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NON-TRADITIONAL SECURITIES AND INSTRUMENTS DEPARTMENT

SEC MEMORANDUM CIRCULAR NO.
Series of 2007

TO : (1) Pre-Need Corporations
(2) Banks and Other Entities Authorized to Engage in
Trust Operations for Pre-Need Corporations

SUBJECT Guidelines on the Management of the Trust Fund of
Pre-Need Corporations

Section 1. Mandate and Objectives

PURSUANT TO SECTIONS 16 AND 74 OF REPUBLIC ACT NO. 8799, OTHERWISE
KNOWN AS THE SECURITIES REGULATION CODE (SRC), THE SECURITIES AND
EXCHANGE COMMISSION (THE “COMMISSION”) ISSUES THESE GUIDELINES TO
PRE-NEED CORPORATIONS, BANKS AND OTHER ENTITIES AUTHORIZED TO
ENGAGE IN TRUST OPERATIONS:

1) TO GOVERN THE MANAGEMENT AND ADMINISTRATION OF TRUST
FUNDS ESTABLISHED FOR THE PAYMENT OF BENEFITS UNDER THE PRE-
NEED PLAN CONTRACTS, AND

2) TO PROVIDE AN UPDATED AND MORE FLEXIBLE CHOICE OF
INVESTMENTS FOR THE TRUST FUND SUBJECT TO PRESCRIBED LIMITS,
RULES AND REGULATIONS THAT WOULD ENSURE PRUDENT
INVESTMENT MANAGEMENT AND PROTECTION OF THE INTERESTS OF
THE PLANHOLDERS.



Section 2. Scope
This Memorandum Circular shall cover the following subjects:

1) Trust Fund

2) Trust Agreement

3) Responsibilities of the Trustee

4) Investments of the Trust Fund

5) Recognition and Measurement of Trust Fund Assets and Liabilities
6) Liquidity Reserve Fund

7) Reportorial Requirements

8) Sanctions

Section 3. Trust Fund

THE TRUST FUND SHALL be established independently from a trust company,
trust department of a bank or an investment house® THAT IS AUTHORIZED TO
PERFORM TRUST AND OTHER FIDUCIARY FUNCTIONS BY THE BANGKO
SENTRAL NG PILIPINAS (BSP).

Section 4. Trust Agreement
The proposed Trust Agreement shall be submitted by the concerned Pre-Need
Corporation to the Commission for approval before execution and shall contain

AND/OR STATE the following provisions®:

1) The Trust Fund SHALL BE UNDER THE EXCLUSIVE MANAGEMENT AND
CONTROL OF THE TRUSTEE;

2) Investments powers of the trustee with respect to the trust FUND;

3) INVESTMENTS, LOANS OR CREDIT ACCOMODATIONS TO DIRECTORS,
OFFICERS, STOCKHOLDERS AND RELATED INTERESTS OF THE PRE-
NEED CORPORATION AND THE TRUSTEE ARE STRICTLY PROHIBITED;

4) Withdrawals AND PAYMENTS from the Trust Fund;

5) RECOGNITION AND MEASUREMENT OF TRUST FUND ASSETS AND
LIABILITIES;

'Rule 16.5 (a), New Rules on the Registration and Sale of Pre-Need Plans.
“Rule 16.5, New Rules on the Registration and Sale of Pre-Need Plans.
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6) CONTINUING AUTHORITY of the Commission to examine and verify the
Trust Fund;

7) Undertaking TO abide by the rules and regulations AND INVESTMENT
GUIDELINES of the Commission RELATING to the Trust Fund;

8) DISCLOSURE AND SUBMISSION, WITHIN FORTY EIGHT (48) HOURS
FROM THE DATE OF EXECUTION, OF ANY OTHER AGREEMENT BETWEEN
THE TRUSTOR AND THE TRUSTEE APART FROM THE PROVISIONS IN
THE TRUST AGREEMENT;

9) PRIOR NOTICE AND APPROVAL OF THE COMMISSION ON THE
AMENDMENTS TO AND TERMINATION OF THE TRUST AGREEMENT;

10) CONTRACTUAL LIABILITY OF THE TRUSTEE TO THE TRUSTOR IN CASE
OF SUBSTANTIAL LOSSES OF THE FUNDS OR FRAUDULENT DISSIPATION
THEREOF; AND

11) Undertaking BY THE TRUSTEE TO SUBMIT such other data or information
as may be REQUIRED by the Commission.

