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EXPLANATORY NOTE
1 TARGET BENEFICIARY

Based on the raport of the Department of Trade and Indusfry, there were
780,437 business enterprises operating in the Philippines as of 2000. OFf these, 89.6%
are micro, small and mediurm enterprises or mSMEs which confributed aimost 63.2% of
the total jobs generated that year,

This sector, considered as the backbone of our economy, could contribute more
to the economic growth of our colintry  their problems, particulariy the lack of capital
and access to credit from banks, are addressed. The mSMEs' need to expand or
develop hew products is hampered by thase barriers.

Most, if not all, cooperatives fall under the category of mSMEs. There are
several hundred well-capitalized cooperatives in the country whose economic potential
is waiting to be harnessed. Likewise, there are many hon-govemment organizations
registered with the Securities and Exchange Commission supporting the mSMEs,

Republic Act No, 9520, otherwise known as The Philippine Cooperative Code of
2008, provides the declared policy of the State to foster the creation and growih of
cooperatives as a practical vehicle for promoting self-reliance and hamessing people
power towards the attainment of economic development and social justice.

I THE PROBLEM

Republic Act No. 8501, otherwise known as the Magna Carta for mSMEs was
passed into law on 23 May 2008 to strengthen financial and other support mechanisms
to mSMEs. Under the law, banking institutions are required to allocate eight percent
(%) of their loan portfolio to micre and small enterprises and two percent {2%) to
medium enterprises.

Despite this requirement, banks are siill hesitant 1o extend credit to mSMEs
including cooperatives in particular because of: (1) lack of acceptable collaterals: {2}
unstable income cash flows; (3) lack of business experience or frack record; and (4) low



Thus, a great number of MSMEs are forced to finance their working capital
requirernents from informal sources that charge unconscionabie rates of imterest. Such
environment cannot sustain growth of the sector. mSMEs and other productive sectors
must therefore be made credit worthy and bankable. .

#. THE SOLUTION

To solve the problem of mSMESs, the Bangko Sentral ng Pilipinas spearheaded
the implementation of a program called "Cradit Surety Fund” or CSF for short.

The CSF is essentially a parinership between the citizens (represented by
members of cooperatives, non-government organizations and community based banks)
and the government (represented by the provincial, city or municipal govemment and
ofher govemnment agencies) and is managed at the provincial, city or municipal level. it
I & credit enhancement scheme aimed at democratizing access to credits of mSMEs
from formal sources without the need of coliateral.

The CSF is a fund generated from contributions by well-capitaiized and well-
managed cooperatives and non-government organtzations with coumerpart contribution
from the provincial, city or municipal government at least equal to the amount
contributed by the cooperatives. Other govemment agencies and financial instituions or
individuais may also confribute to the fund. The CSF is organized by way of a
Memorandum of Agreement among participating cooperatives, non-govemment
organizations, local government units, and other government agencies and financial
institutions.

Through the CSF, mSMEs can have access to credit facility from banks aven
without collateral by way of a surety cover issued jointly by the member-cooperative and
the CSF Oversight Commitiee in favor of the creditor bank. Eventually, there will be an
increase in the flow of credit in the countryside.

) The Eangku Sentral still confinues fo receive requests .from a number of
provincial executives to set up a Credit Surety find in their jurisdiction.

V. LEAD IMPLEMENTING AGENCY

@Jnder Bequlic_ﬁct No. 7653, the Bangke Sentral ng Pilipinas has the mandate
topwmde ;_mﬁqy direcﬁnnf._ in the areas of money, l;anking and credit. t also has as s



For these reasons, the approval of this bill is camestly sought.
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Congress assembled:

SECTION 1. Short Titie.
This Act shall be known as the "Credit Surety Fund Act of 2011~
SECTION 2. Declaration of Policy.

