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EXECUTIVE SUMMARY

The purpose of the Privatization Project is to reinforce the
privatization policy of the Government of the Philippines (GOP) by supporting
the GOP's divestiture of selected government owned and controlled corporations
(GOCCs) and acquired assets, thereby improving the GOP's budget situation.

The project supports the GOP's economic development goal of increased
employment and income.

Project funding will total an estimated $9.78 million. AID will provide
$5 million of bilateral Development Assistance (DA) funding or 51% of total
project cost. The GIP will contribute an estimated $4.78 million or 49% of
total project cost.

AID will assist the GOP with implementation of its program to privatize
selected state-owned corporations and acquired assets through the recently
established Asset Privatization Trust (APT) and Asset Disposal Units (ADUs) of
parent GOP Departments/Agencies of the government owned and controlled
corporations {GOCCs). AID-financed inputs will include: short- and long-term
technical assistance in the the disciplines of investment banking, legal
accounting and specialized engineering ($3.042 million); training and seminars
($0.030 million); policy studies ($0.535 million); and limited quantities of
equipment ($0.470 million). Allowances are also provided for evaluation/audit
($0.250) and inflation and contingency ($0.673 million).

The principal GOP implementing agency will be the Department of
Finance. However, the bulk of the AID assistance will be provided to the
Asset Privatization Trust and the parent GOP Departments/Agencies of the GOCCs
to carry out the GOP's Privatization Prcgram.

The project will procure technical assistance for project activities
through a combination of host country and AID direct contracts.
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PROJECT AUTHORIZATION

Name of Country: Philippines Name of Project: Privatization

Number of Project: 492-0428

1. Pursuant to the Sections 103 and 106 of the Foreign Assistance Act of
1961, as amended (the "FAA"), I hereby authorize the Privatization
Project (the "Project") for the Republic of the Philippines (the
"Cooperating Country") involving planned obligations of not to exceed
$5,000,000 in grant funds over a five year period from the date of
authorization, subject to the availability of funds in accordance with
the A.I.D. OYB/allotment process, to help in financing foreign exchange
and local currency costs for the Project. Of the authorized amount,
$2,000,000 is authorized pursuant to Section 103 of the FAA and
$3,000,000 is authorized pursuant to Section 106 of the FAA. The planned

life of the Project is five years from the date of initial obligation,

2. The purpose of the Project is to reinforce the Government of the
Philippines' (GOP) privatization policy by supporting the GOP's
divestiture of selected government owned and controlled corporations

(GOCC) and acquired assets thereby improving the GOP's budget situation.

3. The Project Agreement, which may be negotiated and executed by the
officer(s) to whom such authority is delegated in accordance with A.I.D.
regu]ations_and Nelegations of Authority, shall be subject to the
following essential terms and covenants and major conditions, together

with such other terms and conditions as A.I.D. may deem appropriate:
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Commodities financed by A.I.D. under the Project shall have their
source and origin in the Cooperating Country or in the United
States, except as A.I.D. may otherwise wgree in writing. FExcept
for ocean shipping, the suppliers of commodities or cervices
shall have the Cooperating Country or the United States as their
place of nationality, except as A.I.D. may otherwise agree in
writing. Ocean shipping financed by A.I.D. under the Project
shall, except as A.I.D. may otherwise agree in writing, be

financed only on flag vessels of the United States.

Signature:
rederick W.
Director
USAID/Philippines
Date: M& g,) /95(57
Name Injtial Date
ORAD: JRBrady W3 S QpT
0CD:KEBr-own P T =5/
OPHN:WHJohason (O -7 9 -
OFFPVC:BGeorge Y1 29/ ¥y
OD/PE:PRDeuster Ll > /g8
PRO:WTOTiver )P SIS/
CO:BLEckersley =7 XV, <
RLA:BMMiller di A ;
0D:JSBlackton A <Vla
J'UVU‘ - N )Eu




THE PROBLEM CONTEXT

A. OVERVIEW

The purpose of the Privatization Project is to reinforce the
privatization policy of the Government of the Philippines (GOP) by
supporting the GOP's divestiture of selected government owned and
controlled corporations (GOCCs) and acquired assets, thereby improving
the GOP's budget situation. Project activities addressing this purpose
support a major GOP thrust: to increase capital efficiency through the
divestiture of non-performing assets and state-owned corporations. The
GOP views this effort as important to increase the resources available
for achieving the average annual growth of 6.8 percent for 1987-1992
projected by the Medium-Term Philippine Development Plan. The following
sections provide background on investment efficiency and financing
probiems, the recent macroeconomic outlook and the GOP strategy.

1. Investment Efficiency and Financing

Past GOP policies and investment practices have left the country
with major investment and debt challenges, including:

-- Net debt servicing, expected tc average 40 percent of GOP
expenditures, 30 percent of merchandise and service export

earnings and 5 percent of Gross National Product (GNP) during
1987-1992.

-- Reduced GOP capability to provide basic services.
-- Reduced private sector capability to contract debt, and

-- Large numbers of publiic and private sector non-performing assets
and ailing businesses.

These challenges have evolved from the cumulative effects of
unsuccessful development strategies that reached crisis proportions
in 1983. The 1983-1986 ecunomic crisis ended the long period of
debt-financed economic growth in the Philippines that began in the
early 1970s. This growth effectively hid worsening structural
imbalances in the economy due to two factors: an import
substitution strategy that promoted inefficient, import-dependent
and overly capital-intensive, urban-based industrial sector
development; and government intervention in the goods and financial
assets markets that created monopolistic structures and rent-seeking
activities, largely benefiting the favored associates of former
President and Mrs. Marcos.

By 1980 the country began to experience the financial crisis
that reflected the non-viability of the major investments of the
1970s. Private and government financial institutions acquired
pirivate companies through foreclosure. Government corporations
incurred increasing liabilities and deficits that in turn
significantly increased the GOP's Jiabilities and deficit.
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The 1983 economic crisis exacerbated these problems. Many
private corporations went bankrupt. The GOP assumed a number of
these companies under GOP debt guarantees, thus increasing the GOP's
Tiabilities. The peso's significant depreciation further increased
the peso burden of GOP foreign exchange-denominatea i0an
liabilities. By the end of 1987, the country's external debt
totaled $28.3 billion.

2. Recent Macroeconomic Trends and Forecasts

The economy began to recover by the third quarter of 1986. Real
GNP increased by 2 percent during 1986, while gross domestic product
(GDP) increased by 1.5 percent. The growth momentum continued
through 1987: real GNP was 5.7 percent greater than the 1986 GNP
level, while the real GDP rose by 5.1 percent. Significantly,
investments, as measured by real gross domestic capital formation,
continued to decline in 1986, but posted a real growth rate of
almost 20 percent in 1987. Ir the area of production, agriculture
showed major growth in 1986; during 1987, however, poor weather
conditions affected growth. On the other hand, the industrial and
service sectors became more robust in 1987.

Available projections of Philippine economic growth vary, but
all indicate the vulnerability of future growth to investment
efficiency and the availability of investment financing.

The 1987-1992 Medium-Term Philippine Levelopment Plan targets
average annual real GNP and real GDP growth rates at 6.8 percent and
6.9 percent, respectively. These target growth rates, which
correspond to an implied incremental capital-output ratio (ICOR) of
2.8, appear optimistic.

In commenting on the above targets, Montes (1986) points out
that the average ICOR for the 1962-1982 period was 4.0. Using a
simple model with the savings rate approximating historical levels
and with various external debt servicing scenarios, Montes
demonstrates that at this historical ICOR level, real GDP growth
would average 4.4 percent per year during the plan period with no
debt rescheduling, and 5.6 percent per year with zero payments on
rescheduled principal.

Unofficial forecasts prepared by Mariano and Constantino (1987)
from the National Economic and Development Authority (NEDA) -
Philippine Institute for Development Studies Annual Econometric
Model, which is supply driven and therefore more reflective of
structural adjustment processes, estimate average real growth for
both GNP and GDP at 5.1 percent per year for the period 1987-1991.
(Within this model, ICOR has a forecast average of 3.5 for the same
period.)
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3. GOP Development Strategy

The 1987-1992 Medium-Term Development Plan emphasizes greater
private sector investment to increase income and employment. With
the consistent implementation of its structural adjustment program
and policy reforms, the GOP expects the economy to sustain
respectable growth. A key objective of the structural adjustment
program is to reduce the budget deficit burden and increase private
sector efficiency through the privatization of public corporations
and the divestiture of private assets acquired through foreclosure
by government financial institutions (GFIs). The project will
directly support this objective by providing assistance to the GOP
to implement its Privatization Program, initiated in December 1986.

PRIVATIZATION

1. Public Enterprises and Acquired/Sequestered Assets

The GOP currently faces the divestiture of a large number of
public enterprises, which were a result of the proliferation of
public enterprises in the 1970s and the poor financial performance
of many public enterprises and private companies, whose debt the GOP
has financed through government financial institutions and
guarantees. Included in the GOP divestiture plans are 390 acquired
assets of government financial institutions, approximately 260
sequestered companies and 121 of the 296 GOCCs.

2. Impact on the Economy

Public corporations have generally performed poorly and have
placed an increasingly heavy financial burden on the GOP. They are
present in almost all sectors of the economy, with the largest
number in the service sector, followed by the manufacturing and
finance sectors. Their contribution to domestic production (current
price gross value added [GVA]) grew by 18.6 percent per annum during
the 1975-1984 period, compared with GNP growth of 20.9 percent. The
government corporate sector's share of GDP increased from 1.9
percent in 1975 to 3.3 percent in 1983, dropping to 1.9 percent in
1984.

Government corporate involvement in the public utilities and
financial sectors has been most prominent. Public enterprises
accounted for 55.5 percent of the GVA of electricity, gas and water
and 33.3 percent of the financial sector's GVA from 1975-1984.

In general, public corporations have contributed little to
employment, less than 1.0 percent annually during the 1976-1984
period. Their contribution to investment has been more significant.
The capital expenditures of 58 corporatians represented 23.5 percent
of gross domestic capital formation and 6.5 percent of GNP during
the 1975-1984 period. However, most investment was financed From
external sources.
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Nor have public corporations used scarce resources efficiently.
Both capital and total factor productivity have declined over time.
Total factor productivity of government corporations was only 13
percent of the level of the economy as a whole in 1981. In
addition, the average 1975-1984 rate of return (before transfer
payments) on the assets of audited corporations was only 4,34
percent; the rate of return on equity, 2.92 percent. These rates of
return were at least 10 percentage points below the average cost of
funds during the 1975-1984 period.

The public corporations have also significantly increased the
GOP deficit. From 1980-1986 the combined deficit of the 15 Targest
non-financial public corporations averaged 3.1 percent of GNP.
Total deficits of all public corporations during the same period
could have easily exceeded 5.0 nércent of GNP. To finance their
deficits, public corporations nave relijed heavily on foreign
borrowings and national government support,

Finally, public corporations have increasingly drained GOP
budget resources. Between 1975 and 1980, national government
assistance to public corporations averaged 11 percent of total
budget disbursements. In 1981, the budget share for public
corporations rcached 18 percent, exceeding for the first time the
budget share for infrastructure. GOP transfers to public
enterprises in 1986 amounted to about $1.4 billion, or 25 percent of
total budget expenditures. In 1987, the GOP was able to reduce
these transfers to $715 million or 12 percent of total
expenditures. For 1988, the GOP expects to further reduce transfers
to $500 million or 7 percent of planned expenditures. With the
reduction in fund transfers to public corporations in recent years,
the greater part of the present GOP budgetary burden consists not of
fresh money transfers but of servicing debt associated with GOP-
assumed liabilities from automatically guaranteed government
corporate debt and from private sector debt with government
corporate guarantees.

3. GOP_Public Corporate Sector Rationalization and Divestiture

The Aquino administration has initiated a five-year program to
rationalize the public corporate sector in order to reduce its
debilitating effects on the economy. The program includes six
alternative actions relative to public corporations: retention by
the government; consolidation or merger with other corporations;
regularization as government agencies; conversion to private
corporations; dissolution or liquidation; and total or partial
divestiture.

Steps taken to date to carry out the privatization program
include the following: -

-- Financial restructuring and rehabilitation of the major G?Is,
i.€., the Development Bank of the Philippines (DBP) and the
Philippine National Bank (PNB). '
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-- Creation of the Committee on Privatization (COP) and the Asset
Privatization Trust (APT). The COP is a Cabinet-level committee
tasked with establishing guidelines for privatization,
identifying for the President those non-performing assets to be
privatized, determining which assets will be transferred to the
APT, and approving the sale and disposition of assets.

The APT will serve as a disposal unit, primarily for the
acquired assets of PNB and DBP (with 390 accounts representing
an aggregate loan exposure of more than $8 billion, and with an
estimated market value of $1 billion), and for public
corporations and/or their subsidiaries which can not undertake
their own privatization efforts. Jurisdiction over the 260
sequestered private companies remains to be settled.

-- COP issuance of privatization guidelines for GOCCs and the
non-performing assets (see Annex N).

-- COP review and recommendation to President Aquino of 121 public
corporations to be privatized (see Annex 0).

-- Presidential approval of 103 of the 121 GOCCs for immediate
privatization (see Annex 0).

-- Completion of privatization plans for the 86 firms approved for
privatization, with COP approval of 56 individual plans.

== Initiation of the disposal process. In 1987, the APT realized
$217 million from net sales of non-performing assets. In
addition, the GOP sold two GOCCs and shares of stock in some
National Development Company (NDC) - managed GOCCs.

-- Inclusion of privatization under the GOP's Debt-Equity
Conversion Program. (Recently, however, the APT Chief Executive
Trustee requested either an improvement in the processing of
applications or the revocation of this action, stating that the
debt-equity conversion scheme is delaying the divestiture
process. )

On the whole, the GOP appears to be making significant progress
in its efforts to rationalize the government corporate sector. The
present administration's commitment to enhance private sector
participatiom-in-development efforts facilitates this task. The
impetus for privatization has gained increased attention recently,
not only because of the pressing need to reduce the budgetary
burden, but because of the GOP's plan to use the privatization
proceeds to finance the Comprehensive Agrarian Reform Program.

Despite the progress shown to date, various factors could
constrain the completion of the privatization effort within the
five-year time frame: the sheer size of the task, the range of
requirements for financial and technical analyses, legal
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encumbrances, marketing requirements, ensuring consistency with GOP
general policy initiatives (e.g., the possible substitution of
private for public monopolies), and vacillation within some sectors
of the GOP.

RELATIONSHIP TO CDSS AND AID POLICY

1. Relationship to CDSS

The project directly supports the FY 1988 Country Deve lopment
Strategy Statement (CDSS) Supplement objective to support GOP policy
reforms that permit and encourage the private sector to play its
primary role in development -- namely, those directed at the
privatization of acquired assets and selected public corporations.

2. Relationship to AID Policy

This project is in full compliance with the Agency policy
guidance on privatization contained in the March 1985 Policy Paper
on Private Enterprise Development, and is in accordance with the AID
privatization objectives stated in AID Policy Determination No. 14
issued in June 1986. The project addresses the Agency's directive
to engage the Philippine Government in discussions on privatization.

USAID expects to be involved in more than two privatization
actijvities annually, primarily utilizing complete divestiture.
However, some activities will involve the partial divestiture of
assets,

In addition, USAID is engaged in one other privatization effort
and a liquidation activity, outside the scope of this project, with
the Department of Agriculture. The first involves the divestiture
cf National Food Authority operations that are peripheral to its
primary function; the second, the liquidation of the Farm Systems
Development Corporation parastatal.

The project also addresses two of AID's four pillars -- policy
dialogue and private sector support.

Policy Dialogue. The project supports the policy dialogue
agenda detailed in USAID's FY 1988 CDSS Supplement to (a) encourage
and supgort the GOP in implementing, maintaining and managing policy
actions for sustained near-term recovery and long-term development;
and (b) reduce the government's role in the private sector and
promote deregulation through the privatization of acquired assets
and selected public corporations. The project will also provide a
sharper focus to n.r policy dialogue with the GOP on fiscal
responsibility.
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Private Sector Support. This project directly supports the
deveTopment and growth of the private sector. Its efforts are
directed to increasing the productivity of the private sector and
increasing the flow of private sector jnvestment.

D. OTHER DONOR INVOLVEMENT

The International Bank for Reconstruction and Development (the World
Bank), the Asian Development Bank (ADB) and the International Finance
Corporation (IFC) have all been directly involved in promoting
privatization in the Philippines. The World Bank has been vital in
promoting privatization, conditioning its $300 million Economic Recovery
Loan on reforms in government financial institutions, including the
establishment of a mechanism for the privatization of acquired assets
and the restructuring of DBP and PNB. In addition, the GOP and the
World Bank have reached agreement on a $150 million Public Corporate
Sector Rationalization Loan from the World Bank to support the
privatization of selected government corporations and increase the
cperating efficiency of the remaining public corporations. The World
Bank envisions a program loan to be released in several tranches,
conditioned against progress in mutually agreed-upon benchmarks in the
public corporate sector rationalization process.

The Japanese Export-Import Bank has provided a $300 million loan and
the Overseas Economic Cooperation Fund has provided a $240 million loan
in connection with the World Bank's Economic Recovery Loan. Loan
disbursements are made following the World Bank's Economic Recovery Loan
conditions.

ADB's involvement includes grant technical assistance for
privatization-related studies. The ADB is financing a study, valued at
$350,000, to determine the privatization strategy for Philippine
Airlines. The ADB is also providing grant funding for advisory services
and equipment for the Lepartment of Finance's Government Corporate
Affairs Office and the Government Corporate Monitoring and Coordinating
Committee. The purpose of this assistance is to enable these entities
to better monitor and evaluate the performance of the remaining
government corporations.

IFC expects to increase its current assistance to buyers of
privatized assets and enterprises. IFC has already substantially
assisted with four disposals, ussisting both buyer and seller. In
addition to providing equity contributions, loans or guarantees, IFC's
participation in the privatization efforts helps the process gain
credibility and boosts potential investors' confidence.



II. PROJECT DESCRIPTION

A. PROJECT OBJECTIVE

The objective of the project is to contribute to the national
economic development goal of increasing employment and income.

The Government of the Philippines recognizes the essential role of
the private sector in the pursuit of economic development. This role
includes investing in potentially productive government-held acquired
assets and pubiic corporations. The government also recognizes the
necessity of lessening the drain on the national budget resulting from
the maintenance and operation of such assets and corporations and the
need for improving the efficient use of these assets.

Accordingly, the purpose of the project is to reinforce the GOP's
privatization policy by supporting the GOP's divestiture of selected
government owned and controlled corporations and acquired assets,
thereby improving the GOP's budget situation.

The project's assistance to the government with the divestiture of
private acquired assets and state-owned corporations should increase the
firms' productivity and reduce related national budgetary expenditures.

The purpose of the project will have been achieved when:

-- The privatization of selected state-owned enterprises and
acquired assets has been accomplished, and

-- An enhancement in the productivity of underutilized assets and
an increase in productive capacity occur, with the placing back
into service of idle and non-performing assets.

These conditions are expected to prevail by the end of the project.

B. PROJECT ELEMENTS

The Philippines' Privatization Program involves more than 350
acquired assets of government financial institutions, approximately 260
sequestered companies and more than 100 government owned and controlled
corporations. The total book value of the GFI-acquired assets alone
approximates $8 billion. In an attempt to deal with the enormous task
of privatization. rationally, the Asset Privatization Trust will
initially concentrate its efforts on privatizing the acquired assets of
tre GFIs. These include PNB, DBP and possibly the Philippine Export and
Foreign Loan Guarantee Corporation.
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Coordinated through the Undersecretary of Finance, who is
concurrently the Chajrman of the COP's Technical Committee, the
privatization of GOCCs will be undertaken by the parent GOP
Departments/Agencies to the extent they are capable and willing to do
so. Only in the event of a GOP Department/Agency refusal to comply with
a GOP directive to privatize will the APT be called in.

The GOP's budget resources to execute its Privatization Program are
meager. The World Bank has estimated that the APT alone could need as
much as $10 million per year to effectively privatize the acquired
assets under its conservation. While the APT and some GOP
Departments/Agencies have very capable (but Timited) staff, they are
also underfunded. Other GOP Departments/Agencies have neither the staff
nor the resources to acquire the services required to execute their
respective privatization programs.

The sweeping objectives of the GOP's Privatization Program,
sophistication of the market and the structural layout of the sectors to
be privatized require the application of diverse and specialized
disciplines. Given the financial and human resource constraints of the
APT and the GOP Departments/Agencies, technical assistance in the
preparation of information, appraisal of assets, design of sectoral
strategic studies and execution of privatization/divestiture programs is
required. Suppliers of these services include auditors, specialized
engineering firms, management consultants, lawyers, and investment banks.

Key GOP officials, including the Chief Executive Trustee of the APT
and the Undersecretary of Finance, have recognized this need and have
stated their desire to obtain AID assistance. Therefore, *his project
will provide technical assistance and commodities to the APT, the Asset
Disposal Units (ADUs) of parent GOP Departments/Agencies and the
Secretariat of the Committee on Privatization, as described below. In
addition, the project will finance selected policy studies on
privatization issues.

1. Asset Privatization Trust

a. Technical Assistance

AID will finance short- and long-term expatriate and local
specialized services and advisory consultancies in the following
areas:

(1) information and Data Management

The APT has inherited voluminous files on more than 300
companies, including the type of physical assets, technical
specifications, company financial and operating records,
employment data, and legal documents. A sound filing and
retrieval system is needed for the APT to function more
effectively. Technical assistance will be provided to the APT
to catalogue, audit and store files and data. This will include



-10 -

training APT personnel in the use of computer hardware and
relevant software applications and supplying short-term
assistance for the one-time cataloging and audit turnover
exercise.

(2) Valuation and Marketing Services

Advisory assistance will be provided to the APT on valuation
and marketing, primarily for those entities requiring some level
of foreign investment because of the large financial value of
the assets involved, technology requirements, foreign interest,
etc. Smaller enterprises may also be included. Assistance to
be provided will include:

-- Valuation.
-- Prospectus preparation.
-- Identification of prospective investors.
-- Information dissemination.
-- Offering of securities or public share placement.
-- Investment proposal evaluation.
-- Bid development or negotiations with prospective investors.
-- Fairness statement or opinion.
This assistance will be provided through “"umbrella"

contracting arrangements with local firms specializing in the
major substantive areas, or with an expatriate investment
banking firm with expatriate and/or local subcontractors, as
appropriate. Thus, a grouping of firms (i.e., agribusiness,
services, industrial) will be available to provide services on
an as-needed basis. Project assistance will utilize
institutional rather than personal services to provide greater
accountability,

(3) Operations Studies

AID will also finance expatriate and/or local consulting
services for studies to guide the APT in decisions ranging from
rehabilitation versus liquidation and spin-offs/mergers to
best-use studies and corporate strategy development.
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b. Commodities

AID assistance will be provided for the procurement of computer
hardware and related office equipment to support the information and

data management effort described above for the APT.

Government Owned and Controlled Corporations (GOCCs)

a. Technical Assistance

AID will assist the parent Departments/Agencies of GOCCs by
providing short- and long-term expatriate and local specialized
services and advisory consultancies for GOCC Asset Disposal Units
and for the parent entities' executijon of the Privatization
Program. Plans include initial assistance to the following GOP
entities:

-~ Philippine National 0il Company (PNOC).

-- Department of Trade and Industry - National Development Company
(DTI-NDC).

-- Presidential Management Staff.

-- Department of Agriculture.

-~ Department of Tourism,

-- Department of Finance (DOF), and

-- Department of Transportation and Communications.

While NEDA is the GOP entity under which a number of the GOCCs
fall, the entities actually responsible for disposition include the
Development Bank of the Philippines, Philippine National Bank,
Government Service Insurance System (GSIS), Social Security System
(SSS) and the Asset Privatization Trust.

The project will also support the privatization of the
management and operation of government corporations that provide
public services. Services provided will be similar to those listed
for APT and will include management planning, investment banking,
accounting/auditing, legal, and specialized engineering services.
In addition, where new ADUs are to be formed, AID will assist the
parent Department/Agency to establish the ADU.

Activities financed under this project element will include but
not necessarily be limited to the following:
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-- Establishment of ADUs, including the development of guidelines
for their operation and administration, scope of activities, and
relationship to the COP, APT and DOF.

-- Refinement of privatization objectives.

-~ Identification of impediments to privatization and development
of privatization strategies, including project specific studies
as necessary (e.g., divestiture versus liquidation).

-- Assistance with the turnover of accounting information files by
the GOCCs to the ADU, including legal documents, financial and
physical assets, employment data, and third-party creditor
information.

-- Recommendation of appropriate information and data management
systems, including both hardware and software.

-- Assessment of the demand for investment.

-- The conduct of financial analyses and/or capital restructuring.
-- Valuation.

-- Marketing assistance, including prospectus deve lopment,
information dissemination, identification of prospective
investors, offering of securities, investment proposal
evaluation, bid development or negotiations or placement of
public share offerings, and

-- Presentation of a formal opinion on the fairness of the terms of
the sale.

In instances involving the privatization of sizeable assets,
technology transfer issues, when foreign investment may be required,
or when privatization of the management and operation of government
corporations that perform public services is planned, an expatriate
investment banking firm, with expatriate and/or local subcontractors
as appropriate, will be procured to handle an appropriate grouping
of involved firms (e.g., agribusiness, shipping, services). For
less complex transactions, and as conditions warrant, either an
expatriate or local firm or some mix of the two will be procured to
provide the necessary services.

It is anticipated that a mix of expatriate and local consulting
services will be required for the establishment of ADUs. Each ADU
will be composed of a staff with financial analysis and sectoral
specific expertise, preferably with no association with the GOCC, to
prevent conflict-of-interest situations.” The ADU staff members will
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come from either the public or private sector and will be managed by
an individual reporting directly to the individual with ultimate
decision making authority (i.e., Secretary or Undersecretary of a
Department or an Agency head).

The major task of the ADU will be to design and implement an
Action Plan and manage the overall privatization process. Each ADU
will define its objectives, determine the extent to which financial
restructuring measures are necessary, and develop and execute a
marketing strategy. ‘

In those instances where it does not make sense to establish an
ADU, consulting services will be procured to develop and execute an
appropriate privatization program.

b. Commodities

AID assistance will be provided for the procurement of computer
hardware and related office equipment to support the information and
data management requirements identified by the technical assistance
staff for selected ADUs.

Committee on Privatization Secretariat

a. Training/Seminars

AID will finance in-country workshops and attendance at seminars
abroad for selected officials directly involved in the activities of
the COP. An example is the annual Harvard University Workshop on
Public Enterprises Policy and Management in Developing Countries,
which incorporates the topic of privatization.

b. Commodities
AID assistance will be provided for the procurement of computer

hardware to support the COP's information and data management
systems.

FINANCIAL PLAN

COST ESTIMATE AND FINANCIAL PLAN

The total cost of the project is estimated at $9.78 million.

Project funds will be provided by AID and the participating GOP
Departments/Agencies.

The estimated Tife of project costs by source of funds are

summarized in Table III-A, Summary Cost Estimates and Financial Plan
(A11 Years). Summary tables of Expenditure Projections by Fiscal Year
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and Expenditure Projections for AID Project Funds by Element and Fiscal
Year are provided as Tables III-B and I1I-C, respectively. Detaijled
cost assumptions for Table III-A are provided in Annex F.

1. USAID/Manila
USAID/Manila will provide $5.0 million in Development Assistance
grant funds from the 103-Agriculture, Rural Development and

Nutrition (ARDN) account and the 106-Selected Deveiopment Assistance
(SDA) account. Planned obligations are shown below.

PLANNED YEARLY OBL IGATIONS

($000)
FUNCTIONAL ACCOUNT FY 88 FY 89 FY 90 TOTAL
SDA $2,000 $1,000 $§ 0 $3,000
ARDN 1,000 75 925 2,000
TOTALS $3,000 $1,075 $ 925 $5,000

2. 6P

The GOP's contribution to the project will primarily be in the
form of administrative costs to support the Committee on
Privatization, Asset Privatization Trust, GOCC Asset Disposal Units;
administrative and logistical support to expatriate and local
contractors; and travel support costs for seminars and training
activities. The total GOP contribution to the project is estimated
at $4.78 million.



- 15 -

owned corporations.

TABLE III-A
SUMMARY COST ESTIMATES AND FINANCIAL PLAN (ALL YEARS)
{US $000)

AID GRANT AID
ELEMENT FX LC TOTAL

Technical Assistance (TA):
a. Local Short-Term TA $ 0 $ 260 $ 260
b. Local Long-Term TA 0 240 240
c. Expatriate Short-Term TA 723 0 723
d. Expatriate Long-Term TA 1,742 77 1,819
Sub-Totals, TA $2,465 $ 577 $3,042

Equipment, Facilities and
Staff for Privatization 300 170 470

Units and COP Secretariat
Training/Seminars 20 10 30
Policy/Operational Studies 270 265 535
Evaluation and Audit* 200 50 250
Sub-Totals $3,255 $1,072 $4,327
Inflation 163 105 268
Contingency 301 104 405
TOTALS $3,719 31,281 $5,000

AID/GOP

GOP LC  TOTAL

$ 0 $ 260

0 240

0 723

0 1,819

$ 0 $3,042

4,000 4,470

0 30

0 535

0 250

$4,000  $8,327

392 660

388 793
$4,780 $9,780.

* Includes $50,000 as provision for non-federal auditing services of government
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TABLE III-B
PROJECTIONS OF EXPENDITURES BY FISCAL YEAR

(US $000)
AID
FISCAL YER GRANT _GoP_ TOTAL
1988 $ 200 $1,560 $1,760
1989 2,117 1,220 3,337
1990 1,130 740 1,870
1991 525 240 765
1992 355 240 595
Inflation 268 392 660
Contingencies __ 405 388 793

TOTALS $5,000 . 34,780 . 39,780
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TABLE 111-C

PROJECTION OF EXPENDITURES OF AID GRANT FUNDS
BY FISCAL YEAR AND BY PROSECT ELEMENT

ELEMENT

Technical Assistance:

Local Short-Term TA

b. Local Long-Term TA

c. Expatriate Short-Term TA
d. Expatriate Long-Term TA

o8]

Sub-Totals, TA

Equipment, Facilities and
Staff for Privatization
Units and COP Secretariat
Training/Seminars
Policy/Operational Studies
Evaluation and Audit
Sub-Totals

Inflation

Contingency

TOTALS

(US $000)
FISCAL YEMRS
88 89 90 91 92
$ 0 $ 130 § 60 § 40 30
0 150 50 20 20
0 408 130 115 70
0 934 505 295 85
$ 0 $1,622 § 745 § 470 205
200 120 150 0 0
0 25 5 0 0
0 350 130 55 0
0 0 100 0 150
$200  $2,117 $1,130 § 525 355
10 137 70 30 21
17 200 106 49 33
$227  $2,454. $1,306 3 604 § 409

TOTAL

$ 260
240
723

1,819
$3,042

470

30

535
250
$4,327

268
405

$5,000 ,
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METHODS OF USAID FINANCING

The methods of USAID disbursement to be used may be classified as

follows:

1. Direct Payments: USAID may make direct payments to suppliers or
contractors for goods and/or services delivered.

2. Reimbursement: Under the reimbursement method of financing, the
GOP implementing agency or contractor disburses its own funds and is
then reimbursed by USAID upon submission of appropriate
documentation.

3. Advance/Liquidation: The advance/1iquidation method of
financing wiTT be used when appropriate. Liquidation will be based
on actual costs. This method is designed to ensure that the entity
receiving the advance will have adequate cash flow to carry out
activities. The maximum cash advance that USAID can give is for a
90-day cash requirement, and is subject to the Controller's
approval. The request must show the monthly breakdown by line item
as approved in the Implementation Plan or Project Implementation
Letter (PIL). The liquidation report must be treated as a separate
report from the Request for Cash Advance. Liquidation of a previous
cash advance is not necessary before USAID can grant an advance for
the following quarter. However, USAID will not provide a third
advance until the next-to-last cash advance has been Tiquidated.

METHODS OF IMPLEMENTATION AND FINANCING OF USAID FUNDS

Amount
Input Implementation Method Financing Method ($000)
1) Technical assistance AID direct contract Direct payment $3,042
Host country contract Direct payment/
reimbursement
2) Policy studies AID direct contract Direct payment 535
Host country contract Direct payment/
reimbursement;
Advance/
Tiquidation
3) Training/Seminars AID direct contract Direct payment 30
Host country contract Direct payment/
reimbursement;
Advance/
Tiquidation
4) Commodities AID direct contract-PSA™ Direct payment 470

AID direct procurement
Host country procurement

Direct payment
Direct payment/
reimbursement;
Advance/

liquidation
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Amount
Input Implementation Method Financing Method ($000)
5) Evaluation/Audit AID direct contract Direct payment 250
6) Inflation ) 268
) (Depending on inputs shown above)
7) Contingency ) 405
TOTAL USAID GRANT $5,000 ©

If the GOP implementing agency cannot advance the necessary funds
for the USAID portion under the regular reimbursement method, USAID will
be willing to consider the advance liquidation method, subject to USAID
regulations.

D. FLOW OF FUNDS

1. GOP Implementing Agencies

Prior to the project's inclusion in the GOP's General
Appropriations Act, the project will utilize the advance/liquidation
method of financing.

Initially, the agencies' Work and Financial Plan is reviewed and
approved by the Department of Budget and Management (DBM). Once
approved, DBM will issue Advices of Allotment (AAs). The GOP
agencies will submit copies of the AAs and an annual Implementation
Plan to USAID. Upon USAID's approval of the Implementation Plan,
the GOP may submit requests for cash advances to USAID or may
finance an activity included in the Implementation Plan out of GOP
funds and subsequently request reimbursement from USAID.

b. USAID (Local and Foreign Currency)

Once funds are obligated for the project, earmarking, commitment
and disbursement will follow, depending on the project's pace of
activity. Flow of USAID funds will be subject to standard rules and
regulations, as indicated in Sections B and C above.

