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Cuptent senvce costs, ncluding, the sitecr of curtaliment 1o past rervice cos, fusmi part of
Erployee Benefity under the Other (perating Brpenses sccount, while netrerest
expense. of income i pressented as part af Inloeest Exprnse — Bill: ayable arat O1her
Bomowings ur [nterest Income Ol i the statemeors b prudlt at lies.

Amaounrs tevcgrazed in ol cumnpeehensie ieome were chided wathin wems that wall
qist be peclassiliel subsequently s profic o loss.

In detechuning che amounts of pest cnjloywent eliligauon, the follwing auge. ol
achuagal sssLenptions were wed:

Expecizd raix el sulany s

21T F s
L
Driscount mtcs &.dH% - & (NP S0 - 5 i 0.05%% - 5.1 3%
Expeored cule of silir incecases 0% - B0 TuH - 1D IHEG 4T - LIRS
Farent Curapdny
Chzesmdiit FLICS % 4% S 5%,
3N H0n1% AR
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Assutnprinns tegarding tuture mocralry ace based oo published suustics and snartaliy
tables. The e Life ERfreLaney oif ao inadawicinagl n:h_n;na at che {_..t-;'_u u|;| t paiserraal
I-'EHI'lﬂg RS of Gk 15 baecd on the 19 AR table, sor back «ix YA, fq'_:-|_ temiales. Tleesc
assumphons arere drveloped by moanageonent sah the asristance of an ndependens
actuary. Dhizcounr factoes ate deternined close ta the end of rach epuiung peoaod by
ecbecenes ta the interest mates of zero coupon government bonds sl coiss to malacity
FPpIoAIating to the teone of tie pust-anglayment ol teon. Oither asFIAPLLOIS a1e
based ou carcent achwsial lenchmacks and managemenc's lustoncal 2 recoce.

ot JLrkr treocteted wir ite Retfrasens [fion

The plan expoees the Group woactoatal siks sueh a: mvesanel Uss, iilebss) bate rsk,
longevity dsk and salarr osk.

) Trvestmend ena fugrmar Dote [indi

Thee. preseor valoe o the dedined Dereeln oldnganion s calealaied waing o discpunt e
deteomuced by refecsnce to macket yields of prverament boods, Genecably, a decrease
in the terest 1ate of a rederence gove onmen) bords will angrease che plm olaliganioon.
H:rweves, thiz will oe paroally ottaer by an increase 10 the cetoen o the plan's
investmments in debt cecunties and of the cetoro on plae asses Galls beloa this tace, o
ardll create @ deficw in the plac.

Cucrently, the plan assels of the Goeup are sgnifcantdy invested in equity and debt
wecuriies, while the Cieoop also invests in cash and cash equivaients and vilier
investments. Due ta the leag-term nataee of e plan abligahen, a level of contimunp
equity Invesimmenls L an appropeiare demens eb the Group’s long torm sthatéy o
manage the plan e fciendy.

i) Lampmady et Sordury Wivde:

'I'he peesent waiwe al the telined benefif eblipation 15 calculated by refecenes do e
best estimate of the oeortalicg of the plaa paricipants during theit ermphey ment, aod
to theic fubers salafes, Concequently, increases in the ke expecincy and salory of
the plan partcipants wall 1esult inan ioceease i tne plin elliganon.

) {reder Lnformmating

The information an the sensuvity anabysis tor oerladn aIH:]lJ]CQﬂ[ actunoal asaompiicre.
the Craralp's asset-labibity matchuog steatepy, and the b snd uacertainty of falees
rash flows celated] 1w rhe post-employmoeo plan aee descnbed 124 aucceoding pages.
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The following talle somimanzes the effects of changes in the aenficant actuaral
ARALL [T el m the deretramation ar e e BEped e u|J|jH:|tiU[1 s al
Decembes 31, 2017 and 2006

Lrroug -
Impacyan Post-emplayment Defined

(Chaoge in Increake in .'[Jlecreau in

LTI TRLILS T Acsowmprion JABEUMDOION

2017
Dhscount sate +7-1% {P ny P 403
salary goowih gase +i-10%% 460 | 3BE)
2010
Discount rage i 1% F looy [ w2
Zalary goower rae +/ 1% L& N
Batcis Comupany
[mpact on Post-cmployroent Defined
H:E;Et leiga.ﬂ.ilgn
Lhange in [increace in Decraase in
2a17:
THsednul 1aie iM% r i r 454
Salary groadls zutz +/- 1% 1 I Ja3)
AH G
Thscount rate +5- L% i 153y I 172
Salary provwth cate +i- 1% 147 [ 1535)

The sensitivity analysis is baged oo a change in s assumpion wiie boldiog ol uehes
aggunitians constant. Tlus amalysis may not be eepreesencative of the acraal change in
e deficed benefit I'_:II'F.I-II'_TJ.Li.-l.:II:L as It 35 vnlikaly that the changs N AsEuMalcng wiondd
ocout i isolation of em: anather as some of the assumpticns oy e correlated.
Vunhermore, in presenting the sensitivity analysis, the present valae of the -I.‘|.{'|'_Il1t'l:]
henefit obliganon at the end uf cach reporng petiod bas been catilaced using the
prujeated valt crect et hed, which is the same az that apyided 1n calc u:!:l.tlug the
defined broefie ablization recngaized in the starements ol fnancat positiou.
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Tu efflciently manage the rearement plan, the Seoup itough et Betrement Fan
Commattes 10 cocrdinatien with the Creoup’s Teos Crhepactmcnts, ensuees that the
tnvestment postion: wie ioaueed consnbering the compuoted reticement cblygatiens
undee the retiteracat plan. This sreatogy aims to match the plan aszets ta e
retitement phligatons due by investing, 1o aszers thar are eary o liyoundoic

(L., ROTEONMENt sEClbues, Cotputaie bBonds, egqudties el high valoe wonower;, Az
the Grovp's retizement cbbgadons are in Phibopmne peso, all 2ssews aec investad in e
sl curtency. Tl Gorp autcely menitoes lhow the duration and che expected
yield of the invesoment are reatching rhe expecred cash o flerar ansing Trom e
cetirement obliganons. [noview of this, warioos mvesoteors aeg fode ioos paoerheln

thit may be Lguidite] onthin a ceasonshle pedod of ome

A large petion of rhe plan asaco as of Decombes 312007 ard 20714 Lt ol
pOuiny secutiries wath rhe talance invesred o fed come secories sl cash and
cazh equivalents The Group bebeves that equity securities offer e best retocne erer
the Loay ceem witks an acceprable lewvel of osk.

feie) Fumdrn 19 _.-"].rr.-:rr.:_gam.rr.-n'r arg = a eoled [oonfrbrazanr

The plan iz curcently undarfundsd by P11 and 733 fioe the Ceroap amd Pacent
'::l:.ll:'lﬁFl:Iﬂ!.'.' t*cip—n{h'vi:]:r', based wn the [atest I:'unl;_]ing weluarsal wiludtlone wa 2007,

The matueity profile ol widissouned expeceed benefic payiments from the plao aatha
20 years fioen the end of each repordng petiod fullow:

Lirpup . Papent Company

FAP I 2T M7 _ 206 __

Lese shan one peoz P I I L F dd T 5
More fhan one pear b [oee yeals LaL 1004 1,0Fm any
More tran Bve pears to benpmars 2435 [anl 1054 1.7

I s R R N A N ¥ e

The Croup and Patent Cumpany expect: o contribube THTH wad TULE, ros pecirely,
tea chie placy in 201G
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i MIRCELLAMNEQUS IMCOME AND EXPENSES

These wcsomi s congist of the E’JI]r:n:l.."inE_'

5.2 Miscoliameous fivoite

LTI
e 204 2000 L5
Bentals la.2 P 41 I aga 335
Cawnt on assets sol I1L. LLEL,
131 441 10 Ml
Coavidend ipvwee Lz EA L) 441 L
Reacawesies Erram wencen o FF assors 15T 111 [at
Liers 240 254 |
E 1A% 0 LR [ 120
Dartnl Cornparmg
Tl 201+ sl pd
Rertais 112,
24.30) F o I ar P i
Ciwns o assets sald 14§ R |3 Lol
Dividen:k imcmaie L2 19c a3 1
CHhers Lig 221 A%
E Lz I 0 Y .= [ CON 5 )

Miscelaneous income classified ws Cihe e meludes, sebares, peoaley charpes and other income
that cannot be appropriately clessafied anler 2oy of the faregomn g moeme accounts.

252 Miscellaneors Expeitses
Loup
e ol 3 20 I | 1 5 R

Ciedic card-relaed expenses ¢ ffid T aet I w4
[nsucance L 1B L3
Commumication and wnloereation

YLV 447 b5 143
Munupreir at orher

prefemiunal Fees J&R ANH S0
Ardverising and publiccy 133 TG B
Transpuorbalin anch Lavel 214 L1 11
Baubiig G (LK [4d T
Hatiure ey wnd affice supplies La9 112 12
Chher pamide temvices L0 126 1%
Dunavds apdd chancahle

coatribrarion 51 b1 1
Representation arvd enrelancmenl o 15 'Z'f
]_,lhg:.mn."unu;n auigired experses 16 A Fl
Membecshup dees " 2 I'_]|
Lakers I L133 . I N R

" 4pnz T HIE 1475
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Farem Company
[ Y R y 2L ]

Cradic csund ralajad EMpCNEEL r HEd r ey T 84
Tnswrance e 1 R&d BT | a7
Sepncr aril processing bees 697 5ol 511
oarmamudecanien ned infnoomahon

BETVILCE hrd 3 ot | 258
seheeuear g and publiciby a4 A L
Munayemen and other

pruteasivnal feey . L% 217 175
Darbung lees LE |5 1 H 141
1thar pulmide secnzes ns 13 K]
Toaaspeamanion and reywel (111] 92 159
Seaimnesy wred pEfice supples T B 2]
Drnatans and chantalile

cunrzibntisng 51 LE) e
Ulit;.ll.iun.-"als-tl: '.er=|l.li:rt=:| b Pl Ly £ 141 &l
Bepresentuien and enterranmmen: s ILh +1
Membersmp Eeee 1 1R 15
Irhers M o243 LebL ] 347G

B 1039 I 13 L L]

The Sieoup's ather sxpenses are composed af Teephr, employes activibties expenses. lines and
ptna]'ul_-s,, and seagomad pivessays. The Pazent Cuml:langlr':: aflier cagiesses al wachade Tees for
recoreds, facilities apd management aebeiees oo oa elated party cnader commuan soniiol AUt
tr FaG, P35 aed (453 10 2017, 2016 acrk 2015 i rectively (see Mote 28 3)

THCOME AND OTHER TAXES

Under Philippine tax laws, the Parent Company aod its dumestic subsidianes ize subject o
percentage atid Gthes taxes (presemed as Taxes and Licenses in (he scabements of prodl o
loss), as welf s ingume taxes, Peccentage and wther taxes paid comsin b nrincipally of the prose
ceapts tax JSGRT) uonl ocumienlary stamp tx LT

BA M. 9238, which was snacted on Fehtoary W), 2004, poiscides teer the reimpusiton af
GERT oo banks and non-hank (uancial iatemmediacies pei fonmung quas-Lankieg Nt
anck ather non-bank financial Lterrediacies hqginnmg_l:ummqr 1. K13

The recogmoun of Lability of the Paseus Company and ceain subsidharics Jee GRD 5 baged
on the eelared regulauons riued Ly the tes audantes,

Tocame taxes inclede the repular corporate ineusne tax (RCIT) of 3%, and Bol Lax rraid at
the rate of 20%h, which represeats the binal withhalding 1a® oo grass ILEres Meome Trum
FUUETNMCNE EECUTiLiE: and other depresit subsatutes.

Frterest allowed as & dJeductible sapense is reduced by an amount eguavalent Lo vceam
percentage of lngtest income subjected to final . Migwrewen CopoTe income ax BACIT) of
i an mesdified pross oo 15 computed and compaied with the RLTT Any excess of the
MLCTT aver the BOIT is deferred and can be ured a5 2 @ credit agidast eegulac incase rx
lability in the nexl Uwes consecuave praa. [ addition, te Group’s el apering lose oty
aver NOLCO) is aflowed as a deduction lew taxable incame i the net chree cunsgcuoee
Vears,
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Fabfeaiive May 200, BoA Iea, 920 resicrted the ms exeonidaose o FOT ) aod afichere
banking wts {3BV5). Undez such Jow, the income deoved by the KDL from toregn
gubtency tnsaclion: wilh pon tesidents, OFBLUsz, locsl commecctal baok: Inzlwding branches
af foreign banks is tax-exempt while interest inceme en fevsign currency Loans foom sesidears
ather than OBL: g other depository banks under the expanded sysrom e suljeen g 1050
POOSS NECOME 3.

lnterest icome on deposite anth other FCLUs and offshore banking woits 15 sulbpect to 7 5%
final tax.

To 20017, 2006 apd 20013, the Croup opted b contiowe cluimmoe eoaized deduciones Do ucsne
ld3 PuLip s,

The Pareol Company™s tergpn subsudiacies ave solbgecr to wcome and other waxes baged on
the emacled 1ax Tvass of the gpenlcies andfor junsdicions where they operate,

I Curreat and fefermed Taxes

The taz wxpenne (accm a3 epoed ke stasemenis of poolin e Joss comsess ot

Crryay e
- || r —-_ 1| [ —— ] - N
Current tex EXpEnSE:
1T F F A 41a F QLTH
I¥1raal tax 233 177 E
Gxrcess FMIT werr BCIT ) I I |
Al 51 EXl
Appbaanen of MCLT i L1y - ————
S0 T3l 31
Delcrced tay ¢¥pease (income]
sehhig 00 capunanan and
sevegsal of tempocacy diffcrensss 28 ] A I X
I 4 Lo L .
Farent Cognjpany .
1T LI] 20l
Cupeent Llan L Bl
RULL P L1 B L I ELUNEEN Y lul
Ejnal tax 147 173 LT |
Eocess MCTT wwe RECLIT 5 Lt 4G
Ttk ank 441
Applcacan ol MOT {— 3oy _ .- - —
IRd HE 41
Dlelened rax expanse (i o]
elating to crlginacion and
sevessal of tompowary differemees J43 gddy o 945
T 07 I Ve H I 1i
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A cecancillatian o tax rn pretax pratic compiced at the appleealzle stacutoey e b
rxpense (income) repocted o profst or bees 15 as folloues:

rong . —_—
P2 (11 2l . 201E
Tax on pretax Pmﬁr at e i 1,54k P 11 T L Ad%
Adpsiments For incame swlges bed b
loeser income g 1 [ 454y il 112
Tax eifeces of:
“un-taguble imeome L ThEy o g43; | 521K
Me-dedocuble repenies RO& M L1
Recomwan of previously wnreonemuzeed
deferoed ram Wil - [ dEq | )
Ubbraton af MEIT 350 .
FZDU nmeume { 1L | MM 125
L.Inrﬁ;u_gnizni T Y ch FEFrenres. L L} Py L2%
1tilizarian al OO | L I 4411
L hers - 1 J
E 4] I 1741 (2 Jun
Faregr Company
— &y s I IHS
Tax nn precas probie ne 3005 F LT NCEL |54
Adiestrments Hor sncome sulnt e To
lrwer ineunE Ik 1dlds i LT 0] IR W
Tua efiects of:
Man tasable ancome { =101 I HaEh W
Moao-deduc il expenses LES ] QR 425
Necognition of presiously dnessag mized
delezeed tag #5547 - [ T k)
Llrilizarion al MTET 356
=MLl incoame { 275y I L1 125
Uirecogruzed semperary dilleee nees { 13} . [ EL Y
Unilizarian of BOLE - . e LN +3)
u [ ! .' a 15

The deferred tax assets ol the If._’.n:lu.]:r j.i:i:I'_'lE_ﬂ:i?;i:d in the eopsolekited siarements of hnancial
position as of Decernlrer 31, 2IHT and 2006 celaee to the aperanicns of the Parear Company
wrigl vertain subeidiaoes as st ledosy.

Sateanents of Sracanenss of
‘inanu AL —_ D'rirfiy ¢ Laops
2017 ML 2017 20 __al5
alkswawe for impauwment . P 1410 0 1,17 (R 0T an? P 4%5
Deonasean bier voedst cacd )
cewand fa PRI Iz? ]'E"'_l _ﬁEE- %
Fazems MCIT fill L | 204 156 -
Fast.amplonnent banetal 3
obligutivn A2 Gl B al -
Theberped cenl — Pabs 17 M 17 1% | - )
ML - - - ; 443 LE
Lhhece 12 FIN | k] . 1S -
Dieberred tax ussets | CON .| T SN ¥,

Deferred mx o
ilkoane (expense) - el i 1ALy B HsE L1
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Ln 2IK5, the Paten Company cecognized deferred tax gsaet sangruniling to P443 on a pottion
of i unutilized MOILLD atopan ring te 1,474 The total vowalized NOLCD amounted o
F1825 a5 of Decemnber 21, 2003, 1o 2015, the Pazent Company wolized 2 paricn of the
tetnatning MOLLCO amounang #e P12, whils the Talaoee of P77 expired.

The deferred tax axses b e Parean Cormpany recognized 12 i soaremenrs of lnageial

[essbeen g5 of December 21, 2007 and 2006 & sl belewr,

Swarcmencs al

Slatemeiy o

— Finanuial Purition Pugfivgr Lo
—.. 2017 L ] s ld S 201
Alyaance forampacnent. P T T wr (T aly 1 YHOO? -
Travisen Ber veedu card
crvwaacd Pa;mErLs 12T |05 2T o -
Pog - rivplagne it L nefic
ohlipatin Lr 18 i 13 -
Defeored enl - FAS 17 Ik I 13 1F -
Encesa MCIT - 330 o A3y 1) -
BJCRLCL] - - : 443 fEM
1 Jtherrs 13 3l i __ ] e
Crelceeed dux aserls T 4y T Laiia
Defeccad nay
MO [e:-:prnse-] — et ir 135 | 3 113

The Fatent Company sod certain subeidiaries have oot recopnized determed tax assets oo
ceHan penpatacy didferences snee macagerent beliewes that the Parcor Company and
crtiain subistliarics 1oy oo be able o generare sufficient taxable profitin the Jutue against
wlili 1he tax henetins ansag fuam these deducoble temporany difierences, > OLCO and

other rax credic: can be utifized

The unrecopnized defermed tax assets relate 1o he folbowing:

G;ﬂu Pargne j:gmﬁu
2017 i 31 1Y 20

Aleaance bor impacment F 250 ek T Ty P W2
Towcese MICET L) I -
FCHLCCR L | B .
Fos-empkiment heneds

talTiggcian pl3 47E - 244
Advance rerial - 2 - _ -

L Ll I LRI I T Llys

Censequenty, deferred tax liahalities were alse not recoppneed on ceriain saxable renporaty
differences a5 the sertement of those can be offsct by the availzble Jeduenhle reooporary

daifferences it faturs.

10 addigun, detetrmd tax Liabilites oo aceuodated traoslation wijierments, relaong s
Farcign subzidiades were not eegognized since theic reweesal can be controllul, aned ar is
probable that the termpoary dilflerenee will nog erverse in rhe bosesezalble future.
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The cdetails of the Ceroaupp’s WOT.CO which can e cdusmed as dedocrivn crean Furaes rasalile
icoezse withiin theee years beoin the vear the tagable boss weas wacuered and swachas five years
trom the pear S0 losses wrene wcnmeed, 1 shown beleor

lucepuicn Expiry
AULTe P 1. T 21 n . K L0 M e
20l [ - &y

.Y S NN || Y \SSS-T S L.

The brcakdown of the Group's excess MCIT over RCIT with the cottespondiog validicy
proods follows:

207 P % I - (LR [+ s 2K
M 144 151 - 4 Y
2H 3 44 cl - .

K4 |20k 2

Mu

The P350 avadable MCTT appalied by the Gmup o 27T solely pectabies w thor MACCIT b the
Parent Company a5 il bis genctaced et wxable incoroe ansd 15 Jeable b BACLL Bor the reat
ended Drecambee 31, 2017,

N
E

262 Supplemantary Infernarion Regoired Lader RR 15-26000 andd RA 19-2411

The BIR izsued R 15-2000 and RR 19 2011 oo Movember 23, 2000 and December W 3T,
respectively, which require ceotun i induumaton te be disclesal as ol the aotes Lo
financial statements. Such supplementany slvrmatio iz, hesever, out a requeed pare of the
basie fiewancial seatements prepared in accordance wirh PFES, i1 is neither @ teguteed
disclrsure under the SEC rules and regulations convering form snd ciosent of financial
staterpenls under the Secunties Regulativa Code Ruls 68, ax amended

The Pareat Company presenied rhas gax informatae requured by the BIR ax 3 sopplementad
sehicdule fled sepazutely from the bagic Iancial stateme nis
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TERLST OPERATIONS

Secutites amk progerties (other haoodepozias) hebd by e Paceey Coampiay insd TAT
Eiduciary or apency capacioes bt therr respeciyve cosmamets abe dor wcledid e ghe Tl
slatements, SICE these ate aul tesourees of the Tatent Company and B52 The Gtoup's wetal
trust meowrces amaunked to PY1585 and 34,804 a5 of December 21, 2017 and 20146,
respectively, The Parent Company’s total toust resowrces amowated to P4.593 and 41,26
as oof Decemnber 31, 2017 and 2004, respectively (soc Mate 29 1),

In cunnection wath the toust operauens of Qe Farent Coopasty acod RSl ome de e
placesnenrs: ad gravetnment secummes with a o [ace value of 1933 fer the Gooup and
04 for the Parenl Compuay west deposioed widy dw BSE w 2016, On Oowher 27 311060,
the B%F ssued 3 memarandum mofifinng Hee appooval of Muneary Board on the
disenunoinee of access of trust entines to the RAT deprosn Lacilities effective an july 1,
017 '[he BT mandures thar the BST deposit facilities shoold seres a2 monetary poliey
in;trument fof managng deme:be iqoudity in the Brrocial syslencaned these ane aor Lakernd e
to Deeotne 3 Iorestmenn outlet of baaks and toust entsbize. Congequently, the Geoun baz
withdeawen all its cutstanding depuosits and placemenc: warh B2 0 2R

In coenphance with existing BST reguiavons, [P af che Pazene Company™s anad RS prir
Freaom brust busicess 12 appropriated to surplos feserve. This annual appropristivn s tequired
until the surplus teserve For trust buriness equals 20% of the Parent Company’s and RSV
regulatory capital. The sucphes ceserve is shewn as Resenve fue Teuar Business in the
sranements of changes in eyguity

Te Group and the Patent Company tran:berccd b Sogplus 4o Besarre Bae Teust Business
T2 and LG, rerpectvely. e 2017 1127 and F32, respectvely, w D0, and, P and L5,
respecuvedy, i 2013,
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I I-li'l'J'\-III s Faina Tampag's ebled paci, < ieelig]y g plpgrsp ageuy; TR TETT suleerduirns, vnldis s - Limnen [RER A THEN TR
Miangenien] pasinne] amil nehers

& woxeomry of 1he '::ll:l'"["! and Facenr ':'.'1.II11|'MI'|r'! Flans4CihA1 el llur‘.-tilllhl;i_ baliweas ol &l s airh cisied e an id and hix rbae
ez enuel Decambe 3, 20 7, 20 0 a0 HH S is firsvetiod heiee:

Groug
. Jir) FHINT] L] ]
Amomnl ul Dulrisnding Anenee of W ulaanling e ol uraandng
Srrcdbolader
|.mare wm] fecen 3bkr FLN| Lr o Maoqr W Mo Lo 124
1 2punl balabiby 2 I FLl LU 1 va5] 1,=11 I,3uk LILTE]
| elerean enpemos o e Fih 5 - a - E -
Irraance of phany nil sk F % - - . - T
|arcyayr B 1pTe- Fem
Ervm wrl iccédvalian 2z H ' Ml v
1 el Ot H
Cugmnil e H ¥ 23 o L | o ra A
Inlimal £ e rn Ao k.2 ] . ] A
[HEY 1| | Jas b . 114 e
ek Bt Ulesdles
Losaunon (el
lcounn wred rrvvas dhibs ol M m g £l - [ 1004 | Al
Trepami Lk 1 Lakh Lasl | 1124) T | T 242
MKy eupsmps o0 dgpaiule 203 1 . 0 - ht -
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2} fpans and Hecoivaides

Thet summary of the Group's aomd Pacent Company's sigabiant tansacion: andd 1he selbawed
outetanding balancss Eor loans and reeeivalles wich iy celared patucs as of ancd For e pears
ended Decetnlmr 31, 37, A6 and 2015 are as follows:

Lgup.
Interext linans

—Belated Fay Cavigury —lzauances  Bepevmotie _ lwowme . Quntandiog

L1

micholders F - B LI In P b
Poelated oz wer urndes
SO ke LE | 214 1 - P
Key manapemen: rersaanel a1 4B1 1 211
Urher eedared inierczi B2s? A . an3 L 1
E 1l E £ IC5E I ) L1 12547
2016
Stosckhashber L' I 55 I+ el I k|
Relzed pirrjti indre
Lianmon camership - Al 14
Koy management pecsonnel 1 i . [
Lither related intereses Tl 1475 R 1,341
I P L Sir B e 1013
A5
Lreckhaldees 1? . I’ L meoon L
Helabed parbes uoder
LaeTuriae wwoitcs ipa Kl 2ide RE a+l
Hoey rssiapmrissig persgaicel z kS q
Chher eelitesd irepegis _ 1H {41 13} i
1+ 1H: P k]t T Iy I L=
. _Farent Company
Iniccew Loamn
_Belated Fany Covcgory _lssurgces, Bopaymenw _ Incomge = _OQuistaodiog
21
Sten:kholbdecs I . I ya It lo @ 11
Lnbesene: - aar .
Helared partec undec
LOx1 BN cwTership Xio T - 14
Ky srmnayesnitm perscanel fand Y 2 wx
¢ ather celated incerescs Banx 2000 Gy [UETLE

E w1ay B 15 L alf L ARG
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Pagsol Compaoy ..
Imierens Triann
—Belated Py Cascposy lovwagvz = Bepayments locomie Llutstandiog
2010
Alockholders I - I 5 T A I N
sulnuliaces 1,173 1,2% 2
Relargd pyntigs wizder
COMLE frter | A1 R .
¥ey manugermeng personned 1 2 - 1
Llcher eckared anieresrs La3) 4474 57 4541
i E&OR D §3%] T il T 2135
2%
“Aackholders 3] - I i 1 o EMI
Pubipidiaces AL 1002 3 2z
Beelated pactics arder
Cammek sanesrshap a0 2 A5 Pl
ELef marugement personrel . 3 . £
Uther celated intcrcila dix] EXE) 101} 1GHG
L [ L4 I g JEIT

In e ordinary course of business, the Group has loan iansacioes wieh each crher, ther
other afbliates, and with eettign Incecton, Qftieers, Stockbolders and Kelated Intenets
[DHDSRIs). Unaler exasung pobicies of the Groun, these loans are made substanbally wn the
sk ledny as [gans tnoother individuals and businesses of comparable sk,

Under gurreat BsP regalanens, the amoont of iedividoal loaws 1o o CRCRERL, 0% el adueh
st be secwred, shoudd not exceed the amownt af e ensuandnzeed deposoe and ook value
of the iwesamnent in the Groop arl Pavent Cumpany and, o1 acy of its lending and oenlank
financial substdizriss. 1o he sggrepate, Joans ta DOSRIs. penetally, shomid vor exceed the
tatal equdby ar 15% of e total loan portfolio of the Group aned Parenr Company . However,
nen-rsk kams are excuded in both individual anl agregate celing computation As of
Dreceanbae 31, 2007 and 2016, the Group apd Parese Comnpany 13 i compliance with these

regdarooy tequiesnents,

The following table shoos tic other information celating w1l luana, sriher credit
secompmndations and gueeantees granted to OSBRI as of December 31 in acconlaace wiel LGP

I:l}l:rn:ing E_l.,lj-ﬂ::“nr_':i'.

