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PHILIPPINES

COMPLIANCE RATINGS

Fiscal transparency 2006 2005 2004 2003
Clarity of roles oo coe voo coe
Availability of information soce soce eoce eoce
Budget preparation coee coce coee coee
Accountability eece cece coee eee
Score 3.75 3.75 3.75 3.50

OUTLOOK & COMMENTARY

In 2006, fiscal policy transparency in the Philippines faced some setbacks, particularly in the
budgetary process. As no budget was approved for 2006, the 2005 budget was re-enacted.
As a result, funds earmarked for specific projects in 2005 were not given a clear allocation in
2006. The president issued an Executive Order -- which was watered down in November
2006 in the face of opposition -- to reinstate directed credit programmes by government
agencies, but set out no clear rules or regulations for such spending.

However, improved government procedures have resulted in a more transparent
procurement process. The government is also preparing a three-year rolling budget
framework. Efforts to compile government finance statistics in accordance with the IMF’s
Government Finance Statistics Manual (GFSM) 2001 have continued, and the Department of
Finance has set up a dedicated unit for this purpose.

A number of bills are pending in Congress which, if passed, would enhance fiscal
transparency. These include a fiscal incentives bill that could eventually eliminate tax
holidays. A Fiscal Responsibility Bill would rationalise the tax system further, and limit
government obligations to Government Owned and Controlled Companies.
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EXECUTIVE SUMMARY

3.75 Compliance in progress

In 2006, fiscal transparency in the Philippines l&srsened on a number of counts, despite a fewtip®si
developments. In 2005, Congress did not approvedagdt for 2006. Instead, the 2005 budget was retedéahis

year, and commentators expressed their concerrnt atcomplete lack of transparency in 2006 spenpdiunds

that were earmarked for specific projects in 20@senused for other purposes this year. The govembprovided

no guidelines as to how the funds should have beed.

Executive Order (E.O.) 558 of September 2006 aigbdrnon-financial government agencies and Govenhme
Owned and Controlled Corporations (GOCCs) to extrdit without clear and transparent rules andleggpns for
implementation. Continuing opposition from the Bament of Finance (DoF) and the international ritial
community resulted in an amended E.O. 558-A of Madwer 2006, which limited the scope of these loans.

There have been concerns over the privatisaticasséts, particularly in the electricity generatém transmission
sectors. Rules and regulations governing the fisaton process in these sectors were not complensparent,
the bidding strategy changed during the process,nan all potential bidders were granted accedheonecessary
documents.

In 2006, the President attempted to amend the I8&Ystitution, but it is not clear whether a viabtaite to
constitutional reform can be found. The thrusthef reform calls for adopting a unicameral parliatagy system in
place of the existing bicameral legislature in aspential republic. The change to a unicameratlayire might
resolve the existing gridlock between the lower d®w@and the Senate, which has delayed the passakey of
legislation.

Procurement processes have been improving, owiagniiamber of reforms in government procurement gutaces.
In addition, performance monitoring of GOCCs haprioved, and there are plans to adopt performanceasis for
GOCCs. There have also been discussions aboutingl some off-budget subsidies to GOCCs in thegbud

The draft Medium Term Philippine Development PIMTPDP) for 2004-10 originally aimed to achieve dabpaed
budget by 2010, but the government is currentlyirmgnto attain this target by 2008. In order to alignultiyear
budgeting with the MTPDP, the government is devielga Medium-Term Expenditure Framework, i.e. &¢hyear
rolling budget that will allow the tracking of tHending requirements of ongoing agency programnmekspaojects
for the next three years. The government is alsimg progress in compiling government financeistias in
accordance with the Government Finance Statistiemldl (GFSM) 2001 framework. A dedicated unit lile t
Department of Finance has been set up for thisqzerp

Legislation to rationalise fiscal incentives, fotaeple by withdrawing inefficient and duplicate sja¢ investment
incentives, is awaiting passage in Congress. dhigd form the basis for the eventual eliminatidrtax holidays.
A Fiscal Responsibility Bill and legislation aimetl introducing a system of simplified net incomeat#on for the
self-employed are also pending in Congress. Amathgr things, the Fiscal Responsibility Bill wouldin view of
the already plentiful and complex tax legislatiedimit the number of tax bills to be issued. TB#, if enacted,
would also end the government’s automatic guarasitedligations incurred by GOCCs.

The Philippines’ overall score is unchanged frost {gar.
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1. CLARITY OF ROLES, RESPONSIBILITIESAND OBJECTIVES

oo Enacted

The government sector should be distinguished from the rest of the public sector and from
the rest of the economy, and policy and management roles within the public sector should
be clear and publicly disclosed

Structure, functions, and responsibilities of gover nment

The structure, functions and responsibilities of thifferent branches of government are clearly®étin the
Constitution of the Republic of the Philippines ahd Administrative Code of 1987 Under the 1987 constitution,
the Philippines is a presidential republic withiealneral legislature.

The Philippines has a degree of fiscal federalisrsed on a two-tiered structure of government theluides the
national government and local government units (5i5Urhe national or central government operatexitih some
twenty departments or agencies. LGUs generalljud® provinces, municipalities and component cjtiesd
barangays,but there are also some independent or highlynisbd cities, as well as the Autonomous Region of
Muslim Mindanao (ARMM). In addition to the nati@ihgovernment and the LGUs, the public sector cisepr
GOCCs, the Bangko Sentral ng Pilipinas (BSP, tmrakbank), the Central Bank Board of Liquidatdvep social
security agencies and a health insurance company.

In 1989-91, the Philippines launched a programmeubgtantial decentralisation, transferring powersources and
expenditure responsibility to the LGUs. Nationalvgrnment expenditure accounts for around 50-60%otail
government spending, with the LGUs spending theareder.

The national government has adopted a number of tavestablish clear fiscal relations with the LGuweluding
the Local Government Code (Republic Act 7160) dd1L9%Executive Order 507, and the Organic Act forshn
Mindanao (R.A. 6734) of 1989. R.A. 6734 grantsgbeernment of the ARMM the automatic retentiomafional
internal revenue collected in the region, as wslisgnificant discretion in regional developmenarpling and
primacy for the regional government in deliverirgyéces and exploiting natural resources. R.A.07%36which
regulates non-ARMM LGUs -- explicitly defines thenttions of local governments in Section 17(b).weweer, R.A.
7160 Sections 17(c) and (f) allow the central gowent, or a higher local authority, to continueaeiwng functions
to LGUs. Section 17(f) allows elected politiciansintroduce ‘pork barrel’ funds earmarked for thelectorates by
inserting new provisions in the General Appropaasi Act (GAA)® Central government agencies use Sections
17(c) and (f) to transfer unfunded mandates, shmplementation of the salary standard law andgbtaty
support, to certain central government agencias (mlice, law courts, fire rescue services) opegaat the local
level.

R.A. 7160 details the taxes to be collected bycergral government only and explicitly authorisasteLGU level
to collect certain others. For example, provinaed independent cities are empowered to collettpreperty tax
and to share this revenue with lower LGU levelsilevmunicipalities and component cities can colle@mmunity
tax and local business tdx.In addition to self-raised taxes, non-ARMM LGUg aecipients of two types of
intergovernmental transfers. The first one is based formula for internal revenue allotments (IR#)ch that a set
proportion of revenue is transferred to each LGitlde.g. 23% to provinces) and then transferrechdividual
local authorities within that level according topptation (50%), land area (25%), and equal shaf®ib). The
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second kind of transfers consists of categoricahgr made according to a specific project itemhi@ ¢tentral
government’s budget, an item in the budget of aividual national government agency, or as pairthefPriority
Development Assistance Fund (PDAF) allocation i@ tlentral government’s budgetThe PDAF is made up of
funds appropriated in the GAA to help individuagilators fund projects that voters will be ideptifith them
personally. In the last few years, each congressmpresenting an electoral district has been atio65 million
pesos (1.3 million US dollars) in PDAF, while palist congressmen have received 35 million pes@8,000 US
dollars) and senators 200 million pesos (4 millig® dollars) each. Commentators argue that thd3AFmractices
allow legislators to collect bribes and commissidrem the contractors of the PDAF-funded projettsThe
Department of Budget and Management (DBM) saysist Wworked to rationalise and tighten the PDAF piloces
during the Macapagal-Arroyo administration.

