ASEAN ICT DIALOGUE:

Empowering Economies, Communities, and Innovation

Through the ASEAN ICT Master Plan 2015
October 24-25, 2011 Manila Peninsula Hotel

Incentives for ICT

Dir. Nestor P. Arcansalin

Board of Investments — Department of Trade and Industry
Philippines




ASEAN ICT MASTER PLAN

6 Strategic Thrusts — 3 Pillars, 3 Foundations

<+ Pillars:
= Economic transformation
= People engagement and empowerment
= Innovation

<+ Foundations:
= Infrastructure development
= Human capital development
= Bridging the digital divide

Establish legal basis to grant incentives
(Enabling Law, Policy, Executive Order, etc.)
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Pillars:
Economic  Transformation:  To promote trade, investment and entrepreneurship in the ICT  Sector, and build an ICT engine for sectoral transformation
People Engagement and Empowerment:  To enhance quality of life through affordable and equitable ICT
Innovation:  To nurture a creative, innovative and green ICT sector
Foundations:
Infrastructure Development:  To provide the next generation infrastructure backbone and enabling policies and legislation
Human Capital Development:  To develop a skilful ICT workforce and knowledgeable community  
Bridging the Digital Divide:  To elevate countries and people through ICT capabilities



INVESTMENT PRIORITIES PLAN

PREFERRED ACTIVITIES
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Agriculture/Agribusiness and Fishery
Creative Industries
Knowledge-Based Services

Ship Building

Mass Housing

Energy

Infrastructure

Research and Development

Green Projects

Motor Vehicles

Tourism

Strategic Projects

PPP Projects

Disaster Prevention, Mitigation & Recovery

ll. Export Activities

National Digital
Strategy
*

National ICT
Roadmap
*
National ICT
Master Plan
*
National
Development Plan
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ICT is the collective term for the various technologies involved in processing and transmitting information, which include computing, multimedia, telecommunications and their interdependencies. It is therefore necessary to identify the priority activities that deserves incentives.
 
Criteria for IPP:
Synchronized with Government’s priority industries/sectors (pre-determined in Roadmaps, Master Plans, Development Plan.
These industries/sectors are job creators, prime movers and jump-starters of economic activity. 

ICT, as an engine of growth for ASEAN countries  is definitely be a priority  sector.


PRIORITY INVESTMENTS

“* Knowledge-based Services
BPO, IT and IT-enabled Services

Contact Center
Business/Knowledge Processing
Software Development
Animation

Data Transcription

Engineering Design

Game Development
Procurement and Sourcing

ICT support Services
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Areas for Outsourcing Opportunities 
 
Contact Center - Consists of in-bound and outbound voice operation services for the purposes of sales, customers service, technical support and others;
Back Office - Services related to finance and accounting (e.g. bookkeeping, accounts maintenance, claims processing, asset management,) and human resource administration (e.g. payroll processing, benefits administration, human resources data management).
Data Transcription - Provision of transcription services for interpreting oral dictation of health professionals, dictations during legal proceedings, and other data encoding services.
Animation - Process of giving the illusion of movement to cinematographic drawings, models or inanimate objects through 2D, 3D, etc.
Digital Content - Creation of products that are available in digital form, such as music, information, and images that are available for download or distribution on electronic media.
Software development - Analysis and design, prototyping, programming and testing, customization, reengineering and conversion, installation and maintenance, education and training of systems, software, middleware and application software.
Engineering Development - Includes engineering design for civil works, building and building components, ship building, and electronics.
Knowledge Process Outsourcing - Delegation of knowledge-intensive business processes that require significant domain expertise, analytic skills and judgments and decision-making capabilities to a third-service provider. The goal of KPO is to deliver value by providing superior enterprise decision-making as opposed to cost savings alone.