Group Pargp Company
2y 0 . 2019 Al

Toww. vuizanding

DRI lnans r Rd2 ! WP bl I 533
Limsecared LA TSR] bl | il il +1
Past due BI005EL 1 1
Ban-acving DO i . 1
et of CH SR Joaps

b tatal Jural poaredinlic {+15% [N oyt 0. 1'Fe 0 21%
Mercent oof onsecuced

DUER] hoans e Ll

D FsR Inans 19 14" [0.22%% 1.0 A 4%
Peaceny of past due DUR]

bpuns to tata] TH ISR 0.L5%, (NENELS 0, 19%% 1%
Peccent of non-accnung

THISEL frrana v toesl

TSR] loana 1Y (L . H% 0, [
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In 5137, she Group recognized impairment los < en cectain loans and cezervables from
L3RI amovnhng to 100 and ik recoguzed as part of noatemoeot Lozaes acopant o the
2017 statement of probt or lovs, Theee ale no unpallment lesses incorted i 2006 and 2015,

282 Dhepasie Liabilities

The swwacy af the Caoup's and Pavest Company's sgotlcant naosacuois and the aekmed
worstanding balances foo deposic labiliies witly its gelated pacoes a5 of aod for the yeans eaded

_.———

December 31, 2017, 2016 and 2015 are v follows (ree Boe 177

'E-I:U'EFI'
Intereni Chutklanding
—Bebed Tarcy Cacgory —Drepaeits. | Withdoewals Expenec Balance.._.
M1
Sluckauldees g ETL T 138 T 5 P 420
AsECiciares 22,135 33 Ui § 27
Related Faches arter
4=FmmLn ||d-1|d::n||'|il'| i |.1.:'|| ¥ ¥ Emdj |
¥.ry managemanc personnel 110 RER 3 20
LHher milated wndemsL wd 0T B | 15 R
L2850l E__ZSLiiF LI LR L5
G
Stacknalder T whld P MG T Lo 1,211
ASsociotes 15,502 daodd o 1
Rclate puites undec _ _
LOpLMpn nwnzr:hip | 2W7 330 L 2s Hed 15 (11
Key manapemnent proacnue] +.34= 1 19F 1 213
Lather oelated jnbereses 10515 N ¥ KN I o 115
L2003 L adidlise [ Ju = LISE
2B s
sl klealders I iy T sy F I huls
s s LIS U1 N5H 3 0a
Betared pacnies nnder
commes Swnershim IZ1.272 111, 0 e
Kooy madzgemen persannel 4,355 d,l.:l'."H- 1 [ 4
Ulcheer eelaced] nnegears alad) F.a08 2 aul
n _-!! -|=|'| i! 3 IH 1!EE 1 23, r ik
Facean Company
Inreresi Chugnanding
_ Related Favty Capegory _ Depeeitn . Hibdoawaly _ Expeoss . Dabaes
||
teocklold=cs I+ o I AR I R 5
Sl Juries IT AT N2 47T | ::’:5
Assooiales 22335 120k > i
Belaled purlics lasder o
CAMUITn Gk rwelEhap B '2“.'1:; ; .I’.‘H[;.
- 4 i
Kev aanngement perioanel 114 e E
[ hher ccluted Laecests Lhi [0 14047 . ]|
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_ i e Tagep Compagy

Interes1 Uul:in.nd:ing
—Aclated Faoty Calspory —Drepopics = Wihdrawgle _ Espenst = HWalagce
2L4:
Stecrhoklers I WMale W ARG 17 o P .21
subsidivgies L W | IR E a 2.a7H
RELET T b RY T X P 1L
Bakered pt::its winder
commen aanership |.ZB7, 3l L 243 Bad 14 | b
Bty managtmerr peosinme| A M5 4208 1 EEN
Ulcheer celaced inceresrs LOHhIs L& ATE i) 115
[ 13045 A3 R L i It -+.151
mils
“snckhialders [ 440024 d8.4HY W I ANE
wibisidliacics [ E L 1,042,521 H ERT )
SLrales b AL 20,153 3 N
Felated pnniu unedar
conmnenean surerchyp 121.2:3 T21,E09 Ik 2,20z
Kry managemene personnel 1055 522 3 G
Licher relamed incecests M0 N I 2 3
o IPERARN 4R [P = A

Drepogit Labilioes transactions with related jratoes have similar tzome with ather

Ut Ko,

283 Saie and Purclase of Securities

———

—L——

——r

The Tatent (ompany's and ceptain suhzidianes enpage in the tcdieg ol lecsunent seeaooes
a5 {ul,lnh:.lrpu_rﬂ-ﬂ. ter the Hapsathon | lre [EASACHIONS ADE ]-_lr_ir:ed warbla b e rramsad tons weth
other counterparties <rutside che Group and thens ave no un cebtled trapsactusng as of e end

ol each reprtng period.

I d Nepremient Find

The Pareat Company and vettam subsidianies’ retzemenr funds covered uader et Jefined
bene fit post-empluyment plan maictained foe qualified enployecs are adnnisteced and
maraged by the Patenr Campany's and RSES Truse Depagment= m areordance wath 1he
rEspeCOve LSt apTELine COVETinG the |2l

The rerdfement funds Liave transactions wieh the Group and Taseo: Commany as ok

Decemime 31, 2007, 20146 a0 2015 as fullves

Araremi Compagy . —
Mer Amount  Dumtanding Tet Amnont Cnts canding

 Mptwce of Trapeectipns ol Tmapaacton _ Balance  of Trpgaacin _ Dalapce

HHT-

InvESCmEenD L GRLTE L

shates pf Paccnt Comnoany (P 6] 1 312 41 t} P LIZ3
|nwrcatpuwsne in corproike
deta secinties [ 1] LA 4 -
0 s aath the Faroil
D':E-;l'l:lnj!dn}' 220 427 23l i
Fan walue gains 1200 - 1, Z0dr -

lmrcccsr cnerarm i .
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Farent Company
Mes Arwguag Crenaraeding Mot Auneunt Cutatanding

o4

Lwrrslmenl m comomen

shaces of Parenl Company o . ™ 13y P . b 1,043
Levestmedt un crporace

b [T T v b E11] . Ay
Drrposits witk: che Farent

Compary 75 =l 2z
Far walue i T . 31
Inderest iIncome i . L]

=
12

2014

Diaveesimenn i Cormnonr

thaces nf Tacent Coampany L 53] [+ LHLT (P gy P 1,503
Liave esrieenn 41 COrparars

Aeld secarnices [ %1 At - 4
Mrposits wirh che Purent

I:|:|r|1|:||_m' 11 124, -
Far value luyse: ) LA . [ a4
Linvmest income < - A

The carrping asuount and the composiion of 1he plan agsels as ol Deceanba 31, 2007 and
MG ave disclosed in Mote 24,2 lovestmen| i gozjiciane deb secaribes include
lung-Leemn negotiable certificates of deposit #sned by the Parent Company

The ifotmation oo the Group’s and Parent Cumnpant’s contiibutieons to the reuteowat fund
and benefit payments thiusgh the fund are disclosed o N 242

Tl retiremeat Fund nelther |.I|:':.-l'~'jdl?--'\- any guamnt{g b BUbLTY fiae any -:':l‘.]'agi'.jliilﬂ oof tla= Gl"iJ'I.'I[J'
RGE ks Lwcsmes o its ovn shares of slock corvered by ang restriction auel ens.

ZNF Oeher Refired Parry I ragsachions
i} Lease Ctmiracts watk BRC wrd Snblenir gressent wetl Sk vadiarre:

The Parent Conpany and coctain subsidianies occupy severa Hoovs of RCBC Tlae as .
Jeaseholders of KRG see Muie 207(b)]. Rental oxpense incucred by tlie Girowp related to this
legse aroangerrend 15 ncluded as et ul Checupancy sk Tywprnent-eolate IJ.q'-x pronses ACC ot
la the statemenis of profit o loss Tlhe Parent Company's Jesse <onlact with BT 1
effective until Droeerber 31, 2020 afrer v was renewed in 2015 for auuothet foee years, The
cutstanding payable o the lease contruct is presented as patt arf Accounts py pitlvle: under
Chket Lizhilities account in the 2017 and 2016 statemwnts of buancia pospion {see Mote 221
The zelated curziaading payable 12 unsecured, pusarerest-braciog and prayable in casla oo
desmand.
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The Patgny Cum[.:-:l ny entezed e sublease AEteEnE L with cermain sihgidices which
orcupy several o of ROBC Tlaza Rental inceme by Parert Comoany relared i thiee
sublease arranierents 15 includad as pact of Hentals ander the Miscelancuas inrgme accooor
in the sraremnents ol rrafie o loys {5ee Botes 1420 The vorstanding receivable oo the lease
COlLiEACry 0 l:lbe:entnﬂ ax part il Bcoounts eeceivalle under Limans and Becervables acoeoand in
the seatetaeats of Ananciel pesition {see Mot 113, The relared owtstanding recevalle i
ﬂﬂi—l’.‘:’!lﬁl’td, fonint=ces I:-hrs:i.ng and] pa‘_ﬁlblf i1 eash on demand. Ba n.u:l._:r.n;q:nl; bar|jewes that
the eeeeivaliles oa the sublease agreenzents aec fu].l:,l reacrrcrulbile.

(% Lager Comtraet oo RYEB Lorzonsie { snler

Lo Crowaibies 20103, the Parent Company and RSB envered ioce 3 lease agieemient covecing
cettain uffice and packing epaces of K3B Corporate Center ar a enonthdy reotal dee of 77, The
mwrilhly rental payments ace subject o an escalation rare of 3% anuwady eftecivea o 2011 up
to the 5" year of the lease tee. Thi lease v {ur 2 peniod For five years which :hall end in
Cetlrer 2018 asal renewabic ws may be ageeed by the partizs. Uhe culitandmg recsvable on
the lease Cunrtach in presenmed as pacl of Accoonts recervable uoder Lean: and Recervalles
account 1o the smaeements of Ooaccial pasition {see Noee 1100 Tae relaed ourstanding
receivable 15 wneecured, noninterest-bearing and pavable in cash oo demand  Managernen:
beliewes that ceceivable from the lease contract 5 bolly recorerable

fel Jerwie Agreessens wieh 1URC

The Paeenr Company has Serace Agrsement (the Agresment) wqth RESC wierein LESC
sheadl F!’D‘-’i.-d'-? the Parent CUJ‘I‘II_'IEI.‘.!T’ wath rn::rktli.ng, clix Lr]]‘.lulj-:nl.I I'E'Ell.IIJ'E:'IL valire i dend
selling assistance and processing seraces In gommestion wich the operaow of the Pareo
Cranpany's credie card business. The total service proces:ing Tees wareed Sy the Patent
Conpany 15 recagized as part of the Servace and prscessicg lees vadet Ghe Miscelanesas
Expenses account in the siatement: af profit o loss (see Moz 2520 The outstandicg
payable related tu the setvicy ageectnear s presented as part of Accounts payable veder
Other Ligbililies account in the starements ol Aoancial posiien (see More 2280 The relaea
outstanding payable js unsecured, nemanzrest-beanng and payable in cash on deroanl.

(] Key Manapameens Peranesd Congterrafion

The liteakderan of key management persaancl cempensaaon fodees:

Geowp
2017 . L 1] ]
Shorr-reem amplovee oot s F 44 F we F 3
Post-rmplayment detincd beue i1s 16 1% L4
E 495 [ n L Soy
Pageyn Copapany.
2017 2015 ! |1 - B
oL becm q’mph_l:l-tf b nezbiuts r SIH P 2N g iy

Vost-empleyrment debined Lenclis -

= 28 T 21 B Aar
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COMMITMENTS AMND CONTINGLNCIES

lu the aoenal comse of aenainne of the Goup, there are varioss omciling coarnutneus
and l:-::rntingi:m Liakrilirees, sivch wes FUARAN LI, comamidiarerily Ny exhrpudk coedlt, thx assEssmens,
claums fzom cwstomess and third partes, ec, wid arowaes o tefeceed oo e Tiascial
staterments. Managemenr does aor anddpace Insaes Boan these rransacinoes that adhl
advetsely alfect the Ceraap’s apecationg.

[0 e opuion of muaagensent, the $ws 300 clouns auskiog o e eodoal couese ef
apecatons F the Geoup that remmain vnsettled, U deceded adversely, will oot avolse sums
thar would have marenal cfbece oo the Group's tinanoal posioon or operatng cesules

281 Contimgent Acceunts, Grarantees and Otter Commiinrenis

The fallgwing is « surnmaty of eonmogenctes and comunibnent: arising Sooem cransactions net
given mecopmitten 10 the statement OF taocial podton, expeessed at then eqpuvalean pego
contractual amounts as of Decemnber 31, 2017 and 2016:

Crigup r
2T G 37 0L

‘I rnagr depairmene gecaunrs r Y L b Y pilg I dd s P Gl 20
Tremvatuwr aacls 45,130 L R Ay 25 2T
Crganarsding guaraness sraed 41,458 11 EE 41,358 LY
1k=rrmtiv= Liglibibes 4] 517 2T 256 4] Are 17290
Urused comomcinl [ereres

ol oedir 17,355 Inra} 17,055 19,724
e exclaa nge s1d 0,2 5453 1 G52
vip exclange booghe 20 5457 6,20 1455
Tnward lulls Jur vollcetivn 1407 i LA EXICH
laie xiepn:mb:.-"pa.}'mznts e i o [} 434 L
Cupwgd Telle Bac collechion 133 H-a 133 4
LIers 17 L+ 17 17

202 Poverty Eradication agd ANeviation Cortificarcs Hotrels

In Cctobier H11 1, the Bank Al = cose before the Couwrt o Tax Arpeals guestionug the 205
fral srdthholdiag @x on PEACe Feands by the BIE The Dack aubseceontly withdrew i
petition and joied agonas banks in their peatian befure the Supieine Courl e b sae
miatter. [Nenarchstandizg the peadency of the case and rhe isuance ol 2 Tompuoracy
Restaiming Oeder by the Supreans Courg, the Buzeaw ol Teeasury withlield P197 0 Ocrober
A1 from the Bank oo the interest oo its PEACE bonds boldiongs. The amount wis
oeiginally recognized s part of Accounts pecavables undes Loas and Recereallis accaunt in
the sraterments o financial positnon unhl iowas setted in 2017,
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O lanwary 13, ZME5, the Suplesne Court oulldied the 20T BLA Mealings elasatfvirg ol b=
as depusat substitutes and erdercd the Burcaw of Treasury to et the: 2075 Boal withholding
ax it omehehd un e PEACe Bonds v Chotgber 18, 2011, Oy Macch 16, 2015, the Baok
a] RO AT Aled a Motion fer Clatification and/or Partial Recnnsideration, secking
clapfication to exchidle fein the defimoon “deposit suhsorutes” Lthe PEACE Bl since
thers was only ane lender st the pomary marker, and subsequent saley i the secoodary
mrarket (24ain to 2 sale ar assigorment of credit, which s net subject i wathholding o The
lfarent Company and BOCAR alao sought jrartial cecensideration m the rubieg that showlt the
PEACE Punds be considered as depostt substrtutes, e TR sheuld colleer rhe unpaod el
withlwlding Lix dicectly from BEADN Code NGO, ot aoy lepder oo inwestse, as withbalding
agents, since there was oo interest eained and collecton of the withholding tax, it atall, baz
alpeacly prescoibed. Tl Tank and REAT also reiterated its amguinits that the tax consobates
domalale wxanon, violates the oen-impaimmens clause of the Consuwton, and s a reach of
the oblipstions by cthe Buceaw of Trewsuey when o pizved the TEACe Donds. Thae Office af
the Solicitor Cieneral {050, 3 counsel for the Republic and aibel publc responduots, abo
fled & Muticn for Recansidecanon and Claficanon, eeiteratiog ke BIR' oght i wililobd
A08%% a3 Final Wichholding Tzx aod askine fioc daafication an the effect of the neing on athet
B CHINNELE SEOLLakIcs.

1o a Resolunon dated Qercher 5, 2016, 1he Sopraine Caurt partially granted che Baok sol

RO ATs Botion Fer Claphoaiion and, or Paerial Becon side ran o, Slaung that (2] (o determine
whether the secusities newly issued and sold by the Butean of Treosury should be treared s
“deprrar subsites”, the phrasc “at any une ot in eeiarion to MW o oure enders’ s hould
e teckaned at e e of theic algingd saance, i thi iterpretatiun, A any rafe, cannat be
appbed retaatively since s would prejudice the Back and BCAP wlich rebed in grood
faith on the eulings/ upinusas of the BIR dat the trosaction in wsue 15 exempled fLom any
final wishholdiag tax, and (g such being the case, the AL Tonds cannzt bo zeated as
deposit sulstitutes, O the atler hand, the Supreme Courlloied the M tor
Reconsideation and Clacification filed by the D3SC0L The Supreme ot tikowise Trehl that
Aus 1o the crentinued pefsal of the Puceau uf Treasery o release the amounl of T4 000,
which it withheld upon matunty of the PEACe Bunds, 1o wiolaricin oof the eder isswrdl Ty the
Suprer: Gt the Burean vt Treasury s Tiahle oo pay Jezp! interest of sis prrcent (6] per
annum on e aforesaid diseunt of 1t 950, counted fooms Coeeber U 2011 umil dully paid

On Apdl 11, 2017, the Parent Compiy received a copy of the Cntry «f Judpmenr stating,
among athers, rhat the Drecizon dated fanaacy E3, 2013 and the Resuluuon daned August §6,
2016, which partially graoted the Matian Far Clzificaccon and, ul Fartia] Recunsndecalion filed
Ly the Parent {iompany pecame lieea] ool executony e Croeober 210 2HG. The Bureat ol
Treasury hay s far seuled FI%Y oof the Perear Compang’s clasn. The balance of PLia
cuttently the subject of discussiun hetween the Pacent Company, the FIAC and (i Hureaw
af Treasury, The TDIC s evalualng, unuog vehers, the deed ol assipornens execared in
favor of fhe Parsnt Compaay by sural bank, wihich has since then been niaced wriler
Licguukartion, alits PEACE bomls haldmgs o partial settlesment of iy past lean cblpaton.
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I8.3 Nale of Marionad Seeed Cocpocaiton {INFC Flans Awwee

Tn Chenpliet 2008, Glebal Steek Phibppines ($3PV.AML]), Inc. G500 and Global 1spat
[[cldings (SPY AMC), Tne {GIHE (collectively, "Globul Steel), which purchased the Thpan
Planc assets of the MSC [“N%: Panr Asseta™ from the Liguaidatos in 2004, aaiatal
arbireatinn penceedings wath the Sinmpote Joinacional Achitranon Ceete M3LA0 T seekiog
damages on account of the Gilire of the. Liquidaror and the Secored Lredinors, meludag the
Bank and KCEC Capital Corpeeatiom ("RCAP™), to delmer the MNAL Pl Assers free and
cleat from Bens and encusnbeance, purnortedly deprving hem of the opportonty tooose e
said sssers 1 seonee additional loans to Duod the 1’_1|}i:'l_'".‘|1‘_il:-|_".$ eif el TAlarrel wead U|J_5:‘.]di: the
saspe, Uho May 9 20H 2, ths 3140 Arbutra] Trbonal peadered a Facial Award o Favee uf
Global Steel in che tota] amuunt of () LISFEL, ar apd vy waray of Jost LlFlFu'_'ll:I:Ui'li.l.'_!.' el cnaks
pra fits and (L T 402, mp:cs-:nr_i.ng the vaier of the undelivered Hillet Sluep Laod neeas u:ing
3.71 hectares (ile “Last Lacad {laen™).

(O appeal, wod on July 31, 2014, the Siegapore Fligh Court set ase tie Parwal Awacd, and
subseguemly granted the Secuwd Creditors” application ot ihe Ity of the Jmnriis
issued in DA and dicecred the relesse of Cilobal Steel™s insraliment payment o 1he Secuzed
Creditors. Accordingly, e Bank and RCAD zegrived thenr respeciive share in the Bands
previously lichd 10 escremar Murcuer, the Secueed ¢oreditoes may nuw cumnjel Global Seeel tro
comply with theie nhligations under tbe Omnibus A greemeet (OMNA} Assa Purchase
Apteernent (APA) and take lepal acton upen Glabal Steel's Ealaire: 1o oo 5o,

On Mazch 21, 2015, the Singapure Court of Appeais tendezed n decisian which affiomerd the
eatlicr decision of e Singsene High Couct inncdat as it set azide () the monetary asard of
LISER0 and P1403 represennng lost apportuctty re make profic aad che value of e Lost
1aod Claim in Gavee of Global Steel, respectively, and (B che detement of Global Seeel’s
obligatian to pay the purchase poee of the TSC Plant fAssers. The Singapors Daart ol
Appeals ruled that (3] aside from the lack of jubscictien (o 1ule oo tlie pszne of Lost
oppartunity to make profit and absence af evidentiary suppart for the award, and {1 the
prematuees tuliog oo the bise af the Lost Land Claim, the dispute celating re Cilobal Steels
payment nblipaton i an obligation under the OBANA, which is beyond the amba of
arbirtanon, so that 1he STAC Arbireal Tribunal viaudd not properly audes the Rank, RCAT and
the other Secured Creditors to defer holdiog Glolial Sreel 10 delanll. Herwever, g ngapors
Cours of Appeals held that the NSC Liquidatat 20d Secuted toeeditors are soill requized Lo
detiver 10 Crlibal Stee] clean ode to the NEC Plant Asseis.

Cig Mowvernber 27, 2015, the Singapares Coun of Anpeals fucties held that e istue of Glubal
Yteels lust oppostusity to make profi cannot he remnanded o the Athitl Tobuonal, or be 2
qew Asbitral Tilmsal For that maceer, to Le Uugated anew atter the seimog aswde ol the Parual
Awird. The ducteines of pes judicaca aml abuse of process alie wprecated to preclude the
r-mpanjnﬂ ol thiz 1ssue. However, the Sipapore ot of Appeals hzld thal ri:ai:.]_.t_:ant I ad
Cinirn Iy be the subject of 3 fresh arhicranon proveedings befule 2 aew aclutral ealyimal.
The Singapace Cowrt of A ppeals likewise awacdal htigation wosts o the Liguidator bat none
to the Secured Creditors.
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The Patenn Company’s sswmated exposore 2 apprerunaresy F20U 12 c2ome of esdneaed
property taxcs and tanaier cose:s due ou the M50 Plant Aesers, whide it has a wecovable B
Calobal Steel in the amount of P46, taking into comsideratieo the P49 wessallioent paymean i
had rocerved from the funds previously n escrow. The Farent Company has recogized foll
wmpaitment logs on the recervable since then_ with rthe pross amount of recegvable classilied ss
UDSCL wndet Loans and Beccrvable account. The Parcos Coopany’s op o, horaguet,
may he varied n|_:|i.:'!:u::|'_||;].i|'|;__ri an whetber e Blapan Cin's axsessnuiu al Lhe el ke
il b sustaioed as valic] Qochuding thse opsenl o nen=speraoncal snachieiceies], aow cat
all pre-clasing raxes on the M3 assers sold ro Global Steel, covering the peziod 19417 w
Clotoher 14, 20004, are deeaned paid, fllsesasy the denal watly hnaliey ot the Cior of Tbgan's

Feoton for Beview by the Supreme Counil and the dssuanee of an Eotey of Tudproene on
darch 16, 2014, i the case initiated sabely by the TS0 Dageidator.

in drfiance, howewer, of the aforesad Bnad and executory rding, the Ciry of Higan {a) ssoed a
Meoce of Lielinquency apainst (S0, seeking te colect the wax arceacs covenng the peood
WU by 200G, [B) fevied the NESC properies, wed (2] set thee saone [or pubbc auztion on
Devulaee 17, 2006, which procceded even as the Togal goveenimeat uni (LG received the
Clowgles 15, 2006 Wer af Lascudon issueed by the Roprooaal Tual Couver of Makat Ciry,
Branch 57, directing ot to () coniply with roe vabid and buodiog Taa Amocsry Agreeooent
dated Octoher 13, 2004, and [b) aftard NEC celief from the paymenr of interests aod
penalies. Om November 3, 26, the Jlgan Ciry police took possessdan ot ahe MsG Manc
cumpound. On Movember 4, 2016, the M5, theeugh the Liquidater, liled an Chrenu s
Motion prapiag thae (s} the City of I, 1le Sangguniang Panlucsod acd Cay Vicasuier be
dieeted o show cavse why they sheouald not be held in coneenipee, and, (o she Aoction Saly ol
the FSC propemes beld oo Cciober 14, 20140 ke nuallifizd.

In aa Croser daced Aped 4, 2007, the Makao “Vrial Court i@) nudlihed the pubhc aucticn nt_'lh-l:
MAC THant Asugts, arcong cthers, (B} enjamed any and all ceal property 1 collecoon actians
agaimst the WS untl the Crecisoo dated Oictober 7, 2011, whkuch held chat te BAC e -
clusing taxes have been paid, 15 fully executed and M3C'y remaiang tax lalulines sz correctly
conputed. The Iakat Trial Court Lkewize (2 directed the Hazan Ciry Teeasurer sllqlw
qayag why she should aot be held in contempt of coutt for heldop the auction sale of the
M3 Plant Asscts withour cleaniog NSE of the pre-clasing taxes, and (b direcred the ligan
City Trensuret, amaong athers, w0 oanform the Makau Teial Gouct of the names o the
responsitale persons wh ardered, aided and aberted her :aﬁsa_il:d -:m?-:lur.r. The LGEJ il rhe
Eligan it Treasugee, amnong vthets, merved the ceconswderstion of the Apul 4, A7 Onder.

294 Verote! Merelant Servioes & V. Case

In 2011, Verote) Merehant Services 1. (VMS), & Necherlands coguitauon, atnd Vearatet
Ternational Industoes, 1oe. (%11, a Fhilippine corporabion. civilly -"‘-":"-1_ the P-"”:":“ "
Company, Backaed, Inc. (Bankard), Gioup: Mezcarse Cocp., CIND "n"'-"l'_'l:[ll'.lWI'!]l:, Inc. [ LHP K
and several tndisduals belaze the Los Angeles Superior Conre for varicus causes ol aulcn
wcluding Fraud, breacl of contrace anil accounting, wanung tI1;I|L."r’II and 105 Aileped parent
company, WS, failed o ecete the tortal accwnr of V5515 milien. wE.:u:h the detesdants
allegedly misapproprated. Vi3 is an inteenel merchant providing oo-Lle adult enlerrainment

and on-line pambling, in addition to the sale of pliarmaceuticals ver the [nterusl.
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Afver neacly five years, and aties being transtermed w0 a foocth parlge the case wend o ol o
|anuary 13, 2610 1 [aouaty 6, 2016, wheee the iseues on prescopdon, Y1Us lack of cagacity
i s and WIS lack of standing to sue were reseeved or Judges Michael [ Baphael™
disprosaonie. Ldn faowary 27, 2010, the jory cendered o verdost solale e linewr ol YAz, O
Mlacch 10, 2010, whe Parent Company/Bankard wfermed fudge Rapoacl that they wil, mstend
e [lling 2 rezastion Foae padgroent aclwithseanding verdict IOV and mution Der new gl

Cho Apel 11, 20100, the Parent Campany Bankoed omely tled theic oo (oe JROV and
riow trial, ard oy Aped 20, 2006, che farent Company ABarkeatd likewise uenely filed thene
Beply o the Opposbions fled by VLT 3WE.

n May 12, 2016, fudge Faphael hestd. end pactially pranted, the Tacear Compnnyd Bankard's
Mobton FuJ:JH'I:I"E 'I::.- Lil:l'l'."IJ.:I:IE the LS55 mdlien Frun:itjv: a g wwirdsd o VRS IR rThe
abaence f proct that (3} 2 corporate officer ol the Parear Comnpaay, Fankaed knew ol
authenzed, or mtifed Gavdulent acrs, and (b janet Comeay wis 2 macagieg ageot of the
Farert Company, Bankar) within the meanng of the Calilformis Cued Code Secoon 32¥4).
Flowrever, [udge Raphael roled that Cooomy wis aoagent of e Pareat Compay/ Bankand lar
siune purposes, and sustained the anard of U515 milbon. Judge Kaphael bkewdse deuied the
Parent Company, Bapkard's Mooen for Mew Lrigl, anel Jikewnse partialy poanterl, plaianffs’
mwiticen [on foterest and aorazdm| WMS pre odement interest o the amoune of LISE0E muillican.

