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The corporate crisis in the United States, precipitated by the collapse of Enron Corporation, has evoked questions on the state of financial disclosures in the Philippines, both prior to and since Enron.  On the basis of such questions, we have taken a look at a spectrum of 14 companies listed in the Philippine Stock Exchange as an initial indication of the impacts of the Enron scandal on financial disclosures practices in the Philippines. 

BACKGROUND

The Asian financial crisis of 1998 has put into question the foundations of the East Asian economic miracle. Before the crisis, East Asia posted impressive and unprecedented economic growth, but when the crisis hit the region hard, doubts about the Asian “models” of growth arose. Leading the pack of institutions eager to identify the causes of the Asian financial crisis were multilateral organizations such as the International Monetary Fund. 

The IMF was in a particularly uncomfortable position, and because it did not predict the crisis, found itself under pressure. It found no readily available prescription to peddle as a cure, and, in the case of Indonesia, arguably made the situation worse. As one Thai economist bewailed: “How could Thailand be the model of sound economic management as per IMF pronouncements and then after a few months of the crisis be declared a hotbed of crony capitalism and government corruption by these same institutions?”

In response, the IMF and other multilaterals ascribed the Asian crisis to poor governance. This resulted in increased interest in good governance, which was later transformed into the latest business fad. But companies and economies alike faced two glaring contradictions – if Asian companies and governments had been practicing poor governance, why were they successful for about 30 years prior to the Asian crisis? If good governance is directly related to economic performance, why is China performing much better than Singapore, Hong Kong, or Taiwan? 

Then came the Enron scandal – a reprieve for many Asians who wearily had to undergo pontifications from IMF missions when these came to town. Moreover, instead of being an isolated case, Enron was discovered to be merely the tip of the iceberg of poor governance; other American companies quickly followed suit. In the private sector, poor governance extended to auditing firms like Arthur Andersen and investment bankers like Merrill Lynch. The scandal also permeated the public sector when Harvey Pitt, the then head of the Securities and Exchange Commission, was accused of being a “crony lobbyist.”

With the loss of the moral ascendancy of the Western “high priest”, comes our temerity in seeking to review the American Good Governance Model. We can now consider with dispassion the theoretical framework, test its applicability to Asian conditions, and propose an alternative Asian Good Governance Model. 

THE ISSUES OF CORPORATE GOVERNANCE

The American Good Governance Model is grounded on four conceptual issues, which, economists argue, must be addressed under the American economic system. These issues are identified as: the agency problem, the asymmetry of information, high transaction costs, and the free rider problem. 

The agency problem occurs when the principal and agent are not the same person or entity. In the American economic system, especially among listed companies, the principals (shareholders) are different from the agents (management). Under this situation, the agency problem is confronted when the principal has to ensure that the agent acts in the principal’s interest and not his own. 

To complicate matters, the agent usually has greater access to information and so places the principal at a disadvantage. The shareholder or principal could, of course, seek to obtain more information to overcome the asymmetry of information – the bias towards management in terms of knowing what is going on in the firm - and after analyzing it, act on its basis. But doing this would incur high transaction costs on the part of the principal. On the other hand, transaction costs for the agent are shouldered by the agent’s employer, thus adding insult to injury. rather than directly. 

To complicate matters further, the principal is sometimes not a single entity but often a large number of shareholders. If some of these shareholders start demanding that management be held accountable and act on the interest of the shareholders, these few shareholders will have to run the risk of bearing the full costs of their move, should it fail. On the other hand, should their advocated strategy succeed, the benefits have to be shared among all shareholders, even those who did not exert effort or expend resources in support of the move – in other words, free riders. 

In response to the problem, which hampered investment and hence the growth of the capital markets, the United States government, together with the private sector, developed specific mechanisms over time. 

THE AMERICAN MODEL

Like their political system, which is equipped with checks and balances to restrain human ambition, the American economic system is equipped with a similar system to restrain human greed. The American Good Governance Model consists of the following major components:

· Oversight Bodies

· Financial Disclosures

· Regulatory Bodies

· Stock Options

· Market Discipline

· Legal Action

The oversight bodies are composed of independent directors, independent auditors, independent rating agencies, and the independent security analysts. Guided by the adversarial system underpinning Western culture, oversight bodies were instituted to assure the faithful performance of agents. Government facilitated the environment which allowed these contending parties to check on management by mandating reports and financial disclosures on the results of operations, the company’s prospects (through pro forma projections), the compensation of top management, the company’s dealings with related parties, and on any significant corporate developments.