PRIORITY INVESTMENTS

+» Infrastructure

Establishment of new telecommunications
Infrastructure as endorsed by a National
Telecommunications Commission

“* Research and Development

= Centers of Excellence
= Training/Learning Institutions

“* PPP Projects

Projects under the PPP program of the Government
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Typical activities where governments have incentives to improve efficiencies using PPPs in ICT include the following: 

Internal administration – payroll, procurement, billing and collection; 
Asset & revenue management – property cadastre, vehicle registration, taxation, etc.; 
Public eServices – information, applications and status updates for health services, social benefits, licences, etc.; 
ICT Infrastructure – telecommunications, technology infrastructure including advanced systems and facilities for the IT sectors, etc; and 
ICT capacity building – technologies and education materials and training in order to build public ICT skills and participation. 
 




INCENTIVES

Income Tax Holiday

. Special tax rate (5%) on gross income (after the
lapse of ITH)

. Tax and duty exemption on imported capital
equipment

Exemption from input VAT on allowable local
purchase of goods and services (e.g.,
communication charges)

Unrestricted use of consigned equipment
Employment of foreign nationals

. Special visa for foreign investors, consultants,
experts



EXAMPLE OF SUCCESS

Industry that grew and keeps on growing,
leveraging on a conducive ICT environment
and by enjoying incentives:

IT/BPO Industry

The Philippines Is already advanced In
providing digital services In [T/Business
Process Outsourcing.
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The Philippine IT/BPO industry has a wide breadth of competencies

The Philippines has maintained its competitive position by being comparable to India in terms of operating cost.


SCALE OF

CONTACT CENTER

IT AND SOFTWARE
DEVELOPMENT

BACK OFFICE AND
OTHER PROCESSES

CREATIVE
SERVICES

ENGINEERING
SERVICES & R & D

5,000 to
20,000+

300 to
15,000+

500 to
10,000+

50+

300+

Outbound (telemarketing, advisories, sales
verification. credit & collection, loyalty program
benefits, reactivation/ reinstatement of accounts,
customer services, order entry)

Inbound (inquiries, technical, transcription
complaints, customer service, support,

support, sales, marketing, billing)

Languages Supported

English, Tagalog, Spanish, French, Korean,
Mandarin, Portuguese, Taiwanese, German,
Viethamese, Japanese, Cantonese, Bahasa,
Thai, Russian, Arabic and Scandic
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Applications development and maintenance
IT operations and infrastructure

Software product development

Business analysis, project management,
education

*, *,
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Finance & Accounting
Human Resource

Legal outsourcing

Business analytics

Market research and analysis
Procurement

Publishing

Other back office processes
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2D/3D animation

Flash animation, Web design, graphics

and art design

% Interactive game dev (PC gaming and
console games)

% e-learning (Medical/educational)

O o
DR

0
o3

Civil engineering & Architectural

Printed circuit design, wireless devices &
display technology

Electronic components

CAD/CAM

Mobile applications

0
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Growth

Philippine IT-BPO industry size
2006-2010; USS$ hbillion

L X% | YoY Growth

2006 2007 2008 2009 2010
# FTEs (~'000) 240 300 370 440 530
‘Global sharel 5% 6% 6% 1% 8%

FTEs = full-time employees,
1 Philippines IT-BPO market as percentage of global offshore services market, in revenue terms



Available Quality Human Resources

« Highly educated
94.6% literacy rate, 70% fluency in English
« English proficient
«» Strongly customer service oriented
« Excellent in the practice of professions
« Highly trainable and with fast learning curve
« Adaptable to universal cultures
« High level of commitment and loyalty
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Filipinos are basically customer oriented, highly trainable and with high level  of commitment and loyalty to the company.

Universal Cultural Adaptation
The Philippines is a melting pot of cultures where East meets West and blends into an interesting, friendly and hospitable people. 
It is for this reason that the Philippine  has always been rated a top choice for expatriate living



Reliable Infra Support

Presence of dedicated IT Parks/Buildings
right in the center of Business Districts

RCBC Plaza,

Eastwood City Cyberpark Makati City

Quezon City

—

Bonifacio Technology
Center, Taguig City

PBCom Tower
Makati City

Northgate Cyberzone

METRO MANILA Muntinlupa City
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Special Economic Zones, or what are known as IT Parks and/or Buildings, have ample and up-to-date telecommunications capabilities; (1) an abundant supply of available telephone lines, ISDN, and fiber optic technologies, and (2) a clean, uninterruptible power supply and computer security, and building monitoring and maintenance systems.

http://www.peoplesupport.com/default.asp�

Reliable Infra Support

Nationwide Fiber Optic
Backbone Network
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Nationwide FOBN extends from the Northernmost tip to the Southernmost tip of the archipelago.  There are also 5 cable landing stations to ensure redundancy.

