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PhilRatings
PHILIPPINE RATING SERVICES CORPORATION

121 Valero St., Salcedo Village, Makati City 1227

Dear Ms. Orial:

We are pleased to inform you that PhilRatings has assigned an issuer credit rating of PRS Aa
plus (corp.) for LGU Guarantee Corporation’s (LGUGC) overall credit worthiness. A company
rated PRS Aa (corp.) differs from the highest rated corporations only to a small degree, and has a
strong capacity to meet its financial commitments relative to that of other Philippine corporations.
A plus or a minus sign is added to further qualify the ratings.

The rating reflects the following key considerations:

I.  Ample reserves to cover probable losses in relation to outstanding guarantees

2. Strong capital cushion which enables LGUGC to accommodate a higher level of
guarantees

3. Increasing profitability, with guarantee fees and program management fees being able 1o
cover all operating expenses making the business more financially stable

4. Maintenance of good asset quality and sound guarantee portfolio, with no record of
default since it started operations in May 1999

5. Multiple layers of financial flexibility which can be tapped to enhance liquidity and

guarantee claims payment capability

Strong institutional linkages

Experience and track record of key members of the Board and of management,

particularly in terms of banking and guarantee operations

N

Other rating considerations are as follows:

1. Significant competitive challenges in terms of LGUGC expanding and developing new
markets on a sustained basis

2. Concerns in dealing with government agencies and local chief executives

3. LGUGC’s resilience during a period of severe economic stress has yet 1o be seen

Enclosed is our credit rating report in connection with the issuer rating on LGUGC to explain the
rationale for the credit rating further. Attached likewise is a draft press release for your review, as
to the accuracy of facts and figures. Our target is to publish this by January 6, 2012 so we hope to
hear from you by noon of the said date. You may get in touch with us at 812-3210 should you
have any further questions or clarifications regarding LGUGC's issuer credit rating.

5/F Champaca 2 Building, 162 L.P. Leviste Street, Salcedo Village, 1203 Makati City, Philippines
Telephone Nos. (632) 812-3210, 812-3215, 812-3245 « Fax No. (632) 812-3234



Thank you very much for your cooperation throughout the credit rating process.

Very truly yours,

o H. Peronilla
irman, Rating Committee
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The Pioneer Domestic Credit Rating Agency

LGU Guarantee Corporation (LGUGC) Keeps Strong Credit Rating

LGUGC, an institution that guarantees L.GU debt and development financing in the Philippines,
received a PRS Aa plus (corp.) issuer credit rating from Philippine Rating Services Corporation
(PhilRatings) after its credit review for the second year. A PRS Aa plus (corp.)-rated company is
defined as: “Companies rated PRS Aa (corp.) differs from the highest rated corporations only to
a small degree, and has a strong capacity to meet its financial commitments relative to that of
other Philippine corporations. A plus or a minus sign is added to further qualify the ratings.”

PhilRatings’ ratings are based on available information and projections at the time that the rating
is on-going. PhilRatings shall continuously monitor developments relating to LGUGC and may
change the rating at any time, should circumstances warrant a change.

The rating assigned to LGUGC reflects primarily the following considerations: (1) the strong
institutional linkages of the company; (2) experience and track record of key members of the
Board and of management; (3) maintenance of good asset quality, with no claim on its guarantee
since it started operations in 1998; (4) strong capital cushion; (5) ample reserves to cover
probable losses; (6) multiple layers of financial flexibility which enhance its liquidity; and (7)
increasing profitability, with guarantee fees and program management fees alone now being able
to cover all operating expenses.

The rating, however, also took into account the following factors: (1) significant competitive
challenges in terms of expanding and developing new markets on a sustained basis; (2) “political
risk” when dealing with local government units and/or government regulatory agencies; and (3)
fairly untested resilience during a period of severe domestic economic stress given the
company's relatively short 13-year history.

LGUGC is the first private corporation to go into the guarantee business in the Philippines and
was incorporated in 1998, It was also the first to introduce a guarantee mechanism for LGU
borrowings in the country. It is the private sector link in public-private partnerships for local
development financing. LGUGC mobilizes the resources of private sector financial institutions
for funding local development projects.

The company has been considered an authority in LGU debt and development financing as
evidenced by its partnerships and citations with various institutions such as the United States
Agency for Intemational Development (USAID) and the Bangko Sentral ng Pilipinas (BSP).

LGUGC's credibility and operations are supported by the experience and track record of key
members of the Board and of management in banking and guarantee operations. This manifests
itself in the prudent management of the company's guarantee and investment portfolio. Since it



began operations in 1998, it has experienced no call on its own guarantee portfolio. Also, the
company’s investments are mostly in government securities and highly rated bonds.

For the first ten months of 2011, LGUGC reported total revenues of P55.68 million and net
income of P31.05 million. Operating income was able to cover 166% of total expenses and net
profit margin was at 56%. The company holds an investment portfolio amounting to P537.76
million and contingent liabilities (inclusive of interest) of P2.40 billion, resulting in a leverage
ratio of 4.74x in relation to total equity.
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RATING OBJECTIVE

LGUGC is renewing the issuer credit rating which it initially obtained last November 2010 in connection with its
request with the Bangko Sentral ng Pilipinas (BSP) to lower the risk weight of water supply and sanitation projects
that LGUGC guarantees. As a result of the PRS Aa plus (corp.) rating, LGUGC disclosed that it received a
confirmation from the BSP that the risk weight of all LGUGC-guaranteed loans and bonds (and not only water
supply and sanitation projects) shall be reduced from 50% to only 20%.’

The current issuer credit rating would, therefore still focus on the relative strength or capability of LGUGC to honor

its guarantee commitments in the event of a default by parties whose financial obligations have been guaranteed by
LGUGC.

RATING RATIONALE

An issuer rating of PRS Aa plus (corp.) is assigned for the following reasons:

Ample reserves to cover probable losses in relation to outstanding guarantees

(In Php Millions except | 5500 | 2010 | 1H2011
ratios)

Available for Sale

Securities (AFS) 436 307 Sit
Contingent Liabilities 2,021 | 2,175 2,001
AFS / Contingent

Liabilities Coverage (x) 023 0.23 0325
Calls on its own guarantee | | None Necé
portfolio )

Considering that LGUGC has not experienced any call on its own guarantee portfolio since it started operations in
1999, it has kept ample reserves in the form of available for sale securities compared to its levels of contingent
liabilities from 2009 to the first half of 2011. its AFS to contingent liabilities coverage has not gone below 0.23x
during the period, translating to a maximum default rate of 23% for any given year before its reserves are
completely depleted.
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Strong copital cushion which enables LGUGC 10 accommodate a higher level of guarantees

Leverage Metrics

Cqmipggnl Paid-.Up Equity l.eveu_ge chcmge

Liabilities Capital on Capital on Equity
2009H 2,020,582 287.500 | 472,209 7.0 4.3
2010H 2,175,000 287,500 | 509,375 7.6 413
2011F 2,459,000 287,500 | 513,156 8.6 48
2012F 2,807,000 287,500 | 545,738 98 5.1
1H2010 2,118,000 287,500 | 483,203 74 44
1H2011 2,001,000 287,500 | 516,638 7.0 39

Due to the company's consistent profitability, LGUGC has been able to beef up its equity position throughout the
years, enabling it to accommodate a higher level of guarantees each year. For the period 2009 to the first half of
2011, the ratio of contingent liabilities over total equity averaged 4.2x. For the forecasted period 2011 to 2012,
leverage on equity is expected to average 5.0x given a higher level of guarantees. These leverage levels are
considered conservative given the company's track record of having no calls on its guarantee portfolio since it began

operations.