A1l foreign exchange costs under AID direct contracts or
sub-project grants will be paid directly by USAID. At its option,
USAID may make direct payments to suppliers/contractors under host
country contracting or procurement actions, upon submission of the
request to USAID by the implementing agencies.
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IMPLEMENTATION ARRANGEMENTS

A.

IMPLEMENTING ENTITIES

AID and the National Economic and Development Authority will execute

the Project Grant Agreement.

Primary oversight for the project will be the responsibility of the

Department of Finance (DOF). The Secretary of Finance is the Chairman
of the Committee on Privatization (COP), and an Undersecretary of
Finance is Chairman of the COP's Technical Committee. Thus, the Office
of the Undersecretary of Finance will coordinate USAID assistanc: to the
APT and the Asset Disposal Units for the GOCCs.

B.

CONTRACTING ARRANGEMENTS

Either AID direct or host country contracts will be used, the latter

in accordance with procedures set forth in AID Handbook 11 and USAID
Order No. 1401.2.1. The eligible source/origin countries for services
procured with project funds are the U.S. and the Philippines.

1. Local Technical Services

Indefinite Quantity Contracts (IQCs) will be established by the
COP Technical Committee for the local service needs of both the APT
and the ADUs. At least four local firms will be qualified as IQCs
for the privatization services presented in Section II-B of this
Project Paper, and will be utilized on an as-needed basis.

Local firms to be qualified will include data management ,
management consulting and architectural and engineering firms.
Either AID direct or host country contracting will be used for
procuring these services.

USAID/Manita will approve the terms-of-reference, evaluation
criteria, evaluation, selection of and contracts with each IQC for
each category of services. The COP Technical Committee will issue
work orders against the IQCs based on the submission by the APT or
GOCC of a detailed scope-of-work and budget for services. USAID
will also approve each scope-of-work/budget for services requested
and the work order, including contractor's proposal, level-of-effort
and cost, before its execution.

2. Short-Term Expatriate Services

Short-term expatriate services will be nrocured on an AID direct
basis. Based on the nature of the services required, USAID will
"buy into" an AID/Washington Private Enterprise (PRE) Bureau
centrally-funded contract (Privatization, Financial Markets, or
Private Enterprise Development Support) or will buy into an
appropriate AID/Washington IQC and/cr Science and Technology Bureau
centrally-funded contract to procure the required services.
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USAID will also utilize the services of the International
Executive Service Corps (IESC) for specialized management or
ergineering services, using either a prime contract or subcontract
basis, as appropriate (see Annex R).

3. Long-Term Expatriate Services

Expatriate services will be procured on an AID direct
institutional contract basis for the long-term expatriate service
needs of the APT and ADUs. These services will be utilized for
privatization transactions involving a sectoral grouping of
primerily large assets requiring solicitations of foreign investment
and/or technology transfer requirements. These services will also
be available for the smaller, less complex sectoral groupings of
assecs, if desired by the APT and ADUs. Services will be procured
through a buy-in to the PRE Bureau-financed Center for Privatization
contract or the three PRE Bureau centrally-funded contracts
mentioned above. If the choice of firms made available by the PRE
Bureau is not satisfactory to the APT or relevant ADU, AID Handbook
11 and USAID Order No. 1401.2.1 or Host Country Contracting
procedures will be used to procure the requisite services. Wherever
possible, IESC will be utilized on a prime or subcontractor basis to
provide needed Tong-term services.

The services provided will include the full range of
privatization requirements from valuation and prospectus preparation
to issuance of the fairness statement or opinion and closing
services. An investment banking firm will be the lead firm, with
other specialized firms on both an expatriate and local basis
participating as subcontractors.

C. TRAINING/SEMINARS

In-country workshops or participation in seminars abroad will be
implemented by the Department of Finance pursuant to AID concurrence of
annual training plans through Project Implementation Letters.

D. COMMODITY PROCUREMENT

The project will fund the acquisition of computer hardware and other
related office equipment, and associated installation services,
training, spare parts, etc. for the APT, selected ADUs and the COP
Secretariat. Eligible source/origin countries for project-funded goods
are the U.S. and the Philippines. A procurement services agent (PSA)
will be utilized to procure commodities from the U.S., under an AID
direct contract. However, consideration will be given to procuring
U.S.-manufactured computer equipment from local firms, to ensure the
availability of maintenance, spare parts and warranty service.
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E. MONITORING

Monitoring progress under the project will be the responsibility of
the Office of the Undersecretary of Finance. That office will submit
quarterly progress reports to USAID, which will include the following:

1. The status of the privatization program including a Tisting of
all companies approved for privatization; a 1isting of those already
privatized with the price of the sale, method of privatization
(e.g., auction) and entity responsible for privatization (e.q.,
APT); a listing of companies referred to the COP for approval of
their sale, and whether referred to the COP by the APT or other
entities; and a listing of those companies still with APT or other
entities charged with their disposal and undergoing preparation for
privatization.

2. A description of project-funded goods or services provided
during the quarter, by beneficiary entity (e.g., APT), and showing a
relationship to specific privatization actions.

3. A description of requirements for project assistance for the
subsequent quarter.

4. A description of problems faced in the implementation of the
privatization program.

F. USAID PROJECT MANAGEMENT

Project management will be the responsibility of the Office of
Capital Development (0CD). The OCD Project Officer will spend
approximately 30% of his/her time on the project. A Foreign Service
National Project Assistant with investment banking expertise will spend
approximately 75% of his/her time on the project. The OCD Project
Officer will draw upon assistance from other members of the USAID
Project Committee as needed, including the Office of the Program
Economist, Controller, and the Regional Legal Advisor.

Progress reviews involving senior USAID management will be held
quarterly. When necessary, these reviews will be followed by meetings

involving senior USAID and implementing agency management, to discuss
the status and rate of project implementation.

G. IMPLEMENTATION PLAN

The schedule of project implementation milestones follows.
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FY 1988 Action Date Responsible Entity

-~ Authorization of project April 1988 USAID

-- Obligation of FY 88 funds May 1988 USAID/NEDA

-- Submit initial 1ist of May 1988 DOF
GOCCs approved for
privatization, identifying
those to participate in
the project

-~ Satisfaction of Initial July 1988 NEDA, DOF, DOJ
Conditions Precedent (CPs)

=~ Submit 1988 Work Plans Aug. 1988 DOF, GOCCs
for GOCCs

-- Equipment procurement plans Aug. 1988 DOF, APT
submitted for APT, selected
GOCCs and cOP

-~ Submit 1988 Training Plan Aug. 1988 DOF

-- Equipment procured by Sept. 1988 USAID
Procurement Services Agent

-- local TA IQCs executed Sept. 1988 USAID/DOF

-~ Expatriate TA PIO/Ts executed Sept. 1988 DOF, USAID

FY 1989

-~ One-year Work Plans submitted Dec. 1988 DOF, GOCCs
by GOCCs for 1989

=- Annual Training Plan submitted Dec. 1988 DOF

-- Technical assistance provided Throughout DOF, APT, GOCCs,
through work orders and AID 1989 USAID
direct contracts

-- Equipment procurement plans Feb. 1989 DOF, GOCCs
submitted for selected GOCCs

-- Equipment for GOCCs procured March 1989 USAID
by PSAs

-~ Equipment delivered, installed March ]985 APT, USAID

and trajuing conducted at APT
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FY 1993

direct contracts

Pruect Assistance Completion
Date '

Dec. 31,-1992

FY 1989 Action Date Responsible Entity
-- Equipment delivered, installed Sept. 1989 GOCCs, USAID
and training conducted at GOCCs
FY 1990
-- One-year Work Plans submitted ‘
by GOCCs for 1990 Dec. 1989 DOF, GOCCs
== Annual Training Plan submitted Dec. 1989 DOF
-- Technical assistance provided Throughout GOCCs, USAID
through work orders and AID FY 1990 DOF, APT
direct contracts
FY 1991
-- Project Mid-Term Evaiuation Oct. 1990 USAID/Consultants
and Audit
-- One-year Work Plans submitted
by GOCCs for 1991 Dec. 1990 DOF, GOCCs
== Annual Training Plan submitted Dec. 1990 DOF
-- Technical assistance provided Throughout DOF, APT, GOCCs,
through work orders and AID- FY 1991 USAID
direct contracts
FY_1992
-~ One-year Work Plans submitted Dec. 1991 DOF, GOCCs
by GOCCs
-~ Annual Training Plan submitted Dec. 1991 DC:
-- Project close-out procedures March 1992 USAID, DOF, APT
initiated
-- Final Evaluation and Audit Sept. 1992 USAID/Consultants
-- Technical assistance provided Throughout DOF, APT
through work orders and AID- FY 1992 GOCCs, USAID
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EVALUATION PLAN AND AUDIT

The evaluation scheme, designed to help management identify
constraints to implementation as well as to determine impact, calls for
two assessments during the course of the project. One assessment is a
process evaluation; the other, an impact evaluation.

A. PROCESS EVALUATION

The process evaluation is scheduled for October 1990. It will focus
on performance of and implementation constraints in the privatization
efforts. The evaluation will investigate whether the planned services
and institutions are in place and performing as expected. It will Took
at the interactions among the institutions involved in implementation
and assess the adequacy or inadequacy of the support provided. As a
process evaluation, it will be designed to identify constraints to
progress as a tool for improved project management. USAID staff and
external consultants, including GOP personnel and private sector
representatives, will corduct the evaluation.

B. IMPACT EVALUATION

The final evaluation will determine the direct and indirect effects
of privatization on the intended beneficiaries. It will focus not only
on determining the effects of the project but on providing management
guidance to the agencies and institutions that will have responsibility
for the project after the formal project end. Thus, the impact
evaluation will also have a process component to determine constraints
to implementation. External consultants as well as USAID staff will
participate in the evaluation.

C. AUDIT

Primary responsibility for audits of AID-funded projects lies with
the Regional Inspector General's Office (RIG). However, in the event
that the RIG is unable to carry out the audit activities, an external
audicing firm will be contracted for the purpose. Fifty thousand
dollars ($50,000) is budgeted for non-federal audit services for the
mid-point and final audit review. It is anticipated that these reviews
will cover the financial and compliance aspects of the project.

SUMMARIES OF PROJECT ANALYSES

A. ECONOMIC ANALYSIS

The economic analysis (Annex G) demonstrates the project's economic
viability through analyzing the cost effectiveness and alternative
economic rate of return for the 86 GOCCs with“developed privatization
plans. The project's approach, which uses a combination of expatriate
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and local technical services, is cost-effective. It allows the timely
provision of assistance in the specialities required to enable the GOP
to meet its self-imposed schedule for privatization.

The required minimum level of benefits needed to justify the project
is easily achievable. The analysis considers the level of benefits in
relation to possible improvements in gross value added {GVA)
contributions, gross revenues, and income of the 86 GOCCs. Annual GVA
contribution of the 86 GOCCs has to be only 0.89 percent higher than
present in real terms over twenty years; 1985 gross revenues by 0.72
percent; or, 1985 net income (before transfer payments) by 3.3 percent.

The analysis also shows that the expected acceleration of the
privatization process for the 86 GOCCs economically justifies the
project's costs. If privatization results in a doubling of the 1984
return on assets (before transfer payments) from 2.82 percent to 5.64
percent, the required speeding-up effect to justify project costs is
only 2.7 months.

B. FINANCIAL ANALYSIS

The financial analysis (Annex H) demonstrates that the GOP should be
able to easily realize significant financial gains from the project.
Proceeds from divestiture and/or budgetary savings are expected to far
exceed the project's financial costs.

C. ADMINISTRATIVE ANALYSIS

The administrative analysis (Annex I) assesses the capability of the
principal implementing agencies to implement the project. The
Department of Finance (DOF) and the Asset Disposal Units will be the
primary agents. The choice of DOF is examined and upheld, and the
involvement of the Asset Disposal Units is justified both on the basis
of institution-building and because of the critical role they play in
the privatization process.

D. SOCIAL SOUNDNESS ANALYSIS

The project will work within a pre-existing GOP privatization policy
framework. In addition, project support for the GOP's privatization
program has a "macro" perspective with regard to the pool of assets to
be privatized. As a result, the scope of certain project analyses,
particularly those related to social aspects, is limited.

Two broad social issues are discussed in the analysis (Annex J):
possible employment dislocation and the concern that the privatization
process, given the Philippines' underdevelcped capital market, may not
allow a wide distribution of ownership.
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E. TECHNICAL ANALYSIS

The technical analysis (Annex K) presents the technical rationale
for selecting the project's components and determmining its approach.
The GOP has stated its goal of reducing the burden of acquired assets
and public corporations on the national budget and has demonstrated its
political will to execute its privatization program to achieve this
goal. In deliberating how AID could best be of assistance to the GOP in
this area, a number of alternatives were considered, including the
provision of:

-- Working capital credit to the private sector purchasers of the
GOCCs and acquired assets.

-- Term credit facilities for the private sector purchase of GOCCs
and acquired assets.

-- Technical assistance to the GOP in the execution of its Public
Sector Corporate Rationalization Program, and

-- Technical assistance to the GOP in the execution of its
Privatization Program.

Technical assistance to the GOP's Privatization Program was chosen
as the most appropriate option. The elements of the Privatization
project are based on the objectives of the GOP Privatization Program,
the degree of sophistication of the Philippine market, and the
structural layout of the sectors to be privatized.

VI1. GRAY AMENDMENT ALERT

USAID has fully considered the potential involvement of small and/or
economically and socially disadvantaged enterprises. It has determined
that U.S. technical assistance required under the project will be
provided through open competition, with special consideration given to
firms submitting proposals which utilize the resources of small and/or
disadvantaged firms. Some of the IQC firms required to update current
feasibility studies may be Gray Amendment qualifying firms. In
addition, for project evaluation and project-related commodity
procurement, efforts will be made to award contracts to small and/or
disadvantaged firms.
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VIII. CONDITIONS PRECEDENT AND COVENAMTS

The following are the conditions precedent and covenants AID intends
to negotiate in the Project Agreement. Their substance is not expected
to change during agreement negotiations.

A. CONDITIONS PRECEDENT TO FIRST DISBURSEMENT

Prior to the first disbursement under the Grant, or to the issuance
of documentation pursuant to which disbursement will he made, the
Grantee shall, except as A.I.D. may otherwise agree in writing, furnish
to A.I1.D., in form and substance satisfactory to A.I.D.:

1. An opinion of counsel acceptable to A.I.D. that this Agreement has
been duly authorized or ratified by, and executed on behalf of, the
Grantee and that it constitutes a valid and legally binding
obligation of the Grantee in accordance with its tems; and

2. A statement of the name of the person holding or acting in the
office of the Grantee specified in Section 8.2, and of any
additional representatives, together with a specimen signature of
each person speciiied in such statement.

B. CONDITION PRECEDENT TO DISBURSEMENT FOR TECHNICAL ASSISTANCE FOR
GOVERNMENT OWNED AND CONTROLLED CORPORATIONS (GOCCs)

Prior to disbursement under the Grant, or to the issuance of
documentation pursuant to which disbursement will be made for technical
assistance for the privatization of a Government Owned and Controlled
Corporation (GOCC), other than technical assistance in connection with
the preparation of a werk plan for the privatization of the GOCC, the
Grantee shall, except as A.I.D. may otherwise agree in writing, furnish
to A.1.D., in form and substance satisfactory to A.1.D., with respect to
the GOCC for which such technical assistance will be provided, a
one-year work plan for the GOCC, which shall include a specification of
the technical assistancc required by said GOCC to execute its
privatization responsibilities under the work plan.

C. CONDITIONS PRECEDENT TO DISBURSEMENT FOR EQUIPMENT

Prior to disbursement under the Grant, or to the issuance of
documentation pursuant to which disbursement will be made for the
procurement of equipment for APT, the Grantee's Committee on
Privatization ("COP"), or for the Grantee's Department of Finance
("DOF") for use in connection with the privatization of a GOCC, the
Grantee shall, except as A.I.D. may otherwise agree in writing, furnish
to A.1.D., in form and substance satisfactory to A.I.D.:
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T. with respect to equipment to be procured outside of the Philippines,
approval in writing by the duly authorized representative of DOF for
the Project of an A.I.D. Project Implementation Order authorizing
A.I1.D. to procure under an A.I1.D. direct contract financed under the
Grant a procurement services agent to procure such equipment for
purposes of the Project; and

2. With respect to equipment to be procured for APT, COP or for DOF for
use in connection with the privatization of a GOCC, an equipment
procurement plan for APT, COP or for the privatization of the GOCC,
as the case may be, specifying the need, specificati~as and
reasonable cost estimate for the equipment.

D. CONDITION PRECEDENT TO DISBURSEMENT FOR TRAINING AND SEMINARS

Prior to disbursement under the Grant, or to the issuance of
documentation pursuant to which disbursement will be made for training
activities to be implemented by the COP Secretariat or for the holding of or
participation in seminars to be implemented by the COP Secretariat, the
Grantee shall, except as A.I.D. may otherwise agree in writing, furnish to
A.I.D., in form and substance satisfactory to A.l.D., an annual plan
specifying tne training activities and seminars to be undertaken and providing
detailed cost estimates therefor,

E. COVENANTS

The General Covenants in the Project Grant Standard Provisions Annex as
prescribed by AID Handbook 3 will be included in the Project Grant Agreement.
In additijon, the following covenants shall be included:

AID and the GOP agree to establish an evaluation program as an integral
part of the project. Except as the parties may otherwise agree in writing,
the program will include, during the implementation of the project and at one
or more points thereafter:

1. Evaluation of progress toward attainment of the objectives of the
project,

2. ldentification and evalvation of problem areas or constraints which
may inhibit such attainment.

3. Assessment of how such information may be used to help overcome such
problems, and

4. Evaluation, to the degree feasible, of the overall development
impact of the project.
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ANNEX A

.. REPUBLIC OF THE PHILIPPINES
NATIONAL ECONOMIC AND DEVELQPMENT AUTHORITY
NEDA sa Pasig, Amber Avenue Pasig, Metro Manila

Cable Address: NEDAPHIL
! P.0. Box 419, Greenhills
. . ‘_.,;, Tels. 673-50-31 to 50
- ' ' 09 February 1988

"Mr. Frederick w. Schieck
Director
‘United States Agency for
International Development
Manila, Philippines

B R '_v':-‘—_‘_-""':-h”Dea I“Mr‘."SC Hl"e'(:k it

»:-——'The”phiiippiﬁé—Gd@érhméﬁt_is in the process of divesting

_ It 1s in this regard that we would like to reactivate
our reguest for g technical assistance grant to support the
government's privatization Program. The grant shall be
primarily used to provide the necessary technical assistance
and eguipment to Support the expeditious and efficient imple-
mentation of the said Program by asset disposal entities and
other agencies involved in the privatization program. This
Tequest however, is being ‘made on the undérstanding that the
package of assistance for privatization will no longer be
linked with +he capital markets component of the Financial
Resource Mobilization Project (FRMP) ,

We hope that You accord our Teéguest your usual preferen-
tial attention.

Sincerely, :
=i7k<><ﬁ§7 !
LITA COLLAS~-MONSOD VICENTE R, JAYME
Secretary of Socio-Economic. Secretary of Finance
Planning
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o N . UNFI),JIFIED “STATE 859498: % +  ANNEX B

ACTION-. INFO: CEG DCM A& ECON/12

VZCZCMLO727 REQE'{"‘"/'?_L,\ 06-MAR-38 TOR: 12:28

PP RUEEML von CN: 22215

DE RUEHC #9498 0651224 e 7 llau bW 99 CHRG: AID

ZNR UUUUU 7ZR ' NAR } DIST: AID

P ©512217 MAR 88 CeaTo TR ADD:

FM SECSTATE WASHEDC Uonrs - .

TO AMEMBASSY MANILA PRIORITY 3173 | % ’E" “" '71:3‘

BT .

ONCLAS STATE 859498 U? ;‘ EJ _jé y
_ AIDAC ' : Action Taken: oren

No action necessary:

E.O0. 12356: N/A

T:&GS.: N/A‘ ‘ . Dote;__'}_/_&“ Inits; Q/Lﬂ.—-«»—

SUBJECT: PRIVATIZATION PROJECT (NO. 492-9377) - NEV
PROJECT DESCRIPTION

1. PRIVATIZATION PROJECT NPD WAS ??VIEWED DURING PROGRAM
WEEX AND WAS APPROVED FOR PP DEVELOPMENT AND AUTHORI-
ZATION IN THE FIELD. CONCERNS EXPRESSED DURING REVIEW
PERTAINED TO GOP COMMITMENT AND WILLINGNESS TO ACCEPT US
ASSISTANCE IN THIS SENSITIVE AREA, HOW TO OBTAIN POLICY
AND REGULATORY REFOR™M RELATED TO PRIVATIZATION, EOW TO
ASSURE COMPLEMENTARY CAPITAL MARXET DEVELOPMENT OCCURS

"GIVEN GOP REJETCTICN OF U.S. ASSISTANCE FOR TEIS COMPONENT

LAST TEAR, HOW TO0 BUILD A BASE FOR MORET FXTENSIVE A.1.D.
£FFORTS IN TEE PRIVATE SECTOR (ESPECIALLY TRnDE AND
INVESTMENT ARETAS) FOR THE FUTURE, ANT ABILITY OF MISSION
TO DEAL WITE TEIS AND ANY OTHER PRIVATE SECTOR
INITIATIVES GIVEN MISSION STATF COMPOSITICN AN
ORGANIZATIONAL STRUCTURE. :

2. WEILE ENDORSING MISSION'S INITIATIVE TO SUPPORT TRE
IMPORTANT D°*V‘T17ATION AREA, AEVIEW NOTED GOP
RELUCTANCE TO ENGAGE U.S. TECHNICAL ASSISTANCE IN THIS
AREA PREVIQUSLY AND GOP REJECTION OF CAPITAL MARKETS
ASSISTANCE WEICE YAS CONSIDEREL BY MISSION AS AN

IMPORTANT COMPLEMENT TO SUSTAINABLE PRIVATIZATION
EFX¥ORTS. GIVEN THAT THIS IS MISSION’'S ONLY PRIVATE
SECTOR INITIATIVE THIS YEAR, RIVIZIWERS EXPRESSED HOPE
TEAT GOP SUPPCRTS THIS TFFORT AND TBAT IT CAN BE QUICKLY
GOTTEIN ONDERWAY. INDEEL, THERF WAS 4 CLEZAR DESIRE
EXPRESSED TEAT ANALYSIS O* ADDITIOMAL PQSSIBILITIES IN
THE PRIVATE SECTOR AREA SHOULD ALSO ET INITIATED TO
ESTAELISH A EBASIS FOR FURTHER EFFORTS PARTICULARLY 1IN
THE ATTRACTIVE TR.LDE AND INVESTMENT SECTORS.

3. DIRECTCR SCHIZCK NOTED MISSION'S INTZREST TO PURSUE
CAPITAL MARKETS DEVELCPMENT IN THE FUTURE, AND RESOURCE

PLANNING REPORT CONFIRMS PLANS TO ADDRESS CONSTRAINTS TO

EQUITY CAPITAL AVAILABILITY FOR BUSIKNFSS DEVILOPMENT
NEEDS. WE URGE TEAT INITIATIVES IN CAPTTAL MARXETS AREA
PE PURSUEZD TC HEILF ESTAPLISH A MORE SCLID RASEI FOR

PRIVATIZATION EFFORTS A4S WZILL AS A MORE RATIONAL BISINESS

FINANCING MIY GENERALLY.

P ’ " UNGLASSIFIED STATE @59498
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4. TO ENGAGE TYIS COMPLEY AREA MEANINGFULLY OVER THE "~
MEDIUM TERM, IT APPTARS THAT D?DICAmION OF ATLITIONAL
STAFF WITH APPROPRIATE EZPERTISE WILL BY REQUIRED. IT
IS CLEAR TRAT MISSION WILL YAVE TO GIVE CAREFUL THOUGHT
;TIN TEIS REGARD TO NECESSLRY STAFF AnwD ORGANIZATIONAL
"ARRANGEMENTS WITHIN TEE MISSION. . WE TRUST THE PP FOR
THIS FROJECT WILL DISCUSS YOUR CURRENT TdINKING IN THIS
"RECARD: SEULTZ : . .
RE , .
#9498
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PRIVATIZATION {(492-0428)

PROJECT DESIGN SUMMARY

LOGICAL FRAMEWORK

Project Title & Number:

Life of Project:
FromFYy % oFy 92

Totul U. S, Funding __35.0 Hillion
Date Prepared: Apri) 1) _1988

NARRATIVE SUMMARY

OBJECTIVELY VERIFIABLE INDICATORS

MEANS OF VERIFICATION

IMPORTANT ASSUMPTIONS

Program or Sectcr Goal: The broader objective to
which this project contributes: (A1)

Yo increase cuployment and Incomes .

Measures of Goal Achievement: {A-2)

Increased employment, higher tncomes,

(A2,

GOP economic data.

Assumptions for achieving goal targets: {A-4)

Enterprises will grow after privatization.

e e | e

Project Purpose: {B-1) Conditions that will indicate purpose has been (B-3) Assumptions for achieving purpose: (B-4)
nchieved: Ende«ol-Project status. (8-2)
To reinforce the GOP's privatization pelicy by - Interim and final evaluations, Political will to privatize.
assisting the GCP in the process of divesting 1. The privatization of selected, state-owned B !
selected govermnent owriied and controlled corporations enterprises and acquired assets will have * GO records, consultants® reports.
{GOCCs) and acquirec assets, thereby fmuroving the been accomplished,
GOP’s budyet situation.
2. An enhancement {n the production of under-uttllized
assets and an iIncrease in productive capecity will
occur, with the placing back into service of idle
and non-performing assnts
T
Project Outputs: {C-1) Magnitude of outputs: (C-2) ! {c-3) Assumptions for achieving outputs: {C-4)
)
1. Selected state-owned corporations and acquired V. Approximately 20 corporations/assets. - GOP records.
assets privatized with assistance provided ! " O'Spc§l| units sre estabiished and GOP s willing to obtain
under the projfect. 2. 5 to 10 disposa) units functioning. , - Consultants® periodic reports. technicel assistance (or them.
2. Effectively functioning disposathunits privatizing
government -acquired assets and state-owned |
Corporations with personnel with the capacity
to perform the essential tasks of valuation and
financial packaging which are involved fn
privatization actions.
]
]
!
Project Inputs: (D-1) Implementation Targat (Type and Quantity) {D-2) : {D-3) Assumptions for providing inputs: {D-4)

V. Technical assistance in: _investment banking,
accounting, spectalized engineering areas.

2. Privatization unit equipment .
3. Training/Seminars,

4, Policy Studles,

5. Evaluation and Audit

6. Inflatton and Contingencies

T o

¥

{3000)
AlD

GRANT Gop lota
3,042 [ 3,082
410 4,000 4,470
30 0 3
535 0 53¢
250 0 25¢
5 —280 L5}
AL . 5,000 4,180 2,180

Loy

o PV N )

- AlD/GOP Project Agreeacnt
- T.A. Contracts

~ Commnodity Procurement Contracts

- GOP counlerpart funding is made avallable ot levels
indicated.

- Availability of D.A. funds from A.1.D.

2 GUNY
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5C(l) - COUNTRY CHECKL1ST

Listed below are statutory criteria applicable
to: (R) FAA funds generally; (B)(1) Development
Assistance funds only; or (B)(2) the Economic
Support Fund only.

A. GENERAL CRITERIA FOR COUNTRY
ELIGIBILITY

1. FY 1988 Continuing Resolution Sec. .526.
Has the President certified to the No.
Congress that the government of the
recipient country is failing to take
adequate measures to prevent narcotic
drugs or other controlled substances
which are cultivated, produced or
processed illicitly, in whole or in part,
in such country or transported through-
such country, from being sold illegally
within the jurisdiction of such country
to United States Government personnel or
their dependents or from entering the
United States unlawfully?

2. EAA Sec. 481(h). (This provision applies The Philippines has
tc assistance of any kind provided by not been defined as
grant, sale, loan, lease, credit, a "major illicit drug
guaranty. or insurance, except assistance producing country" or
from tine Child Survival rund or relating a "major drug transit
Lo international narcotics control, country,"”

disaster and refugee relief, or the
provision of food or medicine.) If the
recipient is a2 "major illicit drug
producing country" (defined as a country
producing during a fiscal year at least
five metric tons of opium or 500 metric
tons of coca or marijuana) or a "major
drug-transit country" (defined as a
country that is a significant direct
source of illicit drugs significantly
affecting the United States, through
which such drugs are transported, or
through which significant sums of
drug-related profits are laundered with
the knowledge or complicity of the
government), has the President in the
March 1 International Narcotics Control
Strategy Report (INSCR) determined and
certified to the Congress (without



Congressional enactment, within 30 days
of continucuc session, of a resolution
disapproving such a certification), or
has the President determined and
certified to the Congress on any other
date (with enactment by Congress of a
resolution approving such certification),
that (a) during the previous year the
country has coorerated fully with the
Lnited States or taken adeguate steps on
its own to prevent illicit drugs produced
Or processed 1in or transported through
such country from being transported into
the United States, and to prevent and
punish drug profit laundering in the
country., or that (b) the vital national
interests of the United States reguire
the provision of such assistance?

Drug Act Sec. 2013. (This section

applies to thne same categories of N/A. See (2) above.

assistance subject to the restrictions in
FAA Sec. 481(h), above.) 1f recipient
country 1is a "major illicit drug
producing countcy" or "major drug-transic
country" (as defined for the purpose of
FAR Sec 281(h)), has the President
submitted a report to Congress listing
such countrv as one (a) which, as a
maiter of government policy, encourages
or facilitates the production or
distribution of illicit drugs; (b) in
wnich any senior official of thne
government engages in, encourages, or
facilitates the production or
distribution of 1llegal drugs:; (c) in
which any member of a U.S, Government
agency nas suffer:d or been threatened
with violence inflicted by or with the
complicity of any governmen: ciiicer; or
(d) which fails to provide reasonable
cooperation to lawful activities of U.s.
drug enforcement agents, unless the
President has provided the required
certification to Congress pertaining to
U.S. national interests and the drug
control and criminal prosecution efforts
of that country? .

Jo



(92 ]

FLA Sec. 620(c). If assistance is to a No.
government, is the government liable as

debtor or unconditional guarantor on any

debt to a U.S. citizen for goods or

services furnished or ordered where (a)

such citizen has exhausted available

legal remedies and (b) the debt is not

denied or contested by such government?

FAA Sec. 620(e)(1). If assistance is to No.
a government, has it (including any

government agencies or subdivisions)

taken any action which has the effect of
nationalizing, expropriating, or

otherwise seizing ownership or control of
property of U.S. citizens or entitiey
beneficially owned by them without taking

Steps to discharge its obligations toward

such citizens or entities?

FAR Secs. 620(a), 620(f), 620D: FY 1988 No.
Continuing Resolution Sec. 512. Is
reciplent country a Communist country?

If so, has the President determined that
assistance to the country is vital to the
security of the United States, that the
recipient country is not controlled by
the 1international Communist conspiracy,
and that such assistance will furcther
promote the independence of the recipient
country from international communism?
Will assistance be provided directly to
Angola. Cambodia, Cuba, lrag, Libva,
Vietnam, South Yemen, Iran Oor Syria?

Will assistance be provided to
Afghanistan without a certvification?

FAAR Sec. 620(i). Has the country No.
permitted, or failed to take adeguate

measures to prevent, damage or

destruction by mob action of Uu.s.

property?

FAR Sec. 620(1). Has the country failed No.
L0 enter into an investment guaranty
agreement with OPIC?




10.

11,

FAAR Sec. 620(0); Fishermen's Protective
Act of 1967 (as amended) Sec. 5. (a) Has
the country seized, or imposed any
Penalty or sanction against, any U.S.
fishing vessel because of fishing
activities in international waters?

(b} If so, has any deduction required by
the Fishermen's Protective Act been made?

FAR Sec. 620(g); FY 1988 Continuing
Resolution Sec. 518. (a) Has the
government of the recipient country been
in default for more than six months on
interest or principal of any loan to the
country under the FAA? (b) Has the
country been 1in default for more than one
Year on interest or principal on any U.S.
loan under a program for which the FY
1988 Continuing Resolution appropriates
funds?

FAR Sec. 620(s). {I contemplated
assistance is development loan or to come
from Economic Support Fund, has the
Administrator taken into account the
percentage of the country's budget and
amount of the country's foreign exchange
OL other resources spent on military
equipment? (Reference may be made to the
annual "Taking Into Consideration" memo:
"Yes., taken into account by the
Administirator &t tTime of approval of
Agency OYE." This approval by the
Administrator of the Operational Year
Budget can be the basis for an
affirmative answer during the fiscal year
unless significant changes in
clrcumstances occur.)

TAA Sec. 620!(1). Has the country severed
diplomatic relazions with the United
States? If so, have relations been
fesumed and have new bilateral assistance
dgreements been negotiated and entered
into since such resumption?

(a)
(b)

(a)

(b)

Yes,

NO.

No.

N/A

No.



13.

14.

15.

l6.

17.

18.

FAR Sec. 620(u). What is the payment
Status of the country's U.N.
obligations? If the country is in
arrears, were such arrearages taken into
account by the A.I.D. Administrator in
determining the current A.I1.D.
Operational Year Budget? (Reference may
be made to the Taking into Consideration
memo. )

FAA Sec. 620A. Has the President
determined that the recipient country
grants sanctuary from prosecution to any
individual or group which has committed
an act of international terrorism or
otherwise supports international
terrorism?

FY 1988 Continuing Resolution Sec. 57¢.
Has the country been placed on the list
pProvided for in Section 6(3) of the
Export Administration Act of 1979
(currently Libya. lIran. South Yemen,
Syria, Cuba, or North Korea)?

ISDCA of 1985 Sec. S52(b). Has the

Secretary of State determined that the
country is a high terrorist threat
country after the Secretary of
Transportation has determined, pursuant
to section 1l15(e)(2) of the Federal
Aviation Act of 1958, that an ailrport in
the country does not maintain and
administer effective Security measures?

FAA Sec. 666(b). Does the country
object, on the basis of race, religion,
national origin or sex. to the presence

0f anv officer
who
out
the

or employee of the U.S.
is present in such country to carry
economic development programs under
FAA?

