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EVALUATION OF THE USAID/PHII PPINES PRIVATIZATION PROJECT 
(No: 492-0428) 

I1 I
EXECUTIVE SUMAE%4RY 

PURPOSE AND METHODOLOGY 

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

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

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

BACKGROUND OF THE USAID PRIVATIZATION PROJECT 

Launched in June 1988, the project was initiated to reinforce the privatization policy of 
the GOP by supporting the GOP's divestiture of selected GOCCs and Transferred Assets (TAs),
thereby helping to improve the country's budget situation. The project allowed for the 
authorization of US$5 million in technical assistance over a 5 year period, with a scheduled 
completion date of December 31, 1992. The GOP agreed to supplement this assistance by
providing an equivalept of US$4.78 million in pesos to fund the administrative and travel costs 
associated with supporting disposition entities, and undertaking seminars and training activities. 
The primary responsibility of overseeing the project has been with the Department of Finance 
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(DOF), Government of the-Philippines. Since the Secretary of the Department of Finance is the 
chairman of the Committee on Privatization (COP) and the Undersecretary of the same 
Department is the chairman of the COP's Technical Committee, the office of the Undersecretary
of Finance has been responsible for coordinating the project assistance to the various 
beneficiaries. 

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

To provide the above mentioned expertise, USAID/Mania, in conjunction with DOF,
undertook a prequalification and competitive bidding process to select five local firms for the 
provision of technical services. Indefinite Quantity Contracts (IQCs) were issued to four 
accounting firms and one medium-size investment/merchant bank. The project design also 
allowed for the accessing of expatriate services on a direct basis by allowing for the USAID 
privatization project personnel to "buy-in" to centrally-funded USAID/PRE Bureau-financed 
contracts through the Center forPrivatization and the follow-on International Privatization Group
in Washington, D.C. contracting proceduresHost country could also be deployed 'if the 
expertise available under the above mentioned contracts were not deemed satisfactory by the 
beneficiaries. 

FINDINGS AND CONCLUSIONS 

The project design as then conceived aiud formulated in support of the Philippine
Government's stated privatization goals was more than adequate and relevant for the needs at 
the time of the project's inception. The project design's adequacy and relevance are confirmed 
by the project performance indices as of June 1992 that indicate the following: 

o level of earmarks stand at 88.3 % or the equivalent of $ 3.95 million worth of 
assistance have been earmarked against an obligated grant amount of $ 4.5 million. 

o eleven (11) Disposition Entities (DEs) of Government Owned or Controlled 
Corporations (GOCCs) and Transferred Assets (TAs) as well as the ad-hoc Philippine
Airlines Privatization Committee have tapped ard are continuing to use the Project's 
Grant funds. 

o 80 GOCCs and 'As have sought and obtained funding for a wide range of technical 
assistance for policy reviews, asset appraisal/valuation, privatization design and 
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implementation oradvisory services. 

o Grant funds for training have been fully utilized while level of earmarks for 
technical assistance, equipment and special studies stand at 95, 87 and 85% 
respectively. 

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

Since the Philippine Privatization Project was initiated at a time when the basic 
institutional set-up for privatization was already organized and the DEs like the Asset 
Privatization Trust (APT) and National Development Company (NDC) had already met initial 
successes, the phasing in of the project in 1988 (while initially slowed down by a policy 
impasse) did not encounter bottlenecks at the implementing level of the entities involved. 

However, if an assessment ;s to be made on whether the purpose of the project was 
achieved in terms of its quantitative contribution to the actual number and value of assets 
privatized by the DEs; and in terms of objectively verifiable indicators mentioned in the Project 
summary, then it would be necessary to concede that additional work needs to be done to the 
fulfillment of these outputs. 

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

The recent successful privatization of the Philippine Airlines (PAL)- an effort supported 
with USAID assistance, is a case in point. The success came in early 1992 and accounts for the 
single biggest source of revenue for the Philippines among other GOCCs already privatized. 
Other successes will emerge in the near future as the assisted big ticket items are eventually 
privatized. 

While the project design objectives were realistic, it was not encompassing and 
far-sighted enough to anticipate the need for establishing a diagnostic framework for sequencing 
and timing of assistance and establishment of priority areas/accounts for assistance. As a 
consequence, there is now a heavy build-up of assisted GOCCs and TAs almost ready for sale 
or still being evaluated. 

Even though the project has been successful in achieving its subordinate but nonetheless 
essential objective of assisting the Beneficiary Accounts readied for sale, there is need for 
greater interaction among PESO and DOF on the one hand and participating IQCs on the other 
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GOCCs and TAs- as well as carrying out each of the project's main objectives. 

There is also keen interest expressed by the officials of DOF involved in the Privatizationproject to explore the possibility of extending the coverage of the existing Project or evolvingan equivalent technical assistance program to apply to retained GOCCs or other government
services/activities. 

While the past and current demand for technical assistance was and is high, there alsoappears to be a lack of understanding among the DEs as to the whole range of assistance that was envisioned or is potentially available within the umbrella of the project design. 

PROJECT IMPLEMENTATION 

Effediveness 

The DOF and DEs are unanimous in conceding that the project's technical assistanceserved as a catalyst in accelerating interest or intensifying pressure on the custodial or operatingmanagers of the assets to privatize where the political will or motivation was absent or the skills 
to prepare the asset for privatization were not available. 

The IQC mechanism has afforded beneficiaries access to the better consulting firms thatotherwise would have been interested if contracting procedures of the Philippine governmentwere utilized. Assurance of prompt payment through the USAID mechanism was. also an
attraction to the IQCs. 

USAfD has accommodated almost all requests for assistance of the DEs and/or COPincluding those requests from managers of GOCCs/TAs whose views on privatization differedfrom the former. A number of assignments initiated through USAID assistance have failed tomove forward because of this problem. This is, however, neither an inherent deficiency in theproject design nor a failure of implementation as the factors causing the privatization delays
transcend the controllable parameters of the project itself. 

While the project reached its steady state status in 1990 when the government had alreadylaunched its Privatization Program and generated initial successes principally through APT andNDC, the Project effectively assisted 11 DEs in advancing 80 accounts at various degrees ofreadiness for sale and, in some cases, resolved the status of the GOCC or TA. 

The project's effectiveness and capability has precipitated a desire to expand the scopefor privatization to institutions and entities that were retained by the government and excludedfrom the candidate list of assets for privatization. Although the importance of these studies haveyet to be fully ascertaindd, it is worthwhile noting that this emerging interest to expand the scopeof coverage involves such sectors as power, transportation, postal services and others which have 
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traditionally been in the hands of government. 

The DEs expressed satisfaction with the kind of resources made available within the 
project design. However, some benefitted accounts intimated that the kind of services available 
were limited to the pre-selected IQCs' available skills. 

EFFICIENCY 

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

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

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

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

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



IMPACT 

Considering that the effective start of this project was in the second semester of 1990,
the final test of its successful impact on the Philippine'privatization efforts will only begin to be
manifested in the next two years when the assisted assets advanced tp a higher level of readiness 
for sale are eventually bidded out/offered for sale by the Disposition Entities. 

Even though the program was off to a slow start and had to overcome some major
implementation obstacles, it has been able to provide assistance to DOF in preparing GOCCs
and TAs for sale. The assistance provided through tle project has helped in achieving the 
following: 

10 accounts have been fully or partially sold 
32 accounts are ready for bidding/rebidding 
10 accounts studied but for further review by the DEs 
1 account was identified for dissolution 
5 accounts were transferred to another govt entity 
5 accounts have legal impediments 

17 accounts are under study leading to privatization 

Revenues generated through the disposition of GOCCs and TAs assisted by the USAID
project have contributed to well over 22 % of the total proceeds ofprivatization accrued to GOP 
in the last six years. Privatization of PAL has alone accounted for more than 40% of all 
successful dispositions of GOCCs by the government in the last five and a half years. 

Amounts realized in the privatization process have now begun to reach significant levels 
as in the case of GSIS, APT, NDC and PMS which control over 86% of the accounts in terms
of asset book values. Nevertheless, DOF/Privatization Office estimates that barring
uncontrollable factors such as lawsuits and injunctions, etc., it forecasts sales to be close to P6 
billion in 1992-93. 

The economic benefits accrued by virtue of the privatization of USAID-assisted accounts 
were particularly noticed in the case of those disposed by PMS and APT. Entities that were 
non-operational prior to their disposition have now been rehabilitated and made profitable by
new owners. These owners have also embarked upon expansion plans that will involve 
acquisition of new equipment. Privatization of PMS accounts is also deemed to be significant
because it is providing employment to people in far-flung areas. Although not enough time has 
passed to measure the actual economic benefits of tli. PAL privatization, estimates derived from
plans and recent initiatives of tha new owners indicate that they are further professionalizing the 
airline, making new investment through acquisition of new aircraft, expanding the international 
network through additions of new destinations, and introducing cost control measures to reduce 
operating expenses. The contributions made through these privatizations have/will also help in 
creating forward and backward linkages throughout the economy. 
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Attempts to enhance the potential impact ofproject resources ought also to recognize that 
there are varying degrees of sophistication within the various disposition entities. Helping these 
entities to explore non-traditional approaches for looking at privatization and helping them adopt 
ingenious techniques to handle the problematic accounts can be very instrumental in advancing 
the process of privatization with the backing of the donor community. 

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

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

SUSTAINABUIT 

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

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

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

A. Projed Design 

Short-term 

1. Maintain project objectives and scope of technical assistance available but with greateemphasis on implementation assistance. Investment banking services for big ticket accounts ancimplementation assistance in terms of market promotion for smaller accounts should be theemphasis. 

assistance remaining until the end of the project. 

2. Develop a diagnostic framework with COP/DOF for sequencing and prioritizing theThe framework should focus on entities thathave received project assistance and are ready for privatization. 

Medium-term (after 1992, Phase I) 
3. Expand the scope of project design and coverage to include privatization studies forselected retained GOCCs and other government activities. 
4. Develop and apply an analytical framework for selecting key sectors/areas for USAIDto consider for future development assistance as part of the follow-up project. Selection shouldalso take into account promising areas for U.S. involvement. 

5. Expand the follow-up project design to include development assistance for the privateprovision of public services. 

6. Coordinate efforts with the Office of Capital Projects towards privatization of someof the above sectors. In the area of BOTs, complement OCP's initiatives by taking a lead inmarketing and implementation. 

7. Assistance with marketing of sound BOT projects should be initiated by selecting fromthe list of demonstration projects prepared by the CCPAP. 
8. Review and update the skills and capability levels required of local and foreign IQCfirms for inclusion in the new project. 

9. 	Provide additional allocation for specially focused training programs but conducttraining programs in the Philippines to expand coverage for middle level officials.
programs should Training
cover conventional and non-conventional modes of privatization. Also,emphasis should be givep to training programs focused on strategies and financing techniquesfor infrastructure development with private sector participation. These programs should include 
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coverage of areas such as solid waste management, water, power, telecommunications, and 
transportation. 

10. Coordinate activities with the capital markets project to introduce the securities 
market industry to new instruments and methods for financiag privatization. Undertake a policy 
review in conjunction with the capital markets project to explore the possibility of introducing 
bonds for infrastructure development. 

11. Also, initiate actions and awareness programs among DOF, COP, DEs and the two 
stock exchanges' personnel on the important linkage between capital market development and 
privatization. 

B. Project Implementation 

Short term 

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

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

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

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

16. Encourage DEs to apply the 'Pareto Principle" in allocating remaining grant funds, 
i.e. provide funds to the "vital few accounts; not to the trivial many." 

17. Prioritize technical assistance to those accounts that can be readily sold in the 
short-run. Focus on the final disposal of over 50 accounts that have already been readied for sale 
through project assistance. Re-assess the state of these accounts with the respective disposition 
entities and direct efforts towards their speedy disposal. 
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18. Provide assistance to APT in re-assessing its 58 accounts readied for sale. Theconsultant could draft out a concrete action plan for the prioritization and speedy disposition of 
these accounts. 

19. Assist APT in fulfilling some of its other objectives- broadening public ownership
of enterprises and developing capital markets by linking them to USAID's Proposed Capital
Markets Development Project. 

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

21. Conduct a comprehensive Impact Assessment on the Status of Philippine PrivatizationEfforts in the last five years which will be the basis for determining Philippine needs in the nextfive years for possible foreign assistance. The findings of this assessment could be presentedin a 2-day workshop for all the new senior government officials, and political appointees to 
expose them to the developments in privatization. 

22. Provide consultancy services in the form of seconding professionals to DOF/Techcom
and APT as budgetary support to enhance their respective supervision and control of 
privatization program. 

23. Sponsor a Phoenix I Conference during which potential local and foreign investorswill be invited to window shop for all GOCCs and Assets available for sale. The conference
could be sponsored in coordination with OCP to include the marketing and promotion of BOT 
projects that will be ready for implementation. 

Medium term 

24. Continue discussions with World Bank, ADB, and other donors for setting up aprivatization fund to rehabilitate assets, improve the financial position of companies, and tofinance the feasibility and viability studies to enhance their marketability and value. 

25. Dialog and finalize with DOF on the selection and prioritization of a list of retainedcorporations that this entity is committed to privatizing, and move towards finalizing these in
time for the preparation of the new project design. 

Long Term 

26. Complete the privatization of the remaining GOCCs and TAs by the end of the term
of the present administration as a GOP goal to be enforced by COP/DOF. 

X
 



LESSONS LEARNED 

Project Design Implications 

1. In designing technical assistance projects for privatization, it is necessary to consider an approach that will encounter the least resistance in implementation. Therefore, it is importantto focus on key players in the privatization of an entity who wili eventually influence the pacingof privatization. While the Project targeted the COP/DOF, Techcom and DEs for assistanceand, rightfully so; there was hardly any assistance envisioned for the key players of the 
Benefitted Accounts. 

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

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

3. As in any effort, the ultimate measure of success is the bottom line. In a privatizationprogram, the bottom line is how much has been sold and how many. There is no othersubstitute for this measure of success. Studies are good but they must lead to privatization and 
not simply archived. This is not to minimize studies. They are necessary for any privatizationeffort. However, they are only tools for privatization. They serve as catalyst to pressure the 
players to advance to the next step. 

4. Privatization goals must clearly state whether the end is to support the generation ofstudies, being tools for privatization or the actual transactional side of privatization. For eitherof these goals, both are important. But they must be spelled out clearly in the design so thatneither false hopes are unduly raised nor partial successes gloated over or demeaned. 

Broad Action Implications 

5. In the implementation ofPrivatization Programs, the wish of the top is not necessarilythe command of the bottom in the organization, or even that of the next level down. Unless theentire organization is hyped on privatization, the speed at which actual sale is consummated willbe slow. 
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This is a universal-principle that governs the conduct of any human effort involving more 
than one individual. In the case of the Philippine Privatization effort, the players are many with 
multi-level organization tiers and a wide range of technical skills each unwilling to subordinate 
or defer to the other. Lack of regard for the formal organization structure headed by COP, has 
further delayed privatization efforts. Hence, there is need for a single privatization conductor 
with strong authority to orchestrate, cajole, police, motivate and threaten all the players. 

The privatization of PAL presents an important lesson for all those implementing
privatization. The determination displayed by the political elite to reinforce its support for the 
privatization of PAL has displayed that privatization can still be undertaken in the midst of all 
the problems mentioned above. The COP designated a special committee, called the PAL 
Privatization Committee, to be the disposition entity for the said company. The entire 
responsibility for carrying out this privatization were moved away from GSIS/PAL- originally
charged for carrying out this effort. This high powered Committee was composed of key
government officials who special effortsexerted to study options and implement the best 
mechanism for the successful privatization of PAL. This experience has made it clear that even 
an enterprise with all the ingredients of difficulty- resistance from the bureaucrats to part with 
the asset, the political sensitivity, and large indebtedness, etc.,- can still be sold, if there is a 
strong resolve to implement privatization. Such privatizations generate an aura of optimism 
among various other entities in their otherwise bleak privatization scenarios painted by the anti
privatization lobby. It also helps when the Cojuangco, Soriano and Ayala families are all 
participating in the purchase. 

6. Privatization activities must anticipate and face the realities of government
bureaucracy. Thus, if the approval of the Commission on Audit is required before values are 
listed for a bidding activity, then the Program must face this reality and satisfy the constraint. 
Better yet, the COA can be involved from the initial stages when studies are being generated up 
to the end when the sale is transacted so that they become an integral part of the privatization 
effort. 

7. When an account is clearly not vendible because it faces legal impediments that have 
yet to be unravelled, there is no point in preparing that account for sale if it competes with 
another account for attention. 

8. There is also the need for the government to bite the bullet in accounts when 
vendibility depends on its writing off a large financial claim. The government needs to accept
the realities it faces in the market when book values clearly are in excess of what the market will 
take. If an asset has been dormant and no takers for the last five years, hindsight will tell us 
that it would have been better to have sold the assets five years ago for a lower rather than 
ambitious amount today since its opportunity value has already doubled today at the current rate 
of interest. This is particularly applicable in the case of TAs and some GOCCs whose assets 
were over-priced to begin with during the em of crony capitalism. 
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9. Finally, in implementing a privatization program there is need to pace the pipeline in 
such a way that there is a steady rate of GOCCs and TAs being sold at any one time. The 
lumping of assets readied for sale by the Project at the near end of the Project's life has created 
a bottleneck which is now taxing the selling entities and DEs. 
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I INTRODUCTION:I 



EVALUATION OF THE USAID/PHILIPPINES PRIVATIZATION PROJECT 
(No: 492-0428) 

I INTRODUCTIONI
 

BACKGROUND AND GENESIS OF THE PRIVATIZATION PROGRAM OF 
THE PHILIPPINES 

The Philippine Government's privatization program officially commenced on December 
8, 1986 with the issuance of Proclamation No. 50 by then President Corazon C. Aquino. With 
this legislation, the Government embarked on a five-year plan to divest itself of various 
government corporations and assets which could best be managed by the private sector. These 
included the following: 

o 	 certain receivables and other obligations due to goverment institutions, and their 
collateral; 

o 	 real and personal properties of any kind owned by government institutions, 
whether directly or indirectly; 

o 	 shares of stock and other such investments held by government institutions; and 

o 	 the government institutions themselves, whether parent or subsidiary corporations. 

Proclamation No. 50 

Proclamation No. 50 defines the general terms of the privatization program's policy and 
procedural framework. It identifies the two-fold imperatives of the program, namely: 

(1) 	 the judicious use of the corporate form of organization in the creation of 
government bodies for the production and distribution of economic goods and 
services to the public, and the need to rationalize and monitor the operations of 
government corporations to help bring about improved performance, assure more 
efficient use of resources and, in general, to re-orient their activities and priorities 
in a manner consistent with national objectives, to the end that the private sector 
is given primacy and the government assumes a supplemental role in 
entrepreneurial endeavors under a climate of fair competition; and 

(2) 	 reduction of the number of government-owned corporations which have 
proliferated to unmanageable proportions, circumscribing the areas of economic 
activities within which government corporations may operate; and aiming to 
achieve these goals through the privatization of a number of government 
corporations, with the disposition and liquidation of the non-relevant and non



performing assets of retained corporations as the logical fimt step to their 
rehabilitation. 

Proclamation No. 50 also created the government entities which are responsible for the
monitoring of the program's activities and the orderly disposition of government assets
identified for privatization. These entities are the Committee on Privatization (COP) and the
Asset Privatization Trust (APT). The proclamation further outlines the functions and
responsibilities of the COP and the APT, their operational provisions, and their audit 
requirements. 

Pursuant to the provisions of Proclamation No. 50, both the COP and the APT have life 
spans of five years. Thus, the term of the COP and the APT should have expired on December
8, 1991. However, cognizant of the vital privatization activities that need to be completed, the
Philippine Congress enacted Republic Act (R.A.) No. 7181 in January 1992. This legislation
provides for the extension of the term of the COP and the APT from December 8, 1991 toAugust 31, 1992. R.A. 7181 has an added provision allowing the President of the Philippines
to extend the term of both the COP and the APT for a period not exceeding 16 months 
thereafter, or up to December 31, 1993. 

Two broad categories of assets are covered by Proclamation No. 50, namely, governmentowned or controlled corporations (GOCCs), and transferred assets (TAs). At the start of the 
program, there were 301 GOCCs, of which, 122 entities were approved for privatization. The
remaining 179 GOCCs have been earmarked either for retention (79), abolition (59),
regularization (18), consolidation (17), or conversion (6). 

Those GOCCs targeted for privatization are monitored by the COP, while the other non
privatization transactions are under the auspices of the Department of Budget and Management
(DBM), in close coordination with the Government Corporate. Monitoring and Coordinating
Committee (GCMCC). The 122 GOCCs identified for privatization were originally distributed 
among 14 disposition entities (DEs), which are responsible for the actual marketing of these
GOCCs. The proceeds from the sale of the government subsidiaries directly accrue to their 
parent entities, while those from the sale of parent GOCCs accrue to the National Treasury. 

On the other hand, TAs represent those non-performing assets transferred by government
financial institutions (GFIs), such as the Philippine National Bank (PNB) and Development Bank
of the Philippines (DBP) to the National Government. Their disposition and actual marketing
are handled by the APT. Pursuant to Proclamation No. 82, the proceeds from the sale of TAs,
net of fees, commissions, and other reimbursable expenses of the APT, are remitted to the
National Treasury to form part of the fund of the Comprehensive Agrarian Reform Program
(CARP). 

The full texts of Proclamation No. 50 and R.A. 7181 are presented as Appendices I and 
II, respectively. 
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The Committee on Prvatkation 

The Committee on Privatization (COP) is a cabinet-level committee under the Office of 
the President tasked with overseeing the government's privatization program. Five cabinet 
members comprise the COP, with the Secretary of the Department of Finance (DOF) as its 
chairman. The COP is supported by a Technical Committee, which is headed by the 
Undersecretary of Finance and composed of senior officials of the other COP member 
departments. The other departments represented in the COP are the Department of Budget and 
Management (DBM), the Department of Justice (DOJ), the Department of Trade and Industry 
(DTI), and the National Economic and Development Authority (NEDA). From 1986 up to the 
present, there have been four secretaries and six undersecretaries of the DOF who have been 
directly involved with the country's privatization program. The names and tenure of these 
officials are presented in Appendix I. 

The COP, among other things, has two main objectives. These are as follows: 

1. 	 to divest to the private sector those assets with viable and productive potential as 
going concerns as soon as possible, and 

2. 	 to dispose of transferred assets in order to generate maximum cash recovery for 
the Government. 

The COP is also in charge of formulating the policies and general guidelines regarding 
privatization issues, approving the sale and disposition of government corporations and assets, 
and monitoring the progress of privatization activities. 

One of the main functions of the COP is to supervise the privatization activities of the 
APT and the 13 parent government corporations or government departments designated as DEs. 
The APT was created as the principal disposition entity, acting as trustee for the Government 
in the implementation of the program. APT was assigned the responsibility of disposing all the 
399TAs which came under government control through the lending operations in previous years 
of PNB and DBP. These assets were transferred through foreclosure or defaulted loans. 
Initially, 10 GOCCs were also assigned to the APT for privatization, while responsibility for 
divestiture of more than a hundred GOCCs was allocated among the 13 other DEs. 
Subsequently, the task of disposing 16 GOCCS were also transferred from the other DEs to the 
APT. 

A list of all the designated DEs are shown in Table 1 in the next page. 
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Table 1
 
List of Disposition EntitiesCharged With Privatization
 

S.no I Disposition Entities (DEs) 

1. Asset Privatization Trust (APT)
2. Department of Agriculture (DA)
3. Department of Tourism (DOT)
4. Department of Transportation and Communications (DOTC)
5., Development Bank of the Philippines (DBP) 
6. Government Service Insurance System (GSIS)
7. Home Insurance and Guaranty Corporation (HIGC)
8. National Development Company (NDC)
9. National Irrigation Administration (NIA)
10. Philippine National Bank (PNB)
11. Philippine National Oil Company (PNOC)
12. Presidential Management Staff (PMS)
13. Social Security System (SSS)
14. Technology Livelihood and Resource Center (TLRC) 

Of the 122 GOCCs identified for privatization, 80 firms are handled by NDC, APT, PNB
and GSIS, representing approximately 87% of the total asset value of the GOCCs earmarked for 
privatization. 

The breakdown of the number of GOCCs handled by each disposition entity is shown in Exhibit 
1 below. 

Exhibit 1 

GOCCs Designated to Various Disposition 
Entities for Privalization 

Nmtt *i GOCCI 

41

21,. 

12is * . .. . .. .. 

NDC APT PM5 PNB PNOC GSI$ DA SSS DOC Others 
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The COP is continuously examining ways to accelerate the privatization program. It
continues to commission the services of several independent consulting firms, which are 
providing it with technical and advisory assistance in the preparation of valuation studies and/or
privatization plans or the actual marketing of TAs and GOCCs to be privatized. The advisory
services are made possible through a technical assistance grant from the United States Agency
for International Development (USAID). 

The Asset PrivatizationTrust 

The Asset Privatization Trust (APT) began its operations in March 1987. It is principally
responsible for disposing of assets transferred to it by PNB and DBP as part of the rehabilitation 
program of these two banks under Executive Order Nos. 80 and 81, and Administrative Order 
No. 14. The APT initially had a management contract with PNB and DBP wherein the two 
banks would handle pre-disposal services for the assets until 1989. After July 1989, all 
conservation and maintenance services of the assets were handled by the APT. 

The APT's portfolio consisted of 399 TAs and 26 GOCCs. The recovery target of the 
APT at the beginning of the program was about P25 billion, to be recouped over its five-year
life. This was approximately 20% of the estimated P130 billion aggregate value of the portfolio 
at that time. 

The TAs handled by the APT are classified either as financial form assets (such as loans 
and other receivables), physical form assets (plant and equipment, and real estate assets), or 
equity form assets (equity investments). Financial form assets are usually settled through direct 
debt buyouts (DDBOs). Physical assets, on the other hand, are disposed of through public
bidding or negotiated sales. Under the Commission on Audit (COA) rules and regulations,
bidding sessions require the submission ofat least two qualified bids to be considered successful. 
In cases where there is only one bid tendered, or if no bids are tendered at all, the public
bidding is considered a failure. In case of a failed bidding, a negotiated sale may be 
subsequently undertaken. 

The DDBO is another mode of repayment or restructuring of an asset by the original 
owners. A fourth mode of disposition is a compromise settlement which may be pursued with 
respect to assets affected by court injunctions. 
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STATUS OF THE PRIVATIZATION PROGRAM
 

Extension of the Pivatization Program 

As earlier stated, R.A. 7181 was enacted by the Philippine Congress in January 1992 to 
provide for the continued existence of the COP and the APT, the two major implementing
entities of the privatization program, up to August 31, 1992. This tenure may again be extended 
by the new President of the Philippines for a period not exceeding 16 months. 

Aside from the above provisions, R.A. 7181 also contains additional provisions in the 
sale of government assets. Most significant among these is that all assets are required to be sold
for cash. However, pursuant to the provisions of the CARP Law (R.A. 6677), Land Bank 
bonds may still be an acceptable form of payment for TAs. 

In addition to the provision limiting payments to cash or Land Bank bonds, there are 
several other conditions in R.A. 7181 which include the following: 

o those pertaining to labor issues; 
o the offering of assets to small investors; 
o the sale of assets to former owners; and 
o the requirement of a loss recovery clause for assets sold below their transfer 

prices. 

In the sale of assets in corporate form, R.A. 7181 specifically stipulates that no undue 
dislocation of labor should occur unless employee benefits as provided by existing collective 
bargaining agreements or labor laws have been complied with. Furthermore, a minimum of
10% of the total shares for privatization of a corporate form asset should be allocated and first 
offered to small local investors. 

Former owners of assets for disposition are required under R.A. 7181 to present a final 
judgement from an appropriate government agency or court of law proving that no
mismanagement or diversion of an asset's resources occurred under their administration. 
Moreover, assets can only be retrieved by their previous owners at prices not less than the 
assets' original transfer prices. 

R.A. 7181 also provides that the privatization of GOCCs considered strategic by NEDA 
will require the approval of the President of the Philippines. 

6
 



Accomplishments of the PrivatizationPrognn 

Since its inception in December 1986, the Philippine Government's privatization program 
has been able to dispose of 346 accounts consisting of 275 TAs and 71 GOCCs. As of June 30, 
1992, the cumulative gross revenues from the sale of these assets amounted to P51 billion. Sales 
of TAs by the APT accounted for P29 billion, while sales of GOCCs contributed P22 billion. 

GOCC Dispositionsfrom Inception To Date 

The Philippine Government identified and approved 122 GOCCs for privatization. As 
of June 30, 1992, 85 GOCCs had been offered for sale, 71 of which have been either disposed 
of or approved for dissolution. The 71 accounts consisted of 27 GOCCs fully sold, 26 GOCCs 
partially sold and 18 GOCCs approved for dissolution. Thus, to date, 51 GOCCs remain to be 
privatized. 

Of the 27 GOCCs fully sold, 15 were disposed at a premium over their indicative prices. 
These GOCCs include the National Marine Corporation (NMC) and Usiphil Inc. (Usiphil) which 
were both sold by NDC. NMC was sold for P168 million or 66% over the indicative price of 
P101 million, while Usiphil was disposed for P35.5 million or 63% over its P21.8 million 
indicative price. Other accounts which were sold at premium prices were National Stevedoring 
& Lighterage (39%); Maunlad Savings & Loans Association (17%); and Marina Properties 
(17%), which was sold for P1.78 billion. 

On the other hand, five GOCCs were sold at par, while three GOCCs were sold below 
their indicative prices. 

On January 30, 1992, the public bidding for 67% of government-held Philippine Airlines 
(PAL) shares was held. The shares were awarded to the AB Capital consortium for its winning 
bid of US$419 million, which was 31 %higher than the hurdle price of US$319 million. This 
bid was over and above a fixed peso component of P4 billion. 

TransferredAssets Sold 

As of June 30, 1992, the APT disposed of 275 TAs or about 69% of the 399 accounts 
inits portfolio. Of these accounts, 225 TAs were fully sold and 50 TAs were partially disposed 
of. Sales revenues generated from the dispositions of the TAs by the APT amounted to P29 
billion. This amount is approximately 15 % higher than APT's original target of P25 during its 
entire five-year term. Full dispositions generated P27 billion, while partial dispositions 
accounted for P2 billion. This excludes the P270 million of agricultural lands turned over to DA 
by the APT. Sales proceeds amounting to P19 billion were remitted to the National Treasury 
for the benefit of CARP. 
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From 1987 to 1991, the largest sales made by the APT included Nonoc Mining, PNB
Complex, and others. The 9 major sales have been listed in Table 2 below. 

Table 2
 
Major Sales By APT (1987-1991)
 

S.No Asset 
(MillionSelling Price

Pesos) 

1. Nonoc Mining 	 7,111 

2. PNB Complex 	 3,091 

3. Meralco 	Foundation, Inc. 2,122 
4. First Philippine Holdings 	 1,210 

5. Delta Motors Corporation 	 967 

6. Bukidnon Sugar Milling Co, Inc. 730 
7. Floro Cement Corporation 	 509 
8. 	 Island Cement 503 

9. 	 United Planters Sugar Milling Mfg. Co. 500 
TOTAL P16,743 

The sales value of the above accounts represent about 58% of the total dispositions as 
of December 31, 1991. 