The Philippines is one of the few countries in the world that has a competitive fiber-backbone infrastructure. Some countries might have duplicate regional or city-wide fiber-backbone networks, but very few countries around the world have two fully national fiber-backbone networks. In addition, various other telecom sector players have regional digital backbone infrastructure including fiber-backbone. The backbone capacity of the Philippines bodes well for future broadband development. 



INCENTIVE

Income Tax Holiday
(ITH)

ITH Bonus

Special Tax Rate of 5%
on Gross Income

Importation of Capital
Equipment, Spare Parts
and Supplies

Wharfage Dues and
Export Tax, Duty, Impost
and Fees

Simplification of
Customs Procedures

Employment of Foreign
Nationals

Attractive Incentives

BOI PEZA CDC/ SBMA
(Executive Order No. 226, as  (Republic Act No. 7916, as  (Republic Act No. 7227 — Bases
amended) amended) Conversion Dev’t Authority
4 — 6 years (max of 8 years) Exempted from all local and

national taxes - value-added taxes,

franchise taxes, excise and ad
3 years provided the firm meets certain conditions valorem taxes)

Special Tax Rate of 5% on Gross Income

0% duty-free Tax and Duty-Free

Exempted None

Available

= Foreign nationals may be employed in supervisory, technical or advisory positions within 5 years from|
a project’s registration, extendible for limited periods. The positions of president, general manager,
and treasurer or their equivalents, of foreign-owned registered firms may be retained by foreign
nationals for a longer period.

= Foreign employees may bring with them their spouses and unmarried children under 21 years of age.
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BOI, PEZA, CDC/SBMA along with other IPAs, located in key areas, in line with the Next Wave Cities 

The following matrix shows the available incentives.
 3 years ITH for Expansion project (ITH applies to incremental sales)
 ITH Extension year may be granted if Project complies with the following criteria (one criterion is equivalent to one ITH extension  year,), provided that the total ITH entitlement period shall not exceed eight (8) years:
 The average net foreign exchange earnings of the project for the first three (3) years of operations is at least US$500,000.00
The capital equipment to labor ratio of the project does not exceed US$10,000.00 to 1 for the year immediately preceding  the ITH extension year being applied for. 
•  Upon expiry of the ITH - 5% Special Tax on Gross Income and exemption from all national and local taxes. 
(“Gross Income” refers to   gross sales or gross revenues derived from the registered activity , net of sales discounts, sales returns and allowances and minus cost of sales or direct costs but before any deduction is made for administrative expenses or incidental losses during a given taxable period)
•  VAT zero-rating of local purchases of goods and services, including land-based telecommunications, electrical power, water bills, and lease on the building, subject to compliance with Bureau of Internal Revenues and PEZA requirements
• Exemption from payment of any and all local government imposts, fees, licenses or taxes. However, while under ITH, no exemption from real estate tax, but machineries installed and operated in the economic zone for manufacturing, processing or for industrial purposes shall not be  subject to payment of real estate taxes for the first three (3) years of operation of such machineries. Production equipment not attached to the 
  real estate shall be exempt from real property taxes.

  Additional deduction for training expense:  One-half of the value of training expenses incurred in developing skilled or unskilled  labor or for managerial or other management development programs may be deducted, to be charged against the 3 percent share of the national government in the special 5 percent tax on gross income.

