RURAL BANK OF BAGABAG (N.V.), INC
BAGABAG, NUEVA VIZCAYA

2022
ANNUAL REPORT



Corporate Vision

The Rural Bank of Bagabag (N.V.), Inc. envisions itself to be the most trusted rural bank that provides
quality financial services in the province and in Region 2.

Corporate Mission

e Products and Services
To offer fast, competitive and customized products and services.

o (lients
To provide highly accessible financial services to the unbanked, underserved and
marginalized sector.

e Employees
To develop values-driven, vision-focused and service-oriented professionals with
passion for excellence and productivity.

e Stakeholders

Te foster good governance through leadership by example.
e Community

To pioneer innovative development programs for the generai advancement of the

community.

Purpose
“ We Empower the Countryside ”
Core Values

S$ — ervice Oriented
E - xcellence
R - espect
V —alues Driven
| — ntegrity
C - ompassion

E — xtra Mile



Our Brand

Rural Bank of Bagabag (NV), Inc. Is known for financial strength and exceptional customer
service combined with innovation and technology that makes banking experience more personalized
and convenient.

Financial strength manifested by strong capital position, growth in loan porfolio, profitability,
and growth in total resources.

Exceptional customer service by processing the transactions the fastest way without
compromising the existing policies. Bank’s staff are incredibly friendly and attentive to account
inquiries.

Innovation and technology by hiring talented IT professionals and looking for service
providers that offers products and solutions through services that are on-demand or hybrid delivery
model.

Our Business Model

The Bank operates as a simple bank {as defined by BSP) providing retail banking preducts and
services designed to meet the end-to-end needs of all types of users.

2. FINANCIAL SUMMARY AND HIGHLIGHTS

Minimum Required Data 2022 2021
Profitability
Total Net Interest income 68,256,072.00 57,994,687.00
Total Non-Interest Income 12,491,429.00 13,485,528.00
Total Non-Interest Expenses 32,403,636.00 31,363,120.00
Pre-provision profit 48,343,865.00 40,117,095.00
Allowance for credit losses 9,404,448.00 14,278,922.00
Net Income before Income Tax 38,939,417.00 25,838,173.00
Income Tax Expense 9,777,277.00 5,671,789.00
Net Income 29,162,140.00 20,166,384.00
‘Selected Balance Sheet Data
Ligquid Assets
Gross Loans 497,109,773.00 465,738,395.00
Total Assets 654,814,627.00 638,636,036.00
Deposits 423,981,700.00 443,518,468.00
Total Equity 206,641,690.00 182,320,097.00
Selected Ratios
Return on equity 14.77% 11.71%
Return on assets 4.12% 3.23%
Capital Adequacy Ratio 24.35% 30.31%
Others
Cash dividends declared 4,840,365.00 0
Headcount
Officers 11 14
Staff 33 31




3. FINANCIAL CONDITION AND RESULTS OF OPERATION

President’s Report

To our fellow stockholders present here today, | would like to thank first the Lord Almighty
for giving us this opportunity to join together in this 2023 Annual Stockholders’ Meeting.

As we embark on 2023, let us look on 2022.
Products and Services:

With the pandemic still in our midst, and a high past due ratio as a result of it, we remained
competitive by maintaining our low interest rate for long term loans at 12% and a one time service
charge of 5%, with diminishing monthly payments because interest is based on the remaining balance.
* In case of pre-termination, a charge of 2%, versus other bank’s 3% to 5%, is added to the remaining
balance.

Like the previous year, we also resorted to re-structuring of long term loans. A new package
that we implemented only if it was mutually beneficial to the client and to the bank.

On the renewal of regular loans, we continue to enforce the “Clean Up” policy of deducting a
certain percentage to the client’s remaining balance. At the height of the pandemic in 2020, which
resulted to the downturn of some businesses, we lowered the Clean Up policy from 5% to 2%. But
somehow as business slowly picked up in the mid year of 2022, we gradually increased to 3% and 4%.

Digital Transformation

The new core banking system proves to be a strategic move, as it also prepares us for mobile
banking in the future. Such is the trend of today where almost everything can be done online.

At the end of the first quarter, our working group for the digital transformation composed of
the head of our IT department, the head of HR and head of Accounting, were successful in their
training phase. After two weeks of training in Aibay, Bicol, they prepared for the migration data which
was completed by the middle of the thirtd quarter.

Some setbacks were encountered along the way but the team remains steadfast. It is quite a
feat considering their ordinary day-to-day responsibilities they need to attend to as well. Although
we are still in the parallel stage, it is our goal to leave the old system by the end of the first quarter of
2023.

Employees

Hiring of employees is also an ongoing process as our branch offices needs for their
expanding clientele, assistance in collection of past due accounts, monitoring of dormant accounts,
assistance in disposal of ROPA accounts, and marketing.

In closing, | would like to commend the bank officers and staff for their professionalism and
resilience in overcoming the challenges they faced.

Finaily, | would aiso like to thank our Board of Directors and our sharehoiders for the support
during those trying times.



Let me end with the theme of the Rural Bankers Association of the Philippines (RBAP), “ If we
are to remain relevant, we have to be innovative and keep up with the times.”

Thank you and God bless us all! V M 1! !

PURA C. ROMERD
President

a. Bank’s Operations and result of operations for the fiscal year

The audited financial statements for the year ended December 31, 2022 showed an increase of
6% in the loan portfolio and 44% in net income amounting to P 24M and P 8.99M respectively
as compared to 2021. Furthermore, the Bank as compared to same players in the industry,
perfomed satisfactorily on Key Performance Ratios in Cash and DOB to Deposit, Return of
Assets, Return of Equity and Capital Adequacy. On the otherhand, Due from other Banks
declined by P 26.49M to finance withdrawals of deposit liabiities and loan releases. The Past
Due and NPL ratios are also slightly higher than peers.

b. Highlight of Major Activities the Year that

Amendments and new policies have been approved to improve the credit granting and
operation of the Bank, some of which are as follows:

» Increase in the interest rate of long term loans amounting to 500K and below.
Inspection fee of Out of Town Loans has been increased as prices of petroleum
products soared up.

» Approving limits has been amended and 2M above shall be collectively
approved by the Board.

> Policy on: income estimation to include fish, swine and tilapia production;
Cashflow analysis; 3 months latest salary instead of 1 month; Co-makers
subject to credit evaluation.

c. Major Strategic Initiatives of the Bank

*  Dividend declaration

s  Salary increase

e  Bereavement Leave Policy

e Amendments:1) Fringe Benefit Program 2) Code of Conduct and Business
Ethics 3) Human Resource Manual 4) Consumer Assistance Management
System (CAMS) 5) Disaster Recovery Plan

e  Training of Core Team for the change of system provider (from CyberOne to
RBSoftech)

e Approval of: a) Social Media Risk Management bj Creation of Adhoc

Committee c) Incentive scheme for ROPA disposal

Most of the businesses affected by the pandemic start to recover, things are going back to
normal yet some were left behind. Some borrowers have not paid their full amortizations
while others failed to pay, thus the past due ratio and NPL loan is still high. The agricultural
sector were also affected by the increase in farm inputs but low prices of outputs. This
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attributed to the increase in past due on Agri-Agra loan amounting to P 6.8M as compared in
2021. Nevertheless, collections of interest from Loan and Discounts, Agri-Agra, and Past due
loans from borrowers who have recovered the onslaught of pandemic have significantly
increased by a total of P11.2M through the efforts of hardworking employees who made
follow-ups and demand notices.

As the economy is getting back to its normal state, some people have availed loan for
additional capital, lot purchase, house construction, and consumption purposes. Word-of-
Mouth Marketing (WOM marketing) is the tested and proven tool that contributed to the
yearly increase in the Bank’s loan portfolio. For the year 2022, there was an increase in the
current loan of 9% ( 27.1M) and total loans at amortized cost by P31.4M as compared in the
previous year.

4. RISK MANAGEMENT FRAMEWORK

Risk Management Policy Statement

The Bank’s risk management system embeds risk management into the awareness and day-to-day
activities of the Bank’s officers and employees. The Bank takes risks inherent to its operations and
ensures that its risk management system is aligned with the Bank’s strategic goals and objectives.
Thus, managing these risks forms an essential part of the Bank's business. The aim of risk management
within the Bank is to provide reasonable assurance that the risks associated with achieving the
business objectives is understood and that these risks are addressed appropriately at all levels within
the organization. This is achieved by ensuring that at all times:

1

Risks are properly identified, assessed, managed and reported;

2. Risk ownership is taken and communicated;
3. Resources are effectively and efficiently allocated to manage risks;
4 Risks that could significantly affect the employees, the Bank, the suppliers or the clients are
suitably managed;
5. The Bank is compliant with regulatory and legal requirements.
General Risk Management Functions
The general functions of Risk Management are the following:
1. Develop and impiement risk management framework and program;
2. Review the Bank's risk profile and identify new and emerging risks;
3. Assess and measure risks;
4. Recommend policies, systems and procedures to control risks and address risk management
effectiveness gaps;
5. Evaluate the effectiveness of risk mitigation strategies; and
6. Monitor risks based on external and internal conditions and continually enhance risk

management process.



b. Risk Appetite and strategy:

The Bank has an overall conservative risk appetite. The Bank will act in accordance with this risk
appetite statement to achieve strategic objectives. The Bank manages six (6) interrelated categories
of risk to effectively supervise and ensure a safe and sound banking system. The Bank has a low
appetite for liquidity, reputational, and strategic risks and a moderate appetite for credit, compliance
and operational. Risk management practices will not prevent challenges but will enable the company

to operate proactively.

The Bank considered a number of factors to determine its tolerance for each of the above risks. This
Risk Appetite Statement characterizes the Bank’s tolerance for each risk as low, moderate, or high,
according to the following definitions:

Low —The level of risk will not substantially impede the ability to achieve the Bank’s mission,
goals, or strategic objectives. Controls are prudently designed and effective.

Maoderate — The level of risk may delay or disrupt achievement of the Bank’s mission, goals,
or strategic objectives. Controls are adequately designed and are generally effective.

High — The level of risk will significantly impede the ability to achieve Bank’s mission, goals,
or strategic objectives. Controls may be inadequately designed or ineffective.

The Bank has significant exposure to the following risks namely, Credit Risk, Operational and Strategic
Risk, Compliance Risk, Liquidity and Interest Rate Risk, Reputational Risk.

Risk Exposure

Objective

Risk Management Strategy

Credit Risk - is the risk of financial loss to
the Bank if a customer or counterparty to
a financial instrument fails to meet its
contractual obligations.

-To operate under a sound credit
granting process;

-To maintain appropriate credit
administration, measurement,
monitoring and control processes
over credit risk.

-The Bank has credit policies in place,
regular internal control reviews and
compliance tests to monitor the
granting of credit and management of
credit exposures.

-The Bank manages its credit risk
mainly through the application of
transaction limits and close risk
monitoring.

-It is the Bank’s policy to enter into
transactions with a wide diversity of
creditworthy  counterparties to
mitigate any significant
concentration of credit risk.

Strategic Risks - is the current and
prospective impact on earnings or capital
arising from adverse business decisions,
improper implementation of decisions, or
lack of responsiveness to industry
changes.

-To come up with timely and sound
business decisions that are aligned
with established strategic goals and
responsive to industry changes.

-The Bank has established short-term
and long-term strategic goals.

-Actual resuits are periodicaily
compared against set key
performance indicators.

-Establish succession policies to

ensure husiness continuity.

Operational Risk — is the risk of loss
resulting from inadequate or failed
internal processes, people and systems;
or from external events

-To define the operational risk
management strategy and ensure
that it is aligned with the overall
business objectives and strategic
directions.

-Establish risk appetite, risk limits and
tolerance tresholds.

-Establish procedures on resolving
limit breaches, reporting and
escalation processes.




Ligquidity Risk — is the current and
prospective risk to earnings or capital
arising from a bank’s inability to meet its
obligations when they come due without
incurring unacceptable losses

-To ensure that adequate funding is
available at all times;

-To meet commitments as they arise
without incurring unnecessary costs;
-To be able to access funding when
needed at the least

possible cost;

-The Bank constantly monitors

and manages its liquidity position on
a daily basis; maturity gaps on a
monthly basis.

-The Bank maintains adequate liquid
assets and reserves.

-A committed stand-by credit facility
from LBP is also available to ensure
availability of funds when necessary.
-The Bank selectively invests in low-

risk and readily withdrawable
securities,
Interest Rate Risk in the Banking Books | -To maintain an adequate yield to | -Management is responsible for

(IRRBB) - is the current and prospective
risk to earnings and capital arising from
adverse movements in interest rates that
affect a bank’s banking book positions.

match or reduce the net interest cost
from its borrowings.

-To reduce the impact of short-term
fluctuations on

earnings.

monitoring the prevailing market-
based interest rate and ensures that
the mark-up rates charged to its
borrowers  are optimal  and
benchmarked against the rates
charged by other banks.

-The Bank is not exposed to interest
rate risk since its financial assets and
financial liabilities have fixed rates.

Reputational Risk - is the current and
prospective impact on earnings or capital
arising from negative public opinion

-To promote a culture of high
standards of ethical behavior;
-Establish a reputation as a reliable
and trustworthy bank deserving of
the highest level of respect from its
various publics clientele and
colleagues, the industry, financial
institutions, and the general public.

-Adopt a code of conduct of ethical
behaviors to ensure compliance and
adherence to the standards by all
officers and employees, with
corresponding disciplinary actions for
infractions and non-compliance.

Compiiance Risk - is the current and
prospective risk to earnings or capital
arising from violations of, or
nonconformance with laws, rules,
regulations, prescribed practices, internal
policies and procedures, or ethical
standards

-To protect the Bank from fines,

payment of damages, and the voiding
of contracts due to non-compliance.

-The Bank to establish adequate
policies and procedures and internal
controls to comply with existing and
new rules and regulations of various

regulatory agencies.
-Institute standards of employee
behavior and corresponding

sanctions for non-compliance.




The Risk Management is performed at three different levels: Strategic Level; Portfolio Level; and
Transactional Level.

Levels of Risk
Management

= Board of Difectors
Board Committees
e Brasiento o
Management Com

Re'“on.mendahan

Ry icy tmpte
Risk Measurement & Monitoring Business
~Application = _ Takers (ARTs)
Risk Reporiing

The risk management process consists of four (4) parts:

1. Risk identification - evaluates the Bank's exposure to events that could impact its day-to-day
operations and estimates the impact those events could have on the Bank's operation,
revenue and reputation. This requires a sound understanding of its strategic and operational
objectives.

2. Risk Assessment -The Bank’s risks are evaluated and measured based on likelihood of impact
and risk management effectiveness (if there are risk management strategies in place.

3. Risk Management and Control - is the implementation of policies and procedures that will
help avoid or minimize risks.

4. Monitoring - Risk management is an ongoing process and does not end once risks have been
identified and mitigated. Risk management policies are revisited every year to ensure policies
are up-to-date and relevant.

d. AML rnance and g

The Bank regards anti-money laundering as an ongoing priority process that is part of the bank’s over-
all risk management program whose overarching objective is to safeguard the interests of its key
stakeholders, reputation, brand and value-creating activities. The Bank is continuously updating the
existing Money Laundering and Terrorist Financing Prevention Program (MLTPP) geared toward the
promotion of high ethical and professional standards and the prevention of the Bank being used for
money laundering and terrorist financing. To ensure that the Bank will not be used as a money
laundering site, the Bank has in place sound risk management policies and procedures to ensure that
risks associated with money-laundering are identified, assessed, monitored, mitigated and controiled,
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as well as to ensure effective implementation of AMLC rules and regulations. Among them, policies
and procedures for recruitment, adequate customer identification and KYC, Covered (CTR) and
Suspicious (STR) Transactions reporting, record keeping and retention, continuous personnel training,
monitoring and internal control.

The responsibility for ensuring that the MLTPP is strictly observed and will need to be kept constantly
reviewed for relevance, usefulness and incorporation of changes in policies and procedures is the
ultimate responsibility of the Board of Directors.

5. CORPORATE GOVERNANCE

a. Overall corporate governance structure and practices:

Rural Bank of Bagabag (N.V.), Inc. is committed to good corporate governance practices, processes
and systems, specifically the principles of fairness, transparency, accountability and responsibility.
These practices provide the framework within which the Board of Directors and management pursue
the strategic objectives of the Bank and ensure its long-term viability for the benefit of shareholders.
The board level committees: ARMC and Corporate Governance are organized with specific charters
to ensure they provide strong oversight of strategic activities of the Bank, resulting in sound business
decisions that benefit shareholders. Protecting shareholder interests and ensuring the integrity of the
Bank’s financial information are central to every aspect of the Bank’s governance.

As per Bank’s by-laws, the Board of Directors consists of six (7) members, majority of them are
independent. The Board of Directors meets once per month and strives to make timely decisions
regarding the Bank's business strategies and other important management matters and to exercise
appropriate oversight of business execution.

b. Selection process for the board and senior management:

The Board of Directors is tasked to implement a selection process to ensure a combination of
competent directors and key officers who can add value and contribute independent judgment to the
formulation of sound corporate policies. The Board has prescribed qualification criteria for members
of the Board among others, ability, integrity and expertise necessary for the position.

The Board likewise evaluates the proposed senior management appointments of the Bank and selects
qualified and competent supervisory officers.

Position Process Adopted Criteria
{i) Executive Directors and Non- | Any stockholder may submit The Corporation prescribes the
Executive Directors the names of nominees as a | following qualifications:

member of the Board of Directors.
{(a) He shall hold at least one (1)

Nominations must be share of stock of the

submitted in writing to the Corporation.

Board of Directors through the (b) He shall be at least a college

Corporate Secretary, on or graduate and have been

before January 15 of the year engaged or exposed to the

during which the election of business for at least 5 years.

directors wili be heid, or such {c} He shall be at least twenty

other date as the Board may | five (25) years old.

prescribe. {d) He shall have been praven to
possess integrity and probity.

The Screening Committee
composed of 1 incumbent Director,
Internal  Auditor and Acting
Compliance officer determines the
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qualifications and disqualifications,
if any, of
the nominees.

{ii) independent Directors Any stockholder may submit In addition to the qualifications
names of nominees as a member of | under the Corporation Code, the
the Board of Directors. Bank prescribes the following

qualifications:
Nominations must be
submitted in writing to the (e) He shall hold at least one(1)
Board of Directors through the share of stock of the
Corporate Secretary, on or Corporation.
before January 15 of the year (i He shall be at least a college
during which the election of graduate or have been engaged
directors will be held, or such or exposed to the business for
other date as the Board of at least 5 years.
Directors may prescribe. (g) He shall be at least twenty

five (25) years old.
The Board screens and (h) He shall have been proven to
determines the qualifications possess integrity and probity.
and disqualifications, if any, of
the nominees.

{iif) Senior Management Officer The President and Vice President | (a) He must be a college graduate.
are elected by the directors among | (b) He must have at least five (5)
themselves. On the other hand, the years  experience in a
Compliance Officer and Internal supervisory position.

Auditor are appointed by the Board. | (c) He must be of proven moral
and ethical behavior, possess

The General Manager is appointed good leadership and |

by Senior Management and communication skills.

confirmed by the Board.

Candidates for Senior Management

are selected in the following order:

(1) from within the organization; {2)

from outside the organization.

{iv) Supervisory Officer Supervisory officers are appointed | (a) He shall be a college graduate.
by Senior Management and | (b) He shall have at least five (5)
confirmed by the Board. years experience in banking

operations.
Candidates for Supervisory Officers | (c) He/ shall have undergone
are selected in the following order: training acceptable to the BSP-
(1) from within the organization; (2) SES
from outside the organization. (d) He shall be proactive and
possess initiative
¢. Board" :

The Board is primarily responsible for the approval and oversight of management’s implementation
of bank’s strategic objectives, risk management strategies and corporate governance framework. The
Board defines the corporate culture and values of the Bank.
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d. Role, Accountabilities and Deliverables
The duties and responsibilities of the Chairman and President are defined by the Board.

Chairman

President

Role The Chairman shall ensure effective functioning of | As per by-laws, the president shall be the Chief
the board and provide leadership, including | Executive Officer of the Bank. He shall see to it
maintaining a relationship of trust. that all orders and resolutions of the Board of

Directors, all orders of the Monetary Board of the

He shall: (1) ensure that the meeting agenda focuses | Central Bank of the Philippines, and all rules and

on strategic matters including discussion on risk | regulations of the Bank are carried into effect,

appetites, and key governance concerns; {2) ensure | and shall exercise such other powers and

a sound decision-making process; (3) encourage and | perform such other duties as per prescribed for

promote critical discussion; (4) ensure that | the Office of the President in the by-laws.

dissenting views can be expressed and discussed

within the decision making process; (5) ensure that | The President shali have supervision and

the members of board of directors receive accurate, | direction of

timely, and relevant information; (6) ensure the | the day-to-day business affairs of the

conduct of proper orientation for first time directors | Corporation.

and provide training opportunities for all directors;

and (7) ensure conduct of performance evaluation | The President is accountable to the Chairman

of the board of directors at least once a year. and to the stockholders and other stakeholders
of the Corporation.

Accountabilities | (a) To establish general administrative and | (a) To recommend specific projects for the

operating policies. accomplishment of corporate objectives and
(b) Unless otherwise determined by the Board, to policies for the approval of the Chairman

attend and to act and vote in person or by proxy, and the Board.

for and on behalf of the Corporation, at any | (b) To ensure that the administrative and

meeting of shareholders of any corporation in operating policies are carried out.

which the Corporation may hold stock, and at | (c) To appoint, remove or suspend any and all

any such meeting, to exercise any and all the employees and other subordinate personnel

rights and powers incident to the ownership of of the Bank, prescribe their duties,

such stock which the owner thereof might determine their salaries and, when

possess or exercise if present. necessary, require bonds in such amounts as
(c) Toexercise such other powers and perform such he may determine, to secure the faithful

other duties and functions as the Board of discharge by said

Directors may, from time to time, assign. employees of their official trust, subject to

the approval of the Board.

(d) To prepare such statements and reports as
may be required from time to time by law
with respect to corporations organized
according to the laws of the Republic of the
Philippines.

{e) To preside at meeting of the directors and
stockholders in the absence of the
Chairman.

(f) To exercise such powers and perform such
duties and functions as may be assigned to
him by the Chairman.

Deliverables  Agenda for Meetings  Statement of Management
* Chairman’s Annual Report Responsibility for the Audited
» Statement of Management Financial Statements
Responsibility for the Audited Financial Statements | ¢ Annual Report
» Certificate of Attendance in Board Meetings * Others

s Annual Report
= Others
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e. Board Composition

Name of Director Type of Directorship | Name  of | No, of years | Number % of shares
Principal served as | Shares held to
director outstanding

shares held by
the bank

Pura C. Romero Executive >19 95,895 9.91%

Victor Z. Castillo Non-executive >19 59,935 6.19%

Santiago D. Soliven Independent >2 1

Teresita |. Hernaez Non-executive >19 6,948 T2%

Marlyne R. Galapon independent >3 1

Lorna Vicenta L. Jandoc Regular >3 1

Johnson D. Saquing independent >2 1

Note: No indirect shares held by the directors.

f. Board Qualification

Pura C. Romero - Filipino, 72 yrs old. She holds a degree in Bachelor of
Science in Social Work and Community Development from University of
the Philipines, Diliman. She passed the Board Examination for B.S. Social
Work in 1973. She is a Trustee of Jose P. Castillo Foundation, Inc. and
Treasurer. Positions held at RB Bagabag — Chairman/President/General
Manager (2003-2013); President (2017 to present); Vice President
{2014-2015); VP for Operations (2016); Chairman {2017). She was
Director of the Rural Bankers Association of the Philippines (RBAP) in
1999. She was President of the Confederation of Northern Luzon Rural
Banks in 2003-2004.

Victor Z. Castillo — Filipino, 78 years old. He is a graduate of Business
Administration at University of the East. He is the President of Jose P.
Castillo Foundation, Inc. Positions held at RB Bagabag— Cashier (1968);
Assistant Manager (16968-1969); Manager (1969-1985); Consultant
(2003-2013); VP for Operations-(2014-2015); President/Chairman
(2016). He was Director of RBAP -1995. He was Municipal Mayor of
Bagabag, Nueva Vizcaya, from 1995 to 2004.

Santiago D. Soliven — Filipino, 70 yrs old. He is a graduate of BSC major
in Accounting at Saint Mary’s College. He is a Certified Public
Accountant. Worked as Bank Examiner in Central Bank of the Philippines
now BSP from 1978 to 1994. OlC-Internal Audit Officer, Assistant
Provincial Administrator and Provincial Accountant in the Province of
Nueva Vizcaya (1994-2017). He was also elected as Director in a one
rural bank in ifugao province.
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Teresita 1. Hernaez - Filipino, 72 years old. She holds a degree in
Political Science from Dr. Nicanor Reyes Memorial Colleges, Tarlac City.
Positions held at RB Bagabag, Inc. - Loan Clerk, Teller, Loan Officer,
Officer-in-Charge, Branch Manager.

Marlyne R. Galapon — Filipino, 58 years old. She holds a degree in
Bachelor of Arts from Saint Mary’s University. Positions held at
Metrobank — Teller, Remittance Clerk, Loan Clerk, Regional Operations
Coordinator, Branch Operations Officer, Branch Manager (1988-2018).

Lorna Vicenta L. Jandoc — Filipino, 68 years old. She holds a degree in
Bachelor of Science in Medical Technology from Siliman University.
President of My Little Butterfly Children’s Learning & Therapy Center
Inc. . Monitoring & Evaluation Consultant of Women’s Health Care
Foundation (2010-2014), Senior Technical Director — Chemonics
international { 2005-2009), Chief Operating Officer — Friendly Care
Foundation Inc. (2001-2005).

Johnson D. Saquing — Filipino, 56 years old. He graduated at Saint
Mary’s University (SMU), Bayombong, Nueva Vizcaya. with a degree in
BSC major in Accounting. He held the following positions at Philippine
National Bank from 1990 to 2011:Teller, Clearing Assistant, Cash Clerk,
Remittance Analyst, Financial Analyst, Relationship Officer, Business
Manager and Branch Manager (2009-2011). He also worked as Branch
Manager of RCBC Solano from November 2011 to September 2019,
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g Committee and Committee Members

Committee

Functions (per Committee Charter)

Membership

‘Management {ManCom)

-To provide technical, informational and advisory
support to the President in the overall management of
the Bank.

-Determine initial strategy and policies of the Bank and
make recommendations on changes in existing
strategies and policies

-Review, provide guidance, discuss, on monthly
operations reports that are presented to the group that
are covered in the financial reporting or business pian
reports.

-Provide advice and guidance for any changes to the
organization structure, changes in branch expansion,
any legal matters that may arise, and senior
appointments that may be imminent

Chairman: Sherlie C. Domingo
Members:
Pura C. Romero
Rodolfo N. Guiab Jr
Ritz T. Santiago
Frank T. Bayodao Jr.
Joe Vincent B. Castillo
Dianne Kriselle B. Moreno
Richmond T. Bides

Audit and Risk Management
Committee (ARMC)

-To assess the significant risks faced by the bank.
-Oversee the bank’s financial reporting process.
-Review and recommends to the Board regarding risk
management policy; adequacy of processes for
managing risk; failure of the internal controls.

-Monitor and evaluate the adequacy and effectiveness
of the internal control system.

-Oversee the internal and external audit function.
-Oversee implementation of corrective actions.
-Investigate significant issues/concerns raised.
-Establish whistleblowing mechanism.

Chairman: Santiago D. Soliven
Members: Johnson D. Saquing
Marlyne R. Galapon

Committee

-Oversee the following: a) nomination process, b)
continuing education program «¢) performance
evaluation process d) design and operation of the
remuneration and other incentives policy.