In recent years, the central government introdugeshiform computerised accounting system for L&UShe
Bureau of Local Government Finance (BLGF), withie Department of Finance (DoF), guides and ads3t$s by
drafting manuals of standard procedures, and grguitians on soft terms for computerising their bess tax and
licensing procedures, as well as real propertysassent and collection. The BLGF has establishethandial
performance monitoring system for LGEs.

In 2006, a popular initiative supported by the Riest attempted to amend the 1987 Constitutione ditmendment
called for the adoption of a unicameral parliamgnsystem of government in place of the existingspdential

system and bicameral legislature, and aimed tdwedbe existing gridlock between the lower housd the Senate,
which has delayed the passage of key legisldfittowever, the Supreme Court declared the atterrlpand void.

Subsequently, President Gloria Macapagal-Arroyacatéd that she would convene the houses of congnés a

constituent assembly to amend the constitution.

Coordination and management of budgetary activities

Mechanisms for the coordination and management wigétary activities are well established within the
Development Budget Coordinating Committee (DBCQ)ahinet-level interagency committee. The DBCCsists

of a representative of the Office of the Presidemd the heads of the chief economic agencies aérgovent: the
DBM, the National Economic and Development Autho(lEDA), the DoF and the BSP. The head of the DBM
acts as chairperson, and the head of NEDA as cio-cha

The DoF has primary responsibility for managing timancial resources of the government, its sulsitivis and
associated agencies. It is responsible for fortimgdiscal policy, generating and managing govegntiresources,
supervising the revenue operations of all LGUs, agamg all public sector debt and contingent lidie§ and
privatising government corporations and assetse DBM is tasked with formulating and efficiently pementing
the national budget -- including budget programmingand monitoring agency accountability. The NEDA
coordinates social and economic development planaia monitors major projects.

Relations between the gover nment and public sector agencies

The relationship between the government and thealdrank is clearly established in the New Cerahk Act of
1993, which grants operational autonomy to the BSPe BSP does not regularly extend credit to thgonal
government, but it can make provisional advancegfpenditures authorised in the annual budgea foraximum
period of six month&?

Other public sector agencies include governmerdnfimal institutions, government corporate entitiesd non-
financial government corporations, many of whickéhéheir own subsidiaries, all of which in turn &tassified as
GOCCs and number in excess of 20They are directly attached to individual governingepartments, and are
required by law to submit annual audited finandtdtements to the secretary of the department untiese

Oxford Analytica Ltd. 5 Alfred Street, Oxford, OX1 4EH, UK 384
Tel: +44 (0) 1865 261600 Fax: +44 (0) 1865 242018 Email: oa@oxford-analytica.comWeb: www.oxan.com




Fiscal Transparency November 2006
Philippines

jurisdiction they fall** Their balance sheets, cash flow statements arairie statements are only included in the
budget documentation when the government has prdwadcash disbursement in a particular year. 032the IMF
expressed concern that government loans to one I&QCC, the National Power Corporation (NPC), were
presented inconsistently in the national accousta &#elow-the-line item, while other net lending@G®CCs was
shown above the linE. As with other companies, financial information tire GOCCs is available through the
Securities and Exchange Commission (SEC). Auditexhcial statements of GOCCs are available froentiebsite

of the Commission on Audit (CoAS.

The financial results of 14 GOCCs are includechim €onsolidated Public Sector Financial PositioRSEP). The
combined balance of these 14 GOCCs has been imitdefi recent years -- significantly underminingeth
government’s efforts at fiscal consolidation -- ghé government believes that these GOCCs, incjutlie NPC
and the National Food Authority (NFA), present tireatest fiscal risk. In 2005, the deficit of th& monitored
GOCCs amounted to 23 billion pesos (466 million tkSlars), only about half of what had been expectbd
deficits of these 14 GOCCs for 2006 and 2007 apeeted to be highéf. A Fiscal Responsibility Bill to end the
government’s automatic guarantee of obligationsiirezl by GOCCs has not yet been enatted.

In 2006, commentators said the performance moniasf the 14 GOCCs had delivered positive result®nfirmed
by statistics which showed a reduction in the GOG#sicit -- but they noted that the basic conflizétween
commercial operations and social obligations masttiay government remainéd.In previous years, commentators
had expressed concerns over the misuse of spanidé @allocated by the government to GOCCs, inctythie high-
profile case of the Fertilizer Fund, for which thediting conclusions of the CoA were not satisfactoln 2006,
commentators said the government was trying taidelincreasingly common off-budget subsidies amdiifig to
GOCCs such as the National Food Authority (NFA)he budget, thereby increasing budget clarity aaasparency.
According to the IMF, the authorities intend toaddish performance contracts for GOCCs beginnirth thie NFA.
This may pave the way for setting up monitorabigess for the larger public enterpris8s.

In 2006, the government passed E.O. 558, whichoais#d non-financial government agencies and GO®Cs
extend loans, including micro-finance loans. E558 undid E.O. 138 of 1999, which mandated thesfeanof
directed credit programmes implemented by govertmen-financial agencies to government financiatitations.
Commentators noted that continuing opposition ftbe DoF and the international financial communégulted in
an amended executive order, E.O. 558-A of Nover@B@6, which limited the scope of loans, thus redgdiscal
risks and the competition with private sector mifiranciers. Commentators also noted that a tteasdlemerged to
re-issue amended E.O.s in the face of oppositind,this raises questions about consultation andidacmaking
processe$

In principle, privatisation is conducted in an opmanner, and its proceeds are recorded and repoitkth the
budget and annual accounts. Specifically, priviiisgproceeds derived from the sale of governmgunttg, sales of
government assets, and sales of assets held ogethbg the Privatisation and Management Officesemyuestered
by the Presidential Commission on Good Governnmametrecorded in the national accoufitShe bidding process
is open to competition and inspectith. Laws covering privatisation are available on fheF privatisation
website?*

However, commentators continue to express conagras the privatisation of assets in the power gati@r and
transmission sectors. Rules and regulations gavgmprivatisation in these sectors were not assparent as they
should have been, the bidding strategy changeagltine process, and not all potential bidders weaated access
to the necessary documefits.
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Government involvement in the private sector

Several laws and policies guide government invokmetin the private sector. These include the reguént to
publish all regulations issued by administrativerages in a newspaper of general circulation; Memdum Order
No. 266 (1989), which provides guidelines on gowant minority investments and joint ventures witfivate
entities; Executive Order No. 40 (2001), Republict Alo. 9184 (2003) and Executive Order No. 109Ajcivh
outline good governance principles with respeagjdwernment contracts awarded to private entitiad; the Build
Operate and Transfer Law (1994) which provides gulatory framework for infrastructure investmeffts The
mandates and economic objectives of GOCCs thatatpealongside the private sector are stated in the
corresponding Republic Act that established eaclcGO

Two public social security funds, the Social SeguBlystem (SSS) and the Government Service Insar&ystem
(GSIS) -- and a health insurance company, the giiile Health Insurance Company (Philhealth) -- tegédn 1998
after transfers of funds and employees from theSG81d SSS are owned by the government. The SS& &It
were under significant political pressure during thstrada administration, and made improper investsnin the
private sector. Both social security funds are rmubject to greater scrutiny, in order to avoideamg past
problems. For example, the CoA makes availablatireial audits on the two public social securityofsf’