Section 5. Responsibilities of the Trustee

The Trust Fund, inclusive of earnings, shall be administered and managed by the
trustee, for the protection of the planholders®. THE TRUSTEE SHALL EXERCISE
the skill, care and diligence THAT A PRUDENT MAN, ACTING IN THE SAME
CAPACITY, WOULD GIVE UNDER THE CIRCUMSTANCES, guided by sound
investment principles”.

Section 6. Investments of the Trust Fund

6.1 To ensure the liquidity of the Trust Fund and to obtain sufficient capital
growth to meet the growing actuarial reserve liabilities and to guarantee the
delivery of the Benefits under the pre-need plan contract, all investments of the
Trust Fund shall be limited to the following®, subject to PRESCRIBED
INVESTMENT LIMITATIONS:

3Rule 20.1, New Rules on the Registration and Sale of Pre-Need Plans.

“Taking into consideration the following: preservation of capital, risk diversification and growth of
investment portfolio.

®Rule 17.1, New Rules on the Registration and Sale of Pre-Need Plans.
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1) FIXED INCOME INSTRUMENTS

a) Government securities AND OTHER EVIDENCE OF INDEBTEDNESS
ISSUED BY THE GOVERNMENT OF THE REPUBLIC OF THE
PHILIPPINES. THESE INCLUDE SECURITIES SUCH AS, BUT NOT
LIMITED TO, TREASURY BILLS, FIXED RATE TREASURY NOTES,
FOREIGN CURRENCY DENOMINATED LINKED NOTES AND RETAIL
TREASURY BONDS.

TOTAL INVESTMENT IN THESE SECURITIES SHALL NOT BE LESS THAN
TEN PERCENT (10%) OF THE TRUST FUND EQUITY®.

b) LOANS, BONDS OR OTHER EVIDENCE OF INDEBTEDNESS ISSUED BY
GOVERNMENT OWNED AND CONTROLLED CORPORATIONS AND
GUARANTEED BY THE REPUBLIC OF THE PHILIPPINES AS TO THE
PAYMENT OF THE PRINCIPAL AND THE INTEREST.

c) Savings or time deposits (PESO OR FOREIGN CURRENCY
DENOMINATED) MAINTAINED with a commercial OR UNIVERSAL
BANK with an examination rating of at least satisfactory as of the last
examination by the BSP.

d) Commercial papers duly registered with the Commission with AN
INVESTMENT GRADE’ credit rating based on the rating scale of an
accredited Philippine Rating Agency or its equivalent at the time of
investment.

e) LOANS TO PRIVATE CORPORATIONS SUBJECT TO THE FOLLOWING
GUIDELINES:

i.)IF COLLATERALIZED, THE BORROWER SHALL HAVE A CREDIT
RATING OF AT LEAST “BAA” OR “AVERAGE” BY AN ACCREDITED
PHILIPPINE RATING AGENCY.

THE LOAN SHALL BE FULLY SECURED BY ANY OF THE FOLLOWING
INSTRUMENTS:

I.1)ASSIGNMENT OF DEPOSITS MAINTAINED EITHER WITH THE
BANK PROPER OR OTHER COMMERCIAL OR UNIVERSAL BANKS
WITH AN EXAMINATION RATING OF AT LEAST SATISFACTORY

®Total Trust Fund Equity refers to total assets less total liabilities, net of trust fees.
"For a discussion on Credit Ratings, please refer to Appendix “A”.
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AS OF THE LAST EXAMINATION BY THE BSP;

I.2)STANDBY LETTERS OF CREDIT FOR THE TERM OF THE LOAN
ISSUED BY A COMMERCIAL OR UNIVERSAL BANK WITH AN
EXAMINATION RATING OF AT LEAST SATISFACTORY AS OF THE
LAST EXAMINATION RATING BY THE BSP;

1.3) REAL ESTATE MORTGAGE UP TO THE EXTENT OF SEVENTY FIVE
PERCENT (75%) OF THE APPRAISED VALUE OF THE RESPECTIVE
REAL ESTATE SECURITY PLUS SIXTY PERCENT (60%) OF THE
APPRAISED VALUE OF THE INSURED IMPROVEMENTS AT THE
TIME THE LOAN WAS GRANTED.

