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2008

One to
Three
Months

Three
Months to
One Year

One to
Five
Years

Morte
‘Than Five
Years

Non-rate

Sensitive Total

Resoutces :
Cash and
cash
equivalents P
Loans and
advances
to banks
Loans and
advances to
customers
Investment
securities

8,143

22,113,666

12,463,680

17,702,663

381,709

2,396,373

2,058,149

1,469,394

5,591,439

- P

381,709

5,952,017

10,455,496

24442499 P 24,450,642

B 22,877,084

85,184,862 107,466,326

6,249,179 42,056,926

Total

resources P 52,288,152

4,836,231

7,060,833 P

16,789,222 P

115,876,540 P 196,850,978

Liabilities:
Deposits from
banks P
Deposits from
customers
Debt
securities
issued -
Subordinated
liabilities -

7,460,783

18,950,677

9,859,434

16,628,757

P

3,320,562 P

33,571

6,002,821

6,941,899

770,759 P

21,411,538

123,355,115 158,968,120

. 6,002,821

- 6,941,899

Total

liabilities P 26,411,460

26,488,191

P

16,298,853 P

770,759 P

123,355,115 P 193,324,378

Gap 1 )i 25,876,692

(R

21,651,960) (P

9,238,020) P

16,018,463 (R

7,478,575) P 3,526,600

Cumulative gap P 25,876,692

P

4,224,732 (P

5,013,288) P

11,005,175 P

3,526,600

Parent Only

2009

One to
Three
Months

Resources:
Cash and
cash
equivalents P -
Loans and
advances
to banks
Loans and
advances to
customers
Investment

1,537,496

101,890,782

securities 8,520,229

Three
Months to
One Year

One to
Five
Years

More
Than Five
Years

Non-rate

Sensitive Total

371,106

7,632,227

325,753

4,604,205

14,209,072

- P

10,876,364

31,056,687

5,408,491 P 5,408,491

17,794,443 19,703,045

6,729,758 131,733,336

14,522,374 68,634,115

Total
resources
(Carried

Sforward) P 111,948,507

8,329,086

P

18,813,277 P

41,933,051 P

44,455,066 P 225478987
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2009
One to Three One to More
Three Months to Five Than Five Non-rate
Months One Year Years Years Sensitive Total
Total
resources
(Brought
Sforward) P 111948507 P 8,329,086 18,813,2 P 41,933,051 P 44,455,066 P 22547898
Liabilities:
Deposits from
banks P 7,200,818 P 2,573,259 11,923 P 749,173 P - P 10,535,173
Deposits from
customers 80,807,868 4,524,961 5,519,640 . 89,700,910 180,553,379
Debt
securities
issued 5,836,076 - - B B 5,836,076
Subordinated
liabilities - - 10,926,978 - - 10,926,978
Total
liabilities P 93,844,762 P 098,220 16,458,541 P 749,173 P 89,700,910 P 207,851,606
Gap 1 P 18,103,745 P 1,230,866 2,354,736 P 41,183,878 (P 45,245,844) P 17,627,381
Cumulative gap P 18,103,745 P 19,334,611 21,689,347 P 62,873,225 P 17,627,381
Parent Only
2008
One to Three One to More
Three Months to Five Than Five Non-rate
Months One Year Years Years Sensitive Total
Resources:
Cash and
cash
equivalents P 8119 P . : P : P 24441329 P 24449448
Loans and
advances
to banks 22,112,203 381,709 . 381,709 : 22,875,621
Loans and
advances to
customers 12,461,783 2,388,112 1,448,759 5,940,000 85,177,931 107,416,585
Investment
securities 17,702,533 2,057,755 5,590,327 10,453,809 6,249,231 42,053,655
Total
resources P 52,284,638 P 4,827,576 P 7,039,086 P 16,775,518 P 115,868,491 P 196,795,309
Liabilities:
Deposits from
banks P 7,460,783 P 9,859,434 P 3320562 P 770,759 P : P 21,411,538
Deposits from
customers 18,929,955 16,627,133 29,830 - 123,342,160 158,929,078
Debt
securities
issued - - 6,002,821 - - 6,002,821
Subordinated
liabilities - - 6,941,899 - - 6,941,899
Total
liabilities P 26,390,738 P 26,486,567 P 16,295,112 P 770,759 P 123,342,160 P 193,285,336
Gap 1 P 25,893,900 (P 21,658,991) (P 9,256,026) P 16,004,759 (P 473,669) P 3,509,973
Cumulative gap P 25,893,900 P 4,234909 (P 5,021,117) P 10,983,642 P 3,509,973
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4.3.3 Equity Price Risk

The Parent Company and RSB have minimal exposures to equity securities price risk
on their investments held and classified on the statement of financial position as
available-for-sale. The Group is not exposed to commodity price risk. To manage
price risk, the Parent Company and RSB diversify their portfolio. Diversification of the
portfolio is done in accordance with the limits set by the Parent Company and RSB.

4.4 Credit Risk

Credit risk is the risk that the counterparty in a transaction may default, and arises from
lending, trade finance, treasury, derivatives and other activities undertaken by the
Parent Company and RSB. The Group manages credit risk through a system of
policies and authorities that govern the processes and practices of all credit-originating
and borrowing relationship management units.

Credit Risk Division of CRISMS assists senior management : (a) to develop credit
policy; (b) to establish risk concentration limits accepted at the level of the single
borrower, related-borrower group, industry segments, and soveteign jurisdiction; and,
() to continuously monitor the actual credit risk portfolio from the perspective of
those limits and other risk management objectives. In performing this function, the
Credit Risk Division works hand-in-hand with the business units and with the
Corporate Planning Group.

At the individual borrower level, exposure to credit risk is managed via adherence to a
set of policies, the most notable features of which, in this context, are: (a) credit
approving authority is not exercised by a single individual but rather, through a
hierarchy of limits, is effectively exercised collectively; (b) branch managers have
limited approval authority only for credit exposure related to deposit-taking operations
in the form of bills purchased, acceptance of second endorsed checks, and 1:1 loan
accommodations; (c) an independent credit risk assessment by the Credit Risk Division
of large corporate and middle-market borrowers, summarized into a borrower risk
rating, is provided as input to the credit decision-making process; and, (d) borrower
credit analysis is performed at origination and at least annually thereafter.

Impairment provisions are recognized for losses that have been incurred at the
statement of financial position date. Significant changes in the economy, or in
particular industry segments that represent a concentration in the Parent Company’s
and RSB’s portfolio, could result in losses that are different from those provided for at
the end of the reporting period. Management therefore carefully monitors the changes
and adjusts its exposure to such credit risk, as necessary.
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4.4.1 Exposure to Credit Risk

The carrying amount of financial resources recorded in the consolidated financial
statements, grossed up for any allowances for losses, which represents the maximum
exposure to credit risk, without taking into account of the value of any collateral
obtained, as of December 31 follows:

Parent and RSB
2009
Loans and Investment
Receivables Securities

Carrying Amount ) id 163,991,498 P 62,285,284
Individually Impaired

Grade 1 to 5: Unclassified 372,000 -

Grade 6 to 7: Impaired 564,189 -

Grade 8: Impaired 816,269 -

Grade 9: Impaired 1,667,533 -

Grade 10: Impaired 533,880 -

Gross amount 3,953,871 3,393,319

Allowance for impairment ( 1,710,715) ( 1,276,157)

Carrying amount 2,243,156 2,117,162
Collectively Impaired

Grade 1 to 5: Unclassified 107,030,198 -

Grade 6 to 7: Impaired 16,896,119 -

Grade 8: Impaired 3,917,908 -

Grade 9: Impaired 9,500 -

Grade 10: Impaired 678,000 -

Gross amount 128,531,725 -

Allowance for impairment ( 3,019,846) -

Carrying amount 125,511,879 -

Unquoted debt securities

classified as loans 5,689,068 -

Allowance for impairment ( 462,000) -

Carrying amount 5,227,068 -
Neither Past Due Nor Impaired 31,009,395 60,168,122

Total Carrying Amount ) id 163,991,498 P 62,285,284
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Parent and RSB
2008
Loans and Investment
Receivables Securities
Carrying Amount P 164,231,166 P 44,459,397
Individually Impaired
Grade 1 to 5: Unclassified 629,000 -
Grade 6 to 7: Impaired 477,319 -
Grade 8: Impaired 1,699,807 -
Grade 9: Impaired 999,817 -
Grade 10: Impaired 874,873 -
Gross amount 4,680,816 2,466,280
Allowance for impairment ( 1,571,731) ( 811,207)
Carrying amount 3,109,085 1,655,073
Collectively Impaired
Grade 1 to 5: Unclassified 111,883,119 -
Grade 6 to 7: Impaired 9,691,743 -
Grade 8: Impaired 1,438,809 -
Grade 9: Impaired 29,840 -
Grade 10: Impaired 548,000 -
Gross amount 123,591,511 -
Allowance for impairment ( 4,745,0606) -
Carrying amount 118,846,445 -
Unquoted debt securities
classified as loans 6,621,885 -
Allowance for impairment ( 1,082,467) -
Carrying amount 5,539,418 -
Neither Past Due Nor Impaired 36,736,218 42,804,324

Total Carrying Amount P 164,231,166 P 44,459,397
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Parent Only
2009
Loans and Investment
Receivables Securities

Carrying Amount P 131,733,336 P 56,191,210
Individually Impaired

Grade 6: Impaired 550,439 -

Grade 7: Impaired 13,750 -

Grade 8: Impaired 816,269 -

Grade 9: Impaired 1,667,533 -

Grade 10: Impaired 533,880 -

Gross amount 3,581,871 3,393,319

Allowance for impairment ( 1,710,715) ( 1,276,157)

Carrying amount 1,871,156 2,117,162
Collectively Impaired

Grade 1 to 5: Unclassified 89,535,198 -

Grade 6: Watchlist 5,777,787 -

Grade 7: Special Mention 3,128,332 -

Grade 8: Sub-standard 3,287,908 -

Grade 9: Doubtful 9,500 -

Grade 10: Loss - -

Gross amount 101,738,725 -

Allowance for impairment ( 2,070,8406) -

Carrying amount 99,667,879 -

Unquoted debt securities

classified as loans 5,689,068 -

Allowance for impairment ( 462,000) -

Carrying amount 5,227,068 -
Neither Past Due Nor Impaired 24.967,233 54,074,048

Total Carrying Amount P 131,733,336 P 56,191,210
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Parent Only
2008
Loans and Investment
Receivables Securities

Carrying Amount 130,292,206 41,135,509
Individually Impaired

Grade 6: Impaired 383,219 -

Grade 7: Impaired 94,100 -

Grade 8: Impaired 1,699,807 -

Grade 9: Impaired 999,817 -

Grade 10: Impaired 874,873 -

Gross amount 4,051,816 2,466,280

Allowance for impairment 1,571,731) ( 811,207)

Carrying amount 2,480,085 1,655,073
Collectively Impaired

Grade 1 to 5: Unclassified 94,300,118 -

Grade 6: Watchlist 2,797,107 -

Grade 7: Special Mention 303,637 -

Grade 8: Sub-standard 711,809 -

Grade 9: Doubtful 29,840 -

Grade 10: Loss - -

Gross amount 98,142,511 -

Allowance for impairment 1,526,066) -

Carrying amount 96,616,445 -

Unquoted debt securities

classified as loans 6,621,885 -

Allowance for impairment 1,082,467) -

Carrying amount 5,539,418 -
Neither Past Due Nor Impaired 25,656,258 39,480,436
Total Carrying Amount P 130,292,206 P 41,135,509

The credit risk for cash and cash equivalents such as Due from BSP and Due from
Other Banks is considered negligible, since the counterparties are reputable banks with
high quality external credit ratings.

4.4.2 Collateral Held as Security and Other Credit Enhancements

The Parent Company and RSB hold collateral against loans and advances to customers
in the form of mortgage interests over property, other registered securities over assets,
and guarantees. Estimates of fair value are based on the value of collateral assessed at
the time of borrowing and are generally updated annually. Collateral, generally, is not
held over loans and advances to banks, except when securities are held as part of
reverse repurchase and securities borrowing activity. Collateral usually is not held
against investment securities, and no such collateral was held at December 31, 2009 and
2008.
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The Parent Company and RSB hold collateral against Loans and Other Receivables in
the form of hold-out on deposits, real estate mortgage, standby letters of credit or bank
guaranty, government guaranty, chattel mortgage, assignment of receivables, pledge of
shares, personal and corporate guaranty and other forms of security. An estimate of

the fair value of collateral and other security enhancements held against loans and
receivables as of December 31, 2009 and 2008 are shown below.

Parent and RSB

Against individually impaired
Real property
Chattels
Equities
Others

Against past due but not impaired
Real property
Chattels
Equities
Debt securities
Others

Against neither past due nor impaired
Real property
Chattels
Others

Total

Parent Only

Against individually impaired
Real property
Chattels
Equities
Other

Against past due but not impaired
Real property
Chattels
Equities
Debt securities
Other

Against neither past due nor impaired
Real property
Chattels
Other

Total

2009 2008
P 2,287,915 P 4648242
254,544 392,084
- 461,000
- 236,980
24,720,064 18,700,355
14,441,811 12,751,047
1,191,823 710,190
1,970,065 1,422,824
38,596,440 42,111,183
516,000 486,000
15,107,528 14,645,252

P 99,086,190 P 96,565,157

2009 2008
P 1915915 P 4,020,242
254,544 392,084
- 461,000
167,381 236,980
8,505,064 5,983,355
2,183,811 837,047
1,191,823 710,190
1,344,065 814,824
36,130,440 34,407,183
15,107,528 14,645,252

P 66,801,071 P 62,508,157



-57-

4.4.3 Concentrations of Credit Risk

The Parent Company and RSB monitor concentrations of credit risk by sector. An
analysis of concentrations of credit risk at the reporting date is shown in Note 11.

4.5 Fair Value Hierarchy

The Parent Company and RSB adopted the amendments to PFRS 7, Improving
Disclosures about Financial Instruments, etfective January 1, 2009. These amendments
require the Parent Company and RSB to present certain information about financial
instruments measured at fair value in the statement of financial position. In the first
year of application, comparative information need not be presented for the disclosures
required by the amendment. Accordingly, the disclosure for the fair value hierarchy is
only presented for December 31, 2009.

In accordance with this amendment, financial assets and liabilities measured at fair
value in the statement of financial position are categorized in accordance with the fair
value hierarchy. This hierarchy groups financial assets and liabilities into three levels
based on the significance of inputs used in measuring the fair value of the financial
assets and liabilities. The fair value hierarchy has the following levels:

e Level 1: quoted prices (unadjusted) in active markets for identical assets or
liabilities;

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

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

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

The table in the next page presents the breakdown of the Parent Company’s and RSB’s
financial assets and liabilities measured at fair value in the statement of financial
position as of December 31, 2009.



Parent Company and RSB
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2009
Level 1 Level 2 Level 3 Total
Financial assets at fair
value through profit
and loss:
Government bonds P 6,198,850 342,319 - 6,541,169
Other debt securities 1,610,277 - - 1,610,277
Derivative assets 54,163 758,697 - 812,860
7,863,290 1,101,016 - 8,964,306
Available-for-sale
securities:
Government bonds 16,114,700 4,558,429 - 20,673,129
Other debt securities 14,236,515 - - 14,236,515
Equity securities 1,742,095 - - 1,742,095
32,093,310 4,558,429 - 36,651,739
Allowance for
impairment ( 1,336,254 ) - - 1,336,254 )
30,757,056 4,558,429 - 35,315,485
Total Resources
at Fair Value P 38,620,346 5,659,445 - 44,279,791
Detivative liability P - 03,604 - 03,604
Parent Company
2009
Level 1 Level 2 Level 3 Total
Financial assets at fair
value through profit
and loss:
Government bonds P 5,268,780 342319 P - 5,611,099
Other debt securities 1,610,277 - - 1,610,277
Derivative assets 54,163 758,697 - 812,860
6,933,220 1,101,016 - 8,034,236
Available-for-sale
securities:
Government bonds 12,999,604 4,558,429 - 17,558,033
Other debt securities 14,236,515 - - 14,236,515
Equity securities 1,742,095 - - 1,742,095
28,978,214 4,558,429 - 33,536,643
Allowance for
impairment ( 1,276,157) - - 1,276,157)
27,702,057 4,558,429 - 32,260,486
Total Resources
at Fair Value P 34,635,277 5,659,445 - 40,294,722
Derivative liability P - 703,604 - 703,604
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4.6 Operations Risk and Reputation Risk

Operations risk is the risk arising from the potential that inadequate information
systems, operations ot transactional problems (relating to service or product delivery),
breaches in internal controls and fraud or unforeseen catastrophes will result in
unexpected loss. Operations risk includes the risk of loss arising from various types of
human or technical error, the risk of settlement or payments failures, the risk of
business interruption, administrative and legal risks and the risk arising from systems
not performing adequately.

Reputation risk is the risk to earnings or capital arising from negative public opinion.
This affects the Parent Company’s and RSB’s ability to establish new relationships or
services, or to continue servicing existing relationships. This risk can expose the Parent
Company and RSB to litigation, financial loss, or damage to their reputation.
Reputation risk arises whenever technology-based banking products, services, delivery
channels, or processes may generate adverse public opinion such that it seriously affects
the Parent Company’s and RSB’s earnings or impairs capital. This risk is present in
activities such as asset management and regulatory compliance.

The Parent Company and RSB maintain departmental operations manuals that are
periodically updated. The Parent Company and RSB have also developed a Business
Contingency Plan which is tested at least annually and updated for any major changes
in systems procedures.

Transactions and items of value are subject to a system of dual control whereby the
work of one person is verified by a second person to ensure that the transaction is
properly authorized, recorded and settled.

The Parent Company and RSB place emphasis on the security of their computer
systems and have a comprehensive information technology (I'T) security policy. The
Parent Company and RSB designate a security administrator independent of the front
office who is responsible for maintaining strict control over user access privileges to the
Parent Company and RSB’s information systems. The Parent Company’s and RSB’s I'T
Groups have also created a disaster recovery plan to cover the recovery of critical data
and contingency processing requirements in the event of a disaster.