-Advise the Board about operational strategies,
including relevant amendments to the Bank’s Bylaws, to
strengthen the organization and empower the Board.
-Devise and make recommendations for policies on
issues related to Board service and policies that reflect
best practices for overall good governance.

Chairman: Johnson D. Saquing
Members:
Lorna Vicenta L. Jandoc
Santiago D. Soliven

h. Attendance of Directors

Board Meeting:
Name No. of Meetings No. of Meetings Attended Percentage of
Held during the Attendance
year
physical / virtual
Pura C. Romero 17 16 1 100%
Victor Z. Castillo 17 15 1 100%
Teresita |. Hernaez 17 13 4 100%
Marlyne R. Galapon 17 16 1 100%
Lorna Vicenta L. Jandoc 17 10 7 100%
Santiago D. Soliven 17 13 4 100%
Johnson D. Saquing 17 16 1 100%
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Audit and Risk Management Committee:

Name No. of Meetings Held during No. of Meetings Percentage of
the year Attended Attendance
Santiago D. Soliven 3 3 100%
Johnson D. Saquing 3 3 100%
Marlyne R. Galapon 3 3 100%
i. List of Executive Officers/Senior Management
Name Position Relevant Qualifications Age | Nationality
Pura C. Romero President 5+ years of supervisory experience 72 Filipino '

experience

Sherlie C. Domingo General Manager B.S.C. major in Accounting, 5+ yrs | 51 Filipino
supervisory and managerial operations
Everlyn R. Maranan Acting Compliance | B.S. in Accountancy, 5+ yrs experience | 45 Filipino
Officer in Auditing
Jennifer M. Lacamento | Internal Auditor B.S. in Accountancy, 5+ years banking | 41 Filipino
experience
Roselyn R. Aluyen Corporate Secretary | BSC Banking and Finance, 5+ years of | 35 Filipino
_ banking experience
Richmond T. Bides Appraiser B.S. in Information Technology, 5+ | 32 Filipino
years of banking experience
Cristofer C. Rivera Cashier B.S. in Business Administration major | 30 Filipino
in Marketing Management, 5+ years of
banking experience
Rodolfo N. Guiab Jr. Manager-Lamut B.S. Management Accounting, 5+ yrs | 39 Filipino
Branch banking experience
Frank T. Boyadao Jr. Manager — Alfonso B.S. Management Accounting, 5+ yrs | 30 Filipino
_ Lista Branch banking experience
Ritz T. Santiago Manager - Diadi | B.S. Banking & Finance 5+ yrs | 43 Filipino
Branch supervisory banking experience
Joe Vincent B. Castillo Officer In Charge — | B.S. Business Administration, 5+ yrs | 51 Filipino
Villaverde Branch banking experience
Jimalyn G. Sagyawan Human Resource | BS Computer Science, 10 years of | 34 Filipino
Officer banking experience
Joseph M. Ortillano IT Head Bachelor’s degree in Information | 34 Filipino
Technology 5+ yrs banking experience
Jay Pee T. Sarmiento Security Officer B.S. in Hotel and Restaurant Mgmt, 3+ | 37 Filipino
(probationary) yrs working experience as agency
guard
Dianne Kristelle B. | General Bookkeeper | B.S. in Management Accounting and | 28 Filipino
Moreno B.S. in Accountancy, 3+ yrs banking
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j. Performance Assessment Program

Process Criteria
Board of | Annual submission Board of Directors | AS A BOARD
Directors Evaluation Form As required by regulatory authorities and as a matter of good
corporate governance practice, the Board of Directors should
conduct on a periodic basis, a review of its performance against
established criteria, for purposes of assessing its effectiveness and
as a tool in its efforts to improve its structure, composition,
practices and procedures.
a) Strategic Plan and Performance (35%)
b} Board of Directors Organization (30%)
c) Board’s Oversight of Risks (35%)
Board Annual submission of Audit and Risk Management Committee (ARMC)
Committees Self Assessment Form 1. Composition and Quality (10%)
2. Understanding the Business, Including Risks (20%)
3. Process and Procedures ( 15%)
4. Oversight of the Financial Reporting Process, including
Internal Controls (15%)
5. Oversight of Audit Functions (20%)
6. Ethics and Compliance ( 5%)
7. Monitoring Activities ( 15%)
Corporate Governance Committee (CGC)
The evaluation is conducted using the scale 1= Not all Satisfied;
Poor (NS); 2= Slightly Satisfied; Needs Improvement (SS); 3=
Satisfied; Meets Requirements (S); 4= More Satisfied; Exceeds
Requirements (MS); and 5=Very Satisfied; Oustanding (VS)
1. Committee Composition
2. Committee Responsibilities
3. Operating Practices
4. Resources and Authorities
Individual Annual submission of Self and Peer | SELF AND PEER EVALUATION
Directors  and | Evaluation Form The director and peer evaluation is intended to encourage
Peer improved performance and effectiveness of directors by
indentifying that need improvement.
1.Governance Role (20%)
2. Knowledge of the Bank and the Environment (30%)
3.Effective Behavior and Relationship (20%)
4, Contribution { 30%)
Senior The Board of Directors of the The basis for the assessment are the duties and responsibilities of
Management Corporation, in exercise of its the Chairman and President, as well as key performance

internal control functions, selects and
appoints the Senior Management who
possesses the ability, integrity and
expertise essential for the position, and
define the duties and responsibilities of
the Senior Officers who is ultimately
responsible for the Bank’'s organization
and operational controls.

The Chairman and President, are
appraised in accordance with the
Bank’s Performance Evaluation System

indicators in accordance with the Bank’s By-laws and Manual.
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k. Orientation and Education Program:

New Director:

To familiarize the newly elected director with the operations of the Bank, an orientation program is
conducted through the Office of the President. The duties and responsibilities of a director as
indicated in the MORB are being discussed, as well as an overview of the results of operations of the
Bank. Furthermore, the policies and procedures, organizational structure, the bank’s code of ethics
and business conduct, and financial position.The newly elected director is encourage to ask questions
during the one on one orientation and shall ask copy of the materials used if he needs to.

Moreover, as stated in the MORB Section 132, new director is required to attend the Seminar on
Corporate Governance for Directors.

Directors i >

The Bank recognizes its responsibility to shape and develop the knowledge, skills and attitudes of its
human resources in order to contribute to the professional development of its employees and
maintain its competitive position. In terms of approach, the Bank utilized traditional classroom,
experiential and mentoring approaches to deliver training.

A skill gap analysis is performed to identify training needs of senior management and other officers.
identified officers are nominated and sent to various trainings as part of the Bank's continuing
education program. Seminars and trainings are done in partnership with accredited training
providers.

Further, the Bank has an education benefit which provides assistance to employees who wishes to
pursue further studies. The program covers free tuition and miscellaneous expenses as well as cost
of major books. The Bank also extends educational loans, to meet the educational requirements of
the employees and their dependents.

TRAINING
NAME DATE OF TRAINING COURSE TITLE INSTITUTION
DIRECTORS:
EOMERO' PURA February 10-11, 2022 Credit Risk Management Manual: Walk-Through Session RBAP
September 9, 2022 Rural Bank Strengthening Program (RBSP) RBAP
September 28, 2022 Walk-_through Session: Generic Manual-Corporate/Strategic —_—
Planning
November 7, 2022 Self-Assessment and Capital Build-Up RBAP
Wat.e{ Environment
November 29, 2022 Training Course For Managing Head ,nc_twi: fﬁﬁf&m“”
NCR
HERNAEZ,
P RBAP
TERESITA 1. September 9, 2022 Rural Bank Strengthening Program (RBSP)
OFFICERS:
:LUYEN' L. January 12,13,28, 2022 | Best Parctices in Corporate Housekeeping Center for Global
January 13, 2022 Streng‘thenlng Compliance & Audit Functions -Internal Control RBAP
& Audit
Anti-Money Laundering/Counter-Terrorism Financing
Wiy 22,0082 (AML/CTF) Fundamentals Webinar for Covered Person (CP) | "'C
April 18, 2022 Sustainability Finance Framework/Water Inclusion RBAP
Digitalization in Rural Banking: Strategies for Financial
March £, 2022 Inclusion in the Midst of the Pandemic & Beyond el
Economic & Financial Learning Program (EFLP) for the
.Apﬁl a0, Workforce-Economic Education e
May 10, 2022 Walk-Through Session: Generic- Operation Manual RBAP
Virtual Session:Regulatory Requirements for Amending the
Shchoines 20y Mt Articles of Incorporation (AOI) & By-laws (BL) "
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November 7, 2022 Self-Assessment and Capital Build-Up RBAP
February 10-11, 2022 Credit Risk Management Manual: Walk-Through Session RBAP
BAYODAO JR.,
FRANKT. March 8, 2022 Digitalization in Rural Banking: Strategies for Financial BSP
g Inclusion in the Midst of the Pandemic & Beyond
August 25, 2022 Tax Compliance Verification Drive (TCVD) i‘:o": 4""'“"“‘"
BIDES, March 2. 2022 Implementing Rules & Regulations of RA No. 11573-DENR Adm | DENR-Land Mngt.
RICHMOND P. 4 Order No. 2021-38 Bureau
February 10-11, 2022 Credit Risk Management Manual: Walk-Through Session RBAP
implementing Rules & Regulations of RA No. 11573-DENR Adm | DENR-Land Mngt.
March 2, 2022 Order No. 2021-38 Bureau
Walk-Through Session: HR resource & Disaster Mangt. &
s Business Continuity Manual RAAR
Digitalization in Rural Banking: Strategies for Financial
n—— Wardr . 2002 Inclusion in the Midst of the Pandemic & Beyond BsP
g Responsible Borrowing & Combating Abusive Lending in the
SHERLIE C.
RS ot time of Covid 19 ik
April 18, 2022 Sustainability Finance Framework/Water Inclusion RBAP
April 22, 2022 The CIC Report & Effective Loan Mngt. Amid Covid 19 cic
Economic & Financial Learning Program (EFLP) for the
AR IR, 2022 Workforce-Economic Education il
May 10, 2022 Walk-Through Session: Generic- Operation Manual RBAP
August 10, 2022 Targeted Financial Sanctions (TFS) Webinar for Covered BSP
Persons
September 9, 2022 Rural Bank Strengthening Program (RBSP) RBAP
September 28, 2022 :\.l:rl:‘-it:grough Session: Generic Manual-Corporate/Strategic RBAP
October 24, 2022 Treasury Operation and Liquidity Management RBAP
w w Water Environment
em - . -4 Co o Association of the Phil.,
1405161748, 2002 | Sawic Trdring Course For Pallution Torttrot Officers e b
January 14, 2022 ;tr:;gtthemng Compliance & Audit Functions -Internal Control RBAP
I X REGISTRATION & Reporting Guidelines (ARRG) Webinar for !
F i Covered Transactions AL
February 22, 2022 BIR Eservices ( eBIRForms/ePAy/eFPS/eAFS) BIR
BIR Eservices ( Reconciliation of Listing for Enforcement
Februsey 24, 2002 v.2.3/Alphalist Data entry and Validation Mod v.7.0) .
Digitalization in Rural Banking: Strategies for Financial
N?arch. 8 a2 Inclusion in the Midst of the Pandemic & Beyond e
LACAMENTO, August 25, 2022 Tax Compliance Verification Drive (TCVD) Bl;;avombong-
JENNIFER M. RDO14
March 2. 2022 Implementing Rules & Regulations of RA No. 11573-DENR Adm | DENR-Land Mngt.
o Order No. 2021-38 Bureau
Anti-Money Laundering/Counter-Terrorism Financing
Febrwy 22, W12 {AML/CTF) Fundamentals Webinar for Covered Person (CP) AWRL
April 18, 2022 Sustainability Finance Framework/Water Inclusion RBAP
. Economic & Financial Learning Program (EFLP) for the
ApiZ8, 2022 Workforce-Economic Education o
May 10, 2022 Walk-Through Session: Generic- Operation Manual RBAP
ggg’gtg'n February 10-11,2022 | Credit Risk Management Manual: Walk-Through Session RBAP
January 14, 2022 g::::::rtthenlng Compliance & Audit Functions -Internal Control RBAP
MARANAN - P F
d REGISTRATION & Reporting Guidelines (ARRG) Webinar for
EVERLYN R. February 16, 2022 Coveil Transative AMLC
February 22, 2022 BIR Eservices ( eBIRForms/ePAy/eFPS/eAFS) BIR
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Anti-Money Laundering/Counter-Terrorism Financing

Febnay22. B2 (AML/CTF) Fundamentals Webinar for Covered Person (CP) i
Walk-Through Session: HR resource & Disaster Mgmt. & }
Manch 3, 2063 Business Continuity Manual il
Digitalization in Rural Banking: Strategies for Financial
March 8, a0 Inciusion in the Midst of the Pandemic & Beyond il
April 18, 2022 Sustainability Finance Framework/Water Inclusion RBAP
Regulatory Issuance 2021-01 (revised Rule & Regulations on
May 25, 2022 Record Keeping of Bank Deposits & Reportorial Reqts. From RBAP/PDIC
Banks
Economic & Financial Learning Program (EFLP) for the
Apiias, 20 Workforce-Economic Education RSP
May 10, 2022 Walk-Through Session: Generic- Operation Manual RBAP
August 10, 2022 Targeted Financial Sanctions (TFS) Webinar for Covered BSP
Persons
Octot Virtual Session:Regulatory Requirements for Amending the
0, Articles of Incorporation (AO1) & By-laws (BL) -
November 7, 2022 Self-Assessment and Capital Build-Up RBAP
REGISTRATION & Reporting Guidelines (ARRG) Webinar for
February 16, 2022 el Trenotens AMLC
MORENQ, February 22, 2022 BIR Eservices ( eBIRForms/ePAy/eFPS/eAFS) BIR
DIANNE KRISELLE BIR Eservices ( Reconciliation of Listing for Enforcement
B. Feliiany a4, a0s v.2.3/Alphalist Data entry and Validation Mod v.7.0) o
Anti-Money Laundering/Counter-Terrorism Financing
February 22, 2022 (AML/CTF) Fundamentals Webinar for Covered Person (CP) AﬂLC
August 10, 2022 Targeted Financial Sanctions (TFS) Webinar for Covered BSP
Persons
> ; . : BIR Bayombong-
August 25, 2022 Tax Compliance Verification Drive (TCVD) RDO14
11/17/2022 @ 2pm Year-End Adjustments for Private Sector g:;{oBla: pmbeng:
November 17, 2022 API-XM1Machine to Machine Connectivity Briefing BSP
g::l{:;!JOHN February 10-11, 2022 Credit Risk Management Manual: Walk-Through Session RBAP
ORTILLANO, Globe Business Learning Session on Automated Data Privacy
JOSEPH M. February 10, 2022 Astessiint CiC
November 17, 2022 API-XMLMachine to Machine Connectivity Briefing BSP
October 21, 2022 Cyber Security Awareness 2::‘50‘““ B0a.
February 22, 2022 BIR Eservices { eBIRForms/ePAy/eFPS/eAFS) BIR
BIR Eservices { Reconciliation of Listing for Enforcement
HADOIRIY24, 3002 v.2.3/Alphalist Data entry and Validation Mod v.7.0) .
Walk-Through Session: HR resource & Disaster Mangt. & ;
March 3, 2022 Business Continuity Manual o
SAGYAWAN, Digitalization in Rural Banking: Strategies for Financial
JIMALYN G. March, 2022 Inclusion in the Midst of the Pandemic & Beyond ol
April 18, 2022 Sustainability Finance Framework/Water Inclusion RBAP
April 21, 2022 Work-Life Balance RTWPB
April 28,2022 Economic & Financial l.eamil:lg Program (EFLP) for the BSP
Workforce-Economic Education
:A B0, 112 February 10-11, 2022 Credit Risk Management Manual: Walk-Through Session RBAP
August 10, 2022 Targeted Financial Sanctions (TFS) Webinar for Covered BSP
Persons
IT Intra Series for Rural Banks:Digital Banking Walkthrough-
CASTILLO,JOE | SePtember13, 2022 | ) j Enablement Session with AWS il
VINCENT B. September 28, 2022 Walk-through Session: Generic Manual-Corporate/Strategic RBAP

Planning
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l. Retirement and Succession

The Bank complies with the Section 132 of Manual of Regulations for Banks which states that” (1) A
non-executive director may concurrently serve as director in a maximum of five (5) publicly listed
companies; and (2) An independent director of a BSFI may only serve as such for a maximum
cumuiative term of nine (9) years. After which, the independent director shalf be perpetually barred
from serving as independent director in the same BSFI, but may continue to serve as regular director.
The nine (9) year maximum cumulative term for independent directors shall be reckoned from 2012.

The Board approved retirement age for a director is 80.
The Bank also has Succession Program aimed at ensuring timely availability of the required number

of employees at middle manager level and up with the necessary or required education, experience,
ambition and personal characteristics to fulfill the short and long term needs of the organization.

m. Remuneration icy and Structure for Executive, Non-Executive Directors and Senior
Management
Remuneration Policy Structure of How Compensation is
Compensation Packages Calculated
Executive The Board of Directors shall receive no more than | Fixed Remuneration As to the variable
Directors ten percent (10%) of the preceding year's net | based on industry remuneration, the net
income before income tax. Such compensation | standards, and variable | income of the
shall be apportioned among the directors in such | remuneration based on the | Corporation is the basis for the
manner as the Board, duly assembled as a board, | financial variable
may deem proper. performance of the | remuneration.
Corporation
Non- Article 11l, Section 10 of the Corporation’s Bylaws | Variable remuneration based | As to the variable
Executive provide that, as compensation, the on the financial remuneration, the net
Directors Board of Directors shali receive no more than ten | performance of the | income of the Corporation is the
percent (10%) of the preceding year's net income | Corporation basis for the variable
before income tax. Such remuneration.
compensation shall be apportioned among the
directors in such manner as the Board,
duly assembled as a board, may deem proper.
President The Board decides the compensation packages for | Fixed remuneration based on | As to the variable
Vice the President and Vice President. Senior | industry standards, variable | remuneration, the net
President, Management decides the compensation of the | remuneration based on the | income of the Bank and
Officers management officers financial performance of the | performance evaluation are the
Corporation. basis for the variable
remuneration.

n. Policies and Procedures on Related Party Transactions

Related Party Transactions:

All related party transactions must be done on an arms-length basis to safeguard the interests of the
Bank as well as the minority shareholders and other stakeholders. Transactions with related parties
are made at normal market prices and terms.

Directors, Officers and Employees are required to disclose the extent of their business interests in
order to determine any possible conflicts of interest. Failure to disclose fully is a ground for temporary
disqualification as a director.

Directors engaging in competitive business is a ground for disqualification to be a member of the
Board of Directors.

Conflict of Interest:

Conflict of interest arises if an officer, employee or close relative of an officer or employee has any
financial or business interest in the enterprise of any supplier, competitor, customer or any
organization which may benefit from decisions or actions made by the officer or the employee in the
execution of Bank’s responsibilities, and the officer or employees knowledge of the Bank’s
confidential information, actions or future plans.
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Officers and Employees:

Employees of the Bank are expected to give due time and attention in carrying out their duties and
responsibilities. The basic expectation is that the employees’ actions are made in the best interest of
the Bank. The Bank, however, acknowledges that employees may pursue outside financial, business
or other activities as long as these activities are legal and do not conflict with the regular and
conscientious performance of their company obligations and do not resuit in damage to or misuse of
Bank reputation, property, products, confidential information, influence of other resources.

Consistent with the Bank’s outlook and approach on employee discipline, the Bank lays the
accountability in the hands of the officers and employees to disclose possible conflicts of interest. Any
possible conflicts of interest must be disclosed by the officer or employee involved to his or her
immediate superior who will, in turn, review and resolve the conflict situation based on guidelines
and in consultation with Management.

Details of Material Related Party Transaction:

No transaction with related party.

o. Self-Assessment Functions:

(i) Internal Audit and Compliance Functions:
The Bank is committed to establish and maintain a system of Internal Control for the efficient and
effective management of its business operations, and improve the effectiveness of risk management,
control and governance processes.

Internal control comprises any action taken by management, the board and other parties to enhance
risk management, and increase likelihood that established objectives and goals will be achieved. The
primary objectives of internal control are to ensure (1)reliability and integrity of financial and
operational information; (2) effectiveness and efficiency of operation; (3) safeguarding of assets; (4)
compliance with policies, plans, procedures, laws, regulations and contracts, and (5) accomplishment
of established objectives.

Internal Audit Compliance

Everlyn B. Reyes —
Acting Compliance Officer

Jennifer M. Lacamento -
Internal Auditor

Structure

The Internal Audit provides independent, abjective
assurance and consulting
services designed to examine, evaluate and improve
the effectiveness of internal control, risk management
and governance systems and processes, which helps
management and the BOD in protecting the Bank and
its reputation.

The Internal Audit assesses and complements
operational management, risk management,
compliance and other control functions.

The Compliance Officer facilitates the
effective management of compliance risk
by advising BOD and senior management
on relevant laws, rules and standards;
appraising personnel on compliance
issues; identifying, documenting and
assessing compliance risks, among others.

Mandate/Authority

The audit function has a formal status within the
organization. It is established by a Charter approved by
the Board of Directors that defines the Internal
Auditor's  function’s  status, authority and
independence.

The compliance function has a formal
status within the organization. It is
established by a charter approved by the
board of directors that defines the
compliance function’s status, authority

and independence.

Reporting Process

The Internal Auditor reports to the Board of Directors,
through the Audit Committee.

The ACO reports to the BOD, through the
Audit Committee.

Administratively, the ACO reports to the
President.
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{ii} Review Process the Board to ensure effectiveness and of the internal
control system

e The Board, through the Audit Committee reviews and approves the risk-based internal
audit work plans and compliance testing plans, including scope and audit
resources/expenses; and ensure that:

v the scope of its examination includes evaluation of adequacy and effectiveness of
controls on governance, operations, information systems, protection of assets and
compliance with contracts and applicable, laws, rules and regulations, and

¥ the internal auditor and compliance officer have the sufficient resources to carry out
its functions;

e The Board, through the Audit Committee, reviews the reports and communications of
independent Auditor and Compliance Officer, which shall include key findings and
recommendations, internal control ratings and status of the audit plan including planned
and completed engagements;

* |nternal controls are reviewed as necessary and the directors’ criteria for assessing the
effectiveness of the internal control system is whether the internal control fulfilled its
function.

p. Dividend Policy and Procedures:

e The Board of Directors makes dividend decisions. The Board evaluates financial performance
and decide whether, in what amount, dividends should be paid. If dividend is to be paid, the
declaration date, record date and payment date have to be established.

e At the time of declaration, the Bank shall have complied with the requirements on the
declaration of dividends set by the BSP.

e The Bank shall ensure compliance with minimum capital requirements and risk-based capital
ratios even after the dividend declaration.

q. Corporate Social Responsibility Initiatives

in fulfillment of the Bank’s social responsibility, monthly donation is given to fund the Jose P. Castillo
Foundation that aims to provide financial assistance to all public highschools and Jose P Castillo Elem,
School. During the year, the amount given to the schools were used to pay the tuition fees of poor
but deserving students, materials in the conduct of modular learning and sanitary kits.

Furthermore, the following are the significant features in the bank’s Environmental and Social Risk
Management Framework:

a) Sustainability Strategic Objectives To promote corporate accountability and transparency on the impacts
of businesses on environment and society and incorporate appropriate risk mitigation measures in overall
credit management. The risk appetite of the bank Is low since most of the borrowers are from agricuttural
sector.

b) Overview of the E & S risk management system

An ESMS helps the Bank to:

e [dentify environmental and social risk associated with clients/investees and understand the potential
impact on its portfolio;

e Systematically assess and manage environmental and social risks;

e implement the necessary steps within its risk management system including documentation and
recordkeeping;

* Monitor client/investee compliance with national environmental and social regulations and
international best practices and standards;

® Require clients/investees to implement mitigation measures for identified environmental and
social risk;
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- |dentify social and environmental business opportunities; and
« Develop a good reputation among clients/investees, investors and other relevant parties in the
financial market.

ESRM in the Credit Risk Management System

In defining the credit risk appetite of the bank, the environmental and social (E&S) risk shall be
considered. The basis for the evaluation of E&S risks shall be type of loan, location of borrower, project
and/or collateral and industry of the borrower.

c.) Products/services aligned with sustainability standards and practices
Agriculture: In the agriculture sector, if a loan application (New/Renewal/Restructuring} involves
farming/crop production activities, poultry and dairy, it has to be checked against the exclusion list, if
there is any environmentally or socially adverse agricultural practices involved such as use of pesticides,
agro-chemicals leading to top soil depletion, groundwater contamination, use of nitrogenous fertilizers
instead of organic fertilizers leading to nitrous oxide emissions etc. Agribusiness invoiving sorting,
packaging, distribution and sales will not require completing ESDD checklist.
MSME: In the micro/small enterprise category sector, if the following activities are involved, then a loan
application worth above PhP 500 thousand will be subject to due diligence using generic ESDD checklist,
in addition to the exclusion list, even if the loan amount is less:

a. Washing, dyeing and finishing units of RMG sector (water, chemical pollution)

Small steel re-rolling mills (operational health and safety, thermal, air pollution)

Brick kilns (air pollution, child labour, burning of fossil fuel)

Units for tanning, dressing and dyeing of leather and fur (water, chemical, air poliution)

Pesticides, agrochemical and nitrogen manufacturing units (land contamination, water, air

pollution)

Chemicals and chemical products manufacturing units (safety, pollution)

Rubber and plastic products manufacturing units (pollution)

Batteries and accumulators manufacturing units (chemical pollution)

®ao0o
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All loan applications (New/Renewal/Rescheduling/Restructuring) in the medium enterprise
sector will have to undergo E&S due diligence as per the generic or sector specific ESDD checklist.

Trade, Retail and Microfinance: For all trade, retail and microfinance only the exclusion list will have to
be consulted. Any transaction in the Exclusion List will have to be terminated.

d) Breakdown of E&S risk exposures of the bank per industry or sector Environmental Risk
Environmental issues may present themselves as temporary or permanent changes to the
atmosphere, water, and land due to human activities, which can result in impacts that may be either
reversible or irreversible. The following are the types of risks that may arise due to client's business
operation. The intensity and degree of risks will vary as per the type of industry, scale and location,
manufacturing processes adopted, etc.

o Air emissions and ambient air quality, Energy use and conservation, Wastewater and water quality,
Water use and conservation, Hazardous materials use, Land contamination. Biodiversity and natural
resources

Social Risk
Social issues may emerge in the workplace and may also impact surrounding communities.
Performance in the areas listed below can represent social risks to the client's operation:
elabour and working conditions, Occupational health and safety, Community heaith, safety, and
security, Land acquisition and involuntary resettlement, indigenous peoples, Cultural heritage

e) information of the existing and emerging E & S risk and their impact on the bank E&S risks on the
Operational Management System
E&S risks events can cause severe disruption to the bank’s operations. For example, severe weather
events could adversely impact business continuity, offices, processes, and staff that could lead to
financial losses. On the other hand, social risk concerns such as public health issues, labor issues,
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and human rights violations can result to vacancies, absenteeism or affect personnel morale which
can adversely impact operations.
f) Other initiatives to promote adherence to internationally recognized sustainability standards and
practices
E&S Due Diligence:
e Review the project’s compliance with applicable national environmental and social
regulations;
* Review the project’s track record on environmental and social issues, in terms of
potential non-compliance with national regulations or negative publicity;
e Review the project’s compliance against international standards or industry best practice
regarding environmental and social issues; and
e Documenting all required information. Every loan file should have a fully completed E&S
checklist, copies of all permits, clearances (DENR clearance certificate, BFP clearances,
ESAP, E&S Covenants in loan agreement and after disbursement subsequent supervision
reports.
g) Progress of Implementation of initiatives undertaken to integrate sustainability principles in
their governance framework, risk management system, business strategy and operations.

