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STATEIAENT OF MANAGEMENT RESPONSIBILITY

FOR FINANCIAL STATEMENTS
The management of Rural Bank of Guinobatan, Inc. is responsible for the preparation
and fair presestation of the financial statements for the year ended December 2016, in
accordance witt the prescribed financial reporting framework indicated therein. This
responsibility n:ludes designing and implementing internal controls relevant to the
preparation and fair presantation of financial statements that are free from material
misstatement, vihether due to fraud or error, selecting and applying appropriate
accounting pclicies, and making accounting estimates that are reasonable in the
circumstances

The Board of Cirectors roviewed and approved the financial statements and will be
submitted the same docurr ents to the stockholders

AR. Sayson & Associates, CPAs, the independent auditors, appoinied by the
stockholders has examine the financial statements of the company in accordance with
Philippine Stanidard on Auditing, and in its report to stockholders, has expressed its
opinion on the “a rness of presentation upon completion of such examination
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SUBSCRIBED AND SWOHN f9 before me in *NINIMATAN, ALE&Y (e | day of
2017, affian s exhibied to me their Community Tax Certificates Nos:
Name Comm, Tax Cert No Date/Place of Issue
Paulo R Honrado 02081274 01/04/2017 Guincbatan, Albay
Joseline M Palzr cia 301649714 01!25/201 Eumﬂﬂarai | Albiay
"“ JI.,H 1 JR,
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STATEMENT OF MANAGEMENT RESPONSIBILITY
FOR ANNUAL INCOME TAX RETURN

Rural Bank of Guinobatan, Inc. Is responsible for all information and representations
contained in the Annual Income Tax return for the year ended December 31, 2016.
Management is likewise rasponsible for all information and representations contained in
the financial stalements accompanying the Annual Income Tax Return covering the same
reporting pericd Furtherriore, the management is responsible for all information and
representation  sontained in all other tax returns filed for the reporting period, including,
but not limited, to the value added tax and/or percentage tax returns, withholding tax
returns, documetary starr p tax returns, and any and all other tax returns.

In this regard, Rural Bank of Guinobatan, Inc. affirms that the attached audited financial
statements for tt e year ended December 31, 2016 and the Accompanying Annual income
Tax Return are: in accordance with the books and records of Rural Bank of Guinobatan,
Inc. complete ard correct n all material respects. Management likewise affirms that:

a. the Airual Incorie Tax Return has been prepared in accordance with the
provis ons of the National Internal Revenue Code, as amended, the pertinent tax
regulations and other issuances of the Department of Finance and the Bureau of
Internal Revenue;

b any disparity of figures in the submitted reports arising from the preparation of
financ ai statements pursuant to financial accounting standards of the preparation
of the income tax return pursuant to tax accounting rules has been reported as
reconciling items and maintained in the company's books and records in
accorcance with t1e requirements of Revenue regulations No 8-2007 and other
relevant issuances,;

¢. Rural Bank of Guinobatan, Inc. Has filed all applicable tax returns, reports and
statements required to be filed under Philippine tax laws for the reporting period,
and all 1axes and other impositions shown thereon to be due and payable have
been paid for the reporting period, except those contested in good falth

 PAULY R. HONRADO
Fregident
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A.R. Sayson & Associates om 211 PV Bidg it sghuetes
Certified Public Accountanis Peiaranda St Legasp (G BO /PR Reg No 05101 op o Dee 2008
hay 4504, Philippines BEP Accredired

To the Board of Direc ors and Stockholders of
Rural Bank of Guin¢b: tan, Inc.
Mabini St. Guinobatan, lhay

Gentlemen:

We have audited the fil ancial statetients of Rural Bank of Guinebatan, Inc. for the year ended December 31
2016, on which we have rendered the attached report dated April 11, 2017

In compliance with SRC Rule 68, we are stating that the said Bank/Company has a total number of fourieen (14)
stockholders owning one hundred (1(0) or more shares each

A.R. SAYSON & ASSOCIATES, ('PAs

TIN 005-716-970

BOA/ PRC No. 0511 va id until December 2018

CDA AN. CEA-0064-AF valid until Janvary 21, 2020

(G, fode

Lluneiad i uriigr

LA S el b 007 U6

BOA/ PRC No. 0511 valid until December 2018

P.T.R No. 1425558, Jawary 05,20 7. Legazpi City, Albay
BIR Acc. No. 10-002027-001-2016 valid until February 2, 2019
TIN NO. 170-086-47.i

April L1,2017
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INDEPENDENT ALDITOR’S REPORT

To the Board of Directors and Stock] olders of
RURAL BANK OF SUINOBATAN, INC.
Mabini St.. Guinobatin Albay

Report on the Audit of the Financi it Statements

We have audited the |inincial staterrents of the Rural Bank of Guinobatan, [nc. which comprise the staicments of
financial position as of December 1, 2016 and 2015, and the statements of comprehensive income, changes in
capital funds, and cash lows for each of the two years in the period ended December 31, 2016, and a summary of
significant accounting p-Micies and o her explanatory notes,

In our opinton, the acce mpanying fiiancial statements present fairly, in all material respects, the financial position
of the Bank as of December 31, 2010 and 2015, and its financial performance and its cash flows for the two years in
the period ended in Dzc:mber 31. 2016 in accordance with Philippine Financial Reporting Standards (PFRSs)

Basis for Opinion

We conducted our audit in accordance with Philippine Standards on Auditing (PSAs) Our responsibilities under
those standards are further described in the duditor’s Responsibilities for the Audit of the Financial Statements
section of our report V/e are indep:ndent of the Company in accordance with the International Ethics Standards
Board for Accountants Code of tthics for Professional Accountants (IESBA Code) together with the ethical
requirements that are rolevant to ovr audit of the financial statements in the Philippines. the Code of Ethics for
Professional Accoumarts in the Philippines (Philippine Code of Ethics), and we have hulfilled our other ethical
responsibilities in accor dance with these requirements and the IESBA Code We believe that the audit evidence we
have obtained is suffizi¢ nt and approoriate fo provide a basis for our opirion

Responsibilities of W(anagement ard Those Charged with Governance lor the Financial Statements

Management is respo 1sible for the p-eparation and fair presentation of these financial statements in accordance with
Philippine Financial Resorting Standards, and for such internal control as management determines is necessary [0
enable the presentation of financial statements that are free from material misstatements. whether due to fraud or
erTor.

In preparing the {inarciil statements management is responsible for assessing the Company’s ability to continue as
a going concern. disclosing, as applicable, matters related to going concern and using the going concern basis of
accounting unless mznagement either imends to liquidate the Company or w0 ccase operations. ar has no realistic
altemative but to do so

Those charged with gav :rmance are 1esponsible for overseeing the Company’s financial reperting process

Auditor’s Responsibili ies for the sudit of the Financial Statements

Our responsibility is to express an pinion on these financial statements based on our audits. We conducted our
audits in accordance w th Philippinc Standards on Auditing, Those standards require that we comply with ethical

requirements and plai: a1d perform the audit to oblain reasonable assurance whether the financial statements are free
from material misstatements

P AL II&!'“!




Independent Auditor’: Feport
To the Board of Directo s and Stockl olders of
Rural Bank of Guinotat in, Inc

An audit involves perfoiming procedures to obtain audit evidence about the amounts and disclosures in the financial
statements The proc:d wres sclecled depend on the auditor’s judgment, including the assessment of the risks of
material misstatemenl ol the financial statement, whether due to fraud or error. In making those risk assessments. the
auditor considers interral conmol relevant to the emity’s internal control. An audil alse includes evaluating the
appropriateness of ac:onnting policis used and the reasonableness of accounting estimates made by management,
as well as evaluating the overali pres:ntation of the financial statements.

We believe that the audit evidence w2 have obtained is sufficient and appropriate to provide a basis for our qualified
audir opinicn

Report on the Suppl:n entary Info -mation

Our audit was conducted! for the purp ose of forming on the basic financial statements as 4 whole The supplementary
information on faxes anJ licenses in Note 25 1o the financial statements is presented for the purposes of filing with
the Bureau of Internel levenue and is not a required part of the basic financial statements, Such information has
been subjected to the auditing proces ures applied in the audil of the basic financial statements and. in our opinion, is
fairly stated in all mater:al respects in relation to the basic financial statements taken as a whole.

