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RURAT BANK OF GUINOBATAN,INC.
SlllCE 1 964 rtr s,...a,6,!.v rE'' c,!ol...t E.,s6,6

STATEf,ENT OF IAXAGE ENT'S RESPONSIEILITY
FOR A 

'IUAL 
II{COIE TAX RETURT{

The Manao€rneot of RURAI BANK OF GUINOBATAN, INC is r6ponsiHe tor a{l irformation and
r+a€6€.rldirrs cont*Ed in lh€ Annual lncome Tax R6{um for t}le yoaf 6rd€d O€c bor 31,2019.
tlanegsn6ar i! &rla,i!a ,alponaiH€ toa dl irfodlrdirl 8rd r6p.lrantdion! @nlairEd h ela fuEncial
6l*rhsrb @rpatiltg ttlo Arrual kEdne Tax Rdrrn coii€rrE Ur6 latte rsportiB porin
Frrtsanq€, ths lihn€gqrt€lrl i6 reqpqrdu€ fo. a{ informdiolt €nd {opr€e€itatitns cq{airl€d in all
th€ a,lrEa td aehrns fied for fho r€prling perird, irdudirE, hrt iot limit€d lo, the yalue add tax
al(y or porcodag€ l,a r€hrrc, witrtholding ta( retunrs, dootm€ntary stamp tax r€ilrrrr3. aad any and
a[ olher lax returns.

ln thas r€gsd, lho MartagB,rEnl alfinrE thd tf|e attacrEd andi€d fnancial slatelneds for ihe y€ars
ordd t)ecarrber 31, 20'19 eld 20la, ad llle aoao.rp{tyirB Arrl]d krco.rE Tax R6hrn as in
ac.odar wifi SE boo*cs drd r€cdds oa RLRAL BAIK OF GU$IoSA'IAN. |l{C., cdtpl€le drd
corr€af in dl ntatarid rg6peds irlalaoern6fil lik€vb6 affrms fEt:

(a) th6 Arrr,rd lrEo,rE Tax R€{urn l€5 b€€Il p@pa.Ed h accordrc *ith lhe provisioats d the
Natiood lnt€rnd Revefttre Code, es srnsnded, ad F.lin€d ta( reg.{alior6 and other
issu-B d fF O€p<tn€rf d Fi.Er ad tlo &r€ar of kiqrd Rsrque,

(b) any dispaity of fig(.€ in the e.rbrnitt€d regort! arisirE fro.n the prepa.ation of firEncial
staternents psrsrrarn to finanajal eaoontrE standards and llle prepaalioo of tho incorh€ tax
ratJan Br$a{ to tax Sccourning rul€g has beo rcgoabd a3 r€cDrciling iterns 6rd mairnained
n the Bai('s b(s ard r8dds in Ecaordace yritr ltE reqorEirEiis ol Rer,€ J6 Regdeltdls
l{o. &fr7 td ofl€r d€vrrt i6suarE86;

(c) RURAI- €liANK OF GUINOBATAN, lNC. has liH dl apdicdle try ret(rrE, reporb and
statooents rEqJked lo b6 filed 

'.rd€r 
Philippr|e tax tgws tor ltE repo.ting pe.iod, grd ail tsxes

erd oiir€. inpositidB slrolrn th€aeoi to be due ard payaHe have b6€n pald for tlle asportirE
p6.iod. excepr tc€ contrsted n good fuilh

AN,.I L HONRAIX)
of tlle Boa.d

dil\Signed this 18s day of June 2020
1
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RURAL BANK OF GUINOBATAN,INC.
SlllCE 1964 rt.'...arh*Lrby e ' @w.%io

9TATEIEXT OF *A'IAGEIENTS RESPOI{$€ILITY
FOR FIiIA'{CIAL STATEI€ITTS

T}te filaoa€Ernori cf RURAL BAiIK OF GlrlllOgA'IAN, hfc. (tho 'Sank'), ae responsruo br ltle
proparatloli arld fe, paesanlalion ol fn8/tcial sfdelll€nts irdtdrE fle schedy'es attaahod thordn, fo.
ttl6 ya-6 €rded Dac.rnb€r 31, m19 ard 20la, in ecco(krc. wi0l tlE Frrcr l6d fiaarlctal rapoatirE
frafi€i.oat rnffi ltlgin, rd ardr ii€.rrd coalrd a3 nralagemsi (bteftr1€6 it rEcessary to
€i€ble the paBf€tcl ol fi{EKjai sfdem€itE tEt ae ltEo tqn mat(id missHqnlent, wh€ft€r d]o
to traJd c. {ru
ln paep{ing tr€ frl{ ciial ctd€me s, man8gamellt is respoosibl€ fo. sss65sin9 the Esnk'3 sbiljty to
cor irrle a6 r goiig cmcrrn, disclosng, as *plicable mdlsB rglaH to g(rng qrcorn ard urhg th€
grnrB cqEear bais ot @Lr*tm lfllosq nEna€BnFflt gith€. irrErb b lilit sb ttE Bs* o. tro ca&r6
op6di66, oa tB m lldinh dldndirre hn b & 60

Ths Bosd d Di'r&ra l. €lporiiiblo for oygrE€oing tllo B€r*'8 fnacid r€portilo procoar

Tho Bodd at tkodors aeviorrs dd epprove6 fle fir|'Eiai slatemgtS irdding tia earEdulos
sttad!€d tErErG E rd srbrn s tho s€me to trc sioakholders of the Bd(
4.., Br a Co-, CP . and AR. S.y.oo f lrqrf.b., CP e, tlle ird€peidd{ alditas
apporngd by the rtoddloldqs for tr|g yea.s erded Decernbe. 31, 2019 ad 2018, rglpodively, h€ve
audited tho lin€ncial slaterErG ot the Bank in @rdanco with PhilippirE Slandards on Auditino, and
in tEir rF.t to tho sEfiddrs, hsvo orp.Bls€d lh6n ofinhn oo tha fdrnoss of proletation upon
conpHixr ol suah axlit

(l/

,$$ 
tn

'i$D

L

MARY P. LOZA
H,rad, Co.rf oll.rsttlp d6pt.

Signed this 18m day olJune 2020



Alas 0plas & Co., CPAs

8/f iichmonde Plar., sni lquel Avenue

corner Lolrdes orive, oniq.s Cenl.r,

Phone o: (02) 8515.50n
tm.il: aocortiqdsb.an.hoalisoDlakpas.om

2,t PhillppiierM Lileceirm

Phone o: (632) 7759.tm0 | (63a 88891061

tm.il:aocheadofi ceeahtop asrpa!com

B K R lnte r nrrt i, ,n.rl
INDEPENDENT AUOITORS' REPORT

TO ACCOMPANY FINANCIAL STATEMENTS FOR FILING WTH THE
BUREAU OF INTERNAL REVENUE

To the Sbckholders and the Board of Direclo.s
RURAL BAI{K OF GUIT{OBATAI{, II{C.
JMH Building, Mabini St
Poblacion, Guinobatan, Albay

,gt r

ALAS, OPLAS & CO., CPAS
BoA Registration No. 0190, valid from September 4, 2019 to october 30, 2022

SEC A N. (Firm) 0321-FR-1, issued on February 7, 2019; effective until Febtuaty 6,2022
TrN 002-013406-000
BIR A.N. 08-00'1026-000-2018, issued on January 25, 2018; effective unlil January 24.2021

1i$D

I
We have examined the fnancial statements of RURAL BANK OF GUINOBATAN, lNC. for the
December 31, 2019 on which we have rendered the attached report dated June 18, 2020.

endedyeat

ln compliance with Revenue Regulation V-20, we are stating that no partner of our Firm is related by
consanguinrty or affinity to the president, manager or principal stockholders of Bank.

By

Sa1(9,-
DANILO T. ALAS
Partner
CPA License No. 0027'120
SEC A.N. (lndividuat) 1529-AR-1, issued on February 7, 2019: effective until February 6, 2022

TrN 132466-021-000
BIR A.N. O8-OOl026-001-2018, issued on Janlary 25, 2018; effective unlil January 24'2021
PTR No. 8117109, issued on January 2, 2020, Makati City

June 18.2020
Makati City, Philippines



Alas 0plas & Co., CPAs

INDEPENDENT AUDITORS' REPORT

To the Stockholders and the Board of Direcbrs
RURAL BANK OF GUINOBATAN, INC.
JMH Building. Mabini St.
Poblacion, Guinobatan, Albay

8f n chmondePlara Sanlriquol Avenue

.oher Lo(des Drive. 0rliqas Cenler

Phone ilo: (02) 8515 50?9

teil ado iqashranrheahsopla3.9as..on

.t*t Philippine ara lile Cenue

ttlatl qlx 6Xilrin4 l2oo

P[oie fla:16]4 n5t5090 | (612) 8889 186l

EmaiI iochs doffi.e@ala sopla rpd co m

trKIt
\$N
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Qu.lified Opinlon 
l

\ille have audited the financial statements of RURAL BANK OF GUXOqATAN, lNC. (the'Bank') which
comprise the staterEnt of financial position as of December 31, 2019, and he staternent of comprehensive
income, staterient of changes in equity and statemenl of cash flows br the year then ended, and noles lo
the financial statements, including a sumrEry of significant accounting policies and other explanatory
inbrrEtion.

ln our opinion, €xcept for the efiect on the financial statements of the mattors described in the basis for
qualified opinion paragraph, the financial statements present fairly, in all material respec{s, the fnancial
position of the Bank as at December 3'1, 2019, and its fnancial perbnnance and ib cash fiows for the year
then ended in accordance with Phalippine Financial Reporling Standards (PFRSS).

Ba6i6 for Qualitied Opinion

As disclosed in Note 3 to the financial statements, the Bank did not adopt PFRS 9, Financial lnsttuments,
which provi,les new guidelines in the classifcation and measurement of financial instruments and
inkoduces a foMard-looking expected credit loss (ECL) rnodel on impairrEnt of debt fnanchl assets not
classifed as at fair value through profit oa loss and loan commitmenb and financial guaantee contracts. For
2019. the Aank retained the requirements based on PAS 39, Financial lnstufients: Recggniion and
ll,leasrrs.ngrt and as a result, any adjustients related to defefled taxes. allorance fua caedit losses and
equity as at January 1 and Oecember 31, 2019 and surplus fiee as at January 1. 2019 cannot b€ quantified
due to certain limitations.

Under PAS 19R, Empbyee Benef s, reti.ement beneft obligations shall be recognized using an actuarial
technique, the projected unit credit m€lhod, to make a r€liable estimate of the utirnate cost to the entity of
the beneft that employees have eamed in refum ior their seNice in the cunent and prior perbds. This
method also involves lnaking estimates about dernographic and fnancial vanables (actuarial assumptons),
and discounting the benefrt in order to determine the present value of the defned benefit obligation and the
related service costs, both of whach were not considered in the approach adopted by the Bank. The efiec{ of
the difierence in the rEthods in recognizing retirernent benefit obligations has not been det€minod due to
certain limitations.

Also, as discussed in Note 3 to the linanchl statements, the Bank did not adopt PFRS 16, Le€s€s, which is
efiective starting January '1. 2019 and still conlinued to apply PAS 17, Leases in accounting for its lease
transac-tons. The new standad introduces a single lessee accounting model that requires a lessee to
recognize a right-of{se asset representjng ib right to use the underlying leased asset and a lease liability
representing its obligatron to make lease payments br all leases, unless the underlying asset is of low value
and the lease is short-term. Had the Bank adopted the provisions of the new standard, ?2,312,239 and
?2,427,119 would have been recognized tor the right-of use assets and loase liabilities, .espectively, as of
Dec€mber 31, 2019. Total equity and profit would have decreas€d by ?80.416 as ot and tor the year ended
December 31, 20i9, respec{ively.

Also, as discussed in Note 4 to the financial statements, the Eank recognizes retirenEnt benefit obligation
using the accrual approach. Under this apptoach, the accrued monthly benefit fEt will be recognized is
equivalent to a percentage of rnonthly basic coinpensation fixed by the Board of Directols.



We conducted our audit in accordance with Philippine Standards on Auditing (PSAS). Our responsibilfies
under those standads are further descaibed in the Audib6' R€sponsrbirrities for the Audit of the Financial
Siatomorts seclbn of our reporl \r e are andependent of the Bank in accordance wi\h the ethical
requiremenG that are relevant to our audit of the financial statements in the Philippines, the Code o, Elhbs
fot Prolessional Acaguntants in tho Philippines. and we have fumlbd our other responsibililies in
a@ordance with these requirements. \r e b€lieve that the audit evidence we have obtained is suficieat and
appropriate to provide a basis for our opinion.

Retporllblliuo! ol iranaggmont and Thola Chrigod wfth Govomanco loa tho Flnancial Statoment!

Management is responsible br the preparafon of the financial statements in accordance with Philippine
Financial Reporting Standards, and fur such intemal conuol as manageinent determines is necessary to
enable the preparation of financial staternents that aro free from rnaterial misstatement, whether due to
fraud or eror.

ln prepa.ing the financial statements, managerEnt is responsible tor assessing the Bank's ability to
@ntjnue as a 9oin9 concem, disclosing, as appliebl€, rlattgrs relatd to going concem and using the
going concem basis of accounting unless rnanageflpnt either intends to liquidate the Bank or to cease
opeE ions, or has no realistic altemative but to do so.

Those charged with govemance are responsible for overse€ing the Bank's financial reporting process.

AuditoJ'8 Responsibilities for the Audit of tho Financial Statementa

Alas 0plas & Co., CPAs

As part ot an audit in accordance wfi PSAS, we exerciso probssional judgment and maintain professional
skepticism throughout the audil. Vlb also:

Our objectives aae to obtain reasonable assurance about whether the financial slatements as a whole are
free from material masstatement, whether due to fraud or enor, and to issue an auditods report that includes
our opinion. Reasonable assurance is a high level of assurance, but is not a guarantee that an audit
conducled in accordance with PSAS will atways detecl a matedal misstatement when it exists.
Mjsstatements can arise f,om fraud or enor and are considered matefial if, individualty or in the aggregate,
they could reasonably be expected to infuence the economic decisions of useE tiaken on the basis of these
financial slaterrents.

ldenfry and assess the risks of material misstatenEnl of the fMncial statenEnb, whether due to fraud
or earor, design and perbrm audit prccedures responsive to those risks, and obtain audit evidenca that
is sullicient and appropriate to provide a basis br our opinion. The risk ot not deteciing a mateaial
misstatefilent resulting fiom haud is higher than br one Gsulting from eror, as fraud may involve
colh/sion, irlery, intentional omissions. misrepresentations. or the ovearide of intemal control.
Obtain an understanding of intemal contrcl relevant to the audit in order to desilln audit procEdures that
are appropriate in the cirdmstances, but nol for the purpose of expressing an opinion on the
efiecliveness of the Eank's intemal control.
Evaluate the appropriateness of accounting policies used and the reasonableness of accounting
estimates and related disclosures made by nEnagement.
Conclude on the appropialeness of managemenl's use of the going concem basis of accounting and,
based on the audit evidence obtained, wh€lhor a material uncertainty exists related to events or
conditions that may cast signmc€nt doubt on th6 Eank's ability to continue as a going concem. lf we
conclude that a material uncedainty exists, we are required to draw attention in our audito/s report to
the related dlgclogureg in the financial statements or, it such disclosures are inadequate, to modit oua
odnion. Our @nclusions are based on the audit evidence obtained up to the date ot our auditor's
report. Ho{ever, fufure events or conditions may cause the Bank to cease to continue as a going
@ncem
Evallate the overall presentation, sfuc-ture and contenl of the financial staternents, including th€
disclosures. and whether the fnancial stateryEnts represent the underlying hansac'tions and events in a
rEnner that achieves fair presentatron.



lry'e communicate with thos€ charged with govemance r€gading, ahong other rnatbrs, the planned scope
and timing of the audit and significant audit findings, induding any sQnificant deficbDcies in antemat contot
that we idenlify during our aud[

Othor Matter

The fnancial statements of the Bank as of December 31, 2018 were audited by another auditor whosc
repod dated April 16, 2019 expressed an unqualifed opinion on those statements.

As part of our audit of the December 31, 20'19 fnancial stiatements, we also audited the reclassifcation
and r€stat€ment of comparative anounts described in Notes 26 and 27 to the financial statements,
respectivety, that were applied to amend the December 31, 2018 fnancial statemenb. ln our opinion, such
reclassifcations and restatements are appropriate and have been properly applied. We were not engaged
to audrt. review, or apply any paocedures to the December 31, 201E financial statements of the Bank other
than with respec{ to the reclassifcations and resbtements and, accordingly, we do not express an opinion
or any other bm of assuEnce on the December 3'1, 201E financial statements.

Tbo Supplomontary l.fom.lion Requirrd undo, B.ngko Sontral ng Pilipin.s (BSP) Ci.cul.r No.
1074.nd Royenue Rogulationa N6.'tt201O.nd l9-20'l I

Our audit was conducted for the purpoce ot forming an opinion on the basic financial stalements taken as
a whole. The supplementary lnfonnation required und6r BSP Circular No. 1074 in Note 34, and Revenue
Regulations Nos. 1t2010 and 1+2011 on taxes, duties and li@nse fees paid or accrued during the
taxable year, taxable income, and deduclions in Notes 32 and 33 to the financial statements, are
presented br purposes of filing with the BSP and Bureau ol lntemal Revenue, respectively, and is not a
required part oI the basic fnancial statements. Such iniomation is th6 responsibility of the managernent of
RURAL BANK OF GUINOBATAN, lNC, The information has been subjected to the auditing procedures
applied in our audit of the basic financial statements. ln our opinion. the infronhation is fai.ty stated in all
material respects in relation to the basic financial statements taken as a whole.

