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PHILIPPINES

COMPLIANCE RATINGS

Monetary transparency 2006 2005 2004 2003
Clarity ofroles [ XXX} [ XY XY} [ XXX} [ XXX}
Open decision process soce sece cece eose
Availability of information eooe ecoe ccoe esoe
Central bank accountability ecee ecoe ccoe oo
Score 4.00 4.00 4.00 3.75

OUTLOOK & COMMENTARY

During 2006, the central bank of the Philippines -- Bangko Sentral ng Pilipinas (BSP) -- took
further steps to enhance monetary transparency, as well as its existing strong operational
autonomy. Timeliness of publicly available information on monetary policy has improved, as the
highlights of the minutes of Monetary Board meetings are now released with a time lag of four
weeks, instead of the previous six weeks. The Philippines is also making progress in compiling
monetary data on the basis of the IMF's Government Finance Statistics Manual 2001 and the new
IMF Monetary and Financial Statistics Manual. The central bank has also arranged liability
insurance for its senior officers to protect them from legal action while performing their duties.

A new Financial Reporting Package for banks is expected to be implemented in January 2007.
These regulations will enhance the transparency of data reporting to the central bank.

A bill to amend the New Central Bank Act (NBCA) is pending on both Houses of Congress, but is
not being given priority by legislators. If the bill is passed, it will augment the financial
supervisory powers of the BSP. The amendments also contain a provision for strengthening the
indemnification of central bank officials who perform supervisory and administrative functions.
Approval of the NBCA would improve monetary transparency in the Philippines by
strengthening bank supervision and reducing the political vulnerability of officials.

Oxford AnalyticaLtd. 5Alfred Street, Oxford, OX1 4EH, UK 286
Tel: +44 (0) 1865 261600 Fax: +44 (0) 1865 242018 Email: oa@oxford-analytica.comWeb: www.oxan.com




Monetary Transparency November 2006
Philippines

EXECUTIVE SUMMARY

4.00 Compliance in progress

There have been important improvements in the fiiiles’ monetary transparency in 2006, particuleglyarding
statistical coverage and financial reporting byksan

From mid-2006, the central bank of the PhilippireBangko Sentral ng Pilipinas (BSP) -- commencadlighing
the minutes of Monetary Board meetings with a ladoor weeks, reduced from the previous lag of wiseks.
Progress is underway to compile monetary and fiishwniata on the basis of the new IMF Monetary aivhircial
Statistics Manual (MFSM). In early 2006, an IMFssion provided technical assistance on compilindg an
disseminating government financial statistics e lwith Government Finance Statistics Manual 20@thodology.

Progress is also being made in standards for regagaon the financial reporting of banks to thePBSA Financial
Reporting Package (FRP) will replace the Consddidebtatement of Condition (CSOC) bank reports udey
2007. The FRP is primarily designed to align th®PBprudential reports with the provisions of theligpine
Financial Reporting Standards (PFRS)/Philippine cActting Standards (PAS), Basel Il Capital Adequacy
Framework and to meet BSP statistical requiremdrtis will facilitate the compilation of monetaryé financial
statistics following the guidelines of the MFSM. addition, this will help establish sectorisationdzlineation of
bank assets and liabilities in line with changesthe composition of the different levels of goveemh as
recommended by the IMF.

The BSP has tightened anti-money-laundering reigmiatand has required banks to implement a systtm o
electronic money-laundering transaction monitorygOctober 2007. In addition, Basel Il will bermduced in
two stages. On 1 July 2007, banks will be requiteedmplement a standardised approach for credk and
operational risks. In the second stage, effedtivé010, banks will be allowed to move to an adeahinternal
ratings based approach. Higher risk-weightingsnon-performing loans have been introduced as & s$iep
towards Basel Il.

A bill to amend the New Central Bank Act (NCBA) atiais strengthen the BSP’s financial supervisonygrs has
long awaited Congress approval. The draft bigesding in both Houses of Congress, but has not besified as
urgent by the President of the Philippines. In d@hsence of these amendments, the authoritiestteraping to
engage banks beginning to face difficulties in & frompt Corrective Action (PCA) framework, outlthen March
2006.

The BSP has proposed further amendments to the NB®Awould minimise the risk of legal action agaiits
staff. In addition to these legal initiatives, B8P has recently established insurance to prateofficers. It has
arranged liability insurance from the Governmentvie Insurance System (GSIS) to cover membershef t
Monetary Board, directors of departments and otifferers judged to be the most likely subjectsadf$uits. This is
expected to help enhance the independence of tbatrk policy.

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

g Compliance in progress

The objectives and institutional framework of monetary policy

Central bank objectives and responsibilities

The New Central Bank Act of 1993 (NCBA) regulatés factivities of the Central Bank of the Republfctiee
Philippines -- Bangko Sentral ng Pilipinas (BSFhe act establishes the BSP as an independent angretthority
and mandates it to maintain stability of pricesdumive to balanced and sustainable economic gromiiie also
aiming to promote monetary stability and convelitipiof the Philippine currency. The BSP is respibte for the
formulation and implementation of policy in the aseof money, exchange rate, banking and crediyedisas the
supervision and regulation of banks and non-baménitial institutions with quasi-banking function¥he NCBA
empowers the BSP to acquire any assets and inguiailities that are necessary to attain its pplbjectives-

In 1993, the restructuring of the old Central Baxfikhe Philippines (CBP) into the BSP was made s&ay by the
CBP’s accumulation of around 308 billion pesos (Billon US dollars) in liabilities, as a result glasi-fiscal
operations carried out on behalf of the governmeninder the NCBA, the BSP is granted increasedafisnd
administrative autonomy from the central governnieAs a result, it has largely ceased quasi-fiscavities.