On the otherhand, the Bank approved the Environmental and Social Risk Management Framework
last July 23, 2020, as per B.R. No. 22, S. 2020. On january 14, 2022, the transition plan was approved
as-a guide for the attainment of the desired objective. Moreover, the existing Environmental and
Social Risk Management Framework was amended to promote corporate accountability and
transparency on the impacts of businesses on environment and society and incorporate
appropriate risk mitigation measures in overall credit management.

Even before the mandate from BSP, the bank is compliant with the solid waste management system
and an advocate of protecting the environmment. As a matter of fact, most of the Internal reports
are printed on the back of used bond papers to help minimize the cutting of trees for paper
production. Transactions outside the bank that require transport were also trimmed down and on
a scheduled basis to minimize greenhouse gases that is currently damaging the environment.

r. Consumer Protection Practices:
The Bank recognizes the value of consumer protection as the consumers are fundamental to its
operations. It is imperative that at all times, the Bank must adhere to the highest service standards
and responsible dealings with consumers to mitigate risk of financial harm or loss to consumers.

(i) Role and Responsibility of the BOD and Senior Management

Board
Directors

of

e The BOD has the ultimate responsibility for the level of customer risk assumed by the Bank. Accordingly,
the Board approves the Bank’s overall business strategies and significant policies, including those related to
managing and taking customer risks.

e The BOD takes steps to develop an appropriate understanding of the customer risks it faces through
briefings from auditors and experts external to the organization.

e The BOD provides clear guidance regarding the level of customer protection risk acceptable to the Bank and
ensures that senior management implements the procedures and controls necessary to comply with the
policies that have been adopted.

o The BOD is responsible for developing and maintaining a sound Customer Protection Risk Management
System that is integrated into the over-all framework for the entire product and service life-cycle.

& Each director has a level of knowledge commensurate with the nature of his or her role in managing the
Bank’s customer protection program. This can be done through attendance to trainings and seminars,
interaction with experts and regulatory personnel knowledgeable to this line.

e The Board reviews and approves appropriate customer protection policies to limit risks inherent in the
Bank's significant business lines, activities, or products, including ensuring effective oversight of any third-
party providers that provide products and services for the Bank.

e The BOD periodically reviews and approves customer protection risk exposure limits to conform to any
changes in the Bank’s strategies and addresses the extent of protection assumed by the customers when
new products are introduced.
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# Senior management is responsible for implementing a program to manage the customer compliance risks

Management associated with the Bank's business model, including ensuring compliance with laws and regulations on
both a long-term and a day-to-day basis.

* Accordingly, management should be fully involved in its activities and possess sufficient knowledge of all
major products to ensure that appropriate risk controls are in place and that accountability and lines of
authority are clearly delineated.

» Senior management also is responsible for establishing and communicating a strong awareness of, and need
for, effective customer protection risk controls and high ethical standards.

Board of | » The BOD and Senior Management periodically review the effectiveness of the Customer Protection Risk
Directors and Management System (CPRMS) including how findings are reported and whether the audit mechanism in
Senior place enable adequate oversight.

Management | ® The BOD and Senior Management must ensure that sufficient resources are devoted to the customer

protection program.

¢ They must be certain the FCP weaknesses are properly addressed and corrective actions are taken in a
timely manner.

e The Board and Senior Management are sufficiently familiar with and are using adequate record keeping and
reporting systems to measure and monitor the major sources of customer risk to the Bank.

* The Board and Senior Management ensure that the depth of staff resources is sufficient to operate and
manage the Bank's customer protection activities soundly and that employees have the integrity, ethical
values, and competence that are consistent with a prudent management philosophy and operating style.

e The Board and Senior Management anticipate and respond to customer protection risks that may arise from
changes in the Bank’s competitive environment and to risks associated with new or changing regulatory or

iegal requirements.

{ii) Consumer Protection Risk Management System
The Financial Customer Protection {FCP) framework is the guiding document of the Bank to deliver
the required level of fair treatment, honesty, transparency and commitment to its customers.

The Bank follows key protection principles in building up its good relations to its clients. Each principle
is embedded in its operations, such as;

e client education of their obligation on repayment of their loans,

e the disadvantages on their part when their loans become past due,

e disclosure of their principal, interest rates, insurance and any other charges

e credit extension, if necessary

¢ renewals and the benefit of paying part of the principal every renewal

e benefits derived from opening and regularly depositing to a savings account and

o other banking activities involving the participation of the clients that is beneficial to the clients

as well as to the Bank.

The Bank ensures that the principles are carried out effectively and efficiently by its employees
through proper and regular orientation of bank products and services and training on policies and
procedures.

The Customer Protection Risk Management System (CPRMS) is a means by which a Bank can identify,
measure, monitor and control customer protection risks inherent in its operations. The risks belong
to the financial customer or the Bank. The CPRMS is proportionate to the size, structure and
complexity of operations. It provides the foundation for ensuring the Bank’s adherence to CP
standards of conduct and compliance with customer protection laws, rules and regulations in order
to prevent risk to the Bank and any harm or financial loss to the customer.

The Bank has policies and procedures to address the different identified risks of financial customer
protection. These are in-placed in different standards to protect the customer during the life-cycle of
his/her relationships with the Bank. They are embedded in different aspects of operations of the
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Bank as emboldened either in Bank’s manuals, forms, advertisements, websites or posters installed
at the lobby or other places as the Management deems fit.

(iii) Consumer Assistance Management System
Structure:
The Bank follows its existing operational channel in handling customer complaints. It has designated

its Branch Managers to serve as the Customer Assistance Officers (CAOs). The CAOs reports to the
President for the latter to present and discuss the report on complaints to the Board which will
provide action based on the recommendations of the CAQOs and/or the VP Operations. The structural
chart for CAMS is presented below:

Board of Directors

Pura C. Romero
President

|

Joschelie S. Afalia
Customer Service Officer

BMs/CAOs BMs/CAOs

Roles of Customer Assistance Officer (CAO)
The Branch Managers who are designated as CAOs s have the following functions and responsibilities:

1. Receives and acknowledges customer concerns, either complaint or request. A Complaint/Request
Form is to be provided to the customer to file the complaint with the Bank;

2. Records customer’s concerns in a logbook. A database of concerns is encoded in the computer.

3. Makes an initial review and investigation of concerns of the customer. He/ She sees to it that the
primary cause of the customer’s concern is identified properly;

4. Processes concerns of the customer. The CAO shall immediately address the concern of the
customer. If the concern requires Head CAQ’s assistance or from the VP, send immediately the
concern to them;

5. Provides official reply to the customer. The reply shall be approved by the Head CAO and the VP
for Operation;

6. In order to determine whether the Bank has satisfactorily addressed the concern of the customer,
requests client feedback;

7. Prepares and submits a summary report to Head Customer Assistance.

Customer Assistance Channels
Customers may lodge their complaints or requests to any of the Bank’s channels:
a} walk-in or personal visit b} letter or e-mail c) telephone

Each branch of the Bank maintains Customer Assistance Help-Desk with the Bank’s cell phone
number as its hotline for customer concerns and service. The Branch Managers will be designated as
the Customer Assistance Officer in charge of the Customer Assistance Help-Desk.
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The Bank has a “Suggestion Box” placed in a conspicuous place or at the desk of the Branch Manager
which is accessible to all clients where the customer can provide comments or concerns. On a daily
basis, the Branch Manager opens this box and responds to the concerns or suggestions of clients.

The Bank provides special lane/Teller for senior citizen, customer with disabilities (CWDs),
pregnant women, women with children as part of its prioritization scheme in serving customers.

The Bank also provides alternative mode of resolution, such as; conciliation, mediation and
arbntrat:on in order to achieve, settlement of issues at the Bank’s/branch’s level.

f . RESPONSE PERSON IN CHARGE
| Approach the Customer Assistance \

1 _ _Ofﬁcer(CﬂD} ) 1 minute Customer Assistance Officgr

2 Fill-out the Complaint Form 30 minutes Custorer Assistance Officer Complaint Form
| Submit the Complaint Form to Customer | 1-3 minutes Customer Assistance Officer Complaint Form
| Assistance Officer

a ! Refer the Complaint to the Head CAD . Within | Customer Assistance Officer = Complaint Form

1Dy S| S
mvesuszte the complaint or request Within Customer Assistance Officer

5 . : 2Day | e e i g
. Analyze the nature of complaints and . Within | Memo

6 | prepare the recommended solution(s) 4 Days Head CAO (Area Head)

| Review and approve the recommended | Within =

| solutions . 7Days VP/President Memo

8 Provide official reply to the Customer. Within = Customer Assistance Officer Letter

9 Days

6. Corporate Information:
a. Organizational Structure:

rerpee

B3 ===l
FHLIE IR L e
Bl nm«ﬂ“‘l
=
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Name of Key Officers Paositions
Pura C. Romero President
Roselyn R. Aluyen Corporate Secretary

Sherlie C. Domingo

General Manager

Everlyn R. Maranan

Acting Compliance Officer

Jennifer M. Lacamento Internal Auditor
Richmond T. Bides Appraiser
Cristofer C. Rivera Cashier

Dianne Kriselle B. Moreno

General Bookkeeper

Jimalyn G. Sagyawan

Human Resource Officer

Frank T. Bayodao Jr.

Branch Manager

Ritz T. Santiago

Branch Manager

Rodolfo N. Guiab Jr.

Branch Manager

Joe Vincent B. Castillo Officer In Charge
Joseph M. Ortillano IT Head
Jay Pee T. Sarmiento Security Officer (probationary)

b.List of Stockholders:
Name of Stockholder Nationality % of stockholdings Voting status
Douglas Z. Castillo Filipino 24.76% votes in person
Pura C. Romero Filipino 9.91% votes in person
Adelle C. Romero Filipino 7.43% votes in person
Camille R. Cueto Filipino 7.43% Votes via proxy
Victor Z. Castillo Filipino 6.19% votes in person
Joe Vincent B. Castillo Filipino 6.19% votes in person
Jeffrey Patrick B. Castillo Filipino 6.19% votes in person
Jennifer Magdalena C. Pingul Filipino 6.19% votes in person
Vincent Z. Castillo Filipino 4.95% votes in person
Veronica G. Castillo Filipino 4.95% votes via proxy

| Regina Joelle G. Castillo Filipino 4.95% votes via proxy
Genevieve Isabelle G. Castillo Filipino 4.95% votes via proxy
Valerie G. Castillo Filipino 4.95% Votes via proxy
Teresita |. Hernaez Filipino 72% votes in person
Lorna P. Bugayong Filipino .23% votes in person
Marlyne R. Galapon Filipino votes in person
Lorna Vicenta L. Jandoc Filipino votes in person
Johnson D. Saquing Filipino votes in person
Domingo D. Soliven Filipino votes in person
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¢. Products and Services offered

Savings Deposit — interest-bearing account that can be withdrawn on demand or without any notice.

Certificate of Time Deposit — an account that pays higher than savings account interest rates and cannot be
withdrawn before a set date or for which notice of withdrawal is required. Interest ranges from 1.75% to 3.5%
per annum.

Agrarian Reform Credit — loans granted to agrarian reform beneficiaries for agricultural and agrarian reform
purposes. Interest rates ranges from 12%-15% per annum for titled collateral and 21% for unsecured loans. It
has a minimum term of 30 days and maximum term of 180 days. Eligible borrowers are the Agrarian Reform
beneficiaries, farm organizations or cooperatives. The Bank collects service fees and other bank charges at a
rate approved by the Board.

Other Agricultural Credit — loans granted to borrowers for agriculture-related businesses or activities. It has a
minimum term of 30 days and maximum term of 180 days at an interest rate of 12%-15% per annum for titled
collateral and 21% for unsecured loans. Eligible borrowers includer farmers, fishermen, poultry and hog raisers,
cattle, goat and livestock breeders. The Bank collects service fees and other bank charges as approved by the
Board.

MSME Loans - loans granted to major sectors of the economy, namely: industry, trade, services, including the
practice of one’s profession, the operation of tourism-related establishments, and agri-business, which for this
purpose refers to any business activity involving the manufacturing, processing, and/or production of
agricultural produce, whether single proprietorship, cooperative, partnership or corporation.

Housing Loans — loans granted to borrowers to finance acquisition of lot for residential purposes, construction
and improvement of house.

Salary-Based Consumption Loans - unsecured loans for a broad range of consumption purposes, granted to
individuals mainly on the basis of regular salary, pension or other fixed compensation, where repayment would
come from such future cash flows.

Auto Loans - This refers to loans granted to individuals for the acquisition of automobiles primarily for personal
use.

Motorcycle Loans - This refers to loans granted to individuals for the acquisition of motorcycles primarily for
personal use.

Other Consumption Loans - loans granted to individuals to finance other personal and household needs such
as purchase of household appliances, furniture and fixtures and/or to pay taxes, hospital and educational bills
on the basis and under a repayment scheme other than those described under salary-based general-purpose
consumption loans
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d. Bank website: rbbagabag.wordpress.com

e. List of Banking Units:

Branch Address Contact Details

Bagabag (Head Office) San Pedro, Bagabag, Nueva | (078) 3322013
Vizcaya rbbagabag@rbap.org

Lamut Branch Pob. West, Lamut, Ifugao 0936 118 6503

Alfonso Lista Branch Sta. Maria, Alfonso Lista, Ifugao 0905 742 5059

Diadi Branch Poblacion, Diadi, Nueva Vizcaya 0935 847 0604

Villaverde Branch Ibung, Villaverde, Nueva Vizcaya | 0935 305 8241

7. Audited Financial Statements (AFS) with Auditor’s Opinion:

The financial statements of Rural Bank of Bagabag (N.V.), Inc. for the year 2022 were audited by Alas,

Oplas & Co., CPAs. (Please see the attached AFS)
Part Ii: Disclosures in the Annual Reports and Published Statement of Condition

1. Tier 1 capital and breakdown of its components:

Paid up commeon stock: 96,807,300.00
Retained Earnings: 78,832,326.00
Total Tier 1 capital 175,639,626.00

2. Tier 2 capital and breakdown of components:

General Loan Loss Provision: 2,681,977.00
Total Tier 2 capital 2,681,977.00
3. Deductions from Tier 1 and Tier 2 capital: 6,679,166.00
4. Total Qualifying Capital: 171,642,438.00
e Capital requirement for credit risk: 57,622,801.00
e Capital requirement for market risk: 0.00

5. Capital requirement for operational risk: 9,946,442.00
6. Total and Tier 1 capital adequacy ratio:

Tier 1 CAR 25.01%
Total CAR 25.40 %
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Rvsel Bond of Hogatag (N V) S

Bagabag, Nueva Vizcava

STATEMENT OF MANAGEMENT S RESPONSIBILITY
FOR FINANCIAL STATEMENTS

The Management of RURAL BANK OF BAGABAG (N.V.), INC. (the “Bank"), is responsible for the
years ended December 31, 2021 and 2020, in accordance with the prescribed financial reporting framework
indicated therein, and such internal control as management determines is necessary to enable the
preparation of financial statemants that are free from material misstatement, whether due to fraud or enor,

In preparing the financial statements, management is responsibie for assessing the Bank's ability to
continue as a going concem, diSCiosing, as appiicabie matters reiated 10 going concem and using the going
concem basis of accounting unless management either intends to liquidate the Bank or to cease operations,
or has no realistic altemative but to do so

The Board of Directors is responsible for overseeing the Bank's financial reporting process.
The Board of Directors reviews and approves the financial statements including the schedules attached
therein, and submits the same to the stockholders.

Alas, Oplas & Co., CPAs, the independent auditor appointed by the stockholders for the years ended
December 31, 2021 and 2020, has audited the financial statements of the Bank in accordance with
Philippine Standards on Auditing, and in its report to the stockholders, has expressed its opinion on the
faimess of presentation upon completion of such audit.
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Bagabag, Nueva Vizcava

STATEMENT OF MANAGEMENT'S RESPONSIBILITY
FOR ANNUAL INCOME TAX RETURN

The Management of RURAL BANK OF BAGABAG (N.V.), INC., is responsible for all information and
representations contained in the Annuai income Tax Retum for the year ended Uecember 31, 2021.
Management is likewise responsible for all information and representations contained in financial
statements accompanying the Annual Income Tax Retum covering the same reporting period. Furthermora,
the Management is responsible for all information and representations contained in all other tax returns
filed for the reporting period, inciuding, but not limited, to the value added tax andfor percentage tax retums,
withholding tax returns, documentary stamp tax retums, and any and all other tax retums.

in this regaid, the Management affinms that the altached audited financial stalements for the years ended
December 31, 2021 and 2020, and the accompanying Annual income Tax Retum are in accordance with
tha books and records of RURAL BANK OF BAGABAG (N.V.), INC. complete and cormect in all material

respects. Management likewise affirns that:

(a) The Annual Income Tax Retumn has been prepared in accordance with the provisions of the
National internai Revenue Code, as amended, and pertinent tax regulations and other issuances
of the Department of Finance and the Bureau of Intemnal Revenus,;

(b) Any disparity of figures in the submitted reports arising from the preparation of financial statements
pursuant to financial accounting standards and the preparation of the income tax return pursuant
to the tax accounting rules has been reported as reconciling items and maintained in the Bank’s
books and records in accordance with the requirements of Revenue Reguiations No. 8-2007 and

{c) RURAL BANK OF BAGABAG (N.V.), INC., has filed all applicable tax retums, reports and
statements required to be filed under Philippine tax laws for the reporting period, and all taxes and
other impositions shown thereon to be due and payabie have been paid for the reporting period,

n except ﬂ)oaemntesnedhgoodlaim_

Signed this __13™ day of __fpnl 2022
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Alas Oplas & Co., CPAs

Alas Oplas & Co., CPAs
Makati Head Office

WWF Philippne AXA Lite Cantre
1286 Sen. il Puyat Avenue
Makali City, Pufippines 1200
Phone: (632) T799-5090 / %
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INDEPENDENT AUDITORS' REPORT
TO ACCOMPANY FINANCIAL STATEMENTS FOR FILING WITH THE
BUREAU OF INTERNAL REVENUE

To lhe Stockihwiders and the Board of Direciors
RURAL BANK OF BAGABAG (N.V.), INC.
65A National Highway. San Pedro

Bagabag, Nueva Vizcaya

We have examined the financial statements of RURAL BANK OF BAGABAG (N.V.), INC. for the years ended
December 31, 2021 and 2020, on which we have rendered the attached report dated April 13, 2022.

in compliance with Revenue Regulation V-20, we are stating that no partner of our Firm is related by

ALAS, OPLAS & CO, CPAs

BOA Registration No. 0190. valid from September 4. 2019 to October 30 2022

BIR A N. 08-001026-000-2021, issued on January 11, 2021, effective until January 10, 2024

SEC A.N. (Firm) 0190-SEC, Group A, issued on October 21, 2021; valid for 2021 to 2025 audit period
TinN 002-013-406-000

By

Pppal—
RYAN A SABLIG
Pariner
CPA License No. 0111183
BIR A.N. 08-006531-001-2020, 1issued on February 24, 2020, eftective until February 23, 2023
SEC AN. (Individual) 111183-SEC, Group A, issued on February 4, 2021, valid far 2020 ‘0,_ 2024 audit period
TIN 232-158-286-000 ;
PTR No 8852806, issued on January 4, 2022, Makati City
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Alas Oplas & Co., CPAs

Alas Oplas & Co, CPAS
Makati Head Ottice

10F Phitippine AXA Life Centre
1 Puyat Avenue

INDEPENDENT AUDITORS’ REPORT

I Ty Philippies 101

Phone: (632} TT59-5090 / 92

i mast: aocheadoificecalasopiascpas com
www Alasoplascpas com

Fodeporsdent Membor of

T6 the Stockholders and the Board of Direclors BKR
RURAL BANK OF BAGABAG (N.V.), INC.

65A National Highway, San Pedro

Bagabag, Nueva Vizcaya

T
it tliia

Qualified Opinion

We have audited the financial statements of RURAL BANK OF BAGABAG (N.V.), INC.
(the “Bank”) which comprise the statements of financial position as of December 31, 2022 and 2021, and
the related statements of comorehensive income, statemente of changes in equity and statements of cach
flows for the years then ended, and notes to the financial statements, including a summary of significant
accounting policies.

in our opinion, except for the effect on the financial statements of the matters described in the basis for
qualified opiniocn paragraph, the financial statements present fairly, in all material raspects, the financial
position of the Bank as at December 31, 2022 and 2021, and its financial performance and its cash flows
for the years then ended in accordance with Philippine Financial Reporting Standard (PFRS).

Basis for Qualified Opinion

As disclosed in Note 4 to the financial statements, the Bank did not adopt PFRS 9, Financial Instruments,
which provides new guidelines in the classification and measurement of financial instruments and
introduces a forward-looking expected credit loss (ECL) model on impairment of debt financial assets not
ciassified as at fair vaiue through profit or ioss and ioan commitments and financial guarantee contracts.
As of December 31, 2022 for classification and measurement, the Bank retzined the requirements based
on PAS 39, Financial instruments. Recognition and Measurement. For impairment, the Bank adopted
Appendix 15 of the Manual of Regulations for Banks (MORB) that provides guidelines for provisioning
based on number of days past due, coilaterals, and type of loan, which are inconsistent with the
requirements of the new standard, and as a result, any adjustments related to surplus, allowance for credit
lnsses and related deferred tax agsete as at January 1, 2018 December 31 2022 and 2021 have not been
determined due to certain limitations

We conducted our audit in accordance with Philippine Standards on Auditing (PSAs). Our responsibilities
under those standards are further described in the Auditors’ Responsibilities for the Audit of the Financial
Statements section of our report. We are independent of the Bank in accordance with the ethical
requirements that are relevant to our audit of the financial statements in the Philippines, the Code of Ethics
for Professional Accountants in the Philippines, and we have fulfilled our other responsibilities in
accorgance with these requirements. We beiieve that the audit evidence we have obtained is sufficient and
appropriate to provide a basis for our opinion.

Other Matter

In 28?2, the Bank adopted PFRS 16, Leases. Prior to 2022, the Bank applies PAS 17 for its lease
transactions which became the basis of qualified opinion for the year ended December 31, 2021

Offices: Makati Cily » Aiabang « Cavite » Ortigas « Taguig City » Las Finas City » Santiago City » Bacolod City = lioilo City



Alas Oplas & Co., CPAs

Responsibilities of Management and Those Charged with Governance for the Financial Statements

Management is responsible for the preparation of the financial statements in accordance with Philippine
Financiai Reporiing Standards, and for such internal control as management determines is necessary o
enable the preparation of financial statements that are free from material misstatement, whether due to
fraud or error.

In preparing the financial statements, management is responsible for assessing the Bank's ability to
continue as a going concern, disclosing, as applicable, matters related to going concern and using the
going concern basis of accounting unless management either intends to liguidate the Bank or to cease
operations, or has nc realistic alternative but to de so.

Those charged with governance are responsible for overseeing the Bank's financial reporting process.
Auditor’s Responsibilities for the Audit of the Financial Statements

Our objectives are to obtain reasonable assurance about whether the financial statements as a whole are
free from material misstatement, whether due to fraud or error, and to issue an auditor's report that
includes our opinion. Reasonable assurance is a high level of assurance, but is not a guarantee that an
audit conducted in accordance with PSAs will aiways detect a material misstatement when it exists.

Misstatements can arise from fraud or error and are considered material if, individually or in the aggregate,
they could reasonably be expected to influence the economic decisions of users taken on the basis of
these financial statements.

As part of an audit in accordance with PSAs, we exercise professional judgment and maintain professional
skepticism throughout the audit. We also:

* ldentify and assess the risks of material misstatement of the financial statements, whether due fo
fraud or error, design and perform audit procadures responsive to those risks, and obtain audit
evidence that is sufficient and appropriate to provide a basis for our opinion. The risk of not detecting
a material misstatement resulting from fraud is higher than for one resulting from error, as fraud may
involve collusion, forgery, intentional omissions, misrepresentations, or the override of internal
control

* Obtain an understanding of internal control relevant to the audit in order to design audit procedures
that are appropriate in the circumstances, but not for the purpose of expressing an opinion on the
effectiveness of the Bank's internal control.

* Evaluate the appropriateness of accounting policies used and the reasonableness of accounting
estimates and related disclosures made by management.

+ Conciude on the appropriateness of management's use of the going concern basis of accounting
and, hased on the audit evidence obtained, whether a material uncertainty exists related to events or
conditions that may cast significant doubt on the Bank’s ability to continue as a going concern. If we
conclude that a material uncertainty exists, we are required to draw attention in our auditor's report
to the refated disclosures in the financial statements or, if such disclosures are inadequate, to modify
our opinion. Our conclusions are based on the audit evidence obtained up to the date of our auditor's
repert. However, future events or conditions may cause the Bank fo cease o continue as a going
concern.

* Evaluate the overall presentation, structure and content of the financia! statements, including the
disclosures, and whether the financial statements represent the underlying transactions and events

_in accordance with PFRS.

We communicate withrthose charged with governance regarding, among other matters, the planned scope
andtiming of the audit and significant audit findings, including any significant deficiencies in internai control
that we identify during our audit.
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Alas Oplas & Co., CPAs

The Supplementary Information Required under Banko Sentral ng Pilipinas (BSP) Circular No. 1074
and Revenue Regulation No. 15-2010

Our audil was conducled for the purpose of forming an opinion on the basic financial statements taken as
a whole The supplementary information required under BSP Circular No. 1074 in Note 32 and Revenue
Regulations Nos. 15-2010 on taxes, duties and license fees paid or accrued during the taxable year in
Note 31 to the financial statements are presented for purposes of filing with the BSP and Bureau of Internal
Revenue, respectively, and is nol a required part of the basic financlal statements. Such information is the
responsibility of the management of RURAL BANK OF BAGABAG (N.V.), INC. The information has been
subjected to the auditing procedures applied in our audit of the basic financial statements. In our opinion,
the information is fairly stated in all material respects in relation to the basic financial statements taken as
a whole.

ALAS,CPLAS&CO,CPAs

BOA Registration No. 0190, valid from October 31, 2022, to February 18, 2025

BIR A N. 08-001026-000-2021, issued on January 11, 2021, effective until January 10, 2024

SEC AN. (Firm) 0190-SEC, Group A, issued on October 21, 2021, vaiid for 2021 to 2025 audit penod
TiN 002-013-406-000

By:
' e

RYAN A. SABUG

Partner

CPA License No. 0111183

BIR A.N. 08-001026-004-2023, issued on February 9, 2023, effective until February 8, 2026

SEC AR (indbadual) 111183-5EC, Group A, issued on February 4, 2021, valid for 2020 to 2024 audit penod
TiN 232-158-288-000

PTR No. 9565190, issued on-January 3, 2023, Makati City

April 13,2023
Makati Gity, Philippines
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RURAL BANK OF BAGABAG (N.V.), INC.
STATEMENTS OF FINANCIAL POSITION
DECEMBER 31, 2022 AND 2021

in Philippine Peso
Notes 2022 2021
ASSETS
Cash and other cash items 8 17,023,055 17,330,053
Due from Bangko Sentral 9
ng Pilipinas 12,777,275 12,923,985
Due from other banks 10 100,359,105 126,850,223
Held-to-maturity financial
assets 11 39,221,036 34,221,036
Loans and other
receivables — net 12 424 183,846 399,950,121
Bank premises, furniture,
fixtures and equipment —
net 13 15,018,218 7,715,118
intangible assets — net 14 242,930 302,570
investment properties — net 15 29,139,076 25,302,226
Deferred tax asset 23 9,084,203 6,930,404
Other assets — net 16 7,765,883 7,110,300
TOTAL ASSETS 654,814,627 638,636,036
LIABILITIES AND EQUITY
LIABILITIES
Deposit liabilities 17 423,981,700 443,518,468
Deferred tax liability 23 - 251,237
Income tax payable 3,616,704 2,532,188
Other liabilities 19 20,574,533 10,014,046
Total Liabilities 448,172,937 456,315,939
EQUITY
Common stock 20 96,807,300 96,807,300
Surplus reserves 20 148,000 148,000
Stock dividend distributable 20 30,010,046 30,010,046
Surplus free 79,676,344 55,354,751
Total Equity 206,641,690 182,320,097
TOTAL LIABILITIES AND
_EQUITY 654,814,627 638,636,036
See Notes to Financial

Statements.