Alas Oplas & Co., CPAs

ALAS, OPLAS & CO., CPAS
8OA Registration No. 0190, valid from September 4, 2019 to October 30, 2022
SEC A.N. (Firm) 0321-FR-1, issued on February 7, 2019; effective until FebnJary 6.2022
TrN 002-013-406-000
BIR A.N. 08-001026{00-20'18. issued on January 25, 2018; effective unLl January 24,2021

Dq1fio,,-
DANILO T. ALAS
Partner
CPA License No. 0027120
SEC A.N. (lndividual) 1529-AR-1, issued on February 7, 20'19, effective until February 6, 2022
TtN 132466-021{00
BIR A.N. 08-001026-001-2018, issued on January 25, 2018i effective unlil January 24,2021
PTR No 8117109, issued on January 2, 2020, MakatjCity

June 18. 2020
Makati City, Philippines
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RURAL BANK OF GUINOBATAN, INC.
STATE ENT OF FINANCIAL POSITION
oEcE BER 31,2019
W,th Comporative Flgures for 2018)
ln Philippino Po.o

3.

llGAapr

Notes
2018

As restated2019

ASSETS
Cash and other cash items
Oue tom Bangko Sentral ng Pilipinas
Due from other banks
Held-tematurity fi nancial assets
Loans receivables - nel
Bank premises, fumture, fxfures and equipment- net
Assets held for sale - nel
Defear€d tax assets
Other assets

11,i8/-,723
68,65r,792

167,90s,929
35,866,881

,|88,008,961
36,963,063

1,272,637
856,414

11,460,839
11,877,930
73,360,476
35,866,881

438,072,637
25.221.453

8,276,147

7 6

817,804,21s 610,366,8S9

536

TOTAL ASSETS

LIABILITIES AND EOUITY

Liabllitles
Deposit liabilities
Bills payable
Accrued taxes, interest and other expenses
lncome tax payable
Retirement beneltt oblgation
Other liabilities

422,631,s1s
21f,191,6s7

8,.r91,606
1,702,289
3,929,7r7

11,72?,.155

360,547,221
116,333,284

5,870,722
2,397,44A
2,858,452

22,365,170

14
15
16

17
'18

Total Liabilities 700,376,939 510,412,297

Equity
Capital stock -common
Surplus reserves
Surplus free

95,,129,800
1,000

21,996,506

69.429,800
1,000

30,523,802

19
20
20

Total Equty 117,127,306 99,954,602

TOTAL LIABILITIES ANO EQUITY 817,804,245 610,366,899
Se6 Nol6s lo Fhar6,a, Slrfemer,ls

6

\$D

4

I
8
8
I
10
11
12
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RURAL BANK OF GUINOBATAN, INC.
STATEMENT OF COf,IPREHENSIVE INCOME
FOR THE YEAR ENDED DECE BER3I,2019
W,th Companlive Figurcs lor 201 8)
ln Philippine Peao

Notes
2018

As restated2019

INTEREST INGOi'E
Loans receivables
Due ftom other banks
Held-to-maturity financial assets

't0
8
I

101,72/,,611
31,{,758

1,17s,837

91,299,406
294,128
916,946

103,2'ts,236 92,510,480

INTEREST EXPENSE
Deposit liabilities
Bills payable

14
15

(6,090,,rs4)
(5,/r83,060)

(5,185,385)
(3,920,232)

(11,573,514) (9,105,617)

NET INTEREST INCOME

OTHER OPERATING INCOME

91,64't,722

30,395,601

83,404,863

26,798,33121

TOTAL OPERATING INCOI{E

OPERATING EXPET{SES

122,037,323 '110,203,r94

22 757 I 604 007

NET OPERATING INCO E BEFORE PROVISIONS

PROVISION FOR CREOIT LOSSES

3s,279,392

(6.i105.803)

30,599,187

(7.558,286)10

PROFIT BEFORE TAX

INCOillE TAX EXPENSE

28,873,589

r8.,t00.8851

23,040,901

(4.830.799)23

PROFTT

OTHER CO]{PREHENSIVE INCOME

20,172,704 14,210,102

TOTAL COMPREHENSIVE INCOME 20,172,701 1A,210,102

Se6 lvotes lo F,nrnc€l Staterr€nls.
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RURAL BANKOF GUINOAATAN, II{C.
STATEUENT OF CASTI FLOWS
FOR THE YEAR ETOEO OECEUBER 31,2O,II
(Wb Co,rlp...w. Flsm.lor m1E)

20t9 ?018

28,873,689 23 040,901
CASH FLOIts FR O?ERATII{G ACIVIT|ES

ProvBr, to, d€dil lo3s€s

lntslB.t inconE on banl depoib and investyEnls
RoliGm€nl beneltt expen3e
Goan on sale o, non-inrnctll a3!€t8

10

8,9
17
21

0,405,603
6,07E,42'

(r,.90,595)
t,071,265
(5E1,231)

7,555.286
7.553,364

|.1,2110711
505.289

(361,649)

Crp€rating inconte b3for€ uorthg cepitaldeng€g
De.rEa6€ (incr*!€) in op€latng as3€l8

Loan3 end oti6r r€c6iEil€3

lncrE63e in opereling li6baliti*:
DopGil lEbllilios
Accnxd texo3, inb€Bt and oli6r 6xpen6€a
Ottror li.bililios

40,357,260 37,@2.'14',1

(56,3,t2.127)
(1,576,1€6)

(163,266.025)
517 029

62,014,294
2320,aU

21,357,884

4,671,280
2,731.799

15,533,242

CaEh g€n6rai€d nom (w€d in) opemtion3
lncomo lEr peld
lnbrod ,r.si\/!d 8.9

68,t61,330
{E,601,303'
1,490,595

162,t21,53r)
12,378,749)
1,211,O74

Net cash qeneraled trom (used in) ope.alinq activilies 63,050,022 (63.895.209)

casH FLows FRo tiavEsTtllc acnvmEs
Acqubiiion ol bank premis€3, tumiture, htulEs and equipmeflt
Prccacd3 fro{h dispGal of esl€ls h6ld br rale
Proc€eds lrom s8le ot b8nk ptEmE€s, tumitule, fxtures and

Proc€€& ftom rcdempton of held-to-malurit fnancial $sets
AcouEnbn ol hGld-to-matudtv financial assets

11

12
(17,E50,318'

7,911,125
(11 920,84,5)

1 370,478

11

I
83,3r3

23,000,000
(17,866,Ea1)

Nel cash used rn mvesho activilps (9,E72,796) 15,117 2191

CASH FLOM FR()I FIi{ATCII{G ACTMNES
Proceeds from bilb p8yablo
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1. CORPORATE INFOR ATION

RURAL BANK OF GUINOBATAI, lt{C. (the'Bank') was incorporated and registered with the
Philippine Securities and Exchange Commission (SEC) on March 25, 1964 with Registration No.
24427.

The Bank was fcrmed to carry and engage in the business of extending rural credits to small
hrrlels and tenanb and to deserving ruGl indusLjes or ente@rises; to sell, solicit or market
insurance prcducts and seryices as an insurance agent esp€cially ior microinsurance products
issued by life and non-life insuaance companies, authorized by the lnsurance Commisson, in
accordance with Bangko Sentral ng Pilipinas (BSP) rule6 and r€gulatations; to have and exercise
all authorities and po,gers; to do and perbrm all actsi to transacl all business which rnay legally
be had or done by rural banks organized under and in accordance wilh the Rural Banks' Act, as
it exists or may be amendedi and to do all other things incident thereto and necessary and proper
in connectjon with said purposes within such tenitory, as may be determined by the Monetary
Board of the BSP.

The Bank's producl and servii;€s are traditional deposits such ali Egular and special savings
deposits- The Bank also ofiors various gp€s of loans such as @mmercial, agricultural, and
various consunEr loans and microfinance loans.

The Bank's registered ofice address and principal place of business is located at JMH Building,
MabiniSt., Poblacion. Guinobatan, Albay. The Bank is domicil€d in the Philippines.

ln addition to its Main Branch, the Bank cunently has bur (4) branches, two (2) micro-banking
offces (MBOS) and five (5) b.anch-lite unitslBLus) located as follows:

Offices

Caslilla ErEndr Ssmpaguila Slreel, Curmdcad, C63tilh, So8ogon
Gubat Erandl F6r€res Bldo., Manooft St., Phontngsn (Pob.). Gubt. So.sogon
Ugao Branch Ground Flr., Op€n Hoev6n, Sen Jo36 St., DunEo, City of Ligso, Albay
IirviBrandr Purck &4, lEbi {Pob.). Tiwi, Albey
Bacacay MBO *6 Mora St.. BeEngay 13 (Pob.). Becay, A.lby
Tabaco MBO Bocalbos St-, Ba3ud (Pob.), City ofTabeco, Albey
Daraga BLU Gound Fh.. Manzihing Bldg. Arboleda Sl., llawod Arca Pob. (Dist.2). DeEga, Albay
Gubat BLU 2nd Flr., GMEMCO 8ldg., M.nool St., Pinonlingan (Pob.), Gubel, Sorsogon
Guinobetan 8LU 3rd Fk., JMH Building, Mebini Sir6at, Poblecion, GuinoMan. Albay
kGin BLU J.P. Corner C.M. R6do St., San Juli€n (Pob.), lrosin, So6o0on
Lesazpi BLU 3rd FL.I/9r qld!., Bqy, 11Riz3l Stroel, llawod (Pob..LqA44!, Albev

2. AASIS FOR THE PREPARATION ANO PRESENTATION OF FINANCIAL STATEIITENTS

2.01 Slatement ot Compliance

The frnancial statements of the Bank have been prepa.ed in accordance with Philippine Financial
Reporting Standards (PFRSS).

PFRSS include all applicable PFRSS, Philippine Accounting Standards (PASS), and
lnterpretations issued by the lnternational Financial Reporting lnterpretations Committee (lFRIC)
as approved by the Financial Reporting Standards Council (FRSC) and adopted by the SEC,
excopt for the requirements ofthe bllowing standards:

a

b. PFRS 16 Leases - The Bank has not yet adopted the provisions of PFRS 16 and continues
to apply PAS 17 in accounting fcr iG lease transactions.

PFRS I Financial lnstruments - For classification and measurement, the Bank retained the
requirements set undel PAS 39, Financiallnstruments: Recognition and Measurement while
for impairment, the Bank adopted Appendix 15 of Manual of Regulations for Banks (MORB)
that provides arbitrary rates tor provisioning based on number of days past due, collaterals,
and type of loan, which are inconsistent with the requirements ofthe new standard
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PAS 19R Employee Benefits - The Bank has not adopted the provisions of PAS 19R for the
current reporting penod and continues to rneasure and accrue the rctirement benefit
oblagatjon based on Republic Act No. 76,{1, otherwise known as Tho Philippine Retirement
Pay Law.

2.02 Ba6is of Preparation

2.03 Proaontation and Functional Curency

Items included in the fnancial statements of the Bank are measurcd using Philippine Peso, the
currency of the prirnary economic environment in which the Bank op€rates (the "funclional
currency'). All pres€nted linancial infomation has been rounded to the nearest Peso, except
when otheMise specif ed.

2.04 U6e of Judgmenta and Eatimatos

The preparation of the Bank's financial statements requires management to make judgments,
estimates and assumptions that affect the amounts reported in the Eank's financial statements
and accompanying noles

The fnancial statements are prepared on a going concem basis under the historical cost
convention, except where a Financial Reporting Standard requires an ahemative treatrnent (such
as fair values) as disclosed where appropriate in these fnancial statements.

Judgments are made by management in the development, selection and disclosure ofthe Bank's
signifcant accounting policies and estimates and the application ofthese policies and estimates

The Bank is not awarc of any significant unce.tainties that may cast doubts upon he Eank's ability
to continue as a going @ncem.

The estimates and assumptions are aeviewed on an ongoing basis. These are based on
management's evaluation of rclevant iacts and circumstances as of the reporting date. Acfual
results could difier from such estidlates.

Revisions to accounting estirEtes are recognized in the period in which the estrmate is revised if
the revision affecb only that period or in the period of the revision and fufure periods if the revlslon
afiects both cunent and future perirrs.

2.05 Going Conce.n Aalumption

3. AOOPTION OF NEW AND REVISED ACCOUNTING STANDARDS

The Bank applied, for the first time, the following applicable new and amended accounting
standards.

Unless otherwise indicated, these new and amended accounting stiandards have no impact to the
Bank. Except for these new and amended standerds which were adopted as of January 1, 2019,
the accounting policies adopted are consistent with those of previous financial year.

11

3.01 Now and Amended Standajd3, and Philippine lnterprctalion Adopted



RURAL BANK OF GUINOBATAN, II{C,
NOTES TO FINANCIAL STATEUENIS
DECE BER 31,2OI9
(Mth cMpzdtive FiglrEs bt 2018)

. lMether an entity conside6 uncertain tax treatrnents separately

. The assumptions an entity makes about the examination of tax treatments by taxation
authorities

. How an entity determines taxable profit (tax loss), tax bases, unused tax losses, unused tax
credits and tar rates

. How an entity considers changes in facts and circumstances

Amendments Adopted bv the Bank

An entity must determine whetherto consider each uncertain tax treatment separately or together
with one or more other uncertain tax treatments. The approach that better predicts the resolution
of the uncertainty should be followed.

The adoption of the above interpretation did not have a mateaial impact on the financial statements
of the Bank.

Amendments to PAS 28, /rvestmerts i/t Associates and Joint Ventures - Long-term lnterests in
Associates and Joint Venturcs

The amendments to PAS 28 clarify that entities should account for long{erm inGrests in an
associate orjoint venture to which the equity method is not applied using PFRS 9. An entity shall
apply these amendments for annual reporting periods beginning on or afrer January 1, 2019.
Earlier application is permitted.

Annual lmp.ovements to PFRS 2015 to 2017 Cvcle

The amendments clariry when an entity rcmeasures previously held interests in a business that is
classilied as a joint operation. lfthe entity obtrains control, it remeasures previously held interests
in that business- lf the entity only obtains joint control, it does not remeasure previously held
interests in that business.

PFRS 3, Errsi,iess Combinations and PFRS 11, Joint Anangements - Prcviously Held lntercst in
a Joiht Oqntion

PAS 12, lncome Taxes - lncome Tax Consequence ol Payments on Financial lnstauments
c,assr,tod as Equrty

The amendments clariry that the requirements to recogn2e the income tax consequence of
dividends where the transactions or evenls that generate disttjbutable profits are aecognazed apply
to all income tax consequences ofdividends.

PAS 23, Borowing Costs - Borrcwing Costs Eligible for Capitalization

The amendments clariry that a specific bonowing that remains outstanding after the related asset
is ready for its intended use becomes part of the general bonowings when calculating the
capitalization rate on general borrowings.

All the amendments above have no signmcant impact on the Bank's financial statements.
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Now Standad Adopted bv the Bank

Philiwine lnteryretdtion IFRIC 23, Unceiainty over lncotue Tax Treatments

This addresses the accounting for income taxes when tax treatments involve uncertainty that
affects the application of PAS 12 and does not apply to taxes or levies outside the scope of PAS
12, nor does it specifically include requirements relating to interest and penalties associated with
uncertain trax treatments. The interpretation specifically addresses the following:
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3.02 Ncw Standerd.lre.dy Effoctlye but not yet Adoptod

The Bank has not yet applied the bllowing applicable new accounting standerd. The Bank as still
in process oltransitioning to the new standard; thus, the accounting policies adopted in the current
year aae consistent with those of previous financial year.

PFRS ,6, Loases

Lessees will no longer classit their leases as either operating or fnance leases in accordance
with PAS 17, Leases Rather, lessees will apply the single-asset rnodel. Under this rnodel, lessees
will recognize the assets and related liabilities icr most leases on their balance sheets, and
subsequentty, willdepreciate the lease assets and recognize inteGst on the lease liabjlitaes in their
profrt or loss. Leases with a term of 12 months or less or icr which the underlying asset is of low
value are exempted from these requirements. The accounting by lessors is substantially
unchanged as the new standard canies blward the principles of lessor acc.unting under PAS 17.
Lessors, however, will be required to disclose more infornation in their financial statements,
padcularly on the riskexposure lo residualvalue. When adopting PFRS 16, an entity is permitted
to use either a tull rehospective or a rnodified retrospeclive approach, with options to use certain
transition reliefs.

PFRS 16, 'Leas€s' efiective January 1, 2019. PFRS 16 replaces the guadance of PAS 17 lhat
aelate to the accounting by hss€es and the recognfion of almost all leases in the balance sheet.
PFRS 16 aernoves the curent distinclion between oprating and financing leases and requires
.ecognition of an asset (he nght{f-use asset) and a leas€ liabality to pay rentals br virtually all
lease cont'acts. Unde. PFRS 16, a contract is, or contains, a lease iI the contract clnveys the
right to control the use of an identmed asset for a period of time in exchange br consideration.

As of December 31, 2019, the Bank continued to apply PAS 17 in accounting for its leases.

Set out below are disclosures relating to the impact of the adoption of PFRS 16 on the Bank.

(a) Amounts not recogn2ed in the statement offnancial position

Oocembot January
2019 2019

Right-of-use assets ? 2,312,239 ? 3,995,878

Lease liabilities:
Curent
Non-cunent

s20,758 I
r,506,36r

1,568,753
2,427,119

? 2,127t119 P 3,995,878

(b) Arnounts not recognized in the statement of comprehensive income

2019

Depreciation expense
!!!9!est expense

? 1,683,639
227,176

? 1 911 115

The reconciliation of operaling lease commitments as at Decemb€r 31, 2018 discounted using the
incrernental borowing rate as at January 1,2019 and the lease liabilities not recognized as at
January '1, 2019 fcllows:

Lease liabilities not recoqnized as at Januarv 1. 2019

13

? 3,995.878

?

Operating lease commitnents as at December 31, 2018 as disclosed
under PAS 17 P 4,589,391

Discounted using the incremental bonowing rate at January 1, 20i9 (573,513)
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lmoairment methodoloov
The impairment modelunderthis standard reflects expected credit losses, as opposed to incuned
credit losses under PAS 39. Under the impairment approach of this standard, at is no tonger
necessary for a credat event to have occurred before credit losses are recognized. lnstead, an
entity always accounts for expected credit losses and changes in those expected credit losses.
The amount of expected credit losses should be updated at each reporiing date to refect changes
an credit risk since initial recognition.

PFRS I addresses the classification, rEasunement and derecognition of financial ass€ts and
fnancial liabilities. introduces ner' aules br hedge accounling and a new impainrEnt model br
fnancial assets.

PFRS 9, Financial lnstruments

Classification and measurement of financial assets and fnancial liabilities
Financial assets are measured at fuh value through profit or loss (FVTPL) unless these are
measured at bh value thmugh OCI (FVTOCI) or at amortized cost. The classification and
measurement provisions of PFRS I require that all debt linancial assets thal do not meet the
'solely payment of principal and interesf (SPPI) test, including those that contain embedded
derivatives, be classified at initial recognition as financial assets at FWPL- The intent of the SPPI
test isto ensure thatdebt instrurnents that contain non-basic lending features, such as conversion
options and equity lanked pay-outs, are measurcd as financial assets at FVTPL. Subsequent
measurement of instruments classified as financial assets at FVTPL under PFRS I operates in a
sihilar manner to financial instrurnents held for trading under PAS 39.