The Siate racognizes the importance of micro, srmall, and medium enterprises
{MSMEs) in developing the economy and in providing employment o its citizens. in
furtherance thereof, the State shall encourage and promote the establishment of a
national program that will allow mSMEs and cooperatives engagad in business easier
access to cradit from banking instittions without undue risk to the lending institution
and thereby enhance the sustainability and growth of mSMEs,

SECTION 3. Statement of Objectives.
it is the purpose of this Actto:

b. Sustain the continuous flow of credit in the countryside thru, among other
methods, the creation of & mechanism by which MSMEs can collateralize
their koans from banking institutions through the surety cover Issued fointly by
Crodit Surety Fund {CSF) and the endorsing cooperative and the concomitant
eligibility for rediscounting by the Bangko Sentral ng Filipinas of these loans,




c. Build up the capability of cooperatives and non-government organizations in
the areas of credit evaluation, loan and risk management, and govemance
principles.

d. Generate more employment and give support to the poverty alleviation
program of the government.

e. Increase govemment revenue through collection of taxes, licenses and
registration fees arising from regularization of the busihess operations of
mSMEs and increased economic activities.

SECTION 4. Definition of Terms.

. Credit Surety Fund, Surety Fund, Fund or CSF — refers to a frust fund generated
from the contributions of wellcapitaiized and well-managed cooperatives as
defermined by the Bangko Sentral ng Pilipinas and non-govemment
organizations with counterpart contribution from the Local Government Unit and
other donors,

- Cooperative — an autonomous and duly registered association of persons, with a
common bond of interest, whe have voluntarly joined together to achieve their
social, economic, and cultural needs and aspirations by making equitable
contributions to the capitai required, patronizing their products and sarvices and
accepling a fair share of the risks and benefits of the undertaking in accordance
with universally accepted cooperafive principles.

A cooperative as used in this [Act], may either be:

a. Prmary - the members of which are natural persons;
b. Secondary — the members of which are primaries: and
¢. Tertiary —~the members of which are secondary cooperatives

(Aicles 3 and 23(2)(@), Republic Act No. 9520, otherwise known as the
“Philippine Cooperative Code of 20087

. Donor - refers to {(a) government agencies and instrumentalities such as the
Development Bank of the Philippines, Land Bank of the Philippines, Industrial
Guarantee and Loan Fund, and Smail Business Corporation whose contribution
o the Surely Fund could either be treated as investment or grant and, {b)
individuals who contribute to the Surety Fund which contribution shall be treated
as donation to the CSF.

. Non- Government Qrganization — refers to any non-profit, voluntary citizens'
group that contribules to, or participates in, cooperation projects, education,
fraining or other humanitarian, progressive, or watchdog activities.

. Local Govermment Unit ~ refers to the provincial, city or municipal government
that is authorized under this law to confribute to the surety fund established in
thaeir locality in the form of investment or grant tc the CSF, in an amount at least
equal {o the total contributions of the cooperatives.

. Govemment Agencies/Instrumentaliies — refer to government institbutions such
as Deveicpment Bank of the Philippines, Land Bank of the Philippines, Industrial



Guarantee and Loan Fund and Small Business Corporation who may contribute
funds o the CSF. :

7. Oversight Commitiee — refers to the goveming body of the Credit Surety Fund
whose members consist of the authorized representatives of the local
government unit and other donors as ex-officic members and elected

representatives of confributor—cooperatives/NGOs to the Fund.

8. Micro Enterprise — refers to a business entity whose asset base does not exceed
P3.0 mifiion.

9. Small Enterprise ~ refers to a business entity whose asset base is over P3.0
million but not more than P15.0 miltion.

t
10.Medium Ertferprise ~ refers to a business entity whose asset base is over P15.0
rilion but not more than P100.0 miilion.

11.Surely Cover — refers fo an agreement executed by the authorized
representatives of the CSF Owversight Committee and the SPONSONNG
cooperative of an mSME-borrower in favor of the lending bank obligating
themselves to ba jointly and severally liable for the account of the mSME-
borrower in the event of defauli.

SECTION 5. Establishment of a Credit Surety Fund

A Credit Surety Fund may be estabiished in each province and chartered city afl
over the country. The original confributions to the Credit Surety Fund shall come from
participating cooperalives and NGOs in each province, city of municipality. The
provincial, city or municipal government shall contribute fo the CSF in an amount at
laast equal to the total contribitions of the cocperatives. Other govemment agencies
and instrumentalittes such as the Development Bank of the Philippines, Land Bank of
the Philippines, Industrial Guarantee and Loan Fund, and Smail Business Corporation
shall provide support to the program by giving a contribution which may or may not be
equal to the totaf contributions of the cooperatives. Their contributions shall be freated
as investment or grant to the Surety Fund. Individuals may alse confribute to the Surety
Fund which contribution shall be treated as donation to the CSF.