Increasing profitability with guarantee fees and program management fees alone being able to cover all operating
expenses making the business more financially stable

¥ Andited Interim
L 2009 2010 | June 2011
Total Revenues 58,058 | 66,574 | 32958
Total Guarantee fce and
| Program Management fee 21,395 | 29,009 18,037
Total Expenses 24240 | 26616 11,600
Net Income 27971 | 33,162 19,424
Guarantee and Program
Management Fees to Total 89.9 109.0 155.5
Expenses Coverage (%)

From 2009 to the first half of 2011, the company has been able to meet its overall profitability targets, both by
increasing revenues and by controlling expenses. Guarantee and program management fees were now able to cover
operating and administrative expenses by 109% in 2010. This coverage further improved to 155.5% in the first half
of 2011 surpassing the 5-year target established in 2009 of 150%.

Maintenance of good asset quality and sound guarantee portfolio, with no calls on its own guarantee portfolio since
it started operations in May 1999

Investments are in the form of available-for-sale securities (AFS), which are broadly diversified in terms of type of
financial instruments, tenor, interest rates and maturity. This investment structure, which complies with sound and
tested investment policies and guidelines, provides LGUGC with enough protection in terms of liquidity,
profitability, and stability in the event of an economic downturn. It also strengthens the company’s ability to honor
its guarantee commitments in the event of 2 default,

Multiple layers of financial flexibility which can be tapped to enhance liquidity and guarantee claims payment
capability.

The institutional linkages which LGUGC developed with its various stakeholders (e.g. National Government
Agencies or NGAs, bilateral/multilateral agencies, sharcholders, business organizations) have provided the company

with various layers of flexibility in various forms such as grants, capital infusion, co-guarantee program, technical
assistance, as well as business opportunities (e.g. guarantee program management).
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Strong institutional linkages

LGUGC is generally considered as an authority in guarantee operations considering the institutional linkages it has
forged with various private financial institutions (PFIs), nationa! government agencies (NGA) and international
organizations such as United States Agency for International Development (USAID). These stakeholders continue to
provide LGUGC with financial flexibility, as well as technical and administrative development support.

Experience and track record of key members of the Board and of management, particularly in terms of banking and
guarantee operations

Mr. Aurelio R. Montinola III has been LGUGC's Director since July 2006 and is currently the President and
Director of the Bank of the Philippine Islands (BPI). He also holds other directorships in other BPI subsidiaries and
other companies in the Ayala Group. He is also a director of the Bankers Association of the Philippines (BAP).

Ms. Lydia N. Orial is the incumbent President of LGUGC (since 2007). Ms. Orial’s solid experience in guarantee
operations can be traced back 10 her prior stints with Guarantee Fund for Small and Medium Enterprises or GFSME
(June 1984 to April 1991) as Director, Planning and Management Services Group, and from the BAP Credit
Guarantee Corporation or BCGC (April 1991 to June 2004) as Managing Director/Assistant Treasurer.

The experience and track record of key members of the Board and of management, particularly in terms of banking
and guarantee operations, should serve LGUGC in good stead going forward.

Following are other considerations in ariving at the assigned credit rating:
Significant competitive challenges in terms of LGUGC expanding and developing new markets on a sustained basis

In certain instances, competition may come from LGUGC’s own shareholders or from limitations posed by the
regulatory agencies that LGUGC deals with, LGUGC reported during the management meeting that there have been
instances of shareholder banks' going after LGUGC's prospective or target clients. LGUGC management addresses
these occurrences by talking to the management of the shareholder banks involved.

Concerns in dealing with government agencies and local chief executives (LCEs)

Inasmuch as LGUGC is dealing with LGUs, there are concerns in dealing with politicians and elected officials, the
possibility of having problems with project continuity if the official is not re-elected, and the usual red tape in
dealing with government regulatory agencies. In situations like these, LGUGC said that it meets with the newly
elected LCEs to discuss the processes, documentation and merits of the project and also guides the LCE through the
provisions of Republic Act 9184 (Govemnment Procurement Reform Act) which then prompts the LCE to honor the
contract pertaining to the project started by the previous administration. LGUGC stated that it has not experienced
any problem to date in this regard, given that all project documentation are in order.

LGUGC s resilience during a period of severe economic stress has yer to be seen

It is worth noting that LGUGC only started operations in 1998, a year after the Asian Financial Crisis. Since that
time, the Philippine economy has performed relatively well and has yet to experience a major slowdown.

The closest that the Philippine economy experienced some economic stress in recent years was in 2009 when the
country was affected by the global financial meltdown caused by subprime mortgages in the United States. At this
time, the Philippine economy grew by only 0.9% while some neighboring economies experienced a recession.
Numerous Philippine companies reported losses. Despite this, LGUGC’s net income grew by 15% in 2009 and grew
further by 18.6% going forward in 2010. It also has not had any calls on its own guarantee portfolio.

Despite this, however, LGUGC's track record, in terms of an economic environment affected by severe domestic
stress to the Asian Financial Crisis has yet to be seen.
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During the period 2008 to 2010, a significant portion of revenues was derived from investments and therefore, part
of investment income was used to cover operating expenses. [ncome from investments, however, is somehow
related with the performance of the economy. As such, eamings from investments and the company's ability to
cover operating expenses may be affected should the company be subjected to severe economic stress. It should be
noted that this concern is mitigated given that as of end 2010, guarantee and program management fees alone were
already able to cover 109% of operating expenses. This ratio further improved to 155% in the first half of 2011,
lowering the reliance of the company on its investment income for operations.

BUSINESS REVIEW

A) Company Profile

LGUGC is the first private corporation to go into the guarantee business in the Philippines. As a pioneering
institution, LGUGC was the first to introduce a guarantee mechanism for LGU borrowings in the country. It is the
private sector link in public-private partnerships for local development financing. LGUGC mobilizes the resources
of private sector financial institutions for funding local development projects.