For debt financial assets that meet the SPPI test, classifcation at initial recognition will be
determined based on the business model under which these instrurEnts are managed. Debt
instruments that are llEnaged on a 'hold to collecl and br sale' basis will be classifed as financial
assets at FVOCI br debt. Debt inst uments that are managed on a "hold to collecf basis will be
classifed as fnancial assets at amortized cost. Subsequent measurement of instruments
dassifu as financialassets at FVOCI and at arnortized cost classifrcations under PFRS 9 operate
in a similar manner to AFS fnancial assets ior debt fnancial assets and loans and receivables,
respectively, under existing PAS 39, excepl for the impaiment provisions which are discussed

For those debt financialassets thatwould otheMise be classified as financialassets at FVOCI or
at amortized mst, an irevocable designation can be made at initial recognition to instead measure
the debt instrument as fnancial asset at FVTPL under the fair value option (FVO) if doing so
eliminates or significantly reduces an accounting mismatch.

All equity anvestments are aequired to be measured in the statement of financial position at fair
value th.ough proft or loss, exc€pt that if an equi9 investnent is not held for trading, an
irevocable election can b€ made at initial recognition to measure the investrnent at FVTOCI.
Unlike AFS for equity securities under PAS 39, the FVTOCI fcr equities category results in all
realized and unrealized gains and losses teing recognized in OCI with no recycling to profit and
loss. Only dividends will conlinue to b€ recognized in pmft and loss.

The classification and measurement of financial liabilities remain essentially unchanged fiom the
current PAS 39 requireftients, except that changes in fair value oI FVO liabilities attributabte to
changes in own credit risk are to be presented in OCl, rather than profit and loss.

As of December 3'1, 2019, the Bank continu€d to classiry its financial assets based on the
classification and measuremenl requirements per PAS 39. All frnancial assets that were classifed
as loans and receivables and measured as amortized cost under PAS 39 continue to be carried
at amortized cost. The Bank is still assessing the impact of adopting PFRS 9.

As of Oecember 3'1,2019, the Bank continued to apply the requirements on impairment
methodology ba6€d on Appendix 15 of the MORB, which proviJes arbitary rates based on days
past due, collaterals, and type of loan. The Bank is still assessing the impacl of adopting PFRS 9
on its debt investr€nt securities.
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Hedoe accountrno
The goneral hedg€ accounting requirernents for this standard retain the three types of hedge
accounting ri€chanism in PAS 39. However, greater iexibility has been introduced to the types
oI transaclions €ligibl€ for h€dgo accounting, specifically broadening the typ€s of inslrurnents that
qualiry as hedging instruments and the type6 of risk components of non-financial items that are
eligible for hedge accounting. ln addition, the efiecliveness test has been overhauled and replaced
wilh the principle of economic relationships. ReEospeclive assessrnent of hedge efiectveness is
no longer required. Far more disclosure aequirefiEnb about an entity's risk managernent activities
have been introduced.

The Bank has assessed that the requirements of PFRS I do not have any impact in its 2019
fnancial statements as the Bank does not apply hedge accounting.

Amondments to PFRS 9, Financial lnstrufitsnts - Prepayment Featurcs wlth Nagativ'
Compensatbn

The amendments to PFRS I allow debt instruments with negative compensation prepayment
features to be measured at amort,zed cost or FVOCI. An entity shall apply these amendmenls for
annual reporting periods beginning on or afrer January 1, 2019. Earlier application is permitted.

3.03 Stand.rd. l8Eued but not yot Effec{ive

The list below consists of standards and interpretations issued, which the Bank reasonably
exp€cts to be applicable at a tuture date. The Bank intends to adopt these standards when they
be@me effective. Except as otheMise indicated, the Bank does not expect the adoplion of these
new and amended standards and interpretations to have signifcant impact on its fnancial
statements.

Etlective beainninq on ot after January 1. 2020 (subect lo fuard ol Accountancy s AoDroval)

Arnendrnents to PAS 1, Prcsehtatbn of Financial StateDents, dnd PAS 8, A@unting Policies,
Changes in Ac@unting Esr;mates ard Ezors - Definition d Matedal

The afilendments rcfne the definition of rnaterial an PAS 1 and aliqn the definitions used across
PFRSS and other pronouncerients- They are intended to improve the underslianding of the
existing requarements rather lhan to signifcantly impact an entity s materiality judgernents. An
entity applaes those amendrnents prospectively for annual reporting periods beginning on or afrer
January 1, 2020, with earlier application permined.

Amendfients to PFRS 3 - Dafrnition of a Business

The amendments to PFRS 3 werc issued to help entities determine whether an acqlired set of
activities and assets is a business or not. The amendments clarify the minimum requirements to
be a business, remove the assessmont of a market participant's ability to replace mlsstng
elernents, and nar,ow the defnition ofoutputs. The amendments add guidance to assess whether
an acquired process is substantive and add illustrative examples- The amendmenls introduce an
optional concentration test to permit a simplified assessment. The amendments are efiectave for
annual reporting periods beginning on or afre. January 1, 2020 and apply prospectivety. Earlier
application is permitted.

RURAL BAI{K OF GUINOBATAN, II{C,
NOTES TO FINANCIAL STATEUENTS
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Amendmonts to PFRS 10, Consolidated Financial Statemenls and PAS 28, lnvsstments in
Associatas and Joint yorlrlEs - Sare ot Contibution of Assets betwoe, an lnwstor and its
Associala ot Joint Vdnturc

Ihe lnsurance Commission. in coordination wrth Philippiae lnsureas and ReinsureG Association,
is cunenfy revior/ing the impacl of PFRS '17 across the entire industry and has established a
projecl team to rnanage the impbmentation approach.

Delened EffecUvitv

The amendments address the conffict betrveen PFRS 10 and PAS 28 in dealing with the loss of
controlofa subsidiary that is sold or contributed lo an associate orjoint venture. The amendments
cbriry that a fullgain or loss is recognized when a transfer to an associate orjoint venture involves
a business as defned in PFRS 3, Eus,iress Combinations Any gain or loss resulting from the
sale or contribution of assets that does not constitute a business, however, is recognked only to
the extent of unrelated investors' interests in the associate orjoint venture.

On January 13, 20'16, the Financial Reporting Standards Council postponed lhe original efiectrve
date of January 1. 2016 of the said arEndments until the lntemational Accounting Standards
Board has completed its broader revie{ of the research project on equrty zlc-counting that r€y
result in the simplification of accounting for such transactions and oI other aspects of accounting
for associates and joint venturcs.

4. SIGNIFICANTACCOUNTINGPOLICIES

Principal accounting and financial reporting policies applied by the Bank in the preparation of its
linancial stalements are enumerated below and are consistently applaed to allthe years presented,
unless otheMise stated.

4.01 Fin.ncial A6sets

Under prevailing circumstances, the adoption of the foregoing ne\r and amended PFRS is not
expected to have any material effect on the fnancial statements of the Bank.

The Bank recognizes financial assets when the Esnk b€corEs a pady to the cont"actual provision
of the fnancial insfunEnts.

4.01 01 Clagsifaation of Financial As&ts
Financialassets are classified into the bllowing specmed categories: financial assets 'at fair value
through proft or loss' (FVTPL), 'available-br-sale' (AFS) fnancial assets. held-to-rnaturity (HTM)
fnancial assets and 'loans and receivables'. The classification depends on the nature and puGtose
br which the financial assets were acquired and is d€termined at the time of initial recognition.
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PFRS 1 7, lnsunnce Contncts (efiective fot ennual pe.ids boginning on ot afrer January I , 2022)

PFRS 17 was issued in May 2017 as replacement for PFRS 4, lnsurance Contracls. PFRS 17
represents a fundamental change in the accounting fi'arnework for insurance contracts requrnng
liabilities to be measured at a cunent fulfilment value and provides a rnore uniform measurement
and presentation approach i all insurance contrac'ts. lt requies a curent measuremenl model
where estimates are re-measuEd each reporting period. Contracts are rEasured using the
building blocks of ('1) discounted probability-weighted cash flows, (2) an explicit risk adjustment,
and (3) a contraclual seNice margin ('CSM') representing the uneamed profit of the contract
which is recognized as revenue overthe coveEEe p€rjod. The standard allo /s a choice between
recognizing changes in discount rates either in the income statement or direc{y in other
comprehensive income. The choic€ is likely to refrect ho\ / insureE accounl for their financial
assets under PFRS 9. An optjonal, simplified premium allocation approach is permitted for the
liability tor th6 remaining coverage for short duratlon contracts, which ale oft6n v,ritten by non{ifu
insurers. The new rules will afiect the fnancial slatements and key perbrmance indicators of all
ontitjes that issue insurance contracls or investrn€nt @nkacts with discretionary participation
featuaes.



Loans and recervables are nonterivative fnancial assets with lixed or determinable
payments that are not quoted in an active market. The Bank's loans and receivables
comprise c3sh and other cash items, due from BSP, due from other banks, loans and other
receivables, and other financial assets such as petty cash fund and other investments in the
statement of financial posrtion.

As of Oe@mber 31, 20'19 and 2018, the Bank has not designated any fnancial assel as at FVTPL
or AFS finanoal assets.

. Loans and receivables

a) Cash and Cash Equivalents

Cash and cash equivalents are valued at hce value. lf a bank holding the tunds of the
Bank is in bankruptcy or financial diffculty, cash and cash equivalents should be written
down to estimated realizable value if the amount recoverable is estimated to be lower
than the hce amount.

The Bank recognizes each item of cash and cash equivalents as a curent asset when
the cash is not restricted from being exchanged or used to settle a liebility icr at least
twelve months afler the reporting date.

b) Loans and Othot Rec"ivables

ln th6 stratem€nt ol cash frows, cash and cash equivalents include cash and other cash
[ems and amounts due from BSP and other banks with original maturities of three
months or less from dates of placement and that are subject to insignifcant risk ot
changes in value.

Loans and other receivables are nonieivative fnancial assets with fixed or
determinable payrnents that are not quoted in an aclive filarket. This category includes
loans receivable and sales contracl receivable.

Loans r€ceivable
Loans and receivable are recognized when cash is advanced to the bonowers. These
are initially recognized at fair value plus t ansaction costs that are directy attributable to
the acquisition of the fnancial asset.

Ater initial measurement, 'Loans receivables' are subsequently measured at ahortized
cost using the efiective interest method, less allowance for credit losses. Amortized cost
is calculated by taking into account any discount or premium on acquisilion and fees and
costs that are an integral part of the effective interesl rate. The amortization is included
as 'lnterest income' in the statement of comprehensive incorne. The losses arising iom
impairment are recognized in statement ot comprehensive income.

Unamortized discount is amortized using the efiective interest method of amortizatjon
and any unamortized loan discount is deducted from the outstanding balance to arrive at
the amortized cost of the account. lnterest income on nondiscounted loans is accrued
monthly as earned, except in the case of non-accruing loans.

Loans are classafed as non-accruing when the principal b€comes past due, or when, in
the opinion of management, colleclion of interest and principal is already doubttut.
lnterest income on these loans is recognized only to the extent of actual collections.
Loans are not classified as accruing until interest and principal payments are brought to
cunent stafus or the loan is restructured in accordance with exisdng BSP regulations and
future collec{ions appear assured.
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Provision ior credit loss€s is the esti[Eted amount of losses in the Bank's loan porttolio,
based on evaluation of the estimated future cash ffo{s discounted at ban's original
efiectjve interest late or the last re.pridng rate icr loans issued at variable rates. lt is
established through an allowance account which is charged to expense. Loans and
dascount are wdtten off against the allowance for credit losses when maneg€ment
b€lleves that the collectability of lhe principal is unlikely, subject lo BSP regulations.

c) OlfierAss€ts

This account pertains to other assets that are controlled by the Bank as a result of past
events These are recognized in the financial statements when it is probable that the
fulure economic benefts will fiow to the Bank and the asset has a cost or value hat can
be measured reliably

Held{o-maturity (HTM) financial assets

HTM financial assets include non-deivative financial assets with fixed or determinable
payments and a fixed date of maturity. lnvesfnents are classified as HTM it the Bank has
the positive intention and ability to hold them until maturity. lnvestments intended to be held
foran undefined period are notincluded in this classification. HTM financialass€ts are initially
recognized at fair value plus transaction costs that are directly attributable to the acquisition
of the fnancial asset.

Afrer initial measurement. these fnancial assets are subsequently measured at amortized
cost. Gains and losses are recognized in income when the HTM financial assels are
derecognized and impaired, as well as through the amodization process. lmpairment loss,
which is the difieaence between the carrying value and the pres€nt value of estjmated cash
flows of the investrnent, is recognized when there is objeclive evidence that the investment
has been impaired. The losses arising from the impainnent of such investments are
rccognEed in statement of compEhensive rncome.

1.01.O2 Ofrsottino Finencial lnsiv/Ilenls
Financaal assets and liabilitjes arc offset and the nel amount is reported in the staternent of
linancial position whon lhere is a legally entorceable right to ofiset the recognized amounts and
there is an intention to setde on a net basis or realize the asset and sette the tiability
simultaneously.

4.01.03 Effecbw lntercsl Method
The efiectjve interest method is a method of calculating the arnortized cost of a debt instrument
and of allocating interest incorE over the relevant perbd. The efiective interest rate is the rate
that exactly discounts estimated tuture cash receipts including all fees on points paid or received
that form an anteglal part of the effective interest rate, tansaction costs and other premrums or
discounts, through the expected lite ot the debt instrument. or, where appropriate, a shorter period
to the net carrying arnounl on rnitial recognition.

lncome is recognized on an efiective interest basis.

4.01.04 lmpainnent of Financial Assots
Financial assets, otherthan those at FVTPL, are assessed ffi indicators of impaarment at the end
of each reporting period. Financialassets are impaired when there is objective evidence that as a
result ofone or more events that occurred afier the initial recognition ofthe financialasset (a loss
event), the estimated future cash flows of the financial asset that can be reliably estimated have
beeo affected by such loss event.

Evidence of impairment may include indications that the debtoc or a group of debtors is
expenencing significant fnancial diffculty, defauh or delinquency in interestor principat payrnents,
the p.obability lhat they will enter bankruptcl or other fnanciat reorganization, and where
observable data indicate that there is a measurable decrease in the estimated future cash fows,
such as changes in arrears or economic conditions that conelate with defaults.
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Assets camed at amortized cosl

For certain categories of financial asset, such as loans and other receivables and held{o-
maturity fnancial assets that are assessed not to be impaired individually are, in addition,
assessed br impairment on a coilec-tive basis. Objective evidence of impairment for a
portblio of receivables could include the Bank's past experience of collecting FEyments, an
increase in the numb€r of delayed paym€nts in the portfulio past the average credit period of
30 days, as wellas obse.vable changes in nationalor localeconomic conditjons that conelate
with default on receivables.

For fnanoalassets canied at amortized c!st, the amountofthe impairment is the difference
between the asset's carrying amount and the present value of estimated future cash fiows,
discounted at the financial assefs original effective interest rate.

The carrying amount of the financial asset is reduced by the impairment loss directly frrr all
financial assets with the exception of loan receivables, where the carrying amount is redu@d
lhrough the us€ of an allowance account. When a loan receivable is consideaed uncolleclible,
it is written ofi against the allowance account. Subsequent recoveries ot arnounts prevaously
written oft are credited against the allo ,ance account. Changes in the canying amount of the
allowance account are recognized in staterEnt of comprehensive in@me.

4.01.05 Darec@nition
The Bank derecognizes a financial asset only when the contractual rights to the cash flows from
the asset expire, orwhen it transfers the financialasset and substantially allthe dsks and rewards
ofownership of the asset to another entity. lf the Bank neilher transfers nor retains substantially
all the risks and rewards of ownership and continues to control the transfened asset, the Bank
recognizes its retained interest in the asset and an associated liability for amounts it may have to
pay. lf the Eank retains substantaally all the risks and re$/ards of ownership of a transfened
fnancial ass€t, the Bank contjnues to recognize the financial assel and also rccognizes a
collateralized bonowing icr the proceeds received

4.02 Bank Promiaoa, Fumiturc, Fixturoa end Equipment

Bank premises, turnitu.e, fixtures and equipment (BPFFE) are measured at cost less any
accumulated depreciation and impairment losses. Cost consists of purchase price and cosls
directly attributable to bringing lhe ass€t to its working condition icr its intended use.

Subsequent expendtures relating to an item of bank premises, fumifure, fixtures and equiprnent
that have already been recognized are added to the carrying emount of the asset when it is
p.obable that future economic benefits, in excess of the originally assess€d standard of
perfo.mance of the existing asset, willffow lo the Bank. The canying arnount of replaced parts is
derecognized. All other subsequent expenditures are recognized as expense in the period in
which those are incun€d.

Building
Fumifure. fxturcs and equipmenl
Transporbtion equipment

1 - 25 years
1 - 10 years

5 years

Land is not depreciated. Leasehold improvements arc deprecjated over the shorter between the
improvements' useful life ot 5 year6 or the lease tem.

The assets' residual values and useful lives are reviewed, and adjusted if appropriate, at the end
of each reporting period. An asset's canying amount is written down immediately to its recoverable
amount ifthe asset's carrying amounl is greater than its estimated recoverable amount.
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Fully depreciated assets still rn use are retained in the financial statemenls. Vvlren assets are
retired or otherwise disposed of, the cost and the related accumulated depreciation and any
impairmenl in value are rcmoved tom the frnancial statements and any resultang gain or loss is
caedited or charged to staternent of comprehensive incorne. Gains and losses on disposals are
determined by comparing the proceeds with the carying amount and are recognized in staternent
of comprehensive income.

4-03 Asrets Held For Sale

Assets foreclosed shown as assets held for sale in the staternent of fnancial position include
paoperties that the Bank intends to sell within one year from the date of classifrcation as held for
sale and are accounted for at the lower of cost and bir value less cost to sell similar to the
pnnciples of PFRS 5. The cost of assets foreclosed includes the carrying amount of the related
loan less allowance for impainnent at the 6me of foreclosure. lmpainnent loss is recognized for
any subsequent wdtMown of the asset to fair value less cost to sell. Assets held for sale are not
subject to depreciation or ahortization The gain or loss ansing ftom the sale or Gvaluation of
assets held for sale is recogntzed in profil or loss.

Foreclosed assets not classifed as held br sale are accounted for in any of the following
classification using the measurement basis appropriate to the asset as icllows:

Other assets not classified as fnancial assets, bank premises, furniture, fixtures and equipment
and assets hold for sale include propaid asseb, defened charges, supplies and the likes. These
other assets qualirying into the definition of assets under PAS 1, Presentation of Financial
Statements are resources controlled by the Bank as a result of past events and from which future
economic benefils are expected to flow to the entity. Other assets are recognized on an acqual
basis of accounting.

i) lnvestnEnt property - accounted ior using the cost model under PAS 40; and
ii) Bank-occupied property - accounted for using the cost rnodel under PAS 16.