FAL Secs. 669, 670. Has the country,
after August 3, 1977, delivered to any
other country or received nuclear
enrichment or reprocessing eguipment,
materials, or technology., without

specified arrangements or safeguards, and

without special certification by the
President? Has it transferred a nuclear
explosive device to a non-nuclear weapon
state, or if such a state, either

received or detonated a nuclear explosive
i )ermits a special

kistan.)

Payments due for 1987
totaled $954,257, of
which $792,360 was
paid by December 31,
1987. The GOP is in
arrears to the UN
for §161,897. The
AID Administrator
has taken the arrear
ages into account in
the 2/1/88 memo.

No.

No.

No.

No.

Y



19,

20,

21,

23.

FAA Sec. 670. If the country is a
non-nuclear weapon state, has it, on or
after August B8, 1985, exported (or
attempted to export) illegally from the
United States any material, equipment, or
technology which would contribute
significantly to the ability of a country
tO0 manufacture a nuclear explosive device?

ISDCA of 1981 Sec. '/20. Was the country
Lepresented at the Meeting of Ministers
of Foreign Affairs and Heads of
Delegations of the Non-Aligned Countries
to the 36th General Assembly of the U.N.
on Sept. 25 and 28, 1981, and did it fail
to disassociate itself from the
communigue issued? If so, has the
President taken it into account?
(Reference may be made to the Taking into
Consideration memo.)

FY 1988 Continuing Resolution Sec. 528.
Has the recipient country been determined
by the President to have engaged in a
consistent pattern of opposition to the
foreign policy of the United States?

FY 1988 Continuing Resolution Sec. 513.
Has the duly elected Head of Government
0f the country been deposed by military
coup or decree? If assistance has been
terminated, has the President notified
Congress that a democratically elected
government has taken office prior to the
resumption of assistance?

FY 1988 Continuing Resolution Sec. 543,
Does the recipient country fully
cooperate with the international refugee
assistance organizations, the United
States, and other governments in
facilitating lasting solutions to refugee
sitvations, including resettlement
wlthout respect to race, sex, religion,
Or national origin?

No.

No L

Yes,



B. FUNDING SOURCE CRITERIA FOR COUNTRY

ELIGIBILITY
1. Development Assistance Country Criteria
FAA Sec. 116. Has the Department of No.

State determined that this government has
engaged in a consistent pattern of gross
violations of internationally recognized
human rights? 1If so, can it be
demonstrated that contemple ' ~d assistance
will directly benefit the g 2dy?

FY 1988 Continuing Resolution Sec. 538, No.
Has the President certified that use of
DA funds by this country would violate.
any of the prohibitions against use of
funds to pay for the performace of
abortions as a method of family planning,
to motivate or coerce any person to
practice abortions, to pay for the
performance of involuntary sterilization
as a method of family planning, to coerce
or provide any financial incentive to any
person to undergo sterilizations, to pay
for any biomedical research which
relates, in whole or in part, to methods
0f, or the performance of, abortions or
involuntary sterilization as a means of
tamily planning?

2. Economic Support Fund Countrv Criteria No.

FAA Sec. 502B. Has it been determined
that the country has engaged 1n a
consistent pattern of gross violations of
internationally recognized human rights?
If so. has the President found that the
country made such significant improvement
in its human rights record that
furnishing such assistance is in the U.S,
national interest?

FY 1988 Continuing Resolution Sec. 549, T™e GOP has taken
Has this country met its drug eradication significant steps to
targets or otherwise taken significant halt illicit drug

steps to halt illicit drug production or production and
trafficking? trafficking.



5C(2) - PROJECT CHECKLIST

Listed below are statutory criteria applicable
to projects. This section is divided into two
parts., Part A includes criteria applicable to
all projects. Part B applies to projects funded
from specific sources only: B(l) applies to all
projects funded with Development Assistance;
B(z) applies to projects funded with Development
Assistance loans; and B(3) applies to projects
funded from ESF.

CROSS REFERENCES: IS COUNTRY CHECKLIST UP TO
DATE? HAS STANDARD ITEM
CHECKLIST BEEN REVIEWED FOR
THIS PROJECT?

A. GENERAL CRITERIA FOR PROJECT

1. FEY 1988 Continuing Resolution Sec. 523:
FAA Sec. 634A. If money is sought to
obligated for an activity not previously
justified to Congress, or for an amount
in excess of amount previously justified
to Congress, has Congress been properly
notified? '

2. FAA Sec. 611(a)(l). Prior to an
obligation in excess of $500,000, will
there be (a) engineering, financial or
other plans necessary to carry out the
assistance, and (b) a feasonably firm
estimate of the cost to the U.S. of the
assistance?

3. FAA Sec. 611(a)(2). If legislative
action is required within recipient
country, what is the basis for a
reasonable expectation that such action
will be completed in time to permit
orderly accomplishment of the purpose of
the assistance?

Congressicnal Notification
expired on April 2, 1988 with-
out any objections from
Congress,

(a) Yes. Financial plans
are contained within the
Project Paper.

(b) Yes.

N/A
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FAA Sec. 611(b); FY 1988 Continuing
Resolution Sec. 501. If project is for
water or water-related land resource
construction, have benefits and costs
been computed to the extent practicable
in accordance with the principles,
standards, and procedures established

pursuant to the Water Resources Planning
Act (42 U.S.C. 1962, et seg.)? (See

A.I.D. Handbook 3 for guidelines.)

FAA Sec. 6l1(e). 1f project is capital
assistance (e.aq., construction), and
total U.S. assistance for it will excexzd
$1 million, has Mission Director
certified and Regional Assistant
Administrator taken into consideration
the country's capability to maintain and
utilize the project effectively?

FAA Sec. 20Y. Is Project susceptible to
execution as part of regional or
multilateral project? If so, why is
Project not so executed? Information and
conclusion whether assistance will
encourage.regional development programs.

FAA Sec. 601(a). Information and
conclusions on whether Projects will

-eéncourage efforts of the country to:

(a) increase the flow of international
trade; (b) foster private initiative and
competition; (c) encourage development

‘and use of cooperatives, credit unions,

and savings and loan assoclations::

(d) discourage monopolistic practices:
(e) improve technical efficiency of
industry, agriculture angd commerce; and
1£) strengthen free labor unions.

AR Sec. 601(b). Information and
conclusions on how project will encourage
U.S. private trade and investment abroad
and encourage private U.S. participation
in foreign assistance programs (including
use of private trade channels and the
services of U.S. private enterprise).

FAAR Secs. 612(b), 636(h). Describe steps

taken to assure that, to the maximum
extent possible, the country is
contributing local currencies to meet the
cost of contractual and other services,
and foreign currencies owned by the U.sS.
are utilized in lieu of dollars,

N/A

AT

.

Elements of the project which are sus-
ceptible to regional execution are being
coordinated with the PRE Bureau and the
project will be coordinated with other
multilateral donors.

By reducing the national budgetary burden
of acquired assets and public enterprises
on the GOP budget, and by improving the

" management and efficiency of these enter-

prises, the project will directly
encourage efforts of the country to

(a) increase the flow of international
trade; (b) foster private initiative and
competition; (c¢) discourage monopolistic
practices; and (d) improve technical
efficiency of industry, agriculture and
commerce. {c) and (f) will only be
indirectly affected.

The project will serve to encourage U.S.
private trade and investment abroad.
Private U.S. participation ‘1l be
encouraged through the U.S. sourcing

of technical assistance and through
investment in assets to be divested.

0f the total project cost of 5.780 M -
GOP and private local currency
contributions are expected to amount

to 4.780.
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13,

FAA Sec, 6€12(d). Does the U.S. own
excess foreign currency of the country
and, if so, what arrangements have been
made for its release? :

FY 1988 Continuing Resolution Sec. 521.
If assistance is for the production of
any commodity for export, is the
commodity likely to be in surplus on

Productive capacity becomes operative,
and is such assistance likely to cause
substantial injury to U.S. producers of
the same, similar oL competing commodity?

FY 1988 Continuing Resolution Sec. 553.
Will the assistance (except for Programs
in Caribbean Basin Initiative countries
under U.S. Tariff Schedule "Section 807,"
which allows reduced tariffs on articles.
assembled abroad from U.S.-made
components) be used directly to procure
feasibilitcy studies, bPrefeasibility
studies, or Project profiles of potential
investment in, or to assist the
establishment of facilities specifically
designed for, the manufacture for export
to the United States ©L to third country
markets in direct competition with U.s,.
exports, of- textiles, apparel, footwear,
handbags, flat goods (such asg wallets or
coln purses worn on the person), work
gloves or leather wearing apparel?

FAA Sec, 119(a)(4)-(s), Will the
assistance (a) Support training and
education efforrts which improve the
capacity of recipient countries to
Prevent loss of biological diversity;

(b) be provideg under a long-term
dgreement in which the LCecipient country
égrees to protect €cosystems or other
wildlife habitats; (¢ SUDDOrt effortsg
to identify and Survey ecosystems in
Lecipient countries worthy of
bProtection; or (4) by any direct or.
indirect means significantly degrade
national parks or similar protected areas
Oor introduce exotic Plants or animals
into such areas?

o,

No.

1

Yo assistance will be ~-
provided that will be subject
to the provisions of this
Section. .



14.

15.

le.

17.

18.

l9.

FAA 121(d). If a Sahel project, has a
determination been made that the host
government has an adeguate system for N/A .
accounting for and controlling receipt
and expenditure of project funds (either
dollars or local currency generated
therefrom)?

FY 1988 Continuing Resolution. If
assistance is to be made to a United

States PVO (other than a cooperative N/A
development organization), does it obtain

at least 20 percent of its total annual
funding for international activities from
sources other than the United States
Government?

FY Continuing Resolution Sec. 541. 1If
assistance is being made available to a

PVO, has that organization provided upon N/A
timely request any document, file, or

record necessary to the auditing

requirements of A.1.D., and is the PVO
registered with A.I.D.?

FY 1988 Continuing Resolution Sec. 51<.
If funds are being obligated under an
appropriation account to which they were
not appropriated, has prior approval of
the Appropriations Committees of Congress
been obtainedz

N/A

FY Continuing Resolution Sec. 515. If
deob/reob authority is sought to be N/A
exercised in the provision of assistance,

are the funds being obligated for the

same general purpose, and for countries
within the same general region as

originally obligated, and have the
Appropriations Committees of both Houses

of Congress been properly notified?

State Authorization Sec. 139 (as

interpreted by conference report). Has This will be done.

confirmation of the date of signing of
the project agreement, including the
amount involved, been cabled to State L/T
and A.I.D. LEG within 60 days of _the
agreement's entry into force with respect
to the United States, and has the full
text of the agreement been pouched to
those same offices? (See Handbook 3,
Appendix 6G for agreements covered by
this provision).
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B. FUNDING CRITERIA FOR PROJECT

1. Development Assistance Project Criteria

a. EY 1988 Continuing Resolution Sec.
552 (as interpreteg by conference
report). If assistance is for N/A
agricultural development activities
(specifically, any testing or
breeding feasibility study, variety
improvement or introduction,
consultancy, publication, conference,
or training), are such activities (a)
specifically and Principally designed
to increase agricultural exports by
the host country to a country other
than the United States, where the
export would lead to direct
competition in that thirg country
with exports of g3 similar commodity
grown or produced in the United
States, and can the activities
Feasonably be expected to cause
substantial injury tc U.s. exporters
of a similar agricultural commodity;
or (b) in support of research that is
intended Primarily to benefit U.s.
producers?

b. FAA Secs. 102(b), 111, 113, 28l¢(a).
Describe extent to which activity (a) The resultant increase
will (a) effectively involve the Poor in the productivity of the
in development by extending access to enterprises being privatized

eéconcmy at local level, increasing should ultimately bring
labor-intensive production and the about economic expansion
use of appropriate technology, and dispersal.
dispersing investment from cities to (b) N/A.
small towns and fural areas, and (c) N/A.
(d) N/A.
(e) N/A.

i

o



(=

insuring wide participarion of the
poor in the benefits o1 development
on a sustained basis, using
appropriate U.S, institutions:

(b) help develop cooperatives,
especially by technical assistance,
to assist rural and urban poor to
help themselves towarg & better life,
and otherwise eéncourage democratic
pPrivate -and local governmental
institutions; (c¢) support the
self-help efforts of developing
countries; (d) promote the
participation of women in the
national economies of developing
countries and the improvement of
women's status; and (e) utilize ang
éncourage regional cooperation by
developing countries.

FAA Secs. 103, 1033, 104, 105, 106,
120-21. Does the project fit the

criteria for <the source orf funds
(functional account) being used?

FA2 Sec. 107. s emphasis placed on
Use of appropriate technology
(relatively smaller, cost-saving,
labor-using technologies that are
generally most appropriate for the

small farms, small businesses, and
small incomes of the poor)?
FAR Secs. 110, 124(d). Will the

recipient country provide at least 25
percent oi the costs of the program,
project, or activity with respect to
which the assistance is to be
furnished (or is the latter
Cost-sharing reguirement being waived
for a "relatively least developed"
country)?

FAR Sec. 128(b). If£ the
attemDpts TO increasse the
institutional capabilities of private
orgenizations or the government o<
the country, or if it attempts to
stimulate scient ic and
technological research,
designed and will it be monitored te
eénsure that the uvltimate
beneficiaries are the poor majority?

activiuy

3 &
i

has it been

ia

L

cveNasa

’Noc_di;ectly.

Yes. $3,000,000 of Section 103,
corresponding to the rural and agricultural
nature of many of the Philippine
enterprises to be covered under this
project. $2,000,000 of Section 106 for
selected development activities.

. Counterpart contributions will account
' for approximately 49% of total project
. costs. :

The poor will be the ultimate benefi-

‘ciaries of a better-functioning private

[P

enterprise system.
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FAA Sec. 281(b). Describe extent to
which program recognizes the
particular needs, desires, and
capacities of the people of the
country; utilizes the country's
intellectual Lesources to encourage
institutional development; and
SUPports civil education and training
in skills required for effective
Participation in governmental
bProcesses essential to
self-government.

FY 1988 Continuing Resolution Sec.
238. Are any of the funds to be used
for the Performance of abortions as a
method of family Planning or to

motivate or coerce any person to
pPractice abortions?

Are any of the funds to be used to
pay for the performance of
involuntary sterilization as a method
of family Planning or to coerce or
Provide any financial incentive to
any person to undergo sterilizations?

Are any of the funds to be used to
pPay for any biomedical ILesearch which
relates, in whole or in part, to
methods of, or the performance of,
abortions or involuntary
sterilization as a means of family
Planning?

FY 1988 Continuing Resolution. 1Is
the assistance being made available
to any organization or Program which
has been determined to support or
Participate in the management of a
Program of coerscive abortion or
involuntary sterilization?

If assistance is fronm the population
functional account, are any of the
funds to be made available to _
voluntary family Planning projects
which do not offer, either directly
OL through referral to or information
about access to, a broad range of
family Planning methods ang services?

The project is directly
responsive to the needs,
desires and capacities of
the Philippine people, and
will utilize the country's
intellectual resources by
using local consulting
firms,

No.

No.

No

No.

N/A.

.
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FAA Sec. 60l(e). Will the project
utilize competitive selection Yes.
procedures tor .he awarding of

contracts, except where applicable
procurement rules allow otherwise?

FY 1988 Continuing Resolution. What

portion of the funds will be No definite portion has
available only for activities of been allotted. However,
economically and socially they will be utilized
disadvantaged enterprises, where deemed appropriate.
historically black colleges and

universities, colleges and

universities having a student body in

which more than 20 percent of the

students are Hispanic Americans, and

wrivate and voluntary organizations

which are controlled by individuals

who are black Americans, Hispanic

Americans, or Native Americans, or

who are economically or socially

disadvantaged (including women)?

FAA Sec. 118(c). Does the assistance

comply with the environmental Yes.
procedures set forth in A.I.D.
Regulation 167 Does the assistance N/A

pPlace a high priority on conservation
and sustainable management of
tropical forests? Specifically, does
the assistance, to the fullest extent .
feasible: (a) stress the importance
of conserving and sustainably
managing forest resources; (b)
support activities which offer
employment and income alternatives to
those who otherwise would cause
destruction and loss of forests, and
help countries identify and implement
alternacives to colonizing forested
areas; (c) support training
programs, educational efforts, and
the establishment or strengthening of
institutions to improve forest
management; (d) help end destructive
slash-and-burn agriculture by
supporting stable and productive
farming practices; (e) help conserve
forests which have not yet been
degraded by helping to increase
production on lands alreadv cleared



or degraded; (£) conserve forested
wWatersheds and rehabilitate those
which have been deforested:; iq)
support training, Lesearch, and other
actions which lead to sustainable and
more environmentally sound practices
for timber harvesting, removal, and
processirg; (h) support research to
expand knowledge of tropical forests
and identify alternatives which will
prevent forest destruction, loss, or
degradation: (1) conserve biological
diversity in forest areas by
supporting efforts to identify,
establish, and maintain a
representative network of protected
tropical forest ecosystems on a
worldwide basis, by making the
establishment of praotected areas a
condition of support for activities
involving forest clecrance or
degradation, and by helping to
identify tropical forest ecosystems
ané species in need of protection and
establish and maintain appropriate
protected areas; (j) seek to
increase the awareness of U.S,.
government agencies and other donors
of the immediate ang long-term value ,
of tropical forests: and {(k)/utilize
the resources ang abilities of all
relevant U.S, government agencies?

FAA Sec. 118(c)(13), If the
assistance will Support a program or N/A.
project significantly affecting
tropical forests (including projects
involving the Planting of exotir
pPlant species), will the program or
Project (a) be based upon careful
analysis of the alternatives
available to achieve the best
sustainable use of the land, and
(b)/take full account of the
environmental impacts of the proposed

<

activities on biological diversity?
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FAA Sec. 118(c)(14). Will assistance
be used for (a) the procurement or
use of logging equipment, unless an
environmental assessment indicates
that all timber harvesting operations
involved will be conducted in an
environmentally sound manner and that
the proposed activity will produce
positive economic benefits and
sustainable forest management
Systems; or (b) actions which will
significantly degrade national parks
or similar protected areas which
contain tropical forests, or .
introduce exotic Plants or animals
into such areas?

FAA Sec. 118(c)(15). Will assistance
be used for (a) activities which
would result in the conversion of
forest lands to the rearing of
livestock: (b) the construction,
upgrading, or maintenance of roads
(including temporary haul roads for
logging or other extractive
industries) which pass through
relatively undegraded forest lands;
(c) the colonization of forest lands;
or (d) the construction of dams or
other water control structures which
flood relatively undegraded forest
lands, unless with respect to each
such activity an environmental
dssessment indicates that the
activity will contribute
signiticantly and directly to
improving the livelihood of the rural
poor and will be conducted in an
environmentally sound manner w.ich
Supports sustainable development?

FY 1988 Continuing Resolution If
assistance will come from the
Sub-Saharan Africa DA account, is it
(a) to be used to help the poor
majority in Sub-Saharan Africa
through a process of long-term
development and economnic growth that
is equitable, participatory,
environmentally sustainable, and
self-reliant; (b) being provided in

No.

No.

N/A
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accordance with the policies
contained in section 102 of the FAA;
(c) being provided, when conistent
with the objectives of such
assistance, through African, United
States and other PVOs that have
demonstrated effectiveness in the
promotion of local grassroots
activities on behalf of long-term
development in Sub-Saharan Africa;
(d) being used to help overcome
shorter-term constraints to long-term
development, to promote reform of
Sectoral economic policies, to
SUppoOrt the critical sector
priorities of agricultural production
and natural resources, health,
voluntary family Planning services,
education, and income generating
opportunicties, to bring about
appropriate sectoral restructuring of
the Sub-Saharan African economies, to
support reform in public
administration and- finances and to
establish a favorable environment for
individual enterprise and
self-sustaining development, and to
take into account, in assisted policy
reforms, the need to protect
Vulnerable groups. (e) being used to
increase agricultural production in
ways that protect and restore the
natural resource base, especially
food production., to maintain and
improve basic transportation and
communication networks, to maintain
and restore the natural resource base
in ways that increase agricultural
production, to improve health
conditions with special emphasis on
meeting the health needs of mothers
and children, including the
establishment of self-sustaining
primary health care Systems that give
priority to preventive care, to
provide increased dccess to voluntary
family planning services, to improve
basic literacy and mathematics -
especially to those outside the
formal educational system and to
improve Primary education, and to
develop income-generating
opportunities for the unemployed and
underemployed in urban and rural
areas?

by
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ANNEX E

CERTIFICATION PURSUANT TO UTILIZATION OF GRAY AMENDMENT ORGANIZATION

I, FREDERICK W. SCHIECK, Director of the Agency for International
Development in the Philippines, having taken into account the potential
involvement of small and/or economically and socially disadvantaged
enterprises, do hereby certify that should technical assistance be required
from the U.S., every effort will be made to identify a small or disadvantaged
firm to provide the assistance. It is planned that this will include a
portion of the accounting and auditing services to be procured. Furthermore,
for the scheduled external evaluations, joint efforts involving both iocal
expertise and Gray Amendment-satisfying organizations are anticipated. My
judgment is based on the recommendations of the Project and Mission Review

Committees.

Date

Mo, 8. /988
v
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ANNEX F

COST ASSUMPTIONS

The following tables provide the cost assumptions used in the budget.
Tables F-1 and F-2 provide information for local short- and Tong-term
technical assistance. Tables F-3, F-4 and F-4a give figures for short- and

long-term expatriate (and expatriate combined with local) technical

assistance. Table F-5 presents cost figures for policy/operational studies.

P



TABLE F-1

LOCAL SHORT-TERM TECHNICAL ASSISTANCE

Category of Burdened Days in Per Month Estimated Estimated U.s.

Services Fixed Person Cost Person- Total Cost Equivalent
Daily Months (P) Month (P) (at P20.50:%1)
Rate Level of
(r) Effort
Management 74,000 22 788,000 51.25 p4,510,000 .  $220,000 .

Consulting,
Accounting/

Auditing
Specialized
Engineering 1,800 22 39,600 20.5 811,800 - 39,600 *
rounded to
$40,000
TOTAL 71.75. ¥5,321,800- $259,600
rounded to

$260,000 -



TABLE F-2

LOCAL LONG TERM TECHNICAL ASSISTANCE

Category of Burdened Days in Person Estimated Estimated u.s.
Services Fixed Person  Month Person- Total Equivalent
Daijly Months  Cost Month Cost (at P20.50:$1)
Rate (P) Level of (P)
p) _ Effort
Investment, 74,000 22 p88,000 45.1 73,968,800 $193,600
Banking,
Management,
Consultancy,
Accounting/
Auditing
Specialized
En~ineering 1,800 22.2 39,960 23.6 943,056 - 46,003
68.7 F4,911,856 $239,603
rounded to

$240,000 .



TABLE F-3

SHORT-TERM EXPATRIATE TECHNICAL ASSISTANCE

u.s.
(3)
Assume Average Burdened Fixed
Monthly Rate $25,000 x 24 PM $600,000
Travel
International
‘Assume 20 RT at $2,000/RT $40,000
u.s.
Assume 20 RT at $300/RT 6,000 -
Local
Assume Public Transport at $300/M0 x 18 PM 5,400 -
$51,400
Per Diem
ssume 20 1-day Int'l. Stopovers
at $150/Stopover $3,000
Assume 75% of time in the Philippines
(75% x 24 P!} x 30 days at $80/day 43,200
Assume 1-day U.S. Trips 1,500
at $75/Day x 20 Days
$47,700 -

Miscellaneous Costs
Cable/TeTex/Telephone/Postage at $1,000/M0
X 24 months, split between U.S. and Philippines $24,000 -

$723,100

rounded to

$723,000 ,

5

%



TABLE F-4

LONG-TERM EXPATRIATE/LOCAL TECHNICAL ASSISTANCE

U.S. and Local TOTAL
(3) (P) (3)
Assume Average Burdened Fixed
Monthly Rate $50,000 x 32 PM $1,600,000 - $1.600,000
Travel
International
Assume 25 RT at $2,000/RT 50,000 - 50,000
u.s.
Assume 10 RT at $300/RT 3,000 - 3,000
Local
Assume Public Transport at $300/M0 x 18 PM 5,400 - 5,400
$ 58,400 , - § 58,400
Per Diem
ssume 25 T-day Int'1. Stopovers
at $150/Stopover 3,750 3,750
Assume 50% of time in the Philippines
(50% x 36 PM) x 30 days at $80/day 43,200 - 43,200
Assume 1-day U.S. trips at $75/day x 10 750 - 750
$ 47,700 - - $ 47,700
Miscellaneous Costs
Cable/Telex/Te Tephone/Postage at $1,000/Mo
x 36 months, split between U.S. and Philippines 36,000 - 36,000
Local Services - 1,574,000% . 77,000
Grand Total $1,742,100 ~ P1,574,400 $1,819,100
($ 76,780)
rounded to rounded to rounded to
31,742,000 < ($ 77,000) $1,819,000

*See Table F-4(a)



TABLE F-4(a)

LOCAL TECHNICAL ASSISTANCE - LONG TERM

Category of Burdened Days in Person Estimated Estimated u.s.
Services Fixed Person  Month Person- Total Equivalent
Daily Months  Cost Month Cost (at P20.50:%1)
Rate (P) Level of (7)
(P) Effort
Investment, 74,000 22 788,000 12.3 P1,082,400 $52,800
Banking,
Management,
Consultancy,
Accounting/
Auditing
Specialized
Engineering 71,800 22 740,000 12.3  P487,080 $23,760
P1,569,480 76,560
rounded to
$77,000 .

=



TABLE F-5

POLICY/OPERATIONAL STUDIES

Assume four (4) policy/operational studies
will be conducted “y expatriate consulting
firms with local - nsulting firms participating

Assume Average Burdened Fixed Monthly Rate
at $18,000 x 12 PM

Assume Average Burdened Fixed Mo. Rate
at P88,N00 x 24.7 PM

Travel
International
Assume 6 RT at $2,000 RT

Domestic

Assume 4 RT at $300 RT
Per Diem
Assume 6 T-day Int'l.
stopovers at $150/stopover
Assume 12 PM x 30 days at $80/day
Assume 1-day U.S. Trips at $75/day x 4 days
Miscellaneous Costs

Cable/TeTex/TeTephone/Postage
at $1,000/Mo. x 12 months

Assume four (4) policy/operational studies
will be performed by local consulting firms

Assume Average Burdened Fixed Mo. Rate
at P88,000 x 37 PM

u.s.
(3)

$216,000

12,000

1,200
900
28,800

300

12,000

$271,200 -

rounded to

$270,000

and Local TOTAL
(?) (3)
- $216,000

P2,173,600 106,029

- 12,000
- 1,200
- 900

- 28,800
- 300

- 12,000

3,256,000 158,829'
5,429,600 - $536,058
(

N

rounded to rounded to

($_265,000) $535,000
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ANNEX G

ECONOMIC ANALYSIS

The objective of this project is to assist the GOP in the implementation
of its privatization program. This assistance is expected to a) speed up the
privatization process and b) improve the efficiency of presently public
corporations and/or nonperforming assets as private sector concerns. The
financial proceeds of the divestiture process do not constitute direct
economic benefits to society. However, proceeds of firm sales will enable the
GOP to a) recoup part of government funds previously invested in the public
corporations, and b) reduce the fiscal burden of financial support to public
corporations. The first expected outcome, in accordance with GOP intentions,
will enable the GUP to finance the planned Comprehensive Agrarian Reform
Program (CARP) and possibly other GOP expenditures. The second outcome will
allow the GOP to increase expenditures on basic services and other traditional
government functions. (See also Annex H, Financjal Analysis.)

This economic analysis will demonstrate the project's economic merits
through: a) cost effectiveness, b) alternative economic rate of return
analysis, and c) speeding up the privatization process.

A. Cost Effectiveness of Selected Approach

The proposed project approach is the provision of necessary
financial and other technical advisory and other services as well as
equipment. The approach taken is deemed appropriate for supporting
privatization activities because of: a) the GOP's self-imposed schedule and
the need to complete the task within the shortest time possible; b) the
enormity and complexity of the process; c) the degree of sophistication of the
corporate investment market and structural diversity of the sectors involved;
and d) the general sufficiency and adaptability of the GOP personnel tasked
with the effort for all but the more advanced and sophisticated financial,
legal and other analytical necessities of the exercise.

Training either locally or abroad, and certainly long term training,
is inappropriate because of the lack of time. Full utilization of expatriate
services is equally inappropriate because of high costs, availability of
highly skilled local personnel for many of the tasks, and the need to be
intimately familiar with local laws and institutions in carrying out many of
the duties. Contracting out most of the effort to domestic sources of
financial services also would be inappropriate because of the need to have
knowledge of international markets, buyers and financial sources and
arrangements. Also GOP personnel politically need to be in a position to
decide at various steps of divestiture and preclude possible conflicts of
interests that could arise if third parties are given freer play in crucial
decisions.

. ggj
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Clearly, there are added explicit and implicit costs in other possible
alternatives in assisting the privatization effort. The approach taken is
basically to let the GOP personnel accomplish their mandate and identify and
request assistance where necessary and appropriate. While the proportion of
total TA funds going for expatriate services in contrast with local services
is planned to be high, this seems justified by a) the need to tap foreign
resources for investment, b) the need to complement domestic expertise with
foreign advisory and technical services that are not availible locally, and
c) the much higher cost of expatriate services.

B. Alternative Economic Rate of Return Analysis:
Improvement 1n Corporate Incomes

While it is not possible to conduct a standard economic rate of return
analysis because of lack of sufficient knowledge on the expected outcome,
economic viability can be justified in terms of expected improvement in
corporate incomes of divested firms.

The economic cost could exclude the GOP contribution since the GOP is
already implementing its privatization program. However, in terms of economic

worthwhileness of the activity (in contrast to obvious financial gains) for
the GOP, the GGP contribution is included in the economic cost. Economic cost

is computed from the financial cost estimates excluding inflation as follows:

($000)

Financial FX Cost of Grant 3,556

FX Shadow Price Adjustment (20%) 711

Financial LC Cost of Grant 1,176

GOP LC Contribution 4,388
Total $9,831

Given the above economic cost, the social discount rate in the
Philippines is used to determine the required economic impact to justify the
investment in this project. In order to do this, several simplifying
assumptions are used: (1) project funds are disbursed immediately upon
signing of the grant agreement; (2) economic return over a 20 year period will
flow evenly for each 4ollar invested; (3) no new returns are attributed to the
project after its completion; and (4) the privatized or divested enterprises
will be more efficient and productive enterprises with private sector
ownership and management.

Using the NEDA-estimated social discount rate of 15 percent (capital
recovery factor for 20 years = .159761), the project must achieve an annual
economic return valued at $1,570,610 at 1988 prices for twenty years. This
means that the divested firms/nonperforming assets shc.ld experience an
increase in income equivalent to at least a value of $1.571 million or P32.983
million (based on an average exchange rate of P21.00 = $1.00 for 1988)
annually for twenty years as a result of the project. Otherwise, prgject
funds should be invested in alternative activities.
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The 1ikelihood of the project's achieving the estimated level of
required economic returns may he demonstrated in terms of the required
increase (a) in contribution to gross value added, and (b) in aggregate gross
revenues and net incomes of public corporations.

The analysis will concentrate on the public corporations approved for
privatization. The nonperforming assets (NPAs) of the government financial
institutions are excluded due to lack of readily available information. Also
there is greater probability that the NPAs may be divested as NPAs per se and
not as ongoing concerns. In cases of just transfer of ownership of debt
instruments without impact on operations, there will be no direct economic
benefits. The sequestered companies are also excluded because of the greater
likelihood of legal impediments to their divestiture.

The GOP has approved to date for privatization 86 of the 121 public
corporations or government-owned and controlled corporations (GOCCs)
identified for privatization. Most of these 86 corporations belong to the
following sectoral categories: agriculture, fishery and forestry;
manufacturing; construction; and trade. Estimated aggregate 1988 gross value
added (GVA) of Ryb]ic corporations in these sectors is P3,715 million in
current prices.l/ Given this estimate, the required benefits of P32.983
million imply only a 0.89 percent real increase in GVA per year of privatized
corporations in the four sectors to justify the project's economic cost.

The 1984 GVA estimates correspond to the contributions of 89 GOCCs.
Although the public corporations vary widely in size, a casual examination of
size information on firms in the four sectors appear to indicate relatively

less dispersion according to size. The very large GOCCs are in the

1/ Estimated 1984 aggregate GVA of public corporations in the four sectors
amounted to 72,574 million in current prices, representing 25 percent of
total GVA of the public corporate sector and only 0.63 percent of total
Philippine GVA for the four sectors in the same v~ar. During 1984 to
1987, total Philippine GVA for the four sectors grew by 27.2 percent.
Assuming for 1988 real GDP growth cf 5.0 percent and an inflation rate
of 8.5 percent and assuming further that the 1984 share of public
corporations in total Philippine GVA for the four sectors i< unchanged,
the 1988 current price estimate of public corporations' GVA in the four
sectors is P3,715 million.
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electricity, transportation and financial sectors and they are not included in
the list of firms approved for privatization. Assuming that privatization
results in a GVA increase of say 10 percent (the average annual real GDP
growth forecast for 1987-1992 is 5.1 percent), then only about 8 firms need to
be privatized.

Alternative ways of determinino likelihood of sufficient economic
benefits in terms of improved GOCC prc .tivity include comparing the level of
required benefits to: (a) gross revenues and (b) net income of the 86 GUCCs
approved by the GOP for privatization.2/ The required annual benefits of
P32.983 million represents 0.72 percent of estimated gross revenues of the 86
corporations in 1985, i.e. P4,609 million. The project will be economically
justifiable if aggregate gross revenues of these corporations increase by 0.72
percent. Since it appears reasonable to assume a relatively narrow range of
size dispersion of the 86 corjorations, a more optimistic scenario of a 10
percent increase in gross revenues or P460.9 million as a recult of
privatization requires that only about 7 of the 86 GOCCs need to be
privatized. Because of increases in price levels between the two periods,
converting the 1985 gross revenue values to 1988 levels would result in an
even lower percentage, or fewer divestitures needed.