AR SAYSON & ASSOCIATES, CPAS
Partnership Reg Cert Mo A200200343
TINHGO5-716-970

BOA/PRC No..0311 valid untl December 2018
BSP Accredited

T, (U b

Managing\Partner

CPA €enificate No v0:.06

BOA/ PRC No. 0511 velid until Dec :mber 2018

P TR No. 1425556. January 03, 2017, Legazpi City, Albay
BIR Acc. No  10-00Z 02 7-001-2016 valid uniil February 2, 2019
TIN NO. 170-086-47 3

April 11,2017
Legazpi City




CERTIFICATE ON THE COMPILATION SERVICES
FOR THE FREPARATION OF THE FINANCIAL STATEMENTS
ANC NOTES TO THE FINANCIAL STATEMENTS

| hereby certify that | am the Certified Public Accountant who performed the
compilation se rvices related to the preparation and presentation of financial information of
an entity in accordance wth an applicable financial reporting framework and reports as
required by accounting anc auditing standards for RURAL BANK OF GUINOBATAN, INC. for
the period endle:! Decembe - 31, 2016

In discharging this responsibility, | hereby declare that | am an Individual CPA

Practitioner and was contracted to perform this service by RURAL BANK OF GUINOBATAN,
INC

Furthermiore, in my compilation services for preparation of the Financial Statements
and notes to the Financial {1atements, 1 was not assisted by or did not avail of the service of
AR SAYSON {x ASSOCIATE! who is the external auditor who rendered the audit opinion for
the said Finanzial Statements and notes to the Financial Statements.

| hereby dectare, under penalties of perjury and violation of the Revised Accountancy
Law, that my «tz tements ars true and correct.

e T

J’%:{/ -
JON CKLSO 1. APUYA? i, CPA
TIN Noy 280-344 073
B b S 1] 17
TIL B, B2 R % Jwwmml iy | L1
oo e == [T L LY
BOA Acereditabicn Jo 433
Valid 17w December 31 2018
BIR Accreditution b o 10-006681-301-2017
Valid Ui | ehruay 14, 2020

JUBSCRIBED AV DA QRN 1 'wion o,

Doc. No. _?’?_')_

Page No. _I?_
Book No. ji_

Series of ‘W L3




RURAL EAINK OF GUINCGE ATAN, INC.

STATEMENTS OF FINANCIAL POSITION
DECEMEEF 31

. Nores Hh b 2015
RESOURCES
Cash anc C. sh Equivalent: 2.5 P 6,414,745 P 6,702,697
Due from Bangko Sentral g Pilipinas 2,6 9,984,591 9,047,837
Due from Cther Banks 2,5 52,850,033 74,494,837
Held-to- Ma urity Securitie s, net 2.7 65,800,000 65,040,000
Loans ar d lieceivables, ne 28 249.658,617 186,980,184
Held-fur 5: le Assets, net 2,9 9,938,128 9,711,663
Bank Prcm ses, Furniture Fixtures and Equipment, net 210 19,079,482 18,178,550
Other Reso irces, net 11 5,637,891 5,663,372
_ 419,363,487 375,819,140
LIABILITH § AND CAPIT.iL FUNDS
DEPOSIT LIABILITIES
) Savings 212 308,912,617 279,776,241
308,912,617 279,776,241
Bills Payab e 13 26,036,131 23,156,299
Accrued [zxes, Interest a1 d Other Expenes 2,14 4,780,892 3,828,702
Retirem :n1 Liahility 19 2,933,163 4,246,108
COther Lib:lities 15 7,301,687 8,708,082
346,972,491 319,715,432
Capital Funds 16 69,390,995 56,103,708

P 419,363,487

P 375,819,140

{See accom wnying Notes o Financial Storements)




RURAL B: NK OF GUINOBATAN, INC

STATEMENTS OF COMPR sHENSIVE INCOME
FOR TIIE (EARS ENDED [ ECEMBER 31

= Notes 2016 2015
[NTER 35" INCOME 2,171
Loars P 53,472,509 P 56,653,535
Inve.tn ents 1,496,629 1,163,823
Deprisil w P11 Witk 480,080 128,742 B
o 55,449,217 57,946,100
INTERES" EXPENSE 2,172
Depsit 6,516,914 8,437,631
Ealls pa alde il nthes sorrowings 184,101 1,443,117
6,701,012 9,H80,748
NET IM TEREST INCOME [ EFORE IMPAIRMENT LOSSES 48,748,158 48,065,352
PROVISI{ N FOR IMPAIRMENT LOSSES 2.8 27,248 5,425,929
NET I]\E:REST INCOME 48,720,950 42,639,423
OTHER O *"ERATING INC{U ME 1003
Service Charge /Comme sions/Fees 23,950,247 17.310,716
Othe £ ¢ friflisg AT 1,453,238 971 436
o 25,403,485 10,282,212
OTHEIt 0 PERATING EXPIINSES
Compe 1sation and [ting e benefits 182, 19 33,520,593 24,491,257
Dcer paacy and equipm nl-related expenses 183 7,138,097 6,117,001
Oth¢ r ¢ perating expens 18 4 20,858,819 20,124,603
= 51,558,409 50,732,061
INCONE DBEFORE INCOM : TAX 12,506,026 10,188,774
PROVISI{ON FOR INCOME TAX 2,20 1,362,596 1,035,110
NET IMC{ ME P 11,203,431 P 9,153,664
EARNING S PER SHAHE ‘ P19 P18

{See acconipamytng Notes 13 Finanoal Sracements)
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RURAL EANK OF GUINUBATAN, INC.

STATIM :NTS OF CHAMGES IN EQUITY
DECEMBER 31

Share Surplus

o Nate Capital Free Reserved Tawl
Balan¢c .k January 1,20 5 P 24,025,000 P 22,845,438 P 1,000 F 46,871,438
Issuar ce of Shares 16 25,975,000 25,975,000
Stock Jividends 16 (23.496,320) (23,496,320}
Cash [1v dends (2162,250)
Net In-ot e lor the year 9,153,664 9,153,664
Reclassil cation of Accow nts
Adjusim il f237.6824) - 237.824)
Balance it December 31, 2015 P 50,000,000 P 6,102,708 P 1,000 P 56,103,708
Issuar ce ol Shares 16
Stock Jividends Distribn table 16 (B,500,000) 8,500,000
Cash Div:dends [2,162,252) (2,162,252)
Net Inzoine for the year 11,203,431 11,203,431
Reclassil cation of Accoun
Adjusimi nis 16 4,246,108 - 4,246,108
Balance at December 31,2016 P_iO,[IDl],Ol]U P 10,889,995 P 8,501,000 P 69,390,995
foee e o poying Noles bo Tinancial Sustemenrs)

P oadit 200
e I"'...,I.I-'-;II.I'
To L0094 iy =




RURAL BANK OF GUINOBATAN, INC

STATEMENTS O1 CASHFEOW s
FOR THE YEARS ENDED DECI MBER 3

. Notes 216 2003
CASH FLOWS FROW OPERATING AC IVITIES
Income belore ne wne ax P 12566 026 10 1B8.774
Adpusiment for
Depreciatlor 10 54321243 4 436 167
Provision to crzadit bosses R 27248 4262 361
Adyusmment on *ropeny and Fouipment 10
Writeoll of loaas 8 11373279 (1021 408y
Niljurlipeesl 1] 12 746 108 [237.824)
Operating meo ne belore changes n assets and habilities 29 398 347 17 628,070
Changes m opirat ng assets and {iabilines
{Increase) dicnoase in
Nue fron Bngko Sentral o : Pilipinas 26 12316.754) 11,176 006}
| oans and r:cervables, gros 28 {61.332.401) 30,480 308
Held-for sa 2 assels 2 (226463 {8 280384
Oher Tesou ces I 25481 (13004 N
Ingrease (decee et in
Deposit | abities 22 29 136376 32,511,793
Accrued “ax 25 nterest and sther expenses 214 960150 764303
Renrremet i iability {1312 945}
(nher liailities 15 (1 406 395) (6649 345)
~ Cash generatec/ {used) [rom oper ion {3.694 565} B3 148,595
Income Tax Paw 20 (1362.596) {1035 110}
Pact caslh prrilen by {uscd in) o zrating acrivities (7057 161 84,113 485
CASH FLOWS FREOM INVESTING ACTIVITIES
Decrease (Incpas @) i bank prem ses. fumiture, Nxtures and squipment. nel 2,10 (6.333.176) 16330271
I eorumss | Joer as o in Fledifiois ¥ durity-Sccurilics 2o 1 760.000) { 30 000 300
ITE3 T {Ap FRLIT] I
CASH FLOWS FEOM FINANCING ACTIVITIES
Increase {(Deenqas t) in bills pavakle 15 2.879.832 (23 383,532
Pad in Surplu {1 "hange in Capital it - 25.975.000
Swck Dividends Declared 1] (10 66223523 (25 658,570
Mer cash provi-@: {used in) by fh f.mcing aclivities (7,782,420 {25.067.102)
NET (DECREA SF) INCREASE IN CASH AND CASH EQUIVALENTS (21,9532.736) 22496 112
CASH AND CASH EQUIVALEMIS
January | 81197 332 SR A21
December 31 2.3 P 39264776 P81 197,532

fSee accompanvi g Notes fo Finane wl Statemenis;




RURAL BANK OF GUINOBATAN, INC.

NOTES TO FINAM CIAL STATEMINTS
AS OF DECEMBEF 31,2016

Note 1- CORPORATE INFCRMATTON

Rural Bank of Gui iobatan, Inc. {the Bank) is a company incerporated in the Republic of the Philippines on
March 25, 1964 with SEC registration no. 24827 with principal office at Mabini Street, Guinobatan, Albay The
Bank is engaged in the business of extending rural credit to small farmers and tenants and to deserving rural
industries or enterp “ise.