A bill to amend the NCBA and thus strengthen thpesvisory powers of the BSP has long awaited Cawyre
approval. The bill is certified as urgent by th8MB albeit not by the President of the Philippiritsssecond reading
is pending in the Senate as well as with the Cotemibn Banks and Financial Intermediates in the sidoof
Representative’ls. The amendments would not modify the underlyingedtives or key institutional framework set
out in the NCBA. The draft bill includes provis®raimed at: authorising the BSP to examine andtisanc
subsidiaries and affiliates of banks, giving auityoto the Monetary Board to prescribe guidelines the
examination of supervised entities, and authorisigBSP to monitor more closely the operationgdt entities
and non-stock savings and loan associations, emastipervisory standards (including clearer deéins of
stockholders’ ‘control’ over banks, waiver of deppacrecy laws for directors, officers, stockhetdand related
interests), and defining periods when banks maysbleject to examination; strengthening receiversgl
prescribing additional transparent grounds for belnkure> The bill also seeks to introduce amendments)tgive
the BSP oversight powers of the payments systech2anequire prior BSP approval for transfers aoguasition of
shares sulfficient to elect at least one seat ibtad of directors, or to effect a change in tlaamity ownership or
control of the relevant institutich. In the absence of these amendments, the au#sodtie attempting to engage
banks beginning to face difficulties in a new Pro@prrective Action (PCA) framework outlined in Mdr 2006’

Another bill is currently being drafted, with themiporary name of ‘Payment and Systems Law’, togiate and
clarify all laws on payment systems. This law Xpected to strengthen BSP authority to adminidiergayment

systent

Oper ational autonomy

The NCBA made the BSP formally independent. Theefthe government does not have the legal atyhtari
override central bank decisions and can only applgrmal pressuré. Board members are appointed by the
president of the Philippines and may be dismissgdhle president if they are guilty of fraudulent itlegal
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behaviour, or become unfit to hold offit. No board dismissals have occurred since the NG&Jk effect.
However, commentators noted that the criteria anocgss for selecting Monetary Board members are not
transparent, thus allowing the President to exengisle latitude in the selection process. In regears, the public
has been concerned about appointments to the Mgn&aard being based more on political factors than
qualifications of the candidatés.

The BSP’s operational autonomy has remained strdfigcal constraints over the past few years hatdad to
government pressure on the central bank’s monetigy settings.

Institutional relationship between monetary and fiscal operations

L ending to gover nment

The BSP does not regularly extend credit to theeguwent, but is permitted to buy and sell goverrtrsenurities in
the secondary market in connection with its opemkataoperations. The purchase and sale of suchséelhirities
may be made outright or using repurchase agreeméifts BSP may also issue, buy, and sell its owr#ées in
cases of extraordinary movements in price le¥els.

The BSP is permitted to make direct provisionalambes (with or without interest) to the nationalgqmment to
finance authorised expenditures in the annual higgevided that such advances are repaid withieethmonths.
Advances are renewable for another three monthsmayt not, in aggregate, exceed 20% of the averagesd
income of the borrower for the last three yearinc&the establishment of the BSP, no such advamees been
made. Commentators noted that when this legal provisi@s passed, the expectation was for the BSP and th
government to adopt a clarifying memorandum of egrent. However, the absence of a clear definibbn
government annual income partly contributed toitiadility of the government to access these adwafice

The monthly analytical accounts of the monetaryhauities -- including BSP net claims on the natiggavernment,
non-financial public corporations, and financialbpa corporations -- are reported in ti8elected Philippine
Economic Indicatorsand the International Financial Statistics (Tab®G). These are available on the BSP’s
website within two months from the end of eachnexfiee montH? The data are presented on a consolidated basis
and contain no information on the interest rateepayment period of BSP loans to the governrient.

Central bank involvement in the rest of economy

BSP involvement in the rest of the economy is tyeproscribed by the NCBA. The central bank canacquire
shares or participate in the ownership or managemany firm, whether directly or indirectly. In addition,
employees are forbidden from concurrent employnreany institution subject to supervision or exaation by the
BSP. Members of the Monetary Board are not peehitb hold any other public office or public empiognt
during their period of tenure. Individuals conmettwith multilateral banking institutions or with stake in
Philippine private banks cannot be appointed toMumetary Board for one year after renouncing theeiternal
interests. Likewise, members of the Board caneatiinployed by private or multilateral banking ingtons for two
years after the termination of their Board membiersh However, commentators noted that these rulesatrelear.
Since the passage of the NBCA, there have beend®ials who, immediately after their retirememoin BSP,
have been hired by non-bank private corporatiorih gignificant shares of stock in banks and norkbfarancial
institutions with quasi-banking functions.

