k i  l o g r  am 1 ers 
10% hand 1 i ng expangas. 

Because of exeected higher y ie lds,  i t  was decided 
t h a t  the number of farms s o l i c i t e d  f o r . t h o  second 
year would be reduced. The areas nearer t o  the  

. p l a n t  were given p r i o r i t y  t o  savh on haul ing 
expenses. 



There was a dec is ion t o  change tomato v a r i e t i e s  
f o r  commercial p lan t ing .  This stemmed .from the  
r e a l i z a t i o n  khat although the WRDC v a r i e t i e s  
per f  orrned cred i  tab1 y, t he  Southern Ca l i  f o r n i r  
va r i e t i es ,  p lanted on a l i m i t e d  scale, 
outperf ormmd the  AVRDC var i a t  i em. The pastm 

' produced by the.  Taiwan v a r i e t i e s  was v a n g e  
instead of  rod, and the  v i s c o s i t y  l e v e l  wae i?ot a t  
par w i th  standards. 

The subsequent r e s u l t s  were encouraging. a 
majo r i t y  o f  t h e  v a r i e t i e s  hac' good y i e l d s  and wereg 
su i  t a b l  e f o r  p rocesr i  ng . Average y i  e l  d reaul  t s  
moved up t o 2 2  tons/hectare. This time, thm 
praceesing f a c i  1 i t y  was ops ra t i  onal , a1 though n o t  
a t  f u l l  capacity. Despite frequent breakdowns, 
t he  company managed t o  produce almost 300 tons o f  
tomato paste i n  t h e  second cropping year. 

3. Thi rd  Crobinq Year 1986-07 

4% t he  company geared f o r  i t s  t h i r d  year o f  
operations, the 1 essons i t 1 earned f ram p r e v i  ou8 
years proved very valuable. Once . again, a 
reprogramming of operat ions was made. Pr ices were 
f u r t h e r  reduced t o  PO.60 per ki logram f o r  t he  
f i r s t  20 tons' moving up t o  PO.65 f o r  t h e  next  10 
'tons, P0.70 a f t e r  t ha t ,  t o  a f i n a l  PO.75 per 
ki logram f o r  y i e l d s  above 40 tons. 

The r e s u l t s  o f  t h e  t h i r d  cropping year showcasmd 
PFVI's advancement i n  aqr i -operat ions technoloqy. 
Tomato product ion t o t a l  l e d  7,039.5 tons produced 
from 266.37 hectares f o r  a v i e l d  average o f  26.420 
tons/hectare. Some farmers i n  f a c t  harvestad more 
than 50 tons pmr hectare w i t h  a few g e t t i n g  ovor 
80 tons. The ove ra l l  average was brought down by 
the? y i e l d s  i n  "ear ly-plant ing" areas. These armrm 
were conceived t o  produce tomatoes be fo re  t h e  peak 
harvest per iod commenced. The forecasted lower 
y i  e l  ds were expected t o  be compen'sated bv h i  ghor 
s e l l i n g  p r i ces  i f  sold as ?re-n t~matoes.  

W i t h  t he  reduced p r i c e s ?  t h e  company made a 
deci si on t h a t  f armsrs wi t h  1 ow y i e l d s  waul d no 
longer be allowed t n  p a r t i c i p a t e  i n  t h e  program. 

For t h e  t h i r d  croppinq year, the company decided 
t o  use anlv  the  top th ree  v a r i e t i e s  based on t h e i r  
experience i n  the  previous year. 



4. Tomato Paste Processing 

Shown below i s  t he  t rend  i n  the  processing o f  
raw tomatoes from t h e  f i r s t  three cropping years. 

Cropp i nq Raw Tomatoes Tota l  Paste Recovery 
Smrson Processed Product ion Rate 

It can be Sean t h a t  paste product ion has been r i s i n g  
and t h a t  t he  company expects t o  reach more than h a l f  
i t s  capac i ty  i n  1987-88. 

5 .  Financ ia l  Performance 

PFVI has been l o s i n g  money since ' its incept ion,  
However. t h e  losses was c u t  down t o  on ly  C3 
m i l l  i o n  i n  1986-87. The company hopes t o  make 
money i n  t h e  f o u r t h  cropping season when tomato 
paste product ion goes beyond 1,000 MT. 

B. Mango Purre 

SCFC mango pure@ product ion increased from 1983 t o  1985 
but  dropped i n  1986 f o l l o w i n g  t h e  February 1986 
r e v o l u t i o n  i n  t h e  country. T h i s  went back UD again i n  
1987. being a government corporat ion, onerat ions were 
af fected by t h r  s h i f t  i n  t h e  p o l i t i c a l  leadership. 

Mango Puroa 
Pradl~ct i on 
i n  RT SO4 924 1120 58 1 1112 

Raw Mater ia l  5 

Processed 
i n  MT 1200 234 1 2060 n. a n. a 

Recovery R a t e  42% 39% 36X n. a 58% 



The 1987 output o f  SCFC w a s  expected t o  generate p r o f i t s  o f  
P3 m i l l i o n  which-would comoensate f o r  the  losses o f  PFV.1. 
The two corporat ions combined would therefore be a t  break 
even po in t .  

It can be noted from the  recovery r a t e s  given above t h a t  
SCFC has been ab le  t o  improve operat ions w i t h  t h e  PFVI 
machineries which were used s t a r t i n g  1985. 

PRQJECT POTENTIAL 

Since t h e  PFVI  and SCFC operat ions take place between 
January t o  Nay there  r e a l l y  i s  unused capaci ty betwcen J u l y  
and December. Mu l t ina t iona l  companies as we1 1 as l o c a l  
f i rms have approached NABCOR t o  process other f r u i t s  and 
vegetables dur ing t h i s  period. Product p o t e n t i a l s  I nclude: 

1. Papaya j u i c e  
2. ~ a n a n a  j u i c e  
3. Guyabano 
4. Calamansi 
5.  Guava 
6. Jamsand j e l l i e s  

The company can a lso  go i n t o  powdering operat ions w i t h  some 
add i t i ona l  investments. O r  i t  can tap t h e  consumer market 
d i r e c t l y  by producing. in smaller packages ra the r  than i t s  
i n d u s t r i a l  25-kilogram asept ic packaging. 

The output  of 1 , ~ b ~  NT o f  mango puree and 1.500 MT of tomato 
paste are very r e a l i s t i c  t a r g e t s  f o r  the  next season. Good 
p r o f i t s  could be earnad ' jus t  from these t w o  basic l ines .  If 
you add the other f r u i t s ,  t h e  corporate overhead can be 
spread ! 

I V .  INVESTMENT REQUIREMENTS 0 

The t o t a l  costs  of t h e  two p l a n t s  (SCFC and PFVI) i nc lud ing  
pre-operati ng expenses, working .caoi t a l  and star t -up cos ts  
come up t o  P I 0 0  m i l l i o n .  

Most afSers f o r  purchase of  t he  two comoanies range between 
P50 t o  PbO m i l l i o n .  

4 workinq c a p i t a l  fund of  P20 m i l l i o n  should be able: t o  run  
the companv f o r  one cycle, 

I 



U. FACT SHEET 

PHILIPPINE FRUlT 
& VEGETCSBLE 
INDUSTRIES, INC. 

SCIN CCIRLOS 
FRUIT CORPb 

LOCCITION : .  ' P l a n t  

Barrio Pagal 
San Car l  o r  Ci t y 
Panqasi nrn 

ms1c 
DESCRIPTION: 

Hend O f f  i ce/Sal es 

13th Floor ,  
Producers Bank Bldq. 
8737 Paseo de Roxaa ' 

'Nakati  

Establ  i shed . March 4, 1984 

Mador Pr oductv : TOHQTO PASTE 
fresh tomatoes 

Uses of  
Products 

Same as the 
left column 

-- -. 

December 1, 1981 - 

MfiNGO PUREE* 
guyabano puree, .- 
papaya puree, 
guava puree, 
pasri on f r u i t  
juice,  jams & 
j e l l i e s  . - 

. . sauce for sardines ics cream fla- 
sauce f a r  oork and vor ing,  jams & 

beans j e l l  ies, juices, &. 

catsup con+ect i oneri es 
.sauce +or pi%=ps pas t ry  f i l l i n g s  
sauce f o r  horns, 8t f l a v o r i n g  

h o t e l  % res taurant  
use 



Markets 6. Domestic 

60% 
1. sa rd ines  

manufacturers  

2. pork  and beans 
manuf a c t u r s r s  

3. hamburger, f r i e d  
ch icken $4 hotdog 
p a r l o r s ,  p i z z a  
and o t h e r  f as t food  
o u t l e t s  

4. repackers  o f  pas te  
and sauce 

5. h o t e l s  and 
r e s t a u r a n t s  

0 .  Expor t  Em Expor t  

40% ( n o t  y e t  e x p o r t i n g )  

Major : 
F a c i l i t i e s  

1. M u 1  t i  purpose equipment f o r '  p rocess ing  
tomato paste, mango, guyabano and. 
o t h e r  f ru i t  purees. 

2. 3 b o i l e r s  - 200 Bph, 150 Bph, 80 Bph 

4. l a n d  area - 1.8 has. 

5 .  Main f a c t o r y  b u i l d i n g ,  warehouse, 
pawarhouse. o f f  i ce. s t a f f  residences. 

Labora tory  complete w i t h  re f rac tometa r ,  
c a l o r i m e t e r ,  Ph meter Microscope and 
Bacto Is01 a t  i o n  Room 

Water s to raqe  tanks o f  80,  OQO c a p a c i t y  
and 13, 000. 

T o t a l  Assets z 

T o t a l  E q u i t y  : 

F63.3 m i l l i o n  P34 m i l l i o n  

P16.7 m i l l i o n  P 2 . 6  m i l l i o n  



. . INVESTMENT PROFILE 

ASRO-LTVESTOCK COMMERCIAL DEVELOPMENT CORPORATION - 
PRESENT PRODUCT LINES Breeders and f a t t ened  swine 

POTENTIAL PRODUCT LINES : Feeds 

I. PROJECT BACKGROUND 

Agro-Li vestock Commerci aJ, Develooment C a r ~ o r a t  i on (ALCDCZ 
was incorpora ted i n  Marcn. 1983 w i t h  an au tho r i r ed  
cao i t a l i za t , i on  o f  FSb m i l l i o n  and ,a  aid uo c a p i t a l  o+ F535 
m i l l i o n .  The p r o j e c t  w a s  intended t o  suonly, Dreeflers t o  
f a r m ~ r s  surrounding t n e  swine' farm throuan a a1,saersal 
process. 

S i t u a t e d  i n  t h e  Fi o r i n a b i  anca I \ k t i ona l  Aarxcul t u r a l  Schooi 
(FNAS) ,  t he  long term o b j e c t i v e  was t o  ouijd uo f a c i l i t i e s  
t o  even tua l l v  enabie t h e  school t o  f u n c t i o n  as a Swine 
I n s t i t u t e  t h a t  . would p rov ide  swine.  breeding and r a i s i n g  
techno1 ogies, t r a i n  s tudent3 f o r  t h e  Duroose, and he]. D r i r a l  
communities upgrade t h e i r  income i eve1 s through swine 
p roduc t j  on. 

The swine breedino ana growing ooerazians are  contained i n  
about 25 hectares o f  land under Usu f ruc to rv  Aareement 
between t h e  M i n i s t r v  of Human Set t lements and ' FNAS. The 
Agreement a l l ows  t h e  comanv t o  use t h e  xd le  Lana f o r  a 
pe r i od  o f  25 years renewable f o r  another 2 S  v e w s  ana 
permi ts  i t  t o  deveioo the s i t e  i n c l u d i n g  t n e  cons t ruc t i on  nf  
bu i  1 dings and s t r u c t u r e s  t:hweon. I n  excnanqe a lease 
pavment is r t i n u i a t e d .  

The f i r m  1s 10cz. te~ i n  a ' t h ~ n i v  oooi~; l&tea b a r r l o  i n  
Flor ic.rblanca, about two ki!clrnerers awav Sron, t n e  m: rr road. 

The buildj 7n.s m c i  n t r t l e tu res  ar t he  c ~ t e  ~ 3 c u r i ~ e  a+ two (2) 
modules. eacn tmv caoable of hand1 l n a  500 s o w  and q i  1 cs and 
t h e i r  ot9car.1 Sar a t o t a l  o+ 1C)CKr sows. Eacn moaule i s  
cotn~oserj nt a sow rarn ,  a l:-ieetatinc: nouse, a +arrowing nouse . . m c l  a rlurcerv tlviIcli.r~:,:.. !hese are  u t i l i z e d  as +oliows: 

1. Sor*~ narrt  .- r o r . 1 ~ 1  st5 11.1: Q2 boar Dens ( i  baar' oet- pen) 
and 20 nens t o r  SOWS ana q i l  t.5. (7 t o  8 sows and/or 
gll t c  vet- nen).  /Ictual Sreedina is 5ane i n  t h e  sow 



2. 

. ?  .-' 

4. 

The 

barn, hence new1 v weaned o r  drv  sows. r ~ o ~ a k a m e n t  g i l t s  
and newiv-bred (usuallv up to 30 davs) saws a n d  g i l t s  
a re  noused I n  the sow barn. 

Gesta t ing  Hause - A L 1  bred sows and a i l t s  which have 
been confirmed oreanant t h i r t y  (3:)) davs a+ te r  Ereeding 
a re  t r ans fe r red  f rom t h e  sow barn t o  t h e  ges ta t ing  
house. The b u i l d i n a  has 280 ges ta t i ng  s t a l l s  f o r  
i n d i v i d u a l  animals. By design movement o f  animals i n  
the  s t a l l e  is r e s t r i c t e d  to minlrnize s t r ess  dur ing  
pregnancy.. 

Farrowing HOUSE? - a week before the expeetea date 0.f 
a e l i v e r y ,    regnant sows and g i l t s  a re  t rans+erred t o  
t h e  farrmwinq house t o  . Sam1 I i a r i z e  them w i t h  the  
"de l  i  verv room. " The animals stay i n  t h e  'f arrowi na 
house on t h e  averaae o i  28 davs a f t e r  g i v i n q  ~ i r r h  
w i t h i n  which t h e  motner p i q  nurses i t s  rguck:linqs. The 
f arrowina house has 120 i nd iv i c lua l  f n r r w i n q  s ta l  is. 

Nursery House - Frnm t h e  fa r row inq  nouso. the suck l ings  
a r e  normal ly  weanea f rom t n e i r  mothers a f t e r  28 davs 
and t r ans fe r red  t o  t h e  nursery  house. The sows on t h e  
o t h e r  hand a r e  re tu rnea  t o  t h e  sow barn wrtere thev 
undergo t h e  d r y  t o  breed ing staqas. The oiqiets. n o w  
c a l l e d  weanlinas, s t a y  i n  the  n w s e r v  hause u n t i l  thav  
reach about 70 davs i n  aue. The nurserv house has 
f i f t y  s i x  ( 5 6 )  pens apd each pen can n o l d  about f i f t e e n  
(15) weanlibgs. 

t h i r d  module i n  farm is the orqwina area comorlsad o f  
i d e n t i c a l  growing S u ~ l d i n q s  and two (2) t e s t i n a  nousss. 
Seventv-dav o l d  weanlinns f rom the.nurserv are  c l a s s i f i e d  as  
el t h e r  marhut. o r  breeder hpqs using a s c r l c t  sel ect ron 
c r i t e r i a .  Market hoqs a r e  t rans i -er red t o  *.f?e crowing 
Du l l d l nqs  whet-,? 4 h ~ v  s t a v  u n t i l  thev  reach tns market aaw o f  
180 ta I95 aa .~ ,s  oeoenaing on weiant. Each orowing b i u l d rna  
h ~ s  t h i . r t v  sl:: (76; nvns stocked at t h e  r a t e  (2-f TI ; teen (151 
qrowars  per' pen. Breeaer hogs, an rne o tner  nano, are  b 
+rans.ferred ~ , n  t n e  t e ~ t i n a  houses m e r e  thsv are c l o s e l y  
suoervi  sea and honi  torsc! es t o  the uual i t v  reauirementa o? 
qnod breedina animals. T e s t ~ n g  house I can accomodate 
i : ibt); ocm-a and rhrk~ i?  hundred I 3 W )  q ! ~  its m i  ie Testina 
i s  i 1 :Jn ha1 d h~tndrnd t r ~ e n t v  i420,  a j  it3 a t  any 
vnlnt i n  rime. Gilts a re  grown f r n m  s i x  t n  el.onr manths in 
aas wnile 'ooarrr  are arown drnrrt elahr  t o  t an  fnontns i n  age 

. hs.f ore thav  arc marketed. 



Outside t h e  s t r i c t  auarant ine area o+ the  breedinq and 
grnwing sect ions,  the  s e l l  i n q  house 2nd ' shownouse stand - 
about a hundrea meters anar t .  Slauahter hogs f o r  s a i e  are .  
reserved i n  the s e l l i n g  house f o r  about rji:.:teen (16)  hours 
w i thout  feeds. The s e l l i n g  house can ho ld  two hunored (204) 
heads a t  any p o i n t  i n  txme. A representa txve qroup of hogs -- 
ready +or  s a l e  as breeders, on the  o ther  hand. a r e  d isp layed 

, bnvond glass windows o f  t he  showhouse. buvers can select 
t h e i r  breeders from t h e  showhouse o r  select direct-4y f rom 
the  Tes t lng  Houses. Needless t o  say, buyers a re  reaui.red t o  
t a k e  a ba th  i n  t h e  Shower Room and wear comoany nrov ided 
powns be fo re  thev are  al lowed t o  enter  t h e  Test ing  Houses.. 

Fronti.ng t h e  d i r t  road i s  t h e  h i gh l v ' f enced  Feedmi 11 .' The 
Feedmi l l  was desi.gned to ~ r o o d u c e  t h e  feds  requirement o f  a 
1, OOO sow-1 eve1 farm based on a  s~: . : -ho~\r  m i  11 i n g  and ,mix ing 
operat ions. Ad jo in ing t h e  f e e d m l l l  is t h e  main WdrenOUSe 
also designed t o  accomodate i ng red ien t s  and mixed +eeds of 
the  company's s i z e  o+ aperat ions  p l u s  an adequate p r a v i s i o n  
f a r  buSfer stocks. However, f o r  reasons t o  be . discussed 
l a t e r .  t h e  "comoany i s  v i r t u a l  1  y on a hand-to-mouth bas i s  as - 
f a r  as feeds prnduct ion  and consumption i s  concerned. - 
Other b u i i d i n a s  and r ; t ruc tures  a t  the s i t e  cons i s t  c ~ f  t h e  
fo l l ow ing :  

a Farm O++ice - nouses c h e  Farm Manaaer. I. f inance.  - 

admin is t ra t ion .  ve ter inarv .  p roduc t inn  recoras ana aeneral ., 
s e r v i  cesimaintenance em~lovees. 

Motor Pool - c o n v e r t i b l e  aarage f o r  the  t e n - h e e l e r  (20 
tonnet-) and  t h e  six-wheeler (10 tanner, r r uc i : : ~ :  a l so  t h e  
area +or  r \ ?$a i r  and caraent rv  works. 

Runk Hause - n ~ u s i n q  f o r  +arm workers: about 50% of the farm 
worKars rpszde w~ t h i n  t he  v i c r n i t y  and aoaut h a i +  u "  them 
s tav  a t  the hunk housq. 

Manaoer's Houze - r t h e  Farm Mansusr and f ivern ight  
v i s i t o r s .  