In 2005-06, the SSS was in surplus for the finstetin seven years, with member contributions exogebenefit
payments. The actuarial life of the SSS is revibweery four years; the most recent review, for yhar 2003,
suggested that positive net revenue can be expanté®021 and that the reserve fund would notépleted until
20312® This financial viability reverses a trend, idéiet earlier by the IMF and other commentatorsyhich SSS
deficits had undermined the government’s fiscalsotidation efforts”

There should be a clear legal and administrative framework for fiscal management

L egal framework for budgetary activities

Comprehensive budget laws and publicly availablmiatstrative rules govern the disbursement of puhinds in
the Philippines. The president is required bydbestitution to submit an annual budget proposd@dogress each
fiscal year. A line-item veto over the GAA and ethbills is retained by the president, who is abowto deny
provisions inserted by legislators. A DevelopmBatiget Coordination Committee (DBCC) -- comprisddie
DBM, the DoF, NEDA, the Office of the President (CGind the BSP -- determines the desirable levekpénditure
and debt for the president’s budget submissiothéncontext of the medium-term fiscal plan, whosenfulation is
mandated by E.O. 292.

Government funds are allocated to individual deparits on the basis of budget estimates that eaatl bé
department, government agency and public corporatioist submit to the DBM. These estimates settloait
principal costs of submitted projects, current efiag expenditures, capital outlays, sources okmees, and
contingent liabilities, such as government guarsitef GOCC obligations and other transfers to GOCCThe
estimates are submitted to Congress as the présidrmiget, in the form of the National Expenditifegramme
(NEP) and the Budget of Expenditures and Sourc&naincing (BESF}*

Based on the NEP, Congress approves the GAA. Bid Dses the GAA as the basis for a cash budgetanoge
for the upcoming calendar year -- drawn up in cowtibn with the spending agencies, the Burealneffireasury
and the DoF -- and disburses authorised fundsdividual departments on a quarterly basis. TheeBurof the
Treasury ensures that disbursements authoriseldebyBM are fully backed by revenues.
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Commentators said the exercise of the presidepesial line veto powers has historically been sgarbut not
insignificant, and has included changes to planbedgetary expenditure$. Furthermore, under the General
Appropriations Act, two specific sections safeguagainst impoundment of appropriations as well rrsuthorised
disbursement of funds.

In 2005, congress did not approve a budget for 2866 the 2005 budget was re-enacted this yeamntamtators
expressed strong concerns about the lack of tramspain 2006 spending, especially regarding furfdsround 30
billion pesos (600 million US dollars) that wererrearked in 2005 for particular projects. Commeorsitalso
pointed out their suspicion that the administratisas taking advantage of the 2006 budget situationelay
expenditure until nearer to the next electibrHowever, in late 2006, the process of developing enacting a 2007
budget was well advanced.

At the start of each administration, the governnastdpts a fiscal plan and a set of revenue, experdand deficit
targets as part of a Medium Term Philippine Develept Plan (MTPDP). The draft MTPDP for 2004-1@orally

aimed to achieve a balanced budget by 2010, bujdgliernment is currently aiming to achieve thigéay 2008*

However, it has had difficulty attaining fiscal amlidation in the short term.

L egal framework for taxation

An explicit legal basis for all taxes is providadthe constitution and in the National Internal Bewe Code. The
latter was restated, with amendments and corresitionthe Tax Reform Act of 1997 and further amehtg the
reform of excise tax on tobacco and alcohol and¢iierm of the value-added t&%.The Code tasks the Bureau of
Internal Revenue (BIR) with the collection of taxds gives wide-ranging authority to the head tid brganisation,
including the power to interpret tax laws, decidgpdted cases, obtain additional information onretarns, and
summon individuals for tax inquiries. Taxation Bwegulations and rulings are available on thesitelof the BIR.
Taxpayers may refer disputes to the Appellate iwisof the BIR, to the Court of Tax Appeals, anflstill
unsatisfied, to the Supreme Cotfrt.

The government launched a Comprehensive Tax Refsogramme (CTRP) in 1998 to lower the chronicaltyhh
tax-evasion rates and improve the country’s taxiaihtnation by stamping out corruption in the BiRAfter a
successful start to the RATE (Run After Tax Evagl@gramme, initiated in March 2005 and supervisgdhe
DoF, the lack of high-profile cases or significemforcement measures against well-known tax evduesdeft the
programme with little credibility® The fragile condition of public finances has amamed the government to
further review and correct deficiencies in the system, including through proposals to remove teemgtions,
attempts to enhance the operational capabilitiethefBIR and the Bureau of Customs (BG&and efforts to
impose new streamlined taxes on buoyant econonstorsewhile keeping the neutrality of fiscal inders*® As
part of the efforts to improve adjudication of zases, the Court of Tax Appeals was reorganisedidiir Republic
Act No. 9282 -- approved on 20 March 2004 -- whistpanded the court’s jurisdiction to cover criminffiences
relating to taxation, and elevated its rank tolthel of a collegiate court with special jurisdazti It also enlarged
its membership from three to six judges.

One of the current administration’s key effortséwamp the tax and customs administration is therhbAttrition
System, which institutionalises a system of incergtifor revenue-collecting officials who meet ocead targets
and of sanctions for those who fail. All procedurare in place, and 2006 was the first year duridch
performance was assessed in both bur&aus.

Legislation to rationalise fiscal incentives, inting the withdrawal of inefficient and duplicateesfal investment
incentives, is awaiting passage in Congfés3his could form the basis for eventually elimingttax holidays.
Nevertheless, the list of special incentives reméing, and tax concessions are widely appliedratdime-bound.
In addition, the authorities are now facing presgorgrant income-tax incentives to the bio-fuatiuistry?
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Commentators said the complexity of the tax sysaewh the weaknesses of the revenue-collecting utistits were
among the several reasons why taxpayers were imyvith pay taxe$?

The government has sent drafts of eight new lawSaigress to remedy deficiencies in the tax stractwiden the
tax base, introduce performance-based incentivegefeenue-collecting agencies, and institutionakskglitional
controls to ensure fiscal sustainabiltty The ‘Sin Tax’, otherwise known as ‘Reform on thecise on Alcohol and
Tobacco Products’, was signed in December 2004iranrdased the excise tax rates on these proditts. Lateral
Attrition System, which was signed into law in Janu2005, institutionalises a system of incentif@srevenue-
collecting officials: 2006 was the first year in ieh the performances of officers in relevant bueeaere appraised.
The VAT Reform was enacted in May 2005, and thatentel revenue collected in 2006 was a positivditah to
fiscal consolidation efforts. The Fiscal RespoitigibBill and legislation to introduce a system siimplified net-
income taxation for the self-employed are still gieg in Congress. One of the components of theakFis
Responsibility Bill would limit the number of taxlls to be issued, in view of the already plentifuid complex tax
legislation?®

Ethical standardsfor public servants

Ethical behaviour of civil servants is promotedlaws and regulations, measures to ensure compliaitbethose
laws, and agencies responsible for anti-corrupgictivities. The code of conduct for governmentoidfs is clear
and well publicised by the government. Article &flthe 1987 Constitution, the Ombudsman Act (R.A7®) of
1989, the Code of Conduct and Ethical Standards. (713) of 1989, and the Anti-Graft and Corrupa®ices Act
(R.A. 3019) of 1960 provide the legal framework ayuidelines for public office, as well as specifi@cedures for
tackling misconduct and other violatiofis. The issue remains a primary concern for the MagapArroyo
administratiorf? The current administration has established qleacedures for exposing wrong-doing, including a
Presidential Anti-Graft Commission to investigathegations against presidential appointees and aefRe
Integrity Protection Service (RIPS) to investigategations of corruption and to conduct lifestgleecks of DoF’s
and its agencies’ employe&sMedia reporting of anti-corruption activitiesiesmmon -- almost a daily affaif.