Ultimately not content with the independent bodies, the federal government after the 1929 market crash established the main regulatory and supervisory body, the Securities and Exchange Commission. In addition, state attorneys-general, stock exchanges, and industry associations were given various regulatory functions. 

In the words of the Senate Committee on Government Affairs, which conducted hearings on Enron, “the public relies on a partnership of both the SEC and the private gatekeepers to keep tabs on the enormous capital market. Under the partnership, the SEC, with its small staff, relies mainly on private gatekeepers as the primary and first restraint on corporate wrongdoing while concentrating its efforts on those who have managed to slip through the private gatekeepers.” 

However, all these elaborate procedures failed in the Enron case. Given the many other cases since, this has led to the conclusion that Enron was not an isolated case as claimed by the defenders of American Good Governance Model but – claim the most severe critics – a systemic failure. 

GOOD GOVERNANCE IN THE PHILIPPINES
While the American Good Governance Model is under critical review in the United States, the Philippine Securities and Exchange Commission, under the spell of the multilateral agencies, has been busy adopting all its features without any apparent regard for its applicability in the Philippines.

In the area of financial disclosures, for example, the Philippine SEC does not distinguish between listed and unlisted companies. When Enron hid its enormous losses and declared handsome profits, it had to pay income taxes on those fictitious profits. But it did so to maintain the inflated price of the company’s shares, the benefit from an inflated share price in their case far outweighing the income taxes paid.  In the Philippines, unlisted companies have no incentive to inflate their earnings. Rather, they are guided by the objective of beautifying their balance sheets to calm the nerves of creditor banks. For this reason, financial disclosure issues for the Philippines are entirely different from financial disclosure issues for the United States. Table 1 below shows the contrast between financial disclosure issues in the Philippines and the United States.

TABLE 1

	AMERICAN CONCERNS
	PHILIPPINE CONCERNS

	Stock Swap
	Debt Leverage

	Quarterly Income
	Interest Expense Coverage

	Off-Balance Items
	Appraisal Items

	Special Purpose Enterprises
	Related Party Transactions

	Stock Options
	Foreign Exchange Losses


In contrast to the local Securities and Exchange Commission, the Philippine Institute of Certified Public Accountants (PICPA) has shown a keener appreciation of the financial disclosure issues in the Philippines. More than that, PICPA has shown an intimate grasp of public policy dynamics and a deft hand at public policy advocacy.

THE PIVOTAL ROLE OF PICPA

As in the United States, the external auditor of a company is responsible for expressing an independent opinion on the reliability of a company’s financial condition. As professionals, external auditors are expected to express their opinion no matter how distasteful or destructive that opinion would be to their corporate client. That is the ideal. In reality, as corporate clients pay the professional fees of external auditors, subtle – or even direct pressure - is applied when such an adverse opinion could lead to the client engaging instead the services of a competing auditing firm. 

This “destructive competition” dilemma becomes even more challenging if the external auditor is concurrently the corporate client’s financial consultant. This is because while auditing work is cost-based, consulting work is benefits-based and is therefore more lucrative. Thus, in the case of Arthur Andersen, the prospective loss of consulting income rendered them more malleable in issuing their auditing opinion on Enron.

PICPA solved this “destructive competition” dilemma by engaging in “constructive cartelization”. Through their initiative, an Accounting Standards Council composed of representatives from the private and public sectors was organized. The Accounting Standards Council defined its objective as: raising accounting standards in the Philippines to world-class levels by conforming to International Accounting Standards (IAS). 

In September 2001, the local SEC formally adopted the recommendations of the Council by mandating the adoption of the IAS on a programmed basis. Through this move, companies in the Philippines can no longer expect lenient treatment of their financial transactions by changing or threatening to change their auditors. 
THE PHILIPPINE LISTED COMPANIES

Philippine listed companies were chosen for analysis in this study because they, rather than unlisted firms, face the same pressure to inflate their incomes as their American counterparts. Moreover, being public, they are required by the SEC to submit more detailed information on their financial condition.