4.(X Other A66ets

4,05 lmp.irment ot Non-tinancial A$eta

At the end of each repoding date, the Bank assesses whether there is any indication that any non-
financial assets may have sufiered an impairment loss. lf any such indication exists, the
recoverable amount of these assets is estimated in order to determine the extent of the impairrnent
loss, jf any. \rrhere it is not possible to estamate the rccrverable amount of an individual as,set,
the Bank estimates the recoverable arount of the cash{enerating unit to which the ass€t
belongs When a reasonable and consistent basis of allocataon can be identified, assets are also
allocrted to individual cash{enerating units, or otherwise they are allocated to the smallest group
of cash{enerating units icr which a reasonable and consistenl allocation basis can be identified.

Recoverable amount is the higher of fair value less costs to sell and value in use. ln assessinq
value in use, the estimated future cash flows are discounted to their presentvalue using a pre-tax
discount rate that reflects cun€nt market assessments of the time value of money and the fisks
specifc to the asset foa which the estimates of future cash fiows have not been adjusted.

lf the recoverable amount of an asset or cash-generating unit is estimated to be less than its
canying amount. the carryiag amount of the asset or cash{enerating unit is reduced to its
recoverable amount. An impairment loss is aecognized as an expense.
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4.06 Financial Laabilities and Equity lnatrumonta

A financial liability is any liability that is
a. a contractual obligation to deliver cash or another linancial asset to another entity or to

exchange fnancial assets or financial liabilities with another entity under conditions that are
potentially unfavourable to the entity; or

b. a contract that will or may be settled in the entity's own equity instrurnents and is
(i) a non-derivative for which the entity is or may be obliged to deliver a variable number of

the entity's own equity instruments; or
(ii) a derivative that will or may be settled other than by the exchange of a fixed amount of

cash or another financial asset ficr a frxed number of the entaty's own equity inskuments.

4.06.01 Classification as Financial Liabililv ot Eouitv lnslrument
Debt and equity instruments are classified as 6ith6r financial liabilities or as equig in accodance
with the substance ot the confac,tual arangemenb.

1. 06. 02 Eouitv I nstrumsnts
An equity instrument is any contract that evidences a residual anterest in the assets of an entity
after deducling all of its liabilities. Equity inst uments issued by the Bank are recognized at he
proceds received net of direcl issue costs

Capital stock

Capilalstock represents the nominalvalue ofshares that have treen issued and are classified
as equity instruments. Capital stock is classifed as equity instruments.

Surplug reserves

Surplus free

Surplus free represents all curent and prior period resulb of operations as repo(ed in the
proft or loss sectjon of the statement of comprehensive income, rcduced by the amounts of
dividend declared if any.

Dividends on equity are recognized when they are declared and approved by BSP

4.06 03 hnancial Liabifties
Financial liabililes of the Bank include deposit liabilities, bills payabte, accrued interest and other
expenses, and other liabilites (excluding governm€nt-related payables and non-financial
liabilities).

Surplus reseNe is a portion of eamings that are appropriated for specific purposes as
approved by the Boa.d of Directors.

Financial liabilities are recognized when the Eank becomes a party to the contracfual agreements
of the instrument wherc the substance ofthe anangement result in the Bank having an obligation
either to delivercash or another financial asset to the holder, orto satisfy the obligation otheathan
by the exchange of a fixed amount of cash or another financial asset br a fixed number of own
equity shares. The oomponents of issued inanciat instru ments that contain both liability and equity
elements are accounted for separately, wath the equity component being assigned the residual
amount afler deducting fom the inskument as a whole lhe amount separately determined as the
farr value ofthe liability component on the date of issue.

Financial liabilities are initially recognized at faar vatue, except for fnanciat tiabilities at FVTPL.
plus kansaction costs, and subsequenlly measured at amortized cost less payments. Amortzed
cost is calculated by taking into account any dascount or premium, if any, on the issue and fees
that are an integral part of the efGctjve interest rate.
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Parlies are considered to be related if one party has the ability to control the other party or exercFe
significant infiuence over the oths party in rEking financial and operating decisions. These
parties include: (a) indivrduals owiing, directly or indirec{y through one or more intemEdiaries,
control or are conbolled by, or under common control with the Bank; (b) associates; (c) individuals
owning, directly or indireclly, an interest in the voting power of the Bankthatgives them signifc€nt
infiuence over the Bank and close members of the family of any such individual: and, (d) the
Bank's retiremenl fund.

1.06.01 Der.coanition ol Financial Liabilitias
The Bank derecognizes financial liabilities when, and only when, the Bank's obligations are
discharged, cancelled or exphed. The difference between the carrying amount of the frnancial
liabilrty derecognized and the consideration paid and payable is recognized in proft or loss.

4.07 Related Party Relationships and Transactiona

Related party transactions are tEnsier of resources, seNices or obligations between the Bank
and its related parties, regardless whether a price is charged.

ln considering each possibl€ related party relationship, attention is directed to the substance ot
the relationship and not m€rely on the legalbrm.

4.08 Revenue Recognilion

4.08.01 Revenue Recoqnt,on fot Revenues within lhe scoDe ol PFRS 15
Pnor to January 1, 2018, under PAS 18, Revenue, revenue is recognized to the extent that it is
probable that the economic benefits will f,ow to the Bank and the revenue can be reliably
measured, regardless of when the payment is being made. Revenue is recognized to the extent
that it is probable that the economic benefitwillffow to the Bank and the revenue can be measured
reliably. Revenue is measured at the fair value ofthe consideratron received or receivable by the
Bank foa services provided in the normalcourse of business.

Upon adoption of PFRS '15 beginning January 1, 2018, revenue from contracts with customers is
recognLed upon transfer of services to the customer at an amount that ref,ects the consideration
to which the Bank expects to be entitled in exchange forthose services.

The Bank assesses its revenue anangements against specfic criteria in order to determine if it is
acting as principal or agent. The Bank has assessed that it is acting as principal in all
arangernents.

The followang specifc recognition caiteria must also be met before revenue is re@gnizedl

lncome from Assets Sold or Exchanqed
lncorne from assets sold or exchanged is recognized when the title to lhe assets is transfened to
the buyer orwhen the collectability of the entire sales price is reasonably assured. This is inctuded
as part of"other operating income" account in the statement of profit or loss.

Fees. Commissions. and Olher lncome
Fees, commissions and other incorne are generally recognized on an accrual basis when the
service has been provided. Ponalties are recognized only uF,on colledion oa where there is a
reasonable degree Of certainty as to their collectability.

4.08.02 Revenue Re<'enition tor Ravenues outsklo the scoc,e of PFRS 15
For revenues outside the scope of PFRS 15, the frcllowing specitic recognition criteria must atso
be met before revenue is recognized:

lnterest income on loans receivables
lnterest income on loans and discount with advanced interest are recognized periodically using
the effective interest method of amodization. On the other hand, interest income on loans ana
discount with no advanced interest are recognized on cash basts.
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Loan fues and service charoe
The Bank eams fees from a diverce range of services it provides to its customeG. Fees earned
for the paovasaon of seNices over a period of tirE are accrued over that period. Service fues are
collected from bonowels to cover direcl and indirect expenses in processing credit applic,ations.

Employee benefits are all bms of consideration given by the Bank in exchange for servrces
rendered by employees, including trustees and managernent.

lnterest income on due from other banks and held-to-maturitv fnancial assets
lnterest on due from other banks and held-tc.maturity fnancial assets are recognized in the
statemenl of comprehensive income using the efiective interest method.

i1.09 Cost and Expona6 Recognition

Costs and expenses are recognized in proft or loss when a decrease in futule economic benefil
related to a decreas€ in an assel or an increas€ in a liability has aisen that can be measured
reliably. Costs and expenses are recognized in profit or loss in the bllol ,ing nEnner
. On the basis of a direct association between costs inaurcd and the eaming of sp€cific items

of incorne;
. On the basis of a systernatic and rational allocation procedures when economic benefits are

expected to arise over several accounting p€riods and association with ancome c5n only be
broadly or indiroclly determined; or

. lmmediately when an expenditure produc€a no future economic benefits or when, and to
the extent that, tuture economic benefts do not qualiry, or cease to qualify, ior recognition
in the staternent of fnancial position as an asset.

4.10 Leases

Leases are classified as fnance leases whenever the tems of the lease transfea substantially all
the risks and rewards of ownership to the lessee. All other leases are classified as operating
leases.

4.1 0.01 fha Bank as Lgssoo
Operating lease payments are recognized as an expense on a straight-line basis over the lease
term, except where another systematic basis is more reprcs€ntative of the tirne pattem in which
economic benefits from the leased asset are consumed. Contingent rentals arising under
operating leases are recognazed as an expense in the period in which they are incufied.

ln the event that lease incentives are receivgd to enter into operating leases, such incentives are
recognized as a liabali9. The aggregate beneil of incentives is recognized as a reduction ot rentat
expense on a straight-line basis, except where another systefiEtic basis is more representative
of the time pattern in which economic benefits ftom the leased assel are consumed.

4.ll Employoe BGnofita

4.11.01 Shoft-tem Enolovee Banofts
The Bank recognizes a liability, net ot amounts already paid, and an expense for servEes
rende.ed by employees during the accounting period. Short{erm beneUts given by the Bank to
its employees include salaries and wages, social security contibutions, short{erm compensated
absences, bonuses, non-monetary benefits, and other short{erm benefits

4. 1 1 - 02 Reti.emont Bonofts
The Bank has a tunded, noncontributory, defned benefit retirem€nt plan covering all qualified
employees. Employeo6' nofinel retirement bon€fit6 will b€ computed equal !o 100o/o oI plan salary
for every year of credited service. Retirernenl from servic! of the Bank shall be compulsory upon
employees' attainment of the age of sixty (60) years with completion of at t€ast fve (5) years of
seryrce.

The Bank shallonly charge anterest based on the outstandlng balance of a loan. Fora loan where
the principal is payable in installments, interest p€r instalment shall be calculated based on the
outstanding balance of the loan.
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Management p€riodically evaluates positions taken an tax returns with respect to situations in
which applicabte tax regulatron as subject to interpretataon. lt establishes provisions where
appropriate on the basis of amounts expec{ed to be paid to the tax authorities.

The canying amount of defened tax assets is reviewed at the end of each reporting period and
rcduced to the extent that it is no longer probable that suffcient taxable profits will be available to
allow all or part of the asset to be recoveaed.

4.12 Bonowing co6ts

Eonowing costs are generally expensed when incuned Bonowing costs are cap alized if they
are directly attributable to the acquisition, consbuction or production of a qualitang asset.

Capitalization of bonowing cosls commences when the ac{ivities to prepare the asset are in
progress and expenditures and bonowing costs are being incuned, and ceases when the assets
are ready tor their intended use.

4.13 lncome Tax

4.13.01 Cw6nt lncome Tax
The tax cunently payable is based on taxable pmfit ior the year. Tarable p.oft differs ftom pro6t
as repoded in the statements of comprehensive incorne b€cause of itema ot incorE or expense
that are taxable or dedu.tible in other years and rtems that are never taxable or d€duct ble. The
Bank's liability ba cunent tax is calculat6d using tax rates that have been enacted or substantively
enacled by the end ot the repoding period.

The tax expense for the period compdses curent and defened tax. Tax is recognized in the profit
or loss, except to the extent thal it relates to items recognized in other comprehensive income or
direc{ly in equity. ln thiscase, the tax is also recognized in othercomprehensive ancome or direcdy
in equity, respectively.

1-1 3.02 Defened lh@me Tax
Oefened tax is recognized on temporary difieaences between the carrying amounts of assets and
liabilities in the fnancial siaternents and the conesponding tax bases used in the computation of
taxable proft. Oefened tax liabilities are generally recognized br alltaxable temporary dilferences.
Deferred tax assets are generally recognized for all deductible tempoEry differences, carry-
forward of unused tax credits from oxcess Minimuh Corporate lncome Tax (MCIT) ovea Regular
Corporate lnconE Tax (RCIT) and unused NetOperating Loss Carry-over (NOLCO), tothe extent
that it is probable that taxable profits will be available against which those deductible temporary
difierences and carry brward of unused MCIT and unus€d NOLCO can be utitized. Debned
income tax, however, is not recognized when it arises from lhe inital recognaticn of an asset or
liability in a transaclion that is not a business combination and, at the tirne of the transaclion that
afiecls neither the a@ounting profit nor taxable profrt or loss

Defened tax assets and liabilities are measured at the tar rat€s that are expecled to apply in the
penod in which the liability is setded or the asset realized, based on tax rates and tax laws that
have b€en enacted or substantively enacted by the end of the reporling period. The rEasurertent
of deferred tax liabilities and assets rcfects the tax consequences that would follow from the
manner in which the Bank expects, at the end of the reporting period, to recover or setfle the
canying amount of its assets and liabilities-

Deferred tax assets and liabilities are offset when the.e is a lega y enforceable right to of6et
cunent tax assets against cunent tia)( liabilities and when they .etate to income taxes l€vied by the
s€r€ taxation authority and the Sank intends to settle its cunent tax assets and liabilities on a net
basiE
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The Eank recognrzes rts retirement benefit obligation using the acctual approach. Under the
accrual approach, the accrued monthly benefit that will be recognized is equivalent to a
percenliage of monthly basic compensation fixed by the Board of Directors.
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The l"ir value of an asset or a liability is rneasured using the assumptions that market participants
would use when pricing the asset or liability, assuming that markel participants act in their
economic best interest. A fair value measurcment of a non-fnancial asset trakes into account a
market parlicipant's ability to generate economic benefts by using the asset in its highestand best
use or by selling it to another ma.ket participant that woutd use the asset in its highest and best
use.

The Bank uses valuation techniques that are appropriate in the circumstances and foa which
sufficient data are available to rEasure fair value, maximising the use of relevant observable
inputs and minimising the use of unobseNable inputs.

4.14 Provillon!, Conthg.nt Llabllltl6.nd Contlngont Asscts

4.14.01 Ptovisions
Provisions are recognized when the Bank has a p€sent obligation, whether legal or constuctive,
as a result ofa past event. at is probable thatthe Bank will be required to settle the obligation, and
a aeliable estimate can be made for the amount Of the obligation.

The amount recognized as a provision is the best estirEte of the consideration required to setfle
the present obligation at the end of the reponing period, taking into account the risks and
uncertainties sunounding the obligation V\fiere a provision is measured using the cash llows
estjmated to settle the present obligation, its carrying arrount is the present value of those cash
flows.

When sorn€ or all of the economic benefits roquir€d to settle a provision are expected to be
rccovered from a third party, a receivable is recognized as an asset if it is vinually certain that
rei.nbursernent wall be received and the amount ofthe receavable can be heasured reliably.

Provisions are reviewed at each reporting date and adjusted to refecl the curent best estimate.

4.14.02 Continoent Assets and Continoent Liabilities
Contingent assets and liabilities are not recognized because their existence will be confrmed onty
by the occurrence or non{ccuren@ of one or more uncertain fufure events not wholly within the
control of the Bank. Contingent liabilities are disclosed, unless the possibility of an outflow of
res,ources embodying economic benefls is remote.

Contingent assels are disclosed only when an inf,ow ofeconomic benefits is probable.

4.15 Fair Value Measurement

The Bank measures financial instuments at fair value at each reporting dale.

Fair value is the price that would be recoived to sell an asset or paid to transfer a liability in an
odedy transaclion belween ma*et pafticipants at the measurement date. The lair value
measurement is based on the presumption that the transaction to sell the asset or transfer the
liability takes place either:

. ln the principal market for the asset or liability, or

. ln the absenc€ of a principal market, in the rnosl advantageous rnarket fo. the asset or liability.

The principal and the rnost advanlageous market must be accessible to the Bank.
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As of December 31. 2019 and 2018, there were no transfers between L6vel '1 and Level 2 tair
value rEasurements.

For assets and liabilrties that are recognazed in the fnancial staterients on a recuning basis, the
Bank determines rvhether fansfers have occuned between levels in the hierarchy by re-assesstng
categorisation (based on the lo\ est level input that is significant to the fak value measurement as
a whole) at the end of each reporting period.

All assets and liabilaties for which fair value is measured or disclosed in the fnancial statements
are categorized within the fair value hierarchy, described as follows, based on the lowest level
input that is significant to the hf value measur€ment as a whole:
. Level 1 - Quoted (unadiusted) rnarket price in actave markets for identical assets or liabilitios.

This level includos listed equity securities and debt instrurnenb on exchanges. (For example,
Phalippine Stock Exchange, lnc., Philippine Dealing and Exchange Corp , etc.);

. Level2 - Valuation techniques fcr which the lowest level input that is signifrcant to the fair vatue
measurerient is directy or indirectly observable; and

. Level 3 - Valuation techniques br which the lowest level input that is signifcant to the iair vatue
measurement is unobservable. Thas level includes equity anvestments and debt instruments
with signific€nt unobseryable componehts. This hierarchy requires the use of obseryable
market prices in its valuations where possible.

Basis ofiair value measuremenb are further discussed in Note 7

,1.16 Events .fter tho Reporting Dato

The Bank identifies events afler the reporting date as events that occur,ed afrer the reporting date
but before the date lhe fnancial staterients were authorized fcr issue. Any event that prcvides
additional information about the Bank's financial position at the reporting date is reflected in the
llnancial statements. Non-adjusting events are disclosed in the notes to the fnancial statements
when material

5. SIGNIFICANT ACCOUNNNG ESTI ATES, ASSUi,IPTIONS AND JUoG ENTS USED

For the puDose ot fair value disclosures, the Bank has determined classes of assets and liabilities
on the basis of the nature, charac{eristics and risks of the asset or liabalig and the levelofthe fair
value hierarchy.

The preparation ofthe fnancial staternents requires management to makejudgments, estimates
and assumptions that afiec1 the reported amounts in the fnancial staterEnts and related
disclosures Future events may occur whach will cause the assumptions used in araiving at the
estihates to change. The efiects of any change in estimates are reflected in the financial
staternents as they t€come reasonably deteminable.

Estimates and judgments are continually evaluated and are based on historical experience and
other factors, including expectations of future events that are believed to be reasonable under the
circumstan@s.

5.01 Ciftical Judgmcnt in Applying Accounung policie.

ln the process of applying the Bank's accounting policies, manager€nt has made the following
judgments, apart from those involving estirEtion, which have the most signifcant effect on the
amounts recognized in the fnancial statements:

5-O1.01 Deteinination ot Functional Cunencv
Based on the economic substance of the underlying circumstances r€levant to lhe Bank, the
tunctional cunency has been determined to b€ the philippine peso. lt is the cunency that mainly
influences the normal operations ofthe 8ank.
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5.01.03 ClassiyinO Held-to-matunty F inancial Assets
The Bank follows the guidance of PAS 39, F,l4ancial lnstruments: Rocognition and Maasu@ment,
in classifying non-derivative financial asseb with fixed or determinable payments and lixed
maturity as held-to-maturity. This classification requires signifcant judgrn€nt. ln making this
judgrient, the Bank evaluates its intention and ability to hold such investrEnts to rnaturity other
than brthe allowed specific circumstances - as allowed underthe standards, forexample, s€lling
an insignifcant amount close to maturity - it will be required to reclassify the enbre class to
available-foFsale securities. ln such a case, the investments would, therefore, be measured at
hir value. not at amotized cost.