RURAL BANK OF BAGABAG (N.V.), INC.

STATEMENTS OF COMPREHENSIVE INCOME
FOR THE YEARS ENDED DECEMBER 31, 2022 AND 2021

In Philippine Peso
Notes 2022 2021

INTEREST INCOME
Due from other banks 10 207,112 320,554
Held-to-maturity financial assets 1 676,306 1,232,306
Loans and other receivables 12 72,437,162 61,172,948

73,320,580 62,725,808
INTEREST EXPENSE
Deposit liabilities 17 (5,064,508) (4.713,320)
Bills payable 18 - (17,801)

(5,064,508) (4,731,121)
NET INTEREST INCOME 68,256,072 57,994,687
OTHER INCOME 21 12,491,429 13,485,528
TOTAL OPERATING INCOME 80,747,501 71,480,215
OPERATING EXPENSES 22 (32,403,636) (31,363,120)
NET OPERATING INCOME BEFORE PROVISION 48,343,865 40,117,095
PROVISION FOR CREDIT LOSSES 26 (9,404,448) (14,278,922)
PROFIT BEFORE TAX 38,939,417 25,838,173
INCOME TAX EXPENSE 23 {(9,777,277) (5,671,789)
PROFIT 29,162,140 20,166,384
OTHER COMPREHENSIVE INCOME - -
TOTAL COMPREHENSIVE INCOME 29,162,140 20,166,384

See Notes to Financial Statements.
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STATEMENTS OF CHANGES IN EQUITY
FOR THE YEARS ENDED DECEMBER 31,
in Philippine Peso

2022 AND 2021

Stock dividend Surplus
Capital Stock distributable Reserves Surplus
(Note 20) (Note 20) (Note 20) Free Total
Balance at December 31, 2020 96,807,300 30,010,046 148,000 35,188,367 162,153,713
Comprehensive income
Profit - - - 20,166,384 20,166,384
Balance at December 31. 2021 96,807,300 30,010,046 143,000 55,354,751 182,320,097
Comprehensive income
Profit - - - 29,162,140 29,162,140
Cash dividend declared = - - (4,840,547) (4,840,547)
Balance at December 31, 2022 96,807,300 30,010,046 148,000 79,676,344 206,641,690

See Notes to Financial Statements.
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STATEMENTS OF CASH FLOWS

FOR THE YEARS ENDED DECEMBER 31, 2022 AND 2021

in Philippine Peso
Notes 2022 2021
CASH FLOWS FROM OPERATING ACTIVITIES
Profit before tax 38,939,417 25,838,173
Adjustments for:
Interest income 10,11 (883,418) (1,552,860)
Amortization 14 390,440 295,000
Income from assets acquired 15 (4,848,841) (7,047 ,405)
interest expense - fease liabilities 19 399,458 -
Depreciation 22 3,105,633 1,299,523
Provision for credit and impairment losses 26 9,404,448 14,278,922
Operating income before working capital changes 46,507,137 33,111,353
Decrease (increase) in operating assets:
Loans and other receivables (51,344,220) (58,665,895)
Other assets (655,584) 8,544,873
increase (decrease) in operating liabilities:
Deposit liabilities (19,536,768) 12,613,240
Other liabilities 11,897,272 (234,263)
Cash used in operations (13,132,163) (4,630,692)
Income tax paid (11,097,797) (11,193,096)
interest received 544,505 3,472,286
Net cash used in operating activities {23,685,455) (12,351,502)
CASH FLOWS FROM INVESTING ACTIVITIES
Proceeds form redeemed held-to-maturity financial
assets 1 - 4,000,000
Acquisition of held-to-maturity financial assets 11 {5,000,000) (20,000,000)
Acquisition of bank premises, furniture, fixtures and
equipment 13 (692,037) (819,951)
Proceeds from disposal of investment properties 15 9,009,456 9,241,076
Net cash generated from (used in) investing
activities 3,317,419 (7,578,875)
CASH FLOWS FROM FINANCING ACTIVITIES
18
Payments of bills payable - (4,446,000)
Payment of lease liabilities — principal and interest 19 (1,736,243) -
20
Dividends paid (4,840,547) -
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Net cash generated used in financing activities (6,576,790) (4,446,000)
NET DECREASE IN CASH AND CASH EQUIVALENTS (26,944,826) (24,376,377)
CASH AND CASH EQUIVALENTS AT BEGINNING OF YEAR
Cash and other cash items 17,330,053 16,767,471
Due from Bangko Sentral ng Pilipinas 12,923,985 13,045,879
Due from other banks 126,850,223 151,667,288

157,104,261 181,480,638
CASH AND CASH EQUIVALENTS AT END OF YEAR
Cash and other cash items 8 17,023,055 17,330,053
Due from Bangko Sentral ng Pilipinas 9 12,777,275 12,923,985
Due from other banks 10 100,359,105 126,850,223
130,159,435 157,104,261
See Notes to Financial Statements.



RURAL BANK OF BAGABAG (N.V.), iNC.
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2022 AND 2021

In Philippine Peso

1

CORPORATE INFORMATION

The RURAL BANK OF BAGABAG (N.V.), INC. (the “Bank”) was registered with the Philippine
Securities and Exchange Commission (SEC) with Registration No. 35902 on July 29, 1968. On
August 19, 1968, the Bank was authorized by the Bangko Sentral ng Pilipinas (BSP) to engage in
rural banking business.

The Bank was formed to carry and engage in the business of extending rural credit to small farmers
and tenants and to deserving rural industries or enterprises, to have and exercise all authority and
power, to do and perform all acts, and to transact all business which may legally be had or done by
rural banks organized under and in accordance with the Rural Banks' Act, as it exists or may be
amended; and to do all other things incident thereto and necessary and proper in connection with said
purpose within such territory, as may be determined by the Monetary Board of the Bangko Sentral ng
Pilipinas.

The Bank's principal office is located at 65A National Highway, San Pedro, Bagabag, Nueva Vizcaya
and is domiciled in the Philippines. The Bank has five (5) branches as follows:

Branches Address

Alfonso Lista Alfonso Lista, Bagabag, Nueva Vizcaya

Bagabag Bagabag, Nueva Vizcaya

Diadi Diadi, Nueva Vizcaya

Lamut Lamut, lfugao

Villaverde Villaverde, Nueva Vizcaya
BASIS FOR THE PREPARATION AND PRESENTATION OF FINANCIAL STATEMENTS
2.01 Statement of Compliance

The financial statements of the Bank have been prepared in accordance with Philippine Financial
Reporting Standards (PFRSs).

PFRSs includes ali applicable PFRSs, Philippine Accounting Standards (PASs), and Interpretations
issued by the International Financial Reporting Interpretations Committee (IFRIC) as approved by
the Financial Reporting Standards Council (FRSC) and adopted by the SEC. All provisions and
requirements of PFRSs are applied by the Bank in preparation of financial statements except for
the following standards:

PFRS § Financial Instruments — for classification and measurement, the Bank retained the
requirements set under PAS 39, Financial Instruments: Recognition and Measurement while for
impairment, the Bank adopted Appendix 15 of the Manual of Regulations for Banks (MORB) that
provides arbitrary rate for provisioning based on number of days past due, collateral and type of
loan, which are inconsistent with the requirements of the new standard; and

2.02 Basis of Preparation

The financial statements are prepared on a going concern basis under the historical cost
convention, except for financial assets and financial liabilities at fair value through profit or loss
(FVTPL) and fair value through other comprehensive income (FVOCI).

2.03 Presentation and Functional Currency

Items included in the financial statements of the Bank are measured using Philippine Peso, the
currency of the primary economic environment in which the Bank operates (the “functional
currency”). All presented financial information has been rounded to the nearest Peso, except when
otherwise specified.

2.04 Use of Judgments and Estimates

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

Judgments are made by management in the development, selection and disclosure of the Bank's
significant accounting policies and estimates and the application of these policies and estimates.

The estimates and assumptions are reviewed on an on-going basis. These are based on
management's evaluation of relevant facts and circumstances as of the reporting date. Actual
results could differ from such estimates.

Revisions to accounting estimates are recognized in the period in which the estimate is revised if
the revision affects only that period or in the period of the revision and future periods if the revision
affects both current and future periods.

2.05 Going Concern Assumption
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The Bank is not aware of any significant uncertainties that may cast doubts upon the Bank’s ability
to continue as a going concern.

3. ADOPTION OF NEW AND AMENDED ACCOUNTING STANDARDS
3.01 New Standard Adopted by the Bank
PFRS 16, Leases
Lessees will no longer classify their leases as either operating or finance leases in accordance with
PAS 17, Leases. Rather, lessees will apply the single-asset model. Under this model, lessees will
recognize the assets and related liabilities for most leases on their balance sheets, and
subsequently, will depreciate the lease assets and recognize interest on the lease liabilities in their
profit or loss. Leases with a term of 12 months or less or for which the underlying asset is of low
value are exempted from these requiremenis. The accounting by lessors is substantially
unchanged as the new standard carries forward the principles of lessor accounting under PAS 17.
Lessors, however, will be required to disclose more information in their financial statements,
particularly on the risk exposure to residual value. When adopting PFRS 16, an entity is permitted
to use either a full retrospective or a modified retrospective approach, with options to use certain
transition reliefs.

The Bank has adopted PFRS 16, 'Leases’ effective January 1, 2022. PFRS 16 replaces the
guidance of PAS 17 that relate to the accounting by lessees and the recognition of almost all leases
in the balance sheet. PFRS 16 removes the current distinction between operating and financing
leases and requires recognition of an asset (the right-of-use asset) and a lease liability to pay
rentals for virtually all lease contracts. Under PFRS 16, a contract is, or contains, a lease if the
contract conveys the right to control the use of an identified asset for a period of time in exchange
for consideration.

The adoption of PFRS 16 resulted in changes in accounting policies and adjustments to the
amounts previously recognized in the financial statements. The Bank did not early adopt any
provisions of PFRS 16 in previous periods.

As permitted by the transitional provisions of PFRS 16, the Bank elected not to restate comparative
figures and adopt the modified retrospective approach with simplified right-of-use asset to transition
to the new leases standard.

The Bank recognized lease liabilities and right-of-use assets in relation to leases which had
previously been classified as 'operating leases’ under the principles of PAS 17.

» The lease liabilities were measured at the present value of the remaining lease payments,
discounted using the appropriate incremental borrowing rates as of January 1, 2022.

= The associated right-of-use assets for leases were measured at the amount equal to the
lease liability, adjusted by the amount of any prepaid or accrued lease payments relating
to certain leases recognized in the statement of financial position as at December 31, 2022.

in applying PFRS 16 for the first time, the Bank has used the following practical expedients
permitted by the standard:

(a) For all contracts entered into before January 1, 2022 and that were previously identified as
leases under PAS 17, Leases, and IFRIC 4, 'Determining whether an arrangement contains a
lease’, the Bank has not reassessed if such contracts contain leases under PFRS 16; and

{b) On a lease-by-lease basis, the Bank has:

« applied asingle discount rate to a portfolio of leases with reasonably similar characteristics;

+ relied on previous assessments on whether leases are onerous as an alternative to
performing an impairment review;

« excluded initial direct costs for the measurement of the right-of-use asset at the date of
initial application; and

« used hindsight in determining the lease term where the contract contains options to extend
or terminate the lease.

Set out below are disclosures relating to the impact of the adoption of PFRS 16 on the Bank.
a) Amounts nized in the statements of financial position

December January
31, 2022 1, 2022

8,009,631 P 9,733,896
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Right-of-use assets [

Lease liabilities:
Current 4 1,487,038 P 1,336,785
Non-current 6,910,073 8,397,111

| 8,397,111 P 9,733,896

(b) Amounts recognized in the statements of comprehensive income

2022

Depreciation expense P 1,724,265
Interest expense 399,458
P 2,123,723

When measuring lease liabilities for leases that have been classified as operating leases, the Bank
discounted lease payments using its incremental borrowing rate at January 1, 2022. The Bank has
applied incremental borrowing rate of 4.2484% to 4.8755%.

The reconciliation of operating lease commitments as at December 31, 2022 discounted using the
incremental borrowing rate as at January 1, 2022 and the lease liabilities recognized as at January

1, 2022 follows:
Operating lease commitments as at December 31, 2022
as disclosed under PAS 17 P 11,324,318
Discounted using the incremental borrowing rate
at January 1, 2022 1,590,422
Lease liabilities recognized as at January 1, 2022 | 9,733,896

3.02 New and Amended Standards and Interpretations Effective on January 1, 2022
The Bank applied for the first-time certain standards and amendments, which are effective for
annual periods beginning on or after 1 January 2022. The Bank has not early adopted any other
standard, interpretation or amendment that has been issued but is not yet effective.

3.02.01 Annual Improvements to PFRS Standards 2018-2020

PFRS 1 First-time Adoption of International Financial Reporting Standards
The amendment provides additional relief to a subsidiary which becomes a first-time adopter later

than its parent in respect of accounting for cumulative transiation differences. A subsidiary can elect
to measure cumulative translation differences for all foreign operations at the carrying amount that
would be included in the parent’s consolidated financial statements.

A similar election is available to an associate or joint venture that uses the exemption in PFRS
1:D16(a).

The amendment is effective for annual periods beginning on or after 1 January 2022, with early
PFRS 8 Financial Instruments

The amendment clarifies that in applying the ‘10 per cent’ test to assess whether to derecognize a
financial liability, an entity includes only fees paid or received between the entity (the borrower) and
the lender, including fees paid or received by either the entity or the lender on the other’s behaif.

The amendment is effective for annual periods beginning on or after 1 January 2022, with early
application permitted.

PFRS 16 Leases

The amendment removes the illustration of the reimbursement of leasehold improvements.

PAS 41 Agriculture

The amendment removes the requirement in PAS 41 for entities to exclude cash flows for taxation
when measuring fair value.

3.02.02 Amendments to PAS 37: Onerous Contracts — Costs of Fulfilling a Contract

The amendment specify that the ‘cost of fulfilling’ a contract comprises the ‘costs that relate directly
to the contract'. Costs that relate direcily to a contract can either be incremental costs of fulfilling
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that contract (examples would be direct labor, materials) or an allocation of other costs that relate
directly to fulfilling contracts (an example would be the allocation of the depreciation charge for an
item of property, plant and equipment used in fulfilling the contract).

The amendments published today are effective for annual periods beginning on or after 1 January
2022.

Property, Plant and Equipment — Proceeds before Intended Use (Amendments to PAS 16)
amends the standard to prohibit deducting from the cost of an item of property, plant and equipment
any proceeds from selling items produced while bringing that asset to the location and condition
necessary for it to be capable of operating in the manner intended by management. Instead, an
entity recognizes the proceeds from selling such items, and the cost of producing those items, in
profit or loss.

The amendments published today are effective for annual periods beginning on or after 1 January
2022,
.02.04 Amendmen PFR R to the Conceptual Framework

The changes include:

e update PFRS 3 so that it refers to the 2018 Conceptual Framework instead of the 1989
Framework;

e add to PFRS 3 a requirement that, for transactions and other events within the scope of PAS
37 or Philippine IFRIC 21, an acquirer applies PAS 37 or Philippine IFRIC 21 (instead of the
Conceptual Framework) to identify the liabilities it has assumed in a business combination;
and

e add to IFRS 3 an explicit statement that an acquirer does not recognize contingent assets
acquired in a business combination.

The amendments published today are effective for annual periods beginning on or after 1 January
2022.

3.03 Standards Issued but Not Yet Effective (Effective Beginning on or After January

1, 2023)

The new and amended standards and interpretations that are issued, but not yet effective, up to

the date of issuance of the Bank's financial statements are disclosed below. The Bank intends to

adopt these new and amended standards and interpretations, if applicable, when they become

effective.

3.03.01 Amendments to PAS 1. Classification of Liabilities as Current or Non-current

The amendments affect only the presentation of liabilities in the statement of financial position —

not the amount or timing of recognition of any asset, liability income or expenses, or the information

that entities disclose about those items. They:

= clarify that the classification of iiabilities as current or non-current shouid be based on rights
that are in existence at the end of the reporting period and align the wording in all affected
paragraphs to refer to the "right" to defer settlement by at least twelve months and make explicit
that only rights in place "at the end of the reporting period" should affect the classification of a
liability;

« clarify that classification is unaffected by expectations about whether an entity will exercise its
right to defer settlement of a liability; and

¢ make clear that settlement refers to the transfer to the counterparty of cash, equity instruments,
other assets or services.

The amendments are effective for annual periods beginning on or after 1 January 2024.

The management of the Bank is stili evaluating the impact of the new standard.

3.03.02 Amendments to PAS 8, Definition of A ing Estimates

The changes focus entirely on accounting estimates and clarify the following:

« Under the new definition, accounting estimates are "monetary amounts in financial statements
that are subject to measurement uncertainty”.

» Entities develop accounting estimates if accounting policies require items in financial
statements to be measured in a way that involves measurement uncertainty.

s Clarified that a change in accounting estimate that results from new information or new
developments is not the correction of an error, In addition, the effects of a change in an input
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or a measurement technique used to develop an accounting estimate are changes in
accounting estimates if they do not result from the correction of prior period errors.

» A change in an accounting estimate may affect only the current period's profit or loss, or the
profit or loss of both the current period and future periods. The effect of the change relating to
the current period is recognized as income or expense in the current period. The effect, if any,
on future periods is recognized as income or expense in those future periods.

The amendments are effective for annual periods beginning on or after 1 January 2023.

The management of the Bank is still evaluating the impact of the new standard.

3.03.03 Amendments to PAS 1 and PERS Practice Statement 2, Disclosure Initiative —

Accounting Policies

» An entity is now required to disclose its material accounting policy information (MAPI) instead
of its significant accounting policies (SAP);

« Explains how an entity can identify MAPI] and to give examples of when accounting policy
information is likely to be material;

e Clarified that accounting policy information may be material because of its nature, even if the
related amounts are immaterial;

¢ Clarified that accounting policy information is material if users of an entity's financial
statements would need it to understand other material information in the financial statements;
and

e Clarified that if an entity discloses immaterial accounting policy information, such information
shall not obscure material accounting policy information.

Guidance and examples are added to explain and demonstrate the application of the ‘four-step
materiality process’ to accounting palicy information.

The amendments are effective for annual periods beginning on or after 1 January 2023.

The management of the Bank is still evaluating the impact of the new standard.

3.03.04 Amendments to PAS 12 Deferred Tax related to Assets and Liabilities from a
Single Transaction

The main change is an exemption from the initial recognition exemption provided in PAS 12.15(b)
and PAS 12.24, Accordingly, the initial recognition exemption does not apply to transactions in
which equal amounts of deductible and taxable temporary differences arise on initial recognition.
This is also expiained in the newly inserted paragraph PAS 12.22A.

The amendments are effective for annual periods beginning on or after 1 January 2023.

The management of the Bank is still evaluating the impact of the new standard.

3.03.05 Amendments to PFRS 17, Insurance Contracts

The new standard requires insurance liabilities to be measured at a current fulfilment value and
provides a more uniform measurement and presentation approach for all insurance contracts.
These requirements are designed to achieve the goal of a consistent, principle-based accounting
for insurance contracts.

PFRS 17 supersedes PFRS 4 'Insurance Contracts' and related interpretations.

The FRSC amended the mandatory effective date of PFRS 17 to January 1, 2025. This is consistent
with Circular Letter No. 2020-62 issued by the Insurance Commission which deferred the
implementation of IFRS 17 by two (2) years after its effective date as decided by the IASB.

The standard is not applicable to the Bank.
Deferred Effectivity

Amendments to PFRS 10, Consolidated Financial Statements, and PAS 28 Sale or
Coniribution of Assets between an Investor and its Associate or Joint Venture
The amendments address the conflict between PFRS 10 and PAS 28 in dealing with the loss of
control of a subsidiary that is sold or contributed to an associate or joint venture. The amendments
clarify that a full gain or loss is recognized when a transfer to an associate or joint venture involves
a business as defined in PFRS 3. Any gain or loss resuiting from the sale or contribution of assets
that does not constitute a business, however, is recognized only to the extent of unreiated invesiors’
interests in the associate or joint venture.

On January 13, 2016, the Financial Reporting Standards Council deferred the original effective
date of January 1, 2016 of the said amendments until the IASB completes its broader review of the
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research project on equity accounting that may result in the simplification of accounting for such
transactions and of other aspects of accounting for associates and joint ventures.

4, SIGNIFICANT ACCOUNTING POLICIES
Principal accounting and financial reporting policies applied by the Bank in the preparation of its
financial statements are enumerated below and are consistently applied to all the years presented,
unless otherwise stated.
4.01 Financial Assets
The Bank recognizes financial assets when the Bank becomes a party to the contractual provision
of the financial instruments.
Financial assets are classified into the following specified categories: financial assets ‘at fair value
through profit or loss’ (FVTPL), ‘available-for-sale’ (AFS) financial assets, held-to-maturity (HTM)
financial assets and ‘loans and receivables’. The classification depends on the nature and purpose
for which the financial assets were acquired and is determined at the time of initial recognition.

As of December 31, 2022 and 2021, the Bank has not designated any financial asset as at FVTPL
and AFS,

e Loans and receivabies

Loans and receivables are non-derivative financial assets with fixed or determinable payments

that are not quoted in an active market. The Bank’s loans and receivables comprise cash and

cash equivalenis and loans and other receivables.

a) Cash and Other Cash items
In the statement of cash flows, cash and cash equivalents include cash and other cash
items, amounts due from BSP and due from other banks with original maturities of three
months or less from dates of placement and that are subject to insignificant risk of changes
in value.

Cash and cash equivalents are valued at face value. If a bank holding the funds of the
Bank is in bankruptcy or financial difficulty, cash and cash equivalents should be written
down to estimated realizabie value if the amount recoverabie is estimated to be lower than
the face amount.

The Bank recognizes each item of cash and cash equivalents as a current asset when the
cash is not restricted from being exchanged or used to settle a liability for at least twelve
months after the reporting date.

b) Loans and Other Receivables
Loans and other receivables are non-derivative financial assets with fixed or determinable
payments that are not quoted in an active market. This category includes loans receivable,
sales contract receivable and accrued interest receivable.
Loans Receivable
Loans and other receivable are recognized when cash is advanced to the borrowers.
These are initially recognized at fair value plus transaction costs that are directly
attributable to the acquisition of the financial asset.

After initial measurement, ‘Loans and receivables' are subsequently measured at
amortized cost using the effective interest method, less allowance for credit losses.
Amortized cost is calculated by taking into account any discount or premium on acquisition
and fees and costs that are an integral part of the effective interest rate. The amortization
is included as ‘Interest income’ in the statement of comprehensive income. The losses
arising from impairment are recognized in profit or loss.

Unearned discount is amortized using the effective interest method of amortization and
any unamortized loan discount is deducted from the outstanding balance to arrive at the
amortized cost of the account.

Loans are classified as non-accruing when the principal becomes past due, or when, in
the opinion of management, coliection of interest and principal is already doubtful. Interest
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 current status
or the loan is restructured in accordance with existing BSP regulations and future
collections appear assured.
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Credit loss is the estimated amount of losses in the Bank's loan portfolio, based on
evaluation of the estimated future cash flows discounted at loan’s original effective interest
rate or the last re-pricing rate for loans issued at variable rates. It is established through
an allowance account which is charged to expense. Loans and discount are written off
against the aliowance for credit loss when management believes that the collectability of
the principal is unlikely, subject o BSP regulations.

Sales Contract Receivable (SCR)

This refers to the amortized cost of assets acquired in settlement of loans through
foreclosure or dation in payment and subsequently sold on instaliment basis whereby the
title to the said property is transferred to the buyers only upon full payment of the agreed
selling price. This shall be recorded initially at the present value of the instaliment
receivable discounted at the imputed rate of interest. Discount is accreted over the life of
the SCR by crediting interest income using the effective interest method. Any difference
between the present value of the SCR and the derecognized assets are realized in profit
or loss in the period of disposal.

All SCR shall have a minimum of 20% down payment upon execution of the contract to
sell. SCR with at least one payment in arrear shall be considered as non-performing. SCR
with less than 20% down payment shall also be considered as non-performing.
¢ Held-to-maturity financial assets
Held-to-maturity financial assets (HTM) include quoted and unquoted non-derivative financial
assets with fixed or determinable payments and a fixed date of maturity. Investments are
classified as held-to-maturity if the Bank has the positive intention and ability to hold them
until maturity. Investments intended to be held for an undefined period are not included in this
classification. Held-to-maturity financial assets are initially recognized at fair value plus
transaction costs that are directly attributable to the acquisition of the financial asset.

After initial measurement, these are subsequently measured at amortized costs using the
effective interest method, less any impairment in value. Amortized cost is calculated by taking
into account any premium or discount upon acquisition and fees integral as part of the
effective interest rate. The amortization of premium or discount is included as “Interest
income” in profit or loss.

Gains and losses are recognized in income when the HTM financial assets are derecognized
and impaired, as well as through the amortization process. Impairment loss, which is the
difference between the carrying value and the present value of estimated cash flows of the
financial asset, is recognized when there is objective evidence that the financial asset has
been impaired. The losses arising from the impairment of such financial asset are recognized
in profit or ioss.
4.01.02 Offsetting of Financial Instruments
Financial assets and liabilities are offset and the net amount is reported in the statement of financial
position when there is a legally enforceable right to offset the recognized amounts and there is an
intention to settle on a net basis or realize the asset and settle the liability simultaneously.
4.01.03 Effective Interest Method
The effective interest method is a method of calculating the amortized cost of a debt instrument
and of allocating interest income over the relevant period. The effective interest rate is the rate that
exactly discounts estimated future cash receipts including all fees on points paid or received that
form an integral part of the effective interest rate, transaction costs and other premiums or
discounts, through the expected life of the debt instrument, or, where appropriate, a shorter period
to the net carrying amount on initial recognition.

Income is recognized on an effective interest basis.

4.01.04 Impairment of Financial Assets

At the end of the reporting period, the Bank assess its expected credit losses (ECL). The Bank
recognizes an allowance for expected credit losses (ECLs) for all debt instruments not held at fair
value through profit or loss. The Bank being categorized as having simple and non-complex
operations adopted the basic guidelines in setting up of allowance for credit losses provided for in
the Appendix 15 of the Manual of Regulations for Banks (MORB) in recognizing expected credit
losses (ECL) for its loans and other receivables.

The Bank considers a financial asset in default when contractual payments, i.e. last amortization
paid are more than 30 days past due. However, in certain cases, the Bank may also consider a
financial asset to be in default when internal or external information indicates that the Bank is unlikely
to receive the outstanding contractual amounts in full before taking into account any credit
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enhancements held by the Bank. A financial asset is written off when there is no reasonable
expectation of recovering the contractual cash flows.

The Bank’s ECL measurement, as determined by the Management, is disclosed in Note 6.01.05.

As of December 31, 2022 and 2021, the Bank did not assess the impact of ECL model that is in
accordance with PFRS 9 due to certain limitations.