4.7 Legal Risk and Regulatory Risk Management

Changes in laws and regulations could adversely affect the Parent Company and RSB.
In addition, the Parent Company and RSB face legal risks in enforcing its rights under
its loan agreements, such as foreclosing on collateral. Legal risk is higher in new areas
of business where the law remains untested by the courts. The Parent Company and
RSB use a legal review process as the primary control mechanism for legal risk. Such a
legal review aims to verify and validate the existence, genuineness and due execution of
legal documents, and verify the capacity and authority of counterparties and customers
to enter into transactions. In addition, the Parent Company and RSB seek to minimize
its legal risk by using stringent legal documentation, imposing certain requirements
designed to ensure that transactions are properly authorized and consulting internal and
external legal advisors.
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Regulatory risk refers to the potential for the Parent Company and RSB to suffer
financial loss due to changes in the laws or monetary, tax or other governmental
regulations of a country. The Parent Company’s and RSB’s Compliance Program, the
implementation of which is overseen and coordinated by the Compliance Office, is the
primary control process for regulatory risk issues. The Compliance Office is
responsible for communicating and disseminating new rules and regulations to all units,
analyzing and addressing compliance issues, performing periodic compliance testing on
branches and Head Office units, and reporting compliance findings to the Audit
Committee and the BOD.

4.8 Anti-Money Laundering Controls

The Anti-Money Laundering Act was passed in September 2001 and was amended in
March 2003. Under the Anti-Money Laundering Act, as amended, the Parent Company
and RSB are required to submit “Covered Transaction Reports” involving single
transactions in cash or other equivalent monetary instruments in excess of P500,000
within one banking day. The Parent Company and RSB are also required to submit
“Suspicious Transaction Reports” to the Anti-Money Laundering Council of the BSP in
the event that there are reasonable grounds to believe that any amounts processed are
the proceeds of money-laundering activities. The Parent Company and RSB are required
to establish and record the identities of its clients based on official documents. In
addition, all records of transactions are required to be maintained and stored for five
years from the date of the transaction. Records of closed accounts must also be kept for
five years after their closure.

Under BSP Circular No. 279 dated April 2, 2001, within 20 banking days after the end
of each financial year, the Parent Company and RSB are required to submit to the BSP
a certificate signed by the President and the Chief Compliance Officer stating that they
have monitored compliance and that the Parent Company and RSB are complying with
the anti-money laundering rules and regulations.

In an effort to further prevent money laundering activities, the Parent Company and
RSB have adopted Know Your Customer policies and guidelines. Under the guidelines,
each business unit is required to validate the true identity of a customer based on
official or other reliable identifying documents or records before an account may be
opened.

Each business unit is also required to monitor account activities to determine whether
transactions conform to the normal or expected transactions for a customer ot an
account. For a high-net worth individual whose source of funds is unclear, a more
extensive due diligence is required. Decisions to enter into a business relationship with
a higher risk customer, such as a politically exposed person or a private individual
holding a prominent position, are made exclusively at the senior management level.

The Parent Company’s and RSB’s procedures for compliance with the Anti-Money
Laundering Act are set out in its Anti-Money Laundering Policy Manual. The Parent
Company’s and RSB’s Compliance Offices monitor compliance and conduct
compliance testing of business units.
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The Parent Company’s and RSB’s Anti-Money Laundering Committee evaluates
suspicious transaction reports submitted by branches for final determination if the
suspicions are based on reasonable grounds and are therefore reportable to the
Anti-Money Laundering Council. All banking groups are required to submit to the
Compliance Office certificates of compliance with the Anti-Money Laundering Rules
& Regulations on a quarterly basis.

4.9 Other Subsidiaries’ Policies and Objectives

The other subsidiaries have essentially the same risk management policies and
objectives as that of the Parent Company and RSB. The other subsidiaries’ risk
management is coordinated with the Parent Company, in close cooperation with their
respective BOD.

CAPITAL MANAGEMENT
5.1 Regulatory Capital

The BSP, Group’s lead regulator, sets and monitors capital requirements of the Parent
Company, RSB and RCBC Capital and the Group as a whole.

In implementing current capital requirements, BSP requires the Parent Company and
the Group to maintain a minimum capital amount and a prescribed ratio of qualifying
capital to risk-weighted assets or the capital adequacy ratio (CAR).

Risk-weighted assets is the sum of credit risk, market risks, and operational risks,
computed based on BSP-prescribed formula provided under its circulars.

Under the relevant provisions of the current BSP regulations, the minimum capitalization
of the Parent Company, RSB and RCBC Capital is P4.95 billion, P325 million and

P300 million, respectively. In computing CAR, the regulatory qualifying capital is analyzed
into two tiers which are: (i) Tier 1 Capital, and (ii) Tier 2 Capital; less deductions from the
Total Tier 1 and Tier 2 for the following:

(a) Investments in equity of unconsolidated subsidiary banks and other financial allied
undertakings, but excluding insurance companies;

(b) Investments in debt capital instruments of unconsolidated subsidiary banks;

(c) Investments in equity of subsidiary insurance companies and non-financial allied
undertakings;

(d) Reciprocal investments in equity of other banks/enterprises; and,

(e) Reciprocal investments in unsecured subordinated term debt instruments of other
banks/quasi-banks qualifying as Hybrid Tier 1, Upper Tier 2 and Lower Tier 2, in
excess of the lower of (i) an aggregate ceiling of 5% of total Tier 1 capital of the bank
excluding Hybrid Tier 1; or (i) 10% of the total outstanding unsecured subordinated
term debt issuance of the other bank/quasi-banks. Provided, that any asset deducted
from the qualifying capital in computing the numerator of the risk-based capital ratio
shall not be included in the risk-weighted assets in computing the denominator of the
ratio.



-62-

Tier 1 Capital and Tier 2 Capital are defined as follows:

(a) Tier 1 Capital includes the following:

(b)

i

il.
1.
iv.
V.
vi.
Vii.
Viil.

paid-up common stock;

paid-up perpetual and non-cumulative preferred stock;

common and perpetual, non-cumulative preferred stock dividends distributable;
surplus;

surplus reserves;

undivided profits (for domestic banks only);

unsecured subordinated debt (with prior BSP approval); and,

non-controlling interest in the equity of subsidiary financial allied undertakings;

Subject to following deductions:

1.
1ii.

iv.

V.
vi.

treasury shares;

unrealized losses on underwritten listed equity securities purchased;
unbooked valuation reserves, and other capital adjustments based on the
latest report of examination;

outstanding unsecured credit accommodations, both direct and indirect, to
directors, officers, stockholders and their related interests (DOSRI);
goodwill; and,

deferred income tax.

Tier 2 Capital includes:

11.

1ii.

iv.

vi

Vii.

Viil.

iX.

perpetual and cumulative preferred stock;

limited life redeemable preferred stock with or without the replacement

requirement subject to BSP conditions;

dividends distributable of i and ii above;

appraisal increment reserve — bank premises, as authorized by the Monetary

Board(MB);

net unrealized gains on underwritten listed equity securities purchased;

general loan loss provision;

unsecured subordinated debt with a minimum original maturity of at least ten

years (with prior BSP approval);

unsecured subordinated debt with a minimum original maturity of at least five

years (with prior BSP approval); and,

deposit for stock subscription on:

- common stock,

perpetual and non-cumulative preferred stock,

perpetual and cumulative preferred stock subscription, and,

- limited life redeemable preferred stock subscription with the replacement
requirement upon redemption;

1

1

Subject to following deductions:

11.

1i.

iv.

Perpetual and cumulative preferred stock treasury shares;

Limited life redeemable preferred stock treasury shares with the replacement
requirement upon redemption;

Sinking fund for redemption of limited life redeemable preferred stock with
the replacement requirement upon redemption;

Limited life redeemable preferred stock treasury shares without the
replacement requirement upon redemption; and,



-63-

v. Sinking fund for redemption of limited life redeemable preferred stock
without the replacement requirement upon redemption.

The Group’s regulatory capital position as of December 31 is presented as follows:

2009 2008
Tier 1 Capital P 27,128,731 P 26,015,850
Tier 2 Capital 12,733,761 8,111,092
Total Qualifying Capital, after deductions P 39,862,491 P 34,126,942
Total Risk Weighted Assets P 215,825,856 P 197,222,586
Capital ratios:
Total regulatory capital expressed as percentage
of total risk weighted assets 18.47% 17.30%
Total Tier 1 expressed as percentage of total
risk weighted assets 12.57% 13.19%

The Parent Company’s regulatory capital position as of December 31 is presented as
follows:

2009 2008
Tier 1 Capital P 22,091,302 P 21,369,107
Tier 2 Capital 7,350,514 3,235,534
Total Qualifying Capital, after deductions P 29,441,816 P 24,604,641
Total Risk Weighted Assets P 170,922,058 P 151,148,326
Capital ratios:
Total regulatory capital expressed as percentage
of total risk weighted assets 17.23% 16.28%
Total Tier 1 expressed as percentage of total
risk weighted assets 12.92% 14.14%

The preceding capital ratios comply with the related BSP prescribed ratio of at least
10%.
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SEGMENT INFORMATION

The Group’s operating businesses are recognized and managed separately according to
the nature of services provided (primary segments) and the different markets served
(secondary segments) with a segment representing a strategic business unit. The
Group’s business segments follow:

a.  Retail Banking — principally handles the business centers offering a wide range of
financial products and services to the commercial “middle market” customers.
Products offered include individual customer’s deposits, term loans, revolving credit
lines, overdraft facilities, trade finance, payment remittances, and foreign exchange
transactions.

b. Corporate Banking — principally handles loans and other credit facilities and deposit
and current accounts for corporate and institutional customers.

. Treasury — principally provides money market, trading and treasury services, as well as
the management of the Group’s funding operations by use of treasury bills,
government securities and placements and acceptances with other banks, through
treasury and wholesale banking.

d. Others — consists of the Parent Company’s various support groups and consolidated
subsidiaries.

These segments are the basis on which the Group reports its primary segment
information. Other operations of the Group comprise the operations and financial
control groups. Transactions between segments are conducted at estimated market rates
on an arm’s length basis.

Segment revenues and expenses that are directly attributable to a primary business
segment and the relevant portions of the Group’s revenues and expenses that can be
allocated to that business segment are accordingly reflected as revenues and expenses of
that business segment.

For secondary segment, revenues and expenses are attributed to geographic areas based
on the location of the resources producing the revenues, and in which location the
expenses are incurred.
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Primary segment information (by business segment) on a consolidated basis as of and
for the years ended December 31, 2009 and 2008 (in millions of Philippine Pesos)

follows:

Results of operations
Net interest income
Non-interest income
Total revenue
Non-interest expense
Profit (loss) before tax
Tax expense
Non-controlling interest
in net profit

Net profit (loss)

Statement of financial
position
Total Resources

Total Liabilities

Other segment
information
Capital expenditures

Depreciation and
amortization

Results of operations
Net interest income
Non-interest income
Total revenue
Non-interest expense
Profit (loss) before tax
Tax expense
Non-controlling interest
in net profit

Net profit (loss)
Statement of financial
position

Total Resources

Total Liabilities

2009
Retail Corporate
Banking Banking Treasury
Group Group Group Others Total
P 4,006 P 1,859 P 1,080 P 3,323 P 10,268
1,808 938 2,388 752 5,886
5,814 2,797 3,468 4,075 16,154
4,084 827 399 6,764 12,074
1,730 1,970 3,069 ( 2,689) 4,080
- - - 745 745
- - - ( 7)( 7)
P 1,730 P 1,970 P 3,069 P 3441) P 3,328
P 184765 P 96,875 P 75,578 (P 68,702) P__ 288,516
P 184765 P 96,875 P 75,578 (P 99,247) P__ 257,971
P 150 P 13 P 4 P 1,173 P 1,340
P 103 P 10 P 5 P 416 P 534
2008
Retail Corporate
Banking Banking Treasury
Group Group Group Others Total
P 3123 P 930 P 311 P 4,106 P 8,470
1,177 548 1,014 1,858 4,597
4,300 1,478 1,325 5,964 13,067
2,349 411 227 6,988 9.975
1,951 1,067 1,098 ( 1,024) 3,092
- - - 919 919
_ _ - ( 19) ( 19)
P 1951 P 1,067 P 1,098 (P 1,962) 2,154
P 144720 P 63,248 P 69,421 (P 9,119) P__ 268,270
P 144720 P 63,248 P 69,421 (P 36,756) P__ 240,633
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2008
Retail Corporate
Banking Banking Treasury
Group Group Group Others Total
Other segment
information
Capital expenditures P 225 P 38 P 7 P 765 P 1,035
Depreciation and
amortization P 131 P 9P 11 P 257 P 408
Secondary information (by geographical location) as of and for the years ended
December 31, 2009 and 2008 (in millions of Philippine pesos) follows:
2009
Asia and
Philippines United States Europe Total
Results of operations
Total revenues P 22,462 P 75 P 119 22,656
Total expenses 19,068 144 116 19,328
Net profit (loss) P 3,394 (P 69) P 3 3,328
Statement of financial position
Total resources P 287,950 P 147 P 419 288,516
Total liabilities P 257,640 P 133 P 198 257,971
Other segment information
Capital expenditures P 1,333 P 3 P 4 1,340
Depreciation and
amortization P 528 P 5 P 1 534
2008
Asia and
Philippines United States Europe Total
Results of operations
Total revenues P 20,045 P 97 P 114 20,256
Total expenses 17,873 132 97 18,102
Net profit (loss) P 2,172 (P 35) P 17 2,154
Statement of financial position
Total resources P 267,490 P 246 P 534 268,270
Total liabilities P 240,138 P 207 P 288 240,633
Other segment information
Capital expenditures P 1,008 P 23 P 4 1,035
Depreciation and
amortization P 405 P 2 P 1 408
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CASH AND CASH EQUIVALENTS

The components of Cash and Cash Equivalents are as follows:

Consolidated Parent
2009 2008 2009 2008

Cash and other cash items P 6,811,443 P 6,807,939 P 5,408,491 P 5,595,736
Due from BSP 19,321,339 16,390,973 17,914,204 15,656,119
Due from other banks 3,066,922 4,862,225 1,788,841 3,197,593

P 29,199,704 P 28,061,137 P 25111536 P 24449448

Cash consists primarily of funds in the form of Philippine currency notes and coins in
the bank’s vault and those in the possession of tellers, including automated teller
machines. Other Cash Items include cash items (other than currency and coins on
hand), such as checks drawn on other banks or other branches after the bank’s clearing
cut-off time until the close of the regular banking hours.

Due from BSP represents the aggregate balance of deposit accounts maintained with
the BSP primarily to meet reserve requirements, to serve as clearing account for
interbank claims and to comply with existing trust regulations.

The balance of Due from Other Banks account represents regular deposits with the
following:

Consolidated Parent
2009 2008 2009 2008
Foreign banks P 1,972,975 P 3,120283 P 1,089,096 P 1,872,693
Local banks 1,093,947 1,741,942 699,745 1,324,900

P 3,066,922 P 4862225 P 1,788,841 P 3,197,593

The breakdown of Due from Other Banks by currency is shown below.

Consolidated Parent
2009 2008 2009 2008
Foreign currencies P 2,549,536 P 4,116,106 P 1,404,960 P 2,943 916
Philippine pesos 517,386 746,119 383,881 253,677

P 3,066,922 P 4862225 P 1,788,841 P 3,197,593

Interest rates on these deposits range from 0.50% to 5.25% in 2009, 0.50% to 7.00% in
2008 and 1% to 4.5% in 2007.



8.

-68-

FINANCIAL ASSETS AT FAIR VALUE THROUGH PROFIT OR LOSS

This account is composed of the following:

Consolidated Parent
2009 2008 2009 2008

Government bonds P 6,825,653 P 1,940,272 P 5,611,099 P 1,619,470
Other debt securities 1,727,831 1,059,205 1,610,277 1,059,205
Dertivative financial assets 812,860 405,705 812,860 405,705
Equity securities

Quoted 49,529 31,431 - -

Unquoted 16 525 - -

P 9415,889 P _3437,138 P 8,034,236 P 3,084,380

e O NSO

The carrying amounts of the above financial assets are classified as follows:

Consolidated Parent
2009 2008 2009 2008
Held-for-trading P 8,350,243 P 1,762,624 P 7,221,376 P 1,619,470
Designated as fair value
through profit or loss
on initial recognition 1,065,646 1,674,514 812,860 1,464,910

P 9415889 P 3437138 P 8,034,236 P 3,084,380

Treasury bills and other debt securities issued by the government and other private
corporations earn annual interest as follows:

2009 2008 2007
Peso denominated 4.016% - 11.875% 5.50% - 18.75 % 5.50% - 16.50%
Foreign currency denominated 3.75 % - 11.375% 6.25% - 10.625% 6.38% - 10.63%

Fair values of government bonds were determined by reference to published closing
prices available from electronic financial data service providers which had been based
on price quoted or actually dealt in an active market.

Fair values of certain derivative financial assets were determined through valuation
techniques using net present value computation. Derivatives instruments used by the
Parent Company include foreign currency short term forwards and cross currency
swaps. Foreign currency forwards represent commitments to purchase/sell on a future
date at a specific exchange rate. Foreign currency short term swaps are simultaneous
foreign currency spot and forward deals with tenor of one year.

The aggregate contractual or notional amount of derivatives financial instruments and
the aggregative fair values of derivative financial assets and liabilities as of

December 31 both in the consolidated and Parent Company financial statements are
set out in the succeeding page.
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2009

Notional Fair Values

Amount Assets Liabilities
Currency swaps P 1,762,750 P 722,561 P 597,165
Interest rate swaps 1,700,000 11,579 4,998
Futures 260,200 110 -
Currency forwards/futures 169,243 24 471 101,441
Debt warrants - 54,139 -

P 3,892,193 P 812,860 P 703,604

2008
Notional Fair Values
Amount Assets Liabilities
Currency swaps (P 1,911,200) P 192,752 P 247,108
Currency forwards/futures ( 4,447,600) 176,751 82,397
Debt warrants - 36,202 -

(P 6,358,800) P 405,705 P 329,505

The derivative liabilities of P703,604 and P329,505 as of December 31, 2009 and 2008,
respectively, are shown as part of Other Liabilities (see Note 21).