5.01.O2 Distinction between Ooeratino and Financa Loasa
The Bank has entered into lease agreements as a lessee. Critical judgment was etercised by
management to distinguish each lease agreement as either an operating or finance lease by
looking al the fansfer or retentaon of signifcant risk and rewards of ownership of the properties
covered by the agrcements.

Rent expense of the Bank br the years ended December 31, 2019 and 2018 amounted to
4269,172 and72,120,643, respectively, as sho /n in Notes 22 and 25.

The Bank's HTM financial assets amounted to F35,866,881 as of December 31, 2019 and 2018,
as disclosed in Note 9.

5.01.04 Deteinihinq Ptovisbns and Continoencies
JudgftEnt is exercised by nEnagement to distinguish between provisions and contingencies. The
Bank takes into consideration its present, legai or constructive obligations. any an accordance
with its policies and management's assessment.

5.01.05 Dele.mininq Fait ol F n ancial I nstru ments
Vvhere the fah values of financial assets and linancial liabilities recorded on the stiatements of
financial position cannot be derived ftom active markets, these are determined using a vaaiety of
valuation techniques that includethe use ot mathernatical rnodels. The inputto these models was
taken from obseryable ma*ets where possible, but where this is not feasible, a degree of
judgement is required in establishing fair values. These estimates may include consi,lerations of
liquidity, volatility, and conelatjon

5.01.06 Deteminino Fair Value Acauircd Assets Classified as Assets Held fot Sale
The Bank determines the fair value of the ac4uired properties through internally{enerated or
extemally{enerated appraisal. The appraisedvalue is determined based on the current economic
and markel conditions as wellas physacal condition ofthe properties.

5.01.07 Ootominino Asset lmoatfient
The Bank performs an impainnent review when certain impairment indicators are present.
Determining the fair value of BPFFE and assets held for sale, which require the deternination of
future cash fows expecled to be generated from the continuod use and ultiriate disposition ot
such assets, requires the Bank to make estimates and assumptions that catn materially afu the
fnancial statements. Future events could cause the Bank to conclude that BPFFE and assets
held for sale associated with an acquired business is impaired. Any resulting impairment loss
could have a material adverse impact on the fnancial condition and results of operations. The
preparation of the estimated tuture cash llows invotves significant judgment and estimations.
While the Bank believesthat its asumptions are appropnate and reasonable, significant changeg
in the assumptjons may materially afiect the assessitenl of recoverable values and may lead to
future addrtional impainnenl charges under gene.ally accepted accounting principles in the
Philippines.

However, the tainting provision 'rrill not apply if the sales or reclassificalion of held-to-maturity
investment are so close to maturity or the financial asset's call date that changes in the market
rate of interest would not have a signafcant effect on the financial assets fair value; occur afrer
the Bank has collected substantially allofthe fnancial asset's original principal through scheduled
payrEnts or prepayments; or are atlributable to an isolated event that is beyond the control of the
Bank, is nonrecufiing and could not have been aeasonably anticipated by the Bank. The
investments would therefore be measured at bir value and not at amortized cost
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Managemenl has determined that the Bank's BPFFE and assets held for sale are not impaired,
hence, no additional impairment loss were recognized in both 2019 and 2018.

As of December 31, 2019 and 20'18, loans and other receivables amounted to P488,008,961 and
P438,072,637, respectavely, net ofallowance tor credit losses, as disclosed in Nole 10. The Bank's
held-to-maturity fnancial assets amounted to t35,866,881 as of December 31, 2019 and 2018,
as disclosed an Note 9.

5.02.01 lrnoaiment Losses on Financial Assets lLoans Receivable and Held-toanatu.itv Financial
Assotsl
The Eank reviews its loans receivables and lEld-to-maturity fnancial asseb to assess impairment
at least on a quarterly basis. ln determining whether an impairment loss should be recorded in the
staternent of comprehensive in@rE, the Bank makes judgrEnts as to whether there is any
obseNable data indicatjng that there is a measurable decrease in the estirnated future cash fors
from the podblio. The evidence may include obs€rvable data indicating that there has been an
adveGe change in the payrEnt stafus of bonowers or issuers in a group, or natjonal or local
economic conditioned that corr€lato wilh defaults on asseb with cr€dit risk characteristics and
objective evidence of impainnent similar to those in the portfolio when scheduling its tuture cash

5.02 Key Sourc6 oI Eatimation Uncertainty

The methodology and assumptions used forestimating both the amountand timing oftuture cash
fows are reviewed regularly to reduce any difierences between loss estimates and actual loss
experience.

The Bank canies certain financial assets at fair value, which requires the extensive use of
accounting estimates and judgrnent. S(lnificant components of lLair value measurement were
determined using verifable objeclive evilence such as toreign exchange rates, interest rat€s.
volatility rates. However, the amount of changes in fair value would difier if the Bank utlized
difierent valuation rnethods and assumptions. Any change in fair value of these fnancial ass€ts
and liabilities would afiect profit and loss and equity. As of December 31, 2019 and 2018. the
management believes that the allowance provided by the Bank is sufficient to cover BSP
requirerEnts.

5 02.02 Estimalino Useful Lives of /4ssels
The Bank estimates the usetul lives of bank premises, tumiture, fixtures and equipment (BPFFE)
based on the period over which the assets are expected to be available ior use. The estimate
usetul lives of BPFFE are reviewed periodically and are updated if exp€clations differ from
previous estimates due to physicalwear and tear, technical or commercial obsolescence and legal
or other limits on the use of the assets. ln addition, estimation of the useful lives of BPFFE is
based on collective assessrnent of industry practrce, intemal technical evaluation and experience
with similar assets. lt is possible, however, that future results ope€tions @uld be materially
affected by changes in estimates brought about by changes in lactoG and circumstances. A
reduction in the estimated useful lives of property and equiprnent would incrcase recorded
operating expenses and decrease non-cunent assets.

The Bank has BPFFE stated at crr.ying value ofP36,963,063 and P25,221,453 as of D€cember
31, 2019 and 2018, respectively, as disclosed in Note 11.

5.02.03 Detominino Realizable Amount of Defened Tax Assets
Th€ Bank reviews its deferaed tax assets at the end of each reponing perbd and reduces the
carrying amount to the extent that it is no longer probable that sufrcient taxable profit wifi be
available to allow allor palt ot the debned tax asset to be utili2ed.

The Management believes that it is highly probable they will generate taxable proft to altow part
of the defened tax assets to be utilized. Thus, they decided to recognize defened tax ass€t ror
temporary differences star{ng the year ended December 3'1,2019. The Bank,s defened tax assets
amounted to P856,414 and nil as of December 31, 20'19 and 2018, respectively, as disctosed in
Note 23.
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6. RISK MANAGEMENT OBJECTIVES AND POLICIES

6.01 General Riak Management Pfinciploa

The Bank's fnancial instruments comprise cash and cash equivalents, held{o-mafurity financaal
asseb, loans and receivables, other assets, and other fnancial liabilities such as savings deposit
liabilities, bills payable and accrued inlerest and expenses and other financial liabilities to fnance
the Bank's operatons.

The followang table summaizes the carrying amount of financia I assets and liabilities recorded by
category:

Notea 2019 2018
Financlel rBieta
Cash and other cash items
Due from Bangko Sentral ng Pilipinas
Due from other banks
Held-to-rnaturity financial assets
Loans receivables - net
Other assets'

8
8
8
I
10
13

P 11,1U,723 ?
68,651,792

r67,905,929
35,866,88r

{88,008,951
1,127,6a6

11,460,839
11,877,930
73,360,476
35,866,881

438,072,637
4,965,314

? 775,715,972 P 575,604,077

Flnancisl liabll s!
Oeposit liabilities
Bills payable
Accrued taxes, interest and other expenses"
Other liabilities"'

14
15
16
18

422,631,s1s
2',17 ,191,557

5,025,611

360 ,587 ,22'l
116,333,284

3,790,190
12 730 713 21 4U 607

'ord^nng ,En-ft,a dd &rs.b 8,notrti.C b n,96l,,1* arn 71265,722 in m19 ad 20t8, ,€@!6ry, .s drcbeod n

"exducfns eud tdos ahoufilg to 4,105,!195 od ?zN,sU k 2019 dn 201E, rcqoc,tualy, as dlclosad a /\blE
16.
".xdtxling ,roGnn,/'ci.l liabitilbs adtotttitlg b ?196,42 a,n mlqfi3 ln 2019 aN zOtE, ,!sp.cti,or, €3 disc/ic$d ,r

P 687,582,a96 P 502,16s,302

6.01.01 Credil Risk and Concenttation ol Assets and Liabilities end Off-balancs Sheet ltems
Credit risk rebrs to ihe risk that a counteearty will default on its contractual obligations resulting
in fnancial loss to the Bank. The Bank has adopted a policy of only dealing with creditworthy
counteaparties and obtaining suficient collateral, where appropriate, as a means of mitigating the
nsk of financial loss from defaults. The Bank only transacls wth entitles that are rated the
equivalent of invest nent grade and above. ThiS information is supplied by independent rating
agencies where available and, if not available, the Bank uses other publicly available fnancial
information and its own trading records to rate its major customers. The Bank's exposure and the
credit ratings of iG counterparties are continuously monitored and the aggregate value of
transactions concluded is spread amongst approved counterparties. Credit exposure is conkolled
by counterparty limits that are revi€w€d and approved by the risk management committee
annually.

The Bank enfo.ces credit risk management tundarnentally via its Credit poticy Manual (CpM), the
provisions of which are regularty revie\Ned and updated to reflect changing risk conditions. The
CPM defined, among others, the bllowing:
a. the Eank's credit stuctu.e:
b- target ma*gt;
c. credit evaluation, administration, monitcring, and collection guidelinesi andd. remedialmanagement.

The Bank likewise manages risk by setting limits such as:
a- approving authority limits;
b. individuals and bono\ /er group limils; and
c. concentaittion limits as to facility and industry s€gments.
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Moreover, the Bank monitors credit exposures, and continually assesses the creditworthiness of
counterparties. lt also obtains security where appropriate, enters into collateral anangernent with
counterparties and financial decision making.

The Bank has an intemal caedit risk rating system icr the purpose of rneasuring, in a consistent
manner, credit risk for every exposure. The risk informalion derived is then used for business and
f nancial decision making.

6.01.02 Maximum Exoosurc to Credit Ri$k befo@ Collatenl Held or Othar Oodit Enhancements
An analysis of the maximum exposure to credit risk relating to on-balance sheet assets without
takano into accou0t of any collate€l held orother credit enhancements is shown below:

Noles 2019 2018

8
8
8
I
10
13

7,232,530 ?
68,651,792

167,91rs,929
35,856,881

52,0,288,to3

6,129,489
11,877,930
73,360,476
3s,866,881

471.555.561

?

t oss ol aroi/arl.l ,br dadr bsss utd unanodizan dburl dtloutttins b m0,279,42 aN 733,1@,921 in mlg and
2018, ,E+€crwr, as dischrod ,, Abl]a tA
'axduding rr/,n-frnaroial .ssts amnting b n,966,r 59 and ?1 ,265,222 k 2019 ar,.l Nl E, ,B.ip€cfi/el, €s dAicbsod

Where fnancial instruments are recorded at fair value, the amounts represent the cunent credit
nsk exposure but not the rmximum risk erposure that could arise in the future as a result of
changes in values.

127 4 965 314

? 808,073,521 I 603,755,651

Concentrations arise when a number of counterpadies are engaged in similar business aclivities,
or aclivities in the Same geographic region, or have similar economic features that would Cause
their ability to meet contractual obligations to be similarly afiected by changes in economic,
political or other conditions. Concentrations indicate the relative sensitivity of the Bank's
performance to developments affecting a particular industry or geographic location.

6.01.03 Crodit Quality ol Financial Assets
The table below shows the creditquality by class of financialassets as of December 31, 2019 and
201A.
2019

taitr.rpd(l. r|o Intg.lltd
St nd.rd Suh.tmd.d

11.1l]t,723
68,651,792

167,905,929
35,866.aa1

451,720.964
4,127,686

19,E67,$a

11 1U.723
68,651,792

167,905.929
35,866,881

524,26€ 403
,t,1276€6

34,179 oa4 11,520,-t57

739,457.975 38.tt9.0a4 11.520,757 19 .a6T 812,025,41a
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2014
tlanhd parl du. nor lYpailld

S_t5nd5rd Sub3t ndad

11,.160,639
11,877,930
73,360,476
35,E66,0€r

327,514.94O
:l 965 314

11E,593.455 11,722,126

1l,t160.639
11,877,930
73,360,476
35,866.84r

471,555,561
4,965,314

a&5 Oa6 38O 116503165 - lr 22.zo r.212.26 h.nm7m1
'9.$s ol al'o*an(, lot do<fl bsis a.d ura ort ed d,lco{,,nt dtipu,lltitlg b ?,t6,279,42.!n '33,t2,9U in mtg an
2OrE, ,Dsp.criler, as discbted i, i\bia ,O
_ord.rdrg DorlrlirrEial .s$ls diod,tilg b n,966,159 aN ?1 ,265,??2 i'1 2019 and 2016, rDs[locAl,s y, as d,irchsed

High grade cash on hand and in banks and working capital cash tund placed, invested, or
deposited in localbanks belonging to the top len (10) banks in the Philippines in terms of resources
and profitability. Other high grade accounts are accounts considered to be high value. The
counterparties have a very remote likelihood of defautt and have consistently exhibited good
paying habits.

Standard grade ac@unts are active accounts with minimal to regular instances of payrnent
default, due to ordinary/common collection issues. These accounts are typically not impaiaed as
the counterparties g€nerally respond to credit aclions and update their payments accordingly.

Substandard grade accounts arc a@ounts which has a probability of impainnent based on
historical trend. These accounts show propensity to default in paym6nt despite regula. follow-up
and extended payment terms.

Past due but not impaired Loans and receivables and lnvestmenl secudties arc loans and
receivables and investment securities where contractual interest or principal payments are pasl
due but the Bank believes that impairrnent is not appropriate on the basis ofthe level of co aterat
available or status of collection of amounts owed to the Bank.

Loans with negotiated terms are loans that have been aestructured due to deterioration in the
b,oroweds frnancial position. ln resp€ct of sorne of these loans, the Bank has made concessions
that it would not otherwas€ consiJer_ Once the loan is reslrucfured, it aemains in this category
independent of satisfaclory p€rfunnance afrer restruclunng

lmpaired loans and receivables and investrnent securities are loans and receivables and
investment securities tor which the Bank determines that it is pmbable that it will be unable to
collect all principal and interest due based on the contracfual tems ofthe pmmissory notes and
securities agreements. Loans and re@ivables that have been provided with 1OO% allowance for
credit losses and those under litigation are considered impaired.

6-01.01Aoino Analvsis
An aging analysis of the Bank's loans receivables, gross of allowance icr credit losses and

11.221,710

unamortized discount as of Oecember 31, 2019 and 2018 are as followsi
2019 2018

Outstaading receivables:
Curent accounts
Past due accounb:

'l - 30 days past due
31 - 60 days past due
61 - 90 days past due
over 90 days Dast due

t a824,9m,008 ? 441,108,395

319,i108
2,O76,41
6,294,78,1

203.224
6,950,240

806,317
17,487,38525,697
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6.01.05 Collale@l and Othor C6dil Enharqements
The Bank holds collaleral against loans receivables in the form of real estate and chattel
modgages, and deposit hold outs over assets. Estimates of fair value are based on the value of
collatelal assessed at the time of bonowing and generally updated every two yeals except when
a loan is assessed to be impaired. Generally, collateral is held over loans and advances to the
Bank. Collateral is not usually held against anvestmenl securities.

6.02 Liquidity Risk

Ultimate responsibility tor liquidity risk management rests with he board of directors, which has
eslablished an appropriate liquidity risk managernent frarnework for the management of the
Bank's short-, medium- and long{erm tunding and liquidity managenEnt requirements. The Bank
manages liquidity risk by maintaining adequate reserves, banking facilities and resede bonorrng
bcilities, by continuously monitoring forecast and actual cash iows, and by matching the rnatuaity
profiles of fnancial assets and liabilities.

The Bank seeks to manage its liquidity profile to be able to finance its capital expendatures and
cover its operating costs. The Bank's objective is to maintain a balance between continuity of
funding and flexibility through valuation of proiected and actual cash llow information.

As ot December 31, 2019 and 2018, the Bank's minimum liquidity ratio arc 39-94.k and24.77o/o,
respeclively.
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6.03 lnte.6st Rate Riak

lnterest rate risk is the risk to the eaming or capital resuftang from advease movements in the
interest rates. The Bank closely rnonitors the movements of interest rates in the market and
reviews its asset and liability sfuclure to ensure that exposures to flucluations in interest rates
are kopt within acceptable li{its. The Bank's exposures to interest Ertes on financial assets and
financial liabilities are detailed in the liquidity risk management section otthis nole.

The Bank follows a prudent policy on managing its assets and liabilities so as to ensure that
exposure to fluctualions in interest rates are keptwithin acceptable limits. The Bank is exposed to
interest rate risk since ats frnancial assets and fnancial liabilities have fixed and vanable rates.

reoresents manaQement s assessment of the reasona biy possible changes in interesl rates

2019
Av.r.€.

Amoonl lntdllt Eb
10y,

Du6 lrom othcl b5nk3
H€E-tofr {udty fi nan*i a$€B

314,754
1,175.637

o 27%
3.02%

23.26%

oo27% ?
o.&2%
2.326%

85
3,551

2,366,t15101, 721,U1

103,21 5,236 2,369,751

6 090.45,{
5,4a3.060

,.61%
563%

0161%
0 563%

9 806
30,870

'r1,573,514 /r0,676

iLt lnl,l...t lncon ? t1,U1,7Zl 2,329,075

r r,630,353

2018 lfilelost raL i0% incr€asa

Du€ trom olh6r b.nk!
H€l+to-mrludty 6nan irl al!.l!

294.126
916.946

0.34%
211

23 22%

0.034% ?
0.24104
2.322%

r00
2,209

2,119.97291

92.51 0,480 2,122.241

5,145,345
3.920.232

1 50% 0.150.,6
0 473%

7,778
18,543

9.105,617 26.321

? 1.467 _172

There is no material impact of changes in intergst rates on equity ior the years ended December
3'1, 20'19 and 2016.