There are continuing concerns that anti-corruptimrasures might have proven inadequate to ensurelieoice
with the code of conduct. More seriously, commemasay that highly publicised cases of corrupiiorolving

well-connected officials, including presidentialp@intees, have not been pursued, thereby weaké&méngerception
of the government’s commitment to fight corruptfdn.

Although commentators in 2006 said they had regesgken big improvements in efforts to stop corauptin the
health sector, in 2005, a highly respected ombudsmvrhose office is responsible for investigatingl smosecuting
graft cases, resigned. Commentators said last year that the Office ef@mbudsman lacked sufficient funds and
personnel to contribute to a successful anti-gcafinpaign and expressed their concern over his rrasim,
particularly in the midst of his efforts to promdifestyle checks assessmeritsin 2006, commentators expressed
little confidence that the current ombudsman waquidvide the necessary strong leadership to puisdependent
of top politicians, anti-corruption checks of wetinnected individuald
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2. PUBLIC AVAILABILITY OF INFORMATION

eeoe Compliance in progress

The public should be provided with full information on the past, current and projected
fiscal activity of gover nment

Full public disclosure of all state transactionatttoncern the public interest is required by thestitution®

Central government operations

Data on central government operations are disséedran a monthly basis and within three weeks efethd of the
reference montf° Data cover budgetary and extra-budgetary actisjtand are presented on a consolidated basis,
with transactions between the budgetary and extdadbtary elements having been eliminated. Data are
disseminated on revenue, expenditure, the balateficif/surplus), and financing, disaggregated ifdmeign and
domestic.

An advance release calendar that gives one-quaterd notice of the precise release dates is postdte National
Statistical Coordination Board (NSCB) websife.Data are preliminary when first released, and sargject to
revision for five weeks after the end of the refee monti?®> NEDA provides a web service Economic Indicators
Online -- that monitors fiscal performance and governni@mtowing on a monthly basis with a three-monti the
two data series started in the 19808 he NSCB employs a similarly refined web sentizg@ublish a set of national
economic and financial data, which conform to & ISpecial Data Dissemination Standard (SDEJS).

Public sector operations

The DoF is in charge of compiling data on the Cdidated Public Sector Financial Position (CPSFRjeSe data
are disseminated on a quarterly basis, and withinm®nths of the end of the reference pefibdData cover the
operations of the central government, includingdmidry and extra-budgetary activities, the impdatemtral bank
restructuring (which began in 1993), the operatiohthe 14 monitored GOCCs, the social securityoants, the
BSP net income account, the three government fiahimstitutions and all LGUs. Data are prelimipavhen first

released and may be revised annually for up tethear$? A historical comparison of the annual CPSFP ongu
for the previous six fiscal years is available ba DoF websité&®

The DoF disseminates the full public resource bydgeth consolidated and sectoral, for each ofytars 2003-
2005. Financial statements for all local governmarits and GOCCs are also includ&dThe Development Budget
Coordination Committee (DBCC) issues six-year figrajections as part of a comprehensive governrafott to
develop multi-year planning and budgeting. The @B@commends six-year fiscal projections to the WHidard,
headed by the president, which are published itvtbgium Term Philippine Development Plan (MTPDPWedl as
the Medium Term Public Investment Programme (MTPIP)

Government agencies and corporations are requirédctude the flows of contingent liabilities inein annual
budget estimates, and to report periodically tosheretary of finance on the status of their gowvem-guaranteed
obligations. The CPSFP includes all quasi-fisga@rations and extra-budgetary contingent liabditithe Budget of
Expenditures and Sources of Financing reports tteeuad debt and contingent liabilities stemmingnfréhe
liabilities assumed by the national governm@nDetermining the precise level of obligations ass®d with the

Oxford AnalyticaLtd. 5Alfred Street, Oxford, OX1 4EH, UK 389
Tel: +44 (0) 1865 261600 Fax: +44 (0) 1865 242018 Email: oa@oxford-analytica.comWeb: www.oxan.com




Fiscal Transparency November 2006
Philippines

insurance scheme for bank deposits, unfunded itiakilof the public pension schemes, guaranteegisks
connected with Build-Operate-Transfer (BOT) consaand loan guarantees extended to GOCCs andrgoget
financial institutions (GFIs) is a difficult tasklowever, the DoF aims to capture all sources ofingant liabilities
in order to include their present value in budgdtualations.

Commentators have raised concerns over the levetbf guaranteed by GOCCs. The proposed, butnamted,
2006 Budget allocated 8.3 billion pesos (145 millldS dollars) to government corporations, of wH@h2% would
have gone to net lending. The Congressional Pignand Budget Department, which acts as a think-fan
Congress, has raised the importance of closely toamg the performance of GOCCs with regard to ez
spending on, for example, salaries and allowafftes.

A commitment should be madeto thetimely publication of fiscal information

Debt reporting

Data are disseminated on the total outstandingcantingent debt of the central government -- incigdbudgetary
and extra-budgetary sources -- on a monthly basisprding to the IMF SDDS templdte. Data comprise all
liabilities of the central government, includingbddiabilities for government securities such agasury bills and
Treasury bonds, and re-lent loans to governmergarations. Total outstanding debt is broken downmaturity
into short, medium and long term. Data are alssathinated on debt guaranteed by government. iBdibken
down into foreign or domestic, based on the resigeri the debt holder. All the above debt datarateased within
ten weeks of the end of the reference month.

Debt data identifying the entity that incurred debtv assumed by government are also available aEharon a
monthly and annual basi¥. The monthly data series cover the preceding daleyear and the months of the current
calendar year.

The government also discloses monthly informatiorite cash operations, broken down into tax reveritem the
BIR and the BOC and non-tax revenues, such as &besges and cash earned from privatisation, akasethe
major disaggregation of disbursements, borrowinys eéhanges in the Treasury cash balances. A cdsopaof
annual outturns of the main fiscal aggregates @labvie for 1999-2004, together with monthly data the current
calendar year. Monthly data are released withirehweeks of the end of the reference month; tmeiancash
operations report data are released within tweloeking days of the reference peritd.

The Investor Relations Office, a joint venture ke tmajor economic agencies of government, provadsingle
source for the disseminated data on the cash apesabutstanding debt, debt service, debt indisatad fiscal

position of the governmet.

Advancerelease calendars

Advance release calendars, giving one-quarter aneside for the precise dates of data disclosurecemtral
government operations, debt and public sector tipesa -- as well as other data -- are posted enNBCB and
Treasury websiteS.
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3. OPEN BUDGET PREPARATION, EXECUTION, AND REPORTING

g Compliance in progress

Fiscal policy objectives, macroeconomic framework, and risks

Fiscal policy objectives

Annual budget proposals submitted by the presidenCongress must include a statement setting ftreh
government’s main budgetary focus for the year,etkgected impact of the budget on development gaald on
monetary and fiscal objectives. The budget progosathe Macapagal-Arroyo administration have beesde
within the broader development framework of MTPDPEhe MTPDP 2004-10 sets out ten basic tasks fer th
administration organised around five themes: ecanayrowth and job creation, energy, social justicel basic
needs, education and youth opportunity, and amtisption and good governanée.

To align multiyear budgeting with the MTPDP, thevgmment is developing a three-year rolling budgéliedium
Term Expenditure Framework, MTEF -- where annuaeline budgets are formulated and only new spending
proposals are reviewed during the budget draftiracgss. The MTEF is anchored on the MTPDP andtlias
components, the medium-term fiscal plan on theuesoside and the medium-term public investmenganmme,
along with performance indicators and reviews ofray effectiveness and performance, on the investside.
The MTEF includes a results framework for perforoebudgeting and uses two instruments to improleeation
efficiency of scarce public resources -- Sectoeéiff’eness and Efficiency Reviews (SEERSs) and tlga@sational
Performance Indicator Framework (OPIF). The SERRS OPIF are expected to enhance accountabilitefarits,

and improve service delivery in exchange for acte$sidgetary resourcés.