Given total 1985 assets of P35,700 million of the 86 corporations 3/
and an assumed average return on assets of 2.82 percent for 1984, the net

2/ The Committee on Privatization (COP) technical staff provided the data
for 1985 gross revenues and total assets of the 86 GOCCs.

3/ Standard financial ratio analysis requires that a two-year average of
total assets be used as the denominator for return on assets. However,
only 1985 information on total assets fcr the 86 firms is available.

For nine of the 86 firms included in the country's top 1000 corporations
for 1985 (which has information on both 1985 and 1984 total assets), the
1985 total assets of these firms did not change significantly from the
1984 levels. The average 1984-1985 total assets value for these nine
firms is 98.7 percent of the 1985 level. The equivalent ratio for all
the top 1000 corporations in 1985 is 98.2 nercent. On the other hand,
it would have been ideal also to use a total assets figure which
represents the average 1987-1988 assets levels, and hence the assets
data should have been projected. In effect, the use of the 1985 total
assets figure assumes that the possible overstatement of net income of
the 86 corporations arising from not usina an average 1984-1985 total
assets value offsets the understatement cue to not updating the
information.
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income (before transfer payments) of the 86 corporations in 1985 is estimated
at 71,007 million.4/ The required minimum benefits represent only 3.3

percent of this net income. If the 86 corporations are privatized and realize
twice the 1984 return on assets, i.e., 5.64 percent, the incremental net
income would be also P1,007 million.5/ The required annual economic

benefits represent only 1.6 percent of the new total net income or also 3.3
percent of the increase in net jincome as a result of the increased return on
assets. To achieve the recuired increase in net income, as a result of the
increase in return on assets from 2.82 percent to 5.64 percent, only 3
Corporations need to be privatized and experience such an increase.

4/ Amatong and Beltran (1987) estimated average return on assets for public
corporations at 4.34 percent per year during 1975-1984. They define
return on assets as the quotient of management profit and total assets.
Management profit is defined as net income before income tax, grant,
aid, subsidy and interest expense. The definition of management profit
appears to approximate that of economic income since it ignores the
effects of transfer payments although there is no adjustment for shadow
prices. Amatong and Beltran also provide estimates of return on assets
On a sectoral basis. 0f relevance to the sectoral classification of the
86 public corporations identified for privatization are the following
sectoral weighted average returns on assets in percent for 1975-1984:
2.35 for agricultural/trading/promotional; 2.60 for industrial and area
development; and 0.63 for infrastructure/public utility. The simple
average of these estimated returns on assets is i.86 percent. The
equivalent fiqure for 1984 only is 2.82 percent. The 1984 Tigure is
assumed to correspond roughly to the average return (before transfer
payments) on assets of the 86 firms identified for privatization.

3/ It should be noted that average return on assets in the usual financial
sense (i.e., income is net of financial charges and taxes) was 2.28
percent in 1984, 2.1 percent during 1985 and 2.9 percent in 1986 for
firms in the country's top 1,000 corporations in the four sectors of
agriculture, fishery and forestry; manufacturing; construction; and
trade. Admittedly, there is no one-to-one correspondence between the
three data sources (Amatong and Beltran, top 1000 coporations, and COP)
in terms of sectoral classification of the firms. For purposes of this
analysis, it may be assumed that the return on assets value computed by
Amatong and Beltran increased by at least 30 percent between 1984 and
1986, using the top 1000 corporations data. This translates into a
return on assets for the 86 firms of 3.67 percent. However, it should
be noted also that the economy was just recovering during 1986. Thus,
under improved economic conditions, it seems reasonable to assume a long
term annual rate of return on assets for the 86 corporations that is
twice the 1984 level, i.e., 5.64 percent.
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There has been some discussion in both the public and private sectors
regarding the overvaluation of the assets of the public corporations. This is
probably more true for the nonperforming assets. Nevertheless, overvaluation
of the public corporation assets can not be dismissed easily. How much can
the GOP reduce the value of the total assets of the 86 corporations, assuming
a higher rate of return on assets, and still justify the project's economic
cost? Given the required minimum annual benefits, the required increase in
net income of the 86 corporations is P32.983 million. If the new rate of
return on assets is 5.64 percent (versus an old unchanging rate of 2.82
percent), the total assets of the 86 corporations can be revalued to 71,170
million representing a decline in total assets value of 97 percent.

C. Alternative Economic Rate of Return Analysis:
Required Speeding Up Effect

According to the GOP, it needs $10 million to complete the
privatization effort in five years, hence the need for the project to
supplement the GOP's own resources in order to achieve the privatization
goal. Suppose, however, that the GOP is able to complete the divestiture
process without the additional assistance, but such assistance would speed up
the process. Would USAID resources of $5.443 million be justified in terms of
speeding up privatization? Alternatively, in the context of the 86
corporations approved by the GOP for privatization, what would be the required
speeding up effect of the USAID contributions, if the GOP would otherwise by
itself complete the divestiture anyway?

As a simplifying assumption, say the GOP without assistance would
divest all 86 corporations simultaneously after the end of a five year period
beginning in 1988, i.e., by 1993. Assuming further that as a result of the
privatization, the 86 corporations experience a doubling of return on assets,
i.e., from 2.82 percent to 5.64 percent. As mentioned above, the increase in
annual aggregate net income of the 86 corporations would be P1,007 million.
Given the economic cost of USAID resources of $5.443 million and given the
future value of this amount after five years (using a 15 percent annual
compounding rate) of $10.948 million or P230 million, the required speeding up
effect to privatize the 86 corporations would be only 2.7 months. Or,
alternatively, the speeding up effect would be 12 months for 20 corporations.
However, the assumed increase in return on assets and no revaluation of assets
may be too optimistic. The required speeding up effect is presented below for
p;ogressive]y lower increases in the return on assets, assuming no revaluation
of assets.

Return on Assets (%) Increase in Annual Required Speeding Up
1984 Net Income Effect
New Average Rate (miTTion pesos) {monthss)
5 2.82 778 3.8
4 2.82 421 6.6
3.5 2.82 243- 11.4
3.46 2.82 230 12.0
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The effects of assets revaluation to lower levels in relation to the
speeding up required is shown below also assuming a new return on assets of
5.64 percent (or an additional 2.82 percent over the 1984 average of 2.82
percent).

Assets Revalued

at Various Proportions Increase in Annual Net Required Speeding
of 1985 Levels (%) Income (million pesos) Up Effect (months)
90 906 3.0
80 805 3.4
60 604 4.6
50 503 5.5
23 230 _ 12.0
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ANNEX H

FINANCIAL ANALYSIS

The most important financial consideration for the Privatization Project is to
achieve maximum effectiveness of the GOP's Privatization Program in order to
help alleviate the GOP's enormous and continuing fiscal burden. However, the
project may de analyzed also as a purely financial proposition for the GOP.

The GOP has set aside $4.780 million to finance the five-year divestiture
program. It will also receive an A.1.D. grant of $5 million through this
project. The total amount of $9.780 million theoretically may be used by the
GOP for some other program, i.e., its opportunity cost is not zero.

First to be considered is the case where there are no net flows between the
corporations and the government, i.e., the government neither subsidizes nor
receives revenues from the corporations. In this case, for the project to be
financially desirable, the GOP must be able to realize financial proceeds from
privatization at least equivalent to the financial cost of the investment plus
earnings that the GOP may derive if the cost of the project were invested in
some interest-bearing financial instrument. If the GOP is able to place the
$9.780 million in a time deposit or in Philippine treasury bills at a 15
percent rate of interest for five years, then the future value of the
investment would be §19.671 million or P413 million in five years. Total
asset value of the 86 GOCCs approved for privatization amounted to P35,700
million as of 1985. Hence, to break even, the GOP would need to and should be
able to easily sell the GOCCs for 1.16 percent of their 1985 asset book value,
or sell one average GOCC for 99 percent of the book value of its assets.

In cases where the government is receiving net revenues from the GOCCs, the
received sales must cover both privatization costs and the discounted value of
future earnings minus outstanding liabilities. However, as a whole this case
does not apply to the GOCCs in the Philippines, although a few individual
firms are net earners, after allowing for all financial costs.

In the last case, where the govermment is a net provider of resources to the
GOCCs, such as the situation in the Philippines, the government will gain
financially if the resulting reduction in the outflow to the firms exceeds the
privatization costs. To break even under present circumstances, divestiture
would need only to result in a one time 3.9 percent reduction in the 1988
budgetary support level for government corporations of P10.5 billjon or a 0.7
percent annual reduction over 10 years (also assuming a 15 percent discount
rate). In this case, any proceeds from divestiture and/or savings beyond
privatization costs represent pure financial gain for the GOP.
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ANNEX 1

ADMINISTRATIVE ANALYSIS

AID assistance to the Government of the Philippines' Privatization
Program will be to the Secretariat of the Committee on Privatization
(COP), the Asset Privatization Trust (APT) and the parent
Departments/Agencies of the government owned and controlled corporations
(GOCCs). As described in the Project Paper, assistance will be in the
form of technical assistance to the privatization process and for the
procurement of computer hardware. In addition, funding will be provided
for workshop/seminar attendance of selected GOP officials involved in COP
activities.

A. Committee on Privatization

The Committee on Privatization was formally established under
Presidential Proclamation No. 50, executed in December 1986. Under this
Proclamation, all privatization a=tions fall within the purview of the
Committee on Privatization, which is responsible not only for approving
the sale of government-held assets, but for guiding, monitoring and
reviewing the entire privatization program. The Chairman of the COP,
which has Cabinet-level status, is the Secretary of Finance.

The mission of the COP's Technical Committee is to review all
proposed privatization transactions and to recommend approval or
disapproval to the COP. The Technical Committee provides essential
coordination among the parent Departments/Agencies that control the GOCCs
to be privatized, thus, it is the key project implementation agency .

The Undersecretary of Finance chairs the COP's Technical Committee,
whose other members are from the Departments of Trade and Industry (DTI),
Budget and Management (DBM), Justice (DOJ), and the National Economic and
Development Authority (NEDA).

The Office of the Undersecretary of Finance has been functioning as
the Secretariat for the COP's Technical Committee. The Secretariat
includes nine professional staff and one full-time secretary, although
future year funding for 12 professional and 4 clerical staff is expected
to be approved.

B. Asset Privatization Trust

Like the COP, the Asset Privatization Trust was established
under Presidential Proclamation No. 50 in December 1986. It became
functional in January 1987 with the appointment of its five Trustees by
President Aquino. The APT is responsible for the disposition of two
types of assets: non-performing assets (in the form of either financial
or physical assets) turned over to the Government by DBP and PNB, and
government owned and controlled corporations (GOCCs) assigned to the APT
by the Committee on Privatization. The initial task assigned to the APT
was the take-over and disposition of 399 non-performing assets. No GOCCs
were assigned to the APT until August 1987,
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As of December 31, 1987, ten GOCCs had been assigned to the APT for
privatization, including the Philippine Cotton Corporation, the
Philippine Amanah Bank and Associated Bank. (A list of GOCCs assigned to
the APT can be found in Section F of Annex P.)

The APT presently has a staff of fifty. The yearly operating budget
of P38.7 million includes P6.9 million for staff salaries and P4.1
million for capital expenses, i.e., purchase of computer equipment,
office furniture and vehicles.

The APT is organized into four functional teams, each headed by an
Associate Executive Trustee, who reports to the APT's Chief Executive
Trustee. Three teams work with the marketing of transferred assets; the
fourth is responsible for legal/government agencies. Al1 four teams
utilize central marketing support and administrative/custodianship
Zervicess (The APT organizational chart can be found in Section A of

nnex P.

As of December 31, 1987, the APT had completed the full sale of 39
non-performing assets and partial sales of an additional ten non-
performing assets. (The government financial institutions, PNB and DBP,
were responsible for the full and partial sales of an additional 31
non-performing assets.) Net recoveries (gross sales proceeds minus
costs) from the APT-disposed non-performing assets, as of
December 31, 1987, amounted to P3,213,464,000.

C. Asset Disposal Units/Entities Privatizing GOCCs

As of March 1988, a total of 103 government owned or controlled
corporations (GOCCs) had been identified for privatization, with an
additional 18 GOCCs awaiting approval for privatization (see Annex 0 for
a complete listing). Five government departments, NEDA and the OfFice of
the President control the GOCCs, which include subsidiaries and
sub-subsidiaries as well as their parent corporations. Approximately
one-fourth of the GOCCs to be privatized are agriculture-based.

In some cases, the parent agency of a GOCC will dispose of the GOCC
directly. This is expected to be the case with the smaller GOCCs.
Otherwise, asset disposal units (ADUs) will be established within the
parent Departments/Agencies of the GOCCs to be privatized, and will be
independent of the management of the entities to be privatized. This
independence is critical in order to forestall possible interference with
the privatization process by those in management who may have vested
interests in the continuation of the present management.,

Large GOCCs may require their own ADU, while several smaller, less
complex GOCCs may share the services of a single sec’or-oriented ADU
based in the parent Department/Agency.

Large ADUs are expected to be those of the National Development
Company (NDC), the Philippine National 0i1 Company (PNOC) and the
Presidential Management Staff. Although not all ADUs have been set up,
the ADU of the National Development Company is an example of a large ADU
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currently in operation. Among the NDC companies slated for privatization

are the NACIDA Raw Materials Corporation, Guthrie Estates, Inc., Guthrie
Plantations, Inc. and NDC Plantations, Inc.

In 1987, the disposal unit of the NDC employed 37 staff, seconded
from other NDC operations. Personnel costs for the ADU were P500,000
(excluding salaries budgeted from othei NDC operations), and advisory
services amounting to P21 million, for a total operating cost of P21.5
million in 1987.

D. Implementing Agency

Because of the large number of entities involved, it is essential
that implementation of the project be the responsibility of a single
agency, which will coordinate project activities, serve as a central
monitor, and serve as a point of contact for USAID. This would include
serving as the authorizing entity for AID contracting and procurement
actions. Such an arrangement would make possible the procurement of a
variety of services for both the APT and the ADUs under general
"umbrella" contracts.

Because of its central role as Secretariat to the COP's Technical
Committee, which is responsible for recommending to the COP that it
approve or disapprove all privatization transactions, including those
managed by the APT, and which coordinates Frivatization activities among
the GOCCs' parent Department/Agencies, the Office of the Undersecretary
for Privatization of the Department of Finance is the Togical choice as
implementing agency for the AID-financed Privatization Project.

s
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SOCIAL SOUNDNESS ANALYSIS

The project will be working within a pre-existing GOP privatization
policy framework. In addition, project support for the GOP's
Privatization Program has a "macro" perspective with regard to the pool
of assets to be privatized. As a result, this limits the scope for
certain aspects of project analyses, particularly those related to social
aspects. In identifying broad social issues which may affect
implementation, two basic concerns exist. They are only briefly
discussed below since these concerns can only be fully addressed by
implementors, as the potential impact transcends the framework of the
pro ject.

Issue No. 1: Employment Dislocation

Privatization of existing government corporations and disposal of
acquired assets inevitably leads to some employment dislocation.
Prospective buyers of firms which are for sale will presumably fine tune
their operations, and in many cases this will entail some retrenchment of
Currently employed manpower.

To date, we are not aware of any comprehensive assessment of the
magnitude of this problem, nor are we aware of studies of the number and
Kinds of employees affected. There probably is no concerted effort to
assess and identify alternatives or options for dislocated employees.
Although the Philippines has existing labor laws which are concerned with
employee welfare, and although prosnective buyers of privatized
government corporations and acquired assets have the ultimate
responsibility for what happens to these firms' employees, nonetheless,
we are flagging this issue for project implementors to consider.

Issue No. 2: Spread effects or diffusion of benefits

Presumably, the project's main beneficiaries are the GOP and the
eventual buyers of the assets which are for sale. The GOP benefits
because it divests itself of firms which have served more as financial
burdens than assets; because the government re-coups part of the
investments which otherwise would have been considered lost; and because
the government improves its image among international investors and dorcr
agencies which view conmitment to privatization as a must for
development .

The buyers benefit because they are able to purchase <:tablished
business concerns, even though some are currently non-performing.
However, aside from these major buyers, does the process allow for a
wider distribution of ownership? Can small investors participate? Do
small investors have simjlar alternatives available to large investors or
are they effectively excluded from privatization activities because these
are generally conducted through public bidding and negotiated sales?

Will the benefit of becoming part-owner of such firms be limited only to
a selected few?
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ANNEX K

TECHNICAL ANALYSIS

This analysis will focus on the technical rationale for selecting each of
the project's components and their elemerts. It will discuss why the
appproaches discussed in Section Il of this Project Paper were undertaken
relative to the present situation in the Philippines.

Section I of the PP provides the setting for the project and section I-D
discusses the roles of other donors. To summarize, the Medium Term Philippine
Development Plan (MTPDP) delineates the GOP's economic growth objectives and
strategies for achieving those objectives. The GOP's objectives are directed
principally toward the:

-- Alleviation of poverty.

-- Generation of more productive employment.
-- Promotion of equity and social justice, and
-~ Attainment of sustainable economic growth.

The MTPDP envisions a strong private sector as the engine of growth with
private investment expected to outpace that of government, and for government
to play its proper role in the economy of providing public services only, not
competing with the private sector.

To achieve these objectives the GOP must achieve the following goals:

-- Reduce its budget deficit burden caused by public corporations and the
acquired assets of government financial institutions; and

-~ Maximize the production and net added values from the revitalization
of existing companies and the employment of stocks of assets already
installed in the Philippine economy which, at present, are
underutilized or idle.

As discussed in Section I.B.3, the GOP has formulated public corporate
sector rationalization and privatization programs as strategies to reach its
goals and ultimately its objectives. Elements of the public corporate sector
rationalization program include rationalizing the GFIs (e.g., PNB/DBP), and
increasing the operating efficiency of selected GOCCs through planning and
performance evaluations and consolidations/mergers. The GOP's Privatization
Program invclves the partial or total divestiture of GOCCs, the dissolution or
liquidation of GOCCs, and the total divestiture of the acquired assets of
GFIs. The GOP has not expressed an interest in “contracting out" or “"partial
privatization" techniques.

The GOP has demonstrated its political will to execute itc rationalization
and privatization programs. Under its rationalization program, the financial
restructuring and rehabilitation of the major DFI's, including PNB and DBP,
are underway, and a special unit--the Government Corporate Monitoring and
Coordinating Committee--has been organized to design and implement a system of
public corporate planning and performance monitoring and evaluation. Under
its Privatization Program (also discussed in Section I.B.3), the COP and APT
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have been established and staffed; operating quidelines for both have been
developed and executed; assets have been transferred from PNB and DBP to the
APT, with soue having already been bid out and sold; the parent companies of
selected GOCCs have themselves established Asset Disposal Units (ADUs); and
the President of the Philippines has approved a partial list of GOCCs to be
privatized.

In deliberating on how AID could best be of assistance to the GOP in
achieving its very laudable objectives and goals, a number of alternatives
were considered, including providing:

-- Working capital credit to complement the term credit requirements of
investors.

-- Term credit facilities for the private sector purchase of assets.

-- Capital for direct investment on a quasi-equity or subordinated debt
basis in selected acquired assets and/or GOUs to be privatized.

-- Technical assistance to the GOP in the execution of its
"Rationalization Program," and

-~ Technical assistance to the GOP in the execution of its "Privatization
Program."

The provisions of working and/or term capital facilities or investment
capital are not viable options for A.I.D. The commercial banking system in
the Philippines is presently highly liquid and short term working capital
resources are available. The past easy provision and use of term debt
resources from GFIs is one of the reasons why there is a need for a
Privatization Program now. Accordingly, this alternative is out of the
question. As for investment capital, there is no need for AID or any other
donor to play a catalytic role here. Equity investment capital is readily
available from both domestic and foreign sources to take advantage of the
GOP's Privatization Program. This is the principal reason why the stock
market is on a bull run. Investors are looking for investment grade
securities, but they are not available in the current environment. A number
of private foreign and domestic investment funds have already appeared on the
horizon (i.e., First Philippine Capital Fund), and the GOP's Debt/Equity Swap
Program provides further equity investment incentives. In addition,
considering the level of resources required to purchise privatizable assets,
estimated to be in the neighborhood of $1-2 billion, USAID current OYB
of 313 million would not put an appreciable dent in this requirement. In
short, to provide the funding necessary to adequately finance the short to
long-term financing needs of investors, even if it was needed, would be beyond
the capacity of USAID.

It is AIl's policy not to undertake activit'es which would strengthen the
efficiency of GOCCs, particularly where they are in competition with the
private sector. As such, AID is not in a position to provide technical
assistance for the GOP's "Rationalization Program.” The World Bank has under
consideration technical assistance to the GOP for this effort under its
proposed Government Corporation Rationalization Loan, now in the appraisal
stage.
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However, as discussed in Section II.B.1, there is a tremendous need to
assist both the APT and ADUs of selected GOCCs to execute their
partial/complete divestiture plans within the five-year 1ife span of the
program, particularly in light of the inadequate resources to carry out their
respective privatization programs, but also, and understandably so, because of
their lack of experience in this area. This identified need is the basis of
the Mission's Privatization Plan (see Annex L).

As presented in the AID-financed First Boston Memorandum on Privatization,
the work programs or actual operating stages involved in the privatization
process are extremely important to achieving privatization targets and goals.
The GOP has taken the recommendations of First Boston and provided for the
following in its Privatization Program through Proclamation No. 50:

-- A clear legal framework.
-- Centralized decision making power, and
-- An overall privatization unit with detailed operating guidelines.

With this accomplished, and although the APT and selected GOCCs have
initiated the privatization process, the services that can be provided by
expatriate and local consultant and to be funded by the proje-t are critical
to the timely completion of their tasks.

The nature of any privatization program requires the application of
diverse and specialized disciplines. The objectives of the Philippine
Privatization Program, the degree of sophistication of the Philippine market
and the structural layout of the sectors to be privatized, as well as the
desire not to "reinvent the wheel," make it advisable to contract the services
of various specialty fims. Since the ultimate price that investors might be
willing to pay for any enterprise is normally a function of the accuracy of
available information, ensuring the quality of information is a top priority.
To this end, firms with specialty backgrounds in the preparation of
information, in the appraisal of assets, in the conduct of sectoral strategic
studies and in the execution of divestiture programs, must be looked upon as
providers of needed services.

Auditors: The supply of accurate and updated financial information is a
key requirement in any type of divestiture process. To this end, the
participation of an outside accounting firm in the audit of historical as well
as current financial performance is needed. Similarly, in cases where
financial restructuring is being considered, accounting firms are best
qualified to perform the task. If attracting foreign investors is one of the
objectives, having financial statements be endorsed by one of the "Big Eight"
U.S. accounting firms and their associates here in the Philippines would
become a priority,

Technical Advisors/Specialty Engineering Firms: In order to obtain a
thorough understanding about the real value of a company, alternative
valuation methodologies should be utilized. Among these, replacement cost and
liquidation value are parameters that only experts in the specific field would
be able to provide. Thus, the involvement of technical/specialty engireering
firms is necessary.
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Investment Banks: The participation of an investment bank has a two-fold
objective: [T] as financial advisor to the government, in working together
with the privatization unit (in this case the APT and/or ADUs of GOCCs) in the
sale of smaller enterprises; and (2) as financial intermediary for the sale of
larger enterprises. The investment bank is able to provide the technical
assistance normally associated with the sale, merger and acquisition of
companies and can thus define and execute marketing strategies tailored to the
specific characteristics of each enterprise.

Management Consultants: Strategic studies on the sectors to be privatized
should be conducted by management consulting firms. The objective of their
work is normally geared to identifying entry barriers in government-controlled
sectors with a view to designing policy measures to encourage private
investment. The scope of these measures will also involve, but not be Timited
to, specific pricing recommendations, labor and management issues, etc.

Other governments, including Great Britain, Spain, Costa Rica and Jamaica,
have recognized the effectiveness of utilizing outside advisors to provide
professional assistance in the expeditious privatization of assets and have
used them quite effectively in executing their privatization efforts. The
experience gained by advisors to those governments is certainly applicable
here in the Pnilippines.

The Privatization Project corresponds to these requirements and will
provide these services to the APT and ADUs of GOCCs, and will provide for the
professional, timely and efficient disposal of GUCCs and acquired assets.

To maintain momentum, it is now more important than ever to have these
specialized services placed as quickly as possible to keep the privatization
process moving and alive. The technical assistance and equipment in support
of the APTs and selected GOCCs' information and data management needs will put
into place file and retrieval systems that will allow their staffs to be more
efficient and, in turn, more productive. By using donor financed outside
consuiting assistance in their legal, valuation and marketing efforts, the APT
and ADUs of GOCCs can more effectively utilize their scarce resources and lean
staffs to manage the privatization process. Because this assistance is
experienced in the privatization process, as mentioned above, the wheel is not
reinvented and the GOP will certainly realize a greater return on the assets
being sold than if these services were not in place.

The technical assistance to the GOCCs in the establishment of independent
ADUs, the refinement of their privatization objectives the identification of
impediments to privatization and the development of privatization strategies
Will provide order to what is now a chaotic state of privatization
implementation. 1In addition, this assistance wijl help to keep privatization
objectives focused and on track with the government-wide privatization
objectives and will ensure against special interests, turf protectors, and
hidden agendas always evident in the privatization process.

The approach taken in the Privatization Project will assist the GOP to
achieve its privatization goals.
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ANNEX L

MISSION PRIVATIZATION PLAN

-A. The Problem

The movement of the Philippines from a generally private sector oriented
economy toward a mixed economy with a growing and inefficient public corporate
sector gained impetus as long as fifteen years ago. During the 1970s neijther
the donors nor the international financial community gave due attention to the
trend toward ever greater public sector domination of industry and large scale
service sector businesses such as airlines and banking. However, the
subsequent emergence of "crony-capitalism"--private monopolies leveraged with
public funds--caught the attention and interest of the world financial
community and signalled how much structural change had taken place in the
business sector of the Philippines. As the complex architecture of crony
capitalism was gradually revealed during the waning years of the Marcos
administration, the full extent of the government's ownership and involvement
in industry and business became increasingly clear.

The government owned the only airline, banks, steel mills, cement
corporations, mining corporatinns, shipping 1ines, oil corporations,
refineries, urban bus companies and trucking fims. On top of this mass of
chartered public business, the government's domination of financial and
capital markets, and the liberal use of sovereign guarantees to shore up
private credits, had given the Philippine government enormous exposure to the
nominally private businesses operated by the cronies. When the weaknesses in
the financial structure of the Philippines were dramatically exposed during
the crisis of confidence which followed the assassination of Benigno Aquino in
1983, the reality of this massive government exposure to private firms became
clear. Over the next three years an increasing number of crony and other
firms failed to meet their debt obligations. Many owners walked away from
their companies with 1ittle regret having made their profits in the
mobilization and procurement phases of projects, leveraged with public funds.
Others skil1fully stripped their assets undetected by the inexperienced and
often unconcerned public sector bankers who held their paper.

As the defaults to the government banks cascaded, with single company
deraults triggering the collapse of holding companies and corporate shells to
which many of the government Toans had been extended, the size of the pubTlic
sector portfolio grew apace. Today, the public sector, chartered and
acquired, eats a quarter of the national budget. President Aquino and her
economic cabinet officers have given high priority to divestiture and
privatization. This priority has been underscored by the donors. The IBRD
has required divestiture and restructuring plans for public financial
corporations and for non-financial (industrial and service) companies as a
condition for program loans. USAID has tied food aid to privatization
conditions in the agricultural and food processing areas. These efforts have
been relatively wel?-received by the economic technocrats of the GOP who share .
the donors' sense of urguacy in stanching the budgetary bleeding of the public
corporate accounts and in restoring leadership to the private sector in most
industrial and corporate activity.
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Before examining the specifics of privatization in the Philippines it is
useful to consider the overall financial magnitude of the issue. The GOP's
budget deficit for 1986 was an estimated $1.4 billion, or around 4.7 percent
of GNP, caused in large part by government expenditures in the form of
subsidies, net lending and equity contributions to chartered public
corporations, and debt servicing for the three largest government financial
institutions. In 1986, GOP equity contributions and net lending to public
enterprises amounted to 27.7 billion pesos, or 26 percent of total budgetary
expenditures. Outlays to the government financial institutions absorbed 58
percent of this assistance. To reduce this burden and to reverse the statist
policies of the previous administration, the present administration must
divest itself of three classes of assets:

1. (Chartered Public Corporations (Non-Firancial): The previous
Administration pursued interventionist policies which led to the establishment
of inefficient and heavily subsidized parastatals, most in direct competition
with the private sector. The formation of public sector companies expanded
rapidly in the 1970s and early 1980s, quadrupling from 65 in 1970 to 264 in
1986. A core of 14 very large chartered corporations constitute about half of
total public corporation assets, and 74 smaller corporations and 174
wholly-owned subsidiaries make up the remainder. These entities range from
the Philippine National 0i1 Company (PNOC) and Philippine Airlines to a
variety of corporate subsidiaries in transport, trade and manufacturing. In
terms of gross value added (GVA), this sector grew faster than the economy
between 1975 and 1984, growing by 24.6 percent per annum compared to 14.]
percent for Gross Domestic Product (GDP). However, the contribution of this
sector to total employment has been very insignificant. In 1984, employment
in public enterprises accounted for less than one percent of total employment.

2. Chartered Public Corporations (Financial): Policies of the previous
government perpetuated an over-reliance in the economy on bank borrowing to
finance medium- to long-term capital requirements. The volatility of the
Philippine economy over the past five years caused many companies to default
on their loans to the government financial institutions, whicn then acquired
assets through the conversion of loans to equity. In most instances the
financial obligation to the banks exceeds the value of the assets. To avoid
decapitalizing the government financial institutions the government has had to
provide them with massive financial support from the budget. There is an
urgent need for the government to relieve itself of this financial burden, and
to eventually divest itself of financial institutions such as the Development
Bank of the Philippines (DBP), Philippine National Bank (PNB), the Land Bank
(LB), the Philippine Export and Foreign Loan Guarantee Corp. (PEFLGC), and
numerous insurance and special purpose financial firms because of their drain
on the budget.

Both DBP and PNB have undergone financial restructuring as part of the
conditionality attached by the IBRD to its Economic Recovery Program Loan (see
Section C.1). On an obligation basis, net lending to DBP is expected to
decrease from 7.6 billion pesos ($371 M) in 1986 to a projected 5.7 billion
pesos ($278 M) in 1987. Net lending and equity investments for PNB are
projected to drop from 11.0 billion pesos ($537 M) in 1986 to 2.8 billion
pesos ($137 M) in 1987,
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3. Acquired Assets: Government financial institutions acquired hundreds
of assets in the form of private companies that defaulted on their loans. The
Case for divesting these assets has been evident to the domestic and
international financial community for many years. The previous IMF Stand-by
Agreement with the GOP sought to force a measure of financial discipline on
DBP and PNB. The key economic team members in the new Administration's
Cabinet know that privatization is imperative and have arrived at a mechanism
to undertake this task, as discussed in Section B below.

B. GOP Approach to Privatization: After severa] ad hoc attempts to privatize
individual entities, the Aquino administration issued Proclamations 50 and
50-A in December 1986, formally launching a program for the expeditious
disposition and privatization of certain government corporations and/or assets
thereof. Proclamation No. 50 created the Committee on Privatization (COP) and
the Asset Privatization Trust (APT) and 50-A, issued shortly thereafter,
refined the requirements of the original Proclamation (to the satisfaction of
the IBRD). The COP jis a Cabinet-level committee tasked with identifying for
the President those non-performing assets and government corporations to be
privatized, determining which assets will be transferred to the APT,
establishing guidelines for privatization, and approving the sale and
disposition of assets. The APT was created to serve as the disposal unit in
the process, with five full-time trustees from the private sector. The APT
will focus primarily on the acquired assets of PNB and DBP and the
goverrment-owned corporations or parastatals. Operating guidelines for the
APT have been finalized and issued. These guidelines address: the transfer of
non-performing assets to the Trust; priorities for asset disposal; policies on
conservation, rehabjlitation, restructuring, mergers and other
reorganizations; the choice of markets for disposition; valuation; sales
methods; sale to previous owners; and operations and administration. The
guidelines for the disposal of government corporations have also been issued.

C. Other Donor Plans

1. The World Bank (IBRD): The IBRD has been a vital force in promoting
privatization Tn the Philippines. It conditioned its $310 million Economic
Recovery Loan on reforms in the government financial institutions, including
the establishment of a mechanism for the privatization of acquired assets and
the restructuring of the DBP and PNB. In addition, the IBRD and the GOP have
reached agreement on a $150 million Public Corporate Sectur Rationalization
loan, to privatize selected non-financial government corporations and increase
the operating efficiency of the remaining public corporations. The IBRD is
requiring Philippine government agreement on the structure and implementation
of the rationalization effort as a precondition to both the Public Corporate
Sector Loan and the second tranche of the Economic Recovery Loan.

2. International Finance Corporation (IFC) has committed $12.5 million to
the First PhiTippine Capital Fund for the purpose of converting part of the
Philippines' foreign debt into equity investments. This Fund will Tikely be a
contributor to the privatization process through the purchase of investment in
the acquired and distressed assets of the GFIs. The 1FC might also provide
general technical assistance to the APT as required by the GOP. In the GOP
execution of specific.privatization deals, IFC may provide specialized
technical assistance to potential buyers.

(}K



3. Asian Development Bank (ADB): The ADB has no plans for significant
near-term 1nvolvement in privatization, but is providing grant technical
assistance for privatization-related studies. However, the ADB has made a
$500,000 equity infusion to Planters Development Bank and is negotiating
opening a $10 million window for direct lending to private corporations
without requiring a government guarantee.

D. The Mission Approach to Privatization: The Mission envisions its major
contribution to the privatization process to be assisting the GOP to develop
its privatization strategy and implementation framework. The Mission's
approach adheres to the principle that the process of privatization generally
and divestiture specifically is a market process which must be implemented by
private sector entities qualified to do sc, i.e., private investment/merchant
banks, accounting and consulting engineering firms, lawyers, etc. This
approach sets us apart from the multilateral development banks (MDBs) who have
indicated a willingness to provide financial and technical resources to
review, classify and selectively rehabilitate assets before their disposal or
leverage the sale itself.