6.04 Oper.tional Risks

Operationalrisk is the risk ot direct or indirect loss arising from a wide variety of causes associated
with the Bank's involvement with financial instruments, including processes, personnel,
lechnology and infi'astrucfure, and from legal and regulatory €quirements and generally accepted
standards of corporate behavior.
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The sensitivity analyses below have been determined based on the exposure to interest rates fur
non-derivative instruments attheend ofthe reporting period. Forfoating rate assets and liabilities,
the analysis is prepared assuming the amount of the fnancialassets and liabilities outstanding at
the end of the repoding period was outstanding for the whole year. A l0olo increase or decrease
is used when reporling interest rate risk intemally to key management personnel and this

Eltct on .outt

I'lsl inleE t incorrlo ? 83,€4,863 2.095,960



RURAL SA K OF GUII{OBATAN, INC,
IIOTES TO FII{AI{CITAL STA]EEI{IS
DECEUBER 31,2OI9
(lyld, Cnpantl$ FiouB ,q 2lrl8)

Compliancewith Bank standards is supported by a programme of periodic reviews undertaken by
lntemal Audil The results of lntemal Audit reviews are discussed with the managernent of the
business unit to which they relate, with summaries submitted to the Audit Committee and senior
managernent of the Bank.

The Bank's objective is to rianage operational risk so as to balance the avoidance of linancial
losses and damage to the Bank's reputration with overall cost efbctiveness and to avoid control
procedures that restrict initiative and creativity.

The primary responsibility of the development and implementation of controls to address
operational risk is assigned to senaor management within each business unit. This responsibility
is suppoded by the development of overall Bank standards for the management of operational
risk in the following areas:

a) Requirements icr appropriate segregation of duties, including the independent authorization
of hansactions;

b) R€quirements br the reconciliation and monitoring of transactions;
c) Compliance with .egulatory and other legal requirements;
d) Oocurientation of controls and procedures;
e) Requirements for the periodic assessrnent of operational rjsks faced, and the adequacf of

conlrols and procedures to address the risks identifed;
0 Requirements for the repoding of operational losses and proposed remedial aclion;
g) Development of contingency plans:
h) Trarnrng and professlonal development.
i) Ethical and business strandads, and
j) Risk mitigation, includinq ansurance where this is effective.

7. FAIR VALUE OF FINANCIAL ASSETS ANO LIABILITIES

7.01 Fai. Value Hiorarchy

The Bank uses the following hierarchy as guide fcr detemining hir value of financial inst uri€nts:

Level 1r Quoted (unadjusted) prices in active rna*ets icr identical assets or liabilities. This level
includes listed equig securities and debt instrurEnts on exchange;

Level 2r lnputs other than quoted prie6 included within Level 1 that are observable br the asset
or liability, eiher direcdy or indirecty; and

Level 3: lnputs for the asset or liability that are not based on obsetuable market data (observabte
inputs). This level includes equity investrnent (if any,) and debt instruments with significant
unobservable components. This hierarchy requires the use of observable maaket data when
available.

The Bank has no linancial instrurnents that fall under this category.

As of Decernber 31, 2019 and 2018, there were no transbrs between Level 1 and Level 2 fair
value measurements.

The fair values of financial assets and fnancial liabalities measured at amortized cost
approximates their carrying values eilher because these ansbuments are short- te.m in nafure or
the efiect of dascountang br thos€ with maturities of dpre than one year is not material.
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7.02 Fair Value Determination

Basis or assumptions in determining the fair value offinancial insttuments are disclosed below:

7.02.01 Due lrom BSP and Othet Banlls
The estimated bir value of fixed interest-bearing deposits is made based on discounted cash
f,ows using prevailing filoney-rlalket interest rates for debts with similar credit risk and rcmarning
maturity, which br short-term doposits approxinEte the nominal value.

7. 02. U Deoosil Liabil ities
The estimated fai. value ofdemand deposits with no stated maturity, which includes non-interest-
bearing deposats, is the amount repayable on demand. The estirnated fah value of other deposits
represents the esbfiEted cash iows expected to be paid which are discounted at the curent
market rates.

7.02.02 Held-to-Matuitv Financial Assats
The fair value br HTM financial assets is based on market prices. Wher€ lhis information is not
available, the fair value has been estirnated using quoted market pri:es for securities with similar
credit, maturity and yield chara.ieristics or through valuaton techniques using discount€d cash
iox analysis.

7.02.03 Loans and Other Receivabbs
Loans and other re@ivables are net of provisions for credit losses. The estirnated fair value of
loans and other rcceivables represents the discounted anrount of estirnated future cash fows
erpected to be received. Expected cash iows are discounted at original rates to determine tair

7.02.05 Bi s Pavable. Accrued lntercst and Other Exponsos. and Other Liabilities
Due to their short duaation, thecarrying amounts of accrued interestand other expenses and other
liabilitres in the statement of fnancial position are considered to be reasonable approrimations of
their fair values.

Bills payable are recognized initially at fair value and subsequently measured at amortized cost
using the effective interest method for lhos€ with maturities beyond one year, less settlement
payments.

CASH ANO CASH EQUIVALENTS

The account consists ofthe following
2019 2018

Cash and other cash items:
Cash on hand
Checks and other cash items

3,951,893 P
7,232,830

5,331,350
6,129,489

?

11,18/,723 't1,460,839

Due from Bangko Sentral ng Pilipinas
Due from other banks

68,551,792
157,905,929

't1,877,930

73,360,476

236,557,721 85,238 406

? 217,712,14 ? 96,699,24s

Cash and other cash items reprcsent achralcash in vaull and those in possession ofthe cashier
and the tellers.

Due from Bangko Sentralng pilipinas is the bahnce ot demand deposit maintained in compliance
with the BSP requirom€nl frcr rural t€nk to iErntain re6€rv66 on 6aving6 and tirn€ d;po6it6 and
on certain depost and deposit substitute liabilities
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9.

Resorves against deposit liabilities for rural banks shall be 37o for both savings and time deposits.
For December 31, 2019 and 2018, the Eank is compliant with the reserve requirement as set by
the BSP

Due from other banks comprise savings and time deposits eaming interest at prevailing bank
doposit rates.

HELO.TO-I{ATURMY FINANCIAL ASSETS - net

This account consists ofthe icllowinq:
2019 201A

Retail lreasury bonds
Agrarian rebrm bonds

20,000,000 P
't5,866,88't

20,000.000
15,866,881

P

Movement in the account are as followsl
20t9 2018

Balance, January 1

Additions
Maturities/Redemptions

P 35,866,881 P 41,000,000
17,866,EE1

(23.000.000)

Balance, December 3'l P 35,866,881 P 35,866,881

Total interest eamed on these fnancial assets arnounted to P'1,175,837 and P916,946 for the
years ended December 31, 2019 and 2018, rcspeclively.

38

lnlercst earned on deposits on local banks amounted to ?314.758 and 1294,128 in 2019 and
20'18, respectively.

P 35,866,88r P 35,866,881
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10. LOANS RECEIVABLES - net

The account consists otthe followinq:
2019 2018

Cunent loans
Past due loans
Under litiqation

P ,184,900,008 P
33,81,{,299

5,&1,096

441,108,395
24,903,070

544,096

Loans receivable
Loans receivable arisinq hom repurchase aqreement

51S,288,,|o3
5,000,000

466,555,561
5,000,000

511,142,2'19 462,763,U2

Allowance for credit losses (26,,0?3,258) (24,690,405)

? 4E8.008,961 I 438.072.637

The Bank's loan accounb are staGd at lhe oubtanding balance, reduced by estimated allowance
br credit loss€s and uneamed interest and discounts.

Total earned interesl on loans amounted to P'101.724,U1 and ?91,299,406 for the years ended
December 31, 2019 and 20'18, respectively.

The p@missory notes ot loans receivables are pledged as security for the rehted bills payable,
amounting to ?217.194,657 and ?116,333,264 as of December 31. 2019 and 2018, respectively,
as disclosed in Note 1 5.

39

52,4,288,,(,3 471.555,561
Uneamed interesb and discounts (9,806,184) (8,792,519)

Specific loan lo€s provision (22,7111631 \17,758J621
General loan loss provision (3,75E,795) (6,932,243)



t

a

ry

f

lt

I

I

E
EI
o
8

6
d)

f

@-q

@- c1

r_ry

I

a

a

lr)(r

.9 .9
-!2 .9

-9 .9

€E'6(l)
ttE
U'O

I

F

_9

o

I
,9

=

_9
ul

=
=

I

f

I

.!

t

-!t-

E

o

9

@

l

Gic)

I

.i to

I

a

a

..t.i

I

.9 .9.99

"99

.9;
[5
ur lt

F

!

o

!-s
ec-

.9
ur-
-

FE

.!

l

!t-

a

a

'rt

f

o
d

t0

F:6ioi

5

o6
cb
3e95 l4

H 9iE
rDrt5<

I

a-

I

I

I

f--

!P

E

_o5

dEE96?
h rg
@(!5

F

o

o

o
I
E

ut

=
E

9

e
E

o

€
.9

I

-9

-9

E

3

,=

F

9gs-E!
6s Isb 5

o6E; -b?:l iY=i'!czEEaP
IiHS==e
55HSE

t
-9

-9
_9

E

E

9

IE

I

-g

,z

9

-9

-9

;
-9
o

i

(o



RURAL AANK OF GUIiIOBATAN, INC,
IiOTES TO FII'IAI{CIAL STAIEEi'IS
DECEIIBER !1,2019
(lYhh C@pedtiw tguB ,o. 21118)

The allowance for credil losses which includes both specafc and general loan loss reserves,
represents management eslinrates of credit losses inherent in the portblio, afrer consideration of
the prevailing and anticipated economic conditions, prior to loss experience, estimated
recoverable value based on fair market values of underlying collateral and prospects of support
from guarantors, subsequent colleclions and evaluations made by BSP Supervision and
Examination Sector.

The BSP observes cedain c teria and guidelines based largely on the classification of loans in
estiablishing specific loss reserves.

The Bank has established a threshold tor segrnentation of loans subjecl to individualand collective
ass€ssrnent. As for individual assessment. the amount ot threshold is?1,000,000 and above, and
credit grading system or posl-evaluation process is used in the evaluation of bonowers' financial
condition, risk ratng, collateral and business stafus. Accordingly, allowance frcr credit losses for
individua assessed loans shall be based on the matrix:

Catsgory of .i8k ProvLlon Rating Detinition

No credil risk

90-94

Good cred( nsk 85-89

80-84

Acceptable credil risk 7% 75-75

95 - 1 0O H0h63l d€groo of Befety with rcgerd to tmely payment
of f nancial obligations

1%

2%

3%

5%

Very good - high degree of safety with regard to limely
paFnenl of fnancial obligations. They differ only
margiMlly in s€fety ftom exc€llenl issues

Good - an ad€quale degree oI safety with rogard to
timely paymenl ol fnancial obligalionr. However,
changes in cirormstances can acfuerset efiecl suc*t
issues more lhan lho36 in the hqher Etng categon€s

Mode€te saraly with r€96.d to lim€ly payment of
finencial obhgations for the pr€senl: how6v6r. changng
cirqrmslancos ar6 mor6 likely lo lead to a w€ak6ned
capacity to pey interesl end repay principal than in
higher rating cat€gori6s

lnadequeto safety wnh r€gard to timely payment ol
fnancial ouigalions; th6y ar€ les6 likely lo default in the
immediale tiure han in lotf,er rating categories, bul6n
adverco dlang6 in circumslances couu lead to
inadeq@te cepecily to make paymer( on financial
obligeli,|s

Aorderiine/v\btd bt

Esp6cially menlioned

70-71

65-69

1Uh

20./.

Hoh rbk - this haye a hoh likelihood ot detaun; whil€
cunenl finanoal obligaions are met. adverse business
or fnancial ouigalions would lead to lack of abitity or
willingness lo pay interest or pdncipal

SubslanliEl - have faclors present lhat make lhem
vulnerable lo default; timely paymenl of fnanciat
obligat,ons is possible only if favorable cirdrmstances

Defaull - are erp€<rd tc default on Bdl€duH
paymenl dales. Collet6ral realaz€tion has to be
s€rioust consid€red

Doubtful in terms o, dsk qualily Repayment or toan ls
in doubl and pGBrbrlny ol dehuft ls exceptonett hEh
Collalerdl realEeton has to be senously constdered.
The obJectre of trle Bank is lo minimue loss€s

Substandard

Doubttu,

30% 60-64

50% 55-5S

Wth poor prosp€d and rccovery and wi belooYa Below 54
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ln terms of collectivety assessed loans, the Bank stricty adheres to the setting up of valuation
allowance for risk assets based on BSP Circular 1011 and Appendix 15 of the MORB.

10.01 Past Due Loans

Past due loans of a bank shall, as a general rule, refur to all accounts in its loan portfclio, all
receivable components of kading account securities and olher receivables, which are not paid at
maturity.

kion 304 of the MORB defined the classmcaton of past due loans as follows:

As a general rule, loans, investnents, receivables, or any financial asset, including restruclured
loans, shall be considered past due when any principal and/or interest or installment due, or
po.tions thercot are not paid at their contractrJal date, in which case, the total oubtanding balance
thereot shall be clnskjered past due.

lnstallrnent refers to principal and/or interest amortizations thal are due on several dales as
indicaled in the loan documents. The allowance for loan losses is the estimated amount of losses
in the Bank's loan podfolio, based on evaluation of lhe colleclibility of loans and prior loss
expeaience

Any ariounts set aside in resp€ct of losses on loans and advances in addation to those losses that
have been specifically identifed or potential losses which experience indicates to be present in
the poatfolio of loans and advan@s are ac@unted br as appropriations from retained eamtngs
Any credib resuning from the reduction ot such amounts result in an increase in retaind eamings
and are not included in the determination of net profit or loss br the period.

The allowance is increas€d by provisions charged to expenses and reduced by writeofs and
rcversals.

10.02 Non-Perioming Loang

As of December 31, 2019 and 20'18, NPLS not tully covered by a owance for credit tosses are as

2019 2018

Total Non-perbrming loans
Less: Non+erilrming loans covered by allowance br

credit losses

25,697,7,6 
"

(l I ,/r59.,!r:l)

16,124,098

(15,848.413)

?

? 11,236,302 ? 2,275.685

Section 304 ofthe MORB defned non-performing toans (Npls) as bltows:

Loans, investmenls, receivables or any fnancial asset shall be considered non-performing, even
without missed contaactual payments, when it is considered impaired under existrng accountang
standards, classilied as doubtful or loss, in litigation, and/or there is evtdence that fuil repaymeni
of principal and interesl is unlikely without foreclosure of collateral. All other loans, even f not
considered impaired, shall be considered non-performing if any principal and/or interest are
unpaid frr more than 90 days from contracfual due date, or accrued interests for more than 90
days have been capitalized, refnanced, or delayed by agreement.

Microlinance and other small loans with similar credit characteristics shall be cohsidered non_
performing afler contractual due date or afrer it has become past due.

Reshucfured loens shall be considered non-pertorming. However, if prior to restructuring, the
loans were categorized as pertorming, such classification shall be retai;ed.
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Ratio ofgross NPLS to gross TLP (7o)

Ratio of net NPLS to gross TLP (%)

Ratio of total allowance for credit losses to gross NPLS
f/.t

Ratio of specific allowance for credit losses on gross
TLP to qross NPLS (%

4.90%

2.72%

3.8ao/o

0.480/o

'103.02% 136 230/"

88.39% 97.980/o

43

lnformation regarding the Bank's non-perbrming loans are as tollows:
2019 2018
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Management believes that there are no indications of impaiament in the value of its bank premises,
fumture, fixtures and equipment as of Decemb€r 3'1, 2019 and 2018

No bank premises, fumiture, fixfurcs and equipment were us€d es collateral br liabilities as at
December 31, 2019 and 2018. Moreover, the Bank has no commitryEnt to purchase bank premises,
fumiture, fxturcs and equipr€nt as of December 31, 2019 aM 2018.

All additions in 2019 and 20'18 were paid in cash

During 2019 the Bank disposed several fixed assets with carrying amount of F30 277 for a cash
selling pnc€ of ?63,393, resultjng to gain on sale of P33,116, as disclosed in Note 21

Cost of tullyiepreciated assets still in use amounted to P'12,191,924 and m,826,652 as of
Oecember 31, 2019 and 2018, respeclively.

12.

Under existing BSP regulations, investments in bank premises, fumiture, fixtures and equipment
should not exceed 50% of the Bank's unimpaired capital. As of Oecember 3'1, 2019 and 2018, the
Bank has satrsfactorily complied with this provision

Balance, December 3'l
Allowance for impairment

2,062,283
(789,6.16)

9,428,293
(1,152,146)

ln 2018, the Bank sold assets held br sale with carrying amount ot P1,008,829 for a cash selting
price of?'1,370,478, recognking a gain arnounting to P361,e149, as disclosed in Note 21.

The fair value of the assets held for sale as of December 31, 2019 and 2018 amounted to
P6,981,300 and P16,842,300, respec{ively. Such fair values have been determined by in-house
appraisers on the basis of recent sales of similar property in the safile area as the assets held for
sale, which were adjusted for difierences in key attributes such as property si2e, zoning, and
accessibility, and taking into accountthe economic conditions prevailing at the time the valuations
were made.

The Bank canied out a review of the recovoritble amounts of its assets held for sale The Bank
has determined that there is no indbation that an additional impainnent loss has o@uned on its
assets held kir sale

Carryino amount ? 1,272.637 ? 8,276.117

ln 2019, the Bank sold assets held br sale with carrying arnount 0f17,366,010 for a cash selling
price ofP7,914,125, recognizing a gain amounting to 1548,115, as disclosed in Note 2'1.

45

ASSETS HELD FOR SALE - net

This account pertains to real and other prop€rths acquired (ROPA) in setternent of loans.

cost 
2o'9 2018

Balance, January 1 P 9/42E,293 ? 10,162,058
Additions - 275.0
Disposals (7,366,010) (1,008,829)
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{3. OTHER ASSETS

The account consists ofthe following
2019 2018

Accounts receivable - net
Stationary and suppl-res on hand
Prepayments
Petty cash fund
Miscellaneous assets

P 3,969,686 ?
960,597
807,890
158,000

1,197,672

1.807,314
649,053
298,000
158,000
318,169

P 7,093,8,6 ? 6,230,536

Accounts receivable consists of insuEnce for death claims, advance payment for matemity
benefits, unreplenished POS and other tensactions which are to be collected for a period of less
than one year

2019 2018

? 3,0G9,66€ 
" 

4,807,314

11. DEPOS]T LIABILMES

This account consists of the igllowing:
2019 2018

Savings deposits
SDecial savinqs degoGits

299,838,088 P
122,733,127

244,323.3
116,263,258

P

P 422,631,515 ? 360,s87,221

Savings eam annual interest rate of 1% in 2019 and 2018. Special savings deposits eam annual
interest rate of 1.5% to 4-5% in 2019 and 20'18, depending on the amount and term of the
placemoht.