I-moon - connecked hv i.ree-i.lowlrq cana ls  + r n m  +.he ni r iqsrv  . 
b u i l d i n q s  ta conta;n water and animal waste. 

Perimeter izence - cons is t  a+ concrete 4en& on rerti-I  n areas , 

and barbea w ~ r e s  cannected t n  ooles I n  g ther  areas. 



The o r i g i n a l  hreedinq stacks o.f t h e  comnanv ar r rved  at t he  
farm i n  kuaust  198.";. 'The breeers were imoorted from var ious 
p a r t s  o+ t h e  United Sta tes  and werp t ransoor ted t o  t h e  
count rv  v i a  char tered a i rp lane.  Each g i l t  has an i n v o i c e  
value  o f  LIS$277 rrhi le each boar cos t  USY377. The . 
composit,ion of t ne  com~anv", o r i g i n a l  breeding. s tocks as . 
compared t o  t h e  c resent h e r d  comoosit ion folows: 

O r i q i n a l  

Breed Boat-s .- Gilts Boars Sows. $ Gilts. 
L 

Yorkshtre 45 a50 6 635 
Duroc I (a 120 15 155 
Landrace b 20 4 0 1 Ob 
Hampshire 4 10 1 6 
Landrace/ 

Yorkshi re ( L Y )  - - - - 
-- - -- - 

C h a r a c t e r i s t i  c a l  l v ,  the  comoanv" s breeaera a re  ca teqor i  zed 
, under t h e  c l a s s i c a l  pure  breeds passessinq t n e  f 01 iowinq 

q u a l i t i e s :  

Yorkshi re - a female l i n e  braeas ?hat +arrow ana r a i s e  i a r a e  
l i t t e r s  hence considered the  "Mother Breed." Yorkshires are ' 

wh i te  and large-+ ramed. -.I 

~ u r o c  - a male line hreea, r e d  j n  c o l o r  w i t n  shades ranainq 
from light t o  dark, ruqged an@ n i g n l y  r ~ s i s t a n t  ta stress, 
possesses sueerlar qrowth r a t e  and feed e f f i c i e n c y  and verv 
cnmdetitive w i t h  cragstreeds i n  r a t e  and economy a+ weiaht 
gain. .--, 

I-andrace - -  t r . + ~ i i t i n r r a l . l v  n +emale .Line wi~rlse boar% are a l s o  
aarossi  ve. w n i  te-coiored and 1 ong-boa1 cd, o r o i  if i c  and 
pnssec-ses aona motner i n q  abi i i t i ns. sows f a r row  1 i t t e r s  w i t h  
h ~ o h a s t  b i r t n  m a  4eanina.weights. 

Hamoohire - a m a l e  l i n e  conaidered t h e  " leanest  of 311 
brecds".  bl  ack-coiored w i t h  3 noticeable c.rhit,e ~ e i  t t n a t  . . 
runs 3cross i t s  snnulder an0 extends to t he  foV?lf?qs, . 
D C ~ O S ~ S S ~ S  e : . : c ~ I  'L mt. l ai n eye. 



45 o f  Ju l y  Zl. t h e  f o l l o w i n g  schedt~ le  r e f l e c t s  rhe bkee i i nq  
proaram whi'cn the  company ~ r a c t i c e s .  

TOTAL* Y Y  QQ L_C H A  L Y  D M  

C) Bred Sows/Gi 1 t s  732 80 109 70 L zyg 70 

Nursing 'Sows/Gi 1 t s  195 19 - 34 17 2 71 2 

Dry SowsiOpen G i l t s  103 25 18 12 1 40 9 

Rep1 acements 

- 
Not iceably,  t h e  company i s  engaoea i n  oure-bremdina I Y Y .  DD, 
LL, HH) . f wo-way cr-osr-breadi nq ( L Y  1 and three-wav ( G L Y )  - 

cross-brseding. The pure-breeding a c t i v i t y  (36%) i s , i n t e d e d  
f o r  the  product ion  o f  reolacement s tocks ana purebreeas +or  
sa le  as  breeders.. The two-way cross-breedinu (54%)' i s  f o r  
t h e  p roc rea t i on  o+ a commercial breea, a mother s tock  which 
when crossed w i t h  a male l i n e  boar produces good a u a l i t y  
market hogs, both  as replacement and female f o r  s a l e .  The 
three-way cross-breeding (10%) is a showcase o f  t h e  economic 

- 

-u 
advantages o f  us ing  t he  company" breeders i n  a commercial 
f a t t e n i n g  operat ion.  Hoas ~ r o d u c e a  i n  t h i s  manner a re  more 
i n  number oer Sarrowing (h iaher  l i t t e r  s i z e ) .  possess b e t t e r  
bv hyb r i d  v i go r  (less r n o r t a l i t v  r a te )  ano i a e a l  weiqnt ga in  
dn less feeds. 

The ~ r o d u c t i n  ~er+ormance of t he  sw.~ne b r e e a ~  no ana arowxn? 
onerat ions sznce 1984 can aenera l l v  be s t a t e a  as +ar below 
i t s  po ren t i  ai . The 1984 oerfor;;~ance. however, can be 
-ILIICB~ a s  averaae cons1 cieri ng tns a?: tendant t a s ~  o f  
Dalancina tne  i a c t o r  o f  o roduct lon  a t  that t ime. ihe vear 
1SE35, thouqh. saw a s i a n i f i c a n t  oroa i n  almost a l l  i ~ s o o r t a n t  
i nd i ces  o+ proguct lon.  Farrawinq index which measures t h e  
number or trines aech sow give b i r t h  i n  a vear plunaed t o  
1.87 t imes  i n  1985 ccrrnoared t o  2.01' i n  1984 and k h e  t a r g e t  
o i  2. i f o r  the  year. Farrowing r a t e  r a t i o  oS animals t h a t  
farrowed comaared t o  an1 ma1 s bred a l so  d r a p ~ e d  s i q n i f  i c a n r l  y 
from 74% i n  lVY4 t o  63% i n  1985. L i t t e r - s r z e  per  ta r row ing  
was low a t  8.14 o i g l e t s  and was f u r t h e r  catnoounded by a very 
high 4Cl% m a r t a l l t v  r a t e  far  b i r t h  t o  mark:&. These. among 
0'tr.w : ndxcclr. r -e f lset  .rhe e f f e c t s  of  +,ha rjiseaccr rel .ated to 



t h e  animale' r e ~ r o d u c t i o n  caoab i l  i t v  t h a t  h i t  tne farm 
d w i n q  t n e  year, poor t r a f f i c  o f  animals rasu1.t ing t o  
congest ion ana a host  of o the r  fac to rs .  

I n  1986, the ooerat ions s t a r t e d  s l i q n t l v  Be t t e r  than t h a t  o f  
1984 but. s i g n i f i c a n t  imwovements nave yet t o  be a t t a i n e d  
e s ~ e c i a l l v  i n  t he  areas o i  m o r t a l i t y ,  i a r row inq  r a t e  and 
1 i t t e r d s i = e .  A oummary o+ t h e  ~ r o d u c t i o n  oer+ormance o i  - - 

- 

company from January 1984 t o  June 1980 i s  shown i n  Anne:,: 1. 
. .# 

As conceived ALCDC i s  Scp~osed t o  m e r a t e  on a l e v e l  of 1OOO . - 

sows and g i l t s  a t  any p o i n t  i n  t ime. Th is  t r a n s i a t e s  i n t o  
abc~ut 7 ,000,  t o  8.000 e r f f s p r i n g ~  a t  anv given - t ime  * 
notwi  ths tand inq t h e  1  i m i t e a  growing c a ~ a c i  t y  w i i  cn w a s  
o r i g i n a l l v  ~ l a n n e d  f o r  expansion bv the  middle o i  lg8S. 
Hence. t h e  f eedm i l l  and t h e  warehouses were canst ruc ted t o  L 

suDport t h e  operat ions a t  such l eve l s .  

As a c t u a l  o ~ e r a t i  ons unf ol dea. however. t h e  comoany was 
fo rced  t o  a hana-to-mouth ex is tence as ear as +eeds 
p r o d u c t i  on ' and consump t i~n  i s  concerned desp i t e  tne low 
p roduc t ion  l e v e l  i n  t h e  d iqgerv.  The heavv l o s s ~ s  placed 
t o o  much s t r a i n  i n  the c o m n a n v ~  l i o u i d i t v  p o s i t i o n  
d r a s t i c a l l  v  reducina i n a r e a i e n t s  ana mixed teeds l e v e l  from 
a month" requirement I n  1984 t o  a one week equ iva len t  
du r i ng  most wart  o f  1985 and 1986. Dawntime due t o  machine 
breakdowns and power i n t e r r u p t i o n s  @cc.~ccial ly du r i ng  wet 
seasons l e d  t o  instances when custom rni>:ed feeds had t o  be 
purchased. Worst t h e r e  were a + e w  occassions when c e r t a i n  
animals had t o  feed on mere r i c e  bean ana molasses +o r  a dav 
cr two instead.  of t h e  regu la r  ra t ic ln .  F i n a l l y ,  tt.? 7oorl. y 
attended breakdowns o-f t h e  feedmill d r a s t i c a i l y  reduced 
a t t a i n e d  capac i t y  t o  a l e v e l  tnat is s l i a h t l v  nagher than 
feed consumoti on 1 eve1 tnus damoani nq e f f o r t s  t o  achi eve 
b u f f e r  m i x e d  feed stocks  even wnen ~ n g r e a i e n c s  are  
ava i l aa le .  

The comnanv nad a t o t a l  aef i c t t  i n  its r e ta l nea  earn inas a$ 
P7.7 m i  11 i o n  a% a+ dune,. 1986. ALCDC r cuo r ted  t h a t  t h e i r  
1 9 R 7  o c e r - t i ~ r l c  are  daina verv  we l l  m a  thev exoect s r o + i t s  
f o r  t h e  curresnt  ace rs t i nq  year. 

PROJECT 

The ccmnan8/ seems t o  be a t  t h e  turnar-ound staae ana can be a 
n r o f  i t a b 1  o venture. kn aqqressive brseaina 2nd d i  sjuersal 
prbqram can 8 . t ~  sales alang w i t h  the  elsrebiishmenr. ~r ieas lna  
a t  arow-nut t a c i i i t i e s  r l u ts ide  oS the farm i t s e i f  b u t  i n  
nearbv l m a i  J.  ti^. This ~ m 1 1 a  moana the revenue aenerat ina 
o n t e n t i  a1 at tme i i r m .  



The feeami iling sect-ion can D a  centralizes and nroouce the 
enmaany" + f u l l  r e a u i r m e n t s  e s o e c i a l l v  i f  a f ie-UD i s  made 
wi t.h the Aqri-Operations of Phi  1 i o p i n e  Fruit.5 and Veoetables 
I ndus t r i es  ( i t s  s i s t e r  cornDnnv in I4ABCQHS. For example corn 
and sweet. ~ o t a t o  can be grown t o  take  care a+ evervday 
reauirements. 

IV. INVESTMCNT REQUIREMENTS 

Since t h e  oro. ject i s  under a Usufruct  Aareement rnen a buv- 
out o f  t h e  ~ h v s i c a l  f a c i l i t i e s  i l a n d  and ou i l a i ngs )  i s  not  
passi  b l  e. However an ooerat ina lease agreement can be 
worked out.  Present lv  t n e  comoanv is operat ing an a t h i n  
workinq c a a i t a l  o f  PI0  m i l l i o n .  whicn i f  inrsaaed t o  P20 
m i  1  l i o n  could i n s t a n t l v  r a i s e  revenues and ~ r o f  its. 



V. FACT SHEET 

~GRO-LI VESTOCK COMMERCIAL 
DEVELOPMENT CORPORATION 

. . Fl arPdaDl anca. Pamomqa 

. 7 
BASIC DESCRIPTION 

Year Established . . 1983 

Terms of Usufruct F i f t v  ( 5 0 )  vears 

Major Products  Purebred ooars and cross-bred qllts 
(Lanarace. YorKshire. Duroc and 
Hamoshi re1  f o r  sal e as awi ne . breeo- 
ers: tne oalence a f t e r  se lect ion 
arc ~ o i d  as m a r ~ e t  noqs: -. 1. 

ALCDC also a++ e r s  manaaement .and * 
technical  sarvlces i n  tne  areas  o+ - 

fees f armulst i  on. herd neal t h  I 

manaaement, v e t e r r  narv and erten- 
51 on services. 

Markets swlne weeders  ana ra isers :  
market t raders  f o r  tat taned 
boas. i acal me3t. orates-rs. 



ANNEX I 

AGRO-LIVESTOCK COMMERCIAL DEVELOPMENT CORPORATION 

POPULATION 

SUMMARY O F  PRODUCTION PERFORMANCE 
JANUARY 1984 T O  JUNE 1986 

Boars* 
Productive Sows and Gilts* 
Rep1 acement Gi1 ts 
Total Piglets Born 
Total Progeny Mortal ity 
Total Hogs Sold 

Breeders 
Market Hogs 

BREEDING 

Total Gi 1 ts/Sows Bred 
Average Weaning to 

Breeding Days 
Concept ion Rate. at 

30 days 
114. days 

Tot a1 Abot ion/Premature 

I f f .  FARROWING 

I V .  

v.  

Total Sows/Gil ts Farrowed 
Farrowing Index 
Farrowing Rate 
Total Piglets Born 
Average Litter-Site (Live) 
Still birth, Hummif ied , fibnormal 
Total Piqlets Born Alive 

WEAN1 NG 

Total Sows Weaned 
Average Lactating Days 
Total Piglets Weaned 
Average Piglets Weaned/Sow 
Average Weanrnq Weight (1:gs.I 
Average Weaninq bqe 

MORTALITY 

Pre-wean ing Mortal i ty Rate 
Post-weaning Mortal ity Rate 

T O T A L  

65 
950 

SO 
17556 
2633 

'1 440 
12335 

2660 

21 

90 
87 
48 

1995 
2 .10  

75 
1 e 180 
' 9.80 
924 

17556 

1890 
28 

15973 



INVESTMENT PROFILE 

ZNW RUBEFR SSTATK CORPORCITIQN 

- 
PRESENT PRODUCT 1-INES 

POTENTIAL FRODUCT LINES 

- 
I. PROJECT BACKGROUND 

i a t e s .  cuplumps and coaaula 

. Rubber. b locks  

The orodect  i s  the outcome o f  a f i ' f t v -year  Usufruct 
Agreement entered i n t o  by t h e  M i n i s t r y  of Human ~ e t t l e m e n t s .  
t he  M i n i s t r y  o+ Educat ion ana ' t h e  Technology Resource 
Center. The Zamooanqa d e l  Nor te  A g r i c u l t u r a l  Col lege 
(ZNAC) w a s  one o+ t h e  f i r s t  seven s i t e s  t h e  BLISS I 1  
(Rgr ibusiness f o r  L i v e l i h o o d )  Program o f  MHS i n s t i t u t e d .  
The area  f a l l s  under t h e  dec lared and t es ted  rubber b e l t  o f  
M i  ndanao. 

The p r o j e c t  i s  s i t e d  w i t h i n  t h e  m u n i c i o a l i t y  o f  Tampil isan. . %  

Zamboanga de l  Norte. which i s  187 ki lomet.ers from Dipoloq 
City and 189 k i lomete rs  from Zamboanga C i t y .  Q 

A s  o r i g i n a l l y  conceived t h e  pro.iect was su~poscd t o  have 
th ree  separate components, namelyr 

1. An "anchorn o l a n t a t i o n  a f  1.000 hectares; 

2. The surrounding smal lho lder  rubber areas: and 

7 . A orocassinq u r i ~  t with motornool wnlch 3hall be 
resoons in lq  +or  l a t e x ,  caanula and cuolumo . 
c o l  l e c t t  on and' t n e  in+ ras t . ruc tu re  network of 
roads.. 

The "anchor" o i a n t a t i o n  i s  S U D Q O S ~ ~  t o  be s i t u a t e d  on 1.000 
hectares o f  cont iguous h i l l y  t o  undu la t ing  1and.from .fNAC 
which s h a l l  a c t  as t h e  nucleus es ta te  f o r  . encouraginq 
imoroved c u l t i v a t i o n  o f  rubber i n  surrounding areas and t h e  
d isseminat ion of rubber t r e e  qrawinq. tapp inq and orocesuing 
t.ecnnol ogy. 



11. PROJECT PERFORMANCE 

A to t .a l  o+ 305 hec ta re  have a l readv been p lan ted  w i t h i n  t h e  
ancnar' 5 e s t a t e  p l an ta t i on ,  100 hectares  each i n  1?7?, 1980 

.. and 1381. a l l  w i t h  t h e  use o f  bare  r o o t  budded s tums .  
f inather 5 hectares were deveioaed In 1982 w i t h  the  use o f  
palvbaa p l a n t i n q  technique which is in tended to  b@ uwed f o r  
t n s  ~ r o - r e c t z  s expansion t o  1 C W )  hectares  f o r  i n t roduc tzon  
t o  out troopers. Pol vbag rubber i s  bare-root budded stump 
p l a r ~ t ~ d  t n  . p l a s t i c  bag where it' i s  a l lowed t o  grow i n  a 
n u r s ~ r v  u n t i  1 readv +or  f i e l d  p l a n t i n g . .  

l-!iqh m o r r a l i  ty r a t e n  were c x ~ e r i e n c e d  on t h e  500 hectares  
a l ready o lan ted  due t o  t h e  use o+ bare r o o t  p l an t i ng .  . The 
nine-month drouqht experienced i n  1983 together  w i t h  t h e  
" invas ion"  o f  coqon and hagonay ( t a l l  grass o r  weeds) whicn 
cotnwatsd heavi  1 y w i t h  t ne  seed l ings  +or  s o i  1  n u t r i e n t s  
agnr avdtcd t h e  problem. The absence of  . an i ntcr-nal  road 
acccas t o  the  nro.!ect cont inues t o  remain a .deterrent .  

C o ~ o n  grass has a l readv been brought under c o n t r o l  w i t h  t h e  
a p p l i c a t i o n  o+ q l v o n o s ~ h a t e , w h i i e  t n e  c o n d i t i o n  of the t r e e s  

, is expected t o  improve through proper n u t r i t i o n  b y  means o f  
+ert . i  1  i z e r  apol i c a t i  ons and b e t t e r  maintenance. The 300 
hec ta res  reau i  r e  eubs tan t i  a1 rehab1 1 i twti on. Because o f  
t h i s  t h e  rubber tapp ing schedule has been delaved. 

111. PROJECT POTENTIhL 

The rubber t r e e s  a re  due f o r  tapainq. There i s  a p o t e n t i a l  
t o  ~ l a n t  TO(? hsc ta res  i n  ZNAC. . I n  1984, a study was made on 
t h e  ZWAC p r o j e c t  and i t  was deemed f e a s i b l e  t o  o l a n t  t h e  
remain ing 700 hectares and pu t  up t h ree  d r ye rs  o f  750 Bounds 
per  hour caaaei ty .  The demand f o r .  b lock  rubber from t i r e  
.ano o tner  manufacturers has been growinq and t h e  s tudy 
expected t h e  t r e n d  t o  cont inue. The  ~ r o j e c t  in tends t o  
proauce b lock  r u b o w 3  (SPi? S and SPH 30) equiva lent  i n  
qua1 i t v  .to i n t e r n a t i o n a l l y  accnoted standards. ' A good 
o o r t i o n  r ~ i  the sales 1 5  t a r q e t t e d  +or, the e x o o r t  mareet. 