To date, there are 131 TAs remaining in APT's portfolio due to various reasons. These 
are classified as financial, physical or equity form assets. The number of undisposed financial
TAs total 91, physical TAs (25), and equity TAs (15). Among the reasons for their non-disposal
are ongoing court litigations and other legal impediments, and a lack of interested investors. 

Pnvatizaton Plans and Activities in the Future 

The privatization activities of the COP and the APT during their extended lives will focus 
on the divestment of the larger GOCCs and TAs. Big-ticket GOCCs slated for disposition in
1992 include Manila Hotel Corporation, National Steel Corporation (NSC), and further dilution
of the government's remaining ownership in the Philippine National Bank (PNB). 
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The privatization of Manila Hotel involves the sale of at least 40% of the company's 
shares of stock. This is expected to be implemented once the updated valuation of the shares 
has been completed. 

NDC is also preparing to sell part of its equity in NSC. At least 25 % of the steel firm's 
capital stock is expected to be offered for sale within the year, subject to the removal of a legal 
injunction pending in the courts. 

The second public offering of PNB's shares was held in March 1992, at which time PNB 
sold 13% of its shares. The performance of PNB's shares has been encouraging since the 
successful 1989 initial public offering (IPO) of 30% of the bank's capital stock. The issue, 
which amounted to Pl.8 billion, was the largest IPO at the time. To date, 43% of PNB's shares 
have been sold to the public, and the government's ownership have been reduced to only 57%. 

The APT, on the other hand, will continue to market and sell the remaining TAs under 
its supervision. It projects a conservative sales target of P925 million given the implementing 
guidelines for R.A. 7181, the political scenario, and the wait- and see- attitude of local and 
foreign investors. The APT intends to exert its best effort to complete the privatization of the 
following major assets: 

1. Philippine Shipyard and Engineering Corp. 
2. Maricalum Mining Corporation 
3. Pantranco North Express, Inc. 

Projected remittance to the Bureau of Treasury is gauged by the APT at P1.8 billion, 
which will be sourced from this year's sales, payments due from previous years' sales, loan 
payments, Land Bank bonds, and other income. Beyond 1992, projected remittance is estimated 
at around P4 billion, representing receivables from this year's sales and previous sales on 
deferred payment terms. 

Excerpts from the 1991 annual report of the Committee on Privatization (COP) can be 
found in Appendix IV. 
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OBSTACLES AND UNRESOLVED ISSUES IN THE PRIVATIZATION PROGRAM 

During the last five years, a number of factors have adversely affected the Philippines 
privatization efforts, thereby hampering the pace of the program. The inability of the program 
to achieve the stated objectives can be attributed to the following: 

a. Economic, Political, and Social Rationale 

In the early days of the privatization program, two main arguments against privatization 
were often voiced by officials managing the GOCCs and the TAs: 1) An enterprise making 
money should not be privatized, and 2) an enterprise which is losing money must firs: be 
restructured before it is privatized. The arguments are indicative of the entrenched 
bureaucracies in the enterprises and disposition entities, whose interests would be hurt if their 
respective firms were privatized. It has been observed that the reluctance to sell some of the 
most lucrative entities, such as Philippines Airlines, Manila Hotel, and the Philippine National 
Oil Corporation (PNOC), etc., is due to the "turf protection" that has been very much apparent
in these entities. Substantial earnings generated by these fimns and the extra perks enjoyed by 
some of the officials have been major factors behind the reluctance to market the most saleable 
assets. Observers have also commented that the officials controlling these assets have refused 
to yield the power, influences and benefits of their positions, and are therefore devising ways 
to delay or forestall the privatization process. 

A classic case in point has been that of the Manila Hotel. The previous President, Mrs. 
Aquino, while making a speech at the hotel three years ago, remarked that it was an ideal 
candidate for privatization and she would like to see it as one of the first to be sold under the 
country's privatization program. It is now 1992, and the hotel, despite its attractiveness to 
interested buyers, is still very much in the hands of the government. It is ironic that GSIS, the 
disposition entity charged with the privatization of its holdings- which include the Manila Hotel
- has been unwilling to part with this asset. 

The privatization of Manila Hotel has been put aside also due to social reasons that have 
often been espoused by all those opposed to its privatization. The hotel is deemed by these 
opponents as part of the national heritage, and thus should not be privatized. 

b. The Concept of a "Disposition Entity" 

As mentioned above, there are 14 disposition entities responsible for formulating and 
implementing privatization schemes for the GOCCs and TAs. If one were to evaluate these, the 
APT appears to be the only true disposition entity. The remainder are holding companies with 
a series of subsidiaries or affiliates earmarked for privatization. As part of the privatization 
program, these entities were called upon to assume the role of disposition entities in order to 
dispose of some of their subsidiaries selected for privatization. These entities have been slow 
to put up for sale companies under their charge due to their inability to detach themselves from 
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the management of the earmarked companies. Also, since they are not purely disposition
entities, the sale of state assets has not been their sole purpose, and their attitude towards the 
privatization process has tended to differ from those expressed by the government. 

c. The Legal Issues 

One of the major obstacles to the progress of privatization has been the opposition of 
prior owners, translated into court injunctions questioning the authority of the disposition
entities. Despite the issuance of Proclamation 50, which grants the disposition entities immunity
from any law suit arising from the sale of the assets, some debtors and/or owners have still 
questioned the proclamation on the basis of constitutionality. Such actions have not only been 
restricted to private owners but also involved some government agencies that have hampered the 
government's privatization program. A legal system that has allowed for the passage of one 
injunction after the other, aimed at delaying or totally stopping the privatization of assets, has 
jeopardized the privatization of a number of companies. 

Notable among the list of accounts that have faced legal impediments have been the 
Manila Electric Company (MERALCO) and the National Steel Corporation (NSC). The 
privatization of MERALCO was scheduled for 1988 but was only carried out in January 1992.
This delay was chiefly due to the differences and struggles between the agency charged with 
privatization and by the Presidential Commission on Good Government sequestrated MERALCO 
shares. Towards the latter part of 1991, the Supreme Court ordered the lifting of the 
sequestration by ruling that MERALCO's major shareholders had proper claim to their shares 
and the transaction structure designed in 1988 by J.P. Morgan was fair to all parties involved. 
This finally led to the privatization of the electric utility. The proposed privatization of NSC 
has also been marred by legal repercussions. The sale of NSC is currently being challenged in 
court by the Jacinto family, the original owner of the company's assets, who claim that the 
government's foreclosure of the assets was illega;,. 

The Commission on Audit (COA) Dilemma 

As mentioned earlier in the report, COA is the government agency responsible for the 
auditing of government agencies. In its overzealous attempt tr ensure proper disposition values 
for government entities, it set stringent and non-business like sales requirements and audit 
procedures. It also went on to consider the valuation of going-concerns to be in line with the
audit procedures carried out under its auspices. It totally disregarded and questioned the use of 
outside consultants, as well as the use of USAID direct and host country contracting. This 
brought the entire privatization process to a halt for 8 months. The momentum gained prior to 
this issue was lost and the government retreated from availing itself of all technical assistance 
from USAID-the primary donor agency providing such services-- unth the issue of valuation 
vis-a-vis auditing was totally resolved with COA. 
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In March 1990, agreement was f'nally reached with the government on the above 
mentioned issue. The role of the COA in the privatization process was clearly defined and the 
contracting of services of private firms was also deemed as acceptable. However, the 
requirements of sale stipulated by COA have affected the pace of the privatization program. To 
ensure transparency, COA regulations require that all government corporations and transferred 
assets be sold through an auction process. The auction must attract a minimum of two bidders, 
and the winning bid must be higher than the minimum base price previously established. Often, 
the base price is recommended by COA. In cases where there is only one bidder, or if no bids 
are received at all, the auction is considered a failure. The COA requires a failed bid before 
allowing the disposition entity to negotiate with the interested buyer. 

In a number of cases, the disposition entities have been aware that the auction would fail 
because of an unrealistic initial asking price set on the basis of a valuation procedure deemed 
unacceptable by buyers. The requirement set forth by COA has forced them to go through a 
bidding process that would result in a failure. The disposition entities would institute a valuation 
study through funds available internally or through donor assistance to get a realistic range of 
values that would allow them to effectively negotiate with the buyers. This whole exercise has 
led to delays in the disposition of a number of enterprises and accounts. 

Custodianship 

As mentioned earlier, disposition entities such as the APT were entrusted with the 
responsibility of disposing of Pussets transferred to it from the DBP and the PNB. Limited 
funding was made available to APT to conserve the values of the assets that were in physical
form. The APT was given an initial appropriation of P100 million for capital acquisitions,
administrative expenses and conservation costs. This, and subsequent funding, has fallen short 
of requirements. Lack of financial resources for maintaining the unsold assets has led to further 
deterioration in their condition, and hence further reduction in their value, and difficulties in 
disposition. It is ironic that none of the proceeds of assets sold by APT have been used towards 
enhancing the marketability and value of the unsold assets. APT has been mandated by law to 
transfer all the sales proceeds of the privatization towards financing the government's 
Comprehensive Agrarian Reform Program (CARP). 

Likewise, a number of other disposition entities also hold accounts that need physical 
rehabilitation and improvement in their financial position before they can be deemed as ready 
for sale. Other disposition entities have no obligations towards remitting proceeds of 
privatization to the government, however, there are few cases in which these proceeds have been 
used to rehabilitate the non-privatized accounts. Either the proceeds have been channelled by 
these entities for different uses, or the amount generated is too low to finance the rehabilitation. 

The remaining list of corporations and accounts earmarked for privatization in the Philippines 
includes a number of accounts that need rehabilitation to enhance their marketability and value. 
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Attitude Towards ForeignBuyers 

The government's stand on the role of foreign investors in the privatization process has 
been perceived as contradictory. Though the government has openly declared its commitment 
to attract the maximum foreign investment possible, until recently, the policy makers have 
limited foreign ownership of entities to 40% of outstanding stock. 

Frequent Turnover of Personnel 

From its inception, the privatization program has been adversely affected due to frequent 
changes in senior officials in-charge of the process. It is unfortunate that some of the vocal 
proponents of privatization had limited tenure as heads of entities/organizations that were 
charged with the implementation of the privatization program. The COP, a cabinet level 
committee headed by the Secretary of the Dept. of Finance and comprising secretaries of the 
Department of Budget and Management (DBM), Department of Justice k7DOJ), Department of 
Trade & Industry (DTI), and the Director General, National Economic and Development 
Authority (NEDA), has to date had four different finance secretaries heading the COP. 
Moreover, the technical committee-- in-charge of day-to-day implementation and reporting to 
the COP-- headed by the Undersecretary, Department of Finance has had six different finance 
undersecretaries who have headed the technical committee since its inception in 1987. 

The Pivatization Legislation 

The R.A. 7181 was instrumental-in extending the term of the COP and the APT which 
was due to expire in 1991. However, the amendments were not limited to the extensions but 
also included some provisions that have had an adverse impact on the pace of the privatization 
process. Particularly, the statutes of the amendment that have particularly caused discontent are: 

a. The amendment mandates that disposition of any and all assets, including sales by 
installments, shall be exclusively for cash. This cash requirement is constraining the 
ability of local investors to purchase assets. Also, the preference for full cash payments 
over instalment terms has also seriously left out small- and medium-scale entrepreneurs, 
thereby making it questionable whether the government's objective to disperse ownership 
to low income individuals can really be achieved. 

b. The requirement set forth under the amendment that a loss recovery provision be 
included in the terms and conditions of the sale of any asset sold below the transfer 
price, is likely to create additional obstacles to the privatization process. 
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c. The amendment also stipulates that for disposition of assets in corporate form, 
there shall be no undue dislocation of labor unless all retrenchment benefits as 
provided by existing laws or the Collective Bargaining Agreement (CBA) shall be 
complied with. Even though this has not posed a major problem, it will definitely affect 
negotiations with buyers of firms that might have excessive employees. 

PoliticalTurmoil and Other Unforeseen Problems 

The six year term of the Aquino government was faced with a series of problems that 
have had'an indirect impact on the process of privatization in Philippines. Failed coup attempts 
and instability in decision making brought about by frequent changeover of key cabinet personnel 
have contributed to the lack of interest from investors. Natural calamities like the Mt. Pinatubo 
eruption have also had a heavy toll on the overall development of the nation's economy. 
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USAID PROJECT. EVALUATION
 



EVALUATION OF THE USAID/PHH.IPPINES PRIVATIZATION PROJECT
 
(No: 492-0428)

IUSAID PROJECT...I
 
EVALUATION 

PURPOSE AND METHODOLOGY 

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

The three person team was composed of Messrs. Baljit S. Vohra, team leader, Raul T. 
Guerrero, specialist, and Marilou Untalan, assistant professional. The team undertook the 
assignment in July 1992 to assess the relevance and efficacy of the Project's Design as initially 
conceived in June 1988 and the status of the Project's implementation as of this date in terms 
ofits efficiency, effectiveness, impact and sustainability. The results of this evaluation will serve 
as a guide for the USAID in charting the future short and medium-term course and conduct of 
the Project. 

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

A preliminary draft report was submitted to and discussed with PESO on July 15, 1992 
after completion of the Team's major field work. PESO's comments on the preliminary report 
and subsequent field work and data gathering/analysis by the Team members were then 
incorporated into this final report. 
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THE USAID-FINANCED PRIVATIZATION PROJECT
 
No: 492-0428
ITEAM. F[NDINGS AND 

PROJECT DESCRIPTION 

Assistance offered by USAID, through its PESO office, has been a mainstay of the 
Philippines privatization program. In the words of one senior government official involved in 
the privatization program, "We would not have reached this stage of privatization if it were not 
for the timely technical assistance provided by the USAID privatization project." 

ProjectBackground 

1. The USAID privatization project dates back to the period when the Philippines 
government officially implemented its privatization program. Launched in June 1988, the 
project was initiated to reinforce the privatization policy of the GOP by supporting the GOP's 
divestiture of selected GOCCs and TAs, thereby helping to improve the country's budget 
situation. The project allowed for the authorization of US$5 million in technical assistance over 
a 5 year period, with a scheduled completion date of December 31, 1992. The GOP agreed to 
supplement this assistance by provisioning for an equivalent of US$4.78 million in pesos to: 
i) fund the administrative costs associated with supporting the COP, APT, GOCCs and other 
disposition entities, ii) provide administrative and logistical support to expatriate and local 
contractors, and iii) fund travel support costs for seminars and training activities. 

$
 

2. The primary responsibility of overseeing the project has been with the Committee on 
Privatization (COP), Government of the Philippines. Since the Secretary of the Department of 
Finance is the chairman of the COP and the Undersecretary of the same Department is the 
chairman of the COP's Technical Committee, the Office of the Undersecretary of Finance has 
been responsible for coordinating the project assistance to the various beneficiaries. A director 
in-charge of privatization in the office of the under, .retary, is responsible for the day-to-day 
coordination of technical assistance between the beneficiaries, USAID personnel, and 
consultants. 

3. Taking into account the enormity of the Philippines' privatization program, the limited 
funding available for the disposition entities undertaking privatization, and the need for expertise 
indiverse and specific areas of the privatization process, the project was designed to offer short
and long-term expatriate and local technical assistance to the APT, the COP, disposition entities, 
GOCCs and the transferred assets. Assistance to be provided included the following areas: 
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a) Information and Data Management: computer hardware and office systems for the 
disposition entities undertaking privatization, and training of personnel in the use of 
computer and relevant software applications; 

b) Valuation and Marketing Services: valuation, prospectus preparation, identification of 
prospective investors, information dissemination, public stock offerings, investment 
proposal evaluation; 

c) Operations and Policy Review Studies: studies to guide disposition entities in 
assessing privatization options to best-use studies and corporate strategy development. 

d) Training/Seminars: in-country workshops and participation in privatization training 
progranms abroad for those officials directly involved in privatization; and 

e) Commodity Assistance 

To provide the above mentioned expertise, USAID/Manila, in conjunction with the DOF, 
undertook a prequaiification and competitive bidding process to select five local firms for the 
provision of technical services. Indefinite Quantity Contracts (IQCs) were issued to four 
accounting firms and one medium-size investment/merchant bank. The services provided by 
these finms included the full range of privatization requirements, ranging from policy reviews 
and asset appraisals, to privatization plans, valuation, and implementation. The project design 
also allowed for the accessing of expatriate services on a direct basis by allowing for the USAID 
privatization project personnel to "buy-in" to centrally-fundoA USAID/PRE Bureau-financed 
contracts through the Center for Privatization and the follow-on International Privatization Group 
in Washington, D.C. Host country contracting procedures could also be deployed if the 
expertise available under the above mentioned contracts was not deemed as satisfactory by the 
beneficiaries. 

Project Evolution 

4. The evolution of the project from its inception until now has been a function of a 
number of interrelated factors that have impacted upon the privatization process in the 
Philippines. Though the project was initiated in June 1988, it only became active two and a half 
years after its inception. This slow start were mainly due to factors outside the control of those 
responsible for the successful execution of this project. As discussed earlier, structural 
impediments, and inter- and intra-organizational politics that formed the backdrop of the 
country's privatization program dealt a significant blow to effective implementation ofthe project 
in its earlier years. Some of the impediments still prevail, and are responsible for the failure 
of the government in making major decisions regarding privatization. 
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5. It should be noted that the project was initiated at a time when the Philippines 
privatization program had already been underway for over one year. The institutional set-up for 

undertaking privatization was already in place, and the various disposition entities responsible 
for privatization had undertaken privatization exercises on their own. The privatization project 
was geared towards assisting in the establishment of an institutional base for privatization
through formation of disposition units, etc-- there was no need for such assistance. 

6. At the time of project inception, USAID project personnel submitted to DOF a list of 
accounts that they would prefer to assist under the auspices of this project. However, the DOF 
was not very open to granting those accounts to USAID; rather, they suggested that the project 

should focus on a different set of accounts. Understandably, since the "easier to privatize" 
accounts could be handled by the DEs, they influenced DOF to seek assistance for only those 
accounts that were difficult to privatize, and needed financial and physical rehabilitation. 

7. The inability of USAID personnel to identify, prioritize, and sequence the desired 
project assistance can be explained by the factors discussed above. As a result the project took 
a reactive stance in the privatization process. 

The delay in undertaking project assignments was also due to indecisiveness on the part 
of some of the government beneficiaries to quickly carry out the privatization of the entities. 
The project found itself trapped between the so-called "turf battles" among disposition entities 
over the method and manner in which the entities would be sold, and the inherent unwillingness 
among disposition entities to sell subsidiaries or affiliates earmarked for privatization. In a 
number of instances, project personael found themselves in an embarrassing position where the 
COP had granted them approval to proceed with providing assistance to an entity that still had 
not come to terms with the concept of privatization. Ironically, even though the COP had a 
mandate to oversee and make final decisions regarding what would be privatized, the disposition 
entities paid little regard to the mandate enjoyed by COP. Instead, they took steps to delay or 
forestall the privatization of the accounts directly under their responsibility. The case of the 
Manila Hotel mentioned earlier can perhaps best describe the dilemma faced by project 
personnel. The project was approached by COP to provide technical assistance for the hotel's 
privatization, even though GSIS- the disposition entity responsible for its privatization- had not 
been willing to give up its control of the hotel. The project found itself in a position where the 
approval for carrying out the assignment was granted and withdrawn on more than one occasion. 

8. What does this mean for those implementing privatization? Even though the 
Philippines privatization program is viewed by the outside world as being comprehensive and 
well structured in terms of achieving the objectives, the refusal of the disposition entities and 
privatization implementation agencies to work within the formal structure- due to reasons 
previously mentioned- can significantly impact on the success of a privatization exercise. 

9. In the wake of this background shrouded by "turf battles, lack of political 
commitment, disregard by disposition entities and individuals towards the privatization program, 
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and other reasons described earlier under the "Constraints and Unresolved issues" section of the 
report, the project groped its way through the frst year and a half with limited utilization of 
funded-assistance. 

10. To further complicate matters, the project found itself trapped by the "COA 
dilemma." As mentioned earlier, the DOF had to temporarily suspend all project activities until 
its issue of concern with the COA was full resolved. Within the organization structure designed
to implement privatization, nowhere was there a mention of COA's role and significance in the 
entire privatization process. All those responsible for designing the implementation structure 
for privatization had overlooked the political clout that this organization would have on the 
future of privatization in Philippines. Though the intentions of COA in being an important
player in the privatization program appear clear-- ensure that there is no corruption and the price
for the disposed asset is fair--, the entity went overboard in exercising due caution. It began to
disregard business valuation procedures, and went on to object to the use of outside consultants 
provided by the project. It questioned DOF and COP on the use of USAID project assistance 
for undertaking privatization. This impasse also built up the frustrations of the USAID project
personnel. They started to issue letters to the coordinating authorities in the DOF indicating that
funding for this project would be withdrawn if the resources available through it were not used 
quickly. Perhaps, these letters and a serious push from the privatization proponents to resolve 
this issue finally began to take hold. The COA issue remained unresolved for over ten months 
until March of 1990. 

The problem with COA-leading to a temporary suspension of project assistance for over 
ten months-- further contributed to making this project totally passive until August 1990. A mid
termi evaluation of the project carried out in the latter half of 1990 revealed that the project had 
total commitments of only US$300,000, which was only 6% of the total project funding 
available until the end of 1992. 

11. It may be argued that while the level of utilization of technical assistance was low,
there was a fair degree of activity in the Philippines' privatization program. According to the 
annual report of COP, a copy of which has been enclosed in the Appendices, a considerable 
amount of revenues had been generated in 1987-89 through the sale of a number of accounts of 
APT and other disposition entities. What does this say about the usefulness of the project?
First, a number of accounts had either been privatized prior to the initiation of the project, or 
necessary actions taken before the privatization project got off the ground. Second, a number 
of disposition entities, due to the COA issue, failed to make use of project assistance when it 
was most needed. Therefore, they took upon themselves the burden of going through the 
process without assistance. Third, in spite of all the overtures made by project personnel to 
encourage the big accounts to make use of project assistance, these entities decided to go their 
own way. Finally, the lack of an effective strategy for marketing this project to all the 
beneficiaries also proved to be responsible for low utilization of the services offered. The 
project personnel chose to concentrate on just the APT accounts, with less attention being paid
to others. It should also be noted from the COP annual report that privatization activity in the 
Philippines in 1990 was at its lowest level, mainly due to the differences in the valuation 
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approach between the implementing agencies and the COA. This makes it all the more clear 
as to why the project had limited activity in 1990. 

12. The progress of the project was also affected by the frequent turnover of personnel
responsible for coordinating the program on behalf of the government. As mentioned earlier in 
the report, project personnel had to deal with four secretaries of finance, six undersecretaries,
and several trustees for APT over the life of this project. Such frequent changes resulted in 
significant time and effort on the part of project personnel in terms of re-building a working
relationship with these key individuals. 

13. After the issue with COA was resolved in the latter half of 1990, the privatization 
process began to gather momentum. There was a renewed sense of commitment displayed by
agencies to quicken the pace of the privatization program. In its attempt to display commitment 
to privatization, the government started to introduce a sries of measures to further enhance the 
credibility of the program. Most notably, it was able to convince Congress that the objectives
of the privatization program were far from finished, which led to the extension of the terms of 
the COP and the APT to August 1992 and allowed the President to further extend their terms 
up to December 1993. The government realizing that its term was expiring in 1991, started to 
look for some quick successes in privatization. There was a serious effort to conclude several 
transactions that had been underway. The successful privatizations of PNB, MERALCO, PAL,
and others, restored credibility to the outgoing government and provided a badly needed thrust 
to the privatization program. Significant results were achieved between the latter half of 1990 
and early part of 1992, when the government announced the elections. The first half of 1992,
however, was lost to the election fever and the uncertainty that engulfed the political landscape 
of the country. 

14. 1990-1992 proved to be a very eventful period for the privatization project. It 
recoverej from its dormant stage and started to gain momentum. The changes discussed above 
encouraged the disposition entities to seek all the assistance available in disposing of their 
accounts. The complex nature of these accounts, and the need for specific technical expertise
that was readily accessible through this project grant, further generated interest among the 
beneficiaries. Also, the DOF and project personnel had by now started to further market this 
project among the beneficiaries. Emphasis was placed on the broad areas of assistance available 
and the relative ease with which the project could be accessed. 

15. The ability of the project to support the successful privatization of a complex account
such as PAL, increased interest among the beneficiaries as they gained confidence in the quality
of assistance that this project could provide. A measure of this sudden interest is the dramatic 
increase in the utilization of project-funded assistance. Project commitments increased from 6 %
of project funding in June 1990 to over 88% in the same period in 1992. The total number of 
accounts assisted increased from 16 to a total of 80 during the same period. Also, USAID's 
privatization policy-- which was more limited in 1988 when the project was designed than in
January 1991, when it recognized the evolving nature of privatization-- helped to further expand
the activities of the project. 
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16. The DOF, and major disposition entities like the APT, PMS and others view the 
USAID project as an integral part of their privatization initiatives. The capability of the project
to provide them quickly with the assistance desired, has helped the project achieve a position of 
significance in the country's privatization program. As an illustration of this point, USAID 
project assistance was sought to prepare the 1991 COP annual report later submitted to 
Congress. 

17. Even though there have been some significant successes in the privatization program,
problems with regards to its speedy implementation still remain. This is something that the 
project personnel will have to contend with as the privatization program moves on further. 
There is'still a great deal of resistance from some of the disposition entities to sell their 
subsidiaries earmarked for privatization. Some of the statutes in the amendment to the 
legislation described earlier on in the report will prove to be a major deterrent to the program.
The frequent turnover of privatization professionals, and uncertainty over the existence of COP 
and APT, and major decisions with regards to the privatization of "big-ticket" items, etc., will 
have their repercussions on the future of the privatization program. 

Having discussed the background of the privatization program in the Philippines, the 
climate for privatization, the obstacles and initiatives, and the background and evolution of the 
USAID-fmanced privatization project, we will now move on and specifically discuss the 
performance of this project under areas that include: a) project design, b) implementation, c)
efficiency, d) impact, and e) sustainability. 
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PROJECT DFSIGN 

1. The project design as then conceived and formulated in support of the Philippine 
Government's stated privatization goals was more than adequate and relevant for the needs at 
the time of the project's inception. The project design's adequacy and relevance are confirmed 
by the following project performance indices as of June 1992: 

o, level of earmarks stand at 88.3 % or the equivalent of $ 3.95 million worth of 
assistance have been earmarked against an obligated grant amount of $ 4.5 million 

o eleven (11) DEs of Government Owned or Controlled Corporations (GOCCs) and 
Transferred Assets (TAs) as well as the ad hoc Philippine Airlines Privatization 
Committee tapped and are tapping from the Project's Grant funds 

o 80 GOCCs and TAs have sought and obtained funding for a wide range of technical 
assistance as encompassed in the Project Design covering Policy Reviews, Asset 
Appraisal/Valuation, Privatization Design and Implementation or Advisory Services. 

o Grant funds for training have been fully utilized while level of earmarks for 
technical assistance, equipment and special studies stand at 95, 87 and 85% 
respectively 

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

3. The structure of the project design allows for effective complementation among the 
components to service a wide range of support required in the entire activity cycle of 
privatization. Hence, the Project allowed the tapping of grant funds to finance any one or any 
combination of: 

o appraisal and/or valuation of assets or whole companies 
o marketing services/ promotions
 
o operational studies
 
o advisory services 
o training for institutional building 
o commodity support 
o formulation of privatization strategies including their implementation 
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All the above have been possible due to the properly orchestrated efforts of PESO's
project personnel and DOF's Privatization Office to anticipate the real needs of the privatization
effort in the context of the Philippine scenario and address those needs effectively within the 
range of assistance menus allowed by the project design. There was unanimity in the approach
towards implementing privatization as specified under the project design among USAID, DOF,
DEs and other key players in the privatization process. 

4. Since the Philippine Privatization Project of USAID was initiated at a time when the
basic institutional set-up for privatization was already organized and the DEs like the Asset
Privatization Trust (APT) and National Development Company (NDC) had already met initial 
successes, the phasing in of the Project in 1988 (while initially slowed down by a policy
impasse) did not encounter implementation bottlenecks at the implementing level of the entities
involved because of the relevance of the Project Design and its components to the then prevailing 
needs. 

5. However, if an assessment is to be made on whether the purpose of the project was
achieved in terms of its quantitative contribution to the actual number and value of assets
privatized by the DEs and in terms of objectively verifiable indicators mentioned in the project 
summary, then it would be necessary to concede that additional work needs to be done to the 
fulfillment of these outputs. 

However, work continues to be performed under the umbrella of the project and the
verifiable successes-- in terms of contribution of the project to the revenues generated by the
whole Philippine effort- will be felt in the near future as these assisted assets are eventually 
sold. 

The recent successful privatization of the Philippine Airlines (PAL)- an effort supported
with USAID assistance is a case in point. The success came in early 1992 and accounts for the
single biggest source of revenue for the Philippines among other GOCCs already privatized.
Other successes will emerge in the near future as the assisted big ticket items are eventually
privatized. 

While it is too early to assess the impact of PAL's privatization in terms of employment
generation, tax revenues to government, influx of tourism, better transport services and other
economic parameters; the successful buyers are already looking at implementing programs to
upgrade the fleet, setting up additional routes, improvement of services, and other programs
which will invariably impact for the better for the country at large. 

6. While the project design objectives were ralistic, it was not encompassing and
far-sighted enough to anticipate the need for establishing t diagnostic framework for sequencing
and timing of assistance and establishment of priority areas/accounts for assistance so that a
steady state of successfully privatized accounts was coming out of the Project pipeline. As a 
consequence, there is now a heavy build-up of assisted GOCCs and TAs almost ready for sale 
or still being evaluated. 
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The PESO staff confirms that it maintained a reactive rather than a pro-active stance in 
priority setting and left the allocation and sequencing to the COP. The discussion under "Project 
Evolution" section will reinforce the reasons behind this stand adopted by project personnel. 

7. Even though the Project has been successful in achieving its subordinate but 
nonetheless essential objectives of assisting the Beneficiary Accounts readied for sale, there is 
need for greater interaction among PESO and DOF on the one hand and participating IQCs on 
the other hand to provide strategic guidance towards meeting bottom-line Project goals-actually 
selling GOCCs and TAs- as well as carrying out each of the Project's main objectives. 

This has become more apparent and compelling at this time as the needs of the 
privatization program have become more complex and a more orchestrated effort is required. 
This could be attributable to the reactive nature of the project design as it did not allow for a 
more conscious interchange between the GOCCs and TAs targeted for privatization and USAID 
personnel. Furthermore, it did not give the IQCs an opportunity and a vehicle to articulate some 
of their concerns and in turn receive guidelines from COP/DOF on how they could help in 
accelerating the privatization efforts. 

8. Due to the limitations that were inherent in the design, the project was limited in its 
ability to proceed beyond the preparation stage and involve itself with the transactional activities 
in the privatization process. The design was heavily focused towards the procedural aspects of 
carrying out the privatization effort. Less emphasis was given to the practicalities of 
implementing and carrying out the privatization program. 

The pacing of the actual transactional aspects of the privatization efforts would have 
accelerated if the equivalent focus was given to the buying private sector, utilizing part of the 
grant funds to equivalently "privatize the privatization process ," generating awareness among 
the public, eliciting a more proactive stance among the benefitted GOCCs and TAs. 