Cho Julp 11, 2016, the Pareat Company/ Bankard nooely fled thear Notes ut Appeal oo the
partial denal of it Motion for JNOV wah the Catiforma Court of Appeals, 10d received 2
copy wof the Motice of Appeal solely led by VMS on July 3, 2006 Oin July 21, 28016, tlae
Parcit Company/Bankurd mmely posted the amaont of US33 1 millice, 25 and by ey of
security to stay the enlircement of the Smeoled pudgment cepddereal by Judge Hatael

Cha September &, 2010, VIS fled ity unsealed Cernficate of hueweated Pereans, afror the
Califormia Conet of Appeals susiained the Farent Conrany # Gankard™s prsiscon thae the
identities subjest of the discloyure was, in fact, 0 cenreal 1ms0e 10 this cie o the appeal, a5 il
selares bo whether VIS has standing 1n ehis case apd is enttled to any damages. In an Orlur
dawel, and Bled, on Noveinber (6, 20146, the: California Cowtt of Appeals adapred the bazbing
sequence peoposed by tne Pancar Companyy Bankatd, thus, allowseg he full veotlatian of the
case on appeal. ks pooce daced January 23, 2017, the Ualiforaia Loudt of Apjacals mmfermed
the partes ol the ling of e reposter’s tanseenls.

Subcequently, v Macch 72017, judge Laphnel ganted VME's motion For cost 1 proot
canetion and direered che Pazent Company/Bankand w pay VMES 1lee additional amauor of
L3008 mrallicn tr corver the cast ol {a) the servicas &f @Xpert walieane: and h} their
presealaton dudng the toal, given his ruling that the Farent Conpanys Bankanl Lz LsLiETalrly
dented VIS reyuest For ailmission chat they buled to campily with hlas e rCard aod WIS
qespenatinn les. The Parent Cutepany/ Bankavd timsly (ed thair Netce ! Appeal anihe
afozemennoned Onder of Judie Faphael b ner longer pusted 2oy addiliaal fhag fers,
Following WME's agres mant not seck 1 en focie. of tie said awatd duiing e pendeney ab the

appeal.
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The Torent Company f Haokard Gled ther Besised Openinyg Bries en their Appeal with U
Califveia Coute of Appeals en Clotobar 2, M7 raising the follosaings argrnents: (i there i
uo substangal evidence b establish that the TPucent Cotopaoy S Baokawl caosed YRS joss,
whizh atoue as o pesult of the processing of V45" transictign: nncsr wond wsiege the meechzn
ID of ancther merchant, in o wide deal withaur Bankard™ knoodsdge and congent; by theer i,
vheeefobe, na coctract no processin relstonship beraree n WS s Baslbaaed; o) thewe i e
substanmal evidence to estabhsh chat the Parent Company/Bankard cawsed YMME' Loss under
agency law, given that () Cinoway could not be Bankazd’s agent a: 2 matter ol lw, Leeasse ihe
war defmudiog Pakard, () plavuifts did not esablish that Consay was wo apear of Bankad,
(UL} pladpei I dirl ner esrablsh that Canway was a purported spent ol Bankard, and,

(i) plaintifFs licl e eseablsh that Cooaay's wremglul aondicr aas within the scope of her
agency; annd, {d? the Trisl Court abwsed it liseretion in avearding cost of proad anetioos, Thae
Farene Campany/Bankard is awaiting the Bling of VM2 Reply Briei.

Z8.5 dApplicability of 88 #2001

O March 15, 2011, rle BIK ssued B 3-2011, wloch prescobed et fer meozs tas
reportingr futposes, banks and cther finascial (naritutions must () ceuel Lot and expenses
cither under RBU or FCDC /EFCTIT o CIBU it specifically bienutied as such; oo (B) allocal:
sucl com wed expenses, which cannat be specifically idemibed, based on peroentage share ik
0055 inoasne cataags of o unit. The BLE, howewsr, issaed assessment notoes o bunks and
ather Binancial institabnns Gt defloency insoemu tas for alleged non s unn allocaoon Gf
costs anid expenses b exempl ngume and facome subjrcied to final tax wsehia RT3,

Cho Apok 6, 2015, the Parer {ompany and wrher membe r-banks ol the. Bankers Assoriatiaon
o the Philppimes TBAPY) (ihe "Pennonaers”), el the sbove-captioned case aath
Application for TRO and/o1 Wit of Prelienvary injunclivn stk the Repional Toal Court of
Makats (“Makati Trdal Coutt”), wherein the Pesiticners assailed e validity of RR 4 2011 on
the pround, amang athers, that fa) BB 4-2011 viclaies the Pedticners' suli@ngve du
prusiess rights: {B) it s st ouly wlepal Bk alser unfain (o i seres a5 a detertie i hanks to
inrest in cupital macket treosacicns to the projudice ob the secmeany: {di ir se1s 2 dzngerous
precedent far the disalloeance of Bull dralue ons due te tne prescobed meth:xl of allocabien;
{¥] i was pramulgate] wilbout prio gosiltaoon, thos, violaong the procedoral doe proeess
mghis of the petiooonees; and (£ it violited the equal proection clover guatanteed in the
Cooslitution for requnng Banks and orber fnancia] insiutions 1 e 2 maethod o
allocation when other msttutions sod taxpapers weer not beow eeguied Lo de s Dy he
Iepactment <f Finance [“MOFY and BIR.

On Apzil ¥, 2013, the RTT-Makati isywed 2 TRO cryining the IR trom enlurting

ER 42011, Alse, o Apel 77, 2015, BTo-Makati pssoed 2 Wit of Preliainany Inpunction
enjoining (e BT from enfarcing, casrying out, oF inplenenTing e any wiy OF Inanier

R% 04.208 1 apairst che Parent Company and other BALD member Lanks, incloding the
iszuance of Fealiminary Asscssment Morice or Final Assesamint Plerbice agasst them dufing
the pendency ol the tagation, waless soence drssrlwed.
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Chn June 1002015 the BV -Ddakati issned o Confiomatory Ulzdec stating that the UKO and
et af ]’:tlﬂJ.l:'!l!l.Ll.‘l:j]:}' 1|::|i|.|.1!|r:I'_1l_"l|:| alsey i:ltul:.j.LrJl.s. Llie BIR {ocwrn rqung coar -:‘Ici._".l:iing U0 RV
adrmunistrative natier FEI.'!I.‘“I'IE. = rr_:-n-. o rr]i.l'i-:_'m fre thi: sl,:l'l_'ljm:l: [T | W T :'4:5|_l.]3,|'_|:_u|‘:.3 and
msufac as the Narent Company and orher BAP member banle: arz concerned The Pre-toal
Crenfereace af the case bepgan oo Augost 2, 2006 and continued to Auguer 3, 2017, Do
the Augusl 3, 17 heating, i beo g tral Borthe resolation of the case, the Makat Toal
Couoge directed the parties to fle chewr respective Memotandom an Sepiombec 13, 2037, A
el Creughes 3, 2007, the pardes 1 the case bave sulmmdtimd eleil fes reative Mernpcanmdum

Z9.47 Affeged UinaveRorized Transier af Funds = faak of Hanglfadesh

1|_'|_ I"lt'l:lmar}' EDIE;‘. |:]'|:IC' Woas A0 HLHEE.‘I_‘I 'I_Iﬂﬂ.l.i.t-l'll'_'l'l'iz:l:'l.‘l tf;ll'l.!-iFE"r r_:-|' ‘I.II.I'HIi. Er‘::ll'l'l. ||.'i!" ]J.lil.rl.k. I:l‘
Bangladesh o fowr account: o the Parent Company, which sere eventuaily trnsbemrol
vagious accounts outdde of the Parent Company. Tn gt 2008, s Mty Beouand of
the BSP approved the impositicn of suprrrisory acioo e the Taresn Cunpiaoy 1o pay the
amaunt of 1O billion in eedaion ue the complered specal examunaoon. The Panent
Company hay fBelly cecngured i che 2005 statement of profit or less the P1LO Biliion
Aupetzons acaon a5 part of Miscellaoeous Faipeness nader Clrlace Cperanog 2xpeoses
account {see Note 25.2), and las lully pad the same. The Parent Company dozs ot cepeer
this impusition ol 5u|_...:r1.rjmr}- action b nffect ooy ahalitg tor petfonnoars cxzong eHigaoens or
unduly bunper it oporadons.

The AMLL has filed a crimuog| casiplast apainst former and et cifticees and employees
af the Parent Company for alleged violanon of Sectan 400 of BA Ivo. 9100, a3 amnended,
othersice knoarn as the “Aan-Money Laundedng Law™, o eonnecticn wieh the allegped
unauthodee] rcansfer of fonds taken from et acconnt of the Bank of Bangladesh with the
beewr York Federal Reseeee Mank. 1The AMLS alleged char cach of the respondois
51:|-|.|-m,.;g._1[}- p:rfmm._-.;l rar Failecl 1ea p.:;-[mm an act, which Gualnared the eome of money
Javezing, particularly the remattanes and eventoal withdawak uf the afoeemezntioned
amcunt from fhe 15 Dollac acoouwnts ol Entaco 'L Yasques, Mickael F. Cruz, Alfred Yergata
and Jessie Clidssepher M. Lagresas fthe "Heneficiary Accounts™), wiucks weee then bong
maintained uf ie Pareor Campany's [upiter Business Ceoter  In patuedlar, the AMLC
alleped that ach of the respondents fakel w elfecta held vl go the Bene ficiary Acoounts
decpite the supposed “red flags" in the SWIFL pavinent vedees aud therr suppoued recelfs on
February ¥, 20M6 of the $WIFT MTUSY and MTIM messages of the Bank of Bangladesh
requesung {14t the stop payment wf the cemittanees w isaoe, cesolting in the witlidrawals from
thie said accounts. The AMLE alse charged the respondents tor their alleged Balure to
perform Enhanced Dae Diligence (FEDD, despite the afaremendoced “red faps™ of alleped
integndammes in the temirance:.

Oh March 27, 2007, (e foeneer and cutreny abbicers ol the Pacent Cenpppany bled theic Joint
Cemnter- AMdavit, pointing cut thae [a) the ARLC aed to ;;.n:l:ul}lnih.tl_mt t_hw_,- Tad :u:t.u:il
knawledge, as reqquitad by the AMLA, a5 amended, That the UEF81 mllizn inwanl rinlEace
procceded from 2o widavwbl activity or that the williul blindness ducine vodec LS
jutisptudence is applicable; (b} nuw reedcate crime war establizlet, 10 Tll? abzenee uf r.1:ru:|: neeE
slirwing the oeturreace of the supposed “backiog mcident”; aed (23 cheir seppresed Baidmoe b
conduct EDD al the bifting f 1he hodd wur oo che Benefieary _'f'ni.'i_'l'_.'\-l.'-rllr: £annok AT 1o
Eagilaanon of mooey-laundering, cunsdeding kil nuoe of the seenaeias cespmreal fisiir te
conducting E1713 15 present, and banks an: no legally allorwed 1o elfect any uzilareral freeeing:
af a depositar’s aeconnt uader the AMLA, a5 amnended, and relevant juospondeoce.

O May L&, 2017, he AMLE fled s Consolidated and Joint Reply A lfidawe. Qo Ly 10,
2017, the fotmer and curcent ufficers of the Parent Company §iled their ospoctive [indevadual
Batoinder Aftadarica.
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There urg po koo claksne, deneods, 2i0d commimnents. events, o oncamaoties (hal wll

have 4 iyl tmpacs on the Thaek’s wperatienal pesterman = and abuliby to webuice
oblipatucs.

Lircept tor the abrrce-mentoned protesdings, the Parent Connpany is oot awale o any sairs
and claims by or agaanet it of s subsidiacies, which (F decided aslvesewy ooould Lave o amadetial
affact onats financlal positen or aperating resules.

287 Lrease Canrmrimicnis
da) Paremt Cowrfrmy 2r o Lenine

The Tarecr Company has earered into various lease contracts related te KSH Cocpaitate
Center, an imvestiment eaperty keld for cental, wath lease tevios cangrys leom one to e
years and with monnhly cent depending en macker price with 5% escalation male every
year. Toldl ool inowimne earned from these leases armmnded 1o P97, PEEO, a0d (214 n
ANT. 204G and 2015, respectively, aduch are presenracd as part of Keotal wadar the
Blisce Do, incomme apeoont in the scatzments of proofic ot boss (aee Tee 3515 A4

eertain office and packing spaces in RAB Corpozars Cenrey aze beng Lease-vul 1e RSB
[gee Hote 237 £l

The Parent Company®s fuzure rdmtmun rental tecervables under this nnn caacclable
ppembng [vase acangement ars a5 fulows-

7 Hlh
Within one yeae P 375 P 111)
Mlter o vear ot no
mure chae frier years 434 i |
E 2] & 1.2

ft) Grmwn ar Larsee

‘1'he Pagent Company and aetiain subsidiacies, lease some of the premoses occuapied

by theit respective bead of fces [see More 28 303)] and braoches Shosiness centers for leage
pericads deean oo b 23 years. Uhe Cronp’s rental eapense celavd b dheze ke,
{included a5 part of Oecopaney and Eguipiment-celated expenses accoune o the
statements of profit or less) aswnted te FUY, 42 and FPS4 0 2017, 20146 anad 2015,
tespeciively. Most of the lease contracts cuntain cenewal opnigns, which give the Group
the cight to exrend the lease oo tetns mutually agreed apan by the parties.

The fatuce minimun el pavables under these non-cancelable wperating leases ace as

Fralina
Giyup Pacent Company
2017-
Wechin one pear Iy an r Oi3
After one yeat bl oot
muce han five year 2,040 =375
More than fre frars 233 |
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o P rcaat aggogsany
Al
Wtk oy et T W53 T b2 I
Adter one year Dol ol
ngee Wean five yeala 2alkl I
Muore chan fvs vears 22k R
I 3 5] I REICT)

EARMINGS TER SHARE

1T teilowing shorans tiv prafin and pe= shae data ueed 13 the Bisic 2l chluied EFS
compuiations for the thbee vears [rresented-

- LECdrLTh )
91T ) 2000 2015
a. Mo fraln simiboable fo
Putent Company®s shaceldiee r 43 3 LT iz
Alleared e peefareed 2ad
Habridd Tiee 1 (1T 1} drag<ind = . [ 21% !
b. Acjusted el proll e fure capiral redemption 4,304 A 1,414
Fedempriun peevninm ar EITI _ - - [ I3 )
€. fudqusted el peolin B +308 L b0 L 451
d. Weighred weerige aurnbe ¢ of
autstambng vasrimion sirvka 11, 1 R W -
El before capiml redermguca (k4] L L] . 210 L 240
Basic and diwueed 2% ofd) E ki L adlk L sy

The comvertiole prefected shares did not Jave 3 significant o an the B75 fereach ab the
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An instinct for growth

Purnorgba 5A [ ]
Report of Independent Audlitors 20t P, T":"D;' :"' °

rhe Enlerpnsa nar
to Accompany the Securities and -3;3; :ﬁu,ﬁgr;,
Exchange Commission Schedules Biliprines

i +&3 2 °EG E2BD0

File Separately from the Baslic
Financial Statements

The Board of Dirsctora snd the Stockholdars
Rlzal Commarcinl Banking Corporeticn
futhangoo Towar, REBS Pleza

62318 Ayala Avenua cor. San. Gl Puyat Avenue
Makatl City

We have audisd, in accordance with Philppine Standamds on Auditing, the consalidated
Tnancial statements of Rizal Commercial Banking Corporslion and subsidiaras

{tire Group) hod the yeer ended Cecamber 31, 2017, an which wa have randsrad dur tapart
daiad Fabroary 26, 2013, Qur sudits were mada far the purpose of farming an opinicn on the
bagic financlal statemants taken as g whole, The applicabie suppsmantary nformation

{3ee SEC Suppismeniary Schedules) |8 presenied for putposes of sddiions| analysig in
Coampdgnee with the eqeirements of the Secunlies Regulaion Code Ruke 68_ 85 amended. and
K Not & raquired pagf of the besk: consolldated financial statements prepared in accord ance
wilh Fhilipgine Financial Raporting Standands. Such gupplementary imfomnallon s tha
responziblity of ihe Group's managemant. The suppismantary informetion has been subjected
K the audiling progedu res appiad in the audi of tha basle consoldatsd financial stalements
and, in our opinion, is falrly stalsd in sl material respects 0 relation to the basic consobdated
franclal stalements taken as & whols.

PUNONOBAYAN 8 ARAULLO

Iy Rntor D bl

Ey: Marim Isaisl E, Comsdla
Partner

Fabruary 26, 2018
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ANNEX "B-2"

Riral CommerSal Banking Gorporation and Subsidiaries
FEC Supplementary dchedules
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MZAL COMMERCIAL BAMKEING CORFPORSTICN
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Report of Independent Auditors

The Board of Oirectars
RCBC Savings Bank, Inc,
fA Wholly Ownad Subgioiary of
Rizal Commeareial Banking Corparation)
RCBC Savings Bank Corporate Cantar
20 ang 25 Streats, Borifaso Global Sty

Taguig City

Raoport on the Audit of the Financial Statements
Opimlan

We have sudited the financis statementa of RCBC Javings Bank, Inc. (the Bank), which
comprisa tha staterrarts of inancial position as st Decembar 31, 2017 and 2016 and the
statemerts of profit or loss, statements of comprehensve Income, staterments af changes in
aqurly and etataments of cash Aowe for the years then ended, and notes to the financial
etatements, incleding & summary of significant accourtng pelicias

If1 ol Salnlsn | e Sccompanying fnancial statermants presant fairly. in all matesial respegis,
the financial pasition of the Bank a5 at December 31, 2017 and 20796, and s hnancial
peErerrracs gHd vs ash flows for ke years than =nded in accordanca with Philippine
Finangial Reporfing Standards [PFRS),

Basix for Oplnion

We corductad our audils In accordancs with Philippics Siandards on soditing (PSA) Our
respengibiites undear thope standarde are turther desaribed in the Apditez’ Ragspongibitias for
the Audit of the Financal Stalkments sechon of cur reporl We arg indapandant of ivs Bank in
eccordence with the Code of Ethice for Profegeional Accauntarts in the Phil' ppines (Code of
Eirics) together with the elhal requirements that are relavant o our auciks of the knancial
staterments i the Philippites, and we Baws fullilled aore ather sinical easpansibllibes in
acmargdence with thesa requirements gnd the Code of Ethics We beliswe that the audil
evedence we have obtelned s sufficlent and appropnate to provede & basis for our aplnlon



ol

Responsibilities of Managemant and Those Charged with Governence far the
Firancial Stalaments

Manzgerent 1s responsible for the prapamabon atd far presentation of e financial statanwents
in accardance with PFRS, and for such intemal comrgl 25 managamant dalsm nas is
necessary 10 enable the preparation of financial starsmeants thal are free from meterial
rigstatarment wheathad dus o fraud or amar.

In prepanng the inanclal stalsnsnts, management is respongible for assessing tha Bark's
abulily bo continue a8 8 going Ganeem, discloding, &5 apphcable, mattars ralated to going
CONGErn and using the goitg concern basis of eoecounting unless management ether inkends ba
liguidate the Bank or to cease operglions, of had na reaizte allsrnalive but to do s0.

Thosa chargsd with govarmance are respongible for guerseeing the Bank’s financial rpating
AroCess.

Awxditors” Rexsponsibilitios for the Attt of the Financie! Stataments

Cur chjectives are 1o abtain reasorenle gassurance aboul whether the financial stalamants 25 2
whaole are free fromy material misslatamant, wheter due ba freud or ermor. Bnd (019508 an
audilors’ repan that includes gur opinon. Reasonabde assuranca is 2 Nigh leval of assurance,
but 13 nat 8 guaranisa that an avdit conducled in accordance wilh PSS will Blweys celect &
meterial misststement when it exizts. Miestatamants gan arse Imom freud or error and are
CohSidered matarial f, indivdually or in the eggregete, they could reascnay be sxpacted ta
imfluence the economss decgong of users taken on the basis of tase financial statements

A% part of an audr in accordance with PSA we exercice professional judgment and maratam
profeagiangl gkeplicigm throughoul the audie, s alss.

= dentify and assess the rigks of matenal misstatement al he financial statements, whethar
dus ta fraud ar efrar. design end perform audit pracedures responsiyg Lo e lsks, and
obmain audit evidence thal is sufficient and approphale @ provide & bas:s far our opinian
The risk af not detechng a matanial misstatemant resuthng frgm fraud is higher than for one
resulting from error, as fravd may involve colluzicn, forgery, Intaronal amissions,
misrepresentason s, or the ayarrica of internal candrol.

+  Obtaln an understanding of nternal control ralevant to the audit in order 10 design sudit
precaduras that are approprete in the girgumatances, but not for the purpose of exprassing
an opimion on the efectiveness of the Bank's Intemal condmal,

= Evelygte the eppropriateness of accountng polces used and the reasonablenass of
accounling estimates and related disclosuras meds by management

+ Conclude on tha apprapriatenass of tnanagemant's yse ¢f the going gongern basgis of
acgounting &nd, based on tha audit evidence sbtamed, whather a malarial uncartzinty
m|ste o ated b0 gvants of condiions that may cast signficent doukd on the Bank's ability te
Canfinus B3 8 Qeing concern  IFwe cenclude that & malerial uncartalnly exists, wa are
required 1o draw atteEndon in oo audibors’ rapgsar b tha relaled disclosures in the Grarcial
tialwmanis or, f such disclosures are inadequate, o megdify Qur pRinicn, QUr conclesions
are based on the augt evidenge plitaned up to the date of ouf auditors’ rapart. However,
future events of condllons may causa tha Bank to ceass o canfinue s 3 going Goncem

=  Evalyate the overall presentation, structure and contaet of e finansial statements,
mcluding ta disclesuras, and whather the financial statements repregent the underdying
fransgctipng and gvents in 3 mpnner that achieves far presentaton.

e commurncate wath thess chanjed with govemance regarding, amang other matlars, the
planred scape and fiming of the audit and signadfeant audit iindings, ncludmg any significant
deficsancins in hemal conieal that we identify during aur gudt



Report on Othar Lagal and Regulatory Requirements

Cur audits were conducted for the purpese of forming an opinion on e basic finansal
cletements takes a5 2 whale., As discussed n Mobe 22 to the: finandial stalements, the Bank
present@d tha SURpEAaran lary inkabmaticn required by the Bureau of Intemel Revanue under
Rever ug Regulations (RR) No. 15-2010 and RR Mo, 1920117 1n a supplemantary schmcuks
filed separatzly from the basic inancial statamanis. RRE Ne 15-2010 and RR Mo, 13-20°1
ratjulre the information ta be preeerted in the nobes o the financial statemenis. Such
supplementary infcrmaton 15 \he responsidlliity of meanagemant. Tha supplemertary
infarmation is nal a required par of the baeic Gnanciel statements prepared N accordanca with
PFRS, iLis a1go not & required ¢laclosure undear the Securities Ragulation Code Rule §8, as
amanded, of the Philippine Sacurities and Exchange Commigsmgn

FUNONOBAYAN & ARAULLO

N W N S

By: Marda Isabel E. Comedia
Paitner

Fehruery 19, 2015



Report of Independent
Certified Public Accountants
to Accompany Income Tax Return

The Ecard of Dirachors
RCBC Savings Bark, Ing.
fA Whotly Dwned Subhsidiary of

Rizal Cammerelal Bankitg Corporation)
RCBL Savings Bank Corperate Center
287 and 25T Strests. Bonfaclo Glabal City
Taguig Cily

We have acdited the financal statements of RCBC Savings Bank, Ins. (k4 Bank) for the vaer
anded December 31, 2017, on which we have rendered the attached raport dated Fabruary 18,
il

In compliance with Revenve Regulatons V-20 we are sating that no partmar of aur Firm is
ralated by consanguinity or alfinity to the presiderd, menager or pringipal stockhokler of the
Bank.

PUNONGBAYAN & ARAULLD

By: Maria lsabel E. Comedia
Parirer

February 13, 2018



Supplemental Statement
of Independent Auditors

Tha Board of Direciars
RCBC Savings Bank, Ing.
fA Wholly Cwned Subeidiary of
Rizal Comimercial Banking Corporation}
RCBC Savings Bank Corporate Ceartar
267 and 25 Strewls. Bandacio Glabal City

Taguig City

We have audited the finanoal sistements of RGBS Savings Bank, ing. (i Bank) for the year
anded Decarnber 31, 2017, on which wa have randered the sttached report dated Februany 19,
2018.

In com plianca with the Securities Regulation Code Rule 52, as amended. we &re stallng that
the Bank has on'y one stockhclder owning 100 or more shares of hea Bank’s capital stogk as of
Decembear 21 2017, ae digcloged in Nobe 20 to the fingneial slatements

PUNONGEAYAN & ARAULLO

By: Mara lsabal E. Comedla
Parinar

Februsdry 1%, 2018



RCBC SAVINGS BANK, INC.

(A Wholly Owned Subsidiary of Rizal Commercial Banking Corporation)
STATEMENTS OF FINANCIAL POSITION
DECEMBER 31, 2017 AND 2016
(Amounts in Philippine Pesos)

Notes 2017
RESOURCES
CASH AND OTHER CASH ITEMS 7 P 4,457,783,721
DUE FROM BANGKO SENTRAL NG PILIPINAS 7 10,332,553,346
DUE FROM OTHER BANKS 7 2,153,704,387
LOANS AND RECEIVABLES ARISING FROM
REVERSE REPURCHASE AGREEMENT 7 2,313,002,922

TRADING AND INVESTMENT SECURITIES - Net

11,507,055,935

LOANS AND RECEIVABLES - Net 9 82,206,531,110
INVESTMENTS IN SUBSIDIARIES - Net 10 205,611,977
BANK PREMISES, FURNITURE, FIXTURES
AND EQUIPMENT - Net 11 1,057,519,864
INVESTMENT PROPERTIES - Net 12 1,353,306,060
ASSETS HELD-FOR-SALE AND DISPOSAL GROUP - Net 13 662,884,186
DEFERRED TAX ASSETS 22 829,385,833
OTHER RESOURCES - Net 13 792,127,796
TOTAL RESOURCES P 117,871,467,137
LIABILITIES AND EQUITY
DEPOSIT LIABILITIES 14 P 101,684,558,574
MANAGER'S CHECK PAYABLE 16 740,530,829
ACCRUED INTEREST, TAXES AND OTHER EXPENSES 17 871,001,380
OTHER LIABILITIES 18 2,595,451,920
Total Liabilities 105,891,542,703
EQUITY
Capital stock 20 3,087,216,300
Additional paid-in capital 20 102,783,700
Revaluation reserves 20 ( 19,041,261 )
Reserve for trust business 24 42,092,142
Surplus 20 8,766,873,553
Total Equity 11,979,924,434
TOTAL LIABILITIES AND EQUITY P 117,871,467,137

See Notes to Financial Statements.