E. Specific Actions: The initial thrust of the Mission's privatization plan
has been to act as a catalyst to focus the GOP's policy makers on the need to
divest the government of non-performing and public corporate assets in an
expeditious but orderly manner. The Mission has identified short- and long-
term targets of opportunity for assisting the privatization process in the
Philippines, as presented below.

1. Short-Term

Accomplishments to Date

a) Studies: Initially, the Mission funded several studies on the
public corporate sector in the Philippines, which were used by the IBRD in its
appraisals for the economic recovery and public ~orporate sector Toans.
Subsequently, the Mission used the PRE Bureau contract with the Center for
Privatization for a key study performed by the First Boston Corporation
entitled "Recommendations on the Privatization Program for the Republic of the
Philippines.” This study provided significant input to the GOP's decision not
to undertake a massive physical and financial rehabilitation of assets prior
to their sale because costs incurred would probably not be recovered. The
study furthermore stressed the importance of centralization, simplicity,
flexibility and speed for the GOP to succeed in privatization.

b) Privatization .onference: An international conference called
"Philippine Opportunities for Entrepreneurs and Investors (PHOENIX)," focusing
on the divestiture of government corporations, was held in December 1986. The
Conference was hosted by the Presidential Commission on Government
Reorganization (PCGR) and involved key GOP officials in a presentation of
investment policies and opportunities. This conference represented the
launching of the GOP's privatization program and the first in a series of
marketing activities to generate interest in the assets being privatized by
the GOP. The Mission deemed this an excellent opportunity for AID to be
publicly associated with GOP privatization efforts and received the assistance
of the PRE Bureau to financially support this conference. AA/PRE Neal Peden
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attended the conference and was featured as a speaker, and PRE recruited and
financed several individuals skilled in asset evaluation techniques who led
and participated in a panel discussion on this topic.

c) National Food Authority (NFA): Since the Mission's
development thrust is agriculture and rural development, special emphasis is
being given by the Mission to the privatization of government agribusiness and
agri-marketing firms such as the National Food Authority (NFA) and the
commodity marketing firms such as the Philippine Cotton (PCC), Dairy (PDC) and
Tobacco (PTC) Corporations. The former Minister of Agriculture formally
requested advisory services to establish a framework for the divestiture of
the NFA. A review of the NFA non-grain business operations was made, their
commercial viability assessed, net worth and fair prices ranges were
established and an action plan for divestment developed and recommended. The
study's recommendations have been well received by the new Secretary of
Agriculture.

2. Long-Term
a. Privatization Project (492-0428)

The purpose of this planned FY 1988 project is to reduce the
burden of the acquired assets and public corporations on the national budget.

The project's approach will be to assist the government to divest
itself of state-owned corporations and acquired assets. The newly created
Asset Privatization Trust and other governmental disposal units will require
assistance in evaluation, finance packaging, identification of foreign
investors and marketing. The project will provide technical assistance in the
form of investment banking, accounting, marketing, and technical services for
the following activities: a) evaluation; b) financial packaging; c)
preparation of prospectus; d) presentation of formal opinions on the
“fairness" of the terms of the sale; e) identification of potential direct and
portfolio investors, particularly direct foreign investors for the larger
entities to be privatized; f) assistance in negotiations with prospective
investors; and g) issuing shares of state-owned companies in the public
securities exchanges.

b. The Accelerated Agricultural Production (AAP) Project
The Mission plans to assist the GOP to undertake privatization
activities related to agriculture through the Market Development Component of
the AAP project, signed in August 1986. Follow-on privatization activities
for NFA, PCC and PDC further to those described above may be financed. In
addition, the Mission plans to furnish assistance in setting-up an asset
disposal unit for the Department of Agriculture.

c. Venture Capital

In the area of venture capital, PRE has agreed to work with the
Mission in identifying an appropriate USAID intervention. We realize that the
U.S. approach to venture capital cannot be applied here at this time because
of structural economic weaknesses, i.e. a weak capital market. Therefore, we
will be identifying innovative approaches to venture capital development and
usage that will probably be tied to a transfer of technology. We will also
use our work on venture capital to strengthen the capital markets.

N



3. Resource Allocation

a. The Privatization Project

A funding Tevel of 35 milllion is proposed. This activity is not
new; it comprises one of the two major components of the Mission's Financial
Resources Mobilization Project, authorized in AID/W in 1987, which did not go
forward because negotiations with the GOP broke down over the capital market
development component. Project activities are not expected to get underway
until late FY 1988 to allow for completion of a new Project Paper, negotiation
of the Project Agreement and the meeting of Conditions Precedent to
Disbursement. The project-supported privatization activities would be
undertaken over a five-year timeframe, FY 1988-1992.

b. The Accelerated Agricultural Production (AAP) Project

$700,000 has been budgeted to support privatization under AAP.
The PACD, is December 31, 1991; however, the privatization activities the
project will support are likely to be completed in FY 1988 or 1989.

c. Venture Capital

Resource allocation for this possible future activity has not yet
been determined. This area may be addressed in a FY 1988 or 1989 project.
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MALACANANG

Manila

PROCLAMATION NO. 50

PROCLAIMING AND LAUNCHING APROGAAM FOR THE
EXPEDITIOUS NISPOSITION AND PRIVATIZATION OF
CERTAIN GOVERNMENT CORPURATIONS AND/OR
THE ASSETS THEREOF, ANI CREATING
THE COMMITTEE ON PRIVATIZATION
ANO-TIE ASSET PIUIVATIZATION TRUST

AECALLING that tha seorgamzation of the qoverament s man.
gatact exorossiy In Artlclo 1, Section 1(a), and Articte 11l of tha Fras-

" dam Constitutiony

t HAVING N MIMND that, pursudnt to Execullve Ordar No, 5 {1986),
thare It a noed lo affect the Hacessary Ind proper changas |n the or.
ganizational and ftunctional structures of tho gqoverniment, Ils agonclas

and Instrumentalllies, iy ordar o proaiote alficloncy and effectivenass .

in tho dailivary of pubilc sarvicas;

TAKING IMTO ACCOURNT that tha gcvarnnent considars Inve
paratlva tha formal Jauncning of a program for the ratlonailzation of
\ve gavernment corporata snctor calculatant Lo craale and tustain a lagat,
soclo-palitical and aconarmic rnviromnont concaucive o (ho cultlvation

" of & high degrea ot gynamism snd performanca inotlvation among

govarmnont.ownad or controlled corporitinns undor a reqhine of re.
tatlya 3utonamny, fiexibility, viability ing continuing accountablifty
to tha panolo (i their oprratiaons;

CONSIDENING that ths govermment hhay decided to Jdopt, as the
tvein cornerstonas nt (e prograrn, tha lollowing parallel Imparativaes
for tha attalnment of ndtinnal poilcyr

{A) The judiclous usa of tho corparata form of osqanization

In tho creation af govariunent bociles for the production and dls.

\ributlan of economic goods and sarvices lo tha publle, apd the

ne=d to ratlonallze and manitor the oparations of government

corporatians to Nhalp hring abolit inprovad perfarmaice, aisitre
mora afficient usa of resources and In gonnral to ro-orlent their
activitias and priorities In a mannar consistent wilh natlonsi ot

Jectivos, to the and thee tha privata sector Is glven prlimacy and

the govarnment assunte; a supptemaontal rate, in entreprensurial

endgeavors undar a climate of fatr comnetilion; and

(b) Reducing tha numbver of governmant corporations
whichh has prallfaralad to uninanageadbia proportions; clrcume
scriblng tha areas of economic activitles within which govern-
mant corpnrations inay oparate; and alnilag lo achleve these
goals througqit thae privatization of a good number of governnmant
corporations, and thae alsposition and llquidation of the non-
ralavant and non-gariorming assaty of ratained corporations at
the lngicai {irst sinp Lo thoir ranavilitation,

TAIUMNG HOTE that there has alresdy been crodted, In pursult of
the flist bnporative, an lnteraninisterial body called the Governmant
Corporile Monliloring Cninntittee undar Exncullve Otdar No. 938
Issuad on Feoruary 29, 1984, and teconstilulad Into the Governniant
Carporate Monltniing and Cooardinating Commiticos under Memoran-
dum Clrcufar Mo, 10 datud May 19, 19063

ANNEX M

NEALIZING that It Js now necassary Lo conistitute the listar-ininis.
toarlal body 10 pursue the sacond Imparative, tho latter to function 3s
the counterpart of lva ahovo<nentlioned Govarnmient Cotparate.Mani.
toting and Cooinlnating Conunitten Iy the Implzimentation of thae re.
medial aspect of Ie prograin for the rationallzation ol o govorminent
corporate soctor undor tha Intogrative control and direction of lhe
Presidant of the Philippinagy .

CONVINCED Ihat It Is nacassary, expadlant and ddvaniagsous lo
cantraiize the dlsposition and privallzation oprocess Wy a puclle trust
antity which sthail on Its owvit anda, where necassary, by ongaging the
fervices of quailtied nrolessionsls, Institutions, syndicalas, and consof-
tia of Institutlons In the nrivate soctor, whethar domnnl'c or fornign
undartalte tha dlipositiva aspect of the program for the ﬂnlovullxa:
tlon of the Public Carporate Sucior;

COGNIZANT that the trantiar and prompt disposition of the largar
non-parforming assals of cartain govarnniant financlal Institullons are
central to tha rehablitatlon of these Instiuticns and the cconomic
fecovery progratn, and that In the exacution of this tasic It Is assential
to dovolve such rospansiblilty upon a spoctlailzod antlly extainal to thae
govarnment tinanclal Institutions themsaives so that tho Ialter will not
ba distractad and iheir entorgtos diverted {rom tha vital concorns of In.
herent and subdstantive flnancial onaratlions:

HOW, THEREFONE, [, COAAZON C. AQUINO, Prasidont of the
Phlllppines, do hareby ordors .

ANTICLE ). STATEMENT OF POLICY
ANO DEFINITION OF TENMS

SECYION 1, Slatement of Foifcy. Il shail ba (he policy of the Slzta
to promata arivatization througn an orderily, coordinaieo and afficiont
program for tho prompt dlsposition af tha large aumoer of non-par-
fonning assats ol the governinent Hnanclal Institullons, and. cartain
govarnnient-owned or controiled corporations which hava heon found
unnacossary or Innunroprlal? tor lho.qpvammant seclor to maintaln,

SEC. 2. Dofinillan of Tarins, Af used In this Proclamation and Un-
less tha context olherwise roqulros, tha torm:

(1) Assats shall Includa (I) receivablas and othar oollgations
dua lo govarnment iInstitutions under creait, lease, Indeninity
and other agracments 1ogethar wilhh all cotlatorat fecurily and
other rights (Including put not (hiniled to rights 'n (alallon to
shares of stock In corparations such as voting rlahvts as well ag
rights o 20point diractors of corporations or olharwisa-engaqe
In the management thareol) grantod to such Insiilutions Oy con-
tracl or operation of law tn secura or enforce the right of oay.
ment of such obligatlons; (I1) raal and personal proncrty of any
kind owned or hcia by governmant lnstitutlons, Inciuwing shares
ol stock In corporations, onlained by such govornment M.
stituttons, whether directly or Indircctly, through foreclosure or
otiiar means, In sstifeament of such ooligations; (1) snhares of
stock and other Investimonts held by government institutions;
and (v} the government Institutlons thamsaeives, whather as
parent or subsialary corparations, .

{2]) Govirnmont Iastitutians shatl refer lo government.-
Owined or controlled coroorations, financtal or otherwise, wia-
thar organtzed by speclal chiarter as In tho case of a parant cor-
poration, or under general law as In tha case of a suptidlary core
poratibn, .

(3) Commilttro shall rafar to Ihe Comenittes on Privatization
constituted undar this Proclamation,

(4) Assat dlsposition entily shall rofer to any governmaent
igency, Including govarntnient banks, specifically designated ar
contlucud by the Commlitos 1o perforin tha disposition of
assats, i
{5} fPresident shall mean the onrldanl of the Repubiic of -
the Phitlppines, .

(68}  Trust ihal maan the Asset Privatization Trust creatad
unasr Sec, 9 heralin,



L]
ANTICLE Il. COMMITTEE ON PRIVATIZATION

SEC. 1. Comunlitlea an Privatization, Thaea Is heroby constituted a
Committea on Privatization to ba comoosad of lha Ministar of Financs
“as Chairman, whilh lho Ministar of Trade and Ingustry, tha Olractor
Qenaral of the National Economic and Oevalopmoant Aulhority, the
Minister of Budgat anc Management, and the Ministor In charge of tite
Presidontial Cammisslon on Governmant Reorganization, as umbers.
Whenever any niember of the Commitlco Is unabie to attend a oarilcu.
lar maoting, he may dosignata any of his Immecdlate subordinalas with
the rank of Depuly Minister or Its equivalant to attond In lils stead.

The Comniiitan shall exist for & lern of flva years counied from
the sffactivity date of this Proctaination uniess sooner tarminated or
supersaded By another body by tha President,

SEC. 4. Netponsibl'itles and Oblectivas. I shall be the duty anc
rasponsibliity of tha Cominitien to ute the powers grantcn to It undel
this Proclamiation to achlavc the objoctives of {a) divesting lo (ho
privatas soctor in the soonast oossibin 1ima throuqiy the aperanriate
disposition antitics, (hosa assats with viabta and productive ootantial as
9tnnq concorns, {akhng Into account wiicre aporooriate tha Impiications

{ such transfors on' sactoral productlve cyoactlies and maricet Iindtas
lons, and (b) alsnnsing of such other assels as Mmay be transfarred ta It,
ganarating the m= «imum cash rocovary for the Natlonal Govarmment in
the procoss, Thasa objectives ires to be pursuad within ths conilaxt of
furtharing the natlanal economic recovary throughh a strengthenod ana
rovitalized private antorprise systein,

SEC. 5. Poawars and functlons. Tha Commitlce shvail have the {ollow.
ing powaers and functionss )

(1} To ldantily to the President of tha Phiilppines, and
arraiga for (ransftor to the Matlonal Qovarnntent and/or to the
Trust and the subsaquent dlvestinant to lhe privats sactor of
(2) such non-parforining assats as maiy Do (dantlfiod by tlia Coin.
nvttee, and 10proved by the Prasidant, for transfor from the gove
ernment banks f(or alsonsal by the Tiust or the govarnmont
banks, and (b) tuch governmont corporations, whalhar parent
Oy supsidiary, and/or such of thetr ascls, as may hava baen re.
commondco by the Commitiea lor alsposition, yind approved by
tne Prasidant: Provided, that no sucnh Identificatlon, roconi.
nmandation or anproval shail bao necessary wihare a parant cor.

- poratian dacidas on Its own o dlvast of, In whote or In part, or
tlquidats s suotdlary carporation organtzed under ths Corpn-
ratinn Code; Providad, further, titat any such Indcpandont dls.

° posillon shail ho undartaken witn the prior aoproval of the

' - Commiltas and In accordanca with thu general disposition guids.
lInes a3 the Cornmittos may provido; Provided, finally, that In
evary case tho salo or disposition shail he iporovad by he Come
miltea wilh respect to e buyer and price only;

[2) To dctermine Wileli o1 suen a3$a{i Tlian be transforrad
to the Trust .or refarrud 10 olhor government Institutions,
witathor financlal or otherwisa, for dlsposition and, panding dls.
position, for cunservation ana managemunty

{3}  To ostabiish mandalory as wall as indlcative quidalinos
for Iha conservation, rehabliltation and disposition of sueh
istels, wirathar by the Trust or any other qovarniment institution;

{4) To approve or alsapprove, on behail of the Naltonal
Government and without neod of any furthar approval or olher
actlon from any other govarninent Institution or agency, Lhe saia
or disposition of such assets, In each-caso on terins and 1o pur.
Chasers jecomnmended hy the Trust or tha govarnmont Institu.
tion, as the case may be, 0 witom (he disposition of such assaty
may have been delogated; Provided that, tha Comnitltea shail
not Itsell undertalko tha niarketing of any sucn a15ats, or partls
clpata In tha negottation of thelr safo;

(5) In its aiscretion, lo approve or disaonrove, subloct 1o
tha avallaptifty ol lunds tor such puroose, tho rehablilitstion of
assets oonding algpositlon by the Trust or any olher government
agency authorized by the Conunitiae, or Lhe Trust wilh the 0.
proval of the Commitieo; Provided that, the hudqot for sach re-
lianiiitallon project sivall be [tkewlisa sublact to prior approval

by the Commitleay

(6) To owarcisn on banair of the Natlanal Govarnnient tights
of ownarsivip with jespoct to such assats, Including the right 1o
vole, whathar dlroctly or through duly authorizoed nominaes,
thares of stocl hald In llie nstna of thn Natlenal Gouvernment,
and which have not been transfarrod Lo (ha Trust;

(7) To issue necessary guldellnes to all government ¥ancles
1o govern ongolilg nugotiations on Lhe disposal ot gnvernmant
corporato assetsy

(8) To appiove tho or9anization and (Inanclal reattiraments
of tha Trust, Inctuding s annuat budgels for onerations, cone.
sorvatlon, and the administration of assals entrusied under |3
care;

{9) To monllor and reviaw as necessary froin tima to timae
the antira privatization and divastinen( program, Inciuding thosa
wiichy are baing undartaicen by parent goverament corporations, -
and s slatus of 115 inplainentationg anc

{10) To asopoint, Wransfer, remova, ana fix the fetnuncration
ol oarsonnal of e Cornmittoar oravidaa that e Conunitien
stiatl hira 113 own personnet only If denined absoitttely nocassary
fur tha alscharge ot 11t rasponsiblifties and, as far as pracilicavle,
It shatl avail Itsell of Ihva servicos of the parsonnol secondad or
detatlod lroin ollier govarnniont officas, .

SEC. 6, Meuatllngs, Tha Commitleo shall niact as frequontly as Is
nocassary 1o dischargo tlg responsibiiities, Provided, that It shail meat at
loast once avory nionth, Thae prasance of a majority of thvo mambaers of
tho Catumtliee shall constilute a atiortim, 3nd tha concurrencoe of a ma-
Jority of tha membveors present at a2 meat'ng at which a quorum exists
shall be adoenuate for any decision by thie Cninmiltos; Provided that,
wiharo the mattor Involves {he aporoval of any disposition or rotvaoliitta.
{fon pronosatl, the unanimily of the entlrs Conimittee snail be necet.
tary, .

Tha Commnitico siuall act on any recoinniondallion for disposition
submitliea tc It isol latar than thirty (30) dayt fromn datle of receint
lhernot, faillne alsich sueh recoiminandalion sheil be dooriad snpraved,

SEC. 7. Funding, The smount of Ten Milllon Pesos lo covar gx.
pansos of tho Comniitles In connection with the dlscharge of Its ro.
sponsioititios undar this Proclamatlon, s heraby uhnovlzed, $3ld atntount
to Le charqad against tho One Hunarea Mlllon Pasos (P100,000,000}
iooropriation Intendnd for Ihe capitallzation for (he Attat Olsnosition
Trust undor Presidontial Decraso Ma, 2030, .

SEC. 8. Legal Caunsel. The Mintstar of Justics shall be the ex oflclo
lagal 3dviser to tho Committes.

ANTICLE I, ASSET PRIVATIZATION TRUST

SEC. 9. Craatlon, There | hareby croatnd a puniic trust to be knawn
as 1he Asset Privatization Trust, hereinallar reforrad to as the Trust,
wivcty shatl, for the bonellt of the Matlonal Gavernmnnt, taits tille to
and possassion of, consarve, provisionaily manage and alsnoss of assols
a5 definad In Sectlon 2 heroin witlch have baan {aantifiad for privatiza.
tlon or disoosillon snd transferred to tha Trust for tne purnose, pur.
fuant to Saecticn 23 of this Proctamation, .

SEC. 10, Purpotas and Objectives, Domiclle, Term of Exirtence. The
principal purpose of tho Trust shaif be to affact or causs (0 Oa affectad, -
diractly or throuqh atlhor external agenclas, the ditpositicn within the
shortest possible perlod of assats transierred to the Trust for the pur.
posa. .

The Trust In Its divestinent program should seok In the soonsest time
possibie, 1o restore existing phiysicat facilitlas lisvolvad Into viauvie and
productive operatlions under private toctor managaomant and ownare.
ship, and thus to contribute towards natlonal economilc rocovery wilhin

" Alve contoxt of a private sntororiso systern, Within the context of this

Mmajor ourposa, the Trust Is expected to gansrals maximuny cash re.
covary (or lhe Natlonal Governpiant.

Tho Trust shatl have its principal place of businass In Metropolitan '
Manila,

The Trust shall exist for & period of fIve yoars from the date of this
Proctanmiailon, and atl aisets hala by Il, all moneys 3nd othor property

© Bolonging to I, and ail Its Habilitles oulstanding upon the sxpiration of

such period shall rovart to and be assunied by tihe Natlonal Govern.
mant,
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SEC. 11, Sourcing and App|lcation af Fuads by the Trust, The capl.

and working (unds of thve Trust snail consist ofy

(1) The amount of Ninety Millon Pesos ({P90,000,000)
£hargoadle against tho One Hundred Mitllon Pesos (P100,000,000)
aopropriation Intonded for the Assal Olsposition Trust undaer
Prosicdentlal Docrea No. 2030, which shall be usod for capital
acquisitiont approvad by tha Conmmittee, and to covaer adininis.
trativa expensas, Including those for tha hirlng of appraisars, as
nay boe nocassary lor Its aflective and afficlant opdrallons; as
well as lo advanco for expenses of securing, conserving, snd
maintalng assets, and wihaere nacessary, ooarating tha asset prior
1o s dlsqosal; .

{2) Amounts authorized under Section 34 of this Proclama-
tion to bo axclsed from lhe proceods of dlsposition and ratalned
by tho Trusl, as agresd upon with the Committes;

(3} Sunsequent annual appropriations under the Ganaral
Aporanrlations Act, 35 well at lunds wihichh may bs authorlized
by the Prasidunt In accordanca with law from unused or available
bavucu In the Genoral Approorialions Act;

(4) Extornal funding assistanca, whathor In the form of
loany, grants or otharwise; which the Trust wilh tha approval of
tha Comimlllee may sourca or obtaln fiom appropriata Instlic.
tlons, doniestic or foraign, bllatorat or niuitiiataral, governnient
or private, such as the Irternational Bank lor Raconstructlon
and Dovolopment, Asian Davelopment Bank, Unitad flations Da.
velopmant Programn, and commercial banls and invastmant
housusian..

{5} Whaero necessary and subjoct to the prior approva! of tha
Comniitiea, sarvico faes lcviad on (he trustood assels In such
4Nounts as may be appronriala and reasonabla,

SEC 12, Pawers, The Trust shall, ln tha discharge of its responsibl.

tlag, havo the following powers:

(1) To formmuiata and, after approval by the Conimittae, In.
plenent a progiain for the disposition.ol assats translerred ta It
undor this Prociatnation, such program to bo compintod wilhin a
patind of llve ycars (romn‘tho dala of the Issuancs ol this Procis-
mationg

(2) Subject to Iis having recelvad the prior written aoproval
of the Cornmitice to seil such assnt at a prico and on lorms of
payment and to 4 party ulsciosed to the Caoinmittas, to soll sach
sssal referrod to It by tiva Commitioa to suclh party and on such
terms as In Its discrallon are In the bast interest of the National
Govnarnmient, and for such puroosa to execuio and deliver, on be-
haif ana-[(n the naima of the tational Government, such deods of
sale, contracls and othar Ilnstruments as may be necessary or
1opropriata to convoy titla to such assels; .

(3] To tala title to and possession nf and to tale such steps
15 may ba nacessary 1o consarva asscts transtarred to it by the
Comunittna, Inctuding, without Imitatlon, to oversea the
managament and oparation of corporations or othur dbusinosses
constituting such Jisats, and to (lle siils and Institule proceed-
Ings on banatf of and In tia name of Mitlonal Government for
tha recovary and protection of tuch assel sy

(4) Sublect lo the prior approval of the Commitles, to
undartaits the rehanlli.atloan of such assels in instances whera
such renablittation Is necessary to conssrve tha valus of juch
assals or permit their saia,

(S) To enziga such axternat sxpaortise as may bs nacassary
for It to fullill s taskg
" {6) To loasa or own roat and persnnal proparty to tha exlant
raquired or entailed by Its functlions; to corrow money and liicur
such Haobllitles as may ba roasonably necassary to permit It lo
carry out tha responsibllitias inposed tpon It under this Procta.
matlon; to recsive ind.collect Intarest, rent and othor Inconte
from Lhe corporations and assets held by I and tn axarcise In ba.
hall aof the MNational Govarnmant and to the oxtent authorirea
by the Committea, In raspect of such coiporations and assats, all
rights, powets and orivileges of ownarstilp Including the ability
lo compromise and relaasae clalms or soltle Ilabilltias, and olher-
wisa lo do ind perfarm any and all acts (hat may ba nacessary
or proper (0 carry oul tha purposas of this Proclamations Pro.
vided, howavar, tl1at any borrowing ity tha Trust shall bo sublact
lo the oriur approval by the majoritly vota of the membars of the
Commnitten;

(7} To adoot Its Internal rulas and raquiations, to adopt,
alter and use a seal which shall ba Jitaictally soticad; to enter
Into cantracts; lo sua and ba sued; ana
« (8) To subnill perlodic reports 1o thea Committas on the
status of the disposition prograin under s rasponstbliily, and
such other reports as may Da requlred by tha Commitice.

SEC, 13, Essentiality of Trust Functions, The rationailzation af the
govarnmantl corporato sector Is anained (n be a critical concern of qov.
ernmant; and the Trust In undertaiking tha tasis of dlvastinent and prl.
vatization (nust give due and pragisatic rogard {o thae preferances and
motlvations of the markot for [nvastible private capitali boih {n the
Phillopines and ovarsoas, act with dispatch on ail prohlams and eppore.
tunities wivled may come bafoia Jt to the end thal the ublestives of the
Trust ara comniatad within hae flva-yoar pariod mandatod In Suction 10
heraol, Accordingly, lhe Trust shall be and Is hareby accorded the
widast fatltuaa of flexIblilily and autonomy i Its operations, artlciiare
ly In thae areas of accounting, auditing, procuremant, contracting, ssset
managamant snd disposition, and persnnnal, subjoct however 10 tha
pravisions of this Proclamation,

SEC. 14, Trustaes, The powers and lunctions of thae Trust shall be
exarcited colleqlaily by a grouo of Trustess wihich shall ba composed of

-4 Chiet Exocutiva Trustee and four other Assoclate Exactitive Trustaas;

Alt of the Trusteas snall ba appoinied by the P:osluent, upon ra.

cornnmendation of ha Committea. The Trustoos shall tarve on a full.
thine pasls for 3 lerin of up lo flve yaars, but In no casa 1onger than tha
term of oxistecnce of the Trust, or unlass soonor rollaved by the Prasi.
dent, .
S5EC. 15. Quailtications. No person shail ba appoiniod a Trustea
usiless He Is of good moral characlaor, of unguesilonidie Intogrity and
rasoonsibilily and of recognized business comnatance, Mo dlrector,
offlcar, consuitant or stocrhotder of corporallons constituting or
Paving an Intarost In assats held by tha Trust may ha appointod Truttes,
Excopl a5 indy bo considercd naccssary {0 achinve thn nblectivas of this
Proctamation, the Chisl Executlva Trustca snd tho Assoclate Exocutlve
Trusteos shall not s5it on thae board of diractors or otherwiss pacticipate
In the direct managament of corporations constituting assots teansfiarred
to the Trust. '

SEC. 1G. Ramoval, The Protident of the Phitiopiras may romove any
Teustoe for acly that are (raudutent, uniawiul or nvanitlestly onposed lo
tha purposa of this Prociaination or If tha niamber casses to be qualls
fled to bocoma a Trustes undes Soctian 14 of this Proclanmation,

SEC. 17. Vacanciel, Any vacancy crcatad by the death, rasignation
or romoval of any Trustee shail be [illed by thae apaaintinant by the
Prasidant of thha Phillopinoes of & naw mecmber, wiio siiall sarva {or tita
unexpired portion of tha lorm o’ tha previous momber,

SEC. 18, Msatings, Quoruin, Thn Trusteas shail inoet as (rogquantly
as I8 necessary to discharge Iis responsibilitlos, but snatl maet 4t 1oast
svery two weshs, Tha prescenca of a miajarity of the Trustees shall con.
wtitute a quorum, and e concurrence of a majority of the Trustaos
pratent at 1 me~ting at which a quoruin exists shall ha adeqitdts for any
decision by (he Trust; Provided thal, where tha matler Involvas a pro.
posal {or disoosition or rehablliitation of any assat, the unanimity of ail
the Trustess shall be nocessary,

SEC, 19. Compentation, The Dasic ccmpensation ano othier omolu.
maents of the Chilel Executlve Trusltae and his other benetils shall ba
negotlated betwcecen himuell and tha Commitlee, The emoiuments ol
the Assoclate Exacutlve Trustes sivall be fixed by tve Chial Exccutive
Ttusica with the aporoval of tha Committes, In hath (nstances, it snall
have e approval of the Prasident.

In view of the ilmitad ll{o of the Trust and the natura of Its funce
tions, tho pay scates of tho Trustess and other olficars and empioyees
of tha Trust shail ba exenipt fromn thn standardized salary scaie ang
position claisification preszribed by tha Offico of Compansation and
Posttion Classificalion and the oflgibliily and other requirminents of the
Civll Sdervica Commiission,

All alroctors’ Ices and other Incoina accruing o a Trustes, 3iflcar,
or smiployea af lhe Trust, rosulting ftom his momopurship on the bosrd
of any of the corparations under the administration or control of the
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Trust shall accrua to tha Trust, without prejudice to the Trust providing
supplamonial remuncration to othor than Trusteas for such additional
raspansibiittics entailad by tmch mambershilp,

SEC, 20. Exerciye of Aulhiarity, In the exercisa of the authority '

‘grantod Lo it undar this Prociamation, the Trusteos shaily

{1} issue such Internal rules and rogulations as the Trusines
ma3y doain nacessary or conven'snt for the propar discharge of
tha functions of the Trusty ¢

{2} Entar Into management and such olher contracts as may
be aporoptiatn; and '

{3} Oavalop Its own stalling raquirainents, and for this pur.
posa, apoatint, remova ana fix tha rerumoraticn of personnel of
tite Trust; providad \hal as far as praclicable It should rely larqge.
fy on seconament from qovernment ontilles undartaking ralated
functions, anad on qualified oxtarnal axpertise In an advisory
canacity and oit a contractual basis,

SEC. 21. Leygal Counsel, The Minister of Justlca ihail bo the ex.
otlelo legal advisar to the Trust, :

ANTICLE ' .. OPERATIONAL PAOQVISIONS

SEC. 22. Trantfer of Assets, The Comeniltes shiaily .

{1) Arranga (or tha transier to, and evenilual disposition by,

tha Hational Goverrmaont of cortalin nonyertorinling assets ol

govornnont flnanclal Institutions, as imay ba deterniinad under

{arms mututaliy acceptablo 1o ail tho partins concerned, and

{2} Arranqa for tha dlsposttion of cortaln aovarninsit.
owited or controlled corporations which ltave bean approved lor
divastmont hy tha Prasident of the Phlllppines; Proviaaed, that
thhe inatter of apnroorlate vaiuation procedures for such transiars

ol assats shratl ho dctenmined by tho Comenittea,

The tarins of transfer of assats mary Includs approoriale arrange.
ments for the consideration theraal, including but not liniitad to the
assumption by the Natlonal Gavarninent of tucn Haollitlas of tho gov.
srnunant {Inancial tnstitutions and/or ather governient corporations,
whalliar real or contingant,

The Natlonal Govermimont, through the Presidant, [s hereby auttior.
lzad to astuma the obligations of government [nstitutions Including
thosa due to ths Natlnnal Govarnimant on tering and o the axtent do.
tarminad by the Presidant, on the racommendation of the Minisler of
Finance, to e warrantad by tha transier of assets from such Institu.
tlons pursuant to this Prociamatlion,

The Prasidant Is Itkewlisa authnrized, In tho inplementation o!f tha
program of privacdlzation of cortain governmant corporations croated
undor special law, wiiethior parent or subsidlary, to amend tha cor.
porale charlors Lthoreofl so as 1o ‘srminate their corporale existance;
Provided, that juch spoclally chartared corporations shall be speciiical.
ly tdontitlad and approvad for divestmnnt, dissolution, consoligation,
margnr or roquiarization [nto a requiar line agoncy wilhin six months
from dals of Issuancn of this Proctamation, and Providod, lurther, that
this authority to toarminata the corporats sxistenca ol such corpora-
tlons crealod undng spactal javs shatl ba axorcised within fiva yoars f[rom

" dato of s Prociamation and In no case beyond the |l{etime of the
Cotnmittoe or the Trust.

SEC. 23. Mechanlcs of Transler of Assels. As soon as practicahle,
but not lator than six mionths fram the date of tie Issuanco of this
Prociamation, the President, acting throuah tha Committes on Priva.
tzatlon, sivall ldentify suclh assots of govarnment [nstitutlons as appro-
priata for privalization and divastment In an appropriate Instrument
dsscribing such assats of Identifying the loan or othar lransactions
glving rise to the receivablos, obligatlons and other property cone.
stituting assots to be transferred, '

The Canmittos shail, from {i1e 115t of ats0ts deeniod aporopriate {or
divestmant, ldantlly assols {o bo lransferred to the Trust or to ba re-
fezred to the qovarnmant .Institutions In an appropriste Instrurnent,
which woon execution by the Comrnitlas shail consti‘ute as tho oner-
ative act of transfar or refarral of tho assets dcscriboed thareln, and the
Trust or tha govarnment Institution may theraupon procead with thu
divastinent In accordanca with tha provisions of this Proclamstion and
the guldelines [ssuod by tha Cummitles,

Nothing In this Proclamation shatly

(1} Afllact the right of the Natlonal Governmen. to pursue
the enforcament of any clalin of A governmant institutions in re.
spect of or In relation to any assat transferred hersundarg

{2) In reiation to any dabt hereby assignod and transfarrod

to the Natlonal Governinent of willch & governmnent Institution

[t tho original croditor, give rise Lo any novatton or requiramaent

to oblain tha consent of tha debtoryand

(3) in refation to any share of stock or any Intorest theraln,
give risa lo any cliim by any ollier stockhoider for enforcement

of rights of preeaniption or of (Irst refusat or othar simitar rights,

thoe provisior of any law to Lho contrary notwlithstanding,

Whare Lha cuwractual rlghts of crnditors of any of the governmant
Institutions !nvolvad may ba aflected by the exaorcisa af tha Commitlos
or the Trust of the powers grantad heralin, tha Commiltoa or the Trust
shiall sae «n it that such rights are not linpaired.’