4.01.0 n

The Bank derecognizes a financial asset only when the contractual rights to the cash flows from
the asset expire, or when it transfers the financial asset and substantially all the risks and rewards
of ownership of the asset to another entity. If the Bank neither transfers nor retains substantially all
the risks and rewards of ownership and continues to control the transferred asset, the Bank
recognizes its retained interest in the asset and an associated liability for amounts it may have to
pay. If the Bank retains substantially all the risks and rewards of ownership of a transferred financial
asset, the Bank continues to recognize the financial asset and also recognizes a collateralized
borrowing for the proceeds received.

4.02 Bank Premises, Furniture, Fixtures and Equipment

Bank premises, furniture, fixtures and equipment are measured at historical cost less any
accumulated depreciation and impairment losses. Historical cost consists of purchase price and
costs directly attributable in bringing the asset to its working condition for its intended use.

Subsequent expenditures relating to an item of bank premises, furniture, fixtures and equipment
that have aiready been recognized are added to the carrying amount of the asset when it is probable
that future economic benefits, in excess of the originally assessed standard of performance of the
existing asset, will flow to the Bank. The carrying amount of replaced parts is derecognized. All
other subsequent expenditures are recognized as expense in the period in which those are

incurred.
Depreciation is computed on the siraight-line method based on the estimated useful lives of the
assets as follows:

Building - 10 to 15 years

Transportation equipment - 3 to 10 years

information technology equipment - 2 to 10 years

Furniture, fixtures and equipment - 2 to 10 years

Land is not depreciated. Leasehold improvements are depreciated over the shorter between the
improvements’ useful life of 10 years or the lease term. Right-of-use assets are depreciated over
the lease terms of the lease ranging from 10 to 25 years.

The assets’ residual values and useful lives are reviewed, and adjusted if appropriate, at the end
of each reporting period. An asset's camying amount is written down immediately to its recoverable
amount if the asset’s carrying amount is greater than its estimated recoverable amount.

When revalued assets are sold, the amounts included in other reserves are transferred to surplus
free.

Fully depreciated assets still in use are retained in the financial statements. When assets are retired
or otherwise disposed of, the cost and the related accumulated depreciation and any impairment
in value are removed from the financial statements and any resulting gain or loss is credited or
charged to profit or loss. Gains and iusses on disposals are determined by comparing the proceeds
with the carrying amount and are recognized in profit or loss.

4.03 Investment Properties

Properties that are held either to earn rental income or for capital appreciation or both, and are not
significantly occupied by the Bank, are classified as investment properties.

Investment properties are measured initially at cost, including transaction costs. Subsequent fo
initial recognition, deptacab&emes&mrﬂpmporhesmmnedatoosﬂwsmmnm
depreciation and any impairment in value. Depreciation is computed using straight-line method
based on the estimated useful lives of the assets of 10 years.

Land is not depreciated. Impairment test is conducted when there is an indication that the carrying
amount of the asset may not be recovered. An impairment loss is recognized for the amount by
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which the property’s carrying amount exceeds its recoverable amount, which is the higher between
the property’s fair value less cost to sell and value in use.

Investment properties are derecognized by the Bank upon disposal or when the investment
property is permanently withdrawn from use and no future benefit is expected to arise from the
continued use of the asset. Any gain or loss on derecognition of an investment property, calculated
as the difference between the net disposal proceeds and the carrying amount of the asset, is
recognized in the statement of comprehensive income in the period in which the property is
derecognized.

Transfers are made to investment properties when there is a change in use evidenced by ending
of owner-occupation, commencement of an operating lease to another party or ending of
construction or development. Transfers are made from investment properties when, and only when,
there is a change in use evidenced by commencement of owner-occupation or commencement of
development with a view to sale.

Transfers to and from investment property do not result in gain or loss.

4.04 Other Assets

Other assets not classified as financial assets, bank premises, furniture, fixtures and equipment
and investment property include, prepayments and stationeries and supplies on hand. These other
assets qualifying into the definition of assets under PAS 1 Presentation of Financial Statements are
resources conirolied by the Bank as a resuit of past events and from which future economic benefits
are expected to flow to the entity. Other assets are recognized on an accrual basis of accounting.
4.05 Impairment of Non-financial Assets

At the end of each reporting date, the Bank assesses whether there is any indication that any non-
financial assets may have suffered an impairment loss. If any such indication exists, the recoverable
amount of these assets is estimated in order to determine the extent of the impairment loss, if any.
Where it is not possible to estimate the recoverable amount of an individual asset, the Bank
estimates the recoverable amount of the cash-generating unit fo which the asset belongs. When a
reasonable and consistent basis of allocation can be identified, assets are also allocated to
individual cash-generating units, or otherwise they are allocated to the smallest group of cash-
generating units for which a reasonable and consistent allocation basis can be identified.

Recovsrable amount is the higher of fair value less costs to sell and value in use. In assessing
value in use, the estimated future cash flows are discounted to their present value using a pre-tax
discount rate that reflects current market assessments of the time value of money and the risks
specific to the asset for which the estimates of future cash flows have not been adjusted.

if the recoverable amount of an asset or cash-generating unit is estimated to be less than iis

carrying amount, the carrying amount of the asset or cash-generating unit is reduced to its

recoverable amount. An impairment loss is recognized as an expense.

4.06 Financial Liabilities and Equity instruments

4.06.01 Classification as Financial Liability or Equity Instrument

Debt and equity instruments are classified as either financial liabilities or as equity in accordance

with the substance of the contractual arrangements.

4.06.02 Financial Liabilities

Financial liabilities are classified as either financial liabilities ‘at FVTPL' or ‘other financial liabilities".

Financial Liabilities at FVTPL

Financial liabilities are classified as at FVTPL when the financial liability is either held for trading or

it is designated as at FVTPL.

A financial liability is classified as held for trading if:

« it has been acquired principally for the purpose of repurchasing it in the near term;

= on initial recognition it is part of a portfolio of identified financial instruments that the Bank
together and has a recent actual pattern of short-term profit-taking; or

« it is a derivative that is not designated and effective as a hedging instrument.

A financial liability other than a financial liability held for trading may be designated as at FVTPL

upon initial recognition if:
such designation eliminates or significantly reduces a measurement or recognition
inconsistency that would otherwise arise;

» the financial liability forms part of a group of financial assets or financial liabilities or both, which
is managed and its performance is evaluated on a fair value basis, in accordance with the
Bank's documented risk management or investment strategy, and information about the
grouping is provided internally on that basis; or
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+ it forms part of a contract containing one or more embedded derivatives, and PAS 39, Financial
Instruments: Recognition and Measurement permits the entire combined contract to be
designated as at FVTPL.

Financial liabilittes at FVTPL are stated at fair value, with any gains or losses arising on
remeasurement recognized in profit or loss. The net gain or loss recognized in profit or loss
incorporates any interest paid on the financial liability and is included in the statement of
comprehensive income.

As of December 31, 2022 and 2021, the Bank has no outstanding financial liabilities at FVTPL.
4.06. ity Instrumen
An equity instrument is any contract that evidences a residual interest in the assets of an entity
after deducting all of its fiabilities. Equity instruments issued by the Bank ‘are recognized at the
prooeede received, net of direct issue costs.
Common stock
Common stock is classified as equity. Incremental costs directly attributable to the issuance of
new shares or options are shown in equity as a deduction from the proceeds, net of tax.
»  Surplus free
Surplus free represents all current and prior period results of operations as reported in the
profit or loss section of the statement of comprehensive income, reduced by the amounts of
dividend declared, if any.
e  Surplus reserves
Surplus reserves pertain to reserve set aside by Bank for contingencies.

4.07 Related Party Relationships and Transactions
Related party transactions are transfer of resources, services or obligations between the Bank and
its related parties, regardless whether a price is charged.

Parties are considered to be related if one party has the ability to control the other party or exercise
significant influence over the other party in making financial and operating decisions. These parties
include: (a) individuals owning, directly or indirectly through one or more intermediaries, control or
are controlled by, or under common control with the Bank; (b) associates; (c) individuals owning,
directly or indirectly, an interest in the voting power of the Bank that gives them significant influence
over the Bank and close members of the family of any such individual, and (d) the Bank’s retirement
fund.

In considering each possible related party relationships, attention is directed fo the substance of
the relationship and not merely on the legal form.

Further, Section 131 of the MORB states that related parties shall cover the BSFI's subsidiaries as
well as affiliates and any party (inchuding their subsidiaries, affiliates and special purpose entities)
that the BSF! exerts direct/indirect control over or that exerts direct/indirect control over the BSFI;
the BSFI's DOSRI, and their close family members, as well as corresponding persons in affiliated
companies. These shall also include such other person/juridical entity whose interests may pose
potential conflict with the interest of the BSFI, hence, is identified as a related party.

The above definition shall also include direct or indirect linkages fo a BSFI identified as follows:
(1) Ownership, control or power to vote, of ten percent (10%) to less than twenty percent (20%) of
the outstanding voting stock of the barrowing entity, or vice versa;

(2) Interfocking directorship or officership, except in cases involving independent directors as
defined under existing reguiations or directors hoiding nominai share in the borrowing corporation;
{3) Common stockholders owning at least ten percent (10%) of the outstanding voting stock of the
BSF! and ten percent (10%) to less than twenty percent (20%) of the outstanding voting stock of
the borrowing entity; or

(4) Permanent proxy or voting trusts in favor of the BSFI constituting ten percent (10%) to less than
twenty percent (20%) of the outstanding voting stock of the borrowing entity, or vice versa.

Related party fransactions (RPTs) shall refer to transactions or dealings with related parties of the
BSFI, including its trust department regardiess of whether or not a price is charged. These shall
include, but not limited to the following:

(1) On- and off-balance sheet credit exposures and claims and write-offs;
(2) Investments and/or subscriptions for debt/equity issuances;
(3) Consulting, professional, agency and other service arrangements/contracts;
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(4) Purchases and sales of assets, including transfer of technology and intangible items (e.g.,
research and development, trademarks and license agreements);

(5) Construction arrangements/contracts;

(8) Lease arrangements/contracts;

(7) Trading and derivative transactions;

(8) Borrowings, commitments, fund transfers and guarantees;

(9) Sale, purchase or supply of any goods or materials; and

{10) Establishment of joint venture entities.

RPTs shall be interpreted broadly to include not only transactions that are entered into with related
parties but also outstanding transactions that were entered into with an unrelated party that
subsequently becomes a related party.

4.08 Revenue Recognition

4.08.01 Revenue Recognition for Revenues within the scope of PFRS 15

Prior to January 1, 2018, under PAS 18, Revenue, revenue is recognized to the extent that it is
probabie that the economic benefits wii fiow to the Bank and the revenue can be reiiably measured,
regardless of when the payment is being made. Revenue is recognized to the extent that it is
probable that the economic benefit will flow to the Bank and the revenue can be measured reliably.
Revenue is measured at the fair value of the consideration received or receivable by the Bank for
services provided in the normal course of business. In addition, the following specific recognition
criteria must also be met before revenue is recognized.

Upon adoption of PFRS 15 beginning January 1, 2018, revenue from contracts with customers is
recognized upon transfer of services to the customer at an amount that reflects the consideration
to which the Bank expects to be entitled in exchange for those services.

The Bank assesses its revenue arrangements against specific 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 arrangements.

The following specific recognition criteria must also be met before revenue is recognized:

Fees and Commissions

The Bank earns fees and commission income from a diverse range of services it provides to its
customers. Fees earned for the provision of services over a period of time are accrued over that
period. These fees include commission income and credit-related fees. Service fees are collected
from borrowers to cover direct and indirect expenses in processing credit applications.

Other Income

Other income arises from gain on sale of financial and non-financial assets, bank fees and charges,
bank commissions and miscellaneous income. Other income is recognized upon completion of the
earning process and the collectibility is reasonably assured.

4.08.02 Revenue Recognition for Revenues outside the scope of PFRS 15

For revenues outside the scope of PFRS 15, the following specific recognition criteria must also be
met before revenue is recognized:

Interest on Loans

Interest income on loans and discount with and without advanced interest are recognized
periodically using the effective interest method of amortization.

The Bank does not accrue interest income on past due loans in compliance with BSP regulations.

The Bank shall only charge interest based on the outstanding balance of a loan. For a loan where
the principal is payable in installments, interest per installment shall be calculated based on the
outstanding balance of the loan.

Interest Income on Bank Deposits and Held-to-Maturity Financial Assets

Interest on bank deposits and held-to-maturity financial assets are recognized in profit or loss using

the effective interest method.

4.09 Cost and Expense Recoghnition

Cost and expenses are recognized in profit or loss when a decrease in future economic benefit

related fo a decrease in an asset or an increase in a liability has arisen that can be measured

reliably. Costs and expenses are recognized in profit or loss in the following manner:

» On the basis of a direct association between costs incurred and the eaming of specific items
of income;
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4 On the basis of a systematic and rational allocation procedures when economic benefits are
expected to arise over several accounting periods and association with income can only be
broadly or indirectly determined; or

» Immediately when an expenditure produces no future economic benefits or when, and to the
extent that, future economic benefits do not qualify, or cease fo qualify, for recognition in the
statement of financial position as an asset.

4.10 Leases

4.10.01 B s Le;

For any new contracts entered into on or after January 1, 2022, the Bank considers whether a
contract is, or contains a lease. A lease is defined as ‘a contract, or part of a contract, that conveys
the right to use an asset (the undeﬂying asset) for a period of time in exchange for consideration’.
To apply this definition, the Bank assesses whether the contract meets three (3) key evaluations
which are whether:

» the contract contains an identified asset, which is either explicitly identified in the contract
or implicitly specified by being identified at the time the asset is made available to the Bank;
» the Bank has the right to obtain substantially all of the economic benefits from use of the
identified asset throughout the period of use, considering its rights within the defined scope
of the contract, and
» the Bank has the right to direct the use of the identified asset throughout the period of use.
The Bank assess whether it has the right to direct ‘how and for what purpose’ the asset is
used throughout the period of use.
Recognition and initial Measurement
At lease commencement date, the Bank recognizes a right-of-use asset and a lease liability on the
balance sheet. The right-of-use asset is measured at cost, which is made up of the initial
measurement of the lease liability, any initial direct costs incurred by the Bank, an estimate of any
costs to dismantle and remove the asset at the end of the lease, and any lease payments made in
advance of the lease commencement date (net of any incentives received).

At the commencement date, the Bank measures the lease liability at the present value of the lease
payments unpaid at that date, discounted using the interest rate implicit in the lease if that rate is
readily available or the Bank's incremental borrowing rate.

Lease payments included in the measurement of the lease liability are made up of fixed payments
{(including in substance fixed), variable payments based on an index or rate, amounts expected to
be payable under a residual value guarantee and payments arising from options reasonably certain
to be exercised.

The Bank has elected to account for short-term leases and leases of low-value assets using the
practical expedients. instead of recognizing a right-of-use asset and lease liability, the payments in
relation to these are recognized as an expense in profit or loss on a straight-line basis over the
lease term.

Subsequent Measurement

The Bank depreciates the right-of-use assets on a straight-ine basis from the lease
commencement date to the earlier of the end of the useful life of the right-of-use asset or the end
of the lease term. The Bank also assesses the right-of-use asset for impairment when such

Useful life considered in depreciating the right-of-use assets is the life of the asset or remaining
term of the lease, whichever is shorter.

Subseqguent to initial measurement, the fiability will be reduced for payments made and increased
for interest. It is remeasured to reflect any reassessment or modification, or if there are changes
in in-substance fixed payments. When the lease liability is remeasured, the corresponding
adjustment is reflected in the right-of-use asset, or profit and loss if the right-of-use asset is already
reduced to zero.

4.11 Employee Benefits

Employee beneﬁm are all forms of consideration given by the Bank in exchange for services
rendered by employees, including directors and management.

4.11.01 Sf;grﬁgrm Emplom Benefits

The Bank recognizes a liability, net of amounts already paid, and an expense for services
rendered by employees during the accounting period. Short-term benefits given by the
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Bank to its employees include salaries and wages, social security contributions, short-
term compensated absences, bonuses, non-monetary benefits, and other short-term
benefits.

4. 1418

The Bank has made its own estimate of retirement benefits obligation. The Bank recognizes its
retirement benefit obligation using the accrual approach. Under the accrual approach, the accrued
benefit to be recognized is equivaient to the basic monthly saiary for every year of service to ali
qualified employees.

4.12 Income Tax

The tax expense for the period comprises current and deferred tax. Tax is recognized in the profit
or loss, except to the extent that it relates to items recognized in other comprehensive income or
directly in equity. In this case, the tax is also recognized in other comprehensive income or directly
in equity, respectively.

4.12.01 Curment Income Tax

The tax currently payable is based on taxable profit for the year. Taxable profit differs from profit as
reported in the statements of comprehensive income because of items of income or expense that
are taxable or deductible in other years and items that are never taxable or deductible. The Bank’s
liability for current tax is calculated using tax rates that have been enacted or substantively enacted

by the end of the reporiing period.

Management periodically evaluates positions taken in tax returns with respect to situations in which
applicable tax regulation is subject to interpretation. It establishes provisions where appropriate on
the basis of amounts expected to be paid to the tax authorities.

4.12.02 Deferred Income Tax

Deferred tax is recognized on temporary differences between the carrying amounts of assets and
liabilities in the financial statements and the corresponding tax bases used in the computation of
taxable profit. Deferred tax liabilities are generally recognized for all taxable temporary differences.
Deferred tax assets are generally recognized for all deductible temporary differences, carry-forward
of unused tax credits from excess Minimum Corporate Income Tax (MCIT) over Regular Corporate
Income Tax (RCIT) and unused Net Operating Loss Carry-Over (NOLCO), to the extent that it is
probable that taxable profits will be available against which those deductible temporary differences
and carry forward of unused MCIT and unused NOLCO can be utilized.

Deferred income tax, however, is not recognized when it arises from the initial recognition of an
asset or liability in a transaction that is not a business combination and, at the time of the transaction
that affects neither the accounting profit nor taxable profit or loss.

The carrying amount of deferred tax assets is reviewed at the end of each reporting period and
reduced to the extent that it is no longer probable that sufficient taxable profits will be available to
allow all or part of the asset to be recovered.

Deferred tax assets and fiabilities are measured at the tax rates that are expected to apply in the
period in which the liability is settied or the asset realized, based on tax rates and tax laws that have
been enacted or substantively enacted by the end of the reporting period. The measurement of
deferred tax liabilities and assets reflects the tax consequences that would follow from the manner
in which the Bank expects, at the end of the reporting period, to recover or seitle the carrying
amount of its assets and liabilities.

Deferred tax assets and liabilities are offset when there is a legally enforceable right to offset current
tax assets against current tax liabilities and when they relate to income taxes levied by the same
taxation authority and the Bank intends to seitle its current tax assets and liabilities on a net basis.
4.13 Fair Value Measurement

The Bank measures financial instruments at fair value at each reporting date.

Fair value is the price that would be received to sell an asset or paid to transfer a liability in an
orderly transaction between market participants at the measurement date. The fair value
measurement is based on the presumption that the transaction to sell the asset or transfer the
liability takes place either:

» in the principal market for the asset or liability, or

¢ In the absence of a principal market, in the most advantageous market for the asset or liability.
The principal and the most advantageous market must be accessible to the Bank

The fair value of an asset or a liability is measured using the assumptions that market participants
would use when pricing the asset or liability, assuming that market participants act in their economic
best interest. A fair value measurement of a non-financial asset takes into account a market
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participant's ability to generate economic benefits by using the asset in its highest and best use or
by selling it to another market participant that would use the asset in its highest and best use.

The Bank uses valuation techniques that are appropriate in the circumstances and for which
sufficient data are available to measure fair vaiue, maximising the use of relevant observabie inputs
and minimising the use of unobservable inputs.

All assets and liabilities for which fair value is measured or disclosed in the financial statements are

categorized within the fair value hierarchy, described as follows, based on the lowest level input

that Is significant to the fair value measurement as a whoie:

e Level 1~ Quoted (unadjusted) market prices in active markets for identical assets or liabilities.

* Level 2 - Valuation techniques for which the lowest lavel input that is significant to the fair value
measurement is directly or indirectly observable.

* Level 3 —Valuation techniques for which the lowest level input that is significant to the fair value
measurement is unobservable.

As of December 31, 2022 and 2021, there were no transfers between Level 1 and Level 2 fair vaive
measurements.

For assets and liabilities that are recognized in the financial statements on a recurring basis, the
Bank determines whether transfers have occurred between Levels in the hierarchy by re-assessing
categorization (based on the lowest ievel input that is significant to the fair vaiue measurement as
a whole) at the end of each reporting period.

For the purpose of fair value disclosures, the Bank has determined classes of assets and liabilities
on the basis of the nature, characteristics and risks of the asset or liability and the level of the fair
value hierarchy.

4.14 Provisions, Contingent Liabilities and Contingent Assets

4.14.01 Provisions

Provisions are recognized when the Bank has a present obligation, whether legal or constructive,
as a result of a past event, it is probable that the Bank will be required to settle the obligation, and
a reliable estimate can be made for the amount of the obligation.

The amount recognized as a provision is the best estimate of the consideration required to settle
the present obligation at the end of the reporting period, taking info account the risks and
unceriainties surrounding the obligation. Where a provision is measured using the cash flows
estimated to settle the present obligation, its carrying amount is the present value of those cash
flows.

When some or all of the economic benefits required to settle a provision are expected to be
recovered from a third party, a receivable is recognized as an asset if it is virtually certain that
reimbursement will be received and the amount of the receivable can be measured reliably.

Provisions are reviewed at each reporting date and adjusted to reflect the current best estimate.
4.14.02 Contingencies

Contingent liabilities are not recognized in the financiai statements. They are disciosed uniess the
possibility of an outflow of resources embodying economic benefits is remote.

Contingent assets are not recognized but are disclosed in the financial statements when an inflow
of economic benefits is probable.

4.15 Events After the Reporting Date

The Bank identifies events after the reporting date as events that occurred after the reporting date
but before the date the financial statements were authorized for issue. Any event that provides
additional information about the Bank's financial position at the reporting date is reflected in the
financial statements. Non-adjusting events are disclosed in the notes to the financial statements
when material.

5. SIGNIFICANT ACCOUNTING ESTIMATES, ASSUMPTIONS AND JUDGMENTS USED
The preparation of the financial statements in compliance with PFRS requires management to make
judgments, estimates and assumptions that affect the amounts reported in the financial statements.
The judgments, estimates and assumptions used in the financial statements are based upon
management's evaluation of relevant facts and circumstances at the end of the reporting period.
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Judgments and estimates 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
circumstances.

5.01 Critical Judgments in Applying Accounting Policies

In the process of applying the Bank's accounting policies, management has made the following

judgments, apart from those involving estimation, which have the most significant effect on the

amounts recognized in the financial statements:

5.01.01 ining whether or not a ins a lease

At inception of a contract, the Bank assesses whether the contractis, or contains, a lease.

A contract is, or contains, a lease if the contract conveys the right to control the use of an

identified asset for a period of time in exchange for consideration.

Identified asset

An asset is typically identified by being explicitly specified in a contract. However, an asset can

aiso be identified by being implicitly specified at the time that the asset is made available for use

by the customer.

Substantive substitution rights

Even if the asset is specified, the Bank does not have the right to use an identified asset, if, at

inception of the contract, a supplier has the substantive right to a substitute the asset throughout

the period of use (i.e., the total period of time that an asset is used to fulfil a contract with the Bank,
including the sum of any non-consecutive periods of time). A supplier's right to substitute an asset
is substantive when both of the following conditions are met:

« The supplier has the practical ability to substitute alternative assets throughout the period of
use (e.g., the Bank cannot prevent the supplier from substituting an asset and alternative
assets are readily available to the supplier or could be sourced by the supplier within a
reasonable period of time); and

« The supplier would benefit economically from the exercise of its right to substitute the asset
{i.e., the economic benefits associated with substituting the asset is expected to exceed the
costs associated with substituting the asset).

The Bank's evaluation of whether a supplier's substitution right is substantive is based on facts and
circumstances at inception of the contract. At inception of the contract, the Bank does not consider
future events mat are not Iﬂcehv to occur.

To control the use of an tdentlﬁed assei the Bank is requrr'ad to have the nght toobiam substanhal[y
all of the economic benefits from use of the identified asset throughout the period of use (e.g., by
having exclusive use of the asset throughout that period).

When assessing whether the Bank has the right to obtain substantially all of the economic benefits
from the use of an asset, the Bank considers the economic benefits that result from use of the asset
within the defined scnpeofthe customer's right to use the asset. A right that solely protects the
supplier’s interest in the undeftying asset (e.g., limits on the number of miles a customer can drive
a supplier's vehicle) does not, in and of itself, prevent the Bank from obtaining substantiaily all of
the economic benefits from use of the asset and, therefore, are not considered when assessing
whether the Bank has the right to obtain substantially all of the economic benefits.

If a contract requires the Bank to pay the supplier or another party a portion of the cash flows
derived from the use of an asset as consideration (e.g., a percentage of sales from the use of retail
space), those cash flows are considered to be economic benefits that the Bank derives from the
use of the asset.
Right to direct the use of the identified asset
The Bank has the right to direct the use of an identified asset throughout the period of use when
either the Bank has the right to direct how and for what purpose the asset is used throughout the
period of use. The Bank has the right to direct the use of an identified asset whenever it has the
right to direct how and for what purpose the asset is used throughout the period of use (i.e., it can
change how and for what purpose the asset is used throughout the period of use). When evaluating
whether the Bank has the right to change how and for what purpose the asset is used throughout
the period of use, its focus is on whether the Bank has the decision-making rights that will most
affect the economic benefits that will be derived from the use of the asset. The decision-making
rights that are most relevant are likely to depend on the nature of the asset and the terms and
conditions of the contract.
5.01.02 Classifying Held-to-Maturity Financial Assets
The Bank follows the guidance of PAS 39, Financial Instruments: Recognition and Measurement,
in classifying non-derivative financial assets with fixed or determinable payments and fixed maturity
as held-to-maturity. This classification requires significant judgment. In making this judgment, the
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Bank evaluates its intention and ability to hold such investments to maturity other than for the
allowed specific circumstances — as allowed under the standards, for example, selling an
insignificant amount close to maturity — it will be required to reclassify the entire class to available-
for-sale securities. In such a case, the investments would, therefore, be measured at fair value, not
at amortized cost.

However, the tainting provision will not apply if the sales or reclassification of held-to-maturity
financial assets are so close to maturity or the financial asset's call date that changes in the market
rate of interest would not have a significant effect on the financial asset's fair value; occur after the
Bank has collected substantially all of the financial asset’s original principal through scheduled
payments or prepayments; or are attributable to an isolated event that is beyond the control of the
Bank, is nonrecurring and could not have been reasonably anticipated by the Bank. The
investments would therefore be measured at fair value and not at amortized cost.

The Bank's held-to-maturity financial assets amounted to 39,221,036 and 34,221,036 as of
December 31, 2022 and 2021, respectively, as disclosed Note 11.

.01.03 Provisions and Contingencies
The Bank is currently involved in various legal proceedings. The estimate of probable costs for the
resolution of these claims has been developed in consultation with outside counsel handling the
Bank’s defense in these matters and is based upon an analysis of potential result. The Bank
currently does not believe that these proceedings will have a material adverse effect on its financial
condition. it is possible, however, that future results of operations couid be materiaily affecied by
changes in the estimates or in the effectiveness of the strategies relating to these proceedings.
5.01.04 ining Fair Value of Financial Instrumen
The Bank classifies financial assets by evaluating, among others, whether the asset is quoted or
not in an active market. Included in the evaluation on whether a financial asset is quoted in an
active market is the determination on whether quoted prices are readily and regularly available, and
whether those prices represent actual and regularly occurring market transactions on an arm’s
length basis.