The Bank operates .is a rural back providing services such as deposit-taking and lending of money to borrowers,
and with differen: riarkets, under the regulation and supervision of the Bangke Sentral ng Pilipinas (BSP) As of
December 31, 2016 the bank ha: four (4) branches including HO and six (6) micro - banking olfices (MBO) - all
within Bicol Region

The Bank has 148 r« gular employ ees as of December 31, 2016,

On April 11, 2017, the Board of Directors of the Bank approved and autherized the issuance of these audited
financial statements as of and for the year ended December 31, 2016.

Note 2 - SIGNIFICANT ACCOUNTING POLICIES

The principal ac¢ol nting policie ; applied 1n the preparation of these financial statements are set out belaw to
facilitate the und :r: tanding of d: ta in the financial statements. Unless otherwise state, these policies have been
consistently applied to all the years

Basis of Preparaticn

2.1 Statement of Compliance
The financial staeinents of the Bank have been prepared in compliance with Philippine Financial Reporting
Standards (PFR¢}). PFRS are adopted by the Financial Reporting Standards Council (FRSC) from the
pronouncements is;ued by the International Accounting Standards Boards. Also, the bank adopted the new
Financial Reportiag Package (FR?) prescribed by the Bangke Sentral ng Pilipinas for all banks as per BSP Circular
No 512 dated Febir ary 3, 2006

2.1.1 Statement of Presentatiol.

‘The Bank presenls i s Statement »f Financial Position broadly in order of liquidity  An apalysis regarding recovery
or settlement wilthi1 one year alter the statements of financial position date (current] and more than one year
after the statement: of financial [ osition date (non-current}) is presented.

Financial assets anl financial lithilities are offset and the net amount reported in the statement of financial
position only when here is a leg: lly enforceable right to offset the recognized amounts and there is an intention te
settle on a net basi:, or to realize the assets and settle the liability simultanecusly Income and expenses are not
offset in the statem :nt of income unless required or permitted by any accounting standard or interpretation and
as specifically dis<lc sed in the actounting policies of the Bank

2.2 Reporting Curn ency
The fnancial state nent are sta ed in Philippine pesos, the Bank’s functional and presentation currency and
amounts are rour dod off {o the n:arest peso, except when otherwise indicated

2.3 Changes In Accounting Policies and Disclosure

The accounting policies adopted are consistent with those of the previous linancial year except for the following
new and amende 1 I hihppine Accounting Standard (PAS), PFRS and Philippine Interpretations of the International
Financial Reporting Interpretations Committee (IFRIC) which were adopted as of January 1, 2012,

2.4 New Standards and interpr2tations

= PAS 24, Related .’arty Transacions (Amendment}
PAS 24 clarifics he definitions of a related party. The new definitions emphasize a symmetrical view of related
party relatior ships and clanfy the circumstances in which persons and key management personnel affect
related party re ationships of an entity. In addition the amendment introduces an exemption from the general




RURAL BANK OF GUINOBATAN, INC.

related party disclosure requirements for transactions with government and enuties that are controlled,
jointly control.ec or sigmificantly influenced by the same government as the reporting entity

2.5 Improvements to PFRSs

= PFRS 7, Financia: Instruments, Disclosures
The amendmenl was intended to simplify the disclesures provided by reducing the volume of disclosures
around collateral held and improving disclosures by requiring qualitative information to put the quantitative
information ir context

Amendments ta Standards

+  Philippine Inte ry retation 1FR1 2-19, Extinguishing Financial Liebilities with Equity instruments

= PAS 32, Financia Instruments; Presentation (Amendments) - Classification of Rights Issues

- Philippine Inte rpretation IFRI -14 (Amendments), Prepayments of a Minimum Funding Requirement

»  PAS 39, "Finaic.af Instruments: Recognition and Measurement- Novation of Derivatives an Continuation of
Hedge Accounting”

+  PAS 36, "Impairinent of Asset.:-Recoverable Amount Disclosures for Nonfinancial Assets”{Amendments)

= Philippine Intorpretation IFR € 21, “Levies”

Effective in 2015

« PAS 19, Emplcye= Benefits (Ariendments)

+ PFRS 2, Share-baied Payment- definition of Vesting Condition

« PFRS 3, Business Combinatons- Accounting for Contingent Consideration In o Business Combination
{Amendment}

= PFRS B, Operaiin 1 Segments-Aggregation of Operating Segments and Recanciliation of the Total of the Reportable
Segments’ Assets (o the Entity’s As iets (Amendment)

= PAS 16, Proper.y, Plant anc Equipment Revaluation Method- Proportionate Restatement af Accumulated
Depreciation” anl PAS 38, Intaigible Assets: Revaluation Method- Proportionate Restatement of Accumulated
Amortization (Ar er dment)

» PAS 24, Relate 1 { arty Disclosu es- Key Management Personnel

Effective in 2016

» PAS 16, Property, Plant and {'quipment and PAS 38, Intangible Assets- Clarification of Acceptable Methods of
Depreciation and Antortization (Amendment)

+ PAS 27, Separete Financial Sta .ement- Equity Method in Separate Financial Statements (Amendment)

= PFRS 5, Non-current Assets Held for Sale and Discantinued Operations-Changes in Methods of Disposal
{Amendment)

= PFRS 7, Frnancia Instruments; Disclosures- Servicing Contracts

« PAS 19, Emplove Benefits- Revionul Murket Issue Regurding Discount Rate

« PAS 34, Interim Finunciul Reporting- Disclosure of Information Elsewhere in the Interim Financial Report
{Amendment)

2.6 Summary of $ijnificant Ace yunting Policies
Firancial Instru n¢-nis - Initial llecognition and Subsequent Measurement

2.6.1 Date of recoymition

Purchases or sales of financial assets that require delivery of assets within the time frame established by
regulation or convention in the marketplace are recognized on the settlement date Deposits, amounts due to
banks and loans  re recognized w hen cash is received by the Bank or advanced to the borrowers

2.6.2 Initial recigiition of financial instruments

All financial instiutnents are iniially recognized at fair value Except for financial assets at fair value through
profit or loss (FVFL), the initi:] measurement of financial instrument includes transaction costs The bank
classifies its finamial assets ir the following categories: financial assets at FVPL, AFS investments, HTM
investments, Unquoted Debt Sec rities classified as Loans and Loans and Receivables The classiflication depends
on the purpose or which the iwestments were acquired and whether they are quoted in an active market
Management determines the clussification of i1ts financial assets at iminal recognitions and re-evaluates this
designation at every statement f financial reporting date. On the other hand, the Bank classifies its financial
liabilities carried a amortized (ost Other financial liabilities at amortized cost include deposits and accruals
arising fram ope-ations. As of December 31, 2015 and 2014, the Bank has no financial assets and liabilities at




'RURAL BANK OF GUINOBATAN,; INC.

FVPL and AFS invzs ments.
Currently, the finandial assets anc liabilities catcgories that are relevant to the Bank are described as follows:
g} Du:fom BSP and( ther banks and Loans and Receivabies

These are non-den vative financial assets classified under loans and receivables category with fixed
or determinable payments and fixed maturities that are not quoted in an active market They  are
not entered into v ith the intention of immediate or short-term resale and are not classified as
finz ncial assets at FVPL, AFS investment or HT'M investments,

After nitial measu ement, the loans and receivables are subscquently measured at amortized cost
using the effective nterest rate (EIR) method, less allowance for credit losses reduced by unearned
disi:o1 nts. Amortized cost is calculated by taking inte account any discount or premium on
acqui:ibon and fees that are integral part of the EIR. The amortization is included in the Interest
Incon e in the prol t or lass The losses arising from impairment of such loans and receivables are
recignized in provision for credit losses in the profit or loss

b} Other Financial Liaoilities
This category pertiins to financial habilities that are not held for trading or not designated as at
FVI'L upon the inc:ption of the liability. This accounting policy pertains to deposit liabilities, bills
payatble, accrued isterest expenses on financial liabilities, accounts payable and other liahilities,
payables and aceruais

Finan :ial liabilities are derecognized frem the Statement of Financial Position when the obligations
are ex inguished ei her through discharge, cancellation or expiration

2.7 Determinaiion of fair valu:

The fair value fo fnancal mstr iments traded 10 active markets at the statement ol condition date 1s based an
their quoted marke t price or d:aler price quotations (bid price for long positions and asking price for short
positions), witho 1t iny deduction for transaction costs When current bid and asking prices are not available, the
price of the most recent transaction is used since it provides evidence of the current fair value as long as there has
not been a signifi -ant change in e zonomic circumstances since the time of the transaction

For all other financal insirumenis not isted 1n an active market, the fair value is determined by using appropriate
valuation technijuss. Valuatior techniques include net present value technigues, comparison to similar
instruments for wiich market jbservahble prices exist, options pricing models, and other relevant valuation
models

2.7.1 Derivatives

Derivative financ:al instruments are initially recorded at fair value on the date at which the derivative contract is
entered into and arv subsequently remeasured at fair value. Any gains or losses arising from changes in fair values
of derivatives (exce it those acco inted for as cash flow hedges) are taken directly to the statement of income and
are included in "Trading and sec rities gain - net’. Derivatives are carried as assets when the fair value is positive
and as liabilities svh=n the fair va ue is negative