LGUGC was incorporated on March 2, 1998 with the primary mandate of granting LGUs access to private sources
of capital by providing credit enhancement to LGU debt. LGUGC's operations were in line with the provision for
fiscal autonomy specified in the Local Government Code of 1991. This expanded the local governments’ fiscal
authority by allowing them to borrow from private financial institutions (PFis) and to float debt instruments even
without prior approval from the Department of Finance (DOF).

THE GUARANTEE SYSTEM

* Cusrsitsss FL agaies borrowes dofauls
* Pays FL bocsww of deflaull sc cording te ariglunl sclwd ule

U
Due Diligenice / Crwilk Ratiog
L T
Provides ws = 80% * Py loms  bomd auret i e
Cu guarwn e
Sy wader prejects anly *~ COalls on panenies i borvow e d efsales
USAID

Recently, LGUGC extended its guarantee services to water districts (WDs), electric cooperatives (ECs), state
colleges and universities (SUCs), renewable energy technology providers (RETPs), as well as medium and large
enterprises (MLEs).
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B) Capital and Ownership Structure

LGU Guarantee Corporation
Summary of Stockhoiders
As of September 30, 2011
No. of “
Stockholder Shares Value Total Ownershi;
Bankers Associstion of the Phikppines * 1050000 10000 10500000000 3651
Bankers Assocustion of the Philppines
(Asia Credn) 50000 10000 4,000 000 174
Development Bank of the Philppines 1056896 10000 105 689 800 W75
Asian Developmant Bank 718568 1000 71,836 800 200
Direcicrs: -
DEP Shares 4 10000 400 000
LGUGC Shares 5 10000 500 0.00
ADB Stare 1 10000 100 0.00
Grang Total 2875874 287 567 400 100 .00
' Pleass see Scheduls B telow
Schedule B

List of Investor Banks that entered Into MOA w/ BAP
re: Trusteeship of their LGUGC shares
As of September 30, 2011

No. of Pricel
Investor Bank $ Shares Share Amount  Ref.

Allied Banking Corporation 50,000 100.00 5,000,000
Bank of the Phikppine Islands 100,000 100.00 10,000000 *
BDO Unibank, Inc. 100000 10000 10000000 *
Export and Industry Bank 50,000 10000 5,000,000
Intemationale Nederianden Bank N.V 50,000 100.00 5,000,000
Land Bank of the Philippines 50,000 100.00 5,000,000
Metropolitan Bank and Trust Company 200000 100.00 20,000,000 *
1st E Bank (PDIC) 50,000 100.00 5,000,000
Philippine National Bank 50,000 100.00 5,000,000
Philippine Veterans Bank 50000 100.00 5,000,000
Rizal Commercial Banking Corporaticn 50,000 100.00 5,000,000
Security Bank Corporation 50,000 100.00 5,000,000
The Hongkong and Shanghal Banking Corporation 50,000 10000 5,000,000
Union Bank of the Phillppines 100,000 10000 10,000,000 *
United Coconut Planters Bank 50,000 100.00 5,000.000

Total 1.(}.")0.00(.3l 105,000,000

* Consciidation of BP! (50T shares) and Far East Bank (50T shares)

® Consolidation of PCI Bank (50T shares) and Equitable Bank (50T shares)

® Consolidation of Metrobank (50T shares), Aslan Bank (50T shares), Solid Bank (50T shares)
and Phil. Banking Corporation (50T shares)

* Consolidation of Union Bank (50T shares) and |-Bank (50T shares)

LGUGC's stockholders are the Bankers Association of the Philippines (BAP) - 38.25%, Development Bank of the
Philippines ~ 36.75%, and Asian Development Bank (ADB) - 25.00%. BAP's ownership mainly consists of
LGUGC shares held in trust for fifteen (15) Philippine commercial banks by BAP (Please sce Schedule B sbove).
In effect, Metrobank virtually owns 7% of LGUGC; while Bank of the Philippine Islands (BPI), BDO Unibank, Inc.
(BDO) and Union Bank each own 3.5% of the guarantee company. LGUGC has an authorized capital stock of
P500.0 million, of which P287.6 million are subscribed and outstanding. As of end-June 2011, total stockholders'
equity amounted to P516.6 million.
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DBP is a government development bank that was established in 1935 to influence and accelerate sustainable
economic growth, particularly in the countryside, by providing medium- and long-term resources to the Filipino
people. The bank was reorganized and rehabilitated when former President Corazon Aquino issued Executive Order
No. 81 on December 3, 1986. This called for the cleaning up of DBP's books and restoring its financial viability.

DBP’s net income declined by 25% from P6.1 billion in 2009 to P4.6 billion in 2010, It has been noted that P4.6
billion was the actual target set by the bank for 2010. It is noted as well, that as of the first half of 2010, net income
was at P2.83 billion which was 34% higher than the P2.11 billion in net income generated in the first half of 2009,
This would imply that either there were significant profit boosting activities in the second half of 2009 or hindrances
to DBP’s operations in the second half of 2010. Gross income was at P16.5 billion and lending increased by 41% to
P7 billion. Investment activities grew by 55% to P9 billion. DBP’s capital adequacy ratio (CAR) remained at 21%
which is much higher compared to the minimum required by the BSP of 10%."

In the first half of 2011, DBP’s net income was at P1.7 billion, which represented about 46% of its target of P3.7
billion net income by end 2011. This was, however, a 39% drop from its net income in the same period in 2010 of
P2.83 billion. According to & news report, the drop was due to one-time, non-recurring transactions made in the first
half of 2010." According to another news article, the drop was due to “the deferred provisioning the bank had made
towards the end of the year” as well as “thinning spreads.™ Its gross income of P18.2 billion was close to its first
half 2011 target of P18.63 billion. The bank’s gross loans portfolio was at P169 billion compared to P143 billion
year on year (YOY) while its deposit levels increased to P131 billion from P119.3 billion in the same period last
year. Total assets grew to P306.3 billion from P283.4 billion from the same period last year, CAR remained high at
19.4%. (Data in the preceding paragraph will be updated once January to September 2011 results for DBP are
available.)

In November 2010, international credit rating agency Standard & Poor’s (S&P) raised the credit rating of DBP for
its foreign currency denominated liabilities from ‘BB-/B' to 'BB/B’ citing “the improving dollar liquidity of the
government which boosted the capability of the state-owned bank to meet its external obligations.” For DBP's local
currency denominated liabilities, its rating was retained at ‘BB+/B"." In May 2011, S&P affirmed DBP's ‘BB/R’
rating for foreign currency denominated liabilities and ‘BB+/B for its local currency denominated liabilities with a
stable outlook. S&P believes that, “DBP plays a critical public policy role in supporting the economic and social
development of the Philippines and has an integral link to the government,™"

BAP, a non-stock and not-for-profit organization, was organized on March 29, 1949 with the distinct purpose and
objectives of furthering the interest of banks and enhancing their values to trade, commerce, industry, agriculture
and the public. It was formally incorporated and duly registered with the SEC on August 24, 1964. BAP is
mandated to act as the unifying voice of the commercial banking industry. It provides a venue for member banks to
raise and discuss issues affecting commercial banking operations in the country. Membership in the BAP is limited
to banking institutions duly licensed and operating as a commercial bank in the Philippines.