Central bank profit allocation
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The NCBA requires the BSP to calculate its netigsibésses on a monthly basis. In the calculatbnet profits,
the BSP is obliged to make adequate reserves tbabeounts. Within the first sixty days of the ariceach fiscal
year, the BSP is required to transfer 50% of itsprefits to the national treasury and retain temaining 50%,
unless otherwise provided under the transitory igions of the NCBA. Currently, the BSP follows ttiansitory
provisions, under which it is required to place 76%its net profits into a special deposit acco(giihking fund)
until the net liabilities of the central bank arquidated. Any profit or loss arising from revatiom of BSP net
assets or liabilities in gold or foreign currenciegith respect to the Philippine peso, is not ideld in the
computation of BSP annual profits and losses buaaisied in a special frozen account in the BSPeGadrBalance
Sheet under the ‘Revaluation of International Ressraccount?

Agency roles performed by the central bank on behalf of the gover nment

The central bank performs several agency rolesetwalbof the government. It acts as a banker ¢ogthvernment,
represents it in all dealings, negotiations, amasdactions with the IMF and the Bank of Internaaio8ettlement,
acts as a financial adviser to government, andeésdfficial depository of the cash balances ofgalernment
agencies. For this reason, the BSP operates aageash account for the Treasurer, in which theidl funds of the
government are depositéd.

BSP representatives sit on a range of governmeanitiees, including the Investment Coordinating @dttee and
the Committee on Tariffs and Related Matters. B®&P sits as an observer in the Development Budget a

Coordination Committee (DBCC) -- the members of abhare the other managers of the economy, namely th

Department of Finance (DoF), the Department of Btidgnd Management (DBM), and the National Econcanid
Development Agency (NEDA) -- which sets the dedealevel of revenue expenditure and debt for theuah
budget®® In addition, under section 124 of the NCBA, th®MBis an ex-officio member of the NEDA Board.
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2. OPEN PROCESS FOR FORMULATING AND REPORTING MONETARY PoLICY DECISIONS

g Compliance in progress

The framework, instruments, and tar gets of monetary policy

Framework and monetary tar gets

In January 2002, the BSP shifted its policy-makingmework from monetary targeting to explicit irtftan
targeting, based on the consumer price index (@Pheadline inflation (published by the Nationadi&tics Office).
The policy target is expressed in the form of ageafor a given year and is set by the national gowent in
coordination with the central bank. The centrahlbhas adequate mechanisms to inform the publibam the
inflation targeting regime works. The BSP reguylatisseminates quarterly inflation reports, repamssmonthly
inflation, and the minutes of its Monetary Boardetilegs. Commentators noted that actual inflatemes have been
deviating substantially from targeted inflationeast The BSP explains inflation developments andatiens from
its targets in its quarterly inflation reports. dddition, the central bank has been intervenirtfpénforeign exchange
market and building reservés.

M onetary instruments

The BSP uses short-term interest rates, specifidhl overnight RREPO (Reverse Repurchase Rate)tland
overnight REPO (Repurchase Rate), as the key paditgs in the BSP open market system to set theestaf
monetary policy. Other instruments used includedpecial deposit accounts (SDA) facility, reseeguirements,
and rediscounting transactions. Rules and proesdgoverning the central bank’s relations with ficial
institutions for the purpose of monetary policy-nmak are publicly disclosed on the BSP’s website aned
addressed in the NCBZR.

The monetary policy-making body

Monetary board

The Monetary Board is empowered to exercise theepeand functions of the BSP. It consists of semembers --
the governor of the BSP, a member of the cabimet fiwe individuals from the private sector -- eamte appointed
by the president. Information on the compositisinycture and functions of this policy-making badypublicly
disclosed on the BSP websfte.

The NCBA stipulates that the Monetary Board shomlglet at least once a week, and that the presentauof
members constitutes a quorum, provided that themaw or a duly designated alternate is amongdhe fin case
of emergencies where there is insufficient timedtl a board meeting, the governor may, with theccorence of
two other members, take decisidns.

The NCBA establishes a clear framework of accolilitialior BSP officials. Monetary Board membersdaother
officials are liable for losses that the BSP orenthanking institutions incur as a result of aboseesponsibilities,
negligence or imprudence.
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Advance meeting schedule

The BSP publishes the schedule of Monetary Boardtings and advisory committee meetings, as wellhas
release dates of highlights from the Monetary Baaegtings, two years in advance. They are puldisimethe BSP
website and also in the BSP quarterly inflationonef®

Public statements on monetary policy

The BSP publishes ‘highlights’ that incorporate thain considerations underlying the BSP Monetanars
policy decisions and a summary of the discussididanetary Board meetings. Also included in thghtights are
the board’s assessment of the inflation outlookgnm@conomic conditions, the exchange rate, thedvecbnomic
outlook and production and consumption indicatoree BSP reports the voting of the Monetary Board,not the
individual voting record of members. The BSP msoalequired by the NCBA to report any new rulesegulations
to the president and Congress. Moreover, the Mopddoard must publish comprehensive quarterly amaual
reports, including an analysis of economic andrfaia developments (in the quarterly reports), anéview of the
policies adopted and the reasons that promptedichdil policies (in the annual reportg).In addition, a statement
on the Monetary Board’s decisions on monetary poigreleased to the press and posted on the B3Ritwe
immediately after Monetary Board meetings on thenetary policy stance. In mid-2006, the BSP comradnc
publishing highlights of minutes of Monetary Boargtetings with a lag of four weeks, as opposed ¢optievious
lag of six weekg®