For purpose of he df e accounting hedpes, if any, are classified primarily as either:
a) ahedge of tie fair value of : n asset, lhability ar a firm commitment {fair value hedge); or

b) a hedge of -he exposure viriability in cash flows attributable to an asset or a liability or a forecasted
transaction (cash flow hedgc)

2.7.2 Designated jinancial asse &s or financial liabilities at FVPL
Designated financial assets or financial habilities classified in this category are designated by management on
initial recognition v hen the follo ving criteria are met:

= the designatiou eliminates or ! ignificantly reduces the inconsistent treatment that would otherwise arise from
measuring the asiets or habilit es or recognizing gains or losses on them on a different basis; or
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« the assets and labilities are p:rt of a group of financial assets, financial liabilities or both which are managed
and their perfcrniance evaluatad on a fair value basis, in accordance with a documented risk management or
investment str: te zy;

» or the financiz] nstrument contains an embedded derivative, unless the embedded derivative does not
significantly modify the cash Tows or 1t is clear, with little or no analysis, that it would not be separately
recorded

Designated financia assets and [ivancial liabilities at FVPL are recorded in the statement of condition at fair value
Changes n fair vi.Ju2 of financial assets and liabilities designated at FVPL are recorded in 'Trading and securities
gains - net’. Intere st earned or incurred 1s recorded 1n nterest income or expense, respectively, while any dividend
income is record :d in other operating income according to the terms of the contract, or when the right of the
payment has been e stablished

2.7.3 Other financ al assets or jInancial Nahilities held-for-trading (HFT}

Other financial asse s or financiai liabllines HFT (classified as FVPL investments) are recorded in the statement of
condition at fair val 1e Changes i1 fair value relating to the HFT positions are recognized in "Trading and securities
gains - net' Interes earned or iicurred is recorded as interest income or expense, respectively, while dividend
income is recorded in other oper: ting income when the right to receive payment has been estabhshed.

Included in this ¢ assification are deht securities which have been acquired principally for the purpose of selling in
the near term

2.7.4 Embedded dorivatives
An embedded derivative is separated from the host contract and accounted for as a derivative if all of the
following conditicn: are met:

* the economic characteristics ind risks of the embedded derivative are not closely related to the economic
characteristic < f t 1e host contrict;

= a separate instri ment with the same terms as the embedded derivative would meet the definition of a
derivative; and

= the hybrid or combined instrument is not recoguized at fair value thiough profit or loss

The Bank assesses whether eml edded derivatives are required to be separated from host contracts when the
Bank first becom s 1 party to the contract. Subsequent reassessment is prohibited unless there is a change in the
terms of the cortr.uct that significantly modifies the cash flows that otherwise would be required under the
contract, in whic1 case reassessinent is required, The Bank determines whether a medification to cash flows is
significant by co1s dering the etent to which the expected future cash flows associated with the embedded
derivative and the host contract and whether the change is significant relative to the previously expected cash
flow on the contrct

2.7.5 HTM investments

HTM invesiments : re quoted non-derivative financial assets with fixed or determinable payments and fixed
maturifies for whicli the Bank’'s rianagement has the positive intention and ability to hold to maturity. Where the
Bank sells other than an insignificant amount of HTM investments, the entire category would be tainted and
reclassified to A 7S investments After initial measurement, these investments are subsequently measured at
amortized cost usir g the effective interest rate (EIR) amortization method, less impairment in value Amortized
cast 1s calculated by taking into account any discount or premium on acquisition and fees that arc an integral part
of the EIR. The aincrtization is ir cluded in ‘Interest income on investment securities’ 1n the statement of income,
Gains and losses are recognized in the statement of income when the HTM investments are derecognized and
impaired, as well a:: through the amortization process. The losses arising from impairment of such investments
are recognized 1n th 2 statement of income under ‘Provision for credit and impairment losses’

2.7.6 Amounts duve from BSP «and other banks, interbank loans receivable and securities purchased under
reside ogr eements (SP JRA), loans and receivables

These are non-de rivative financiil assets with fixed or determinable payiments and fixed maturities that are not

quoted in an active market. They are not entered into with the intention of immediate or short-term resale and are

not classified as ‘I'VI’L investmen s', designated as "AFS investments’ or ‘designated financial assets at FVPL'

After initial measulement, 'Due rom BSF, 'Due {rom other banks’, ‘Interbank loans receivable and SPURA' and
‘Loans and receivables’ are subsequently measured at amortized cost using the EIR amortization method, less
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allowance for credit losses, Amortized cost is calculated by takwng into account any discount or premium on
acquisition and fee: and costs that are an integral part of the EIR, The amertization is included in the ‘Interest
tncome’ in the state nent of incon ¢ The losses arising from impairment are recognized in ‘Provision for credit and
impairment losses’ in the stateme nt of income,

2,7.7 AFS investmenis

AFS investments ar: those whicli are designated as such or do not qualify to be classified as FVPL investients,
HTM investments o loans and recewvables They are purchased and held indefimtely, and may be sold in response
to liquidity requuements or chan zes in market conditions They include equity investments, money market papers
and other debtin;truments

Afier initial me:sirement, AFS investments are subsequently measured at fair value. The effective yield
component of AF;; debt securities, as well as the impact of restatement on foreign currency-denominated AFS debt
securities, 1s repotted in incone. The unrealized gains and losses arising from the fair valuation of AFS
investments are ¢ xcluded, net of ax, [rom reported income and are reported as ‘Net unrealized gain (loss) on AFS
investments’ in o he r comprehensive income [0CI).

When the securit i disposed of he cumulative gain or loss previously recognized in OCl is recognized as "Trading
and securities gains - net’ in the siatement of income Where the Bank holds more than one investment in the same
security, these aie deemed to b2 disposed on a weighted average basis Interest earned on holding AFS debr
investments are 1ef orted as inte “est income using the E1R. Dividends earned on holding AFS equity investments
are recognized in tie statement of income as ‘Miscellaneous income’ when the right of the payment has been
established The osses arising fi om impairment of such investments are recognized as ‘Provision for credit and
impairment losses’ n the statemu nt of income

2.7.8 Other financial liabilities carried ot amartized cost

This category represents issued linancial instruments or their components, which are not designated at FVPL and
comprises ‘Deposit liabilities’, ‘Subordinated notes’, "Treasurer's, cashier's and manager's checks’, ‘Accrued
interest payable’, "4 ccounts pay: ble’, “Bills purchased-contra’, ‘Other credits’, ‘Due to BSP’, ‘Dividends payable’,
'Due to Treasure " cf the Philippines’ and ‘Deposits for keys-5afety deposit boxes (SDBY, where the substance ol
the contractual arri ngement res ilts in the Bank having an obiigation either to deliver cash or another financial
asset to the hold:r, or to satisfy the obligation other than by the exchange of a fixed amount of cash or another
hnancial asset for .. fixed numb2r ol own equty shares The components ol 1ssued financial instruments that
contain both liabilit 7 and equity  lements are accounted for separately, with the equity component heing assigned
the residual amonn: after deduct ng from the instrument as a whole the amount separately determined as the fair
value of the liabil ty component cn the date of issue.

After initial measurement, finarcial liabilities not qualified as and not designated as FVPL, are subsequently
measured at amorized cost using the EIR amortization method Amortized cost is caleulated by taking into
account any disccur t or premiurr on the issue and fees that are an intepral part of the EIR

2.8 Derecognition of Financial Insoruments

2.8.1 Financial usiet

A financial asset (or, where apilicable a part of a financial asser or part of a group of financial assets) is

derecognized wh rc:

* The rights to rece ve cash flow: from the asset have expired; or

+ The Bank retains -he right to rcceive cash flows from the asset, but has assuined an obligation to pay them in full
without material lelay to a thitd party under a "pass-through” arrangement; or

= The Bank has transferred its rights to receive cash {lows Irom the asset and either (a) has transferred
substantially a | ihe risks and rewards of the asset, or [b) has neither transferred nor retained the risk and
rewards of the as ;et but has tr: nsterred control over the asset.