9. While the project design was flexible enough to provide a wide range of services 
required by 11 DEs, out of the 80 requests for assistance using the Project funds, only one (1) 
sought assistance for Advisory Services and eight (8) for policy review or operational studies. 

The 82 requests and subsequent grants provided involved the types of assistance as 
shown in Exhibit 2 in the following page. 
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Exhibit 2 

aeistance Provided By USAID Project 
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10. It also appears that the DEs and/or Beneficiary Accounts were utilizing the funds for 
simple to most complex types of assistance requiring a wide range in levels of efforts required.
This can be seen from the low and high levels of delivery orders issued for the type of 
assistance, and as seen in Exhibit 3 below. 

Exhibit 3 

Level of Assistance Offered 
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Assistance Type 
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The dollar amounts for the delivery orders are listed in Table 3 below. 

Table 3 

DollarValues of Levels ofAssistance ProvidedBy USAID Project 

S.No Category Type Of Assistance 	 In U.S. Dollars 

Low High 

1. A. Studies 	 14,700 77,600 

2. B. 	 Policy Review 39,000 250,000 

3. C. 	 Asset Appraisal 3,200 73,800 

4. D. 	 Valuation and Privatization Plan 1,500 79,800 

5. 	 E. Valuation, Privatization Plan & 13,100 262,000
 
Implementation
 

11. As more of these assisted GOCCs and TAs have been-brought to a higher or more 
advanced level of readiness for sale, the APT and NDC which maintain or hold the majority of 
the assets for sale have expressed their desire to utilize the remaining funds and other equivalent 
funding for activities related to actual sale of assets already readied for sale. 

Specifically, this assistance will involve investment banking services for the big ticket 
items and marketing activities for the lesser valued accounts. 

12. Both APT and NDC have also expfessed the need for assistance in developing 
alternative but more innovative strategies for the disposition of assets readied for sale but 
difficult to liquidate- due to heavy debt burdens which the government is not willing to 
write-off-- or those with chronic legal impediments. 

13. There is also keen interest expressed by the officials of DOF involved in the 
Privatization Project to explore the possibility of extending the coverage of the existing project 
or evolving an equivalent technical assistance program to apply to retained GOCCs or other 
government services/activities that lend themselves readily to the private sector. 

14. While the past and current demand for technical assistance was and is high, there also 
appears to be a lack of understanding among the DEs as to the whole range of assistance that 
was envisioned or is potentially available within the umbrella of the project design. While the 
project was flexible in terms of scope of services and methodology of accessing to the whole 
range of skills required in the privatization effort, it appeared that the users of the funds were 
not sufficiently aware of the Project's flexibility. Or alternatively, if they ware aware of the 
project design's flexibility, they were indifferent to using this to advantage. 
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PROJECT IMPLEMENTATION 

Effectiveness 

Objective assessment 

15. The Project has been successful inhelping DOF and DEs carry out their privatization 
program effectively. The beneficiaries have found this project as an ideal mechanism to help
them carry out high quality assistance work towards the privatization of their assets/entities. 

Except for a few exceptions, the benefitted accounts have lauded the quality of work and 
assistance given to them by the six (6)IQCs. 

16. The DOF and DEs are also unanimous in conceding that the project's budgetary
support for the technical assistance which have made the assets advance to a level of readiness 
for sale served as a catalyst inaccelerating interest or intensifying pressure on the custodial or 
operating managers of the assets to privatize- where the political will or motivation was absent 
or the skills to prepare the asset for privatization were not available. 

17. The IQC mechanism and the prequalification of the six IQC firms-- five Filipino and 
one international- initiated by USAID to help in privatization work have relieved the entities
in going through the cumbersome procedure3 prescribed by the government inthe engagement
of consultants and also in going beyond the resource available through government contractors. 

Further, this mechanism has afforded beneficiaries access to the better consulting firms 
that otherwise would not have been interested if contracting procedures of the government were
utilized. Assurance of prompt payment through the USAID mechanism was also an attraction 
to the IQCs. 

18. The success of this project in assisting the various beneficiaries is attributed to 
particular sets of relationships that have had a significant impact on the Project's effectiveness: 

o The interaction among PESO, DOF, DEs and BAs were vital to the success of the 
project. The commonality of agenda and unity of purpose directly brought about the 
effective use of the resources. 

o The nature of the interaction among the staff of PESO, the six(6) IQCs and DOF 
contributed to the initial successes of the Project. 

19. The technical assistance mechanism available through this project was extremely
attractive to the DOF as it increased its programming flexibility through easy and rapid access 
to funds and technical assistance. The DOF and the majority of the DEs had limited funding for 
personnel services which the Project addressed directly. 
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20. USAID has accommodated almost all requests for assistance of the DEs and/or COP
including those requests from managers of GOCCs/TAs whose views on privatization differed",.-,m the former. A number of assignments initiated through USAID assistance have failed to 
-. ".-forward because of this problem. This is, however, neither an inherent deficiency in the 

design nor a failure of implementation as the factors causing the privatization delays
.d earlier in the report under the "Project Evolution" section transcend the controllable 

A:e-ters of the project itself. 

21. During the early months of the project, only APT availed of technical assistance 
under the project. However, during the middle and latter stages, 10 other DEs tapped the
consultants under the project. This resulted in a sharp increase in project utilization. In a
number of accounts, the requests for assistance given to various DEs have been shown in Exhibit 
4 below: 

Exhibit 4 

BENEFICIARIES OF USAID ASSISTANCE 
[Disposition Entities) 

No. of Requests
 
40 36
 

30.. 
24 

10... .- 220 _ __ __ .---. __ 

0 
APT NDC PMS DOTC PNOC GSIS NIA BFADtTLRC DA OEA 

t Involvieg 30 plaits Disposition Entities 

A detailed description of the status of GOCCs and TAs assisted under the USAID project 
can be found in Appendix VII & VIII. 
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22. The project's effectiveness and capability has precipitated a desire to expand the
 
scope for the privatization of institutions and entities that were retained by the government and
 
excluded from the candidate list of assets for privatization. Although the importance of these
 
studies have yet to be fully ascertained, it is worthwhile noting that this emerging interest to
 
expand the scope of coverage involves such sectors as power, transportation, postal services and
 
others which have traditionally been in the hands of government.
 

23. The DEs expressed satisfaction with the kind of resources made available within the
 
project design. However, some benefitted accounts intimated that the kind of services available
 
were defined by the limitations of the pre-selected IQCs' available skills.
 

I 

24. Notwithstanding the foregoing, some of the areas pinpointed by the DEs for possible
 
variation in the kind of assistance were:
 

o for APT: disposition of entities with legal impediments or financial encumbrances 
although, in the case of the latter, the project design did not envisage a financial 
component to the scope of assistance 

o for NDC: specialized valuation skills for plantation not readily available within the 
resource capability of existing IQCs; this should not pose an impediment to NDC in using 
"host country contracting "for this specific need 

also singled out are marketing and financial skills, investment banking skills for 
big ticket accounts like Pasar, Philphos, NSC, etc 

o for PNOC: investment banking skills for big ticket also like their shipyard, coal 
mining and refinery businesses 

Since the original project design did not envision a financial type of assistance for the 
privatization effort, this does not impugn the results of the program thus far generated. 
Requirements for investment banking services for big ticket items which appear to be the 
emerging future needs could potentially be provided in the event a second phase of this 
privatization program is evolved after December 1992. 

25. Though some initiatives were made following the mid- term evaluation of the project, 
the level of understanding and knowledgeability with respect to the project varied from one DE 
to another. It was understandable that this problem of varying perceptions among DEs was not 
a priority concern either of PESO or DOF since the demand far exceeded the supply of services 
available within the financial limitations of the project. 

Considering that PESO could only field one(l) man to coordinate the project amongst 
DOF, six IQCs and some 80 accounts as in the case with other USAID projects, it is a credit 
to the personnel involved in the implementation of the Project that the activities flowed with no 
major impediments or bottlenecks. 
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Firm output level assessment 

26. While the project reached its steady state status in 1990 when the government had 
already launched its privatization program and generated initial successes principally through 
APT and NDC, the Project effectively assisted 11 DEs including the PAL ad-hoc Privatization 
Committee in advancing 80 accounts at various degrees of readiness for sale arid, in some cases, 
resolved the status of the GOCC or TA. 

Oi the 80 accounts assisted: 

6 were fully sold 
4 were partially solved 

8 were bidded out without success 
24 are for future bidding 

1 is for dissolution 
5 were transferred to another government unit 

10 are for further review by DE 
5 have been identified as having impedliments 

17 have on-going assisted studies awaiting completion 

The successful privatization (67 %of government interest) of the Philippine Airlines 
accounting for over $ 400 million in liquified government assets which were assisted under this 
grant embodies the effectiveness of the Project as it was conceived and, implemented. The 
revenues generated by the government on this GOCC alone accounted for more than 40% of all 
GOCC dispositions in the last five and a half years. 

The PAL project itself was multi-sectoral, highly politicized, complex in financial 
structure and asset mix. The immediate prospects for value additions to the Philippine economy 
as a consequence of the privatization effort will become more apparent as the company starts 
investing substantial funds for fleet upgrading, opening new routes, improving cost effectiveness, 
attracting more tourists and generating other direct and indirect benefits for the Philippines. 

As a consequence of this success, an equivalent multi- sector effort to duplicate this 
assistance but tailor-made for other big ticket items such as PASAR, Philphos, NSC and others 
is now possible and has been validated in PAL. 

27. The demand for the Project resources can be used as a measure of it's success in 
being effective in providing technical assistance in diverse areas that included policy reviews, 
simple or complex asset appraisals, privatization plan and strategy, valuation and 
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implementation. Also, the ability of the project to cover a wide range of industry sectors such 
as commercial, banking, mining, agriculture, transportation, tourism, health and others 
contributed to the success. 

The project has enlarged the USAID, DOF and the DEs' capabilities to work on 
privatization by allowing for flexible access to personnel skills not usually available in these 
entities and otherwise difficult to source through regular government channels. 

28. The reports have been of a quality useful and acceptable to USAID, DOF and the 
DEs. The assistance were well- carried out and received . There were isolated cases where there 
were differences experienced between the consultant's approach and that deemed acceptable by
the client. However, these cases were occasioned more by the hesitancy of the client to adopt
innovative or bold valuation levels as suggested by the consultants perhaps in deference to 
possible objections of the Commission on Audit (COA). The apparent impasse slowed the pacing 
of the privatization activity. 

29. The level and quality of assistance have also been commendable based on feedback 
of the main users of the project. However, if one were to measure the level of output with the 
objectives as laid down in the project paper, limited success has been achieved thus far in terms 
of assisting in the ultimate privatization, i.e. sale of the assets. The inherent weakness of the 
Design has precluded USAID personnel from introducing measures and strategies to finally
implement the sales transactions. Therefore the results in effectiveness of implementation seem 
to be tilting towards the average side if one were to gauge the firm output level exclusively from 
this vantage. 

30. It is the consensus of the Team that as assistance requests are now becoming more 
technically specific and as the DEs are now confronting the complex privatization issues for big
ticket items, the majority of the six IQC firms may not be able to fulfill the tasks required for 
such items. Either the IQCs engage requisite personnel with the demanded skills or the list of 
six IQCs need to be expanded to cover investment banking transaction skills. 
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EFFICIENCY 

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

32. The USALD organizational structure was well adapted to implement its strategy. Even 
though there was only one USAID personnel controlling and processing all the technical 
assistance from USAID/PESO end and notwithstanding his involvement in two other USAID 
projects, the Project Manager performed credibly in directing and coordinating activities with 
COP/DOF, 11 DEs , six IQCs and 80 Beneficiary Accounts . The Project Manager also received 
on-going strategic guidance on the Project's direction from his superior, the Chief of the Private 
Enterprise Sector Office of the USAID mission. 

33. As elicited from interviews with various key players, the project was considered as 
integrally linked to the GOP's initiatives to carry out the designated privatization program 
efficiently. The project did not get involved until it was specifically asked to do so by 
COP/DOF. Therefore, the implementing personnel at USAID considered its relationship 
extremely important to the resources it made available to the process of privatization. That 
relationship gradually evolved as the privatization program started to take shape and all the key 
players became better informed about the value and contribution that the project could provide. 
Respecting the nature of this evolving relationship has been very critical to the efficient handling 
of the relationship between the project personnel and host country officials. 

34. In the course of its field work, the Team observed a very close and efficient working 
relationship between the PESO personnel and DOF staff in carrying out the Project. The extreme 
cordiality of this relationship extended to the 11 DEs and beneficiaries. In almost all cases, the 
client firms expressed satisfaction with the relationship. 

35. The Project Manager was very effective in controlling the work performed by the six 
IQC firms. All the IQC firms expressed their over-all satisfaction in their dealings with the 
Project Manager. These firms provided a strong institutional base for the Project. They 
effectively and efficiently executed their contract responsibilities. 

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

Subsequent consultation with PESO indicated that the choice of the specific pre-qualified 
IQC for a given assignment was on the basis of the IQC's expertise in a given sector or 
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industry, e.g., transportation, agriculture, utility or in an applicable technical skill, e.g.,
appraisal, valuation, investment banking. Such an arrangement allowed for orderly and fair 
distribution of work. However, it remains to be seen whether such a categorization would 
preclude an IQC from being able to provide assistance in an area for which there will be 
difficulty in locating specific expertise. 

All these consulting firms have pulled in personnel to perform some or all of the work 
awarded to them. A majority of these firms have access to the outside world through their tie
ups with consulting firms abroad. 

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

Subsequent discussion with USAID on this subject indicate that the IQC requests are 
governed by universal policies dictated by USAID standard operating procedures. 

37. The Project Manager was responsible for all the aspects related to the administration 
of the six IQC firms. These included finalization of the scope of work for the assignments given 
out by COP/DOF, backstopping and quality controlling of the IQCs, providing inputs during 
progress meetings. He was also helpful in endorsing the consultants' recommendations to the 
Beneficiary Accounts. 

It appears that the workload unduly burdened the Project Manager and it would have been 
bgtter to assign some of these coordinated tasks to other personnel at the DOF Privatization 
Office. 

The Project Manager also experienced difficulty in receiving the proper inputs from the 
DEs with respect to type of assistance they needed and also the methodology in drafting proper 
requests for assistance. Decentralizing these tasks to the DEs where they properly belong would 
have streamlined the process and reduce the lead time in the movement of paper. 

The Project Manager was also spending an inordinate amount of time handling routine 
inquiries and paper processing associated with PIO/Ts and buy-ins. A re-organization of the 
functional roles between the Project Manager and DOF would probably bring about more time 
for the Project Manager to design and encourage DOF to market and promote viable 
privatization projects. 

A similar over-load appears to exist at the DOF Privatization Office. For example, the 
Director is spending a lot of time preparing for Techcom meetings, status reports for the 
Cabinet, meeting with the DEs, attending briefing sessions on the Consultants works, etc. There 
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was an appreciation of this shortcoming by DOF personnel but they are constrained from hiring 
additional or replacement personnel due to the government's budgetary restrictions. 

The DOF has now expressed its desire to avail of personnel services through the grant 
to bolster their staffing requirements. 

38. Start-up delays in some of the cases has also hampered the efficiency of the project 
in allowing faster turnaround of consultants to the project beneficiaries. The team received and 
noted some significant comments about the PIO/T contract processing time between the DOF 
and PESO personnel and also others in the USAID mission. The Project Manager experienced 
difficulty with the beneficiaries pertaining to their ability to adhere to the time period that they 
had laid down to access project assistance. Also, the Project Manager had to go back and forth 
to the beneficiaries to make several amendments to the contract. There were times when the 
people in the government who had initiated this project were no longer available or had been 
transferred to some other job. As earlier noted, since the Philippine privatization effort was 
launched, the positions of Secretary of Finance (which chairs the COP) and the Undersecretary 
of Finance (which heads the COP Techcom) have been occupied at various times by four and 
six different officials respectively. 

39. Also, interviews with IQC firms seemed to indicate that they have experienced delays 
in getting notifications to proceed with the consulting assignment. On a number of times,they 
found themselves in the embarrassing situation wherein the beneficiary was pushing them to get 
started on the job, and the notification to proceed from USAID was days or a month away 
because the DE involved had not completed the required paper work. 

In the earlier days of their work under this Project, the IQC firms found themselves 
advancing a considerable amount of their time and effort even before the actual date of the 
implementation as approved by Project personnel. In their efforts to accommodate the 
beneficiaries' target dates, these firms ended up putting in a considerable amount of work for 
which there was no compensation since USAID rules do not allow payment for work performed 
before the signed contracts come into effect. The Project personnel did instruct firms not to 
initiate work until they received the delivery order. However, this issue still remains as a cause 
of concern. In the interests of keeping their clients happy, a number of the IQC firms absorbed 
this additional input that could not be accounted for under the project. 

In its efforts to identify a solution for these start- up delays, the team initiated some 
discussions with DOF, the IQC firms and others. However, the team concluded that the system 
is not easily correctable. Nonetheless, this subject should be pursued by Project personnel in 
an effort to identify allowable procedural short-cuts to ease the IQCs' concerns. 

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

Instead, the USAID left this task to COP/DOF. It should be noted that no complaints
from DOF or any DEs were received by USAID on the performance of the six IQCs. 
Subsequent investigation by the team from questionnaire responses of selected Beneficiary 
Accounts conflrm the latters' satisfaction with the work of the IQC. 
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IMPACT
 

40. Considering that the effective start of this Project was in the second semester of 
1990, the final test of its successful impact on the Philippine privatization efforts will only begin 
to be manifested in the next two years when the assisted assets advanced to a higher level of 
readiness for sale are eventually bidded out/offered for sale by the disposition entities. 

Even though the program was off to a slow start and had to overcome some major 
implementation obstacles, it has been able to provide assistance to DOF in preparing GOCCs 
and TAs for sale. The results through this project have up to now yielded the following: 

Tabe 4 
Summary of Results of the USAID Privatization Project 

A total of 80 accounts have been assisted to date under this project of which: 
10 accounts have been fully or partially sold 
32 accounts are ready for bidding/rebidding 
10 accounts studied but for further review by the DEs 
1 account was identified for dissolution 
5 accounts were transferred to another govt entity 
5 accounts have legal impediments 
17 accounts are under study leading to privatization 

Amounts realized in the privatization process have now begun to reach significant levels 
as in the case of GSIS, APT, NDC and PMS which control over 86% of the accounts in terms 
of liquidation values. The revenues generated by GOP from successful dispositions, and the 
contributions from USAID-assisted accounts, are shown in Exhibit 5 and 6 below. 

Exhibit 5 Exhibit 6 

Gross Sale of GOCCs &TAs Gross Sales Generated By 
c ice ,Gl.o,.o PFrom Dispositions 
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Total GOP sales - Pesos(000) - 51,354 USAID project contribution - 9,786'
 
Project contribution as a %of total GOP sales - 19.1 %
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the impact of the accounts privatized through USAID assistance, the42. In evaluating 

following are to be noted: 

PAL 

The privatization of PAL was the largest single privatization transaction that has taken 

place under the auspices of the country's privatization program. Though not as far reaching in 

terms of broadening ownership among the local populace, it helped in assuring all those holding 

a pessimistic view; that an entity having all the possible ingredients of problems, can still be 

privatized if the determination is strong among those carrying out privatization programs. 

The background under which this process was initiated and then finally accomplished 

presents an interesting story to all those implementing privatization in the developing world. A 

description of this transaction, the role of various players, including USAID and others, etc., 

is presented in Appendix VIII. 

The immediate benefits accrued to the government by virtue of this privatization are 

significant. It was the largest transaction undertaken and yielded a total profit of P2.17 billion 

(US$82 million) through the sale of a liquified asset. Sales revenues generated through its 

disposition have alone accounted for more than 40% of all successful dispositions of GOCCs by 

the government in the last five and a half years. 

Although not enough time has passed to measure the actual economic benefits of this 

privatization, estimates derived from"plans and recent initiatives of the new owners indicate the 

following: 

o Privatization is helping in professionalizing the airline as the new owners have a tie-up 

with Korean Air which is an efficient and well run airline. 

investment in the airline through acquisition of newo The owners are making new 
aircraft.
 

o Expansions in the international network through additions of new destinations namely 

to Japan and elsewhere has been taking place. 

o Cost control measures recently adopted by the firm have begun paring down operating 

expenses. 

o New fiscal revenues will be generated for the government through taxes. 

o Even though the results of this may not be immediately apparent, the privatized airline 

will help in boosting the tourism industry by gaining access to international tour 
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organizations and globalized ticketing networks. The airline has already embarked upon 
promoting itself aggressively, an important characteristic for being successful in this 
highly competitive industry. 

Finally, the successful privatization of PAL with all the ingredients of difficulty- large 
asset value;large indebtedness; complexity of operations;need for mobilizing consortium-type 
potential buyers; political sensitivity - has generated an aura of optimism among various Disposal
Entities in their otherwise bleak privatization scenarios for big ticket but very difficult accounts 
like NSC, Philphos, PASAR, Metro Rail Transit and others. 

APT 

Revenues generated from APT sales of USAID assisted accounts have thus far totalled 
P151 million. A break down of these accounts can be found in Table 5 below. 

Exhibit 7
 
APT Gross Sales of USAID-assisted Accounts
 

APT Gross Sales of USAID 
Assisted Accounts 
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While in terms of revenue generation, the contributions might appear insignificant at this 
time, it would be important to mention that the full realization of USAID assistance will be felt 
in the next one and a half years as DOF Privatization Office expects revenues of P 3.0 billion 
for eight (8) TAs slated for bidding which are classified as big ticket items which previously 
remained dormant due to complex issues involved: Some of these accounts include: 

o Philippines Shipyard 
o Maricalum Mining Corporation 
o Pantranco 
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PMS 

Privatization of accoints by PMS through USAID project assistance have yielded 
revenues that would be deined as being negligible. However, prvatization of Mindeva 
Ref.Industries and Mt. Mmaia Poultry Farms have had a particularly positive impact. The 
privatization of Mindeva has helped turned a non-operational entity into one that is being fully
rehabilitated to become operational towards the end of the year. The new owner has embarked 
upon an expansion plan by replacing all the old and obsolete cold storage machinery with a new 
and modem set of equipment. Once operational, this plant will solve a number of problems and 
extra expenses borne by fisherman in that region who have to traverse long distances to access 
a cold storage plant, as this was the only one in the vicinity. 

The cold storage plant is deemed as attractive to fisherman as it is located right by the 
port, thereby, making it all the more attractive for all those exporting fish. Furthermore, prior 
to privatization, this plant was lying idle for six months, the employees had been asked to leave 
with severance pay, and was also incurring custodial costs for the disposition entity. Privatization 
has helped in the elimination of these costs, and is also likely to generate employment for the 
local people. 

In the case of the poultry farm, PMS sold its majority stake to its joint venture partner
that happened to be the private sector operator. The buyer assumed all the debts of the 
enterprise by agreeing to pay this back on an installment basis. According to recent reports, the 
owner has expanded poultry farm capacity and has introduced new technology and methods for 
breeding poultry. After privatization, the owner made an investment of 3 million pesos to 
upgrade the facilities. This has helped him increase capacity by over 30 % and has also helped
in further mechanization d poultry operations. The owner has been honoring his debt payments. 

The contributions made through these privatizations have/will also help in creating
unquantifiable forward and backward linkages as a result of the operation of these entities. 
However, as seen in the case ofAPT and PMS, the direct impact in terms of revenues generated
through sale as a result of USAID project assistance is minimal. USAID project assistance to 
APT has been for accounts that have made a small contribution to the government in its primary 
objective of revenue generation. 

Some cf the other big-ticket items under APT which are now ready for sale, and will be 
sold this year have all received USAID project assistance. However, it remains to be seen 
whether they will be privatized before the end of the year. Two of these have already been 
unsuccessfully bidded before. 

Even though APT has been able to fulfill its major objectives, however, the entity has 
done little towards achieving its broader objectives of developing the capital market base in the 
country. The project assistance has also not touched at all this very objective. Some efforts 
could have been made to expose APT to different methods for disposition that could have helped 
in addressing these objectives if COA and other constraints did not exist. 
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43. Similarly, there are major accounts that fall under NDC, GSIS and are ready for 
disposition. These could also generate major revenues for the govt. However, it still remains 
to be seen if they will be privatized on schedule. 

44. Nevertheless, DOF/Privatization Office estimates that barring uncontrollable factors 
such as lawsuits, etc it forecasts the following values from the second semester of 1992 up to 
1993 through sales of USAID accounts: 

Tabe 5 
Revenues Expectedfrom Sales of USAID-assistedAccounts in 1992-93 

GOCCs & TAs Expected Revenues 

Sales of 23 GOCCs Pesos 3 billion 

Sales of TAs Pesos 3 billion 

TOTAL Pesos 6 billion 

45. Attempts to enhance the potential impact of project resources ought also to recognize
that there are varying degrees of sophistication within the various disposition entities, and other 
beneficiaries relative to privatization. Helping these entities to explore non-traditional 
approaches for looking at privatization, helping them adopt ingenious techniques to haidle 
the problematic accounts, can be very instrumental in advancing the process of privatization with 
the backing of the donor community. 

46. The Project has made some initiatives in this area by encouraging ongoing policy
review studies that have generated substantial irapact on some of the disposition entities. These 
studies have added to the clarity of thinking and a valuable input to the discussions, and answers 
to the sV..ategic questions that the entities will face in privatization. Some valuable studies done 
through this project include: NPC- a study on the various options for the privatization of the 
power sector which has led to the OEA giving a serious look into the privatization of power,
NDC- privatization options for National Steel suggested by USAID consultants have induced the 
disposition entity to take up the privatization of the entity, LRTA- a study looking at 
restructuring options for this entity has result in the disposition entity seriously looking at its 
possible privatization, etc. The project has integrated itself very well with other development
initiatives of the mission. For example, the Privatization Project and the Office of Capital
Projects have coordinated their efforts to commission a study in the power sector. The OCP 
with its technical expertise seems to complement very well with the privatization initiatives of 
the Privatization Project and PESO with OCP's " build, operate and transfer" (BOT) program. 

47. The emphasis of the project on training programs for the DOF, DEs and disposition
entities has helped in disseminating substantial knowledge on the implementation of privatization 
strategies and methodologies, thereby further enhancing capability of these institutions. 
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SUSTAINABILITY 

48. While the Project implementation was practically set in motion only in the second 
semester of 1990 when a number of Disposition Entities were already organized and successful 
in privatizing accounts, this Project has succeeded in institutionalizing privatization capability 
in terms of its seminar/training support as well as commodities supply- principally computers 
and law books. APT has specifically cited the assistance rendered in their installed computerized 
information system. DOF has also cited the contribution of the Project to its management 
information system. 

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

50. The IQCs have also stated that their engagements in implementation of this Project 
have contributed in enhancing their core competencies in undertaking future privatization studies. 
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TEM ECOMNUMENDATIONS
 



EVALUATION OF THE USAID/PHILIPPINES PRIVATIZATION PROJECT
 
No: 492-0428
 

TEAM RECOMMNDATIONS'.I 

Project Design 

Short-term 

1. Maintain project objectives and scope of technical assistance available but with greater
emphasis on implementation assistance. Investment banking services for big ticket accounts and
implementation assistance in terms of market promotion for smaller accounts should be the 
emphasis. 

2. Develop a diagnostic framework with COP/DOF for sequencing and timing of 
assistance to the various beneficiaries and also the conduct of privatization assistance 
assessments. The diagnostic framework would be based on a pre-set criteria that the 
beneficiaries will have to meet before they avail assistance. The framework should focus on 
entities that have received project assistance and are ready for privatization. 

The pre-set criteria should include, among others, the following factors: 

I. Ease of Privatization
 
-Prevailing market demand of the account
 
-Intrinsic viability of the account
 
-Stock Control
 
-Legal Obstacle 
-Level of politicization of privatization decisions 

H. Potential Impact 
-Value of total assets (as higher value assets have priority) 
-Financial Exposure 
-Budgetary Impact 
-Impact on employment 

Aclassification system could be developed based on the order of importance of the above factors 
to USAID and DOF. 

42
 



Medium-term (after 1992, Phase II) 

3. Expand the scope of project design and coverage to include privatization studies for
selected retained GOCCs and other government activities. 

4. Develop and apply an analytical framework for selecting key sectors/areas for USAID 
to consider for future development assistance as part of the follow-up project. Selection should 
also take into account promising areas for U.S. involvement. 

5. Expand the follow-up project design to include development assistance for the private
provision of public services in areas such as: 

a. Power 
b. 	Transportation
 

Buses
 
Railways
 

c. Roads 
d. Ports 
e. Water Supply
f. Sewerage & Solid Waste Disposal 
g. Postal services 
h. Tourist resorts 
i. Duty Free 
j. Export promotion zones 

The design should allow the flexibility for considering various options of allowing for
private provision of the above mentioned sectors and services. 

6. Coordinate efforts with the Office of Capital Projects towards privatization of some
of the above sectors. In the area of BOTs, complement OCP's initiatives by taking a lead in: 

a. Marketing and implementation of feasible BOT projects to potential investors in the 
region and the U.S. 
b.Seeking and evaluating most competitive financing sources for BOTs 
c. Preparation of financial plans
d. Raising finance through domestic and foreign markets 

It is strongly advised that this recommended privatization action would only be to the 
extent that it does not violate local or U.S. securities acts. 

7. Assistance with marketing of sound BOT projects should be initiated by selecting from
the list of demonstration projects prepared by the CCPAP. CCPAP personnel have expressed
their interest in having PESO help them in marketing and transacting BOT projects. 
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8. Review and update the skills and capability levels required of local and foreign IQC 
firms for inclusion in the new project. A new offer for solicitation emphasizing the capability 
to provide services in areas being addressed by the present project, and those such as listed 
above. The capability to draw from internationally known firms should be a condition. 

9. Provide additional allocation for specially focused training programs but conduct 
training programs in the Philippines to expand coverage for middle level officials. Training 
programs should cover all different modes of privatization, namely: 

a. Contracting out 
b. Equipment leasing 
c. Franchising 
d. Joint ventures 
e. Leasing & Management Contracts 
g. BOTs 

Also, emphasis should be given to training programs focused on strategies and financing 
techniques for infrastructure development with private sector participation. These programs 
should include coverage of areas such as solid waste management, water, power, 
telecommunications, and transportation. 

10. Coordinate activities with the capital markets project to introduce the securities 
market industry to new instruments and methods for financing privatization. Undertake a policy 
review in conjunction with the proposed capital markets project to explore the possibility of 
introducing bonds for infrastructure development. 

11. Also, initiate actions and awareness programs among DOF, COP, DEs and the two 
stock exchanges' personnel on the important linkage between capital market development and 
privatization. 

Projed Implementation 

Short term 

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

13. Conduct with COP/DOF briefing sessions with Disposition Entities to enable them 
to understand the flexibility of the existing Project in terms of scope of services and accessing 
a whole range of foreign and local expertise which the Project allows. Modify the contract 
award process by allowing two or more IQC firms to compete and submit technical proposals 
listing their approach and quality of professionals that will be used for the particular assignment. 
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This could be the basis for the award but without sacrificing the advantages of speed of award 
as in the present case. 