The Group recognized the change in value of financial assets at fair value through
profit or loss resulting to an increase of P39,227 in 2009, P1,557,064 decrease in 2008,
and P86,769 increase in 2007; and P10,376 increase in 2009, P1,316,222 dectease in
2008, and P80,504 increase in 2007 in the consolidated and Parent Company financial
statements, respectively, which were included as part of Trading and Securities Gains
(Losses) - net account in the statements of income.

In 2008, the Group reclassified certain debt securities and embedded derivatives of

CLNs from financial assets at fair value through profit or loss to held-to-maturity

investments, available-for-sale securities and loans and receivables categories
(see Notes 9, 10 and 11).

HELD-TO-MATURITY INVESTMENTS

The balance of this account as of December 31 is composed of the following:

Consolidated Parent
2009 2008 2009 2008
Government bonds P 19,476,766 P 20,621,861 P 17,172,858 P 17,840,361
Other debt securities 485,594 51,753 465,726 51,753

P 19,962,360 P 20,673,614 P 17,638,584 P 17,892,114
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As to currency, held-to-maturity investments comprise of the following:

Consolidated Parent
2009 2008 2009 2008
Foreign currency P 17,231,532 P 18,143,420 P 15,102,660 P 15,541,116
Philippine pesos 2,730,828 2,530,194 2,535,924 2,350,998

P 19,962,360 P 20,673,614 P 17,638,584 P 1 2,11

Changes in the held-to-maturity investments account in December 31, 2009 and 2008
are summarized below.

Consolidated Parent
2009 2008 2009 2008
Balance at beginning of year P 20,673,614 P - P 17,892,114 P -
Additions 398,290 - 378,397 -
Amortization of premium — net ( 285,389) ( 111,022) ( 261,027) ( 107,949)
Maturities ( 453,255) - - -
Revaluation of foreign currency ( 370,900) - ( 370,900) -
Reclassification from FVTPL - 411,228 - 411,228
Reclassification from AFS - 20,373,408 - 17,588,835
Balance at end of year P 19,962,360 P 20,673,614 P 17,638,584 P 17,892,114

In accordance with BSP Circular No. 670, the Parent Company entered into a bond
exchange transaction with Power Sector Assets and Liabilities Management
Corporation (PSALM) on December 2, 2009 to convert its guaranteed notes and bonds
originally issued by National Power Corporation with total face value of

US$100.0 million to PSALM’s newly issued guaranteed global bonds amounting to
US$105.0 million which will mature on 2024. The carrying amount of the investment
in PSALM classified as held-to-maturity investment amounted to P4,847,997 as of
December 31, 2009.

9.1 Reclassification to HTM Investments

The Monetary Board of the BSP, through BSP Circular No. 628, approved the
prudential reporting guidelines for banks governing the reclassification of investments
in debt and equity securities between categories in accordance with the provisions of
the amendments to the PAS 39 and PFRS, and provided additional guidelines which
include, among others, the reclassification of certain financial assets previously
classified under available-for-sale securities due to tainting of held-to-maturity
pottfolio back to held-to-maturity investments category.

On February 2, 2009, the SEC approved the adoption of such BSP Circular No. 628 as
being compliant with generally accepted accounting principles for banks.
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Pursuant to these amendments and guidelines, the Group and the Parent Company
reclassified certain financial assets classified under AFS Securities due to the previous
tainting of HTM portfolio and certain financial assets at fair value through profit or
loss to HTM Investments category with an aggregate carrying value of P20,784,636 and
P18,000,003, respectively, at reclassification date. The carrying amount and the
corresponding fair values of the reclassified AFS securities and financial assets at fair
value through profit or loss as of December 31 are presented below.

Consolidated
2009 2008
Carrying Fair Carrying Fair
Amount Value Amount Value
From AFS to HTM P 14,508,235 P 15,438,869 P 20,264,434 P 19,059,065
From FVTPL to HTM 404,453 431,129 409,180 424,548

P 14912,688 P 15,869,998 P 20,673,614 P__ 19,483,613

Parent
2009 2008
Carrying Fair Carrying Fair
Amount Value Amount Value
From AFS to HTM P 12,204,352 P 13,014,557 P  17,482934 P 16,339,848
From FVTPL to HTM 404,453 431,129 409,180 424,548

P 12,608,805 P 13,445,686 P 17,892,114 P 16,764,396

The effective interest rates of FVITPL denominated in foreign currency and peso which
were reclassified to HTM range from 7.75% to 10.63% and 8.43% to 8.85%,
respectively, both in the consolidated and Parent Company financial statements.

Had no reclassification been made, the net trading gain on FVTPL that would have
been recognized for the years ended December 31, 2009 and 2008 both in the
consolidated and Parent Company financial statements would have amounted to
P85,060 and P13,320, respectively. The net unrealized fair value gains on AFS that
would have been recognized in the capital funds as of December 31, 2009 would have
amounted to P453,146 and P332,718 for the Group and Parent Company, respectively,
and the unrealized fair value losses would have amounted to P1,311,269 and
P1,248,987 as of December 31, 2008 for the Group and Parent Company, respectively,
if the reclassification had not been made.

The amortization of the amount of net unrealized fair value losses at the date of
reclassification of the reclassified AFS recognized in the profit or loss for the years
ended December 31, 2009 and 2008 amounted to P15,574 and P29,651, respectively, in
the consolidated statements of income; and P7,660 and P36,598, respectively, in the
Parent Company statements of income.
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10. AVAILABLE-FOR-SALE SECURITIES

The Group’s available-for-sale securities consist of the following:

Consolidated Parent
Note 2009 2008 2009 2008
Government bonds P 21,000,855 P 17,424,645 P 17,558,033 P 16,338,845
Other debt securities 14,266,181 4,632,718 14,236,515 4,631,377
Equity securities 2,453,658 1,453,888 1,742,095 918,146

37,720,694 23,511,251 33,536,643 21,888,368
Allowance for

impairment 16 (__1,336264) (___ 811,207) (__1,276,157)( 811,207)

P 36,384,430 P 22,700,044 P 32,260,486 P 21,077,161

e

Government bonds and other debt securities earn annual interest as follows:

2009 2008 2007
Group 2.50% - 17.50% 5.00% - 17.50% 4.00% - 13.00%
Parent 2.50% -17.50% 5.23% - 17.50% 4.00% - 10.62%

Changes in available-for-sale securities are as follows:

Consolidated Parent
2009 2008 2009 2008

Balance at beginning of year P 22,700,044 P 54,625359 P 21,077,161 P 50,512,612
Additions 40,474,698 45,142,502 37,920,438 44,793,212
Fair value gains (losses) 1,975,773 (  2,601,102) 1,807,029 ( 2,328,671)
Sale/disposal (  27,631,449) (  50,132,293) ( 27,357,821) (  49,794,322)
Provision for impairment losses  ( 433,258) ( 31,903) ( 464,950) ( 31,903)
Amortization / accretion of

discount or premium ( 271,027) ( 2,492,453) ( 472,665) ( 2,521,051)
Revaluation of foreign currency

investments ( 430,351) 3,996,941 ( 248,706) 3,996,941
Reclassification from FVTPL - 527,223 - -

Reclassification to
held-to-maturity

investments - (- 20,373,408) - ( 17,588,835)
Reclassification to loans
and receivables - (__5.960,822) - ( 5,960,822)

P 36,384,430 P 22,700,044 P 32,260,486 P 21,077,161

The changes in fair values of available-for-sale securities which were recognized under
other comprehensive income and directly to capital funds amounted to fair value gains
of P1,975,773 in 2009, and fair value losses of P2,601,102 in 2008 and P1,875,304 in
2007 in the consolidated financial statements; and fair value gains of P1,807,029 in
2009 and fair value losses of P2,328,671 in 2008 and P1,769,582 in 2007 in the Parent
Company financial statements.

Certain government securities are deposited with BSP as security for the Group’s

faithful compliance with its fiduciary obligations in connection with its trust operations
(see Note 29).
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In 2008, the Group reclassified financial assets at FVTPL to AFS in accordance with
PERS. The carrying value and fair value of the securities at the date of reclassification
amounted to P527,223. Had no reclassification been made, the Group would have
earned additional fair value gain of P197,156 for the year ended December 31, 2009
and incurred additional loss of P232,726 for the year ended December 31, 2008. The
carrying amount of the securities as of December 31, 2009 and 2008 amounted to
P660,391 and P294,497, respectively, in the consolidated financial statements.

Also in 2008, the Group reclassified private and government debt securities with
carrying value at the date of reclassification of P20,373,408 to held-to-maturity
investments in accordance with FRSPB (see Note 9). In addition, the Parent Company
reclassified CDOs and CLNSs that are linked to ROP bonds, with an aggregate carrying
value of P5,960,822 to loans and receivables (see Note 11).

LOANS AND RECEIVABLES

This account consists of the following:

Consolidated Parent
2009 2008 2009 2008
Loans and discounts P 118,502,226 P 113,607,267 P 85,264,805 P 78,727,671
Customers’ liabilities on
acceptances, import
bills and trust receipts 11,643,552 15,883,708 11,643,552 15,883,708
Bills purchased 2,211,973 2,106,007 2,187,432 2,085,789

Securities purchased under
reverse repurchase
agreements 646,000 488,000 - -
133,003,751 132,084,982 99,095,789 96,697,168
Interbank loans receivables 24,358,198 23,598,507 22,958,198 22,875,621

Credit card receivables 8,187,585 8,256,256 5,523,286 5,497,159
Unquoted debt securities

classified as loans 5,689,068 6,621,885 5,689,068 6,621,885
Accrued interest receivable 2,249,005 2,205,587 1,938,864 1,955,747
Accounts receivable 1,315,520 1,921,735 876,248 1,247,660
Sales contract receivables 1,216,938 1,196,328 701,523 767,117
Miscellaneous 11,212 52,721 - 30,979

176,031,277 175,938,001 136,782,976 135,693,336
Allowance for
impairment (see Note 16) (  7,465,624) ( 7,943,278) ( 4,433,774) (  4,943,280)
Unearned discount (  2,096,986) (  2,149,130) ( 173,171) ( 155,933)
Prompt payment discount  ( 368,137) ( 363,597) - -
( 1,208,113) (__ 1,079.083) ( 442,695) ( 301,911)

Reserves for credit card

P 164,892,417 P164,402,907 P131,733,336 P 130,292,206

Loans and receivables bear average interest rates of 2% to 11% per annum in 2009,
3.4% to 9.7% in 2008 and 3.4% to 10.5% in 2007 in the consolidated and Parent
Company financial statements.



-7 -

Included in these accounts in the consolidated financial statements are NPLs
amounting to P6,137,804 (net of allowance of P1,687,007) as of the end of 2009 and
P3,930,841 (net of allowance of P1,799,778) as of the end of 2008, and in the Parent
Company financial statements amounting to P4,764,124 (net of allowance of
P1,520,843) as of the end of 2009 and P3,141,378 (net of allowance of P1,352,750) as

of the end of 2008.

Loans and receivables amounting to P2,354,515 and P10,729,055 as of
December 31, 2009 and 2008, respectively, both in the consolidated and Parent
Company financial statements are assigned as collateral to BSP as security for

rediscounting availments (see Note 18).

The concentration of credit as to industry follows:

Consolidated Parent
2009 2008 2009 2008

Other community, social and
personal activities P 43,847,227 P 46,179,659 P 13,959,662 P 13,923,573
Manufacturing (various industries) 27,761,730 30,281,180 27,686,254 30,261,981

Real estate, renting and other
related activities 17,077,568 14,293,382 16,286,233 13,733,296
Electricity, gas and water 10,699,371 9,294,329 10,370,757 9,097,739
Wholesale and retail trade 10,604,224 10,165,040 9,125,960 9,002,426
Transportation and communication 9,608,088 7,503,127 9,606,957 7,503,127
Financial intermediaries 3,597,550 7,481,284 2,944,300 7,456,284
Hotels and restaurants 1,539,718 1,176,779 1,539,241 1,176,779
Agriculture, fishing and forestry 1,069,909 663,740 659,821 299,469
Others 7,198,366 5,046,462 6,916,604 4,242 494
P 133,003,751 P 132,084,982 P 99,095,789 P 96,697,168

The BSP considers that loan concentration exists when the total loan exposure to a
particular industry exceeds 30% of the total loan portfolio above plus the outstanding
credit card receivables and interbank loans receivables.

The breakdown of total loans as to secured and unsecured follows:

Consolidated Parent
2009 2008 2009 2008

Secured:
Real estate mortgage P 47,178,874 P 47,739934 P 27,930,851 P 26,646,468
Deposit hold-out 6,489,238 11,731,613 5,862,811 11,123,949
Chattel mortgage 12,898,454 12,549,276 123,215 148,981
Other securities 12,523,486 6,207,297 11,948,486 5,744,296
79,090,052 78,228,120 45,865,363 43,663,694
Unsecured 53,913,699 53,856,862 53,230,426 53,033,474
P 133,003,751 P 132,084,982 P 99,095,789 P__ 96,697,168
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A reconciliation of the allowance for impairment at the beginning and end of 2009 and

2008 is shown below.

Balance at beginning of year
Provisions during the year
Recovery of impairment losses
Accounts written off/others

Balance at end of year

The maturity profile of loans follows:

Due within one year
Due beyond one year

Consolidated Parent
2009 2008 2009 2008
P 7,943,278 P 9935036 P 4,943,286 P 5,812,828
1,748,355 1,928,086 1,156,333 1,830,597
( 86,424) ( 1,054,541) - ( 1,000,000)
( 2,139,585) ( 2.865,303) ( 1,665,845) ( 1,700,139)
P 7,465,624 P 7943278 P 4,433,774 P 4,943 286
Consolidated Parent
2009 2008 2009 2008
P 43,608,195 P 52497992 P 42,076,816 P 49,816,491
89,395,556 79,586,990 57,018,973 46,880,677
P 133,003,751 P 132,084,982 P 99,095,789 P 96,697,168

11.1 Reclassification to Loans and Receivables

In 2008, the Parent Company reclassified CLNs that are linked to ROP bonds and
certain collateralized debt obligations (CDOs) previously recognized as
Available-for-sale securities to Loans and Receivables with aggregate carrying amount
of P5,960,822, and embedded derivatives with negative fair value amounting to
P307,830, at reclassification date (see Notes 8 and 10). As of December 31, 2009 and
2008, the carrying amounts and the corresponding fair values of the reclassified CLLNs
linked to ROP bonds (including embedded derivatives) and the CDOs are presented

below:

CLNs:
From AFS — host contract
From FVTPL
— embedded derivative
CDOs — from AFS

Less allowance for
impairment (

2009 2008
Carrying Fair Carrying Fair
Amount Value Amount Value
P 5,227,068 P 4,814,729 P 6,028,297 P 6,295,730
- 468,600 - 952,361)
462,000 - 593,588 99,792
5,689,068 5,283,329 6,621,885 5,443,161
462,000) - ( 1,082,467) -
P 5,227,068 P 5,283,329 P 5,539,418 P 5,443,161
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The effective interest at reclassification date ranges from 4.9% to 10.5% and 5.0% to
8.8% for CLNs and CDOs, respectively. The unrealized fair value losses that should
have been recognized in the Group’s capital funds had the CLNs and CDOs not been
reclassified to Loans and Receivables amounted to P729,270 and nil, respectively,

as of December 31, 2009, and P134,962 and P375,408, respectively, as of

December 31, 2008. Had the embedded derivatives not been reclassified by the Parent
Company, interest income on loans and receivables would have decreased by P20,721
in 2009 and P7,477 in 2008 and the additional trading gains to be recognized in profit
or loss amounted to P1,420,959 for the year ended December 31, 2009, and additional
trading losses amounted to P644,524 from the date of reclassification to

December 31, 2008.

11.2 Special Purpose Vehicle (SPV) Transactions

In accordance with the provisions of Republic Act (RA) No. 9182 (the SPV Act) and
BSP Resolution No. 135, the Parent Company entered into either “sale and purchase”
or “asset sale” agreements with SPVs, namely:

e New Pacific Resources Management (SPV-AMC), Inc. (NPRMI) on May 14, 2008
and February 26, 2007,

e Philippine Investments One, Inc. (PIOI) on August 25, 2004 and April 12, 2005,
e Star Two (SPV-AMC), Inc. (Star Two) on November 15, 2000,

e Global Ispat Holdings and Global Steelworks International (collectively referred
herein as the Global SPVs) on October 15, 2004, and

e Asian Pacific Recoveries (SPV-AMC) Corporation (Asian Pacific Recoveries) on
February 21, 2005.

The agreements cover the transfer of specific NPAs, consisting of NPLs and real and
other properties acquired (ROPA; presented as Investment Property), amounting to
P50,728 in 2008 and P1,698,558 in 2007 to NPRMI; P3,770,948 and P1,433,228 in
2004 and 2005, respectively to PIOI; P3,878,781 in 2006 to Star Two; P685,561 to
Global SPVs in 2004; and P2,070,064 to Asian Pacific Recoveries in 2005. The
agreement with the Global SPVs was made in conjunction with other participating
banks. The agreement with Star Two also covers the sale of NPAs not eligible under
the SPV Act amounting to P486,142.

The Certificates of Eligibility, obtained for purposes of availing of the tax exemptions
and privileges on the NPLs transferred and ROPAs sold, were completely issued by the
BSP to the Parent Company on various dates in 2004, 2005, 2007 and 2008.

The significant terms and conditions of the “asset sale” agreement with NPRMI and
the “sale and purchase” agreements with PIOI, among others, follow:

e The SPVs shall issue 10-year subordinated/SPV notes in exchange for the NPLs
transferred. The issuance of the subordinated/SPV notes constitutes full
settlement for the NPLs transferred.
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e The subordinated/SPV notes are subordinated in priotity of payment to the senior
notes and any other working capital notes of the SPVs.

e The amount and schedule of payment of the subordinated/SPV notes shall be
contingent and dependent on the amount and timing of collections to be made by
the SPVs on the NPLs transferred, subject to the rights and privileges of the SPVs’
other creditors.

In addition, the SPV note issued by PIOI to the Parent Company relative to the

April 12, 2005 “sale and purchase” agreement shall have a maturity of 10 years.
Interest shall accrue on the amount of the aggregate allocated loan asset amount and
shall be payable for each quarter in arrears in reckoning date at an interest rate equal to
the 91-day rate for Philippine treasury bills per annum.