2.8.2 Financial Jiahility

A financial liabil ty is derecognized when the obligation under the liability is discharged or cancelled or has
expired Where a1 existing financial liability is replaced by another from the same lender on substantially different
rerms, or the terrns of an existing; liability are substantially modified, such an exchange or madification 1s treated
as a derecognitio 1 of the original liability and the recognition of a new liability, and the difference in the respective
carrying amounts is recognized i the statement ol income.
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2.9 Repurchase and Reverse R :purchase Agreements

Securities seld urder agreements to repurchase at a specified future date (‘repos’) are not derecognized from the
statement of condition. The co-responding cash received, inciuding accrued interest, is recognized in the
statement of concitian as a loan b the Bank, reflecting the econoinic substance of such transaction

Conversely, securitizs purchased under agrecments to resell at a specified future date (‘reverse repos’} are not
recognized in the stitement of co ydition. The corresponding cash paid, including accrued interest, is recognized in
the statement of coidition as SPURA and is considered a loan to the counterparty, The difference between the
purchase price and resale price is treated as interest income and 1s accrued over the life of the agreement using
the EIR amortization method

2.10 Olfserting Financial Instruments

Financial assets anc financial liat ilities are offset and the net amount reported in the statement of position il, and
only if, there is a c1 rrently enfoiceable legal right to offset the recognized amounts and there is an intention to
settle on a net besi:, or to realiz: the asset and settle the liability simultaneously. This is not generally the case
with master nett:ny agrcements and the rclated assets and liabilities are presented gross in the statement of
position

2.11 impairment cf Financial Assets

The Bank assesses ¢t each statement of condition date whether there is objective evidence, that a financial asset or
group of financia assets is impa red. A financial asset or a group of financial assets is deemed to be impaired if,
and only if, there 15 sbjective evic ence of impairment as a result of one or more events that has occurred after the
initial recognition «[ the asset [n incurred ‘loss event’} and that loss event (or events) has an impact on the
estimated future cash flows of t! e financial asset or the group of financial assets that can be reliably estimated.
Evidence of impair nent may include indications that the horrower or a group of berrowers 1s experiencing
significant financ al difficulty, or Jelinquency in interest or principal payments, the probability that they will enter
bankruptcy or othe financial deiault rearganization and where observable data indicate that there is measurable
decrease in the ectisnated future :ash Aows, such as changes in arrears or economic conditions that correlate with
defaults,

Loans and Receivehi 25

For Loans and Rece'vables carried at amortized cost, the Bank assesses whether objective evidence of impairment
cxists individuall 7 [r financial a: sets that are individually significant, and individuaily or collectively for financial
assets that are nct i dividually significant. If the Bank determines that no objective evidence of impairment exists
for an individually-: ssessed finai cial asset, whether significant or not, it includes the asset in a group of financial
asscts with simile r+ redit risk ch: racteristics and collechively assesses them for impairment Those characteristics
are relevant to the estimation ol future cash flows for Banks ol such assers by being evaluated Assets that are
individually asse:ised for impairinent and for which an impairment loss is or continue to be recognized are not
mcluded on a collec ive assessment of impairment

If there is an objechve evidence t1at an impairment loss on loans and receivables or held-to-maturity investments
carried at amorhze 1 cost has been mcurred, the amount of the loss is measured as the difference between the
asset’s carrying am unt and the jresent value of estimated future cash flows {excluding future credit losses that
have not yet beer incurred) disec unted at the linancial asset's original effective interest rate. The carrying amount
of the asset 1s reduc 2d through the use of allowance account and the amount of loss is the current EIR, adjusted for
the criginal cred:t ‘isk premiun The calculation of the present value of the estimated future cash flows of a
collateralized finanial asset reflacts the cash flows that may result for foreclosures less cost for obtaining and
selling the collatera , whether or 10t foreclosures or probable

The carrying amount of the asse: is reduced through the use of an allowance account and the amount of loss is
charged to the prol t or loss. [ntrest income continues to be recognized based on the oniginal EIR of the asset.
Loans and Receivables, together w~ith the associated allowance accounts, are written off when there 1s no realistic
prospect of future -ecovery and all collateral has been realized. If, 1n a subsequent period, the amount of the
impairment loss decreases beca ise of an event occurring after the impairment was recognized, the previously
recognized unpairm ent loss 1s re luced by adjusting the allowance account If a future write-off is later recovered,
any amounts forme- ly charged are credited to provision for credit losses account n the prolit or lass

For purposes of <ol ective evaluation for impairment, financial assets are grouped on the basis of such credit risk
characteristics as industry, collazeral type, past due status and term, Future cash flows in a group of financial
assets that are ccll ctively evaluited for impairment are estimated on the basis of historical loss experience for
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asset with credit ri.k characteri:tics similar to those in the Bank Historical loss experience 1s adjusted on the
basis of current chszrvable data o reflect the effects of current conditions that did not affect the period on which
the historical loss e cperience 1s 1 ased and to remave the effects of conditions in the historical period that do not
exist currently. Euti nates of charges in future cash flows reflects, and are directionally consistent with changes in
related observab e Jlata from period to period (such changes in unemployment rates, property prices, commodity
prices, payment :tatus, or other factors that are indicative of incurred losses in the Bank and their magnitude).
The methodology a1d assumpticns used for estimating future cash flows are reviewed regularly by the Bank to
reduce any differ:n es between | 3ss estimated and actual loss experience,

Where possible, the Bank seeks 13 restructure loans rather than to take possession of collateral This may involve
extending the peéyrment arrange nents and the agrecment of new loan conditions, Once the terms have been
renegotiated, the loin is no long:r considered past due. Management continuously reviews restructured loans, if
any to ensure that all criteria a e met and that future payments are likely to occur. The loans continue to be
subject to an ndisidual or col ective impairment assessment, calculated using the loan’s original EIR The
difference betwe:n the recorded value of the original loan and the present value of the restructured cash flows,
discounted at the o11ginal EIR, 1s ecognized in provisicn for credit losses in the prafit or loss.

AFS mvestments

For AFS investments, the Bank assess at each reporting date whether there is objective evidence that a financial
asset or group of fir ancial assets s impaired

In the case of deht instruments classified as AFS investments, impairment is assessed based on the same critena
as financial asset:; cirried at amo tized cost However, the amount recorded for impairment 1s the cumulative loss
measured as the lif erence betw::en the amortized cost and the current fair value, less any impairment loss on the
investment previsu;ly recognize. in the statement of income.

Financial asset carnizd at amortiz 2d cost

For loans and receivables, due Irom BSP, due from other bank and HTM investments, the Bank first assesses
whether objectivz evidence of in pairment exists individually for financial assets that are individually significant,
or collectively for fi1ancial assets that are not individually significant

2.12 Revenue and Expense Recognition

Revenue is recog1ii ed when it is probable that future economic benefits will flow to the entity and these benefits
can be measured 1eliably. The Bank assesses its revenue arrangements against specific criteria in order to
determine if itis wling as princif al or agent The Bank concluded that it is acting as a principal in all of its Tevenue
arrangement. The following spec fic recognition criteria must also be met before revenue is recognized.

2.12.1 Interest incyme and exp nse

For all financial i s ruments me: sured at amortized cost interest income is recorded at the EIR, which is the rate
that exactly discounts estimated future cash payments or receipts through the expected lfe of the financiai
instrument or a +hoster period, vhere appropriate, to the net carrying amoeunt of the financial asset or liability
When calculating the EIR the Bak esimates cash flows from the financial instrument (for example, prepayment
options), and indudes any fees or incremental costs that are directly atiributable to the instrument and are
integral part of E[R but not futw e credit losses. The adjusted carrying amount is calculated based on the original
EIR

Unearned discounts on loans are recognized as income over the terms of the loans using straight line method

Once a financial asset or a group of similar financial assets have been written down as a result of an impairment
loss, interest incorie is recognized using the onginal EIR applied to the new carrying amount For loan
investments that have been delinjuent, interest income are no longer accrued and interest income on the past due
accounts is recog iz ed only upon actual collection pursuant to BSP/MB Repgulations

2.12.2 Service Fee: and commi:sion income, penalties and bank charges

Service fees are racognized as ea ned over the term of the credit ines granted to each borrower Commissions are
accrued when eirr ed. Penalties and bank charges are recognized upon only collection or where there is a
reasonable degre= ¢ f certainty as to their collectability

2.12.3 Profit frcm assets sold or exchange
Is recognized wh 2n the risk and -ewards to the assets is transferred to the buyer or when the collectability of the
entire sales price is reasonably zssured This is included 1 the non-interest income account in the statements of
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comprehensive irccme

2.12.4 Other Incone
Is recognized when carned

2.13 Cash and Casl Equivalent:

For purposes ol -eparting cash Ilows, Cash and cash equivalents consist of Cash and other cash items and Due
from other bank: Cash equiva ents are short-term, highly liquid investments that are readily convertible to
known amounts of cash and with original maturities of three months or less and that are subject to an insignificant
risk of change in *val 1e.

2.14 Bank premises, lurniture, jixtures and equipment

Bank premises, furriture, fixture and equipment are initially measured at cost less any subsequent accumulated
depreciation, amort zation and inpairment losses, The cost of an asset consists of 1ts purchase price and costs
directly attributal le to bringing the asset o its working condition for its intended use

Subsequent expendizures relating to an item of Bank premises, furniture, fixtures, and equipment that have already
been recognized wre added to the carrying amount of the asset when it is probable that future economic benefits, n
excess of the orynally assessed standards of performance of the existing asset, will flow to the Bank All other
subsequent exper di ures are reco znized as expenses in the period in which those are incurred

Depreciation is ccm nited using th e straight-line method over the estimated useful lives of the properties, The useful
lives of the propei tic s are as followrs

Building /[ sasehold imp 'ovements 20 to 25 years
Furnitw e, ixtures and e Juipment 1to 10 years
Transpcrt: tion equipment 5 years

Cost of minor repairs and maintcnance are charged to operations Renewals and betterments which improve the
original assessed stzndard of perf ;rmance of the property are capitalized to the appropriate property account. When
assets arc retired o otherwise d sposed of, the cost and the related accumulated depreciation and impairment in
value are removed f om the accounts and any resulting gain or loss 15 credited or charged to current operaticons,

Pursuant to Inter 1a:ional Accoun ing Standards No, 36, the carrying values of the bank premises, furniture, fixtures
and equipment ate eviewed by tie Bank's maragement for impairment when events ar a change in circumstances
indicate the carryin;f value may rot be recoverable. If such indication exists and where the carrying values exceed
the estimated recov rable amoun, the assets or cash generabing assets are written down to their reasonable amount.,

The asset’s residu al values and u: eful lives are reviewed at each reporting date.