14. For big ticket items, have one firm carry out the entire process until the eventual
disposition takes place. The firm can make modifications and changes to the privatization
strategy for the enterprise based on the level of interest from the market to acquire such an asset,
and in what form. 

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

16. Encourage DEs to apply "Pareto Principle" in allocating remaining grant funds, i.e. 
provide funds to the "vital few accounts; not to the trivial many." 

17. Prioritize technical assistance to those accounts that can be readily sold in the
short-run. Focus on the final disposal of over 50 accounts that have already been readied for sale
through project assistance. Re-assess the state of these accounts with the respective disposition
entities and direct efforts towards their speedy disposal. 

18. Provide assistance to APT in re-assessing its 58 accounts readied for sale. The
consultant could draft out a concrete action plan for the prioritization and speedy disposition of
these accounts. Due to the uncertainty that prevails with regards to its future, APT would
appreciate as much assistance could be provided. It is not sure whether it will have the right
people in-house to assist in the remaining privatizations. The entity also envisages further 
transfer of some accounts from other DEs to its fold. 

19. Assist APT in fulfilling some of its other objectives, that it has not been able toaddress,i.e. broadening public ownership of enterprises and developing capital markets by
linking them to USAID's Proposed Capital Markets Development Project. 

20. In view of the new legal requirement to allocate 10% of the assets to small local
investors, and the conditionality for no undue dislocation of labor, studies and methods to help
address these through ESOPs, etc. could be further enlarged. 

21. Conduct a comprehensive Impact Assessment on the Status of Philippine Privatization 
Efforts in the last five years which will be the basis for determining Philippine needs in the next
five years for possible foreign assistance. The findings of this assessment could be presented
in a 2-day workshop for all the new senior government officials, and political appointees to 
expose them to the developments in privatization. 
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22. Provide consultancy services in the form of seconding professionals to DOF/Techcom 
and APT as budgetary support to enhance their respective supervision and control of 
privatization program. 

23. Sponsor a Phoenix 11 Conference during which potential local and foreign investors 
will be invited to window shop for all GOCCs and Assets available for sale. The conference 
could be sponsored in coordination with OCP to include the marketing and promotion of BOT 
projects that will be ready for implementation. 

Medium term 

24. Continue discussions with IFC, World Bank, ADB, and other donors for setting up 
a privatization fund to rehabilitate assets, improve the financial position of these companies, and 
to finance the feasibility and viability studies to enhance their marketability and value. 

25. Dialog and finalize with DOF on the selection and prioritization of a list of retained 
corporations that this entity is committed to privatizing, and move towards finalizing these in 
time for the preparation of the new project design. 

Long Term 

26. Complete the privatization of the remaining GOCCs and TAs by the end of the term 
of the present administration as a GOP goal to be enforced by COP/DOF. 



I LESSONS LEARNEDI 



EVALUATION OF THE USAID/PHILIPPINES PRIVATIZATION PROJECT
 
No: 492-0428
 

I ILESSONS LEARNED 


Introduction 

The process of privatization is a complex set of activities that involve key players
principally the seller and buyer. In the specific case of the Philippine Privatization Program
which was assisted by the USAYD "Privatization Project" the seller in its simplistic generic
nomenclature is the Philippine Government. 

But the Philippine Government as seller is represented by an aggregation of inter-agency
officials who must make privatization decisions on the basis of a wide range of parameters that
impact on their respective spheres of control. Theoretically, the perception of public good or 
interest is coincident at the apex of the organizational pyramid but, in reality, the perceptions
become conflicting or diametrically opposed as these are interpreted at the lower echelons of the 
organization. It is only when an equilibrium point by consensus that satisfies these concerns is 
reached can actual privatization take place. 

Even if there is the political will at the apex of the organizational hierarchy-a condition 
sine quo non for privatization-this is not sufficient unless such political will permeates down in 
the organization even to the lowest accounting clerk of a GOCC or TA that is to be privatized.
Thus, to emphasize this point, the accounting clerk of a GOCC could easily derail privatization
efforts if he/she witholds vital accounting information that will impugn the integrity of an asset 
appraisal or valuafion. 

Worse, if the Chief Operating Officer or Custodial Manager/Conservator of an ASSET
for privatization is de-motivated by an impending privatization of his unit. Invariably, loss of
job is a de-motivating factor when the Manager in Charge is adversely affected. Once the head 
is uninspired, the others in the lower echelons of the organization will be infected. This leads 
to a total deceleration in the pacing of that unit's privatization. 

There are also no standard formulae for privatizing assets. Each GOCC or TA is unique
inits simplicity or complexity. An asset may be low or high value; operating or idle; obsolete 
or modem; clean or subject to financial lien; etc. In certain cases, assets are valuable or sellable 
only to a unique set of limitbd buyers such as rotary kiln for cement clinker or are attractive to 
a wider base of target markets such as shares of stock of a very profitable bank. It is probably 
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correct to observe that nowhere in the world can one find a very wide range of assets available 
than found in the Philippine'government's portfolio. 

Viewed against this background, some lessons that can be learned from the Design and 
Implementation of the USAID Privatization Project are as follows: 

Project Design Implications 

1. In designing technical assistance projects for privatization, it is necessary to consider 
the path of least resistance. The path of least resistance is the line of key players in the 
privatization of an entity from the top to the lowest in the echelon who will eventually influence 
the pacing of privatization. While the Project targeted the COP/DOF, Techcom and DEs for 
assistance and, rightfully so; there was hardly any assistance envisioned for the key players of 
the Benefitted Accounts. 

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

The Project Design could have incorporated training and commodity support for the 
Beneficiary Accounts' officials who would have been able to perform their own asset valuation, 
generate their own privatization strategies and, in some case, even implement the transactional 
activities under the umbrella of their DE pursuing the privatization strategy they themselves 
devised. Combined with the specific technical skills they are equipped with that are unique to 
the industry they belong to, these officers would have been very instrumental in the achievement 
of probably earlier successes. 

2. In allocating privatization assistance, the principle of Pareto can be applied in the 
prioritization of assistance to be given. Given the limited amount of the grant funds, the criteria 
for selection must be established with the pervasive purpose of maximizing the benefits that can 
be derived from the assistance. 

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

Hence, privatization goals must clearly state whether the objective is to support the 
generation of studies, being tools. for privatization or the actual transactional side of 

48
 



privatization. For either of these objectives, both are important. But they must be spelled out
clearly in the design so that neither false hopes are unduly raised nor partial successes 
demeaned. 

Broad Action Implications 

4. In the implementation ofPrivatization Programs, the wish of the top is not necessarily
the command of the bottom in the organization, or even that of the next level down. Unless the 
entire organization is hyped on privatization, the speed at which actual sale is consummated will 
be slow. 

Iis is a universal principle that governs the conduct of any human effort involving more
than one individual. In the case of the Philippine Privatization effort, the players are many with 
multi-level organization tiers and a wide range of technical skills each unwilling to subordinate 
or defer to the other. Hence, there is need for the single privatization conductor to have strong
authority in order to orchestrate, cajole, police, motivate and threaten all the players. 

The privatization of PAL presents an important lesson for all those implementing
privatization. The determination displayed by the political elite to reinforce its support for the 
privatization of PAL has displayed that privatization can still be undertaken in the midst of all 
the problems mentioned above. The COP designated a special committee, called the PAL
Privatization Committee, to be the disposition entity for the said company. The entire
responsibility for carrying out this privatization were moved away from GSIS/PAL- originally
charged for carrying out this effort. This high powered Committee was composed of key
government officials who exerted special efforts to study options and implement the best 
mechanism for the successful privatization of PAL. This experience has made it clear that even 
an enterprise with all the ingredients of difficulty- resistance from the bureaucrats to part with
the asset, the political sensitivity, and large indebtedness, etc.,- can still be sold, if there is a 
strong resolve to implement privatization. Such privatizations generate an aura of optimism 
among various other entities in their otherwise bleak privatization scenarios painted by the anti
privatization lobby. It also helps when the Cojuangco, Soriano and Ayala families are all 
participating in the purchase. 

5. Privatization activities must anticipate and face the realities of government
bureaucracy. Thus, if the approval of the Commission on Audit is required before values are 
listed for a bidding activity, then the Program must face this reality and satisfy the constraint. 
Better yet, the COA can be involed from the initial stages when studies are being generated up
to the end when the sale L transacted so that they become an integral part of the privatization 
effort. 
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6. When an account is clearly not vendible because it faces legal impediments that have 
yet to be unravelled, thereis no point in preparing that account for sale if it compltes with 
another account for attention. 

7. There is also the need for the government to bite the bullet in accounts when 
vendibility depends on its writing off a large financial claim. The government needs to accept
the realities it faces in the market when book values clearly are in excess of what the market will 
take. If an asset has been dormant and no takers for the last five years, hindsight will tell us 
that it would have been better to have sold the assets five years ago for a lower rather than 
ambitious amount today since its opportunity value has already doubled today at the current rate 
of interest. This is particularly applicable in the case of TAs and some GOCCs whose assets 
were over-priced to begin with during the era of crony capitalism. 

8. Finally, in implementing a privatization program there is need to pace the pipeline in 
such a way that there is a steady rate of GOCCs and TAs being sold at any one time. The 
lumping of assets readied for sale by the Project at the near end of the Project's life has created 
a bottleneck which is now taxing the selling entities and DEs. 

If the activities lwding to privatization had been spaced out more or less as evenly as was 
practical among the accounts, then there would have been an equal dose of assets already sold 
and readied for sale rather than a lumping at the end of the latter with very little of the former. 
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privaci;acion. of 
a good number of governen corporatiods and
the disposiior.and liquidacion of 
the non-relevanc and
nor-perforaing azsecs of retained corporations as the logicalrrsc step to their rehabilitacion. 

TKING NOTE Chat there has already been created, in pursuit ofthe first imperative, an iner-miniscerial body called the "GovernmentCorporate 
 onioring Committee under Execucive Order No. 936 issued 0:February 9 .19S4, and recons-ituted into the Government Corporatehonicoring and Coordinacino, Committee under Hemorandum Circular No..
 
dated Hay 19, 1986;
 

REALIZINC that .it is now necessaryinter-m-nisterial body to 
to constitur. the pursue the second imperative, the latter to
function as the counterpart of the above-mencioned GovernmentCoporace .Monicoring'and Coordinating. Committee in 
the implemencation
of the remedial aspect of the proram for the rationalization of he 

government corporate sector under the integrative control and
direction of the President of the 
Philippines;
 

CONVINCED that it is necessary, expedient and advantageous tocentralize the disposition and privatization process in 
a public trust
entity w'nich shall on 
irs o-rn 
and, where necessary, by engag ing
services of qualified professionals, institu'tions, syndicates, 
the
 

andconsortia of .institutions in the private sector, whether domestic or
foreign, 
 undertak.- the dispositive asoct of the program for theRa-cionalization of the Public Corporate Sector;
 

COGN7Z.-AN- that the transfer and prompt disposition of thea3r-tr non-performin, assets of certain government 
financial
institutions are central to the rehabilitacion of these instituionsand the economic recovery program, and that in the execution of thistask it is essential to devolve such responsibility upon a specialized
entity external to the govern;men: financial institutions themselves sothat the latter will not be distracted and their energies diverted
from the vital concerns of 
inherent and subs-antive financial
 
operations:
 

NOW, TE=--EFOR.K, I, CORJZON C. AQUINO, Presideat of the 
Philippines, do hereby 'order:
 

-T ICLE I. STATE-NT OF POLICY AND DEFINITION 0 TERX.S 

SECTION 1. Scatement of Policy. 
 It shall be the policy of ch.e."
State'co promore privatization through an orderly, coordinated andefficient program fornon-performin, assets the prompt disoosition of the"o 1h." large number ofo 
 ossesf
the governmenc financial inscicuctons, andcertain government-ovned or controlled corporations which have beenfound unnecessary or inappropriate for the government sector to
maintain.
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SEC. 2. Definition" of Te-=. As used in this P-oclamaeion
unless the contexc ocher-'ise requires, 

and 
the term: 

(1) 
Assets shall include (i) receivables and ocher*

obligations due tb goverrmenc institutions under credit, lease,indemnity and ocher agreements co:echer wich all collateral

security and ocher rights (including but noc limized'=o rights inrelation to shares of stock in 
corporations such" 
as vocin: rights
 
ai veli as rights to
otherwise engage in 

appoint directors of corporacions or
the management thereof) granted io such.
institutions by concrAct 
or operation of 
law co secure or e'n.:.orce
the righc of payment of such obliga ions; (ii) real and persdualproperty of any kind o;raed or held by government institutions,
in:luding shares of stock in corporar.nns, obtained by such
 
government inscicucions, uhether directly or idirectly, throughforeclosure or other means, in'settlement of such obligationsh
(iii) shares or 
stock and other investments held by government
institutions; and (iv) the government institutions themselves,
unecher as parent 
or 
subsidiary corporacons.
 

(2) Government institutions shall refer to government-o•ned
concrolled corporations, financialor or otherwise, Whether 

orlanined by special charter ascorporation, or under 
in the case of a parentgeneral lay as in the case of a subsidia-y 

corporation. 

(3) Committee shall refer to 
the Committee on Privatization

constituted under this Proclamation.
 

(4) Asset disposition entity shall refer to 
any government
agency, including :overnruenc banks, specifically designated orcontracted by the Committee *to perform the disposition of assets. 

(5) President shall 
mean the Presidanc of the Republic of 
the Philippines. 

(6) 
Trust shall me.an the Asset Privatizacion Trust 
created

under Sec. 9 herein. 

ARTICL- I. CO.T ON PRIVATIZATION 

SEC. 3. Conitcee on Privacization. 
There is hereby
constituted a Committee on Privati=acion to be composed of theHinister of Finance as Chai-m.an, wih the 41iniscaer of Trade and
Induscry, *the Director General of the National EconomicDevelopment Auchoricy," the 

and
Minister of 3udget and Managemenc-, andiniiser in charge of the theresiden- al CommiSsion on Covernmenct. 

Reorganization, as members. Whenever any member of the Commiccee isunable to attend a Particular meeting, he may designate any of his 
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imediate subordinates with the rank of Deputy Minister or its
equivalent to attend in his scead. 

Tne Commite- sha11 exisc ';Go. a term of five years counted from
the effectivity date of this Proclamacion unless sooner terminated or

superseded by another body by the President.
 

SEC. 4. Respoisfbilicies and Objectives. 
 It shall be
aud responsibility of the Co=m'ccee to use 
the duty

the powers gran:ed to ic
under iAis Proclama:ion to achieve the objectives of 
(a) divesting to
che private sector in the soones: possible rime through the
appropriate disposition. entities, 
those assets wich (viable and
producivae potential ai 
going concerns, 
taking into account where
appropriate the implications of such transfers on seccoral productivecapacities and marker limitacions, and (b) disposing of such other 
assets as may be transferred to it, generating the maximum cashrecovery for the National Covernment -in the process. These objectives
are to be pursued within the concext of furthering the Pational

economic recovery through a strengthened and revitali=ed private 
*nterprise system. 

SEC. SO.- =-trs and -" - The Cc='-itee shall have thefollowinZ powers and funccions:
 

(1) To identify co 
the President of the Philipp!nes, and
 arrange for transfer to the Nacional Government and/or to theTrusc and the subsequenc divescmenc to the pr:vace sector of (a) 
such. on-perfo.-m2ng assets as 
way be identified by the Committee,and approved by the President, for transfer from the governmentbanks for disposal by the Trust 
or the government bankc, and (b)

such goverq~enc corporations, :hether parent or subsidiary,
and/or such of their assets, as may :ave been recom..,endi-d by the
Commiccee for disposition, and approved by the President;
Provided,, thac no such idencificacion, recommendation cr approval
shall be necessary whart 
a parent corporation decides on ics 
own
 co divest of, in whole or in part, or lio.uidate a subsidiary

corporation organized under the Corporacion Code; Provided,

further, chat any such independent disposition shall be
 
undertaken witb the prior approval of the Committee an.d in
accordance with the general disposicion'guidelines'a 
Committee may provide; Provided, finally, chac 

rhe 
in every case
the sale or disposition shall be 
ap.proved by the C~mintcee with
 

respect to the buyer and price only;
 

(2) To determine whith of such assets 
shall be transferred
 
to the Trust or referred to 
ocher government institutions!
 
necher financial' or 
otherwise. ior dispozition and,4isposition, for conservaciot and managemen; 

pending
 

(3) To establish mandatory as well as' indicative guidelines
 
ior the conservacion, rehab.itcacion and disr.o-icion of such
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assets, whether by Ehe Trust or any other government isicucion;
 

(4) To approve or disapprove, on behalf of the National
 
Covernment and without need of any turcher approval-or ocher
 
.action from any o.ther g0oermmenc institution or agency., the sale
 
or disposition of such assets, in each case on 
ter-ms ahd to
 
purchasers recommended by the Trust or the government.

institution, as the case may be, 
to whom the disposition of such..
 
a~sets.may have been dilegated; Provided that, 
the Committee
 
shall notc itself undertake the markecing of any such assets, or
 
participate in the. negojait.'on of their sale;
 

(5) !n i.ts discrccion, to approve or disapprove, subject to
 
the availability of funds for such purpose, the rehabilitation of
 
assets pending disposition by the Trust or any other government
 
agcuncy aurhorized by the Committee, or the Trust wich the ""
 
approval of the Committee; Provided that,. the budget ior each
 
rehabilization project shall be likewise subject 
to prior
 
approval by the Committee;
 

(6) To exercise on behalf of the National Government rights

of ownership with r,spe:: to such assets, including the right to
 
vote, wbether direc:ly or throuh duly authorized nominees,

shares of stock held in the name 
of the Nationa.l Governmen, and
 
which have not been trans.eired to the Trust;
 

(7) To is'sue necessary guidelines to all government

agencies to govern ongoins ne-otiations on the disposal of
 
government corporate assets;
 

(S) To approve the organL:ation and financial requirements

of the Trust, including its annual budgets for operations,
 
cunservation, and the admi:nistration of assets entrusted under
 
its care;
 

(9) Zo monitor and review as -ecessary. from time to cme
 
the entire privatization and divestment program, including those
 
which are being undercaken by parent Soverrm,ent corporations, and
 
the status of its implementation; aid
 

(10) 
 To appoint, transfer, remove, and .,Ix zhe remuneracion
 
of personnel of the Committee; provided t 'vz the Committee shall
 
hire its own personnel only if deemed absolutely necessary for
 
the discharg-e of its responsibilities and, as *far as practicable,

it shill avail itself of tho services of the'personnel seconded'
 
or detailed from other government of.fices. 
 -

sic. 6. Meetings. The Comzaittee shall meet as frequeitly as
 
is necessadry to discharge its responsibilities Provided, Chatr it 
shall meec at least once every month. *The presence of a majority of
 
the members of the Committee shall' constitute a quorum, and the
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concurrence of asor-ty

" of the members present at
a quorum exists shal be a meeting ac' hich

.Provided chat, where the 
adequate for any decision by the CornniWCee;
 

"disposition aCcer involves the approval of any
or rehabilicacion proposal, the unanimitv
of the entire Commicee shalLbe necessary.
 
The Commitcee shall 
-cc
submit-ed to 

on any recommendationic noc later than zor disposicion

thereof, 
failing 

thirty (30) days from date &f receipt
hich such recommendation shall be deemed approved.
SEC. 7. Funding.

expenses of the 
The L.ount of Ten Million Pesos toCo cce in coverconnectionrespons~bilicies under this Proclamation 

wit:h the di .e of v:s. 
amount 'o be is hereby auhoscharged,against the One Hundred Million P
(?100,000.000) appropriation edo sincendedAsset Disposition for the capicalizacionTrust for theunder Presidential Decree No. 2030. 

SEC. S. "Legal Counsel. The M'inscer ofex of-aro legal Justjce shalladviser be"heto the Commi:cee. 

ARTICZI2 lZi. ASET PRIVATIZATION TRDST 
SEC. 9. 
Creation. 
 Therebe knovn as the Asset is hereby created a public 'rustPriva i=acion Trust, tothe Trust, hereinafterwhich shall, referredfor. he benefit to asof the N-tional Covernment,


dispose of 

take citle to and possession of, conserve, provisionally
assets as manege and
defined in Section 2 herein which have been

iden ified for priv clzacion or disposition and
Trust for transferred to
the purpose, pursuanc the
to Section 23 of this Proclamation.
 

SEC. 10. 

The Principal 

Purpo!es ad Objectives, Domicile, Term of Exiscencz.purpose of the Truste:iected, shall bedirectly Co e-fector through or cause
wiChin the shortest possible 

ocher excernal agencies, to be 
the dispositionperiod of assets transferred

for to the Trusthe purpose.
 

the Trust in 
its divestment 
program should
rife possible,viable to restort exisLing seek in the soonestand productive physical failitiesoperations involved intoOwnership, and 
under private sectortbus to -anhgemenc andcontributewithin the towards national economic recoverycontext of a private enterprise system.
of this major purpose, the Trust Vlz.hia Che contextis expected 
to generate maximum cash
recovery for rhe National covernmen 
 .
Thn Trust shall have its principal place of business in
Merropoli.an 


Manila.
 

The Trust shall exisC for
this Proclamation, and all asse2 
a perio'd of five-years 
from the date of
s held by'.,
:property belonging to all moneys and otheit, and all 
its ia'bili.jes Outstanding 
upon the
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expiration of such period shall revere to and be assumed by the
 
National Government.
 

SEC. 11. Sourcing and Applica:ion of Funds by the Trust'. The 
capital and working fi4nds of 'he Trust shall consist of: 

(1) The amount of Nine:y hillion Pesos (P90,000,000) 
chargeable against the One Hundred hillion Pesos (P100,000,000) 
kopropriacion incended for the Asset Disposition Trust under 
presidential Decree No' 2030, which shall be used for capital 
acquisitions approved by the Committee, and to "cover 
administrative expenses, including those .or the hiring of 
appiaisers as . ay be necessary for its ezfective and efficient 
operations; as weil as to advance ior expenses of securing, 
conserving, and maintaining assets, and'where necessary,
 
operating the asset prior to it.s disposal;
 

(2) Amount; authori.ed unde'r Sec:ion 34 of this 
P.ocla=ation to be e.xcised from the proceeds of disposition and 
retained by the Trust, as agreed upon wih the Committee; 

(3) Subsequent annual appropriaions under the General 
Appropriacions A~c, as well as funds which may be auclhori-ed by 
the ?residenc in accordance with law from unused or available 
balances in the General ApprooratIons Act; 

(4) Excerhal funding assis:ance, whether in the form of
 
loans, grants or otherwise, which the Trust with the approval of
 
the Committee may source or obcain from appropriace institutions,
 
domestic or forei.gn, bilateral or multilateral, government or
 
private, such as the International Bank for Reconstruction and
 
Development, Asian Development Bank, United Nations Development
 
Program, and commercial banks and investment houses; and
 

(5) Wne-e necessary and subject to 'he prior approval of
 
the Committee, service fees levied on the trusteed assets in such
 
amounts as way be appropriate and reasonable.
 

SEC. 12. powers. The Trust shall, in the discharge of its
 
responsibil ities, have the following powers:
 

(1) To formulate and, after approval by the Committee,
 

implement a prog-am for the dispositon of assets transferred to 
it under this Proclamazion, such program to be completed within a 
period of five years from the date o the" issuance of this 
proc'tar-azo--.
 

(2). Subject to its havinN,%received the prior vriEten
 
approval of the Committee to sell such asse at a price ant on
 
terms o: payment and Co a party disclosed v' the Committee, to
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sell each asset referred to it by the Commitree to such parry and
 
on such terms as in its disc-eti-on are in the best interest of
 
the Nacion.l Government, and for such purpose 
co execute and

deliver, on'behalf and in the name 
of the National Government,

such ceeds of sale, concraccs and other instruments as may be
 
necessary or appropriate to convey citle such assets;
to 


C3 To take ttl.e to and possession of and to take such
 
steps as =ay be necessary to 
conserve assets transferred co it bythe Comtimctee, including, without 
limitation, to oversee the
 
management and operation of corporations or other businesses
 
constituting such" assets, and 
to file suits and institute
 
proceedings on behalf of and in- the name 
of National Governmen)t

for the recovery and procection of -such assets;
 

(4) 
Subject to the prior approval of .the Committee, to
undertake the rehabilitation of such assets in instances where
 
such rehabilitation is necessary co 
conserve- the value of such
 
assets or permit their sale.
 

(5) To en-;- t :u="- e:::e.-=zl e'per:ise ax r.ay be necesiary

for it to fulfill i:. task;
 

(6) To lease or own real an personal property to the
 
extenc required or entailed by its functions; to borrow money and

incur such li--hilicies as may be reasonably necessary to permit

i: to carry out' the responsibilities imposed upon it under this
 
Proclamation; to 
receive and collect inreresc, rent and ocher

income from the corporazions and assets held by it and to
 
exercise in behalf of 
the National Government and to the extent
 
authorized by the Committee, in respect of such corporations and
 
assets, all rights, powers and privileges of ownership including

the ability to compromise and release claims 
or settle
 
liabilities, and otherwise to do and perform any and all acts

that may be necessary ot proper to 
carry -out the purposes of this

Proclamation: Provided, however, that any borroz.ng by the Trust
 
shall be subject to the prior approval by the m-joricy vote of
 
the members. of the Committee;
 

(7) To adopt its internal rules and regulations, to adopt

alter and use 
a seal which shall be judicially noticed; to enter
 
into contracts; to 
sue and be sued; and
 

(8) To submit periodic reports co the Committee on the
 
status of 
the disposition program under its responsibility, .aad
 
such -other reports as 
may be required by the Committee.
 

"SEC. 13. 
 Esseuti'alicy of T, st'-uncrions.. The rationalization
 
the governm.ent corporate s ctor 
is deemed to be a.critical concern
government; and the Trust in undercaking the 
tasks of divestment
 

http:borroz.ng
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and priva:.iacion must jive due and .pra"=aric regard 
co
preferences the
and mocivacions of the market for invescible orivate
capial. both -in .he Philippines and 
overseas, 
act uich dispacch on
problems and opporcunicies Vnich may come before it 

all
 
to the end that
the objectives of "the Trust a:'e 
compleLdd within the five-year period
mandated in Sec €ion 10 hereof. 
 Accordingly, the 
Trust 'hall'be and is
hereby accorded the videst latitude oi fexibiliy and autonomy in
operations. par'icularly in 

its
 
the areas of accounting, auditing,
procure:re, 
 concraccing, aslec =anagemenc and disposition, andpersonnel, subject however to 
the provisions of 
this Proclamation.
 

SEC.' 14. Trustees; The powers and runccions of 
the Trustshall be exercised collegially by a group of Trustees uhich shall be
composed of a Chief Executive Trustee and four ocher Associate
E:ecutve Trustees. 
 All of the Trus:ees shall be appointed by chi'President, upon recommendacion of che. Commictee. The'Trustees shallse,, on a £uli-rime basis for a term of up to five yers, but incase longer than the no cerm o. exis:ence 
o the T-usc, or unless sooner

relieved by the Presiden-.
 

S'-"-. 15. Qualif-icat ions. - npe:son shall be appointed a
Truszee ufiless he is of 
good moral character, of unquesionable
incegri:y and responsibili:y and of recognized business compaence.
No dirr:tor, officer, consultant or 
stockholder of corporations
cons:atu:Lnv or havin- an incerest im assets held by the Trust may be
appointed Trustee. 
Except as may be considered 
necessary co 
achieve
the c.,jec:ives o chis Proclamaci.., the Chief Executive Tzustee and
the ;ssociace E-xecucive Tzmstees 
 shall nor sic on the bop.rd of
directors 
or orher-ise participace in the direct maragement o!co:porations cons:itcuing asse:s transferred to the Trust. 

SEC. 16. Removal. The President or the Philippinesremove any Trustee for acts chat are fraudulenc, unlaWful or 
may 

man-ies:ly opposed 
to the purposes of 
this Proclamacion or -if the
me-.ber ceases to be qualified to become 
a Trustee under Section 14 of

chis Proclamation.
 

SEC. 17. Vacancies. Anyvacancy created by the death;re-61!nacion 
or removal of 
any Truscee shall be 
filled by cbe
appointment by the President of 
the Philippines of a neu me=bar, whoshall serve for the unexpired portion of the cerm of the previous
member. 

S-C. i. Beecings, Quorum. 
 The Trustees shall meet az
 necesary to discharge is responsibili'cies, but
 
ireouencly as is 

shall ue-ec.ac least every 
tuo weeks. The presence of a.=ajority of
the Truscees shall aconst-tute quorum, and the concurrencemajoricy of of athe Trustees present at a.n-aeing ac which a quorum exists
shall be adequate for any decision by the Trust; 
 .Provided that, where
the macter involves a proposal 
for disposition 
or rehabilitacion of
 

http:ue-ec.ac
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all the Trustees shaLL De necessary.
any asset, the unanimity of 


srC. 19. Cmpensation. The basic compensacion and ocher
 

emoluments of the Chief Executive Trustee and his other benefits shall
 
The emolum~nts of
be negotiated becueen himself and the Committee. 


fixed by the 	Chief Executive
tbe Associate -xecut-ve Trustee shall be 

approval of the Commictee. In both inscances, it
 Trustee with 	the 


the approval 	of the Presidert.
shall have 


and the nature of its
in vieu o- the limited life of the Trust 

functions; che pay scalgs of the Trustees and other of-ice s and 
exempt from the standardined salary

employees of the Trust shall be 
of

and position 'lassification.prescribed by the Office
scale 

Compensation and Position ClassiFication and che eligibility and ocher
 

"'
 the Civil Service Commission.
requirements 	of 


a Trustee,
All directors' fees and other income accruing to 


employee of the Trust, resvit ing from his membership on
 o ficer, or 

any of the corporations under the admi-nscracion or 

the board of 
to the Trust, without prejudice to 

control of the T.uscshall accrue 
to ocher than T-s:eezproviding supplemental remunerationthe Trust 

entailed by such membership.
for such additional responsibilities 

In the e-xercise of the
Exercise of Authority.
SEC. 20. 

the Trustees 	shall:
it under this Proclamation,
authority gr-ated to 


I 

issue such internal rules and regulations as 
the


(1) 

Trustees =ay 	deem necessary or convenient for the proper
 

Trust;discharge of 	 the .unctions of the 

(2) Enter into management and such other contracts as may
 

be appropriate; and
 

(3) 	Develop its ovn staffing requirements, and for this
 

remove and fix the remuneration of personnel of
 
purpose, appoint, 

the Trust; provided that as far as practicable it should rely 

entities undertakinglargely on secondmenc from government 

on qualified 	external expertise in an
 rel-ted functions, and 


advisory capacity and on a contractual basis.
 

SEC. 21. Legal Counsel. The M.inister of Justice shall be 'he
 

e=-oficio leg-al adviser to the Trust. 

AP.TICIU IV. 0?-?.7ATIOHAL PROVISIONS
 

Transfer of Assets. %The Committee shall:
•SC. 22. 


eventual dispos'icion
(1) Arrange for the cransier to, and 


by, the National Government of cerrain non-performing assets of
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governmenc financia1'inscicuc,.'ons, as bemay determined under 

terms mutually acceptable to all the parties concerned, and 

(2) Arrange for the d'sposicion of certain government owned
or controlled corporacio-s which have been approved fordivestment by the President of the Philippines; Providea,
of appropriate valuacion procedures" for such 

thac
the =arcer 

ransfers
of assets shall be determined by the Committee.
 