Periodic publications

In addition to summary statements on Monetary Baltisions, the BSP publishes a variety of docusyeaports,
and press statements on a range of macroeconowhitireamcial issues. These include monthly issueSeadected
Philippine Economic Indicatorghe quarterly and annuBeport on Economic and Financial Developmeattwvice-
yearly Status Report on the Philippine Financial Systepmarterly balance of payments (BOP) reports, tqusgr
inflation reports (with an accompanying briefingact sheets on the exchange rate and the inflagiayeting
framework and @usiness Expectations Survayd Consumer Expectations Survéyoth published quarterly and
posted on the BSP website). Press statementsudindgorts on the BOP and inflation developments] selected
speeches by the governor, are also available oB$ifRés websité?

The BSP publishes a detailed quarterly advanceselealendar of key statistics, reports and pedsages on its
website. The calendar contains information ondata provider, periodicity, availability, periodvayage, and the
contact details of institutions where further inf@tion can be obtainéd.

Public hearings

There is no legal requirement for public hearingspooposed changes to the monetary policy framewmuk the
BSP is committed to public consultation -- as et by the extensive consultations on the dedigimeainflation-
targeting regime in 2001 -- including meetings wittpresentatives from industry and labour orgaioisat In
addition, the central bank has been conductingriassef public information campaigns as part of shehorities’
effort to bring greater transparency to the makofgmonetary policy. A schedule of public briefingsd
information campaigns is available on the BSP websi
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Regulations on data reporting by financial institutionsto the central bank

The BSP has tightened banking supervision in regeats, requiring more extensive reporting, in ipakar on
banks’ non-performing loans and transactions witkators, officers, stockholders and related irgeye External
auditors of commercial banks must report to the BSRdverse developments, and banks are requinedst their
accounting practices to international standards.

While the BSP is mandated to examine every bankdbrance every twelve months, it is unable to fuHis
requirement owing to its limited resources andldrge number of branches across the archipelagaal Ranks,
which pose the greatest regulatory difficulty, ongpresent about 2% of the banking system in tesfrassets.
Nevertheless, problems in these areas suggesB®Rtsupervision of the local banking sector reguitather
strengthening. Some measures, including incree@agbuterisation and consolidation, are being imgletad

Progress is underway to compile monetary datavatlg the guidelines of the new IMF Monetary anddficial
Statistics Manual (MFSM), aimed at improving thev@@ge, sectorisation and classification/valuatibfinancial
instruments.In response to recommendations from the IMF, edpdrninstitutional coverage and uniform conversion
of foreign currency accounts began in March 200th whe publication of the Depository Corporationsn@y
(DCS) covering all deposit-taking institutions. itiml periods covered were December 2001, Decenai€?2,
December 2003, and January to July 2804 he most recently published DCS series is Septer2806°> DCS
data is released with a time lag of one month.

Another recommendation from the IMF was to esthblisutine updating of classification of bank assatsl

liabilities at different levels of governmefit. Classification or sectorisation requirements expected to be
addressed by the implementation of the FinancigloReng Package (FRP) that should replace the Ciolased

Statement of Condition (CSOC) reports of banksdnuary 2007

An ad hoc inter-agency group consisting of repregares from the BSP, the National Statistical Cation
Board (NSCB), the DOF and the Commission of Au@ivA) was organised to update classification of Gorent-
Owned and/or Controlled Corporations (GOCCs). Agrent on the proposed classification or sectodasatias not
achieved. The activity was then subsumed by tterdf\gency Task Force on Public Finance Statistidsch was
created in April 2005 by a joint DoF/DBM memoranduircular to facilitate the migration to the GFSMI® ** In

early 2006, an IMF mission provided technical aasise on compiling and disseminating governmerdrimal

statistics in line with the GFSM 2001. The IMF g developed revised conceptual and operatiomdetines
and therefore a revised sectorisation of GOCCse miission recommended that the Inter-Agency Taskd-on
Public Finance Statistics review and agree onehised sectorisation in order to prepare for ifglementatior’

The Financial Action Task Force (FATF) announced 1&h March 2003 that it would not apply any counter-
measures to the Philippines (as had previously seggested on 14 February 2003), due to the enatinfiehe
Republic Act No. 9194, which amended the Anti-Moheyindering Act of 2001. According to the FATFe thew
legislation had addressed the main legal deficeendn the Philippine anti-money-laundering regim@n 11
February 2005, the FATF removed the Philippinesifits list of non-cooperative countries and teriégs (NCCT)
after an FATF inspection confirmed that the Philigs was effectively implementing anti-money-launiaig
measures. In April 2005, the Financial Crimes Ecgment Network (FInCEN) of the US Department oéasury
withdrew its earlier requirement for enhanced sogubf financial transactions with the Philippinasd confirmed
that the Philippines had enacted significant rekorim June 2005, the Philippine Anti-Money-LaurdgrCouncil
was admitted to the Egmont Group, a group of Fiisnntelligence Units, after complying fully witthe Egmont
Group’s membership criteria and requireménts.
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The BSP has tightened anti-money-laundering reiguisitby adding moneychangers, pawnshops, and estogt
agents to the institutions to be monitored. The B&® required banks to implement a system of eeictimoney -
laundering transaction monitoring by October 2607.