The property shall be covered by a Transfer Certificate of Title
registered in the name of the mortgagor and free from liens and
encumbrances.

I.4)MORTGAGE TRUST INDENTURE (MTI) AND MORTGAGE
PARTICIPATION CERTIFICATES (MPCs).

I.5)FOR LOANS GUARANTEED BY THE PARENT COMPANY, THE
LATTER SHALL HAVE HAD PROFITABLE OPERATIONS FOR THE
PAST THREE (3) CONSECUTIVE YEARS OR HAVE A CREDIT
RATING OF AT LEAST “BAA” OR ITS EQUIVALENT BY AN
ACCREDITED PHILIPPINE RATING AGENCY.

ii.) IF NOT COLLATERALIZED AND UNDER A NEGATIVE PLEDGE
REQUIRING THE BORROWER TO ABIDE BY CERTAIN CONDITIONS,
THE BORROWER CORPORATION SHALL HAVE OBTAINED A
CURRENT CREDIT RATING OF AT LEAST “A” OR AN EQUIVALENT
RATING OF “ABOVE AVERAGE”. IN THE ABSENCE OF ANY CREDIT
RATING, THE BORROWER CORPORATION SHALL SHOW
PROFITABLE OPERATIONS FOR THE PAST FIVE (5) CONSECUTIVE
YEARS PRECEDING THE GRANT OF THE LOAN.

f) PRIVATE OR CORPORATE BONDS OF CORPORATIONS DULY
REGISTERED WITH THE COMMISSION, WITH A CURRENT CREDIT
RATING OF AT LEAST “A” BY AN ACCREDITED PHILIPPINE RATING
AGENCY.

FOR LOANS IN ITEMS (e) and (f), THE LOAN INTEREST RATE SHALL NOT



BE LOWER THAN THE PDSTR1® REFERENCE RATE CORRESPONDING TO
THE EQUIVALENT TENOR OF THE LOAN AS COMPUTED BY THE
PHILIPPINE DEALING EXCHANGE (PDEX). THE MAXIMUM TERM OF THE
LOAN SHALL NOT BE MORE THAN TEN (10) YEARS FROM LOAN
DRAWDOWN.

THE MAXIMUM EXPOSURE TO FIXED INCOME INVESTMENTS IN ITEMS
(c) to (f), SHALL NOT EXCEED TWENTY PERCENT (20%) OF THE TOTAL
TRUST FUND EQUITY WHILE THE EXPOSURE TO EACH ISSUE SHALL NOT
EXCEED FIFTY PERCENT (50%) OF THE ALLOCATED AMOUNT.

g) PLANHOLDER LOANS SUBJECT TO THE FOLLOWING CONDITIONS:

i.) THE AMOUNT TO BE INVESTED SHALL NOT BE GREATER THAN FIVE
PERCENT (5%) OF THE TOTAL TRUST FUND EQUITY;

ii.)THE USE OF LOAN AMORTIZATIONS TO FUND THE BENEFITS FOR
MATURING OBLIGATIONS SHALL NOT BE ALLOWED;

ii.)THE MAXIMUM LOANABLE AMOUNT FOR AN INDIVIDUAL
PLANHOLDER SHALL NOT EXCEED EIGHTY PERCENT (80%) OF THE
TERMINATION VALUE OF HIS PLAN;

iv.)THESE CONDITIONS SHALL BE MADE KNOWN TO THE
PLANHOLDERS; and

v.) THE LOAN AGREEMENT SHALL COMPLY WITH THE PROVISIONS OF
THE TRUTH IN LENDING ACT.