ADB is an international development finance institution whose mission is to help its developing member countries
reduce poverty and improve the quality of life of their people. Headquartered in Manila, and established in 1966,
ADB is owned and financed by its 67 members, 48 of which are from the region while 19 are from other parts of the
globe. ADB's main partners are govemments, the private sector, non-government organizations, development
agencies, community-based organizations, and foundations, Although most lending is in the public sector and to
governments, ADB also provides direct assistance 1o private enterprises of developing countries through equity
investments, guarantees, and loans,

On August 12, 2011, S&P released a report stating that ADB has an issuer credit rating of AAA/Stable/A-1+. These

are the highest ratings given by S&P. The ratings reflect the ADB’s conservative financial and risk policies, healthy
financial profile and strong shareholder support.™
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C) Operations

)

2)

Products and Services
For a full list of LGUGC"s products and services, please refer to Annex A and Annex B.

The following are new projects that are eligible for the provision of guarantee and program management
services by the company since the last rating renewal: (1) renewable energy technology projects, (2) other
revenue-generating projects and (3) non-revenue generating basic services projects.

Guarantee Portfolio/Performance

As of August 31, 2011, LGUGC's credit enhancement has caused the flow of approximately P5.93 billion in
private sector funds for critical local development projects of LGUs, WDs and MLEs, with no experience of
calls on its own guarantee portfolio. As of August 31, 2011, the total loan volume guaranteed is 19.2x
LGUGC’s paid up capital of P288,0 million. Please refer to Annex C for the list and details of debts guaranteed
by LGUGC since May 1999 up to August 31, 2011,

It is worth noting, however, that LGUGC only started operations in 1998, a year afler the Asian Financial
Crisis. Since that time, the Philippine economy has performed relatively well and has yet to experience a major
slowdown. LGUGC’s track record, therefore, in terms of an economic environment affected by severe domestic
stress has yet to be tested.

The closest the Philippine economy underwent severe economic stress was in 2009 when the country was
affected by the global financial meltdown caused by subprime mortgages in the United States. At this time, the
Philippine economy grew by only 0.9% while some neighboring economies experienced a recession. Numerous
Philippine companies reported losses, Despite this, during 2009, LGUGC"'s net income grew by 15% from 2008
and grew further by 18.6% going forward to 2010. It also did not record any calls on its own guarantee

portfolio.
1999 65 - - - - 65
2000 940 - - - - 940
2001 350 - - - - 350
2002 117 - - - - 117
2003 595 - - - - 595
2004 697 - - - - 697
2005 - - . - - -
2006 50 - 32 - - 82
2007 - - 384 - - 384
2008 - 113 417 - - 530
2009 - 60 185 - 366 611
2010 333 21 2713 217 23 866
Aug 2011 38 14 - 247 299

*In Php Millions

From May 28, 1999 to August 31, 2011, total volume of loans/bonds guaranteed amounted to almost P5.54
billion broken down as follows: LGU bonds — P3.15 billion, LGU loans — P232 million, WD loans - P1.31
billion, MLE loans -P217 million and Automatic Guarantee Lines (AGLs) ~ P637 million.
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3)

D)
D

2)

The last LGU bond guarantee closed was in April 2010 at P260.0 million for the Caticlan Super Marina Bonds.
LGUGC's guarantee origination was highest in 2000 at P940.0 million, for the bond issuances of two LGUs -
Puerto Princesa (P320.0 million) and Caloocan City (P620.0 million).

Guarantee Operating Guidelines

LGUGC’s operations are governed by a Manual of Guarantee Operations. Details of which are shown in Annex
D. The LGUGC Guarantee Term Sheets for the revenue-generating projects and social infrastructure projects
of the eligible borrowers are also shown in Annex E.

Market and Competition

Market History

For a brief history on the markets that LGUGC is serving, please refer 1o Annex F.

Market Developments

As of August 2011, there have been only 18 bond issuances worth P3,15 billion that were issued from 1999.

In 2010, LGUGC reported that it was successful in obtaining BSP's approval for lowering the risk weight of all
LGUGC-guaranteed loans and bonds (and not only water supply and sanitation projects) that it guarantees from
50% to 20% after receiving a high issuer credit rating from PhilRatings.

In a news article, it was reported that DBP opened a PS5 billion funding facility which will serve as initial
financing for projects aimed at providing safe and affordable water to areas currently without water supply. This
facility has been named the Financing Program for the Water Sector (FPWS). Reportedly, DBP has P1.2 billion
worth of projects in the pipeline for FPWS, "™

It is currently uncertain how this development will impact the guarantee market of LGUGC for water districts.

It should be acknowledged that even with FPWS, there is still a significant demand for funding for water supply
which is still unmet. According to studies which can be found in Annex F, there is still a huge funding gap of
around P92.2 billion for the development of potable water supply which leaves a big market for LGUGC’s

guarantee, ™

LGUGC's management of the EC-PCG, CBRED and RPP-LGF loan guarantee programs executed by the DOE
opened LGUGC to opportunities to further expand its guarantee coverage to include ECs, RETPs and SUCs,
The entry into the field of guaranteeing SUCs arose with the issuance of a memorandum by the Commission on
Higher Education (CHED) for the establishment of e-laboratories for all state universities and colleges. This
CHED memorandum caused the expansion of LGUGC coverage to such projects on a Build-Lease-Transfer
(BLT) basis. LGUGC's implementation of SUC guarantees has been stalled, however, given a directive from
DBP (in its capacity as a major shareholder) that it will take charge in handling the financing for SUCs. Upon
further discussion, however, DBP has agreed to have LGUGC and its PFls finance SUC projects involving e-
laboratories.

Recently, DBP opened a P10 billion loan facility to support the development of primary education services in
the provinces. The facility was called Financing for Public Basic Education (FPBE)." This may impact
LGUGC"s ability to expand its guarantee services to basic/primary education, if it intends to do 5o in the future.

The year 2010 was a milestone for the EC-PCG program as it finally succeeded in closing accounts after five
years through LGUGC's partnership with NEA. A total of three accounts were closed with an aggregate loan
amount of P330.4 million while there are eleven accounts in the pipeline, with about P1.4 billion in capital
expenditure requirements. Also, eight other ECs have signified their interest to avail of the program. Their
funding needs total about P830 million.
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3)

With the company’s satisfactory performance, the WB released in December 2010 to the Department of Budget
and Management the remaining S5 million for the EC-PCG program fund. This brought the program to its
design level of $10 million. The program is scheduled to end on December 31, 2011 but the DOE submitted a
request for a two year extension since there are many accounts in the pipeline and substantial grant funds
remaining.

