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SECTION 1 - CONTRACTOR'S REPORT 

A. NARRATIVE 

1. BACKGROUND 

The technical assistance provided under this contract to the National Credit Council (Ncq has 4 
goals: (1) the effective functioning of the government policy making agency on credit, the NCC; 
(2) the rationalization of the government's policies on credit, savings and loan guarantees; (3) the 
creation of an enabling policy environment that will facilitate the increased participation of the 
private sector and microfinance institutions in the provision of financial services to all sectors of 
the economy, including the basic sectors; and (4) the improvement of the functioning and 
effectiveness of government sponsored credit programs and loan guarantee programs. 

The Philippine government views the improvement of the policy environment for microfinance 
institutions as a critical step in prOviding the basic sectors access to financial services. It pursues 
a policy of giving the private sector a greater role in the financial markets, especially in the 
delivery of financial services to the basic sectors. Thus, the Credit Policy Improvement Program 
with its two major components: (1) policy review and analysis of all government directed and 
loan guarantee programs, policy changes to eliminate distortions to financial intermediation and 
the determination of viable alternatives to directed credit programs and loan guarantee 
programs; and (2) advocacy to promote the rationalization of the government directed credit and 
loan guarantee programs and to encourage the implementation of viable alternatives, is critical 
for the microfinance policy reform agenda of the government Initial total cost of the project was 
estimated at US$ 1.788 million. 

During the Novembe.: 4, 1996 through September 30, 1999 project implementation period, the 
technical assistance to the NCC resulted in a number of critical credit policy reforms and 
contributed to the strengthening of the NCC as the governmental inter-agency body in charge of 
credit policy formulation and monitoring. These are: (i.) Adoption by the Philippine Government 
of the National Strategy for Microfinance; (ii.) Enactment of the Social Reform and Poverty 
Alleviation Act; (iii.) Enactment of the Agriculture and Fisheries Modernization Act; (iv.) 
Issuance of an Executive Order that directs Government Agencies involved in the 
Implementation of Credit Programs to adopt the Credit Policy Guidelines of the National Credit 
Council; (v.) Formulation of the Agricultural Modernization Credit and Financing Program 
(AMCFP); and (vi.) Recognition of the NCC as the chief governmental inter-agency body 
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responsible for credit policy formulation. These policy and institutional reforms are geared 
toward the development of a viable and sustainable microfinancial market 

Given the results of earlier CPIP efforts, it is important to have a permanent body, the NCC, that 
will monitor, coordinate and sustain the credit policy reforms. In coordination with the private 
sector, this body will work on the identification and development of viable alternatives to DCPs 
and continue advocacy work to prevent policy reversals. In this respect, the NCC requested for a 
twelve-month extension of CPIP technical assistance. The extension period was to help 
institutionaIize the NCC into a permanent body in the Department of Finance. An additional S1 
million was provided on October 1, 1999 for the twelve-month extension period (October 1, 1999 
to September 30, 2000) resulting in a total project cost of $2.7 million. 

In line with the implementation of credit policy reforms (i.e., the rationaIization of DCPs in 
particular), NCC with assistance from CPIP identified viable alternatives to DCPs. Strengthening 
credit cooperatives through appropriate and effective regulation is recOgnized as one of the 
measures that should be undertaken by the government. In coordination with the Cooperative 
Development Authority and the concerned federations of credit cooperatives, CPIP assisted the 
NCC in initiating the following activities: establishment of the standard chart of accounts, 
formulation of the accompanying accounting manual and the establishment of performance 
standards for credit cooperatives. To ensure effective continuity of these activities and ensure 
that the appropriate policy and regulatory environment for credit cooperatives is established, 
CPIP was extended further from October 1, 2000 to May 31, 2001. 

2. EXPECTED RESULTS 

At the conclusion of the contract, the NCC will have the following program outputs: completed 
policy reviews/studies; database on directed credit programs, loan guarantee programs and 
draft legislation; and administrative and executive orders for improving the credit policy 
environment, especiaIIy for the basic sectors. A key output is the rationaIization of the 
government's policies and programs on credit, savings and loan guarantees. 

Under the component on policy review and analysis of government directed credit and loan 
guarantee programs, policy studies on the following areas have been completed: (a) identification 
and determination of the fiscal and efficiency costs of policy interventions in the provision of 
credit; (b) supervisory and regulatory framework for the provision of financial services; and (e) 
innovative approaches to the provision of financial services. Policy memos to the NCC on the 
results of the studies have been prepared. Policy briefs and corresponding draft administrative 
and executive measures and legislation also have been prepared based on the empirical studies 
and recommendations of the NCe. 