(

2016

P

4,146,105,882

14,712,658,644

1,994,411,693

2,958,465,090

6,881,206,226

72,512,195,758

155,140,355

1,114,831,988

1,124,068,737

1,875,562,556

744,234,865

701,835,133

P

108,920,716,927

P

94.760,715,397

521,972,467

1,039,359,692

2,054,022,379

98,376,069,935

3,087,216,300
102,783,700

104,080,383 )
36,788,410
7,421,938,965

10,544,646,992

p

108,920,716,927




RCBC SAVINGS BANK, INC.
(A Wholly Owned Subsidiary of Rizal Commercial Banking Corporation)
STATEMENTS OF PROFIT OR LOSS
FOR THE YEARS ENDED DECEMBER 31, 2017 AND 2016
(Amounts in Philippine Pesos)

Notes 2017 2016
INTEREST INCOME
Loans and receivables 6,308,195,299 P 5,754,894,522
Trading and investment securities 386,826,907 327,350,276
Due from BSP and other banks 7 74,197,519 7,958,684
Loans and receivables arising
from reverse repurchase agreement 7 17,857,639 16,094,444
6,787,077,364 6,106,297,926
INTEREST EXPENSE
Deposit liabilities 14 1,558,950,516 1,248,052,887
Bills payable 15 1,563,117 20,947,290
1,560,513,633 1,269,000,177
NET INTEREST INCOME 5,226,563,731 4,837,297,749
IMPAIRMENT LOSSES 9,12 793,335,334 807,718,818
NET INTEREST INCOME AFTER
IMPAIRMENT LOSSES 4,433,228,397 4,029,578,931
OTHER OPERATING INCOME
Service charges, commissions and fees 2 762,092,271 944,479,479
Gain on sale of assets 8,9, 11,
12,13 90,325,959 120,618,150
Share in net income of subsidiaries 10 72,124,273 7,326,646
Other income 19 87,156,656 69,886,584
1,011,699,159 1,142,310,859
OTHER OPERATING EXPENSES
Salaries and employee benefits 21 1,271,351,662 1,181,837,270
Occupancy 26 512,513,047 497,059,606
Depreciation and amortization 11,12 458,566,034 424,043,497
Taxes and licenses 12 413,876,439 445,075,912
Insurance 362,953,207 334,072,834
Litigation 108,240,253 199,276,558
Loss on sale of securities 8 - 178,251,640
Miscellaneous 19 935,770,750 877,631,065
4,063,271,392 4,137,248,382
PROFIT BEFORE TAX 1,381,656,164 1,034,641,408
TAX EXPENSE 22 31,417,844 29,500,798
NET PROFIT P 1,350,238,320 P 1,005,140,610

See Notes to Financial Statements.




RCBC SAVINGS BANK, INC.
(A Wholly Owned Subsidiary of Rizal Commercial Banking Corporation)
STATEMENTS OF COMPREHENSIVE INCOME
FOR THE YEARS ENDED DECEMBER 31, 2017 AND 2016
(Amounts in Philippine Pesos)

Note 2017 2016
NET PROFIT P 1,350,238,320 P 1,005,140,610
OTHER COMPREHENSIVE INCOME
Remeasurements of post-employment
defined benefit plan 21 85,039,122 30,004,844
TOTAL COMPREHENSIVE INCOME P 1,435,277,442 P 1,035,145,454

See Notes to Financial Statements.



Balance at January 1, 2017

Transfer to reserve for trust business

Total comprehensive income for the year

Balance at December 31, 2017

Balance at January 1, 2016

Transfer to reserve for trust business

Total comprehensive income for the year

Balance at December 31, 2016

(A Wholly Owned Subsidiary of Rizal Commercial Banking Corporation)

RCBC SAVINGS BANK, INC.

STATEMENTS OF CHANGES IN EQUITY

FOR THE YEARS ENDED DECEMBER 31, 2017 AND 2016

(Amounts in Philippine Pesos)

Capital Additional Revaluation Reserve for Trust
Notes Stock Paid In Capital Reserves Business Surplus

3,087,216,300 P 102,783,700 (P 104,080,383 ) 36,788,410 P 7,421,938,965
24 - - - 5,303,732 5,303,732
21 - - 85,039,122 - 1,350,238,320
20 3,087,216,300 P 102,783,700 (P 19,041,261 ) 42,092,142 P 8,766,873,553

3,087,216,300 P 102,783,700 (P 134,085,227 ) 31,614,365 P 0,421,972,400
24 - - - 5,174,045 5,174,045)
21 - - 30,004,844 - 1,005,140,610
20 3,087,216,300 P 102,783,700 (P 104,080,383 ) 36,788,410 P 7,421,938,965

See Notes to Financial Statements.

Total

10,544,646,992

1,435,277,442

11,979,924,434

9,509,501,538

1,035,145,454

10,544,646,992




RCBC SAVINGS BANK, INC.
(A Wholly Owned Subsidiary of Rizal Commercial Banking Corporation)
STATEMENTS OF CASH FLOWS

FOR THE YEARS ENDED DECEMBER 31, 2017 AND 2016

(Amounts in Philippine Pesos)

CASH FLOWS FROM OPERATING ACTIVITIES
Profit before tax
Adjustments for:
Interest income
Interest received
Interest paid
Interest expense
Impairment losses
Depreciation and amortization
Gain on sale of assets

Share in net income of subsidiaries
Operating profit before working capital changes
Decrease in financial assets at fair value through profit or loss
Increase in loans and receivables
Decrease (increase) in investment properties
Decrease (increase) in assets held-for-sale and disposal group
Increase in other resources
Increase in deposit liabilities
Increase in manager’s check payable
Increase (decrease) in accrued interest, taxes and other expenses
Increase in other liabilities
Cash from operations

Cash paid for income taxes
Net Cash From Operating Activities

CASH FLOWS FROM INVESTING ACTIVITIES
Acquisition of investment securities at amortized cost
Proceeds from maturity of investment securities at amortized cost
Acquisitions of bank premises, furniture, fixtures and equipment
Proceeds from redemption and sale of investment securities at amortized cost
Proceeds from disposals of bank premises, furnitures, fixtures and equipment

Dividend received

Net Cash From (Used in) Investing Activities

CASH FLOWS FROM FINANCING ACTIVITIES
Proceeds from bills payable
Payments of bills payable

Cash Used in Financing Activities
NET INCREASE (DECREASE) IN CASH AND CASH EQUIVALENTS

CASH AND CASH EQUIVALENTS AT BEGINNING OF YEAR
Cash and other cash items
Due from Bangko Sentral ng Pilipinas
Due from other banks

Loans and receivables arising from reverse repurchase agreement

CASH AND CASH EQUIVALENTS AT END OF YEAR
Cash and other cash items
Due from Bangko Sentral ng Pilipinas
Due from other banks

Loans and receivables arising from reverse repurchase agreement

Notes

2017

7,8,9

14,15
9,12
11,12
8,9, 11,
12,13
10

11

11
10

15

See Notes to Financial Statements.

1,381,656,164

6,787,077,364 )
6,672,834,693
1,502,169,622 )
1,560,513,633
793,335,334
458,566,034

90,325,959 )
72,124,273 )

2,415,208,640
9,911,664,373 )
746,257,011 )
1,212,678,370
219,634,557 )
6,923,843,177
218,558,362
159,004,488 )
628,514,769

362,242,889
116,461,389 )

245,781,500

5,810,114,565 )
1,019,031,664

245,597,641 )
168,866,772
45,782,686
21,652,651

4,800,378,433 )

820,000,000
820,000,000 )

4,554,596,933 )

4,146,105,882
14,712,658,644
1,994,411,693
2,958,465,090

23,811,641,309

4,457,783,721
10,332,553,346
2,153,704,387
2,313,002,922

19,257,044,376

2016

P

1,034,641,408

6,106,297,926)
6,030,358,708
1,188,734,776)
1,269,000,177
807,718,818
424,043,497

120,618,150 )
7,326,646 )

2,142,785,110
11,839
9,408,709,549 )
183,383,529
253,796,710
1,037,251,576 )
14,785,909,199
32,393,360
23,186,895
696,819,939

7,164,732,036
114,087,056 )

7,050,644,980

715,359,120 )
1,076,429,018

223,675,048
3,147,248,052
11,872,979
72,175,500

3,368,691,381

67,980,981,051
67,980,981,051 )

10,419,336,361

3,943,015,524
7,523,946,480
1,925,342,044

13,392,304,948

4,146,105,882
14,712,658,644
1,994,411,693
2,958.465,090

23,811,641,309




RCBC SAVINGS BANK, INC.

(A Wholly Owned Subsidiary of Rizal Commercial Banking Corporation)
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2017 AND 2016
(Amounts in Philippine Pesos)

CORPORATE MATTERS
1.1 Incorporation and Operations

RCBC Savings Bank, Inc. (the Bank) was incorporated in the Philippines on January 15,
1996. The Bank provides traditional consumer banking products and services such as
deposit products, home mortgage loans, auto loans and personal loans. The Bank has
154 banking offices nationwide.

The Bank is a wholly owned subsidiary of Rizal Commercial Banking Corporation
(RCBC or the Parent Bank), an entity incorporated and domiciled in the Philippines.
RCBC is a universal bank engaged in all aspects of banking. It provides products and
services related to traditional loans and deposits, trade finance, domestic and foreign fund
transfers or remittance, cash management, treasury, and trust and custodianship services.
RCBC is a publicly listed bank at the Philippine Stock Exchange. The Parent Bank is a
42.45% owned subsidiary of Pan Malayan Management and Investment Corporation
(PMMIC or the ultimate parent company), a company incorporated and domiciled in the
Philippines. PMMIC is the holding company of the flagship institutions of the Yuchengco
Group of Companies, with registered business address located at 48th Floor, Yuchengco
Tower, RCBC Plaza, 6819 Ayala Avenue, Makati City.

As a banking institution, the Bank’s operations are regulated and supervised by the Bangko
Sentral ng Pilipinas (BSP). As such, the Bank is required to comply with banking rules and
regulations such as those relating to maintenance of reserve requirements on deposit
liabilities and deposit substitutes and those relating to the adoption and use of safe and
sound banking practices, among others, as promulgated by the BSP. The Bank’s activities
are subject to the provisions of the General Banking Law of 2000 [Republic Act (RA)

No. 8791] and other related banking laws.

The Bank’s registered office, which is also its principal place of business, is located at RCBC
Savings Bank Corporate Center, 26" and 25" Streets, Bonifacio Global City, Taguig City.

The registered office of RCBC, which is also its principal place of business, is located at
Yuchengco Tower, RCBC Plaza, 6819 Ayala Avenue cor. Sen Gil Puyat Avenue,
Makati City.

1.2 Approval of Financial Statements

The financial statements of the Bank as of and for the year ended December 31, 2017
(including the comparative financial statements as of and for the year ended December 31,
2016) were authorized for issue by the Bank’s Board of Directors (BOD) on February 19,
2018.



SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The significant accounting policies that have been used in the preparation of these financial
statements are summarized below. These policies have been consistently applied to all the
years presented, unless otherwise stated.

2.1

(a)

()

(¢)

Basis of Preparation of Financial Statements
Statement of Compliance with Philippine Financial Reporting Standards

The financial statements of the Bank have been prepared in accordance with the
Philippine Financial Reporting Standards (PFRS). PFRS are adopted by the Financial
Reporting Standards Council (FRSC) from the pronouncements issued by the
International Accounting Standards Board, and approved by the Philippine Board of
Accountancy.

These financial statements have been prepared using the measurement bases specified
by PFRS for each type of asset, liability, income and expense. The measurement bases
are more fully described in the accounting policies that follow.

Presentation of Financial Statements

The financial statements are presented in accordance with Philippine Accounting
Standards (PAS) 1, Presentation of Financial Statements. The Bank presents all items of
income and expenses in two statements: a “statement of profit or loss” and a
“statement of comprehensive income.”

The Bank presents a third statement of financial position as at the beginning of the
preceding period when it applies an accounting policy retrospectively, or makes a
retrospective restatement or reclassification of items that has a material effect on the
information in the statement of financial position at the beginning of the preceding
period. The related notes to the third statement of financial position are not required
to be disclosed.

Functional and Presentation Currency

These financial statements are presented in Philippine pesos, the Bank’s functional and
presentation currency, and all values represent absolute amounts except when
otherwise indicated.

Items included in the financial statements of the Bank are measured using its
functional currency, the currency of the primary economic environment in which the
Bank operates. The financial statements of the Bank’s foreign currency deposit unit
(FCDU), which are expressed in United States (US) dollar as its functional currency are
translated to Philippine pesos based on Philippine Dealing System closing rates
(PDSCR) at the end of the reporting period (for resources and liabilities) and at the
average PDSCR for the period (for income and expenses).
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2.2 Adoption of New and Amended PFRS
(a)  Effective in 2017 that are Relevant to the Bank

The Bank adopted for the first time the following amendments and annual
improvements to PFRS, which are mandatorily effective for annual periods
beginning on or after January 1, 2017:

PAS 7 (Amendments) :  Statement of Cash Flows —
Disclosure Initiative
PAS 12 (Amendments) :  Income Taxes — Recognition of Deferred

Tax Assets for Unrealized Losses
Annual Improvements to
PERS (2014-2016 Cycle)
PFRS 12 :  Disclosure of Interest in Other Entities —
Scope Clarification on Disclosure of
Summarized Financial Information for
Interests Classified as Held for Sale

Discussed below and in the next page are the relevant information about these
amendments and improvements.

i) PAS 7 (Amendments), Statement of Cash Flows — Disclosure Initiative.
The amendments are designed to improve the quality of information provided
to users of financial statements about changes in an entity’s debt and related
cash flows (and non-cash changes). They require an entity to provide
disclosures that enable users to evaluate changes in liabilities arising from
financing activities. An entity applies its judgment when determining the exact
form and content of the disclosures needed to satisfy this requirement.
Moreover, they suggest a number of specific disclosures that may be necessary
in order to satisfy the above requirement, including:

e  changes in liabilities arising from financing activities caused by changes in
financing cash flows, foreign exchange rates or fair values, or obtaining or
losing control of subsidiaries or other businesses; and,

e areconciliation of the opening and closing balances of liabilities arising
from financing activities in the statement of financial position including
those changes identified immediately above.

The application of this amendment did not result in additional disclosure in the
Bank’s financial statements as it has no outstanding liabilities arising from
financing activities as of December 31, 2017 and 2016.



(i)

(iii)
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PAS 12 (Amendments), Income Taxes — Recognition of Deferred Tax Assets for
Unrealized Losses. The focus of the amendments is to clarify how to account for
deferred tax assets related to debt insttuments measured at fair value,
particularly where changes in the market interest rate decrease the fair value of a
debt instrument below cost. The amendments provide guidance in the
following areas where diversity in practice previously existed: (a) existence of a
deductible temporary difference; (b) recovering an asset for more than its
carrying amount; (c) probable future taxable profit against which deductible
temporary differences are assessed for utilization; and, (d) combined versus
separate assessment of deferred tax asset recognition for each deductible
temporary difference. The application of this amendment has had no impact on
the Bank’s financial statements.

Annual Improvements to PFRS (2014-2016) Cycle on PERS 12, Disclosure of
Interest in Other Entities — Scope Clarification on Disclosure of Summarized Financial
Information for Interests Classified as Held for Sale. 'The amendment clarifies that the
disclosure requirements of PFRS 12 applies to interest in other entities classified
as held for sale with practical concession in the presentation of summarized
financial information. The amendment states that an entity need not present
summarized financial information for interests in subsidiaries, associates, or
joint ventures that are classified as held for sale. The application of this
amendment has no significant impact the Bank’s financial statements as the
Bank did not present anymore the financial information for its interests in other
entity classified as held for sale.

(b)  Effective Subsequent to 2017 but not Adepted Early

There are new PFRS, amendments to and interpretations of existing standards
effective for annual periods subsequent to 2017, which are adopted by the FRSC.
Management will adopt the following relevant pronouncements in accordance with
their transitional provisions; and, unless otherwise stated, none of these are expected
to have significant impact on the Bank’s financial statements:

@

()

PAS 40 (Amendment), Investment Property — Reclassification to and from Investment
Property (effective from January 1, 2018). The amendment states that an entity
shall transfer a property to, or from, investment property when, and only when,
there is evidence of a change in use. A change of use occurs if property meets,
or ceases to meet, the definition of investment property. A change in
management’s intentions for the use of a property by itself does not constitute
evidence of a change in use. The amendment provided a non-exhaustive list of
examples constituting change in use.

PERS 9 (2014), Financial Instruments (etfective from January 1, 2018). This new
standard on financial instruments will replace PAS 39, Financial Instruments:
Recognition and Measurement, and PFRS 9 (2009, 2010 and 2013 versions — herein
referred to as PFRS 9). In addition to the principal classification categories for
financial assets and financial liabilities which were early adopted by the Bank on
January 1, 2014, PFRS 9 (2014) includes the following major provisions:

e limited amendments to the classification and measurement requirements
for financial assets introducing a fair value measurement for eligible debt
securities; and,



(iif)

e an expected loss model in determining impairment of all financial assets
that are not measured at fair value through profit or loss (FVPL), which
generally depends on whether there has been a significant increase in
credit risk since initial recognition of a financial asset.

In view of the Bank’s early adoption of PFRS 9, management has conducted an
assessment and comprehensive study of the Bank’s financial assets and
liabilities as at December 31, 2017, which has been limited to the facts and
circumstances existing at that date. Management has determined the impact of
PFRS 9 (2014) on the financial statements as indicated below:

e  Debt securities held for collecting contractual cash flows solely for
payment of principal and interest (SPPI) will continue to be classified as
investment securities at amortized cost.

e Inapplying the expected credit loss (ECL) methodology of PFRS 9 (2014),
the Bank has adopted an ECL model for its loans and receivables in
accordance with the prescription of the standard. On the other hand, ECL
on government bonds and corporate bonds classified as financial asset at
amortized cost shall be measured using 12-month ECL as these financial
assets are assessed to have low credit risk, considering their respective
credit ratings. Management has assessed that the application of the ECL.
model will result in an increase in the required allowance for impairment of
certain financial instruments as at the beginning of the next reporting
period and in impairment losses in that period as compared with the
amount that would have been recognized under the impairment provisions
of PAS 39.

PYRS 15, Revenue from Contract with Customers (effective from January 1, 2018).
This standard will replace PAS 18, Revenue, and PAS 11, Construction Contracts,
the related Interpretations on revenue recognition: International Financial
Reporting Interpretations Committee (IFRIC) 13, Customer Loyalty Programmes,
IFRIC 15, Agreement for the Construction of Real Estate, IFRIC 18, Transfers of Assets
[from Customers and Standing Interpretations Committee 31, Revenue — Barter
Transactions Involving Advertising Services. This new standard establishes a
comprehensive framework for determining when to recognize revenue and how
much revenue to recognize. The core principle in this standard is for an entity
to recognize revenue to depict the transfer of promised goods or services to the
customer in an amount that reflects the consideration to which the entity
expects to be entitled in exchange for those goods or services.

Based on an assessment of the Bank’s revenue streams as at December 31,
2017, which has been limited to the facts and circumstances existing at that
date, management determined that its significant sources of revenues pertain to
its lending and investing activities which generate interest income, loan
origination fees and service charges and penalties. Except for service charges
and penalties, substantial amount of the Bank’s revenues are generated from
financial instruments which are outside the scope of PFRS 15.



(iv)
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(vi)

-6-

IFRIC 22, Foreign Currency Transactions and Advance Consideration — Interpretation on
Foreign Currency Transactions and Advance Consideration (effective from January 1,
2018). The interpretation provides more detailed guidance on how to account
for transactions that include the receipt or payment of advance consideration in
a foreign currency. The Interpretation states that the date of the transaction,
for the purpose of determining the exchange rate, is the date of initial
recognition of the non-monetary asset (arising from advance payment) or
liability (arising from advance receipt). If there are multiple payments or
receipts in advance, a date of transaction is established for each payment or
receipt. Management has initially assessed that this amendment has no material
impact on the Bank’s financial statements.

PFRS 9 (Amendment), Financial Instruments — Prepayment Features with Negative
Compensation (effective from January 1, 2019). The amendment clarifies that
prepayment features with negative compensation attached to financial
instruments may still qualify under the SPPI test. As such, the financial assets
containing prepayment features with negative compensation may still be
classified at amortized cost or at fair value through other comprehensive
income. Management is currently assessing the impact of this new standard on
the Bank’s financial statements.

PEFRS 16, Leases (effective from January 1, 2019). The new standard will
eventually replace PAS 17, Leases.

For lessees, it requires to account for leases “on-balance sheet” by recognizing a
“right-of-use” asset and a lease liability. The lease liability is initially measured
as the present value of future lease payments. For this purpose, lease payments
include fixed, non-cancellable payments for lease elements, amounts due under
residual value guarantees, certain types of contingent payments and amounts
due during optional periods to the extent that extension is reasonably certain.
In subsequent periods, the “right-of-use” asset is accounted for similar to a
purchased asset subject to depreciation or amortization. The lease liability is
accounted for similar to a financial liability which is amortized using the
effective interest method. However, the new standard provides important
reliefs or exemptions for short-term leases and leases of low value assets. If
these exemptions are used, the accounting is similar to operating lease
accounting under PAS 17 where lease payments are recognized as expenses on
a straight-line basis over the lease term or another systematic basis

(if more representative of the pattern of the lessee’s benefit).

For lessors, lease accounting is similar to PAS 17’s. In particular, the
distinction between finance and operating leases is retained. The definitions of
each type of lease, and the supporting indicators of a finance lease, are
substantially the same as PAS 17’s. The basic accounting mechanics are also
similar, but with some different or more explicit guidance in few areas. These
include variable payments, sub-leases, lease modifications, the treatment of
initial direct costs and lessor disclosures.

Management is currently assessing the impact of this new standard on the
Bank’s financial statements.



(vi)

(vii)

(ix)

IFRIC 23, Uncertainty over Income Tax Treatments (effective from January 1, 2019).
The interpretation provides clarification on the determination of taxable profit,
tax bases, unused tax losses, unused tax credits, and tax rates when there is
uncertainty over income tax treatments. The core principle of the
interpretation requires the Bank to consider the probability of the tax treatment
being accepted by the taxation authority. When it is probable that the tax
treatment will be accepted, the determination of the taxable profit, tax bases,
unused tax losses, unused tax credits, and tax rates shall be on the basis of the
accepted tax treatment. Otherwise, the Bank has to use the most likely amount
or the expected value, depending on the surrounding circumstances, in
determining the tax accounts identified immediately above. Management is
currently assessing the impact of this new standard on the Bank’s financial
statements.

Annual Improvements to PFRS 2015-2017 Cycle (effective from January 1,
2019. Among the improvements, the following amendments are relevant to
the Bank but had no material impact on the Bank’s financial statements as
these amendments merely clarify existing requirements:

e PAS 12 (Amendments), Income Taxes — Tax Consequences of Dividends. The
amendments clarify that all income tax consequence of dividend payments
should be recognized in profit or loss.

e PAS 23 (Amendments), Borrowing Costs — Eligibility for Capitalization. The
amendments clarify that any specific borrowing which remains outstanding
after the related qualifying asset is ready for its intended purpose, such
borrowing will then form part of the entity’s general borrowings when
calculating the capitalization rate for capitalization purposes.

e PFERS 3 (Amendments), Business Combinations and PFRS 11 (Amendments),
Joint Arrangements — Remeasurement of Previously Held Interests in a Joint Operation.
The amendments clarify that previously held interest in a joint operation
shall be remeasured when the Bank obtains control of the business. On
the other hand, previously held interests in a joint operation shall not be
remeasured when the Bank obtains joint control of the business.

PFRS 10 (Amendments), Consolidated Financial S tatements, and

PAS 28 (Amendments), Investments in Associates and Joint Ventures — Sale or
Contribution of Assets between an Investor and its Associates or Joint 1 enture

(effective date deferred indefinitely). The amendments to PFRS 10 require full
recognition in the investor’s financial statements of gains or losses arising on
the sale or contribution of assets that constitute a business as defined in

PERS 3, Business Combinations, between an investor and its associate or joint
venture. Accordingly, the partial recognition of gains or losses (i.e., to the
extent of the unrelated investor’s interests in an associate or joint venture) only
applies to those sale of contribution of assets that do not constitute a business.
Corresponding amendments have been made to PAS 28 to reflect these
changes. In addition, PAS 28 has been amended to clarify that when
determining whether assets that are sold or contributed constitute a business,
an entity shall consider whether the sale or contribution of those assets is part
of multiple arrangements that should be accounted for as a single transaction.
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2.3 Separate Financial Statements and Investments in Subsidiaries

These financial statements are prepared as the Bank’s separate financial statements. As
allowed under existing financial reporting standards, the Bank has not presented
consolidated financial statements because it is itself a wholly owned subsidiary of RCBC,
which presents consolidated financial statements available for public use that comply with
PFRS. Moreover, the Bank’s debt or equity securities are not traded in organized financial
market and the Bank is not in the process of filing its financial statements with securities
commissions or other regulatory organization for the purpose of issuing any class of
instruments in an organized financial market.

Subsidiaries are entities (including structured entities) over which the Bank has control.
The Bank controls an entity when (1) it has power over the entity, (i) it is exposed, or has
rights to, variable returns from its involvement with the entity, and, (iii) it has the ability to
affect those returns through its power over the entity.

Any goodwill arising from the acquisition of investments in subsidiaries, representing the
excess of the acquisition costs over the fair value of the Bank’s share in the identifiable net
assets of the acquired subsidiaries or associates at the date of acquisition, is included in the
amount recognized as investments in subsidiaries.

The Bank reassesses whether or not it controls an entity if facts and circumstances indicate
that there are changes to one or more of the three elements of controls indicated above.

The Bank’s investments in subsidiaries are initially recognized at cost and subsequently
accounted for in these separate financial statements using the equity method. Under the
equity method, all subsequent changes to the ownership interest in the equity of the
subsidiaries are recognized in the Bank’s carrying amount of the investments. Changes
resulting from the profit or loss generated by the subsidiaries are credited or charged against
the Share in Net Income or Losses of Subsidiaries account in the statement of profit or loss.
Dividends received are accounted for as reduction in the carrying value of the investments.

Changes resulting from other comprehensive income of the subsidiaries or items recognized
directly in the subsidiaries’ equity are recognized in other comprehensive income or equity of
the Bank, as applicable. However, when the Bank’s share of losses in subsidiaries equals or
exceeds its interest in the subsidiaries, including any other unsecured receivables, the Bank
does not recognize further losses, unless it has incurred obligations or made payments on
behalf of the subsidiaries. If the subsidiaries subsequently report profits, the investor
resumes recognizing its share of those profits only after its share of the profits exceeds the
accumulated share of losses that has previously not been recognized.

Impairment loss is provided when there is objective evidence that the investments in
subsidiaries will not be recovered (see Note 2.18).

2.4 Financial Assets

Financial assets are recognized when the Bank becomes a party to the contractual terms of
the financial instrument. For purposes of classifying financial assets, an instrument is
considered as an equity instrument if it is non-derivative and meets the definition of an
equity for the issuer in accordance with the criteria under PAS 32, Financial Instruments:
Presentation. All other non-derivative financial instruments are treated as debt instruments.

Regular purchases and sales of financial assets are recognized on their settlement date.
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Classification, Measurement and Reclassification of Financial Assets

The classification and measurement of financial assets is driven by the entity’s business
model for managing the financial assets and the contractual cash flow characteristics of
the financial assets. The classification and measurement of financial assets are
described below and in the succeeding pages.

(1) Financial Assets at Amortized Cost

Financial assets are measured at amortized cost if both of the following conditions are
met:

e the asset is held within the Bank’s business model whose objective is to hold
financial assets in order to collect contractual cash flows; and,

e the contractual terms of the instrument give rise on specified dates to cash flows
that are SPPI on the principal amount outstanding.

Financial assets meeting these criteria are measured initially at fair value plus
transaction costs. They are subsequently measured at amortized cost using the
effective interest method, less any impairment in value.

The Bank’s financial assets at amortized cost are presented in the statement of
financial position as Cash and Other Cash Items, Due from BSP, Due from Other
Banks, Loans and Receivables Arising from Reverse Repurchase Agreement, Loans
and Receivables, Security deposits under Other Resources account and Investment
securities at amortized cost under Trading and Investment Securities account.