Total interest €xpense on deposit liabilities amounted to16,090,454 and P5,185,385 fo. the years
ended Decembe.31, 2019 and 2018, .espectivety

Under existing BSP regulations, savings deposits and time deposits of the Eank a.e subject to
statutory reserve equivalent to 3.0%, except basic deposit accounts which are subjec{ to O%
reserve requirement. As of December 31, 2019 and 2018, the Bank is comptiant with such
rcgulations

15. BILLS PAYABLE

This account represents bonowinqs from local financial instrtutions, as bllows
2019 2018

Land Bank of the Philippines
Development Bank of the Philippines

153,117,570 ?
35,000,000
29,077,0A7

101,482,798
10,000,000
4,850,486

I
SmallBusiness Corporation

46

? 217,19,1,657 P 116.333,284

Accountsreceivable-grossl3,97E,97,aP4,816,602
Allowanc€ for credit losses (9,2EE) (9,288)
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Movements of the account are disclosed below:
20'ts 2018

Balance, December 31 ? 217,191,657 P 116,333,284

The payment term of these bills payable is 90 days to 7 years for 20'19 and 2018.

The promissory notes of loans eceivables are pledged as security 6cr the related brlls payable,
arbunting to P217,194,657 and ?1'16,333,284 as of December 31, 2019 and 2018, respectively,
as disclosed in Note '10.

lnterest rate is 2% to 7% per annum in 2019 and 2018.

lnterest expens€ on bills payable charged to staterEnt of compEhensrve income for the years
ended Oecember 31, 2019 and 2018 arnounted to F5,483,060 and ?3,920,232, respec{ively.

t6. ACCRUED TAXES, INTEREST ANO OTHER EXPENSES

Oetails ofthis account are disclosed belowl

2019
2018

As restated

Accrued interest expense
Accrued taxes
Accrued other expenses

2,(N6,041 P
3,165,995
2,979,57O

1,452,899
2,080,532
2,337,29'l

P

P 8,191,606 ? 5,A7O.722

Accrued other expenses pe ain to expenses already incuned but not yet paid as of yearend, such
as salaries and other employee benefits, probssional fees, rent. utilities, and other exponses.

Accrued taxes pertain to gross receipts tax not yet paid as of yearend.

17. RETIRE ENT BENEFIT OBLIGATION

The Eank has a tunded, non-contributory, defined benefit reti.ernent plan covering a qualified
employees.

As of December 31, 2019 and 2018, the Bank has retirement benefit oblioation as shown below:

Employees' normal retirement benefits will be computed equat to 1000/. ot ptan sahry for every
year of credited service. Retirer€nt fiom s€rvice of the Bank shall be compulsory upon
employees' attiainrnent of the age of sixty (60) yeaE with comptetion ot at teast live (5) years of
selviae.

20ts 2018

Accrued retirement benef t
Plan asset

5,526,19,1 P
(l,ss6,il77)

4,560,804

\1.702,352)

P

47

Balance, January 1 2 116,333,28it P 42.932,169
Additional bonowings 218,951,803 121,226,986
Pavments (118,090,(t{r) (47,825,871)

Balance, December 31 ? 3,9lB,Il7 p 2,858,452
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Movement of accrued retirement benefit is shown below
Note 2019 2018

Balance, January 1

Retirement benefi t expense
Benefits paid

4,560,8(N P
1,071,265
(t0s,87s)

4,629,015
505,289

(573,s00)

?
22

Balance, December 31 ? 5,526,19i1 P 4,560,804

Oetails of the Bank's plan asset are disclosed below
20t I 2018

Balance, January 1

Benefits paid
1,702,352 ?
(r05,875)

2,275.852
(s73,500)

?

Balance, December 31 ? 1,5t5,i177 ? 1,702,352

18. OTHER LABILITIES

This account consists of the bllowin
2019 2018

Accounts payable
Withholding tax payable
Govemrnenl Payables
Dividends payable
Due to the Treasurer ofthe Philippines

? 12,726,711 ?
495,t87
/t84,901

i1,002
16,35,1

21,4U,607
,165,000
429.209

16,354

Accounts payabl€ rebrs to claims by third parties ansrng from the purchase of goods and services
and advance .emittances of borrowe.s for their loan obligation.

? 13,727,155 ? 22,365,170

Accounts payable also includes tunds granted by th€ Agricultural Crodit Policy Council (ACPC) to
the Bank for the implementation of Production Loan Easy Access (PLEA) and Suruival and
Recovery (SURE) assistance programs, amounting to ?36,921,431 and ?20,000,000 as of
December 31 , 2019 and 201 8, respec{ively.

PLEA assistance program is a special lending iacilaty designed to address the needs of hmers
and fishericlk-bonowers that are classifed as poor. The facility seeks to extend credit that is fast,
convenient and at a cost affordable to the intended bonowe6. On the other hand, SURE
assistance prcgrEm is a quick response post{isaster support facility of the Departrieot of
Agriculture that provides ammediale financial assistance pack€ge to small fannec and fisherfolk
and their households an calamity-afiected areas so thatthey may immediately regain their capacity
to eam a living.

Movement of dividends payable is shown beloa{:
Note 2019 2018

Balance, December 31

48

P 4,OO2 ?

Balance, January 1 ? - p -O€claration 20 3,m0,000 2,OOO,OOO
OivUends paid (2,995,908) (2,OOO,O0O)
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CAPTTAL STOCK

l9.O{ Common Stock

Shown below are the details on the movement of common stock
2019 2018

Shares Amount Shares
Authorized capital

al1100 par value 550,000 ? 55,000,000 1,200,000 I 120,000,000

lssued and tully paid
at P100 par value

Balance, January 1

Additional issuance
Stock dividends

69i1,298 69/29.8q) 675,000
19,298

67,500,000
1,929,800

260,000 26,000,000

Balance, December 31 95,(,298 P S5,,(2S,800 694,298 ? 6e,429,800

Common stocks carry one vote per sharc and a right to dividends

'l 9.02 Capital Managem6nt

The primary objective of the Bank's capilEl management is to ensure that it complies with
extemalty imposed capital requirenEnts and maintains strong credit ratings and healthy capital
ratios in order lo support its busaness and to maximize shareholders' value.

The Bank manages its capital strucfure, which com@sed of paid-up capital and surplus reserve,
and makes adjustrnents to these ratios in iight of changes in economic conditions and the risk
chardcteristi6 of its activities. ln order to maintain or adjust the capital struclure, the Bank may
adjust the amount of dividend payment to shareholders, retum capital structure or issue capital
securities.

Based on MORB Section 121, the Bank qualmes as a rural bank with head ofiice in allother areas
outside National Capital Region (up to 3rd class municipalities with 1 to 10 branches). This type
is required tc meet f,]0,000,000 minimum capitalization. As of December 31, 2019 and 2018, the
Bank is compliantwith the minimum capitalization requirement.

Under the curent bankjng regulations, the qua[rying capital accounts of the Bank should not be
less than an afibunt equal to ten percent (10yo) of its risk-w€ighted ass€ts. The qualirying capital
of the Bank for purposes of determining the capital-to-.isk assets is totalcaptaltunds excluding:

(a) unbooked valuation r€serves and other capital adjustmonts as may be required by th€
BSP;

(b) total outstanding unsecured credit accommodalions to DOSRI|
(c) defened tax asset;
(d) goodwill, ifany;
(e) sinking fund for redemption ot redeemable pretured stock; and
(q oher regulatory deduclions.

Risk assets consists of total assets after exclusion of cash on hand, due from BSP, loans covered
by hold-out on or assign ment of deposits, loans or acceptances u nder letters ot credit to the extent
covered by rnargin deposits, and other non-aisk items as determined by the Monetary Board ot
the BSP.

The regulatory capital is analysed into two tiers which are Tier 1 Capital plus Tier 2 Capital less
allowable deduclions from the total of Tier 1 and Tier 2 capital.

4g
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Tler 1 Capital and Tier 2 are defned as icllous:

a Tier 1 Capital inc.ludes the following
i paid up common stock,
ii surplus

Subject to deductions for:
i. defened tax asset

b. Tier 2 Capital includes:
i. general loan loss provlsion

As of December 31, 2019 and 20iE, the Bank's c€pital adequacy ratios are 15.E9% and 18.02016,

respectively.

Under the exasting BSP regulations, the determination of the Bank's compliance with regulatory
requirements and Etios is based on the arnount of the Bank's unimpaired capital regulatory
capital) reported to the BSP, determined on the basis of regulatory accounting policies, yrhich
differ from PFRS in sorne respects.

lnfo.malion regarding the Eank's'u nimpaired capital' as of Oecember 31 , 20'i I and 2018 is shown
below.

2019
2018

As restated
ln (lr0O,0O0'3) ln (000,000's)

Tier 1 Capital
Tier 2 Capital

? 117.426 ?
3.780

99 879
7.057

Gross qualifying capital 121.,t86 106.936

Total risk-weighted assets ? 762.,166 P 593 302

Total cap al ratio 15.89% 18 420/a

20. SURPLUS

20.01 Surplus Reserye

20.02 Surplu! Freo

Details of the Bank's surplus free are disclosed below:

Surplus aeserves represent funds set aside for unforeseen events that may require immediate
cash outfow, such as contingencies and losses. The account has a balance ot ?1,000 as of
December 31. 2019 and 20i8.

2019
2018

As restiated

Balanc€. December 31

50

? 2't.936,506 P 30.523.802

Tier 1 ratio 15.,10% 16.83%

Balance, January'] P 30,523,802 ? 14,267,0U
Dividends declared (29,000,000) (2,000,000)
Proft 20,172,7U 18,210,102
Adiustments 46,636
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The Bank's surplus is not subject and is exempt from the provision of improperly accumulated
eamings tax as provided under Sec{ion 29 of National lntemal Revenue Code of the Philippines
and as implemented by Revenue Regulation 02-2001. and Section 34 Republic Acl No. 8791
requiring banks to maintain a specifrc minimum Capital Adequacy Ratio (CAR).

20.03 Dividend3

20. 03.01 Cash Dividends
On April ,16, 2019, in a regular meeting held by the Board of Diroclors, a declaration of cash
dividend of F4.3209 per share for common shaeholders of re@rd as of April 24, 2019, or a total
of?3,000,000, was unanimously approved. The applicalion br the approval of BSP was made on
April 24, 2019.

On February 26, 2018, ttre Bank applied with the BSP for the approval of the cash dividends
amounting to P2,000,000, to be paid to stockholders ol record as of February 22.2018.

20. 03. 02 Stock Dividends
On May 14,2019, in a special meeting held by the Board of Directors, a declaration ot stock
dividends amounting to P26,000,000, represenling 37 4479% ol lhe total stockholdings, rvas
unanimously approved. The applicatjon for he approval of BSP was made on June 7, 2019.

2,1. OTHER OPERATING INCOITIE

Thjs account consists of the following

2019
2018

As restated

Service charges on loans
Bank commissions
Recovery on charged-off assets
Gain on sale of non-llnancial assets
Miscellaneous inconE

P r6,087,923 P
9,55.4,883
1,t5t ,516

581,231
121,W

14,157,299
10,282,8U

1,043,,199
361,649
953,050

Details of qarn on sale of non-financial assets are shown below:
Notes 20'19 2018

Gain on sale ot
lnvestment properties
Bank premises, fumiture, fixtures and

equipment

5/$,115

33,fi6 ?

12

't1 ?

361,649

? 58t,231 P 361,649

Miscellaneous income pertains to bank charges, overages, passbook replacement fees, bank
certifcation fees and others.
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22. OPERATING EXPENSES

Details of other expenses are shown below:
Notes 2019 2018

Compensation and fringe benefits
Taxes and licenses
Depreciation
Fees and commission
Fueland lubricants
Rent expense
Security, messengedal and janitorial services
lnsurance
Travel
Power, light and water
Postage, telephone and telegraph
Advertising and publicity
Stationery and office supplies
lnformation technology expenses
Retirement benefit expense
Repairs and maintenance
Management and other professional fees
Representation and entertiainment
Supervision fees
Litigation
Membership fees and dues
Fines, penalties and other charges
Miscellaneous

P ,15,515,186 P
9,159,435
6,078,129
ir,978,830
2,426,O95
2,269,172
2,033,6219
1,651,/l{}6
1,559,/|a1
1,352,297
1,340,751
1,300,755
1,120,895
t,112,859
't,071,265
1,026,172

770,159
112,970
119,278
1tl,s63
,r9,060

5,085
r,54:!,.r38

38,613,067
7,643,221
7,553,388
4,138,390
2,164,190
2,120,U3
2,207,929
1,458,866
1,730,544
1,445,396
1,357,125

98S,192
1,328,219
1,419,516

505,289
805,034
891,013
126,536
84,173

216.995
105,540

32
11

25

17

2,699 681

I 86.7s7.931 F 79,604.007

Comoensation and frinqe benefits consist of:
2019 2018

Salarjes and wages
Staf benefits
Govemment contributions
Directors' fees

27 3A7,652 ?
11,7U,1O9

2,,162,086
903,0q1

25,177,8't6
10,685,100
2,155,15'1

595,000

?

? '15,537,1,17 
? 38,613,067

Miscellaneous expenses pertain to meetings and conferences, fteight costs, souvenirs and
giveaways, and other expenses.

23. INCOME TAX

Under Philippine tax laws, the Bank is subject to percentage and other taxes (included in taxes
and licenses in the comprehensive income) as well as income taxes. Percentage and other taxes
paid consist principally of gross receipts tax (GRT) and documentary stamp tax. The Bank's

liability will be based on regulations to be issued by tax authorities.

lncome taxes include the corporate income tax, discussed below, and final tax paid which
represents the finalwithholding tax on gross interest income from government securrties and other
deposit substitutes. These income taxes, as well as the deferred tax benefits and provisions, are
presented as provision for income tax in the statements of income.
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Under current trax regulattons, the applicable income tax rate is thiaty percent (30%). lnterest
allowed as a deductible expense is reduced by an amouot equivalent to thidy three percent (33%)
of interest income subjecled to fnal tax. Abo, enterlainment, amusement and rccreation (EAR)
expense is limited to one percent (1%) of net revenues, as defned, for selleB of services
beginning September 1, 2002. The cunent regulations also provide br MCIT of 2% on modifred
gross incorne and allow a three year NOLCO. Any excess of tho MCIT over the regular incorne
tax is defened and can be used as a tax credit against future income tax liability while NOLCO
can be applied against taxable incorne, bolh in the next three years from the year of @cunence.

The Bank's liabality for income ta( is based on existing tax laws and 8lR regulations. However,
income tax expense as shown on the statement ot positron is determined under the provision of
PAS 12,lncofie Taxes. Under PAS 12, income tax expense is the sum of cunent tiax expense
computed under tax laws and debned tax expense determined through the use of balance sheet
liability method. Defened tax expense is the sum of changes in defened tax asset and debned
tax liability. The balance sheet liability rnethod focus€s on temporary differences. Temporary
difierences are difierences between the tax bas€ of an asset or liability and its carrying arnount in
the statement ol fnancaal position. The tax base of an asset or liability is the amount attributed to
that asset or liability for tax purposes.

23.01 lncom. Tax Rocogntsod in Ptottt or Loq.

Components of income tax expense are as lollows
2019 2018

lncome tiax expense - curent
lncome tax benelit - defened

? 9,25?,4t9 P 4,830.799
(856,4 r4)

? 8,,()0,885 ? 4,830,799

A numerical reconcilialon between liax expense and the product of accounting profit multiplied by
the tax rate in 201 I and 201 8 is as tullovvs:

2019
2018

As restated

Accountinq profit P 28.873.589 
" 

23,040.901

Tax expense at 30Yo

Tax effect of income that is subject to lower rate:
lnterest income subject to final tax

Disallowed interest expense
Other nondeduclible expenses
lncome exempt from trax

Unrecagnized deferaed lax ass€t
Others

8,662,077 6.9't2.270

11/7,1791
'l8il,rl61

1,526

(363,322)
149,870

( 1,941,143)
1,503,960

(1.430.836)

? 8,400,885 P 4,830,799
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Allowance for
crcdit losses -

loana receivable

R6tiromont
bcnelit

obligation Total

Balance, December 31, 20'17
Profit or loss

Origination
Reversal

Balanc€, December 3t, 2018
Profit or loss

Origination
Reversal

1,921,741
(1,386,707)

321,380 2243,121
(1,386,707)

Balance, Decsmber 31, 2019 ? 535,03,1 P 321,380 P 856,414

Prior to 2019, the Bank did not recognize defened tax assets since management believes that
future taxable income will not be available to allow such defened tax assets to be utilized.

The Bank has unrecognized deferred taxes as follows:
20'19 2014

Allowance for credit losses - loans
Reti.ement benefi t obligation
Allowance for credit losses - accounts receivable

7,,106,9,t3 ?
857,535

2,746

7.407,'t22
857,536

2,786

P

? a,267,261 ? A,267,444

21. RELATEO PARTY TRANSACTIONS

24.01 Loans to OOSRI

The General Banking Act and BSP regulations limit the amount of the loans to each DOSRI as
follows:

1) The individual ceiling fcr credit accommodations of a bank to each of its DOSRI shall be
equivalentto hisoutstanding depositsand bookvalue ofhis paid-in capitaiinthe lending bank.
The unsecured credit accommodations to each of the Bank's DOSRI shall not exceed 30% of
his total credit accommodations.

2) The aggregate ceiling for credit accommodations, whether direct or indirect, to DOSRI of a
bank shall not exceed 15%o of the total loan portfolio of the Bank or its combined capital
accounts net of defened income tax, unbooked valuation reseryes and other capital
adjustments required by the BSP, whichever is lower. The total unsecuGd direct and indirect
borrowings of DOSRI shall not exceed 30% of the aggregate ceiling or the outstanding
direcvindirect credit accommodations thereto, whichever is lower.

The Bank has no DOSRI loans and related pafty loans as of December 3l, 2019 and 20'18

221.02 Remune.ation of Key Hanagement Pe6onnol

ln the ordinary course ofbusiness, the Bank has loans and other transactions with certain DOSRI.
Under the Bank's policy, these loans and other transactions are made substantially on the tems
as with other individuals and businesses of comparable flsks.