The terms of transfer oi assets may include appropriatear:angemencs 
for the confideration thereof, including buc not limiiedo the assumption by the National Government of such liabilities ofthe government financial institutions and/or ocher government
corporations, whether real or contingent. 

The National Government, through the President, i-s herebyauChorized to assume the obligarions of government institutions.including chose due-to the National Government on terms and to theextent determined by the Pres-denc, on the reco=m.mendacion%tiniscer of Finance, of the'Co be warranzed by the transfer of assets from
such institutions pursuant to 
chis Proclazacion. 

The President is likewise auchorized, in the implemenclcion ofthe program of privatizatioo of ce-tain government corporationscreated under special law, whether parent or *subsidiary, to amend thecorpo:ate charters thereof so as to ce.m;nace their corporate,existence; Provided1 
 thac such spec;3liy chartered corporations shall
be specifically identified ani approved for divestment, dissolutionconsolidation. merger or regularzacjo n inco a regular l'ne rjency
uithin siz months from dace of issuance of this Proclamaion' and
Provided, further, thisthat authority to ;aeminace corporitetheexistence of such corporations created under special *law shall be
exercised within five years from date of 
 this Proclamazion and in nocase beyond the.liiecime of the Commicee or. the .Trust. 

SEC. 23. Mechanics bf Transfer of As'sets. 
 As soon as
°practicable, but not later than six months ;roissuance of this ProclamaCion,'chie-residac, the date of the 
ac:.'ng through theCommitee on Privatizacion, shall identify such assets of -overnmentInsciutions. as appropriate for privatization and divestment in an 

tappropriate instrument describing,or other transactions giving rise 
such 

the 
assets or identifying the loanto receivables, obligations and
ocher property constituting 
assets to be transferred. 

robe Committed shall, from the list of assets deemed appropriatefor divestment, identify assets to be t-ansferred to the Trst or o
,,e referred to the government institutions 
in an appropriateinsttumenc, which upon' execution by t.NhP Commictee shall constitute as
 
6e operative 
 act of transfer or oftherein, and the Trust or the referral rhi assets describedovarenc institution may theraupon 
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proceed with the divestment in accordance with the provisions ofproclamation and..the thisguidelines issued theby Committee. 

Nothing in this Proclama~ion shall:
 

(I) Affec: the right of the National Governmentthe enforcement to pursueof any claim of a government inscirutionrospecc of or in relation Co any 
in 

assee transferred' hereunder; 

(7) In relation co 
co the National 

any debt hereby assigned and transferredGovernment of 'ich a governmenc institutio'the original creditor, give rise isCo any novacion or requirement
to obtain the consent of the debtor; and
 

(3) In relation to any share of stock or any interest
therein, give rise anyto claim 'byenforcement any ocher stockholder forof rights of pre-emption oc of firsr refusalsi'm'.'ar rights, or ocherthe provision of any law to the contrary
nocuihstanding. 

Wh-ere the concracCual -i;h.s cf credicors of any of thegovernment inscicutions involved may be affected by the exe'rcise of
the Committee or the Trusc of the pouers granced herein, the Committceor the Tus shall see tha:to it such righcs are 'noc impaired. 

S22C. 
 24'. Deeds qf Assignment.
from ;'hich assets are 
Each governmenc instiCtution
Co be transferred pursuant 
to this Proclamation
shall and is hereby directed to execute, promptlylacer and in no event
than thirty days after the issuance by the President 
 of therelevant instrument referred co in Secion 23 hereof,-aczsinmenc a deed ofin favor of the Na:ional Governman, uhich shall,annexes inchereco, describe, account by account, the nature andof excencsuch assets and to deliver co the Commi:teeinscrurents. such agreements,records and ocher papers in respect: ofbe deemed. by the Committee such assets as mayto be reasonably necessary-ach such of or appropriace.deed assignment shall cons:itute

in the Minister ofrepresentation Financeof the Natiopal Government as atcorney-in-facethe government institution empouered Co Cake such 
of
 

things as may be necessary action and do such
or desirable Co consolidate and perfectCitle of the National Government Co such 
the 

assecr, exercising for thepurpose, any and all such rights and privileges appercaining to the
transferor-_.overnmenc institution, pursuant Zo the provisions ofapplicable law 
or concract.
 

A copo of such deed of 
assigcmenc, together with eicerpts from.
ics annexes describing particular property Co be transferred.certified to be dulytrue b 'the'appropriaqeofficial. before'a notary
public or other official auchorized by"lau to administer oaths, shallprovide sufficient basis Co registers of deeds, transfer, agencs o'fcorporations and other persons auchori=ed*.to

c¢cles,.shares of stock and other evidence of 

issue certificates of
 
title to issue new
 

http:auchori=ed*.to
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certificates, shares of scock or other instrjments evidencing ritle ti 
the assets so described to and' in the name of the National Government 
or its duly auchprized agent. 

The transfer of any asset,of governmenc inscitutions directly to
 
the natinal -overnment as mandated herein shall be for the purpose oj 
disposI:ion, liquidation and/or privati.acion only, any import in the 
covering deed of assignment to the contrary noewithscandig'. Such 
cransfr :he:refore, shall not operate to revert such assets
 
automacically co the general fund or the nationa! patrimony, and shall
 
not require specific enabling legislation to authorize their
 
subsequent disposition, but shall remain as duly appropriated public
 
propercies earmarked for ass'gnment, transfer or conveyance under the 
signature of the Hiniscer of Finance or his duly authorized 
representative, who is hereby authorized for this purpose, to any. 
disposition entity approved by the Committee pursuant to the 
provisions of this Proclamation.' 

SEC. 25. Reorganization of'-Trusceed Corporations. In order co 
align the organi-ationaI and manninS structures of parent
governmtnc-o'raned or controlled c=porations as well as corporations 
established through the Corporation Code which are transferred to the 
Trust, with the centralization of the exercise by the gove-nment of 
•its 	ownership role over such corporations through the Trust," this
 
Proclamation proclaims and mandates -hat:
 

(1) As of the effeccive transfer of title over such
 
corporations to the Trust, non-stock parent government-.-rned or
 
controlled corporations transferred to the Trust may, if 7ffi.-e
 
by the Commitcee, be converted iuco stock corporations and their
 
various charters are hereby expressly amended for this purpose:
 
each such corporations to have their respective net-orchs, after
 
due adj'stient pursuant to Section 13 hereof, divided into commor
 
shares of stock at par values as determined by the Trust;
 

(2) Except as may be otherwise determined by the Trust, thw
 
number and composition of the different boards of directors or
 
trustees of trusteed corporation shall be fixed at five (5), the
 
provisions of their respe.:ive charters or articles of
 
incorpora.ions to the contrary notwithstanding: Provided, that
 
this sub-section shall not apply to governmenot corporations with
 
minority private shareholders; and Provided, further, that the
 
board membership seats and of'icership posicits, as Well as the 
incumbents thereof, may continue until such time as the Trust 
shall have decided on each of the trusteed corporations. 

(3) The chair-an and members of the board of directors or 
Trustees and the presidents or chief executive officer. *f the
 
trusteed corporations shall be appointed: (a) in the. :ase of
 
parent .corporations, by the Commitcee; and (b) in'the case of
 
subsidiary or iffi!iate corporation., by the Trust. In both
instances, it shail have the approval of the President.
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(4)" The Tr..sc may recuire anycorporations to one or more 'of 
 he crus eed

enhance 

adopc and implemenc cos:-reduccion 
measures
che viability Co
and therefo.e 
the disposabilicy of such
Corporarion's, 
to pozenial buyers;
personnel retrenchment plans; 
and such measures may include
 

(5) may di-rect any one or all of its CrUSceed
 
The Trust 

corporations Co submit co
time-cables, it within realiscically fixed'
such reports and ocher info.--ation
recu-re in the exercise as the T-ujsc mayof its o0,-mrship and disPosIc2ve roles
over 
such corporations; 
and
 

The Trust may cause
(6) 
trusteed corporations organizedthrough the Corporation Code CoConsolidacions, undergo reorgranizatjnsspin-offs merterss 

nature and other corporateas the Trust acts of similarmay deem necessary or desirabledisposition or privatization, provided thar 
to haste;" 

acts suchshall confor- vich major corporatethe prov.sions of
where applicable, the Corporation Codeand shall in any case hve the prior approval

of the Committee.
 

SEC. 26. 
 Co"oitcee to Deterawine Transferis hereby vested Value.with full The Commitcee
dete.-mine the values, other 

and complete powers and prerogatijes cocorporate azsecs 
cerms and conditions,and ac whichliabli!-ies governmentshallChe Trusc be transferredpursuant t the mandate and conveyed tcof this Proclamation:chat, any valuation approved Provided,by the Conamcceetransfer co for purposesthe Trust shall of the'noc be deemed as a condonationobligat'on of anyby any third party involved.
 

SEC. 27. Aucomacic TerminationUpon of "a-mployer--mjloy°the sale or. ocher disposition Rel__-n"
i.nceresc of the ownershipof the government and/or concrollingin a corporation held by the Trust,or su'.bscan:ially all of. the or allassecsemployer-=ployee o such corporaionrelations thebetueen the governmencand ocher personnel and the officersof such corporationsof law. None of shall CerminaCe by operationsuch officersright or employees, shallto future employment in reCain any vestedthe privasizedand the new o;ners or concrolling or disposed corporaion,interestfull and holdersabsolute discri:ion to 

thereof shall haveretain
employees and or dismiss said officers and
co 
hire the replacersent
all of or replacements of any one orthem as the pleasure and confidence
controlling of such owners orinterest holders may dictate.
 

Nochine 
 in chis sectiontaid shall,officers houever,and employees be construedof their to deprivedue compeniacion vested enciclemencsand ocher benefits incident in accrued qr:
attaching Co to their employment orCe--minacin under,collective bargaining applicable employment concrac's,agreemen s
m nc . andn " ce"
420 appl icab le" legislation . 
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SEC. 2S. Trust Success7oz to Pouers and Functiocs of A:cacbing
 
hMiiscries. The powers and functions of the relevant rainiscries over
 
corporac-ons respeccively attached cc them under the Integrated
 
Reorganiza-ion Plan inso-ar as these powers and function percain co 
corporarions cransferred co the T.-us:, shall devolve up.on and shall be 
exercised by che Trus *over such transferred corporations. The 
unexpened balance of appropriations if any, earmarked for the supporc
of the operations of the transferred corporations remaininginthe 
coocrol. of the aforesaid in-s:ries, shall also be transferred to. the 
T-us: co ro part of i-s Opera:ing Funds as specified in Section 11 
of this pro:lama:ion. Froc the daze of the =ransfer of a governmenc; 
corpora:ion to the T.-s', all the reques:s for budgecary ourlays from 
che General Fund by such corporacion shall be subjet: co the prior 
approval ',y the T-usc. 

SEC. 29. lIcerim Responsibility for Transftrred Assets.
 
During he .period prior co receipt by a governmenc insticution of 
nocice from che Nacional Government' chrough the Commi;ee rha; 
arrangemn:s for the managemenr o assets cransrerred from such 
-overnmsen--nsicucion under chis Proclamarion have become effeccive, 
such -ovcrn-ent inricurion shall bt resnonsible for administering 
such assets for amd on behalf of the National Government under such 
cerms and condirions as may be agreed upom by the Nacional tpver.ment 
and the -overn=en: ins:icucion. 

SEC. 30. Incoccrstabili:y. The decer:inacion by and decision
 
of the Co=mi-:ee chat che :erms on v'hich an asset is co be sold or
 
otherwise disposed of are consiscenc with the objectives in chis
 
Proclanacion and in che best incerest of che National Governmen" shall 
be conclucive. The validicy of any sale or disposition concluded by 
.t:he Nacional Covernrment acting through rhe.Trusc its aurhorized agent 
or encity under this Proclamation shall, excepc for fraud, breach or 
maerial misrepresentation on the part of rhe purchaser, be 
incon:es:able and be binding and en.forceable againsc the Nacional 
Ccvernmen: and all third parries; 
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SEC. 32. 
 I -unity and Inde=ni:y Provision for Co 
'e
and Truscees. .embe-
J 
(1) No civil ac,'n shal
Trust and no lie against 
the Cormitee and/'o
of m C~ee the
:~e
6fthe Ce = civil o or a criminal r -us~ ation shallprosor e • '" sha Trustee in iso l prosper e anagainst r eor bis discharge of the*a = :
functions cOncempla:ed by this Poclaaio 
 asks an
thissig io
coolaineda.oof clearly r.lazes 

--oa-ass unless: )teco
t e ope f r tO unl ss (.)6hthis Proclam..ion the perfo;.aneanc 
a mandatory provis o
e _o.:m of
delegated to the or which is expresslyn ar r devolved or
concernea defenanr: r v
as i i n o
a ministerial duty rather chen
discr--;oa

at n e or judg_,--1.b'iy r ud a . ..
atfended by fraud. bar fich 
io , and (b) the act or oission is
provisions of the Anti-Graft Lay;

oss negligence, or violcion 
of the
 
(2) 1. the event that any member of the Committee,
or any r.aber of or a Trustee,

pcumbein: the~ir respective;Is called u-pon to staffs during or after pernor--nce de his actiorns, his 
or non-performance related cc theof an act, or the execution .. of a

a-ini'scrzclve 

nsacri-on concemplaced by this Proclamation
judicil 
or beforeoany.
le.islative proceeding
shall provide hin 
 vich counsel wihOuc cost, 

the goverrienc

cost of a counsel of his choice, or shoulder and'pay the
as well aso Ae,
for which he may be held liable: 

costs of litigation
Provided, tha
criminal action "s based on (a) and (b) 

here the civil or
o
and the me=ber of the preceding paragraph,
the Commicee Or Trustee or
staffs is found guilty of the acts 

of their respective

complained of, 
such member shall be

fully liable to and reimburse the Covernaenc for all sums
the Government advanced
in accordance with the provisions of this Section 
*by


cover 
cos: of counsel and toocher cos:s of liciga-ion. 
SEC. 33. 
 Receiverships. 


or course Without Prejudice
0, to any other remedyaction available to .cba..Trus:
Exchange Commission shall, che.Securitirs 'and
in addicion to the jurisdiccjom and powers
conferred 
on 
it by Prasidemciji Decree No.
& 902-13 
upon petition filed
 
rte by the Trust, appoint a receiver nominaced by
takr ov na age the Trus: to
corpora.o he
referred er cnd cs odyl of theto Properties athe Truss or ofreferred to 

whose obligations have been

subject to 

the Trust under this Procamaion, or 
 hih holds assets
liens in favdr of the Trust, im cases where such equity,

obligations or liens have been referred by theagencies for conservation and disposition and 

Trust to excernal

of dissipation there is imminent danger
loss, wastage,

properties or descruction of assets or
or paralizacion of ocherthe business oreratioms of such
corporation z'nich 
ma. be prejudicial
s~ch~h.olde'rs, creditors, the general to the interest of its
-or where the appointment of public or the Na:ianrl,parties to 

a receiver'has been scipulated by the
 
Coernment 

a real 
or chattel cor:gaze
foreclosure thereof. or ocher agreement as
Such receiver shall an aid .tohave all powers of a regular 
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Srece.ver under
' :• che... bordorprovlons,sna~~en - a - - X ... rana g.een - -he:.Rules o 
board Of Courtor andbody under Section 6 

of a Dce 
~o.N 902-a.. (d) of Presidencial 

SEC. 34.sale Proceeds fromor ocher disposii S lesle epenes, of asses of Assets.ne All proceeds from therei.bursable se c nr of feesexpenses fe, CommissionsOf the 
o-f 

jind the1 rUsc shall'. io. -mparc ocher-Lof he-?zcioral 
.ove ofd the*izediaely be remitced -- Fundto the INaciounl Treasuryupon receipt of such proceeds: Provided, hoever
the Trus shall be entitled thatto retain, noonsuch portion of approval by the Commi:Ceetbe proceeds
revolving as may befund- tobe utilized eessay to mainca-n a
expenses and for the payment ofweet-in 
 the fees and reimbursablehe conserva.on and 
costs and expenses incurred, bydisposition.e o-ld the Trust inaeses- .er, e e~clmtioin "f"- by--otOe perioz-manc. is responsibilicies 

under this
oclaao
borrouins incurred .,.including suchamounts
purposes provi.ded in by re s may be required to serviceTrust pursuantthis Proclamation. to the aucbority.. and for theedby 
cIn respect othe proceedsor fromcorpc-a:a the sale ors..bs: i aieS of other dispositionproceeds shall parent gover4-Ue-d of accrue Corporac.ons.to the parenc such.corporation,k net o Thefees, commissions proceeds shalland ocher rei-mbursableSC as approved expenses 'ofby the Commitcee, thewheresaderaken the dispositioby or through n wasthe Tr-usc. 

SEC. 35. E,.ion
"visions ofa y law to 

from , .es, and Other Charges.as the corpora:,ons 
the . n...i-hs:andinv, The 
and ';.. the T.rusC-ld as1 taxes it, shalil9 fees, charges, imp 

by be axept from,.7,obythe and asse-senraosn 4 by c e passi" arising.oa s s i nD" a,.,.o romC-t e.,....2.the such corporaions
-overnmtc , assecs 
or buyer to therivace accuj-scor ins:iu:ios L J or o 

imposed Trusc and/or fromby the National the Trust tosubdivision Covernmene Tores ca chereof o.cc inciuding buo ntS,capial 
 ains taxes, documenca, t1.mi.-edlke: Provided to 'sco k rasfthat stamps, regisCrationt fees andin case the said 
a s e 

Uired government
-"qthe said= n roassets ntu-iomss ; ..,.-mby toreclocura,, . m ._r S e :the" -_-,CL-of.,-, -. 
.. .
S1nsees, charges, rbon payinent O similarllllar
consolidation of 

imposts, and Si ia'sess""
title in .- shallequent Passing of c e foreclosing not be a bartitle to institutions to
the Trust or =d tih
the corporations held by 

, The sale or transfer of such corporationsIned or hindered by 
or assets shall notthe ezistence. of any lens by way of 

be
Its or other assessnts 
 taxes,0
er in iavor ofor transfer: tShssgrsr meProvided, r athat ch t c e e othe proceeds froer
fer shall be uch salesubject or
a tax 

ysuch 

lien and.p rs becd o aptn- Secured by said liens. . ap-. o 
SEC. 36. 
 Audit. 
be observed in 

Generally accepced ancountinZprinciplesthe recording of the 
ransacions of the 

i , 

http:conserva.on
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Commictee the Trustsand of the corpor'ions trustedGovernment orsimilarly to the Trus or Of 
CO the Nationaltransa
tn-'e rz~v For ons related to;.:._'- the

inregrity or tne nrusceed.CP asse-s.. purpose reaeo of 'insuringthe __ afinancial transacions of aforeme regulary
transac:ions related a
 
ro the 

.oned entities 
assecs and o:
to facilitate the h which
disPOsicion o1 

they Offical deal ad 
entities and assets may be audited as 

"sses to Private eniaiea suc
 
follows:
 

~ (1) The Com.t-.ee and the Trust shall beby the Commi.'ssjon subject to auditwith 
on Audit; Provided, houever, that consonantthe flexibiity..cr;teriom 

mandatedthe provisions of Section 13 of this 
on its operaions underProclamacion, the Trust at
 

its discretion and option may utilize the services of repurable
pr2ivace audicors reputable private auditors ifCommission authorized by theon Audit;b
" - .(2) . The non-per-Form ,ngSh " 
institutions trusteed to 

Cases of -overnment "".
financial
the Nationalthrug h Governmentthe Trust for disposition directly oror Privacizationto be subjec Co'audic may continueby private auditors; and 

(3) Covernme.t owned 
or
for disposition and transfe-red 
controlled corporations approved


direc.ly or to
throu.. the Trust 
the National Governme-
Commisson.on Audit for as 

shall coninue to be udited by thelong as they have not yet been
disposed of; and, if considered4acilitin necessar-y by the0s the divestment Trust forthereolfbuyers, to prospectivemay also :)e privateaudited sectorby private auditors.
SEC..'37. 
 Such sum or 
suns 
as
or assets and liabilities may be necessary for the transfer
financial institucions due 

including liabilities of government
the NacionalCovernment Goverrent,as well as to the National
subject 
to 

servicing thereof are hereby appropriated
the availability of funds 
in the Ratiocal Treasury:

SEC, 38. Reporting Requirements.
Semi-annual The Committee shallbasis submit atth- Co the President of 

leasCon alegi-lacive body a report on'the scatus 

the Philippines and toof its asset disposition


Program, which report shall include a description of the
assets disposed of, 
the purchasers thereof, individual
 
therefor an. 

the consideration received
the -agreed terms 
of payment. 
The Trust shall report
financial condition to the 

on a quarterly basis its performance andCommitee;thd closure of books at 
and wichin three (3) months fromComprehensive annual "report through 


the 'end of each fzscal year, submi-
 a
.and to the legislative body on 
the Commiczee, to the President,
the 
s-acs of the privati-ation efforts
.knd its asset disposition program, huh "report .shall includedisposed

description of 
the 

the individual corporations privacized and assets
 
of, apurchasers thereof, the consideraciontherefor and receivedthe agreed terms or paymenc. 

http:direc.ly
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pursuant to th.is Proclsmatioo. Nor shll such order 
or injunction be issued a--".nst any purchaser or assets 
.sold by the Trust to prevent such pu.:haser from taking 
pOs,3esSion, of any asset purchased by him." 

Doae in the City o-".Manila, this 15th day or December in 
the year of Our Lord. ninetecn hundred and eighty-six. 

By the President: 

-/OKEIR .ARROYO
 
S...nc
a_.xecutive S.cretary 



APPENDIX H
 

Amendment to the Proclamation 50- RA 7181
 



*No. IR99 
H No 3"766 

pubhr of t~jr Tifiirs 

jourtl EpecLat F.ezlin 

Begun and held in Metro Manila. on Monday, the sixteenth day
 

of December. nineteen hundred and ninety-one.
 

RLPuBLic ACT No. 7181 

AN ACT EXTEiNDING THE LLFE OF THE COMIMTEE ON 

AND TH-E ASSET PRIVATIZATION
PRIVAT[ZATION 

TRUST
 

it enacted by the Senate and House of Representatives of. the 
Be 


Philippinesin Congress asse'bled:
 

1.The term of the Committee onPrivatization and the 
SECTION 

created by Proclamation No. 50
TrustAsset Privatization 

for the Expeditious
and Launching a Program-Proclaiming 


Disposition and Privatization of Certain Government Corporations and/
 
on Privatizationthe Committee 

or the Assets thercof. and Creating 
extended from 

and the Asset Privatization Trust" is hereby 
be again1992 and thereafter may

Dcccmber 8. 1991 to August 31. 

extended by-the President of the Philippines for not more than sixteen 

(16) months. 

During the said etcnsion period. the Committee on Privatization 
the powcrs.

and the Asset Privati7ation Trust shall continue to exercise 
50: Pro-Proclamation No. 

duties and responsibilities provided under 

vided.That all disposition of any and all assets shall be exclusively and 

solcly for cash. including sales by installments, subject to the 

provisions or the Comprehensive Agrarian Reform Law. 
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All assets held by the Asset Privatization Trust. all moneys andother properties belonging to it. and all its liabilities outstanding uponthe expiration of its term shall revert to and be assumed by the NationalGovernment. The President of the Philippines shall designate by anexecutive order the government office or entity to which the assetsandliabilities of the Asset Privatization Trust shall be transferred. 

All cash advances and all unsettled oblizations owed to theGovernment by the officers and employees of the Committee onPrivatization or the Asset Privatization Trust. as finally determinedby the proper agency or court of law. must be liquidated on or before 
August 31. 1992. 

SEC. 2. The following conditions shall be adhered to in 
privatization: 

a) In the dispositionIf assets in corporate form. there shall be noundue dislocation of laLt'r unless all benefits as provided by existinglaws or Collective Bargaining Agreement (CBA) shall be complied
with. 

b) Assets for disposal shall not revert to previous owners who afterfinal judgment by the proper agency or a court of law have been foundto have mismanaged or diverted the re, ources of the assets whichrcsultcd in loss anrd bankruptcy: Provided. That if assets arc to bereverted back to the previous owners, the price shall not be less than the 
original transfer price. 

c) Privatization of government assets classified as a strategicindustry by the National Economic and Development Authority shallfirst be approved by the President of the Philippines. 

d) A minimum of ten (10) percent of the sale of assests in:orporate form shall first be offered to small local investors incuding-7ilipinoOverseas Workers and where practicable also in the sale of any
,hysical asset. 

e) Sale of all assets shall be published in at least three (3) national 
ewspapers of general circulation for three (3) consecutive days:Provided.That the first publication shall occur at least ten (10) daysrior to the scheduled bidding date or date of negotiation. 



0 A loss recovery provision must be included in the terms andconditions of the sale of any asset sold below the n'ansferprice. 

SEC. 3. In line with paragraph I ofArticle EX (d) of theConstitution. the Commission on Audit shall impose or adopt
tcmporary pre-audit measuresand such that are ncess_sr- andappropriate to correct such deficiencies in the control syslem of the AssetPrivatization Trust as may be found by the Commission on Audit. 

SEC. 4. Lawsuits pending at the termination of the existence of theAsset Privatization Trust shall be pursued by the Office of the Government Corporate Counsel until their proper termina.ion in the name of or 
on behalf of the Government. 

SEC. 5. Any officer or employee who fails to comply with the

provisions of this Act. after having been found guilty by the proper
agency orcourt of law shall be barred from holding any position in the
Government including government-owned or -controlled corporations.
without prejudice to other sanctions as may be provided by existing laws. 

SEC. 6. The provisions of Secdons 3 and 10 of Proclamation No.50. in particular, all other provisions of the Proclamation as well as other
 
laws. ordcrs. promulgations, rules and regulations or parts thereof.
which are inconsistent herewith are 
 hereby amended, repealed or
modified accordingly. 

SEC. 7. Implemendng guidelines and reguladons shall be issued
by the Committee on Privatization to fully implement this-Act within
forty-five (45) days from date of approval of this Act. 

SEC. 8. This Act shall take effect immediately upon iLspublication in at least one (1) national newspaper of general
circulation. The effectivity of this Act shall retroact and relate back to 
Dcccmber 8. 199 1. 



A oved 

RAMON V. MITRASpeaker v R,
of the House
 
ofRepresentatives
 

1-ous 
This bill which was a consolidation of Senate Bill No. 1899 and 
Bill No. 34766 was rinallypassed by the Senate and theRepresentatives 

on ofdouseDeccmber 18. 1991. 

CAMMLO L. SABIO

Secrctary General 
 -0W.AHouse 0fRepresentatives EDWIN p. ACOBA
 

S ry 
 of the Senate 

pproved: Janu--z-a 17, 1992 

Presiderofthe PhilPiplnes 



RP.ETBLIC OF T1H P1--ILFlPflT$ 

COMNETE ON PRIVATIZATION
 

GUIDELINES AND REGULATIONS TO IMPLEMENT R.A. 71S1
 

Pursuant to Roublic Act No. 71S6 entitled "An Act Extendinig. 
the Life of the Committee 'on PrIvatizaticn and the Asset 
Privatization Trust." dated Jonuary 17, 1992, the follouin.g 
guidelines and regulations are hereby pro,,ulgated to carry out 
the provisions of said Act: 

SECTION 1. DEFINITIONS
 

As us.ed In these guidelines and regulations, the
 
term/phrase:
 

(a) "Original Transfer Price" shall refer, to the price at uh-.ch 
the assets were transferred to the National Government pursuant 
to Proclamaticn No. SO, including related contingent liabilities; 

(b) "CasE" shall refer to currency and .mbnager's'/cashier's 
checks; 

(c) "Sale of Assets in Corporate Form" shall refer to sale of 
shares of stocks owned by the Government; and 

(d) "Small Local Investors" shall refer to Filipino Overseas
 
Workers, and other individual Filipino investors.
 

SECTION 2. COVERAGE
 

These guidelines and regulations shall.cover any di.vstment 
or dis-posal, Whether total or partial, of trbhs.ferred assets b" 
Government Owned and/or Controlled Corporations "(GOCCs). approved 
by the Presi'dedt of the Philippines for privatization. purcuant to 
Proclamatlon'No. 50. 

SECTION 3. GUIDELINES
 

The following guidelines shall be observed in privatization:
 

(a) All sale of assets shall be paid in cash, ei'ther In lump sum 
or by Installment or deferred payments. Land Bank bonds cart also 
be accepted. as'paymint, In accordance with the provisions of the 
CgmrahensjVR AOrarfAn Reform Lau (R.A. GET7).
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In the sale of assets, transfer of owner.ship or title shal.1
 
be allowed only upon full 
payment of the. purchase price. In- the
 
sale of assets in installment terms, transfer of 
ownership or
 
title may be allowed provided the balance shall be fully secured

by a mortgage on the assets or by standby letter of credit issued
 
or confirmed by a bank acceptable to the seller.
 

(b) Disposition entities shall report to' the Committee .-'oh 
P'rivatization (COP) the settlement of emploYee b en'eo flts In
compliance with existing Ccllective Barg.a*nig Agreements :or
existing *'labor laws. Such report shall be submitted to the COP
•prior to approval of sale. This section shall. apply'only to sale
 
.of assets in corporate form.
 

•(c) Sale of transferred assets 
to former owners shall not bb
alIlowed unle-ts former 
owners could show documentary proof from
 
-the proper government agency or court of law that they 
have 'no't
 
been found by final judgment, to have mismanaged'or diverted *the
 
resources of -the subject assets.
 

In the sale of transferred assets to former own.ers, the sale
 
price shall not be 
less than the original transfer price plus


*
accrued interests less recoveries at the time of sale.
 

(Cd) The COP 
 shall submit the list ofs GOCCs for privatization to
 
the National Economic and Development Authority (NEDA) which

shall 
certify uhether such assets are classified as strategic.

The GOCCs certified as strategic 
by NEDA shall ,be submitted by

COP to the President of the Philippines for appi-oval.
 

() Zn th'e sale of assets in corporate form, aV'least 10% of the

total *shares for privatization shall first be offered" to small
 
local 'investors. Employee 'Stock Ownership 
'Plans (ESOPs) and

public offerings shall count 
 touards compliance with thi£s
 
provision.• The allowable
maximum investment for -small local

Investors, other than through ESOPs or 
publ-cofferings, shall be.
 
one fourth of one percent of the total shares for privatization.
 
or :whi,eee-ee,•:hichever Is lower.
 

The offer for sale to small 
 local investors shall be
 
OubIlished In a .:rewspaper of general circulatlo'n by disposltiod

entities, specifying the mechanics 
and terms "and conditions of
 

Notice also
the offer. shall be forware d .to the Overseas
 
Workers Welfare Administration. Whenever prac.ticable,. the offer
 
for sale to small local investors shall be publlshed. prior 'o oi
concurrently with the publication of 
the offer for' sale of block
 
sharers.
 