The total consideration for the sale of NPAs (for eligible and not eligible under the
SPV Act) to Star Two amounted to P1,190,410. Based on the terms and conditions of
the “asset sale and purchase” agreement with Star Two, the risk and rewards of the
ownership of the sold NPAs was transferred completely to Star Two. The asset sale
and purchase agreement also requires Star Two to pay an earnest money deposit
equivalent to 20% of the total purchase price within five days after the bid award date.
The 20% earnest money deposit amounting to P238,082 was received by the Parent
Company in November 2006. The remaining outstanding balance of the purchase
price amounting to P952,328 was subsequently collected on February 9, 2007.

The significant terms and conditions of the Parent Company’s “sale and purchase”
agreement with the Global SPVs, among others, follow:

e The SPVs shall pay cash up front and issue 8-year zero-coupon subordinated notes
to the Parent Company and other participating banks in exchange for the NPLs
transferred. The issuance of the subordinated notes and the upfront cash payment
to the Parent Company constitute full settlement for the NPLs transferred.

e The subordinated notes shall be issued to the Parent Company and other
participating banks in two tranches, namely, Tranche A and Tranche B. The
subordinated notes shall be secured by a first-ranking mortgage and security interest
over the plant assets of the Global SPVs and standby letters of credit to be
delivered by the Global SPVs from time to time in accordance with the agreement
subject to the rights and privileges of the SPVs’ other creditors.

e The amount and schedule of payment of the subordinated notes to the Parent
Company and other participating banks shall be based on the repayment schedule
set forth in the “sale and purchase” agreement.

The significant terms and conditions of the Parent Company’s “sale and purchase”
agreement with Asian Pacific Recoveties, among others, follow:

e The SPV shall pay P20,000 as bid deposit.

e On closing date, the SPV shall pay the Parent Company the purchase price balance
by wire transfer in full settlement of the NPLs transferred.
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e The SPV acknowledges and agrees that if there is occurrence of a default by any
obligor under any loan document, SPV will remain bound by all terms and
conditions to purchase all the loans in the transaction without any adjustment or
alteration in the purchase price unless the Parent Company removes loans from the
transaction prior to closing.

In relation to such transactions, the BSP has informed the Parent Company that the
allowance for impairment amounting to P23,280 and P289,994 on the NPAs
transferred to NPRMI in 2008 and 2007, respectively; P1,474,440 on the NPAs
transferred to Star T'wo in 2006, P2,225,558 and P163,814 to PIOI and the Global
SPVs, respectively, in 2004; and P1,211,332 to PIOI and P245,477 to Asian Pacific
Recoveries in 2005, shall be “freed” and used only for general loan loss provision
and/or for specific provision of loan accounts that may be classified in the future.

In 2008, the Parent Company reversed portion of the freed allowance amounting to
P1,000,000 by charging it to the current operations, instead of to Surplus. Portion of
the freed allowance was charged against amortization for deferred charges

(as discussed below) totaling P536,684 in 2008 and P1,077,401 in 2007 and prior years.
In 2006, the Parent Company charged portion of the freed allowance for the write-off
of certain impaired credit card receivables amounting to P2,593,440. FRSPB, however,
requires the derecognition of the related allowance for impairment of the NPAs
transferred that qualified for derecognition at the time of sale.

The face value of the subordinated/SPV notes issued by NPRMI in 2008 amounted to
P48,192 and P1,688,902 in 2007; subordinated/SPV notes issued by PIOI in 2005
amounted to P1,418,896 and P3,770,948 in 2004; the SPV note issued by Global SPVs
amounted to 548,930 in 2004. In addition to the subordinated notes, the Global SPV
also paid cash to the Parent Company amounting to P27,439 in 2004; PIOI and Asian
Pacific Recoveries paid cash amounting to P14,332 and 427,564, respectively, for the
2005 transfer; and NPRMI paid cash amounting to P2,536 in 2008 and P9,656 in 2007.
In recording the transfers of the NPAs, the Parent Company derecognized the NPAs
from its financial records and recorded the subordinated/SPV notes as patt of
Available-for-sale Securities (unquoted debt securities) at their fair values as of the dates
of issuance. However, one of the significant conditions stated in the terms of the
subordinated/SPV notes from NPRMI and PIOI is that the amount and timing of
payment of the subordinated/SPV notes are dependent on the collections to be made
by NPRMI and PIOI on the NPAs transferred. Under FRSPB, this is indicative of an
incomplete transfer of the risks and rewards of ownership of the NPAs from the
Parent Company to NPRMI and PIOI. FRSPB requires that: (a) the entity retaining
majority of the residual risks and rewards of ownership of certain assets of SPV should
reflect in its financial statements its proportionate interest in such SPV; and (b) an
entity should substantially transfer all the risks and rewards of ownership of an asset
before such asset could be derecognized.
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As permitted under BSP Resolution No. 135, the Parent Company has deferred over
10 years the recognition of the required additional allowance for impairment as
determined from the NPAs transferred to PIOI, and the losses determined from the
NPAs transferred to Star Two, Global SPVs and Asian Pacific Recoveries, totaling to
P1,335,149 in 20006, P1,604,587 in 2005 and P1,955,768 in 2004. The schedule of
amortization of the required additional allowance for impairment and losses as
prescribed under BSP Resolution No. 135 shall be 5% for the first three years,

10% for the next four years, and 15% for the remaining three years. In accordance
with BSP Resolution No. 135, total amortization recognized by the Parent Company
amounted to P834,633 (charged to Surplus) for the year ended December 31, 2009 and
P745,342 (536,684 of which was charged against the “freed” allowance for
impairment while the remaining balance of P208,658 was charged to profit or loss) for
the year ended December 31, 2008. FRSPB, however, requires the full recognition of
the required additional allowance for impairment and the losses against current
operations in the period such impairment and losses were determined instead of
capitalizing it as deferred charges and amortizing it over future periods.

Had the Parent Company (i) reflected in its financial statements its interest in NPRMI
and PIOI and not derecognized the NPAs transferred; (if) derecognized the allowance
for impairment related to the NPAs transferred that qualified for derecognition at the
time of sale; and, (iii) not deferred the recognition of the required additional allowance
for impairment and the losses determined from the NPAs transferred in accordance
with FRSPB, the gross balance of the Group’s and Parent Company’s Loans and
Receivables - Net account would have decreased by P188,088 in 2009 and 2008;
Available-for-sale Securities would have decreased by P1,423,820 in 2009 and 2008;
Investment Property would have increased by P1,436,012 in 2009 and 2008;

Deferred Charges (part of Other Resources account in Note 15) would have decreased
by P7,047,308 and P7,844,385 in 2009 and 2008, respectively; Other Liabilities would
have increased by P12,192 and P26,524 in 2009 and 2008, respectively, Surplus would
have decreased by P7,047,308 in 2009 and P8,264,501 in 2008, and net income would
have decreased by P791,342 in 2008.
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12. INVESTMENTS IN SUBSIDIARIES AND ASSOCIATES

The components of the carrying values of investments in subsidiaries and associates are

as follows:
Consolidated
Effective
Percentage of
Ownership 2009 2008
Acquisition costs of associates:
RRC 34.80 P 1,947,320 P 1,999,934
RLI 49.00 921,076 921,076
SPC 26.50 120,095 120,095
RHI 4.71 101,665 101,665
HCPI 12.88 91,050 91,050
LIPC 35.00 52,500 52,500
YCS 40.00 5,070 5,070
GLFAC 20.00 - 200,000
3,238,776 3,491,390
Equity in net earnings (losses):
Balance at beginning of year 294,466 120,992
Equity in net earnings for the year 206,857 404,192
Equity earnings in associate sold ( 39,428) -
Dividends ( 217,904) ( 230,718)
Balance at end of year 243,991 294,466
3,482,767 3,785,856
Share in additional paid-in capital of an
associate 532,583 532,583
Revaluation increment in property of an
associate 58,917 28,243
4,074,267 4,346,682
Allowance for impairment (see Note 10) ( 52,500) ( 52,500)

P 4,021,767 P 4,294,182
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Parent
Effective
Percentage of
Ownership 2009 2008
Subsidiaties:
RSB 100.00 P 3,190,000 P 3,190,000
RCBC Capital 99.96 2,230,673 2,230,673
Bankard 66.58 1,000,000 1,000,000
Merchants Bank 96.38 492,389 493,039
NPHI 100.00 388,431 -
RCBC Forex 100.00 150,000 150,000
RCBC Telemoney Europe 100.00 71,796 16,055
RCBC North America* 100.00 59,896 36,046
RCBC IFL 99.99 58,013 58,013
7,641,198 7,173,826
Associates:
RRC 25.00 1,947,320 1,999,934
RLI 49.00 921,076 921,076
SPC 26.50 120,095 120,095
HCPI 12.88 91,050 91,050
LIPC 35.00 52,500 52,500
YCS 40.00 5,070 5,070
GLFAC 20.00 - 200,000
3,137,111 3,389,725
10,778,309 10,563,551
Allowance for impairment (see Note 16) ( 252,500) ( 252,500)
Deposit for future stock subscription 175,000 -

P 10,700,809 P 10,311,051

*Includes the 25.29% and 31% ownership of RCBC IFL in RCBC North America in 2009 and 2008,
respectively.

The following table presents the audited financial information (except for HCPI and
GLFAC for which 2009 and 2008 information were based on unaudited financial
statements) on the significant associates as of and for the years ended

December 31, 2009 and 2008:

Income
Assets Liabilities Revenues (Loss)
2009:
RRC P 8,806,554 P 2,626,142 P 1,283,114 P 459,236
RLI 847,630 199,964 1,252 ( 6,363)
HCPI 3754622 1,522,563 13,148,182 30,925
2008:
RRC P 9,060,000 P 2608410 P 1,154322 P 335398
RLI 1,027,227 175,198 38,747 ( 17,750)

GLFAC 3,210,333 2,148,668 617,376 26,981
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The Parent Company, under a shareholders agreement, agreed with another
stockholder of HCPI, to commit and undertake to vote as a unit the shates of stock
thereof, which they proportionately own and hold, and to regulate the conduct of the
voting and the relationship between them with respect to their exercise of their voting
rights. As a result of this agreement, the Parent Company is able to exercise significant
influence over the operating and financial policies of HCPI. Thus, HCPI has been
accounted for using the equity method.

RCBC Capital entered into an agreement with another stockholder of RHI to commit
and undertake to vote as a unit the shares of stock of RHI, representing 54.68% of the
outstanding capital stock thereof, which they own and hold, to regulate the conduct of
the voting and the relationship between them with respect to the exercise of the voting
rights. Thus, notwithstanding the RCBC Capital’s ownership of only 4.71% in RHI, its
investment is carried under the equity method of accounting,.

On November 27, 2000, as part of its corporate restructuring strategy, the Parent
Company’s BOD approved the capital infusion of P1 billion each into Bankard and
RCBC Capital. The Parent Company, in its letter to the BSP dated January 9, 2007,
requested for the approval of such capital infusion by way of conversion of Bankard’s
and RCBC Capital’s debt to the Parent Company into equity which was approved by
BSP on February 23, 2007. Thereafter, on January 4, 2008, the application for increase
in Bankard’s authorized capital to cover the Parent Company’s capital infusion was
approved by the SEC. Starting 2008, with the capital infusion (previously classified as
Deposit for Stock Subscription) applied against subscription to Bankard’s capital stock,
the Parent Company now holds direct percentage interest of 66.58%. Prior to 2008
and the additional capital infusion made by the Parent Company to Bankard, the Parent
Company owns 59% indirectly of Bankard’s net assets through RCBC Capital. As a
result of the capital infusion, the Parent Company’s interest in Bankard’s net assets
increased to 91.69% (representing 66.58% direct ownership and 25.11% indirect
ownership through RCBC Capital). This change in ownership with Bankard did not
result on gaining or losing control. In accordance with the relevant accounting
standards, Parent Company and Non-controlling Interest (other than RCBC Capital)
share in Bankard’s net assets were adjusted to reflect the changes in their relative
interest. The difference between the amount of additional investment made by the
Parent Company and the adjustment in the Non-controlling Interest share in Bankard’s
net assets amounting to P240,889, was recognized directly in equity and presented as
Other Reserves in the statements of changes in capital funds for the years ended
December 31, 2009 and 2008.

After a series of earlier consultations and discussions among the parties and BSP, the
Parent Company entered into a formal Reorganization Agreement and Deed of
Assignment of Rights with PMMIC and RLI on December 26, 2007 to transfer RLI’s
ownership with RRC to the Parent Company and PMMIC by 25% and 15%,
respectively, in exchange of partial and full settlement of RLI’s obligations with the
Parent Company and PMMIC, respectively. The Parent Company recorded its equity
investment with RRC by the carrying amount of loan paid and the interest income
accrued which amounted to P2,071,777. This was eatlier approved by the BSP on
September 27, 2007 through MB Resolution No. 1097. RRC redeemed a certain
percentage of its preferred shares which resulted to the decrease in the Parent
Company’s cost of investment by P52,614 and P71,843 in 2009 and 2008, respectively.
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On October 30, 2007, the Parent Company’s BOD approved the acquisition of 96.38%
interest in Merchants Bank for P493,039, inclusive of capital gains tax, property claims
and buyer’s tax claims which was temporarily held in escrow upon determination of the
final amount of tax claims that will be paid by Merchants Bank through the Parent
Company. This investment cost was reduced to P492,389 in 2009 as a result of the tax
claims amounting to P650 which was returned to the Parent Company in 2009.

On May 25, 2009, the BOD of the Parent Company approved the reclassification of its
investment in NPHI with carrying amount of P388,431 from Investment Property

account to Investments in Subsidiaries and Associates account in accordance with BSP
Circular No. 520 (see Note 14).

On February 12 and 13, 2009, an agreement was executed between the Parent
Company and JPL whereby the Parent Company infused an initial amount of P125,000
in JPL as stock subscription which resulted in the Parent Company’s 33% ownership
and full management control of JPL . The Parent Company was also granted the
option to own the remaining 66% of the outstanding shares of the JPL by way of
future equity infusion into JPL of P125,000 on February 2010 and another P125,000 on
February 2011 bringing the total equity investment of the Parent Company to 375,000
or 99% by 2011. In March 2009, the Parent Company made an additional investment
amounting to P50,000. On December 29, 2009, BSP approved JPL’s proposed
amendments on its articles of incorporation which includes, among others, the
reduction of the par value of JPL’s common stock from P100 per share to

P1.00 per share. These amendments were subsequently approved by the SEC on
March 4, 2010. On March 16, 2009, JPL’s BOD approved the increase in its
authorized capital stock. As of December 31, 2009, such proposed increase is pending
approval by the SEC. As of December 31, 2009, the Parent Company has full
management control of JPL and, accordingly, recognized its full stock subscription to
JPL (net of subscription payable amounting to P200,000) and presented as Deposit for
future Stock Subscription (presented under Investments in Subsidiaries and Associates
account) pending approval by the SEC of the proposed inctrease in authorized capital
stock of JPL.

On October 12, 2009, the Parent Company sold its 20% shareholdings with GLFAC
for the amount of P211,488 to Grepalife in accordance with the sale and purchase
agreement entered into between the two parties.
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BANK PREMISES, FURNITURE, FIXTURES AND EQUIPMENT

The gross carrying amounts and accumulated depreciation, amortization and
impairment at the beginning and end of 2009 and 2008 are shown below.

Consolidated
Furniture, Leasehold
Fixtures and Rights and
Land Buildings Equipment Improvements Total
December 31, 2009
Cost P 1,438279 P 1,736,213 P 3,466,248 P 991,279 P 7,632,019
Accumulated
depreciation,
amortization
and impairment - ( 698,569) ( 2,108,646) ( 70,683) ( 2,877,898)
Net carrying amount P 1,438,279 P 1,037,644 P 1,357,602 P 920,596 P 4,754,121
December 31, 2008
Cost P 1,102,951 P 1,579,867 P 2,941,206 P 956,548 P 6,580,572
Accumulated
depreciation,
amortization
and impairment  ( 10.831) ( 616,060) ( 1,878.153) ( 45.759) ( 2,550,803)
Net carrying amount P 1,092,120 P 963,807 P 1,063,053 P 910,789 P 4,029,769
January 1, 2008
Cost P 1,074,222 P 1,494,050 P 2,420,036 P 799,484 P 5,787,792
Accumulated
depreciation,
amortization,
and impairment - ( 533,786) ( 1,735,538) ( 14,652) ( 2,283,976)
Net carrying amount Jud 1,074,222 P 960,264 P 684,498 P 784,832 P 3,503,816
Parent
Furniture, Leasehold
Fixtures and Rights and
Land Buildings Equipment Improvements Total
December 31, 2009
Cost P 693,259 P 1,382,220 P 2,645,002 P 817,905 P 5,538,386
Accumulated
depreciation and
amortization - ( 539,819) ( 1,615,940) - ( 2,155,759)
Net carrying amount P 693,259 P 842,401 P 1,029,062 P 817,905 P 3,382,627
December 31, 2008
Cost P 668,740 P 1,288,176 P 2,195,692 P 821,491 P 4,974,099
Accumulated
depreciation and
amortization - ( 484,029) ( 1,452,442) - ( 1,936,471)
Net carrying amount P 668,740 P 804,147 P 743250 P 821,491 P 3,037,628
January 1, 2008
Cost P 678,438 P 1,269,650 P 1,821,953 P 731,406 P 4,501,447
Accumulated
depreciation and
amortization - ( 431,924) ( 1,355,549) - ( 1,787.473)

Net carrying amount P 678,438 P 837,726 P 466,404 P 731,406 P 2,713974
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A reconciliation of the carrying amounts at the beginning and end of 2009 and 2008, of
bank premises, furniture, fixtures and equipment is shown below.