I V .  INVESTMENT REQUIREMENT 

I n  terms a+ 1984 Pesas the  comaanv escimatcd %he ~ r o - l e c t  
cost t o  total P 3 b  m i l l ~ o n  t o  comdlete t n e  ~ r o j e c t .  7 

Presen t l v  t h e  camoanv nas t o t a l  assets of 97.7 m i l l i o n  
I 

f I rnaed o v  eaui ty. 



V. FACT SHEET 

ZNAC RUB5ER ESThTE CORPORATION 

Zambaanaa de l  Nor te  A q r i c u l t u r a l  
C o l l  ege Reservat l  on 
T a m ~ i  i isan. Zsmboanga d e l  Nor te  ' 

BASIC DESCRIPTION 

Year Establ i shed 

Establ i shed Grea 305 hectare rubber p l a n t a t i o n  

. F i f t v  i5ii) \/ear= Srom 1979 

RE I M-bOt:) i 80% ; GT- 1 (20% 1 

Term o+ Usu+ruct 

Rubber Clones bsea 

& j o t  Products . Coagula and Cuplun~s 

Usks of  Products . d e l i c a t e  h o s o i t a l  eauibment 
b a l l  s 
veh icu la r  t i r e s  
industri a1 equipment 
t e n n i s  c o u r t s  
commercial rubber bands 
d r i v e  course of roads a+ some 
industrialized c o u n t r i e s  

Markets Domestic 

rubber comoanies .oper a t i n a  w i t h i n  
the  20 km. r a d i u s  of t he  p lanta-  
t i o n ;  t r ade rs  in raw rubber 

(nat ye t  exoar t ing )  

afilce:staS+house 
305 hectares p lan ted  .to rubber 
h95 avai  i an i e under usu+ruct  
agreement f s r . expans ion  

F7.764 m i l l i o n  

F7.671 m i l l i o n  

Majar  Faci 1  i t i e s  

Tot a1 Assets 

Tat. 31 Eoui t y 



INVESTMENT PROFILE 

PRESENT PRODUCT LINE .  off ee beans . 
- POTENTIAL PRODUCT LINE : Processed co f fee  beans 

I. PROJECT BACKGROUND 

The p r o j e c t  was i n i t i a t e d  bv  the  BLISS I 1  Program 
(kgribusiness f o r  L ive i ihood)  o f  the  N l n i s t r v  o f  Human 
Settlements. I t  sought the'establ ishment o f  a nucleus , 

es ta te  o f  cof fee t r e e s . i n  t h e  I l o i l o  Nat ional  Colleqe o f  
Aar icul  t u r e  i INCA) i n  '~ambunao. I l o i l o  and the taopina of 
surrounding coffee, 01antati.ons t o  suouly t n e  nmeas of a 
cof fee processing p l a n t  f o r  t h e  l o c a l  an0 export markets. 
The p lan c a l l e d  f o r  the product ion of 330 WT o f  cof fee beans 
from the  nucleus sstate.  . 300 IIT from an outcroopers 
associat ion and 98 MT from other resources. the  ~ r o ~ c c t  h 

h o ~ e d  t o  ~ r o d u c e  10% Grade I qreen beans, 40% Grade 2 and 
33% Grade 5 .  

The p ro jec t  was s t a r t e d  i n  1979. Some 1 1 0  hectares w i th  
over 100,080 t r ees  were cu l t i va ted .  It was envisioned t o  
serve as t h e  rechnoloay outout f o r  co f fee  growing and 
processing i n  i l o i  lo. The design ' inc luded r n e  f u l l  
p a r t i c i o a t i o n  o+ small co f fee  p lanters  surroundinq the 
aqr i  cu l  tr.cral school; 

11. PROJECT PERFORMANCE 

There is no s i a n t f  i can t  output yet  trom the d lan ta t ian .  The 
company oianted 150.'!:)(:)0 t rees ouc aniv 1(:)4.(:)00 survived. 
The i n i  t i  aJ p i  ant  i n n  produced stunted t rees  becat.tss shade 
t rees were nor used. However. suoseouent o iant ings y ie lded 
be t te r  r e s u l t s  w i tn  i o i l - i p i l  t rees  as shade t ress.  



- 
111. PROJECT POTENTIAL 

. - 
The p l a n t a t i o n  i s  abaut readv +or  the commercial ~ r o d u c t i o n  
of c o f f e e  beans. Some l i m i t e d  harves t ina  h a s  been .done. 

The trees have t o  be r e h a b i l i t a t e d  t o  achieve t h e i r  f u l l  1 
I 

p o t e n t i a l s .  A t  f u l l  oroduct ion  sales of PI0 m i l l i o n  a year I 

a r e  expected i f  t h e  . t o t a l  ~ r a j e c t  concept is  c a r r i e d  out, . 

I V .  INVESTMENT REQUIREMENTS ' 

The company estimated a total 
complete t h e  p r o j e c t  broken down 

cos t  o+ P14.5 m i l l i o n  t o  
as  fo l lows:  

E x i s t i n g  o lan ta t ion /asbe ts  

Equi t y = o u t l a y s  o u t l a y s  and 
pre-aperat1 ng expenses 

Working capital 

- P l a n t a t i o n  a - Procurement - Operat ing Esaenses 
- 

P14.5 m i l l i o n  



V. FRCT SHEET 

INCA .COFFEE 

LOCATI ON 

. 
BASIC DESCRIPTION 

Year Estab l  i shed 

Rrea Estab l  i shed 

Terms o f  Usu+ruct 

Tree p o w l a t i o n  - 
V a r i e t v  p lan ted  

Major  Products 

Uses o$ Products 

Markets  

Total P s s e t q  

'Total Foui  t v  

ESTATE CORPORATION 

I l o i l o  N a t i o n a l  Co l lege  of  
. A g r i c u l t u r e  (INCA) Reservat ion 

(now p a r t  of West Visavas S t a t e  
U n i v e r s i t y  
Lambunao, I l oi 1  o 

110 has'. 

F i f t v  ( 5 0 )  years  f o r  1OOO has. 

150.261 t r e e s  . . .dB 

White Plus Robusta 

Green C o C f  ae 

Domestic and exoor t  

a. ' Domestic - local  t r aders /  
auyers/exparters  

b. Exoort  - c o f f e e  imoart ing 
, count r i es  of ICO 

Of S i c e / h d m i n i a t r a t i v e  Bldg., . 
Staffhouse,  d rv ina  pavement, 
s torage  shed 

F6 .709  M 

P6.636 H 



INVESTMENT PROFILE 

PRESENT PRODUCT LINES . . : Job Orders on I n d u s t r i a l  cabted, 
- - 

fabr ica ted  and mechanized products 

POTENTIAL PRODUCT LINES : Agr i cu l tu ra l ,  i r r i g a t i o n ,  mining,' 
. .' logging and i n d u s t r i a l  machines, - 

plements, equipment,' etc. 

1. PROJECT BhCKGROUND 

. The Davao Euui oment Manufacturing Corporat i  on CDEHCORI . a 
foundry and metalworking company wan purchased by the Human 
Settlements'Developmc*nt Corporat ion CHSDC) i n  1983 f rom.  t h e  
P r i v a t e  Development Corporat ion o f  t h e  Phil ippiners. (PDCP) 
wh,ich had foreclosed on the company. HSDC paid P4.5 - 
m i l l i o n  f o r  DEMCOR. The company was i n  t u r n  leased by HSDC 
t o  t h e  Processing Center Au thor i t y  (PCA, another government 
corporat ion).  f o r  C1.22 m i  11 i o n  per annum f o r  a. per iod  o f  s i x  
year.. w i th  an opt ion t o  purchase. PCA wanted t o  tap  the .*. 
market ' p o t e n t i a . 1 ~  f o r  a g r i c u l t u r a l  machinsr-iars, equipment' 
and implements i n  t he  a q r i c u l  tural ly-buss1 i n g  i s l a n d  of 
Nindanao located i n '  the  southern   or ti on of the  Phi l ipp inee.  
Unfortunately, PCA enterea t h e  f i e l d  at a very unopportuned 

' time. The P h i l i p p i n r  economy inc lud ing  the  promising 
agric 'ul  t u r a l  sector, suf fered . i t s  worst receasi on years 
a f t e r .  World War 11. Tho market col lapsed heav i l y  f o r  
c a p i t a l  and durable goods. P C A ' s  investment w i th  a metal 
scrap-recycl ing venture t o  augment DEMCQE o ~ e r a t i a n c  sapoed 
t he  company" resources 9ur ther  because of t h a t  venture'e - 

f a i l u r e .  To susta in  o ~ e r a t i  ons, DEMCOR resor ted t o  ' 
se rv i c ing  i r r e q u l a r  job  araers and took on i n d u s t r i a l  
carted, fabr ica ted  and mechanizstd prodpcts. .. 

1 1  PROJECT PERFORAANCE 

DEMCOR" sales performance was dismal . covering on ly  
P166,000 per month i n  1984 and 1985. .P lant  capaci ty 
u t i l i z a t i o n  f e l l  below 15%. A n e g l i g i b l e  gross p r o f i t  
margin o f  6% hard ly  covered t h e  huge onerat ing and 
admini s t r a t i  ve exoenses, d isab l ing  PC4 from meeting i t s  ' 

lease ob l i qa t i ans  w i th  HSDCw 



PROJECT POTENTIAL 

When' HSDC bought t he  assets from PDCP the  assets were 
h i r d l y  used and most were s t i l l  brand new. The proper ty  i n  
s i t t i n q  on grime land i n  Davao City.  It has' the capab i l i t y  
t o  pvoduce mmtal products of good q u a l i t y  s ince i t  has' 
p rec i  a i  on machi nms and equi pmmnt. . 
' ihe  3A made' some pre l iminary studies i n  1986 and forecast 
the t -rancia1 per f  ormrnce of  DEMCOR f o r  1987 t o  1'390. The 
pre je.  :ions were promised on t he  recovery of the  nat iona l  
econc , p a r t i c u l a r l y  t he  a g r i c u l t u r a l  scctor. Thrre werm 
signs tha t  the govrrnmmnt's program t o  invest  heavi ly  i n  
countr s ide development would boost thm r u r a l  areas. 

Nmt  sales 8.5 

Lemsr Cost o'f 
' Production 4& . 

Gross P r o f i t  4.0 

Less: Admin 
3( Nktg. Exp. Id 

Net Income 
B d o r e  i n te res t  
and taxes  2.2 -- 
INVESTMENT REQUIREMENTS I V .  

To  acquire DEMCOP. a ~ o s s i b l o  'o f fe r  of PS m i  11 i on  might be 
s u f f i c i e n t  t o  L a l l  the  assets. HSDC would havm t o  
rec la im t h e  comoany +ram PC4. Another P3 t o  P4 m i l l i o n  
would be needed f o r  working cap i t a l  purposes. 



Vm F K T  SHEET 

.DAVAO EQUIPMENT MANUFACTURING CORPORATION 

. , 

Davao Ci t y LOCATION 

BASIC DESCRIPTION: 

Year Established . . 
M a j o r  Products 

!Jees . - 

Metal products 

A n r i c u l t ~ w a l .  i r r i a a t i o n ,  
m j  ninu, inauatt- i  a1 . 1ar)ging 
otner usages 

Markets . 
M a j o r  Facilities . 

Government aaancc es. n r i  v a t e  
comaanx es. t armers 

Foundry, and metal worlsinq 
machlqeries and eauioment 

Total Assets 

Totad Investment . . PS.8 mi llian 
(HSDC excludinn PI%) 



INVESTMENT PROFILE 

KIDDIE SHOES CORPORATION 

PRESENT FRODUQT LINES . Ch i ld ren 's  shoes 

FOTE?IT I A L  PRODI..ICT L I NES : A l l  tvues of Footwear 

I. PROJECT BQCKGROUND 

T h e  comaany was o r 1  marl l v  e s t a b l  i shed t o  man~rf ac tu re  and 
market d i f f e r e n t  types o f  c h i l d r e n ' s  snoes made of. v a r i o u s .  
materials. It s t a r t e d  ooera t ions  i n  J u l y  1982. I n i t i a l  -- 
market ing e++ar ts  o f  the  aro-iect have been concentrated on % 

e s t a b l i  sh ing a  s t r o n g  domestic base. The ui t i  mate abaect ive 
is t o  axoor t  70% of the aroduce and 30% +or  tne dnmestic 
m a r k e t  . F- 

K i d d i e  shoes is owned by  p r i v a t e  stoc!:hoiders wno out i n  P5 
m i  11 i  on, w j  t h  o r s fe r red  stock +rom t h e  Human Settlement. 
Devel o ~ m e n t  C o r  anrat  i on amount i nq t 0 W W .  O W  ana P900, 000 
from prlvate rndividuais and a long  term loan from the 
Technal oqv Resource Center o f  .*7 m i  1 1 i on. .. 
The firm is u t i l l t i n o  I t a l i a n  tecnnolooy and eau i~men t  t o  
oroduce shoes w i  t n  autamat ica l  1 v des i  anea i 'nsal  e (arch- 
+orrned) wnicn is consiaered an impor tant  f a c e t  nf A n r o a e r l y  
o e s i  gned c h i  l dren' s snoes. 

1 PROJECT PERFORMfiNCE 

T I ~ E  comaanv repnr ted sa les  .o+ PO; 8 m i l l  i o n  t o r  n i ne  months 
ended l larzn 31. 1983. T h i s  climbed t o  F 1 . b  i n i l l i o n  +or the 
nest  fiscal year. B y  1986 sales reached F7 .b - rn i l l i an  bu t  
oecl ined i n  1 9 R 7  t o  P4.5 due t o  e::treme workins c a p i t a l  
ax++ iculties. 

A s  ot r lSiFj? f ; : iddie  Shoec nad t o t a l  assets ol: F16.7 
m i i  lzon. The campanv showed l i a b i l i t i e s  o f  P21 m i l l i o n  and 
a stockhalaers '  cja+ici t oaf F2.3 m i  11 ion .  

Sales went mast lv  t o  t h e  domestzc m a r e e t .  H w p e r .  the . 
comoanv has' been senaina s a m ~ i e s  oS shoe oroducts t o  t he  
Euroaean markets (because r t produces French s i  s e s )  . 



the carnoany has modern shoe-making eauioment housed i n  a 
modern f ac to r y .  A l o t  o f  machines i s  g iven i n  Annex I. 

The conlpanv has su f f e red  f rom lack o f  f i nanc i  a1 resources 
and t h i s  has orevented r e a l i z a t i o n  o f  sa les  po ten t i a l s .  An - 
i nves to r  w i t h  aood exDort market con tac ts  can e a s i l y  t u r n  
t h e  Comoanv around. The Company b e l i e v e s  i t  can s e l l  a 
p o t e n t i a l  o f  P2 m l l l i o n  a month o r  924 m i l l i o n  oer annum. ' 

Given t h e  com~anv's  d i r e  financial . s t r a i t s  a qood   rice may - 
be go t ten  f o r  t h e  a c q u i s i t i o n  o+ assets o r  shares. 

XU. INVESTMENT REQUIREMENTS 

Giddie Shoes stockholclers a r e  w l l l i n q  t n  s e l l  out t-o recouo 
t h e i r  investment o f  P5 m i l l i o n  w h i l e  HSDC and TRC would like 
t o  a t  leas t .  recover  o r i n c i p a l  and accumulated d iv idends or 
i n t e r e s t .  Th is  would be i n  t n e  v i c i n i t v  o f  F10 m i l l i o n  fo r  
TRC and F1 m i  11 i o n  f o r  HSDC. Working c a o i t a l  requirements 
would be about PS m i  11 i o n  i f  sa les  o f  h a l f  t h e  caoac i t y  is 
a t ta ined .  



V. FACT SHEET 

BASIC DESCRIPTION 

Year Establ  i shed 

Ma-i or Products 

Markets 

Tota l  Assets 

Tota l  Eouitv 

Contact  Person 

People' s Technoloqv Complex 
Carmona. C&vi  t e  

Children's shoes 

Mainlv l oca i  but w l t h  
1 arge exoorr o o t e n t i a l  

Land 
Bui 1 d i  no 
Machines and eaul ~ m c n t  
(See Annex I i 

P18.7 million 

(P2.3  million deficit) 

Luis  N. Hernandez 
Chairman of the Board 
I:'.i da i e Snoes 



ANNEX I 

KIDDIE SHOES CORPORATION 

SCHED!JI-E Ox PRODUCT ION EOU IPNENT @ID. MPlHINER I ES 

- CUTTING 

- Swing Beam C l i ck inq  Press 
Swing Beam C l i ck inq  Press 
Swing Beam Cl ick ino  Press 
Swing Beam Clackinq Press 
S t r a ~ s  Cut t ing Machine 

PREPARCITION 

& t t o m a t i c  Upper Perf o ra t i na  Machine 
Upper Leather Skiv ing Machine 
Uper Sol i t t i n q  Machi nc 
L i n i n g  Numberrng Macnine 
Straps Foldinq Machine 
Hydraul ic  I nso le  Mouldinq flacnlne 
Upper Thermoolaslt ic Cement Fo ld ing Machine 
Upper Leather Skiv inq Machine 
Leather Sole Ski v ing Nacninc 
Per fo ra t i ng  Machine 

SEWING 

h t o m a t i c  E y e l e t  CIoplyinq Machine 
Z I G Z A G  S.M. 
Z I G Z A G  S.M. 
S.N.F.'B. Sewinq Machine 
S.N.F.B. Sewina Machine - S.N.F.B. Sewing Nachrne 
S.N.F.B. Sewina Machine 
Sina le  Needle Post Tvoe Sewlna Machine 
Sinqle Needle Post Tvpe Sewina Machine 

- Moccassin brai a i  nq Machine - SNFE Sewi no hachi ne 
SNFE Sewi ng Machine . 