Zn case thi assets have been bLdded ut befo'e, the price at 
which the .dssets are offered for sale to small local Investors
 
shall be equal- to the winning bid received at the latest bidding 
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date fcr sale of subject asaets provided saild bidding datewithin a 6g-day period prior to the offer for sale to 
Is 

small local
investcrs. If assets notthe have yet been bidded out, the priceat which the assets are 
offered for sale to small local investors
shall 
be at the minimum bid price approved by the COP, with the
awa-rd being given to the 
small local inve.stors offering the

highest bid prices. 

In th.e aevent.the purchase of shares by--s,'i local investors.
*does* not reach. the !0% allocation, the remaining, shares 'can thenbe sold to any in terested party, in accordance with the usual
guidelines in the disposition of Sssets. 

"This section sh'all not apply in the sale d.f p'hyical assets:if such issets"ar-e not divisible, or If divisible, will 
impai'r
.the value or utility of the assets. 

(f)" Osposition entities shall fur-iiish th.e COP a copy of thecertificate -of publication of 
sale of assets. 0isposition
entities shall also furnish COP a cipy of the blds or offeredprices submitted by interested investors at the *time of bidding 
or negotiation. 

(g) Whenever transferred' assets are belou thedold original•trans-er price less recoveries, if any, the disposition entity
shall include a loss recovery provision 
in the sale of subject
 
assets.
 

S'ECTION 4. MISCELLANEOUS PROVISIONS
 

(a) 
These guidelineu end regulations may be amended or changed
by the -Committee on Privatization provided that any such
,amendment or change chsil a s be published 'in at least one
 
newspaper of general circulation.
 

(b) 
 These guidelines and regulations sholl take effect
immediately Upon its publication in least .one
at newspaper of 
general circulation.
 

.APPROVEO: Febrtiary 20, 
1992
 

*COMMITTEE.CN. PRIVAT ZAT
 

J/ P. E9TAI$ISLAO 
Chailrman.
 

EDUARDO G. UOTEj.ETRO SA AOOR _N ENRIQUEZ 

LILIA. R. BAUTISTA. ISI(GAII E.VALOELLOA 
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List of Department of Finance Secretaries and Undersecretaries
 
Involved in the Privatization Program
 



DEPARTMENT OF FINANCE
 

SECRETARIES & UNDERSECRETARIES INVOLVED IN THE
 
PRIVATIZATION PROGRAM 

NAMES 	 TERM 

From 	 To 

A. Secretaries 

1. Jaime V. Ongpin 	 March 26, 1986 Sept. 14,1987 

2. Vicente . Jaime 	 Sept. 15, 1987 Dec. 31, 1989 

3. Jesus P. Estanislao 	 January 1, 1990 June 30, 1992 

4. Ramon R. del Rosario, Jr. 	 July 1, 1992 Present 

B. Undersecretaries 

1. Edgardo M. del Fonso 	 Sept. 3, 1986 May 31, 1988 
2. 	 Diosdado M. Macapagal, Jr. August 1, 1988 April 30, 1990 

Dec. 1, 1991 Feb. 10, 1992 

3. Ernest C. Leung 	 May 1, 1990 Oct. 31, 1990 

4. Tomas V. Apacible 	 Nov. 1, 1990 Nov. 30, 1991 

5. Juanita D. Amatong 	 P r eFeb. 11, 1992 s e n t 
(Currently 
Abroad) 

6. Romeo L. Bernardo 	 August 4, 1992 Present 
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EXECUTIVE SUMMARY 

Over the five-year period 1987 to 1991, the privatization program generated cumulative 
gross revenues of P37.15 billion from the disposition of 336 accounts, made up of 266 transferred 
assets (TAs) and 70 government-owned and/or -controlled corporations (GOCCs). Gros3 
revenues from disposition activities of the Asset Privatization Trust (APT) during the five-year 
review period amounted to P36.61 billion, inclusive of revenues derived from GFI collections and 
other income. Total remittances to the National Treasury from these activities during the same 
period reached P17.94 billion. These remittances will constitute part of the fund for the 
Comprehensive Agrarian Reform Program (CARP), in accordance with Republic Act No. 6657 and 
Proclamation No. 82. In the case of GOCCs, 85 were offered for sale between 1987 and 1991. 
The combined value of the 85 GOCCs offered for sale from 1987 to 1991 represented 62% of the 
total asset value of GOCCs slated for privatization. Gross revenues from the sale of 70 GOCCs 
actually sold during the five-year period totalled P8.92 billion. At the end of 1991, there remains 
a total of 185 accounts for disposition, consisting of 133 TAs and 52 GOCCs. 

Among the larger GOCCs successfully privatized during the years 1987 to 1991 were the 
following: 

Sale Price Percent of Government 
GOCC (Billon Pesos) Interest Divested 

Philippine National Bank P1.8 30% 
Marina Properties. Inc. 1.8 100% 
Phlippine Plaza Holdings, Inc. 1.5 100% 
Union Bank of the Philippines 1.0 70% 

The privatization activities of the Philippine Government for the year 1991 yielded gross 
revenues amounting to P7.59 billion, of which P5.09 billion was derived from gross revenues 
generated by the APT's privatization activities and another P2.54 billion from the full or partial sale 
of GOCCs. Total remittances to the National Treasury arising from the APT's privatization 
activities reached P3.58 billion for 1991. There were 70 accounts sold in 1991, consisting of 63 
TAs and seven GOCCs. 

The Philippine privatization program officially commenced in December 1966 with the 
issuance of Proclamation No. 50, which, among other things, created the Committee on 
Privatization (COP) and the APT. Under this Proclamation, the term of the COP and APT expired 
on December 8, 1991. Republic Act No. 7181 enacted in January 1992 provided for the 
,continued existence of the COP and APT up to August 31, 1992, with an added provision allowing
the President of the Philippines to extend the term of the COP and APT for a period not 
exceeding 16 months thereafter. 



FOREWORD
 

This annual report summarizes the achievements of the Philippine privatization program 

during its original five-year term, with a special focus on the activities that occurred in 1991. The 

report also includes a summary of the program's privatization activities projected to be 

undertaken during its extended life. Some background information on the Philippine privatization 
program is also presented in the latter section of the document. 

PERFORMANCE HIGHLIGHTS FOR 1991 

Privatization activities in 1991 resulted in the disposition of seven GOCCs and 63 TAs, 
which accounted for combined gross revenues of F-6.73 billion. About 14.23 billion was derived. 
from TA sales by the APT. Details of these dispositions are presented in this section. 

Disposition of GOCCs 

A GOCC's privatization is undertaken by a designated disposition entity, which may be 
a line agency or the GOCC's parent corporation. Proceeds from the sale of a subsidiary accrues 
to its parent corporation while proceeds from the sale of a parent GOCC accrue to the National 
Treasury. 

Full Dispositions 

There were three GOCCs fully disposed of during the year, namely: (1) Philippine Plaza 
Holdings, Inc. (PPHI), the holding company of the Philippine Plaza Hotel; (2) Mi,-deva 
Refrigeration Industries, Inc. (MRII), a subsidiary of the Southern Philippines Development 
Authority (SPDA); and (3) Republic Planters Bank (RPB). 

PPHI was sold by the Government Service Insurance System (GSIS) in February 1991 to 
Allied Kajima Ltd. (AKL), the Hong Kong-based subsidiary of Kajima Corporation, a Japanese 
construction conglomerate. Consummated at a price of P1.5 billion, this was a negotiated sale 
involving all of GSIS's equity interest in PPHI. AKL's offer matched the minimum bid price set by 
GSIS for the shares. The negotiated sale followed two failed bidding sessions in July and 
November 1990. The sale was limited to the hotel company, which had the hotel building as its 
major asset. GSIS retained ownership of the land on which the Philippine Plaza Hotel is situated. 

The Presidential Management Staff (PMS) successfully disposed of MRII's assets through 
a public bidding held in May 1991. The assets of the Mindanao-based refrigeration company 
were offered to the public at an indicative price of P6.0 million. The winning bidder was Totco 
Credit Corporation, which offered a bid of P6.3 million, or a 5% premium above the indicative 
price. 

Republic Planters Bank (RPB) was privatized in November 1991, with government's full 
divestment of its 96.3% equity interest in the bank, made up of the Sugar Regulatory 
Administration's 85.5% equity interest and a 10.8% stake held by the APT. The bank's 50-branch 
network was also included in the disposition. The winning bidder was PNB with a tender of P150 
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million which matched the minimum price set for the bank. The sale was undertaken by the APT, 

APB's disposition entity. 

pfartial Dispositions 

There were also four GOCCs whose shares or assets were partially sold during the year. 

These GOCCs were PNOC Coal Corporation (PNOC Coal), Union Bank of the Philippines (UBP), 

National Sugar Refineries Corporation (NASUREFCO), and Negros Occidental Copperfield Mines 

(NOCOMIN). 

In February 1991, Philippine National Oil Company, the disposition entity of PNOC Coal, 

entered into a negotiated sale of two of the latter's 17 coal projects for P211.3 million with DMC 

Construction Equipment Resources, Inc. The two projects--located in Junction Open-Cut, Surigao 

del Sur and Mekoupe, Surigao del Sur-were offered at a combined indicative price of t25.7 
were

million. Another 13 coal projects had previously been bidded out, but all these 

Plans to offer these projects again for sale are being considered.unsuccessful. 

a 30% equity interest in UBP in March. This
The Social Security System (SSS)sold 

disposition was among the most-awaited privatization transactions of the year. The Government 

had already effected an earlier partial disposition of its interest in the bank in 1988, when the Land 

Bank of the Philippines sold its 40% shareholding for 12518.6 million. The SSS's partial divestment 

in March involved the sale of 2.1 million shares of UBP's common stock at a minimum bid price 

of i2232.32 per share. Two investor groups successfully acquired the shares through a public 
an average of P236.00 per share. This

bidding for a combined price of P493.5 million, or 
Insular Life Assurance 

average bid represented a 2% premium over the minimum offer price. 


Company Ltd. purchased a 20%.equity stake in the commercial bank, while the remaining 10%
 

interest was awarded to Ramcar Inc.
 

The Department of Agriculture offered NASUREFCO's Bukidnon refinery for sale to 
The asset was awarded to Eastern

investors also in March at a base price of P360.5 million. 


Sugar Corporation Limited, a Hong Kong-based firm, for its bid of P380 million. This represented
 

a5% premium over the base price. With the sale of its Bukidnon facility, NASUREFCO is now
 

left with two more refineries--located in Batangas and Iloilo-for disposition.
 

NOCOMIN effected three partial dispositions of its physical assets in 1991 amounting to 

P2.5 million. These dispositions occurred in May (P300,000), September (P1.9 million) and 

October (12300,000). Inclusive of these dispositions, partial sales of NOCOMIN's assets effected 

from 1987 to 1991 amounted to P 164.8 million, or approximately 20% of NOCOMIN's total asset 

The disposition entity for this GOCC is the National Development Company (NDC).
value. 

A tabulation of the GOCCs which were fully and partially sold during the year is presented 

InTable 1. 

In December, the National Government offered for sale 67% of the share of Philippine 

By year-end three bidding groups had been pre-qualified and were conducting due
Airlines. 

The actual bidding took place on January 30, 1992.diligence on PAL. 
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T LABLE:1'.; 0CCDispositions in 1991'-: . ". .. .__. . " " ;.C 

Indicative 
Sale /Minimum 

Disposition Price Price 

GOCC Entity (PMM) (iPMM) Buyer 

FULL DISPOSITIONS 

Philippine Plaza Holdings, Inc GSIS 1,500.0 1,500.0 Allied Kajima,Ltd. 

Mindeva Refrigeration Ind, Inc. PMS 6.3 6.0 Totco Credit Corporation -' 

Republic Planters Bank APT 150.0 150.0 Philippine National Bank 

PARTIAL DISPOSITIONS 

Union Bank of the Philippines SSS 493.5 485.6 Insular Life Assurance Co., 
Ltd.; Ramcar, Inc. 

National Sugar Refineries Corp. DA 380.0 360.5 Eastern Sugar Corp.. Ltd. 

PNOC Coal Corporation PNOC 11.3 5.7 DMC Construction 
Equipment Resources, Inc. 

Negros Occidental Copperfield 
Mines NDC 2.5 2.5 various parties 

TOTAL 2,543.6 

TransferredAssets Sold 

The sale of TAs is undertaken by the APT. These assets are usually disposed of through 
one of three methods, namely, (1)a public bidding, (2) a negotiated sale, or (3) a direct debt buy

out. Public bidding and negotiated sales nre normally employed in selling off TAs in physical 

form, such as real estate, machinery and equipment, and other physical assets. At least two 
qualified bids have to be submitted for a bidding to be considered successful. In cases where 
only one or no bid is tendered, or when none of the bids meets the minimum price, the bidding 
is deemed a failure. A negotiated sale may follow a failed bid. 

The direct debt buy-out (DDBO) is another mode of asset disposition applicable to TAs, 

usually limited to financial form assets (such as loan obligations and receivables). A DDBO is only 

allowed if the financial form TA is to be retrieved by the debtor company itself. 

Unlike the disposition of GOCCs, the net proceeds derived from the sale of TAs are 
remitted to the National Treasury. There were 63 TAs disposed of by the APT in 1991, generating 
sales of P4.23 billion. Of these TAs, 39 were fully sold for a total value of P4.09 billion, while 

another 24 were partially sold for a combined value of P 140.5 million. Table 2 lists the fully and 
partially disposed TAs sold by the APT in 1991. 
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TABLE2. ;Trnsfdrred:Assets.Soli 1W,.99-1;'. 
1 1SALE PRICE MANNER OF 

TRANSFERRED ASSET GFI (Million Pesos) DISPOSAL BUYER 

A. FULLY SOLD _____ _____________ 

1 Agretronics, Inc. DBP 0.9 Negotiated Pacific Resources Corp. 

2 Alinsu Group of Companies DBP 8.1 Bidding Alinsu Steel Corp 

3 
4 
5 
6 

Apparel Worldwide 
Argonaut Mineral Exploration 
Cagayan de Oro City 
Central Azucarera de Pilar 

PNB 
PNB 
DBP 
DBP 

0.3 
1.0 

12.7 
60.5 

Negotiated 
Negotiated 
Negotiated 
Negotlated 

Pangilinan General Merchandise 
Immanuel Coal Inc. 
Cagayan de Oro City 
La Filipina Uy Gongco Corp. 

7 Club Solviento, Inc. DBP 15.4 Negotiated Ekson Realty & Dev't Const. 

8 
9 

Eastern Visayas Telephone Co. 
First Philippine Holdings Corp. 

PNB 
DBP 

84.7 
730.6 

DDBO 
Negotiated 

Eastern Visayas Telephone Co. 
Land Bank of the Philippines 

10 Government Service Insurance System DBP 0.0 Negotiated* 

11 Hotel Mirador, Inc. DBP 132.0 Negotiated VHF Philippines, Inc. 

12 
13 

Integrated Circuits 
Interland Chemicals la , 

DBP 
PNB 

0.1 
83.0 

Negotiated 
Negotiated 

Reynaldo Diaz 
Interland Chemicals 

14 Lederloide Products PNB 1.2 Negotiated Mikuni International Corp. 

15 Mabalacat, Pampanga DBP 16.7 Negotiated Mabalacat, Pampanga 

16 Marbella Club (Manila) PNB 237.2 Negotiated Marc RichlPHIBROS 

17 
18 
19 

Mayon Telephone Corp. 
Mejia, Cirilo & Milagros 
Meralco Foundation Inc. 

DBP 
DBP 
DBP 

15.4 
11.0 

1,913.3 

DDBO 
Bidding 
DDBO 

Mayon Telephone Corp. 
Match Well Commercial Inc. 
Meralco Foundation Inc. 

20 
21 
22 

Mindanao Plywood Corp. 
Mirad Multifoods, Inc. 
Misamis Oriental Rural Electric Co. 

DBP 
DBP 
DBP 

37.0 
6.4 

20.9 

Negotiated 
Bidding 

Negotiated 

ETE Enterprises 
Countryfair Food Corp. 
Misamis Oriental Rural Electric Co. 

23 
24 
25 
26 

Municipality of Mariveles, Bataan 
Municipality of Tarlac 
Orma Industries Corp. 
Pamintuan Ent., Inc. 

DBP 
DBP 
DBP 
DBP 

25.3 
46.1 

6.0 
23.0 

Negotiated 
Negotiated 
Negotiated 
Negotiated 

Municipality of Mariveles, Bataan 
Municipality of Tarlac 
DKC Industrial CorplMaster Color 
Pamintuan Ep!., Inc. 

27 
28 
29 

Passi Sugar Central, Inc. 
Peggy Mills 1b 
Philippine Blooming Mills \c 

PNB 
DBP 
PNB 

211.2 
149.2 

2.1 

DDBO 
Negotiated 

Bidding 

Passi (Iloilo) Sugar 
Peggy Mills 
Sovena Diesel Parts Supply 

Jz



TRANSFERRED ASSET 
30 Philippine HI-Standard 
31 Phil. Integrated Leather 
32 PNB Complex Id 
33 San Fernando, Pampanga 
34 Southwest Cargo Shipping, Inc. 
35 Tropical Philippine Wood Industries, Inc. 
36 Universal Cement Corp. 

37 Visayan Box Factory 
38 Wright Patterson 

39 Zamboanga Alta 

Subtotal 
B. PARTIALLY S61-13 .: .. : .... 

1 Achievers Const. & Dev't Corp. 
2 Alfa Foods 

3 American Phil. Fiber Ind., Inc. 

4 Basay Mining Corp. (A) 

5 Basay Mining Corp. (B) 


6 Central Santos Lopez 

7 Computer Electronics 

8 Dacongcogon Sugar & Rice Mill 

9 Delta Motors Corp. 


10 Durano Trading Corp. 

11 D. B. Teodoro Dev't Corp. 

GFI 
DBP 
DBP 
PNB 
DBP 
DBP 
DBP 
DBP 
DBP 

DBP 
DBP 

DBP
DBP 

PNB 

_ _4, 

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

DBP 
DBP 
DBP 
DBP 
PNB 

PNB 

DBP 
DBP 
PNB 
PNB 
PNB 

DBP 

PNB 

PNB 

SALE PRICE 
(Million Pesos) 

5.5 
14.0 

1.2 
30.0 
10.9 
0.1 

42.1 
108.7 

3.8 
0.7 

0.1 
0.9 

22.0 

091.3 

0.8 
0.3 
1.1 
2.5 
0.1 

27.0 

0.9 
0.2 
0.0 
1.0 
9.9 
3.3 

5.7 

26.3 

MANNER OF
 
DISPOSAL 

Negotiated 
Negotiated 
Negotiated 
Negotiated 
Negotiated 
Negotiated 
Negotiated 

Bidding 


Negotiated 

Negotiated 


Bidding

Negotiated 


Negotiated 


Bidding 

Negotiated 


Bidding 

Bidding 

Bidding 


Negotiated 


Negotiated 

Bidding 


Negotiated" 


Bidding 

Negotiated 

Negotiated 


Negotiated 


Bidding 


BUYER 
ECE Realty & Dev't Corp.
 
Hsing Nan Tannery (Phils), Inc.
 
Central Bank of the Phils.
 
San Fernando, Pampanga
 
Southwest Cargo Shipping, Inc. 
Reynaldo Diaz
 
Lloyds Richfield Management Co.
 
Lloyds Richfield Management Co.
 
Dugenios family
 
Dept. of Agrarian Reform 
Virginia Chua
 
Alfredo Paguio
 
Sakata Mindanao Traders, Inc. 

Achievers Const. & Dev't Corp.
 
Fibertex; Van Melle
 
Mike Junkshop
 
F.F. Cruz; Emmanuel Caballero 
F.F. Cruz; Petri Trading; 

Emmanuel Caballero
 
Bacolod Metal Corp.; Renato
 

Baltazar; Arcam & Co.
 
Reynaldo Diaz
 
Ruben Nepomuceno
 
Jorge Algarme; Dacongcogon Prod.
 
R.R. Prats Ent.; Pacific Frontiers 
various 
Mahayhay Home Settlers Association; 
Antonio Baysa; Nestor Geronimo
 
various
 

ivarious 



SALE PRICE MANNER OF 
TRANSFERRED ASSET GFI (Million Pesos) DISPOSAL BUYER
 

12 D. G. Sanchez Coal Mines DBP 4.4 Bidding Charles Mancao
 
13 Golden Country Farms, Inc. (A) DBP 2.3 Negotiated AFI International; Roberto J. Cruz
 
14 Greater Manila Land Corp. DBP 0.0 Negotiated* Larry Pamin; Fernando de Guzman;
 

Willie Maranan 

15 Marinduque Mining & Industrial Corp. 	 PNB 3.2 Bidding Abella Metal Craft 
16 Merchants Investment Corp. 	 DBP 1.2 Negotiated Redentor Romero
 

DBP 2.7 Bidding Bryan Villanueva
 

17 Oriental Media, Inc. 	 PNB 0.6 Negotiated Focus Phils., Inc.; Evelyn Tiongco; 
I 	 Prutas Pilipinas 

18 Panay Railways 	 DBP 2.6 Bidding various
 
DBP 2.6 Negotiated various
 

19 Paragon Paper Industries, Inc. 	 DBP 0.1 Negotiated Pantilo Vergara
 
DBP 1.8 Bidding Mike Junkshop; Labrador Realty
 

-. __Development 	 Corp. 

20 Philippine Knitting Mills, Inc. DBP 1.5 Negotiated Amador Buenaceda 
21 Selectra Electronics DBP 8.3 Bidding Homeowners Dev't Corp.; Prado & Sons 

Industries, Inc.
 

22 Sta. Clara Lumber DBP 26.5 Negotiated Nordy Diploma Company
 

23 Tropical Phil. Wood Ind., Inc. DBP 0.2 Negotiated Reynaldo Diaz
 

24 United Cathay Industries DBP 3.3 Negotiated Rodrigo Campos
 
Subtotal 	 140.5 

ITOTAL --	 1231 * 

This consisted of National Government guarantees on GSIS loans from DBP. These lcans have since been paid.
 

'a Sale price Is P 21,000.00 only
 
* Sale price is P 8,000.00 only 

la Interland Chemicals had already submitted its bid deposit to the APT. As such, APT considered It a sold asset.
 

1b This reflected the prepayment of Peggy Mills' lease contracts with DBP.
 
\c The sale was the last partial disposition of PBM's physical assets, culminating in its full disposition.
 
Id This reflected the sale of minor physical assets of the PNB Complex to the Central Bank of the Philippines.
 

http:8,000.00
http:21,000.00


ACCOMPLISHMENTS OF THE PRIVATIZATION PROGRAM FROM INCEPTION TO DATE 

Since its inception, the Government's privatization program has been able to dispose of 
336 accounts consisting of 266 TAs and 70 GOCCs. The cumulative gross revenues from the 
sale of these assets amounted to P37.15 billion. TA sales by the APT accounted for P28.25 
billion, while GOCCs contributed P8.9 billion. 

GOCC Dispositions From Inception To Date 

There were 122 GOCCs approved for privatization by the Government, of which 85 have 
been offered !or sale and 70 actually disposed of or approved for dissolution to date (Figures 1 
and 2). The combined value of the 85 GOCCs offered for sale represented 62% of the total asset 
value of the GOCCs identified for privatization. A breakdown of these GOCCs for the five-year
period 1987 until 1991 is presented below in Table 3. Detailed tabulations by individual GOCC 
and by disposition entity are shown in Exhibits 1 to 4. 

TABLE 3. GOCCs Disposed Of Or Approved For Dissolution, 1987-1991 

Percent 
Number of Total 

Fully sold' 
Partially soloP 

27 
25 

22.1% 
20.5% 

Approved for dissolution 18 14.8% 

Total GOCCs disposed 70 57.4% 
Remaining GOCCs approved for prlvatization 52 42.6% 

Total GOCCs approved for privatization 122 100.0% 

There were 15 GOCCs which were fully disposed at apremium over their indicative prices.
Thus far, the P168 million sale of National Marine Corporation by NDC fetched the highest
premium, at 66% over the P101 million indicative price. Another GOCC, Usiphil Inc., was also 
sold by NDC for P35.5 million, or 63% over its P21.8 million Indicative price. Other accounts 
which were disposed of at premium prices include National Stevedoring & Lighterage (39%),
Maunlad Saving & Loans Association (17%), and Marina Properties (17%), the last sold for RP1.78 
billion. Five GOCCs were sold at par with their indicative prices. A comparison of the selling and 
indicative prices of GOCCs is presented in Table 4. 

1Including four GOCCs'sold prior to the creation of the COP.
 
2Includes nine subsidiaries of the Philippine National Bank (PNB) and two subsidiaries of Union Bank of the
 

Philippines (UBP) sold with their respective parent companies. 
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TABLE 4. 	Comparison of Selling Prices Of Disposed GOCCs Versus Indicative Prices 

(1987-1991) 

No. of GOCCs 

Sold over Indicative price 15 
Sold at par with Indicative price 5 

Sold below Indicative price 3 

23Total 

Average premium 	 11% 

and partial GOCCTable 5 summarizes the gross revenues collected from the full 

ispositions effected from 1987 until 1991 while Exhibit 5 presents disposition revenues by GOCC 

n a year-to-year basis. 

Gross Revenues From Full and Partial GOCC Dispositions, 1987-1991TABLE 5. 
1990 1991 TOTAL1987 1988 1989 

Values (in Million Pesos) 
Full dispositions 
Partial dispositions 

65,7 
543.2 

2436.7 45.3 
718.6 1,841.4 

64.7 
65.2 

1,656.3 4,856.7 
887.3 4,055.7 

Total Revenues I 3 1 129.,..543.6 8,9124 

Number of GOCCS 
Full dispositionsP 
Partial dispositions' 

9 
5 

5 
5 

3 
4 

7 
7 

3 
4 

27 
25 

Summaries of the remaining GOCCs for privatization classified by disposition entity, as well 

isthe respective contact person in each disposition entity, are presented in Exhibits 9 and 10. 

rransferredAssets Sold FromInception To Date 

There were 266 TAs disposed of by the APT as of year end 	1991, representing almost 
Sales revenues generated

37% of APT's original portfolio of 399 accounts (Exhibits 6 and 7). 


rom TA dispositions by the APT amounted to P28.25 billion, which is 13% more than the APT's
 

Driginal target of P25 billion for its entire five-year term. Full TA dispositions generated P26.69
 

billion, while partial TA dispositions accounted for P1.57 billion. Proceeds amounting to P 11.80
 

3The figure for full GOCC dispositions for 1987 includes the four GOCCs sold prior to the creation of the COP. 

4This count reflects the number of partial dispositions undertaken on a year-to-year basis. The five-year total 

reflects some double-counting, inasmuch as some GOCCs undertook partial sales in two or more years during the 

rive-year period. 
9 



billion from these dispositions were remitted to the National Treasury for the Comprehensive 
Agrarian Reform Program (CARP). Additional proceeds of P6.14 billion from GFI collections and 
other income were also remitted to the National Treasury during the five-year period. APT gross 
revenues and remittances for the five-year period 1987-1991 from TA dispositions are shown in 
Table 6. 

TABLE 6. APT Gross Revenues and Remittances From TA Dispositions, 1987-1991 

(InBillion Pesos) 

1987 1988 1989 1990 1991 TOTAL 

Revenues 
APT/GFI Sales 
GFI Collections 

3.83 
2.94 

3.70 
0.97 

1.99 
0.69 

14.50 
nil 

4.23 
nil. 

28.25 
4.60 

Other Income 0.01 0.49 1.51 0.89 0.86 3.76 

Total Revenues 6.78 5.16 4.19 15.39 5.09 36.61-

Remittances 
APT/GFI Sales 0.80 3.58 2.23 255 264 11.80 
GFI Collections 0.38 1.16 0.58 0.18 0.08 2.38 
Other Income 0.01 0.49 1,51 0.89 0.86 376 

Total Remittances 1.19 5.23 4.32 3.62 358 17.94 

There are 133 TAs remaining inthe APT's portfolio which remain undisposed due to 
various reasons. These TAs are classified as financial, physical or equity form assets. The 
financial TAs total 93, while the physical and equity TAs number 25 and 15, respectively. Among 
the reasons for their non-disposal are ongoing court litigations and other legal impediments, and 
a lack of interested buyers. A list of the remaining TAs for disposition by the APT is presented 
in Exhibit 8. 

PROGRAM EXTENSION 

Pursuant to the provisions of Proclamation No. 50 of 1986, the tenure of the major 
Implementing entities of the privatization program, the COP and the APT, should have expired on 
December 8, 1991. Cognizant of the vital privatization activities that need to be completed, 
however, the Philippine Congress enacted Republic Act No. 7181. This legislation provides for 
the extension of the term of the COP and the APT from December 8, 1991 to August 31, 1992 and 
thereafter may be again extended by the President for a period not exceeding 16 months. 

R.A. 7181 contains additional provisions in the sale of government assets. Most significant 
among these provisions is that requiring all assets to be sold only for cash. Pursuant to the 
provisions of the Comprehensive Agrarian Reform Law (R.A. 6677), however, Land Bank bonds 
may still be an acceptable form of payment for TAs. In addition to the provision limiting payments 
to cash or Land Bank bonds, there are other conditions in R.A. 7181 which may also be found 
restrictive in nature, such as those pertaining to labor issues, the offering of assets to small 
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The second public offering of PNB's shares is targeted for March 1992. PNB intends to 
sell at least 10% of its shares during the March stock offering. An additional 11 %Is expected to 
be offered for sale, also within 1992. PNB's shares have registered an encouraging historical 
performance since the successful 1989 initial public offering (IPO) of 30% of the bank's capital 
stock. The issue, which amounted to 121.8 billion, was the largest IPO at the time. The 
government will be reduced to aminority ownership position of 49% in PNB after the subsequent 
1992 offerings. 

The PhilippineEquities Market 

The past two years witnessed a proliferation of new equity issues brought to market 
There were eight IPOs undertaken in 1990, beginning with the offering of Kuok Philippines 
Properties, Inc. (KPPI) in February of that year. This was followed by the IPO of Sanitary Wares 
Manufacturing Corporation (Saniwares) and Manila Bulletin Publishing Company in March, Metro 
Drug, Inc. (Apri), and Mabuhay Holdings Corporation (June). KPPI's P-1.0 billion IPO was 
considered the largest single issue for the year and, together with the subsequeiii Saniwares 
offering, served to test the stock market's absorptive capacity for sizeable stock Issues. Both 
KPPI and Saniwares were the only oversubscribed issues among the IPOs launched in 1990. 

The series of new equity offerings continued in 1991 with more corporations entering the 
market, including the IPO of First Lepanto Corporation in February that year. After this were those 
of Interphil Laboratories (March), RFM Corporation's rights offering (April), and Shangri-La 
Properties, Inc. (SLPI) and Ayala Land, Inc. (ALl) in May. Three offerings were launched in June, 
namely, JR Garments, Inc., Mariwasa Manufacturing, Inc., and Saztec Philippines, Inc. Far East 
Bank and Trust Company undertook a secondary offering in October, and the long-delayed IPO 
of the Manila Electric Company (Meralco) was finally undertaken in December 1991. Meralco's 
122.6 billion issue was the largest yet to enter the stock market, surpassing PNB's P1.8 billion and 
ALI's 122.5 billion issues. The power distribution company's listing on the Makati and Manila 
Stock Exchanges in January 1992 proved successful, with its share price closing at a premium 
over the offer price. As of the writing of this document, Meralco's stock continues to trade at a 
premium on the two exchnges. 