Where the fair values of financial assets and financial liabilities recorded on the statements of
financial position cannot be derived from active markets, these are determined using a variety of
valuation techniques that inciude the use of mathematical models. The input to these models was
taken from cobservable markets where possible, but where this is not feasible, a degree of
judgement is required in establishing fair values. These estimates may include considerations of
liquidity, volatility, and correlation.

5.01.05 Determining Fair Value of Acquired Assets classified as Investment Properties
The Bank determines the fair value of the acquired properties through internally or externally
generated appraisal. The appraised vaiue is determined based on the current economic and market
conditions as well as the physical condition of the properties.

The fair value of investment properties is disclosed in Note 15.

5.01.06 Determining Asset Impairment

The Bank performs an impairment review when certain impairment indicators are present.
Determining the fair value of bank premises, furniture, fixtures and equipment, investments, assets
to be generated from the continued use and ultimate disposition of such: assets, requires the Bank
to make estimates and assumptions that can materially affect the financial statements. Future
events could cause the Bank to conclude that property and equipment, investments and intangible
assets associated with an acquired business is impaired. Any resulting impairment loss could have
a material adverse impact on the financial condition and results of operations. The preparation of
the estimated future cash flows involves significant judgment and estimations. While the Bank
believes that its assumptions are appropriate and reasonable, significant changes in the
assumptions may materially affect the assessment of recoverable values and may lead to future
additional impairment charges under generally accepted accounting principles in the Philippines.

In both years, Management determined that there was as indication of impairment that occurred on

its investment properties.
5.02 Key SOurcas of Estimation Uncertainty

5.02.011 nt Losses on Financial ts (Loans Receivabl Id-to-Maturii
Financial A

The Bank reviews its loans and other receivable and held-to-maturity investment portfolios fo
assess impairment at least on a quarierly basis. In determining whether an impairment loss should
be recorded in the statement of comprehensive income, the Bank makes judgments as to whether
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there is any observable data indicating that there is a measurable decrease in the estimated future
cash flows from the portfolio. The evidence may include observable data indicating that there has
been an adverse change in the payment status of borrowers or issuers in a group, or national or
local economic conditioned that correlate with defaults on assets with credit risk characteristics and
objective evidence of impairment similar fo those in the porifolio when scheduling its future cash
flows.

The methodology and assumptions used for estimating both the amount and timing of future cash
flows are reviewed regularly to reduce any differences between loss estimates and actual loss
experience.

The Bank carries ceriain financial assets at fair value, which requires the extensive use of
accounting estimates and judgment. Significant components of fair value measurement were
determined using verifiable objective evidence such as foreign exchange rates, interest rates,
volatility rates. However, the amount of changes in fair value would differ if the Bank utilized
different valuation methods and assumptions. Any change in fair value of these financial assets
and liabilities would affect profit and loss and equity. As of December 31, 2022 and 2021, the
management believes that the allowance provided by the Bank is sufficient to cover BSP

reguirements.

As of December 31, 2022 and 2021, loans and other receivables amounted to ®424,183,846 and
398,950,121, respectively, net of allowance for credit losses, as disciosed in Note 12. Held-to-
‘maturity financial assets amounted to 39,221,036 and #34,221,036, respectively, as disclosed in
Note 11.

5.02.02 Estimating Useful Lives of Assels

The Bank estimates the useful lives of bank premises, furniture, fixtures and equipment and
investment properties based on the period over which the assets are expected to be available for
use. The estimate useful lives of bank premises, fumniture, fixtures and equipment and investment
properties are reviewed periodically and are updated if expectations differ from previous estimates
due to physical wear and tear, technical or commercial obsolescence and legal or other limits on
the use of the assets. In addition, estimation of the useful lives of bank premises, furniture, fixtures
and equipment and investment properties is based on collective assessment of industry practice,
internal technical evaluation and experience with similar assets. it is possible, however, that future
resulis operations could be materially affected by changes in estimates brought about by changes
in factors and circumstances. A reduction in the estimated useful lives of bank premises, furniture,
fixtures and equipment and investment properties would increase recorded operating expenses
and decrease non-current assets.

The Bank has bank premises, furniture, fidures and equipment stated at carrying value of
#15,018,218 and P7,715,118 as of December 31, 2022 and 2021, respectively, as disclosed in
Note 13. Investment properties amounted to P29,139,076 and P25,302,226 as of December 31,
2022 and 2021, respectively, as disclosed in Note 15.

5.02.03 Determining Asset Impairment

The Bank performs an impairment review when certain impairment indicators are present.
Determining the fair value of bank premises, furniture, fixtures and equipment, investments, assets
held for sale and intangible assets, which require the determination of future cash flows expected
to be generated from the continued use and ultimate disposition of such assets, requires the Bank
to make estimates and assumptions that can materially affect the financial statements. Future
events could cause the Bank to conclude that property and equipment, investments and intangible
assets associated with an acquired business is impaired. Any resulting impairment loss could have
a material adverse impact on the financial condition and results of operations. The preparation of
the estimated future cash flows involves significant judgment and estimations. While the Bank
believes that its assumptions are appropriate and reasonable, significant changes in the
assumptions may materially affect the assessment of recoverable values and may lead to future
additional impairment charges under generally accepted accounting principles in the Philippines.

Management has determined that the Bank's premises, furniture, fixtures and equipment, are not

impaired, hence, no impairment loss were recognized in both 2022 and 2021. However, the

management assessed that certain land under investment properties is impaired. Thus, the Bank

recognized an impairment loss amounting to 306,232 in 2022 and 2021, as disclosed in Note 15.
6. RISK MANAGEMENT OBJECTIVES AND POLICIES

6.01 General Risk Management Principles
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The Bank's financial instruments comprise cash, held-to-maturity financial assets, loans and
receivables, other assets, and other financial liabilities such as deposit liabilities, bills payable and
other liabilities to finance the Bank’s operations.

The following table summarizes the carrying amount of financial assets and liabilities recorded by

category:

Notes 2022 2021
Financial assets at amortized cost:
Cash and cther cash items 8 P 17,023055 P 17,330,053
Due from Bangko Sentral ng Pilipinas 9 12,777,275 12,923,985
Due from other banks 10 100,359,105 126,850,223
Held-to-maturity financial assets 11 39,221,036 34,221,036
Loans and other receivables — net 12 424,183,846 399,950,121
Other assets* 16 7,557,318 6,847,000

P 601,121,636 P 598,122 418

Financial liabilities at amortized cost:
Deposit liabilities 17 P 423,981,700 P 443518468
Other liabilities** 19 15,137,219 5,465,800

P 439,118,919 P 448,984 268

*excluding non-financial assets amounting o P208,564 and P263,300 as of December 31, 2022 and 2021,
respectively, a_md net of allowance for credit losses amounting fo P2,656,274 and 1,938,725 in 2022 and

2021, respectively.
**excluding non-financial liabilities amouriting to P5,437,314 and P4,548,246 as of December 31, 2022 and

2021, respectively.

6.01.01 Credit Risk and Concentration of Assets and Liabilities and Off-balance Sheet
Items

Credit risk is the risk to earnings or capital arising from a counterparty failure to perform
and meet the terms of its contract with the Bank subjecting the latter to a financial loss.
Credit risk may last for the entire tenor and may approximate to the full amount of a
transaction and in some cases may exceed the original principal exposure.

Credit risk inherent in the lending activities and the Bank manages it in accordance with
a credit risk management framework that spans for identification, measurement, control,

monitoring and reporting.

To manage credit risk, the Bank conducts credit investigation and background checking
and follows written manuals and procedures for loan disbursements, monitoring and
coliection. Policies of loan diversification like maximum loan size, types of loans, loan
structures are instituted to avoid concentration in a particular sector or area to lessen
portfolio risk.

The Management closely monitors the overall credit operations and acts on the identified
existing and potential risks appropriately for reporting during regular meetings of the BOD.
(5} ] re to Credit Risk oll Held er_Credit
Enhancements

An analysis of the maximum exposure to credit risk relating to on-balance sheet assets without
teking into account of any colateral held or other credit enhancements is shown befow:

Notes 2022 2021
Due from Banko Sentral ng Pilipinas 9 | 4 12,777,275 # 12,923,985
Due from ather banks 10 100,359,105 126,850,223
Held-to-maturity financial assets 1M 39,221,036 34,221,036
Loans and other receivables* 12 499,787,762 468,043,870
Other assets** 16 10,213,593 8,785,725

P 662,358,771 P 650,824,839
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*gross of allowance for credit losses amounting to 75,603,916 and P68,093,749 as of December 31, 2022 and
2021, respectively, and nef of unamortized discount of P 6,366,169 and 6,574,573 as of December 31, 2022

and 2021, respectively.
**excluding non-financial assets amounting to P208,564 and P263,300 as of December 31, 2022 and 2021,

respectively, and gross of allowance for credif losses amounting fo 2,656,274 and 1,938,725 in 2022 and
2021, respectively.

VWhere financial instruments are recorded at fair value, the amounis represent the current credit
risk exposure but not the maximum risk exposure that could arise in the future as a result of changes
in values.

Concentrations arise when a number of counterparties are engaged in similar business activities,
or activities in the same geographic region, or have similar economic features that would cause
their ability to meet contractual obligations to be similarly affected 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 Credit Quality of Financial Assets
The table below shows the credit quality by class of financial assets as of December 31,

2022 and 2021:
Neither Past Past Due
Due nor but not
2022 Impaired impaired Impaired Total
Cash and other cash items 17,023,055 - - 17,023,055
Due from Bangko Sentral ng
Pilipinas 12,777,275 - - 12,777,275
Due from other banks 100,359,105 - - 100,359,105
Held-to-maturity financial
assets 39,221,036 - - 39,221,036
Loans and other receivables* 331,820,924 147,462,227 20,504,611 499,787,762
Other assets** 7,557,319 2,656,274 - 10,213,593

508,758,714 150,118,501 20,504,611 679,381,826

*gross of allowance for credit losses amounting fo 75,603,916 and net of unamortized discount of P6,366,169,
**excluding non-financial assets amounting to 208,564, and gross of allowance for credit losses of #2,656,274.

Neither Past
Due nor Past Due but

.2021 Impaired not impaired  Impaired Total
Cash and other cash items 17,330,053 - - 17,330,053
Due from Bangko Sentral ng

Pilipinas 12,923,985 - - 12,923,985
Due from other banks 126,850,223 - - 126,850,223
Held-to-maturity financial

assets 34,221,036 ~ - 34,221,036
Loans and other receivables* 304,133,804 151,843,339 12,066,727 468,043,870
QOther assets** 6,847,000 1,938,725 - 8,785,725

502,306,101 153,782,064 12,066.727 668,154,892

*gross of allowance for credit losses amounting to 68,093,749 and net of unamortized discount of 6,574,573.
**gxcluding non-financial assets amounting to P263,300, and gross of allowance for credit losses of #1,938,725.

Neither past due nor impaired cash on hand and in banks are working capital cash fund placed,
invested, or deposited in local banks belonging to the top ten (10) banks in the Philippines in terms
of resources and profitability. Other neither past due nor impaired accounts are loans and other
receivables and investment securities which have a very remote likelihood of default and have

Past due but not impaired loans and receivables and investment securities are loans and
receivables and investment securities where contractual interest or principal payments are past
due but the Bank believes that impairment is not appropriate on the basis of the level of collateral
available or status of coliection of amounts owed to the Bank.

62



RURAL BANK OF BAGABAG (N.V.), INC.
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2022 AND 2021

In Philippine Peso

Loans with negotiated terms are loans that have been restructured due to deterioration in the
borrower’s financial position. In respect of some of these loans, the Bank has made concessions
that it would not otherwise consider.

impaired loans and receivables and investment securities are loans and receivables and investment
securities for which the Bank determines that it is probable that it will be unable to collect all principal
and interest due based on the contractual terms of the promissory notes and securities agreements.
Loans and receivables that have been provided with 100% allowance for credit losses and those
under litigation are considered impaired.

The Bank holds collateral against loans receivables in the form of real estate and chattel mortgages,

and deposu hold outs over assets.
6.01.04 Agii
An aging analysis of the Bank's gross loans and other receivables as of December 31, 2022 and
2021 are as follows:
2022 2021
QOutstanding receivabies:
Current accounts 331,820,924 P 304,133,804
Past due accounts:
1— 30 days past due 60,255,731 16,159,107
31 - 90 days past due 9,468,459 37,249,331
91 — 180 days past due 8,009,093 16,245,905
over 180 days past due 90,233,555 94,255,723

| 499,787,762 ™ 468,043,870
*amounts gross of allowance for credit losses but net of unamortized discount.

6.01.05 Meas wance for it L

Banksuﬁmaudﬂopommdmndemmmmﬂypmﬂyamsophmmdlmnm

estimation methodology or where practices fell short of expected standards shall, at a minimum be

subject to the following guidelines:

Individually Assessed Loans and Other Credit Exposures

1. Loans and other credit exposures with unpaid principal and/or interest shall be classified and
provided with allowance for credit losses (ACL) based on the number of days of missed

Fo i =1 edit exposures:
No of days unpaid!wfth Minimum
missed payments Classification ACL Stage
31-90 days Substandard (underperforming) 10% 2
91 — 120 days Substandard (non-performing) 25% 3
121 - 180 days Doubtful 50% 3
181 days and over Loss 100% 3
r it ex :
No. of days unpaid/with Minimum
missed payments Classification ACL Stage
31 - 90 days* Substandard (underperforming) 10% 2
91 - 180 days* Substandard (non-performing) 10% 3
181 — 365 days Substandard (non-performing) 25% 3
Over a year - 5 years Doubtful 50% 3
Over 5 years Loss 100% 3

“When there is imminent possibifity of foreclosure and expectation of foss, ACL shall be increased to 25%
Provided, that where the quality of physical collaterals or financial guarantees securing the loans

-and advances are determined to be insufficient, weak or without recoverable values, such loans
and advances shall be treated as if these are unsecured.
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2. Loans and other credit exposures that exhibit the characteristics for classified accounts
described under Sec. 143 (Credit Classification and Provisioning) shall be provided with ACL,

as follows:
Classification Minimum ACL Stage
Especially mentioned 5% 2
Substandard — secured 10% 2or3
Substandard — unsecured 25% 20r3
Doubtful 50% 3
Loss 100% 3

3. Unsecured loans and other credit accommodations classified as “Substandard” in the last two
(Z)MMWMMMWWrMhWWMW
in principal and is not in process of collection, shall be downgraded to “Doubtful” classification
and provided with a fifty percent (50%) allowance for credit losses.

4. Loans and other credit accommodations under litigation which have been classified as “Pass”
prior to the litigation process shall be classified as “Substandard” and provided with twenty-five
percent (25%) allowance for credit losses.

5. Loans and other credit accommodations that were previously classified as “Pass” but were
subsequently restructured shall have a minimum classification of EM and provided with a five
percent (5%) allowance for credit losses, except for loans which are considered non-risk under
existing laws, rules and reguiations.

6. Classified loans and other credit accommodations that were subsequently restructured shall
retain their classification and provisioning untit the borrower has sufficiently exhibited that the
loan will be fully repaid.

Collectively Assessed Loans and Other Credit Exposure

1. Current “Pass” loans and other credit accommodations should be provided with a reasonable
level of collective allowance, using historical loss experience adjusted for current conditions.

2. Loans and other credit exposures with unpaid principal and/ or interest shall be classified and
provided with ACL based on the number of days of missed payments, as follows:

For unsecured loans and other credit exposures:

No. of days unpaid/with missed Minimum
payments* Ciassification ACL Stage
1 - 30 days Especially Mentioned 2% 2
31 — 60 days/1* restructuring Substandard 25% 20r3
61 - 90 days Doubtful 50% 3
91 days and over/2™ restructuring Loss 100% 3
*PAR for microfinance loans
For loans and other credit e
ACL (%)
No. of days unpaidiwith Security
missed payments* Othertypes by real
Classification of collateral estate  Stage
Substandard
31-90 days (underperforming) 10 10 2
Substandard
91 - 120 days {non-performing) 25 15 3
121 - 360 days Doubtful 50 25 3
361 days - 5 years Loss 100 50 3
Over 5 years Loss 100 100 3

Provided, that where the quality of physical collaterals or financial guarantees securing
the loans and advances is determined to be insufficient, weak or without recoverable
values, such loans and advances shall be treated as if these are unsecured.
6.02 Liquidity Risk
Liquidity risk is the risk that the Bank wili be unabie to meet its payment obligations when they fali
due under normal and stress circumstances. The Bank’s objective is to maintain a balance between
continuity of funding and fiexibility through the use of generated funds. The Bank manages this risk
through periodic monitoring of cash flows in consideration of future payment due dates and daily
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collection amounts. The Bank also ensures that there are sufficient, available and approved working
capital lines that it can draw from anytime to meet short-term funding and regulatory requirements.

The maturity grouping of financial instruments is based on the remaining period from the end of the
financial reporting period to the contractual maturity date. For financial liabiiities, when the
counterparty has a choice of when the amount is to be paid, the liability is allocated to the earliest
period in which the Bank can be required to pay.

As of December 31, 2022 and 2021, minimum liquidity ratio of the Bank is 43.49% and 54.64%,
respectively.



RURAL BANK OF BAGABAG (N.V.), INC.
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2022 AND 2021

In Philippine Peso

The table below summarizes maturity profile of the Bank’s financial assets and liabilities as of December 31, 2022 based on undiscounted contractual

cash flows:
2022
Due Beyond 1
Year but Not
Due Within 1 More Than § Due Beyond _

On Demand Year Years 5 Years Total
Finangcial assets:
Cash and other cash items 17,023,055 - - - 17,023,055
Due from Banko Sentral ng Pilipinas 12,777,275 - - - 12,777,275
Due from other banks 100,359,105 - - - 100,359,105
Held-to-maturity financial assets - 7,000,000 18,000,000 14,221,036 39,221,036
Loans and other receivables* 180,271,854 99,503,002 163,003,203 57,009,613 499,787,762
Other assets** 10,213,593 - - - 10,213,593

320,644,882 106,503,092 181,003,203 71,230,649 679,381,826
*gross of allowance for credit losses amounting to 75,603,916 and net of unamortized discount of 6,366, 169.
**excluding non-financial assets amounting to P208,564, and gross of allowance for credit losses of #2,656.274.
Finangial Liabilities:
Deposit liabilities 339,868,801 83,104,736 1,008,163 - 423,981,700
Other liabilities*** 6,740,108 1,487,038 5,631,824 1,278,249 15,137,219

346,608,909 84,591,774 6,639,987 1,278,249 439,118,919

***excluding non-financial liabilities amounting to P5,437,314.
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The table below summarizes maturity profile of the Bank's financial assets and liabilities as of December 31, 2021 based on undiscounted contractual

cash flows:
2021
Due Beyond 1
Year but Not
More Than 5 Due Beyond 5

On Demand Due Within 1 Year Years Years Total
Financial assets:
Cash and other cash items 17,330,053 - - - 17,330,053
Due from BSP 12,923,985 - - 12,923,985
Due from other banks 126,850,223 - - - 126,850,223
Held-to-maturity financial assets - 7,000,000 18,000,000 9,221,036 34,221,036
Loans and other receivables* 175,371,284 103,410,684 142,254 122 47,007,780 468,043,870
Other assets** 8,785,725 - - - 8,785,725

341,261,270 110,410,684 160,254,122 56,228,816 668,154,892
*gross of allowance for credit losses amounting to P68,093,749 and net of unamortized discount of 6,574,573.
**excluding non-financial assets amounting to P263,300, and gross of allowance for credit losses of 1,938,725,
Financial Liabilities:
Deposit liahilities 339,640,793 101,471,965 2,405,710 - 443,518,468
Other liabilities*** 5,465,800 - - — 5,465,800

345,106,593 101,471,965 2,405,710 — 448,084,268

***excluding non-financial liabilities amounting to P4,548,246.
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6.03 Market risk

Market risk is the potential loss that may arise from decrease in earnings due to decline in price
or present vaiue of cash flows of a financial instrument. The value of the financial instruments may
change as a result of changes in interest rates, foreign exchange rates and other market changes.
As of December 31, 2022 and 2021, the Bank has not engaged in trading financial instruments.

Investment, asset and liability portfolios are affected by market risks because the revenues derived
from the activities such as interest income and expense are sensitive to changes in interest.

The Bank faces market risk in the form of interest rate risk and currency risk. Market risk would be
controlled in a monthly risk control and compliance which functions independently from the
banking units.

6.03.01 Interest Rate Risk

Interest rate risk is the risk to the earning or capital resulting from adverse movements in the
interest rates. The Bank closely monitors the movements of interest rates in the market and
reviews its asset and liability structure to ensure that exposures to fluctuations i interest rates are
kept within acceptable limits. The Bank's exposures to interest rates on financial assets and
financial liabilities are detailed in the liquidity risk management section of this note.

The Bank follows a prudent policy on managing its assets and liabilities so as to ensure that
exposure to fluctuations in interest rates are kept within acceptable limits. The Bank is not exposed
to interest rate risk since its financial assets and financial liabilities have fixed rates.

6.04 Operational Risks

Operational risk is the risk of direct or indirect loss arising from a wide variety of causes associated
with the Bank's involvement with financial instruments, including processes, personnel, technology
and infrastructure, and from legal and regulatory requirements and generally accepted standards
of corporate behaviour.

The Bank's objective is to manage operational risk so as to balance the avoidance of financial
losses and damage to the Bank's reputation with overall cost effectiveness and to avoid control
procedures that restrict initiative and creativity.

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

FAIR VALUE OF FINANCIAL ASSETS AND LIABILITIES

The following table presents a comparison by category of carrying amounts and estimate fair
value of the Bank’s financial instruments as of December 31, 2022 and 2021:

Carrying Value Fair Value
Quoted
(Unadjusted)  Significant Significant
ices in Active Observable Unobserva
Markets inputs  bie inputs
2022 (Level 1) {Level 2) (Level 3) Total
ASSETS
Held-to-maturity
financial assets 39,221,036 - 39,221,036 - 39,221,036
Loans and other
receivables — net 424,183,846 — 424 183,846 — 424 183,846
463,404,882 — 463,404,882 — 463,404,882
LIABILITIES
Deposit liabilities 423,981,700 — 423,981,700 - 423,981,700
2021
ASSETS
Held-to-maturity
financial assets 34,221,036 - 34,221,036 - 34,221,036
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Loans and other

receivables - net 399,950,121 - 399,950,121 - 399,950,121
434,171,157 434,171,157 434,171,157

LIABILITIES

Deposit liabilities 443,518,468 - 443,518,468 - 443,518,468

Cash and other cash item, Due from BSP. Due from other banks, Other assets and Other

ligbilities

The canying values of these financial assets and liabilities approximate their fair values due to the
Loans and other receivables

Fair values of loans and receivables are estimated using the discounted cash flow methodology,
using the Bank’s current incremental lending rates for similar types of loans and receivables.
Deposit liabilities and Bills payable

Fair values are estimated using the discounted cash flow methodology using the incremental
borrowing rates for similar borrowings with maturities consistent with those remaining liability being
valued.

Fair Hi

In accordance with PFRS 13, the fair value of financial assets and liabilities and non-financial
assets which are measured at fair value on a recurring or non-recurring basis and those assets
and liabilities not measured at fair value but for which fair value is disclosed in accordance with
other relevant PFRS, are categorized into three levels based on the significance of inputs used to
measure the fair value. The fair value hierarchy has the following levels:

Level 1: quoted prices (unadjusted) in active markets for identical assets or liabilities that an entity can access
at the measurement date;

Level 2: inputs other than quoted prices included within Level 1 that are observable for the asset or liability,
either directly (i.e., as prices) or indirectiy (i.e., derived from prices), and

Level 3: inputs for the asset or liability that are not based on observable market data (unobservable inputs).

The level within which the asset or liability is classified is determined based on the lowest level of
significant input fo the fair value measurement.

For purposes of determining the market value at Level 1, a market is regarded as active if quoted
prices are readily and regularly available from an exchange, dealer, broker, industry group, pricing
service, or regulatory agency, and those prices represent actual and regularly occurring market
transactions on an arm's length basis.

For financial assets with fair values included in Level 1, management considers that the carrying
amounts of those short-term financial instruments approximate their fair values.

There were neither transfers between Levels 1 and 2 instruments in both years.

When the Bank uses valuation technique, it maximizes the use of observable market data where
it is available and rely as little as possible on entity specific estimates. If all significant inputs
required to determine the fair value of an instrument are observable, the instrument is included in
Level 2. Otherwise, it is included in Level 3.

Fair Value Measurement for Non-financial Assets

The fair value of the Bank’s land and building classified under Investment Properties account, as
disclosed in Note 15, is determined on the basis of the appraisals performed by an appraiser with
appropriate qualifications and recent experience in the valuation of similar properties in the
relevant locations. To some extent, the valuation process was conducted by the appraiser in
discussion with the Bank's management with respect to the determination of the inputs such as
the size, age, and condition of the land and buildings, and the comparable prices in the
corresponding property location.

The Bank carried out a review of the recoverable amounts of its investment properties. The Bank
has determined that there is an indication that an impairment loss has occurred on its investment
properties. The fair value of investrent properties as of December 31, 2022 and 2021 amounted
to PB? ,259,118 and P58,710,210, respectively, is currently categorized within Level 2. In
thefaurva&ueofthesepropemes management takes into account the market
parhmpant‘s ability to generate economic benefits by using the assets in their highest and best
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use. There has been no change to the valuation techniques used by the Bank during the year for
its non-financial assets.

8. CASH AND OTHER CASH ITEMS
This account is composed of the following:

2022 2021
Cash on hand 4 12,843,142 P 13,290,405
Checks and other cash items 4,179,913 4,039,648
| 4 17,023,055 # 17,330,053

Checks and other cash items pertain to checks awaiting for deposit.

9. DUE FROM BANGKO SENTRAL NG PILIPINAS

2022 2021
Due from Bangko Sentral ng Pilipinas | 12,777,275 P 12,923,985

Due from BSP is a non-interest-bearing deposit maintained with the Bangko Sentral ng Pilipinas
to meet reserve requirements. Under Section 252 of the Manual of Regulation for Banks (MORB),
the required reserves shall be kept in the form of deposits placed in the banks’ demand deposit
accounts with BSP. This further provides that such deposit account with the BSF is not considered
as a regular current account as BSP checks for drawings against such deposit shall be limited to
settlement of obligations with the BSP and withdrawals to meet cash requirements.