For purposes of cash flows reporting and presentation, cash and cash equivalents
comprise accounts with original maturities of three months or less, including cash and
other cash items and unrestricted balances due from BSP and due from other banks
and loans and receivables arising from reverse repurchase agreement. These generally
include cash on hand, demand deposits and short-term, highly liquid investments
readily convertible to known amounts of cash and which are subject to insignificant
risk of changes in value.

The Bank may irrevocably elect at initial recognition to classify a financial asset that
meets the amortized cost criteria above as at FVPL if that designation eliminates or
significantly reduces an accounting mismatch had the financial asset been measured at
amortized cost. In 2017 and 2016, the Bank has not made such designation.

(i7) Financial Assets at Fair VValue Through Profit or Loss

Debt instruments that do not meet the amortized cost criteria, or that meet the criteria
but the Bank has chosen to designate as at FVPL at initial recognition, are measured at
FVPL. Equity investments are classified as financial assets at FVPL, unless the Bank
designates an equity investment that is not held for trading as at fair value through
other comprehensive income (FVOCI) at initial recognition. The Bank’s financial
assets at FVPL include government securities and corporate bonds which are held for
trading purposes.
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A financial asset is considered as held for trading if:
e it has been acquired principally for the purpose of selling it in the near term;

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

e itisa derivative that is not designated and effective as a hedging instrument or
financial guarantee.

Financial assets at FVPL are measured at fair value. Unrealized gains and losses arising
from changes (mark-to-market) in the fair value of the financial assets at FVPL
category are included in Trading gains or losses under Other Operating Income or
Expenses account in the statement of profit or loss in the period in which they arise,
while realized gains or losses arising from disposals of these instruments are
recognized as Gain or Loss on Sale of Assets in profit or loss.

Interest earned on these investments is reported in profit or loss under Interest
Income account, while dividend income is reported in profit or loss as part of Other
Income under Other Operating Income account.

(i2i) Financial Assets at Fair Value Through Other Comprebensive Income

At initial recognition, the Bank can make an irrevocable election (on an
instrument-per-instrument basis) to designate equity investments as at FVOCI;
however, such designation is not permitted if the equity investment is held by the Bank
for trading. The Bank has not designated any equity instruments as at FVOCI.

Financial assets at FVOCI are initially measured at fair value plus transaction costs.
Subsequently, they are measured at fair value, with no deduction for any disposal costs.
Gains and losses arising from changes in fair value, including the foreign exchange
component, are recognized in other comprehensive income, net of any effects arising
from income taxes, and are reported as part of Revaluation Reserves account in equity.
When the asset is disposed of, the cumulative gain or loss previously recognized in the
Revaluation Reserves account is not reclassified to profit or loss, but is reclassified
directly to Surplus account.

Any dividends earned on holding these equity instruments are recognized in profit or
loss as part of Miscellaneous under Other Operating Income account, when the Bank’s
right to receive dividends is established in accordance with PAS 18, unless the
dividends cleatly represent recovery of a part of the cost of the investment.

The Bank can only reclassify financial assets if the objective of its business model for
managing those financial assets changes. Accordingly, the Bank is required to
reclassify financial assets (i) from amortized cost to FVPL, if the objective of the
business model changes so that the amortized cost criteria are no longer met; and,
(i) from FVPL to amortized cost, if the objective of the business model changes so
that the amortized cost criteria start to be met and the characteristic of the
instrument’s contractual cash flows meet the amortized cost criteria.

A change in the objective of the Bank’s business model must be effected before the
date of the reclassification which pertains to the beginning of the next reporting period
following the change in the business model.
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Non-compounding interest, dividend income and other cash flows resulting from
holding financial assets are recognized in profit or loss when earned, regardless of how
the related carrying amount of financial assets is measured. Interest calculated using
the effective interest method for all categories of financial assets is recognized in the
statement of profit or loss (see Note 2.14).

Impairment of Financial Assets

The Bank assesses at the end of each reporting period whether there is objective
evidence that a financial asset or group of financial assets is impaired. A financial asset
or a group of financial assets is impaired and impairment losses are incurred if, and
only if, there is objective evidence of impairment as a result of one or more events that
occurred after the initial recognition of the asset (a loss event) and that loss event

(or events) has an impact on the estimated future cash flows of the financial assets or
group of financial assets that can be reliably estimated.

Objective evidence that a financial asset or group of assets is impaired includes
observable data that comes to the attention of the Bank about the following loss
events:

(i)  significant financial difficulty of the issuer or obligor;

(i)  a breach of contract, such as a default or delinquency in interest or principal
payments;

(i) the Bank granting the borrower, for economic or legal reasons relating to the
borrower’s financial difficulty, a concession that the lender would not otherwise
consider;

(iv) it becoming probable that the borrower will enter bankruptcy or other financial
reorganization;

(v)  the disappearance of an active market for that financial asset because of financial
difficulties; or,

(vi) observable data indicating that there is a measurable decrease in the estimated
tuture cash flows from a group of financial assets since the initial recognition of
those assets, although the decrease cannot yet be identified with the individual
financial assets in the group, including: adverse changes in the payment status of
borrowers in the group, or national or local economic conditions that correlate
with defaults on the assets in the group.

For financial assets classified and measured at amortized cost, the Bank first assesses
whether objective evidence of impairment exists individually for financial assets that
are individually significant and individually or collectively for financial assets that are
not individually significant. If the Bank determines that no objective evidence of
impairment exists for an individually assessed financial asset, whether significant or
not, it includes the asset in a group of financial assets with similar credit risk
characteristics and collectively assesses them for impairment. Assets that are
individually assessed for impairment and for which an impairment loss is or continues
to be recognized are not included in a collective assessment of impairment.
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If there is objective evidence that an impairment for individually assessed financial
assets has been incurred, the amount of the loss is measured as the difference between
the asset’s carrying amount and the present value of estimated future cash flows
(excluding future credit losses that have not been incurred) discounted at the financial
asset’s original effective interest rate. The carrying amount of the asset is reduced
through the use of an allowance account and the amount of the loss is recognized in
profit or loss. If a financial asset has a variable interest rate, the discount rate for
measuring any impairment loss is the current effective interest rate determined under
the contract. As a practical expedient, the Bank may measure impairment on the basis
of an instrument’s fair value using an observable market price.

The calculation of the present value of the estimated future cash flows of a
collateralized financial asset reflects the cash flows that may result from foreclosure
less costs for obtaining and selling the collateral, whether or not foreclosure is

probable.

For the purpose of collective evaluation of impairment for loans and receivables,
financial assets are grouped on the basis of similar credit risk characteristics (i.e., on the
basis of the grading process of the Bank that considers asset type, industry,
geographical location, collateral type, past-due status and other relevant factors). These
characteristics are relevant to the estimation of future cash flows for groups of such
assets by being indicative of the debtors’ ability to pay all amounts due according to the
contractual terms of the assets being evaluated.

Future cash flows in a group of financial assets that are collectively evaluated for
impairment are estimated on the basis of the contractual cash flows of the assets in the
group and historical loss experience for assets with credit risk characteristics similar to
those in the group. Historical loss experience is adjusted on the basis of current
observable data to reflect the effects of current conditions that did not affect the
period on which the historical loss experience is based and to remove the effects of
conditions in the historical period that do not exist currently.

Estimates of changes in future cash flows for groups of assets should reflect and be
directionally consistent with changes in related observable data from period to period
(for example, changes in unemployment rates, property prices, payment status, or
other factors indicative of changes in the probability of losses in the group and their
magnitude). The methodology and assumptions used for estimating future cash flows
are reviewed regularly by the Bank to reduce any differences between loss estimates
and actual loss experience.

When possible, the Bank seeks to restructure loans rather than to take possession of
the collateral. This may involve extending the payment arrangement and agreement
for new loan conditions. Management continuously reviews restructured loans to
ensure that all criteria evidencing the good quality of the loan are met and that future
payments are likely to occur. The loans continue to be subject to an individual or
collective impairment assessment, calculated using the loan’s original effective
interest rate. The difference between the recorded sale of the original loan and the
present value of the restructured cash flows, discounted at the original effective
interest rate, is recognized as part of Impairment Losses account in profit or loss.
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When a loan receivable is determined to be uncollectible, it is written off against the
related allowance for impairment. Such loan receivable is written off after all the
prescribed procedures have been completed and the amount of the loss has been
determined. Subsequent recoveries of amounts previously written off decrease the
amount of impairment losses in profit or loss.

If, in a subsequent period, the amount of the impairment loss decreases and the
decrease can be related objectively to an event occurring after the impairment was
recognized (such as an improvement in the debtor’s credit rating), the previously
recognized impairment loss is reversed by adjusting the allowance account. The
amount of the reversal is recognized in statement of profit or loss.

(¢)  Derecognition of Financial Assets

A financial asset (or where applicable, a part of a financial asset or part of a group of
financial assets) is derecognized when the contractual rights to receive cash flows from
the financial instruments expire, or when the financial assets and all substantial risks
and rewards of ownership have been transferred to another party. If the Bank neither
transfers nor retains substantially all the risks and rewards of ownership and continues
to control the transferred asset, the Bank recognizes its retained interest in the asset
and an associated liability for amounts it may have to pay. If the Bank retains
substantially all the risks and rewards of ownership of a transferred financial asset, the
Bank continues to recognize the financial asset and also recognizes a collateralized
borrowing for the proceeds received.

2.5 Offsetting of Financial Instruments

Financial assets and financial liabilities are offset and the resulting net amount, considered as
a single financial asset or financial liability, is reported in the statement of financial position
when the Bank currently has legally enforceable right to set off the recognized amounts and
there is an intention to settle on a net basis, or realize the asset and settle the liability
simultaneously. The right of set-off must be available at the end of the reporting period,
that is, it is not contingent on future event. It must also be enforceable in the normal course
of business, in the event of default, and in the event of insolvency or bankruptcy; and, must
be legally enforceable for both entity and all counterparties to the financial instruments.

2.6 Bank Premises, Furniture, Fixtures and Equipment

Land is stated at cost less impairment losses, if any. All other bank premises, furniture,
fixtures and equipment are carried at cost less accumulated depreciation and amortization
and any impairment in value.

The cost of bank premises, furniture, fixtures and equipment consists of its purchase price
and any directly attributable costs of bringing the asset to its working condition and location
for its intended use. Expenditures for additions, major improvements and renewals are
capitalized, while expenditures for repairs and maintenance are charged to expense as
incurred.
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Depreciation is computed on the straight-line basis over the estimated useful lives of the
assets as follows:

Note 2017 2016
Buildings 3.2 (d) 25 years 20 years
Transportation equipment 5 years 5 years
Furniture, fixtures and
other equipment 5-10 years 5-10 years

Leasehold rights and improvements are amortized over the estimated useful lives of the
improvements of 10 years or the terms of the related leases, whichever is shorter.

An asset’s carrying amount is written down immediately to its recoverable amount if the
asset’s carrying amount is greater than its estimated recoverable amount (see Note 2.18).

The residual values, estimated useful lives and method of depreciation and amortization of
bank premises, furniture, fixtures and equipment are reviewed and adjusted if appropriate, at
the end of each reporting period.

An item of bank premises, furniture, fixtures and equipment, including the related
accumulated depreciation, amortization and impairment loss, is derecognized upon disposal
or when no future economic benefits are expected to arise from the continued use of the
asset. Any gain or loss arising on derecognition of the asset (calculated as the difference
between the net disposal proceeds and the carrying amount of the item) is included in profit
or loss in the year the item is derecognized.

2.7 Investment Properties

Investment properties pertain to land, buildings or condominium units acquired by the
Bank, in settlement of loans from defaulting borrowers through foreclosure or dacion in
payment. These properties are neither held by the Bank for sale in the next 12 months nor
used in the rendering of services or for administrative purposes.

Investment properties are stated at cost, less accumulated depreciation and any impairment
losses (see Note 2.18). The cost of an investment property comprises its purchases price
and directly attributable costs incurred such as legal fees, transfer taxes and other transaction
costs.

Transfers from other accounts (such as bank premises, furniture, fixtures and equipment) are
made to investment properties when and only when, there is a change in use, evidenced by
ending of owner-occupation or commencement of an operating lease to another party or
holding the property for capital appreciation, while transfers from investment properties are
made when, and only when, there is a change in use, evidenced by commencement of
owner-occupation or commencement of development with a view to sell.

Depreciation and impairment losses are recognized in the same manner as in bank premises.

Investment properties, including the related accumulated depreciation and any impairment
losses, are derecognized upon disposal or when permanently withdrawn from use and no
future economic benefit is expected from its disposal. Any gain or loss on the retirement or
disposal of investment properties is recognized in profit or loss as part of the Gain on Sale
of Assets account under Other Operating Income, in the year of retirement or disposal.

Investment property is derecognized upon disposal or when permanently withdrawn from
use and no future economic benefit is expected from its disposal.
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2.8 Assets Held-for-Sale and Disposal Group

Assets held-for-sale pertain to transportation equipment and real and other properties
acquired through repossession or foreclosure that the Bank intends to sell within one year
from the date of classification as held for sale and remains committed to immediately
dispose the assets through an active marketing plan. Assets held for disposal group pertains
to the Bank’s investments in the shares of stock of its subsidiaries which the Bank has
committed to liquidate under its equity divestment program in compliance with the mandate
of the BSP (see Note 13.1.3).

The Bank classifies an asset (or disposal group) as held-for-sale if its carrying amount will be
recovered principally through a sale transaction rather than through continuing use. In the
event that the sale of the asset is extended beyond one year, the extension of the period
required to complete the sale does not preclude an asset from being classified as held for sale
if the delay is caused by events or circumstances beyond the Bank’s control and there is
sufficient evidence that the Bank remains committed to its plan to sell the asset.

Assets held-for-sale and disposal group are measured at the lower of their carrying amounts,
immediately prior to their classification as held for sale, and their fair value less costs to sell.
These assets are not subject to depreciation. If the Bank has classified an asset as
held-for-sale or disposal group, but the criteria for it to be recognized as held-for-sale or
disposal group are no longer satisfied, the Bank shall cease to classify the asset as such.

The Bank recognizes an impairment loss for any initial or subsequent write-down of the
assets held-for-sale and disposal group to fair value less cost to sell, to the extent that it has
not been previously recognized in profit or loss. On the other hand, any gain from any
subsequent increase in fair value less to costs to sell of an asset up to the extent of the
cumulative impairment loss that has been previously recognized is recognized in profit or
loss.

Assets that ceases to be classified as held-for-sale is measured at the lower of: (a) its carrying
amount before the asset was classified as held for sale, adjusted for any depreciation,
amortization or revaluations that would have been recognized had the asset not been
classified as held for sale; and, (b) its recoverable amount at the date of the subsequent
decision not to sell. Any adjustment to the carrying amount of an asset that ceases to be
classified as held for sale resulting in either a gain or loss, is recognized in profit or loss.

The gain or loss arising from the sale or remeasurement of assets held-for-sale or disposal
group is recognized in profit or loss and is included in the Gain on Sale of Assets or
Miscellaneous Expenses account under Other Operating Income or Other Operating
Expenses in the statement of profit or loss, respectively.

2.9 Intangible Assets

Intangible assets include goodwill and software used in operations and administration
which are accounted for under the cost model are reported under Other Resources
account in the statement of financial position. The cost of the asset is the amount of cash
or cash equivalents paid or the fair value of the other considerations given to acquire an
asset at the time of its acquisition.

Goodwill represents the excess of the cost of acquisition over the fair values of the net
assets purchased from Capitol Development Bank in 1998.
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Goodwill having indefinite useful life is not subject to amortization but require an annual
test for impairment while other intangible assets are subject to impairment testing as
described in Note 2.18.

Capitalized software costs are amortized on a straight-line basis over the estimated useful
lives (ranging from five to ten years) as these intangible assets are considered finite
[see Note 3.2(d)].

Acquired computer software licenses are capitalized on the basis of the costs incurred to
acquire and install the specific software. Costs associated with maintaining computer
software and those costs associated with research activities are recognized as expense in
profit or loss as incurred.

The costs of any internally generated software development are recognized as intangible
assets; they are subject to the same subsequent measurement method as externally
acquired software licenses. Any capitalized internally developed software that is not yet
complete is not amortized but is subject to impairment testing as described in Note 2.18.
Amortization commences upon completion of the asset.

When an intangible asset is disposed of, the gain or loss on disposal is determined as the
difference between the proceeds and the carrying amount of the asset and is recognized in
profit or loss.

2.10 Other Resources

Other resources, excluding items classified as loans and receivables and intangible assets,
pertain to other assets controlled by the Bank as a result of past events. They are recognized
in the financial statements when it is probable that the future economic benefits will flow to
the Bank and the asset has a cost or value that can be measured reliably.

2.11 Financial Liabilities

Financial liabilities which include deposit liabilities, manager’s check payable, accrued interest
and other expenses (except for tax-related payables), and other liabilities (except for
post-employment defined benefit obligation), are recognized when the Bank becomes a
party to the contractual terms of the instrument.

Financial liabilities are recognized initially at their fair value and subsequently measured at
amortized cost using the effective interest method, for maturities beyond one year less
settlement payments. All interest-related charges on financial liabilities are recognized as an
expense in the statement of profit or loss under the caption Interest Expense. Finance
charges, including premiums payable on settlement or redemption and direct issue costs, are
charged to profit or loss on an accrual basis and are added to the carrying amount of the
instrument to the extent that they are not settled in the period when they arise.

The Bank has no financial liabilities measured at FVPL at the end of each reporting period.

Financial liabilities are derecognized from the statement of financial position only when the
obligations are extinguished either through discharge, cancellation or expiration. The
difference between the carrying amount of the financial liability derecognized and the
consideration paid or payable is recognized in profit or loss.
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2.12 Provisions and Contingencies

Provisions are recognized when present obligations will probably lead to an outflow of
economic resources and they can be estimated reliably even if the timing or amount of the
outflow may still be uncertain. A present obligation arises from the presence of a legal or
constructive obligation that has resulted from past events.

Provisions are measured at the estimated expenditure required to settle the present
obligation, based on the most reliable evidence available at the end of the reporting period,
including the risks and uncertainties associated with the present obligation. Where there are
a number of similar obligations, the likelihood that an outflow will be required in settlement
is determined by considering the class of obligations as a whole. When time value of money
is material, long-term provisions are discounted to their present values using a pretax rate
that reflects market assessments and the risks specific to the obligation.

Provisions are reviewed at the end of each reporting period and adjusted to reflect the
current best estimate. In those cases where the possible outflow of economic resource as a
result of present obligations is considered improbable or remote, or the amount to be
provided for cannot be measured reliably, no liability is recognized in the financial
statements. Similarly, possible inflows of economic benefits to the Bank that do not yet
meet the recognition criteria of an asset are considered contingent assets, hence, are not
recognized in the financial statements. On the other hand, any reimbursement that the Bank
can be virtually certain to collect from a third party with respect to the obligation is
recognized as a separate asset not exceeding the amount of the related provision.

2.13 Equity
Capital stock represents the nominal value of shares that have been issued.

Additional paid-in capital includes any premiums received on the issuance of capital stock.
Any transaction costs associated with the issuance of shares are deducted from additional
paid-in capital, net of any related income tax benefits.

Revaluation reserves pertain to remeasurements of post-employment defined benefit plan
based on the accumulated balances of actuarial gains and losses arising from experience
adjustments and changes in actuarial assumptions used in the determination of the defined
benefit obligation.

Reserve for trust business represents the accumulated amount set aside by the Bank under
prevailing regulations, requiring the Bank to carry to surplus 10% of its net profits accruing
from trust business until the surplus shall amount to 20% of its authorized capital stock.
The reserve shall not be paid out in dividends, but losses accruing in the course of the trust
business may be charged against this reserve.

Surplus represents all current and prior period results of operations as reported in the
statement of profit and loss, reduced by the amounts of dividends declared.

2.14 Revenue and Expense Recognition

Revenue is recognized to the extent that the revenue can be reliably measured; it is probable
that the economic benefits will flow to the Bank; and, the costs incurred or to be incurred
can be measured reliably.
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In addition, the following specific recognition criteria must also be met before a revenue is
recognized:

(a)

@

(©

(d)

(¢

Interest income and expenses are recognized in profit or loss for all instruments measured
at amortized cost and financial assets at FVPL (debt securities) using the effective
interest method.

The effective interest method is a method of calculating the amortized cost of a
financial asset or a financial liability and of allocating the interest income or interest
expense over the relevant period. The effective interest rate is the rate that exactly
discounts the estimated future cash payments or receipts through the expected life of
the financial instrument or, when appropriate, a shorter period to the net carrying
amount of the financial asset or financial liability. When calculating the effective
interest rate, the Bank estimates cash flows considering all contractual terms of the
financial instrument (for example, prepayment options) but does not consider future
credit losses. The calculation includes all fees and points paid or received between
parties to the contract that are integral part of the effective interest rate, transaction
costs and all other premiums or discounts.

Once a financial asset or a group of similar financial assets has been written down as a
result of an impairment loss, interest income is recognized using the rate of interest
used to discount the future cash flows for the purpose of measuring the impairment
loss.

Loan fees, which are reported as part of Service Charges, Commissions and Fees
account in the statement of profit or loss, are recognized as earned over the terms of
the credit lines granted to each borrower. Service charges and penalties, also presented as
part of Service Charges, Commissions and Fees, are recognized only upon collection
or accrued when there is a reasonable degree of certainty as to its collectibility.

Dividend income 1s recognized when the Bank’s right to receive payment is established.
Dividend income is included as part of Other Operating Income in the statement of
profit or loss.

Gain on sale of assets, which arises from the disposals of assets held-for-sale, are
recognized when the related risks and rewards of ownership of the assets have already
been transferred to the buyer.

Gain on sale of investment securities, which arises from the disposal of investment securities,
are recognized when the ownership of the security is transferred to the buyer and is
computed as the difference between the selling price and the carrying amount of the
security. Trading gains also result from mark-to-market valuation of the securities at
the valuation date (see Note 2.4).

Costs and expenses are recognized in profit or loss upon utilization of the goods and/or
services or at the date they are incurred. All finance costs are reported in profit or loss on an
accrual basis, except capitalized borrowing costs which are included as part of the cost of the
related qualifying asset, if any (see Note 2.19).
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2.15 Leases

Leases, which do not transfer to the Bank substantially all the risks and benefits of
ownership of the asset, are classified as operating lease. Operating lease payments

(net of any incentive received from the lessor) are recognized as an expense in profit or loss
on a straight-line basis over the lease term. Associated costs, such as repairs and
maintenance and insurance, are expensed as incurred.

The Bank determines whether an arrangement is, or contains, a lease based on the substance
of the arrangement. It makes an assessment of whether the fulfilment of the arrangement is
dependent on the use of a specific asset or assets and the arrangement conveys a right to use
the asset.

A reassessment is made after inception of the lease only if one of the following applies:

(a)  there is a change in contractual terms, other than a renewal or extension of the
arrangement;

(b)  arenewal option is exercised or extension granted, unless that term of the renewal or
extension was initially included in the lease term;

(¢)  there is a change in the determination of whether fulfillment is dependent on a
specified asset; o,

(d)  there is a substantial change to the asset.
2.16 Foreign Currency Transactions and Translation

The accounting records of the Bank are maintained in Philippine pesos, except for the
accounts of the Bank’s FCDU which are maintained in US dollars [see Note 2.1(c)]. Foreign
currency transactions during the period are translated into the functional currency at
exchange rates which approximate those prevailing on transaction dates. Resources and
liabilities denominated in foreign currencies are translated to Philippine pesos at the
prevailing PDSCR at the end of reporting period. Foreign exchange gains and losses
resulting from the settlement of foreign currencies and translation at year-end exchange rates
of monetary assets and liabilities denominated in foreign currencies are recognized in profit
or loss.

2.17 Employee Benefits

The Bank provides employee benefits to employees through a define benefit plan and
defined contribution plan, and other employee benefits which are recognized and measured
as follows:

(a)  Post-employment Defined Benefit Plan

A defined benefit plan is a post-employment plan that defines an amount of
post-employment benefit that an employee will receive on retirement, usually
dependent on one or more factors such as age, years of service and salary. The legal
obligation for any benefits from this kind of post-employment plan remains with the
Bank, even if plan assets for funding the defined benefit plan have been acquired. Plan
assets may include assets specifically designated to a long-term benefit fund, as well as
qualifying insurance policies. The Bank’s post-employment defined benefit plan
covers all regular full-time employees. The pension plan is tax-qualified,
non-contributory and administered by a trustee.
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The liability recognized in the statement of financial position for defined benefit
post-employment plan is the present value of the defined benefit obligation at the end
of the reporting period less the fair value of plan assets. The defined benefit obligation
is calculated annually by independent actuaries using the projected unit credit method.
The present value of the defined benefit obligation is determined by discounting the
estimated future cash outflows for expected benefit payments using a discount rate
derived from the interest rates of zero-coupon government bonds as published by the
Philippine Dealing & Exchange Corp. (PDEx), that are denominated in the currency in
which the benefits will be paid and that have terms to maturity approximating to the
terms of the related post-employment liability.

Remeasurements, comprising of actuarial gains and losses arising from experience
adjustments and changes in actuarial assumptions and the return on plan assets
(excluding amount included in net interest) are reflected immediately in the statement
of financial position with a charge or credit recognized in other comprehensive income
in the period in which they arise. Remeasurements are not reclassified to profit or loss
in subsequent periods.

Net interest is calculated by applying the discount rate at the beginning of the period,
taking account of any changes in the net defined benefit liability or asset during the
period as a result of contributions and benefit payments. Net interest is reported as
part of Other Operating Expenses or Other Operating Income account in the
statement of profit or loss.

Past service costs are recognized immediately in profit or loss in the period of a plan
amendment or curtailment.

Post-employment Defined Contribution Plan

A defined contribution plan is a post-employment plan under which the Bank pays
fixed contributions into an independent entity. The Bank has no legal or constructive
obligations to pay further contributions after payment of the fixed contribution. The
contributions recognized in respect of defined contribution plans are expensed as they
fall due. Liabilities or assets may be recognized if underpayment or prepayment has
occurred and are included in liabilities or assets section of the statement of financial
position.

Termination Benefits

Termination benefits are payable when employment is terminated by the Bank before
the normal retirement date, or whenever an employee accepts voluntary redundancy in
exchange for these benefits. The Bank recognizes termination benefits at the earlier of
when it can no longer withdraw the offer of such benefits or when it recognizes costs
for a restructuring that is within the scope of PAS 37, Provisions, Contingent 1iabilities and
Contingent Assets, and involves the payment of termination benefits. In the case of an
offer made to encourage voluntary redundancy, the termination benefits are measured
based on the number of employees expected to accept the offer. Benefits falling due
more than 12 months after the end of each reporting period are discounted to their
present value.
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(d)  Bonus Plans

The Bank recognizes a liability and an expense for bonuses, based on a formula that is
fixed regardless of the Bank’s income after certain adjustments and does not take into
consideration the profit attributable to the Bank’s shareholders. The Bank recognizes
a provision where it is contractually obliged to pay the benefits, or where there is a past
practice that has created a constructive obligation.

(e)  Compensated Absences

Compensated absences are recognized for the number of paid leave days

(including holiday entitlement) remaining at the end of each reporting period. They
are included as part of Accrued Interest, Taxes and Other Expenses account at the
undiscounted amount that the Bank expects to pay as a result of the unused
entitlement which are expected to be subsequently used.

2.18 Impairment of Non-financial Assets

The Bank’s investments in subsidiaries, bank premises, furniture, fixtures and equipment,
investment properties, other resources (excluding security deposits) and other non-financial
assets are subject to impairment testing. Intangible assets with an indefinite useful life or
those not yet available for use and goodwill are tested for impairment at least annually.

For purposes of assessing impairment, assets are grouped at the lowest levels for which there
are separately identifiable cash flows [cash-generating units (CGU)]. As a result, some assets
are tested for impairment either individually or at the CGU level.

Except for intangible assets with an indefinite useful life (i.e., goodwill) or those not yet
available for use, individual assets or CGU are tested for impairment whenever events or
changes in circumstances indicate that their carrying amount may not be recoverable.