The 14 Philippine listed companies chosen for this study are enumerated in Table 2. Admittedly, such a small sample size is of limited statistical validity; however, the objective of this study is not to reach definitive conclusions, but rather to gain some initial insights needed to frame the issues as broadly and strategically as possible. The extent of financial disclosure is defined with respect to four sources of information:

1. The opinions expressed by external auditors;

2. The footnotes that were given to assist in a greater appreciation of the financial condition of the company;

3. The financial reports that the companies are required to file with the Securities and Exchange Commission; and

4. Management discussion and analysis as gleaned from corporate reports.

TABLE 2

	BANKING

1. Equitable PCI Bank Corporation

2. Union Bank of the Philippines

TRANSPORTATION

3. William Gothong and Aboitiz

4. International Container Terminal Services, Inc. 

COMMUNICATIONS

5. ABS-CBN Broadcasting Corporation

6. Philippine Long Distance Telephone Company

POWER

7. Petron Corporation

8. Manila Electric Company 
	FOOD

9. RFM Corporation

10. Jollibee Food Corporation

REAL ESTATE

11. C & P Homes Inc.

12. Megaworld Corporation

13. Philippine Realty Corporation

HOLDING COMPANY

14. House of Investments, Inc. 


FINDINGS

Surprisingly, there was no significant change in the number of qualified opinions of auditors from 2000 to 2001, as shown in Table 3. Unqualified opinions, however, increased from 7 in 2000 to 8 in 2001. Of the remaining 6 with qualifications, 2 were minor. ICTS and Jollibee were qualified, as the principal auditors did not audit their foreign subsidiaries. Two companies – PLDT (more accurately its subsidiary Piltel) and C&P – were qualified because they are technically in default of their loan obligations, leaving the auditor unable to assume that these will remain as going concerns since creditors could seek their dissolution at any time. 
TABLE 3

	COMPANY


	AUDITOR
	2000
	2001
	CHANGE

	Equitable PCI
	SGV
	TQ
	SQ
	Negative

	UBP
	SGV
	UQ
	UQ
	None

	WGA
	SGV
	UQ
	UQ
	None

	ICTS
	SGV
	TQ
	TQ
	None

	ABS-CBN
	SGV
	UQ
	UQ
	None

	PLDT
	PWC/JC
	TQ
	TQ
	None

	Petron
	SGV
	SQ
	SQ
	None

	Meralco
	SGV
	UQ
	UQ
	None

	RFM
	SGV
	TQ
	UQ
	Positive

	Jollibee
	SGV
	TQ
	TQ
	None

	C&P
	SGV
	TQ
	TQ
	None

	Megaworld
	EY/PA
	UQ
	UQ
	None

	Philrealty
	KPMG/LM
	UQ
	UQ
	None

	HI
	SGV
	UQ
	UQ
	None

	SGV = Sycip Gorres & Velayo

PWC = PricewaterhouseCoopers

JC = Joaquin Cunanan

EY = Ernst & Young

PA = Punongbayan & Araullo

LM = __________________
	SQ = Significantly qualified opinion

TQ = Technically qualified opinion

UQ= Unqualified opinion


The two significant qualifications involved Equitable PCI Bank and Petron. In compliance with the new and stricter rules of the Statement of Financial Standards rules adopted by the Accounting Standards Council and the SEC, Petron had to mark its inventory to market and therefore book a loss of around 2.5 billion pesos. The more serious qualification involved Equitable. In its report, the independent external auditor qualified its opinion by stating that:

“As discussed in Notes 7 and 8 to the consolidated financial statements, in 2001, the Bank set up additional allowance for loan and other losses (including a portion pertaining to the investment and advances to a subsidiary in 2000 amounting to P481 million, net of deferred income tax) totaling P4.7 billion, net of deferred income tax, through a charge against surplus instead of current operations.”

In short, Equitable was claiming that it made a profit of P140 million after tax in 2001, but its auditor believed that the bank instead suffered a loss of P4.6 billion. This significant difference in opinion raises the issue of which of the two claims should prevail. In addition, it is a known fact that Equitable Bank is under not only the SEC’s purview (as a corporation under Philippine law), but also that of the banking regulator, the Bangko Sentral ng Pilipinas (as a licensed bank) and the Philippine Stock Exchange (as a listed company). The deafening silence of these three regulatory bodies has disappointed many.