As part of the MTEF, the DBM and NEDA have conddcteector effectiveness and efficiency reviews of
government agencies’ expenditure proposals, teskiadatter for consistency with government priest Fifteen
agencies have started pilot programmes of the OPTRe MTEF and the OPIF are components of the Publi
Expenditure Management reform put in place fivergeego. The OPIF focuses on the linkages betwejuts,
outputs, outcomes and impacts on social goals. OB® has conducted agency performance reviews flor a
departments/agencies under the executive brangbveirnment’

M acr oeconomic framewor k

Annual budget submissions are prepared and presenithin the broad macroeconomic framework of the
government, represented by the MTPDP. The MTPD@®42AM includes integrated macroeconomic and fiscal
forecasts for the term of the plan. Broad macroeotc assumptions for future years are containgtérBudget of
Expenditures and Sources of Financing (BESF) fer rddevant fiscal yedr. The quantitative models used for
budget calculations are not publicly available, bof and DBM officials have said in the past thegit models are
made available upon requéSt.

Fiscal risks

A number of government departments carry out imtiegalculations/analysis of fiscal risks, but these not
explicitly identified in the budget documentatiohe government prepares a sensitivity analysisdations to its
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key macroeconomic assumptions underlying budgepqsals. The sensitivity analysis is incorporatadai
document that accompanies the budget submissiGortgress.

Several reform measures are included in the FRReaponsibility Bill. They include the removal diet automatic
guarantee provisions for certain GOCCs, a cap bhakea percentage of GDP to be met by 2009, dgioawstating

that no new expenditures shall be enacted withocrapanying new revenue measures, the formulafientioree-

year Executive-Legislative Medium Fiscal Accord vbe¢n the executive and the legislature, and measure
increase tax collectiof.

As in 2005, The National Expenditure Programme (NBBP2006 provides for a number of special-purpiosels to
cope with unforeseen circumstances, including th&a@ity Fund, the Contingent Fund, and the Unpnognad
Fund’®

In 2006, commentators noted that LGUs such as MeilCity and Naga City have established a record of
excellence in fiscal matters, but other LGUs 44§ behind. Commentators also noted that the Dwfirwues to
encourage LGUs to adopt best practices of fiscalapament, with the result that large LGU deficiasvdn become
less likely, even in election years. Commentatitagged the impending reclassification of up to &sting
municipalities and component cities to independérgs as a potential fiscal risk because of tteoeiated increase

in IRA.™

Fiscal sustainability

Government analysis of fiscal sustainability is dmory® The DBM and NEDA are conducting spending-
efficiency reviews of government programmes andgets, as part of the MTEF, to increase disciplifigoublic
expenditures. The CoA requires agencies to repgrénditures quarterly; it identifies any expenditin excess of

an agency’s appropriation and reports half-yeaifllize ADB is providing technical assistance to the@=Do improve

its debt and risk management abilities. Accordiagthe ADB, considerable progress has been maddeln
management in recent years, particularly in lengtite the average maturity of national governmeritdmd in
maintaining a diverse portfolio of obligations. \Wever, the growing stock of debt outside the nation
government’s borrowing programme, such as GOCC @rdl debt, and the challenging issues in accurately
quantifying and assessing the level of contingitilities, pose risk&" Formal fiscal sustainability analysis is not
available.

Budget presentation

Data reporting

The Philippines subscribes to the SDDS, and mésteguirements for periodicity, coverage and tineds. Data
on central government operations are presentedconsolidated basis, distinguishing revenue, exipere] balance
and financing. Expenditure is classified by ecoimrfunctional, and administrative categories. @ah central
government debt comprise all liabilities of theioaal government and are broken down by maturitg, residency
of the debt holder (domestic and foreign), and iiseier of the debt (such as government agenciesG®@ACs
whose loans the government guarantees). Data blicmector operations are presented on a consetidaasis
(CPSFP), distinguishing revenue, expenditure, leglaand financing. Data on financing are disserethdor the
public sector as a whole and for the central gawemt and major government corporations separadiebken down
into domestic and external sources of financinge TPSFP presents the most accurate picture dittz activity
of the Philippine public sector, and accuracy hesnbimproved through the quantification and indosof many
government contingent liabilities in the balafiteThe IMF has pointed out that one important proble that the
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budget is presented on an obligations basis, wihdeleficit is reported on a cash basis, compligatiomparisons of
budgets and outcom&s.

The government is making significant progress -thwiechnical assistance from the World Bank -- oshét

towards performance-based budgeting. In Septe20@2, the DBM conducted the first agency perforneamview
to assess mid-year agency performance and accdvmglists. Performance targets are part of the rexpaints of
agencies’ submissions during the budget preparatma the results of the agency performance reviawes
considered while arranging the budget draft.

Budget execution and monitoring

Recognising the need for an integrated financiahagament information system, the government isxtakeveral
steps -- one of which is the implementation of th&ernet-based e-Budget System -- to strengthenDiB®I's
expenditure management capability, streamline biddease procedures and improve front-line seniicgrove
budget administration and accountability, updatédet analysis and decision making and minimisefabeication
of documents and the opportunities for ‘fixers’ mising to arrange funds for agencisFrom October 2005, the
e-Budget System has been used by the DBM CentfaleQb release budget documents.

Accounting basis

The New Government Accounting System (NGAS) --ddtrced in January 2002 by the CoA, the supreme audi
authority of the Philippines -- is designed to dlifigpgovernment accounting, improve the efficiermfymonitoring
public sector performance, and increase the traeespg of government audits through civil societydlvement.
More importantly, the new framework shifts from lsato accrual-based accounting and introduces ncadibns to

the obligation-accounting techniques. It also naesl the introduction of valuation accounting feceivables and
fixed assets, and envisages the full computerisaifagovernment accounting, as well as the devedoyirof viable
internal control systems within government agenoiear the medium terff.

The modified accrual-based NGAS has been progmgsivlled out, first in manual and then electromésions, to
the national government agencies and LGUs. Coiorefsom manual to electronic form was schedulethatches
from 2003 to 2008. The first batch replaced mamN@AS with e-NGAS starting in October 2003. An aidaal

40 government agencies, including 15 COA regiofifides are converting from manual NGAS to e-NGAShwthe
help of teams from the COA. Both manual and etedtrversions of NGAS use the modified accrual anting®

Procur ement and employment

The Philippine government has achieved substantipgfovements in procurement methods and standatds.
January 2003, the Government Procurement Reforr{@RRA, R.A. 9184) was ratifie. The GPRA established
governing principles for transparent and compedifivocurement, mandated government procuremeregronic
means (Government Electronic Procurement Systei@-&PS), and detailed the processes to be follow€de
GPRA also made permanent changes to the manualrproent procedures that were put in place in teeipus
three years to make them more competitive and pegest. The reform has also created the Government
Procurement Policy Board (GPPB), charged with mtotg the national interest in all matters affegtipublic
procurement and formulating rules and guidelinesgormernment procurement. Furthermore, the GPPB als
oversees the implementation of the whole procurémeform process, including recommending changethéo
GPRA, if necessary.

In 2003, government agencies and GOCCs were traamedl introduced to G-EPS. In 2004, G-EPS became
operational, with additional development scheduladain in 2004, the focus shifted to LGUs, incluglithe
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barangay level. Additional functions, including online lthg and an electronic payment system, were also
developed?®

The G-EPS has led to clear efficiency gains, savitgough competition and reduced costs, and hthscedl the
scope for corruption. The GPPB established itssitelin April 2005, providing immediately accessilihformation
on the latest developments and policies concemiavgrnment procuremefit.