Starting in December 2005, the financial statemehtsanks were required to comply with internatio@acounting
standards (IFRS), which imply more rigorous valatiequirements than in the past. In addition,eB#swill be
introduced in two stages. On 1 July 2007, bankkbei required to implement a standardised apprdacieredit
risk and operational risks. In the second staffective in 2010, banks will be allowed to movette advanced
internal ratings based approach. Higher risk-wiinigjs on non-performing loans have been introdusd first step
towards Basel If?
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3. PUBLIC AVAILABILITY OF INFORMATION ON MONETARY PoLIcy

g Compliance in progress

Release of central bank data

As a subscriber to the IMF Special Data Dissemimatstandard (SDDS), the Philippines provides a eaofy
macroeconomic, financial and monetary statistia¥ithin this framework, the BSP is responsible feteasing
financial data, such as the analytical accountthefbanking sector, the analytical accounts ofddéetral bank,
interest rates, the balance of payments, intematioeserves and foreign currency liquidity, théerinational
investment position, external debt and exchangesrathe stock market share price index, the R8Eased by the
Philippine Stock Exchange is re-disseminated byB&e on its SDDS webpad?.

Data meet the requirements of the SDDS for coveltiigeliness and periodicity. The BSP makes ushefoption
to publish the Philippines’ international investrhgyosition with a time lag of nine months, whilebfighing

external debt data on a quarterly basis. The #oalyaccounts of the banking sector cover datammmetary
aggregates, net domestic credit to the public andie sectors, and net foreign assets. The acalydccounts of
the central bank cover data on reserve money, araesdtic claims on the public and private sectand, reet foreign
assets. Both accounts are published on a moné#sii bwith a time lag of four weeks for the forraad two weeks
for the latter. Data on interest rates cover dBBP policy rates, weekly Treasury bill and bon@gsaand monthly
BSP rediscount rates.

Balance of payments statistics cover all accouatsistent with the IMF balance of payments mantialeglition
(BPM5). These statistics are produced monthly, thet report on the BOP figures is made and released
quarterly basié' The government has made considerable progressrimating the weaknesses previously found by
the IMF in the statistical reporting system. Techhnotes on the conceptual revisions to BOP @atd 999-2005
are available on the central bank’s web#$ite.

Data on international reserves and liquidity arélighed on a monthly basis within a month from émal of the
reference month. Exchange rate data are publidhég and detail the spot exchange rate of theifiiie peso
against the US dollar and other currencies. Tlecmmposite stock market index, the PSEi, is phklison a daily
basis.

On the first business day of the month, an advaatEase calendar, giving one-quarter notice of ipeerelease
dates, is posted on the websites of the BSP antlalienal Statistical Coordination Boaltl.Commentators have
said they are satisfied with the quality, timelimesd coverage of BSP data, as well as BSP ganéahation and

communicatiorf®*

The central bank balance sheet

In addition to its monthly SDDS releases, the BSBlighes summary analytical accounts on a weekéjsfa A
more detailed balance sheet is produced quarterlihe Report on Economic and Financial Developmeiatsd
annually, in theAnnual Reporf® An unaudited balance sheet is made availablé®BSP’s Financial Accounting
Department five weeks after the reference montlilewwhe audited version is published at a lategestalnformation
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on BSP monetary operations is disclosed in the hipmeport onSelected Philippine Economic Indicatprghich
includes a table on Reserve Money Moveméhts.

Lender of last resort

The NCBA authorises the BSP to extend emergencysida banking institutions experiencing seriousiitidity
problems arising from causes not attributable tdyeyond the control of, bank management. An eprargloan is
intended only as a temporary remedial measurelmasolvent bank overcome serious liquidity profide Section
84 of the NCBA establishes that emergency loansiredhe support of five members of the Monetaryailoand
should not exceed 50% of the total deposits andglepubstitutes of the banking institution. Emexgeloans may
be disbursed in one or more releases. The BSPaafssts the Philippine Deposit Insurance CorpamaiPDIC) in
its function of rehabilitating banks by grantingiw to the PDIC at conventional ratésUnder the PDIC Charter,
the BSP is authorised to lend to PDIC on termseyltween the two, provided that the loan is cbeist with the
BSP’s objective of price stability and is made mirgterest rate, fixed by the BSP’s Monetary Boavhdich does not
exceed the Treasury bill rate.