2) POOLED FUNDS

a) Mutual Funds duly registered with the Commission WITH POSITIVE
RETURNS COMPUTED ON NET ASSET VALUE (NAV) EQUIVALENT TO
OR HIGHER THAN THE 365-DAY PDSTR1 REFERENCE RATE AS
COMPUTED BY PDEX.

b) UNIT INVESTMENT TRUST FUND WITH POSITIVE RETURNS
COMPUTED ON NET ASSET VALUE (NAV) EQUIVALENT TO OR HIGHER
THAN THE 365-DAY PDSTR1 REFERENCE RATE AS COMPUTED BY
PDEX.

8Refers to Philippine Dealing System Treasury Reference's average of done transactions.
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THE MAXIMUM EXPOSURE TO THE POOLED FUNDS SHALL NOT
EXCEED TEN PERCENT (10%) OF THE TOTAL TRUST FUND EQUITY.

3) EQUITIES. INVESTMENTS IN EQUITIES SHALL BE LIMITED TO STOCKS
LISTED ON THE MAIN BOARD OF THE PHILIPPINE STOCK EXCHANGE.

The amount to be allocated for this purpose shall not exceed twenty five
per cent (25%) of the total Trust Fund equity while the investment in any
particular issue shall not exceed ten per cent (10%) of the allocated
amount.®

4) REAL ESTATE INVESTMENTS. INCOME GENERATING COMMERCIAL
AND RESIDENTIAL PROPERTIES LOCATED IN CITIES AND FIRST CLASS
MUNICIPALITIES AND WITH RETURN ON INVESTMENT EQUIVALENT TO
OR HIGHER THAN THE 365-DAY PDSTR1 REFERENCE RATE COMPUTED
ON THE PREVIOUS YEAR BEFORE THIS INCOME IS RECOGNIZED.

These shall include real estate properties located in strategic areas of
cities and first class municipalities. The ORIGINAL/Transfer Certificate of
Title (OCT/TCT) shall be in the name of the OWNER, free from liens and
encumbrances and shall be transferred in the name of the trustee in trust
for the Planholders OR THE TRUST AGREEMENT SHALL BE ANNOTATED
ON THE OCT/TCT WITHIN THIRTY (30) DAYS FROM DATE OF
INVESTMENT OR THE EXECUTION OF THE AGREEMENT.

The real estate shall be appraised every three (3) years by a licensed real
estate appraiser duly accredited by the Commission to reflect the increase
or decrease in the value of the property. THE APPRAISAL INCREMENT OR
DECREMENT SHALL BE RECORDED IN THE BOOKS OF THE TRUST FUND
BUT THE APPRAISAL INCREMENT SHALL NOT BE USED EITHER TO
COVER UP THE REQUIRED MONTHLY CONTRIBUTION TO THE TRUST
FUND OR ANY DEFICIENCY IN THE TRUST FUND AS OF END OF
ACTUARIAL VALUATION DATE.

The total recorded value of the real estate investment shall not exceed
twenty five percent (25%) of the total trust fund equity of the pre-need
company.

5) OFFSHORE INVESTMENTS. INSTRUMENTS ISSUED BY FOREIGN
INSTITUTIONS IN THE PHILIPPINES, TO WIT:

°Rule 17.1(3), third paragraph, New Rules on the Registration and Sale of Pre-Need Plans.
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a) BONDS AND OTHER EVIDENCE OF INDEBTEDNESS

i.) ISSUED BY THE GOVERNMENT OF ANY FOREIGN COUNTRY WITH
WHICH THE PHILIPPINES MAINTAINS DIPLOMATIC RELATIONS,
WITH AN INVESTMENT GRADE CREDIT RATING OF “A” OR BETTER
OBTAINED FROM A REPUTABLE INTERNATIONAL CREDIT RATING
AGENCY ; and

i) ISSUED BY SUPRANATIONALS (OR  INTERNATIONAL
ORGANIZATIONS WHOSE MEMBERSHIP TRANSCENDS NATIONAL
BOUNDARIES OR INTERESTS E.G. INTERNATIONAL BANK FOR
RECONSTRUCTION AND DEVELOPMENT, ASIAN DEVELOPMENT
BANK).

