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CB 1111: THE DEBT TO EQUITY CONVERSION PROGRAM 

NOELOST~A* 

SYNOPSIS 

Debt to Equity Conversion is a program envisioned by the Government 
whereby certain external debts of a Philippine Public Sector Borrower or a 
Philippine Private Sector Borrower are redeemed in connecti9n with a con­
version transaction .1 

It has come to the attention of the Philippine Government that external 
debt obligations are being traded in the secondary market. If an investor pur­
chases an interest in such an obligation and the obligor-debtor is able to re­
deem the debt for the Peso equivalent of the amount of the obligation, this 
permits the investor to obtain Pesos. Afterward, the Peso proceeds of the 
transaction may be invested in a Philippine Enterprise only in the form of 
an equity investment. The government intends to utilize this transaction in 
order to enc_ourage investors to make long-term equity investments in the 
Philippines. However, in order to ensure that the conversion transaction is 
not undertaken in order for the investor to obtain investments at a discount 
at the expense of the government, certain restrictions have been placed on 

· the·-repatriation and remittance of the capital portion of the investment as 
well as dividends flowing therefrom. . 

At present, Philippine Public Sector Debts are not being encouraged for 
entry into the program because of the inflationary effects arising from their 
redemption. 

The study of this law serves as an illustration of a novel form of dacion, 
and prepares the law student or practitioner for a better understanding ot 
the merger or acquisition that may result from the inability of a highly lever-: 
aged corporation to pay its debt. ' 

"" *Bachelor of Laws, 1989, Associate Professor inEconomics,De La Salle University; 
Managing Editor.Ateneo Law Bulletin, 1989, 

1 The debt~quity swap program had/been successfully experimented with by such 
governments as that of Chile. Under such a program,, an investor not only purchases a 
debtor nation's foreign loan for the local currency that it then uses to buy a stake in a 
company in the debtor nation, but such investor may also use it to convert foreign debt 
to domestic debt. Rave Jr., James L., "'Chile Shrinks Loan Size with Debt Swaps". 
Washington Post,_August 24, 1986, page 43. 
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