Commentators noted that procurement had improved &efore the adoption of G-EPS, owing to the axgive
approach taken by individual secretaries of cerggimernment agencies. They agree that reforme@rgment
procurement procedures, which include non-governraganisations as observers, have made signifadwdances
in avoiding waste and corruption and in improvingnsparency. Procurement in the health and educagctors
was highlighted as especially improved, but commiens were doubtful that defence procurement hadenaany
gains in transparency, or was less corrupt thaorbét

The Organisation, Position Classification and Conga¢éion Bureau of the DBM issues circulars thatcgpe
standard employment regulations for government eysels, accessible to all interested parfide Compensation
and Position Classification Act of 1989 (R.A. 6738yulates the remuneration of Philippine civilvsaits, as well
as GOCCs, rank and file employees of the centnak.bdn 2004, the Civil Service Commission revievibd salary
standardisation law to streamline position clasatfons and introduce a more performance-basedramnkiet-based
compensation system.

Fiscal reporting

The government submits regular, quarterly reporstlte ongoing implementation of the national budget
Congress. Th&AA for each fiscal year requires each governmapadtment and agency to submit a quarterly
financial and narrative accomplishment report ® ltouse Committee on Appropriations and the Sebatemittee

on Finance, with copies sent to the DBM, CoA, ahd appropriate committee chairperson of Congrefbe
financial reports must include cumulative allotnsembligations incurred or liquidated, total diskements, unspent
balances, and the results of expended appropriatidn addition, the DBM must submit a quarterlpog to the
above two committees on any disbursements made fiteenspecial purpose fund, and on supplementary
expenditure$? In addition, the government reports its fiscasiion regularly to the public, disseminating data

the website of the Investor Relations Office ariéfing the business community and the média.
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4, ACCOUNTABILITY AND ASSURANCESOF INTEGRITY

g Compliance in progress

Data quality standards

In the past, revenue forecasts prepared by the j[roked overly optimistic and marred the credibilif the
government’s fiscal deficit targets. However, tiisar revenue collection is broadly on targetGovernment
departments, such as the National Statistical Goatidn Board (NSCB), NEDA and the DBM, have impedvthe
quality and amount of data available, both fordrisal series and forecasts.

An inter-agency committee on Public Finance Siatisthaired by the DoF was organised to implemieatiMF’s

recommendations on specific statistics issues andobrdinate the implementation of the migratioanpto the
GFSM 2001 methodology. A dedicated unit in the DaB been created to compile government finandiststa in

accordance with the GFSM 2001 framewdtkAn IMF mission took place in March-April 2006 @ssist the
authorities in compiling and disseminating governménance statistics in accordance with GFSM 200A.

technical working group, composed of representatifrem the Commission on Audit and the Bureau o€dlo
Government Finance (BLGF) was created to harmattége on the local government sector generated doyCtA

and the BLGF.

Data on central government operations and debt@rpiled in accordance with the rules of the CoAtammed in

the 1992 Government Accounting and Auditing Manuithe NGAS establishes additional provisions farcamting

methods and standards for LGUs and national govenhmagencies. Further information on the methagiokand

sources used is available upon request from théacbmersons listed on the Philippines’ SDDS MetataD
website?®

The Philippines subscribes to the SDDS, a sign@gbafommitment to improving the quality of fisaddta. Previous
weaknesses and time delays in data reporting ang beldressed. In particular, the government hadenprogress
in correcting the analytical deficiencies of natibaccounts data.

Independent scrutiny of fiscal information

| ndependent audit

Under the Administrative Code, the CoA is given ¢hahority to examine, audit and settle all acceustating to
the receipt of revenues and expenditure of fundsthey government, its subdivisions and agenciedudiig
government corporations. Where the internal cdrslystem of the audited agencies is deemed inadegie CoA
may adopt measures -- such as temporary and pits-authat it judges necessary to remedy thesieidaties.

Article IX of the constitution specifies that th@A&, and the other constitutional commissions, sbalindependent
and enjoy fiscal autonomy. Under Article 1X-D dfet constitution, the president appoints the chesige and

commissioners of the CoA, each for a term of seyears’’ The length of their terms, in contrast to the-ysar

term to which a president is limited by the comsiitn, and the asynchronous nature of their tering the

chairperson and commissioners a measure of indepeadrom the executive. Article IX-D mandated tha CoA

has exclusive authority to define the scope anldnigcies of its audit and examination.
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The CoA is required by Article IX-D of the constiten to submit an annual report to the presidedt @ongress on
the financial condition and operation of the goweemt, its subdivisions and agencies, and instruatiéas
including the GOCC& The annual report highlights the variance betwegginal targets and actual outturns for
different fiscal aggregates. Within two monthsre€eiving this document, government departmentsneigs and
public corporations are required to submit a stagp®rt to the CoA on the actions they have takecomply with
the audit findings and recommendations. Additioogpies of the status report are sent to the DB, House
Committee on Appropriations, and the Senate Coremith Finance.

The CoA is changing to an audit team approach,guaineam of roving auditors to carry out auditsyéplace
resident auditors. Teams are being reshufflednfarave objectivity and eliminate the corruptionttbharacterised
the resident auditing regime. The CoA has alsgtatba Participatory Audit Programme that workshwatvil
society organisations to improve the transpareritieogovernment auditing proceSs.

National Statistics Agency

The NSCB is the highest policy-making and coordintabody of the decentralised Philippine statidteygstem. It
is the country’s independent economic developmedtpanning agency.

The NSCB does not collect data directly. The goment agency responsible for collecting, compiliagd
disseminating general-purpose statistics is th@oNak Statistics Office, which is required to asdiee NSCB in
formulating a comprehensive statistical programaretie governmerit’

The 1987 executive order creating the NSCB does engtdlicitly guarantee the organisation’s institnéb
independence, but it stipulates that NSCB decismmsstatistical matters are final- The executive order does,
however, embrace the need for a statistical systeanacterised by independence, objectivity andyiitie A 1996
executive order grants the NSCB technical indepeceleand control over the NSCB’'s system of desighate
statistics:%?

The NCSB maintains the most sophisticated web$itdl @hilippine government agencies. Commentasaid that
the NCSB operates independently of the executive @fr government and, in 2004, praised the timefinasd
accuracy of its macroeconomic statisfits.

However, in 2006, commentators expressed stroreggvasons about economic statistics, repeating earscraised

in 2005. A change in the definition of unemploymédeading to a new series of unemployment statistvas a new
concern; commentators argued that the only way neure transparency was to continue both series of
unemployment statistics. Commentators especiaigstioned the validity, reliability, accuracy arahpleteness of
statistics on revenue collection, inflation, inveett and GDP. They acknowledged that there wenstnts on
resources in the NSO, but believed that other &siere involved and noted that they had been uesséd when
seeking explanations for cases of revisitiis.
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INTERVIEWS

Representatives @xford Analyticainterviewed the following individuals during a itiso the Philippines between
21 and 27 November 2006.

