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Mt:. JOHN CLIERORD) AcG /™ iME HAIDA

Blindsided by the Market (1st of 2 Parts)

Social enterprise, sustainable products, workplace diversity and inclusionlif@ork
balance, and mental healththeseare words | never spoke or heard of when | was
kid. Back then, the only balance | knew was on assee and | worried about my
health only when | started to shiver from fever. Today, | have threé @€6s24, and

22 years old. One millennial, two Bhnials. | hear them and their friends mentior
and discuss carbon emissions, balance, and mental health. The emergence of
topics in their conversations signals a shift in how we should think about oursel
manage our affairs, and run our organaa and society. We have to tweak oul
frameworks or models of thinking and doing. One of these is the free market moc

Walk into your neighborhoodet mar ket , and youodol !l s
of products. Take the case of Aling Nita, who sells GG (galunggong fish). She sel
a specific price and is willing to sell at a lower price if you buy more. Many peoj
look, haggle, and buy.

The secalled classical and neoclassical economists tell us thahsskst motivates
all this buying, selling, and negotiation. They also figuratively refer to an invisit
hand that orchestrates all this selierested activity toward agreed markeices
between buyers and sellers, a.k.a. market players. This state of agreement is
alluded to as mar ket equil i bri um. T
century to explain the interplay of these three elements (buyers, sellers, aet m
price) is what we will call the free market model or Model for short.

The Model from the wet market applies to a larger community of buyers and sel
of others goods and services traded in a city, province, country, and among coun
This fascinéing yet straightforward Model informs much of our governance ar



business decisions and behavior. As with all frameworks to explain reality, our Mc
makes assumptions. For instance, it assumes buyers and sellers always act rati
and have completenformation on prices and goods. Our Model also creat:
unintended side effects. These side effects are known as externalities because
arendét part of the Model

Let s | ook at t wdevatuationtohtlee preceless addanequdlity e
wealth.

Side Effect 1: Devaluation of the Priceless

The first side effect of the Model is the devaluation of the priceless. The Model L
the idea of price to measure value, say, P190 is the value of one kilo of GG: In
to-day conversations, we use price and value interchangeably, and unconsciousl|
end up thinking, AOnly things that
price, it has Ilittle or no value.o

Price leaves out what has value but is priceless in the realiwamnighid work, natural
resources, and social capital. Unpaidkvat home like daily cleaning, cooking, and
caring, al |l necessary to get the &ec
priced. Unpaid work of community volunteers in orphanages, elderly homes, mec
missions, mentoring initiatives, feeding pragrs, and disaster response ari
undeniably valuabl e but arenot pri c:
i nput to production arenodot priced. T
but not the resources themselves. Waste dispasabin t he bi ospher
i snot priced. Seemingly i ntangi bl e
community or society as o6égenerousb6,

i sndét priced either. D e s, pacial eapital ad truss ana
reciprocity resulting from social networks spurs economic activity. (Gross Dome:
Product or GDP is a standard measure of national economic activity.)

The market may produce public goods like roads, electricity, water, &
communication infrastructure because these are prominent enablers of econ
activity. But, left to its own, the market has no mechanism to support priceless go

Side Effect 2: Wealth Inequality

The second side effect is wealth inequality. Thexjurlity is a natural phenomenon.
Many are born into it, but we must correct our ways of thinking, working, and livii
that aggravate it. The Model ignores increasing wealth accumulation from free ma
reign. Due to the reinforcing feedback loop of weahd market power, both create
a wealth inequality trap. The wealthy gain more negotiating power in the daily buy
and selling, leverage this power to push prices up if they are sellers, or down if -
are buyers, and accumulate more wealth as a coeseg. A vicious cycle of wealth

concentration ensues. We <canot cons

enough to undermine the competitive nature that makes the Model work in the
place.

Some may argue that we should focus on povediywealth inequality. Yes, poverty
is a thorn, but reducing it does not absolve inequality. Wilson and Pickett, in tt
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book Spirit Level, provide strong empirical evidence that national inequality, r
wealth, brings about worse social outcomes in teepaggnancy, mental illness, drug
use, obesity, crime, school dropouts, life expectancy, social mobility, and trust. Hi¢
inequality is also associated with weaker environmental policies and higher ecolo¢
degradation.

