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OFFICE OF THE GOVERNOR

Circular No. 518
Series of 2006

Subject: Joint Venture Agreement of Banks With Real Estate
Development Companies

Pursuant to Monetary Board Resolution No. 277 dated 2 March 2006,
the rules and regulations that shall govern joint venture agreements between
banks and real estate development companies are hereby issued as follows:

Section 1. Statement of Policy. It is the policy of the Bangko
Sentral ng Pilipinas (BSP) to encourage banks to dispose of their-real and
other properties acquired in settlement of loans and other advances either
through foreclosure or “dacion en pago® (ROPAs) as well as other properties
acquired as a consequence of a merger/consolidation which are no longer
necessary for their banking operations. Towards this end, banks are hereby
authorized to enter into joint venture agreements with real estate development
companies for the development of said properties, subject to the requirements
prescribed under this Circular. . .

For purposes of this Circular, Joint Venture shall refer to a contractual
arrangement/undertaking between a bank and a duly registered real estate
development company (developer) for the purpose of developing the above-
mentioned properties of the bank. The bank contributes said properties to the
undertaking while the developer contributes all the development funds,

~ resources, technical expertise, equipment, personnel and all other

requirements desired or needed for the implementation and completion of the
undertaking including marketing, where applicable. The bank and the
developer shall be bound by the contract that establishes joint control of the
undertaking. Although the developer may be designated as operator or
manager of the undertaking, it does not, however, absolutely control the
undertaking but only acts in accordance with the authorities granted to him
under the joint venture agreement (JVA).

Section 2. Forms of a joint venture. A bank and a developer may
undertake a joint venture under the following forms: ‘

1. A jointly-controlled operation/undertaking, which does not involve
the establishment of a corporation, partnership or other entity, or a
financial structure that is separate from the bank and the developer
themselves. Under this form of joint venture, the rights and
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obligations of the bank and the developer shall be governed
primarily by their contract that must clearly specify the following:

a. authority of the developer to develop/subdivide the property and
subsequently, to sell the individual lots under a special power of
attorney;,

b. sharing in the sales proceeds of the developed ROPAs or in the
developed lots;

c. . sharing in taxes;

d. sharing in the assets of the joint venture particularly in the
developed/subdivided lots should there still be unsold lots at the
time of termination of the joint venture; and

e. name under which the subdivided lots shall ‘be registered
pending their sale.

A jointly-controlled entity, which involves the establishment of a
new juridical entity, preferably a corporation that is separate and

distinct from the bank and the developer. A jointly controlled

corporation may be established either for the purpose of developing
properties of banks for immediate sale or converting them into
earning assets such as hotels and shopping malls.:

Section 3. Requirements and Limitations in a Joint Venture. A
bank desiring to enter into. a JVA with a developer for the purpose of
developing its ROPAs and/or other properties acquired as a consequence of
merger/consolidation shalli comply with the following:

1.

2.

The JVA shall be approved by the Board of Directors of the bank.

The bank’s contribution to the joint venture, in whatever form
undertaken, shall be limited to ROPAs and properties acquired as a
consequence of the bank's merger/consolidation with another
bank/financial institution.

The bank shall not recognize income out of its contribution to the
joint venture, regardless of the agreed valuation of said properties.

The bank shall not provide funds to the joint venture either as a loan
or capital contribution.

The JVA or contractual arrangement shall clearly stipulate the rights
and obligations of the bank and the developer. '

The bank shall secure prior Monetary Board approva! of the JVA.

(L] IPCVIEL




Page 3 of 5

Section 4. Application for authority to enter into Joint Venture
Agreement. A bank desiring to enter into a JVA with a developer for the
purpose of developing its ROPAs and other properties .acquired as a
consequence of its merger/consolidation with another bank/financial institution
shall secure prior Monetary Board approval of said agreement. For that
purpose, the concerned bank shall submit an application for Monetary Board
approval to the appropriate supervision and examination department of the
Supervision and Examination Sector (SES). The application shall be signed
by the bank's -President or officer of equivalent rank and shall be
accompanied by the following documents/information:

1.

2.

The name of the developer;

Name of the principal stockholders and officers as well as members
of the board of directors of said company;

Relationship of the bank with the developer, if any;

List and brief description of the properties to be contributed by the
bank inciuding their market values, book values and the valuation
agreed upon under the proposed JVA,; '

Certification by the bank’s President or officer of equivalent rank
that the JVA is strictly in compliance or will strictly comply with the
requirements of this Circular; and

Such other documentsf/information that the concerned supervision
and examination department of SES may require.

Section 5. Non-financial allied undertaking. All types of banks are
hereby authorized to invest in the equities of companies engaged in real
estate development as a non-financial allied undertaking, subject to the
following conditions:

1.

investments shall be limited to ROPAs and other properties
acquired as a consequence of a bank’'s merger/consolidation with
another bank/financial institution;

investments shall be subject to existing BSP requirements
applicable to investments in non-financia!l allied undertakings; and

if there is already an existing subsidiary or affiliate relationship
between the bank and the investee corporation prior to the
investment, the bank shall not recognize income out of its invested
properties. The excess of the value of the capital stock received by

.the bank over the book value of its invested properties shall be

booked as “Deferred Credits”.
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Section 6. Accounting treatment. Accounting treatment of the
properties contributed by a bank to a joint venture or invested in the equities
of developers.

1. In a joint venture in the form of a jointly controlled operations/
undertaking, which does not involve the establishment of a
corporation or other entity, the bank shall continue to recognize in
its books the properties contributed to the undertaking. However,
the regular provisioning against probable losses required under
existing regulations may be discontinued upon execution and
implementation of the JVA.

2. In a joint venture in which a corporation is created, the bank shall
book the properties contributed to the undertaking as investment
pursuant to the provisions of Philippine Accounting Standard 31
(PAS 31). It shall also recognize its interest in the corporation using

" the  proportionate consolidation method or the equity method as
long as it continues to have joint control over the corporation:
Provided, That the bank shall not recognize income out of its
contribution to the joint venture. The excess of the value of the
capital stock received by the bank over the book value of the
contributed properties shall be créedited to the account “Deferred
Credits’.

3. Properties invested in equities of developers shall be booked in
accordance with the Philippine Accounting Standards (PAS):
Provided, That the bank shall not recognize income out of the
properties invested if there is already an existing subsidiary or
affiliate relationship between the bank and the investee corporation
prior to the investment, regardless of the agreed valuation of said
properties. The excess of the agreed valuation of said properties
over their book value shall be booked as “Deferred Credits”.

Section 7. Coverage. The provisions of this Circular shall apply to
ROPAs existing, as well as those which may be acquired by banks in
settlement of non-performing or past due loans and advances outstanding, as
of the date of this Circular and to properties acquired as a consequence of
merger or consolidation which are outstanding in the books of banks as of
date hereof.

Section 8. Sanctions. Any violation of the provisions of this Circular
and/or any misrepresentation in the certification and information required to
pe submitted to the BSP under this Circular shall subject the bank and the
. officer or officers responsible therefore, to the penalties provided under
Sections 35, 36 and 37 of R. A. No. 7653 (The New Central Bank Act.)
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Sections 9. Applicability to NBQBs. The provisions of this Circular
shall also be applicable to non-bank financial institutions with quasi-banking
functions (NBQBs).

Section 10. Effectivity. This Circular shall take effect after fifteen
{15) days following its publication either in the Official Gazette or in a
newspaper of general circutation.

FOR THE MONETARY BOARD:

W Ry

AMANDOYM. TETANGCO, JR.
Governor

_Q__March 2006