CPIP also has initiated a database on directed credit and loan guarantee programs for NCe. 
These data bases will be used in the conduct of policy reviews/ studies which will help it 
formulate appropriate credit polices, especiaIIy for the basic sectors. 

On the other hand, under the advocacy component, written materials for publication and 
advocacy have been produced. Conferences, workshops and briefings presenting the results of 
the studies also have been conducted. Through seminars, study visits and training, the NCC and 
its secretariat have been exposed to best practices in microfinance and the need for credit policy 
reforms. Likewise, an electronic network on microfinance issues has also been established among 
project partners, including the database, among project partners also has been established. 
Electronic networking is being used as another venue for disseminating the results of CPIP 
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studies and the various actions taken by the NCC Executive Committee on the studies' results. 
These advocacy activities are expected to produce a core of market-oriented microfinance 
enthusiasts in the private sector, government and the legislature who will support the continuing 
credit policy reform efforts of the NCe. 

Specifically, the twenty-month extension (October 1, 1999 to May 31, 2001) is aimed at 
institutionaIizing the NCC and to focus on the provision of technical assistance in designing and 
implementing the necessary viable alternatives to DCPs. CPIP activities are geared towards 
accomplishing the following during the extension period: 

• InstitutionaIization of NCC through the issuance of a more formal directive (i.e., an 
Executive Order) that would mandate NCC to review, evaluate and formulate market
oriented credit policies and monitor compliance with the credit policy reforms that have 
already been put in place. . 

• Changes in existing laws or regulations that inhibit deposit mobilization by banks and 
other regulated financial intermediaries . 

• Effective collaboration with donors by NCC through the adoption of a policy on the use 
of donor funds for microfinance operations. 

• Full implementation of the rationaIization of DCPs. 

• Establishment of a standard chart of accounts and performance standards for DTCs and 
other microfinance institutions and the identification of appropriate regulatory bodies. 

• Formulation of an appropriate regulatory framework for microfinance, which considers, 
among others, minimum capitalization requirements, loans loss provisioning, liquidity 
ratios and other prudential norms. 

3. CURRENT CORE ACTIVITIES 

Technical Activities 

CPIP's efforts during the quarter were focused on conducting activities related to the 
implementation of two major policy reforms: (i) Executive Order 138 that provides for market
oriented credit policies and the rationaIization of directed credit programs; and (ii.) formulation 
of an appropriate regulatory environment for deposit taking cooperatives. 

Activities Related to EO 138 

1. Meeting with concerned government non-financial agencies (GNFAs) reo The 
Implementation of EO 138. CPIP provided technical assistance to the NCC secretariat in 
discussing the individual phase-out plans of the concerned GNFAs in accordance with the 
provisions of EO 138. The following are the results of the discussions with the different 
agencies: 

• Department of Agrarian Reform (DAR) - NCC-CPIP met with Ms. Belen Aresma and Ms. 
Remedios Aguilar of the DAR. DAR informed NCC that it has already terminated 4 of 

IJJICC Page 3 oJ8 



I' . 
I 
I 

• 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 

• 
I 
I , 
, 

• 

• 

• 

• 

its 7 credit programs. DAR is currently engaged in the collection of loans extended 
under the programs. NCC was also informed that the other 3 on-going credit programs 
are already channeled through GFIs. 

Technology Livelihood and Resource Corporation (TI.RC) - NCC-CPIP met with 
Director Ma. Uvia de Leon and her staff to discuss the credit programs that are being 
implemented by TLRC. NCC-CPIP informed TLRC that under EO 138 it may continue 
the implementation of credit programs funded by its corporate funds. TLRC promised to 
impose market-based interest rates on their credit programs. 

National Anti-Poverty Commission (NAPC) - NAPC through Ms. Connie Antonio 
informed NCC-CPIP that NAPC will not implement credit programs. It will instead 
focus its efforts on the implementation of the People's Development Trust Fund (pDTF). 
The PDTF is a fund established under the Poverty Alleviation Act which will be used for 
capability building of microfinance institutions. NCC was also informed that NAPC has 
already drafted an EO providing for the establishment and use of the PDTF. NCC was 
asked to provide comments on the proposed EO. NCe's comments on the proposed EO 
are shown in Annex A-I. 