Balance at
January 1, 2009,
net of accumulated
depreciation,
amortization,
and impairment
Additions
Disposals
Depreciation and
amortization charge
for the year

Balance at
December 31, 2009,
net of accumulated
depreciation,
amortization,
and impairment

Balance at
January 1, 2008,
net of accumulated
depreciation,
amortization,
and impairment
Additions
Disposals
Depreciation and
amortization charge
for the year
Impairment loss
(see Note 16)

Balance at
December 31, 2008,
net of accumulated
depreciation,
amortization,
and impairment

Balance at
January 1, 2009,
net of accumulated
depreciation and
amortization
Additions
Disposals
Depreciation and
amortization charge
for the year

Balance at
December 31, 2009,
net of accumulated
depreciation and
amortization

(

Consolidated
Furniture, Leasehold
Fixtures and Rights and
Land Buildings Equipment Improvements Total
1,092,120 P 963,807 P 1,063,053 P 910,789 P 4,029,769
365,735 160,123 677,523 137,050 1,340,431
19,576) ( 5,649) ( 57,033) ( 24) ( 82,282)
- ( 80,637) ( 325,941) ( 127.219) ( 533,797)
1,438,279 P 1,037,644 P 1,357,602 P 920,596 P 4,754,121
1,074,222 P 960,264 P 684,498 P 784,832 P 3,503,816
69,358 96,851 650,963 218,287 1,035,459
40,629) ( 15,988) ( 29,091) - ( 85,708)
- ( 72,234) ( 243317) ( 92,330) ( 407,881)
10,831) ( 5,086) - - ( 15917)
1,092,120 P 963,807 P 1,063,053 P 910,789 P 4,029,769
Parent
Furniture, Leasehold
Fixtures and Rights and
Land Buildings Equipment Improvements Total
668,740 P 804,147 P 743250 P 821,491 P 3,037,628
24,519 94,044 550,782 102,971 772,316
- - ( 50,167) ( 24) ( 50,191)
- ( 55,790) ( 214.803) ( 106,533) ( 377,126)
693,259 P 842,401 P 1,029,062 P 817,905 P 3,382,627
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Parent
Furniture, Leasehold
Fixtures and Rights and
Land Buildings Equipment Improvements Total
Balance at
January 1, 2008,
net of accumulated
depreciation and
amortization P 678,438 P 837,726 P 466,404 P 731,406 P 2,713,974
Additions 650 25,093 455,382 168,023 649,148
Disposals ( 10,348) ( 4,455) ( 22,192) - ( 36,995)
Depreciation and
amortization charge
for the year - ( 54.217) ( 156,344) ( 77.938) ( 288,499)
Balance at
December 31, 2008,
net of accumulated
depreciation and
amortization P 668,740 P 804,147 P 43250 P 821,491 P 3,037,628

In October 2009, the Parent Company, RSB and Bankard entered into an agreement
with Grepalife and Malayan Insurance Company, Inc., all related parties, to form a
consortium for the pooling of their resources and establishment of an unincorporated
joint venture for the construction and development of high rise, mixed use
commercial/office building. The initial cash contribution of the Parent Company
and Bankard to the joint venture amounted to P40,499 and P24,290 as of

December 31, 2009, respectively, and the land costing P315,000 were recorded as part
of Buildings and Land accounts (see Note 30).

Under BSP rules, investments in bank premises, furniture, fixtures and equipment
should not exceed 50% of the respective unimpaired capital of the Parent Company
and RSB. As of December 31, 2009 and 2008, the Parent Company and RSB have
satisfactorily complied with this BSP requirement.

INVESTMENT PROPERTY

Investment property consists of various land and building acquired through foreclosure
or dacion as payment of outstanding loans by the borrowers. A reconciliation of the
carrying amounts at the beginning and end of 2009 and 2008, and the gross carrying
amounts and the accumulated depreciation and impairment of investment property are
as follows:

Consolidated Parent
2009 2008 2009 2008

Balance at January 1, net of accumulated

depreciation and impairment P 7,387,613 P 7,761,435 P 3,500,460 P 3,887,545
Additions 1,825,943 1,338,053 222,812 563,040
Disposal ( 777,449) ( 1,338,863)  ( 327,503) ( 8806,704)
Reclassification to investment

in subsidiaries ( 3,092,154) - ( 388,431) -
Write-off ( 25,895) ( 2447779)  ( 25,365) -
Depreciation and impairment

charges for the year ( 251,515) ( 128,833)  ( 108,708) ( 63,421)

Balance at December 31, net of
accumulated depreciation
and impairment P 5,066,543 P 7,387,613 P 2873265 P 3,500,460

Ess =
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Consolidated Parent
2009 2008 2009 2008
December 31
Cost P 6,546,189 P 9,013,278 P 3,661,410 P 4,354,687
Accumulated depreciation
and impairment (see Note 16) ( 1,479,646) ( 1,625,665)  ( 788,145) ( 854,227)
Net carrying amount P 5,066,543 P 7,387,613 P 2873265 P 3,500,460

The fair value of investment property as of December 31, 2009 and 2008, based on the
available appraisal values, amounted to P8,978,128 and P11,025,500, respectively, for
the Group; and P5,484,871 and P5,670,707, respectively, for the Parent Company.

On May 25, 2009, the BOD of the Parent Company approved the reclassification of its
investment in NPHI with carrying amount of P388,431 from Investment Property
account to Investments in Subsidiaties and Associates account (see Note12) in
accordance with BSP Circular No. 520. This resulted into the consolidation of NPHI’s
assets, liabilities and net income in the Group’s financial statements as of and for year
ended December 31, 2009.

In November 2003, RSB entered into a memorandum of Agreement (MOA) with
certain borrowers for the settlement of their indebtedness with RSB amounting to

P4.1 billion through dacion of certain real properties. Under the MOA, the transfer of
the properties may be effected through the creation of special purpose companies
(SPCs). On June 17, 2004, RSB entered into another MOA setting the guidelines in
creating the SPC as well as the ultimate assignment to RSB of the shares of stock of the
SPCs. On various dates in 2005 and 2004, certain SPCs were incorporated and created,
covering certain real properties with carrying values of P2,472,830 and P1,938,234 in
2005 and 2004, respectively, being assigned to the SPCs. Moreover, the shares of stock
of certain SPCs were transferred to RSB in 2005 and 2004. In 2008, the remaining
properties covered by the MOA have been transferred to specific SPCs, and the
ultimate assignment of the corresponding shares of stock of these specific SPCs to RSB
has been effected. Thetre were no new SPCs that were incorporated nor shates of stock
that were transferred to RSB in 2006 to 2009. Prior to 2009, the real propetties,
although assigned to the incorporated SPCs or will be incorporated SPCs, are
recognized by RSB as part of Investment Property on the basis that the SPCs are
merely transitory holders of the assets while RSB is looking for ways to eventually
dispose of such assets. This treatment is consistent with the letter of the BSP to RSB
in 2005 which emphasized that the dacioned properties be recorded as ROPA-Real
Properties, and which were subsequently reclassified as Investment Property when RSB
transitioned to PFRS. However, in 2009, in accordance with another letter received by
RSB from the BSP dated March 26, 2009, RSB reclassified these investment property
to equity investments, subject to the following conditions: (1) RSB should immediately
dissolve the SPCs once the undetlying dacioned real property assets are sold or
disposed; and, (ii) the equity investments in the SPCs shall be disposed of within a
reasonable period not beyond October 5, 2012. The reclassification resulted into
consolidation of the SPCs in the Group’s financial statements. Accordingly, the assets,
liabilities, income and expenses of the SPCs were consolidated in the Group’s financial
statements as of and for the year ended December 31, 2009.
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In its meeting on February 19, 2007, the BOD of RSB approved the sale of certain
NPAs to Innovative Property Solutions, Inc. (IPSI), a corporation duly organized and
existing under Philippine laws. An Asset Sale Agreement was executed by both parties
on February 26, 2007 to formalize the sale of the NPAs. Subsequently, in a separate
Accession Agreement dated July 16, 2007, IPSI assigned all its rights and obligations as
the purchaser in the aforementioned Asset Sale Agreement to NPRMI, an SPV entity.
The BSP approved and issued on August 28, 2007 the certificate of eligibility of the
NPAs under the SPV Act of 2002 and transfer/sale of the assets to NPRMI. In
November 2008, RSB completed the obligations as stated under the Asset Sale
Agreement and Accession Agreement to fully consummate the transaction and in
accordance with the provisions of RA No. 9182 (the SPV Act) and BSP Resolution
No. 135, recognized the aforementioned sale. The significant terms and conditions of
the “asset sale” agreement follow:

® The SPVs shall issue 10-year subordinated/SPV notes in exchange for the NPLs
transferred. The issuance of the subordinated/SPV notes constitutes full settlement
for the NPLs transferred.

e The subordinated/SPV notes are subordinated in priority of payment to the senior
notes and any other working capital notes of the SPV.

e The amount and schedule of payment of the subordinated/SPV notes shall be
contingent and dependent on the amount and timing of collections to be made by
the SPVs on the NPLs transferred, subject to the rights and privileges of the SPV’s
other creditors.

In consideration of the sale, RSB received cash amounting to P347 and subordinated
note with a face value of P60,097. One of the significant conditions stated in the terms
of the subordinated/SPV notes from NPRMI is that the amount and timing of
payment of the subordinated/SPV notes are dependent on the collections to be made
by NPRMI on the NPAs transferred. RSB initially recognized the subordinated note as
AFS securities amounting to P60,097 but subsequently provided an allowance for
impairment for the entire amount.
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OTHER RESOURCES

Other resources consist of the following:

Consolidated Parent
2009 2008 2009 2008

Deferred charges - net

(see Note 11.2) P 7,359,991 P 8,094,653 P 7,359,991 P 8,094,653
Real estate properties for sale 2,698,942 - - -
Foreign currency notes

and coins on hand 1,148,555 1,701,866 1,018,118 1,494,082
Goodwill - net 425,985 426,635 - -
Branch licenses 264,429 - - -
Prepaid expenses 247,770 510,866 201,018 457,683
Returned checks and

other cash items 154,843 168,469 154,776 168,465
Assets held-for-sale 141,195 - - -
Inter-office float items 100,457 59,721 228,399 187,909
Unused stationery and supplies 91,459 154,954 90,503 153,843
Miscellaneous checks and

other cash items 12,877 20,492 12,854 20,487
Miscellaneous (see Note 25) 928,935 919,987 543,869 372,429

13,575,438 12,057,643 9,609,528 10,949,551

Accumulated depreciation ( 11,419) ( 15,270) ( 11,419) ( 15,270)
Allowance for

impairment (see Note 16) ( 153,975) ( 150,280) ( 122,763) ( 116,733)

P 13,410,044 P 11,892,093 P 9,475,346 P 10,817,548

Deferred charges mainly represent the unamortized balance of the required additional
allowance for impairment and losses as determined from the asset exchanges of the
Parent Company’s NPAs to certain SPVs; these are amortized over a period of 10 years
in accordance with BSP Resolution No. 135 (see Note 11.2). In addition, this account
also includes the cost of software, net of accumulated amortization. The following
shows the movement in the Group’s Deferred Charges account.

Consolidated Parent
2009 2008 2009 2008
Balance at beginning of year P 8,094,653 P 9,167,132 P 8,094,653 P 9,167,132
Additions 187,057 167,089 187,057 167,089
Amortization/disposals ( 921,719) ( 1,239,568) ( 921,719) ( 1,239.,568)
Balance at end of year P 7,359,991 P 8,094,653 P 7,359,991 P 8,094,653

The total amortization pertaining to SPVs amounted to P834,633 and P745,342 for the
years ended December 31, 2009 and 2008, respectively. The Parent Company charged
the amortization for the year ended December 31, 2009 against Surplus. On the other
hand, out of the total amortization of P745,342 for the year ended December 31, 2008,
P5306,684 was charged against the “freed” allowance for impairment while P208,658
was chatrged to profit or loss (see Note 11). The total amortization pertaining to the
computer software amounted to P51,726, P42,247 and P34,067 for the years ended
December 31, 2009, 2008 and 2007, respectively, both for the Group and Parent
Company’s financial statements, respectively.
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consolidated to the Group’s statement of financial position as of December 31, 2009

(see Note 14).

On May 14, 2009, BSP approved the Parent Company’s acquisition of JPL under the
terms and conditions specified under the Term Sheet dated February 12, 2009 and
Addendum to Term Sheet dated February 13, 2009, executed by the Parent Company
and JPL subject to certain conditions (see Note 12). As a result of this approval to
acquire JPL through capital infusion over three years, the Parent Company recognized
the excess of the total cost of investment over the allocated net assets of JPL
amounting to P264,429 as Branch Licenses in its financial statements.

ALLOWANCE FOR IMPAIRMENT

Changes in the allowance for impairment are summarized as follows:

Consolidated Parent
Notes 2009 2008 2009 2008
Balance at beginning of year
Loans and receivables 11 P 7,943,278 P 9,935,036 P 4,943,286 P 5,812,828
Available-for-sale securities 10 811,207 779,304 811,207 779,304
Investment in subsidiaries
and associates 12 52,500 52,500 252,500 252,500
Bank premises 13 18,911 - - -
Investment property 14 963,466 1,244,281 429,183 491,015
Other resources 15 150,280 369,225 116,733 174,553
9,939,642 12,380,346 6,552,909 7,510,200
Provisions during the year 2,329,616 2,053,033 1,683,463 1,830,597
Recovery of impairment losses 86,424) ( 1,054,541) - ( 1,000,000)
Charge-offs during the year 2,319,269) ( 3,439,196) ( 1,725,610) ( 1,787.888)
Balance at end of year
Loans and receivables 11 7,465,624 7,943,278 4,433,774 4,943,286
Available-for-sale securities 10 1,336,264 811,207 1,276,157 811,207
Investment in subsidiaries
and associates 12 52,500 52,500 252,500 252,500
Bank premises 13 - 18,911 - -
Investment property 14 855,202 963,466 425,568 429,183
Other resoutces 15 153,975 150,280 122,763 116,733
P 9863,565 P 9939642 P 6,510,762 P 6,552,909
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The following is the breakdown of deposit liabilities:

Consolidated Parent
2008 2009 2008
Demand P 11,034,257 P 11,125,069 P 8,535,205 P 8,392,524
Savings 93,571,654 75,738,446 81,165,706 66,269,393
Time 115,671,983 109,363,471 90,852,468 84,267,161

P 220,277,894 P 196,226,986 P__ 180,553,379 P__ 158,929,078

The maturity profile of the deposit liabilities follow:

Consolidated Parent
2008 2009 2008
Within one year P 212,118,663 P 191,875,263 P 176,370,989 P 158,739,468
Beyond one year,
within five years 8,158,163 4,351,723 4,182,390 189,610

1,068 - - -

Beyond five years

P 220,277,894 P 196,226,986 P_ 180,553,379 P 158,929,078

Deposit liabilities are in the form of savings, demand and time deposit accounts with
annual interest rates of 0.5% to 4.5% in 2009, 0.5% to 5% in 2008 and 0.5% to 4.25%
in 2007. Deposit liabilities are stated at amounts they are to be paid which approximate

the market value.

Under existing BSP regulations, non-FCDU deposit liabilities of the Group are subject

to liquidity reserves and statutory reserves equivalent to 11% and 8%, respectively, as
of December 31, 2009 and 2008. As of December 31, 2009 and 2008, the Group is in

compliance with such regulations.

Available reserves as of December 31, 2009 and 2008 follow:

Consolidated Parent

2008 2009 2008

Cash and other cash items P 7,748,975 P 6,409,809 P 6,355,743 P 5,215,356
Due from BSP 5,272,834 4,240,275 4,056,075 3,535,622
Reserve deposit account (BSP) 13,513,000 11,797,000 13,513,000 11,797,000
Available-for-sale securities 550,462 553,498 550,462 110,361
Securities purchased under

reverse repurchase

agreement 71,000 25,000 - -

P 27,156,271 P 23025582 P 24475280 P 20,658,339

On September 30, 2009, the Parent Company issued US$85 million worth of
US$-denominated Negotiable Certificates of Time Deposits (“September NCTD?”).
On October 19, 2009, the Parent Company issued a second offering worth

US$13.2 million of US$-denominated NCTD (“October NCTD”). The September
NCTD and the October NCTD carry a fixed annual interest rate of 3.75% per annum,
payable quarterly until September 30, 2012. The NCTDs are presented as part of the
Time Deposit Liabilities account in both the Group and Parent Company financial

statements.
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18. BILLS PAYABLE

This account consists of borrowings from:

Consolidated Parent
2009 2008 2009 2008
Foreign banks P 8,003,907 P 12842101 P 8,003,907 P 12,842,101
BSP 2,130,456 7,925,719 2,130,456 7,925,719
Local banks 539,560 - 293,769 523,142
Others 107,041 684,789 107,041 119,125

P 10,780,964 P 21,452,609 P 10,535,173 P 21,410,087

The maturity profile of bills payable follows:

Consolidated Parent
2009 2008 2009 2008
Within one year P 8,972,993 P 21,383,718 P 8,727,202 P 21,381,630
Beyond one year,
within five yeats 1,807,971 63,891 1,807,971 28,457

P 10,780,964 P 21,452,609 P__ 10,535,173 P__ 21,410,087

Borrowings with foreign and local banks are mainly short-term in nature. In the
consolidated financial statements, peso borrowings are subject to annual fixed interest
rates ranging from 4.75% to 5.5% in 2009 and 5% to 12% in 2008 and 2007, while
foreign currency-denominated borrowings are subject to annual fixed interest rates
ranging from 0.10% to 3.18% in 2009, 0.25% to 5% in 2008 and 2% to 8.41% in 2007.

In the Parent Company financial statements, peso borrowings are subject to annual
fixed interest rates ranging from 3.50% to 4.75% in 2009, 5% to 6.7% in 2008 and

5% to 12% in 2007, while foreign currency-denominated borrowings are subject to
annual fixed interest rates ranging from 0.10% to 3.18% in 2009, 0.25% to 5% in 2008
and 2% to 8.41% in 2007.

The interest rates on bills payable maturing beyond one year are repriced semi-annually
at effective market interest rates.

Bills payable include rediscounting availments from the BSP amounting to P2,130,456
and P7,925,719 as of December 31, 2009 and 2008, respectively, both in the
consolidated and Parent Company financial statements. Such borrowings are
collateralized by the assignment of certain loans amounting to P2,354,515 and
P10,729,055 as of December 31, 2009 and 2008, respectively, both in the consolidated
and Parent Company financial statements (see Note 11).
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BONDS PAYABLE

On February 23, 2005, the Parent Company issued to local and foreign entities
(excluding those in the United States of America) unsecured bonds (Global Notes) with
a principal amount of US$150,000 at an issue price of 99.67% and bearing an interest
of 6.875% per annum. The Global Notes, unless previously redeemed or cancelled,
will be redeemed on February 24, 2010. The Parent Company, at the option of the
holder of the Global Notes, redeemed portion of the Global Notes with principal
amount of US$10,678 on February 23, 2008. Interest is payable semi-annually in
arrears on February 23 and August 23 of each year commencing on August 23, 2005,
except that the last payment of the interest will be on February 24, 2010. As of
December 31, 2009 and 2008, the peso equivalent of the outstanding bond issue
amounted to P5,836,076 and P6,002,821, respectively. In February 2010, the
outstanding principal balance of US$139,322 was fully redeemed.