Both side effects call for see solutions. Here are twiostrong institutions and a
socially-oriented mindset.

Solution 1: Strong Institutions

Institutions for public goods monitor, regulate, and correct these market externali
They should also support the development of grmoied valuable goods that are
unpriced by the market. They should govern and use their purchasing power to
economic activity and innovation to provide public goods, temper the excesses o
market, and develop unpaid work, natural resources, anthlscapital. These
institutions include local government units, regulatory bodies, goverromergd and
controlled corporations, public hospitals and schools, the military, and the police.
Asian Development Bank, in its 2020 publication Asia's Jourm@rosperity: Policy,
Market, and Technology Over 50 Years, confirms that economic development ne
strong institutions to compl ement e
institutions ensure the orderly functioning of markets and accaurtabt y o f

We need robust institutions, decoupled from personality politics, because free ma
donodt sit in a vacuum. They are emt
functions and corrects its malfunctions through legislation and effective governa
A Gaml governance requires strong institutions, and it must be brought down to
l evel of the individual, 0 emphasi zet¢
book Governance of the Philippines: As a Republic, 123®B1. Welicrafted laws
and good goernance come through dependable institutions.

Solution 2: SociallyOriented Mindset

Selfinterest is only part of what we are and will get us only part of what we want
be. The same 19th century neoclassical economics that popularized the coauept
free market model has typified you and me as the homo economicus or economic
Economic man is individualistic, uti
words as fAstanding alone, money ims F
view of man is another concept we need to tweak. We are economic beings, bt
are also social, altruistic, and emotional ones. As social individuals, our survival
well-being are inextricably tied to others. As altruistic beings, we love ourgpastn
rear our kids, care for our elderly, help out a work colleague, console a friend, hel
old woman cross the street, volunteer at medical missions, serve at food kitchens
contribute to the opesource digital community. We also act on emotiabits, and
biases. Check the evidence from behavioral economics. Our biases and habits ti
emotional responses. We sell when the stock price is down, we fear losing more
gaining the same amount (loss aversion bias), and we value a car more alnive we
it home than when it is in the showroom (endowment effect). Our emotic
unconsciously nudge us toward altruism and gratitude.



A socially-oriented mindset is considerate about the impact of our actions on the v
being of others and predisposeswho have to act as stewards for those who ha'
not. This mindset underlies distributive policies and practices that promote price
goods and temper wealth inequality. It allows us to take on an identity that g
beyond moneymaking.

Take a person #nog as an agent of governance for public or private enterprise.
socially-oriented agent realizes she is a steward, more than just a moneymaker.
beliefs about who we are shape who we become. If the agent believes she is |
moneymaker, then all sho | | strive for iIs to make
that the way we answer a survey varies based on whether the researchers frame
Consumer Reaction Survey or a Citizce
prime different values in uthat cause different behaviors. Consumers display
stronger association with wealth, status, and success than citizens do. Our agent ¢
live by selforiented values that underlie governance like integrity, meritocrac
discipline, hard work, mentalgdity and openness, resilience, and dmdfief. She

should also display sociallgriented values of altruism, solidarity, volunteerism
preferential concern for the poor, and ecological care. These values intrinsic
motivate behavior that returns valto the priceless and mitigates wealth inequality.

Beyond Economic Man

Social enterprise, sustainable products, workplace diversity and inclusion|if@ork
balance, and mental health are ideas that transcend the goals of economic man.
reflect apirations for richer human flourishing. To achieve a society that provid
conditions that help us flourish, let's design our governance and policies
strengthen our institutions and support a sociatlgnted view of ourselves as
citizens. To take ik forward, as we will see in the next article, GDP is not and nev
enough.

(The article reflects the personal opinion of the author and does not reflect the offi
stand of the Management Association of the Philippines or MAP. The author i
member of MAP NextGen Committee, Founder and CEO of technology firm Synel
Ltd., ard author of the book Sh*tty Places & Selfish People: 7 Rules of Engagem
Reach or follow him at www.linkedin.com/in/cliffeala/, www.facebook.com/cliffea
www.instagram.com/cliff.m.eala/, or cliff@cliffeala.com.