Department of Science and Technology (DOsn - TAP! - NCC met with Dr. Maripaz 
Perez, Executive Director of DOST-TAPI. NCC was informed that while TAP! agrees 
with and is willing to implement the provisions of EO 138, it is constrained to continue 
with its credit program for inventors because this has been mandated under RA 7459. 
NCC-CPIP informed Dr. Perez, that its credit program falls under Stage 3 of the 
rationalization program. In view of this, Dr. Perez will seek the assistance of the NCC 
and CPIP in proposing the necessary amendments to RA 7459 to make sure that the 
credit program will be terminated or transferred to a financial institution for 
implementation. 

Agricultural Credit and Policy Council (ACPC) - NCC-CPIP met with Undersecretary 
Arsenio Balisacan and the staff of ACPC to discuss the phase-out plan for agricultural 
credit programs. Mr. Balisacan was informed of NCe's concern that under the proposed 
DOF-DBM-COA circular which provides for the accounting guidelines for the transfer of 
agricultural DCPs to the AMCFP, QuedanCor is identified as the fund administrator. 
The circular also allows QuedanCor to open a trust account in the LBP. This is contrary 
to an earlier agreement that a special account for AMCFP will be opened in the Bureau of 
Treasury. In view of this, Mr. Balisacan directed the staff of ACPC to coordinate with the 
NCC in finalizing the guidelines for the implementation of the AMCFP. 

2. Meeting with the National Economic and Development Authority (NEDAl re: the conduct 
of donors' meeting on EO 138 and the continued implementation of EO 138. The NCC 
with assistance from CPIP met with Mr. Jonathan Uy, Assistant Director of the Public 
Investment Staff of NEDA, to discuss the conduct of donors' meeting on EO 138. It was 
agreed during the meeting that NEDA would provide a resource person for the donors' 
meeting. Since NEDA monitors the implementation of foreign-assisted projects and is also 
involved in the approval of foreign-assisted projects, it shall ensure that foreign-funded 
projects with credit components adhere to the provisiOns of EO 138. 

3. Provision of Technical Assistance to the NCC secretariat during the 18th NCC Executive 
Committee Meeting. CPIP provided technical assistance to the NCC secretariat during the 
NCC Executive Committee meeting held on October 31, 2000. The following agenda items 
were discussed during the meeting: i.) GFI Action Plan with regard to the implementation of 
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EO 138; ii.) Status of the implementation of EO 138; iii.) COA clarifications on Operating 
Guidelines of EO 138; and iv.) Proposed International Conference on the Establishment of a 
Regulatory Framework for Microfinance. The following agreements were reached during the 
NCC ExCom meeting: 

• 

• 

• 

• 

Preparation of a Pro-fonna Memorandum of Agreement (MOA) between the GFIs 
and the GNFAs. Based on the presentation of each of the GFis (i.e., Land Bank of the 
Philippines (LBP), Development Bank of the Philippines (DBP), Small Business and 
Guarantee Corporation (SBGFq and the People's Credit and Finance Corporation 
(pCFq), the NCC secretariat was directed to draft a pro-forma MOA between the 
GFis and the concerned GNFAs regarding the transfer of credit program 
implementation. This will be presented at the next NCC Excom Meeting which is 
tentatively scheduled for January. 

Implementation of EO 138. NCC with assistance from CPIP was directed to continue 
meeting with the GNF As to discuss the agencies' phase-out plans for their credit 
programs as provided for in EO 138. 

Adoption of the c/arificatory guidelines for EO 138. The NCC secretariat was given 
the authority to include in the operating guidelines the termination of credit 
programs as one of the options for GNFAs. In view of this, the NCC secretariat with 
assistance from CPIP was directed to include this option in the revised operating 
guidelines and draft the necessary provision in the DOF-DBM-COA circular that 
specifies the accounting guidelines for the transfer of Directed Credit Programs from 
GNF As to GFis. 

Conduct of the International Conference on Establishing the Regulatory Framework 
for Microfinance. The NCC Excom endorsed and approved the conduct of the 
international conference. With assistance from CPIP, the secretariat was directed to 
make the necessary preparation for the international conference (Annex A-2). 

4. Meeting with the People's Credit and Finance Corporation IPCFC). NCC-CPIP met with 
Dr. Orlando Sacay and his staff regarding the proposed privatization and institutional 
development plan of PCFC. The institutional development plan consists of, among other 
things, the following: establishment of a micro-€quity fund, which would allow PCFC to 
provide eqUity investments in MFIs; and establishment of a national stabilization fund which 
will provide a bail-out scheme for cooperative rural banks. NCC-CPIP argued that PCFC 
should concentrate on implementing the Committee on Privatization's directive to 
immediately privatize instead of implementing its grandiose institutional development plan. 
NCC-CPIP also pointed out that various components of the plan pose barriers to the 
immediate privatization of PCFc. 