  Local business tax - PEZA-registered enterprises, whether under the ITH or the 5 percent special regime, shall generally be exempt from securing local government business permits. A PEZA registered enterprise availing of the ITH incentive will be exempt from all local taxes, except real estate taxes. A PEZA-registered enterprise under the 5 percent preferential rate will be exempt from all local taxes, except real
property tax on land owned by eco-zone developers





Industry Roadmap 2016
PPP /

Philippines IT-BPO industry

USS billion . CAGR:
/ ~20% 25.0
20.0
CCAGR:
| CAGR:(’ " CAGR:
- 72
32 CAGR: 77
9%
|
2006 2009 2010  Low-end Baseline Road Map
2016 2016 2016
%of GDP  2.7% 4.5% 4.8% 6.0% 7.0% 9.0%
Direct 10k 440K 530K 680K 900K 1.3M
employment :

Source: BPAP data, Everest analysis, World Bank and IMF projections

= Impact of IT-

BPO industry
growth is
tremendous

Continued
push on
current
industry efforts
critical

Public-private
partnership
can change
trajectory
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The IT-BPO Road Map 2011-2016 was developed by a joint undertaking of Everest Group and Outsource2Philippines under the auspices of the Business Processing Association of the Philippines (BPAP).  It provides a mid-term industry development program and forecasts growth to reach $25 billion in revenue and 1.3 million knowledge workers if key challenges are addressed. Those challenges include ensuring the supply of talent, maintaining a positive investment environment, strengthening country brand visibility.

The IT/BPO sector grew at a Compound Annual Growth Rate (CAGR) of 30% between 2006 and 2010, such that by 2010, it provided employment to over 530,000 workers, bringing in revenues of USD 9 billion, and capturing 8% of the global market. 

Furthermore, it also shows three scenarios for 2016: 
  Low-end expectations; 
  Medium performance (baseline), and 
  High expectations 

Concerted industry effort and continued government support can get sector to $20B by 2016; strengthened PPP can increase this to $25B.

(Reference/Source: BPAP roadmap 2011-2016) 



Reaching Road Map Targets (HE)

< Dramatically increase quality and
guantity of talent pool by catalyzing
the education and training sector

Industry recognized standards
Industry accreditation

% Position IT-BPO as a career of
choice

< Aggressively promote IT-BPO
proposition in new service lines and
geographies, e.g.,
F&A, Healthcare, IT
UK and APAC

<+ Next Wave Cities — Development of
Tier 2 & 3 locations

<+ Enable industry growth through
legislation and policy changes

Greater autonomy in curriculum
design and other education
interventions

Flexibility in labor markets

Enact data privacy and anti-cyber
crime laws

Continuation of current incentives

% Allocate resources for critical talent
and marketing initiatives

Continue training scholarships

% Domestic and international
marketing



Human Capital Development

Public — Private Partnerships Public — Private Partnerships

s Service Science < National Competency
Management and Assessment
Engineering (2008)

* Advanced English Pre-

*» Earn As You Learn Program Employment
(2009) Training Program (AdEPT)
% Philippines as the Global % Expanded Learning on IT
Leader in Services

Multilingual BPO (2011) (ELITES) Teacher Training
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To develop the range of skills needed for the Philippines to capture a larger market share in high value sectors of the global IT & BPO Industry,  the Philippine government entered into Public-Private Partnership (PPP) engagements with IBM. The Philippines is now the third largest site for IBM in the world, after the United States and India, with close to 12,000 employees.

Service Science Management and Engineering (SSME) - Launched in 2008 with an MOU among CICT, BPAP and IBM. CICT developed an SSME aligned curriculum through a Services Technology Management (STM) program designed and developed to lead to a diploma certificate and Masters Degree program. 

Earn As You Learn Program:  A Government-Academe-Corporate Partnership towards a Smarter Philippines - BOI and IBM signed an MoU in 2009 to implement the novel Earn as You Learn (EAYL) partnership program, patterned after the highly acclaimed IBM Australia-University of Ballarat program of the same name. This is undergraduate program  combines an integrated teaching, income generating and work experience to produce graduates with an appreciation of the culture of work as an IT professional.  BOI introduced IBM leading Cebu universities. IBM selected the University of Cebu as its academic partner for EAYL.