Only a few of the abovementioned equity issues were oversubscribed during their offering 
periods, suggesting the domestic capital market's limited capability to absorb a continuous, and 
sometimes simultaneous, offering of large equity issues. Both KPPI and Saniwares were deemed 
attractive issues and introduced when market competition was minimal, but seemed large enough 
to consume asubstantial portion of the market's liquidity .t the time. Successive offerings, while 
smaller in size and also possessing good fundamentals, were not fully subscribed. The poor 
performance of KPPI at the exchanges after the offering period may have prevented its initial 
subscribers from selling their holdings and shifting to the subsequent offerings. This not only 
serves to confirm the limitation of the local equities market, but also the prevalence of subscribers 
with an orientation towards short-term investments. 

The almost simultaneous offerings of SLPI and ALl in 1991 resulted in the former's 
undersubscription. ALI's P2.5 billion issue, which was heavily sought after by investors, appeared 
to have had a draining effect in the liquidity of the capital market. Again, this situation supported 
the notion about the limited absorptive capacity of the local equities market. While it may also be 
that the underperformance of SLPI was due to pure investor preference and the uncertainty 
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spawned by the Mt. Pinatubo eruption, the good fundamentals of the SLPI issue nevertheless 
suggest that such an outcome was largely due to investors' commitment of funds to the more 
attractive ALI IPO. Perhaps in a larger equities market the two issues could have attracted 
sufficient investor interest in spite of their simultaneous offering. 

The privatization plans of PNB, NSC and the Manila Hotel all involve the potential sale to 
the general investing public of a portion of the shares for disposition. Preliminary signals for 1992 
indicate the possibility of an improved market performance during the first semester, considering 
the listing of Meralco, the sale of PAL and the anticipated second public offering of PNB. 
Notwithstanding this expectation, the local stock market's past experiences with successive, let 
alone simultaneous, offerings of large equity issues must be considered in determining the proper 
timing and spacing of the offerings. 

While the sale of these shares is not limited to Filipino investors, the limitation on foreign 
participation in Philippine companies still constrains access to foreign equity funds. This has been 
partially addressed by the passage of the Foreign Investments Act of 1991. Under the Act, the 
ceilings on foreign participation in specific industries have been modified to allow for increased 
equity investments by foreign nationals. However, foreign equity participation in strategic and 
other targeted industries will still be restricted to those levels stipulated in the Philippine 
Constitution. 
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APPENDIX V
 

List of Persons Interviewed
 



LIST OF PERSONS INTERVIEWED
 

DEPARTMENT OF FINANCE (DOF) 

1. 	 Ms. Juanita D. Amnatong 
Undersecretary, Corporate Affairs Group 

2. 	 Mr. Romeo L. Bernardo 
Undersecretary, International Finance Group 

3. 	 Ms. Crisanta S. Legaspi 
Director IV, Privatization Office, DOF and 
Executive Officer, Committee on Privatization 

4. 	 Ms. Eleanor dela Cruz 
Director IV, Corporate Concerns Office, DOF and 
Secretariat Head, Government Corporate Monitoring & Coordinating 
Committee (GCMCC) 



TECHNICAL COMMITTEE ON PRIVATIZATION
 

1. 	 Ms. Juanita D. Amatong
 
Undersecretary, DOF
 

2. 	 Ms. Crisanta S. Legaspi
 
Director IV, Privatization Office, DOF
 

3. 	 Mr. Josefino R. Angeles 
Director, Department of Budget & Management 

4. 	 Ms. Margarita Songco 
Director, National Economic & Development Authority 

5. 	 Atty. Melpin Gonzaga 
Asst. Chief State Counsel
 
Department of Justice
 

6. 	 Ms. Sotera C. Umali 
Asst. National Treasurer, Bureau of Treasury 

7. 	 Mr. Virgilio Tatlong-hari 
Asst. National Treasurer, Bureau of Treasury 

8. 	 Ms. Cathy Molas 
Representing Atty. Jose Mari P. Trenas 
General Manager
 
National Development Company
 



DISPOSITION ENTITIES 

1. 	 Asset Privatization Trust (APT) 
Atty. Ramon T. Garcia 
Chief Executive Trustee 

Mr. Juan W. Moran 
Associate Executive Trustee 

2. 	 National Development Company (NDC) 
Atty. Jose Mar Trefias 
Officer in-Charge 

3. 	 Philippine National Oil Company (PNOC) 
Mr. Fredesuendo G. Ong 
Vice President/Controller/Treasurer 

Ms. Wilma G. Rodriguez 
Planning Manager 

-a



GOCCs/TAs
 

1. 	 Mr. Edgardo del Fonso
 
Chief Financial Officer
 
Philippine Airlines
 
(Former Managing Director of ICCP)
 

2. 	 Mr. Gerundio C. Maduefio 
Manager 
Southern Philippines Development Authority 

3. 	 Mr. Arthur N. Aguilar 
Former Chairman 

Maricalum Mining 
Nonoc Mining 

4. 	 Mr. Edgardo C. Crisostomo
 
Conservator
 
North Davao Mining Corporation
 

5. 	 Ms. Louella E. Sanchez 
Bank Executive Officer 
Philippine Amanah Bank 

6. 	 Mr. Alberto J. Arevalo, Jr. 
Administrator 
Light Rail Transit Authority 

7. 	 Mr. Florendo R. Garcia, Jr. 
Vice President 
Cultural Center of the Philippines 

Mr. Rolando S. Narciso 
President & Chief Operating Officer 
National Steel Corporation 

.4
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OTHER GOVERNMENT AGENCIES
 

A. 	 Department of Public Works & Highways (DPWH) 

1. 	 Mr. Teodoro Encamacion
 
Undersecretary
 

2. 	 Ms. Chona Dimayuga
 
Executive Director, Toll Regulatory Board
 

3. 	 Mr. Godofredo Galano
 
Project Manager iM,Urban Roads Projects Office
 

4. 	 Mr. Emerson L. Benitez 
Legislative Liaison Specialist 

5. 	 Mr. Saviniano M. Perez, Jr. 

BOT Legal Specialist 

B. 	 Department of Transportation and Communications (DOTC) 

1. 	 Mr. Ramon Dumaual 
Project Director, Transportation Program Management Office 

2. 	 Mr. Jorge Bernardo 
Deputy Commissioner, National Telecom Commission 

C. 	 Coordinating Council for the Phil. Assistance Program (CCPAP) 

1. 	 Mr. Rogelio Singson 
Undersecretary 

D. 	 Office of Energy Affairs (OEA) 
Ms. Flordeliza Andres 
Director, Planning Services 

Ms. Marcia Gesmundo 
Division Chief, Energy Supply Division 



IQCs 

1. 	 SGV Consulting
 
Ms. Cynthia A. Manlapig
 
Partner
 

Ms. Ma. Aurora Geotina-Garcia 
Partner 

2. 	 Joaquin Cunanan & Co.
 
Mr. Jose P. Lavares, Jr.
 
Managing Principal
 
Management Consulting Services
 

3. 	 Carlos . Valdes & Co.
 
Ms. Minda 0. Ledesma
 
Partner
 

4. 	 AYC Consultants, Inc. 
Mr. Peter L. Wallace 
President
 

5. Investment & Capital Corp. of the Philippines 
Mr. Rommel M. Leuterio 
Vice President 

Ms. Maria Paz K. Fabella 
Assistant Vice President 

6. International Privatization Group/Price Waterhouse 
Mr. Edgar Harrell 
Director, Finance & Administration 

Ms. Peggy Norgrin
 
Manager
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DONOR AGENCIES 

USAID PHILIPPINES 

1. 	 Mr. Bruno Cornelio 
Chief, Private Enterprise Support Office (PESO) 

2. 	 Mr. Dario J. Pagcaliwagan 
Project Management Specialist, PESO 

ASIAN DEVELOPMENT BANK 

1. 	 Mr. Yamamura
 
Deputy Director
 
Private Sector Development
 

2. 	 Mr. Arvind Mathur
 
Merchant Banking Specialist
 

INTERNATIONAL FINANCE CORPORATION 

1. 	 Mr. S. Rajkumar
 
Investment Officer
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APPENDIX VI
 

Copies of Questionnaires Used By the Evaluating Team 

a. Sample letterto interviewees 
b. Questionnaire/agendafor discussion with USAID/PESO 

c. Questionnaire/Agendafor discussion with DOF 
d. Questionnaire/Agendafor discussion with DEs 

e. Questionnaire/Agendafor discussion with GOCCs & TAs 
f. Questionnaire/Agendafor discussion with IQCfirms 



SAMPLE LETTER TO INTERVIEWEES 

INTRADOS, WASHINGTON/PUNONGBAYAN AND ARAULLO, MANILA 

July 8, 1992 

Atty Ramon T. Garcia 
Chief Executive Trustee 
Asset Privatization Trust 
BA Lepanto Building 
Paseo de Roxas, Makati 

RE: Evaluation Study- USAID Privatization Project 

Dear Atty Garcia, 

Further to Undersecretary J. Amatong's letter to you on the above mentioned subject, we* 
would like to furnish you attached an agenda of the various points we would like to discuss 
with you and/or your staff during our scheduled meeting this week. 

We would appreciate if this questionnaire/agenda is completed and handed over to us at the 
time of our meeting. 

Thank you very much for your cooperation. 

Baljit S. Vohra 
Team Leader 



FINAL EVALUATION OF THE USAID-FINANCED PRIVATIZATIONI L PROJECT 

QUESTIONNAIRE FOR THE PRIVATE ENTERPRISE SUPPORT OFFICE (PESO),
 
USAID/MANILA
 

IntradoslPwnongbayan& Araullo have been contractedby your office to conduct thefinal
 
evaluation of the USAID-financedprivatizationproject. In orderto conduct aperformance
 
review, we would be eagerto have your views on the questions we ar raisingbelow. The
 
evaluationis aimed at evaluatingprojectperformanceandmalng recommendationsfor the
 
design ofa follow-on project. Thank you very much in advanceforyour cooperation.
 

1. Were the USAID mission's outputs designed to meet the government's goals as stated by
 
it under its policy on privatization
 

2. The elements of the project paper defined the key inputs that the project would address to 
achieve the objectives set in the paper. Were all these elements duly addressed, and taken into 
account. 

3. What parts of these elements were the most used and what was it that was least considered. 
Explain the reasons for the emphasis on one over the other 

4. During the course of the project was there an exchange of implementation letters between 
DOF/COP and the mission regarding the modification of the project paper goals 

5. Do you agree with the project elements of the project paper. Were these realistic given the 
time and budget constraints, if any. If not, please explain? 

6. Has a diagnostic framework for project personnel use in identifying the potential opportunities 
for sequencing and timing of assistance to the various beneficiaries been designed and used in 
the conduct of privatization assistance assessments 

7. Was it possible to carry out the tasks of the project paper in a coherent and effective manner 

8. In your opinion, were the demand requirements for accomplishing each of the tasks 
adequately met by the resources that were available under the aegis of the project? If not, 
identify any additional resources needed to accomplish these tasks 



9. Has there been effective collaboration between project personnel and the participating IQC 
firms to provide strategic guidance towards meeting the project goals as well as carrying out 
each of the project's main objectives 

10. Were there problems associated with effective implementation of the project as an 
AID/Manila activity, with its own goals and objectives, while also serving the needs of the 
Philippines/Dept. of Finance and the ultimate beneficiaries 

11. How well was the project organized to implement the mission's strategy 

12. How well was the project's organizational structure adapted to implement its strategy 

a) How effectively were the responsibilities divided 
b) Did the job positions match their responsibilities 

c) If available, please provide an organizational and functional chart for the division of PESO 
office handling the Privatization Project 

13. To what extent did the project carry out its overall strategy. Specifically, 

a. How effectively did you control the work of your staff and the subcontractor, i,.e. the IQC 
finns 
b. Did the IQC firms effectively and efficiently manage their contract responsibilities 
c. How was the selection process for the IQC firms initiated. Please describe how the following 
was carried out: 

i. IQC pre-qualification process 
I. IQC contract award process 
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d. What were the contract values of technical assistance given to the IQC firms. We would need 
the following information: 

Amount Scope of Work and level of assistance provided 
Strategy Infmn./data Valuation/ Opn. Studies Others 

(Indicate amounts mgt. Marketing 
below) 

Highest amount
 
Lowest amount
 
Average amount
 
Modal amount
 

e. Were all the IQC firms actively involved in carrying out the respective assignments, or were 
there only 1-2 that did almost all the work 

f. Has the USAID privatization project office, during the course of this project, using any
ongoing internal evaluation mechanisms fOT gauging performance of the IQC firms 

g. Specifically, mention 1-2 key areas of expertise that you found in each of the IQC firms that 
participated in this project 

h. Were there any major problems with the 'bove in the execution of the assistance activity to 
the beneficiaries. Were there any inherent weaknesses/lack of a particular functional/sectoral
expertise that you found as missing in these firms 

14. What have been the major obstacles to progress towards achieving the project's objectives 

15. Has this project integrated well with other private sector initiatives of your office/mission
and does it point to possible new areas for mission involvement 

16. Please describe the list of other mission programs/sub-programs now being implemented or 
contemplated for future implementation which can be supportive of the Privatization project.
Also indicate the amounts earmarked for each of these programs 

17. Ifavailable, please provide the organizatio?,al and functional charts of other USAfD entities 
which provide staff support or may have current or future synergistic/complementary support 
to the privatization project. 

18. Has the work of the USAID project demonstrated satisfactory progress in advancing 
privatization in the Philippines 
Specifically, to what extent has the assistance provided by it helped 

a. The primary privatization/disposition entities understand the process of privatization 
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b. The disposition entities and GOCCs become more interested and involved in privatization 
c. the government produce a more favorable climate to privatization through its efforts and also 
through some of the policy reviews carried out under the auspices of the project 
d. GOCCs and others understand what is involved in designing and implementing a privatization 
strategy 

19. Finally, in the follow-up project, what are some of the areas that USAID sees itself as 
assisting the Philippines government in. 

20. Until now, what has been the primary focus of the project in the area of training those 
responsible for implementing privatization. Is there a need for further specialized training 
programs as the future areas for privatization become more far-reaching and complex. 
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FINALL EVALUATIONOFE THE USAID-FINANCED PRIVATIZATIONI LPROJECT 

QUESTIONNAIRE FOR THE PRIVATIZATION OFFICE,
 
DEPARTM4ENT OF FINANCE
 

IntradoslPunongbayan& Araullo have been contractedby USAlIManila to conduct thefinal
evaluation of the USAID-financed privtizationproject. In order to conduct aperformance
review, we would be eagerto have your views on the assessmentof thisproject. The evaluation 
is aimedatassisting USAID in evaluatingprojectperformanceanddesigningafollow-onproject
that Wll be closely gearedto serve yourforthcoming needs. Thankyou very much in advance 
for your cooperation. 

1.In your opinion, how consistent are the objectives, goals, strategies in the mission's
privatization policy? How consistent are they between USAID and those of the government of 
the Philippines 

2. To what extent did the proiect's scope of work translate the Government's objectives into 
specific USAID project objectives and goals 

3. How did the project interpret its objective and goals. How did it interpret its scope of work 
as laid out under task elements of the project paper 

4. Was your office fully aware and in agreement with the project's interpretation of the tasks 
to be carried out 

5. Were the USAID mission's outputs designed to meet the government's goal as stated by it 
under its policy on privatization 

6. Were these output expectations realistic given the time and budget constraints, if any. If not, 

please explain 

7. Was the project's strategy approved by the government. 

8. At the time of approval were there any concerns that your office had about some of the task 
elements, and if so, how were they addressed. 

9. How well was the project organized to implement the mission's strategy 



10. How well was the project's organizational structure adapted to implement its strategy 

11. How effectively were the responsibilities divided 

12. Did the job positions match their responsibilities. 

13. To what extent did the project carry out its overall strategy, Specifically, 

a) How did the project control the work of its staff and the subcontractors 
b) How did the project deal with its subcontractors 
c) How did the project manage the long term projects, if any 

14. What has been the quality of the project's outputs 

15. How have the project's outputs compared to those foreseen by its strategy and the task 
elements. Specifically, 

i. The technical assistance provided by it to your office 
. Technical assistance to all the other beneficiaries- DEs, GOCCs, COP, and others etc. 

iii. How was the quality/quantity/timing of its output appreciated by all the recipients 
iv. How responsive was the project to the inquiries of all the clients 
v. Did the project personnel understand their needs and fulfill them 

16. Has the work of the USAID project demonstrated satisfactory progress in advancing 
privatization in the Philippines 
Specifically, to what extent has the assistance provided by it helped 

a. You and other primary privatization/disposition entities understand the process of privatization 

b. You, disposition entities and GOCCs become more interested and involved in privatization 
c. The government produce a more favorable climate to privatization through its efforts and the 
policy reviews carried out under the auspices of the project 
d. GOCCs and others understand what is involved in designing and implementing a privatization 
strategy 

17. Please indicate the various kinds of equipment, facilities, and staff made available to your 
office through the USAID project. Also illustrate the distribution of these resources to each of 
the beneficiaries (disposition entities, and others etc.) 

18. Has the software/hardware provided helped in streamlining the information flow in/between 
your office and in/between the various disposition entities. What kind of applications are being 
carried out through the software, etc. and illustrate the reports that are now being generated with 
such assistance. 
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19. What kinds of training programs were made available under the auspices of the project.
Please indicate the personnel and the agencies that availed these various training programs. }Iowhelpful have these programs been in helping the beneficiaries carry out their responsibilities
under the privatization program 

20. What were the various operational/policy studies carried out under this project. Ifpossible,
please provide a general statement of the scope of work for each of these studies 

21. Were the policy reviews for APT, COP and others initiated primarily by USAID project
personnel, or was there a strong interest on part of the beneficiaries in having the study and its 
recommendations 

22. Did these entities initiate actions to carry out the recommendations, and if not, what were 
the barriers 

23. Do you believe studies of this breadth and scope were useful or were they duplicative or 
overlapping with studies done by other 

24. How would you comment on the contracting procedure deployed by USAID for accessing
services of consultants that were provided to assist you. Was there a quick turnaround ofconsultants from USAID to help your beneficiaries, or did it take a long time to get the 
assistance. 

25. Please comment on the quality of assistance provided by the consulting forms that camethrough the USAID's IQC umbrella. Did they have all the capabilities that you were looking
for, or were there instances where the type of assistance was not available through any of them. 
How often did this happen. 

26. In the new project design, what kind of new areas do you see your privatization program
moving into, and what would you need the project to assist you in. Also, indicate the type of
functional expertise you would like to see as coming from this project. 

27. Does the privatization project, as it stands today, have the resources and the capabilities to 
answer to the changing needs of your offices 

28. Finally. on a scale of 1-5, how would you respond to the following. Note the weighting of 
the scale is as follows: 

A rating of I denotes-Excellent
 
A rating of 2 denotes-Very Good
 
A rating of 3 denotes-Satisfactory
 

A rating of 4 denotes-Fair
 
A rating of 5 denotes-Poor
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PROJECT CHARACTERISTICS NUMICAL RAING 
I. Responsiveness 

a. Ability to understand your needs 
b. Understanding of the technialities of the request 
c. T'meliness of the project's response to your query 
d. Quantity and quality of the response 

Average score (to be filled by the evaluating team) 

2. Relationship 
a. Level of interest from project personnel in your work 
b. Frequency of contact 
c. Level of communication 
d. Level of integration 

Average Score (to be filled by the evaluating team) 

3. Others 



FINAL EVALUATION OF THE USAID GRANT FOR PRIVATIZATION 

QUESTIONNAIRE/AGENDA FOR DISCUSSION WITH DISPOSITION ENTITIES 

Intrados/Pnongbayan& Araullo have been contractedby USAID/Manila to conduct thefinal
evaluation of the USAID-financedprivatization project. In order to conduct a performance
review, we would be eagerto have your views on the assessment of thisproject. The evaluation 
is aimedat assisting USAID in evaluatingprojectperformanceanddesigningafollow-on project
that will be closely gearedto serve yourforthcoming needs. We would appreciateyour giving
some thoughtsto the items below beforeourmeeting with you. We thankyou very muchforyour
cooperation. 

Questions for discussion: 

1. This questionnaire is aimed at seeking your opinion and comments on the quality of work
performed by consultants to assist you in the process ofprivatization. The Appendix enclosed 
at the end of this questionnaire indicates the type of assistance provided to your corporation or
transferred asset. Is this assistance indicative of all that you received through the USAID grant?

Yes: No: 

If the answer is no, please explain if there was anything extra that was provided, or not provided 
even though it is mentioned in the appendix. 

2. Did the consultants provided by the USAID grant adhere to the scope of work of the 
assignment in all of the assignments. 

Yes: No: 

If no, please explain 

3. For areas of privatization pertaining to strategy development and marketing, did the 
consultants provide a clear and practical implementation plan to the organization 

Very clear and practical: 
Somewhat clear and practical: 
Not clear and practical: 
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Comments: 

4. In the area of valuation, how realistic were the values recommended by the consultants-

Within the selling price range:
 
Well above the selling price range:
 
Well below the selling price range:
 

Comments: 

5. How would you rate the caliber and level of analysis upon which the implementation plans
 
and valuation methodologies suggested by the consultants were based
 
Excellent: V. Good: __ Good: Satisfactory:
 
Unsatisfactory:
 

Comments: 

6. What was the caliber of personnel provided to you to carry out the above mentioned
 
assignments
 
Excellent: V. Good: Good: Satisfactory:
 
Unsatisfactory:
 

Comments: 

7. How were the recommendations received by your organization. Did you initiate actions to 
adhere to all the recommendations as laid out in the report. 

Yes: No: 

If no, what were the barriers 

8. How useful were these studies in assisting you in carrying out the privatization of the 
corporations/assets. If not privatized yet, how useful will the USAID financed assistance be in 
helping you privatize the entity/asset being assisted. 

Very useful: Moderately useful:
 
Maybe useful: Less useful:
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Comments: 

9. How would you rate the time lapse between request for assistance and start-up?
30-60 days: 60-90 days:

More than 90 days:
 

Was the above acceptable Yes: No: 

Comments: 

10. How would you rate the time lapse between start-up and receipt of final report 

IStudies/Time in days-> 30-45 45-60 	 60-90 90 & more
1. Policy review studies 
1. Valuation Studies 
2. Privatization Strategy Study
3. Marketing Study 
4. Others 

Was this acceptable, if not, what would you have preferred: 

11. How would you comment on the contracting procedure utilized by USAID for accessing
services 	of consultants that were provided to assist you.


Simple: 
 Complicated:
Efficient: Inefficient: 
Short: Lengthy: 

Comments: 

12. Please comment on the quality of assistance provided by the consulting firms that came
through the USAID's IQC umbrella. 

Excellent: V. Good: Good:

Acceptable: 
 Unacceptable: 

Comments: 
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13. 	 Did these consulting firms have all the capabilities that you were looking for. 
Yes: No: 

If no, please mention instances where the type of assistance was not available through any of 
them. How often did this happen. 

Comments: 

14. How well has the assistance related to further streamlining the functioning of the 
privatization entity been. 

Extremely well: Very well: 
Moderately well: - Not that well: 

Comments: 

15. What has been the most useful contribution made to your entity by the assistance provided 
through USAID grant 

Categories of assistance/areas 	 Indicate, by placing a 
tick mark (/) 

Policy review. 
Privatization strategy 
Asset Appraisal 
Valuation (going concern) 
Marketing 
Others 

Please describe any specific contribution(s) that-was noteworthy 

16. What kind of reporting procedures, systems, internal capability, etc. have been developed 
as an outcome of the USAID assistance provided to you through commodities like computers, 
hardware, software, books, periodicals, etc. 
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Material Assistance Type 	 Indicate by a tick mark Changes
& Qty. if provided by USAID by way of 

t h i 
assistance 

provided
Computers 
Software
 

-for analysis
 
-for databases
 
-for reporting
 
-others
 

Books
 
Periodicals
 
Others
 

17. Has the USAID assistance enhanced your capability to undertake the various capabilities
required ofprivatization from prepartion to actual sale. Enumerate the activities where USAYD
assistance has enhanced your ability to do any or all of the following: 

Activities 	 Place a tick mark (/)
 
for those applicable
 

a. Valuation 
b. Due-diligence and auditing 
c. Legal audits 
d. Marketing 
e. Sale 

Comments: 

18. Have you accessed other forms of technical assistance made available through World Bank,
IFC, 	UNDP, ADB or others, relative to privatization 

Yes No: 

If yes, indicate the source and the type of assistance recei,ed 

Source Type of assistance 
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19. What was the reason for choosing assistance from these agencies over that provided through
 
the USAID project.
 

20. How would you rate assistance provided through USAID with assistance provided from other
 
agencies that might have helped you in your privatization efforts
 
Much better than others:
 
Slightly better than others:
 
Same as others:
 
Less better than others:
 

If it was less better than others, please explain why? 

21. If given an opportunity, would you once again use the technical assistance provided under 
this project 

Yes: No: 

22. What are some of the future needs that you see for your organization/entity/asset in carrying
 
out its privatization. What kind of assistance would you be looking at acquiring from USAID
 
in the future.
 
Please indicate by placing a tick mark against the areas that you would need assistance
 

Areas Indicate here Brief description 
by placing a (I) of need 

Legal 
Custodial Support 
Financial Restructuring 
Policy Studies 
Valuation 
Privatization strategy 
Marketing 
Industry specialists 
Investment bankers 
Others 

Comments: 
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23. Have any of your Caff attended workshops/training programs/conferences on privatization
to acquire some of the implementation skills necessary while undertaking a privatization effort. 

Yes: No:
 
If yes, indicate the programs attended
 

24.To help you address the remaining privatizations, and you other future needs, what kind of
skill would you and your employees be looking at acquiring in the near future 
Please indicate the skills: 

25. If given an opportunity, would you once again use the technical assistance provided under 
this project
 

Yes: 
 No: 

26. What are some ofthe future needs that you see for your organization/entity/asset in carrying
out its privatization. What kind of assistance would you be looking at acquiring from USAID 
in the future. 

27. Have any of your staff attended workshops/training programs/conferences on privatization
to acquire some of the implementation skills necessary while undertaking a privatization effort. 
What kind of skill would you and your employees be looking at acquiring in the near futire 
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FINAL EVALUATION OF THE USAID GRANT FOR PRIVATIZATION 

QUESTIONNAIRE FOR MAJOR CORPORATIONS/TRANSFERRED ASSETS 

Inmdos/Punongbayan& Araullo have been contracted by USAMIManila to conduct thefinal 
evaluation ofthe USAID grant on priitization. In order to conduct a performance review, we 
would be eager to have your views on the assessment of this project. The evaluation is aimed 
at assisting USAID in evaluatingprojectperformance and designing afollow-on project that will' 
be closely geared to serve yourforthcoming needs. We would very much request your assistance 
in completing the following brief questionnaire and reniing it to us no later than July 13, 
1992. Please call thefollowing as soon as theform is completed. 

Malu Untalan
 
Punongbayan & Araullo
 
Tel. 810-9741
 

We appreciate your allocating some time to this questionnaire and we thankyou very much for 
your cooperation. 

Name of the institution: 
Disposition entity: 

1. Did the consuitants provided by USAID grant adhere to the scope of work of the assignment 
Yes: If no, please explain: 

2. For areas of privatization pertaining to strategy development and marketing, did the 
consultants provide a clear and practical implementation plan to the organization 

Very clear and practical: 
Somewhat clear and practical: 
Not clear and practical: 

Comments: 

3. 	In the area of valuation, how realistic were the values recommended by the consultants 
Within the selling price range: Well above the selling price range: 
Well below the selling price range: 



Comments: 

4. How would you rate the caliber and level of analysis upon which the implementation plansand valuation methodologies suggested by the consultants were based

]Excellent: V. Good: Good: 
 Satisfactory:--_Unsatisfactory:_._ 

Comments: 

5. What was the caliber of personnel provided to you to carry out the above mentioned 
assignments 

Excellent: V. Good: Good: Satisfactory:
Unsatisfactory: 

Comments: 

6. How were the recommendations received by your organization. Did you initiate actions to
adhere to all the recommendations as laid out in the report.

Yes: No: 

If no, what were the barriers 

7. How useful were these studies in assisting you in carrying out the privatization of thecoxporation/assets. If not privatized yet, how useful will the USAID financed assistance be in
helping you privatize the entity/asset being assisted. 

Very useful: Moderately useful: 
Maybe useful: Less useful: 

Comments: 

8. How would you rate the time lapse between request for assistance and start-up?
30-60 days: 60-90 days: 
More than 90 days: 

Was the above acceptable Yes: No: 

If no, please explain 

9. How would you rate the time lapse between start-up and receipt of final report 

Studies/Time in days-> 30-45 45-60 60-90 90 & more 
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1. Valuation Studies 
2. Privatization Strategy Study 
3. Marketing Study 
4. Others 

Was this acceptable, if not, what would you have preferred: 

10. Have you accessed other forms of technical assistance made available through Wold Bank, 

IFC, UNDP, ADB or others relative to privatization 

If yes, indicate the source and type of assistance provided 
Type of assistance providedSource 


Please list some of the areas where this assistance11. What kind of assistance was received. 

was provided
 

12. What was the reason for choosing assistance from these agencies over that provided through
 

the USAID project.
 

13. How would you rate assistance provided through USAID with assistance provided from
 

other agencies that might have helped you in your privatization efforts
 

Much better than others:
 
Slightly better than others:.'"
 
Same as others:
 
Less better than others:
 

If it was less better than others, please explain why? 

14. If given an opportunity, would you once again use the technical assistance provided under 

this project
 
No:
Yes: 
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15. What are some of the future needs that you see for your organization/entity/asset in carrying
out its privatization. What kind of assistance would you be looking at acquiring from USAlD 
in the future. 
Please indicate by placing a tick mark against the areas that you would need assistance 

Areas Indicate here Brief description 
Legal 

_ _ 

Custodial Support 
Financial Restructuring 
Policy Studies 
Valuation 
Privatization strategy 
Marketing 
Industry specialists 
Investment bankers 

Comments: 

15. Have any of your staff attended workshops/training programs/conferences on privatization
to acquire some of the implementation skills necessary while undertaking a privatization effort. 

Yes: No: 
If yes, indicate the programs attended 

16. To help you address the remaining privatizations, and you other future needs, what kind ofskill would you and your employees be looking at acquiring in the near future 
Please indicate the skills: 
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FINAL EVALUATION OF THE USAID-FINANCED PRIVATIZATION
 
PROJECT
 

QUESTIONNAIRE FOR IQC FIRMS
 

Intrados/Pwnongbayan& Araullo have been contractedby USAJDIManilato conduct thefinal 
evaluation of the UAID-$fnancedprlvatizationproject. In orderto conduct aperfo-mance 
review, we wuld be eagerto have your views on the assessment ofthis project. The 
evaluation is aimedat assisting USAID in evaluatingprojectperformanceand designinga 
follow-on project that will be closely gearedto serve forthcoming needs of the Philippines 
privatizationprogram. We would very much requestyour assistanceIn completing the 
following briefquestionnaireand returningit to us no later than . We 
appreciateyour allocatingsome time to this questionnaireand we thank you very muchfor 
your cooperation. 