There was also an increase in the average number of financial footnotes from 18 in 2000 to 23 in 2001. This was coupled with an increase in the number of footnote pages from 18 in 2000 to 21 in 2001. Although these results are indicative of stricter disclosure rules, further data is needed to establish the relationship. What is interesting, however, is the variance in terms of quantity of disclosures ranging from 54 pages for PLDT to 12 pages for Philrealty. 

TABLE 4

	COMPANY
	FOOTNOTES



	
	2001 
	2000 
	CHANGE

	
	NO.
	PP.


	NO.
	PP.
	NO.
	PP.

	Equitable PCI
	20
	24 
	21
	24 
	(1)
	0

	UBP
	20
	19 
	20
	17 
	0
	2

	WGA
	26
	13 
	16
	12 
	10
	1

	ICTS
	22
	17 
	20
	16 
	2
	1

	ABS-CBN
	27
	18 
	17
	12 
	10
	6

	PLDT
	24
	54 
	20
	54 
	4
	0

	Petron
	23
	15 
	18
	13 
	5
	2

	Meralco
	30
	26 
	20
	17 
	10
	9

	RFM
	25
	24 
	22
	21 
	3
	3

	Jollibee
	23
	16 
	14
	9 
	9
	7

	C&P
	22
	16 
	17
	15 
	5
	1

	Megaworld
	17
	19 
	15
	15 
	2
	4

	Philrealty
	17
	12 
	17
	13 
	0
	(1)

	HI


	29
	21 
	21
	16 
	8
	5

	Average
	23 
	21 
	18 
	18 
	5 
	3 


A closer look on the content of the footnotes – whether it indicated developments, which later on became raging public issues - showed that companies divulged these information to some extent. For example, Meralco, a listed company, has been in the news for its controversial purchase of power from a related company as well as for the refund, which the Supreme Court ordered the company to make to its customers. We found that in both cases, Meralco divulged these two material pieces of information (Notes 18 and 26):

Note 18. Related Party Transaction


In the normal course of business, the Parent Company purchased power from an affiliate amounting to PhP14,175,752 and PhP8,745,066 in 2001 and 2000 respectively. The related liabilities outstanding as at the end of 2001 and 2000 amounting to PhP2,932,417 and PhP2,002,521, respectively, are presented as part of “Trade Accounts Payables” account. Other transactions with subsidiaries and affiliates consist of purchases of electrical equipment, contracted services, sharing of facilities and maintenance of power station and project advances. Total transaction with related parties for goods and services provided to the Parent Company amounted to Php459,629 in 2001, Php314,985 in 2000 and Php396,709 in 1999. On a consolidated basis, after eliminating inter-company transactions of subsidiaries, total transactions with affiliates amounted to Php102,091 in 2001, Php50,149 in 2000 and Php 126,137 in 1999.  

Note 26. Contingent Liabilities

a) The Parent Company is contingently liable to refund Php11.3 billion to its customers.


On February 16, 1998, the then ERB, in ERB Case #93-118, rendered a decision ordering the Parent Company to refund to its customers PhP0.167 per kilowatt-hour starting with the Parent Company’s billing cycles beginning February 1994 until its billing cycles beginning February 1998, or correspondingly credit the same, in favor of the customers against their future consumption. The ERB’s decision superseded and modified the provisional relief of Php0.184 per kilowatt-hour that ERB granted to the Parent Company on January 28, 1994.


The ERB claimed that the Parent Company had exceeded the maximum allowable rate of return of 12%. In computing for the Parent company’s rate of return, the ERB disallowed, among others, income tax as a part of the operating expenses and computed for the rate based using a method opposed to the average method being practiced by the Parent Company.


On February 20, 1998, the Parent Company filed with the Court of Appeals (CA) a petition for review, which strongly disputed the ERB decision. In its petition, the Parent Company argued that the ERB disregarded certain basic legal principles in Public Utility Law, particularly in rate-making. The Parent Company has also contested other relatively minor, value-wise, disallowances made by ERB.