For the CBRED-LGF program, LGUGC reported that it was unable to meet its target as follows: (a) at least P65
million in new guarantees and (b) maintenance of zero default. No new accounts were booked in 2010 and
Allied Bank called on the guarantee on Gerphil Renewable Energy, Inc. (GREI) which was funded by the
Global Environment Facility (GEF) through the United Nations Development Program (UNDP) in September
2010.

LGUGC reported that the major cause of the default of GREI was Allied Bank’s withholding of 15% of GREI’s
requested loan amount as a form of security for Allied Bank. GREI thus did not have the amount it required for
its operations and business plans. Another factor which contributed to the default was GREI's lack of a full time
plant manager, further compounded by inadequately compensated employees. Upon calling on the program’s
guarantee (which was done upon the advice of LGUGC), LGUGC restructured the account (for 10 years with
one year grace) and directly handled the collections of power billings and disbursement of expenses. Since then,
the operations of GREI turned around and now posts positive income and cash flows. Due to GREI's improved
performance, negotiations are on-going for the purchase of 80% of the equity of GRE! by Bukidnon 11 Electric
Cooperative, Inc. (BUSECO), the sole off taker of GREI's power generation. The agreement is expected to be
signed within 2011.

No new account was booked due to the changes made on the DOE rules on the issuance of the Certificate of
Registration (CoR) for renewable energy proponents in the first half of the year. There was also a moratorium
for three months for the issuance of CoRs imposed by then newly appointed DOE Secretary, Jose Rene D,
Almendras, upon his assumption in office.

On June 30, 2011, the CBRED-LGF program lapsed but the DOE granted an extension of the program under
the new name DOE-LGF. With this, LGUGC recommended an increase in the single guarantes limit and
maximum leverage under the program to better accommodate renewable energy projects with higher capacities.

Pursuant to the Board’s directive to expand LGUGC guarantee service to sectors other than its existing market,
LGUGC launched (last January 2010) the Guarantee Facility for Medium and Large Enterprises (GF-MLE).
This facility has terms and conditions that will encourage PFls to utilize the LGUGC guarantee when funding
MLE projects that have risk factors beyond the PFls’ intenally acceptable limits. The facility focuses on the
middle market engaged in basic infrastructure projects. In 2010, LGUGC was able to approve three accounts
under the GF-MLE aggregating P170 million and get ten accounts in the pipeline with potential investment
requirements of P800 million.

Market Analysis

In keeping with LGUGC’s goal to be a “Market Maker” and cognizant of its role as the recognized private
sector link in public-private partnership for local development, the company shall expand its service options to
cater to the unserved or untapped potential of the following markets: (For brevity, market analyses which
remain unchanged since the previous rating exercise have been placed in Annex F.)

a) WDs

A recent development which supports the contention that there is a huge potential demand among water
service providers was the opening by the LWUA of a special credit facility known as the Project
Development and Efficiency Improvement Fund (PDEIF). The PDEIF is offered to water districts needing
funds for the preparation of water supply project engineering studies and design that would meet the
standards and requirements of traditional donor agencies and/or lending institutions for project financing
and implementation, The PDEIF is supported by a P300,0 million seed capital provided by the national
government. The setting up of the facility is an acknowledgment by government, primarily by the DOF
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and the LWUA, of the need to build the pipeline of bankable water supply projects supported by well-
prepared pre-investment studies and technical assistance. Another development worth noting is the
creation of the Water Supply and Sanitation Project Development Facility (WSSPDF) which will take off
from the PDEIF, as proposed by the USAID, to provide funds for water service providers for pre-
investment studies, advisory training services, training, capability building, preparation of design and
tender documents, tendering assistance and appraisal of pre-investment studies undertaken by third parties.

As disclosed in the October 2009 Development Credit Authority (DCA) Philippines LGU Evaluation
Report published for the USAID, the administration of LWUA abruptly and dramatically changed its
approach and role in the water district finance market with the assumption of the LWUA Chairmanship by
Mr. Prospero Pichay, Jr. in August 2008. LWUA purchased a 60% stake in Express Savings Bank, Inc.
(ESBI), a thrift bank located in Laguna with three branch offices (and plans an expansion of branches) to
serve as a Water Development Bank, It should be noted that ESBI reportedly had a capital deficiency of
P51 million as of end 2009." LWUA intended to require water districts with outstanding loans, which it
estimated to be well over 90% of water districts, to deposit their funds in the Water Development Bank,
although some water districts questioned the legality of LWUA’s subsidiary bank serving as a depository.

In May 2011, Mr. Prospero Pichay was suspended for six months by the Office of the Ombudsman headed
then by Acting Ombudsman Orlando Casimiro. The suspension was for a grave misconduct case in relation
to LWUA's purchase of ESBI. The suspension was preventive in nature as the evidence against Mr. Pichay
was said to be strong but could be manipulated if he remained in office.™ This led to the subsequent
dismissal of Mr, Pichay from LWUA in July 2011 after being found liable for grave misconduct in relation
to the acquisition of ESBI., Acting Ombudsman Casimiro stated that through the investigation, he
determined that the investment in ESBI was done without any authority from the BSP and DOF. The
approval from the Office of the President was also received four months after ESBI was acquired, ™"

Following the dismissal of Mr, Pichay, the Office of the President named Rene Villa as his replacement in
the LWUA Board. It should be noted that the chairman of LWUA would have to be elected by the Board of
Directors and as such, Mr. Villa is currently just a member of the Board. Mr. Villa was the Agrarian
Reform Secretary of then President Gloria Macapagal-Arroyo. He was also part of the Hyatt 10, a group of
cabinet and sub-cabinet members of then President Arroyo who defected and joined groups that called for
her resignation during the electoral scandals that surfaced against her in 2004.*"

The DCA Philippines LGU Evaluation Report also stated that LWUA is ignoring the EO 279 mandate (i.e.
that LWUA should realign its lending practices to focus on less-than-creditworthy districts, while PFls
could lend to creditworthy water districts) and denying the issuance of waivers to permit water districts
access 1o private financing. LWUA is also using its authority to review water tariffs of water districts with
outstanding LWUA loans to discourage increases in water tariffs necessary to allow them to service private
debt obligations. As a result of its activities, LWUA has managed to crowd private lenders completely out
of the market for water district financing, Key informants (aside from LWUA) were unanimous in citing
LWUA's recent policies as the single biggest impediment to private water district financing.