SbIFF Sewi na Machine 
SidFB Sewr no machine 
DNFB Sewina hachine 
DNFE Sewing Machine 
DNFP Sewinq hachine 
SNFE Sew~nq Machine 
U i  nd i  na Machine 
L*ar'l:.jtker 

S I TPA 23 tons 
SITPCI - 14-16 tons 
S I TFA 23 tons; 
S I TFA 14-16 tans 

ClRHAC 
ELLEG I CLRC 
OMSA 
OM0 481/8 

lO3S 
El ANF 1078 P 
ELEG I 15 R 
€LEG I 
€LEG I 
TECHNOSHOE 

SPS 
OLFA 
CILFA 
ADLER 
FIDLER 
fiDLER 
CIDLER 
OILER 
FIDLER 
ADLER 
ALFh 
FILFA . 
fiLFFI 
PFAFF 
PFCIFF 
PFAFF 
PFAF F 
PFfiFF 
PFAFF 

102-50.3 
102-503 
196 
67-62-T 
96-142 - 
67-8063-T 
a8-52-L/04 - 
68-52 S/04 
166- 1 - 

175/679 
175/679 
17W679 
141 VRGO LMH 
142 VR 82 B 
142-113B/S 
242-6/01-BL 
134-6 
3335-958/01 - 



Hand P a t t e r n  Shears 
P a t t e r n  Grading and C u t t i n g  Machine 
S i n g l e  Need1 e F l a t  Bed Sewing r lachine 
Holes Making Devlce 

CISSEMBLY 

f o e  P u f f  A c t i v a t i n g  & Upper N o i s t e n i n q  
Machine 

Toe P a r t  P u l l  i na Over tq L a s t i  na Machine 
F l a s h  Type Cement R e a c t i v a t i n g  Machine 

Heel Seat L a s t i n g  Hachrne 
L a s t i  nq Convevor 
H i r  Com~resso r  
Scour inq Machine 
H i r  Compressor 
Lasti ng  Convevor 
Counter Mould ing Machine 
Heel Seat Mould inq Machine 
Hydraul  i c S o l e  Press 
Pounaing Up Machine 
So le  A t t a c h i n g  Press 
So le  A t t a c h i n g  Press 
U n i v e r s a l  Roughing Machine 
Thermocernent Toe P u f f  Formi ng  % 

App ly ing  machine 
T o p l i f t  M a i l  i n a  machine 
R e a c t i v a t i n g  Oven ' 

Heat S e t t e r  

Humid i f i e r  For  Toe Pu f f  

STANDBY UNITS 

Toe L a s t i n g  Machine, H a ~ d  Operated 
Heel A t t a c h i n g  Machine 
B e l t  Cementing Machine 
Heel 'Scour ing  and/or Lasted Botorn 

Roughing Machine 
Mechanical Brand Stamoina Machine 
hechanica l  Box Markinq Machine 
Manual Cement Heel Seat L a s t i n g  Machine 
Over lock ing  machlne 
Sing1 e S i d e  P a s t i n g  Machine 
k o l  l e r  Type Lami n a t i n q  P ress ing  Machine 
St rao  Cementing Machlne 

100 
O V I C  LINCE 
ALFA . 175/679 - 

- 

RECES 
CERIW 
ELECTRO- 
TECHN I CA 
BRUSTIA 

' ROMANO 
TOSH I PA 
CAP 
FUJ I  
R0MC)NO 
ZEUS 
ZEUS 
BANF 
Z I GMA 
GINEV 
GINEV 
HESPER I A 

' SIGMA 

EMC 
ELECTRQ- 
TECN I CA 
SIGHCI 

3-C i e d  meters 
60 Gal I o n s  
27t329 
SW! 1 1  1 LTRS 
27 METERS 
S i n g l e  S t a t n  
2 S t a t i o n  . 
PV 2 
78 AMG 

N 177 - 

Lot F a b r i c t d  
- 

R I CAV 
66 AST 

F V  D 38 

OM0 48 1 
OM0 . 4&! C 
H I  CAV 
R I MOLD I 

TS805 

TECHNOSHOE d 37 



Loose IJ~per Roughing Mach i ne 
Taplng & Reinforcing Ma'chine 
Sewinq Ma~hine,~Post Type 
Geneat 
Reacti vatinq Tunnel 

INJECTION DEPARTMENT 

Injection Machine 
Air Com~ressor 
Refregmation Unit 

, 

CAP 
CIUCANI 
ADLER 6751 1 
GM DETROIT 135 K W  

LORENZ IN SP/45 TRIPLEX 
CURTIS 40 Gallons 
LOREN2 IN RF 9 
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Comparing and Contrasting 
LAAD, BVP and PAIICO 

(a/o July 20, 1987) 

Business Purpose 
0 

Latin American Agribusiness Development Corporation ("LAAD") 
since 1977 makes short and long term loans to privately owned and - operated agribusiness enterprises, particularly (but not neces- 
sarily) those involved in non- tradi tional exports. In its area 
of operation, it is regarded as a pioneer in the provision of 
long term loans to producers of non-traditional exports. LAAD 
relies primarily on interest-differentia1 income for its liveli- 
hood. 

Business Venture Promotion ("BVP") takes equity positions in 
newly organized, non-traditional exporters. Those positions, 
eventually, are to be liquidated in the very buoyant Bangkok 
Stock Exchange at multiples of between 10 and 20 times earnings. 
BVP was organized around the end of the first quarter of 1987. 
It has yet to book its first deal, although six or seven equity 
placements are pending. BVP is a venture capital company relying 
primarily on large capital gains for its profits. 

Philippine Agribusiness and Industrial Investment Corpora- 
tion ("PAIICO") , once organized, will place equity with third 
parties in return for fees or, itself, take short term equity 
positions ("bridge" investments) and longer term equity positions 
("direct" investments) in industrial and agribusiness proj ects 
which have significant capital gains possibilities. Some of 
these positions will be liquif ied through private placements; 
others, through public placements. PA11 CO is an investment bank 
or financial services company, relying more on fees than capital 
gains for its livelihood. 

-- Structure 

LAAD is located in Coral Gables, Florida. It has three 
operating subsidiaries in South America, Caribbean and Central 
America respectively. Another subsidiary, a marketing company 
is located in Coral Gables. The latter firm, for a fee, identi- 
fies export markets for firms located throughout the hemisphere. 
AID generates around 304% p.a. from its loans to LAAD. 

BVP, with an initial capitalization of $6,000,000 (50% de- 
rived in the form of equity from six Thai banks, 50% in the form 
of an income note from AID--does not have any operating subsidia- 
ries. The terms of the income note are such as to permit AID to 
make around 20% p.a. on its investment assuming optimal condi- 
tions related to subproject selection, entry and exit positions. 



Considerable pre-organizational work was done to select suitable 
Subprojects. 

PAIICO, without operating subsidiaries, will have an initial 
capitalization of around $15,000,000--one-third of which would be 
provided by private investors. Although the donors (AID and ADB) 
are providing the balance two-thirds risk capital, they will be 
entitled to a more generous share of the profits than is the case 

w with the BVP structure described in the previous paragraph. 
Essentially the ,rewards of the donors are equivalent to those of 
the private equity holders. Thus, returns of around 20-40% 
pea. are feasibly for AID. As was the case with LAAD, little 
pre-organizational work will be dedicated to Subproject evalua- 
tion and selection. 

Capitalization 

AID has provided each of the LAAD operating companies with 
many millions of dollars of loans at highly concessional interest 
rates of 3 and 4% p.a. Normal conditionalitv of AID financing 
requires LAAD to c'ontract for "counterpar<" financing f tom 
international commercial lenders, for example $1 for every $3 
received from AID. 

Not iwths tanding, a new AID policy for providing assistance 
to the LDC financial intermediaries was issued in 1985. It 
states that below-market interest rates attached to AID loans, 
such as those provided by AID to LAAD, constitute the equivalent 
of a grant to the owners of LAAD (defined as the difference 
between the concessional rate of interest and the marginal cost 
of funds to the U.S. Treasury for similar maturities). It 
appears that such grants are to be avoided although it is not 
known whether AID will continue to rationalize in some way its 
loans to LMD. 

As indicated previously, BVP capitalization is approximately 
$6,OOO,OOO, 50% of which is provided by AID through an income 

.r 
note. Since BVP is owned by six Thai banks, its capitali- 
zation can easily be increased to accomodate new Subprojects. It 
should be pointed out that AID, however, will likely not partici- 
pate in new increases of capital through issuance of new income 
notes . The International Finance Corporation ("IFC") , however, 
has indicated great interest in taking AID'S place in a subse- 
quent second round, when and if that occurs. 

PA11 CO' s capitalization will be done through normal equity 
infusions and convertible preferreds purchased by donor 
agencies. Private equity holders have not yet been identified, 
but are likely to emanate from one, or more, of the foliowing 
groups : 

--one of the larger Philippine banks; 
--private family groups, particularly Chinese; 
--foreign holders of sovereign debt wishing to convert 



t h a t  ob l iga t ion  i n t o  an equ i ty  holding i n  t he  new 
PAIICO. 

PAIICO w i l l  b e  o r g a n i z e d  b e f o r e  t h e  end of  t h e  f i r s t  
qua r t e r ,  1988. 

S t a f f i n g  
* 

Each of  t h e  L A A D  o p e r a t i n g  s u b s i d i a r i e s  has  a s t a f f  of 
around four  profess ionals  and one o r  two s e c r e t a r i e s .  Overa l l ,  
L M D  appears t o  have around f i f t e e n  o f f i c i a l  and f i v e  t o  ten non- 

- o f f i c i a l  s t a f f .  

BVP1s s t a f f i n g  i s  one permanent Managing D i r e c t o r ,  two 
s e c r e t a r i e s ,  a s s i s t e d  by seven members of the  Board of Direc- 
t o r s .  Emphasis  d u r i n g  p r e - o r g a n i z a t i o n a l  pe r iod  on e i g h t  
Subproject  s e l ec t i ons  and evaluat ions  permi t t ed  s m a l l  s t a f f i n g  
during f i r s t  one t o  two years .  

PAIICO w i l l  cons is t of around 40 o f f i c i a l  and non-of f  i c i a l  
s t a f f  a t  inception.  

Market 

G e n e r a l l y ,  LAAD i n  c o n t r a s t  t o  BVP o r  PAIICO, i s  n o t  a 
p r o j e c t  developer. I t  depends on t h i r d  p a r t i e s  t o  s o l i c i t  loans. 

LAAD lends t o  enerpr i ses  t h a t  might no t  otherwise be ab l e  t o  
borrow from commercial sou rces .  By one e s t i m a t e ,  90% o f  a l l  
loans  made by LAAD are rescheduled, i nd i ca t i ng  t he  high degree of 
r i s k  involved in  t h e i r  t a r g e t  market. 

BVP t a k e s  e q u i t y  p o s i t i o n s  i n  s t a r t - u p  e n t e r p r i s e s  t h a t  
export  non- t rad i t iona l  exports.  BVP i s  very involved i n  proj  e c t  
d e v e l o p m e n t - -  t h i s  i s  i t s  reason  f o r  be ing .  I t  i d e n t i f i e s  
g l i t c h e s  i n  the  Thai economy and designs Subprojects  t h a t  raeet 
t h e  needs. I t  r e c ru i e s  fo re ign  techologies and f i r s t  r a t e  l o c a l  
opera t ing par tners  i n t o  a  subproject  t h a t  commercially addresses . - 
t he  g l i t c h .  

BVP w i l l  n o t  make an e q u i t y  inves tment  i n  a  S u b p r o j e c t  
unless  a f i r s t  rate l o c a l  o p e r a t i n g  company i s  a l s o  invo lved  
i n  t h e  ownership.  Although BVP i s  a " p r o j e c t  developer," it 
seeks confirmation from q u a l i t y  l o c a l  firms t h a t  i t s  judgment is 
sound. Using t h i s  methodology, chances f o r  mistakes are reduced 
c o n s i d e r a b l y .  Because o f  i t s  s h a r e h o l d e r s ,  BVP is a b l e  t o  
g e t  l a rge  Thai operat ing f i rms t o  p a r t i c i p a t e  i n  t he  evaluat ion 
of i t s  business concepts. 

PAIICO p l a c e s  o r  t a k e s  e q u i t y  p o s i t i o n s  i n  t u r n  around 
s i t u a t i o n s  involving d i s t r e s s e d  i ndus t r i e s .  Nature of the market 
r e q u i r e s  heavy involvement i n  p ro j ec t  development work. This 
makes P A I I C O  s imi l a r  t o  BVP and d i s s i m i l a r  t o  LAAD. I f  PAIICO is 



u l t i m a t e l y  owned by a  bank,  s i m i l a r i t i e s  t o  BVP w i l l  be more 
pronounced. 

Modus Operandi 

LAAD does  n o t  i n v o l v e  i t s e l f  i n  p ro j ec t  development work 
i .e . ,  it is no t  c a t a l y t i c .  I t  is dependent on t h i r d  p a r t i e s  t o  
approach i t  f o r  loans. It tends t o  search out  customers t h a t  
cannot borrow from o the r  commercial sou rces .  I t s  development 
impact arises from i t s  a b i l i t y  t o  provide long term funds t o  such 
customers. Spec i f i c  r e s u l t s  focus on fore ign exchange genera- - t i o n ,  job c r ea t i on  and impact on r u r a l  incomes. 

BVP f i r s t  i d e n t i f i e s  products t h a t  enjoy demand i n  in terna-  
t i o n a l  p r o j e c t s ,  s e l e c t s  a  technology f o r  producing o r  processing 
t h a t  product,  p re l iminar i ly  evaluates  r e s u l t s ,  s e l e c t s  a  l a r g e ,  
l o c a l  o p e r a t i n g  company whose mainline business is syne rg i s t i c  
w i t h  t h a t  be inn  D ~ O D O S ~ ~ .  a w a i t s  t h e  d e c i s i o n  bv t h e  l o c a l  
operat ing company i o  p a r t i c i p a t e ,  e t c  . The m e t h n d 0 1 6 ~ ~  is very 
much i n  l i n e  with t he  c a p a b i l i t i e s  and a t t r i b u t e s  brought t o  the 
party by the  shareholder  banks. Spec i f i c  r e s u l t s  w i l i  focus on 
new e n t e r p r i s e s  crea ted  t h a t  so lve  p a r t i c u l a r  problems, measured 
by fo re ign  exchange genera t ion,  job c r ea t i on  and impact on r u r a l  
incomes. 

P A I I C O ,  it i s  expected, w i l l  apply t he  same bas ic  methodolo- 
gy wi th  emphasis on markets f i r s t ,  q u a l i t y  p a r t i c i p a n t s  subse- 
quen t ly .  S p e c i f i c  r e s u l t s  a r e  l i k e l y  t o  f o c u s  on number of 
d i s t r e s sed  i ndus t r i e s  turned around, fore ign exchange genera ted  
i n  t h e  process,  jobs preserved and impact on r u r a l  incomes. 
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ANNEX M6 

DESCRIPTION OF 
PHILIPPINE AGRIBUSINESS I-VESTMENT COMPANY ( PAIICO 

An appropriate combination of f inancial  , engineering and manageri a1 analyt ical  
capabil i t i e s  i s  1 acking among Phi l ipp ine f inancial  ins t i tu t ions .  Capabil i t i e s  
t o  restructure ex is t ing  a i l i n g  companies are extremely l imited. A number o f  
d i f f e r e n t  types o f  services must be combined t o  analyze investment proposals 
and p l  ace them w i  t h  qua1 i f  i e d  i nvestors, i ncl udi ng: 

- F i  nanci a1 engi neeri ng capabil i t ies ;  - Managerial know-how; - Equity placement power; - Domestic and i nternational market know1 edge: and - Business and equipment valuation expertise. 

No ex i s t i ng  company provides a f u l l  l i n e  o f  these needed services i n  the 
Phi l ippines on a s u f f i c i e n t  scale t o  have meaningful impact on the market: 

- The f i v e  universal banks are no t  s u f f i c i e n t l y  integrated and do not have 
enough expert personnel ; 

- No investment house has the liecessary broad f inancia l  capabi l i t ies ,  
s u f f i c i e n t  cap i ta l  o r  the managerial /technical expertise; 

- Government agencies do not provide merchant banking/technical s k i l l s  t o  
p r iva te  buyers/investors and have c o n f l i c t s  because of many problem loans 
and investments; and 

- Foreign investment bankers do not have the necessary managerial and 
technical expert ise tha t  i s  avai lable d i r e c t l y  i n  the Phi l  i p p i  nes. 

Several members o f  the p r iva te  sector have proposed t o  establ ish a new pr iva te  
company, named the Ph i l  i p p i  ne Agribusiness Indus t r ia l  and Investment Company 
( P A I I C O ) .  The object ive o f  P A I I C O  w i l l  be t o  mobil ize p r iva te  term capi ta l  
f o r  investment in :  1) f i rms slated f o r  p r i va t i za t ion ;  2) f i nanc ia l l y  
distressed p r i  vately-hel d f i n s  ; and 3)  new and exi  s t f  ng agro-i ndust r ia l  
enterprises. With these objectives, PAIICO w i l l  have two basic functions. 
The f i r s t  w i l l  be t o  ac t  as an intermediary/ broker i n  obtaining 
investors/buyers who w i l l  provide new cap i ta l  and managerial expertfse which 
w i  11 " turn around" ex i  s t i  ng distressed busi nesses. The second w i l l  be t o  
i nvesf i n  and manage an agro- industr ia l  fund tha t  woui d provide investment 
capi ta l  f o r  investment i n  agr icu l tu ra l  projects o f  high re tu rn  potent ia l .  

"Turnaroundn Window 

PAIICO's "turnaround" window w i l l ,  f o r  fees, a c t  as an intermediary/broker i n  
obtai  n i  ng i nvestors/buyers who w i  11 provide new capi ta l  and managerial 

- 
expert i  se which w i l l  turnaround ex i s t i ng  distressed businesses i n  the 



Philippines. It w i l l  i den t i f y  and prepare potent ia l  investment opportunit ies 
f o r  th i rd-par ty  investors and receive fees i n  the form of both cash and equi ty 
k ickers f o r  arranging the investments. I t s  emphasis w i l l  be on ex is t ing  
businesses, ra ther  than start-ups-- a strategy t h a t  i s  responsive t o  the 
current  spectrum o f  opportuni t ies and needs i n  the Philippines. 

Services provided by the company w i l l  include: 

- Technical and prac t i ca l  expert ise i n eval u a t i  ng ex i  s t i  ng troubl  ed 
businesses through busi ness/management/ engi neeri ng/technical audi ts and 
reviews o f  assets and businesses; 

- Financial , engineering and res t ruc tu r i  ng advice; merchant and investment 
banking expertise; and 

- Preparation o f  investment proposals and s t ructur ing new domestic and/or 
foreign investment inc lud ing u t i l  i z i n g  the GOP's Debt/Equi t y  Swap (Central 
Bank Ci rcu lar  I I1 1 and Phi 1 i p p i  ne Investment Notes (PINS) Programs. 

The "turnaround" window w i l l  a1 so provide 1 i m i  ted equi ty  investment while it 
obta i  ns 1 ong-term cap i ta l  , o r  supplemental equi ty when needed t o  complete 
investment transactions. 

This 1 imi ted investment opt ion may take several forms; ( i  1 bridging f a c i l i t i e s  
u n t i l  investors can be found; ( i  i purchase o f  minor i ty  equity posi t ions t o  
make an overal l  investment package possible, (i ii ) 1 i m i  ted  loans i n  
conjunction w i th  equi ty investments. - 
The investments made by PAIICO w i l l  be de ten ined by the nature o f  the 
investment opportuni t ies presented, I n  considering those projects requi ri ng 
investments, PA1 I C O  w i l l  pay pa r t i cu la r  a t ten t ion  t o  companies being 
pr iva t i zed  by the GOP because those are the most l i k e l y  ones requi r ing 
"seasoni ng". 

Investments w i l l  be made when they fu r ther  the 'turnaround' process, and they 
w i l l  no t  o rd ina r i l y  be made f o r  the investment return. (This does not apply 
t o  cash, which w i l l ,  when available, be invested i n  short t e n  l i q u i d  
investments. ) 

The fol lowing guide1 ines n i l  1 apply t o  PAIICO's investments: 

1. $vestments w i l l  be made: 

(a )  i n  pro jects  o r  companies t h a t  give promise o f  being commercially 
v iable and prof i tab le;  

(b )  i n  agribusiness companies o r  projects, w i th  emphasis upon those 
companies and pro jects  which: - - provide new technology, products, o r  organization for  ex is t ing  

agr icu l tu ra l  produce o f  the Phil ippines; o r  



- make more efficient, provide better markets fo r ,  or otherwise 
improve agricultural outputs and inputs, agribusiness services, 
transportation of agricultural comnodities, and research and 
devel opment ; or 

- otherwise improve agribusiness markets, transportation, or prices 
farmers receive for their produce. 