Goodwill is reviewed for impairment, annually or more frequently if events or changes in
circumstances indicate that the carrying value may be impaired. Impairment is determined
for goodwill by assessing the recoverable amount of the CGU (or group of CGUs) to which
the goodwill relates. Where the recoverable amount of the CGU (or group of CGUs) is less
than the carrying amount of the CGU (or group of CGUs) to which goodwill has been
allocated, an impairment loss is recognized immediately in profit or loss. Impairment losses
relating to goodwill cannot be reversed for subsequent increases in its recoverable amount in
future periods.

Impairment loss is recognized in profit or loss for the amount by which the asset’s or
CGU’s carrying amount exceeds its recoverable amount which is the higher of its fair value
less costs to sell and its value in use. In determining value in use, management estimates the
expected future cash flows from each CGU and determines the suitable interest rate in order
to calculate the present value of those cash flows. The data used for impairment testing
procedures are directly linked to the Group’s latest approved budget, adjusted as necessary
to exclude the effects of asset enhancements. Discount factors are determined individually
for each CGU and reflect management’s assessment of respective risk profiles, such as
market and asset-specific risk factors.

All assets other than goodwill are subsequently reassessed for indications that an impairment
loss previously recognized may no longer exist. An impairment loss is reversed if the asset’s
or cash generating unit’s recoverable amount exceeds its carrying amount.
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2.19 Borrowing Costs

Borrowing costs are recognized as expenses in the period in which they are incurred, except
to the extent that they are capitalized. Borrowing costs that are directly attributable to the
acquisition, construction or production of a qualifying asset (i.e., an asset that takes a
substantial period of time to get ready for its intended use or sale) are capitalized as part of
cost of such asset. The capitalization of borrowing costs commences when expenditures for
the asset and borrowing costs are being incurred and activities that are necessary to prepare
the asset for its intended use or sale are in progress. Capitalization ceases when substantially
all such activities are complete.

Investment income earned on the temporary investment of specific borrowings pending
their expenditure on qualifying assets is deducted from the borrowing costs eligible for
capitalization.

2.20 Income Taxes

Tax expense recognized in profit or loss comprises the current and deferred tax not
recognized in other comprehensive income or directly in equity, if any.

Current tax assets or liabilities comprise those claims from, or obligations to, fiscal
authorities relating to the current or prior reporting period, that are uncollected or unpaid
at the end of the reporting period. They are calculated using the tax rates and tax laws
applicable to the fiscal periods to which they relate, based on the taxable profit for the
year. All changes to current tax assets or liabilities are recognized as a component of tax
expense in profit or loss.

Deferred tax is accounted for using the liability method, on temporary differences at the
end of the reporting period between the tax base of assets and liabilities and their carrying
amounts for financial reporting purposes. Under the liability method, with certain
exceptions, deferred tax liabilities are recognized for all taxable temporary differences and
deferred tax assets are recognized for all deductible temporary differences and the
carryforward of unused tax losses and unused tax credits to the extent that it is probable
that taxable profit will be available against which the deductible temporary differences can
be utilized. Unrecognized deferred tax assets are reassessed at the end of each reporting
period and are recognized to the extent that it has become probable that future taxable
profit will be available to allow such deferred tax assets to be recovered.

Deferred tax assets and liabilities are measured at the tax rates that are expected to apply in
the period when the asset is realized or the liability is settled provided such tax rates have
been enacted or substantively enacted at the end of the reporting period.

The carrying amount of deferred tax assets is reviewed at the end of each reporting period
and reduced to the extent that it is probable that sufficient taxable profit will be available
to allow all or part of the deferred tax asset to be utilized.
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The measurement of deferred tax liabilities and assets reflects the tax consequences that
would follow from the manner in which the Bank expects, at the end of the reporting
period, to recover or settle the carrying amount of its assets and liabilities. For purposes of
measuring deferred tax liabilities and deferred tax assets for investment properties that are
measured using the fair value model, the carrying amounts of such properties are
presumed to be recovered entirely through sale, unless the presumption is rebutted, that is,
when the investment property is depreciable and is held within the business model whose
objective is to consume substantially all of the economic benefits embodied in the
investment property over time, rather than through sale.

Most changes in deferred tax assets or liabilities are recognized as a component of tax
expense in profit or loss, except to the extent that it relates to items recognized in other
comprehensive income or directly in equity. In this case, the tax is also recognized in other
comprehensive income or directly in equity, respectively.

Deferred tax assets and deferred tax liabilities are offset if the Bank has a legally
enforceable right to set off current tax assets against current tax liabilities and the deferred
taxes relate to the same taxation authority.

2.21 Trust and Fiduciary Activities

The Bank commonly acts as trustee and in other fiduciary capacities that result in the
holding or placing of resources on behalf of individuals, trusts, retirement benefit plans and
other institutions. The resources, liabilities and income or loss arising thereon are excluded
from these financial statements, as they are not resources and income or loss of the Bank.

2.22 Related Party Transactions and Relationships

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

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

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

2.23 Events After the End of the Reporting Period

Any post-year-end event that provides additional information about the Bank’s financial
position at the end of the reporting period (adjusting event) is reflected in the financial
statements. Post-year-end events that are not adjusting events, if any, are disclosed when
material to the financial statements.
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SIGNIFICANT ACCOUNTING JUDGMENTS AND ESTIMATES

The preparation of the Bank’s financial statements in accordance with PFRS requires
management to make judgments and estimates that affect amounts reported in the financial
statements and related notes. Judgments and estimates are continually evaluated and are
based on historical experience and other factors, including expectations of future events that
are believed to be reasonable under the circumstances. Actual results may ultimately differ
from these estimates.

3.1 Critical Management Judgments in Applying Accounting Policies

In the process of applying the Bank’s accounting policies, management has made the
following judgments as enumerated below and on the succeeding pages, apart from those
involving estimation, which have the most significant effect on the amounts recognized in
the financial statements:

(a)  Evaluation of Business Model Applied in Classifying Financial Instruments

The Bank manages its financial assets based on business models that maintain
adequate level of financial assets to match its expected cash outflows, largely its core
deposit funding arising from customers’ withdrawals and continuing loan
disbursements to borrowers, while maintaining a strategic portfolio of financial assets
for trading activities consistent with its risk appetite.

The Bank developed business models which reflect how it manages its portfolio of
financial instruments. The Bank’s business models need not be assessed at entity
level or as a whole but shall be applied at the level of a portfolio of financial
instruments (i.e., group of financial instruments that are managed together by the
Bank) and not on an instrument-by-instrument basis (i.e., not based on intention or
specific characteristics of individual financial instrument), except for designation of
equity instruments at FVOCL

In determining the classification of a financial instrument, the Bank evaluates in which
business model a financial instrument or a portfolio of financial instruments belong to
taking into consideration the objectives of each business model established by the
Bank (e.g., held-for-trading, generating accrual income, direct matching to a specific
liability) as those related to the Bank’s investment, trading and lending strategies.
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Testing the Cash Flow Characteristics of Financial Assets

In determining the classification of financial assets, the Bank assesses whether the
contractual terms of the financial assets give rise on specified dates to cash flows that
are SPPI on the principal outstanding, with interest representing time value of money
and credit risk associated with the principal amount outstanding. The assessment as to
whether the cash flows meet the SPPI test is made in the currency in which the
financial asset is denominated. Any other contractual term that changes the timing or
amount of cash flows (unless it is a variable interest rate that represents time value of
money and credit risk) does not meet the amortized cost criteria. In cases where the
relationship between the passage of time and the interest rate of the financial
instrument may be imperfect, known as modified time value of money, the Bank
assesses the modified time value of money feature to determine whether the financial
instrument still meets the SPPI criterion. The objective of the assessment is to
determine how different the undiscounted contractual cash flows could be from the
undiscounted cash flows that would arise if the time value of money element was not
modified (the benchmark cash flows). If the resulting difference is significant, the
SPPI criterion is not met. In view of this, the Bank considers the effect of the
modified time value of money element in each reporting period and cumulatively over
the life of the financial instrument.

In addition, PFRS 9 emphasizes that if more than an infrequent sale is made out of a
portfolio of financial assets carried at amortized cost, an entity should assess whether
and how such sales are consistent with the objective of collecting contractual cash
flows. In making this judgment, the Bank considers certain circumstances
documented in its business model manual to assess that an increase in the frequency or
value of sales of financial instruments in a particular period is not necessary
inconsistent with a held-to-collect business model if the Bank can explain the reasons
for those sales and why those sales do not reflect a change in the Bank’s objective for
the business model.

Distinction Between Investment Properties, Assets Held-for-Sale and Owner-occupied Properties

The Bank determines whether a property qualifies as an investment property. In
making its judgment, the Bank considers whether the property generates cash flows
largely independent of the other assets held by an entity. Owner-occupied properties
generate cash flows that are attributable not only to the property but also to other
assets used in its banking operations.

Some properties comptise a portion that is held to earn rental or for capital
appreciation and another portion that is held for use for administrative purposes. If
these portions can be sold separately (or leased out separately under finance lease), the
Bank accounts for the portions separately. If the portions cannot be sold separately,
the property is accounted for as investment property only if an insignificant portion is
held for use in its banking operations or services or for administrative purposes.
Judgment is applied in determining whether ancillary services are so significant that a
property does not qualify as investment property.

The Bank considers each property separately in making its judgment.
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Classification and Determination of Fair Value of Acquired Properties

The Bank classifies its acquired properties as Bank Premises, Furniture, Fixtures and
Equipment if used in operations, as Assets Held-for-Sale if the Bank expects that the
properties will be recovered through sale rather than use, as Investment Properties if
held for currently undetermined future use and is regarded as held for capital
appreciation, or as financial assets in accordance with PFRS 9. At initial recognition,
the Bank determines the fair value of acquired properties through internally and
externally generated appraisal. The appraised value is determined based on the current
economic and market conditions, as well as the physical condition of the property.
The Bank’s methodology in determining the fair value of acquired properties are
further discussed in Note 6.

Distinction Between Operating and Finance 1eases

The Bank has entered into various lease agreements as a lessee. Judgment was
exercised by management to distinguish each lease agreement as either an operating or
finance lease by looking at the transfer or retention of significant risk and rewards of
ownership of the properties covered by the agreements. Failure to make the right
judgment will result in either overstatement or understatement of assets and liabilities.
Management has assessed that all its existing lease arrangements qualify under
operating lease.

Recognition of Provisions and Contingencies

Judgment is exercised by management to distinguish between provisions and
contingencies. Policies on recognition of provisions and contingencies are discussed in
Note 2.12 and relevant disclosures are presented in Note 26.

In dealing with the Bank’s various legal proceedings, its estimate of the probable costs
that may arise from claims and contingencies has been developed in consultation and
coordination with the Bank’s internal and outside counsels acting in defense for the
Bank’s legal cases and are based upon the analysis of probable results.

Although the Bank does not believe that its on-going proceedings will have material
adverse effect on the Bank’s financial position, it is possible that future results of
operations could be materially affected by changes in the estimates or in the
effectiveness of the strategies conducted relating to those proceedings.

Key Sources of Estimation of Uncertainty

Enumerated on the succeeding pages are the key assumptions concerning the future, and
other key sources of estimation uncertainty at the end of each reporting period, that have a
significant risk of causing a material adjustment to the carrying amounts of resources and
liabilities within the next reporting period.
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Estimation of Impairment of Loans and Receivables and Investment Securities at Amortized Cost

The Bank reviews its loans and receivables portfolio to assess impairment at least on a
semi-annual basis. In determining whether an impairment loss should be recorded in
profit or loss, the Bank makes judgments as to whether there is any observable data
indicating that there is a measurable decrease in the estimated future cash flows from
the portfolio before the decrease can be identified with an individual item in that
portfolio. This evidence may include observable data indicating that there has been an
adverse change in the payment status of borrowers or issuers in a group, or national or
local economic conditions that correlate with defaults on assets in the group.
Moreover, the Bank holds debt securities measured at amortized cost included as part
of Trading and Investment Securities in the statements of financial position as of
December 31, 2017 and 2016.

Management uses estimates based on historical loss experience for assets with credit
risk characteristics and objective evidence of impairment similar to those in the
portfolio when scheduling its future cash flows. The methodology and assumptions
used for estimating both the amount and timing of future cash flows are reviewed
regularly to reduce any differences between loss estimates and actual loss experience.

The carrying value of loans and receivables and the analysis of allowance for
impairment on such financial assets are shown in Note 9, while the information related
to investment securities at amortized cost are presented in Note 8.2.

Determination of Fair Value Measurement for Financial Assets at F17PL.

The Bank carries certain financial assets at fair value which requires the extensive use
of accounting estimates and judgment. In cases when active market quotes are not
available, fair value is determined by reference to the current market value of another
instrument which is substantially the same or is calculated based on the expected cash
flows of the underlying net base of the instrument (see Note 6.2). The amount of
changes in fair value would differ if the Bank had utilized different valuation methods
and assumptions. Any change in fair value of the financial assets would affect profit or
loss and other comprehensive income in the next reporting periods.

The Bank had purchases of financial assets at FVPL amounting to P2,396.0 million
and P5,081.6 million for 2017 and 2016, respectively, which were eventually disposed
of throughout the period.

Fair Valne Measurement for Investment Properties

The Bank’s investment properties are composed of parcels of land, buildings and
condominium units which are held for capital appreciation, and are measured using
cost model. The estimated fair value of investment property disclosed in Note 6.4 is
determined on the basis of the appraisals conducted by professional and independent
appraiser applying the relevant valuation methodologies as discussed therein.

For investment properties with appraisal conducted prior to the end of the current
reporting period, management determines whether there are significant circumstances
during the intervening period that may require adjustments or changes in the
disclosure of fair value of those properties.
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A significant change in key inputs and sources of information used in the
determination of the fair value disclosed for those assets may result in adjustment in
the carrying amount of the assets reported in the financial statements if their fair value
will indicate evidence of impairment.

Estimation of Useful Lives of Bank Premises, Furniture, Fixctures and Equipment,
Investment Properties, and Computer Software

The Bank estimates the useful lives of bank premises, furniture, fixtures and
equipment, investment properties, and computer software based on the period over
which the assets are expected to be available for use. The estimated useful lives of
those assets are reviewed periodically and are updated if expectations differ from
previous estimates due to physical wear and tear, technical or commercial obsolescence
and legal or other limits on the use of the assets during the year. The carrying amount
of bank premises, furniture, fixtures and equipment and investment properties are
analyzed in Notes 11 and 12, respectively, while the carrying amount of computer
software is presented in Note 13.2.2.

In 2017, based on current facts and circumstances, management changed the estimated
useful life of buildings from 20 years in 2016 to 25 years in 2017 (see Note 2.6). Also,
the useful life of computer software was increased from five years in 2016 to ten years
in 2017 (see Note 2.9). There is no change in estimated useful lives of the other assets.
Consequently, the change in useful lives of these assets, which were applied
prospectively, did not result in material change in the Bank’s annual depreciation and
amortization expense.

Estimation of Impairment Losses for Non-financial Assets

Except for intangible assets with indefinite useful lives, PFRS requires that an
impairment review be performed when certain impairment indications are present.
The Bank’s policy on estimating the impairment of non-financial assets is discussed in
detail in Note 2.18. Though management believes that the assumptions used in the
estimation of fair values of non-financial assets are appropriate and reasonable,
significant changes in these assumptions may materially affect the assessment of
recoverable values and any resulting impairment loss could have a material adverse
effect on the results of the Bank’s operations.

Impairment losses recognized on investment properties are discussed in Note 12.
Determination of Realizable Amount of Deferred Tax Assets

The Bank reviews its deferred tax assets at the end of each reporting period and
reduces the carrying amount to the extent that it is no longer probable that sufficient
taxable profit will be available to allow all or part of the deferred tax asset to be
utilized.

In 2017 and 2016, the Bank recognized deferred tax assets on their allowance for
impairment related to certain loans and receivables classified as financial assets at
amortized cost (see Note 9), Investment Properties (see Note 12) and Assets
Held-for-Sale (see Note 13) since management believes that the Bank will be able to
generate sufficient taxable profit in the subsequent reporting periods against which the
benefits of temporary difference can be utilized (see Note 22.1).

The Deferred Tax Assets amounted to P829.4 million and P744.2 million as of
December 31, 2017 and 2016, respectively, in the statements of financial position.
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(g)  Valuation of Post-employment Defined Benefit Plan

The determination of the Bank’s obligation and cost of post-employment defined
benefits is dependent on the selection of certain assumptions used by actuaries in
calculating such amounts. Those assumptions include, among others, discount rate
and salary increase rate. A significant change in any of these actuarial assumptions may
generally affect the recognized expense, other comprehensive income or losses and the
carrying amount of the post-employment benefit obligation in the next reporting

period.

The amounts of post-employment benefit obligation and expense and an analysis of
the movements in the estimated present value of post-employment benefit obligation,
as well as the significant assumptions used in estimating such obligation, are presented
in Note 21.2.

RISK MANAGEMENT OBJECTIVES AND POLICIES

The Bank is exposed to a variety of financial risks in relation to its financial instruments.
The Bank’s financial assets and financial liabilities by category are summarized in Note 5.
The main types of risks are liquidity risk, market risk and credit risk.

The Bank’s risk management is closely coordinated with its Parent Bank, in close
coordination with the BOD, Risk Management Committee (RMC) and the Risk
Management Division (RMD) of the Bank and focuses on actively securing the Bank’s short
to medium-term cash flows by minimizing the exposure to financial markets. Long-term
financial investments are managed to generate reasonable returns.

The Bank does not actively engage in the trading of financial assets for speculative purposes
nor does it write options. The most significant financial risks to which the Bank is exposed
to are described below and in the succeeding pages:

4.1 Liquidity Risk

The Bank manages its liquidity needs by carefully monitoring scheduled deposits, bills and
debt servicing payments for short-term and long-term financial liabilities as well as cash
outflows due in a day-to-day business. Liquidity gap and liquidity needs are monitored in
various time bands, on a day-to-day and week-to-week basis, as well as on the basis of a
rolling 30-day projection through maximum cumulative outflow (MCO). The MCO limit is
a monetary amount set by the BOD to control the liquidity gap for such currency. The
Bank manages market access to various funding alternatives, how much funds can be raised
from the market in both normal and abnormal conditions if there is a breach in the MCO.
This involves periodical review efforts to establish, maintain and diversify liabilities and their
maturities.
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The analyses of the groupings of resources, liabilities and off-statement of financial position
items at the end of each reporting period are as follows:

Maximum Cumulative Outflow as of December 31, 2017 (in millions of Philippine pesos):

One to Three One to Motre
On Three Months to Five Than Five Non-
Demand Months One Year Years Years Maturity Total
Resources:

Cash and other

cash items P 1 P - P - P - P - P 4447 P 4,458
Due from BSP 2,000 - - - - 8,333 10,333
Due from other banks:

Local banks 1,778 18 - - - - 1,796

Foreign banks 358 - - - - - 358
Loans and receivables

arising from reverse

repurchase agreement 2,313 - - - - - 2,313
Trading and investment

securities - net 150 532 1,462 2,844 6,497 22 11,507
Loans and

receivables - net 3,219 4,265 15,677 43,263 12,348 3,435 82,207
Investments in

subsidiaries - - - - - 206 206
Bank premises, furniture

and fixtutes - net - - - - - 1,058 1,058
Investment

properties - net - - - - - 1,353 1,353
Assets held-for-sale and

disposal group - net - - - - - 663 663
Other resources - net 802 188 33 - - 596 1,619
Total Resources P 10631 P 5003 P 17,172 P 46,107 P 18,845 P 20,13 P 117,871

Liabilities:

Deposits:

Demand P 1,018 P1,484 P 2,226 P - P - P 7,134 P 11,862

Savings 430 1,218 1,827 - - 21,986 25,461

Time 5,447 2,471 1,412 1,193 - 53,839 64,362
Manager’s check

payable 741 - - - - 741

Accrued interest, taxes
and other expenses:
Payment orders
payable 12 - - - - - 12
Accrued interest,
taxes and other

expenses 862 9 - - . 871
Unearned income
and other
deferred credits - - - - - 2 2
Other liabilities 2,492 20 - - - 68 2,580

Total Liabilities P 11,002 P 5202 P 5465 P 1193 P - P_ 83,029 P_ 105,891




-31-

One to Three One to Motre
On Three Months to Five Than Five Non-
Demand Months One Year Years Years Maturity Total
Equity:
Common stock P - P - P - P - P - P 3087 P 3,087
Additional paid-in
capital - - - - - 103 103
Surplus and
trust reserves - - - - - 8,809 8,809
Revaluation reserves - - - - - ( 19) ( 19)
Total Equity P - P - P - P - P - P_11980 P__ 11,980
On-book gap [ 371) (P 199) P 11,707 P 44914 P 18,845 (P_ 74,896) P -
Cumulative
on-book gap [0 371) (P 570) P 11,137 P 56,051 P 74,896 P - P -
Contingent liabilities:
Trust department
accounts P 27190 P - P - P - P - P - P 27,190
Spot exchange sold 110 - - - - - 110
Late deposits/ payments
received 133 - - - - - 133
Standby letters of credit 65 - - - - - 65
Total contingencies P 27,498 P__ - p__- P__- P__- - P 27,498
Off-book gap P 27498 P - P - P - P - P - P 27,498
Cumulative
total gap P 27127 P 26928 P 38,635 P 83,549 P 102394 P 27498 P -
Maximum Cumulative Outflow as of December 31, 2016 (in millions of Philippine pesos):
One to Three One to More
On Three Months to Five Than Five Non-
Demand Months One Year Years Years Maturity Total
Resources:
Cash and other
cash items P 6 P - P - P - P - P 4140 P 4,146
Due from BSP - - - - - 14,713 14,713
Due from other banks:
Local banks 1,811 18 - - - - 1,829
Foreign banks 165 - - - - - 165
Loans and receivables
arising from reverse
repurchase agreement 2,958 - - - - - 2,958
Trading and investment
securities - net 50 125 1,305 1,600 3,801 - 6,381
Loans and
receivables - net 2,189 3,634 14,157 36,340 10,643 5,549 72,512
Investments in
subsidiaries - - - - - 155 155
Bank premises, furniture
and fixtures - net - - - - - 1,115 1,115
Investment
properties - net - - - - - 1,124 1,124
Assets held-for-sale and
disposal group - net - - - - - 1,876 1,876
Other resources - net - - - - - 1,447 1,447
Total Resources P 7179 P 3777 P_15462 P_37940 P 14444 P_ 30,119 P_ 108,921
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One to Three One to More
On Three Months to Five Than Five Non-
Demand _ Months One Year Years Years Maturity Total
Liabilities:
Deposits:
Demand P 148 P 556 P 834 P - P - P 8,023 P 9,561
Savings 803 1,046 1,569 - - 19,977 23,395
Time 6,436 2,054 2,326 737 - 50,252 61,805
Manager’s check
payable 522 - - - - - 522
Accrued interest, taxes
and other expenses:
Payment orders
payable 24 - - - - - 24
Accrued interest,
taxes and other
expenses 982 28 - - - - 1,010
Unearned income
and other
deferred credits - - - - - 5 5
Other liabilities 1,924 - - - - 130 2,054
Total Liabilities P 10,839 P 3684 P 4729 P 737 P__- P 78387 P__ 98376
Equity:
Common stock P - P - P - P - P - P 3087 P 3,087
Additional paid-in
capital - - - - - 103 103
Surplus and
trust reserves - - - - - 7,459 7,459
Revaluation reserves - - - - - ( 104) ( 104)
Total Equity P - P - P - P - P - P_10545 P__ 10,545
On-book gap (P_3,660) P 93 P__10,733 P 37203 P _ 14444 (P_ 58813) P -
Cumulative
on-book gap (P__3,660) (P__3567) P__7,166 P__ 44369 P_ 58813 P - )
Contingent liabilities:
Trust department
accounts P 23544 P - P - P - P - P - P 23,544
Spot exchange sold 149 - - - - - 149
Late deposits/payments
received 121 - - - - - 121
Standby letters of credit 59 - - - - - 59
Outward bills for
collection 2 - - - - - 2
Total contingencies P 23,875 P - P_- P - P_- P - P 23875
Off-book gap (P_30,471) P 93 P_10,733 P_37203 P_ 14,444 (P_58,836) P__ 23875
Cumulative
total gap (P_30,471) (P__30,378) (P__19,645 P_ 17,558 P_ 32,002 (P_23,875 P -
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4.2 Credit Risk

The Bank’s BOD has the responsibility for approving and periodically reviewing the market
risk strategy and significant credit risk policies of the Bank. The BOD shall determine that
the Bank’s capital level is adequate for the risks assessed to carry out the strategy.

Senior management has the responsibility for implementing the credit risk strategy approved
by the BOD and for developing policies and procedures for identifying, measuring,
monitoring and controlling credit risk. To ensure sound credit portfolio, the Bank operates
within a sound, well-defined credit granting criteria. These criteria include a clear indication
of the Bank’s target market and a thorough understanding of the borrower or counterparty,
as well as the purpose and structure of credit, and its source of repayment. The Bank also
establishes overall credit limits at the level of individual borrowers and counterparties, and
groups of connected borrowers and counterparties that will aggregate in a comparable
meaningful manner of different types of exposures, both in the banking and trading books
and on and off-statement of financial position.

(a)  Exposure to Credit Risk

The maximum credit risk exposure of financial assets is the carrying amount of the financial
assets as shown in the statements of financial position or in the detailed analysis provided in
the notes to the financial statements as summarized below (in millions of Philippine pesos).

Notes 2017 2016
Cash and other cash items 7 P 4,458 P 4,146
Due from BSP 7 10,332 14,713
Due from other banks 7 2,154 1,994
Loans and receivables arising
from reverse repurchase agreement 7 2,313 2,958
Investment securities
at amortized cost 8 11,507 6,881
Loans and receivables — net 9 82,207 72,512
Other resources 13.2 97 93
P 113,068 P 103,297

The credit risk quality of the Bank’s financial assets is further described as follows:
(1) Cash and Cash Equivalents

The credit risk for cash and cash equivalents is considered negligible, since the
counterparties are reputable banks with high quality external credit ratings. Included in
the cash and cash equivalents are Cash and Other Cash Items, Due from BSP,

Due from Other Banks and Loans and Receivables Arising from Reverse Repurchase
Agreement. Due from Other Banks are insured by the Philippine Deposit Insurance
Corporation (PDIC) up to a maximum coverage of P0.5 million for every depositor
per banking institution.
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Investment Securities at Amortized Cost

The Bank continuously monitors defaults of counterparties, identified either
individually or by group, and incorporates this information into its credit risk controls.
Moreover, these investments are mainly composed of government bonds whose credit
risk is secured by the Philippine Government and certain corporate debt securities
issued by publicly-known local companies with no observed history of credit default.
Accordingly, all debt instruments held by the Bank are considered as either high grade
or standard grade that is neither past due nor specifically impaired.

Loans and Receivables

The Bank regularly reviews and monitors defaults of borrowers identified either
individually or by group, and incorporates this information into its credit risk
evaluation. Where available at a reasonable cost, external credit ratings and/or reports
on customers are obtained and used. In addition, for a significant proportion of loans,
post-dated checks are received to mitigate credit risk.