The key management compensation forthe years ended December3l, 2019 and 2018 amounted
to ?7,649,287 and ?6,604,248, respectively.
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23.02 Deforrod Tax Aaseta

Details ofthe Bank's defened tax assets are shown below:
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25. OPERATING LEASE AGREET'ENTS

The Eank has several lease agreements which are renewable undercertain terms and conditions.
At the reporting date, the future minimum lease payment under hon-cancellable operating leases
is as follows:

2019 201A

Not later than one year
Later than one year and not later than five years
Later than five years

1,048,320 t
1,698,i173

17,361

1,796,235
2,538,420

225,737

P

" 
2,764,157 ? 4,560,392

Rent expense (Note 22) ? 2,269,172 ? 2120.643

26, RECLASSIFICATION OF ACCOUNTS

Certain accounts in the 2018 financial statements and note disclosures have been reclassified
to conform to the cunent yea/s presentation. Oetails are as follows:

Beiorc R6cla$lfication Aiter
recla$afication adjGunentrechsllficalion

NorE pr(cr) p']LQ[ D.(c4Old account

st Lment offlninclal pocitlon
Heldlo-maturity securities net
Due from olher banks

48 866,881
60 360,476

Olher assels
RetiGmenl b€nefil obligalion

Accrued tares, inlerEst and other e&enses

(13,000,000)
13,000,000

35,866,881
73,360,476

(7,932,688)
6230,536
1.702,352

6.230,536
(2,656,452)

2,472,229
(2,472,229)

15,87O,722)
12,472,229)

9
I

7,932,888
13
17

21

(4,560,804)

(8,342,951)

Statem€ olcomprehenslvelncome:
Seryi€€ charge/commissons4rees
Remvery lrom charged-off assels
Proft on sal€/Edemption of inveslments
Other operating income'

(24,4O,133)
(1,043,499)

(361,649)
(878,269)

24,440,133
1,043,499

361,649
(25,845,281) (26,723,550)

Compensaliorvfringe benefi ts
Ocorpanct and equipmenlrelated erpenses
Other operating exp€nsos

38,044,511
9,764,443

31,795,053

(38,044,511)
(9,764,{43)

(31.795,053)
79.605,00722 79,604,007

'a@!dts that dE ats. subjocl to tBstatantent, as di*losocl in Note 27

Such reclassifications resulted to a better presentiation of the financial statements and did not
have any eftu6{ on pdoryea/s profit or loss.

27. RESTATEITIENT OF 2OI8 FINANCIAL STATEMENTS

ln 2019, the Bank restated its financial staternents as of and for the year ended December 31,
2018 to reflect cerbin prior period adjustrnents. These adjustments pertain to income tax payable,
surplus free and otheroperating income.
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The analysis ot the affected line items in the statement of financial position of the Bank as of
December 3, 2018 is shown below:

As prEviously
reported

Or (Cr)
Adju3lment3

Or (C.)
A3 roatatod

Dr lCr)
Chdngein liab tbs:

lncome tax pavabld P (2.172,29) 
"

747A1 ? Q,397.44A)
Change in eguily:

Surplus fie€b .02't) 
" 174,1811 (30,s23,802)

The analysis of the afiected line items in the statement of compGhensive income of the Bank for
the year elded gqgqllgl 31, 20 1 8 is sho,rn belo /:

Aa proviou3ly
r€ported

Dr (Cr)
AdJustments

O, (Cr)
,ls rBtated

Or (Cr)

Other o P 781 798

a. Restatement on jncome tar payable pertains to offsetting unrecorded creditable withholding
taxes and other adjustments.

b. Restatement on surplus free pertains to the net effecl oI restatement on income stratement
accounts,

c. Restatement on other operating income pedains to creditiable withholding taxes claimed as
tax credits in 2018 but not in recorded in the books and other adjustments.

24. RECONCILIATION OF LIABILITIES ARISING FROM FINANCING ACTIVITIES

The following table shows the re.onciliation analysis of liabilities arising from financing activitjes
for the ended December 31 20'19 and 2018:

Non-carh
ml8 Ceah lnf,ow Cash outflow changeg 2019

gills payable
Dividends payable

116,333,284 218,951,803 (118,090,430)
(2,9S5,998)

217,1 ,657
4,0023,000,000

2017 Cash ir low CaBh outfo,
Non-cash
chanqes 2018

Bills payable
Dividends gayable

42,932,169 121,226pN (7.42s,871)
(2,000,000)

116,333,284
2,000,000

42,932,169 121,226,986 (4S,825,871) 2,000,000 1't6,333,2M

25. PROVISIONS, CONTINGENT LIABILITIES AND CONTINGENT ASSETS

The Bank is a defendant in various cases, arising from the normal course of business pending in
courts for alleged claims against lhe Bank; the outcome of which cannot be determined al present.
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30. EVENTS AFTER THE REPORTING OATE

As a measure to contain the COVID-lg outbreak, on March 12, 2020, the Offce of the P.esident
of the Philippines initially issued a memorandum directive to impose stringent social distancing
measures in the National Capital Region effeclive March 15,2020. Subsequently on March 16,
2020, President Rodrigo Duterte declared the entire Luzon lsland under "enhanced community
quarantine" which is effectively a total lockdown, restricling the movement of the population with
exceptions, in response to the grcu/ing pandemic of Coronavrrus Disease 2019 (COVID-19) in the
country. Additional lockdown restrictions mandated the lemporary closure of non-essential shops
and businesses.

The Bank consideas the measure taken by the govemmenl as a non-adjusting event which does
not impact ib financial position and perbrnance as of and tor the yea. ended December 31 , 201 9.
However, it could have a material impact on its 2020 fnancial resultrs and even periods thereafier.
Considering the evolving nature of this outbreak, the Bank cannot determine atthis time the impact
to its financial position, performance and cash flows. The Bank will continue to monitor the
situation.

Exc€pt for the above, no events afrer the end oI the reporling date were identified in these financial
stelements that provide evidence ofconditions that exasted at the reporting date (adjusting events
aiter reporting date), and that are indicative ofconc,itions that arose afrea the reporting date (non-
adjusting events aner lhe reporting date).

3t. APPROVAL OF FINANCIAL STATEITIENTS

These fnancial staternents irr the year ended December 31, 2019 was approved and authorized
br issue by the Board of Direclors (BOO) on June 18, 2020.

32. SUPPLEMENTARY INFORfIiATION UNOER REVENUE REGULATIONS I5-2OIO

Revenue Regulations (RR) No. 2'l-2002 prescribing additional procedural and/or documentary
requirements in connection with the preparation and submission of financial statemonts
accompanying income tax retums was amended under RR 15-20'10. The arnend.nont that
became efuive on Dec€mber 28,2010 requires the inclusion in the notes to fnancial
statements, information on taxes and license fees paid or accrued during the year in addition to
what as required under the Philippine Financial Reporting Standards and such other standards
and/or conventaons.

Eelow is the additional information required by RR 15-2010. This information is presented for
purposes offling with the BIR and is not a required part ofthe basic fnancial statements.

32.01 Gross Receipb Tax

2019 2018

Gross receipG tax paid
Gross receiDts tax payable

3,55,(,455 I
3,165,995

2,849,441
2,080,532

?

? 6,720,,150 P 4,929,973
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32.02 All Other National and Local Taxes

All other local and national taxes paid by the Bank and presented as paft of operating expenses
for the periods ended December 31. 2019 and 2018 conslst of

2019 2018
National taxl

Percentage tax
DocunEntrary slamp laxes

Local taxes:
Eusiness permit and other fees
Registration
Others

6,720,450 P
1,s38,633

4,929,973
790,768

343,000
75.762

?

503 718

32.03 withholding Taxoa

Vvithholding taxes paid or acctued lbr the years ended December 31. 20'19 and 2018 consist of:
2019 Paid Accrued Total

Expanded withholding tax
Wthholding tax on compensation
Final withholding tax

230.886 P
360,300

1,073,656

67.'t 67 P
249.134
't 3,|,4s0

298.053
609.454

1,205,146

?

?t P 47,411 ? 2,112.653

2018 Paid Totral

Expanded withholding tax
Wthholding tax on compensation
Final withholdinq tax

146229 
"299,320

928,577

232,548
410,915

1,195.663

86,319 P
111,595
267.086

?1 374 126 ? 465 000 ? 1 83S 126

32.(X Tar A$r.!m.nlr

The Eank hes no on{oing tar ass€ssments as of December 31 . 201 9 and 201 8.

32.05 T.r C.!..

The Bank has no outstanding tax cases in any other court or bodies outside of the BIR as of
Oecember 31, 20'19 and 2018.

33. SUPPLEMENTARY INFORMATION UNDER REVENUE REGULATIONS I9_20I1

RR No. 1$-2011 thal prescribes the use of new incorne tax forms startrng with calendar year 2013
became efiective on O€cember9,2012. Companies are now Equired to include, as part ofthe
noies to lhe financial statements- the schedules and infomation on taxable incorE and
deductions.

58

395,748
79,938
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Below is the additional information rcquired by RR 19-2011. This inicrmation is presented for
purposes offiling with the BIR and is not a required part ofthe basic frnancial statements.

33.01 lntercst lncome

The breakdown ofthe Bank's interest income consists of.
Financial

slatement
lncome tar

rotum

P t03,21s,236 ? 101,721,611

33.02 Cost of Servicoa

The breakdown ofthe Bank's deductible cost of services consists of:
Financial

6tatoment
lncome tax

retum

Compensation and fringe benefits - direct
lnterest expense
lnsurance - PDIC
Supervision fees

25,310,'t 16 ?
11,573,514

727,48
1'19,278

25,310,116
10,958,644

727.856
119,278

F

P 37,730.764 P 37.115,89,1

33,03 Other Oporating lncome

Details of other op€rating income of Bank for 201 9 are as follows:
Financial

statement
lncome tax

retum

Sewice charges
Bank commissions
Recovery on charged-off assets
Gain on sale of non-fnancial assets
Miscellaneous income

18,987,923 ?
9,554,883
1,150,516

581,231

18,987,923
9,554,883
1,150,5r6

5A1,231

P

121 048 121 048

I 30.395.601 P 30.395.60r
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33.0,1 Allowablo Doduction.

Details of the Bank s deductible expenses ior 2Ol I are as iollows
Financial

slatemcnt
lncome tax

tetutn

Compensation and fringe benefits
Taxes and li@nses
Depreciation
Fees and commission
Fuel and lubricants
Rent expense
Security, rnessengerial and janitorial services
Travel
Power, lioht and water
Poslage, telephone and telegraph
Advertising and publicity
Stationery and offce supplies
lnfo rmation technology expenses
Retirernent beneft expense
Repairs and maintenance
lnsurance - otheB
Management and other professional fues
Representation and entertainment
Litigation
Membership bes and dues
Fines, penalties and other charges
Miscellaneous

20,205,070 F
9,159,435
6,078,429
4,97E,830
2,426,095
2,269.172
2,033,649
1,569,461
1,352,297
1,340,751
1,300,755
1,120,E95
1,112,859
1,071,265
1,026,172

933,550
770,159
142,970
11'!,563
49,060

5,086
1,543.138

20,205,O70
9,159,435
6,078,429
4,978,830
2,426,095
2.269,172
2,033,649
1,569,481
1,352,297
1,340,751
1300,755
1,120,895
1,112,859

1,026.172
933,550
770,159
142,970
'11 1,563
49,060

1,543,138

Provision for credit losses
Accounts written-off

60,600,681 ? 59,524,330
6,405,803

?

4

? 67,006,484 I 6,1,1i15,686
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34. SUPPLEI{ENTARY INFORTTIATION UNDER BSP CIRCULAR 1074

On January 8,2020, the Monetary Eoard (MB), though Resolution No.48, approved the
amendments to the relevant provisions of the MORB. Subsequently. on February 7, 2020, the
BSP issued Cirorlar No. 1074 requiring banks to include the following intonrEtion in their audited
fnancial statements:

34.01 BaBic Ouantitativo lndlcators of Financial Pedomance

3a.02 De.crlption of Caplt l lnrtruments l.ru.d

Refer to Note '19.

60

2018
2019 As restated

Retum on average equity lEJ4t( 20.U%
Retum on average asseE 2.E7'l 3.43%
Net interest margin I'l.ll% 16-77%



RURAL AANX OF GUINOBATAN, II{C,
NOTES TO F]NAI{CIAL STATEET{IS
oEcEfBER !r,20rt
lwlrh C@par*ve Fiw.€s bt A1E)

34.03 Significant C.rdit Expoau.ra

Disclosures as to indust y/economig gqqtqr ?re as follows:

Agriculture, foEstry and fuhing
l /holesale and relail trad€. rep6ir of moh{

Yehicles ard molorcydes
Housohold us€
R€l estate a<rivities
Mining and querrying
Educaiion
Adminbtralive and gupport 3€Nice ectivilils
Professional, scientifc and Hlnical adivili€s
Consln ction
other seNice aclivities
Financial and insuBnce activfi66
Accommodation snd tood Bervic€ ectiviti€s
Manufacturing
T6nsponaton and 3torage
Human heallh and socielwo* actrvit€B
Water supply, sewemge, wade m:x|ag€[nent

and remediation acliviti€s
Ans, entdtainmonl end roq€aton
lnfornation and communic€lion
El€cticity, gas, steem end 6ir condftooing

6upply

126,755,211 2a.11 68,938,483 14.7A

1(x,657,654
73,914,352
46,02!),802
$,554,61,r
26,335,24,1
22,097,620
20,025,000
't9,219,909
,4,gtx,255
12,34,541
10,841,647
4,819,6r8
2,766,331

tr95,U2

103,213,3SO
173,891,134

150,0m
24,571.4g2

38,732,854
915,131

11,348,416
12,745,151
2,475,606
8,503,588

12,015.117
3,693,803

671,3.t5

20.16
14.23

8.86
6.,46
5.07
1.25
3.85
3.70
2.Af
2.34
2.09
0.93
0.5s
0.08

2212
37 27
003
612

8.30
020
2.13
2_73
0.53
1.A2
2.*
0.79
0.15

237,143
t62,rl:10
139,177

0.05
0.03
0.03

44,4r1
114,068
147,621

001
0.02
0.10

7,4,309 0.0'l 56,504 0.0'l

The BSP considers the concentratjon of credit exists when the total loan exposure to a particular
industry or economic sector exceeds 3070 of the total loan portfolio or 10% of Tie|I Capatal.

Tolal 519,288,r()3 100.m 466,t55,561 100 00

ln 2018, he Bank is exposed to agriculture, foresfy and fshing, wholesale and retailtrade, repair
of motor vehicles and motorcycles, household use, mining and quarrying, educaton.
administrative and support seNice actrvfies, consfuction, other setuice ac.tivities, and
manubcturing, amounting to rnore than l07o of't'ier 1 Capital.

34.0,1Breakdown ot Total Loana

34.04.01 As to Securitv
Loan portfolio classifcation as to securitv follows:

ln 2019, the Bank is exposed to agriculture, forestry and fshing, wholesale and retailtrade, repair
of motor vehicles and molorcycles, household use, r€alestate acliviti€s, mining and quarrying,
education, administ"ative and support service activities, probssional. scientific and technical
aclivities, consbuclion, other seryice activities, and financial and insurance aclivities, amounting
to more than 10% of Taer 1 Capital.

2019 2014

Secured by real estate mortgage
Secured by chattel mortgage
Secured by others

94,916,t5,1 P
57,,02,t,583
20,701,s0.1

80,543,773
71,640,95E
4,000,000

?

173,039,241
346,2,19,162

156.184,731
310,370,830

Secured
lJnsecured
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RURAL BAIIK OF GUINOBATA'{, INC,
NOTES TO FINANCI^L STATETiIS
DECEXAER al,2019
(YYtth C@pantlva Fteures fot b18)

31.01-02 As to Status pot Product Line
Breakdown ofgross loan receivables as to slatus are disclosed below:

20t9
hs

P!.i Duo Undcr Litig.tion

BOLA
FAST
FBL
GOL
GPL
HUGE
I{ARE

K8H
KBT
KBY
MOVE
PLEA/SURE
REAL
REG

171,312,439
1,195,923
4,243,492
5.176.120

24,1,593
36 829,1,{A
21,267,539

15r.:O4
60,142,685
24,739,248

8,550,000
7,025,709

11.155,909
2,964,056

110 659
2@,482

174,096,397
1,618,540
6,330,853
5,187,748

21,4,593
48,866,351
22,9e0,394

151,504
60,550,415
29,215,317

8,550,000
7,357,409

15 317,Cr67
2.968.0s6

900.788 'l ,7-t4,5'l'l
162,135
85 961
11628

4.193.875
!,015,643

7,8,,3,U8
70t.012

107,7W
476,059

62,786
331,700

4.098,372

955121 2 517 9 254 13 172 841 729

444,900,008 8,690,660 25,153,649 s4,4,096 519,288,a03

2018

Pasl OE Under Lit4tation

BOTA
FAST
FBL
GDL
GPL
HUGE
I€ARE

XBH
KBT
K8Y
MOVE
PLE'/SURE
REAI.
REG

126,128,580
1,7t4,15
5,576,329
3,888,020

1,7 252
1,015 853

90.410

110.659
2@,442

131,014,416
3.050.491
6,717,279
3,888,020

50 540

50,908,765
19,'168 662

1,973,143
226.8U

4,807,02t5
E31.946

57 688,953
20,227,412

58,097,787
29,735 591

..000,(m0
9,639,864

r9,999,200
3,054,093

r08,137,3,€ 2,09s,626

745 316
533,583

58,843,103
30 269,174
4,000,000
9,639,864

19,999,200
3,054,093

118,163,5267,757.597 172 955

441,1m,395 7,323,068 17,580,002 5,1,1,096 466 555,561

35.05 lnfo.mation on Rehtod P.rty Loanr

Rebr to Nole 24.

35.00 Agg.eg.te Amount ot Socur.d Llrbllltl6 .nd A$ot Plodgod a. S.curlty

As of December 31, 2019 and 2018, bills payable arnounting b P2'17.19,{,657 and ?116,333,284,
respectivelv, are s€cured by a pledqe of cedain assets as iollows:

20,t 9 2018

Loans receivables ? 217,191,657 ? 116,333,284

35.07 Nature and Amount ol Cor ingoncloa and Commttrnonta

ln the nomal @urse of the Bank's ope,-ations, there are various commitrnents to extend credit
which are not refected in the Banking fnancial staternents. As at Oecember 31, 2019 and 2018,
rnanagernent believes that liabilities or losses, ifany, arising from these commitments will not have
a material efect on the linancial position and resulb of operations of the Bank.
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RURAL BANK OF GUINOB^TAN, INC,
rOTE5 IO FIiIANCIAL SIATEEI{TS
oEcEraER 31,2019
(wh Cqpadtivo Ftet@s to. N18)

The followinq is a summary ofthe Bank's contingent accounts as ot December 31, 2019 and 2018:
2019 2018

Items held as collateral 117 162
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