Department of Finance (DoF); Securitiesand Exchange Commission

22 November 2006

Ma.Teresa S. Habitan Director IV Fiscal Policyl@lanning Office
Stela B. Montejo Chief Fiscal Policy and PlangnOffice

Bangko Sentral ng Pilipinas

22 November 2006

Diwa C. Guinigundo Deputy Governor Monetary $thbSector

Carmen V. Hemedes Acting Deputy Director Departinod Economic Research
lluminada T. Sicat Director Department of Ecomo Statistics
Regina Juinio Acting Deputy Director DepartmehEaonomic Statistics
Amy Doreen Cruz Bank Officer Il

Maria Dorecyl Evidente Senior Research Specialist

ADDITIONAL INTERVIEWS

21 November 2006

Rene G. Banez Chief Governance Officer Priitipp Long Distance
Telephone Company

23 November 2006

Guillermo M. Luz Executive Director Makati Busiss Club
Eric Jude O. Alivia Assoc. Research Director EtaBusiness Club

27 November 2006

Joseph Yap President Philippine Institute for
Development Studies
Rosario G. Manasan Research Fellow Philippsétute for

Development Studies
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NOTES

! See the 1987 Constitutionettp://www.gov.ph/aboutphil/constitution.aspd the Administrative Code of the
Philippines (Executive Order No. 292) 25 July 1@8&ww.chanrobles.com/administrativecodeofthephiliggittm
2 For a list of national government departments agehcies, and GOCCs, seew.dbm.gov.ph/web_linkages.htm
® The legislature adopts a General Appropriations(SAA) for the upcoming calendar year, committimgplic
funds to government departments, agencies and i@ipos. See, for instance, GAA (2005) at:
www.dbm.gov.ph/dbm_publications/gaa_2005/gaa_2@856.h

“ See the Local Government Code (R.A. 7160) 199tvat.lawphil.net/statutes/repacts/ral991/ra_716011aent
Section 133 of RA 7160 reserves certain taxesi®mniational government, while Sections 134-141lildetees that
provinces can apply and Sections 142-150 do the $ammunicipalities. For a summary of the twaig, multi-
level taxing, see Rosario G. Manashog¢al Public Finance in the Philippines: In searchautonomy with
accountability PIDS Discussion Paper Series 2004-42, Manildigpime Institute for Development Studies, 2004,
p. 18.

> The formulas for the Internal Revenue Allotment be found in Section 285 of RA 7160.

® Interviews in the Philippines, 21-27 November 2006

" Seewww.dbm.gov.ph/abt_dbm/history.htm

® TheManual on the New Government Accounting SystemGarsis available on the government portal:
www.gov.ph/cat_localgov/LGU-NGAS-Manual.ziphe Department of Budget and Management publialfesner
on Barangay Budgetingt: www.dbm.gov.ph/dbm_publications/all_pub.htm

° See the Bureau of Local Government Finance wehbitevw.blgf.gov.ph/index.php

19 See Oxford Analytica Daily Brief,Constitutional change likely this yeéa® February 2006.

! See GMA: Cha-cha must go grPhilippine Daily Inquirer, 24 November 2006, piil, A21.

12 Seewww.bsp.gov.ph/Statistics/ifs/IFS-10G.htm

3n its 2005 report, the Commission on Audit repam 142 of 143 GOCCs, not including 452 wateridist,
which are audited on a cyclical basis. 8&@v.coa.gov.ph/COA_htm/Report_Highlights.htm

4 Administrative Code (1987), Book IV, Chapter 7.

13 IMF Country Report 04/18®hilippines: Report on the Observance of Standaris Codes — Fiscal
Transparency Module — Updatéune 2004, p. 2 (seavw.imf.org/external/pubs/ft/scr/2004/cr04180.pdf

16 Seewww.coa.gov.ph/COA_htm/Audit/AAR.htrrthe link ‘Previous Years’ gives access to repfmtsl 998-2003.
" Department of Financ&owards Stability and Growth: 2005 Annual Reppg. 7, 8; information on the deficits
of the 14 monitored GOCCs expected in 2006 (P4ifi8r) and 2007 (P55.5 billion) is from Intervievis the
Philippines, 21-27 November 2006.

'8 See DoFTowards Stability and Growth: 2005 Annual Repprt10; Interviews in the Philippines, 21-27
November 2006.

¥For estimates of GOCC deficits, 9d&l-2006 Post-Program Monitoring DiscussionsiF Country Report No.
06/355, October 2006.

20 Mid-2006 Post-Program Monitoring DiscussignsIF Country Report No. 06/355, October 2006.

1 See ‘GMA approves new version of credit servieas, 1 Philippine Daily Inquirer 23 November 2003, p. B3.
Interviews in the Philippines, 21-27 November 2006.

2 See DoFTowards Stability and Growth: 2005 Annual Repprt9.

2% Seewww.dof.gov.ph/cop/htmi/bid1.htm

24 \www.dof.gov.ph/cop/html/PrivaLaws-3a.htm

% Interviews in the Philippines, 21-27 November 2006

% Interviews in the Philippines, 11-15 October 2004.

" See ‘Cluster Il — Financial B’ atww.coa.gov.ph/COA_htm/Audit/AAR.htm

83SS: Serving the Filipino at home at around theladv@005 Annual Reporpp. 6, 13; also available at
www.sss.gov.ph/fact/ar_2000s/2005ar/ar_small.pdf

29 IMF Country Report No 05/37®hilippines: Post Program Monitoring DiscussionStaff Report, Staff
Supplement, Public Information Notice on the ExgeuBoard Discussion, and Statement by the Exex@tikector
for the PhilippinesQctober 2005www.imf.org/external/pubs/ft/scr/2005/cr05372.pdf

%0 Executive Order No. 292 (Administrative Code 0818

¥ See the NEP 2005 atvww.dbm.gov.ph/dbm_publications/nep_2005/nep_2G@%.hand BESF 2005 at
www.dbm.gov.ph/dbm_publications/besf 2005/besf 2005

%2 Interviews in the Philippines, 21-27 November 2006
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 Interviews in the Philippines, 21-27 November 2006

3 See the presentation, by socio-economic planniegresary Romulo L. Neri, on the NEDA website
www.neda.gov.ph/ads/mtpdp/MTPDP2004-2010/MTPDPY28mmtation_166slides.zip The MTPDP  was
approved on November 12, 2004 and is posted oNHI2A website. Interviews in the Philippines, 11-@8tober
2004.

% Constitution of the Philippines (1987), Article \$ection 28 & 29; Tax Reform Act of 1997 (R. A.28). See
www.bir.gov.ph/leg_guide.htrdnd the Tax Reform Act of 1997 watvw.bir.gov.ph/issu_nir.html

% Seewww.bir.gov.ph/fyi_tpbi.html

37IMF Concludes Post-Programme Discussion on thiéppines’, IMF PIN No. 02/41, 09/04/02. The CTRd&wv
was passed in 1997 and became effective in 199&adnoe provisions became effective only in 2001.

3 Interviews in the Philippines, 3-11 November 2005.

% A Run After the Smugglers (RATS) programme is nowderway at the BoC.

40 Other measures, such as the long-awaited Speaipb&e Vehicle Act (passed in January 2003) genbteaks
and privileges for investors to create asset manage companies that will acquire and invest in Isamion-
performing assets and liquefy the financial systérhis law appears crucial to help banks sell zpatle amounts
of bad loans and foreclosed assets, in order twiggrate the banking system and help rehabilfi@ted businesses.
“! Interviews in the Philippines, 21-27 November 2006

“2 |nterviews in the Philippines, 21-27 November 2006

43 Mid-2006 Post-Program Monitoring DiscussioisIF Country Report No. 06/355, October 2006.

“ Interviews in the Philippines, 21-27 November 2006

“ Interviews in the Philippines, 11-15 October 2004.

“% Interviews in the Philippines, 3-11 November 2005.

" A compendium of anti-corruption legislation, pasitial decrees, Supreme Court orders, and execoitilers is
available at http://www.dbm.gov.ph/dbm_publicatimaesmpenduim/compendium.htm.

“81n July 2003, the president ordered focused effagainst corrupt government officials to be pudsiwth the
same intensity as the present campaign againetitr and illegal drugs”. She ordered the remo¥dibur officials
(three from the BIR and one from the BoC) aftetfaled the ‘lifestyle check’ performed by the Bepment of
Finance.