The BSP recognises concerns relating to stabilityé financial markets and takes a conservataedstith regard
to making public the details of banks receiving egeecy loans. The BSP publishes aggregate figariés Annual
ReportandSelected Philippine Economic Indicatpkait no detailed information is releas@dUnder SEC rules, all
publicly listed corporations must publish statersewtt their financial conditions on a quarterly Isa3i Although
not all banks are publicly listed, the BSP requirasks to publish their statements on a quarteryss’

Public infor mation services

The BSP has established and maintains high qualiblic information services, particularly througk iwebsite.

There are links to a comprehensive database ofaeasnomic and financial statistics, reports, pressases, and
speeches by the governor. New regulations aremissated as appropriate on the BSP website. Tihatdank

has clearly placed special attention on the irdtatirgeting framework and has maintained its puiniformation

campaign and briefings on inflation targetftig.
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4, ACCOUNTABILITY AND ASSURANCESOF INTEGRITY BY THE CENTRAL BANK

g Compliance in progress

Accountability to a designated public authority

The BSP is required to submit its written quarté&bport on Economic and Financial Developmentd itsAnnual
Reportto the president and Congré8sSenior BSP officials brief Congress as necesaadywhen invited, although
there is no explicit legal requirement in the NCEx central bank officials to report before pubdiathorities. The
BSP governor meets the president frequently atdsdbd cabinet meetings.

Financial statement

Audited financial statements

The BSP publishes a monthly financial statementasfsolidated revenues and expenses iSégcted Philippine
Economic Indicatorseries and a review of its financial conditiorthie quarterlyReport on Economic and Financial
Developments The central bank must also attach an auditethéiial statement to itsnnual Report®

A number of initiatives were undertaken during 2@@ A Task Force on Banking and Systems Risk seasip to
review the practice of providing financial assistarno troubled banks and the PDIC, in order totifiefoopholes in
BSP lending policy. The results of the review weeen into account by the Credit Policy Committebile it was
formulating new guidelines for granting loans tankiag institutions, including the PDIC. In Marct®@, the
Monetary Board of the BSP approved these guidelinesddition, the Department of Loans and CreDiLQ)

improved its bookkeeping, monitoring and managenoétihe PDIC loan accounts through closer coorébnatvith

the PDIC and the computerisation of loan data/imfation®

External and internal audit

The external audit of the BSP is undertaken by wditar appointed by the chairman of the CommissianAudit
(CoA), the supreme audit authority of the Philimsf’ Under the Administrative Code of 1987 (Article-DY, the
CoA has independent powers to audit all governraeobunts. The CoA conducts a monthly audit (nat tiene),
which is published in the press. Where the intecpatrol system of the audited agencies is deemadequate, the
CoA may impose measures -- such as temporary améyalits -- that are deemed necessary to remedy suc
deficiencies’® To date, the CoA has never made an adverse §jratjninst the BSP.

The CoA annual report on the BSP, containing thé'€audit findings, observations and recommendatiaa

submitted to the BSP Monetary Board. The BSP hateAudit Office (IAO) is mandated to monitor theatsis of

actions taken by BSP departments and offices iporese to the CoA audit observations. The IAO stbhmai
quarterly compliance update and status reportddB®BP Governor through the BSP Corporate Audit Cittaey the

IAO also submits the quarterly compliance updatehto CoA. The BSP Corporate Audit Committee, 1AQ a
Financial Accounting Department meet with the CdAnonthly to discuss issues concerning the BSRiarfcial

operationg?
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In addition, the BSP IAO has recently developedualy Management System specifying the conducB&P-
internal IT and business audits. The IAO undedakequarterly follow-up of the status of actions BgP
departments in response to its recommendationtherinternal audit findings. It also submits itsacterly report to
the BSP Governor through the BSP Corporate Audih@itee®*

Data on BSP operations are compiled in accordaritte @A rules contained in the Government Accountamd
Auditing Manual (GAAM, CoA Circular 91-368). Accating procedures are prescribed in the Manual eriNiaw
Government Accounting System (CoA Circular 2002)0@%hich replaced the accounting practices estadtisin
the GAAM Volume Il. Further information on the rhedology and sources used is available upon reduastthe
contact person listed on the National Statistiaabi@ination Board’s SDDS metadata webS&ite.

Conduct of officials

Standards for the conduct of personal financiaieffof BSP officials and staff are set out in @ede of Conduct
and Ethical Standards for Public Officials and Emypes (Republic Act No. 671%). These provisions are
explained further in the Employee Handbook (distiéldl internally). The NCBA also establishes rui@s BSP
employees over potential conflicts of inter&stiowever, in practice such conflicts have arisethe past.

Past events concerning a potential suspension @&i@or Rafael Buenaventura and four other top eéttank
officials, with regard to the closure of Urban Barlighlighted the fact that BSP officials may belnarable
throughout the political cycle. However, the adistimtive cases brought against Governor RafaehBuentura
and against the four other top BSP officials haserbdismissed with finality by the Supreme Céurt.