On February 26, 1999, the CA rendered a decision setting aside the aforementioned ERB decision, insofar as it directed the Parent Company to reduce its rates and effect a refund to its customers. On March 18, 1999, the ERB filed a motion for reconsideration of the CA decision. On December 23, 1999, the CA denied the motion filed by ERB. On February 21, 2000, the Parent Company received a copy of petition filed with the Supreme Court by the Republic of the Philippines represented by the ERB questioning the aforesaid decision of the CA. A similar petition filed by the Lawyers Against Monopoly and Poverty (LAMP) was received by the Parent Company on March 22, 2000. Comments on the said petition were filed by the Parent Company on May 24, 2000 and October 30, 2000, respectively. 

A slight decrease in the number of pages from 85 pages in 2000 to 82 pages in 2001 in terms of reports (Form 17-A) filed was observed. The decrease could be explained by the special case of Jollibee, which in 2000 filed with the SEC 330 pages of information and then reduced this to 145 pages in 2001. Excluding Jollibee, the number of pages of reports submitted increased from an average of 67 pages in 2000 to 77 pages in 2001, as shown in Table 5.

TABLE 5

	COMPANY
	SEC FORM 17-A FILINGS



	
	2001
	2000
	CHANGE

	
	PP.


	PP.
	PP.

	Equitable PCI
	62 
	64 
	(2)

	UBP
	58 
	55 
	3 

	WGA
	57 
	63 
	(6)

	ICTS
	63 
	53 
	10 

	ABS-CBN
	87 
	54 
	33 

	PLDT
	226 
	171 
	55 

	Petron
	81 
	80 
	1 

	Meralco
	117 
	83 
	34 

	RFM
	61 
	55 
	6 

	Jollibee
	145 
	330 
	(185)

	C&P
	44 
	38 
	6 

	Megaworld
	52 
	49 
	3 

	Philrealty
	48 
	51 
	(3)

	HI


	44 
	38 
	6 

	Average
	82 
	85 
	(3)


A website is often considered the best way of communicating to outsiders, allowing for greater transparency. However, of the 14 companies under study, four did not have a website. Of the ten companies that had a website, four did not post a copy of their annual report.  This could be due to the company’s reluctance to divulge corporate information or to the lack of awareness of the role the Internet in corporate disclosure.

TABLE 6

	COMPANY
	CORPORATE WEBSITE



	
	INVESTOR RELATIONS


	NEWSROOM
	ANNUAL REPORTS
	QUARTERLY REPORTS

	Equitable PCI
	Y
	N
	Y
	N

	UBP
	Y
	Y
	N
	Y

	WGA
	Y
	Y
	Y
	Y

	ICTS
	Y
	Y
	N
	Y

	ABS-CBN
	Y
	Y
	Y
	Y

	PLDT
	Y
	Y
	Y
	Y

	Petron
	Y
	Y
	Y
	Y

	Meralco
	Y
	Y
	Y
	Y

	RFM
	Y
	Y
	N
	Y

	Jollibee
	Y
	Y
	N
	Y

	C&P
	N
	N
	N
	N

	Megaworld
	N
	N
	N
	N

	Philrealty
	N
	N
	N
	N

	HI
	N
	N
	N
	N


To summarize the results, we used a scoring system developed by dividing three major sources – SEC requirements, footnotes, and management discussion and analysis - into 53 components under 11 categories, and rating a company a 1 or 0 in each parameter. The categories were:

1. SEC requirements

· Business and General Information

· Operational and Financial Information

· Control and Compensation Information

· Exhibits

2. Footnotes

· Business/Organization Structure

· Financial Statement Items

· Significant Information

3. Management Discussion and Analysis

· Management Operation

· Management Exceptions

· Expanded Disclosure

· Segmentation / Segment Reporting

· Debt Maturity Profiles / Debt Profiling

The results, given in Table 7, show PLDT as the clear topnotcher among the samples. PLDT’s position can be attributed to the fact that the company is listed on the New York Stock Exchange and is therefore experienced in meeting stringent financial disclosure requirements.