“9 See the mission statement of the Presidentiat@raft Commission atvww.pagc.gov.ph/mvg.pdfThe Revenue
Integrity Protection Service maintains a websitenatv.rips.gov.phto publicise ethical standards and allow
allegations of corruption to be made and the prsgyod cases of corruption to be monitored.

* For example, (1)Customs man cries foul over graft prgiehilippine Daily Inquirer, 23 November 2006,4%,
reports a Bureau of Customs officer denying RIRIggations that he had improperly acquired propsréind motor
vehicles worth over P11 million while his incometive past three years amounted to only P1.2 mitiaah his
spouse had an annual salary of P255,000. RIPSskad the Ombudsman to suspend the Customs offindr(2)
‘Bangko Sentral exec sacked by Ombudsp#imlippine Daily Inquirer 25 November 2006, p.,A@ports that a
BSP manager in Bacolod City was sacked by the Od#man for dishonesty, with criminal charges soon to
commence, after P5 million were found missing fid8P-Bacolod City accounts.

* Interviews in the Philippines, 21-27 November 2006

2 Interviews in the Philippines, 21-27 November 2006

%3 Intervews in the Philippines, 3-11 November 2005.

> Interviews in the Philippines, 21-27 November 2006

%5 Constitution of the Philippines (1987), Art. lleGion 28

°% www.nscb.gov.ph/sdds/meta_fis_govtoper.aSpe the data atww.nsch.gov.ph/sdds/nsdp.asp#fiscal

" www.nscb.gov.ph/sdds/calendar.asp

%8 www.nscb.gov.ph/sdds/meta_fis_puboper.asp

%9 |ocalweb.neda.gov.ph/%7Eioneda/National/PubFindutics.

%0 \www.nsch.gov.ph/sdds/nsdp.asp

®1 Seewww.dof.gov.ph/stat/CPSD-CY2004.pdf

%2 \www.nsch.gov.ph/sdds/meta_fis_puboper.asp

%3 www.dof.gov.ph/statistics.asp?id=5

% www.dbm.gov.ph/dbm_publications/besf 2005/besf 2005

%5 See the BESF, atvww.dbm.gov.ph/dbm_publications/besf 2005/besf 205 for the tables on liabilities
assumed by the National Government: B.21 (DomeBbt Services) B.23 (Foreign Debt Services), D.5
(Outstanding Domestic Debt) and D.7 (Outstandingeigm Debt).
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%2006 Budget Brief, Dimensions of the 2006 Expanditrogramme, No. 2005-02, October 2005, p. 13.

87 \www.treasury.gov.ph/statdata/sdds/sdds_cgdebt.pdf

% Monthly series awww.treasury.gov.ph/statdata/monthly/mo_outstandiém.pdf annual series at
www.treasury.gov.ph/statdata/yearly/yr outstandeimgdf

%9 www.nscb.gov.ph/sdds/nsdp.asmdwww.treasury.gov.ph/statdata/statdata.html

0 www.iro.ph/ecofindata_monthly-fiscalaccounts.asp

"L www.nscb.gov.ph/sdds/calendar.aapdwww.treasury.gov.ph/statdata/arc/arc.pdf

2 For details on the MTPDP 2004-10, see:
www.neda.gov.ph/ads/mtpdp/MTPDP2004-2010/MTPDPY28mmtation_166slides.zip

"3 http://www.adb.org/Documents/CSPs/PHI/2005/cspOssD.

" Government-wide Audit Report on the Performancpd®iing System of the Philippine Overseas Labouic@$
(CYs 2001 - 2002) atvww.coa.gov.ph/COA htm/GWSPA/2001-2002/PRS/POLO-EOPRS01-02.htm

'S For the assumptions underpinning the 2005 budget,

www.dbm.gov.ph/dbm_publications/besf 2005/besf 20@%I_files/a_1.pdf

% Interviews in the Philippines, 14-16 October 2002.

" Interviews in the Philippines, 3-11 November 2005.

8 Seewww.dbm.gov.ph/dbm_publications/nep_2005/generaioihtm#nep 2005 _table2-2 and
www.dbm.gov.ph/dbm_publications/nep_2006/table&atdf

" Interviews in the Philippines, 21-27 November 2006

8 See Section 3, Chapter 2, Book VI of the Admiaiste Code of 1987 (Executive Order No. 292).

81 Technical Assistance: Republic of the Philippire3ebt and Risk Management Project at:
www.adb.org/Documents/TARs/PHI/38281-PHI-TAR.pdf

8 |Interviews in the Philippines, 21-27 November 2006

832005 Article IV ConsultatioiMF Country Report No. 06/92, March 2006.

8 Interviews in the Philippines, 11-15 October 2004.

8 www.coa.gov.ph/COA_htm/NGAS/ngasmanual.asp

8 Seewww.coa.gov.ph/COA_htm/Gen_Information.hfor progress reports; a description of the roli-echedule
is atwww.coa.gov.ph/COA_htm/COA_News/2003/v4n3/news5 3/d8p

%7 See the GPRA avww.i-site.ph/Record/ GPRA/Republic%20Act%209184 R2§.doc

8 |nterviews in the Philippines, 11-15 October 20®ke the G-EPS portal at:
www.procurementservice.org/ps/index.cfm

% www.gppb.gov.ph

% Interviews in the Philippines, 21-27 November 2006

%1 See the salary standardisation legislation andlagigns at:
www.dbm.gov.ph/dbm_publications/salary_standaribirésalary standardization_new.htm

2 Administrative Code (1987), Book VI, Chapter 5¢en 33; DBM, General Appropriations Act for Fisd&ear
2003, General Provisions, Section 8&vw.dbm.gov.ph/dbm_publications/gaa_2003/gaa_lBEMNPRO03.htm
% Interviews in the Philippines, 11-15 October 20@4though not in place in October 2004, governnfitials
said quarterly budget data would in the near fub@@vailable on the Investor Relations Office vitehsee:
www.iro.ph/ecofindata.asp#quarterlfror annual fiscal accounts 1999-2004, gew.iro.ph/ecofindata_annual-
fiscalaccounts.asp

% Mid-2006 Post-Program Monitoring DiscussioisIF Country Report No. 06/355, October 2006.

%2005 Article IV ConsultatioiMF Country Report No. 06/92, March 2006.

% www.nscb.gov.ph/sdds/meta_fis_govtoper.asp

" See the relevant sections of Article 1X-D atyw.coa.gov.ph/COA_htm/Gen_Information.htm

% Interviews in the Philippines, 14-16 October 20@ven that the president appoints the CoA chairrtize
latter’'s position might be subject to political psares. In addition, the CoA sets the accountizgdsirds on which
its external audits are based. See also IMF,gtiles: ROSC—Fiscal Transparency Module, IMF CouRieport
No. 02/216, October 2002.

% The Medium Term Philippine Development Plan 2@IDB4 — Part 4: Good Governance and the Rule of Law’
World Bank, Combating Corruption in the Philippines: An UpdatReport No. 23698-PH (2001), p. iii

190 section 5 of Presidential Decree No. 418. Sesvitesite of the National Statistics Office at:
www.census.gov.ph/

11 see Executive Order 121 of 1987aivw.nsch.gov.ph/pss/laws/eo121.asp

192 5ee Executive Order 352 of 1996\@ivw.nsch.gov.ph/pss/laws/eo352.asp
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193 Interviews in the Philippines, 11-15 October 2004.
194 Interviews in the Philippines, 3-November 2005; Interviews in the Philippines, 21Nt#ember 2006.

Oxford AnalyticaLtd. 5Alfred Street, Oxford, OX1 4EH, UK 401
Tel: +44 (0) 1865 261600 Fax: +44 (0) 1865 242018 Email: oa@oxford-analytica.comWeb: www.oxan.com