Also, in February 2010, the Parent Company issued US$ denominated Senior Notes
with principal amount of US$250,000 bearing an interest of 6.25% per annum, payable
semi-annually in arrears on February 9 and August 9 of each year, commencing on
August 9, 2010. The Senior Notes, unless redeemed, will mature on February 9, 2015.
ACCRUED TAXES, INTEREST AND OTHER EXPENSES

The composition of this account follows:

Consolidated Parent
2009 2008 2009 2008
Accrued expenses P 1,364,718 P 1,056,690 P 916,753 P 722,290
Accrued interest payable 869,539 1,055,671 801,318 929,048
Taxes payable 179,686 69,172 77,585 17,843
Others 835,911 605,923 530,486 306,871

P 3249854 P 2787456 P 2,326,142 P 1,976,052
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OTHER LIABILITIES

Other liabilities consist of the following:

Consolidated Parent
2009 2008 2009 2008
Accounts payable P 2,260,356 P 2,788,020 P 1,660,398 P 2,024,610
Bills purchased - contra 1,790,172 1,675,239 1,790,172 1,675,239
Manager’s checks 703,662 643,652 485,163 433,551
Derivatives with negative
fair values (see Note 8) 703,604 329,505 703,604 329,505
Unearned income 399,336 518,400 399,282 518,400
Outstanding acceptances
payable 250,421 318,908 250,421 318,908
Other credits 161,555 154,426 137,330 125,268
Payment orders payable 120,115 196,071 89,101 151,212
Withholding taxes payable 114,918 125,103 89,671 96,634
Guaranty deposits 91,674 60,369 91,674 60,369
Sundry credits 39,793 23,741 39,777 23,651
Due to BSP 24,179 107,923 24,179 93,365
Due to other banks 21,042 1,452 21,042 1,452
Miscellaneous 218,069 278,902 107,765 105,646
P 6,89889% P 7221711 P 5,889,579 P 5,957,810
SUBORDINATED DEBT

On November 26, 2007, the Parent Company’s BOD approved the issuance of
P7 billion unsecured subordinated notes (the “P7 billion Notes”) with the following
significant terms and conditions:

a. The P7 billion Notes shall mature on February 22, 2018, provided that they are not
previously redeemed.

b. Subject to satisfaction of certain regulatory approval requirements, the Parent
Company may, on February 22, 2013, redeem all of the outstanding notes at
redemption price equal to 100% of the face value of the P7 billion Notes together
with accrued and unpaid interest thereon.

C. The P7 billion Notes bear interest at the rate of 7% per annum from
February 22, 2008 and shall be payable quarterly in arrears at the end of each
interest period on May 22, August 22, November 22 and February 22 each year.

d. Unless the P7 billion Notes are previously redeemed, the interest rate from 2013 to
2018 will be reset at the equivalent of the five-year Fixed Rate Treasury Note
benchmark bid yield as of February 22, 2013 multiplied by 80% plus 3.53% per
annum. Such stepped-up interest shall be payable quartetly commencing 2013.

The P7 billion Notes were issued on February 22, 2008 and were fully subscribed. The
carrying amount of the P7 billion Notes amounted to P6,954,332 and P6,941,899 as of
December 31, 2009 and 2008, respectively.
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On January 26, 2009, the Parent Company’s BOD approved another issuance of
P4 billion unsecured subordinated notes (the “P4 billion Notes”) with the following
significant terms and conditions:

a. The P4 billion Notes shall mature on May 15, 2019, provided that they are not
previously redeemed.

b. Subject to satisfaction of certain regulatory approval requirements, the Parent
Company may, on May 15, 2014, redeem all of the outstanding notes at redemption
price equal to 100% of the face value of the P4 billion Notes together with accrued
and unpaid interest thereon.

c. The P4 billion Notes bear interest at the rate of 7.75% per annum from
May 15, 2009 and shall be payable quarterly in arrears at the end of each interest
period on August 15, November 15, February 15 and May 15 each year.

d. Unless the P4 billion Notes are previously redeemed, the interest rate from
May 15, 2014 to May 15, 2019 will be increased to the rate equivalent to 80% of
benchmark rate as of the first day of the 21" interest period plus the step-up spread.
Such stepped up interest shall be payable quartetly in arrears.

The P4 billion Notes were issued on May 15, 2009 and were fully subscribed.

The carrying amount of the P4 billion Notes amounted to P3,972,646 as of
December 31, 2009.

The subordinated debt is measured at amortized cost at each statement of financial
position date.

CAPITAL FUNDS
23.1 Capital Stock

Capital stock consists of (amounts and shares in thousands, except per par value):

Shares
2009 2008 2007
Preferred stock — voting, non-cumulative
non-redeemable, participating,
convertible into common shares
— P10 par value
Authorized — 200 million shares
Issued and outstanding 20,704 85,934 85,951

Common stock — P10 par value

Authotized — 1,100 million shares
Issued and outstanding 990,551 962,843 962,837
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Amount

2009 2008 2007

Preferred stock — voting, non-cumulative
non-redeemable, participating,
convettible into common shates
— P10 par value

Authorized — 200 million shares

Issued and outstanding P 207,038 P 859,335 P 859,512

Common stock — P10 par value
Authorized — 1,100 million shares

Issued and outstanding P 9,905,508 P 9,628,430 P 9,628,369

On January 22, 2007, the Parent Company stockholders, owning or representing more
than 2/3 of the outstanding capital stock, unanimously confirmed and ratified the
approval by the majority of the BOD held on December 4, 2006, the increase of the
Parent Company’s authorized capital stock from P9,000,000 to P13,000,000, by
amending its Articles of Incorporation. The increase in authorized capital stock of the
Parent Company was approved by the BSP and SEC on February 12, 2007 and

Match 8, 2007, respectively. The authorized capital stock of the Parent Company of
P13 billion is divided into the following classes of shares:

a. One billion one hundred million (1,100 million) common shares of stock with
par value of ten pesos (P10.00) per share; and,

b. Two hundred million (200 million) preferred shares of stock with par value of ten
pesos (P10.00) per share.

On March 29, 2007 and April 13, 2007, the Parent Company issued additional shares
from its unissued common shares with total par value amounting to P1,826,087 and
P273,913, respectively. The corresponding additional paid-in capital on the additional
issuances of shares amounted to P3,362,275.

On May 29, 20006, the Parent Company’s stockholders approved the issuance of up to
200,000 thousand convertible preferred shares with a par value of P10 per share,
subject to the approval, among others of the PSE. The issuance of the convertible
preferred shares was also approved by the Parent Company’s stockholders on

May 29, 2006. The purpose of the issuance of the preferred shares is to raise the Tier 1
capital pursuant to BSP regulations, thereby strengthening the capital base of the Parent
Company and allowing it to expand its operations. On February 13, 2007, the PSE
approved the listing application of the underlying common shares for the

105,494 thousand convertible preferred shares, subject to the compliance of certain
conditions of the PSE. Preferred shares have the following features:

a. Entitled to dividends at floating rate equivalent to the applicable base rate plus a
spread of 2% per annum, calculated quarterly;

b. Convertible to common stocks at any time after the issue date at a conversion price
using the adjusted net book value per share of the Parent Company based on the
latest available financial statements prepared in accordance with PFRS adjusted by
local regulations;
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c. Non-redeemable; and,

d. Participating as to dividends on a pro rata basis with the common stockholders in
the Surplus of the Parent Company after quarterly dividends payments had been
made to the preferred shares.

In 2009, P652 million or 65 thousand preferred shares were converted to 27.7 thousand
common shares. In 2008, P0.20 million or 17.7 thousand preferred shares were
converted to 6 thousand common shares.

Common shares may be transferred to Philippine and foreign nationals and shall, at all
times, not be less than 60% and not more than 40% of the voting stock, be beneficially
owned by Philippine nationals and by foreign nationals, respectively.

The determination of the Parent Company’s compliance with regulatory requirements
and ratios is based on the amount of the Parent Company’s “unimpaired capital”
(regulatory net worth) required and reported to the BSP, determined on the basis of
regulatory accounting policies, which differ from PFRS in some aspects. Specifically,
under existing banking regulations, the combined capital accounts of the Parent

Company should not be less than an amount equal to 10% of its risk assets.

A portion of the Group’s surplus corresponding to the undistributed income of
subsidiaries and equity in net earnings of certain associates totaling P1,813,912,
P1,450,528, and P1,216,532 as of December 31, 2009, 2008 and 2007, respectively, is
not currently available for distribution as dividends.

23.2 Declaration of Stock Dividends

The shareholders confirmed and ratified the approval by the majority of the BOD
during the December 4, 2006 meeting, of a 15% stock dividend corresponding to
109,413 thousand shares, to support the foregoing increase of authorized capital stock,
payable to holders of common and preferred class shares of record as of

March 14, 2007. The 15% stock dividend was approved by the BSP on

January 26, 2007 and by the SEC on Match 8, 2007, and was issued on March 19, 2007.
Documentary stamp tax (DST) on the stock dividends amounting to P15,325 was
deducted from capital paid in excess of par.
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23.3 Purchase of Treasury Shares

On March 16, 2009, the BOD of the Parent Company approved the acquisition of
92,421,320 common shares and 18,082,311 convertible preferred shares at P15.20 per
share and P10.00 per share, respectively. Total cost of purchasing the treasury shares
including the buying charges and documentary stamp taxes incurred amounted to
P1,594,925. On September 1, 2009, majority of the stockholders approved the
reissuance of the 41,993,389 common treasury shares amounting to P642,216 in
exchange for 5.64% ownership or 169,059 shares of stock in MICO Equities, Inc.
(MICO) amounting to P734,884. The excess of the carrying amount of the investment
in MICO over the cost of treasury stock re-issued amounting to P92,669 was
recognized as part of Capital Paid in Excess of Par in the consolidated and Parent
Company’s financial statements as of December 31, 2009. The remaining balance of
the total cost of purchasing the treasury shares amounting to P952,709 was presented
as Treasury Stock in the consolidated and Parent Company’s financial statements as of

December 31, 2009.

23.4 Cash Dividend Declaration

The details of the cash dividend declarations and distributions in 2009, 2008 and 2007

follow:
Date Dividend Stockholders of Date Approved by Date

Declared Per Share  Total Amount Record as of BOD BSP Paid/Payable
October 30,2007 P 0.1829 P 15,054 December 21,2007  October 30, 2007 January 4, 2008 January 10, 2008
January 28,2008 P 0.1740 P 14,945 March 21, 2008 January 28, 2008 April 4,2008 April 17,2008
July 30, 2007 * P 207,572 * July 30, 2007 April 4, 2008 April 25, 2008
March 31, 2008 P 01177 P 10,671 June 21, 2008 March 31, 2008 June 19, 2008 July 3, 2008
March 31, 2008 P 04800 P 462,165  June 29, 2008 March 31, 2008 June 19, 2008 June 30, 2008
March 31, 2008 P 04800 P 41,248 June 29, 2008 March 31, 2008 June 19, 2008 June 30, 2008
June 30, 2008 P 01227 P 10,445  September 21,2008  June 30, 2008 September 3, 2008 September 30, 2008
July 30, 2007 P * P 241,893 * July 30, 2007 September 3, 2008 October 24, 2008
September 29,2008 P 0.1331 P 11,317  December 21,2008  September 29,2008  February 10, 2009 February 23, 2009
September 29, 2008 * P 239,123 * September 29, 2008 April 16, 2009 April 24, 2009
September 29, 2008 * P 232,038 * September 29, 2008 September 1, 2009 October 27, 2009
January 26,2009 P 0.0881 P 5,978 December 31,2008  January 26, 2009 April 16, 2009 May 8, 2009
March 30, 2009 P 00824 P 5,589  February 28, 2009 March 30, 2009 June 10, 2009 July 3, 2009
March 30, 2009 P 03060 P 20,762  March 11, 2009 March 30, 2009 June 10, 2009 July 13, 2009
March 30, 2009 P 03060 P 266,349  March 11, 2009 March 30, 2009 June 10, 2009 July 13, 2009
June 29, 2009 P 0.0667 P 4,526 May 31, 2009 June 29, 2009 September 1, 2009 September 10, 2009
September 28,2009 P 0.0579 P 146 December 21,2009  September 28,2009  December 7, 2009 January 5, 2010
September 28, 2009 * P 228,113 * September 28, 2009  Pending Pending

* Cash dividends on Hybrid perpetual securities

HYBRID PERPETUAL SECURITIES

On October 30, 20006, the Parent Company received the proceeds from the issuance of

Non-Cumulative Step-Up Callable Perpetual Securities (“Perpetual Securities”)

amounting to US$98.045 million, net of fees and other charges. Net proceeds were
used to strengthen the CAR of the Parent Company, repay certain indebtedness and,
thereby, enhance its financial stability and for general corporate purposes. The issuance
of the Perpetual Securities was approved by the Parent Company’s BOD on

June 7, 20006.
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The Perpetual Securities represent US$100 million, 9.875%, non-cumulative step-up
callable perpetual securities issued pursuant to a trust deed dated October 27, 2006
between the Parent Company and Bank of New York - London Branch each with a
liquidation preference of US$1 thousand per US$1 thousand in principal amount of the
Perpetual Securities. The actual listing and quotation of the Perpetual Securities in a
minimum board lot size of US$1 hundred with the Singapore Exchange Securities
Trading Limited (“SGX-ST”) was on November 1, 2006. The Perpetual Securities
were issued pursuant to BSP Circular 503 dated December 22, 2005 allowing the
issuance of perpetual, non-cumulative securities up to US$125 million which are eligible
to qualify as Hybrid Tier 1 Capital.

The significant terms and conditions of the issuance of the Perpetual Securities, among
others, follow:

e Interest will be paid from and including October 27, 2006 (the “issue date”) to
(but excluding) October 27, 2016 (the “First Optional Redemption Date”) at a rate
of 9.875% per annum payable semi-annually in arrears from April 27, 2007 and,
thereafter at a rate preset and payable quarterly in arrears, of 7.02% per annum
(which incorporates a step-up in margin equal to 1% above the initial credit spread
after adjusting for the applicable swap spread) above the then prevailing London
interbank offered rate (“LIBOR”) for three-month US dollar deposits;

e Except as described below, interest will be payable on April 27 and October 27 in
each year, commencing on April 27, 2007 and ending on the First Optional
Redemption Date, and thereafter (subject to adjustment for days which are not
business days) on January 27, April 27, July 27, October 27 in each year
commencing on January 27, 2016;

e The Parent Company may, in its absolute discretion, elect not to make any interest
payment in whole or in part if the Parent Company has not paid or declared a
dividend on its common shares in the preceding financial year; or determines that
no dividend is to be paid on such shares in the current financial year;

e The rights and claims of the holders will be subordinated to the claims of all senior
creditors (as defined in the conditions) and the holders of any priority preference
shares (as defined in the conditions), in that payments in respect of the securities
are conditional upon the Parent Company being solvent at the time of payment and
in that no payments shall be due except to the extent the Parent Company could
make such payments and still be solvent immediately thereafter;

e The Perpetual Securities are not deposits of the Parent Company and are not
guaranteed or insured by the Parent Company or any party related to the Parent
Company or the Philippine Deposit Insurance Corporation and they may not be
used as collateral for any loan made by the Parent Company or any of its
subsidiaties or affiliates;
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e The Parent Company undertakes that, if on any Interest Payment Date payment of
all Interest Payments scheduled to be made on such date is not made in full it shall
not declare or pay any distribution or dividend or make any other payment on, and
will procure that no distribution or dividend or other payment is made on, any
junior share capital or any parity security, and it shall not redeem, repurchase,
cancel, reduce or otherwise acquire any junior share capital or any parity securities,
other than in the case of any partial interest payment, pro rata payments on, ot
redemptions of, parity securities the dividend and capital stopper shall remain in
force so as to prevent the Parent Company from undertaking any such declaration,
payment or other activity as aforesaid unless and until a payment is made to the
holders in an amount equal to the unpaid amount (if any) of interest payments in
respect of interest periods in the twelve months including and immediately
preceding the date such interest payment was due and the BSP does not otherwise
object; and,

e The Perpetual Securities will have fixed or final redemption date although the
Parent Company may, having given not less than 30 nor more than 60 days’ notice
to the Trustee, the Registrar, the Principal Paying Agent and the Holders, redeem
all (but not some only) of the securities (i) on the first optional redemption date;
and (ii) on each interest payment date thereafter, at an amount equal to the
liquidation preference plus accrued interest.

25. EMPLOYEE BENEFITS

Expenses recognized for employee benefits are analyzed below.