PROSPECTS

The driving force behind fuller financial disclosure has been the Accounting Standards Council. This joint public and private body has set the pace and prospects of future financial disclosures. Their projected implementation of SFAS standards in 2003 and 2004 include the following prospectives:

· Foreign Exchange Exposure in 2003 Reports (SFAS 8)

· Provisions, Contingent Liabilities and Contingent Assets in 2003 Reports (SFAS 37)

· Intangible Assets in 2003 Reports (SFAS 38)

· Leases in 2004 Reports (SFAS 17)

TABLE 7

	COMPANY
	SUMMARY OF RESULTS




	
	TOTAL 

SCORE


	APPLICABLE PARAMETERS 

(OUT OF 53)

	PLDT
	65
	53

	Jollibee
	53
	49

	UBP
	52
	50

	Equitable PCI
	54
	52

	ABS-CBN
	50
	49

	Meralco
	54
	53

	Megaworld
	48
	48

	WGA
	50
	51

	Petron
	50
	51

	HI
	51
	53

	RFM
	50
	53

	Philrealty
	47
	50

	ICTS
	47
	51

	C&P


	45
	52

	Average
	51
	51


Of these, SFAS 8 on Foreign Exchange should have the greatest impact, because it requires companies to recognize their foreign exchange losses instead of simply deferring the recognition of such loss by capitalizing these:

SFAS 8A. Deferred Foreign Exchange Differences

(an amendment of ASC SFAS No. 8, Accounting for

the Effect of Changes in Foreign Exchange Rates)

This standard eliminates the deferral of foreign exchange differences effective for financial statements covering periods beginning on or after January 1, 2003, with earlier application encouraged.  An enterprise should account for the effect of the change on a retroactive basis or, alternatively, it may amortize any remaining deferred foreign exchange differences over a two-year period.  As of December 31, 2004, all deferred foreign exchange differences should have been amortized.

By calculating the percentage of the foreign debt of the listed companies to their total assets, as laid out in Table 8, a more detailed picture of the new standard’s impact emerges.

The results range from a low of zero to a high of 53.42 percent for PLDT. The high level of foreign debt of PLDT could be justified by its substantial dollar earnings. On the other hand C&P, a real estate company will be hard-pressed to service its foreign debt, as it lacks a substantial source of foreign earnings. More worrisome though is the absence of such information on Equitable PCI Bank Corporation and on Union Bank.

TABLE 8

	COMPANY
	DOLLAR DENOMINATED LOANS 

(% OF TOTAL ASSETS)



	
	2001 
	ADJUSTED


	2000 

	Equitable PCI
	
	
	

	UBP
	
	
	

	WGA
	1.65
	
	2.15

	ICTS
	0.00
	48.09
	47.93

	ABS-CBN
	5.87
	
	7.08

	PLDT
	53.42
	55.33
	54.93

	Petron
	34.23
	40.26
	38.70

	Meralco
	20.70
	
	19.59

	RFM
	
	
	

	Jollibee
	0.00
	0.00
	0.00

	C&P
	31.94
	28.26
	28.06

	Megaworld
	
	
	

	Philrealty
	0.00
	0.00
	0.00

	HI
	0.00
	
	3.78


SFAS 8 also states that companies must revise their treatment of foreign exchange losses from capitalizing them, to immediately recognizing them. Besides exposure to foreign debt, how foreign exchange losses are treated should also be looked into. Table 9 shows which of the companies hedged its foreign exchange exposure and how they treat foreign exchange losses.

Most of the companies capitalized their foreign exchange losses on capital expenditures and half (seven of the 14 companies here) do not hedge their foreign exchange exposure. On the positive side, the two banks, which caused worry due to the absence of data on their foreign exchange exposure, already follow SFAS 8, charging all their foreign exchange losses to operations. Moreover, they also engage in hedging to protect themselves against such losses.
TABLE 9

	COMPANY
	POLICY ON FOREIGN 

EXCHANGE TRANSACTIONS



	
	CAPITAL EXP.
	INVENTORY ON HAND
	NORMAL OPERATIONS


	HEDGING

	Equitable PCI
	Charged to operations
	Yes

	UBP
	Charged to operations
	Yes

	WGA
	Capitalized
	Capitalized
	Operations
	No

	ICTS
	Charged to operations
	No

	ABS-CBN
	Capitalized
	Some

	PLDT
	Capitalized
	Charged to operations
	Natural Hedge

	Petron
	Capitalized
	Charged to operations
	Some

	Meralco
	Capitalized
	Charged to operations
	Yes

	RFM
	Capitalized
	Operations
	No

	Jollibee
	Charged to operations
	No

	C&P
	Charged to operations
	No

	Megaworld
	Charged to operations
	No

	Philrealty
	Equity
	Charged to operations
	No

	HI


	Capitalized
	Charged to operations
	Yes


Finally, summarized in Table 10, of these companies, three have adopted the SFAS 8 rule; three have not adopted but have hedged while one plans to pass on the foreign exchange losses to the customers. Half of the companies who do not follow SFAS 8 at present will implement the rule only in 2005.
TABLE 10