A MA Rmsightso Column in BUSINESSWORLD

AA New Global TlaxiReginte

Novemhber2Zand 9 2021

Atty.. BIENNIE D11A COickd Dit BBALADAD)

Rapidly shaping up at the global tax arena is a new tax regime that challenges the
core of generally accepted international tax rules and principles. Agreed to by
member countries of the Organization of EconomieoPeration and Development
(OECD) on October 8 is a historic tax pact in what could be the most drastic glc
tax reform of the century.

At the center of this -phased reform (Pillar 1 and 2) is fairness in the sharing
revenues between and among countries owing to the rapidlygnegedigitalization
of the worl ddbs economy where terandt
mortar businesses, on which the current global tax rules are based, are becc
inapplicable. This is Pillar 1 of the Blueprint.

Pillar 2 of the Bluepnt, on the other hand, works for the eradication of tax have
and the so called Orace to the botto

attractive incentives in attracting businesses and investments, resulting to rev
imbalances and gnificant losses to governments. To accomplish this, a 15% glol
minimum corporate tax (effective tax rate) has been agreed.

This article focuses on Pillar 1. The next article (part 2) will focus on Pillar 2.

Under Pillar 1, akeewjoonsdptctcahbkae

over revenues of companies despite absence of physical presence in their jurisdic
Market jurisdictions refer to the locations/countries where goods and services
consumed. This is prevalent in digitalngpanies which could earn income without
having to set foot in those countries. Netflix, for example, has subscribers worldw
earns revenue therefrom without having to pay tax in those countries (under cul
tax rules) absence physical presence. URdtr 1, Netflix can now be made to pay
a tax in these market jurisdictions.

Apart from digital compani es, Pill a
facingd businesses. Consumer facing
the sale bgoods and services typically sold to consumers. One example is Ama:
The scope of O6consumer facingdé busin



Not all businesses will be covered by Pillar. As intended, Pillar 1 shall cover o
large and profitable busingss with revenues of Euro 20 Billion (PhP1.2 Trillion,
more or less) and a profit margin of 10% or more. Those falling into this categ
shall be required to reallocate 25% of their revenue above 10% (profit before ta»
the market jurisdictions with déast Euro 1 million (PhP60 Million, more or less)
generated in that country. Applying it to the country, digital companies earning Ph
Million from Philippine customers may be made to pay income tax even withou
physical presence in the country.

In terms of implementation, Pillar 1 shall first be applied, then Pillar 2, which me:
that companies would need to pay the taxes due to the location where they ger
revenue and if the taxes paid is below the agreed minimum corporate tax of 15%, i
companies would be required to Atop
global minimum level agreed upon. In our earlier example, Netflix would be requi
to pay tax in every jurisdiction it earns revenue despite the absence of a phy
presence, and if the taxes paid, computed on a per country basis, does not me
15% minimum corporate tax, it shall be required to pay additional tax in thc
jurisdictions where tax payments do not meet the minimum level.

The OECD has set a deadlioeEDecember 14, 2021 for comments on the propose
with the hope of reaching an agreement on the final parameters EOg2tdand
implementation in 2023. At this point in time, the proposals remain subject to chat

What To Watch Out For

Analyzing the poposed design parameters of the new global tax regime, there li¢
number of implications which we should watch out for. As they say, the devil is
the details.

Many of the issues surrounding the two Pillars are not yet set out. Certainly, there
be significant implementation burden and changes on both businesses
governments. Revenue authorities would need to have financial information, ¢
worldwide scale, of the income and operations of these multinational enterprises
able to calculee what is theirs. Similarly, companies will have to keep up wit
humungous requirements for data reporting, tracking, system change, and compli:
among others.

Those in the host developing countries, like ours, may only have access to inform:
abawt a multinational s | ocal data anc
in the whole pie. For Pillar 1, our revenue authorities would need to know the glc
financial data of the multinationals to be able to ascertain and claim a pdrtioa o
residual profits for their country. This would need not only a compliance reporting
businesses, but more so, a tighter, more transparent, fiofgggidness government
to-government coordination and sharing of information.