(c)  i n  projects or companies wi th  great potential for being placed 
subsequently w i t h  investors w i t h i n  one year b u t  do n o t  have investors 
willing t o  make such investment a t  that time, so long as management 
has defined a strategy for placing the project w i t h i n  such period; 

( d )  in projects or companies requiring additional Philippine investment 
i n  order t o  qualify under the Constitution; 

(el in projects or companies which need additional equity t o  complete the 
financing package so long as the PAIICO investment i s  n o t  more than 
20% of the total equity; 

2. Investment emphasis will be placed upon agribusiness opportunities, 
particul arly those assisting small farmers; and business opportunities, 
especially those assisting small businesses; those projects and ocmpanies 
being privatized by the GOP; and those investment opportunities t h a t  assist 
the rural population and expand empl oyment. 

The above investment guide1 ines shall be the pol icy of PAIICO, b u t  may be 
changed from time t o  time by PAIICO's Board of Directors to allow PAIICO to 
adapt  t o  a changing investment environment. . 

Candidates for PAIICO's "turnaround" window will be f i n s  with the 
foll owing characteristics: 

- Firms engaged i n  agriculture and/or manufacturing w i t h  strong growth 
opportum tles, b u t  which are currently highly 1 everaged; 

- F i n s  w i t h  positive finincia1 gross margins over previous years, and 
w i t h  low or negati VE net income i n  the period 1984-1 986; and 

- Firms w f t h  good pas t  financial performance w i t h  negative net worth in 
1984-1 985 t h a t  would 1 i kely participate i n  an expanding economy. 

An examination of the market reveals four categories of 
corporations--government owned/controlled and acquired assets, closed family, 
pub1 ic  Fi 1 i p i  no, control 1 ed and who1 l y  owned subsidiaries or j o i n t  ventures 
control 1 ed by mu1 tinational s--i n which potential candidates of PAIICO's 
"turnaround " window can either be financially restructured or purchased 

' 

outri ght .  - 
Government-Owned/Controt 1 ed Corporations (GOCCs) and Acquired Assets. 

Privatization of the GOCCs and acquired assets t h a t  have been slated for 
privatization will attract a number of cl ienEs for PAIICO's services. PAIICO 
would represent the potential clients i n  structuring management and financing 
packages for the acquisi t i o n  of GOCCs and acquired assets under the GOP's 
Pri vat? ration Program. 



Closed Family Corporations. Closed fami ly corporations experiencing 
f inancia l  d i f f i c u l t y  may be induced t o  restructure by br inging i n  outside 
investors. A few, stronger companies mby be w i l l i n g  t o  l i s t  t h e i r  shares on 
the stock exchanges. These corporations comprise the major i ty  o f  the 
corporations i n  the country. 

Pub1 i c  F i l  ipino-Control1 ed Corporations. A1 though pub1 i c  
F i l  ipino-control l e d  corporations are a1 ready 1 i s ted  i n  the exchanges, several 
o f  these f i rms have experienced f i  nanci a1 and operational d i f f i c u l t i e s  over 
the past few years. 

Who1 l y  Owned Subsidiaries of Mu1 t i n a t i  onal Corporations. These 
co~uorat ions are candidates f o r  rest ructur ing leadins t o  publ ic issue o f  
shahs as we1 1 as assistance i n  obtaining ad& t iona l  -investment t o  reduce 
over1 everage. 

Agri business Investment W i  ndow. 

A p r i va te  agro- industr ia l  fund w i l l  provide investment capi ta l  f o r  i n  
h i  gh-return agr icu l  t u ra l  pro jects  i n  the p r iva te  sector. The proposed name 
f o r  t h i s  window i s  the Agro-Industrial Investment Fund, "AIIF". 

AIIF w i l l  invest  i n  debt convert ib le in to ,  or  accompanied by warrants t o  
purchase, equi ty secur i t ies,  and equi ty instruments o f  new o r  ex i s t i ng  
Phi 1 i p p i  ne companies. Targeted companies would o f f e r  reasonably a t t rac t tve  
medi um-to 1 ong- ten prospects o f  growth and capi ta l  gains from undertaking 
agro-industrial pro jects  which improve ru ra l  incomes and ra ise  the e f f i c iency  
o f  agr icu l tu ra l  resource use i n  the Philippines. Investment i n  these 
companies would help: (a)  introduce new, improved technology i n  f a n  inputs, 
cu l ture practicq, harvest and post harvest systems, including transport, 
drying, storage, and processing; (b) introduce new crops o r  develop new uses 
f o r  ex is t ing  products; and ( c )  improve the ef f ic iency o f  production, 
marketing, purchasing and/or finance through new organizational modes o r  
i n s t i  tu t iona l  structures. 

The prototypes o f  pro jects  su i tab le for  AIIF investments range across the 
e n t i r s  landscape o f  Phi l ipp ine Agro-Industry -- from upland dry agr icu l ture t o  
deep sea f i sh ing  i n  the 200-mile extended economic zone. The projects t ha t  
offer the highest social returns are those tha t  impact the pr inc ipa l  sources v/ 

'L 

of national 1 i v e l  i hood-rice, corn, coconuts and f isher ies.  

It i s  not  proposed tha t  AI IF go i n t o  actual crop production o r  aquaculture 
ventures. Instead, i t  w i l l  focus on pro jects  t ha t  supply inputs o r  
postproduction f a c i l  i t i e s  and services. These areas, besides bei ng bet ter  
suited t o  the analyt ical ,  f inancial ,  engineering design and investment 
monitoring techniques o f  an i n s t i t u t i o n a l  investment fund, are also the most 
s t ra teg ic  staging areas f o r  improving the economic organization, the ., 

product iv i ty  and e f f i c iency  of the primary sectors. - 



More specifically, AIIF will seek to invest i n :  

- Existing profitable companies whose position i n  the agro-i ndustry 
sector makes them strategic stagi ng points for a rationalization 
project i n  a specific sector and area; 

- New companies formed from AIIF ini t iat ives,  where i t  has  found 
promoting partners of establ i shed track records and experience who 
stake substantial capital of their own and share in the downside 
risks; 

- Existing companies that are i n  financial diff icult ies for reasons 
that do not negate the basic soundness of the business l ine  or the 
potential benefits for  the rural sector, b u t  are remediable by the 
injection of  fresh capital , management or technical assi stance and 
where reasonable prospects exist f o r  achieving the investment 
objectives over a span of two to five years; 

- Projects that involve in i t ia l  capital investments in the range of 
$100,000, and, over the l i f e  of the project inclusive of follow-on 
investments, no more than $2.0 m i l  l  ion.  These projects should 
typically have reached their  maturity i n  three t o  seven years and be 
able to yield a profitable divestment a t  their  maturity. Divestment 
may be through private pi acement or public o f f~r ings .  The projects 
ideally should be capable of replication o r  scaling up. Once the 
viability of the modules has been establ i shed, AIIF will 1 eave the 
replication'and scaling up to other private groups assisted by the 
banks and regular financial markets; and 

- Financial intermediaries that are strategic in the development and 
improvement of rural capital markets, i n  the mobil ization of rural 
savings and 1 inkage between formal financial institutions and 
traditional agriculture. 

PAIICO must be a Philippine institution to operate effectively in its 
marketplace. T h i s  means i t  must meet the technical requirements of the 
Philippine Constitution: 60 percent of the voting shares must be held by 
Philippine institutions or  individual s. 

A t  the same time, PAIICO must also be able to  comnand attention for i t s  
investment proposal s 5 n the international marketplace. Thi s requi res backi ng 
from jnternational institutions of stature, as we1 1 as Phil ippine ownership by 
institutions and/or individual s of good standing. 

This financial support i s  necessary because: 

First,  i t  must be perceived w i t h i n  the Philippines that investment i s  
being developed and placed by an  institution of independent standing. In most 
cases, either the GOP or the bank w i t h  nonperforming assets i s  going to have 
to  sell  the asset or allow the investment in the company t o  take place a t  less 
than book value (as shown on the books of the company involved). Shareholders 



of high standing are required t o  achieve this necessary independence. 
Foremost among such shareholders are the international assistance 
institutions: AID, ADB, and  IFC. Furthermore, because they are international 
development institutions they have a long-range view towards investment. 
During, the start-up period there will be a somewhat slower payback for 
i nvestors i n  the organization t h a n  equity investors noimal ly expect in 
developing countries. There i s  no increase i n  risk over normal comnercial 
investment risk, b u t  i t  i s  spread over a somewhat longer period of time. 
Donor backi ng i s  essential t o  the success of PAIICO. 

Second, investment from local institutions of h i g h  standing i s  needed t o  - 
demonstrate the Philippine nature of PAIICO, provide local funding and refer 
potential projects. A1 though PAIICO will be a Philippine institution, i t  must 
also be seen as a n  independent company w i t h o u t  t ies t o  the past and  one of 
undoubted i ntegri ty  . 

Third, international private institutions' sponsorship of a portion of the 
equity will be important t o  indicate clearly that PAIICO i s  a member of 
standing i n  the international investment comuni ty whose proposals merit 
consideration. Many of the international banks a1 ready hol d Philippine 
foreign exchange obl igations, so their involvement should 1 ead t s  further peso 
investments through the medium of the PINS or Debt/Equity Programs. - 

Sources of Capital 
Phi 1 i p p i  ne Pri vate Sector 

Three main sources of Philippine Private Sector equity can be mobilized 
i ncl ud i  ng: 

- Universal and investment banks; - Family groups and selected individual s; and - Comercia1 companies, particul arly 1 arge agri busi nesses. 

These sources of equity will contribute to th'e equity capitalization of 
PAIICO representing 60 percent of the voting Cornon Shares. 

Foreign Banks and Fi nanci a1 Institutions 

The primary investors 'in this category of shareholders are expected to be 
the international banking community w i t h  debt exposure i n  the P h i l  ippines. 
Many are expected t o  utilize the GOP's Debt/Equity Swap Programs to  swap their 
debt exposure and make equity investments. PAIICO i s  a prime candidate a s  an 
equity investment vehicle for the international banks because they do not have 
the hecessary expertise and ability t o  find, develop and assess such 
investments for themselves. Accordingly , they have had difficulty in 
identifying and developing equity investments i n t o  which they can swap their 
debt. As stated above, PAIICO will provide that service for the International 
Banking  Comnuni ty. - 



PAIICO Capitalization - 
PAIICO's capi ta l  requirements are  primarily f o r  pesos. There will  be a 

re1 a t ively small requirement fo r  foreign exchange needed 1 argely t o  contract  
f o r  foreign experts when local exper t ise  i s  not avail able t o  review foreign 
market potenti dl and investigate and eval uate investment proposal s. The 
capi ta l  requirement fo r  PAIICO is estimated a t  P415.0 Million o r  $20.75 
~ i l  liar$/. A breakdown of the proposed capi ta l  s t ructure  of PAIICO is  
presented be1 ow: 

Voting Common Shares Amount 
U.S. $ 

Philippine banks & 
financial  ins t i tu t ions :  P 75 million $ 3.75 

Foreign banks & 
financial  ins t i tu t ions :  50 mill ion 2.50 

Total Equity : .P 125 million S 6.25 

4% Convertible Preferred Shares 

Agency f o r  International 
Devel opment : 

1 
P 90 million $ 4.50 

Donor Agencies : 100 million 5.00 

Total Equity : P 190 mill ion S 9.50 

TOTAL : ? 315 mill ion $ 15.75 

In addition, the AIIF is proposed with a to ta l  capital  of PI30 
mil l ion  from three sources: 

PA1 ICO P 30 mill ion $ 1.50 
Private Phil ippine 40 mill ion 2.00 
AID-PRE 60 mill ion 3.00 

P 130 million $ 6.50 

I /  PAIICO investment in AIIF will be sourced from the - 
original P125million PAIICO investment by Philippine and 
Foreign banks and financial  ins t i tu t ions .  



Investing separately i n  AIIF i s  proposed i n  order t o  provide investment 
funds to private, ag r i cu l t u ra l l y  re la ted companies wi th  a longer time frame 
than the PA1 I C O  "turnaround" investment w i  ndow can provide. 

I n  order t o  meet the requirements o f  the Phi l ipp ine Constitution, the 
equi ty has been divided i n t o  Comon Shares and quasi-equity o r  Convertible 
Preferred Shares*. Voting Comon Shares w i l l  be held 6UZ by Phi l ippine 
i n v e s t ~ r s  and up t o  40% by in ternat ional  investors. These shares w i l l  be 
subject t o  cer ta in  r e s t r i c t i o n s  as t o  dividends and sale because some shares 
w i l l  be purchased through the PINS o r  Debt/Equity Swap Programs. 

The quasi-equity o r  convert ib le preferred shares w i l l  be held by 
i nternat i  anal donor i n s t i  t u t i  ons. The convert ib le preferred shares w i  11 have 
cer ta in  res t r i c t i ons  upon them i n  order that  they w i l l  not  qua1 i f y  as equity 
under the Phi 1 i ppine Const i tut ion and local  1 aws and regul ations. These 
res t r i c t i ons  woul d possibly i ricl ude a p roh ib i t ion  against voting, and a 
1 im i ta t i on  upon dividend payments f o r  a t  l e a s t  three years. As compensation 
f o r  loss o;f vot ing r ights ,  f o r  example, a 4 percent interest/dividend ra te  
could be payable and cer ta in  conversion r i gh ts  i n t o  Voting Comnon Shares be 
given f o r  publ ic issue, and also c a l l  r i g h t s  f o r  P A I I C O  on such shares based 
upon a mu1 t i p l e  o f  four  on t r a i l i n g  earnings, w i th  a f l o o r  o f  the o r ig ina l  
purchase price. Conversio~ i n t o  voting Comnon Shares would be necessary f o r  a 
publ ic  issue i n  order t o  obtain the f u l l  market value. Such arrangements 
would al low e x i t  from such 4 percent c m v e r t i b l e  preferred shares t o  be a t  an 
equi ty market val ue o r  approximati on ehereof. Such 4 percent convert i  b l  e 
preferred shares would p a r t i c i p a t e p a r i  passu i n  gains o r  losses on the shares. . 

The 4 percent annual payment shal l  be cumulative, but i f  dividends are 
paid t o  the Convertible shares, the 4 percent annual payments would be o f fse t  
against them. 

P A I I C O  w i l l  be structured administrat ively as a lean and f l e x i b l e  
organization. The s t a f f  w i  11 be techno1 ogical  l y  or iented w i th  management 
experience, composed o f  persons such as p l  ant managers, marketi ng directors, 
exporters and financiers, I n i t i a l  s t a f f  .recruitment w i l l  place primary 
emphasis upon the select ion o f  a Chief Executive O f f i ce r  (CEO). This o f f i ce  
cannot e f f ec t i ve l y  be f i l l e d  u n t i l  the main shareholders have been i d e n t i f i e d  
and substantial agreement reached, It i s  probable t h a t  potent ia l  Phil  ippine 
investors w i l l  be strongly inf luenced by the choice o f  CEO, and t h e i r  views 
w i l l  be important. The f i na l  select ion w i l l  be a negotiat ion between the 
major pr ivate Phi l  i p p i  ne shareholders, subject t o  approval by AID-PRE. 

v u a s l  -equ1 t y  1s refer red t o  here f o r  i l l u s t r a t i v e  purposes only and t o  
provide an assumption basis f o r  ill u s t r a t i  ng a possible corporate structure 
f o r  P A I I C O  and demonstrate returns t h a t  are possible given a cer ta in  scenario. 



The CEO must be a Philippine citizen w i t h  h i g h  standing in the financial 
and business comnunity, acceptable to the GOP and al l  elements of commercial 
1 ife,  who preferably will have had senior administrative experience i n  a 
financial organization in the Phil ippi nes. I t  may be necessary t o  canvass the - 

expatriate P h i  1 i pp i  ne community to have someone from abroad to return. 

Other senior officers should have had a variety of financial and 
comnercial experience. I t  i s  probable that one or more officers should have 
had manageri a1 and financial experience i n  rice, coconuts, textiles, 
construction, food processing, electronics, wood products and metal s, as well 
as i n  comercia: finance. 

A t  present, there i s  a fairly large pool of experienced talent available. 
In a review of the PAIICO concspt with the Manila business comnunity, there 
was a substantial consensus t h a t  a new organization of high standing w i t h  a 
bright future could attract  t o p  notch personnel. 



ANNEX M6 

?iCIAL ANALYSIS OF PAIICO - 
- 

This sect ion inc ludes :  a)  d iscussion on the economic impact o f  the t a r n  ~ r 0 u f l d  
company; b i  h i g h l i g h t s  o f  i l l u s t r a t i v e  f i n a n c i a l  analys is  'of the t u r n  around 
company and the venture c a p i t a l  window; c )  a  d iscussion on p r i c i n g  o f  
non-vot ing quasi -equi ty  investments. 

I. Economic Impact 

Benef i t s  f rom the  " t u r n  around" compapy, P A I I C O .  w i l l  a l s o  take the forin 
o f  increased incomes as a  r e s u l t  o f  increased l eve l s  and e f f i c i e ~ c y  of 
investment i n  the  economy. These i n d i r e c t  bene f i t s  can be e x p e c t d  frsm :he 
tm major types o f  PAIICO func t ions ,  i . e . ,  actual  r e h a b i l i ? a t i o n  of  a i ! ~ n , q  
comoanies a ~ d  oerformance o f  invsstrnent services. I f  ~~~~~~~~s S ~ ~ V ~ C S  aaTe 
u t i i i z e a  fo r  some o f  the  parasra ta ls  t o  oe p r i v a t i z e d ,  tne benef i ts  of 
p r i v a t i z a t i o n  and budget d e f i c i t  a l l e v i a t i o n  are l i k e l y  t o  increase and becoae 
more ce r ta in .  Addi t i o n a l  benef i ts  may be expected from the c a r a l y t i c  e f fec t  
o f  PAIICO's a c t i v i t i e s .  PAIICO w i l l  n o t  o n l y  d i r e c t l y  speed up t i e  
p r i v a t i z a t i o n  and t u r n  around process f o r  se lected corporat ions b ~ t  a lso ,  
through demonstrated p r o f i t a o i l i t y ,  poss ib l y  encourage indegendent, s i n i i a r  
p r i v a t e  sector undertakings. 

PAIICO w i l l  have an even profounder e f f e c t  than j u s t  m o b i l i z i n g  p r i v a t e  
funds - domestic and fo re ign .  The COP has undertaken a  major i n i t i a t i v e  
v is-a-v is  the p r i v a t e  sec tor .  Through P h i l i p p i n e  Investment Notes ( P I N S )  and 
Central  Bank C i r c u l a r  1 1 1 1 ,  a  la rge  source o f  equ i t y  funds has been opened 
up: deb t l equ i t y  swaps based upon t r a n s f e r r i n g  external  GOP debt i n t o  domestic 
p r i v a t e  investment. A major obstac le t o  t h i s  program's success i s  the lack  o f  
investment o p p o r t u n i t i e s .  This la rge  pool o f  ex te rna l  funds ( t o t a l  egternal  
debt o f  the GOP i s  over 928 b i l l i o n )  must be able t o  f i n d  a t t r a c t i v e  domestic 
investment p r o j e c t s  i n  order  t o  reduce the debt and he lp  a1 l e v i a t e  the 
crushing debt burden. Several funds are  contemplated which would have 
immediately i n v e s t i b l e  funds i n  excess o f  $300 m i l l i o n .  If t h i s  program i s  t o  
have any chance o f  success, addl t i o n a l  mechani sms f o r  prepar i  ng i nves tment 
oppo r tun i t i es  must be developed as soon as possib le.  PAIICO w i l l  he lp i n  
meeting t h i s  chal lenge.  