Article 2, Section 15, Subsection (e) of the Newnital Bank Act (R.A. 7653) mandates that the MoneBoard
shall “indemnify its members and other officials the Bangko Sentral, including personnel of thead&pents
performing supervision and examination functiongaiast all costs and expenses reasonably incuryedubh
persons in connection with any civil or criminatian, suit or proceedings to which he may be, pmade a party
by reason of the performance of his functions dredu unless he is finally adjudged in such actioproceeding to
be liable for negligence or misconduct.” One of groposed amendments to the NCBA adds formallywibuel
“administrative” to the kind of actions, suits apdoceedings BSP personnel can be indemnified fitmpagh
commentators stated that current proceedings iecindemnification in administrative actions as wadl civil and
criminal actions. Proposed amendments to the N@BA expand the coverage of the indemnificatiolegél costs
and expenses to all personnel of the BSP and lingt exclusion for indemnification only to cases gybss
negligence and miscondwét. The BSP maintained that it was not able to ininedthese amendments to the Senate
yet.

Another of the proposed amendments intended tagttien legal protection seeks to modify the degfediligence
required from BSP personnel under Section 16. arhendment seeks to impose on BSP personnel thedsgree
of diligence required from other government functices in the exercise or discharge of their dudies to remove
the previous requirement for the exercise of eatdinary diligence’

In addition to the legal initiatives taken to sigéren legal protection, the BSP has recently estadd insurance to
protect its officer§® The BSP arranged liability insurance from the &oment Service Insurance System (GSIS)
to cover members of the Monetary Board and dirsadddepartments and other officers judged to benbst likely
subjects of suits. The liability insurance of S@&dlion pesos (10 million US dollars), approved thye Monetary
Board, would cover the legal costs and damagem@rfsom suits, whether civil, administrative oriromal. The
BSP has also established a self-funded insurarmeuat of one billion pesos (200 million US dollats) provide
additional protection for directors and officersvered by the GSIS policy and to protect other effi; including

Oxford AnalyticaLtd. 5Alfred Street, Oxford, OX1 4EH, UK 298
Tel: +44 (0) 1865 261600 Fax: +44 (0) 1865 242018 Email: oa@oxford-analytica.comWeb: www.oxan.com




Monetary Transparency November 2006

Philippines

chief bank examiners and deputy direcf8r<Only two kinds of claims are excluded from theurance coverage:
claims arising from fraud or dishonesty.

Oxford AnalyticaLtd. 5Alfred Street, Oxford, OX1 4EH, UK 299
Tel: +44 (0) 1865 261600 Fax: +44 (0) 1865 242018 Email: oa@oxford-analytica.comWeb: www.oxan.com




Monetary Transparency November 2006
Philippines

INTERVIEWS

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

Bangko Sentral ng Pilipinas

22 November 2006

Diwa C. Guinigundo Deputy Governor Monetary $igbSector

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

Department of Finance (DoF)

22 November 2006

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

ADDITIONAL INTERVIEWS

21 November 2006

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

23 November 2006

Guillermo M. Luz Executive Director Makati Busiss Club

27 November 2006

Joseph Yap President Philippine Institute for
Development Studies
Rosario F. Manasan Research Fellow Philippisgtute for

Development Studies
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NOTES

! New Central Bank Act, Republic Act 7653 (1993) ater |, Article | (objectives and responsibilifie€hapter 1V,
Article 11, Sec. 74 (exchange ratejsww.bsp.gov.ph/about_bsp/ncba/ncha_index.htm

2 Reuters Business BriefinBamos signs law for new Philippine central bab#/06/93www.reuters.com

¥ New Central Bank Act, Chapter I, Article I.

* Interviews in the Philippines, 21-27 November 2006

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

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

" Mid-2006 Post-Program Monitoring DiscussignsIF Country Report No. 06/355, October 2006, and
www.bsp.gov.ph/downloads/Regulations/attachmen@820irc523. pdf

® Interviews in the Philippines, 3-11 November 2@@% 21-27 November 2006.

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

1% New Central Bank Act, Chapter |, Article Il, Sexti10.

¥ Interviews in the Philippines, 21-27 November 2006

12 New Central Bank Act, Chapter IV, Article V, Sexts 91, 92.

13 |Interviews in the Philippines, 21-27 November 20@mmentators noted that the definition of ani@bdme of
the government is not clear. For instance, doefét to total government revenues excluding tibernal revenue
allotment to local governments, the latter beixgdi by the Local Government Code? It is also tedrowhether
such income would include revenues of governmemeuland controlled corporations.

* For example: ‘Table 17a: Monetary Authorities Siyr¢Sources of Reserve Money Movements)Sétected
Philippine Economic IndicatorsSeptember 2006, p. 47, also at alsaatv.bsp.gov.ph/Statistics/stats SPEI.htm
and ‘Table 10G: Central Banks and/or Monetary Atitgddhccounts’ athttp://www.bsp.gov.ph/statistics/ifs/IFS-
10G.htm In the Philippines, ‘monetary authorities’ reféo the BSP and the Bureau of the Treasury.

15 www.bsp.gov.ph/Statistics/ifs/IFS-10G.htithe New Central Bank Act (1993), Chapter |, Agi¥, Section 39.
'8 New Central Bank Act, Chapter VI, Article Il, Skot 128.

" New Central Bank Act, Chapter I, Article Il, Sexti9; Article IV, Section 27.