Before answering the questionnaire, please provide us with the following information: 

Name of the firm: 
Total annual revenues 
Total number of full-time staff 
Full-time staff devoted entirely to USAID contract 

Professionals 
Non-professionals

%of total revenues earned from USAID-privatization contract 

Questions 

1. How and when did your firm get involved with this privatization project 

2. How many assignments has your firm performed under the IQC contract? 

3. How were you contacted by the Project personnel to fill each of the project assignments? 

4. Did you compete with the other subcontractors to field the team 

5. How would you comment on the selection process deployed by USAID project personnel 



for selecting the IQC finn for a particular assignment. Was the selection process fair and 
reasonable. 

6. Were the project personnel forthcoming in explaining to you the reasons for not having
being successful for a particular project assignment that you failed to win 

7. How many of the project assignments carried out by you were done by fuil time staff and 
how many by associates or intermittent employees? 

8. How effective has your relationship been with the project personnel? 

9. Have they been responsive to your comments and recommendations, and needs, etc. 

10. How would you comment on the contracting procedure deployed by USAID for

accessing your services. 
 Were the procedures simple and streamlined or were they too
 
coMplicated and time consuming.
 

11. Please describe the normal procedure when the project personnel received a request for a 
team. How did you get involved 

12. What benefits have you gained by being part of this IQC arrangement and the USAID
 
project.
 

13. Has this project helped you develop some core competencies, besides revenues, etc. 

14. Was there an ongoing interaction between the project personnel, other IQC firms andyou? What concrete actions have you suggested that directed the activities of the project and 
the role it has played 

15. As a subcontractor, were you requested to provide an action plan for services which you
feel were necessary and to defend the budget allocated to you. 

16. Finally, explain the most notable consulting assignments that you undertook for the
assisted company and what were some of the significant results that came out by virtue of 
your assistance provided to them. 

17. What are your observations of the role that this project has played in assisting in
privatization. Does it fulfill the needs of the Philippines government? USA]]D? 

18. Do you think the project should continue after the lapse of its current life. Do you think 
there is sufficient demand from the beneficiaries for the kind of assistance that this project 
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has, and can, provide 

19. What kind of needs does the country's privatization program have for the disposition of 
the remaining assets in the list of companies to be privatized, and does this present project 
have the capability to address those needs 

20. As a consulting firm specializing in privatization, what are some of the new possible 
areas where privatization will be expanded to, under the auspices of the country's 
privatization program. 

21. In the wake of the new areas that are likely to be opened up for privatization, will your 

finn be capable to take on further new and challenging assignments 

22. What kind of activities should the USAID project focus on in the coming future? 

23. How can it best be used to further the advancement of technical assistance and 
privatization of enterprises 
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APPENDIX VII
 

Status of GOCCs and TAs assisted under the USAID Privatization
 
Project, classified by Disposition Entity
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STATUS OF GOCC.AND TAs ASSISTED UNDER THE USAID PRIVATIZATION PROJECT 
CLASSIFIED BY DISPOSmON ENTITY 
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2 Metro Pal Trarlt Corp. x IPS x x x 
3 Phil. Aemspae De. Corp. x JCunanan x x x 
4 PhI Heo rvoesino. JCunanan x x xereop x 

O.NIA
 

I NIACoaneut x SV x x 

H.BFAD 

I Philippine Fishwi DevL Authodty 
.30 Cold Blimp Plants x CVld x 

LTLRC 

I People's Uuieiod Enteprsm Io. x CValdes x x 

J. DA 

I Food Termnd Ino. x CValdes x 

K. Nationel Poww Corp. x IPS x 

,0COMPANIES 40AL 6 a 24 1 5 10 5 17 a 17 37 37 111 



APPENDIX VIII
 

Status of GOCCs and TAs assisted under the USAID Privatization
 
Project, classified by Indefinite Quantity Contractors (IQCs)
 



READY FOR SALE FORUML& TYPE OF ASSISTANCE 

Trnmwwerd ForRe- W PvM Poky set Pvzn VWn hnplm dwle 
ONn E O nny DE r- y Part-ally For For A hooewknped- SKe Reviw AppraWsal P1.n Shdy Plan to GOP 

CONTRACTORS/ COMPANXES Sold Sold ISng Olspn Din Dep by DE imen Nocse (1) ( (3,4) (,4) (4) _5) 

1.AYC CONSULTANTS, INC.(AYC) 

I AYC CCPj/kmr Musio CrporatIon APT x x x
 

2 AYC Nmtm Foods Corporion APT ax x
 

3 AYC PhN. Fruts & Vegetable Ind., Inc. APT x x x x
 

4 AYC Phil. Shipyard & Engineeing Corp. APT x x x
 

5 AYC PhMdeo Pany, r-indl Corp. APT x 
 x x x
 

6 AYC Sen Cedlos Fruit GCpon APT x x x
 

7 AYC/IC Philippine Adnes PAL Pdv.Com. a x x
 

2. CFP 

I CFP Ph. Asmo. Smeltng &Rl. Co. NDC x x
 

3. CENTER FOR RESEARCH AND COMMUNICATION (CRC) 

I CRC/CV MwArra Cassava Rour Mm APT ax x
 

2 CRC Punintuw Dev. Corp. APT x x
 

3 CRC Phi. SMelte 1M APT a x
 

4 CRC VW Agrond. Corp. APT x
 

J~v" rVZ ACO. (CVALDES)A C~A, I& 

I CVaide Asat bntegrated Corp. AFT x x
 

2 CVald Centra Azucera del Pia APT x x
 

3 oVald" DP DataCentc DSP x x
 

4 CValdes Deta Mot Corp. APT 
 a x
 

5 CValdes Hsmules Nnmls and Ofi. " APT x x
 

6 CVade indepednt Realty Corp. APT CARP x
 
x
7 CVaJds Mindanao Polysac Mfg. Corp. APT x 


8 MVakdn Phi. Ce"pne APT a x
 

9 Caldes Phi. HkStnad Mfg. inc. APT a 
 x
 

10 CValdes Phil. Seeds inc APT x
 

x
11 CValde Rotl Servioemen Ent. APT x 


12 VaIdes Ste. Oru A9ro-ndu Corp. ATr x x
 

13 CVakde Philippine F s Det. dhorlty SFAD
 

-30 Cold Slore Plants x
 

14 CVald Food Tefminalin DA x x
 

x
15 Vdd'a Pople Uvood Enterpis minc TLRC ax 



STATUS OF GOCCs AND TA4 ASSISTED UNDER THE USAID PRIVATIZATION PROJECT 
CLASSIFIED BY INDEFINITE QUANTIlY CONTRACTORS 

READY FOR SALE 
NOT READY 
FORSALE TYPE OF ASSISTANCE 

EEFINITE OUANTITY 
CONTRACTORS/ COMPANIES 

DE Fully Pertally 
Sold Sold 

Fai.d 
fddg 

For 
lapn 

For 
aMM 

Tramer 
tooliear 
D.t. 

ForFt-
ent 

byCE 

V t 
kV*& 
hm. 

Pvzn 
Studies 

hhos 

Policy Mt 
RsilwAp WrlA 

(1) ) 

Pvzn 
Pn 
A4) 

Vab 
Mudy 
A34) 

bnpimn 
Pian 
(4) 

Advlms 
to GOP 

S.IVESTMENT &CAPITAL CORP. OF THE PHLIPPINES (CCP) 
I ICCP Apo Poducon Unhit APf 

2 IOCP Basin Dredgin & Dev Corp APT 
3 lCCP Batangas Land Co., kIo. NDC 
4 ICP Equitable VWntur Capital Corp. (VC NOC 
5 ICCP FEamst VCC NDC 
aICCP GYRFialEstatakIn NDC 

7 ICCP IntrventursVCC NDC 
8 CCP Kamayn Realty Corp. NDC 
9 ICCP Metrobank VCC NDC 

10 ICCP Realty Co. NOC 
11 ICCP Philbanoor VCC NBC 
12 ICCP Phil. Nafti Bank VCC NIC 
13 ICCP PnA"kalm Realty COm-p. NC 
14 KCCP Producems VCC NBC 
15 ICCP Prdenial VCC NDC 
16 ICCP Republic PlanteRs Bank VCC NDC 

17 ICCP kidge Rsot & Convention Center APT
18 ICCP Mountan Springs ev Corp. PMS 

19 ICCP/AYC Phlippine Airlines PAL Prlv. Corn. 

x 
x 

x 

x 

x 
x 

x 

x 
x 

x 

x 

x 

x 

x 

x 
x 

x 

x 
x 

x 
x 

x 
x 

x 

x 
x 

x 
x 

x 
x 

x 

x 
x 

x 

x 

X 

x 

x 
x 

x 

x 
x 

x 
x 

x 
x 

x 
x 

x 
x 

x 

6. IPO 

I IPO Bagacy MAines APT 
2 IPG 
3 PG 

41PG 
5 P 

6 IPG 

Phil. National Construction Corp. 
Metro Rll Transit Corp. 

National Power Corp. 
Mangas Coal 
PNOC Marine Corp. 

APT 
DOTC 

PNOC 

PNOC 
x 

x 

x 

a 

a 

x 

a 
a 

x 

x 

x 

x 

x 

x 



READY FOR SALE FORSALE TYPE OF ASSISTANCE 

Tra ,nerred ForlR- Wit Pvzn Polky Met Pvzn Vain knpmn Pdbw 
INDEFINITE QUANTITY DE Fully Partially F For For toother Am" MVpd Stuis Review Appraisal Plan Study Plan fe GOP 

CON TRACTORS/ COMPANIES Sold Sold Bidding Dlapn Dissin Dept. by DE kents In-Proes (1) (2) (3,4) (3,4) (4) (5) 

7. JOAQM CINANAN &CO. WCUNNN 

1 JCturm Baong.Buhay Gold ine APT x x 
2 JCma Donmetc Satellite APT 
 x x x x
 
3 JCunan Hacienda Loo APT x x
 
4 JOunan Lung Center DOH x x
 
5 JCuna National IdneyIns tIute DOH x x
 
6 JCnan North Davao Mining APT x x x
 
7 JCunan Pantranco APT x 
 x x
 
a JCunan Phil. Children Medical Center DON x x
 
9 JCua Phil. Heart Center DON x x
 
10 JCun PICOP APT x x x
 
11 JCunan Metro Manila Translt Corp. DOTO 
 x x x
 
12 JCuna Phi. Aeroepace Dev. Corp. DOTC x 
 x x x
 
13 JCuna Phil. Helicopter Sr ,es in. DOTC x x x x
 
14 JCunan Semara Coal Corp. NOC x x x
 

& SGV CONSULTING (SGV) 

1 SGV/IPK Mericealum ining APT x 
 x x x
 
2 SOV Phil. Amanah Bank APT x x x
 
3 SGV/I1R Manila Hotel GSiS x 
 x x x
 
4 SGV Energy Corp. NDC 
 x x x
 
5 SGV National Steel Corp. NDC x 
 x x x
 
6 SGV NOC-Guthde Estates, In. NDC 
 x x x
 
7 SGV Phil. Phosphate Fertilizer Corp. NDC x x x
 
a SGV Retrctodes Corp. NDC x x x
 
9 SGV NAConsult NIA x x x
 

10 SGV/IMP Integrated Feed Lille Corp. PMS x 
 x x x 
11 SGV Muawl PIwt PMS x 
 x x x
 
12 SGV Mindea Coo PMS x 
 x x 
13 SGV/KlP Mindev Refrgeradon Ind. Inc. PMS x 
 x x x
 
14 SGV Monte Mria Poulty Farms, Ino. PMS x 
 x x x
 

1 Filoil Industrial PNOC 
 x x x 

JTOTAL - DOCOMPANIES 6 -4 a 24 1 5 10 
 17 a 17 37 37 19 1 
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Summary of Team Findings
 



SUMMARY OF TEAM FINDINGS
 

S.NO ANALYSIS CRITERIA AND 	 OBJECTIVELY VERIFIABLE INDICATORS 
FINDINGS 

1. 	 ECONOMIC & FINANCIAL
 
ANALYSIS
 
- The project has reinforced the GOP's - The Project effectively assisted I I DEs Including the PAL ad-hoc Privatization
 
pnvatization policy by assisting the GOP Committee in advancing 80 accounits at various degrees of readiness for sale and, in some 
in the process of divesting or moving to cases, resolved the status of the GOCC or TA. 
the point of sale selected GOCCs & TAs. - Of the 80 accounts assisted 
This has helped the government earn * 6 fully sold * 4 partially sold 
revenues and improve the budget position. * 8 bidded out without success *24 are ready for bidding 

* I is for dissolution * 5 transfered to another governmnt unit 
- GOP has been able to realize significant * 10 are for further review by the disposition entities
 
financial gains from the project. * 5 have been identified as having Impedimants
 

* 17 have on-going assisted studies awaiting completion 

- Proceeds from divestiture have now far - Out of a total of P51.3 billion of revenues generated by the country's privatlzation 
exceeded the project's financial cost of program, USAD project has assisted in the privatization of accounts worth P9.7 billion. 
US$ 9.78 million (approximately P2.5 This amount is more than 4 times the financial costs of implementing the project. 
billion) - Total USAID project contribution as a %of total GOP sales - 19.1% 

- Project provided assistance for the successful privatization of PAL- the largest 
privatization transaction undertaken by the governmeaL The transaction yielded a total 
profit of US$82 million to the government. 
- Revenues generated by the government on the privatihation of PAL alone have accounted 
for more than 40% of all GOCC dispositions in the last five and a half years. 
- Revenues e from sales of USAID-assisted accounts in the latter half of 1992 andWcted 
1993 are expected to be close to P6 billion. 

Though the immediate economic benefits - Indicators to verfy these benefits include: 
of some of the recently privatized USAID
assisted accounts may not be visible, in the for PAL
long run they will help in creating * New investment in the airline through acquisition of new aircraft. 
unquantifiable forward and backward * Expansions in the international network through additions of new destinations 
linkages as a result of the operation of * Cost control measures adopted to bring down operating expenses thereby Increasing 
these entities. profitability and enhancing return on equity. 

* New fiscal revenues that will be generated for the government through taxes. 
* Increase in foreign exchange earnings through boost in tourism industry brought over 

by gaining access to international tour organizations and globalized ticketing networks. 

for PMS Accounts-Mindeva Refrigeration 

* Privatization is helping turn a non-operational entity into a fully operational one. 
* Savings in custodirl costs being realized by PMS. 

Maria Poultry Farms 
* Buyer assumed all the debts of the enterprise.
 
" Investment of 3 million pesos to upgrade facilities has led to 30% increase in capacity.
 



SUMMARY OF TEAM FINDINGS
 
S.NO ANALYSIS CRITERIA AND 1 

FINDINGS OBJECTIVELY VERIFIABLE INDICATORS 

2. ADMINISTRATIVE ANALYSIS
-Properly orchestrated efforts undertaken 
by PESO's project personnel and DOF's 
Privatization Office to anticipate the r l 
needs of the privatization effort In the 
context of the Philippine scenario and 
address those needs effectively within the 
range of assistance menus allowed by the 
project design. 
- Increasing number of disposition entities 
that have sought the assistance available 
through the project. 
- High level of utilization of assistanceavailable through the project. 

Level of earmarks stand at 88.3 %or the equivalent of $ 3.95 million worth ofassistance have been earmaremd against an obligated grant amount of $ 4.5 million- Grant funds for training have been fully utilized while level of earuma for technical.
assistance, equipment and special studies stad at 95, 87 and 85% rspectively.- 11 out of a total of 14 DEs of Government Owned or Controlled Corporations (GOCCs)and Trmsferred Assets (TAs) as well as the ad hoc Philippine Airlines Privatizdaion
Committee tapped and are tapping from the Project's Grant fimds. 
- Major assistance efforts rightly focused on APT, GSIS, NDC and PMS as they control over 86% of the accounts- to be privatized- in terms of liquidation values.- 80 GOCCs and TAs have sought and obtained funding for a wide range of technical
assistance as encompassed in the Project Design. 

3. SOCIAL SOUNDNESS ANALYSIS 
- Majority of the privatizations carried out 
have involved very little or no employment 
dislocation.-Inability of the project toassist DEs in 
their objectives of allocating assets to smallscale investors, and allowing for a broader 
distribution of ownership. 

- None of the accounts assisted by the USAID project have been p rivatized through th
capital market setting. 
- Privatization of PMS accounts - Mindeva Ref.Industries and ML Maria Poultry Farmshave had a particularly positive impact on employment. Privatization of Mindeva has
helped turn a non-operational entity into one that is being fully rehabilitated to becomeoperational towards the end of the year, thereby providing for jobs. Expansion of plantcapacty in Maria Poultry has led to more jobs. Ti. total number of new jobs created aenot known at this time. 



F7IN II II 
 ISD I A 

4. 	 TECHNICAL ANALYSIS 
- The project allowed for the provision of 
a wide range of -sppcrtrequired in the 
entire activity cycle of privatization. 

•The beneficiaries were utilizing funds for 
simple to the most complex types of 
assistance requiring wide range in levels of 
effort required. 

•Project assistanc s included the 
provision of technical assistance to some of 
the recently privatized big ticket accounts 
as well as those likely to be privatized 
Soon. 

* The IQC mechanism and the pre- 
qualification of the six IQC firms- five 
Filipino and one international- has 
afforded beneficiaries access to the best 
consulting firms in the Philippines that 
otherwise would not have been interestd if 
contracting procedures of the government 
were utilized. 

* Though the Project has been successful 
in achieving its subordimt but nonetheless 
essential objectives of assisting the 
Beneficiary Accounts readied for sale, 
there is need for providing strategic 
guidance towards actually selling GOCCs 
and TAs- as well as carrying out each of 
the Project's main objectives. 

OBJECIVEY VERIFALE NICATORS 

- The 82 requests and subsequent grants provided involved the following types of 
assistance: 
* asset appraisal - 17 
* valuation study w/privatization strateg - 37 
•valuation study w/privatization strategy and Implementation - 19 

policy/operationd studies - 8 
* Advisory - 1 

- Dollar values of level of assistance provided by the USAID project
Studles/rype of Assistance In US Dolam 

Low High 
a. Studies 14,700 77,600 
b. Policy Review 39,000 250,000 
c. Asset Appraisal
d. Valuation and Puivatization Plan 

3,200 
I,500 

73,$00 
79,800 

e. Valuation, Privatizatlon Plan & 13,100 262,000 
Implementation 

- Privatized Big-ticket Acounts - Philippine Airlines 
- Big-TMcket Accounts to Be Privatized - Petron, NSC, Philpho, and PASAR, etc. 

in the Future 

- The IQC firms (5 local and I U.S. based) providing assistance on this project have 
been: a) SGV Cosulting, b) Joaquin Cunanan & Co., c) Carlos . Valdez & Co., d) 
AYC Consultants, Inc., e) Investment and Capital Coporation of the Philippines, and f) 
International Privatization Group, Price Watermouse. 

- Only 10 accounts have been fully or partially sold, whereas 32 accounts are ready for 
biddingeidding. 



SUMMARY OF TEAM FINDINGS
 
S.N0ANALYSIS 
 cRnWERI AND0 

S.No ANALYSIS CUTERIA AND FINDINGS OBJECTIVELY VERIIABLE INDICATORS 

-
ITCHNICAL ASSISTANCE (Continued)
The DEs expressed satisfaction with the - Notwithstanding the foregoing, areas pinpointed by the DEs for possible variation in thekind of resources made available within the kind of assistance were:
 

project design. However, some benefitted
 
accounts intimated that the kind of services * forA[: disposition of entities with legal impediments or financial encumbrancesavailable were defined by the limitations of although, in the case of the latter, the project design did not envisage a financialthe pre-selected IQCs' available skills. component to the scope of assistance 

- Since the original project design did not * frNIC: specialized valuation skills for plantation not readily available within theenvision a financial type of assistance for resource capability of existing IQCs; this should not pose an impediment to NDC in usingthe privatintion effort, this does not 'host country contracting - for this specific needimpugn the results of the program thus far : also singled out am madting and financial skills, investment banking skills forgenerated. Requirements for investment big ticket accounts like Parr, Philphos, NSC, etc
banking services for big ticket items which 
appear to be the emerging future needs * for PNOC: investment banking skills for big ticket items also like their shipyard,could potentially be provided in the event a coal mining and refinery businesses.
 
second phase of this privatization program

is evolved after December 1992.
 



APPENDIX X
 

PAL Privatization- A Case Study
 



PIVATIZATON OF.THE"PHE RLINE .(PAL):IA-CASE STUDY 

Background 

The privatization of PAL was one of the earliest and most prominent entities on the list 
of GOCCs that were selected by COP for privatization when the privatization program was 
launched in December 1986. GSIS, the parent corporation of the airline, was given the task 
of developing and executing a privatization plan for PAL. PAL was among a list of six GOCCs 
under GSIS designated for privatization. The first in the series of efforts towards privatizing 
the airline was initiated in v3e early part of 1988 when GSIS and board members of PAL 
commissioned a privatization feasibility study of the airline funded by the Asian Development 
Bank. 

GSIS & Its Role As a Disposition Entity 

GSIS was initially charged with the responsibility of disposing of PAL. As a disposition 
entity, it was asked to draw the privatization plan for the company and undertake the actual 
marketing of the said account. 

GSIS lacked the political commitment to go ahead with the privatization. It was a parent 
corporation, not a disposition entity; therefore, GSIS personnel found it difficult to detach 
themselves from the management of the airline. For years, they had controlled and directed the 
functioning of an enterprise that worked under monopolistic conditions and was part of a very 
strategic industry. Privatization of PAL would remove all the authority that these officials 
exercised as board members and managers. GSIS, as an entity, was very influential, and used 
all possible political, ideological, and social reasons to forestall the privatization process. GSIS 
authorities expressed total dissatisfaction with the decision to open up the airline industry to the 
private sector, and therefore, took all steps to challenge and undermine the entire apparatus for 
the country's privatization program. 

This stalemate continued for over three years, when the privatization program had 
completed more than half of its stipulated life. Also, the government, riddled by a heavy debt 
burden, started to look for alternate ways to ease the debt overload for the company. 



Accessing IFC Services: The Frst Sincere Step Towards Pr'vazaion 

In eary 1990, the board of PAL hired the services of JPC to undertae the Phase I workprogram that would provide the basis for developing the Privatization Action Plan. This reviewwould draw on the information already gathered by previous studies done under ADB auspicesand within PAL and would expand the analytical base on the prospects of the airline industry
in the region. 

. Over the years of its operations, PAL had acquired a wide range of problems,particularly relating to its large asset base and high level of indebtedness that included about P12billion equivalent of goverment-guaranteed foreign loans. IFC was asked to address keyfinancial and business issues relating to its highly leveraged capital structure and negative networth, its regulatory environment, fleet structure and operational efficiency, and comparativeoperating costs, among others. Specifically, IFC's responsibility was to develop an Action Planthat would provide the board of PAL with the following: 

a. A fair market value of all the assets owned outrightly by PAL, or over which the company
had specific rights. 

b. A viable strategy for restructuring and reducing the company's debt obligations. The ActionPlan would include the presentation of a debt restructuring and reduction straftgy most likelyto enhance the total value of the airline, conform to the government's debt-management goalsand protect present shareholders' interests. 

c. Recommendations on a suitable corporate structure and its associated implementation plan. 

d. Review of PAL's operating assumptions and plan. 

e. Review of regulatory and tax policies affecting competitiveness and profitability of airline
 
operation.
 

f. A strategy for attracting investors, which also included the study of the feasibility of ESOPs. 

g. recommendations on the kind and level of government participation in a privatized airline. 

IFC performed an exhaustive study of the airline in 1990-91, that provided a detailedreview of all the aspects of airline operations and made specific recommendations to the boardof PAL. The recommendations included an outline of the major tasks that would have to beperformed in Phase 11 at a later date. These tasks constituted a practical blueprint for how toproceed with the privatization of PAL. Among IFC recommendations, for PAL to be deemedas attractive by investors, the airline's US$500 million debt exposure would have to be assumed
by government. 
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Tackling the Debt Issue 

The government started to take the PAL privatization seriously. In view of the huge debt 
problems associated with PAL, and the stalling tactics used by GSIS towards its airline's 
privatization, the government decided to deal with this issue first hand. The magnitude of this 
whole exercise called for a more forceful initiative than that enjoyed by COP in executing 
privatization. The COP decided to move the responsibility of disposing of PAL from the GSIS 
to the PAL Privatizafion Committee. 

The PAL Prvatizadon Committee 

The possibility of transferring PAL to another disposition entity, such as APT, would not 
have been possible because of the high level of intervention needed. A transfer could be made 
if PAL creditors could persuade GSIS to dilute its stake in exchange for debt forgiveness. 
Recognizing that the Central Bank and the DOF held huge claims against PAL, the government 
set up a high powered committee composed of the Secretary of Finance, the Governor of the 
Central Bank, and the President of the GSIS to work out a plan for the resolution of the debt 
issue. The committee's objective was to find a way to convince GSIS to dilute its ownership 
of PAL in exchange for government assuming its debt obligations of over US$512 million. The 
committee was given the responsibility to oversee the implementation of PAL's privatization. 

The airline had a negative networth; therefore, there was little that GSIS could do to keep 
its hold on PAL. As remarked by a senior official in the Department ofFinance, "itwas really 
a creditors' game, and GSIS really had no claim on the assets of PAL." Realizing that there 
were no convincing arguments it could make, the board of PAL and GSIS executives finally 
yielded to the overtures of the committee. 

The committee and GSIS adopted a proposal in which the government shall assume US$ 
512 million face value of the airline's debts owed by GSIS/PAL in exchange for 80% of the 
control of the airline. Pursuant to Proclamation No. 50, the COP endorsed the proposal to. the 
President's office for the grant of an administrative order authorizing the approval of the transfer 
of PAL debt to the government in exchange for PAL shares. The Department of Justice (DOJ) 
was also consulted for its legal opinion on the transfer before signing of the administrative order. 
Finally, the concurrence was given by the President's office. 

JP Morgan, which was earlier chosen as the financial advisor to PAL/GSIS, was charged with 
handling the block sale to foreign and local investors. 
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The Role of the USAID Project 

in orner to ascertain the validity of PAL's privatization plan, and also to providerecommendations to PAL for the implementation of the transaction, COP chose to seek theassistance of the USAID privatization project. ICCP, an investment banking firm holding anIQC contract with USAID, was called upon to offer the required assistance to COP. lie personleading the team was an x-undersecretary in the Department of Finance, who had earliermCCP 
been closely associated with the country's privatization program. His experience working inprivatization on behalf of the government, followed by his work in this field as a private sectorinvestment banker, brought in the added dimension to the PAL transaction. He understood theintricacies of the privatization process, as well as the relationships between all the major playersin this effort. His contributions were usefu not only to COP, but also to the PAL managementimplementing the transaction. He brought with him considerable amount of experience inimplementing privatization transactions in the context of the Philippines. On his behest, manyof the implementation activities, as suggested by JPMorgan- ,advisor to PALOSIS- were finetuned to cater to the local market in the Philippines. 

This individual not only demonstrated extraordinary capability see through thetointricacies of a transaction, but also displayed the ability to efficiently deal with the membersof the special pnvatizaon committee and other government officials. His presence in theimplementation and execution of the privatization transaction was very valuable. Had there beenno USAID project, it would have been difficult for COP to access the services of a firm that hada significant role to play in the PAL privatization. 

The role of the USAID project was not restricted to providing the above-mentionedassistance. Once the mode of privatization was determined, it became necessary that a duediligence review be carried out for the airline to assist the Government in authenticating PAL'srecords. As this was also necessary for the interested investors, DOF approached USAID forthis crucial assistance. This service was provided through one of the auditing firms that was part
of the IQC arrangement. 

PAL Goes on the Block 

Towards the end of 1991, the government issued solicitations inviting all the interestedparties to bid for 67% of the airline. A total of 670 million shares were to be offered forprivatization through a bidding process. The solicitation mandated the need for consortia to bidfor the purchase of PAL, as it required that all those bidding for PAL have significantexperience in the management and running of a professional airline. The consultants took theshow on the road to promote the sale of the airline to prospective investors around the world. 
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PALAfracts ProminentLocalInvestors andHigherThan AnticipatedBidPrices 

On January 30, 1992, the public bidding for 67% of government-held PAL shares was 
held. Three investor groups led by: i) AB Capital Corporation (AB Capital), ii) Philippine 
Commercial uid International Bank (PCIB) and iii) Union Bank of the Philippines (UBP) 
participated in the bidding. The shares were awarded to the AB Capital consortium for its 
winning bid of US$419 million, which was 31 % higher than the hurdle price of US$319 million. 
The investor group led by PCIB ranked second with an offer of US$370 million, followed by 
the UBP group with its offer of US$217 million. These bids were over and above a fixed peso 
component of P4 billion. 

The winning consortium is headed by Antonio Cojuangco, Chairman of PLDT, and 
Andres Soriano, M, Chairman of San Miguel Corporation. Korean Airlines, as the technical 
advisor in the consortium, will offer all the strategic guidance necessary to efficiently run airline 
operations. 

Benefits Accrued To The Government Through PAL Privazation 

What were the immediate benefits accrued to the government by this deal? It was the 
largest transaction undertaken and yielded a total profit of P2.17 billion (US$82 million) through 
the sale of a liquified asset. Sales revenues generated through its disposition alone have 
accounted for more than 40% of all successful dispositions of GOCCs by the government in the 
last 6 years. The sales agreement prevents AB Capital Corporation from divesting its shares in 
PAL for three years, and the airline from issuing new shares that would dilute the government's 
stake. This alleviates the government's concerns with regards to the intentions of the buyer to 
own this company for the long haul. 

Although not enough time has passed to measure the actual economic benefits of this 
privatization, estimates derived from plans and recent initiatives of the new owners indicate the 
following: 

o Privatization is hlping ir professionalizing the airline as the new owners have a tie-up 
with Korean Air, which is an efficient and well run airline. Also, professional managers 
are being hired for k-.y positions. A former chief operating officer of Trans World 
Airways (TWAI has bm appointed as the airline's chief executive officer. 

o The owners ra mnking new investments in the airline through acquisition of new 
aircraft. 

o Expansions in the international network through additions of new destinations, namely 
Japan and elsewbere has been taking place. 
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0 Cost control measures recently, adopted by the firm have begun paring downoperating exp , while lower interest rates should reduce financing charges. Othermeasures, such as the use of long-haul aircraft to eliminate intermediate stops and cut fuelcosts, and improved systems, should also boost the airline's profitability. 

o New fiscal revenues will be generated for the government through taxes. 

o Although the results may not be immediately apparent, the privatized airline will helpin boosting the tourism industry by gaining access to international tour organizations andglobalized ticketing networks. The airline has already begun promoting itselfaggressively, an important requirement for success in this highly competitive industry. 

Conclusions 

The privatization of PAL has given a boost to the country's privatization .progm. itssuccessful privatization has made it clear that even an enterprise with all its problems- Largeasset value; large indebtednes!,; complexity of operations; need for mobilizing consortium-typepotential buyers; and political sensitivity- can be sold if there is greater determination on thepart of all those implementing privatization. The PAL privatization has generated an aum ofoptimism among various disposition entities in theirprivatization scenarios for big ticket but verydifficult accounts such as Philphos, PASAR and others. 
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