The analysis of the carrying amounts of loans and receivables and investment securities
at amortized cost recognized in the financial statements and their credit grading are as
follows (in millions of Philippine pesos):

2017
Investment
Securities at
Loans and Amortized
Receivables Cost
Carrying amount in the statement
of financial position P 82,207 P 11,507
Individually assessed for impairment
Especially mentioned/watch list P 1,225 P -
Sub-standard 3,156 -
Doubtful 48 -
Loss 1,097 -
Gross 5,526 -
Allowance for impairment ( 1,991) -
Carrying amount 3,535 -
Collectively assessed for impairment
Unclassified 79,301 11,507
Allowance for impairment ( 629) -
Carrying amount 78,672 11,507

Total carrying amount P 82,207 P 11,507
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2016
Investment
Securities at
Loans and Amortized
Receivables Cost
Carrying amount in the statement
of financial position p 72512 P 6,881
Individually assessed for impairment
Especially mentioned/watch list P 4055 P -
Sub-standard 1,203 -
Doubtful - -
Loss 593 -
Gross amount 5,851 -
Unearned interest discount and
prompt payment discount ( 9 -
Allowance for impairment ( 989) -
Carrying amount 4853 -
Collectively assessed for impairment
Unclassified 68,189 0,881
Allowance for impairment ( 530) -
Carrying amount 67,659 6,881
Total carrying amount p 72,512 P 6,881

(b)  Concentration of Credit

Concentration of credit arises when a number of counterparties are engaged in similar
business activities or activities in the same geographic region or have similar economic
features that would cause their ability to meet contractual obligations to be similarly affected
by changes in economic political or other conditions. Concentration indicates the relative
sensitivity of the Bank’s performance to developments affecting a particular industry or
geographical location. In order to avoid excessive concentrations of risk, the Bank’s policies
and procedures include specific guidelines to focus on maintaining a diversified portfolio.
Identified concentrations of credit risks are controlled and managed accordingly.

For trading and investment securities, the Bank limits investments to government issues and
securities issued by entities with high-quality investment ratings.

The information about the Bank’s concentration of credit risk as to industry, particulatly, of
its loans and discount portfolio is presented in Note 9.

(¢)  Collateral Held as Security and Other Credit Enbancements

The Bank holds collateral against loans to borrower in the form of mortgage interests over
propertties, 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 generally are not
updated except when a loan is individually assessed as impaired.

Generally, collateral is not held over loans to banks, except when securities are held as part
of reverse repurchase and securities borrowing activity. Also, collateral usually is not held
against investment security. No such collaterals were held as of December 31, 2017 and
2016.
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An estimate of the fair value of collateral and other security enhancements held against the
Bank’s loans and receivables as of December 31 is shown below (in millions of Philippine
pesos).

2017 2016

Against neither past due nor impaired

Property — real estate P 77,413 P 69,908

Chattel 53,664 46,927

Hold-out deposits 347 454
Against individually impaired

Property — real estate 11,646 19,986

Chattel 9,525 8,292

P 152,595 P 145,567

4.3 Market Risk

The Bank’s exposure to market risk, the risk of future loss from changes in the price of a
financial instrument, relates primarily to its holdings in foreign currency denominated
instruments and debt securities. The Bank manages its risk by identifying, analyzing and
measuring relevant or likely market risks. Market risk management recommends market risk
limits based on relevant activity indicators for approval by the Bank’s RMC and the BOD.
In managing market risk, the Bank measures the sensitivity of its financial instruments
primarily related to interest rate risk and foreign currency risk.

(a)  Interest Rate Risk

The Bank prepares gap analysis to measure the sensitivity of its resources, liabilities and
off-statement of financial position items to interest rate fluctuations. The focus of the
analysis is in the impact of changes in interest rates on accrual or reported earnings. This
analysis would give management information on the maturity and re-pricing profile of its
interest sensitive resources and liabilities. An interest rate gap report is prepared by
classifying all interest rate sensitive assets and liabilities into various time buckets according
to contracted maturities or anticipated repricing dates, and other applicable behavioral
assumptions. The difference in the amount of resources and liabilities maturing or being
repriced in any time period category would then give the Bank an indication of the extent to
which it is exposed to the risk of potential changes in net profit and equity.

With all other variables held constant, a positive gap on the Bank’s interest rate sensitive
financial assets and liabilities and increasing interest rate will increase net profit and equity.
On the other hand, a negative gap and increasing interest rate will decrease net profit and

equity.

The analyses of the groupings of interest rate sensitive resources, liabilities and off-statement
of financial position items as of December 31, 2017 and 2016 are presented in the next page.



Interest Rate Gap Summa

December 31, 2017

Resources:

Cash and cash equivalents

Loans and receivabkes
arising from reverse
repurchase agreement

Loans and receivable — net

Trading and investment
securities — net

Other resources — net

Total Resources

Liabilities:
Deposits:
Demand
Savings
Time
Other liabilities
Total Liabilities
Equity

Total liabilities and equity

Gap

Cumulative Gap

December 31, 2016

Resources:

Cash and cash equivalents

Loans and receivables
arising from reverse
repurchase agreement

Loans and receivable — net

Trading and investment
securities — net

Other resources — net

Total Resources

Liabilities:
Deposits:
Demand
Savings
Time
Other liabilities
Total Liabilities
Equity

Total liabilities and equity

Gap

Cumulative Gap
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in million Philippine pesos):
One to Three One to More
On Three Months to Five Than Five Non-Rate

Demand _Months One Year Years Years Sensitive Total

P 4147 P 18 P - P- P - P 12,780 P 16,945
2,313 - - - - . 2,313
1,704 2,626 12,936 54,499 3,151 7,291 82,207

150 532 1,462 2,844 6,291 228 11,507

- - - - - 4.899 4,899

P 8314 P 3176 P_14398 P 57343 P 9442 P 25198 P117.871

P - P - P - P - P - P 11862 P 11,862

- - - - - 25,461 25,461

34,049 14,026 8,288 7,999 - - 64,362

- - - - - 4,206 4.206

34,049 14,026 8,288 7,999 41,529 105,891

- - - - - 11,980 11,980

P 34049 P_ 14026 P__ 8283 P 799 P - P 53509 P117,871
(P_25,735) (P_10,850) P 6,110 P 49,344 P 9442 (P_28311) P -
(P__25,735) (P_36,585) (P_30,475) P 18,869 P__ 28,311 P - P_ -

P 1983 P 18 P - P - P - P 18,852 P 20,853
2,958 - - - - - 2,958
2,442 1,837 10,677 48,889 3117 5,550 72,512

50 125 1,305 1,600 3,617 184 6,881

- - - - - 5717 5717

P 7433 P 1,980 P 11982 P 50489 P_ 6,734 P_ 30,303 P108,921

P - P - P - P - P - P 9561 P 9,561

- - - - - 23,395 23,395

35,728 9,554 12,252 4,270 1 - 61,805

- - - - - 3,615 3,615

35,728 9,554 12,252 4,270 1 36,571 98,376

- - - - - 10,545 10,545

P 35728 P___ 9554 P 12252 P__ 4270 P 1 P_47116 P108,921
28,295) (P_7,574) (P 270) P 46219 P 6,733 (P_16813) P -
28,295) (P__35,869) (P__36,139) P_ 10,080 P 16,813 P - P -
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(b)  Foreign Currency Risk

The Bank manages its exposure to the effects of fluctuations in the foreign currency
exchange rates by maintaining foreign currency exposure within the existing regulatory
guidelines and at a level that the Bank believes to be relatively conservative for a financial
institution engaged in that type of business. While most of the Bank’s financial instruments
are denominated in Philippine peso, it also maintains reasonable level of foreign currencies
denominated in US dollar, European Union (EU) euro, and Japanese yen.

The Bank’s foreign exchange exposure is guided by the limits approved by the BOD at the
end of each day, the Bank reports to the BSP on its compliance with the mandated foreign
currency exposure limits.

A summary of the Bank’s significant financial resources and financial liabilities accounts
broken down into their foreign currency and Philippine peso components as of
December 31 is presented below and in the next page (in millions of Philippine pesos).

EU Japanese Philippine
US Dollar Euro Yen Peso Total
December 31, 2017
Resources:
Cash and other cash
items P 141 P 13 P 7 P 4297 P 4,458
Due from BSP - - - 10,332 10,332
Due from other banks 1,212 135 66 741 2,154
Loans and receivables
arising from reverse
repurchase agreement - - - 2,313 2,313
Investment securities at
amorttized cost - net 5,948 - - 5,559 11,507
Loans and
receivables - net 95 - - 82,112 82,207
Other resources - net - - - 97 97
P 7,396 P 148 P 73 P 105,451 P 113,068
Liabilities:
Deposit liabilities P 7248 P 146 P 74 P 94217 P 101,685
Manager’s check
payable - - - 741 741
Accrued interest and
other expenses 18 - - 771 789
Other liabilities 9 - - 2,524 2,533

P 7,275 P 146 P 74 P 98,253 P 105,748
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EU Japanese Philippine
US Dollar Euro Yen Peso Total
December 31, 2016
Resources:
Cash and other cash
items P 187 P 8 P 9 P 3,942 P 4,146
Due from BSP - - - 14,713 14,713
Due from other banks 1,160 95 61 678 1,994
Loans and receivables
arising from reverse
repurchase agreement - - - 2,958 2,958
Investment securities at
amortized cost - net 4,975 - - 1,906 6,881
Loans and
receivables - net 74 - - 72,439 72,512
Other resources - net - - - 93 93
P 6,396 P 103 P 70 P 96,729 P 103,297
Liabilities:
Deposit liabilities P 6,146 P 158 P 68 P 88,389 P 94,761
Manager’s check
payable - - - 522 522
Accrued interest and
other expenses 10 - - 891 901
Other liabilities 7 - - 1,869 1,876
P 6,163 P 158 P 68 P 91,671 P 98,060

The Bank’s foreign currency sensitivity and risk are measured and controlled through the
value-at-risk (VaR) model as discussed below.

The Bank’s market risk management limits are generally categorized as limits on:

. VaR — the RMD computes the value-at-risk benchmarked at a level which is a
percentage of projected earnings. The Bank uses the VaR model to estimate the daily
potential loss that the Bank can incur from its trading book, based on a number of
assumptions with a confidence level of 99%. The measurement is designed such that
exceptions over dealing limits should only arise in very exceptional circumstances.

. Stop loss — the RMD sets the amount of each risk-bearing activity at a percentage of
the budgeted annual income for such activity.

o Nominal position — the RMD sets the nominal amount of US dollar denominated
instruments at the BSP-mandated US dollar overbought position limit.

. Trading volume — the RMD sets the volume of transactions that any employee may
execute at various levels based on the rank of the personnel making the risk-bearing
decision.

o Earnings-at-risk — the RMD computes the earnings-at-risk based on a percentage of

projected annual net interest income.
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The Bank uses the VaR model to estimate the daily potential loss that the Bank can incur
from its trading book. VaR is one of the key measures in the Bank’s management of market
risk. VaR is defined as a statistical estimate of the maximum possible loss on a given
position during a time horizon within a given confidence interval. The Bank uses a

99% confidence level and a 260-day observation period in VaR calculation. The Bank’s VaR
limit is established as a percentage of projected earnings and is used to alert senior
management whenever the potential losses in the Bank’s portfolios exceed tolerable levels.
Because the VaR measure is tied to market volatility, it therefore allows management to react
quickly and adjust its portfolio strategies in different market conditions in accordance with
its risk philosophy and appetite. The VaR model is validated through back-testing.

Stress VaR is also performed on all portfolios as a complementary measure of risk. While
VaR deals with risk during times of normality, stress testing is used to measure the potential
effect of a crisis or low probability event.

Although VaR is an important tool for measuring market risk, the assumptions on which the
model is based do give rise to some limitations, including the following:

e A 99% confidence level does not reflect losses that may occur beyond this level.
Even within the model used, there is a one percent probability that losses could exceed
the VaR.

. VaR is calculated on an end-of-day basis and does not reflect exposures that may arise

on positions during the trading day.

° The use of historical data as a basis for determining the possible range of future
outcomes may not always cover all possible scenarios, especially those of an
exceptional nature.

. The VaR measure is dependent upon the Bank’s position and the volatility of market
prices. The VaR of an unchanged position reduces if the market price volatility
declines and vice versa.

A summary of the VaR position of the trading portfolios at December 31, 2017 and 2016
and during the period is as follows (in thousands of Philippine Pesos):

Range for the Year

At December 31 Average Minimum _Maximum VaR Limit
2017:
Interest rate risk P 215,400 P 162,067 P 113,871 P 223,669 P 25,000
Foreign currency risk 49 533 49 1,030 12,500
P 215,449 P 162,600
2016:
Interest rate risk P 117,251 P 130,094 P 96,307 P 207,924 P 25,000
Foreign currency risk 355 423 146 1,031 12,500

P 117,606 P 130,517
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4.4 Operational Risk

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

The RMD of the Bank assists management in meeting its responsibility to understand and
manage operational risk exposures.

The RMD applies a number of techniques to efficiently manage operational risks. Among
these are:

o Each major business line has an embedded operational risk management officer who
acts as a point person for the implementation of various operational risk tools. The
operational risk officers attend annual risk briefings conducted by the RMD to keep
them up-to-date with different operational risk issues, challenges and initiatives.

° With RMD’s bottom up self-assessment process, which is conducted at least annually,
areas with high risk potential are highlighted and reported, and control measures are
identified. The results of said self-assessment exercise also serve as one of the inputs
in identifying specific key risk indicators (KRIs).

° KRIs are used to monitor the operational risk profile of the Bank and of each business
unit, and alert the management of impending problems in a timely fashion.

° Internal loss information is collected, reported and utilized to model operational risk.

° The RMD reviews product and operating manuals, policies, procedures and circulars,
thus allowing the embedding of desired operational risk management practices in all
business units.

An Operational Risk System is in place across the RCBC group, including the Bank. Itis the
intention of RCBC Group to eventually migrate to the Advanced Management Approach
for Operational Risk, subject to approval by the BSP.

The Bank, in coordination and consistent with RCBC, has Business Continuity Plan (BCP)
based on several crisis severity levels which is tested at least annually and updated for any
major changes in systems and procedures. Central to the BCP is a disaster recovery plan to
address the continued functioning of systems, recovery of critical data and contingency
processing requirements in the event of a disaster.

4.4.1 Reputation Risk

Reputation risk is the risk to earnings or capital arising from negative public opinion. This
affects the Bank’s ability to establish new relationships or services, or to continue servicing
existing relationships. This risk can expose the Bank to litigation, financial loss, or damage
to its 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 Bank’s earnings or impairs its capital. This risk is present in activities
such as asset management and regulatory compliance.
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The Bank, in coordination and consistent with RCBC, adopted a reputation risk monitoring
and reporting framework to manage public perception. Central to the said framework is the
creation of the RCBC Public Relations Committee chaired by the Head of the Parent Bank’s
Corporate Communications Division.

4.4.2 Legal Risk and Regulatory Risk Management

Changes in laws and regulations and fiscal policies could adversely affect the Bank’s
operations and financial reporting. In addition, the Bank faces legal risks in enforcing its
rights under its loan agreements, such as foreclosing of collateral. Legal risk is higher in new
areas of business where the law remains untested by the courts. The Bank uses 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 Bank seeks to minimize its legal risk by using stringent legal documentation,
imposing certain requirements designed to ensure that transactions are propetly authorized,
and consulting internal and external legal advisors.

Regulatory risk refers to the potential for the Bank to suffer financial loss due to changes in
the laws or monetary, tax or other governmental regulations of the country. The Bank’s
Compliance Program, the design and implementation of which is overseen and coordinated
by the Compliance Officer, is the primary control process for regulatory risk issues. The
Compliance Office is committed to safeguard the integrity of the Bank by maintaining a high
level of regulatory compliance. It is responsible for communicating and disseminating new
rules and regulations to all units, assessing and addressing identified compliance issues,
performing periodic compliance testing on branches and head office units, and reporting
compliance findings to the Audit Committee and the BOD.

4.5 Anti-Money Laundering Controls

The Anti-Money Laundering Act (AMLA) or RA No. 9160 was passed in September 2001
and was amended by RA No. 9194, RA No. 10167, and RA No. 10365 in March 2003,
June 2012 and February 2013, respectively. Under the AMLA, as amended, the Bank is
required to submit “Covered Transaction Reports” to the Anti-Money Laundering Council
(AMLC) involving single transactions in cash or other equivalent monetary instruments in
excess of P0.5 million within one banking day. The Bank is also required to submit
“Suspicious Transaction Reports” to the AMLC in the event that circumstances exist and
there are reasonable grounds to believe that the transaction is suspicious. Furthermore,
terrorist financing was criminalized in RA No. 10168.

In addition, the AMLA requires that the Bank safe keeps, as long as the account exists, all
the Know Your Customer (KYC) documents involving its clients, including documents that
establish and record the true and full identity of its clients. Likewise, transactional
documents must be maintained and stored for five years from the date of the transaction. In
cases involving closed accounts, the KYC documents must be kept for five years after their
closure. Meanwhile, all records of accounts with court cases must be safe kept until there is
a final resolution.

On January 27, 2011, BSP Circular No. 706 was implemented superseding all policies on
AMLA. The Circular requires the Bank to adopt a comprehensive and risk-based Money
Laundering and Terrorist Financing Prevention Program (MLPP) designed according to the
covered institution’s corporate structure and risk profile.
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In an effort to further prevent money laundering activities, the Bank revised its KYC policies
and guidelines in order to comply with the aforementioned Circular. 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. Likewise,
the Bank is required to risk profile its clients to Low, Normal or High with its corresponding
due diligence of Reduced, Average or Enhanced, in compliance with the risk-based approach
mandated by the Circular. Decisions to enter into a business relationship with a high risk
customer requires senior management approval, and in some cases such as a politically
exposed person or a private individual holding a prominent position, Group Head approval
1s necessary.

The Bank’s procedures for compliance with the AMLA are set out in its MLPP. The Bank’s
Compliance Officer, through the Anti-Money Laundering Department (AMLD), monitors
AMILA compliance and conducts regular compliance testing of business units.

The AMLD requires all banking units to submit to the Compliance Office certificates of
compliance with the Anti-Money Laundering Rules and Regulations on a quarterly basis.

The Chief Compliance Officer regularly reports to the Audit Committee and to the BOD
results of their monitoring of AMLA compliance.

CATEGORIES AND OFFSETTING OF FINANCIAL ASSETS AND FINANCIAL
LIABILITIES

5.1 Carrying Amounts and Fair Values by Category

The carrying amounts and fair values of the categories of financial assets and financial
liabilities presented in the statements of financial position are shown below.

2017 2016
Carrying Fair Carrying Fair
Notes Amounts Values Amounts Values
Financial assets
At amortized cost:
Cash and other cash items 7 P 4,457,783,721 P 4,457,783,721 TP 4,146,105,882 P 4,146,105,882
Due from BSP 7 10,332,553,346 10,332,553,346 14,712,658,644 14,712,658,644
Due from other banks 7 2,153,704,387 2,153,704,387 1,994,411,693 1,994,411,693
Loans and receivables
arising from reverse
repurchase agreement 7 2,313,002,922 2,313,002,922 2,958,465,090 2,958,465,090
Investment securities at
amortized cost - net 8 11,507,055,935 11,474,763,271 6,881,206,226 6,742,753,338
Loans and receivables - net 9 82,206,531,110 84,997,989,397 72,512,195,758 74,843,295,055
Other resources - net 13 96,822,108 96,822,108 92,715,315 92,715,315
P113,067,453,529 P115,826,619,152 P103,297,758,608 P105,490,405,017
Financial liabilities
At amortized cost:
Deposit liabilities 14 P101,684,558,574 P101,704,122,625 P 94,760,715,397 P 94,769,439,101
Managet’s check payable 16 740,530,829 740,530,829 521,972,467 521,972,467
Accrued interest and other expenses 17 789,363,856 789,363,856 901,043,260 901,043,260
Other liabilities 18 2,533,497,495 2,533,497,495 1,876,025,888 1,876,025,888

P105,747,950,754

P105,767,514,805

P98,059,757,012

P 98,068,480,716
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Except for investment securities at amortized cost with fair value disclosed different from
their carrying amounts, management considers that the carrying amounts of other financial
assets and financial liabilities presented on the preceding page which are measured at
amortized cost, approximate the fair values because those instruments are short-term in
nature. The fair value information disclosed for the Bank’s investment securities at
amortized cost and other financial assets measured at fair value on a recurring basis are
determined based on the procedures and methodologies discussed in Note 6.2.

5.2 Offsetting of Financial Assets and Financial Liabilities

The following financial assets, presented in the statements of financial position at gross
amounts, are covered by enforceable master netting arrangements and similar agreements:

Gross amounts Related amounts not set off in the

recognized in statements of financial position
the statements

of financial Financial Collateral
Note position Instruments received Net amount
Loans and receivables 9
December 31, 2017 P 82,206,531,110 (P 347,009,897) P - P 81,859,521,213
December 31, 2016 P 72,512,195,758 (P 454,273,330) P - 72,057,922,428

The following financial liabilities, presented in the statements of financial position at gross
amounts, are covered by enforceable master netting arrangements and similar agreements:

Gross amounts Related amounts not set off in the

recognized in statements of financial position
the statements

of financial Financial Collateral
Note position Instruments received Net amount
Deposit liabilities 14
December 31, 2017 P101,684,558,574 (P 347,009,897) P - P101,337,548,677
December 31, 2016 94,760,715,397 ( 454,273,330) - 94,306,442,067

For financial assets and financial liabilities (i.e., loans and receivables and the related
hold-out deposits) subject to enforceable master netting agreements or similar arrangements,
each agreement between the Bank and its customers allows for net settlement of the relevant
financial assets and financial liabilities when both elect to settle on a net basis. In the
absence of such an election, financial assets and financial liabilities will be settled on a gross
basis; however, each party to the master netting agreement or similar agreement will have the
option to settle all such amounts on a net basis in the event of default of the other party.

FAIR VALUE MEASUREMENT AND DISCLOSURES
6.1 Fair Value Hierarchy

In accordance with PERS 13, Fair 1Value Measurement, the fair value of financial assets and
financial liabilities and non-financial assets which are measured at fair value on a recurring or
non-recurring basis and those assets and liabilities not measured at fair value but for which
fair value is disclosed in accordance with other relevant PFRS, are categorized into three
levels based on the significance of inputs used to measure the fair value. The levels of the
fair value hierarchy are described in the next page.
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e Level 1: quoted prices (unadjusted) in active markets for identical assets or liabilities that
an entity can access at the measurement date;

e Level 2: inputs other than quoted prices included within Level 1 that are observable for
the asset or liability, either directly (i.e., as prices) or 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 asset or liability is classified is determined based on the lowest
level of significant input to the fair value measurement.

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

For investments which do not have quoted market price, the fair value is determined by
using generally acceptable pricing models and valuation techniques or by reference to the
current market value of another instrument which is substantially the same after taking into
account the related credit risk of counterparties, or is calculated based on the expected cash
flows of the underlying net asset base of the instrument.

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

6.2 Financial Instruments Measured at Fair Value

The fair value of the Bank’s government bonds and corporate papers categorized within
Level 1 is determined directly based on published closing prices available from the electronic
financial data service providers which had been based or referenced on price quoted or
actually dealt in an active market (i.e., PDEX) at the end of each of the reporting period,
including peso-denominated government securities based on the weighted average of done
or executed deals.

In 2017 and 2016, the Bank had regular trading of financial assets at FVPL. However, the
Bank has no outstanding financial assets at FVPL and financial liabilities measured at fair
value as at December 31, 2017 and 2016.

6.3 Financial Instruments Measured at Amortized Cost for Which Fair Value is
Disclosed

The table on the next page summarizes the fair value hierarchy of the Bank’s financial assets
and financial liabilities which are not measured at fair value in the statements of financial
position but for which fair values are disclosed.
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Level 1 Level 2 Level 3 Total
2017:
Financial assets:
Cash and other cash items P 4457,783,721 P - P - P 4,457,783,721
Due from BSP 10,332,553,346 - - 10,332,553,346
Due from other banks 2,153,704,387 - - 2,153,704,387
Loans and receivables
arising from reverse
repurchase agreement 2,313,002,922 - - 2,313,002,922
Investment securities at
amortized cost - net 11,474,763,271 - - 11,474,763,271
Loans and receivables - net - - 84,997,989,397 84,997,989,397
Other resources - net - - 96,822,108 96,822,108

P30,731,807,647

P85,094,811,505

P 115,826,619,152

Financial liabilities:
Deposit liabilities P - - P 101,704,122,625 P 101,704,122,625
Manager’s check payable - 740,530,829 740,530,829
Accrued interest and
other expenses - - 789,363,856 789,363,856
Other liabilities - - 2,533,497.495 2,533,497,495
P - - P 105,767,514,805 P 105,767,514,805
2016:
Financial assets:
Cash and other cash items P 4,146,105,882 - P - P 4,146,105,882
Due from BSP 14,712,658,644 - - 14,712,658,644
Due from other banks 1,994,411,693 - - 1,994,411,693
Loans and receivables
arising from reverse
repurchase agreement 2,958,465,090 - - 2,958,465,090
Investment securities at
amortized cost - net 6,742,753,338 - - 6,742,753,338
Loans and receivables - net - - 74,843,295,055 74,843,295,055
Other resources - net - - 92,715,315 92,715,315
P30,554,394,647 P - P74,936,010,370 P105,490,405,017
Financial liabilities:
Deposit liabilities P - - P94,769,439,101 P 94,769,439,101
Manager’s check payable - 521,972,467 521,972,467
Accrued interest and
other expenses - - 901,043,260 901,043,260
Other liabilities - - 1,876,025,888 1,876,025,888
P - - P98,068,480,716 P_98,068,480,716

(a) Due from BSP and Other Banks, and Loan and Receivables Arising from Reverse

Repurchase Agreement

Due from BSP pertains to deposits made by the Bank to the BSP for clearing and
reserve requirements, overnight and term deposit facilities, while loans and receivables
arising from reverse repurchase agreement pertain to loans and receivables from BSP
arising from overnight lending from excess liquidity. Due from other banks includes
items in the course of collection. The fair value of floating rate placements and
overnight deposits is their carrying amount.

(b) Loans and Receivables

Loans and receivables are net of provisions for impairment. The estimated fair value of
loans and receivables represents the discounted amount of estimated future cash flows
expected to be received. Expected cash flows are discounted at current market rates to
determine fair value.
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(c) Investment Securities at Amortized Cost

Investment Securities at Amortized Cost consist of government and corporate bonds.
The fair value of these investment securities is determined by direct reference to
published price quoted in an active market for traded securities.

(d) Deposit Liabilities and Manager’s Check Payable

The estimated fair value of fixed interest-bearing deposits is based on the discounted
cash flows using prevailing money market interest rates for debt with similar credit risk
and remaining maturity, which for short-term deposits approximate the nominal value.

The estimated fair value manager’s check payable is the amount repayable on demand.
(¢) Other Resources and Other Liabilities

Due to their short-term duration, the carrying amounts of other resources and liabilities
in the statements of financial position are considered to be reasonable approximation of
their fair values.

6.4 Fair Value Disclosures for Investment Properties Carried at Cost

The total estimated fair values of the Bank’s investment properties, categorized under
Level 3 of the fair value hierarchy, amounted to P3.0 billion and P2.6 billion as of
December 31, 2017 and 2016, respectively.

The fair values disclosed for the Bank’s investment properties as of December 31, 2017 and
2016 were based on the appraisals performed by the Bank’s internal appraisers and
independent and qualified appraisers having appropriate and recent experience in the fair
value measurement of similar properties in the relevant locations.

To some extent, the valuation process conducted by the appraisers was made in discussion
with the Bank’s management with respect to the determination of the inputs such as the size,
age, and condition of the land and buildings, and the comparable prices in the corresponding
property location. In estimating the fair values of the investment properties, management
takes into account the market participant’s ability to generate economic benefits by using the
assets in their highest and best use. Based on management assessment, the best use of the
Bank’s investment properties is their current use.

The fair value of the Bank’s investment properties were determined based on the following
approaches:

(a)  Fair Value Measurement for Land

The Level 3 fair value of land was derived using the observable recent prices of the
reference properties and were adjusted for differences in key attributes such as property
size, zoning, and accessibility. The most significant input into this valuation approach is
the price per square meter; hence, the higher the price per square meter, the higher the
fair value of the properties.
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(b)  Fair Value Measurement for Buildings

The Level 3 fair value of the buildings was determined using the cost approach that
reflects the cost to a market participant to construct an asset of comparable usage,
construction standards, design and layout, adjusted for obsolescence. The more
significant inputs used in the valuation include direct and indirect costs of construction
such as but not limited to, labor and contractor’s profit, materials and equipment,
surveying and permit costs, electricity and utility costs, architectural and engineering
fees, insurance and legal fees. These inputs were derived from various suppliers and
contractor’s quotes, price catalogues, and construction price indices. Under this
approach, higher estimated costs used in the valuation will result in higher fair value of
the properties.