5. Conduct of a Consultation Workshop with the Concerned Auditors of the Commission on 
Audit (COAl. The NCC-CPIP conducted a consultation workshop with the auditors of COA 
on December 8, 2000, at the Century Park Hotel in Manila. The resident auditors of the 
different agencies that are affected by the provisiOns of EO 138 actively participated in the 
workshop. The various prOvisions of EO 138 and its operating guidelines were presented 
during the workshop to give the auditors a common understanding of the rationale for the 
conduct of the audit. Issues related to the audit and the provisions of EO 138 were discussed 
during the workshop. The agreements reached during the workshop are shown in Annex A-
3. 
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Activities Related to the Establishment of an Appropriate Regulatory Environment for Deposit
taking Cooperatives and other micro-finance institutions 

1. Conduct of training workshops on the Standard Chart of Accounts and the Accounting 
Manual. The following training workshops for primary cooperatives and representatives 
from cooperative federations in various parts of the counlly were conducted: 

• 
• 
• 

Visayas Training Workshop - October 3-7,2000 
Mindanao Training Workshop - October 10-13, 2000 
North Luzon Training Workshop - November 13-17,2000 

The workshops were attended by representatives from Ilrimary cooperatives, cooperative 
federations and specialists from CDA. After attending the NCCjCPIP workshops, some 
participants coming from federations of cooperatives conducted an echo-training in their 
respective organizations. Several suggestions on improving the accounting manual were also 
provided by the participants during the training workshops. These suggestions were later 
discussed by the members of the Technical Working Group in a meeting held on November 
27, 2000. During the meeting, the TWG endorsed the final editing of the manual before 
presenting it to the members of the Board of the Cooperative Development Authority. 

2. Meeting with Congressman Agapito Aquino and Congressman Cresente Paez re: the 
progress of work on the formulation of the accounting manual for Deposit Taking 
Cooperatives. NCC-CPIP met with the two congressmen on October 25, 2000, to discuss the 
on-going work on the formulation of the accounting manual. The congressmen were 
informed of the training workshops conducted by the NCC-CPIP in collaboration with the 
CDA and representatives from the federations of cooperatives. Both congressmen 
appreciated the work done by the Technical Working Group and NCC-CPIP. They also 
promised to inform the members of the cooperative sector of the work being done by NCC
CPIP during the October 2000 cooperative summit. 

3. Meeting with Monetary Board Member. Mr. Antonino Alindogan. NCC-CPIP met with 
Mr. Alindogan of the Monetary Board and Mr. Ricardo Lirio, Managing Director in charge of 
supervision, on December 7, 2000, to discuss the BSP-NCC collaboration in the proposed 
international conference on the establishment of an appropriate regulatory framework for 
microfinance. Dr. Robert Vogel, who provides technical support to CPIP, also attended the 
meeting and provided background on some of the regulatory issues affecting micro-finance 
from a global perspective. BSP through Mr. Alindogan expressed interest in supporting the 
international conference. 

4. Meeting with Vice President Tony Hernandez of the Land Bank of the Philippines. Dr. 
Vogel and Dr. Geron met with VP Tony Hernandez and Mr. Glen Sumido on December 4, 
2000, to discuss the role of LBP in implementing the standard chart of accounts and 
accounting manual for deposit taking cooperatives. Since the bill amending the charter of 
CDA is still pending in Congress, it was pointed out that LBP, as a second-tier institution, 
could perform an 'informaY supervisory role over credit cooperatives that access the LBP's 
liquidity windows. Dr. Vogel also met with the Philippine Counlly Office of the Asian 
Development Bank to discuss possible involvement of ADB in the implementation of the 
chart of accounts and performance standards for credit cooperatives. 

5. Conduct of Workshop on the Different Performance Standards currently being used by 
Deposit Taking Cooperatives (DTCs). NCC-CPIP conducted a workshop with the members 
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of the Technical Working Group on the Establishment of Performance Standards for DTCs on 
December 18, 2000. The following institutions made presentations on the performance 
standards they are currently using: Land Bank of the Philippines, Bangko SentraI ng 
Pilipinas, Microfinance Coalition of the Philippines, Alliance for Philippine Partners for 
Enterprise Development (APPEND) and the Credit Union Enhancement and Strengthening 
Project in Davao. It was agreed during the workshop that the indicators presented by the 
different institutions will be used as a basis in identifying relevant performance standards for 
the credit cooperative sector. The core group of the TWG was tasked to choose the 
appropriate standards before caIling for another meeting of the expanded TWG (Anner A-4). 