Since the change in leadership in LWUA, LGUGC has had a series of meetings with them with positive
results. LWUA has started to refer accounts to LGUGC again,

Aside from the WDs, LGUGC is targeting private water service providers as borrowers in areas like Tarlac,
San Fernando, among others.

b) ECs
In 2010, a total of three accounts were closed with an aggregate loan amount of P330.4 miilion and there
are eleven accounts in the pipeline with about P1.4 billion in capital expenditure requirements, Also, eight

other ECs have signified their interest to avail of the program. Their funding needs total about P830
million.
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<)

RETPs

To attract developers to invest in renewable energy, the National Renewable Energy Board (NREB) and the
ERC, established the option for them to implement a Feed-in Tariff system (FiT) for renewable energy
projects, The FiT system ensures that developers will have a steady cash flow by charging fixed amounts to
all electricity end-users benefitting from renewable energy sources to cover its production. This charge is
known as the FiT allowance or FiT-All, Currently, the NREB has submitted its recommendations for the
FiT for each renewable energy source and is awaiting the approval of the ERC following consultations with
industry stakeholders. As such, developers have the option of sourcing their income either through bilateral
contracts to customers or through the FiT system.

4) Competitive Position
Over the years, LGUGC has experienced competitive challenges from the following:

a)

b)

<)

Government financial institutions (GFIs) which have been allowed under Philippine laws to dominate the
financing of creditworthy LGU infrastructure projects and which enjoy a number of other competitive
advantages (e.g. L.GUs being required to hold their depository accounts at GFIs, translating to virtually
all LGUs having long-standing, pre-existing relationships with the GFIs; GFIs being allowed to simply
debit the LGU IRA deposits with the GFI in the event of loan default, thereby diminishing reliance on
project-generated revenues and eliminating the need for collateral: and the GFls often benefiting from
highly concessionary ODA financing, which in turn allow them in certain circumstances to offer
concessionary financing to LGUs) over PFls in the LGU lending market.

Investor banks (through trusteeship of their LGUGC shares with BAP) which adjusted their loan terms
and conditions and eventually rendered the cost and process of an LGU bond floatation to be much
higher and complicated, respectively. .

Non-life insurance companies (i.e. Prudential Guarantee and Assurance, Inc. and Malayan Insurance
Company) which structured without LGUGC enhancements some LGU bond proposals that were
rejected by LGUGC.

Competition has become keener considering LGUGC''s guarantee exposure in MLES.

LGUGC is in a unique position, altogether, being a private institution which provides guarantees. Other
organizations which provide such guarantees are allied with the government, For comparison purposes, the table
below shows the performance highlights of LGUGC vis-3-vis SB Corporation and Philippine Export-Import
Credit Agency (PhilExim).
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Performance Indicators of LGUGC and SB Corporation
Year 2010
(In Php Thousands except ratios)

LGUGC SB Corporation | PhilExim
Current Assets 522,064 5,825,900 2,590,221
Total Assets 533,554 6,278,497 3,318,763
Debt 0 3,356,553 2,212,117
Contingent Liabilities 2,175,000 72,505 13,954,914
Total Liabilities 24,179 3,760,271 2,340,133
Net Worth 509,375 2,518,226 973,043
Net Income (Loss) 33,162 74,398 332,475
Current Assets to Total Assets (x) 0.98 0.93 0.78
Debt to Equity (x) 0 1.33 227
Contingent  Liabilities 1o Net 427 0.029 14.34
Worth (x)
Total Liabilities 1o Total Assels 0.045 0.60 0.71

x)

Return on Assets (%) 6.2 1.2 10.0
Return on Equity (%) 6.5 2.9 342

In terms of profitability and efficiency, it appears that LGUGC is better than SB Corporation (SBC) as
LGUGC’s return on assets (ROA) and return on equity (ROE) was at 6.2% and 6.5%, respectively compared to
SBC's 1.2% and 2.9%. LGUGC also had higher current assets to total assets coverage at 0.98x compared to
SBC’s 0.93x. LGUGC is also more solvent, with total liabilities to total assets coverage of 0.045x compared to
SBC’s 0.6x. With no calls on its own guarantee portfolio in the past twelve (12) years, LGUGC maintains a
clean slate of claims to net worth ratio. LGUGC appears to be more active than SBC in the guarantee market
given a contingent liabilities to net worth coverage of 4.27x compared to SBC’s 0.03x.

On the other hand, PhilExim has higher ROA and ROE ratios than LGUGC at 10% and 34.2%, respectively,
compared to LGUGC’s 6.2% and 6.5%. LGUCC was more liquid with higher current assets to total assets
coverage of 0.98x compared to PhilRexim’s 0.78x. LGUGC was also more solvent with a total liabilities to total
assets coverage of 0,045x compared to PhilExim's 0.71x. PhilExim, however, appears to be more active in the
guarantee market since it has a contingent liabilities to net worth coverage of 14.34x compared to LGUGC's
427x.

According to a news report (Malaya, February 7, 2011), PhilExim's total revenues increased by 45% from P465
million in 2009 10 P673 million in 2010. According to PhilExim’s website (accessed November 22, 2011), the
agency will grow its business by 79% by guaranteeing infrastructure and development projects under the
Aquino administration’s public-private partnership (PPP) scheme. PhilExim’s guarantee business now stands
at P16 billion, including projects in tourism, renewable energy, mining, food production and bulk water that are
in the pipeline. PhilExim's President and CEO Francisco Magsajo, Jr. said that the company expects its
guarantee business to reach P25 billion in 2011 from P14 billion at end-2010.

E) Asset Composition and Quality

In the absence of any default in relation to its own guarantee portfolio since it started its guarantee operations in
1998, as well as given the debt-free situation of the company to date, LGUGC continues to post positive cash from
operations, which were more than enough to pay dividends, and thereafter, increase its investments funds and
continue to provide eamings on the capital funds that are placed in investment securities. Since 2005 1o 2010,
investments in the form of AFS accounted for an average of 93.2% of LGUGC's total assets. As of June 30, 2011,
the percentage of AFS to total assets improved further to 94.7%.
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)

2)

3)

Investment Guidelines

With the objective of managing the company's investment securities portfolio to maximize portfolio yield over
the Jong-term in a manner that is consistent with liquidity needs, asset/liability management strategies and
safety of principal, LGUGC has set forth investment guidelines to guide the day-to-day administration of all its
investment activities. Salient points of the investment guidelines are found in Annex G.

Asset Allocation Strategy

Investments are broadly diversified among asset class (types of instruments) and tenors to meximize return,
manage concentration risks, and maintain spending power. The mix between asset class and tenor should be in
proportions consistent with the long-term direction of the funds. The asset allocation strategy shall consider the
present and projected interest rate environment, yield curve analysis, investment product alternatives, along
with the company's liquidity position

The company relies on the expertise of competent intermediary financial institutions to manage LGUGC funds.
These intermediaries are investment management services of selected investor-banks, its subsidiaries and
affiliates.