b) PRIVATE OR CORPORATE BONDS REGISTERED IN ANOTHER COUNTRY
WHICH ISSUE AND ISSUER/BORROWER RECEIVED AN INVESTMENT
GRADE CREDIT RATING OF “A” OR BETTER OBTAINED FROM A
REPUTABLE INTERNATIONAL CREDIT RATING AGENCY ;

¢) OFFSHORE MUTUAL FUNDS WITH POSITIVE FUND PERFORMANCE AS
AGAINST THEIR BENCHMARK INDEX FOR THE PAST THREE (3)
CONSECUTIVE YEARS.

THE AMOUNT ALLOCATED TO OFFSHORE INVESTMENTS SHALL NOT
EXCEED FIFTEEN PERCENT (15%) OF THE TOTAL TRUST FUND EQUITY.

6.2 NOTHING HEREIN SHALL BE CONSTRUED TO PREVENT THE TRUSTEE FROM
INVESTING IN OUTLETS NOT IN ACCORDANCE WITH THE PROVISIONS OF THE
PRECEDING SUBSECTION PROVIDED IT HAS SECURED the prior written
approval of the Commission.°

6.3 INVESTMENTS OF THE TRUST FUND IN THE FOLLOWING SHALL BE NON-
ELIGIBLE AND THOSE EXISTING AT THE TIME OF THE EFFECTIVITY OF THESE
GUIDELINES MUST BE DIVESTED WITHIN THREE (3) YEARS THEREFROM:

1) UNLISTED SHARES OF STOCK

2) EXCESS FROM THE PRESCRIBED LIMIT OF THE INVESTMENT PORTFOLIO
ALLOCATION

3) NON-INCOME GENERATING REAL ESTATE INVESTMENTS and

4) OTHER INSTRUMENTS NOT ALLOWED BY THIS CIRCULAR.

Rule 17.2, New Rules on the Registration and Sale of Pre-Need Plans.
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WITHIN THIRTY (30) DAYS FROM THE EFFECTIVITY OF THIS MEMORANDUM
CIRCULAR, THE TRUSTEE SHALL SUBMIT AN INVENTORY OF THE TRUST FUND
INVESTMENTS IN THE FOREGOING AND A TIME-BOUND DIVESTMENT
PROGRAM FOR APPROVAL OF THE COMMISSION.

Section 7. RECOGNITION AND MEASUREMENT OF TRUST FUND ASSETS
AND LIABILITIES

THE TRUST FUND ASSETS AND LIABILITIES SHALL BE RECOGNIZED IN
ACCORDANCE WITH THE PROVISIONS OF THE EFFECTIVE PHILIPPINE
ACCOUNTING STANDARDS (PAS) AND PHILIPPINE FINANCIAL REPORTING
STANDARDS (PFRS) AND THEIR INTERPRETATIONS, WHICH INCLUDE THE
FOLLOWING:

(a) PAS 39 FOR FINANCIAL INSTRUMENTS
(b) PAS 40 FOR INVESTMENT PROPERTY

Section 8. Liquidity Reserve Fund

No less than ten percent (10%) of the net value of the trust fund assets per type
of plan shall be set aside as a liquidity reserve to cover the benefits due to the
planholder during the ensuing year unless the Actuary determines otherwise™’.
For this purpose, the pre-need corporation shall submit to the trustee a list of
fully paid plans*® maturing during the year ON OR BEFORE THE 15™ DAY OF
THE FIRST MONTH OF THE FISCAL YEAR OF THE PRE-NEED CORPORATION.
FURTHERMORE, THE PRE-NEED CORPORATION SHALL SUBMIT TO THE
COMMISSION A FIVE-YEAR CASH FLOW PROJECTIONS ON HOW TO FUND
THESE BENEFIT OBLIGATIONS FROM ITS LIQUID TRUST FUND ASSETS ON AN
ANNUAL BASIS ON OR BEFORE THE END OF THE FIRST MONTH OF THE FISCAL
YEAR OF THE PRE-NEED CORPORATION.