10. DUE FROM OTHER BANKS

2022 2021
Producers Bank P 26,931,723 P 27,813,651
Banco De Oro 15,159,882 3,081,162
Fico Bank 10,108,199 10,024,209
Philippine National Bank 8,852,248 15,667,437
United Coconut Planters Bank 7,975,873 32,041,313
Land Bank of the Philippines 5,707,576 3,278,651
China Banking Corporation 5,582,941 6,171,071
Rizal Commercial Banking Corporation 4,271,416 4,681,560
Metro Bank and Trust Co. 4,179,438 7,522,831
Agribank 3,000,000 1,630,000
Allied Banking Corp. 2,440,419 2,381,875
Eastwest Bank 1,885,405 784,503
Bank of the Philippine Islands 1,205,822 2,565,517
Development Bank of the Philippines 1,022,167 1,021,363
GM Bank 1,000,000 1,000,000
Rural Bank of San Mateo (Isa.) Inc. 397,753 6,784,916
Common Wealth Rural Bank 358,521 128,904
Rural Bank of Solano 279,722 271,460

P 100,359,105 # 126,850,223
Due from other banks eams interest at the prevailing bank deposit rates. Interest earned
amounted to P207,112 and P320,554 for the years ended December 31, 2022 and 2021,

Due from other banks comprise of savings and time deposits having interest rate of 1% to 4.25%
in 2022 and 2021.
1. HELD-TO-MATURITY FINANCIAL ASSETS
2022
Date

Issuer Particulars  Yield Rate Issued Maturity Face Value Book Value
LBP RTB 3.5000% 05/20/2016 09/20/2026 10,000,000 10,000,000
LBP RTB 2.3750% 03/09/2021 03/09/2024 5,000,000 5,000,000
RTB RTB 4.6250% 1210212022 06/02/2027 5,000,000 5,000,000
PNB RTB 3.2500% 08/15/2013 08/15/2023 2,000,000 2,000,000
BPi RTEB 3.5000% 097202016 09/20/2026 5,000,000 5,000,000
BPI RTB 2.3750% 03/09/2021 03/08/2024 10,000,000 10,000,000
MBT RTB 5.8750% 03/01/2012 03/01/2032 1,109,993 1,109,993
MBT RTB 5.875% 03/01/2012 03/01/2032 1,111,043 1,111,043

39,221,036 39,221,036
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2021
Date
Yield
Issuer Particulars Rate Issued ‘Maturity Face Value Book Value
LBP RTB 2.3750% 03/09/2021 03/09/2024 10,000,000 10,000,000
LBP RTB 3.5000% 09/20/2016 09/20/2026 5,000,000 5,000,000
PNB RTB 3.2500% 08/15/2013 08/15/2023 2,000,000 2,000,000
BPI RTB 3.5000% 09/20/2016 09/20/2026 5,000,000 5,000,000
BPl RTB 2.3750% 03/09/2021 03/09/2024 10,000,000 10,000,000
MBT RTB 5875%  01/03/2012 01/03/2032 1,111,043 1,111,043
MBT RTB 5.875%  01/03/2012 01/03/2032 1,108,993 1,109,993
34,221,036 34,221,036
Movements in the account are disclosed below:
2022 2021
Balance at January 1 P 34,221,036 P 18,221,036
Additional 5,000,000 20,000,000
Matured/redeemed during the year - (4,000,000)
Balance, December 31 P 39,221,036 P 34,221,036

TheBankasseasesateachﬁnancualrepoﬂmgda{ewhe!herthemmanmdlcahonmatan

investment may
2022 and 2021

be impaired and believes that there is no such indication as of December 31,

No impairment was recognized as of and for the years ended December 31, 2022 and 2021.

interest earned amounted to P676,306 and ™1,232,306 for the years ended December 31, 2022

and 2021, respectively.

12. LOANS AND OTHER RECEIVABLES - net

The account consists of the following:

2022 2021

Current loans 335,921,955 P 308,788,952
Past due loans 165,819,964 153,762,764
Under litigation 1,734,024 9,761,252
Loans receivables 503,475,943 472,312,968
Unamortized discount — loans {6,366,169) (6,574,573)
Loans receivables, net of discount 497,109,774 465,738,385
Sales contract receivable 419,650 386,050
Accrued interest receivable 2,258,338 1,919,425
499,787,762 468 043,870
Allowance for credit losses — loans (Note 26) (75,575.816) (68,065,649)
Allowance for credit losses — SCR (Note 26) (28,100) {28,100)
(75,603,916) (68,093,749)

424,183,846 P 399,950,121

The Bank's loan accounts are stated at outstanding balance, reduced by estimated aliowance for
credit losses and unearned interest and discounts.

Loans receivable bears annual interest rates ranging to 12% to 21% in 2022 from 6% to 28% in
2021. Interest earned amounted to 72,437,162 and P61,172,948 for the years ended December

31, 2022 and 2021, respectively.

As of December 31, 2022 and 2021, no amount of loans receivables of the Bank has been

pledged to secure bills payables, as disclosed in Note 18.
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Sales contract receivable refers to the amortized cost of assets acquired in settlement of loans
through foreciosure or dation in payment and subsequently sold on instaliment basis w hereby
the title to the said property is transferred to the buyers only upon full payment of the agreed

Details of sales contract receivable is as follows:

2022 2021
Performing P - p _
Non-performing 419,650 386,050
Total 419,650 386,050
Allowance for credit losses {28,100) (28,100)
Sales contract receivable — net P 391,550 P 357,950
The breakdown of allowance for credit losses is as follows:

2022 2021
Specific loan loss provision P 72,893,838 P 64,427 210
General loan loss provision 2,681,978 3,638,439
Total allowance for credit losses L 75,575,816 P 68,065,649

The allowance for credit losses which includes both specific and general loan loss
reserves, represents management estimates of probabie loss inherent in the portfolio,
after 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 collections and
evaluations made by BSP Supervision and Examination Sector.

With the foregoing level of allowance for credit losses, management believes that the
Bank has sufficient allowance to manage any risk from non-collection or non-collateral
of the Bank's loans and other receivables.

For unclassified loans whether regular or microfinance, a general loan loss provision
equivalent to 1% is provided.

The Bank has also complied with the BSP requirement for banks in establishing an
allowance for credit losses on loans and other risk assets in accordance with the
following classifications:

Classification Required Allowance
Unclassified 1%
Loans especially mentioned 5%
Substandard — secured 10%
Substandard — unsecured 25%
Doubtful 50%
Loss 100%

12.01 Past Due Loans

Past due loans of a bank shall, as a general rule, refer to all accounts in its loan portfolio, all
receivable components of trading account securities and other receivables, which are not paid at
maturity.

BSP Manual of Regulations for Banks, Section 304 defined the classification of past due loans
as follows:

As a general rule, loans, investments, receivables, or any financial asset, including restructured
loans, shall be considered past due when any principal and/or interest or installment due, or
portions thereof, are not paid at their contractual date, in which case, the total outstanding balance
thereof shall be considered past due.
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Instaliment refers to principal and/or interest amortizations that are due on several dates as
indicated in the loan documents. The allowance for loan losses is the estimated amount of losses
in the Bank's loan portfolio, based on evaluation of the collectibility of loans and prior ioss
experience.

Any amounts set aside in respect of losses on loans and advances in addition to those losses
that have been specifically identified or potential losses which experience indicates to be present
in the portfolio of loans and advances are accounted for as appropriations from retained eamings.
Any credits resulting from the reduction of such amounts result in an increase in retained earnings
and are not included in the determination of net profit or loss for the period.

The allowance is increased by provisions charged to expenses and reduced by write-offs and
reversais.

As of December 31, 2022 and 2021, NPLs not fully covered by allowance for credit losses are as
follows:

2022 2021

Total Non-performing loans P 153,867,443 * 145,768,500
Less: Non-performing loans covered by

allowance for credit losses 72,893,839 53,986,742

| 80,973,604 P 91,781,758

BSP Circular 941 defined non-performing loans (NPLs) as follows:

Loans, investments, receivables or any financial asset shall be considered non-performing, even
without missed contractual payments, when it is considered impaired under existing accounting
standards, classified as doubtful or loss, in litigation, and/or there is evidence that full repayment
of principal and interest is uniikely without foreclosure of collateral. All other loans, even if not
considered impaired, shall be considered non-performing if any principal and/or interest are
unpaid for more than 80 days from contractual due date, or accrued interests for more than 90
days have been capitalized, refinanced, or delaysd by agreement.

Microfinance and other small loans with similar credit characteristics shall be considered non-
performing after contractual due date or after it has become past due.

Restructured loans shall be considered non-performing. However, if prior to restructuring, the
loans were categorized as performing, such classification shall be retained.
Information regarding the Bank's non-performing loans are as follows:

2022 2021
Ratio of gross NPLs to gross TLP (%) 30.85% 31.30%
Ratio of net NPLs to gross TLP (%) 16.29% 19.71%
Ratio of total allowance for credit losses to gross
NPLs (%) 49.12% 46.69%
Ratio of specific allowance for credit losses on
gross TLP 1o gross NPLs (%) 47.37% 44.20%

73



RURAL BANK OF BAGABAG (N.V.), ING.
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2022 AND 2021

in Philippine Peso

13.

BANK PREMISES, FURNITURE, FIXTURES AND EQUIPMENT (BPFFE) - net

A reconciliation of the carrying amounts at the beginning and end of years 2022 and 2021, and the gross carrying amounts and accumulated depreciation of
bank premises, fumiture, fixtures and equipment are shown below.

2022
Furniture, Fixtures and
Building Equipment Right-of-use Asset Total
Cost:
Balance, January 1 15,770,356 P 19,189,197 # - P 34,959,553
Additions 397,890 294,147 - 692,037
Addition to right-of-use - - 9,733,896 9,733,898
Adjustment 105,521 (132,321) - (26,800)
Balance, December 31 16,273,767 19,351,023 9,733,896 45,358,686
Accumulated depreciation:
Balance, January 1 9,683,897 17,560,538 - 27,244 435
Depreciation (Note 22) 632,327 739,441 1,724,265 3,096,033
Reclassification 94,385 (94,385) - -
Balance, December 31 10,410,609 18,205,594 1,724,265 30,340,468
Carrying amount 5,863,158 P 1,145,429 P 8,000,631 P 15,018,218
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2021
Furniture, Fixtures and

Building Equipment Right-of Use Asset Total
Cost:
Balance, January 1 P 15,388,266 P 18,768,354 £ - P 34,156,620
Additions 382,090 437 861 - 819,951
Adjustment — (17,018) - (17,018)
Balance, December 31 15,770,356 19,189,197 - 34,959,553
Accumulated depreciation:
Balance, January 1 9,180,205 16,792,865 - 25,973,070
Depreciation (Note 22) 503,692 767,673 - 1,271,365
Balance, December 31 0,683,897 17,560,538 - 27,244 435
Carry_ing amount P 6,086459 P 1,628,659 P - P 7,715,118

During the year, no disposal of Bark's furniture, fixtures and equipment was made.
All additions were paid in cash.

The Bank assesses at each financial reporting date whether there is an indication that an item of bank premises, furniture, fixtures and equipment may be
impaired, and believes that there is no such indication as of December 31, 2022 and 2021.

No bank premises, furniture, fixtures and equipment were used as collateral for liabilities as at December 31, 2022 and 2021.

As of December 31, 2022 and 2021, the Bank has no commitment to purchase bank premises, furniture, fixtures and equipment
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14.

15.

Section 109 of the MORB states that the total investment of a bank in real estate and
improvements thereon, including bank equipment, shall not exceed fifty percent (50%)
of the bank's net worth. As of December 31, 2022 and 2021, the Bank is compliant with
such regulation.

The following are the lease agreements entered into by the Bank and outstanding as of
December 31, 2022 that qualify for the assessment for PFRS 16.

Lease Term
Location of leased Leased Lease

property Property Paymen Escalation Clause

Start of term End of term t

San Pedro, Land and 5% increase every 2
Bagabag Nueva Vizacy: building 01/01/2017 12/31/2026 80,813 years

Poblacion West, Lamut, Land and 5% increase every 2
ifugao building 01/01/2017 1213112026 28,733 years

Sta. Maria, Alfonso Lista, Land and 5% increase every 2
lfugao building 01/01/2017 12/31/2026 21,550 years

tbung, Villaverde, Nueva Land and 5% increase every 2
Vizcaya building 03/01/2009  12/31/2034 7,738 years

Paoblacion, Diadi, Nueva  Land and
Vizcaya building 01/01/2007 12/31/2032 5445 10%

The lease contracts are renewable upon such terms and conditions mutually agreed by
both parties prior to expiration. The leased assets are being depreciated based on the
useful life of the leased asset or remaining lease term, whichever is shorter.

INTANGIBLE ASSETS - net

A reconciliation of the carrying amounts at the beginning and end of years 2022 and 2021,
and the gross carrying amounts and accumulated amortization of software is shown
below.

2022 2021
Cost:
Balance, January 1 4 2,012,640 P 2,012,640
Addition 330,800
Balance, December 31 2,343,440 2,012,640
Accumulated Amortization:
Balance, January 1 1,710,070 1,415,070
Amortization (Note 22) 390,440 295,000
Balance, December 31 2,100,510 1,710,070
Carrying Amount P 242,930 P 302,570

The Bank assesses at each financial reporting date whether there is an indication that
an item of intangible assets may be impaired, and believes that there is no such
indication as of December 31, 2022 and 2021.

No intangible assets were used as collateral for liabilities as at December 31, 2022 and
2021.

As of December 31, 2022 and 2021, the Bank has no commitment to purchase
intangible assets

INVESTMENT PROPERTIES - net

This account pertains to real properties, such as land and building, foreclosed by the
Bank and held for capital appreciation.
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2022
Notes Land Building Total

Cost:
Balance, January 1 ® 25381248 ® 324419 P 25705667
Additions 8,036,736 - 8,036,736
Adjustment (29,671) - (29,671)
Disposal (4,160,615) - (4,160,615)
Balance, December 31 29,227,698 324,419 29,552,117
Accumulated

depreciation:
Balance, January 1 - 97,209 97,209
Depreciation 22 - 9,600 9,600
Balance, December 31 - 106,809 106,808
Aliowance for

impairment losses:
Balance, December 31 26 306,232 - 306,232
Carrying amount P 28921466 P 217610 P 29,139,076
2021

Notes Land Building Total

Cost.
Balance, January 1 P 22204028 P 324419 P 22528447
Additions 5,370,891 - 5,370,891
Disposal (2,193,671) - (2,193,671)
Balance, December 31 25,381,248 324,419 25,705,667
Accumulated

depreciation:
Balance, January 1 - 69,051 69,051
Depreciation 22 - 28,158 28,158
Balance, December 31 - 97,209 97,209
Allowance for impairment

losses:
Balance, December 31 26 306,232 = 306,232
Carrying amount P 25075016 P 227210 P 25302226

The Bank acquired its investment from foreclosure of properties. In 2022 and 2021,
transaction costs amounting to 1,310,443 and 676,322 respectively, were incurred in
relation to foreclosure of properties.

In 2022, the Bank disposed land with carrying amount of 4,160,615 for cash amounting
to P9,009,456, resulting to income from assets acquired of P4,848,841, as disclosed in
Note 21.

In 2021, the Bank disposed land with carrying amount of 2,193,671 for cash amounting
to 9,241,076, resulting to income from assets acquired of ™7 047 405, as disclosed in
Note 21.

Fair value is determined on the basis of the appraisals performed by an appraiser with
appropriate qualifications and recent experience in the valuation of simitar properties in
the relevant locations. To some extent, the valuation process was conducted by the
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16.

17.

18.

appraiser in discussion with the Bank’s management with respect to the determination
of the inputs such as the size, age, and condition of the land and buildings, and the
comparable prices in the corresponding property location.

The Bank carried out a review of the recoverabie amounts of its investment properties.
The Bank has determined that there is an indication that an impairment loss has
occurred on its investment properties. The fair value of investment property as of
December 31, 2022 and 2021 amounted to 67,259,118 and 58,710,210, respectively,
is currently categorized within Level 2. In estimating the fair value of these properties,
management takes into account the market participant’s ability fo generate economic
benefits by using the assets in their highest and best use. There has been no change
to the valuation techniques used by the Bank during the year for its non-financial assets.

No amount of investment property of the Bank has been pledged to secure general
banking facilities granted to the Bank.

OTHER ASSETS - net
The account consists of the following:

2022 2021
Accounts receivable # 10,165593 P& 8,737,725
Stationeries and supplies on hand 208,564 258,922
Liquidity pool fund 40,000 40,000
Petty cash fund 7,000 7,000
Investment on stocks 1,000 1,000
Prepayments - 4,378
10,422,157 9,049,025
Aliowance for credit iosses (Note 26) (2,656,274) (1,938,725)
| 7,765,883 P& 7,110,300
DEPOSIT LIABILITIES
This account consists of the foliowing:
2022 2021
Savings deposits P 301,042,310 P 335,158,138
Time deposits 122,939,390 108,360,330

P 423,981,700 P  443518,468

Savings earn annual interest rate of 0.5% while time deposits earn annual interest rate
ranging from 1.75% to 3.50% in 2022 and 2021.

Total interest expense on deposit liabilities amounted to #5,064,508 and ®4,713,320 for
the years ended December 31, 2022 and 2021, respectively.

Under existing BSP regulations, demand deposits, savings deposits, and lime deposils
of the Bank are subject to statutory reserve. As of December 31, 2022 and 2021, the
Bank is in compliance with such regulations.

BILLS PAYABLE

Movements of the account are as follows:

2022 2021
At January 1 | 4 - P 4,446,000
Payments - (4,446 ,000)
At December 31 | - P =

As of December 31, 2022 and 2021, no amount of loans receivables of the Bank has
been pledged to secure bills payables, as disclosed in Note 12.

78



RURAL BANK OF BAGABAG (N.V.), INC.
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2022 AND 2021

In Philippine Peso

Interest expense on bills payable for the years ended December 31, 2022 and 2021
amounted to nil and ®17,801.
19. OTHER LIABILITIES

The details of the account are disclosed below:

Note 2022 2021
Lease Liability P 8,397,111 P -
Accounts payable 4,971,726 3,644,751
Retirement benefit obligation 25 3,695,932 2,871,335
Government contributions and
payables 1,741,382 1,676,911
Accrued interest payable 913,724 829,081
Accrued other expenses payable 698,763 679,616
Insurance payable 155,895 312,352

P 20,574,533 P 10,014,046
Accounts payable pertains to deposit for redemption of real and other properties acquired.

Movements of lease liabilities are as follows:

Note 2022 2021
At January 1 P - P -
Additional 9,733,896 =
Interest 22 399,458 -
Payments (1,736,243) =
At December 31 P 8,397111 P -
The breakdown of lease liabilities as fo current and non-current is as follows:
December January
31,2022 1, 2022
Current & 1,487,038 P 1,336,785
Non-current 6,910,073 8,397,111
Total P 8,397,111 P 9,733,896
The maturity analysis of lease liabilities as at December 31, 2022 is as follows:
Lease Finance Net Present
Payments Charges Values
Within 1 year ' 1826330 » 339202 P 1,487,038
1-2years 1,821,238 272,423 1,648,813
2 -3 years 2,021,256 198,335 1,822,821
3-4years 2,122,308 116,675 2,005,733
4—5years 220,608 66,251 154,357
5- 10 years 1,279,908 192,197 1,087,711
5 - 25 years 196,428 5,890 190,538
Total e 9,588,074 © 1,190,983 P 8,397,111
20. CAPITAL STOCK
20.01 Preferred Stock
Shown below are the details on preferred stocks;
2022 2021
Authorized capital
4,000 shares at
100 par value 4,000 P 400,000 4000 P 400,000

‘Below are the features of the preferred stock:

(i) Preferred stock shall be issued against government investment in capital stock of the Bank.
Preferred stock so issued shall have preference over common stock in the assets of the
corporation in the event of liquidation, as provided hereunder.
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(iiy Preferred stock shall be non-voting, but in case of sale by the government of its preferred
stock to private shareholders, such stock automatically become common stock with voting
rights, thereby reducing the number of outstanding preferred share and increase the
number of common shares.

(i)  Preferred shares shall adhere in dividend distribution at two (2%) per centum.

As soon as the Bank has resources available for the purpose, the equity investment of the
government, as evidence by outstanding preferred shares, shall be reduced by retirement of such
stock at its par value and its sale to private inventors, in the manner provided for in section 7 of
R.A 720, as amended (Rural Banks Act), and implement rules and regulations.

As of December 31, 2022 and 2021, no amount of preferred stock were issued and outstanding.
20.02 Common Stock
Shown below are the details on common stocks:;

2022 2021
Stocks Amount Stocks Amount
Authorized capital
996,000 shares
at P100 par value 996,000 P 99,600,000 996,000 P 99,600,000
issued and fully paid
at P100 par value
Balance, January 1 868,073 P 96,807,300 966,073 P 96,807,300
Balance, December 31 968,073 P 96,807,300 968,073 96,807,300
Cammon stocks carry one (1) vote per share and a right to dividends.
20.03 Cash Dividends Declared

Under Section 124 of the MORB, the liability for dividends shall be taken up in the books
upon receipt of BSP approval thereof, or if no approval is received, after thirty (30)
business days from the date the required report on dividend deciaration was received
by the appropriate supervising and examining department of the BSP, whichever comes
earlier.

On April 26, 2022 the Bank through the Board Resolution No. 34 S. 2022, declared cash
dividends amounting to 4,840,547 to all stockholders on record as of December 31,
2021 on a pro-rata basis. Payment of dividend was made on June 03, 2022.

The dividend declaration and payment were approved by the BSP 30 days after the
receipt of report on dividend deciaration.

20.04 Stock Dividends Distributable

On August 20, 2020, the board of directors, with approval of stockholders representing
not less than two-thirds (2/3) of the outstanding capital stock, has resolved to declare
stock dividends amounting to ®30,010,046 to stockholders of record as of December
31, 2019.

Through joint regular meeting held on October 30, 2017, the Bank signified its intent to
increase its authorized shares from 1,000,000 to 1,500,000 valued at 100 par value
per share. As of December 31, 2022 and 2021, the Bank has yet to submit the
necessary documents for application to SEC.

20.05 Surplus Reserves

Surplus reserves pertain to reserves for contingencies and building construction for
bank’s premises amounting to 148,000 for the years ended December 31, 2022 and
2021.

20.06 Capital Management

The primary objectives of the Bank's capital management are to ensure the ability of
the Bank to have sufficient capital to underpin the Bank’'s risk-taking activities, to
continue as a going concern, to maintain a strong credit rating and quality capital
adequacy ratios, to ensure compliance with BSP regulations and to provide reasonable
returns and benefits to shareholders.

The Bank manages its capital structure, which composed of paid-up capital and surplus
reserve, and makes adjustments to these ratios in light of changes in economic
conditions and the risk characteristics of its activities. In order to maintain or adjust the
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capital structure, the Bank may adjust the amount of dividend payment to shareholders,
return capital structure or issue capital securities.

Under the current banking regulations, the qualifying capital accounts of the Bank
should not be less than an amount equal to ten percent (10%) of its risk-weighted
assets. The qualifying capital of the Bank for purposes of determining the capital-to-risk
assets is total capital funds excluding:

unbooked valuation reserves and other capital adjustments as may be required by the BSP;

total outstanding unsecured credit accommodations to DOSRI;

sinking fund for redemption of redeemable preferred stock; and

other regulatory deductions

appow®

Risk assets consists of total assets after exclusion of cash on hand, due from BSP,
loans covered by hold-out on or assignment of deposits, loans or acceptances under
letters of credit to the extent covered by margin deposits, and other non-risk items as
determined by the Monetary Board of the BSP.

As of December 31, 2022 and 2021, the Bank is in compliance with the current banking
reguiation.

The regulatory capital of the Bank is analyzed into two tiers which are Tier 1 Capital
plus Tier 2 Capital less allowable deductions from the total of Tier 1 and Tier 2 capital:

a. Tier 1 Capital includes the foliowing:
I paid up common stock,
ii. surplus, and
. undivided profits (for domestic banks only)
Subject to deductions for:
I deferred income tax

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

Under the existing BSP regulations, the determination of the Bank’s compliance with
regulatory requirements and ratios is based on the amount of the Bank’s unimpaired
capital regulatory capital reported to the BSP, determined on the basis of regulatory
accounting policies, which differ from PFRSs in some respecis.

Information regarding the Bank's “unimpaired capital® as of December 31, 2022 and
2021 is shown as follows:

2022 2021
Core Tier 1 Capital — gross P 176,631,644 P 152,310,051
Regulatory adjustments to Core Tier 1 (9,084,203) (6,679,167)
Core Tier 1 Capital - net 167,547 441 145,630,884
Add: Hybrid Tier 1 - -
Tier 1 Capital 167,547,441 145,630,884
Tier 2 Capital 2,681,978 3,638,439
Totai qualifying capitai P 170,228,419 | 149,269,323
Total risk-weighted assets P 682,733,280 P 695,084,161
Tier 1 Capital ratio 24.54% 20.95%
Total capital adeguacy ratio 24.93% 21.47%

In addition, Section 127 and Appendix 62 of the MORB discusses the guidelines
implementing the risk-based capital adequacy framework for stand-alone thrift banks,
rural banks and cooperative banks. The said framework was amended by BSP Circular
Na. 1079 dated March 8, 2020 and BSP Circular No. 1084 dated April 28, 2020 to
strengthen the quality of capital of the covered entities by the introduction of other capital
requirements such as the Common Equity Tier (CET) 1 ratio in addition to the existing

81



RURAL BANK OF BAGABAG (N.V.), INC.
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2022 AND 2021

In Philippine Peso

21.

22,

minimum CAR of 10%. The CET1 ratio is calculated by dividing CET1 capital by total
risk-weighted assets.

The implementation of the enhanced capital standards, which include the CET1 ratio, to
the aforementioned banks wiii take effect on January 1, 2023.

The Bank's leverage ratio, computed as total capital over total assets, is 25.59% and
22.80%, as of December 31, 2022 and 2021, respectively.

On August 24, 2022, the BSP issued Circular No. 1151, Amendments to Minimum
Capitalization of Rural Banks, increasing the minimum capitalization requirement to 50
million for rural banks with up to § branches, which must be satisfied within five years
from the date of effectivity of the circular. Banks which comply with the new capital levels
must submit to the BSP a certification to this effect, within 10 banking days from the date
of effectivity of this circular. Banks availing of the capital build-up track shall submit to
the BSP within six months from the date of effectivity of this circutar. On September 27,
2022, the Bank submitted its certificate of compliance with the said circular.

OTHER INCOME

This account consists of the following:

Note 2022 2021
Services chargesifees L 5,794,905 P 5,870,910
Income from assets acquired 15 4,848,641 7,047,405
Recovery on charged-off asset 1,176,732 196,485
Bank commissions 301,506 305,553
Miscellaneous income 369,445 242 165
P 12491429 P 13,485,528
OPERATING EXPENSES
Details of operating expenses are shown below:
Notes 2022 2021
Personnel costs 12,991,224 # 13,282,043
Taxes and licenses 5,014,664 4,704,510
Security, clerical and janitorial services 3,266,909 3,111,691
Depreciation 3,105,633 1,299,523
Insurance-PDIC 887,548 892,250
Power, light and water 858,263 588,036
Documentary stamps 743,494 754,447
Donations and charitable contributions 740,050 659,323
Information technology expenses 464,607 251,157
‘Representation and entertainment 438,185 297 496
Fuel and lubricant 431,853 284771
Insurances — others 430,884 473,623
Management and other professional fees 425,200 388,125
Interest expense - lease liahilities 19 399,458 -
Amortization 14 390,440 295,000
Lifigation expenses 361,354 1,310,443
Postage, telephone and telegram 258,606 228,088
Repairs and maintenance 250,462 162,708
Advertising and publicity 215,280 255,761
Stationery and supplies 186,663 2,621
Trainings and seminars 176,780 29,310
Travel expenses 124,231 75,030
Supervision fees 115,209 110,088
Membership fees and dues 21,560 21,560
Fees and commissions expense 4,800 3,727
Fines, penalties and other charges 800 8,076
Periodicals and magazines - 2,720
Rent expense - 1,656,680
Miscellaneous 59,379 213,332
P 32,403,636 31,363,120
Personnie! costs include:
Note 2022 2021
Salaries and wages | 4 6,729,350 P 7,147,076
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Short term benefits 4,133,982 3,773,166
Director's Fee 1,116,000 838,475
Government contributions 920,588 900,365
Contribution to retirement fund 25 91,304 622,961
L 12,991,224 ¢ 13,282,043
Depreciation expense is composed of:
Notes 2022 2021
Bank premises, fumiture, fixtures and equipment i3 P 3086033 7 1,271,365
Investment property 15 9,600 28,158
P 3,105633 P 1 &,523
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.

Income taxes include the corporate income tax, discussed below, and final tax paid
which represents the final withholding tax on gross interest income from government
securities 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.