SEC. 24, Desds of Assignmient. Eacn govarnmaent Institistion from
which asssels are to bs transferred pursuant to this Procltamation shall
and Is hveroby directod to oxocuta, promptly and In no avent latar thian
thirty days after the Issuanca by the Prasidant of the ralavaht listru.
ment ralarred to In Sectlon 23 horeof, 3 dead of assignment In favor of
lhe Nattonal Governmant, which shail, in annexes tiereto, dasctibe,
dccount by account, the naturo and extent of such assets and to dalivar
to the Committoe such agreermants, Instrumonts, records and othar
papars |n reaspact of such assets 33 may be deoined by tho Conimitten
to bo reasonabiy necassary or appropriate, Each such doad of assigne.

.ment shall constitute the Ministar ol Fluanca In rapresentation of tha

MNationai Government as altornoydu-fact of tha governmont lnstliution
anpowered to tala such action and do such things as nay ba nocassary
or dasiranle to consolldate and perfoct.the titlo of the Matlonal Gov-
erniunont to such assets, axarcleling for tha purpose, any and all such
tiglils. and privilagos, appertaining to tha transierorgovernmont In.
stitution, pursuant to the pravisions of applicabia law or contract.

A copy of suclt dond ol assigiunont, tngathar with excarpts from It
snnexes describing particutar property o ba transtorrad, duly certiffed
to be trus ny the appropriata official bafore s notary public or other
officlal authorizsd by [aw to administar aatlic, snatl provids sulficlant
basl{ to rogisters of doads, transiar agents of corporations and othar
persons authiorizod (6 Issue certtilcates of titlas, sharas of stock and
othar svidsnco of Litle to ssue naw cortlficates, shares of stoclk or otiter
Instrumsnis avidoncing titlo to the assols so doscribed to and in lhe
name of tha ratlonal Governmont or Its duly authorized agant, '

The transfer of any assat of government Instilutions directly to lha
natlonal govarnmant as mandatad heratn st 3l be for tha purposa of dis.
positfon, Hauidation and/or privatization unly, any finport In the covoer.
Ing deea of assignment to Lhs contrary notwithstanding, Such transter,
therelore, shail not oparatu to ravort such assats automaticaily to the
ganeral fund or the natlonal patrlinony, and shall not raquire spocltic
snabling lagisiation to authoriza their subsaquent disposition, dul shail}
romaln as duly approprialed publlc propoertios earmarkad for assign-
manl, translier or conveyance under the signature of the Minister of
Finance or his duly authorized ropresontative, wno Is lioreby aulhor-
fzed for this purposo, to any dlsposition sntity aporoved oy tho Com.
mittos pursuant to the pravisions of thils Proclamation,

SRC. 25. Nearganization of Trustead Corporations. In ordar ta atign
the organizational and manning struciures of paront govarnment-owned
or controlled corporations az well as corparations established through
thie Corporation Coda which are lranslorred to the Trust, witli the
centrailzation of the axarcise by lho government ol Its ownership rola
ovor suchh corporations througit tha Trust, this Proctamation procialms
and mandates thaty )

(1) . As.of lhe ellective transter of LIt over such corpora-
tions tp the Trust, non<4lock parent government-owned or con. )
troiied corporations transferred to the Trust may, If alfirmed by
the Commitice, ba convorted Into stock corporations and thelr
various chiartors are fiarnby exprossiy amendad for this purposes
each such corporations In have Lholr raspectiva nalwortiis, after
due adjustmont pursuant to Soctlon 13 hereof, divided Into come
mon sharos of stocic at par valucs as detormined by the Trust;
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.

(2} Exceopt i1 may be oll\erwlise datcerminad by the Trust,
the dumbor and comoposition of (ha difforent boaras of direc-
tors,.or trusteos of trutteod corporation shall be fixed at {lve {5),
jhe provisions of thsir respactivo charters or articles of Incorpo.
rattons to thia contrary notwithstandingy Providad, that this suo-
section shall not apply to governmont corporations with nilnor.

Iy privata sharenotders) and Provided, further, thiat the board
mombership seats and olflcerstiip posttions, as woll 4s tha (ncum.
bents tharec!, may continus until such timo as tha Trust shal)
have dacldod on aach of the lrusteced corporations. .

{31 Tha chalrinan and jnernbary of tha boacd of diractors or
Trustcas and tha presidonts or chlof exncullve olficers oi tiie
trustoed corporations shaii be appointeds (a) In tho casa of
parant corporations, by the Committee: and (b} In thha casa of
suhsidlary ar afflllate corporatlons, by thoe Trust. In both In.
stances, It shait hava the Joproval of the Prosident. .

(4} The Trust niay reaulre any one or niore ol the trustad
carporatlons to adoot and hinpiement custveJuction meisuiss
lo enhanca tha viabllily, and thereinre tho Clspasaoliity ol sudh
corporations, to patentlal huyers; and such moasures may in-
clune personnel rotrenciuinent plans;

(S} Tha Trust rnay dlrect any one or all of Its trusioed cor-
porations to subinit to It within rcailstically fixau tima-tablas,
such reports and other Information as tho Trust may requiro In
the oxcreiso of Its ownorshlo and disoositive roies over such
carporatlons; and

(6) Tho Trust inay c3use lrustocd cnrporalicns arganizea
through the Corporation Coda to undergo raorganizations,
mergers, consolldations, spln-gffy and othar corporate acts of
shinilar nature 2s tha Trust inay decem neccessary of desirapla lo
haiten disposition ar privatization, provided that such majur
corparale acts shall conforin with the provisions of the Cor-
poratlon Coca wihere 3aopilcable, 3nd shail In any cass have the
prior aoproval of the Cotnntitios,

SEC. 26, Comnmittes (o Determina Transfer Value, The Coinmitios
s haraby vestad with (ull and coinplate powars and prerogativos to
dstormine the valuas, other terms and conditions, at which gavernment
corporate assats and Ilabliities shatl be transiarred and convoyed to tha
Trust pursuant to tive mandate of this Prociatnation: Providad, that,
any valuation approvad by the Commilteo for purposes of tha transfor
to the Trust shail not ba deamed as a condanation of any obilgation
by any third oarly Involved, ’

SEC. 27. Aulamatlc Torminatlon of Employer-Emoployee Relatlons.
Upoincthe sato or othier disoosttion of the ownership and/ar controiting
Interast of the government tn a corporation held by tha Trust, or il or
substantiatly all of tha assets of. such carooaratlion, the amployer.
,amoioyea relations bstwaen the governinont and (he offlcers and othier
parsonnel ol such corporations shall larminate by aperation of law,
Nona of such offlcers or emoloyeas shatl rerain any vested right ta
future omoploynient In thae nprivatizsqa or disposed carparation, and ths
nays owaners or controtilng Interest holahrs thereof sihral have full and
acsolute discretion (o retaln or dismiss sald offlcers and oinployess and
to hire the repficement or roolacements of any onn or alt of thein as
the pleasure and confldonce of such ownars or controlling inlarest
holders may dictata, ’

Nothing tn this section hail, howaver, ba construad o doorive said
offlcers and cinployees of their vestcd entillernents [n accrued or due
componsation and othar baneflts Incidant to thelr ampioymaent or
altachilng 1o termination under applicahla smployment contracts,
coHective hargalning agreements, and applicabia cglsiation,

SEC. 28, Tnist Succession lo Powars and Functions of Aflaching
Ministries. Tha powers snd functions of the rolavant nilolstries over
corparations respectively attachod to them undec tha inlcqrated Ne-
organization Plan Insofar as these povsers and functions pertain Lo core
porations transferrsd lo the Trust, shall devoive upon and shall be axar-
clsad by the Trust over such transferrod corporations, The unoxpsnded
balanca of aporapriations If any, carmariked foc the suoport of Lhe
oparations of Ihe transforred corporations rematning In the control
of tha aforesald ministries, shati also be transferred to the Trust ta form
part of Its Opcerating Funds as speciflcd In Section 11 of this Proclama.
tlon. Fram tha data of the transfer of 4 government corporation to thae
Trust, all the raquests for budgelary oullays from tha General Fund
by such corporation shail be subject to Ihe prior approval by tha Trust,

-

SEC. 29..Interim Retpansinllity tor. Transterred Ascets, Du.flm.y the
period grior.ta tecelot by Jovernment Institution of notica from the
Niatlonal Government througn the Coinmitice thatatrangements tor the
manaqament of attels transferred from:* sucn government Institution
under {his Proctamation have beconme effective, tuch governmant In..
stitutions shitl be- rasponsibre for* aaministortng such issets for ana
:)‘n ’:znnl; of the glnlanu Government unaer such terms dnd condltions

Y De 39reed upca by.lhe Natlo
mant st Y ‘ {] nai _g_oy-rnm‘n‘nl 'a.r.m lq- .qovern.

SCGC. 10, Incantestanility, The detarm!natlon by ind dacision of the -
Cominiticn that. the tarms on:which an asset i3 to be soid or alherwise
alsposca of are consistont with.tve oblectives in this Prociamation and“
In tha best Interett of the National Governmant shail ba conclusive, Tha
valldity of amy sala or dlsposition concluded by the Natlonat Go;un-
ment acting thraualt the Trust It Juthorirad agant or-entitv undar this
Proclamation shall, excapnt for fraud, breach or material misreorasenta.
tlon on ha part of the purchasar, ba Incontestanle and ba binding and
enforcaable aqainst the Natlonsl Government and it third partles

SEC, 11. Immunity and.inaemnlily Proviton for CGmmlnu.Mun'\-
bers ana Trustees, o . . - . .

. (1) No civil-actinn snail lln.aqulm‘t‘lha cbmmnl‘u and/ar

the Trust and no.civil or criminal action shatl prosoer aqainst a»

mamoer of the Commitles or a Trustew in its or his dischargs of -

thae tasks.ana functions contemoplated by thig Proclainatton, un-
«lessy {a) (he act or omission comoialned of cleaariy raule:'to ]
mmdalmy.plovulon o! this Procltamation tha performance of
“whlch I3 exnresity devolved or dategated to the concarnod de-.
Ltnaant a3 2 ministarial =12y rather than 1 discratlonary or juag.
z\:‘:\;llbiznft‘l&n, nd (U} e act or omirysion s iattended by
i Allh;] 9ross negtlgenco;
g, An(l-Gul.l "Law:' qilgenco; or vlou‘uon: of lh-. pravisions
{2) In the avent that any member of the Committca, or &
Trustee, 0r any member of.their respective stafrg during or'ln:r -
his lncumnnncy, Is called upon Lo delend his actlions, relatea to
thet performance ar non-erfarmance of an act, or tnn' axecullon
of a transaction contemplated by thig Prociamation, before any
daministrativa, Judlclal or legisiative proceeding; lne'qovnmmenl'
ihall provide him with counset without coat, or ;nouluer and ocay
the cost of a counsel af his cnoica, 3t weil ag other costs of-titiga-
tlon for wnicn Ne may ba heid tlaoiat Pravided thatiwhere the
civil or criminal actton it bBasea on (1) ana* (b} c'n the preceding
Paragraon, andthe memoer.. of the Commitliee or Trustee or of
their respective staffs is founa qulity of the acts comopialnea of '
fucn memosar shalt bo fully Hable (o dnd reimburse.the Govurns
'3‘0(?‘(“!or ail :u'lnl ad‘vmcud by ths Government In dccordance
‘¢ provisions of this. Section
Othor cosly of litigation, s i '.(o cov”,sou. of counsel ang
SEC, 2. Receiverihios. Without prejucgice lo T"'\y othor un-'tea..-
¢ 0r course ol action availaole ta-tha. Trust, the Securltlss ang Ez'r'nq:’
Commission shail, In aadition to tha lurts tction ang noweuhcon‘l:rrnd
on !( by Presidentlal’ Decrea No, 90213, ypon petition flleg axX-parte by )
the Trust, appoint a receiver nominated by the Trust to-(ake gver !he.
management and custody of {ne prooerties of a corporation refetreda to
the Trust or wnosa obligations have been referred to the Trust undae*
this Proctamatian, or whicn holds assets suofcct to tlens In favoriof the
Trust, In cases whore sucn eqQuily, c=liqationt or leng fiave heen re. -
lerrea by the Trust .ta external agencies lor conservation and-disposf.
tlon ana there Is. Imminent danger of dlnlnulon, loss, wastage, or
destruction of assats or other propertiies or parallzation o'l the buﬂ;\nn'
oporatlions ol fuch. corparations-whicn mdy be prefudiclal to the Inta.
fest of s stockholders, crealtors, the general public.or ln-:Nl(lonal.
Governmant.or where tha iopcintment af a.recelvar has.Deen stipulated *
by Uie parties to be a reaf or chaltel moartgaqe or other agreement asan
sd la {oreciotute thereol; Such receiver thall have ail.powers of I-Iﬂ-'
quiar racciver under the Jrovisions-of e ‘Rules of Court and ot l:
.:;n;%ezln;n( board or body under Sactlon 6 .(d) of Prasidential.Decres.
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+  SEC. 33, Procecsds (rom-Sales al Astets. All proceeds from the sale*
0 athar dispositian of assals net af‘fees, commissions and other ra.
Imoursaole axpenses.ol tha Trust shall form part of the Ganeral Fund_
af the Natlanal Govarnment and ba ranitliod to the Natlonal Treasury:
Immeatately- uoon racsipt of such proceods: - Provided, liowever, hat
the: Trust thail ba entitied o retain, upon approvat by:the Committees;,:
tuch portion of the proceeas at may be necossary to-malitaln a re=
volving fund to ba utilized (ar. the payment ‘of fant and reimuoursasle.
expenset ind mesting INe costs and oxpenses incurred By the Trust in -
the. consarvation ana disposition of the assals heid by It, or olncrwl:n'.
In the performance of its resoonsibitities under this Proctamatlon, (n.+.
clddlnq fuch amounts. as° may, be required lo sarvica. bosrowings In..
curfed- by tha .Trust pursuant' to the authorlly and for the purposas”
provided In this Proctamation, . ° ' = .. A .

~In resnect af ‘the proceeds, from.ihesale or other dlsoosition of cor-
porate suosidlaries of 'parunt-,yovcrnment.:orpérallon:, fuch proceeds
shail® accrue .to the parent corporation, The proceadrs snall’ be net of
fees, ®@ommissions - and olher felmoursaoie axpensas ot the Trust as
J0proved Ly the Comymitloa, wiisre tha. disposition- was undertakan:
by or througn the Trust.’ T .

SEC. 14, Exemotion from. Taxe « Fees, and Qther Charges, The
provitions of: any . iaw o the contrary notwithstanalng, the Trust as
well’ag lhe corporations.and issals hetd by (t, shail be exempt from 3l
taxas, foes, charges, .Imoosts, and assessmants arising. Iroin or occa.
sloned by tnae passing of ttla over suen corporatiodns aor assats irom the
govarnmant Institutions to the Trust anc/or iroin tha Trust to o private
cquisitnr or buyer Imposed by the Mationat Government of any sub-
dlvision thareo!  Inciuding but not lirnited to slocKk’ transier taxes,
C3ofitai gains taxes, documantary stamgr.s, reqistration feet and tha llket
Providea, that In case the safd eovarnmant lnstitutions acquired tha said
istets Oy loraciosure, tho non-ayment of similar taxes, feas, charqes,
Imoosts, and issestments shail.not ba.a bar to the consolldation of tit]s.
in the {orectosing Institutions and.lha subtequant passing of litle to the
Trust or tho corporations neid by the Truse)l
¢ . The saia. ar-transfer of ‘such. cotporations” or astats shaili not be
snjoined or hinacrod Dy .iha exisienca.af any llens BY way of taxes,,
cilarges or other astessinents:in favor of {he qovernment at the time of .
18la of transler: Provided, that the procceds . from sucn s3ie or trans(fer
thail te subject to & tax ilen and (irst ba aoptied to satisty such ooiiga.
tons secured by said (lens, . fe. e

"SEC. 1S. Aualt. Generally accepted zc:bununq arinclotes shail be
J0s2rved ln tha recording of the transactions of the Commitiea and the
Trust, of the corporations trusted to the Natlonal Government or to the
“rust, or* of transactions felated to assets simdarly trusteed, For the

ufposae of Insuctng the roguiarity ana Intagrity of finsncial transactions
{ aloramantionea entitius, ana of lransactions relatad to the assatg
~ith wnich thay ofliclally deal, ana to factlitate tne disposition of
111013 (o private antities,.such entlities dnd asiels may be.audlted ag-
followss . ) L . . o
" {1) "The Commilles inc the Trust inail be 1ublect to aualt - .
by tha Commission on Audit; Provided, however! that consonant
" with the foxibliity criterion niandated on I3 operations undar
tha urovisiont of Section 13 of this Prociz™atlan, the Trust at i
dlicretion ina eption may utlile ne s ol*reoutable «
Private auditors If authorized by the Commis, n Gu Augalt,
(2) Thae non-parforming assals of yove .o.nt-linancial In.,
stitutions  trusteed to the Nationat Cnave, umant directly or
. through tha Trust for dalspasition or priv tatlon may continuae
to De subject to audglt by private auditorsyi.ad . . .
» (3).. Government-awned ar controlled corporations aporoved
for disposition and transfarrad to the National Govarnment
diractly or through the Trutt snagf continue to be audlilea by tha
" Commission on Audit (or. as fong as they hava not yet baan dis.
posad of; and, If considered nacessary by the Trust for.facllle
‘tating the alvestment thereof to prospective private sector
buyars, may 2150 ba audited by privats auaiiors, . :

.-

s
' . "SEC. 36, Sucn sum or sums as may ba necessary {or the transfer of

. agtets ang Hablittles, Inciuding laottities of government financial Instl.

tutlans due the Natlonai Govaramant, lo the Nationag Government as

" woll as servicing tnaraal ara hercby appropriated subjoct to the availa.’

bility of funas in the National Treasury, .
“SEC. 37. Repoarting Requirementrt. The Commiites shall st loast on
asamiannual basts submit to tha Prasidant of tha Phillopines and to-the

leglstative.Doay a report an the status of Its assat alsposition program, :

which. raport shall. Includa 3 description of' the Individual assets ais.
posed af, tha purchasers thercof, tha consideration racelved therefor
and the agrcad tarms of payment, ., s

‘Tha Trust. shail report on a quarterly basis' its oerformanca and

.financtal condltion to the Committee; and within throe {3) manths

from the closure of books at tha and of aach flscal year, submit a come

. prehansive annual report througnh tne Commitiee, o tha President and

{o tha |egisiative body on the status of the privatization effores and 11
asset alsposition program, which report shail Include a description of
tha Inalvidual- corporations. privatized ana Assais disoosed of, the pur.

*-chasers Llhareol, the consideration fecaived lherefor ana the 49reag

tarins of payment,. -
. ARTICLE V. MISCELLANEOUS PROVISIONS

. 4SEC. 38, Saparability Clausa. Any portlon or pravision of this
Procrantation may-be daclared unconstitutional shall nat have the nifact
ol nulitfying tha other provisions {heraof; provided, howevar, that such
fsmaining portions can still stana and ba glven affecl In their entiraty
to accomollsh thae objectivot af this Procimation, ’

SEC. 19. Repeallng Clause. This Proclamation suudneueg Presiden.

Ual Docrees MNot, 2012 and 2030, All laws and decress ind aii-olher

-anocullve orders, rules and requztations, or parts therool,” inconsstent

with any of tha provisions of this Prociamatlon are Nereby repeaiad or
moadailllad accordingiy, . .

- SEC. 40, Eltectivity, This Prociamation shall takae sffoct immealate.
ly.. . . . .

" Manits, Oscambar 8, 1946. .

CORAZONC. AdUINO
. President of the Philippinas

ERP.’ARRGYO .

ecutive Secretary . .

By the Prasidant: .

Q;x
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MALACANANG
MANILA

BY THE PRESIDENT OF THE PHILIPPINES
PROCLAMATION NO. 50-A
MODIFYING PROCLAMATION NO. 50

- The follow.mg sschons in Procl:matxon No. 50 are hereby
omhed to ruad as roHo\VS' ' '

Se(:tion 18 sh:-il.l hersafter read as follpws: .

"SEC. 18. Mectings, Quorum. The Trusteses
shall meet as frequently as is necessary to discharge
its respoasibilities, but shall meet at least every two |
weeks.: T'he preseacte of a mmajority of the Trustees
shall eonstitut? u quorum, and the concurrence of a
majority of the Trustzes present at a meeting at which
A quorum exists shull be adequate for any decision by
the Trust; Provided that, where the matter involves a
proposal for dispnsition or rehabilitation of any-asset,
the concurrencs of at least four (4) Trustees shall be
necessary." '

-Sation 25(3) thereor shnll hereaiter read as Mllows:

SEC. 25(3). The Chairman and members of the
bonrd of direciors or Trustzes and the presideats or
zhiel zxuculive officers of the trusteed corpdrations
shall be appoiated: (a) in the cz2se of the parent corpora-
tions, by the Cowmmittes; and (h) in the case of subsidiary

or affiliate corporations, by the Trust. In bolh instances,

any such appointments shall be subject to the confirmation
ofjar change by, the President. However, nenditg such.
eonilrmation or zhange, the appoiatecs of the COP or tae
Trust may assume office and diszharge lhe responsibi-

lities thereol auntil such time as the President disapproves:

or recalls the appointment and appoiats a replacement."
Section 31 is r=zstorzd but shall reuad as follows:

"SEC. 2L. No Iajunztions. No court or admi-
nistrative agency shall issue any restraining order or
injunction against the Trust in eonnection with the acqui-
sition. snle or disposition of 2ssets transferred to it

P



PUrsuaat 1o this Proclamation. Nor shall such order
Or injunclisn he issna:] against any Purchaser of assets
suld by the Trust to prevent sush Purchaser from taling
POss3e2ssgion of ANy usseat purzhased by him."

Done in the City of Manila, this 15ty day of December ig

the yeur of Our Lord, ajnetacn hundred ang eighty-six.
%/—{'7,«’\/ //é, %‘_’/‘
A By the Présidént;

/ﬁ/
AOKERP. ARROYO

Acting Execytive Secretary
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OPERATING GUIDELINES FOR
ASSET PRIVATIZATION TRUST



ANNEX N

COMMITTEE ON PRIVATIZATION
Proposed QOperating Guidelines for .
Asset Privatization Trust

l. As provided under Proclamation No. 50 creating the
Committee on Privatization and the Asset Privatization Trusc,
hereinafter referred to as the Committee and the Toust, the principal
_purpose of the Trust shall be to effect or cause to be effected,
directly or through other external agencies, the disposition within
the shortest possible period of assets transferred to the Trust. The
Trust in its divestment program should seek, in the soonest time
possible, to restore the existing physical facilities involved inco
viable and productive operations, under private sector management and
ownership, and thus to contribute towards nacional ‘economic recnvery
within the context of a private enterprise system. Within the contexct
of this major purpose, the Trust is expected to geaerate maximum casi
recovery for the National Government.

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

2. For purposes of these guidelines, assets shall include (i)
receivables and other obligations due to government institutions uader
credit, lease, indemnity znd other agreements togecther wich all

collateral security and other rights (including but not limited co
- rights in relation to shares of stock in corporations such as voting
rights as well as rights to appoint directors of corporations or
otherwisc engage in the management thereof) granted to such
inscitutions by contract or operation of law to secure or enforce the
right of payment of such obligations; (ii) real and personal propercty
of any kind owned or held by government institutions, including shares
of stock in corporations, obtained by such government institutions,
whether directly or indireccly, through foreclosure or other means, ia
settlement of such obligations; (iii) shares of stock and other
invesctments held by government insticutions; (iv) the government
institutions themselves, whether as parent or subsidiary corporatioas;
and (v) such.other items as may subsequently be identified by the
Coumittee. '



I. GENERAL PROCEDURES OF THE COMMITTEE

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

follows:

- (1) Developmenc Bank of the Philippines;

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

(3) Parenc government-owned or controlled corporations,
that is, those created by special charter or of ctheir
subsidiaries, as may be determined and recommended by the
Committee and approved by the Presidanc.

Assets from DBP and PNB shall consist of those non-performing
assets, including loan accounts identified and recommended by che
Committee and approved by the President for transfer from these banks
to the Nacional Governmeac.

4., As soon as feasible, the Committee shall idencify, by icself
or with the assistance of the Trust and/or other disposition enticies,
preferrably even on a prospective basis, the most appropriace encity '
to undertake the ultimate disposition of any asset transferred to ic,
as well as the interim conservation and in extreme cases Che
rehabilitation, as may be necessary, of the asset. These encities to
undertake disposition may include the following:

(1) The Trust, in those cases where the Committee has
considered that the asset can be disposed of on a productive
entity basis, whether actual or potential, or where the
disposition of a parent government corporation is involved;

(2) The government financial inscitution from which che
non-performing assets were transferred, namely, Developmenc Bank
of the Philippines and Philippine National Bank, for those assecs
which the Cofmittee has determined as not suitable for
disposition as a productlve facxlxty, and which therefore should
be disposed of as physical assets and in much the same manner as
other acquired assets of the bank; or

(3) The parent government corporation concerned in chose
cases where it has itself decided on the divestment of LTS own
corporate subsidiary, where it would wish. to undercaken the
disposition itself, and where the selection of the parent
corporation as the disposition entity has been decided upon by
che CommictCee.



5. Where tite Conmittee has decided on a disposition eatity other
than the Trust, the Committee may nevertheless assign to the Trust the
task of monitoring and couvrdinating the disposition activities of
those other entities. In any case, the Trust shall ac all times be
kept -informed by all other d15posxtxon enc;cxes of their respective
disposition activities.

B. GUIDELINES ON THE TRANSFER PROCESS

Under these overall principles, objectives, and pbrposes, the
following initial guidelines will be observed by the Asset
Privatization Trust, hereinafter referred to as the Trust, in the
conduct of ics disposition and divestment activicies:

6. Transfer of Non-Performine Assets to the Trust

Assets may include (a) those evidenced by ownership of shares,
whether all, or a majority of, or even a minority of the shares
ouCStandLng, or (b) the physxcal assets themselves, such as real
estate, merovemencs physical facilicies, or equxpmenc AsseCs may
be furcher classxfled into (a) those over uhxch the transferor
government financial inscitution has acquired ownershxp, and (b) chose
which are being held by the government financial institucion as
'security for loans, whether past due or current.

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

The Trust shall submit to the Committee the results of ics
findings, including a recommendation on which of the assets the Trust
feels (a) should be entrusted to the Trust, and (b) can be best :
disposed ofﬁche government financial 1nSCLCuCLons themselves as gauged
by the Trust, because among other reasons they are not enterprises
with a vxablllcy potential, or negotiations for their disposition are
in an advanced stage. Furthermore, the Trust may entrust the
custodianship of assets assigned to it by the Commictee to the
government financial institutions who shall ‘a such cases, be, in
effect, custodian-trustees of the Trust.

7. Determination by the Trust of the Priorities for Disposal

Wichin the overall context of rendering productive once more idle
or underucilized assets, the Trust, as a general rule, shall give



priority to situations that would yield the maximum cash recovery in
the shortest possible time; however, priority attention may also be
considered under certain existing circums;ances, such as where (1)

' the cost of conservation and/or maintenance of an asset'is great, (2)
the rate of deterioration of plant and equipment is rapid, (3)
rehabilitation by new owners could immediately generate employment or
have strong linkages with other industries, or (4) locational
considerations apply, as in certain projects which may be the sole
employment sources in their respective locales. .

C. GUIDELINES ON THE MANAGEMENT OF TRUSTEED ASSETS

8. Policies on Conservation.

The Trust may continue or inictiate, as the case may be
appropriate steps to conserve Che physical assets enctrusted to icCs
care,

In the cases of productive facilities which are not being
operated, such steps shall be limited to preserving the assets Erom
further deteroriation or loss, providing the necessary security and
maintenance services in the process.

In chose cases wnere the facilities are being operated, che Trusc
shall ensure that the net cash operations resulting therefrom shall be
adequate to cover its requirements; where such operations will result
in a negative net cash position, the prior permission of the Commicttee
shall be obctained. : :

9. Policies on Rehabilitation

As a general rule, @he rehabilitation of assets prior to
disposition should be avoided. In exceptional cases, however,
physical rehabilitation, including financial restruccuring, could be
considered If an asset or company is judged to be markecable but
rehabilitation is required for (l) sheer physical conservation of
assets where shutdown or mothball costs may approximate costs of
operation; or (2) preservation of factor inputs such as technical
skills or maintaining necessary-to~the-enterprise contractual
relations such as franchises, supply contraccs. Again, in general,
assets entrusted to the Trust should not incucr additional government
exposure for rehabilitacion.



10. Policies on Restructuring, Mergers and Other Reorganizations.

As an additional option, the Trust could undertake business
reorganizations such as spin-offs, mergers, and the like, if judged to
be useful, and deemed essential to enhance markectabilicy.

D. GUIDELINES ON THE DISPOSITION OF ASSETS

,

11. cChoice of Markets for Disposition

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

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

Foreign equity participation in enterprises which will continue
to be operated domestically shall be in accordance with existing rules
and regulations governing foreign investments, the specific policies
for which may vary, depending upon the particular sector.

12. vValuation.

Standard formulae shall be used in order to establish a tange of
values, including appraised value, replication cost, capictalized
earnings approach, and octher accepted methods; in any case, the
valuation methodology should be suited to the characteristics of the
particular asset being sold. Serious efforts shall be made to
establish the realistic economic value of assets, especially those
which appear to be overpriced acquisitions or overdesigned plant
investments. The valuation processes are critical for cthe
establishment of realistic floor prices, since the rule would be to
sell via bidding procedures. Where the bidding procedure does not
provide -the basis for determining a fair floor bid price, a mechanism
to determine a fair floor bid price or a fair targec bid price shall
be worked .out by the Trust and ‘approved by the Committee. ‘

\(H



13. Sales Methods

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

(2) No Portfolio Position. As a rule, the Trust should not
take a new portfolio position by selling on installment basis since
this would impose the burden of multi-year account monitoring, lead to
the possibility of subsequent foreclosure, or extend beyond the life
of the Trusg.

For sales on an installment or deferred payment basis, che Trusc
should require a covering guarantee from dcceptable fimancial
inscitutions, Such a guarantee would further and establish the
bankability of the transaction, and would allow the Trust to discounc
the receivable paper without recourse. ‘

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

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

14. Sale to 0ld Owners

Sales of acquired assets to previous owners is discouraged, but
not prohibited. WYhere there are at least three bidders for an assect,
previous owners should not be qualified for bidding. Where previous
owners are qualified because of the lack of sufficient (i.e., three)
bidders, or due to some compelling jusctification which APT should make
known to the Committee, they should be so iden:ified and tuformacion
provided on any outstanding unsetcled claim of the bank against such
previous owner, The recommendation for the approval of sales .report
submitted by the Trust to cthe Committee should state whether cthe asset
being disposed of is a physical asset or a financial asset and in
either case, the Trust shall inform the Committee of the implication
of the proposed disposition to an old owner on the outstanding

—



unsettled claim of che bank of such owner, more parcicul;rly, if che
sale price will not cover the entire unsettled claim, as well as its
recommendation on the concommitant action to be taken under the
circumstances.

E. GUIDELINES ON OPERATIONS AND ADMINLSTRATION

15. As provided for in the Proclamation, the Trust shall be
provided the greatest flexibility in its operations. The necessity
for prior Committee approval and review would be initially limited to

the following:

(1) General programs, priorities, and criteria.

(a) The general program of disposition, inclusive of
assets to be disposed of by the Trust, the sectoral or other
basis of priorities of atcention, and tenctative Cimetable
for disposicion, A preliminary pcogram should be submicced
on or before March 31, 1987 and the detailed program on or
before May 31, 1987, without prejudice to the submission of
subsequent adjustments as may be warranced.

(b) The organizational, financial and operacional
requirements of the Trust, including its budgetary
proposals, for its administration, iCs operations, its
disposition programs, and iCs conservation and
rehabilication requirementCs. A preliminary drafc should be
submicted on or before March 31, 1987 and the detailed
program on or before May 31, 1987, without prejudice to cthe
submission of subsequenc adjustments as may be warranted.

(c) Guidelines subsequent proposed by the Trust for
ics incternal use which may deviate from the general
principles embodied herein. ’

(d) Borrowing funds or contracting loans from whatever
source, or availing of assistance from official bilateral or
mulcilateral sources.

(e) The retention of any proceeds arising from cthe
sale, or where necessary the lease or management of assets
earmarked for disposition,

(2) 1Iandividual disposicion of assets.

(a) A recommendation/position on any specific asset
approved for disposition, as to whether the disposition is
to be undertaken by the Trust or by other entities, and if



by the Trust itself, whether directly or through the
utilization of other disposition entities. '

(b) Any recommendation for the rehabilitation of an
asset, ar the continuacion of operations of an asset on a
negative cash flow basis, which will in either case encail a

- guarantee by, or commitment or exposure of, additional ‘
National Government resources,

(c) Any recommendation to sell or transfer an asset
submitted by the Trust to the Committee shall include
information on (1) the buyer, (2) che price and other terms
of the sale and (3) where the selection procedure had
deviated from that previously approved by the Committee, the
modificacticns in the procedure employed. Prior approval of
the sale by the Committee as to buyer and price is required
before the sale can be consumated, provided that in the
absence of advice to the Trust by the Committee after the

. lapse of 30 days from the date a sales recommendation is
received by the Committee of the disapproval by the latter
of a recommended sale, the Trust is authorized to proceed
with the recommended sale.