Consolidated
2009 2008 2007
Salaries and wages P 1,730,326 P 1,580,233 P 1,436,465
Bonuses 505,734 442,669 416,427
Retirement - defined benefit plan 142,050 145,566 151,015
Compensated absences 92,265 83,847 78,250
Social security costs 74,345 68,739 65,477
Other short-term benefits 234,516 203,902 236,764

P 2,779,236 P 2,524,956 P 2,384,398

Parent
2009 2008 2007
Salaries and wages P 1,067,277 P 970,772 P 905,528
Bonuses 369,027 338,112 315,513
Retirement - defined benefit plan 125,882 115,610 107,394
Compensated absences 90,264 82,628 76,475
Social security costs 49,333 45975 44,671
Other short-term benefits 162,788 129,090 190,574

P 1,864,571 P 1,682,187 P 1,640,155

The Parent Company and its subsidiaries maintain a tax-qualified, noncontributory
retirement plan that is being administered by a trustee covering all of their respective
regular full-time employees.
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The amounts of retirement benefit asset (presented as part of Other Resources -
Miscellaneous) recognized in the financial statements (see Note 15) are determined as

follows:
Consolidated Parent
2009 2008 2009 2008
Fair value of plan assets P 1,761,844 P 1,167,540 P 1,323,988 P 772,209
Present value of the obligation 1,958,428 1,257,968 1,578,981 993,323
Excess of obligation ( 196,584) ( 90,428) ( 254,993) ( 221,114)
Addition (reduction)
due to ceiling 176 ( 2,605) - -

Unrecognized actuarial losses 267,511 168,676 295,427 257,339
Retirement benefit asset P 71,103 P 75,583 P 40,434 P 36,225

The movements in the present value of the retirement benefit obligation recognized in

the books are as follows:

Consolidated Parent
2009 2008 2009 2008
Balance at the beginning of year P 1,257,968 P 1,826,186 P 993,323 P 1,516,414
Current service cost
and interest cost 222,910 234271 167,649 175,221
Actuatial losses (gains) 615,388 ( 596,644) 553,367 ( 501,823)
Benefits paid by the plan ( 137,838) ( 205,845) ( 135,358) ( 196,489)
Balance at end of the year P 1958,428 P 1,257,968 P 1,578,981 P 993,323
The movements in the fair value of plan assets are presented below.
Consolidated Parent
2009 2008 2009 2008
Balance at the beginning of year P 1,167,540 P 1,670,105 P 772,209 P 1,352,252
Actuarial gains (losses) 515,045 ( 624,621) 508,409 ( 612,591)
Expected return on plan assets 80,897 110,963 48,637 83,841
Contributions paid into the plan 136,200 216,938 130,091 145,196
Benefits paid by the plan ( 137,838) ( 205,845) ( 135,358) ( 196,489)
Balance at end of the year P 1,761,844 P 1,167,540 P 1,323,988 P 2,209
The plan assets consist of the following:
Consolidated Parent
2009 2008 2009 2008
Assets
Equity securities P 1,393,654 P 918,136 P 1,296,503 P 906,877
Government securities 571,444 461,955 353,680 276,047
Deposit with banks 127,047 181,944 48,670 26,349
Loans and receivables 78,213 47,456 75,811 27,848
Unit investment trust fund 53,242 30,000 53,242 30,000
ROPA 19,046 35,906 19,046 35,905
Long-term equity investments - 44,220 - 44,220
Other investments 62,183 23,496 20,000 -
2,304,829 1,743,113 1,866,952 1,347,246
Liabilities 542,985 575,573 542,964 575,037
P 1761844 P 1,167,540 P 1,323,988 P 772,209
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Actual return on plan assets were P596 million and P557 million in 2009, while actual loss on
plan assets were P513 million and P529 million in 2008, for the Group and the Parent
Company, respectively.

The amounts of retirement benefit expense recognized as part of Employee Benefits account
in the statements of income are as follows:

Consolidated

2009 2008 2007
Current service costs P 83,254 P 83,301 P 122,242
Interest costs 140,674 151,536 113,002
Expected return on plan assets ( 80,897) ( 110,963) ( 108,191)
Net transition obligation recognized - 24232 24232
Retirement expense (income) due to ceiling ~ ( 2,489) 1,048 1,161
Net actuarial losses (gains)

recognized during the year 1,508 ( 3588) ( 1.431)
Retirement benefits P 142,050 P 145,566 P 151,015
Parent

2009 2008 2007
Current service costs P 56,198 P 49205 P 82,315
Interest costs 111,451 126,014 91,286
Expected return on plan assets ( 48,637) ( 83,841) ( 84,782)
Net transition obligation recognized - 24232 24232
Net actuarial gains recognized during the year 6,870 - ( 5,657)
Retirement benefits P 125,882 P 115,610 P 107,394

For determination of the pension liability, the following actuarial assumptions were used:

Consolidated

2009 2008 2007
Discount rates 9.2% 11.2% 8.3%
Expected rate of return on plan assets 6% 6.3% 6.3%
Expected rate of salary increases 5% 2.5% 5%

Parent

2009 2008 2007
Discount rates 9.2% 11.2% 8.3%
Expected rate of return on plan assets 6% 6.3% 6.3%
Expected rate of salary increases 5% 2.5% 5%

LEASE CONTRACTS

The Parent Company and certain subsidiaries lease some of the premises occupied by
their respective branches/business centers. The Group’s rental expense (included in
Occupancy and Equipment-related account in the statements of income) based on the
lease contracts amounted to P541,825 in 2009, P477,383 in 2008 and P440,943 in 2007,
of which P430,385 in 2009, P374,226 in 2008 and P363,779 in 2007 and pertains to the
Parent Company. The lease periods are from 1 to 25 years. Most of the lease contracts
contain renewal options, which give the Parent Company and its subsidiaries the right
to extend the lease on terms mutually agreed upon by the parties.
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As of December 31, 2009, future minimum rentals payable under non-cancelable
operating leases follow:

After one year but not more than five years

More than five years

MISCELLANEOUS EXPENSES

Insurance

Management and other professional fees
Litigation/Assets acquired expense
Transportation and travel
Communication and information services
Other credit card related expenses
Advertising and publicity

Other outside services

Stationery and office supplies

Banking fees

Depreciation — investment property

Service charges
Others

Management and other professional fees

Insurance

Litigation/Assets acquired expense
Other credit card related expenses
Communication and information setvices
Advertising and publicity

Transportation and travel

Banking fees

Stationery and office supplies
Other outside services

Service charges

Depreciation — investment property

Others

Consolidated Parent
P 570,369 P 498,757
745,110 562,639
242181 220,446

P 1,557,660

Miscellaneous expenses consist of the following:

P 1,281,842

Consolidated
2009 2008 2007

P 511,587 P 469,135 P 409,200
460,755 433,967 340,055
420,765 479,199 323,089
328,538 354,705 236,527
301,824 247 341 235,461
265,385 234,880 200,015
260,436 263,808 396,475
165,943 135,859 117,071
116,761 112,095 146,576

101,028 85,715 78,741

89,448 111,085 79,018

59,102 48,201 32,156

565,143 430,733 394.087

P 3,646,715 P 3,406,723 P 2,988,471

Parent
2009 2008 2007

P 411,912 P 394737 P 333,475
375,438 347,205 306,053
315,458 401,435 234,940
265,385 234,880 200,015
207,096 156,203 151,421
188,554 190,171 365,956
165,976 167,019 164,856

92,341 85,715 78,741

81,017 79,099 75,238

67,042 69,746 49,507

59,102 48,201 32,156

43,579 63,421 65,518

383,367 350,389 340,059

P 2,656,267 P 2588221 P 2,397,935
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INCOME AND OTHER TAXES

Under Philippine tax laws, the Parent Company and its domestic subsidiaries are
subject to percentage and other taxes (presented as Taxes and Licenses in the statement
of income), as well as income taxes. Percentage and other taxes paid consist principally
of the gross receipts tax (GRT) and DST. In 2003, the Parent Company and its
financial intermediary subsidiaries were subjected to the value-added tax (VAT) instead
of GRT. However, effective January 1, 2004 as prescribed under RA No. 9238, the
Parent Company and certain subsidiaries were again subjected to GRT instead of
VAT. RA No. 9238, which was enacted on February 10, 2004, provides for the
reimposition of GRT on banks and non-bank financial intermediaries performing
quasi-banking functions and other non-bank financial intermediaries beginning

January 1, 2004. The liability of the Parent Company and certain subsidiaries for GRT
is based on the related regulations issued by the authorities.

Income taxes include the corporate income tax discussed below, and final tax paid at
the rate of 20%, which represents the final withholding tax on gross interest income
from government securities and other deposit substitutes.

Under the tax regulations, the regular corporate income tax rate (RCIT) applicable is
32% up to October 31, 2005 and 35% up to December 31, 2008. Effective

January 1, 2009, in accordance with RA No. 9337, RCIT was reduced from 35% to
30% and nonallowable deductions for interest expense from 42% to 33% of interest
income subjected to final tax.

Effective July 2008, RA No. 9504 was approved giving corporate taxpayers an option to
claim itemized deduction or optional standard deduction equivalent to 40% of gross
sales. Once the option is made, it shall be irrevocable for the taxable year for which the
option was made. In 2009 and 2008, the Group opted to continue claiming itemized
deductions.

Interest allowed as a deductible expense is reduced by an amount equivalent to certain
petcentage of interest income subjected to final tax. Minimum corporate income tax
(MCIT) of 2% on modified gross income is computed and compared with the RCIT.
Any excess of the MCIT over the RCIT is deferred and can be used as a tax credit
against future income tax liability for the next three years. In addition, the Group net
operating loss carry over (NOLCO) is allowed as a deduction from taxable income in
the next three years.

In accordance with the Revenue Regulation (RR) No. 09-05 relative to the tax
exemptions and privileges granted under the SPV Act, the losses incurred by the Group
as a result of transferring its NPA to an SPV within the period of 2 years from

April 12, 2003 shall be carried over as a deduction from its taxable gross income for a
period of 5 consecutive taxable years.

On December 29, 2009, the Parent Company received a certification from BIR that the
exchange of shares between the Parent Company (41,993,389 common treasury shates)
and PMMIC (169,059 shares of stock in MICO) is a tax-free exchange in accordance
with Revenue Regulations No. 18-2001 (see Note 23).
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Effective May 2004, RA No. 9294 restored the tax exemption of FCDUs and offshore
banking units (OBUs). Under such law, the income derived by the FCDU from
foreign currency transactions with nonresidents, OBUs, local commercial banks
including branches of foreign banks is tax-exempt while interest income on foreign
currency loans from residents other than OBUs or other depository banks under the
expanded system is subject to 10% gross income tax.

Interest income on deposits with other FCDUs and offshore banking units is subject to
7.5% final tax.

The Parent Company’s foreign subsidiaries are subject to income and other taxes based
on the enacted tax laws of the countries where they operate.

The components of tax expense as reported in statements of income consist of:

Consolidated
2009 2008 2007
Current
Final withholding tax P 450,566 P 480,272 P 473,421
RCIT 196,647 95,833 102,667
MCIT 97,702 88,619 87,754
Deferred tax expense (income) ( 495) 254,700 181,808
Tax expense reported in the
statements of income P 744,420 P 919,424 P 845,650
Parent
2009 2008 2007
Current
Final withholding tax P 367,207 P 444858 P 455,622
RCIT 53,837 43,870 -
MCIT 97,986 79,992 87,754

Tax expense reported in the

statements of income P 519,030 P 568,720 P 543,376
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A reconciliation of tax on pretax income computed at the applicable statutory rates to
tax expense reported in the statements of income is as follows:

Consolidated
2009 2008 2007
Statutory income tax at 30% in 2009
and 35% in 2008 and 2007 P 1,224,036 P 1,082,385 P 1,431,258
Adjustments for income subjected to
lower income tax rates ( 91,273) ( 33,873) 6,596
Tax effects of:
Unrecognized temporary differences 321,449 ( 117,428) 221,193
Non-deductible expenses 231,533 349,017 229,489
Non-taxable income ( 1,097,760) ( 247,305) ( 828,917)
Application of unrecognized MCIT ( 991) - -
Application of unrecognized NOLCO ( 986) - -
Decrease in deferred tax assets due to
reduction in RCIT rate - 276 -
Others 158,412 ( 113,648) ( 213.969)
Tax expense reported in the
statements of income P 744,420 P 919,424 P 845,650
Parent
2009 2008 2007
Statutory income tax at 30% in 2009
and 35% in 2008 and 2007 P 927,346 P 608,661 P 868,954
Adjustments for income subjected to
lower income tax rates ( 46,856) ( 42,856) ( 2,382)
Tax effects of:
Unrecognized temporary differences 335,107 ( 62,429) 251,312
Non-deductible expenses 148,577 245,463 215,293
Non-taxable income ( 845,144) ( 180,119) ( 602,385)
Application of untecognized NOLCO - - ( 187,416)
Tax expense reported in the
statements of income P 519,030 P 568,720 P 543,376
The components of deferred tax assets - net as of December 31 follow:
Consolidated Parent
2009 2008 2009 2008
Allowance for impairment P 1,407,407 P 1391302 P 1,389,497 P 1,389,497
Unamortized past services costs 599 1,100 - -
Retirement benefits 539 - - -
Unrealized foreign
exchange losses 132 - - -
Accrued rent 68 99 - -
Gain on rediscounting ( 443) ( 799) - -
Accounts receivable - 7 - -
P_ 1,408,302 P 1,391,709 P 1,389,497 P 1,389,497

The Group did not set up deferred tax liabilities on accumulated translation adjustment,
particularly those relating to its foreign subsidiaries, since their reversal can be
controlled, and it is probable that the temporary difference will not reverse in the

foreseeable future.
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In light of the provision of PAS 12 Income Taxes, the Parent Company and certain
subsidiaries have taken a conservative position by not recognizing deferred tax assets
(liabilities) on certain temporary differences. Accordingly, the Group did not set up the
net deferred tax assets on the following temporary differences:

Consolidated Parent
2009 2008 2009 2008

NOLCO P 4,587,890 P 10,319,892 P 4,471,011 P 10,217,785
Allowance for impairment 4,924,425 6,375,047 1,657,150 1,538,670
MCIT 274,075 269,546 265,732 208,540
Unamortized past service cost 271,802 299,604 268,129 290,457
Loss on revaluation 2,709 421 - -
Retirement liability 423 38,964 - -
Accrued rent 8 31 - -
Unrealized foreign

exchange gains ( 1,496) ( 4.973) - -

P 10,059,836 P 17,298,532 P 6,662,022 P 12255452

The breakdown of the Group’s NOLCO, which can be claimed as deduction from
future taxable income within three years from the year the taxable loss was incurred
and within five years from the year SPV losses were incurred, is shown below.

Inception Used/ Expiry
Year Amount Expired Balance Year
2005 P 3,629,720 P 568,324 P 3,061,396* 2010
2006 6,484,406 6,484,406 - 2009
2007 21,089 - 21,089 2010
2008 753,001 - 753,001 2011
2009 752,404 - 752,404 2012

P 11,640,620 P 7,052,730 P 4,587,890

*Refers to losses incurred from SPV transactions in 2005.

The breakdown of the Parent Company’s NOLCO, which can be claimed as deduction
from future taxable income within three years from the year the taxable loss was
incurred and within five years from the year SPV losses were incurred, is shown below.

Inception Expiry
Year Amount Expired Balance Year
2005 P 3,629,720 P 568,324 P 3,061,396* 2010
2006 6,484,406 6,484,406 - 2009
2008 671,983 - 671,983 2011
2009 737,632 - 737,632 2012

P 11523741 P 7,052,730 P 4471011

*Refers to losses incurred from SPV transactions in 2005.
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As of December 31, 2009, the Group has MCIT of P274,705 that can be applied
against RCIT for the next three consecutive years after the MCIT was incurred. The
breakdown of MCIT with the corresponding validity periods follow:

Inception Used/ Expiry
Year Amount Expired Balance Year
2006 P 93,173 P 93173 P -

2007 87,754 - 87,754 2010

2008 88,619 - 88,619 2011

2009 97,702 - 97,702 2012
P 367,248 P 93173 P 274,075

The breakdown of the Parent Company’s MCIT with the corresponding validity
periods follow:

Inception Expiry
Year Amount Expired Balance Year
2006 P 40,794 P 40,794 P -

2007 87,754 - 87,754 2010
2008 79,992 - 79,992 2011
2009 97.986 - 97,986 2012
P 306,526 P 40,794 P 265,732
TRUST OPERATIONS

Securities and properties (other than deposits) held by the Parent Company and RSB in
fiduciary or agency capacities for their respective customers are not included in the
accompanying financial statements, since these are not resources of the Parent
Company and RSB. The Group’s total trust resources amounted to P52,448,850 and
P46,945,928 as of December 31, 2009 and 2008, respectively. The Parent Company’s
total trust resources amounted to P47,306,436 and P45,193,199 as of

December 31, 2009 and 2008, respectively.

In connection with the trust operations of the Parent Company and RSB, time deposit
placements and government securities with a total face value of P 670,967 (Group) and
P605,967 (Parent Company); and P860,667 (Group) and P769,715 (Parent Company)
as of December 31, 2009 and 2008, respectively, are deposited with the BSP in
compliance with existing trust regulations (see Notes 7 and 10).

In compliance with existing BSP regulations, 10% of the Parent Company’s and RSB’s
profit from trust business is appropriated to surplus reserve. This yeatly appropriation
is required until the surplus reserve for trust business equals 20% of the Parent
Company’s and RSB’s regulatory capital. The surplus reserve is shown as Reserve for
Trust Business in the statements of changes in capital funds.
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RELATED PARTY TRANSACTIONS
30.1 DOSRI

In the ordinary course of business, the Group has loan transactions with each other,
their other affiliates, and with certain DOSRIs. Under existing policies of the Group,
these loans are made substantially on the same terms as loans to other individuals and
business of comparable risks.

Under current BSP regulations, the amount of individual loans to a DOSRI, 70% of
which must be secured, should not exceed the amount of his deposit and book value of
his investment in the Parent Company and/or any of its lending and nonbanking
financial subsidiaries. In the aggregate, loans to DOSRIs, generally, should not exceed
the total capital funds or 15% of the total loan portfolio of the Parent Company and/or
any of its lending and nonbanking financial subsidiaries, whichever is lower.

BSP Circular No. 423 dated March 15, 2004 amended the definition of DOSRI
accounts.

The following table shows information relating to the loans, other credit
accommodations and guarantees classified as DOSRI accounts under regulations
existing prior to said circular and new DOSRI loans, other credit accommodations and
guarantees granted under said circular as of December 31, 2009 and 2008:

Consolidated Parent
2009 2008 2009 2008

Total outstanding DOSRI loans P 4,562,445 P 9,213,808 P 4,371,850 P 9,142,497
Percent of DOSRI accounts

to total loans 2.76% 5.94% 4.18% 7.65%
Percent of unsecured

DOSRI accounts to

total DOSRI accounts 5.03% 2.35% 4.92% 2.29%
Percent of past due DOSRI

accounts to total loans 0.32% - 0.50% -
Percent of nonaccruing

DOSRI accounts to total loans 0.32% - 0.50% -

30.2 Joint Development Agreement

On October 1, 2009, the Parent Company entered into a Joint Development
Agreement (Agreement) with RSB, Bankard, Grepalife, MICO, and Hexagonland

(all related parties, collectively referred to as the Consortium) and with the conformity
of Goldpath, the parent company of Hexagonland, whereby the Consortium agreed to
pool their resources and enter into an unincorporated joint venture arrangement for the
construction and development of a high rise, mixed use commercial/office building
which shall be referred to by the Consortium as the RCBC Savings Bank Building
Project (the Project). The estimated cost for the Project is at P2,200,000.
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Type of
Party Contribution %
RSB Cash 36.59%
Parent Company Cash 23.16%
Hexagonland Land 17.42%
Bankard Cash 13.89%
MICO Cash 4.47%
Grepalife Cash 4.47%
100%

Furthermore, within six months from the execution of the Agreement, RSB shall

undertake to liquidate Goldpath and Hexagonland to acquire ownership of the land,
thereby increasing the RSB’s share in the Project cost to 54.01%. As of
December 31, 2009, RSB is still in the process of completing the requirements for the
liquidation of Goldpath and Hexagonland.