Many implementation questions are still left hanging. How are jurisdictional effecti
tax rates going to be determined considering the variations in the tax systemr
countries? How would the tax base be calculated? How will companies pay taxes
spedfic jurisdiction when it has no relevant tax identification number in that locatiol
Will the companies be taxed on a presumptive income or estimated basis? Will ¢
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taxation be allowed as a substitute? How will collection be enforced? These are ¢
of the questions that are yet to be addressed.

These new concepts are complex, especially in their application. Hopefully,
OECD and the Inclusive Framework will release common rules and guidelir
standardized model or templates for tax treaty agresmand even domestic
legislation to lessen complexity and promote uniformity.

Locally, there may be a need to change domestic rules, laws and regulations to
with these drastic changes in tax rules and principles under this global refc
Internatonally, there may be a need to produce a new tax treaty model or renegc
treaty agreements to effect and caont these changes.

Global taxation on the digital economy is inevitable. Businesses and governm
should begin considering tirapact of these global tax changes on their revenues a
operations and prepare for adoption. There remain areas that require further guic
to provide certainty to businesses.

This article (Part 2 of a series) focuses on Pillar 2 which requires fesition of a
15% global minimum corporate tax on multinational enterprises (MNE).

As mentioned in Part 1, this new global tax regime consisting of -@ifi&o solution
(Pillar 1 and 2) was agreed to by 136 members of the Organization of Economic
opeation and Development (OECD) representing more than 90% of global GDF
is regarded as the most radical overhaul of the global tax system which establis|
new framework for international tax, aligned with a digitalized and globaliz¢
economy. (Pillad was discussed in an earlier article).

The core feature of Pillar 2 is the introduction of GIoBE or Global-Base Erosion
which fixes a global minimum corporate tax of 15% at the overall income of
multinational, and for every jurisdiction it opegat thus putting a floor on tax
competition. It requires the ultimate parent company to account for its share o
income from member companies in low tax jurisdiction and taxes that income to
15% minimum tax.

Overall, GIoBE is meant to make MNEscount for the income of its members in
various jurisdiction ensuring that the 15% minimum corporate tax is paid in tl
country. It is a measure to protect the tax bases of countries from harmful tax prac
especially with the proliferation oftaxhevns and t he practic
lowered tax rates and super generous tax incentives.

How does this work®ultinationals (MNES) with an effective tax rate below the 15%
minimum global tax rate in any particular jurisdiction will be requie@ay topup
tax on the income of its members that does not meet the 15% minimum tax.

For example, the parent company of an MNE operating in the Philippines may
required to pay a tepp tax if its effective tax payment in the Philippines is lower tha
15%, as in the case where there is availment of generous incentives that bring
effective tax rate below 15%. There are however, carve out rules for incentives b
on substantial activities in the host jurisdiction and are meant to support vadg po
considerations.



The application of Pillar 2 is not all encompassing. It applies only to large ¢
profitable businesses with global revenues exceeding Euro 750 MillidPh{@rd4
Billion global revenug and there are exclusions and carve outdudtries excluded
may include global shipping companies, government organizations and certain -
vehicles. As of now, there are no detailed rules yet for the standard determinatic
the minimum corporate tax but expectedly, a set of formulaic anefanomulaic
standards for global application will be soon be out.

The application of the global minimum tax consists of four prineiples, as follows:

TheIncome Inclusion Rule (lIRyyhich imposes a tepp tax on parent entity
in respect of lowaxed income of a constituent member entity. The IR wil
require a parent company to bring profits of foreign subsidiaries into acco
for domestic taxation. It will apply in respect of each jurisdiction in which tt
MNE group has a subsidiary or branch.

Under the IIR, the effective tax rate of each jurisdiction, calculated
accordance with specific global minimum tax rules, will be determined bas
on all of the consolidated companies or branches in that jurisdiction. It will th
be compazd with the minimum effective tax rate (ETR) of at least 15%- To}
up tax will be charged to the head office to make up for any shortfall. F
example, if a wholly owned subsidiary has an ETR of 12%, based on a minirr
rate of 15%, topup tax at 3% shoulde applied at the level of the parent on the
subsidiary's undertaxed income.