(3) For proposed actions of the Trust other than those
covered in Section 15 (1) (c) above, for which prior approval of
the Committee is required and where no ather government agencies
or entitles are involved, Committee action on the request should
be undertakenm not later than 30 days after receipt of the Trust
proposal, and the results forwarded by the Committee to the Trustc
within another 10 days. In the absence of notification from the
Committee to the Trust after the expiration of the above period,
the Trust can assume that the proposal has been appproved.

6. It is expected that, in the process of keeping .permanenc

staff 'levels at a minimum, the Trust will have to rely to some extent
-on external advisors, consultants, and other expertise to fulfill its
mandate. While the Trusc has the discretion to determine the scope
and nature of required external expertise, the Committee shall be
notifiad of all such engagements, without the need for Committee
approval or in any way impairing the right or authority of the Trusct
to vadertake such engagements pursuant to existing law.

g
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LIST OF GOCCs TO BE PRIVATIZED



ANNEX

0

LIST OF 121 GOVERNMENT-OWNED OR CONTROLLED CORPORATIONS -

A.

Reviewed for

Privatization

As of March 31, 1988

Approved for Privatization

CorEoration

+ 1. Saungas Land Co.. inc.
72 P Chizgo Lesung &
Zawamznt Cizzit Corp,

3. CY Reat Z2ta1z, tns,

4, Inier-lsiand Cas Semnacs, Iz,
laternanional Corvotauion Ban, Ine.
\amavan Reany
Manua Cas Cemorauon
Minawnio Textue Com,
r30esa Riz
Ninonsd Pt
Nauonai Snezzming Cerp. of
. the Philizownes
12. Neeras Qezaent

Cosperiizid M
Prex2cain Gus Sionces Corn.
Qinzexzita Rzany Caro.
te. Usiond, Ine

n Cuiting Toou, Inz,

D0 M.

1&. beu Sjesinz Cors.

17. NDC-N3@zr Raw Matenan Coro,
18, Navonad C CGmen. lac,
19. Ninena Mans: Croo,
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ASS&? PRIVATIZATION TRUST

10th Floor, BA-Lepanto Building

8747 Paseo da Roxas, Makati, Metro Manila
P.O. Box (1704}, MCPO, Makati, Mexro Manila
Philippines

MEMORANDUM OF AFT!’s EBOARD OF TRUSTEES ¢(BOT)

The policy  foundation of the Fhilippines’ Frivatizatieon
Frogram, in common with almost all countries that have adopted
such programs,  is that the government has nao business to be  in
business.

\

The annourced ob jectives of privatization are to:

1. FReduze financial costs tao  the Qovernment, where
government enterprices are b2ing cperated at a lcoss
and any enterprice whose ROE is below the aovernment’'s
funding cost is really cperating at a loss.

2. Fermit government to concentrate on governing.

3. Generally, to achieve higher levels of efficiency:  in
resource use, in services rendered to the public, eto.

4. Avoid market distorticns resulting from  government
=2nterprises zperating with advantages (no—cost-
attributed funding; tax enemptions; special infra-
structure suppaort; lower  cost manpower; etz.) in

competition with similar activity private 2ntarprises.

Bayond  privatization  of  government  cwred  or  centrelled
business assats, the government has declared its  intenticon  te
reduce government intervention  in private sszctor commercial

activities in order to:

1. Aviald  market distortions from favering or disvavoring
specific enterprises or specific sectors.

2. Avoid  graft  and corruption - almost  inevitable  when
inadequately paid bur=aucrats are assigned to man

favar—dispensing agencies or check-paints.

3. Aviid develcocping a dependancy-on—favaor sd-treatment
behavicr in the private sector, resulting in resources
being commi tted to uneconomis activities whiase
financial  success is wholly dependant  an government
provided  support  ar protection - necessarily at the
cost of  the peopl2 in general and the custemers in

_particular.,

TELEPHONE NO. 815.9201 t6 05 0 TELEX NO: 45525 APTRST PM
FAX: [632) 819-3329 0 CABLE ADDRESS: APTRUST MANILA
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The government actually initiated it
gven before Froclamation SO Cand S0-a),
level GCommitte= on Frivatization (C0F)
Frivatization Trust (AFT), was signed =n

Frior to the above date, the gover
f government  owned and contraolled  cer
authorized to commence privatizing the 50

s privatization  actions
constituting the Cabinet

and creating the Asset
Z December 1286.

nment agencies in charge
poraticns - O30C0C0s)  were
oz and the DEF and FNE

-
=y

2s2) the non-per forming

1236, when this respaonsibility. was given to the COF.

The

AFT was constituted on 3 January 1387,

when

were authorized to privatize (really disp

assets (NFAs) they had tranvierred ta the Naticnal  Sovernment
(NiZ) to enable them to be "baora again® tank=. The program  was
directly adverse=sn by the Fresident’'s Office until 8 De-ember

Corazon 2. Aguine inducted the fzllowing:

As Zhiaf Executive Trustes=:
David B. Sviip

As Associate Executive Trusiesc

Aranet
Sarcia

Jauhnny M.
Famzn T.
Manuel Q. Lim, J
raineric 0. FRey
March 1337
Secretary
Coammuni oz
He was raol

Bl
el

Leopaoldo B, de
into  AFT
aET!z Task

Th=2  initial task assigrned teo ART ws
M3's trustes, and to then dispaose, the
booksd a2 pZEUrs of about F102 billien
exposuras  tobtalling about FE2.8 billian,
had transterred to the N5 on 30 June 1996
had been disposed of by the DEF and FME
und=zr  the interim arrangements cited a
aszignad  tao AFT until Auqust 1237, and
snly 10 20005 bad be=n assiagned to AFT 7

in Appendix F).

b3

a

r.
s, whao served until 1S
when he wazs appointed
of  Transportaticon and
ons by  the ident.,
aced by:
Guzman,

N 2

!

=

Fre

was inducted
1'387.

who
April

the

a total
contingent

FNE
NFaAz
part,
were
1387,
(listed

take over,
NFAs with
and  with
which the DEF andg
Caztually, 20
in whiole
bover. Mo 150100 s
as o7 21 December
or privatization

as

’

SoOm2

' oroin

Fresident



AFT’s first few months were spent in sizing up the task,
wrganizing to carry out its ‘task, and getting underway.

Appended to this repart are the following Appendices:
A - AFT's Rasic Organizaticn
B = Flowsheet For Handling "NFAs"

T = "Doing Business With The AFT" (a hand-out to
prospective buyers)

D - i5eneral Eidding Procedures and"Rules.:“N._ C e

E - .Rules and Frcrcedures ﬁoncerning RegistEﬁed Eidder
Enlisters (REEs) .

Documentary audits tao  ensure conveyability of acquired
assets C(acquired by DEF  and FME -thru  foreclosure of  MNPAS!?
mortgaged asscis!  and enforceability of financial -laims ¢ for
NFAs  still in financial form acsets — i.e. still in the ferm of
finanzial claims o=n debtors) took weeks, - and  locse  ends are
still being pursued. Inadequate or faulty documentatvion is  a
szricus problem.

Tha first pre-bidding me=ting was held an 07 May 1387 (all
biddingz are preceded by pre-bidding-meetings ta clarify bidding

rulesiy.  As o7 21 December 1987 4§ biddings had been sonducted.

A osummary of recoveries from the NFAs as o7 31 December 1337
is in Appendix 15, and an accounting of receipts is in Appendix H,
with the detailed information inm the print-outs under Appendix I

A major  problem in the disposal of the NFAs is  that conly
about 1GO out of the 393 NFAs have been transformed imte acquired
physical assets thru foreclosurse by thz DEF" and FNE -~ i.s&. mast
of the MNFAs are naot in normally conveyable form. Eve~ among the
100 azquired assets, several of the "big ticket" asz.te remain
tied up 1in litigation, and are therefore still Aot readily
conveyable. '

In an effort  tao digpxs2 =i financial form assets  (Fras)
Wwithout being held up by =2utended - and sometimes, s2emingly
indefinite - litigatiaon, AFT has devised several dispuosal modes:

(O]
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Fersuading the debtor to agree  to an uncontested
foreclosure  and to waive redempticn rights in exchange
for non—-enforcement of deficienzy claims vs. persaonal
guarantemes (where FME and DEF recoveries have heen
almzst nil anyway), and a S% praference in the bidding
for the foreclosed asset (or & 3% share in the winning
bid price = initially approved by ©ZOF but- later
scrapped by IZOF).

Direct Debt Euv—Duts &Dbédé) by the debtars under
standard L[CDEO  formulas of univer=al application Cto

preserve {fransparency, there are ne tailored-to-7it

formul as, and N case-to-case | applications of any
farmul as). Only :t@tiDDBO”Yo?hulaémH§Véwéd"?éf“hﬁéén““
azzepted by the COF as.a bacsis for determining a.. DDEOD
price. AFT is wcontinuing in its efforts  to gain

azceptance  of octher DDED formulas basad an boattom~line
realities (of what is realistically recaoverabled.

On 25 January 1283, AFT is launzhing the bidding—wout of
FFAs under an arrangem=nt where up to SOZ of the
winning bid price is placed in an escrow acecount fer
the winning bidder to draw on £o cover his recovery

expenzes and the «coste barne until Toreclozure is
effected, or until lean is paid orff to  the winning
bidder’'s satisfaction (AFT having fipally «abtained

LOF’s . agreement tao consider dizposals by this mode).

If all  the wother dicposal modes fail, AFT =
rezommending  that  the FFAs be returned to the DEF  ar
FNE (depending on wha had transterred them tao the NE)
gither at s realistically discounted price (discounted
fram  the transisr price they had charged the M3)  or

under a "for collection® Aagency aqrezment. AFT was not

s2t up &s & loans collection agenncy, whil= DEF and FNE
maintain fully staffed lsans collection departments
(this is, afier al11, an integral part of their business
as banks)

Failing th= abaove, &FT would have Lo ao to Court teo enfaorece
(=%~

creaditor rights pa
take v=ars under  our present judicial system (i1 the

could

@d on to the NS by the DEF and FNE, and this

expsrience of DREF and FNBE is any gaugel), and AFT's S-ysar lite,

under
latest,

Froclamation SO, ends on 7 De-ember 1921 - ar, at the
on 02 January 13920,

Appendix B contains a listing of AFT’s recommendaticns £
sprezd up the privatization proaram.
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Lanclusion

AFT is agrateful to President Corazon 2. Aguine  far  her
several public ewpressicons of confidence in AFT, and the
Fresident has AFT’s unquali fied pledge tao live up t= its motta
"Zum Integretate Facere" (Ta Accomplish With Integrityy,
symbolized by its crest: the diamond to symbzlize integrity,
and the «utting of the Gordian knot by Alexander the Great to
symbolize a "can do and will da® s=pirit.

AFT also wishes to record its appreciatieon of the layval -and
dedicated service rendered by its staff, many racruitaed from the
private sactor tao serve at lower—than—private sector compensation
rates, and * with no "make-ups" in drawings from  companies
temporarily placed in AFT's custody pending their dispozal.

Finally, AFT’s trustees want tao thank the Fresident for the

oppartunity  to assist her - in a very modest measure - in  her
efforts  to achieve economic recavery, and beyond recovery,  to
achieve steady economic grewth. By causing idled production
Tacilities to be profitably 2mplaoyved, o by enabling
inetiiciently used facilities to be more efficiently used, AFT is
helping to provide gainful emplaoyment ocpportunitiss fur both

people and capital.

Chief Executive Trﬁst

Associate Frecutive Trustees

/@ y/w/% | P e

framzn 7. Garcias

Lmupuld- F. de Guzman Manuel @. Lim, Jr.

LS: hmez
17 January 88
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APPENDICES

APT's Basic Organization
Flowsheet For Handling "NPAs"

"Doing Business ¥ith The APT" (a haund-out-
to prospective buyers) : )

 General Bidding Procedures And Rules’

Rules And Procedures Re Registered
Bidding Enlisters

.GOCCs Assigned To APT As 0Of 31 December 1987
Summary of Recoveries 4s Of 37 December 1987
Accounting OF Receipts

APT's Operating Expenses

NPA's Custodianship Costs

Recommendations To Speed Up The Privatization
Program

N:



APT BASIC ORGANIZATION

BOT
cuT
——AET-TIC/MTA-1 L AET-TIC/LGA
' CNIR _
' ES/CET l
. STAFF ~ STAFF
MAs Lis
AET-TIC/MTA-2 BOT' - Board of Tiustees
CET" - Ciief Executive Trustee
AET - Asso. Executive Trustee
STAFT TIC - Trustee-in-Chrge
—————————————— MIA - Mkt'g. Trans'd Assets
MAS LG - Legal/Gov't. Agencies
ES -~ BErecutive Sccretary
B0 - Executive Officer
————ALFT-TIC/MTA--2 NIR - Comptrolles:
MSE - Mit'g. Support Services
— ACS ~  Adm. & Cus'ship Services
STAFF  \ _ [As - Legal Assts.
MAs - Mict'g. Assts.
MAs
PO/MSS T/ACS

Seseper g
]

Administrative Responsibility

forking Relaticnships:

Job Requests

Task Collaboration



ASSET PAIYVATIZATION TRUST

FLOSSHEET FON UANDLING “HPAs" L TRUSTZE OYEASEELNG OPERATION

COCRETATY AUDLT

ACCEZPTANCE OF ASSEIT 2Y APT (ZO/MSS)
!

r
CATALOGUE
ASSEZTS (ED/MSS)
GCs & ASCs

ASSIGN AZT - TIC
FOR MARKITING {307)
L

T
REMOVE LEGAL
IMPEDIMENTS

IF ANY
{AZT/H/LGA)

4
CHZCX CARDED PROSPECTS
STIX ADDITIONAL PR0SPICTTS

KET/TIQ)

i
PACXAGI AS3
PROPOSZD AS
{AET/TIC)

APPROVAL OF PROPOSZID ASBPRS
& AS3T (BCT)

1
STT PRE~3IDDING MEZTING
{xZT/7TIC)
|
POST AD 1 ARNCUNCING
PAE-3ID MEETING (ZU/NSSl.»
[ f

SE-SIDDING MIZTING

(AZT/T1IC)

|
MODITYING ASBAS 4 AS3T AS
NECZ3SARY: SET BIDGING DATE,
sITE (az7/TIC

|
APPROVAL 0OF FINAL AS27s ¢
AS3F (3CT)

|

POST AD 2 ANNOUNCING 3IDDING

DATE, 3ITI (E0/nS3)
|
BIDDING (AZT/TIC)

2ZP0RT O RE3SULTS OF 3IDDING

(AET/TIC)

I
DEZISION ON WINNING 370
KA DATION (20T)

& 2ITTHMIUDATION TO

PR0VAL 02 DISSAFROVAL CF

1ZHDATION {COP)
|

NOTITY 31D AWARADIZ
(AET/TIC)

COLL

ZTT 3ALANCE OF

5ID PRICI (AZT/7TIC)

WAAP-UP SALT (AZT/TIC)

Chief Executive Trustes

Tl Associate Cxecutive Trustee / Trustee-in-Charse

AZT/H/LSA Associcte Execuiive Trustes [/ Head, Legal 4
Goverrment Affairs

307 fustees
EO/MSS Cfiicer, Marketing 5upport Services
ZQ/ACS Officer, Adrm:imiszzat:ive Cus:todianship

. Services
AS23s Asse: Specific 8idding Aules
AS3F Asset Spec:lic 3i1dding fom

1
T CUSTODIAN-
ARZAHGZMINTS
(Z0/ACs)
(w/GTI or w/OTHERS)

MONITOR SATISTAC-
HE3S & COSTS:
C?T CHANGZIS AS

NZCZ33ARY (EZD/ACS)

OVEIAS ORDZALY
TRANSTEIR TO 380YzZR
WHIN SOLD

(AET/K/LIA

WIND-UP ACCOUNTS
(PRY-OFT SENIOR-
TO-GFI CLAIMS,ZTC.)
{EQ/ACS)

CLCSUREZ REPCRT
(Zo/AacCs)

Z CCNVEYANCE



) ASSET PRNATIZATION TRUST

10th Fioor, BA-Lepanto Bullding

8747 Peseo do Ruxa1, Makati, Metro Manila
P.O. Box {1704), MCPO, Makati, Mewo Manila
Phillppines

DOING BUSINESS WITH THE e e e e
ASSET PRIVATIZATION TRUST

1. The Gobérnment's Privatization Program
2. The Asget Privatization Trust

3. Kinds Of Assets Offered For Sale

4, Obtaining Information On Assets

5. Manner Of Sale Of Asséts

6. Pricing Basis For Assets

7. Payment Terms

g. Business Opportunities In The Privatization Program

9. APT's Seal And Slogan

Policies and procedures described

A%
O
=
0

1987, and the APT reserves the

booklet are those in effect as of 13 April

amend or change them as it sees fit without
prior notice. In particular, specific Bidding

Rules are issued for each bidding.

TELEPHONE NO. B15-5201 10050 TELEX NO- 45525 APTRST PM
FAX 163218193229 0o CABLE ADDRESS APTRUST MANILA



The Government's Privatization Program

The program aims at a divestment by the govern-
ment of al} business-related assets not deemed
essential to the operation of the government.

The Asset Privatization Trust (APT)

The APT was Created under Presidential P;oclama—
tion 50, signed 9 December 1986, The  "APT "is the
government agency which, acting as Trustee of

the National Government (NG), is tasked with selling
. the assets marked for Rrivatization. ToLTootnte

The Committee on Privatization- (cop), a
Cabinet-level ccmmittee headed by the Secretary .
of Finance, decides on what assets the APT is
to be tasked with selling, and CoOp approval is
required for all asset sales, "whether recommended
by APT of any ‘other government agency (government
agencies administering jovernment-owned or controlled
corporations - GoCcCcs - have been undetaking their own
Privatization actions, and may continue to do
SO until such time as coOp may decide to assign
the task to APT) .

Kinds Of Assets Offered For Sale

There are two basic groups of assets:

3.1 The so-called Non-Performing Assets (NPASs)

turned over to the NG by the Government
Financial Institutions (GF1ls), mainly the DBP
(Development Bank of the Philippines) and

the PNB (Philippine National Bank).

J.1.1 Assets in Financial Asset Form would
be assets consisting of:

a) Promissory Notes and other financial
claims vs a borrower~enterprise
backed by mortgages on physical
assets (generally whole plants) ,
guarantees (JSsS, surety bonds) ,
etc.

b) Shares in debtor (or other) enter-
Prises: ccmmon, preferred, partici-~
pating Preferred, etc. '

c) Lease dgreements, with or without

Pt



Rage 2

purchase option.

d) Installment sale contractsi
e) Restructured loans.
etc. .

3.1.2 Assets in Physical Asset Form would

' be assets acquired by the GFIs (or

APT for the NG) thru foreclosure or

dacion en pago. These assets mostly

. - . . consist of whole plants (production
facilities).

3.2 The GOCCs - these are corporations which

' were either originally set up by the government

or were, for one reason or another, taken

over by the government from private sector

owners.

GOCCs will generally be sold as going concerns
- 1i.e.  as corporations, but sales of the
physical assets of GOCCs, as well as clean
balance sheet sales (where selected assets
are balanced against selected liabilitjes)
will be considered when appropriate.

Obtaining Information On Assets

APT will issue General Catalogs . (GCs) in
volumes listing 20 to 30 assets. GCs will describe.
the assets in brief but sufficient detail to inform
prospective buyers of what the asset is/consists
of. ' i

Interested parties may request Asset Specific
Catalogs (ASCs) which describe an asset in fuller
detail. .

Since assets offered are used assets, prospec-
tive buyers will want to examine the assets before
entering their bids.

GCs will be sent to all parties who registered

with the APT their desire to receive then. ASCs
will be sent to those who specifically request
particular ones. A small charge to cover Costs

will be charged for both the GCs and the ASCs.

Manner Of Sale Of Assets




Assets will generally ©be sold thru bidding
(negotiatad sales will be the exception).

Three forms of bidding will be employed:

5.1 Open Price Bidding

5.2 Target Price Bidding

5.3 Base Price Bidding

The :.general bidding rules for each kind of
bidding are detailed in the GCs. There will be

specific bidding rules for each bidding.

Price Basis For Assets

The determination of what is an acceptable .

price for any particular asset will primarily be
based on what the earning capability of the asset
is - i.e. it will be along the P/E (price to earning)
concept.

Payment Terms

Preferred payment is full cash payment. However,
term payment will be accepted if payments are guaran-
teed by a bank acceptable to the Government.

Business Opportunities In The Privatization Program

8.1 For entrepreneurs - a chance to quickly launch
an enterprise, without the long lead time required
Lo start an enterprise from scratch, thus saving

the carrying costs of werk-in-progress
(unavoidable in setting up a new production
facility). There 1is also the advantage of
quick market ‘entry. and, finally, the capital
equipment costs will probably be significantly
lower.

8.2 For owner-debtors - @ chance to bail themselves
out at a substantial discount if they purchase
the financial assets pertaining to their

respective enterprises, Literally becoming
@ Born-Again Enterprise. .

8.3 For investors - 2@ chance to invest in new
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enterprises built around assets acguired
from APT or in existing enterprises by coopera-
ting with owner-debtors who mey require eguity
or quasi-equity capital to buy-off their
debt burden.

8.4 For banks, expecially Universal Banks, and
other finrancial institutions -~ a chance to
finance new enterprises or bail-outs, or

to package and underwrite investments in
new or revived enterprises.

8.5 ‘For brokers - a chance to earn commissions
by bringing APT bidders. Commissions will
be paid to brokers bringing in winning bidders,
and “consolation commissicns" will be paid

to brokers who bring in the second and third
highest bidders wunder certain conditions.

APT's Seal And Slocan

The diamond stands for integrity. APT's
selling procedures will be completely transparent.

The cutting of the Gordian Knot 1is to . Bzpress
APT's "can do, will do" determination: to untangle
complex situations, to cut-thru red tape.

The above is expressed in the Latin slogan
"Cum Integritate Facere", meaning: To Accomplish
With Integrity, :

With the cooperation of all who do business’

with APT, the task of privatizing the governments
assets will be accomplished as expeditiously as
possible and with integrity. ’

Get cn the mailing list of APT's ~}

Business Opportunities-Ilcaded
General Catalcogs. Mailed to you at cost:

(Effective for GC IV ard on)

For Pickup at ApPT's cffice
Postpaid Metro Manila
Postpaid Airmail otker Philippine points ... 250
Festpaid Airmail to ASEAN Countries .., .. .. USSS
Postzaid Ainmmail to US, Eurcpe, and Canada . Uss?

ASSET PRIVATIZATION TRUST (APT)
10th Floor, BA-Lepanto Building
3747 Paseo de Roxas, Makati, Metro Manila
0. Box 1704, MCPO, Makati, Metro Manila, Philippines

Tel. Nos. 815-9201 to 05 o Telex No. 45525 APTRST pM



1.

GENERAL BIDDING PROCEDURES AND RULES

‘ (As amended 26 October 1987)

- Note: Asset Specific Bidding Rules (ASBRs), issued for each bidding, will govern where the

specific bidding rules differ from General Bidding Rules.

Kinds Of Bidding

1.1

L.

[ A ]

[#3)

1.4

Open Price Bidding (OPB)
Indicative Price Bidding (1PB)
Target Price Bidding (TPB) o oo

Base Price Bidding (BPB) ™ -

As a general rule, bids will have a clear bottom-line judgment figure. With rare exceptions, it will

be a full cash payment figure (to be paid w

made). Term payments, if entertained, will be converted to present cash value at an interest rate
specified in refation to the rate prevailing at time of bidding.

Assers To Be Offered For Bidding

2.1

2.3

Financial Form Assets (FFAs): PNs and other debt instruments (backed by mortgayes,

guarantees, etc.) with all the original rights te enforce collection. - -
Securities (Shares of stock, convertible-to<ommon stock debt instruments, etc.),

Physical Form Assers.

Injormation To Be Made Available To Bidders

3.1

)
[}8)

33

General Catalogues (GCs) listing all the assets offered for sale, with bref descriptions of
asszts, To be issued in numbered Volumes (as not all assats are expected to be ready for
listing at the same time; also, earlier listed assets could be re-described as addirional
information is uncovered). All assets will carry a master GC number: GC 001/up. There
will be a nomiral charge for GCs to cover costs.

Asset Specific Caralogues (ASCs) containing fuller but essentially bare factual information
(e.g. brief history, capacity specifications, etc.) to be charged for to cover costs, ASCs will
contain bidder qualification rules, where applicable,

If avaiiabla, Viability Study on Asset (VSA), made in-house or by an independznt indus-
trial consultant, containing esttmates or rehab/re<equip costs, ROA projections, etc. VSA
will disclaim responsibility for Errors and Omissions (it is presented on an honest best
effort basis, and bidders are sxpected to independently verify and crosscheck data, as well
as to undertake their own viability studies). The VSA, if available, is offered merely as an
aid to pricing determinations. To be charged for to cover COSt.S, including the cost of the
study (fess paid, etc.) pro-rated into estimated number of copies to be issued.

A

ithin a specific number of days after an award is : - -


http:rehab/re-eqt.ip

4. General Bidding Rules Applicable To A1l Kinds of Bidding

w

4.1

ha
"

4.4

4.5

4.6

4.7

Bids will be received sealed and delivered at the designated time by persons authorized to
submit improved bids in the event open auction bids are called (see <.3). Asa general rule,
bids will begin to be opened 15 minures after the appointed time to give bidders delayed
by truffic ete. time to call in to request a delay for valid reasons (APT wiil be the sole judge
of the validity of the reason). No bids wijil be accepted the moment the first sealed bid is
opened. Bids wiil be opened in the presence of all bidders who have a right to 2xamine all
bids opened.

APT reserves the rinht to reject any and all bids.

In case of closely clustered bids, defined as where one or more bids are within a pre-speci-
fied percent of the top bid, the opening of the sealed bids will be immediately followed by
an open auction’ in which all bidders who had submitted sealed bids which arc within a
specified percent of the top bid may participate (hence, a representative of the bidder whe
is authorized to improve on the submitted SEALED bid should be present wt the Lids

opening).

All bids must be accompanied by a deposit in cash or a certified bank manager’s check

amounting to 10% of the bid amount (accepiance of other payvment instruments have to be
pre-cleared with APT). The deposit is to be enciosed in the sealed envelope or handed over
to the AFT officer conducting the bidding before the bidder's bid is opened. No bid will be
opened (i.2. accepted as in contention) unless the required deposit is handed over at point-
ofwpening of the bid. In the event an open auction bidding follows the opening of the
cealed bids, the winning bidder must send the additional 10% cover before 5:00 pm of the
following working day.

Winning bidders have to complete payment of the balance in the time specified on the bid
forms. Failure to do so will mean cancellation of the award and forfeiture of his 107
deposit. In such an event, the ATP may declare the next highest bidder the winner or may
call for new bids. In the event of an award hased on the open guction bidding, the award
will not be made until the additional |0 cover is received by the APT.

The deposits of lasing bidders will be returned to them as soon as the high bid has been
determined. However, the next highest bidder may elect to Jeave his deposit with APT.
provided that his bid is within 10% of the highest bid, i he wishes 10 automatically
succezd the highest bid, should the highest Lidder derzult afier notilication ol his having
been awarded the bid The deposit of the highest bidder will be retained until the award
decision is made. If the decision is favorabie. the deposit will be credjted towurds the pur-
chase price: it the decision s unfavorible, the deposit will he returned in tull. Award deci-
sions normally are made in 20 to 4 muximum of 40 davs from bidding date.

Pending upproval of bid award by the COP, tie fighest bidder will be entitled to “over-
stehil security ™ of the assets bidded on i desired.

Open Price Bidding (0P8)

5.1

NoAPT suggested. proposed price will be posted. Therefore. all bids will be tibulaied,



6. Indicative Price Bidding (IPB)

6.1 An indicative price is a ball-park figure, and AT supplies such a figure purely to define the
ball-park. All submitted bids will be tabulated and considered in contention. As a general
rule, APT will recommend to COP the acceptance of a high bid that is at or over the
indicative price, although APT is not obliged to do so if the results of the bidding suggest
the desirubility of a rebid.

7. Tuarget Price Bidding (TPB)

7.1 A target price is a COP pre-approved acceptable price. All submitted bids will be tabulated
and considered in contention. A high bid that is equal to or higher than target price will
not be rejected because of price insutficiency. - - ST

8. Base Price Bidding (BPB)

8.1 A base price will be specified and no bids below the base price will be considered.

8.2 The base price will either be APT-set or will be set under a two-stage bidding procedure as
outlined below:

3.2.

]

2

Prespective bidders will be qualified: they have to show that they have reasonable
competence to estimate asset’s price-at-which-viable value. :

Qualified Prospective Bidders (QPBs) will be invited to submit Base Bid Price
Proposals (BBPPs) under the foilowing rules: ' .

a.

G

All BBPPs have to be submitted sealed, at a given time on a given date. Enough
time will be given to QPBs — from announcement date to submission date —
to enable them to make a thorough asset valuation study. Durnng the above
period, all QPBs will have equal access to all records in APT's possession
bearing on the asset, as well as equal free access to the physical assets, where
the QPBs may perform, at their own cxpense, any reasonable examinations and
tests.

BBPPs will be received in sealed cnvelopes at the designated time. BBPPs must
be accompanied by a 10% (of the BBPP) deposit in cash or a certified bank
manager’s check (acceptance of other payment instruments have to be pre-
cleared with APT). The deposit is to be enclosed in the sealed envelope or
handed over to the APT officer conducting the bidding before the bidder's bid
is opened.

The QPB submitting the highest BBPP will be required to turn over to the APT
officer in charge of the bidding the QPB’s study notes supporting the BBPP, so
that a prima fucie price justification can be made. If the BBP is judzed by the
APT to be justified, the BBPP will be accepted, and it will be posted as the BBP
for the Winner Determination Bid (WDB) that will follow. APT reserves the
right te reject any and all BBPPs, The turned-over study notes becomes the
property of the APT.



8.3

d. The QPB whose BEPP is accepted as the BBP will be given a specified prefe-
rence — in percentage of his bid or in pesos — over any and all bidders in the
WDR that follows (the preference will be added to actual bid in the WDB for
evaluation purposes). The preference will be announced in the bidding rules.

¢. The deposits of all QPBs, except that of the QPB whose BBPP is accepted as
- the basis for. the.WDB, will be returned. The retained deposit will be credited
against the deposit required for the WDB: the deposit will be forfeited if the
QPB fails to submit a bid that is not less than the BBP in the WDB round.

With a base price set either by the APT or by the above procedure, the WDB will he held
under the following rules:

e v emal SDSTIT Sl - el

8.3.1 Bidders who did not quaiify as QB for the BBP bid, if such bidding hud preceded
© 777" the WDB, may participate in the WDB.

8.3.2 No bid that is less {han the BBP will be considered.,

. 8.3.3 _For purposes of determining the highest bid, the bid of the QPB whose BBPP was

sed as the BBP will be increased by the amount of preference given to him (thus,
if the preference is 2%, his bid will be multiplied by 1.02 for comparison purposes;
or if the preference is £5C0.000, this amount will be added to his bid for
comparison purposes).

9. Serting Up Biddings

9.1

9.3

9.4

9.5

Pre-bidding inectings will be scheduled to enable prospective bidders to study the proposad
Asset Specific Bidding Rules (ASBRs)and to seek clarifications, as well as to enable them
to propose amendments to the proposed ASBRs. Post-bidding requests for ASBRs amend-
ments cannot be entertained, Pre-bidding meetings will be announced thru published
notices in at lcast three major newspapers. Notices wil] also be mailed to registcred pros-
pective bidders whenever possibic. Notices will provide GC level of information and the
GC no.

Bidding date und hour will be sat at the pre-bidding meeting.

Shortly after the pre-bidding meeting, the bidding date and hour will be announced in at
least three major newspapers, and intending bidders will be invited to pick up the finulized
ASBRs and the official Asset Specific Bidding Form (ASBF). There is no charge for the
ASBRs and ASBF.

Parties who missed the pre-bidding meeting may participate in the bidding.
Where a bidding date js reset (generally set-back. but there would be extraordinary cir-

cumstances that makes it desirable to sct-forward), the reset date will be announced in the
same newspapers that carried the bidding announcement ad. '



10. General Conditions

10.1 The APT reserves the right to reject any or all bids, to calloff a bidding prior to acceptance
of the bids, and to call for a new bid under amended rules.
1 10.2 All APT-approved trausactions require the final approval of the Committee on Privatiza-
tion (COP).

10.3 APT reserves the right to chiange any of the above rules as it sces {it. Asset Specitic Bidding

Rules (ASBRs) will be issued for each bidding, and these will govern where they differ -

from the Generai Bidding Rules.

10.4 APT further reserves the right to amend:the ASBRs anytime prior to the submission o ijic

sealed bids. If the amendments are of a nature that will affect the bids, APT will entertain

requests to reschedule the bidding.

10.5 Where a winning bidder is unable to complete payment of the bid price because of delayed
approval of his *debt-to<quity conversion” application at the Central Bank, an extension
of up to 60 days will be granted provided that he show proof that suck an application
has been filed, and provided further that interest at 12% p.a. rate will be charged from the
16th day after notification of award to the date payment is completed. The granting of
the extension does not release the winning bidder from tha obligation to consumate the
transaction - an obligation that is secured by his 105 deposit.

10.6 Registration fecs and other documentaticn costs are to be borne by the winning bidders.



ASSET PRIVATIZATION TRUST

10th Floor, BA-Lepanto Building )
8747 Paseo de Roxas, Makati, Metro Manila
P.0. Box {1704}, MCPO, Makati, Metro Manila
Philippines o :

APT/RBE: Memo 87-01

26' June 1987 -

z
O]

MORANDUM

ALL APT REGISTERED BIDDER ENLISTER APPLICANTS

AS STATED.

Thank you for attending ome of our Briefing Sessions or, thru your
inquiries, indicating an interest in registering with APT as a "broker".