Philippines as the Global Leader in Multilingual BPO – 2011 - BOI and IBM Philippines is also building the capabilities in languages other than English to position the Philippines as the Global Leader in Multilingual BPO,  identifying sources of multilingual talent through collaborations with academic institutions, as well as by tapping overseas Filipino workers who had worked in countries that spoke other languages.  IBM’s BPO business supports over one million client employees in 15 languages from Manila, and provides global support to 84 countries in North and South America, Asia and (Europe, Middle East, and Africa), all delivered in their natural time zones.

National Competency Assessment - The BPA/P National Competency Assessment Test (BNCT) launched in February 2010 identifies potential candidates for the outsourcing industry. It assesses basic (threshold) competencies needed to be “trainable” in a customer-service oriented type of industry.  The NCAT will be administered to graduating students and graduates who would like to shift careers. BPO companies will be responsible for assessing the candidates further on position-specific competencies. 
  
The Advanced English Pre-Employment Training Program (AdEPT) -  AdEPT is focused on developing hiring-level competencies in English, so that graduates can be immediately employed across industries but especially by the IT-BPO Industry. 
 
Expanded Learning on IT Services (ELITES) Teacher Training  -  ELITES Teacher Training program is the Talent Development component led by the Philippine Software Industry Association (PSIA) together with the Philippine Society of IT Educators (PSITE). The aim is to upgrade the knowledge and skills of teachers who are teaching Java and other software and programs. Twenty (20) teachers were trained under this program. 
 




Next Wave Cities

Increasing Location Attractiveness

Centers of Top 10

Excellence Next Wave Cities SIS IR AETIE Aspirants
Manila-NCR Davao Cabanatuan Balanga
Cebu Santa Rosa Cainta La Union
Clark Bacolod Dagupan Tagbilaran

lloilo General Santos Tarlac
Metro Cavite Legaspi
Lipa Naga
Cagayan de Oro Rizal
Malolos South Bulacan
Baguio Subic
Dumaguete Tuguegarao
Urdaneta

Absorptive Capacity

U4 Potential IT-BPO support
» Super cities >15,000
» Large cities = 10,000-15,000

» Mid-sized cities = 5,000-10,000
» 20+ cities = <5,000 each
U Eases concerns on rental costs, talent availability, salaries
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Expansion beyond Metro Manila to “next wave” cities. The first city in the Philippines to support BPO operations, Metro Manila, accounts for nearly 80 percent of all BPO activity in the country. Cebu is the most prominent location outside Manila with companies like Accenture, WIPRO, JP Morgan, Convergys, Aegis, and Sykes as operating in the city.
 
What is the Next Wave Cities Initiative  
  Partnership among DTI, CICT, BPAP 
  Develops new IT-BPO hubs
  Assesses cities readiness to host IT-BPO locators
  Coordinates with local ICT councils
  Expands IT-BPO hiring pool
  Offers low cost alternatives

The criteria used were availability of talent (comprising 40 percent of the total score), infrastructure (30 percent), cost (10 percent) and business environment (20 percent).  These are said to be the main factors that influence investors’ decision in choosing a location. Higher scores reflect better readiness to host BPO locators. 

The proper development of new outsourcing destinations within the country will address concerns such as escalating salary and rental costs, as well as relieve pressure on talent availability in first-wave locations Metro Manila, Cebu City, and Clark.
 
Talent and real estate were indentified by Jones Lang La Salles consultants as the most influential factors in locational decisions as telecom infrastructure in the country is already assumed to be more than adequate especially with two new cable landing stations installed by the telcos.

Absorptive Capacity 

 Potential  IT-BPO support
  Super cities >15,000
  Large cities = 10,000–15,000 
  Mid-sized cities = 5,000–10,000
  20+ cities = <5,000 each

  Eases concerns on salary and rental costs, talent availability
  About 15% of 442,000 FTEs and 22% of BPO in 2009 activities were in NWCs (BPAP)




Thank you
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