Breakdown of Investments Portfolio {As of June 30, 2011)

*Figures in Php thousands except percentages

Asset Class ; Investments Held by Bank
Asset Class % Bank %
Government Securities | 364,264 | 71.2 DBP | 224,860 | 44
Bonds and Loans 126,364 | 24.7 MBTC | 286,488 | 56
Others 20,720 | 4.1 511,348 | 100

511,348 | 100

Investments and Guarantees Maturity Profile

Maturity Investments | % | Guarantee (Principal) | %
Less than one year 92,043 18 117,950 6.4
Within 1 to 2 years 71,589 14 30,840 1.6
Within 2 to 3 years 61,362 12 14,660 0.8
Within 3 to 4 years 25,567 5 86,370 4.6
4 years and beyond 260,787 51 | 1,632,010 86.6
511,348 100 | 1,881,830 100

A summary of LGUGC’s investments portfolio is shown in the above tables. In compliance with LGUGC's
investment guidelines, investments are placed under trust, in various instruments and tenors, with MBTC and
DBP. As of June 30, 2011, in terms of asset class, 71.2% of the investments are in the form of government
securities (¢.g. BSP Special Deposit, Treasury Notes, Retail Treasury Bonds), 24.7% are in bonds and loans
(e.g. SM Prime Holdings Bonds, Globe Telecom Loans, PRS Aaa-rated San Miguel Brewery Bonds), while
4.1% are in the form of other instruments (e.g. First Philippine Holding Corporation preferred shares).
According to market value, around 44% of the total investments are with DBP, while approximately 56% are
placed with MBTC, as of June 30, 2011, About 18% of the investments are maturing in less than one year, 14%
are maturing within one 1o two years, 12% are maturing within two to three years, 5% are maturing in three to
four years, while 51% are maturing in four years and beyond. Only 6.4% of the accounts guaranteed (principal)
as of June 30, 2011 are maturing in less than one year, 1.6% are maturing within one 1o two years, 0.8% are
maturing in two to three years, 4.6% are maturing in three to four years, and 86.6% are maturing in four years

and beyond.

With assets of P965.4 billion as at end-June 2011, MBTC was the country's second largest bank and accounted
for 15.4% of the country’s universal and commercial banking sector’s combined assets. Its share of sector loans
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and deposits was 14.8% and 15.3%, respectively. The Metrobank Group is engaged in all aspects of banking,
financing, leasing, real estate and stock brokering through a network of over 800 local and international
branches, offices and agencies. Metrobank's unaudited net income for the first half of 2011 was recorded at
P6.7 billion, higher by 43.6% than that reported for the same period of the previous year.

F) Management and Strategies
1) SWOT Analysis

LGUGC considers its credibility as one of its strengths. The company is generally considered as an authority in
LGU bond financing taking into account the preference of most PFls to finance only LGU and WD debts which
have an LGUGC guarantee; the recognition given by the BSP and the BLGF to LGUGC’s efforts in LGU bond
development; as well as the recognition given by the DOF and donor agencies to the company's expertise in
guarantee operations. The latter is evidenced by LGUGC's inclusion in the PWRF design and its management
of three-donor-funded guarantee programs.,

Attesting further to this strength is LGUGC’s working relationships with NGAs, bilateral/multilateral agencies
and business organizations resulting in grants, capital infusion, technical assistance and business opportunities
(i.e. guarantee program management) received from these stakeholders as well as free advocacy for its
guarantee services.

To further enhance its credibility, LGUGC would: (a) develop its capabilities for in depth evaluation of new
markets, (b) actively participate i various fora to develop new pipeline accounts, (c) access donor funds for
capacity building (both external and internal) and advocacies for good governance, and (d) develop programs
with institutional partners like the following: (i) Municipal Development Fund Office (MDFO) standby
liquidity guarantee and co-financing, (ii) Build-Operate-Transfer (BOT)-center guarantee of LGU contractual
obligations under BOT..

Given the opportunities from new legislation and the previous administration’s focus and direction to
implement non-LGU market infrastructure projects such as RA 9003 (Solid Waste Management), RA 9275
(Clean Water Act) and the Renewable Energy Law, LGUGC will actively pursue solid waste management,
renewable energy and water supply/sanitation projects and aggressively market to these sectors. The company
plans to fully utilize its partnership with NEA, LWUA and DOE for the development of new products like
prudential guarantee and prompt payment guarantee; and develop products for water supply and sanitation
service providers. The company also sees PFI interest increasing for LGUs and utilities projects as such
LGUGC will actively involve PFls in advocacy and marketing efforts.

On the other hand, the company considers the following as its weaknesses: (a) its lack of in-house expertise for
technical project evaluation, (b) limited market reach — sector/network, and (c) slow legal documentation
process due to delayed or staggered submission of documents,

For (a), the company plans to outsource its technical project evaluation requirements and provide basic training
for its account officers. For (b), the company plans to utilize PFI branch networks and take advantage of its
institutional partnerships. Finally for (¢), LGUGC mentioned that the documentation process only slows down
when it is the first time for a guaranteed bank to do business with LGUGC or when a guaranteed bank has a
new lawyer or changes its lawyer. When such cases arise, the company immediately holds a documentation
meeting with the lawyers of all concerned parties. Even with such cases, the company’s overall guarantee and
loan approval process is said to be still much shorter than competition (GFls).

The company also considers (a) the national government's inconsistent policies and actions and (b) stiff
competition from GFIs as threats to its market position. For (a), LGUGC plans to actively participate in fora and
workshops on LGU, EC, WD and RE issues. While for (b), the company intends to take advantage of PFI
relationships in its target market and liberalize guarantee terms and improve processing time.,
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2) Goals

3)

LGUGC's five-year goals include the following: (a) leverage capital by at least 10 times, (b) maintain zero
default rate, (¢) cover operating and administrative expenses from income on guarantee operations and program
management by at least 150%, (d) generate a return on investment of at least 6% and (¢) a net profit margin
(NPM) of at least 45%.

In relation to the company’s five year goals as of June 30, 2011, (a) capital has been leveraged 7.3x, (b) no calls
on its own guarantee portfolio have been made, (c) income on guarantee operations and program management
cover operating and administrative expenses by 155%, (d) retum on average assets (ROAA) and return on
average equity (ROAE) were at 7.1% and 14.9%, respectively and (¢) NPM was at 59%,

Strategies

a)

b)

Expansion of Services

LGUGC aims to more actively market its guarantee services to prime LGUs for loans to fund their local
development projects. In addition to the traditional markets of the corporation, LGUGC shall consciously
expand its service options as follows:

e Guarantee of lower class LGUs such as 2* and 3™ class provinces, cities and municipalities and lower-
classified WDs provided they obtain investment grade credit ratings under LGUGC’s intemal rating
systems for LGUs and WDs;

e Direct guarantee of borrowers related to sectors currently being served such as bulk water suppliers,
independent power producers, energy service companies, renewable energy technology providers,
electric cooperatives, tertiary hospital suppliers;

* Direct guarantee of power, water equipment and other supply contracts of LGUGC-currently served
markets (i.e. LGUs, WDs, ECs and SUCs); and

* Ancillary services such as program management for energy service companies and credit rating for
1.GUs, WDs and ECs.

e In the next year, the company has identified energy efficiency and septage disposal projects as new
areas for review and development. According to the company, investments in energy efficiency
projects will be around P34.3 billion in 2011 to 2012 which present a substantial opportunity for the
company in the coming years. For the period 2010 to 2020, on the other hand, the expected amount of
investments for septage disposal projects will amount to about P36 billion.