SECTION &. Implementing Government Agency

Pursuant to its mandate fo provide policy direction in the areas of money,
banking and credit under Republic Act No. 7653, and to complement its microfinance
advocacy to enhance cradit creation in the rurai areas, the Bangko Sentral ng Pifipinas
shall spearhead the promation, encouragement, creation and organizational
development of Cradit Surety Funds all over the country. In addition, the Bangko Sentral
shall, as it may deem necessary to achieve the objectives and purposes of this Act,
provide assistance such as fraining, technical services, and facilitation measures.

SECTION 7. Administration of the Fund
The CSF will be governed by an Oversight Committes, whose members consist

of the authorized representatives of the local govarnment unit and donor institutions as
ex-officic members and representatives elected by contributor-cooperatives and non-



govemnment organizations. Each contributor shall be entitled to only. one (1) vote,
regardiess of the amount of its contribution. The governing Cversight Committee shali
designate any bank authorized to accept govemment deposits as administrator of the
Fund subject to the sligibility requirements of the Bangko Sentral ng Filipinas.

SECTION 8. Powers of the Oversight Commitiee.
The Committee shalf have the authority to:

a. Determine and formulate the general policies and guidelines on the proper
administration and management of the Surety Fund and authorize iis
investment, reinvestiment and disposition;

b. Act as Administrator of the Fund until such time that a trustee bank is
designated or appointed as Administrator;

c. Designate & bank duly ficensed and highly rated by the BSP to accept |
government deposits to act as administrator/investment manager of the
Surety Fundg: :

d. Promulgate such rules and guidelines governing the infusion of additional
contributions to the Surety Fund and admission of new members;

e. Enter intc conracts and transactions involving, affecting or relating fo the
Surety Fund;

f. Periedically review the Surely Fund's assets as well as s investment,
reinvestiment and dispesibon and is responsible for taking approprizste
action on the audit of the financial condition and operations of the Surety
Fund;

g. Create committess and appoint other officers as it daéms necessary;

h. Delegate to the Chairman, Vice-Chaiman, or any member of the
Oversight Committee, any of its powers whenever deemed necessary for
the best interest of the Surely Fund and as aliowed by law;

i Exer_cise generai supervision of afl the affairs of the Surety Fund and shall
be directly accountable to its general membership;

i- fssue a surety cover jointly with the endorsing cooperative in favor of the
lending bank to secure the icans of member-mSMEs with that bank; and

k. Perform such acts and exercise such powers and duties as may be
necessary and proper in order to achieve the purpose for which the Surety
Fund was created or for any purpase which will redound to the benefit of
the Members of the Surety Fund as well as any acis necessary of
inciclental to achieve the foregoing purposes.



SECTION 9. Withdrawal of Contributions.

A confribuiing cooperative or non-govermment organization may withdraw ail or
part of its confributions only when it has no outstanding obligation with the Surety Fund
on account of the surety covers issued.

SECTION 10. Dissofirtion of the Surety Fund.

The Surety Fund may be dissolved by a majority vote of the members of the
Oversight Committee and confirmed by 23 vote of all the contributing members of the
Surety Fund. For the purpose of dissolving the Fund, each contributing member shali
have only one vole each regardless of the size of its contribution to the Fund.

The Oversight Committee sh¥lt act as fiquidator and shall distribute the remaining
assets of the Surety Fund to its stakeholders pro-rated according to their raspective
contributions. Thereafter, the Oversight Committee shall be dissaolved.

SECTION 11. Tax Incentives.

Considering that the stakeholders of the Surety Fund are mostly cooperatives
ihat play a vital role in the attainment of economic development and social justice and
are given support onhly by the donors, all income of the Surety Fund shall be eXerpt
from tax,

SECTION 12. Misceilaneous.

Nothing provided herein shall preciude the contributois from converting the
Surety Fund to a more formal corporate body to carry out its purposes subject to the
implementing rules and regulations as shall be prescribed.

SECTION 13. Implementing Guldelines.

Within sixty (680) days from approval, the Bangko Senfra! ng Pilipinas shalf issue
guidslines to implement the provisions of this Act.

SECTION 14, Effectivity Clause.

This_ Act shall take offect fifteen (15) days after its publication in the Official
Gazelte of in two (2) newspapers of general circulation.

Approved,