Under current tax regulations, the applicable income tax rate is thirty percent (30%).
Interest aliowed as a deductible expense is reduced by an amount equivalent to thirty
three percent (33%) of interest income subjected to final tax. Also, entertainment,
amusement and recreation (EAR) expense is limited to one percent (1%) of net
revenues, as defined, for sellers of services beginning September 1, 2002. The current
regulations also provide for MCIT of 2% on modified gross income and allow a three-
year NOLCO. Any excess of the MCIT over the regular income tax is deferred and can
be used as a tax credit against future income tax liability while NOLCO can be applied
against taxable income, both in the next three years from the year of occurrence.

The Bank's liability for income tax is based on existing tax iaws and BIR reguiations.
However, income tax expense as shown on the statement of position comprehensive
income is determined under the provision of PAS 12 Income Taxes. Under PAS 12,
income tax expense is the sum of current tax expense computed under tax laws and
deferred tax expense determined through the use of balance sheet liability method.

Deferred tax expense is the sum of changes in deferred tax asset and deferred tax
liability. The balance sheet liability method focuses on temporary differences.
Temporary differences are differences between the tax base of an asset or liability and
its carrying amount in the statement of financial position. The tax base of an asset or
liability is the amount attributed to that asset or liability for tax purposes.

in 2020, to address the impact of COVID-19, the Senate and the House of
Representatives enacted Republic Act (RA) No. 11494 or the Bayanihan to Recover as
One Act (Bayanihan Il) effective September 15, 2020 with an original expiry date of
December 19, which has since been extended to mid-2021. Bayanihan Il provides for
COVID-19 response and recovery interventions and mechanisms to accelerate the
recovery and to boister the resiliency of the economy.

Among the response and recovery interventions provided under Bayanihan I are the
carry-over of net operating losses incurred by the business or enterprise for taxable
years 2020 and 2021 as deductions from gross income (for purposes of computing net
taxable income subject to regular corporate income tax) over the next five consecutive
taxable years immediately following the year of such loss Section 4 (bbbb) of the

Bayanihan II).
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Under Bayanihan |l, NOLCO would remain in effect even after the expiration of the Act,
provided that the deductions are claimed within the next five consecutive taxable years.

December 22, 2020, the Bureau of Internai Revenue (BIR) clarified, through Revenue
Memorandum Circular (RMC) No. 138-2020, that the net operating loss carry-over
(NOLCO) may be availed of under RR No. 25-2020 for taxpayers operating on fiscal-
year reporting. The RMC enumerated fiscal years ending between July 31 and
November 30, 2020 and January 31 to June 30, 2021 as falling within the taxable year
2020. Meanwhile, fiscal years ending between July 31 to November 30, 2021 and
January 31 to June 30, 2022 fall within the taxable year 2021. Thus, net losses incurred
by businesses or taxpayers during these fiscal years can be carried over as deductions
from gross income for the next five consecutive taxable years.

23.01 iIncome Tax Recognized in Profit or Loss

Components of income tax expense are as follows:

2022 2021
Income tax expense — current 1 4 12,182313 P 9,733,239
Income tax benefit — deferred (2,405,036) (3,564,857)
9,777,277 6,168,382
Tax effect of CREATE law
Income tax benefit — current - (1,119,456)
Income tax expense — deferred - 622,863
puon - - (496,593)
Total income tax expense after tax effect of CREATE LAW P 9,777,277 P 5,671,789

A numerical recongciliation between tax expense and the product of accounting profit multiplied by the tax rate
in 2022 and 2021 is as follows:

2022 2021
Accounting profit r 38,839417 P 25838,173
Tax expense at 25% 9,734,854 6,459,543
Tax effects of.

Impact of create faw = (496,593)
income subject to final tax (220,855) (388,215)
Interest expense limitation 55,214 97.054
Penalties and Donations 185,238 -
Contribution to retirement fund 22,826 -

| 8,777,277 P 5,671,789

23.02 Net Operating Loss Carry Over (NOLCO)

Under Section 34(D)(3) of the National Internal Revenue Code (NIRC) of 1997, as
amended, the net operating loss of the business or enterprise for any taxable year
immediately preceding the current taxable year which had not been previously offset as
deduction from gross income shall be carried over as a deduction from gross income
for the next three (3) consecutive taxable years immediately following the year of such
loss.

As of December 31, 2022 and 2021, the Bank has no NOLCO which can be claimed as
deductions against future taxable income.

23.03 Minimum Corporate income Tax (MCIT)

Section 27(E) of the National Internal Revenue Code (NIRC) of 1997, as amended,
provides that an MCIT of two percent (2%) of the gross income as of the end of the
taxable year is imposed on a taxable corporation beginning on the fourth taxable year
immediately following the year in which such corporation commenced its business
operation, when the MCIT is greater than RCIT for the taxable year. The Bank was
incorporated in July 29, 1968; thus, the Bank is subject to MCIT.

As of December 31, 2022 and 2021, the Bank has no available MCIT that can be claimed
as deduction from future taxable income.
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23.04 Deferred Tax Asset and Deferred Tax Liability

23.04.01 Recognized Deferred Taxes

The Bank's deferred tax assets (DTA) and deferred tax liability (DTL) as of December 31,

2022 and 2021 are as follows:

DTA on DTAon DTA on excess
Allowance for Retirement benefit lease liability Total Deferred DTL on Unearned Impact on
credit losses obligation over ROU tax assets income from SCR profitfioss

Balance, December 31, 2020 3,177,256 861,401 - 4,038,657 301,484
Recogpnition in profit or loss
Origination 3,569,730 - - 3,669,730 - 3,569,730
Reversal (4,873) - - {4,873} - (4,873)
Impact of CREATE Law (529,543) (143,667) - (673,110) (50,247) (622,863)
Balance, December 31,2021 6,212,570 717,834 - 6,830,404 251,237 2,941,904
Recognition in profit or loss
Origination 2,351,112 - 96,870 2,447 982 - 2,447,982
Reversal (294,183) = . (254,183) (251,237) (42,946)
Balance, December 31, 2022 8,269,499 717,834 96,870 9,084,203 - 2,405,036
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.04.02 U ized ‘Tax A
In previous years, the Bank did not fully recognize deferred tax assets on allowance for
credit losses, retirement benefit obligation, and allowance for impairment as the
management believes that it is not probable that sufficient income will be available
against which deferred tax asset may be utilized.

Details of the Bank's unrecognized deferred tax assets as of December 31, 2022 and
2021 are as follows:

Recognized  Unrecognized
deferred tax deferred tax
2022 Tax base Tax effect asset asset
Allowance for credit and
impairment losses * 78566422 P 19641606 P 8260499 P 11,372,107
Retirement benefit
obligation 3,695,932 923,983 717,834 206,149
Total unrecognized DTA P 11,578,258
R Unrecognized
deferred tax deferred tax
2021 Tax base Tax effect asset asset
Allowance for credit
and impairment losses P 78566422 P 19641606 P 6212570 P 13,429,036
Retirement benefit
obligation 2,871,335 717,834 717,834 —
Total unrecognized DTA P 13,429,036

23.05 Revenue Regulations (RR) No. 34-2020 - RahhﬂPartyTumactmn{RPT)Formmd
Transfer Pricing Documentation

The Bureau of Internal Revenue, in its Revenue Regulation No. 34-2020, requires
taxpayers to submit BIR Form No. 1709 (RPT Form) to allow the BIR to verify that
taxpayers are reporting their related party transactions at arm’s length prices. It is also
intended 1o improve and strengthen the Bureau’s transfer pricing risk assessment and
audit functions. Most importantly, the information that will be gathered from the RPT
Form and its attachments will be used by the BIR during the transfer pricing risk
assessment to determine whether or not to conduct a thorough review/audit of a
particular entity or transaction.

Under the said RR, the following are required to file and submit the RPT Form, together

with the Annual Income Tax Return (AITR):

1. Large taxpayers;

2. Taxpayers enjoying tax incentives, i.e. Board of investments (BOl)-registered and economic zone
enterprises, those enjoying Income Tax Holiday (ITH) or subject to preferential income tax rate;

3. Taxpayers reporting net operating losses for the current taxable year and the immediately preceding two
(2) consecutive taxable years; and

4. Avrelated party, as defined under Section 3 of RR No. 19-2020, which has transactions with (1), (2) or
(3) above. For this purpose, key management personnel (KMP), as defined under Section 3(7) of RR
No. 19-2020, shall no longer be required to file and submit the RPT Form, nor shall there be any
requirement to report any transaction between KMP and the reporting entity/parent company of the latter
in the RPT Form.

In addition, the preparation and submission of Transfer Pricing Documentation (TPD)
under RR No. 02-2013, otherwise known as “Transfer Pricing Guidelines” and all other
relevant issuances, shall be mandatory for taxpayers enumerated above who meet the
following materiality thresholds:
a. Annual gross sales/revenue for the subject taxable period exceeds P 150 million and the total amount of
related party transactions with foreign and domestic related parties exceeds P90 million;
b. Related party transactions meeting the following materiality threshold:
i. Ifitinvolves sale of tangible goods in the aggregate amount exceeding P60 million within the taxable

year,

ii. If it involves service fransaction, payment of interest, utilization of intangible goods or other related
party transaction in the aggregate amount exceeding 15 million within the taxable year

jii. if TPD was required to be prepared during the immediately preceding taxable period for exceeding
either (a) or (b) above.

86



RURAL BANK OF BAGABAG (N.V.), INC.
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2022 AND 2021

In Philippine Peso

As it does not belong to taxpayers who are required to file and submit the RPT Form
under Section 2 of RR 34-2020, the Bank is not covered by the requirements and
procedures for related party transactions under the said RR.

23.06 Republic Act No. 11534, otherwise known as the “Corporate Recovery and Tax
Incentives for Enterprises (CREATE)” Act

On February 03, 2021, the final provisions of Senate Bill No. 1357 and House Bill
No. 4157 or the Corporate Recovery and Tax Incentives for Enterprises (CREATE) Bill,
which seeks to reform corporate income taxes and incentives in the country, had been
ratified by the Senate and the House of Representatives of the Philippines.

Under the proposed law, effective July 1, 2020, the corporate income tax will be reduced
from the current 30% to 20% for domestic corporations with totai assets not exceeding
P100 million, excluding land, and total net taxable income of not more than P5 million.
The corporate income tax of all other corporations (domestic and resident foreign),
meanwhile, will be lowered to 25%. The bill would also lower the minimum corporate
income tax (MCIT) from 2% to 1% effective July 2020 until June 30, 2023.
Other key provisions of the CREATE bill include:
Effective January 1, 2021, income tax rate for nonresident foreign corporation is reduced from 30% to
25%.
» Preferential income tax rate for proprietary educational institutions and hospitals which are nonprofit is
reduced from 10% to 1% effective July 1, 2020 to June 30, 2023.
¢ Effective January 1, 2022, regional operating headquarters (ROHQ) currently enjoying 10% preferential
income tax rate shall be subject to RCIT.
«  Imposition of improperly accumulated eamings tax (JAET) is repealed.
«»  Foreign-sourced dividends received by domestic corporations are exempt from income tax subject to
ﬂnfndmutgcondm
The funds from such dividends actually received or remitted into the Philippines are reinvested in
the business operations of the domestic corporation in the Philippines within the next taxable year
from the time the foreign-sourced dividends were received;
- Shall be limited to funding the working capital requirements, capital expenditures, dividend
payments, investment in domestic subsidiaries, and infrastructure project; and
- The domestic corporation holds directly at least 20% of the outstanding shares of the foreign
corporation and has held the shareholdings for a minimum of 2 years at the time of the dividend
distribution.
« Qualified export enterprises shall be entiied to 4 to 7 years income lax holiday (ITH) to be followed by
10 years 5% special corporate income tax (SCIT) or enhanced deductions (ED).
» Qualified domestic market enterprises shail be entitied to 4 to 7 years 1TH to be followed by 5 years ED.
»  For investments prior to effectivity of CREATE:
Registered business enterprises (RBEs) granted only an ITH — can continue with the availment of
the ITH for the remaining period of the ITH.
- RBEs granted an ITH followed 5% GIT or are currently enjoying 5% GIT — allowed to avail of the
5% GIT for 10 years.

The said bill was signed into law on March 26, 2021, except for certain provisions that
were vetoed, by the President of the Philippines.

As clarified by the Philippine Financial Reporting Standards Council in its Philippine
Interpretations Committee Q&A No. 2020-07, the CREATE Act was not considered
substantively enacted as of December 31, 2020 even though some of the provisions
have retroactive effect to Juiy 1, 2020. The passage of the CREATE Act into law on
March 26, 2021 is considered as a non-adjusting subsequent event. Accordingly,
current and deferred taxes as of and for the year ended December 31, 2020 continued
to be computed and measured using the applicable income tax rates as of December
31, 2020 (i.e., 30% RCIT / 2% MCIT) for financial reporting purposes.

Applying the provisions of the CREATE Act, the Bank would have been subjected to
lower regular corporate income tax rate of 25% effective July 1, 2020.

24. RELATED PARTY TRANSACTIONS
In the ordinary course of business, the Bank has loans and other transactions with
certain directors, officers, stakeholders and related interests (DOSRI). Under the Bank’s
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policy, these loans and other transactions are made substantially on the terms as with
other individuals and businesses of comparable risks.

24.01 DOSRI Loans

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

The individual ceiling for credit accommodations of a bank to each of its directors,
officers and related interests shall be equivalent to his outstanding deposits and book
value of his paid-in capital in the lending bank. The unsecured credit accommodations
to each of the Bank's directors and officers shall not exceed 30% of his total credit
accommodations.

The aggregate ceiling for credit accommodations, whether direct or indirect, to directors
and officers of a bank shall not exceed 15% of the total loan portfolio of the Bank or its
combined capital accounts net of deferred income tax, unbooked valuation reserves
and other capital adjustments required by the BSP, whichever is lower. The total
unsecured direct and indirect borrowings of directors and officers shall not exceed 30%
of the aggregate ceiling or the outstanding direct/indirect credit accommaodations
thereto, whichever is lower.

2022
Amountof  Outstanding
Category Transactions balance Terms Conditions
Payable on instaliment,
interest bearing, cash
DOSRI loans L 1,893,000 * 1,543,006 settled Secured
Related Party
Loans {inclusive
2022 DOSRI Loans  of DOSRI Loans)
Total outstanding DOSRI loans | 4 1,543,006 P 1,543,006
Percent of DOSRI accounts to total loans 0.31% 0.31%
Percent of unsecured DOSRI accounts to DOSRI accounts 0.00% 0.00%
Percent of past due DOSRI accounts to total DOSRI 0.00% 0.00%
accounts
‘Percent of nonperforming DOSRI accounts to fotal DOSRI 0.00% 0.00%
accounts
2021
Amount of Cutstanding
Category Transactions balance Terms Conditions
Payable on instaliment,
interest bearing, cash
DOSRI loans d (11,000) 182,167 settied Secured
Related Party Loans
(Inclusive of DOSRI
2021 DOSRI Loans Loans)
Total outstanding DOSRI loans 182,167 P 182,167
Percent of DOSR! accounts to tofal loans 0.04% 0.04%
Percent of unsecured DOSRI accounts to DOSRI accounts 0.00% 0.00%
Percent of past due DOSRI accounts to total DOSRI
accounts 0.00% 0.00%
‘Percent of nonperforming DOSRI accounts to total DOSRI
accounts 0.00% 0.00%

The Bank assessed that DOSRI loans are impaired as of December 31, 2022 and 2021. Total allowance for
credit losses recognized amounted fo nif and ®1,812, respectively.

24.02 DOSRI! Depaosits
Deposits from DOSRI are shown below:

2022 2021
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Savings deposit P 37,627,623 P 44,043,960
24.03 Real estate transactions with DOSRI

The Bank leases its head office and branches from its President and Board of Directors
with term of 25-year contract for a monthly rental ranging from #8,145 to 80,813 with
escaiation clause as determined by both parties.

24.04 Remuneration of Key Management Personnel

The key management compensation as of December 31, 2022 and 2021 is composed

of the following:
2022 2021
Key management personnel compensation, salaries, and
other shori-term benefits L4 4,370,647 P 4,526,901
Director’s fee 1,116,000 838,475
. 5486,647 P 5,365,376

The key management compensation is shown as part of compensation and fringe benefits under other
operating expenses account in the statements of comprehensive income.

25, RETIREMENT BENEFIT OBLIGATION
Republic Act (RA) No. 7641 (New Retirement Law) took effect on January 17, 1993.
Under the new law, the Bank is required to provide minimum retirement benefits to

qualified retiring employees.

The Bank has made its own estimate of retirement benefits obligation. Management
believes that the effect on the financial statements of the difference between the
retirement costs determined under the current method used by the Bank and the
acceptable actuarial valuation is not material.

As of December 31, 2022 and 2021, the accumulated balance of retirement benefit
obligation amounted to 3,695,932 and 2,871,335, as disclosed in Note 19 which is
funded by retirement fund separately heid from the assets of the Bank. There is no
remeasurement in the liability and asset.

Movement of retirement benefit obligation is as follows:

2022 2021
Retirement benefit obligation £ 9,284,245 P 8,378,344
Plan assets (5,598,313) (5.507,009)
P 3,695932 P 2,871,335
Movement of retirement benefit obligation is as follows:
Note 2022 2021
Beginning balance r 8378344 P 7,901,372
Retirement expense 22 91,304 622,961
Reclassification 824,597 -
Payments o (145,989)
P 9,204,245 P 8,378,344
Movement of off-books retirement fund is as fotlows:
2022 2021
Beginning balance L4 5,507,009 P 5,030,037
Contributions 94,304 622,961
Payments = (145,989)
P 5,598,313 P 5,507,009

26. ALLOWANCE FOR CREDIT AND IMPAIRMENT LOSSES
The table below summarizes the movement of the account;
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Investment Other
Loans SCR properties asset
(Note 12)  (Note 12) (Note 15)  (Note 16) Total
Balance, December 31,

2020 54,639,248 32,595 321,232 1,086,206 56,079,279
Provision 13,426,403 - - 852,519 14,278,922
Reversal - (4,495) (15,000) - (19,495)
Balance, Decernber 31,

2021 68,085,649 28,100 306,232 1,838,725 70,338,706
Provision 8,686,809 - - 717,549 9,404 448
Reversal (1,176,732) - - - (1,176,732)
Balance, December 31,

2022 75,575,816 28,100 306,232 2,656,274 78,566,422
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27.

NOTES TO STATEMENTSOF CASH FLOWS — RECONCILIATION OF CHANGES IN LIABILITIES ARISING FROM FINANCING ACTIVITIES

The following table shows the reconciliation analysis of liabilities arising from financing activities for the years ended December 31, 2022 and 2021.

Non-cash changes
Interest
2022 January 1 Cash flows eéxpense Additional December 31
Lease liability - P (1,736,243) P 399,458 P 9,733,896 8,397,111
Non-cash changes
Interest
2021 January 1 Cash flows expense Others December 31
Bills payable 4,446,000 P (4,446,000 P vall®, 1 z =
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PROVISIONS, CONTINGENT LIABILITIES AND CONTINGENT ASSETS

Provisions are recognized when the Bank has a present obligation, whether legal or constructive,
as a result of past event, or when it is probable that the Bank will be required to settle the obligation,
and a reliable estimate can be made of the amount of the obligation.

The following are the significant commitments and contingencies involving the Bank:

a) The Bark is a plaintiff to various cases arising from the collection suits pending in courts for
claims against its delinquent borrowers. The amount of loans and receivables under litigation
amounted to 1,985,705 and 9,761,252 as of December 31, 2022 and 2021, respectively,
as disclosed in Note 12.

b) The Bank has no pending legal cases arising from its normal operation that will put the Bank
as defendant as a result of violation of transactions against its clients/ depositors.

c) The Bank had no outstanding issuances of bank guarantee and other similar credit
instruments that will put the Bank into obligation in case of non-compliance by the buyer.

d) The Bank had no outstanding outward and inward bills for collection at the end of the year.

Aside from stated above, the Bank has no other contingent accounts as of December 31, 2022

and 2021.

No events after the end of the reporting date were identified in these financial statements that

provide evidence of conditions that existed at the reporting date (adjusting events after reporting
date), and that are indicative of conditions that arose after the reporting date (non-adjusting events

These financial statements for the year ended December 31, 2022 was approved and authorized

29. EVENTS AFTER THE END OF THE REPORTING PERIOD
after the reporting date).
30. APPROVAL OF FINANCIAL STATEMENTS
for issue by the Board of Directors (BOD) on April 13, 2023.
31.

SUPPLEMENTARY INFORMATION UNDER REVENUE REGULATION 15-2010

Revenue Regulation (RR) No. 21-2002 prescribing additional procedural and/or documentary
requirements in connection with the preparation and submission of financial statements
accompanying income tax returns was amended under RR 15-2010. The amendment that became
effective on December 28, 2010 requires the inclusion in the notes to financial statements,
information on taxes and license fees paid or accrued during the year in addition to what is required
under the Philippine Financial Reporting Standards and such other standards and/or conventions.

Below are the additional information required by RR No. 15-2010. This information is presented
for purposes of filing with the BIR and is not a required part of the basic financial statements.
31.01 Gross Receipts Tax

2022 2021
Gross receipts tax paid 4529125 P 3053957
Gross receipts tax payable 1,249,052 1,126,785

s778177 P 4,180,742

31.02 All Other National and Local Taxes
Alt other focal and national taxes paid by the Bank and presented as part of operating expenses
for the periods ended December 31, 2022 and 2021 consist of:

2022 2021
National tax:
Gross receipts tax Ld 4,529,125 P 4,180,742
Local taxes:
Business permit 394,675 455,302
Real property taxes 47,267 68,466
Others 43,597 -
P 5,014,664 P 4,704,510
31.03 Withholding Taxes
Withholding taxes paid or accrued for the years ended December 31, 2022 and 2021 consist of:
2022 Paid Accrued Total
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Expanded withholding tax 5 12,753 P 16,128 P 28,882
Withholding tax on compensation 12,173 191,007 203,270
Final withholding tax 208,178 166,163 374,341
| o 233,104 & 373,389 P 606,493
2021 Paid Accrued Total
Expanded withholding tax e 169,045 P 14394 P 183,439
Withholding tax on compensation 99,054 9,175 108,229
Final withholding tax 292,297 179,141 471,438
_ |l 560,396 P 202,710 P 763,106
31.04 Tax Assessments
The Bank has no outstanding tax assessments as of December 31, 2022 and 2021.
31.05 Tax Cases

The Bank has no outstanding tax cases in any other court or bodies outside of the BIR as of
December 31, 2022 and 2021.

32. SUPPLEMENTARY INFORMATION REQUIRED UNDER BSP CIRCULAR NO. 1074
On January 8, 2020, the Monetary Board (MB) amended BSP Circular No. 1074, requiring Banks
to include the additional information on the following:
32.01 Basic Quantitative Indicators of Financial Performance
The following basic ratio measures the financial performance of the Bank:

2022 2021
Return on average equity (ROE) 14.99% 11.71%
Retum on average assets (ROA) 4.51% 3.23%
Net interest margin 10.80% 9.59%
Debt-to-equity 2474 2.50:1
Capital adequacy ratio 24.93% 21.47%
ratio 25.59% 22.80%
32.02 Capital Instruments Issued
Description of capital instrument issued by the Bank is disclosed in Note 20.
32.03 Significant Credit Exposures
The Bank’s concentration of credit as to industry/economic sector (net of unamortized discount)
are as follows:
2022 2021
% to % to Tier1
Amount % Tiert Amount %
Real estate acfivities 184,480,442 33.09 98.17 154,035,841 33.07 105,77
fishing 142,714,927 28.71 8518 132,244 771 28.39 90.81
Activities of househoid as
employers and
undifferentiated goods-and-
sefvices-producing
activities of households for
own use 86,614,914 17.42 5170 79,348 211 17.04 54.49
Wholesale and retail trade,
repair of motor vehicles
and motorcycles 46,211,816 930 27.58 49,740,557 10.68 34.16
Construction 24,069,933 484 1437 31,201,367 6.70 21.42
Transportation and storage 2,919,167 0.59 1.74 2,673,111 0.57 1.84
Accommodation and food
service activities 4,321,713 0.87 2.58 2,534,909 0.54 1.74
Electricity, gas, steam and air-
conditioning supply 1,150,000 0.23 0.69 1,650,000 0.35 1.13
Manufacturing §2,000 0.01 0.05 495,239 011 0.34
Other service activities 24,534,862 4.94 14.64 11,814,389 2.54 8.11
Total 497,109,774 100.00 465,738,385 100.00
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The BSP considers the concentration of credit exists when the total loan exposure to a particular industry or
economic sector exceeds 30% of the total loan portfolio or 10% of Tier 1 Capital which is equivalent to
16,754,744 and P14,563,088 as of December 31, 2022 and 2021, respectively.

In 2022, the Bank is exposed to credit risk concentration on real estate activities amounting to more than
30% of the total loan portfolio. The Bank is also exposed to credit risk cancentration on real estate activities;
agriculture forestry and fishing; activities of household as employers and undifferentiated goods-and-
services-producing activities of households for own use; wholesale and retail trade, repair of motor vehicles
and motorcycles; construction; and other service activities amounting to more than 10% of Tier 1 Capital.

In 2021, the Bank is exposed to credit risk concentration on real estate activities amounting to more than
30% of the total loan portfolio. The Bank is also exposed to credit risk concentration on real estate activities;
agriculture forestry and fishing; activities of household as employers and undifferentiated goods-and-
services-producing activities of households for own use; and wholesale and retail trade, repair of motor
vehicles and motorcycles amounting to more than 10% of Tier 1 Capital.

32.04 Breakdown of Total Loans

32.04.01 As to Security
As to security, loans are classified into (net of unamortized discount):
2022 % 2021 %
Secured loans:
Real estate mortgage P 439625737 884% P 416157912 89.35%
Chattel and other coliateral 4,566,567 0.92% 4,218,600 0.91%
Total secured 444,192,304 89.35% 420,376,512 90.26%
Unsecured 52,917,470 10.65% 45,361,883 9.74% 32.04.02
Total loans P 497,109,774 100% P 465738395  100.00%  Stalus
Breakdown of loans as to performing and non-performing status per product is as follows:
2022 Performing Non-performing Total
Other agricultural credit loans 4 90,041,385 P 30,857,050 P 120,808,435
Housing purposes 114,707,010 33,319,662 148,026 672
Small and medium enterprise
loans 64,749,724 55,003,536 119,753,260
Agrarian reform loans 8,419,864 4,396,628 12,816,492
Motor vehicle loan 11,983 685 3,865,719 15,849,404
Salary-based 9,458,555 271,122 9,720,877
Other purposes 34,882,108 26,153,726 61,035,834
- 343242331 P 153,867,443 P 40?.10&.774
2021 Performing Non-performing Total
Other agricultural credit loans 96601954 P 24575478 ® 121,267 432
Housing purposes 100,005,428 33,410,538 133,415,966
Small and medium enterprise 51,471,647 45,249,711 96,721,358
loans
Agrarian reform loans 9,898,693 1,078,646 10,977,339
Motor vehicle loan 11,828,275 4,503,762 16,333,037
Salary-based 4,053,607 324,410 4,378,017
Other purposes 46,019,291 36,625,955 82,645,246
319,969,895 * 145,768,500 P 465,738,395

32.05 Information on Related Party Loans

Information on related party loans is disclosed in Note 24.

32.06 Aggregate Amount of Secured Liabilities and Assets Pledged as Security

As of December 31, 2022 and 2021, there were no assets pledged as security to any liability.
32.07 Contingencies and Commitments Arising from Off-balance Sheet ltems

As of December 31, 2022 and 2021, the Bank has no contingencies and commitments arising from off-
balance sheet items as described in Circular No. 1074.