We have just concluded the 7th Briefirng Session, and we are pleased
to send to you the firmed-up POLICIES AND RULES CONCZRNING THE AVAILMENT
OF "REGISTERED BIDDER ENLISTERS" (RBEs) SERVICES FOR THE SALE OF ASSET
THAT APT IS TASKED WITY SELLING , reflecting suggesticns and observations
made at the Briefing Sessions. .
It was emchesized - ard APT raccgnizes - that AFT's ‘“breckers"  do
mot fall into any governmsnt-licenszble broker cztegory.  Thérafore,
to avoid misuncderstarding APT will describe its "pbrokers" as Registersd
Bidder Enlisters (R3Es) . ‘

The "commission" paid to REES who enlis: wirning bidders will be desig-
rated as "success fe2". t is, however, subject to the 108 withholding
t=,

AT the suggsstion of several participants, APT has agreed to give

"starding" to the following protscticn-of-bidder-registration measure:

An RBE can elect to protect his RBE Bidder Reglstration Regquest
(RBE/BRR)  from challenge or from being over-ridden by a
bidder-authorized R3Z/BRR Ey having his/her RRE/BRR acknowledgaed

TELEPHONE NO.B15-5201 10 05 « TELEX NO: 45525 APTRST PMm
FAX: {532) 819.3329 s CABLE ADDRESS: ~APTRUST MANILA
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by an authorized officer of the bidding company. RBE/BRR forms
will, therefore, include the fol lowing box:

Optional:

Registration Authorized By:

Signature:

Position

Company

RBE/BRRs ‘protected by bidder-signed authorizations cannot - be
discredited unless the bidder certifies that the authorizing
person in the challenged RBE/BRR had no authority to sign the
authorization.

An RBE/BRR that is not protected by the above measure is, however,
reccgnized by APT, and can only be over-ridden by a bidder-authorized
RBE/BRR and a written advice to the APT from the bidder that the RBE
who submitted the prior RRE/BRR had never sought to enlist the bidder's
participation in the bidding the bidder is registered for.

RBEs are reminded that RBE/BRRs must be for specific assets that APT
is offering for sale, and that bidder registration should be made
on APT's RBE/BRR forms (which are provided free-of-charge), .

RBEs are further reminded to personally brirg to the APT office their
RBE/BRRS or to have them brought by a trusted messenger, so that they

may witness the registration of the bidder or be shown that the bidder
"sought to be registered has aiready been registered (either directly

or by another RBE}. In the event that an RBE wishes .to challenge
a prior registration by another RBE, he/she should be -guided by the
provisions under paragraph 5. .

RBES were also advised that a Performance Record is kept for each
RBE to discourage random listing of prospective bidders {who do not
even show up for biddings ).

Thank you again for your interest in assisting APT in its task, and
we look <forward to receiving your RBE Registration Form at an early
date. (For those who had signed the draft form, we will appreciate
your signirg and returning the firmed-u form). '

I
/%/
AVID SYCIP
Chief Executive Trustee

DS :hmc
WI':21 Jure 87

Encl.

!

ass



ASSET PRIVATIZATION TRUST (APT)

RBE Registration Form

POLICIES AND RULES CCNCERNING THE AVAILMENT OF

"REGISTEﬁEb BIDDER ENLISTERS" (RBEs) SERVICES FOR THE SALE OF ASSETS THAT APT

IS TASKED WITH SELLING

Cbjectives in . the availment. of Registered 'Bidde; Enlisters (RBEs)

services:

1.1 To broaden participation in biddings of assets to ensure ‘realizing
optlmum prlces

1.2 To avail of the services of qualified RBEs who would be exnpcted
to exert earnest efforts to enlist bidders. Casual, "on-chance"
enlisting is not welcome.

1.3 To falrly and reascnably reward RBEs who enlist winning - or
near—w1n ~ bidders.

1.4 To avoid disadvantaging ncr-RBE enlisted (i.e. direct) bidders.

1.5 To avoid exposing bona-fide RBEs to commission chiseling.

Considerations and aspects:

+2.1

2.2

Rules will seek to prevent:

2.1.1 Bidder-interposed enlisters designed to lower effective
bid price via success fee rebates.

2.1.2 Hitch-a-free-ride enlisting by casual agents.

2.1.3 Buck-shot registrations of "prospective bidders" by
cover-all-bases-but-secure-none kind of agents.

Success fee schedules will take cognizance of:
2.2.1 Relatively minor role of RBEs in eniisting bidders
as vs. the role of most "brokers" in effecting private

treaty or negotiaced sales.

2.2.2 Assets offered for sale are generally "big price" items,
many running into hundreds of millions of pescs.
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2.2.3 Desirability of encouraging RBEs who enlist ne2r-win .

bidders.
Rules governing availment of RBE services:
3.1 APT will only ceal with APT's RBEs.

. 3.2 Cnly persons or business organizaticns whose business activities

relate to - cor can plausibly relate to - enlisting bidders for
the kinds of assets APT is tasked with selling will be accredited
as REEs, '

3.3 APT has the right to cancel the accreditation of ‘an..RBE who
is unable to enlist hidders to at least S5 biddings out of the
100 biddings scheduled after the REBZ's accreditation date.

3.4 Unless scecifically waived by the APT prior to a bidding, because
of special circumstances, only RBEs will bte entitled to receive
success fees. ' '

(W)
w

bidders enlisted by the RGE have, in separats biddings, submitteq
bids that were at least within 20% of the highest bids. Success
fees payable c¢n winning bids will be held - in escrcw until the

above condition is met. (The object of this rule is to discourage
casual "brokering”, and to pbrevent practices listed under 2.1
above) . '

3.6 R3Es have to obtain APT's acknowlecgement of RBE-enlisted bidders
on APT's RBE's Bidder Registraticn Request Form (RBE/BRR} in
order tc be entitled to success fees payable on bids submitted
by bidders enlisted by them. RBE/BRRs are to be filed by REEs
and acknowledged by APT for specific assets cnly {(by CGC No.
or by &.set name if no GC number has been assigned vet). APT
will check all RBE/BRRs vs. its rmaster card file to ensure that
the prcspective bidders have not been previously registered,
either directly by APT or by another RaE. RBE/BRRs covering
requests to register bidders not already registered will be
prerptly registered in the presence of the RRT or his/her regresen-
tative (so RBE/BRRs should be pereonally presented to APT's
person-in-charge of such reqlistration).

3.7 In accepting accreditat:on ds an REE, the RBE -has to sign a
ceoy of these Policies ard Rules to signify the full understanding
and conformity with the rules herein listed.

Success Fee schedule:

4.1 Success Fee Base

Success fees will nct pe paid to any RBE until at least .two .
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on:

1st BS0,000,000

Amount over B50,000,000
up to P100,000,000

Amount over P100,000,000
up to B150,000,000

Arount over P150,000,000
_up.to B200,000,000

Amount over B200,000,0M0

Success Fees - % {l)'

Winning .2nd HngS?t 3rd Hig???t
Bidder Bidder Bicder

1.00 0.10 0.05

0.80 0.08 0.04

0.60 0.06 0.03
1 0.40 0.04 © 0.02

0.20 0.02 0.01

(1) All success fees are payable only after COP has approved
pay-cuts will, however,

winning bid.: Actual

to 3.5 above.

(2) Provided within 3% of winning bid.
(3) Provided within 6% of winning bid.

be subject

4.2 APT reserves the right to amend the above success fee schedule,

as well as to set specific success fee rates for special situations
RBEs will be advised of the above
prior to their application to any bidding or special situation

(e.g. private treaty sales).

sales.

I/We eacknowledge that we fully understard and accept without reservation

the above rules governing the availment of my/our services as an APT Regis~

tered Bidcer Enlister (RBE).

Signature:

Printed Name/Position:

Name of Organization:

For APT Use:

Date Registered as RBE:

Registered By:




: s ) 10th Floor, BA-Lepanto Building e
‘ ﬁ@".’ / 8747 Paseo de Roxas, Makati, Meuo Manila
P.0. ox 1704, MCPO, Makati, Metro Manila

Philippines

RBE’s BIDDER REGISTRATION REQUEST
(Plca_se accomplish in triplicate)

For RBE's Use: .

0426

RBE/BRR

“ 1. Bidder registration requested for GC No, 72t < wreers cavn oo
= or Asset Naimne . - : ,

2. Bidder —
Address . - - Tel. No.
3 RBE . s -RBE No. :
Tel. No.

Address

RBE’s Signature

Optional:

Registration Authorized By:

Signature :

Position

Company:

FOR APT USE: (Acted on copies: | to APT File; I to RBE; I to Bidder)

RBE/BRR Received: Date Hour

APT official will sign after dppropriate advice:

e Prospective bidder already registered:;
RBE’s bidder registration request
denied

e  Prospective bidder's registration by
RBE acknowledged by APT:

Acted on: Date Hour

APTCOPY

TELEPHONE NO, 815-9201 10 05 » TELEX NO: 45525 APTRST PM
FAX: (632) 819.3329 e CABLE ADDRESS: APTRUST MANILA
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" RBE’s bidder rcnlstratlon request -
denied ' ' :
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D ASSETPRIVATIZATION TRUST

P,0. Box 1704, MCPO, Makati, Mew Manila R RBE/BRR
Philippines

RBE’s BIDDER REGISTRATION REQUEST
(Please accomplish in triplicate)

For RBE's Use:

1. Bidder registration requested for GCNO, - oz s zrmimemee cm e o e
“== = -=--—or Asset Name

2. Bidder
Address Tel. No.

3. RBE RBE No.
Address SEPTTIITPON Tel. No. :

RBE’s Signature

Optional:

Registration Authorized By:

Signature : A

Position

Company:

FOR APT USE: (Acted on copies: | to APT File: | to RBE; | to Bidder)

RBE/BRR Received:  Date

Hour
APT official will sign after Approprnate advice:

e * Prospective bidder already registered:;
RBE’s bidder registration request
denied

® Prospective bidder's registration by
RBE acknowledged by APT:

Acted on: Date Hour

BIDDER COPY

TELEPHONE NO. 815-9201 10 05 » TELEX NO: 45525 APTRST PM
FAX: (632) 819-3329 ¢ CABLE ADDRESS: APTRUST MANILA
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SUNIMFIRY OF RECOVERIES fr-can HFA= (Non-Perforning fissets)

TROAMSFEFRED to . NG (MHatiardal LGovernment)

big OGP ard FHE or 30 JUNE "BE, o= of 31 DECEMBER'B8?

RECOVER'Y MODE HO. COF GrROSSs SELLING LTENS

HET
NPA= RECOVER'Y CosTs FPATIO-OFF RECOVER'Y
1 2 3 <A: 1-C(2+3)
I. APT-Corducted Eidding .
Full Sole 20 P 2,002,037,000 P 2,875,000  F 241,813,000 P 1,757,243, 000
Parrtial Sale e 132, €664, 00U 8u8, G0 39,000 158,017,000

II. APl-effocted OOGO

4,734,000

21,258,000

8,190, 000

2,639,000

Fulil Sale 19 P 1,232,60&,000 P 104,000 pF - 1,292,504, 000
Parrtial Sale 2 4,819, 00C - 25, Qo : -
III. GFl-offected Salo:s
Full Sale 1?7 P  BE&0,002,000 - 1,402, 0G0 12,455,000 €46, 145, 000
Farrtial Sale S . 23,439,000 - . -
Iy, GF1 Retrievals ) '
4 P 1883, 69%,000 -~ ) - 1688, £93.000
V. Collectionrns vx. Rotained Transferi-ed fssot=
P 268, 174, oo - : - 268, 174, COC
VI, Leaxe Foox
3 P €, 130, 000 . - N R
VII. Intere=t Emned on Floats *
- P . 2.,8%8,000 - -
TOoT AL F 4,610, S30, ooQ 5,214,000 254,307, 000
L \
.

v G o

CTOTAL MR =, TE
ENMPOSURE +/5=)
5

14,4973, 759,000 2,702,411 , 000

2, 237, 430, 01 Hobt clo=zed

1.416,0-31, 0000 ¢p 123
2,50, 000 Hot cloxzsd

2,549,042, 000 (P 1,902, 7968, 0G0
2,651, 248, 000 Not clozed

167,547, 000 1,152,000




FOOTNOTES .

1.

Cro=s Recovery is gross sales . pPDCEﬁdS betfore cast=. For
depor1+—~=;ured 0OD0BO0= bssed an TE (Total Expozure:; plus L
F-2. interest from 30 Jurme 8& to DDBO date, Fimal zettleme i
phice will be higher +than ‘amount pbovxnxonqllu "baalemd
Selling costs cover adVEPtiSing, legal fees, trdm"+cbmu+xoh
to conveyable form costs (e.q. Fforecl oswr coslts ),
cCaonmissiome (if any = most sales are fros o4 memlaiiOﬁﬁ)-
liens paid—-off are thoze superior to thao oF s=ecureaecd
credil tor-: uNnpaid taxes, custams duties; l¢boh claxms. Filea,
Jtility bille (which i f not paid off would rot =2nable buLier
to havue reconnections effected). . Also, inm +hi= item =
=laims DF co-—mortgagee=.
Mei recovery is Item 1 less (Items 2 + 3.
Total exéOSUPe is TE of GFI: Trans Fer Price (TE) charged by
=F 1 on 30 Jure s6 plus continmgent expozure M quaranrntecs
extended by GFI on umnmatured debt .-
MNet fRéCDVEPu (NRY ve. TE ie Item 4t less ITiem 5. Thi= is
mea:UPe of locq MG has to abzorhb inm =natyl ing PRB and OEP to
be "barn again' bankse. FMNB and UBP had s=timated that e, o
TR of about P10OE8 billigm plus comtingent SEXpOoOsUre of Abcaat
FPaz. g billiagrm, they tiad cexpected a gQros= mECcOwery o aomly

I
L

PZ3.82 billion as lilke1ly.

i



ACCGUNTING OF RECEIFTS

fnticipatzd and Received iroa Disposal of MRAs
Transierrad to BG by DBP and FNE

On 30 June 1735, as of 31 Deceabsr 1957

HET RECOYERIES Acteslly Placed RFeaitted
{Fnticipatad Receivsd in to- R )
e wmone o . RECOVERY b Bzcerved) Y3, Hat . Escrow - K5 - Fleat
HeDE Bzcoveries ‘ {000}
AR (G09) ‘ (090} (040) {609) o

(- (2) (3 (4 (%)

AFT-conducted Ziddings F 1,216, 066 P £,219,013 Fob83,961 Fo535,047 p I
APT-effected DOEDS 1,297,253 132,109 ] 132,107 0
SFl-effected Siles » 567,503 154,592 0 - 151,502 ¢ bhl
EFI Rstrievals 133,473 136,485 0 148,380 ¢ 2
 Collection ve Betazined MRAs 258,174 222,104, 0 265,174 {
Lease Faes ) 8,190 8,150 9 8,190 0
Interset Earned 2,878 2,578 0 2,898 0
TOTAL P 4,348,925 P 1,928,842 Fo633,951 P 1,244,781 L (L

! For 6Fl-handled dicpocals {ircluding retrievale), GFls are to oirzctly account for receipts earlier
than certain cut-off dates (i.e., DEF, 1 Octeber 1937 and FA3, | January 1%87).
Flease sze accoapanying footnotes.
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FOOTNOTES'

1.

Ry

Met Recaveries (anticipated ard received) cover =11 Depo=zit—

Secuhed—CDP~prhoued’ dispasals. Al=ao imrcluded im this
column are collectiorme vE. retaimed NPAs (retai med under COP
decisian [SpProving GFT-—initiated restructuring of lcarmsy g
Lease fees from assets urder lease perndirg cispac=l ; and
imrterest orn: fFloats. RAoctusl recoveriec o Uncomnsummated
OOH0s bazed . on Tramsfer . Price Plus inmteres=t +to cocaa cdate
will: be igher tharn recorded, as interest accrual is

DQﬁtimuiﬂg-

Rotual Ly Rec&iued;

o For [APT handled.disposals-amouﬁts =houn were received by
AFPT. - DiFFehence from Ne+t Recoberies is due +tao lag +time
betwesr bid award or DDBO approuval =nd paymernt of balarce.
Lag +~Lime mos=tly duse'to +ime required tao obtairn Central
Blanml< @Fpproval : for Debt—tc—EquitH conversion sourced
Funding, but for two big DCB0s totalling over =700
million, consummation ' hacs been held up by PCGGE' =

=equestration &f assets mortgaged to secure the debte.
: o ! :
o For GFI-handled Cincludinrg retrievals) disposals, GFls are
ta‘directlg-acqouht for proceeds earlier tham certair cut-—
of+ dates (DBP—-0Octaber +., 1987 PNB—JanuaPH 1, 1987,

Receipts Pplaced inm escrow due to . impediments to
umcohditioqal convegarnce of title to buyer due +o unsettled
litigatiaon or claims, or, im - -the case of urPsumMCca, due to
insisterce of local Regjistrar of Deeds that title canroct be
tramsferred .urmtil redemption period rume ocut, imnspite of

written waiver gof redemption rightse executed by former
debtor—cunrner .

For UPSUMCO, whole Purchase price of P S00 iyl includes Nnot
et charged and undisbursed acqquisition and =2lling costs.

Remitted +to National Gouerrnmemt (NG)

o Form APT handled disposalse (or receiptes fram other scurces
p=id ' to APTY, figures are a8s actually remitted as of 31
Decemb=r 1987.

o Fgﬁ GFI handled dispozals (or collection= effected by GFIs
armd not remitted to APTY, i+ g assumed Lthat GFIs have
we@i#ted amounts inm full to the NG inn the abzerce of
advice to APT to +he comtrary.

H I o

I ~loat — amournts will be remitted +o NG 2= soon as

accournts s Firmly ciozed. '
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AFT?s OFERATING EXFENSES 9 January to 31 December 1387

1. Staff compensation (inzluding allswances
that are part of compensation package) 3,008, 080. 64

2. Purchases of - .. A
a) Office equipment ' 75%,534. 04

b Furniture % fixtures

8,370.00.

we=-we o €). Transportation equipment .- . L0 0 820, 000,00 .

.3. Dffice supplies

(.-Expendable supplies ) =~ - & - . o 31%,870.35
4. Catalogues printing costs - = — - - 213,738.00

Recavery from sales — — — - — == = (Z251,339:99)

Net cast - - = - - - - o 1 _ __ L - - (37,541.325)
3. Entertainment expencses (directly charged

E %R expenses (i.e. not part of "allowances"),

staff parties ) ' 24,697.55
&. External contractual services and professicnal _

fees not directly charged to specific asset salés 71,E832.52
7. General advertising expenses not directly

charged to specific asset sales (e.g. Ads on ails, ]

FBE briefings, et=-.) - 303,215,053
8. Rental ( fraom 16 February ta 31 December‘1987 ) 9398, 185, 02

4

ote: Legal % Audit fees that are related to specific assets
are charged to direct selling cests. Al s, advertising
velated to particuilar ss5@ts;  appraisal costs; et:.
are charged to direct selling costs,


http:5,969,094.86
http:998,185.02
http:303,215.09
http:71,683.52
http:24,697.55
http:37,541.95
http:213,798.00
http:312,870.95
http:759,534.04

Custoddtanzhip Costs — PHO - TFAD
: July - Ducomber 1926
Joanuary - Oecembar 1987

SUBTOTAL:

Custodianship Costs - 061 - RNG
July =~ Oecember 19A6
January - Dsocabor 1367

SuUEBeBTOTAL

Custodianxhip Costs - APT

January - Oecembor 1967

NFRs cCUS

|
|
|
1
|
i
. .. !
TOCDIANSHTIP c ols T
f,
t
L
it

¢ S
H i .
) i - .
: b : ASSETS LITIGATION HEH. not.
TAXES IHNSURANCE SECURITY UTILITIES MAINTENANC ACQUIRED ENI*ENNSES OTIHERS TO1T AL
i
f . ..
6,861,600 , 999,700 2,201,240 ! 15,240 1.%lo0 - 43,670 14,716,050 24,521,210
4,549, <53 2,093,078 6,160,491 2,034,9z8 l.3é6,7f2 205,617 18, 2€0,126 %S5,+188, 961
11,411,053 2,493,578 8,441,731 2,050,178 1,368,202 205,617 60,010,191

36.692,149

7,967,565

39,519,214

105,237,354

<4, 659,714

144,756,560

S5.270,.767

147,250, 146

't 27,453,336 277,902 -

678, -A0U9 10,795,719

27,918,656

55,371,994

10,79s,719

R B

I
It
11

976,311

13,949,021

1,174,359

17,326,195 136,552,676

13,201,613 6.365,155 27,071,011 193,236,314

27,151,134 7.539, 414 335,€29,190

27,357,051 7,501,030

b=

ENG IHEERING
CCHSULTANCY
FEES

24,€08

INSURANCE
CONSULTANCY
" FEES

100,000

TOTAL CUSTUOINANSHIP COSTS
CRFT-DBP-PHE)
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FECOMMENDATIONS TO SFEED UF THE FREIVATIZATION FROGRAM

Fior

The Non-Fer forming Assets (NFAs) Transferred To The

National Government/AFT By DBF And FNE

1.

O]

&}

There is need for more bottom—-1ine realism in the

evaluation of NFA disposal recammendaticns. The few-us
should be on what is realistically recoverable - nxt on
the bk luss measured against blzated bk ed
2xposUres. What has been lwost is lost; what is
recoverable may be lost if the NFAs are niot

expeditiously dispossd of.

.

Mzre Direct Debt Euy-0ut (DDEQ) formulas  which  are
bottom—line-realistic and fair, and which lend
themsel ves ta universal application (tao preserve
transparency) should be approved for use.

If possible, a special Court should be designated tn
try callection  cases - a  Court that understands
busiress aspects and is decisicon-criented. Cixllection

=as25 can drag on for years,  and abeut 250 of the NFAs
are still in the form of finanzial claims ve. debtors.

Unless FLCGEG can quickly obtain title to the NFAs they
had sequestered (with an appraised value of about F2.7
billian)d it sheould return the NFAs to AFT far dispmsal
before values ercde further.

Fhilsuzor's exposures to sugar mills has to be settled.
It is blocking disposal of sugar mills-related NFAs.
The estimated recaveries here run inta billicns o f
pesus,

If AFT is unable to sell financial form assets as such,
arrangements should be made ta return suzh assets tno
FNE  and DEF - either at a big discount or an a  "for

collection® &zls - since they have large caollection
departments, which AFT does not have (AFT was set up two
dispose, of - to sell - assets, npot to be a debt

czllection agency) . Assets turned cver te AFT  faor
disposal should be readily conveyable; unfortunately,
they are not - even fureclosad assets (physical fizrm
assets) are aften not readily convevable because of
continuing - and unsettled - litigaticn.

1



II

ITI

For

1.

5012005

There is need for firm actisn at the wvery top.

Fxllowing the Fresident’s announcements in November

that she was wordering E0CCs tem be assigned to  AFT  to
sell, AFT received many inquiries faor the big ticket
assets. To date, however, not a single one has been

assigned to AFT (the 10 30CCs assigned to AFT to sell
are almost all troubled anes w1*h minimal w=r nrnegative
bozk values). - -

Zlear parameters shodld be provided to AFT  for gach

30CC it is assigned to sell. If there are social Zior
other rconsiderations, these sheould be -learly spelled
out  at' ‘the start: not  introduced piece-meal  as

divestment proc-ess starts.

For Sequestered Assets

1.

Top-level prodding  would  seem  needed to cbtain
compliance  with the intent of Administrative Order 43,
Sz far, no assets have been turned over o ART for

dispuosal.

3



Q.

DEPARTHENT OF AGRICULTURE PRIVATIZATION PROGRAM
SCOPE OF WORK FOR TECHNICAL SERVICES



ANNEX Q

DEPARTMENT OF AGRICULTURE PRIVATIZATION PROGRAI
SCOPE OF WORK FOR TECHNICAL SERVICES

BACKGROUND

The Department of Aariculture (DA) has requested USAID assistance in
developing privatizaton strategies for several of its attached agencies
and their subsidiary operations. The DA has recently established an
Asset Disposal Unit (ADU) which would be responsible for divestiture of
those corporations or subsidiary operations which can more effectively be
undertaken by the private sector. USAID will initially provide financing
to the DA for technical assistance in three areas: (1) development of
divestiture strategies for the Philippine Dairy Corvoration (PDC) and
Philippine Cotton Corporation (PCC) and conduct preliminary asset
valuations of both corporations, (2) development and refinement of
operating guidelines for the DA's ADU, and (3) development of a detajled
operational divestiture plan for NFA as follow-up to the divestiture
s.udy of the National Food Authority (NFA). The consulting team will
work directly with the Office of the Undersecretary for Attached Agencies
and the nswly created Asset Disposal Unit of the DA. The specitic scose
of work fTollows: ,

A. Divestiture Strateaies for PDC and PCC

1. Review of key aspects of existing business operations of POC and
PCC including status of curren: star7ing and management operations,
validity of business plan, relevance of marketing strategy, details of
financial situation including P and L, cash flow, debt/equity ratios,
requlatory tax and licensing matters. Key issues inc]ude the organic
structure, organization and management and contribution of each component
to the overall corporate objectives. Above information together with
adoitional material will be utilized in making determination of overall
cormercial viability of the corporation, how it relates to other
government entities, e.g. subsidies, dedts with government banks, etc.

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

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

calculations.
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prospective commercial viability of the enterprise would be
questionable. That valuation would utilize commonly accepted valuation
techniques and approaches, customary accounting practices, realistic
appraisals of existing market conditions, possibly including
consideration of Tiquidation in certain cases.

5. Drawing upon all of the above Tisted activities as well as the
particular knowledge and expertise of the consultants will be the desiagn
and formulation of a do-able action plan for divestiture of PDC and PCC,
that would provide to DA decision makers relevant information and

divestiture program. The action plan should explicitly consider the
viability of proposals put forward by the PDC and PCC.

6. In addition to the forementioned tasks, the consul tants will
carry out an analysis of the competitiveness of the Philippine cotton
industry. The purpose of this exercise is to (1) assess the impact of—
current trade, regulatory and subsidy policies on the cotton industry and
on the overall Philippine economy; and (2) determine which, if any

viability of various segments of the cotton industry given projected
world price trends (1987-1997) and current GOP policies of trade
Tiberalization and rural income growth,

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

1. Develop recommendations for Operation and administration o the
ADU*dncluding scope of activities, relationship to Asset Privatization
Trust (APT) and Committee on Privatization (COP), and Department of
Finance. ’ : '

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

disposal of assets to be divested including; establishing criteria Tor
Prioritizing assets for sale, Drocedures for conservation of assets,
desirability of the financia] restructuring of assets prior to
disposition, and evaluation of restructuring, mergers and other forms of
reorganization of functions.

Identify alternative mndes for the ADU to access and utilijze
technical and administrative support services in €arrying out itsg
functions, including:

- performing sectoral/industry analyses, as necessary;
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- reviewing axis

commercial viability of concern and

ting business operation to determine.overal Y

1Ts components :

- pertorming project-specitic studies as necessary f(e.qg.,

rehabilitation vs. liquidation);

- estimating net worth of concarn and
factors;

realistic assessment of market

- conducting asset valuation of
to determine braak-up value;

- establishing a fair prics

- aSSisting with turnover of accounting

documents to ADU, incl
employment data and

- recommending appropriate
sysiems, including both haraware

- Dreparing sales materials, including
inTormation,
develop adverzising and brochures;

maps, surveys, financial

prospective buyers;

- aggressive markstin

a potential buyers list:
- preparation of sgles memoranda
- bid development; .
- business statzments in refefehce

banking services when
sale o7 concarn;

- investment
world-wide

- development of claar actian plan.
- frame for ccmplation of procsass,.
responsible bersons/agencies;

- conduct training sessions as neca

controllers, intarna)l auditors,
labor reiations.

C. Follow-on Work for HEA/FTI

€ach component of the

informa:ion

the cancer

ssary for ADU support sta
security/custodian servicss,

its components, based on

concern

for the concern and jts components;

intormation, files

k)
uding information on pnysical assets,
third-party craditor information;

and dazta
sofcware;

management
and

prespectus, photos,

to be made availabie o

» including presaration of

to ofiers recaived;

necessary in case g7

for diéposa], including time
action priorities and

T

Divestiture Proaram

In the context of (B8) above,

evaluate altarnative courses ot action

on outsianding issues in tha transier and divestiture of the NFA

subsidiary operacions. This assassment wil)
conductad by AYC and NFA last year,

build on divestiture studies

\(]iz



Personnel Requirements

Full-time Consultants i 6 p.m.
AgriBusiness/Business Management Analyst 2 p.m.
Privatization (General) 2 p.m.
Asset Valuation Specialist 2 p.m.

Part-time Consultants 3.5 p.m.
RP Privatization Consultant 1 p.m.
NFA/FTI Specialist 1 p.m.
Cotton Industry Specialis:t/ International Ecouomist 1 p.m.
Local Dairy Industry Specialist 0.5 p.m.

TOTAL 9.5 p.m

,
2\
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International ANNEX_ R

r\ 3
xecutive

- ﬁ
SGI‘V]CG (_,;OI'PS Dofia Narcisa Building: Room 412, 8751 Paseo de Roxas, Makati, Metro Manila

A Proposal

for

A PRIVATIZATION PLANNING AND TECHNICAL ASSISTANCE
PROGRAM

to

Philippii.e Government Organizations

by

The International Executive Service Corps

The International Executive Service Corps is a private, not-for-
profit organization established in 1965. Its objective is to trans-
fer techmology irom the United States to private companies and
government entities in couniries with developing economies.

And this is accomplished by recently retired American business
men and women on assignments of approximately three months.
There is now a well developed system operating which includes
10,000 experienced Advisors available who represent virtually
all areas of business and industry in the United States.

October 1986

Central 1* Q. Box 165, Makali, Melro Monila 8117 o Telephone: 816 84 29, 816 20 86 o Telex: 22274 1158 P'H
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SUMMARY

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

In the Philippines today it is estimated that there are from 150 to

300 government owned or operated enterprises which the Presidential
Commission for Government Reorganization has designated for ako-
lishment, retention, merger, conversion as well as sale to the private
sector either in the country or abroad.

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

This proposal presents a source of assistance to managers of sovern-
ment organizations with divesiment responsibilities by which they can
successfully transfer assets of high value to new owners and then
insure the new entities growth and development which will then con-
tribute to the national econorny.A

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



INTRODUCTION

Privatization can be perceived very simply as the divestiture of
government assets to the private sector. But actually privatization
is a process which involves a wide Tange of techniques to transfer
functions, in whole or in part, from government supported enterpri-
ses to the private sector under conditions where marketing forces
can govern the operating policies and results of the enterprise.
Indeed privatization is not one thing but many things requiring many
different managerial and techrical specialties.

The new ‘Philippine government recently decided to privatize (divest
itself of stzate-controlled enterprises) and open up restrictive policies
in one step. And there are now estimated to be approximately 150
erterprises to be privatized by the Development Bank of the Philip-
pines-Philippine National Bank, the National Development Company
and the Ministry of Homan Se*tlements as wal) as other cntitics,

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

This proposal is presented in three parts:

1. A description of the Typical Problems and Pitfalls of privatization

indicating some of the many risks involved

The Basic Program in terms of stages and objectives

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

[\



TYPICAL PROBLEMS AND PITFALLS

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

Vendor. The sellor will be interested in getting a fair amount for
" . assets of the enterprise, transferring these assets in a
smooth way,then seeing that the enterprise becornes a contributor to
the national ecoromy and the people. Even after a smooth civesi-
ment, the government should be concerned about the ability of the
private sector to effectively manage the acquired resources. S
provision for economical, part time,technical assistance in areas
such as accounting, marketing, management, financial reporting
could ensure the economic viability of the acquired organization.

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

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

-dem and »

Inadequacies of physical infrastructure to support industry

growth and operation

Availability of debt or equity reso urces

Insufficiency of managerial and enirepreneural skills

Inability 1o develop and utilize effective business information

Qualities and capabilities of the labor force

Ability to manage technology changes and improvement on an

ongoing basis.

o

~ O U s W

= s

Indeed the orientation of the Private sector may weli be diffzrent
from the practices of the government enterprise. So the acquirer

of a state enterprise faces not only a difficult external environment
out the problem of trying to purchase, reorganize and operate assets
that could well be presently structured and staffed differently than
it should 2s a private enterprise,

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

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

\o!

.



BASIC PROGRAM

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

objectives.

Initiation - is the first stage which focuses on the preparationof a

: Basic Plan for divestment. And its main objectives are
to establish organizational linkages, study and gather pertinent data,
and prepare a basic business plan including the scheduling of tech-
nical visits by needed experts. This should take approximately three

months.

Divestment Cycle - is the second stage which consists of contacting,
. , evaluating and negotiating with clients. The
focus of attention is the client (s). The main objectives are to pre-
pare offering materials, make a detailed business plan, analyze
opportunities/needs, negotiste, etc. While relations with any client
may take 2 to 3 or more months the whole process of talking to a
number of potential buyérs could take two or more years.

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

a constructive and cooperative negotiating process.

Installation - 1isthe fourth stage. And this will focus on the deve-

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

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



IESC ASSISTANCE ROLE

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

Organization. At IESC-USA there will be both an Executive Group
and Working Group for implementing each divestment
program. The Executive Group will consist of a Manager for plan-
ning and a Supervisor for coordinating Volunteer Executives in the
field and Recruiters. In the Philippines there will be a Planning
Team and two or three Technical Teams of the industry and firm,
finance, production, marketing, etc. experts.

§gecific Functions - of IESC personnel in the field would vary
according to the development stages and be

either in the (USA) or the Philippines:

Stage IESC Executives Functions

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

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

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

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

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



CONCLUSION

Privatization is a multi-faceted and complex process, now of great
financial significance to the economic renabilitation of the Philip-
pines, which requires many and varied talents to make each divest-

men a success.

While fore1gn managemal and technical experience will not be needed

for each and all Philippine government divestments it is strongly
felt that such expertise would be advantageo us and cost Denenclal in

mo st cases.

The advsntages of IESC assistance are many: a vast pool of Ameri-
can expertise in virtually every field of business and industry; the
ready acceptability of the Advisors; their objectivity and hence cre-
dibility to both the seller a.nd the buyer; and, the cost beneficial
nature. -