An asset’s carrying umount is wr tten down immediately to its recoverable amount if the asset’s carrying amount
is greater than its e: timated 1eco 7erable amount . The recoverable amount is the higher of an asset’s fair value less
costs to sell and val'1e 11 use

Gains and losses or disposals ar» determined by comparing proceeds with carrying amount and are included in
the statement of incame

2.15 Chattel Mortrage Properties

Chattel mortgage pioperties comprise of repossessed vehicles. Chatiel mortgage properties arc stated at cost less
accumulated depre iation and iripairment in value, Deprecianon is calculated on a straight-line basis using the
remaining useful lives from the t me of acquisition of the vehicles The useful lives of chattel mortgage properties
are estimated to he > years.

2.16 Intangible Assets

Intangible assets arquired sepaiately are measured on initial recogmtion at cost The cost of intangible assets
acquired in a business combina ion 15 its fair value as at the date ol acquisition. Following initial recognition,
intangible assets ar: carried at c2st less any accurmnulated amortization and any accumulated impairment losses
internally generaked intangible assets, excluding capitalized development costs, are not capitalized and
expenditure is re le ted in the stz tement of income in the year in which the expenditure is incurred.

The useful lives cf intangible assits are assessed to be either [inite or indefinite Intangible assets with finite lives
are amortized ov ar the useful economic life and assessed for impairment whenever there is ar indication that the
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intangible assets m 1y be impaired The amortization period and the amorbization method for an intangible asser
with a finite usefil ife are revieveed at least at each financial year-end. Changes in the expected useful hife or the
expected pattern of consumptior of future economic benefits embodied in the asset is accounted fer by changing
the amortization 2e -iod or methc d, as appropriate, and treated as changes in accounting estimates

The amortizatior e ¢pense on in:angible assets with finite lives is recognized in the statement of income under
'Amortization of int wngible asset’

Intangible assets weth indefinite useful lives are tested for impairment annually either individually or at the cash
generating unit leve L Such intan sibles are not amortized. The useful life of an intangible asset with an indefimte
life is reviewed ant pally to deter mine whether indefinite Life assessment continues to be supportable If not, the
change in the useful life assessme nt from indefinite to finite is made on a prospective basis

Gains or losses a is ng fram the lerecognition of an intangible asset are measured as the difference between, the
net disposal procee 1s and the carryimg amount of the asset and are recognized in the statement ol income when
the asset is derecagiized

2.16.1 License foes
Licensc fees aros: f-om acquisition of branches from a local bank License fees have indefinite useful lives and arc
tested for impairime nt on an annt al basis

2.16.2 Software costs

Software costs are carvied at cosl less accumulated amartization and any impairment in value Given the history of
rapid changes in tcchnology, co nputer software are susceptible to technological obsolescence. Therefore, it is
likely that their v seful lile is shot. Software costs are amortized on a straight-line basis over 5 years but mayhe
shorter depending «n the period aver which the Bank expects to use the asset.

2.17 Impairment of non-financial assets

Bank premises, .m estments, ard other long-lived assets are reviewed for impairment whenever events or
circumstances indicite that the (arrying amount of an asset exceeds its recoverable amount The excess shall be
recognized as impal ment loss in he statement of eperations The recoverable amount is the higher of an asset’s net
selling price and va ue in use. The net selling price is the amount obtainable from the sale of an asset in an arm’s
length transactina vhich value 'n use is the present value ol estimated cash flows expected to arise [rom the
continuing use of 1n asset and from its disposal at the end of its useful life,

Recoverable amo in's are estimal :d [or individual assets or, if it is possible, for the cash-generating unit to which the
assets belongs, moairment los:es recognized in prior years are reversed when there is an indication that the
impairment losses r:cognized for the asset no longer exist or have decreased. The reversal is recorded as income to
the extent previousl s recognized : s expense in the statement of operations

2.18 Foreclosed assets

Management folinw s the princip es in PFRS 5 in classifying certain foreclosed assets {consisting of real estate and
auto or chattel), ax assets held for sale when the carrying amount of the assets will be recovered principally
through sale Mznagement is co mmitted to a plan o sell these loreclosed assets and the assets are actively
marketed for sal: ¢t a price thal is reasonable 1n relabion to their current fair value [n the determining the fair
value of assets h:ld for sale, salis prices are analyzed by applying appropriate units of comparison, adjusted by
differences betwien the subject asset or property and related market data, Should there be a subseguent write-
down of the asse to fair value le :s cost to sell, such write-down is recognized as impairment loss in the statement
of income

Foreclosed assets ne t classified as Assets held for sale are accounted for in any of the following classification

- lnvestment property 1s : ccounted for using the cost mode under PAS 40
- Bank-occuied property is accounted for using the cost model under PAS 16
- Financiz! zssets are clas: ified as available-for-sale

2.19 Provision anc Contingenc es

Provisions are re o jnized when 1he Bank has a present obligation {legal or constructive) as a result of a past event
and it is probable tiat an outflovs of assets embodying economic benefits will be required to settle the obligation
and a reliable es:inate can be nade of the amount of the cbligation If the effect of the time value of money is
material, provision: arc determied by discounting the expected future cash flows at a pre-tax rate that reflects
current market assi'ssments of the ime value of money, and where appropriate the risk specific te the volatility,
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When discounting s used, the tncrease in the provision due to the passage of fune 1s recognized as interest
expense

Contingent liabilities are not recognized in the financial statements but are disclosed uniess the possibility of an
outflow of assets ernbodying eco 1omic benefits 1s remote. Contingent assets are not recognized but are disclosed
in the financial state ments when ininflow of cconomic benefits 1s probable

2.20 Equity

Capital Stock is rie1sured at par value for all shares issued and outstanding Incremental cost incurred directly
attributable to tle issuance of 1ew shares are shown in equity as deduction from proceeds, net of tax The
subscribed share casital is reporied 1n equity less the reiated subscripticn receivable not collectible currently

Surplus represents cumulafive jalance of periodic net income or loss, dividend contributions, prior period
adjustments, effe::ts of changes ir. accounting policy and other capital adjustments

2,21 Dividends
IDhvidends are recopnized as a hamlity in the Bank’s financial statements in the year in which they are approved by
the Board of Dire :tcrs and the Bangke Sentral ng Pilipinas {BSP)

2.22 Leases

The determination of whether an arrangement is, or contains a lease 1s based on the substance of the arrangement

at inception date of whether the lulfillment of the arrangement is dependent on the use of a specific asset or assets

or the arrangement conveys a r1g 1t to use the asset A reassessment is made after inception of the lease only if one

of the following aop 1es:

{4) thereisachag:in contractual terms, other than a renewal or extension of the arrangement;

(b} a renewal optic n is exercised or extension granted, unless that term of the renewal or extension was initially
included in t1e lease term;

{c) thereisachaag? m the deter nination of whether fulfillment is dependent on a gpecified asset; or

{d) there is a subsk ntial change o the asset

Where a reasses;irent is made, lease accounting shall commence or cease from the date when the change in
circumnstances givve: rise to the ; eassessment for scenarios {a), [c) or (d) above, and at the date of renewal or
extension period for scenario {b)

2.22.1 Bank as ol ssee

Finance leases, whi:h transfer tc the Bank substantially all the risks and benefits incidental to ownership of the
leased item, are capitalized at the incephtion of the lease at the fair value of the leased property or, if lower, at the
present value of the minimum le.ise payments Lease payments are apportioned between the finance charges and
reduction of the lease liability so as to achieve a constant rate of interest on the remaining balance of the liability
Finance charges zre reflected in t1e statement of income under ‘Interest expense’

Capilalized leaseil zssets are dej reciated over the shorter of the estimated uscful lile of the asset and the lease
term, if there is no r 2asonable certainty that the Bank will obtain ownership by the end of the lease term.