The impact o f  p rov id ing  investment oppo r tun i t i es  t o  the holders of the GOP 
ex terna l  debt i s  two-fold:  i t no t  o n l y  increases p r i v a t e  investment, bu t  i t 
w i l l  reduce the  ex te rna l  debt serv ice burden. This i s  p a r t i c u l a r l y  t r ue  if 
PINS are used as f i nanc ing  the investment because such instruments immediately 
reduce the cu r ren t  i n t e r e s t  payment burden. 

PAIICO w i l l  a l s o  prov ide a  leadership r o l e  i n  the loca l  f i n a n c i a l  
community. No s i m i l a r  o rgan iza t ions  e x i s t ,  al though a  number have the 
necessary powers and could undertake the business i f  they desi red t o  do so and 
had the necessary cap! t a l  . PA1 ICO1s successful  example w i  1 1 cause others t o  
emulate i t s  success. The mu1 t i p 1  i e r  e f f e c t  o f  the success o f  such an 
organ iza t ion  can have an even greater  impact than tha t  o f  i t j  own investments. 



P A i I C O  has been designed t o  have a  m u l t i p l i e r  e f fect  because i t s  v i a b i l i t y  
i s  l a r g e l y  based upcn i t s  a b i l i t y  t o  t u r ~  over investments. I n  the 
Ph i l i pp ines ,  t n i s  i s  a  c r d c i a i  d i f f e r s n c e  From pas t  e f f c r t s .  Fcr example, 
numerous venture c a o i t a l  comoanies ( K C )  were s t a r t e d  i n  Mani la ( i n c l u d i n g  an 

each 
m u l t i p l i e r  

i s  obvious. 
f a c t o r  

IFC supported V C C ) , ' ~ U ~  they'have had l i t t l e  impact. Essen t i a l l y ,  
venture c a p i t a l  company i s  independent from a l l  o thers .  and has no 
e f f e c t .  The lack  o f  e f f e c t  upon the  P h i l i p p i n e  f i n a n c i a l  markets 
(The economic c r l s i s  a l s o  played a  s i g n i f i c a n t  r o l e ,  bu t  was n o t  a  
concerning the lack  o f  a  m u l t i p l i e r  ef fect.)  

P A I I C O  can p lay  a  s i g n i f i c a n t  p a r t  i n  the  r e h a b i l i t a t i o n  o f  Ph i 1 ipp fne  
indus t ry .  The i nhe r i t ance  from the Marcos regime o f  a  disorganized and 
decap i ta l i zed  i n d u s t r y  requ i res  r a p i d  ac t ion .  PAIICO i s  designed t o  a c t  on 
beha l f  o f  inves tors  i n  dea l i ng  n l t h  t h i s  problem. I t  can have an enormous 
in f luence upon the process of r e v ' t a l i z i n g  i ndus t r y  and a g r i c u l t u r e  by 
i d e n t i f y i n g  v i a b l e  investment p r o j e c t s  and dea l ing  w i t h  the GOP o r  the 
e x i s t i n g  c r e d i t o r s  on beha l f  o f  buyers. 

The GOP i s  no t ' snao ing  m e  overvaiuec assets i n  it; possss;ion to  achieve 
a t t r a c t i v e  investment o f f e r s .  Cons1 derable work must be done before such 
assets are capable o f  be ing shown t o  inves tors .  PAIICO w i l l  p rov ide t h i s  
exper t ise,  and the GOP w i l l  no t  o n l y  rece ive  b e t t e r  p r i ces  f o r  the assets 
being sold, b u t  more o f  such assets w i l l  be pu t  t o  p roduc t ive  use. The c n l y  
a l t e r n a t i v e  i n  many cases i s  t o  s e l l  the assets f o r  scrap, so t h e i r  economic 
p o t e n t i a l  i s  completely l o s t .  

As a  p r a c t i c a l  and p o l i t i c a l  mat te r ,  the e n t i r e  p r i v a t i z a t i o n  e f f o r t  i n  
the Phi 1 ipp ines i s  i n  jeopardy. Assets which w i  11  o n l y  be scrapped o r  
otherwise shut down w i l l  r e s u l t  i n  l o s t  employment and o ther  economic loss .  
The COP w i l l  be r e l u c t a n t  t o  cont inue p r i v a t i z a t i o n  i f  there i s  l i t t l e  o r  no 
economic f u t u r e :  PAIICO can be o f  r e a l  ass is tance i n  the p r i v a t i z a t i o n  
e f f o r t ,  and the  head o f  the  Asset P r i v a t i z a t i o n  Trus t  recognized PAIICO1s 
p o t e n t i a l l y  p o s i t i v e  r o l e  i n  suppor t ing the concept. 

I n  the Phi 1 ipp ines,  a g r l c u l  t u r e  remains the main indus t ry .  PAIICO' s  r o l e  
i n  developing and s e l l i n g  investment oppo r tun i t i es  i n  agr ibusiness w i l l  
provide a  major impact upon the o v e r a l l  economy. PAIICO would be a  major 
p r i v a t e  investment development veh i c le  i n  the P h i l i p p i n e s .  A number o f  
prominent i n d i v i d u a l s  have sponsored an attempt t o  es tab l  i s h  such an e n t i t y  
c a l l e d  PAIDCOR. Such e f f o r t  i s  be lng j o i ned  w i t h  PAIICO through A I I F  as the  
main new veh i c le  f o r  p r i v a t e  agro- indus t r ia l  investment which would be 
i ndependent f rom e x i  s t i n g  i n d i v i d u a l  corporate o r  governmental biases, bu t  
would serve the  e n t i r e  i n v e s t i n g  p u b l i c .  

P A I I C O  would be able to view p o t e n t l a l  agr ibus iness investments 
unprejudiced by the usual handicaps caused by 1 i nes o f  business, land owning 
pat terns,  e x i s t i n g  investments i n  u n p r o f i t a b l e  en te rp r i ses ,  and age o l d  
a g r i c u l t u r a l  p rac t i ces .  The b e n e f i t  o f  an unbiased eva lua t ion  o f  investment 
oppo r tun i t i es  can be very large,  i n  an a g r i c u l t u r a l  country  such as the 
Ph i l i pp ines .  



The ~ o s i t i v e  impact upon the P h i l i p p i n e  economy o f  PAIiCO stems from i t s  
in te rmed ia t ion  r o l e .  I n  order  t o  have a  rea l  e f fec t ,  as we l l  as have 
c red :b i l  i t y  i n  the marketplace. i t  must be of s u f f i c i e n t  s i ze  t o  make the 
e f f o r t  worthwhi le,  prov ide s tay ing  power so t h a t  the investment oppo r tun i t i es  
may be inves t iga ted  and shaped. and then sold.  

11. H igh l i qh ts  o f  PAIICO and A I IF  F inanc ia l  Ana lys is  

P A 1  I C O  A. - 
P A I I C O  w i l i  be a  p r i v z t e  f i nanc ia l  company which w i l l  a c t  as an 

in te rmed iary lb roker  i n  ob ta in ing  inves tors lbuyers  t o  prov ide new c a p i t a l  and 
managerial expe r t i se  fo r  t u r n i n g  around e x i s t i n g  d is t ressed companies i n  the 
Ph i l i pp ines .  P A I I C O  w i l l  arrange fo r  buyers l inves tors  t o  purchase t h e i r  
i n t e r e s t  i n  any p r o j e c t  company as q u i c k l y  as poss ib le  because i t s  income 
depends l a r g e l y  upon the fees der ived from such e q u i t y  placements f o i  t h i r d  
p a r t i e s .  P A I I C O  w i l l  take an a c t i v e  r o l e  i n  s t r u c t u r i n g ,  promoting and 
s t a r t i n g  up the p r o j e c t s  i t  undertakes and w i l l  arrange fo r  a l l  opera t ing  
management and c a p i t a i  requirsments i n  moss o ~ s i n e s s e s .  Its main income  ill 
come from the f r o n t  end fees received i n  cssh from olacement o f  the 
investments w i t h  t h i r d  p a r t i e s  and the subsequent capi t a l  gains received when 
the equ i t y  " k i cke rsu  are  subsequently so ld .  

Major assumptions used i n  the f i n a n c i a l  v i a b i l i t y  ana lys is  o f  PAIICO 
fo r  a  ten-year p r o j e c t i o n  pe r i od  are:  

A l l  o f  the i n i  t i a l  c a p i t a l  i s  pa id  a t  the ou tse t .  

Se lec t ion  r a t i o  o f  i n i t i a t e d  p r o j e c t s  i s  one ou t  o f  f i v e  du r i ng  
the  f irst th ree  years and one o u t  o f  th ree  the rea f te r .  A1 1 
selected p r o j e c t s  are successful ,  i .e. 100 percent "good we1 1 "  
r a t i o .  

Gestat lon per iod  fo r  se lected p r o j e c t s  i s  s i x  months; f o r  re jec ted  
p ro jec t s ,  3 / 4  month; 

PAIICO engages i n  th ree  types of business a c t i v i t i e s  f o r  i t s  
se l  ec led p r o j e c t s .  

a. placement o f  e q u i t y  t o  t h i r d  p a r t i e s ;  

b .  t ak ing  o f  e q u i t y  pos i t i ons  f o r  own account ( d i r e c t  
Investments); and 

c.  book1 ng o f  shor t  term b r i d g i n g  investments. 

Conversion pe r i od  o f  e q u i t y  k i cke rs :  two years f o r  ou ts ide  
placements; one year f o r  b r i d g i n g  investments. 

Apprec iat ion f a c t o r  f o r  d i r e c t  investments i s  2 t imes; 



7 .  Seasoning pe r i od  fo r  small and medium sized d i r e c t  investments - 2 
y2ars; f o r  la rge  investments - 3 years. 

8 .  Income from the AI IF - see d iscussion below): managerial fees o f  
2 percent on the average ne t  asset value o f  A I IF  and dividends 
a c t u a l l y  pa id  on PAIICO investment o f  $1.5 m i l l i o n  i n  A I IF .  The 
A I IF  Scenario I I I  r e s u l t s  are used for d iv idend income assumptions. 

9. Dividend payout r a t i o  o f  50 percent s t a r t i n g  i n  the f o u r t h  year.  

10. 4  percent i n t e r e s t  per annum on quasi-equity.  

11. Income tax o f  40 percent.  

12. I n  c a l c u l a t i n g  the i n t e r n a l  ra tes  of re tu rn ,  i t  i s  assumed t h a t  
operat ions would stop a t  the end of year 10, the  investments 
outstanding a t  the end o f  t h a t  year are revalued on the basis of 
the same p o t e n t i a l  apprec ia t ion  assumed fo r  each o f  the  Investment 
categor ies,  and the p o t e n t i a l  gain i s  added t o  the surplus. 

The ana lys is  presents two scenarios fo r  purposes o f  sensi t i  v i  t y  
analys is .  The major d i f ferences i n  assumptions between the two scenarios are 
shown below. 

Scenario A Scenario 0 (scaled down) 

Equi t y  base ( m i  1  1 i o n  pesos) 31 5 245 

D i s t r i b u t i o n  o f  Equi ty  ( X I  

Common Stock 
Phi 1  ipptne Equ i ty  
Foreign Equ i t y  

Quasi Equi ty  
ADB 
Others 

Average Size of Equi ty  
Placements ( m i l l  ton pesos) 

No. of P ro jec t  S t a r t s  Per Year 120 f o r  'yrs 1-3 30 f o r  y r  1 
108 fo r  y r s  4-10 90 f o r  prs 2-3 

72 f o r  y r s  4-10 

No. o f  Outside Placements Per Year 8 f o r  y r  1 4 f o r  y r  1  
19 f o r  y r s  2-3 11 f o r  y r  2 
30 f o r  y r s  4-10 14 fo r  y r  3 

1 6  f o r  y r  4  
19 f o r  y r s  5-10 



No. o f  D i r e c t  Investments Per Year 
Type I 2 
Type I 1  2  
Type 111 2 

No. o f  Br idg ing  Investments Per Year 4 f o r  y r  1 2 f o r  y r  1 
5 fo r  y r s  2-3 4 f o r  y r s  2-3 
6 f o r  y r s  4-10 5  f o r  y r s  4-10 

The r e s u l t s  of the i n t e r n a l  r a t e  o f  r e t u r n  ana lys is  are as fo l l ows :  

I n t e r n a l  Rate o f  Return 
Scenario A 

20.2 
Scenario B 

1 8 . 2  

The r e s u l t s  o f  the I R R  ana l ys i s  i n d i c a t e  t h a t  under both scenarios, 
PAIICO should be s u f f i c i e n t l y  f i n a n c i a l l y  a t t r a c t i v e  t o  inves tors .  The higher 
I R R  f o r  Scenario A r e f l e c t s  the h igher  average s ize of investments of  @35 
n i i i i o n  compared t o  Scenario 0 ' s  @25 m i ; l i o n .  This ai;o r e f l e c t :  the la rger  
scale operatrons o f  Scenario A r e l a t i v e  t o  Scenario B which a f f o rds  higher 
coverage o f  f i x e d  cos t ,  t h a t  i s ,  lower opera t ing  costs per u n i t  o f  
investment. The s i ze  o f  e q u i t y  placements o f  @ 3 5  m i l l i o n  under Scenario A 
appear t o  be conservat ive i n  r e l a t i o n  t o  the experience t o  date o f  some 
f i n a n c i  a1 i n s t i t u t i o n s  which have d e a l t  w i  t h  r e s t r u c t u r i n g  the nonperforming 
assets (NPAs) through the Asset P r i v a t l z a t i o n  Trust  (APT), the s ize  o f  the APT 
p o r t f o l i o ,  and the s i ze  o f  the p o t e n t i a l  investment i n  NPAs. 

B. A I I F  

A I I F  w i l l  i nves t  i n  debt and e q u i t y  instruments o f  new o r  e x i s t i n g  
P h i l i p p i n e  companies t h a t  o f f e r  reasonably a t t r a c t i v e  medium t o  long term 
prospects o f  growth and c a p i t a l  ga in  from undertaking agro- indus t r ia l  p ro jec t s .  

The venture cap1 t a l  process s t a r t s  w i t h  the establ ishment o f  the 
techn ica l ,  economic and commercial v i a b i l i t y  o f  a  venture i n  a  s p e c i f i c  
microenvironment, sees i t  through the promotion stage, procurement, 
cons t ruc t ion  and i n s t a l l a t i o n  o f  p l a n t  and equipment, rec ru i tment  of 
management and s t a f f ,  t r a i n i n g ,  s ta r t -up  o f  commercial scale operat ions,  
nurs ing  the operat ions t o  ma tu r i t y ,  seeing the company through i t s  opera t ing  
and earnings record, and e s t a b l i s h i n g  i t s  market value. A t  t h a t  p o i n t  the 
venture phase ends and A I IF  d i ves ts  i t s e l f  o f  the company. 

A I IF  w i l l  have th ree  prototypes o f  venture investments, w i t h  the 
f o l l o w i n g  major assumptions: 

P r o j e c t  Se lec t ion  
Type Desc r ip t i on  Seasonins Period Ra t i o  

I Short Gestat ion and 3 years 
Simple Pro jec ts  

I I Medium Gestat ion 5 years 71100 

I I I Long Gestat ion 7  years 31100 



The ana l ys i s  a l s o  assumes t h a t  n o t  a l l  o f  the  investments w i l l  t u r n  
o u t  as expectsd and a f a i l  r a t i o  i s  assumed o f  one o f  every  f o u r  investments.  

The s t a r t i n g  c a p i t a l  s t r u c t u r e  o f  A I I F  i s  assumed as f o l l o w s :  4 
percent  non-vot ing quas i -equ i t y  - $3 m i l l i o n ;  p r i v a t e  P h i l i p p i n e  subscr ibe rs  
$2 m i l l i o n ;  and PAIICO $1.5 m i l l i o n  f o r  a t o t a l  c a p i t a l i z a t i o n  o f  96.5 
m i l l i o n .  The A I I F  w i l l  be s t r u c t u r e d  as a closed-end Investment  T rus t  to be 
managed by PAIICO. 

I n t e r n a l  Rate o f  Return Ana l ys i s  i s  conducted u s i n g  v a l u a t i o n  o f  A I I F  
assets  a t  the  end o f  t he  10th year  f o r  t h ree  scenar ios ,  as f o l l o w s :  

Scenar io I1  Scenar io  111 Base Case 

No. o f  P r e f e a s i b i l i t y  Stud ies 
I n i t i a t e d  per Year 50 /y r  40 f o r  y r s  1-3 40 f o r  y r s  1-3 

50 f o r  y r  4 SO f o r  y r  4 
60 f o r  y r s  5-10 60 f o r  y r s  5-10 

50 50 f o r  y r s  3-6 
75 f o r  y r s  7-10 

40 40 

Div idend Payout (4.1 50 

Income Tax ( X I  

Investment App rec i a t i on  
Factor  ( t imes)  

Type I 
Type I 1  
Type 111 

Scenar io  I1  Scenar io  111 Base Case 

14.3 
I n t e r n a l  Rate of  
Return (X I  

The r e t u r n s  determined f o r  t he  base case a re  n o t  ve ry  a t t r a c t i v e  by 
Phi 1 i pp i ne  standards s ince  the  f i n a n c i a l  i ns t rument  has no 1 i q u i d i  t y  p r o v i s i o n  
and the  Investments a re  locked i n  for t e n  years .  Scenar io  I 1  ecables A I I F  t o  
l i v e  w i t h i n  t he  i n t e r e s t  earn ings u n t i l  t he  f i r s t  year Type I p r o j e c t s  can be 
1 iqu Ida ted  and produce the1 r capi  t a l  ga ins .  The investment  s t r a t e g y  w i  11 need 
t o  focus on p r o j e c t s  t h a t  g i v e  l a r g e r  c a p i t a l  gains,  as i n  Scenar io  111. 

Factors  A f f e c t i n q  PAIICO and A I I F  F i  nancia1 Performance 

1. Opera t iona l  Factors  

PAIICO's and A I I F ' s  performance depends on two major se ts  o f  
f ac to r s  : 

a) The e f f i c i e n c y  o f  the  p r o j e c t  s e l e c t i o n  process - t h e  
average cos t  o f  s e l e c t i o n  per  p r o j e c t ,  the success r a t e ,  and t h e  q u a l i t y  of  
the  p r o j e c t s  se lec ted ,  and i n  the case of A I I F ,  the qua1 1 t y  of pa r t ne rs  
se lected.  



b) The qua! i t y  of  the managers selected, the  e f fec t i veness  o f  
tne mon i to r ing  and tne combination of good management and luck t h a t  makes i t  
poss ib le  t o  r e a l i z e  c r c f i t  excectat ions.  

The major r i s k s  f o r  investors i n  both PnIICO and A I IF  inc lude:  
a)  p o l i t i c a l .  b) market, c )  economic, d l  l i q u i d i t y ,  e l  admin is t ra t i ve ,  and f )  
investment. 

a. P o l i t i c a l  r i s k  

There i s  considerable unce r ta in t y  about the fu tu re  o f  the 
Republic o f  the Ph i l i pp ines .  Howe9~er, i t  i s  doubtful if the p o l i t i c a l  
s i t u a t i o n  w i l l  severely a f fec t  these oroposed investments unless there i s  a 
d r a s t i c  change f o r  the worse. F inanc ia l  serv ices organ iza t ions  o f  t h i s  type 
are n o t  wedded t o  working on a narrow l i n e  of business. Wi th in  reasonable 
l i m i t s ,  they can f l e x i b l y  respond t o  the p o l i r i c a l  s i t u a t i o n .  If one area of - - 
n e  caunrry i s  unsafe, BAiiCO can swl tcn  i t s  a t t z n t i o n  co anoiner.  ~r  ork king 
i n  one i n d u s t r y  becomes untenabie. i t  i s poss ib le  t o  move t o  another. The 
f l e x i b i l i t y  o f  dea l ing  w i t h  turnaround investment can g i ve  considerable 
p r o t e c t i m .  