In the next year, LGUGC plans to more aggressively utilize its branch network of PFls by assigning
account officers to specific regions to promote LGUGC’s products to the PFI lending centers in each
region. Currently, LGUGC has five account officers and each has a set of regions assigned to them,

Institutional Linkages
LGUGC's institutional linkages with multilateral’bilateral agencies are shown in Annex H.

LLGUGC shall continue strengthening the institutional linkages that it has already firmed up. The company
shall sustain the regular dialogues it conducts with PFIs and promote LGU lending to the inactive LGUGC
shareholder banks (i.e. Export and Industry Bank, Internationale Nederlanden Bank N.Y., The Hongkong
and Shanghai Banking Corporation) to further expand the number of participating financial institutions.
Active LGUGC shareholder banks (as of September 30, 2008) include: Allied Banking Corporation, Bank
of the Philippine Islands, BDO, MBTC, PNB, PVB, Rizal Commercial Banking Corporation, Security
Bank Corporation, Union Bank of the Philippines and United Coconut Planters Bank.
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4)

<)

d)

¢)

Continuing advocacy work shall be done for partners in the government sector such as the DOE, LWUA,
NEA and MDFO in support of the different programs for the priority sectors of each agency and the DOF,
BSP, and FINEX in support of LGU bond market development.

Continuing Product Competitiveness

LGUGC shall strive to be sensitive to market concerns on product pricing and packages (e.g. tenor,
collateral and other features) at all times to remain competitive.

Strengthening of Account Monitoring and Portfolio Management

To ensure that the quality of portfolio is maintained, an effective account and portfolio management system
shall always remain in place and shall be regularly fine-tuned.

Adequate Provisioning for Probable Claims

LGUGC shall maintain sufficient reserves in the guarantee escrow account to cover potential claims in
accordance with the LGUGC Portfolio Risk Management Manual.

Directors and Officers

LGUGC's directors and officers for the year 2011 to 2012 are the following:

2)

Board of Directors |

Aurelio R. Montinola 111, - Chairman
Francisco F. del Rosario, Jr - Vice-Chairman
Antonio S. Abacan, Jr. - Director/Treasurer/Secretary
Ricardo A. Balbido, Jr. - Director
Eduardo V. Francisco®* - Director

Paul Robert Flegler - Director
Edgardo F. Garcia - Director

Susan Z. Prado* - Director

Jesus S. Guevara 11 - Director

Lydia N. Orial . Director
*New directors

For the year 2011 to 2012, new directors include Mr. Eduardo V. Francisco and Ms. Susan Z. Prado. They
replaced Mr. Justo A. Ortiz and Mr. Rolando S.C. Geronimo who then served as directors. Also, Mr.
Aurelio R, Montinola Il replaced Mr, Francisco F. del Rosario as Chairman of the Board. Mr. Montinola
was the Vice-Chairman for year 2010 to 2011, Mr. del Rosario now serves as the Vice-Chairman,

Mr. Francisco, 50 years old, became a director of LGUGC in May 2011. Currently, he is also the President
and director of BDO Capital and Investment Corp., the Co-Chairman of the Capital markets Development
Council (CMDC), and serves as a director of the Investment House Association of the Philippines (IHAP),
Financial Executives Institute of the Philippines (FINEX), BDO Strategic Holdings, Inc. and BDO
Securities Corp. He graduated from the University of the Philippines with a degree in Business
Administration. He also holds a Masters in Business Administration from the Wharton School, University
of Pennsylvania.

Ms. Prado, 54 years old, became a director of LGUGC also in May 2011. Currently, she is also a Senior
Vice President of DBP. Previously, she also served as a Senior Vice President — Head of Debt Finance in
the Hong Kong Shanghai Banking Corporation Ltd. (HSBC) and as Vice President — Head of Debt Capital
in Deutsche Bank. She graduated from the Ateneo de Manila University with a degree in Business
Management.
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FINANCIAL PROFILE

A) Financial Policy/Risk Management Policies

1) Policy on Liquidity

The company manages its liquidity risk through a comprehensive analysis of its cash flow. It maintains a
level of cash to be used for its daily operations in a separate bank account while its investment funds are
also with third party trustee banks. The bank account usually has average daily balance ranging from
P500.0 thousand to P1.0 million, which is used for the payment of salaries, goods, consultancy fees and
other expenses. Guarantee fees collected by the company are temporarily deposited in this account and
excess cash not needed for operations in the current period is immediately transferred to the trustee banks
to form part of the investment fund.

2) Policy on Interest Rate
The company’s investment portfolio holdings are primarily Philippine peso-denominated fixed-income
securities. The fair value of fixed-income securitics is dependent on the movement of the interest rate in
the markets.
Management monitors the sensitivity of reported interest rate movements periodically by assessing the
expected changes in the portfolio using mark-to-market valuation and benchmarking investment current
yield against available market yield.
In the event that the guaranteed interest rate cannot be set in the absence of the applicable Treasury Bill
Rate and the average PHIBOR, an alternate interest cap shall be used which will refer to an altemate
instrument substituting the Treasury Bill as determined by the National Treasury adopted by the Bankers
Association of the Philippines, plus 3% points per annum,
3) Policy on Foreign Exchange
Its investment policy bars the company from investing its funds in foreign currency-denominated securities
as its revenues are derived from Philippine sources. The company therefore has no foreign currency risk at
all as of the moment.
LGU GUARANTEE CORPORATION
Highlights of Statements of Financial Position
(in Thousand Pesos
Audited Interim Forecasts
2008 | 2009 | 2010 | June2010 | June2011 | 2011F | 2012F
ASSETS
Current Assets
Cash 8,822 5,830 6,459 8,034 6,400 Not given | Not given
Available-for-sale
Securitics 438,874 456,431 507,142 474,800 511,348 526,939 566,106
vt 458433 | 474585 | 522064 | 492865 | 528906 | 1519 16,712
Total Assets 473,233 488,685 533,554 505.975 539,723 558,734 601,081
LIABILITIES AND EQUITY
Liabilities
Current Liabilities 19,959 16,476 24,179 22,771 | 23,085 10,002 11,002
 Total Liabilities 19.959 16,476 24,179 22,771 23,085 45,578 55,342
Contingent Liabilities 1,363,579 | 2,020,582 | 2,175,000 | 2,118,000 | 2,001,000 | 2,459,000 | 2,807,000
Equity
Share capital 287.588 | 287,588 | 287,588 | 287,588 | 287,588 | 287,588 | 287,588
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