Leases where the lessor retains : ubstantially all the risk and benefits of ownership of the assets are classified as
operating leases, Jperating lease payments are recognized as an expense in the statement of income on a straight-
line basis over the k ase term

2.22.2 Banh as ¢ lessor

Leases where the Fank does no transfer substantially all the risks and benefits of ownership of the asset are
classified as ape aling leases Iritial direct costs incurred in negotiating an operating lease are added to the
carrying amount ol the leased :sset and recognized over the lease term on the same basis as rental income.
Contingent rents an recognized .« s income in the period in which they are carned

2.23 Income Tawes
[ncome tax on profi- or loss for the year comprises current and deferred tax,

Tncome tax is de eimuined n accordance with Philippine tax law, Income tax s recognmzed 1n the statement of
income, except t Ihe extent that it relates to other comprehensive income items recognized directly n the
statement of com >r:hensive inco ne
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Clerrpnt i tx
Current income tux s the expected tax payable on the taxable income for the period, using the tax rates enacted at
the statement of cor dition date, tigether with adjustiments to tax payable in respect to prior years

Deferred income £1x

Deferred tax is provided, using tle balance sheet liability method, on all temporary dilferences at the statement of
condition date betw een the tax lases of assets and liabilities and therr carrying amounts for financial reporting
purposes

Deferred tax liabilit es are recognized far all taxable temporary differences, including asset revaluation Deferred
tax assets are recag lized for all « eductible temporary differences and carry forward of unused tax losses and tax
credits from excess minimum co "porate income tax (MCIT) over the regular corporate income tax (RCIT), to the
extent that it is orobable that fiture taxable profit will be available against which the deductible temporary
differences and carry forward of 1nused tax losses and MCIT can be utilized

The carrying amount of deferrec tax assets is reviewed at each statement of condition date and reduced to the
extent that it is n> D nger probal le that sulficient future taxable profit will be available o allow all o1 part of the
delerred tax asset ty be utilized Unrecognized delerred tax assets are reassessed art each statement of condibion
date and are recognized to the extent that it has become probable that futurc taxable profits will allow the
delerred tax asse  be recovere:l.

Deferred tax asscts and deferred tax liabilities are offset if a legally enforceable right exists to set off current tax
assets against cw re nt tax liabilit es and deferred taxes related to the same taxable entity and the same taxation
autharity.

Deferred tax assets ind liabilines arc measured at the tax rates that are applicable to the period when the asset 15
realized or the liakility is settled, based on tax rates (and tax laws) that have been enacted or substantively
enacted at the state nent of condiion date

2.24 Related pa1 ty relationship s and transactions

Related party relatimnship exists when one party has the ability to control, directly, or indirectly through ane or
more intermediai ie ;, the other p: rty or exercises significant influence over the other party in making financial and
eoperating decisicn:  Such relat enship also exists befween and/or among entities which are under common
control with the 1eporting en erprise, or between, and/or among the reporting enterprise and its key
management personnel, directors, or its stockholders. In considering each possible related party relationship,
attention is direciec to the subsi: nce ol the relationship, and not merely the legal form

Transactions bebve 2n related pa ties are accounted for at arm’ length prices or on terms similar to these offered
to non-related en it es in an econ nnically comparable market

2.25 Employee Eel elits

Post-employment henefits

The post-employme nt expense s determined using the Projected Unit Credit Method which reflects services
rendered by emplo ees to the d: te of valuation and incorporates assumptions concerning employees’ projected
salaries. Post-emplcoyment expen ses include current service cost plus amortization ol past service cost, experience
adjustments and ¢t anges in actiarial assumptions over the expected average remaining working lives of the
covered employess Cumulative 1ctuarial gains and losses in excess of the 10% of the greater between present
value of the defirec benefit oblization and fair value of any plan assets are amortized over the expected average
remaining working ifetime of the employees and recognized as part of retirement benefit expense

Past service cost is recognized iinmediately to the extent that the benefits are already vested, and otherwise is
amortized on a st -aight-line basis over the average pertod until the benefits become vested,

The retirement berefit obligatio1 recognized in the balance sheet represents the present valuc of the defined
benefit obligatior a: adjusted for unrecognized past service cost, and as reduced by the fair value of plan assets
Any assets resullini from this calculation are lunited to past service cost, plus the present value of available
refunds and redu :tions in future “ontributions to plan
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Short-term benejit:

The Company recoinizes a hability net of amounts already paid and an expense for services rendered by
employees durin;; the accounting period Short-term benefits given by the Company to its employees include
salaries and wages social secuiity contributions, short-term compensated absences, honuses, non-monetary
benefits, and other < hort-term be 1efits

Termination benefits

Termination benzfits are payalle when employment is terminated before the normal retirement date, or
whenever an emplc yee accepts roluntary redundancy in exchange for these benefits. The Company recognizes
termination benefits when it is (lemonstrably committed te cither, terminating the employment according to a
detailed formal plan without po: sibility of withdrawal; or providing termination benefits as a result of an offer
made to encouraje Joluntary rec undancy Benefits failing due more than 12 moenths after the balance sheet date
are discounted to p1esent value,

2.26 Earnings per share

Earnings per sha-e (EPS) s corm puted by dividing the net income by the weighted number of common shares
outstanding during tne year. Basy EPS s determined by dividing the net income for the year atributable to common
shares by the welphled average n. mber of commaon shares outstanding during the year

Diluted EPS is comp ted by dividi 1g net for the year attributable to common shares by the weighted average number
of outstanding an ilutive poten:ial common shares. Basic and diluted EPS are given retroactive adjustments for
any dividends declared in the curr 2nt year, if any.

2.27 Dividends on Common Sh: res

Dividends ou cotr man shares are recognized as a hability and deducted from equity when approved by the BOD of
the Bank and the BSP Dividends or the year that are approved after the statement of condition date are dealt with
as an event after the statement ol condition date

2.28 Subsequenl! Evenls
Post year-end evenis that provid 2 additional infoermation about the Bank’s position at the statement of condifion
date (adjusting e er ts} are reflec ed in the financial statements

Post year-end ev2n s that are nuot adjusting events are disclosed in the notes to the financial statements when
material

Note 3 - SIGNIFICANT ACCOUN "ING ESTIMATES, ASSUMPTIONS AND JUDGMENTS

The preparation Jf the financial statements 1h accordance with PFRS requires the Bank to make judgments and
estimates that aftac the reportec amounts of assets, liabilities, income and expenses and disclosure of contingent
assets and contin e 1t liabilities. | uture events may occur which will cause the judgments and assumptions used in
arriving at the estiinates to change The effects of any change in judgments and estimates are reflected in the
fnancial statements as they beco ne reasonably determinable

Judgments and estimates are centinually evaluated and are based on historical experience and other factors,
including expectaticns of future events that are believed to be reasonable under the circumstances

3.1 Judgments
3.1.1 Operating 'eoses

Banl us lessor

The Bank has enter :d into leases on its properties. The Bank has determined based on an evaluation of the terms
and conditions of th arrangemet ts (ie, the lease does not transfer ownership of the asset to the lessee hy the end
of the lease term, th2 lessee has 1 o option to purchase the asset at a price that is expected to be sufficiently lower
than the fair value : t the date th: aption is exercisable and the lease term is not for the major part of the asset’s
economic life), that it retains all the significant risks and rewards of ownership of these properties which are
leased out on opera ing leases
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Banks as lessee

The Bank has enter:d into lease: on premuses 1t uses for its operations. The Bank has determined, based on the
evaluation of the erms and cond:tion of the lease agreement, that all significant risks and rewards of ownership of
the properties it | 2a ies on operat ng lease are not transferable to the Bank

3.1.2 Fairvaluzcf financial instruments

Where the fair valu-s of financia assets and financial liabilities recorded on the statement of condition cannot be
derived from active markets, thes are determimed using a variety of valuation techniques that include the usc of
mathematical mode s The input 'o these models is taken from observable markets where possible, but where this
is not feagible, : «egree of jucgment 15 required in estabhishing fair valucs These estimates may include
consideration of liquidity and models inputs such as correlation and volatility for ionger dated [inancial
instruments

3.1.3 HTMinvestinents

The classification to HTM investrient requires significant judgment [n making this judgment, the Bank evaluates
its intention and ahility to hold such investments to maturity. Ul the Bank [ails to kecep these investments to
maturity other tia in certain specific circumnstances - for example, selling an nsignificant amount close to
maturity - it wili 1 e required lo reclassify the entire portfolio to AFS 1avestments, The investments would
therefore be measw ed at fair valie and not at amortized cost.

3.1.4 Contingencies

The Bank is current y involved ir legal proceedings The esinmate of the probable cost for the resolution of claims
has been develorec in consultat on with the aid of the outside legal counscl handling the Banld's defense in this
matter and is basec upon an anzlysis of potential results Management does not behieve that the outcome of this
matter will affec’ tie resuits of operations [t is probable, however, that future results of operations could bc
materially affected by changes in the estimates or in the effectiveness of the strategies relating to this proceeding

3.2 Estimates

3.2.1 Credit lo:ses on loans ar d receivables

The Bank review: 1 s loans and raceivables at each statement of condition date to assess whether an impairment
loss should be rec o1 ded in the stztement of income, In particular, management estimates the amount and timing of
future cash flows bised on a nutnber of factors and calculates the impairment loss, Actual results may differ, at
which event; the 3a ik adjusts the impairment loss and ensures that allowance for it remains adequate,

In addition to spec fic allowanct against individually significant loans and receivables, the Bank alse makes a
collecive impairns nt allowanc: apainst exposures which, although not specifically identified as requiring a
specific allowanc :, 1ave a greate - risk ol default than when originally granted This collective allowance is based
on changes in fac 015 that are ind cative of incurred losses, such as deterioration in payment status and underlying
property prices, emong cthers,

As of December 111, 2015 and 2( 14, the carrying value of loans and receivables and related allowance for credit
losses are disclos =d in Note 8,