6. Conduct of meetings with the World Bank and the Asian Development Bank re: the 
proposed International Conference on the Establishment of an Appropriate Regulatorv 
Framework for Microfinance. Dr. Vogel met with variOUs. staff of the Asian Development 
Bank including especially Mr. Gunther Hecker, the ADB's Philippine Country Officer, and 
Mr. Lloyd McKay of the World Bank to discuss the proposed international conference. Both 
ADB and WB indicated interest and willingness to support the conference, including the 
possibility of providing resource persons who would discuss regulatory issues and practices 
for microfinance in various Asian countries. 

4. ISSUES 

illK!C 

CPIP as extended was scheduled to close on September 30, 2000. In view of the need to 
continue providing technical assistance to the NCC in effectively implementing the 
provisions of EO 138, among other activities, CPIP was extended from October 2000 to May 
2001. During this period, CPIP will continue to focus its efforts on two major areas: (i.) 
provision of technical assistance and advocacy support for the effective implementation of 
EO 138; and (ii.) provision of technical assistance and advocacy support in the establishment 
of an appropriate regulatory environment for deposit-taking cooperatives, with possible 
extension of a similar system to MFI/NGOs. 

With a new government and the appointment of new members in the Cabinet and other 
executive positions at the beginning of the next quarter, NCC and CPIP will immediately 
need to brief the concerned new executive officials on the financial and credit policy reforms 
that are currently being pursued by the NCC under EO 138 and the Agriculture and Fisheries 
Modernization Act (AFMA). Advocacy activities with the new set of executive officers need 
to be conducted to ensure that there will be no policy-reversals. 

The recent impeachment trial has also prevented Congress from continuing discussions on 
the two bills that are aimed at improving the regulation of credit cooperatives. In view of 
this and the upcoming elections in May 2001, there is a need to re-file the bills in the next 
Congress. CPIP will then need to provide continuing assistance to the NCC in advocating for 
the reforms contained in the bills. 

With regard to the work on the appropriate regulatory environment for DTCs, CPIP needs to 
provide continued assistance for the establishment of performance standards for credit 
cooperatives. The limited budget for the scheduled training workshops for the use of the 
accounting manual and the adoption of the performance standards may not be sufficient for 
information dissemination and for training of concerned primary credit cooperatives. 

The active participation of the big primary cooperatives and the cooperative federations in 
the formulation of the accounting manual and eventually the establishment of performance 
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standards is an indication of the strong need and support for these measures. In view of this, 
NCC-CPIP has to sustain its advocacy efforts on the importance of sound and effective 
regulation for DTCs. Also, given the typology of micro-finance institutions in the 
Philippines, it is imperative that overall an appropriate regulatory framework be established. 
International expertise may be tapped for this activity. 

The timing of the proposed international conference which had originally been in March or 
April 2001 should be reconsidered in view of the changes in the DOF leadership and 
management. There is yet no identified undersecretary who will supervise NCC at this time. 
In view of this and in view of the importance of high level support from the NCC for the 
international conference, it is wise to reconsider the timing of the international conference. 

5. PERFORMANCE 

Based on CPlP's terms of reference and scope of work as provided in the technical proposal, 
the deliverables are being delivered on time by the contractor. Specific program outputs for 
the quarter ending December 2000 indicate that CPIP has accomplished the following: 

• Solicited and received support from key program officers of credit programs 
implemented by GNFAs in ensuring that the DCP phase-out provision of EO 138 is 
implemented; 

• Solicited and received support from key executives (e.g., DBM and COA and 
concerned GNFAs) and legislative officials and key stakeholders in effectively 
implementing EO 138 

• Solicited and received support from the Commission on Audit in the conduct of the 
inventory and audit of DCPs; 

• Solicited and received support from primary cooperatives and CDA staff on the 
development of a standard chart of accounts and accounting manual for deposit 
taking cooperatives; 

• Trained key members of big primary cooperatives and cooperative federations on the 
·adoption of the standard chart of accounts and the use of the accounting manual; 

• Solicited and received support from the Monetary Board and the Bangko Sentral ng 
Pilipinas in the conduct of the International Conference on Establishing the 
Appropriate Regulatory Framework for Deposit Taking Cooperatives. 

6. STATEMENT OF WORK 

The implementation of project activities is on schedule. 

B. ADMINISTRATIVE INFORMATION 

• Budget Monitor as December 31, 2000 (Annex B-1) 

• Level of Effort as of December 31, 2000 (Annex B-2) 
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