A t  the same time. if the p o l i t i c a l  s i t u a t i o n  de te r i o ra tes  
too  much, then p o t e n t i a l  investment may d ry  up. However, the P h i l i p p i n e  
market i s  l a rge  enough t o  have g rea t  a t t r a c t i o n  t o  p o t e n t i a l  inves tors ,  both 
domestic and fo re ign .  I f  prov ided w i t h  we l l  worked o u t  investment proposals, 
nany inves tors  i n te res ted  i n  the  i ndus t r y  w i l l  be w i l l i n g  t o  g ive  the proposal 
good f a i t h  considerat ion.  

Although a r e a l  r i s k ,  PAIICO and A I IF  can guard aga ins t  most 
p o l i t i c a l  r i s k s  except d r a s t i c  d e t e r i o r a t i o n  caused by increased v i o l e n t  
rebel  1  ion .  

b. Market r i s k  

PAIICO i s  a new en te rp r i se  - both because i t  i s  a 
s ta r tup  and because i t  i s  unique i n  the Phi 1 ipp ines.  A1 though the market f o r  
PAIICO's serv ices  i s  vast.  i t  i s  poss ib le  t h a t  no one w i  11 be w i l l  i n g  t o  
purchase the  serv ices desp i te  the  un iversa l  approval of the concept by the 
business and governmental communi t i e s .  

The PAIICO and A I IF  market ana lys ls  po in t s  t o  a r e a l  need 
f o r  these services. There are  e x i s t i n g  organizat ions p rov id ing  these serv ices 
on a on-of f  bas is .  Each o f  those in terv iewed i nd i ca ted  t h a t  the market had 
n o t  been saturated. Those invo lved i n  t h i s  type o f  a c t i v i t y  are 
undercapt ta l ized.  The proposed c a p i t a l i z a t i o n  o f  PAIICO would appear t o  
prov ide i t  w i t h  s u f f i c i e n t  s tay ing  power and funds enough t o  take successful  
ac t i on .  



The main r i s k  would appear t o  be t h a t  the t ime requ i red  fo r  
the investment oppor tun i ty  development and placement i s  much longer than 
sstimated. I n  such circumstances, the costs w i l l  be much l a r g e r  than 
an t i c i pa ted ,  and p r o f i t a b i l i t y  w i l l  dec l i ne .  This r i s k  t h a t  the marketplace 
w i l l  no t  p rov ide  the type o f  investment opportunit; p ro jec ted  i s  c o n t r o l l a b l e  
by a l e r t  management. One o f  the advantages o f  a  serv ice  company i s  t h a t  
personnel can be matched t o  the business done. 

Furthermore, no bank debt i s  contemplated. Thus, reduced 
earnings on equ i t y  c a p i t a l  can o f f s e t  t o  some degree a  f a i  l u r e  t o  f i n d  
investments f a s t  enough. Although the  market r i s k  i s  present,  competent 
management can cover t h a t  r i s k .  

c .  Economic r i s k  

There i s  a  subs tan t i a l  chance t h a t  the P h i l i p p i n e  analor  
the world economy w i l l  dec l ine  s u f f i c i e n t l y  t o  shut o f f  investment fiows and 
cause losses t o  businesses i n  which e q u i t y  " k i cke rs "  and the se lected 
investments are made. This i s  the aasic  r i s k  of  a i l  p r i vace  invesrmeni. 
However. t h i s  business has several  advantages over many others i n  p r o t e c t i n g  
i t s e l f  f rom the  economic r i s k .  F i r s t .  the  investments and p o t e n t i a l  
investment oppo r tun i t i es  can be d i v e r s i f i e d  across a  number of  i n d u s t r i e s  so 
t h a t  the chances o f  an overwhelm!ng aownturn are minimized. Second, as 
ind ica ted  above, the serv ices i n d u s t r y  can more f l e x i b l y  meet changes i n  i t s  
business because i t  has p r a c t i c a l l y  no f i x e d  investment. PAIICO can a l s o  r i d e  
o u t  an economic storm because i t  does no t  have debt t o  serv ice.  

d. L i q u i d i t y  r i s k  

One o f  the  more ser ious r i s k s  i s  the  p o s s i b i l i t y  o f  becoming 
i l l i q u i d  because o f  an i n a b i l i t y  to  s e l l  investments - even i f  they are 
p r o f i  t ab le .  Markets i n  less developed count r ies  a re  n o t o r i o u s l y  d i f f i c u l t  fo r  
easy sales o f  investment, and such a  p o s s i b i l i t y  would f reeze PAIICO's a b i l i t y  
t o  cont inue i n  business. The way t h a t  t h i s  r i s k  i s  manageable i s  through the 
twofo ld p r o t e c t i o n  o f  v i g i l a n t  management and ca re fu l  se lec t i on  o f  investments 
w i t h  due regard  f o r  e x i t  o p p o r t u n i t i e s .  Competent management should be able 
t o  guard ag?.!ost i l l i q u i d i t y  causing undue loss .  

e. Admin i s t ra t i ve  r i s k  

A1 1 f i n a n c i a l  o rgan iza t ions  run t i  sks o f  admin i s t ra t i ve  
fai ' lures: f rom embezzlement t o  bad judgment. Adequate admin i s t ra t i ve  
con t ro l s  p l u s  insurance can g i ve  peace o f  mind. But the o n l y  r e a l  an t i do te  i s  
the s e l e c t i o n  of a  good and c a r e f u l  admin i s t ra to r .  

f. Investment r i s k  

Secu r i t i es  offered i n  s t a r t i n g  new ventures are 
speculat ive and subject  o f  a  h igh  degree o f  r i s k  compared t o  o t h e r  types o f  
s e c u r i t i e s .  The f o l l o w i n g  r i s k s  a re  the major investment r i s k s :  



1 )  Risks o f  New Investments. Investments i n  new 
pro jec ts  o f f e r  the cppor tuni  t y  f o r  s i gn i  f i  cant capi t a l  apprec ia t ion  bu t  a l  so 
:oses due t o  lack  o f  expsrience i n  the marketplace. Also, a1 though 
subinvestments are on ly  a s art of PAI I03 's  business, there are r i s k s  
associated w i t h  investment i n  subinvestmenti i n  e a r l y  stages of development, 
o r  w i th  an adverse opera t ing  h i s t o r i e s ,  i .e. i t  may no t  be poss ib le  t o  
tu rna tmnd those investments i n t o  p r o f i t a b l e  compaoies. 

2 )  Lack of C o r r e l a t i o n  Between Book Value and Market 
Value o f  PAIICO Shares. I t  i s  poss ib le t h a t  the market value o f  the  PAIICO's 
common stock ( i f  a  s i g n i f i c a n t  market develops) w i l l  bear l i t t l e  o r  no 
r e l a t i o n  t o  the market o r  book value o f  i t s  under ly ing  p o r t f o l i o  s e c u r i t i e s ,  
o r  the r e s u l t i n g  ne t  asset value per share. A s  a  r e s u l t ,  i t  may n o t  be 
possib le f o r  inves tors  t o  r e a l i z e  the t rue  va lue.of  t h e i r  common s tock .  

3 )  D i s t r i b u t i o n s .  PAIICO's p r o f i t a b i l i t y  i s  h i g h l y  
dependent upon long-term c a p i t a l  apprec ia t ion  o f  i t s  e q u i t y  " k i cke rs " .  To the 
extent  t h a t  any income i s  der ived f rom PAIICO's ooerat ions,  i t  w i  11 l a r g e l y  be 
used t o  fund cont inu ing  working c a p i t a l  needs r a t n e r  ihan be d i  s t r i b u t e d  t o  
stockholders. 

4 )  Future F  i nanci ng. I f  PAIICO i s  no t  as p r o f  i tab1 e  as 
fo recas t ,  i t s  growth may depend upon i t s  abi  1 i t y  t o  ob ta in  addl t i o n a l  
f inanc ing  ra the r  than r e l y  upon cash f l ow .  No assurance can be g iven t h a t  
PAIICO w i l l  be able t o  r a i s e  add i t i ona l  funds should they be requi red,  o r  t h a t  
such funds w i  1 1  be ava i l ab le  on favorab le  terms. 

111. P r i c i n g  of  Non-voting Quasi-Equity Investment i n  PAIICO and A I I F  

While the ac tua l  terms w i l l  depend on the outcome o f  negot ia t ions ,  
non-voting e q u i t y  share investments i n  PAIICO and A I I F  are planned t o  be 
provided along the l i n e s  o f  a  quasi-equi t y  peso denominated loan bear ing  a  
f i x e d  i n t e r e s t  and consol idated and made p a r t  o f  the  p r i n c i p a l  a t  f i n a l  
ma tu r i t y .  The consol idated p r i n c i p a l  w i l l  be pa id  a t  one time a t  the end of 
the ten th  year. I n  a d d i t i o n  t o  the i n t e r e s t ,  p resen t l y  being thought about a t  
f o u r  percent per annum, the  instrument w i l l  be e n t i t l e d  t o  a  percentage share 
i n  the p ro f !  t s .  While the  p r o f i t  mot ive may no t  be o f  prime importance t o  
non-voti ng equi ty i nvestors involvement, the p r o f  i t shar ing feature i s  
intended t o  encourage cont inued opera t ing  e f f  i c lency as f inanci  a1 performance 
improves and t o  prov ide resources a t  market o r i e n t e d  ra tes  wh i le  shar ing  the 
involved t i  sks. Under these terms, p r imar i  l y  because o f  consol i d a t i  ng 
i n t e r e s t  i n t o  quasi -equi ty  c a p i t a l i z a t i o n ,  however, non-voting e q u i t y  shares 
I n  PAIICO and A I I F  c a p i t a l i z a t i o n  w i  11 increase i n  p ropo r t i on  r e l a t i v e  t o  t h a t  
o f  common shares over t ime. If p r o f i t  shar ing i s  based on value of non-vot ing 
shares p ropo r t i on  t o  c a p i t a l i z a t i o n .  the re tu rns  t o  p r i v a t e  common 
shareholders w i  11  no t  be as a t t r a c t i v e ,  hence there  i s  a  need to s e t  a  ce i  1 i n g  
on the shares i n  p r o f i t  o f  non-voting equi t y  i nves to rs .  



On t h e  o t h e r  hand, n o n - p r o f i t  o r  non-vo t ing  e q u i t y  i n v e s t o r s  should  n o t  
subs id i ze  the o p e r a t i o n s  n o r  l ose  money, i f  tne  ventures a r e  successfu l .  
A c c o r d i n g l y ,  the re  i s  a  need t o  s e t  a  f l o o r  on tk:ss i n v e s t o r s '  share i n  the 
p r o f i t s .  The four -percent  i n t e r e s t  i n  tne q u a s i - e q u i t y  may be s a t i s f a c t o r y  
w h i l e  P A I I C O  and A I I F  a r e  n o t  y e t  ea rn ing .  However, once p r o f i t s  t u r n  up, i t  
may be adv isab le  t o  determine a f l o o r  on the shares t h a t ,  t o g e t h e r  w i t h  f o u r  
pe rcen t  i n t e r e s t ,  would cover the o p p o r t u n i t y  c o s t  o f  funds f o r  o t h e r  
non-vot ing e q u i t y  i n v e s t o r s  and would approximate the  market va lue  o f  the  
resources be ing  p r o v i  ded. 





The local stock markst boom in 1936 fueled investor 
gullibility and spawned not a few fly-by-night corpo- 
rations and get-rich-quick operators. Cansequently 
many investors lured by the promise of instant wealth 
but uninformed about the nature of the securitier 
they were buying lost their fortune overnight. Thert 
was, therefore, an urgent need for an innitutiona 
mechanism precisely to safeguard public intereot. 

Such a mechanism was the Securities and Exchangc 
Commission, created pursuant to Commonwealth Ac 
83, otherwise known as the Securities Act as enactec 
on October 26, 1936. The Commission staffed witt 
only a few technical personnel stand operating or 
November 11, 1936, under the executive supervisior 
of the Oepanment of Justlce. It did what it was man 
dated to do-a thorough analysis of every registerec 
security, a scrutiny of the financial condition ant, 
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operations of every applicant for a security issue, 
strict, screening of every application for a broker's or 
a dealer's license, close supemision of stock and bond 
brokers and stock exchanges. 

During the Japanese Occupation, the SEC was abol- 
ished by the Philippine Executive Commission. It 
was, however, reactivated a f te r  the restoration of the 
Commonwealth government. Subsequently, the 
executive supervision of the SEC was transferred to  
the Oepanment of Commerce and Industw on Octo- 
ber 21, 1947 by v imre of Executive Order No. 94. 

The first Cornmissianer was Ricardo Nepcmuceno 
who served until 1945. The subsequent Commis- 
sioners were Filemon Cosio ( 1945-1 9491, Mariano 
Pineda (1% 1-1 9701, and Arcadio E. Yabyabin 
(197C-1975). 

Sweeping changes in the economic and business envi- 
ronment required an improvement in the ability of 
public institutions to deal with them. And the SEC 
was no exception. On September 29, 1975, President 
Marcos implemented the reorgaoization of the SEC 
into 3 new collegial body. Appo~nted Chairman was 
A n d  Limjoco, Jr. The Associate Cammissioners 
wen? Julio A. Sulit, Jr. and Sixto T. J. de Guzman, Jr. 

The SEC acquired additional powers to  make it a 
better instrument of national'ekonbmib development. 
Presidential Decree No. 902-A of March 11, 1976 
transformed the SEC into a quasi-judicial body whose 
orden or decisions when made en banc are appealable 
only to  the Supreme Coun for review. Also, the 
administrative supervision of the SEC was placed 
under the Office of the President. 

.. 
From a collegial body of three, the SEC was ex- - 
panded to include two additional Commissioners pur- 

- 
suant to Presidential Decree No. 1758 which was pro- 
mulgated on January 2. 1981. Two new departments - 
were likewise created-the Prosecution and Enforce- 
ment Depanment and the Supervision and Moni- 
toring Department 

To align the thrusts and activities of the SEC more 
with the overall economic and financial programs of 
the government, the supervision of the Commission 
was finally assigned to the Ministry of Finance by - 

virtue of Executive Order No. 708 dated July 27, 
1981. In mid-1981. President Marcos revamped the 1 SEC. On August 1, 1981 he formally inducted as the 

"new Chairman of the Commission Manuel G.. Abello, - : - 
a successful law practitioner and a noted civic leader. ! - 

Four Associate Commissioners were also sworn into 
offica-Rosario N. Lopez, Julio A. Sulit, Jr., Gonzalo 
T. Santos, Jr. ar;d Jesus J. Valdes. 

Today, the Commission has absolute jurisdiction, 
supervision and control over all corporations, panner- 
ships and associations in the Philippines in keeping 
with its primary mandate to protect public interen. 
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I t  administers and enforces the Revised Securities 
Act, the new Corporaiion Code of the Philippines, . - - - . .  . - 

the Partnership Law, the Investment Company Act. 
P'& r a 

the Financing Company Act. the Omnibus Invest- .OZ:EAN ]Z .m elT]:.ciN 
ments Code. and Presidenrial Decrees 167, 218, and 
902-A. 

I n e  SEC also implements other laws and Presidential . 
: Decrees in coordination with other branches and agen- The Commission is a colleg~st body composed of ths 
: cies of the government. Some of these laws are the Chairman and the four Associate Commissioners. Its 
! Retail Trade Nationalization Law, the new Insurance policies, rules and regulations are implemented thru 

Code, the Rural aanking Act, the Vining Act, the the various operating depanments whose activities are 
Food and 3rugs Act, and Presidential Decrees 113, ccordinated by the Executive Director. : 11 7, and 678. 

The SEC exercises the following powers over corpora- 
tions, pannenhips and associations: registration and 
licensing, supervision and regulation, investigation, 
and adjudication. The Commission also renders inter- 

) pretative and advisory assistance to  persons, both 
natural and juridical, engaged in the securities busi- 
ness and on the organization of business firms. 

I Under PO 902-A, the Commission has the original 
and exclusive jurisdiction to hear and decide cases 
involving fraud and misrepresentation committed by 

a directors and officers of corporations which may be 
detrimental to the interest of the public. I n  addition, 
the C~mmission is empowered to: look into the 
intra-corporate problems of corpcrations; issue in- 
junctive relief, subpoena, subpoena duces tecum; 
impose fines and penalties as well as to  suspend or 
revoke, after notice and hearing, the certificate of any 
corporation, pannership, association; deny applica- 
tion for registration of any corporation, pannership, 
or association, i f  it is determined. after consultation 
with other gcvernment agencies notably the BOI and 
the Central Bank that the applicant's establishment 
and operations are inconsistent with the declared 
national economic policies. 

1 .  The Chairman Ycrr 
He exercises general executive control, direction 
and supervision over the work and operations of 
the Commission and its members, board, units, 
personnel and a l l  of its administrative business. 
He also presides over the meetings of the Cornmis- 
siori. 

2. The Associate Commissioners 

Each Associate Commissioner oversees and super- 
vises the operations and activities of the depart- 
ments under his supervision and makes necessary - 
reports andlor recommendations to the Chairman 
and/or the Commiuion. 

Each of the four Associate Commissioners super- 
vises two departments on a rotation basis while - 
the Chairman supenrises one deparunent. 

3. The Executive Director Y 

He implements the policies, rgles and regulations 
promulgated by the Commiuion; coordinates 
and supervises the activities of the different units 
and rePorts to the Chairman and/or the Commis- 
sion on the operation of such units. 



The Secretary to the Cornmision 

He is in charge of a l l  the administrative business 
of the Commission. He is the recorder and official 
reporter of the proceedings of the Commission 
and the custodian of al l  Commission records, 
proxies, reports, minutes and other documents 
and papen filed with the Commission. He admi- . 
nisten oath on manen coming under the jurisdic- 
tion of the Cammission. 

Corporate and Legal Department 

Takes charge of the registration of domestic cor- 
porations and partnerships, their by-laws, arnend- 
ments, increases and decreases of capital stock, 
number of directon, dissolutions, mergerlconsoli- 
dationtquasi-reorganization of corporations; 
grants or revokes licenses of investment compa- 
nies, investment houses, financing companies, off- 
shore banks, foreign or multinational corpora- 
tions to engage in business or establish regional 
headquaners in the Philippines; and renders opi- 
nions on legal matten affecting corporations and 
partnerships. 

Corporate and Partnership Oivision 

Processes and approves incorporation 
papen and by-laws, anicles of partnenhips, 
their various amendments, changes in capital 
strucrirre, number of directon, dissolutions, 
applications for license of financing compa- 
n ies, invemnent companies, invertment 
houses, off-shore banks, foreign and multina- 
tional corporations to engaqe in business or 
establish regional headquaners in the Philip- 
pines, in accordance with the Corporation , 

Code, RA 5980, RA 2629, PO 218, PO 1034 
and other applicable laws and decrees. 

Lqal Research and Special Services Oivision 

Conducts research and renden opinions 
on queries about the provisions of the Carpo- 
ration Code, Presidential Decrees and other 

special laws implemented by the SEC; gives 
- advisory aoismce regarding procedures for 

incorporation, merger, consolidation, reor- - 

ganization or restructuring of corporate or- 
ganizations; interprets the rules and regula- 
tions implemented by the SEC and under- 
takes special studies on intricate problems - 
submitted to the Commission by the trans- 
acting public and other government agencies - 
and instrumentalities. 