THE LIQUIDITY RESERVE FUND SHALL BE COMPOSED OF CASH OR ASSETS IN
THE TRUST FUND THAT ARE EASILY CONVERTIBLE TO CASH. The following
instruments shall qualify as investments for the Liquidity Reserve Fund:

1) GOVERNMENT SECURITIES AND OTHER EVIDENCE OF INDEBTEDNESS
ISSUED BY THE GOVERNMENT OF THE REPUBLIC OF THE PHILIPPINES;

2) Savings or time deposits (PESO OR FOREIGN CURRENCY DENOMINATED)

YRule 18.1, New Rules on the Registration and Sale of Pre-Need Plans.
12Rule 23.1, New Rules on the Registration and Sale of Pre-Need Plans.
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MAINTAINED with a commercial OR UNIVERSAL BANK  with an
examination rating of at least satisfactory as of the last examination by
the BSP;

3) UNIT INVESTMENT TRUST FUNDS; and
4) MUTUAL FUNDS

Section 9. Reportorial Requirements

1) THE PRE-NEED CORPORATION SHALL PUBLISH once a year within one
hundred and twenty (120) days from end of the fiscal year in a newspaper
of general circulation in the city/province where the Pre-Need Corporation
has its head office'> THE FOLLOWING REPORTS:

a) THE TRUST FUND'S BALANCE SHEET AND INCOME STATEMENT, and

b) THE CORPORATION'S AUDITED BALANCE SHEET AND INCOME
STATEMENT

A copy of such statement as published, together with the publisher's
certificate, shall be submitted to the Commission within TWO (2) days
after said publication.

2) A monthly report of the Trust Fund shall be submitted by the TRUSTEE to
the TRUSTOR and the COMMISSION within TEN (10) days after the end of
each month for reconciliation purposes of the TRUSTOR AND THE SEC
and shall include the following™*:

a) Balance Sheet
b) An income statement, three (3) column report to include:

i) Month To Date income with equivalent ROI

i) Year To Date Income with equivalent ROI

¢) Return on Investment (ROI) Computation Schedule
i) For the Month
i) Year to Date

3Rule 23.1.2, New Rules on the Registration and Sale of Pre-Need Plans
Rule 25.4, New Rules on the Registration and Sale of Pre-Need Plans
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THE ROI SHALL BE COMPUTED PER ASSET AND TOTAL AS FOLLOWS:

i) NET OF TAX ROI, USING FIXED INCOME YIELD TO MATURITIES
(YTMS) COMPUTED FROM DATE OF PURCHASE TO DATE OF
MATURITY, AND

i) NET OF TAX ROI USING FIXED INCOME YTMS COMPUTED FROM
DATE OF VALUATION REPORT TO DATE OF MATURITY.

IT IS ASSUMED THAT THE VALUES ARE MARKED TO MARKET.

THE FOLLOWING SHALL BE THE STANDARD FORMULA FOR
COMPUTING RETURN ON INVESTMENT:
365

ROI © : + (Endingl\/lV - BegMV) - (COI’]'[ - V\/H:h)gT (.4
g BegMV + (WtdCont - WdWithd) 5 E

WHERE:
EndingMV = Ending Market Value
BegMV = Beginning Market Value
Cont = Contributions for the period
With = Withdrawals for the period
n = Number of days for the period where ROI is computed

WtdCont = Sum of contributions which are weighted based on the
number
of days these were held in the fund.