The Group and the Parent Company’s initial cash contribution to the joint venture
amounted to P64,791 and P40,499 as of December 31, 2009, respectively, and the land
costing P315,000. The Group and Parent Company’s contributions are presented as
part of the Bank Premises, Furniture, Fixtures and Equipment account in the Group
and Parent Company’s statement of financial position (see Note 13).

30.3 Key Management Personnel Compensation

The breakdown of key management personnel compensation follow:

Short-term benefits
Post-employment benefits
Termination benefits
Other long-term benefits

Short-term benefits
Post-employment benefits

Consolidated

2009 2008 2007
P 154,414 P 186,231 159,410
41,054 38,022 38,428
- 48 254
- 404 634
P 195,468 P 224,705 198,726

Parent

2009 2008 2007
P 52,529 P 59,789 53,040
41,054 37,421 37,946
P 93,583 P 97,210 90,986
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30.4 Lease Contract with RRC

The Parent Company and certain subsidiaries occupy several floors of RCBC Plaza as
leaseholders of RRC. Related rental expense reported in the consolidated and Parent
Company financial statements amounted to P167,639 and P159,067 in 2009 and
P163,027 and P156,063 in 2008, respectively, and is included as part of Occupancy and
Equipment-related account in the statements of income. While advance rentals
included as part of Deferred Charges under Other Resources in the statements of
financial position amounted to P42,049 as of December 31, 2008 and nil as of
December 31, 2009, both in the consolidated and Parent Company financial
statements. The Parent Company’s lease contract with RRC is until

December 31, 2010.

30.5 Deposits

As of December 31, 2009 and 2008, certain related parties have deposits with the
Parent Company.

COMMITMENTS AND CONTINGENCIES

In the normal course of operations of the Group, there are various outstanding
commitments and contingent liabilities such as guarantees, commitments to extend
credit, tax assessments, etc., which are not reflected in the accompanying financial
statements. As at December 31, 2009, management does not anticipate losses from
these transactions that will adversely affect the Group’s operations.

Several suits and claims remain unsettled. In the opinion of management, the suits and
claims, if decided adversely, will not involve sums with a material effect on the Parent
Company and its subsidiaries’ financial position or operating results.

The following is a summary of contingencies and commitments arising from
off-statement of financial position items at their equivalent peso contractual amounts as
of December 31, 2009 and 2008:

Consolidated Parent
2009 2008 2009 2008

Derivatives P 92,918,002 P 24776281 P 92,918,002 P 24,776,281
Trust department

accounts (see Note 29) 52,448,850 46,945,928 47,306,436 45,193,199
Unused commertcial letters of credit 4,484,766 5,646,927 4,484,766 5,646,927
Inward bills for collection 4,127,816 1,261,327 4,127,816 1,259,476
Spot exchange sold 3,138,383 3,310,091 3,138,383 3,310,091
Spot exchange bought 2,823,634 3,520,890 2,823,634 3,520,890
Outward bills for collection 454,530 412,444 454,283 412,444
Outstanding guarantees issued 870,655 - 870,655 -
Late deposits/payments received 634,677 260,874 592,893 227,892
Minimum lease rentals under

non-cancellable operating lease 215,625 222,291 - -
Items held for safekeeping/collateral 1,414 3,587 1,387 3,561
Travellet’s check unsold 1,225 21,577 1,225 21,577



-112 -

Derivatives include the Parent Company’s outstanding long-term cross currency swap
contracts wherein it is committed to sell US dollars and buy Philippine pesos in the
future at a precontracted rate from a counterparty bank, with an aggregate notional
amount of P1,911,200 or $40 million as of December 31, 2008. The Parent Company
then invested the proceeds from the cross currency swap contracts in interbank
placements with various foreign banks. The US dollar placements outstanding as of
December 31, 2007 have a “credit link” to underlying securities that would be received
by the Parent Company in lieu of the US dollar funds it originally invested in case of a
credit default event as defined in the agreement between the Parent Company and its
counterparties.

RCBC Capital has filed an arbitration claim with the International Chamber of
Commerce against a local bank relating to RCBC Capital’s acquisition of Bankard.
RCBC Capital is seeking a rescission of the sale or compensation for damages. In
September 2007, the arbitral tribunal upheld the claim of RCBC Capital and stated that
RCBC Capital is entitled to damages for the breach, the amount of which would be
determined by the tribunal with the assistance of an expert appointed by it. The
hearings concerning the amount of damages due to RCBC Capital were concluded in
October 2009, and RCBC’s Capital’s Memorandum and Reply Memorandum were
submitted on December 1, 2009 and December 15, 2009, respectively.

On January 15, 2010, final evidence on RCBC Capital’s arbitration costs was submitted
by its external counsel and the case was submitted for resolution. A final decision is
expected to be published in April or May 2010.

EARNINGS PER SHARE

The following reflects the income and per share data used in the basic and diluted
earnings per share (EPS) computations (figures in thousands, except EPS data):

Consolidated
2009 2008 2007
Basic Earnings Per Share
a. Net profit attributable to
parent company’s shareholders P 3,328,382 P 2,153,740 P 3,207,632
Less allocated for preferred and
Hybrid Tier 1 dividends ( 487,401) ( 496,844) ( 544,691)
2,840,981 1,656,896 2,662,941
b. Weighted average number of
outstanding common shares 907,994 962,841 909,325
c. Basic EPS (a/b) r 313 P 1.72 P 2.93
Diluted Earnings Per Share
a. Net profit attributable to
patent company’s shareholders P 2,840,981 P 1,656,896 P 2,662,941
b. Weighted average number of
outstanding common shares 928,454 999,344 939,168

c. Diluted EPS (a/b) P 3.06 P 166 P 2.84
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Parent
2009 2008 2007

Basic Farnings Per Share

a. Net profit attributable to
parent company’s shareholders P 2,572,124 P 1,170,314 P 1,939,350
Less allocated for preferred and

Hybrid Tier 1 dividends ( 487,401) ( 496.844) ( 544,691)
2,084,723 673,470 1,394,659

b. Weighted average number of

outstanding common shates 907,994 962,841 909,325
c. Basic EPS (a/b) P 230 P 070 P 1.53
Diluted FEarnings Per Share
a. Net profit attributable to

parent company’s shareholders P 2,084,723 P 673,470 P 1,394,659
b. Weighted average number of

outstanding common shates 928,454 999,344 939,168
c. Diluted EPS (a/b) P 225 P 067 P 1.48

The above computation does not take into consideration the effects of certain
accounting treatment allowed by BSP but not allowed under FRSPB and PERS as
discussed in Note 11.

SELECTED FINANCIAL PERFORMANCE INDICATORS

The following basic ratios measure the financial performance of the Group and the
Parent Company:

Consolidated

2009 2008 2007
Return on average capital funds 11.95% 7.40% 12.43%
Return on average assets 1.24% 0.87% 1.42%
Net interest margin 4.62% 4.25% 5.00%
Capital adequacy ratio 18.47% 17.30% 18.70%

Parent

2009 2008 2007
Return on average capital funds 10.46% 3.56% 7.26%
Return on average assets 1.14% 0.56% 1.04%
Net interest margin 4.00% 3.57% 4.47%
Capital adequacy ratio 17.23% 16.28% 18.21%

The above computation does not take into consideration the effects of certain
accounting treatment allowed by BSP but not allowed under FRSPB and PERS as
discussed in Note 11.
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RIZAL COMMERCIAL BANKING CORPORATION

Accounts Receivable from Directors/Officers/Employees/Related Parties

and Principal Stockholders (Other than Affiliates)

As of December 31, 2009

HELEN Y. DEE

RCBC Forex

EEI Realty

Deductions
Bal. at beg Amounts Amounts Not Bal. at end
Name and Designation of Debtor of period Additions Collected Written off Current Current of period
Pan Malayan Mgt. TLS (Sec A) 1,160,000,000.00 47,000,000.00 - 1,207,000,000.00 1,207,000,000.00
(©)
Pacific Plans Inc DOM BPS 15,047,246.78 15,047,246.78 - -
FCDU SEC 3,641,932,800.00 3,641,932,800.00 - -
House of Investment TLC 85,000,000.00 - - 85,000,000.00 85,000,000.00
TLS 389,000,000.00 12,000,000.00 377,000,000.00 377,000,000.00
TR DOM 38,149,848.96 12,775,829.47 50,925,678.43 50,925,678.43
Isuzu Manila DOM BPS 22,678,066.19 22,678,066.19 22,678,066.19
Malayan Colleges TLS 890,937,500.00 - 48,146,551.72 842,790,948.28 842,790,948.28
First Malayan Leasing TLS 520,000,000.00 - 520,000,000.00 -
Grepaland, Inc. TLS 19,400,000.00 4,500,000.00 23,900,000.00 23,900,000.00
DOM BPS - - - -
Luisita Indl Park BP DOC PD 52,500,000.00 - - - 52,500,000.00 52,500,000.00
TLS PD 471,800,000.00 - 471,800,000.00 471,800,000.00
Malayan Rental TLS 107,000,000.00 - 107,000,000.00 - -
Pan Malayan Express DOM BPS - - - - - -
TLC 55,000,000.00 - 55,000,000.00 55,000,000.00
BDS 135,000,000.00 - 135,000,000.00 135,000,000.00
DOM BPS 516,162.09 - 516,162.09 - -
RCBC Securities DOM BPS 4,547.00 - 4,547.00 - -
RIZALINO S NAVARRO (D)
EEI Corporation TLS 438,000,000.00 - 133,333,332.00 304,666,668.00 304,666,668.00
TLS 73,166,610.00 - 14,272,970.00 58,893,640.00 58,893,640.00
EEI Retirement Fund TLS 530,000,000.00 - - 530,000,000.00 530,000,000.00
CESAR VIRATA (D)
RCBC Land Inc TLS 174,195,054.12 - 172,520,054.14 1,674,999.98 1,674,999.98
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RIZAL COMMERCIAL BANKING CORPORATION

Accounts Receivable from Directors/Officers/Employees/Related Parties

and Principal Stockholders (Other than Affiliates)

As of December 31, 2009

Accra Law

TERI CHEN

Deductions
Bal. at beg Amounts Amounts Not Bal. at end
Name and Designation of Debtor of period Additions Collected Weritten off Current Current of period
TEODORO D. REGALA (D)
Accrain Holdings TLS 22,400,000.00 - 22,400,000.00 22,400,000.00
TLS - 10,000,000.00 - 10,000,000.00 10,000,000.00
Masagana Holdings FCDU 123,552,000.00 - 3,432,000.00 120,120,000.00 120,120,000.00
Chen, Chua m/t Cristina TLS (1:1) - 500,000.00 500,000.00 500,000.00
SPINAKKER CAPITAL GROUP
Rustans Supercenter 199,894,857.12 199,894,857.12 0.00 -
GRAND TOTAL 9,142,496,626.07 97,453,895.66 4,868,100,520.85 - 3,847,550,000.88 524,300,000.00 4,371,850,000.88




RIZAL COMMERCIAL BANKING CORPORATION

Yuchengco Tower, RCBC Plaza No. 6819 Ayala Avenue, Makati City

Parent Company Reconciliation of Retained Earnings for Dividend Declaration
December 31, 2009

(Amounts in thousand)

UNAPPROPRIATED RETAINED EARNINGS
FOR DIVIDEND DECLARATION
AT BEGINNING OF YEAR

Net Income Realized for the Year

Net income per audited financial statements

Less unrealized income, net of tax:
Equity in net income of associate and joint venture
Unrealized foreign exchange gain - net @

(except those attributable to cash and cash equivalents)

Fair value gains arising from mark-to-market measurement
Fair value gains from investment properties
Unrealized actuarial gains on defined benefit plan
Adjustment due to deviation from PFRS/GAAP

Add unrealized loss, net of tax:

Depreciation on revaluation increments
Adjustment due to deviation from PFRS/GAAP
Fair value loss from investment properties

Add (Less) Changes in Retained Earnings for the Year

Dividend declarations during the period

Appropriations of retained earnings during the period - Reserve for

Trust Business
Reversals of appropriations of retained earnings

Deferred income tax set up in prior years

Effects of prior period adjustments - Amortization of deferred charges

Treasury shares

UNAPPROPRIATED RETAINED EARNINGS
FOR DIVIDEND DECLARATION AT END OF YEAR

Note:

(1) Unrealized foreign exchange loss can be offset to the extent of unrealized foreign exchange gain.

P 4,771,934
2,572,124
8,497)
10,376 )
- 18,873)
2,553,251
785,831)
8,751)
1,389,497 )
834,633)
952,709) 3,971,421)
P 3,353,764




3)

Q)

(8)
(9)
(10)

(13)
(16)
(18)

(19)

(20)
(21)

(29)

INDEX TO EXHIBITS

Form 17-A

Plan of Acquisition, Reorganization,
Arrangement, Liquidation, or Succession

Instruments Defining the Rights of Security
Holders, Including Indentures

Voting Trust Agreement
Material Contracts

Annual Report to Security Holders, Form 17-Q
or Quarterly Report to Security Holders

Letter re Change in Certifying Accountant
Report Furnished to Security Holders
Subsidiaries of the Registrant

Published Report Regarding Matters Submitted
to Vote of Security Holders

Consent of Experts and Independent Counsel
Power of Attorney

Additional Exhibits

Page No.

* These Exhibits are either not applicable to the Company or require no answer.
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Exhibit 18. SUBSIDIARIES OF THE REGISTRANT

Rizal Commercial Banking Corporation (the “Parent Company”) holds interest in the

following subsidiaries and associates:

Subsidiaries/Associates

Subsidiaries:
RCBC Savings Bank, Inc. (RSB)
RCBC Forex Brokers Corporation
(RCBC Forex)
RCBC Telemoney Europe
RCBC North America, Inc.
(RCBC North America)
RCBC International Finance Limited
(RCBCIFL)
RCBC Investment Ltd.
RCBC Capital Corporation (RCBC Capital)
RCBC Securities, Inc. (RSI)
Pres. Jose P. Laurel Rural Bank, Inc. (JPL)
Bankard, Inc. (Bankard)
Merchants Savings and Loan
Association, Inc. (Merchants Bank)
Special Purpose Companies (SPCs):
Under Parent Company:
Niyog Property Holdings, Inc. (NPHI)
Under RSB:
Goldpath Propetties Development
Corporation (GPDC)
Manchesterland Properties, Inc.
Hexagonland Corporation
Best Value Property and Development

Corporation

Crescent Park Property and Development
Corporation

Crestview Properties Development
Corporation

Eight Hills Property and Development
Corporation

Fairplace Property and Development
Corporation

Gold Place Properties Development
Corporation

Greatwings Properties Development
Corporation

Happyville Property and Development
Corporation

Landview Property and Development
Corporation

Lifeway Property and Development
Corporation

Country of

Incorporation

Philippines

Philippines
Italy
California, USA
Hongkong
Hongkong
Philippines
Philippines
Philippines
Philippines

Philippines

Philippines

Philippines
Philippines
Philippines
Philippines
Philippines
Philippines
Philippines
Philippines
Philippines
Philippines
Philippines
Philippines

Philippines

)
©
()
©
®

®
()

)
@

Effective Percentage
__of Ownership

100.00

100.00
100.00

100.00
99.99
100.00
99.96
100.00
99.00
91.69

96.38

100.00

100.00
100.00
100.00
100.00
100.00
100.00
100.00
100.00
100.00
100.00
100.00

100.00

100.00



Country of Effective Percentage

Subsidiaries /Associates Incorporation of Ownership
Under RSB: (h)
Niceview Property and Development
Corporation Philippines 100.00
Princeway Properties Development
Corporation Philippines 100.00
Stockton Realty Development CorporationPhilippines 100.00
Top Place Properties Development
Corporation Philippines 100.00
Associates:
RCBC Land, Inc. (RLI) Philippines 49.00
YGC Corporate Services, Inc. (YCS) Philippines 40.00
Luisita Industrial Park Co. (LIPC) Philippines 35.00
Subic Power Corporation (SPC) Philippines 26.50
RCBC Realty Corporation (RRC) Philippines 34.80
Honda Cars Phils., Inc. (HCPI) Philippines 12.88
Roxas Holdings, Inc. (RHI) Philippines 4.71

Great Life Financial Assurance

Corporation (GLFAC) Philippines G -

Explanatory Notes:

@)
(b)
©
C)

©

®

(0

M
0

Includes 25.29% and 31% ownership of RCBC IFL in 2009 and 2008, respectively

A wholly owned subsidiary of RCBC IFL

A wholly owned subsidiary of RCBC Capital

In 2009, the Parent Company made a total capital infusion to JPL amounting to P175
million which resulted in its full and irrevocable voting and economic rights for 99% of the
JPL’s outstanding shates (see Note 12).

Owned 59.07% by RCBC Capital in 2007. In 2008, the Parent Company’s

P1 billion capital infusion by way of conversion of debt to equity was effected

(see Note 12). As of December 31, 2009 and 2008, the Parent Company has 66.58% direct
ownership and 25.11% indirect ownership through RCBC Capital.

In 2008, the Parent Company acquired 96.38% ownership in Merchants Bank from
Finman Capital Corporation.

In 2009, the Parent Company and RSB reclassified its investment in NPHI from
investment property to equity investment which resulted into their ownership of 54%

and 46%, respectively (see Notes 12 and 14).

In 2009, RSB reclassified its investment with SPCs from Investment Property account

to Investments in Subsidiaries and Associates account which resulted into its
consolidation with the Parent Company (see Note 14).

A wholly owned subsidiary of GPDC.

Sold in 2009 to Great Pacific Life Financial Assurance Corporation (see Note 12)