3) Corporate Reorganization Oivision 

Processes and approves application for 
meqer/consoIidation/quasi-reorganization of 
corporations, including increases and de- F 

creases in capital stock, number of directors, - 

amendments, dissolutions as a result of such 
merger/consolidation/quasi-reorganization of 
corporation; issues certificates of perbntage 
of Filipino invenments in corporation or pan- 
nenhips, transfer 00 subscription rights. 

4 1 Corporate Regulation Oivision 

Oversees and regulates the operation of 
financing companies, invemnent houses, 
investment companies and other financial 
intermediaries as well as foreign corporations 
and regional headquarters to the end that 
their operations conform with the objectives 
of the respective laws creating I )urn; directs 
the terms and conditions as may be deemed 
necessaw for the protection of consumers/ 
invenors in these companies; participates in 
and conducts hearings whenever necessary to 
determine safety of investment in such com- 
panies; determines which of these companies 
should be allowed to renew their licenses or 
otherwise revokedlsuspended; and adopts 
such other measures and regulations to effec- 
tively enforce the foregoing. 



a !  
6. Exanqinen and Appraisers Depamnent 

- , 
i Han,.. es the financial and accounting phase of 
I operations of the Commission in connection with 
I the registration of corporate organization papers 
I and their amendments, tbe registration of securi- 

ties, increases or decreases of capital stock of cor- 
porations or those resulting from merger, consoli- 
dation, quasi-reorganization of corporations and 
spin-off, the investigation of corporations for pro- 
bable vio!ation of laws, decrees and other special 
laws being enforced by the Commission. 

- Analyzes and evaluates statements of sowces and 
application of funds and annual financial state 

- merits of corporations; and conducts researches, 
stud'ies and renders opinions on accounting and 
financial manen. 

- .  I 1 ) Field A udir and Analysis Division 

I 2) Valuation and Appraisal llivision 
I 

- 

1 

A -  

1 Handles the examining function of the . 
depanment including evaluation of .appraisal 
repom on properties in connection with 
applications for issuance of additional shares ' 

of stock, merger, consolidation and quasi- 
reorganization of corporations and spin-off 
registration of securities including investnient 
plans and contracts, proprietary rights and the 
like; conducts researches and studies, prepares 

- I and renders opinions on queries concerning 1 accounting matters. 

' 3  

8 a .  . - .. . . . - . . 

Examines the financial condition and 
other financial reports of corporations whose 
securities are offered for sale to the public; 
examines the statement of sources and appli- 7. 
cation of funds submitted by newly registered 
corporations; analyzes the financial condition 
of foreign companies applying for a license to  
do business in the Philippines as well as those 
applying for cancellation or withdrawal; 
examines books of accounts and related 
remrdz and documents of corporations sub- 
ject of complaints filed with the Commission. 

3 1 Verification and Processing Division 
. - ..--. .. . . 

Zxamines paid-up capital of corporations 
being registered and examines books of  
accounts and record of corporations increas- 
ing their authorized capital stock; examines 
financial statements of corporations decreas- 
ing their authorized capital stock or dissolving 
their corporate existence. . .. 

4 )  f inanchl Statements Oivision ' 

Analyzes periodicat financial :xatements - 
and reporn filed by corporations with the 
Carnmiss'on to determine compliance with 
the laws, decrees and rules and regulations 
being enforced by the Commission; fynernati- 
cally files and keeps the financial statements - 
and repons submitted periodically to the 
Commission by corporations and gathers and 
collates data on financial statements of corpo- 
rations for statistical purposes; issues cerrifica- - 

tion on the financial statements. 

Brokers and Exchanges Department 

Handles the reginration/licensing, regulation and 
supervision of stoct exchanges, sock broken, 
dealers, securities salesmen, futures commission 
merchants, floor broken, commodity futures 
associations, commodity pool operators and com- 
modity futures advisors/soliciton; processes appli- 
cation for registration of securities and request 
for exemption from such registration; processes 
listing application of companies for trading of 
their securities on the stock exchanges; and per- 
forms other related functions. 

1 1 Registration and Licensing D ivisien 

Analyzes and processes application for 
registration of securities and request for 
exemption from such registration; evaluates 
petirion for increase in the offering prices of - 
securities, verifies petition for approval of 
stock option plans, petition for revocation of 



registration of securities and suspension of 
license to sell securities; records registration 
of securities and renders opinions and advi- 
sory assistance relative to i t s  over-all func- 
tions. 

Securities Trading Regulations Division 

Analyzes and processes application for 1 
regisuation/licensing of stock exchanges, 
broken, dealen,. salesmen and application for I 
listing of securities, including withdrawals: 
analyzes member-firms' financial conditions; 
conducts examination-audit of their opera- 
tions and aaivities and initiates appropriate 
action per finding and obsetvation. 

Observes trading in the floor of the stock 
exchanges and facilitates issuance and delivery 
of stock certificates: ferrets out unlicensed 
broken, dealers and salesmen; detects decep- 
tive and manipulative acrivities and practices: 
and ensures that no unregistered securities are 
being'floated to the public; moniton com- 
pliance with the terms and conditions of 
permits to sell securities. 

Commodity Futures Operations Division 

Evaluates the application for registration/ 
licensing of futures commission merchant/ 
broker; registedlicenses futures commission 
merchandbroken; supervises the operations 
of registered brokers' trading activities (trans- 
actions); enforces SEC rules and regulations 
governing futures commission merchants and 
salesmen; and recommends policies, guide- 1 
lines, rules and regulations to the Commission 
for effective regulation and supervision of the I 
industry. 

formulation of rules and regulations affecting the 
commercial paper market. ' ' " " ' ' 

1 1 Registration and Assistance Division 

Processes and evaluates application for the 
registration, increaseddecreases and/or renew- 
als of short and long term commercial papers 
and bo~ds; determines the financial capability 
of co-issuers to mest and service obliga- 
tions upon maturity; clean and approves the 
printing of required and applicable conimer- 
cial paper format. 

Conducts conferences' and extends advi 
son/ assistance to prospective registrants. Exa- 
mines the books and records as need arises of 
corporation regisaation through field audit. 

Coordinates with other three divisions or 
departments on discrepancies on violations 
uncovered in the analysis of the applications. 

Controls releases of apprawd permits. 

2 1 Debt Securities Transactions and Evaluation 
Division 

Condunt periodic verificatioir and inspec- 
tion oi: books of corporations whoso commer- - 
cia1 papen are traded iri rfre market or being - 
kept in inventory by the lenders to determine 
correctness of representation made and indi- 
cated in the regismtion staternant; status of 
every commercial paper they issued, traded - 
and negotiated; 

Makes thorough analysis of issuer's finan- 
cial condition and result of operation based 
on the information gathered in the audit for 
the consumption of investon. - 

Coordinates with and refen matters ta 

8. Money Market Operations Depanmenr other departments parricularly the SMD, cii 
and EAD involving audit findings. 

Handles the registration of short and long term 
commercial papen; determines the amount of Imposes and assesses penalty fines for 
commercial paper issues: coordinates with the ~:tolations of the rules and circulars irnple- - 
industry and cther government agencies in the menting PO 678, as amended. 
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3 Commercial Paper Systems Division 

Establishes systems for preparing and 
storing information about commercial paper 
issuers to help or guide investors and protect 
their investments; reviews and compares 
repon of issuers and dealers of commercial 
papers to determine veracity of reppsenta- 
tions made and compliance with the existing 
rules and regulations on registration of com- 
mercial papers; and sets up a records system 
with constant updating for management 
evaluation, planning and policy determina- 
tion. 

4) Financial Policy and Research Division 

Conducts continuing studies on money 
market trends, structure and behavior to serve 
as bases for proposal for new governmental 
measures designed to promote the growth and 
streamline the operation of the money market 
industry; and consolidates, analyzes and 
synthesizes all financial and statistical repons, 
opinions and other documents gathered from 
their sources. 

Processes and evaluates application to 
print commercial paper forms. 

Determines and discloses alleged violations 
i f  any committed under circulan No. 2 and 5 
and section 3b (2) o i  the Rules on Registra- 
tion of Commercial Papers. 

Receives, claui fies and files new registra- 
tion papers and books and a l l  relevant papers 
from RAD, CPSO, OSTEO, and from the 
immediate Oirector for MMOO confidential 
records and files. 

Undenakes close monitoring of quarterly 
structural ratios in order to adequately over- 
see the operational activities of registrants, 
especially their debt servicing functions to 
Protect the investors. 

Undertakes legal evaluation of new appli- 
. cations and/or renewal to 'issue commercial 

papers. 

9. lnvements and Research Deparrment 

Develops and maintat'.-is data systerns-sither 
manual or machine-on new investments in newly 
registered corporations and pamenhips and in - 

expansions of existing entities;:foreign invest- 
ments in domestic corporations, branches, sub- 
sidiaries of foreign corporations, and multi- 
national headquarters; and securities markets. 

- 

- 

Computes financial performances and monitors 
management information, that is, statistics in the - 
different depaments of the SEC. 

Consolidates, collates and analyzes statistical 
data; conducts researches, statistical studies and 
surveys; and takes charge of all activiiies relative 
to the processing of data for computerization pur- 
poses. 

.. 1 ) 1.wetment Analysis a Planning Oivkion 

Analyza/collates/integrates data on cor- 
porate and partnership invernents, foreign 

m 

i n v m e n a ,  corporate financial performance, 
securities indusrry and statistics on SEC 
operational activities for management inform. - - 
ation. - 

- 

Undertakes policy researches on corpo- 
rare, industw dwelopment issues, micro and - 
macro economic studies, and suweys in coor- - 
dination with the Statistics Division for the 
promotion of investments and protection of 
the investors. 

Develops/irnplerneno methodologies for - 
economic evaluation of investments and form- 
ulates proposals, revisions, suggenions for the 
introduction or improvement of system, 
formats and programs of the department. 



b 2) Investment Statistl'cs and Research S.iubim 

Provides statistical data and economic 
information to management for planning and 
policy-making purposes; develops and main- 
tains a program of statistical data production 
on corporate investments and finance, busi- 
ness performance, and economic contribu- 
tions of the corporate sector; uses statistical 
methods in the ccllection, analysis and inter- 
pretation of quantitative data. 

Designs and develops appropriate report- 
ing formats based on the information needs of 
management and other users; Identifies new 
directions and approaches in the statistical 
programs o i  the SEC; keeps abreast of and 
evaluates the development of national econo- 
mic policies and business practices; and 
reviews various economic and firiancial 
reports and papers to ensure their consistency 
and compatibility with the S I X  policies, 
objectives and plans. 

Conducts ad hoc researches, special 
studies, and surveys in consonan= with data 
needs of the SEC. 

3 1 Publications Division 

Prepares and publishes the SEC Bulletin, 
Statistical Report, SEC Quarterly, annual 
repom, monthly repom, Rules and Regula- 
tions and other publications. 

Attends to tha requirements of regularly 
held press conferences, and to the needs of 
newsmen and researchers. 

Classifies and analyzes documents to 
deternine whether the contents thereof may 
be disclosed to the public. 

- 
10. Supervisbn and Monitoring Department 

Supervises the activities of al l  corporations, pan. 
nerships or associations registered with the Corn* 

1- 

mission: monitors the requirement of the laws 
and mandatory provisions df'the' SEC pertinent to 
the corporations, partnerships and entities author- 
ized, licensed and/or granter! franchises by the - 
Commission; integrates, analyzes and evaluates 
ongoing activities or operations of such entities: 
coordinates with and recommends for appropriate 
action manert falling within the functions of the 
department, pursuant to the provisions of PO - 

1758 promulgated on January 2, 1981. 

1 ) Division 'A  " 

Supervises ail domestic corporations and 
pannenhips registered with. the Commission 
in a l l  matters pertaining to their compliance 
with appropriate laws, rules and regulations of 
the Commission as well as their by-laws. - 

2 ) Division "8" 

Supervises the activities of foreign corpo- 
rations, pannenhips, investment houses, 
invemnent companies, financing companies 
and other financial intermediaries and moni- 
tors the faithful compliances with a l l  perti- 
nent rules and regulations issued and terms 
and conditions imposed by the Commission. 

3 1 Division '% " 

Supervises the activities of issuers of com- 
mercial papers and monitors the faithful com- 
pliance with a l l  rules and regulations, terms 
and conditions of the Cammission. 

4 )  Division '8D" 
- 

Supenrises the operations of-stock market 
and commodity futures market and monitors 
the faithful compliance with a l l  rules and 
regulations, terms and conditions of the SEC. 

1 1 .  Securities Investigation 3 Clearing Department 

Adjudicates through speedy inexpensive and fair 
trial of a l l  intramcorporate cases filed with the 
SEC; conducts legal researches and studie on car- , 



cesses; monitors repons as well as transmit. or 
" - elevates case records on appear to'the Com- 

mission en banc and/or to the Supreme Court 

porate practices and controversies and compila- 
tion of research materials; handles the enforce- 
ment of laws under its jurisdiction and the rules 
and regulations, decisions, orden or rulings pro- 
mulgated pursuant thereto and the punishment of 
transgressors of such laws and regulations; and 
holds in custody all current case records, mi- 
dencet, docments, repom and evaluates records 
on appeal. 

Receives records and maintains pleadings 
in connection with a l l  cases filed with the 
Commission and prepares and s e m  sum- 
mons, subpoenas and notices, writs and other 
legal processes including decisions, rulings or 
orders of the Commission and sees to it that 
such legal processis are complied with. - 1 1 Litigation and Adjudication Division 

Conducu necessary trial and hearings in 
accordance with the rules 'and procedures of 
the Commission and the Rules of Courts of all 
cases filed with the Commission; receives and 
?valuates evidences presented, and as directed 
by the Commission recommends and/or pro- 
mulgates and issues orders, decisions, ruling or 
judgment thereon after trial. 

12. Prosecution (3i Enforcement Department 
rn 

Investigates possible violations of laws enforced 
by the Commission and the rules and regulations 
promulgated pursuant thereto; files and prose- 
cutes civil or criminal cases before the Commis- 
sion or other coum of.justice involving violations 
of the statutes administered by the SEC and its 
rules and regulations. 

2 Jurispmdence and Research .%vision 
Coordinates with and aids other government agen- 
cies in the effective prosecution of other cases 
wherein coordinated effons are called for; and 

. enforces a l l  SEC laws by prosecuting erring corpo- - -  

rations, parmenhips and associations in accord- 
ance with the peninent d e s  on procedures. 

Suppons the 3epament  and other divi- 
sions under it with the needed and required 
materials and tools to  enable the Commission 
to promulgate and issue sound and intelligent 
decisions, orders or rulings on the cases before 
it and augments and provides the Commb- 
sion's technical staff on appealed cases. 1 Compkina and lnvestigarion Division 

Conducts continuing program of mdy, 
researchland the compilation of decisions and 
opinions on imponant and leading cases, both 
local and foreign, on corporate and partner- 
ship practices, problems, controversies and 
cases with the aim of contributing to the 
development of much needed Philippine juris- 
prudence primaril y centered on corporate 
practices and problems. 

Receives complaints on violations of laws 
enforced by the SEC and the rules and regula- 
tions promulgated thereunder; initiates proper 
investigation of corporations and pamershiw 
or persons, their books, records and other 
propenies and assets, involving their business 
transactions. - 

Conducts investigations as All as gathers 
data from intelligence agencies of the govern- 
ment on the business background of officen 
and directors of corporations. stock broken, 
dealers, salesmen, commodity future mer- 
chanrs, floor broken, pool operators advkors 
and such other penons involved in infraction 

3 ) Docket and Process Division 

Supervises and controls all records of 
cases filed with the Commission; maintains 
entries in docket books, record books on 
judgments, appealed cases writs and Pro- 



of laws, decrees, rules and regulations being 
e n f o r d  and administered by the SEC. i 

Reports and recommends appropriate 
action and measures thereon. , 

2 1 Prosecution D ivisiin I 
Files and prosecutes civil and criminal 1 

cases before the Commission and other coum 
of jurtice involving violations of laws and 
decrees enforced by the SEC and the rules 
and regulations promulgated thereunder. I 

Pronartes emng officers of corporations j 
and partnerships, commercial paper issuers or 

I I 
persons in accordance with the pertinent rules 
on procedum; coordinates with and aids 
other government agencies in the effective 
prosecution of cases wherein coordinated 
effons are called for. 

3) Case Recurds Conmi Division 

Exercises general supervision and control 
over a l l  records of cases filed with the Depan- 
ment; dockets and maintains case records, 
recard book on judgment, appealed cases, and 
writs and process; and compiles decisiqns 
and opinions on imponant and leading cases 
on corporate and parmenhip practices for 
utilization in the disposition of cases filed 
with the Depanment 

13. Adminimrive & Finance Oepartment 

Takes charge of administrative activities; serves as 
clearing house for information for corporations 
and pamenhips and associations or foreign cor- 
porations; prepare budgets, collects fees. handles 
accounting, personnel, records, property, iibrary. 
medical and dental; handles receiving and releas- 
ing of a l l  applications for registration and gives 
certifications and performs other related func- 
tions 

Budget and Fiscal Division . - --- 
Prepares annual, supplemental, or special, 

budget estimates, fiscal plans, financial and 
budgetary reports, requests for change in 
financial plans of fund releases; collectz and 
receives all payments for filing fees and ser- 
vices charged from registrant corporations and 
the general public;. prepares ..payrolls, 
vouchers, checks and treasury warrants. 

Accounting Division 

Keeps books of account of the Commis- 
sion reflecting the financial conditions of the 
Office; prepares trial balance and monthly 
reconciliation of accounts; certifies availabi- 
lity of funds and allotments against which the 
expenditures and obligations may properly be 
charged; and records financial transactions 
taking into account allotments, disburse- 
ments, collections, deposit bills, warrants, etc. 

Processes payrolls, vouchers, P. 0.. W. 0. 
Checks and verifies all supporting papers and 
documents; takes charge of remittances, 
GSIS, 0 I R, and other government agencies. 

Adminimtiwe Division 

Handles all incoming communications, 
records, letters, documents received through 
the mail: processes and screens all communi- 
cations before forwarding them to the dif- 
ferent depameno for action; handles the 
mailing of a l l  outgoing communications, bul- 
letins, documents, etc.; answers routine 
queries, referrals, transmittal letters of ap- 
proved documents for registration, etc.; takes 
charge of the library facilities, courtroom, 
em., and handles the dissemination of office 
circulars, orders, memos and others. 



Supply and Property Division 

Determines the needs of the Commission 
for office equipment and supplies and takes 
charge of their procurement; undertakes 
periodical inventory of office equipment; and 
follows-up requisitions for supplies and mate- 
rials needed. 

Records Division 

Operates in the area of specialized corpo- 
radpartnership records management and on 
corporatelpannership data gathering and 
information; anends to researches, credit 
investigators, students and others; receives 
and classifies documents filed by corpora- 
tions/pannenhips for use by the various SEC 
operating departments; releases approved1 
acted upon documents/papen; and prepares 
and issues certified true copies of documend 
paper on file with the Commission. 

Personnel 0 ivision 

Takes charge of the recruitment, selection 
and placement of appointees for screening of 
the Promotion and Selection Board, for signa- 
ture of the Chairman, and for transmittal to  
CSC; updates service records including leave/ 
credits; and processes resignations, terminal 
and maternity leaves, retirements and requests 
for transfer filed by SEC employees. 
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