WtdWithd = Sum of withdrawals which are given weights based on the
number of days these were held in the fund for the period
involved

d) Schedule of Earning Assets

e) Investment Activity Report/Summary of Transactions Schedule

f) Portfolio Mix Analysis Schedule

g) Trustee’s Certificate on Trust Fund Balance
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h) SUMMARY OF ACCOUNTING POLICIES ON EACH SIGNIFICANT TRUST
FUND ASSETS AND LIABILITIES. IF THERE WOULD BE NO CHANGES
IN THE POLICIES FOR THE SUCCEEDING MONTHS, A MERE
STATEMENT OF CONSISTENT APPLICATION WOULD SUFFICE

i) EXPLANATORY OR DISCLOSURE NOTES ON SIGNIFICANT ITEMS AS
REQUIRED UNDER PAS 32, 39, 40 AND PFRS 7.

J) Such other statements and schedules as may be reasonably requested
by the Trustor.

Section 10. Sanctions

FAILURE TO COMPLY WITH THE PROVISIONS OF THIS MEMORANDUM
CIRCULAR SHALL SUBJECT THE PRE-NEED CORPORATION AND/OR THE
TRUSTEE, AFTER DUE NOTICE AND HEARING, TO FINES AND PENALTIES
PRESCRIBED IN THE CONSOLIDATED SCALE OF FINES OF THE COMMISSION
(SEC MEMORANDUM CIRCULAR NO. 6, SERIES OF 2005).

THE PAYMENT OF THE ASSESSED FINES AND PENALTIES SHALL IN NO CASE BE
SOURCED FROM THE TRUST FUND.

Section 11. Repealing Clause

ALL CIRCULARS, RULES AND REGULATIONS OR PARTS INCONSISTENT WITH
THE PROVISIONS OF THIS MEMORANDUM CIRCULAR ARE DEEMED REPEALED
OR MODIFIED ACCORDINGLY.

Section 12. Effectivity

THIS MEMORANDUM CIRCULAR SHALL BE PUBLISHED IN TWO (2)

NEWSPAPERS OF GENERAL CIRCULATION IN THE PHILIPPINES AND SHALL
TAKE EFFECT FIFTEEN (15) DAYS FROM THE DATE OF ITS LAST PUBLICATION.

Issued on at EDSA, Greenhills, Mandaluyong City, Philippines.
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APPENDIX “A”

For purposes of this Memorandum Circular, the credit rating equivalent shall be

as follows:

Credit Risk Rating
INVESTMENT GRADE
Highest Quality Aaa or AAA
High Quality (Very Strong) Aa or AA
Upper Medium Grade (Strong) A
Medium Grade Baa or BBB
NON-INVESTMENT GRADE
Lower Medium Grade (somewhat Ba or BB
speculative)
Low Grade (speculative) B
Poor Quality (may default) Caa or CCC
Most Speculative Caor CC
No interest bearing paid or bankruptcy C
petition filed
In default CorD

Definition of Symbols

Aaa or AAA: Smallest degree of investment risk, interest payments are
protected by a large or by an exceptionally stable margin and principal secured.
While the various protective elements are likely to change, such changes as can
be visualized are most unlikely to impair the fundamentally strong position of

such issues.



Aa or AA: Margins of protection may not be as large as in Aaa issues.
Fluctuations of protective elements may be of greater amplitude or there may be
other elements present which make the long-term risk appear somewhat larger
than for Aaa-rated securities.

A: With favorable investment attributes and are considered upper-medium grade
obligations. Factors giving security to principal and interest are considered
adequate but elements may be present which suggest a susceptibility to
impairment sometime in the future.

Baa or BBB: Neither highly protected or poorly secured. Interest payments and
principal security appear adequate for the present but certain protective
elements may be lacking or may be characteristically unreliable over any great
length of time. Such issues lack outstanding investment characteristics and in
fact have speculative characteristics as well.

Ba or BB: Judged to have speculative elements. The issuer's capability to pay
for such issues cannot be considered as well assured. Often, the protection of
interest and principal payments may be very moderate and thereby not well
safeguarded during both good and bad times over the future.

B: Generally lacks the characteristics of a desirable investment. Assurance of
interest and principal payments or maintenance of other terms of contract over
any long period of time may be small.

Caa or CCC: Poor standing. High possibility of default and there may be present
elements of danger with respect to principal or interest.

Ca or CC: Very poor standing. Has other marked shortcomings. The issue may
be in default.

C or D: In default.
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