18 Interviews in the Philippines, 21-27 November 2006

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

2 New Central Bank Act, Chapter V, Articles | ant 1I

2L Administrative Code (1987), Book VI, Chapter 3¢fen 13
www.chanrobles.com/administrativecodeofthephiliggsi®.htm

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

23 New Central Bank Act, Chapter IV.

24 www.bsp.gov.ph/about_bsp/about_monet.htm

> New Central Bank Act, Article Il and IlI, Sectidr®.

% Interviews in the Philippines, 11-15 October 2004e quarterly inflation reports can be accessed a
www.bsp.gov.ph/publications/reqular_inflation.asp

2" New Central Bank Act, Chapter I, Article Il, Sexti15; Article V (publications). For the Annual fRets, see
www.bsp.gov.ph/publications/reqular_annual,asm for Quarterly Reports on Economic and Firenci
Developments se@ww.bsp.gov.ph/publications/regular_quarterly.asp

%8 Interviews in the Philippines, 21-27 November 20@®e Highlights of Monetary Board meetings on Mty
Policy can be accessed aivw.bsp.gov.ph/monetary/highlights.asp

29 www.bsp.gov.ph/resources/resources;himww.bsp.gov.ph/Statistics/stats_SEFI.htm

%0 www.bsp.gov.ph/resources/calendar/release_calétar.

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

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

33 IMF, Philippines: Report on the Observance of 8tads and Codes - Data Module, Response by theoAtigis,
and Detailed Assessments Using Data Quality AsseissRramework, August 25, 2004.

3 Interviews in the Philippines, 21-27 November 20@&e also
www.bsp.gov.ph/regulations/requlations.asp?typed+&B39

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

% Interviews in the Philippines, 21-27 November 2006

3" Interviews in the Philippines, 21-27 November 2006

% Interviews in the Philippines, 21-27 November 2006
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39 Mid-2006 Post-Program Monitoring DiscussionsIF Country Report No. 06/355, October 2006, and
www.bsp.gov.ph/publications/media.asp?id=999

“*The BSP has had a long practice of re-dissemigditia stock exchange index. The PSEi replaced irreadex
in April 2006; it focuses on stocks with a freedldhe earlier index focused on market capitalisati

“! Interviews in the Philippines, 11-12 December 2003

“2 \www.bsp.gov.ph/Statistics/stats_conceptsbop.htm

“3 www.bsp.gov.ph/resources/calendar/release _caldriommwww.nsch.gov.ph/sdds/calendar.htm

“* Interviews in the Philippines, 11-15 October 20@derviews in the Philippines, 21-27 November 2006

“5 www.bsp.gov.ph/Statistics/sdds/SDDS. htaww.bsp.gov.ph/Statistics/sefilwmoney.htm

“8 www.bsp.gov.ph/Resources/special_publications/defém

4" See, for example, ‘Table 17a: Monetary Authoriesvey (Sources of Reserve Money Movements3eiected
Philippine Economic IndicatorsSeptember 2006, p. 47, alsonatw.bsp.gov.ph/Statistics/stats SPEI.htm

“8 |nterviews in the Philippines, 3-11 November 2005

9 Interviews in the Philippines, 21-27 November 200®ie PDIC Charter is Republic Act 3591 - see iSact8 of
the PDIC Charter for the relevant authorisation.

¥ Table 17aSelected Philippine Economic Indicatp&eptember 2006, p. 47.

*! Interviews in the Philippines, 14-16 October 2@02l 11-12 December 2003.

*2 Interviews in the Philippines, 3-11 November 2005

%3 See, for instance]rflation Targeting: The BSP’s Approach to Monet®ulicy’, Bangko Sentral ng Pilipinas, at:
www.bsp.gov.ph/monetary/targeting.asp

** New Central Bank Act, Chapter I, Article V.

%5 New Central Bank Act, Chapter I, Article V, Seciso40 and 41. The Audited Financial Statemen2@®5 can
be accessed atww.bsp.gov.ph/about/financials.asp

%% Interviews in the Philippines, 21-27 November 200®e guidelines for granting loans to bankinditnons and
the PDIC were approved by the Monetary Board it@ar No. 517 of 6 March 2006.

" New Central Bank Act, Chapter I, Article VII.

%8 Administrative Code, Book V, Subtitle B, ChaptetSéction 11.

% Interviews in the Philippines, 11-12 December 200815 October 2004, and 21-27 November 2006.

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

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

62 \www.nscb.gov.ph/sdds/meta_fin_cenbank.asp

%3 Code of Conduct and Ethical Standards for Pubfficials and Employees, Republic Act No. 6713 (198%nti-
Graft and Corrupt Practices Act, Republic Act N818 (1960)http://philippineonation?2.tripod.com

% New Central Bank Act, Chapter I, Article Il, Sexti9, 14; Article IV, Section 27.

% For the dismissal of the case against Governon8uentura, see Supreme Court resolution GR No.@%587 1
October 2004; for the dismissal of the case agaitr top BSP officers, see Supreme Court ressifER No.
161276 of 31 January 2005.

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

®7 Interviews in the Philippines, 11-15 October 2004.

%8 E_standards forum Weekly Repdvol. VII, No.5, Oct. 9-13, 2006

% Interviews in the Philippines, 21-27 November 2006
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