3.2.2 Impairmen of nonfinan tial assets
Property and equivrient, chattel nortgage properties, and intangible assets
The Bank assesses impairment 01 assets whenever cvents or changes 1n circumstances indicate that the carryiug
amount of an ass:t nay not be rt coverabie. The factors that the Bank considers important which could trigger an
impairment review nclude the fellowing:
+ signif cznt underperformance relative to expected historical or projected future operating results;
= signif cant changes in the manner of use of the acquired assets or the strategy for overall business; and
= signif cant negative ir dustry or economic trend

The Bank recogriz:s an impair nent loss whenever the carrying amount of an asset exceeds 1ts recoverable
amount The recove "able amoun! i computed using the lair value less costs to scll for property and equipment,
investment propert es and chattel mortgage propertics Recoverable amounts are esthnated for individual assets
or, if it is not possible, for the casli-generating unit ko which the asset belongs,
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3.2.3 Fairvaluz of investment properties

The fair values cf the Bank’s in restment properties have been dertved on the basis ol recent sales of simular
properties 1n the sime areas a: the investment properties and taking into account the economic conditions
prevailing at the tinie the valuatic ns were made

3.2.4 Presentvalie of retirem =nt obligation

The cost of defined bhenefit persion plan and other post-employment benefits is determined using actuanal
valuation. The ac u: rial valuatiol invelves making assumpbions about discount rates, expected rates of return on
plan assets, fufurs : alary increases, mortality rates and future pension increases Due to the long term nature of
this plan, such eslim ates are subj.ct to significant uncertainty

325 Recognition of deferred \ncome taxes

Deferred tax asscts are recogmz :d for all unused tax losses to the extent that it is probable that [uture taxable
profit will be availasle against which the losses can be utilized Significant management judgment is required ta
determine the ariwount of deferred tax assets that can be recognized, based upon the likely timing and level of
future taxable pruli s together with future tax planning strategies. Estimates of future taxabie income indicate that
temporary diftere nc es will be realized in the future

3.2.6 Contingent 'iabilities

The Bank is a delenlant in legal 1ctions if any, arising from normal business activities. Management believes that
the ultimate liab lity, if any, res dting from these cases will not have a material effect on the Bank’s financial
statements,

3.2.7 Useful life of Property ar d Equipment

The Bank estimaze: the uselul lives of Property and Equipment based on the period over which the assets are
expected to be wuilable for w:e The estimated useful lives of the property and equipment are revicwed
periodically and are updated if expectations differ from previous cstimates due to physical wear and tear,
technical or comrae cial obsolesc2nce and legal or other limits on the use of the assets,

3.2.8  Realizabh Amount of Deferred Tax Assets

The bank review; i's deferred ta« assets at the cnd of each reporting period and reduces the carrying amount to
the extent that it 15 no longer piocbable that sufficient taxable profit will be availabte to allow all or part of the
deferred tax asse to be utilized.

Note 4 - FINANCIA . RISK MAN/ GEMENT

The Bank is exposcd to certain risks Risk management is monitored and managed by the management who
implements the 13a1k’s overall strategy, develop risk management palicies and maintain the risk management
system. The managz2ment keeps he Board of Directors adequately informed.

The Bank's risk maiagement pol cies are designed to identify and analyze these risks, set limits and controls, and
to menitor the rivk: and adherer ce to desired limitations. The management regularly reviews its risk policies to
set the desired prac-ices

1. Creditrisk

The Bank is :x josed to cred t risk which arises from counterparty’s failure to meet the terms of any contract
with the bank or otherwisi perform as agreed It arises anytime bank lunds are extended, committed,
invested, or otl erwise expos ed through actual or implied contractual agreements, whether reflected on or off
the balance sheet Credit ris ¢is not limited to loan portfolio

Loans and rec:ivables

The credit risk on loans and -eceivables are the possibility ol non-payment or the probability oi default by the
counterparty  T'his probabi ity is being evaluated by the manageiment using BSP standard classifications as
tfallow:

¢  Unclass fied loans - these are loans that de not have a greater-than-normal risk and do not possess the
characteristics of classilied loans as classified below The borrower has the apparent ability to satisfy his
obligation . in full and tt erefore no loss in ultimate collection is anticipated
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=  Loans enpi cially mentic ned - these are loans and advances that liave potential weaknesses that deserve
manage nent's close attention  These potential weaknesses, if left uncorrected, may affect the repayment
ol the loan and thus inciease credit risk to the Bank

# Substanla‘'d - these e loans or portions thereof which appear to involve a substantial and
unreasonade degree of risk to the institution because of unfavorable record or unsatisfactory
characteri: tics There ¢ xists in such loans the possibility of future loss to the Bank unless given closer
supervirioy, Loans wnder this category must have a well-defined weakness or weaknesses that
jeopardize their liquida ion, Such well-defined wealnesses may include adverse trends or development
ol financia , managerial, economic or political nature, or a significant weakness 1n collateral

#*  Doubtful - these are loans or portions thereof which have the wezaknesses inherent in those classified as
“Substand:ard”, with the added characteristics that existing facts, conditions, and values make collection
ot liquic at on 1n full higily improbabie and in which substantial loss is probable

= Loss - tie.e are loans « r portions thereof which are considered uncollectible or worthless and of such
little value that their continuance as bankable assets is not warranted although the loans may have some
recovery o~ salvage vali e,

) - 2016 [n % 2015 In %
Unciassified P 253,341,139 94 10 P 192,705,231 9270
Daubtiul 15,282,414 568 14,213,899 683
Loss 588,315 022 960,337 047

P 269,211,868 10000 P 207,879,467 100.00

Allowance for impa rment amouited to P 19,553,251 and P 20,899,283 for the year 2016 and 2015 which are
about 7.26% % and 10.05% of lo: ns, respechvely

[mpairment and provisioning g olicies

To limit and manag: the risk, the Bank normally relies on BSP recommendations especially for the setting up of
impairment and [ rcvisions for p1obable losses

Debt securities : n¢l other bills

Investing in debt seiurities and o her bills which will mature in one (1) year or less 1s a method of managing credit
risk exposures beza:ise market ct anges in such investment is low Such investments also being purchased from a
reputable and stasle broker

Risk limit control s nd mitigaticn policies

The bank manag:s, limit and coatrol the concentration of credit risk wherever they are identified The Bank
manages credit nisl by placing nmmits on the amount of risk accepted in relation to a borrower or group of
borrowers. Such rizks are monitred on a regular basis and subject to an annual ar more frequent review, when
considered neces:sary

Loans are approved by the mana jement under the gindance of the Board of Directors by evaluating the ability of
existing and pote1tial borrowers to meet interest and principal payments, Changes in limits are done whenever
necessary.

a) Collatera]

To mint nize credit risk, the Bank requires security such as real estate or chattel mortgage whenever
possible
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Details of 1oans by security are as follow:

-—

B 2016 2015
- Amount % Amount Y
Unsecured P 185,993,604 6909 P 182,938,156 B8 00
Secured = 83,218,264 3091 24,941,311 12 00
. P269211,868 108 00 P 207,879,467 10G.00

Secured
Real estate mortgage 33,532,715 403.30 23,059,900 9245
Chattel mo-tyage 38,525,549 46,29 1,862,849 746
Others 11,160,000 1341 18,562 009
83,218,264 10000 P24941,311 10000

b) Reposses:ed or foreclosed properties

Reposses ied or foreclosed properties are sold as soon as practicable and are classified as “Assets held for
sale” in th e statement ¢ f condition,

2. Foreigh exihinge risk
The Bank h::s 10 transactions involving foreign exchange.

3. Interestraie -isk
Cash flow ir te -est risk is th 2 risk that the future cash flows of a financial instrument will fluctuate because of
changes in n:rket interest rates. Fair value interest risk is the risk that the value of a financial instrument
will fluctuate l.ecause chang es in market interest rates

Changes in th> market wil have no sigmficant effect because loans are non-guoted in the market With
respect to hnvestment in bil s, the maturity period is one (1) year or less and changes in the market will have
no significant :ffect to the bank

4. Ligquidity risk

Liquidity rizk s the risk th: t the Bank 1s unable to meet 1ts payment obligations associated with its financial
liahilities whe they fall die and to replace funds when they are withdrawn The consequence imay be the
failure to m:e obligations 12 repay depasitors and fulhll commitments to lend

Liquidity risk management prcess
The management rionitors its linuidity by:

- Dailly monitorung »f hiquidity fe rel
- Maintaining highl s liquid secur - bies /bills
- Mamtaining prop !t reserve rec wirement as required by BSP

Funding schem:

Sources of liquidity are regularl; momtored by management During the regular meeting of the Board of Directers
held last Octobe - 11, 2016, the body approved the Liquidity Funding Plan of the Bank. Tius policy aims to ensure
that the Bank's liquidity shall ramain on its healthy level Liquidity metrics shall be measured, monitored and
controlled regularls to ensure sufficient level of liquidity for the Bank It includes sources of funds in the event nf
contingency, act ot plan in the ¢ vent of liguidity crisis and the different crisis scenarios, triggering events and its
action plan.

Non-derivative cas 1 [lows
The table below presents the sy mificant cash flows payable by the Bank under non-derivative hnancial liabilities

by expected matur ties at the reporting date. The amounts disclosed in the table are the expected undiscounted
cash flows whict tl e Bank uses 10 manage liquidity risk,
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