	COMPANY
	POLICY ON ASC SFAS 8



	Equitable PCI
	Hedged

	UBP
	Hedged

	WGA
	Only when effective (2005)

	ICTS
	Adopted

	ABS-CBN
	Only when effective (2005)

	PLDT
	Hedged

	Petron
	Only when effective (2005)

	Meralco
	Charge to customer

	RFM
	Only when effective (2005)

	Jollibee
	Adopted

	C&P
	Adopted

	Megaworld
	Only when effective (2005)

	Philrealty
	Only when effective (2005)

	HI


	Only when effective (2005)


In sum then, we can conclude the following:

1) There were no “Enron” or “Victorias Milling” type of discoveries;

2) There were no transfer of embarrassing financial information to the footnotes;

3) Adjustments mandated in 2001 Financial Reports due to Accounting Reforms initiated by PICPA and adopted by the SEC have been faithfully carried out by the listed companies;

4) Future adjustments in Foreign Exchange Losses will have the greatest impact in terms of the financial conditions of the listed companies.

PUBLIC POLICY IMPLICATIONS

1) The American Good Governance Model, with its focus primarily on capital markets rather than banks, is not wholly applicable to the Philippines;

2) Any proposed Philippine Good Governance Model must deal more with a Japan-like situation centered around creditor-banks; and therefore

3) Financial disclosures and good governance policies must focus on the banking sector.

Several policy-related conclusions can be drawn from these realizations. First, we argue that the American Good Governance Model is not applicable to the Philippines for the following reasons:

1) The independent director policy is – to put it very bluntly – irrelevant, ineffective and immaterial;

2) Advisory rather than oversight (adversarial) bodies are called for in any proposed Philippine Good Governance Model; and

3) Responsibilities of majority shareholders rather than the rights of minority shareholders must be stressed in any proposed Philippine Good Governance Model.

The independent director policy being strongly pursued by the Securities and Exchange Commission is irrelevant as the agency problem is relatively rare in the Philippines. The principal is usually the same as the agent. It is ineffective simply because the independent director can never be the equal of the company owner/director. In the United States, where both independent and company directors are professional managers, equality is possible. Conversely, no independent director can be as concerned as a company owner/director about the welfare of the company.

The independent director policy is immaterial in the Philippines because independent directors are needed when a company has trouble with its shareholders. Unlike their American counterparts, Filipino companies are in trouble with their creditors and not with their shareholders. In the Enron case, no American commercial bank ran into problems.  Meanwhile, Philippine commercial banks were the most adversely affected in the Victorias case.

Rather than the corporate structure of the United States, our “family group” structure resembles more the keiretsu of Japan. Under this, the directors of the Japanese company are usually also the management of other companies belonging to the same keiretsu. Thus, in that country, the concept of an independent director does not exist. Under our family group structure, the concept of an independent director outside of management or of the family group of companies is an alien concept.

Instead of pursuing the adoption of the independent director policy, Philippine public policy makers should give more focus to reforming the banking sector. The listed companies with qualifying audit opinions are either companies in trouble with their creditor banks or banks which are having trouble with their borrowers. Instead of tightening rules on financial disclosures for banks, the Bangko Sentral ng Pilipinas is loosening them. Special purpose entities are no substitute for reforming the banking system. After all, they were the major mechanisms by which Enron sought to hide its horrendous losses.

Lastly, our public policy makers must take the stance of not accepting financial statements that are qualified by external auditors as complying with financial disclosure requirements. Only through this can the independence of external auditors be strengthened and corporate management kept honest
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� In April 1997, Victorias Milling, a sugar refiner, collapsed under $220 million of debt that was lent against assets worth approximately $100 million. Victorias, a venerable company which was considered a blue-chip client, had ventured into property development when profits from sugar dipped, due to deregulation. Complacent with its old customer and busy dealing with new business, a large number of local banks were also continually assured by audit opinions that cleared Victorias’s financial statements – which later turned out to contain assets which did not exist.