The Undertaxed Payments Rule (UTPB9nies deductions or requires an
adjustment to the extent the low taxed income of a branch or subsidiary is
subject to the global minimum corporate tax.

It acts as a backstop to IIR to deal with circumstances where the IIR is una
by itself, to bring low tax jurisdictions in line with the minimum rate. This
reduces the incentives for tax driven inversions where business entities relc
operations overseas to reduce their income tax burden. Companies undert:
a corporate inversionsually select a country which has a lower tax rate the
their home country. The UTPR discourages this practice.

TheSwitchOver Rule (SORgnables jurisdictions to overturn treaty obligation:
where there are commitments to exempt incomes attrileuttmb foreign
permanent establishments under tax treaties. This will enable jurisdiction:
remove tax treaty hindrances and subject the income to the minimum tax.

TheSubject to Tax Rule (STT&)ows the source jurisdiction to impose tax or
certain relategbarty payments below the minimum rate. The STTR is a treat
based rule, which may override treaty benefits in existing treaties in respec
certain payments where those payments are noécuioj a minimum level of
tax in the recipient jurisdiction. The covered payments include interest, royal
and other payments for mobile factors such as capital, assets, or risks.



Implementation

At the latest by the end of 2022 an implementatiamework will be developed that

facilitates the coordinated implementation of the GIoBE rules. Pillar 2 should
brought into law in 2022, to be effective in 2023, with the UTPR coming into effe
in 2024.

The implementation framework will include safarbors and other mechanisms tc
simplify administration and implementation. It will be a targeted implementation,
much as possible, to avoid compliance and administrative costs disproportiona
the objectives of the measures.

What 6s i nountty? f or the ¢

Foremost, the imposition of the GloBe Rules relieves the country from the pressul
having to compete in providing excessively generous tax incentives or low taxe
what we call a O6race to the botpapngo
field in attracting investments, staying away from the use of fiscal incentives,
focusing instead on neiscal attractiveness of the country. To the extent that tt
income is subject to a floor or a minimum tax of 15%, the incentive toostsfphon
income out of the country is lessened.

Even post CREATE, our corporate tax of 25% remain the highest in the region wi
could make us still a favorite victim of harmful tax practices, base erosion and pr
shifting, by multinational enterfges operating in the country. With the 15% globa
minimum tax, the incentive to shift income to low tax jurisdictions, would be lessen
though not totally eradicated unless we bring our corporate tax rate to 15%.

Will it remove tax competition? Not totally, but lessened. There would still |
variations in tax rules in each jurisdiction and MNEs would still try to maximize tho
differences for higher group profits.

In terms of revenue, it is expected thae tRhilippines, considered as a higix
jurisdiction (thus, a natural favorite victim of harmful tax practices) compared to
peers, will earn additional revenues from these measures. Based on OECD esti
corporate tax avoidance costs countries amye/from USD 10240 billion annually,
which is equivalent to-40% of global corporate income tax revenues.

What to Watch Out For

The proposals open up as many questions as they answer. The four compone
Pillar 2 are complex and have a significamerlap and it is far from clear on how they
will interact. One thing is cledrit will be difficult for developing countries like the
Philippines to implement and achieve the Pillar 2 objective of a minimum effect
tax.

The 2pillar Blueprint ackowledges that both tifubject to Tax Rulend theSwitch
Over Rulewould require changes to existing bilateral tax treaties which could
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implemented through bilateral negotiations and amendments to individual treatie
more efficiently through a mulateral instrument.

While the Income Inclusion Ruleand theUndertaxed Payment Ruleould be
implemented through changes to domestic law, this by itself is also a difficult and |
process. Also, further guidance and mechanisms should be devel@psdite there
is a consistent, comprehensive and coherent application of these rules, and th:
effective overall coordination of their application across multiple jurisdictions. Tt
would require a comprehensive model legislation and guidance togeitieia
multilateral review process.

The practical application of Pillar 2 would also be a challenge for developing count
since it will be difficult to determine the tax base for global income. The Pillar
consultation document suggests the useoakalidated financial statements but tha
pose its own challenges. Which accounting principles (GGAP) should be used?
will local tax authorities audit consolidated financial statements? How will the chatr
in tax base bring changes to accountinggples?

It is not without a doubt whether the Blueprint will be enfortabey will certainly
be enforced in the years to come.

Where we end up remains to be seen but businesses and governments shoul
abreast of developments to enable them noaie agile, review their operations and
prepare for adoption. This is the main objective of this article.

(This article reflects the personal opinion of the author and does not reflect the offi
stand of the Management Association ofRhdippines or MAP. The author is Chair
of the MAP Tax Committee, and Founding Partner and CEO eB&adad and
Associates (BDB Law). Feedback at <map.map@map.org.ph> and <dick.(
baladad@bdblaw.com.ph>.
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MAP Officers for 2022

Ramon V. pel Rosario Sr. Center for Management Excellence
Unit 608, Avala Tower One

Avala Triangle, Avala Avenue

1226 Makati City, Philippines

Tel: (632) 7751-1150t0 52
E-Mail: map.map@map.org.ph
MAP Website: map.org.ph

Management Association of the Philippines

November 9, 2021

Circular No. 118 - 2021

Subject: MAP Officers for 2022
Dear Fellow MAP Member:

It is our honor to formally announce the MAP Officers for 2022 who were elected in today’s
(November 9, 2021) Joint Meeting of the 2021 and the 2022 MAP Boards of Governors via ZOOM:

President Mr. ALFREDO “Fred” E. PASCUAL
Lead Independent Director, SM Investments Corporation
Vice Dr. DONALD PATRICK “Donald” LIM
President Chief Operating Officer, DITO CME Holdings, Inc.
Treasurer Mr. WILSON P. TAN
Chair and Country Managing Partner, SGV & Co.
Assistant Mr. ROMEO “Romy” L. BERNARDO

Managing Director, Lazaro Bernardo Tiu & Associates

Treasurer o

Secretary Ms. MARIANNE “Maan” B. HONTIVEROS
Managing Director, CEO Advisors, Inc.
Governor Mrs. VICTORIA “Vicky” P.

GARCHITORENA - ARPON

Consultant, Family Philanthropy and Corporate Social
Responsibility

Governor % | Atty. ALEXANDER “Alex” B. CABRERA

. Chair Emeritus and ESG Leader, Isla Lipana & Co./PwC
Philippines

Governor Dr. CIELITO “Ciel” F. HABITO

Chair, Brain Trust, Inc.

Governor Sec. ROGELIO “Babes” L. SINGSON
President and CEO, Metro Pacific Water

On behalf of the MAP Nomination and Election Committee (NOMELEC), we would like to thank you for
the confidence and support you provided to the outgoing MAP Board in its efforts to advance the MAP’s
mission of Promoting Management Excellence for Nation-Building. Kindly extend the same level of
commitment to the incoming MAP Board.

Let us all continue to work together in pursuing the MAP’s mission.

Sincerely,

™~
MARILOU C. CRISTOBAL MEDEL “Dii g"/T. NERA
Chair, MAP NOMELEC Vice Chair, MAP NOMELEC
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FORTHCOMING EVENTS

AFEDERAL LAND
CONVERSATIONS
S\ .
m Lifestyle modemn living AFEDERAL LAND
PRESENT

Urban Oasis: Designing a
Relaxing, Stress-Free Sanctuary

Chat Fores Gilbert Berba Paulo Alcazaren Issa Litton
Founder, Chat Fores Head of Urban Planning Columnist, Moderator
Design Studio and Design, The Philippine STAR
Interior Designer, Federal Land, Inc.
Mi Casa
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St Luke's The Future Of Wednesday, November10,.2021

Medical Center 4:00 PM -5:30 PM Manila Time

f ici =
mrsii Digital Health

PLANETARY AND GLOBAL HEALTH PROGRAM Conversatlon Webinar

Ms. Cherry Pie Valencia Dr. Renzo Guinto

1,.& - ?

C|V|kg

Dr. Alvin Marcelo Dr. Saira Ghafur Dr. Ivy Patdu Ms. Dorothea Koh Mr. Cholo Tagaysay
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