There has been no change to the valuation technique in 2017 and 2016.

7. CASH AND CASH EQUIVALENTS

The components of this account are as follows:

Note 2017 2016
Cash and other cash items 14 P 4,457,783,721 P 4,146,105,882
Due from BSP 14 10,332,553,346 14,712,658,644
Due from other banks 2,153,704,387 1,994,411,693
Loans and receivables arising
from reverse repurchase
agreement 2,313,002,922 2,958,465,090

P 19,257,044,376 P 23,811,641,309

7.1 Cash and Other Cash Items

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 teller, including automated teller machines.
Cash items consist of foreign currency notes and coins and checks and cash items

(other than currency on hand), such as checks drawn on other banks and other items
received after the Bank’s clearing cut-off time until the close of the regular banking hours.

The breakdown of cash and other cash items by currency is shown below.

2017 2016
Philippine peso P 4,296,923,355 P 3,941,877,706
Foreign currencies 160,860,366 204,228.176

P 4,457,783,721 P 4,146,105,882

7.2 Due from BSP

Due from BSP represents the aggregate balance of noninterest-bearing demand deposit
account and interest-bearing overnight and term deposit accounts, both in local currency,
maintained with the BSP primarily to meet a portion of reserve requirements and to serve as
a clearing account for interbank claims (see Notes 14 and 24).



-49.

7.3 Due from Other Banks

The balance of due from other banks represents regular deposits with the following
(see also Note 23.2):

2017 2016
Local banks P 1,795,638,855 P 1,829,677,031
Foreign banks 358,065,532 164,734,662

P 2,153,704,387 P 1,994,411,693

Interest rates on these deposits range from 0.50% to 1.75% per annum in 2017 and 2016.

The breakdown of this account by currency is shown below.

2017 2016
Philippine peso P 741,214,205 P 677,608,719
Foreign currencies 1,412,490,182 1,316,802,974

P 2,153,704,387 P 1,994,411,693

7.4 Loans Arising from Reverse Repurchase Agreement

These represent loans from BSP as of December 31, 2017 and 2016 arising from overnight
lending from excess liquidity which earn effective interest of 3.0% and have maturity of five
days. Interest income earned from these financial assets is presented under Interest Income
in the statements of profit or loss.

TRADING AND INVESTMENT SECURITIES

As of December 31, 2017 and 2016, this account is comprised of investment securities at
amortized cost amounting to P11.5 billion and P6.9 billion, respectively.

8.1 Financial Assets at FVPL

In 2017 and 2016, the Bank has traded various peso-denominated treasury bills, government
bonds and corporate debt securities with interest rates ranging from 2.13% to 4.75% in 2017
and 1.33% to 6.06% in 2016, and with maturities of six months to 10 years for both
reporting periods. As of December 31, 2017 and 2016, the Bank has no outstanding
financial assets at FVPL.

The Bank recognized net fair value gains on the changes in the fair value of these financial
assets amounting to P17.3 million and P13.9 million in 2017 and 2016, respectively, as part
of Trading gains under Other Operating Income in the statements of profit or loss

(see Notes 19.1).
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8.2 Investment Securities at Amortized Cost

A reconciliation of the Bank’s investment securities at amortized cost at the beginning and
end of 2017 and 2016 is shown below.

2017 2016
Balance at beginning of year P 6,881,206,226 P 10,215,343,472
Additions 5,810,114,565 715,359,120
Maturities ( 1,019,031,664) ( 1,076,429,018)
Redemption ( 165,233,192) -
Sales - (___2,973,067,348)
Balance at end of year P 11,507,055,935 P_ 6,881,206,226

These accounts are composed of investment in government and corporate bonds
denominated in Philippine pesos, US dollars and EU euro with fixed interest rate ranging
from 2.13% to 10.63% per annum in 2017 and 1.33% to 6.06% per annum in 2016. These
debt securities have maturities ranging from one to 30 years.

In 2017, certain investment securities at amortized cost amounting to P168.9 million was
redeemed by the issuer before its maturity. Such resulted in gain on redemption amounting
to P3.6 million and is presented as part of Gain on sale of assets under Other Operating
Income in the 2017 statement of profit or loss. Management has assessed that this
redemption of the investment securities is consistent with the Bank’s held to collect business
model.

In March 2016, the Bank’s Executive Committee approved the disposal of P4.2 billion of
investment securities at amortized cost relative to the Bank’s liquidity requirements. The
sale of such investments is consistent with the Bank’s held to collect business model for the
portfolio with the objective of collecting contracted cash flows, and have qualified as a
permitted sale under PFRS 9 since such is considered significant but infrequent sale. As of
December 31, 2016, the Bank sold P3.0 billion out of the P4.2 billion investments approved
for disposal. The Bank recognized loss on the disposal amounting to P174.2 million, and is
presented Loss on Sale of Securities in the 2016 statement of profit or loss. The Bank’s
management did not intend to dispose of the remaining investments. There are no similar
transactions in 2017.

The composition of these financial assets as to type of counterparty is shown below.

2017 2016
Government P 9,252920,056 P 3,712,562,982
Corporate 2,254,135,879 3,228,740,435
11,507,055,935 6,941,303,417
Allowance for impairment - ( 60,097,191)

P 11,507,055,935 P 6,881,206,226
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The breakdown of these investment securities by currency is shown below.

2017 2016
US dollar P 5,948,246,520 P 4,975,154,242
Philippine peso 5,558,809,415 1,906,051,984

P 11,507,055,935 P 6,881,206,226

The information about the fair value measurement of the Bank’s investments and trading
securities are presented in Note 6.2.

The maturity profile of the investment securities at amortized cost follows:

2017 2016
Within one year P 2,143,949,571 P 1,480,132,551
Beyond one year 9,363,106,364 5,401.073.675

P 11,507,055935 P 6,881,206,226

8.3 Interest Income on Trading and Investment Securities

Interest income earned by the Bank from its trading and investment securities are as
follow:

2017 2016

Investment securities at amortized cost P 386,553,817 P 324,575,341
Financial assets at FVPL 273,090 2,774,935

P 386,826,907 P 327,350,276

LOANS AND RECEIVABLES

This account is comprised of:

2017 2016
Loans:
Loans and discounts P 81,691,128,372 P 72,516,171,002
Prompt payment discount ( 564,201) ( 4,403,167)
Unearned discount and interest ( 1,506,212) ( 5,128,729)
Allowance for impairment (__2,342,972,748) ( 2,049,231,015)
79,346,085,211 70,457,408,091
Other receivables:
Accounts receivable 1,426,766,877 441,725,320
Sales contracts receivable 909,787,415 1,069,560,580
Accrued interest receivable 801,417,033 687,174,362
Allowance for impairment ( 277,525,426) ( 143,672,595)
2,860,445,899 2,054,787,667

P 82,206,531,110 P_72,512,195,758
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Included in these accounts are non-accruing loans (net of allowance) amounting to

P3,865.3 million and P3,326 million as of December 31, 2017 and 2010, respectively.

In June 2017, the Bank entered into an agreement with a third party for the sale of various
foreclosed real properties with book value of P1,126.8 million (see Note 13.1.1), for a total
consideration of P1,384.7 million; of which P395.5 million and P989.2 million were in the
form of cash and note receivable (the Note), respectively. The Note has a term of ten years
with maturity date of June 9, 2027. On the date of sale, the present value of the Note
amounted to P742.4 million, hence, the total fair value of consideration amounted to
P1,137.9 million. Accordingly, the Bank recognized a gain on sale amounting to

P11.1 million and is presented as part of Gain on sale of assets under Other Operating
Income in the 2017 statement of profit or loss. There is no similar transaction in 2016.

For the year ended December 31, 2017, the Bank provided a total of P28.9 million
impairment loss on the Note. The carrying value of the Note amounted to P761.4 million
and is recognized as part of Accounts receivable.

Loans and receivables bear average effective interest rates of 4.50% to 57.60% per annum in
2017 and 7.00% to 57.60% per annum in 2016.

The concentration of credit of the Bank’s loans and discounts as to industry follows:

2017 2016

Consumer P 36,122,342,535 P 31,163,649,969
Real estate 28,011,251,994 26,289,857,489
Other community, social and

personal activities 3,987,546,723 4.278,570,518
Transportation and communication 3,511,573,583 2,313,217,281
Wholesale and retail trade 3,467,996,036 2,466,798,572
Financial intermediaries 1,838,213,503 1,510,712,087
Construction 1,569,915,410 1,352,288,158
Manufacturing 414,565,172 364,134,656
Utilities 332,089,612 582,014,584
Agriculture, fishing and forestry 203,989,291 204,380,337
Miscellaneous business activities 2,231,644,513 1,990,547,351

P 81,691,128,372 P 72,516,171,002

Loans and discounts under miscellaneous business activities mainly pertain to loans to
private households. Included also under miscellaneous business activities are back-to-back
loans which are secured by hold-out deposits.

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

2017 2016
Secured:
Real estate P 42,161,971,349 P 37,667,554,308
Chattel 36,258,111,284 31,360,835,625
Hold out on deposit 347,009,897 454,273,330
78,767,092,530 69,482,663,263
Unsecured 2,924,035,842 3,033,507,739

P 81,691,128,372 P 72,516,171,002
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The maturity profile of the total loans and discounts follows:

2017 2016
Within one year P 17,220,690,845 P 19,907,364,221
Beyond one year 64,470,437,527 52,608,806,781

P 81,691,128,372 P 72,516,171,002

All of the Bank’s loans and receivables have been reviewed for indications of impairment.
Certain loans and receivables were found to be impaired; accordingly, adequate amounts of
allowance for impairment have been recognized.

A reconciliation of the amount of allowance for impairment on loans and receivables at the
beginning and end of 2017 and 2016 is shown below.

2017 2016
Balance at beginning of year P 2,192,903,610 P  1,861,507,762
Impairment losses 505,755,640 665,000,000
Write-offs/reversal ( 78,161,076) ( 333,604,152)
Balance at end of year P 2,620,498,174 P 2,192,903,610

INVESTMENTS IN SUBSIDIARIES

This account is composed of the Bank’s interest in the shares of stock of special purpose
companies (SPCs) as shown below and in the next page.

The registered office of Niyog Property Holdings, Inc. or Niyog (which is 51.89% owned by
the Bank), which is also its principal place of business, is located at 12* Floor, Yuchengco
Tower, RCBC Plaza, 6819 Ayala Avenue cor. Sen Gil Puyat Avenue, Makati City. The
registered office of Cajel Realty Corporation or Cajel (wholly owned by the Bank), which is
also its principal place of business, is located at Unit 1803, Philippine Stock Exchange
Centre, West Tower, Exchange Road, Ortigas Center, Pasig City. On the other hand, the
registered office and principal place of business of the other SPCs is the same registered
business address of the Bank as a result of the amendment of the SPCs’ Articles of
Incorporation and as approved by the SEC in various dates in 2014.

The changes in the Bank’s investments in subsidiaries in 2017 and 2016 consist of the
following:

Niyog Cajel Total

December 31, 2017
Acquisition cost P 223,410,225 P 49,833,277 P 273,243,502
Accumulated equity in
net earnings (losses):
Balance at beginning of

the year ( 121,302,927) 3,199,780 ( 118,103,147)
Share in net income 72,627,001 ( 502,728) 72,124,273
Cash dividend ( 21,652,651) - ( 21,652,651)

—

Balance at end of year

70,328,577) 2,697,052 ( 67,631,525)

P 153,081,648 P 52,530,329 P 205,611,977
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Niyog Cajel Total
December 31, 2016
Acquisition cost P 223,410,225 P 49,833 277 P 273,243,502
Accumulated equity in
net earnings (losses):
Balance at beginning of
the year ( 56,474,165) 3,830,271 ( 52,643,894)
Share in net income 7,957,137  ( 630,491) 7,326,646
Cash dividend ( 72,175,500) - ( 72,175,500)
Others ( 610,399) - ( 610,399)
Balance at end of year ( 121,302,927) 3,199,780 ( 118,103,147)
P 102,107,298 P 53,033,057 P 155,140,355

The total cost of investments in subsidiaries pertains to the carrying amount of the Bank’s
interest in the shares of stock of the SPCs previously classified as part of Investment
Properties account until 2009 which were transferred to the Bank from certain borrowers
for the settlement of their indebtedness with the Bank through dacion of certain real
properties but effected through the creation of SPCs. The Bank obtained approval from the
BSP, dated March 2009, to reclassify such portion of Investment Properties account to
Investments in Subsidiaries account subject to the following conditions: (i) the Bank should
immediately dissolve the SPCs once the underlying dacioned real property assets are sold or
disposed of; and, (ii) the equity investments in the SPCs shall be disposed of within a
reasonable period.

In partial compliance with the requirement of the BSP, the management of the Bank
resolved that the SPCs be disposed of through the conversion of the SPCs’ existing
common shares of stock into redeemable preferred shares and subsequently redeeming and
retiring the same. Accordingly, at their special meeting held on September 30, 2013, the
BOD and the stockholders of the SPCs approved that a portion of the common shares shall
be convertible to redeemable preferred shares and that for such purpose, the Articles of
Incorporation of the following SPCs have been amended and subsequently approved by the
SEC on November 28, 2013:

(a) Goldpath Properties Development Corporation (Goldpath)

(b) Eight Hills Property and Development Corporation (Eight Hills)
(c) Crescent Park Property and Development Corporation (Crescent)
(d) Niceview Property and Development Corporation (Niceview)

(e) Lifeway Property and Development Corporation(Lifeway)

(f) Gold Place Properties Development Corporation (Gold Place)
() Princeway Properties Development Corporation (Princeway)

(h) Greatwings Properties Development Corporation (Greatwings)
(i) Top Place Properties Development Corporation (Top Place)

() Crestview Properties Development Corporation (Crestview)

(k) Best Value Property and Development Corporation (Best Value)

On December 23, 2013, the SPCs” BOD approved the redemption of the SPC’s respective
preferred shares for a total consideration of P1,554.6 million.
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In relation to the SPC disposal plan and to fully comply with the requirements of the BSP,
the BOD of the Bank has approved in its meeting held on May 30, 2014 the shortening of
the corporate life of these SPCs until December 31, 2016 which was approved by the SEC in
various dates during the last quarter of 2014. As the Bank is committed and is in the process
of liquidating the operations of those SPCs which is expected to be completed within 2018,
the carrying amounts of the Bank’s equity investments in SPCs subject for liquidation are
accounted for under PFRS 5, Non-Current Assets Held for Sale and Discontinned Operations,
hence, classified as Assets Held-for-sale and Disposal Group account in the statements of
financial position (see Note 13.1).

BANK PREMISES, FURNITURE, FIXTURES AND EQUIPMENT

A reconciliation of the gross carrying amounts and the accumulated depreciation and
amortization of bank premises, furniture, fixtures and equipment at the beginning and end
of 2017 and 2016 follows:

Furniture, Leasehold
Transportation Fixtures and Rights and
Land Buildings Equipment Other Equipment Improvement Total
December 31, 2017
Cost P 363,268,068 P 289,878,457 P 94,212,501 P 1,325,313,439 P 474,172,791 P 2,546,845,256
Accumulated depreciation and
amortization - ( 215,744.253) (. 45,359.257) (. 974,081,337) (. 254,140,545) (___1,489,325.392)
Net carrying amount P 363,268,068 P 74,134,204 P 48,853,244 P 351,232,102 P 220,032,246 P__1,057,519,864
December 31, 2016
Cost P 363,268,068 P 275,049,703 P 87,585,127 P 1,245,225,336 P 414,008,192 P 2,385,136,426
Accumulated depreciation and
amortization - ( 208,138,718) (. 42,082,186) (. 858,858,170) (_ 161,225364) (___1.270,304.438)
Net carrying amount P 363,268,068 P 66,910,985 P 45,502,941 P 386,367,166 P 252,782,828 P 1,114,831,988
January 1, 2016
Cost P 363,268,068 P 266,828,294 P 83,154,264 P 1,182,833,521 P 305,306,621 P 2,201,390,768
Accumulated depreciation and
amortization - ( 196,848,490) ( 39,111,498) ( 737,576,883) (. 71,539,699) (___1,045,076,570)
Net carrying amount P 363,268,068 P 69,979,804 P 44,042,766 P 445256,638 P 233,766,922 P 1,156,314,198

A reconciliation of the carrying amounts of bank premises, furniture, fixtures and equipment
at the beginning and end of 2017 and 2016 is shown below.

Furniture, Leasehold
Transportation Fixtures and Rights and
Land Buildi Equipment Other Equipment Improvement Total
Balance at January 1, 2017,
net of accumulated depreciation
and amortization P 363,268,068 P 66,910,985 P 45,502,941 P 386,367,166 P 252,782,828 P 1,114,831,988
Additions - 14,761,624 32,337,671 135,699,960 62,798,296 245,597,641
Disposal - - ( 14,359,734) ( 28,888,634) ( 2,534,318) ( 45,782,686)
Adjustments - 59,642 - 487,739 - 547,381
Depreciation and amortization
charges for the year - ( 7.598,047) ( 14,627,724) ( 142,434,129) ( 93,014.560) ( 257,674.460)

Balance at December 31, 2017,
net of accumulated depreciation

and amortization P 363,268,068 P 74,134,204 P 48,853,244 P 351,232,102 P 220,032,246 P 1,057,519,864
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Furniture, Leaschold
Transportation Fixtures and Rights and
Land Building: Equipment Other Equipment Improvement Total
Balance at January 1, 2016,
net of accumulated depreciation
and amortization P 363,268,068 P 69,979,804 P 44,042,766 P 445,256,638 P 233,766,922 P 1,156,314,198
Additions - 8,221,409 22,068,404 81,302,158 112.083,077 223,675,048
Disposal - - ( 6,376,629) ( 1,627,519) ( 3,381,506) ( 11,385,654)
Adjustments - - - ( 94,258) - ( 94,258)
Depreciation and amortization
charges for the year - ( 11,290,228) ( 14,231,600) (_ 138,469,853) ( 89,685,665) ( 253,677,346)
Balance at December 31, 2016,
net of accumulated depreciation
and amortization P 363,268,068 P 66,910,985 P 45,502,941 P 386,367,166 P 252,782,828 P 1,114,831,988

Depreciation and amortization expenses on the Bank’s premises, furniture, fixtures, and
equipment amounting to P257.7 million in 2017 and P253.7 million in 2016 are shown as
part of the Depreciation and Amortization account in the statements of profit or loss.

As of December 31, 2017 and 2016, the gross carrying amount of the Bank’s
tully-depreciated assets that are still in use in operations is P94.0 million and P54.0 million,
respectively.

BSP requires that investments in fixed assets do not exceed 50% of the Bank’s unimpaired
capital. As of December 31, 2017 and 2016, the Bank has satisfactorily complied with this
BSP requirement.

INVESTMENT PROPERTIES

Investment properties consist of various parcels of land and buildings acquired through
foreclosure or dacion as payment of outstanding loans by the borrowers.

A reconciliation of the gross carrying amounts and the accumulated depreciation and
impairment losses of investment properties at the beginning and end of 2017 and 2016,
follows:

Land Building Total

December 31, 2017

Cost P 797,571,661 P 925,951,859 P 1,723,523,520

Accumulated impairment ( 60,708,630)  ( 40,083,927) ( 101,392,557)

Accumulated depreciation - 268,824,903) ( 268,824,903)

Net carrying amount P 736,863,031 P 616,443,029 P 1,353,306,060
December 31, 2016

Cost P 619,556,356 P 962,633,510 P 1,582,189,866

Accumulated impairment ( 196,167,367) ( 29,842,546) ( 226,009,913)

Accumulated depreciation - 232.111.216) ( 232.111.216)

Net carrying amount P 423,388,989 P 700,679,748 P 1,124,068,737
January 1, 2016

Cost P 674,552,371 P 775,072,789 P 1,449,625,160

Accumulated impairment ( 23,621,783)  ( 39,804,146)  ( 63,485,929)

Accumulated depreciation - ( 191,849914) ( 191,849.914)

Net carrying amount P 650,930,588 P 543,358,729 P 1,194,289,31
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A reconciliation of the carrying amounts of investment properties at the beginning and end
of 2017 and 2016 is shown below.

Land Building Total

Balance at January 1, 2017,
net of accumulated

depreciation and impairment P 423,388,989 P 700,679,748 P 1,124,068,737

Additions 1,373,493,549 1,153,181,779 2,526,675,328

Disposals ( 886,361,986) ( 816,744,818) ( 1,703,106,804)
Reclassification (see Note 13.1) ( 68,142,275) ( 42,500,924) ( 110,643,199)
Impairment losses ( 105,515,246) ( 177,281,182)  ( 282,796,428)
Depreciation charges for the year - ( 200,891,574)  ( 200,891,574)

Balance at December 31, 2017,
net of accumulated

depreciation and impairment P 736,863,031 P 616,443,029 P 1,353,306,060

Balance at January 1, 2016,
net of accumulated

depreciation and impairment P 650,930,588 P 543,358,729 P 1,194,289,317

Additions 266,901,036 808,340,013 1,075,241,049
Disposals ( 295,494,243) ( 252,513,120) ( 548,007,363)
Reclassification (see Note 13.1) ( 111,229,574)  ( 173,139,723)  ( 284,369,297)
Impairment losses ( 87,718,818) ( 55,000,000)  ( 142,718,818)
Depreciation charges for the year - ( 170,366,151)  ( 170,366,151)
Balance at December 31, 2016,

net of accumulated

depreciation and impairment P 423,388,989 P 700,679,748 P 1,124,068,737

A reconciliation of the aggregate amount of the accumulated depreciation and impairment at
the beginning and end of 2017 and 2016 is shown below.

Note 2017 2016

Balance at beginning of year P 458,121,129 P 255,335,843
Depreciation during the year 200,891,574 170,366,151
Impairment losses 282,796,428 142,718,818
Reclassification to (from)

assets held-for-sale 13.1 72,813,240 ( 89,653,784)
Reversal due to disposals ( 644,404,911) ( 20,645,899)
Balance at end of year P 370,217,460 P 458121,129

Depreciation charges are presented as part of Depreciation and Amortization account in the
statements of profit or loss. Real property taxes incurred on these investment properties
amounted to P4.4 million and P2.4 million in 2017 and 2016, respectively, and are presented
as part of Taxes and Licenses account in the statements of profit or loss. The Bank
recognized a gain on disposal of investment properties totalling to P32.8 million and

P85.5 million in 2017 and 2016, respectively, and is presented as part of Gain on Sale of
Assets in the statements of profit or loss.

The information about the fair values of the Bank’s investment properties are presented in
Note 6.4.

As of December 31, 2017 and 2010, there is no restriction on the realizability of investment
properties or the remittance of income and proceeds of disposal therefrom. In addition, the
Bank has not entered into a significant commitment to purchase, construct or develop any
investment property in the near future.
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13. ASSETS HELD-FOR-SALE AND DISPOSAL GROUP AND OTHER
RESOURCES

13.1 Assets Held-for-Sale and Disposal Group

This account consists of:

Note 2017 2016
Foreclosed automobiles 1312 P 490,509,066 P 392,580,352
Equity investments
in subsidiaries 13.1.3 291,334,509 281,163,366
Foreclosed real properties 13.1.1 - 1,800,071,359
781,843,575 2,473,815,077
Allowance for impairment ( 118,959,389) ( 191,772,629)
Accumulated depreciation - ( 4006,479,892)

P 662,884,186 P 1,875,562,556

13.1.1 Foreclosed Real Properties

This account consists of real estate properties, located in different provinces of the
Philippines, which are repossessed through foreclosure or dacion arrangement in lieu
of payment of outstanding loan receivables and the corresponding interest from
vatious borrowers.

In 2015, management classified such properties as held-for-sale since the carrying
amount of those properties will be recovered principally through a sale transaction.
The properties are readily available for immediate sale in its present condition and
that management believes that the sale is highly probable at the time of
reclassification. In June 2017, the sale of such properties to a third party has been
completed (see Note 9).

13.1.2 Foreclosed Automobiles

This account consists of transportation equipment repossessed through foreclosure
or dacion arrangement in lieu of payment of outstanding loan receivables and the
corresponding interest from various borrowers. The Bank expects to sell these assets
within one year from date of classification and it remains committed to dispose the
assets through an active marketing program.

The Bank recognized a gain on disposal of foreclosed automobile amounting to
P42.2 million and P34.7 million in 2017 and 2016, respectively, and presented as part
of Gain on Sale of Assets in the statements of profit or loss.
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13.1.3 Equity Investments in Subsidiaries

This account pertains to the total carrying amount of the Bank’s interest in the shares
of stock of the following SPCs which is currently being liquidated by the Bank and
the process is expected to be completed in 2018 (see Note 10):

2017 2016
Niceview P 94,592,655 P 90,424,945
Crescent Park 65,193,971 60,723,382
Eight Hills 59,745,643 59,738,257
Stockton 21,428,381 20,985,431
Happyville 17,654,502 16,967,896
Gold Place 7,757,020 7,721,455
Greatwings 7,578,763 7,471,640
Landview 7,245,548 7,129,802
Fairplace 6,906,031 6,768,564
Princeway 1,706,243 1,706,243
Top Place 1,361,864 1,361,864
Best Value 163,888 163,887
291,334,509 281,163,366
Allowance for impairment ( 6,230,675) ( 6,230.675)
P 285,103,834 P 274,932,691
13.2 Other Resources
This account consists of:
Note 2017 2016
Goodwill — net 13.21 P 268,655,069 P 268,655,069
Computer software — net 13.2.2 154,987,556 105,046,405
Prepaid expenses 13.2.4 150,806,400 143,429,563
Security deposits 13.2.3 96,822,108 92,715,315
Electronic documentary
stamp 43,973,239 40,547,191
Miscellaneous 13.2.5 107,989,960 82,548,126
823,234,332 732,941,669
Allowance for impairment ( 31,106,536) ( 31,106,536)
P 792,127,796 P 701,835,133

13.2.1 Goodwill
The carrying amount of Goodwill as of December 31, 2017 and 2016 is shown below.

Cost P
Allowance for impairment (

338,461,579
09,806,510)

P 268,655,069
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The Bank recognized goodwill arising from its acquisition of the net assets of another
bank from which the Bank had expected future economic benefits and synergies that

will result from combining the operations of the acquired bank with that of the Bank.
Goodwill is subject to annual impairment testing and whenever there is an indication

of impairment.

In 2017 and 2016, the Bank engaged a third party consultant to perform an
independent impairment testing of goodwill. The third party consultant’s
methodology is in accordance with PAS 306, Impairment of Assets. The assessment of
impairment of goodwill is based on fair value less cost to sell (FVLCTS) of the CGU
(the Bank itself inclusive of all the acquired assets and liabilities from the
acquiree-bank) to which the goodwill is attributed. In determining the FVLCTS of the
CGU, discounted cash flows method was used. Some of the key assumptions that
have been considered which have significant impact on the results of the
determination of FVLCTS are as follows:

e the Bank will continue as a going concern entity and will have sufficient financial
resources to finance its working capital requirements to achieve its projected
forecast and to support its business needs;

e the Bank’s performance forecasts for the next five years from the end of each
reporting period;

e in estimating the terminal value of the CGU, long-term growth rates at 7.00% and
6.00% (based on forecasted gross domestic product growth rate) as of
December 31, 2017 and 2016, respectively, were used; and,

e in discounting the projected free cash flows, weighted average cost of capital of
10.48% and 11.80% was used in 2017 and 2016, respectively, and an estimated cost
of disposal of 3.00%.

On the basis of the report of the third party consultant dated January 28, 2018 and
January 30, 2017, with valuation date as of the end of 2017 and 2016, respectively, the
CGU’s FVLCTS amounted to P60,411.3 million and P61,038.7 million, respectively.
The Bank has assessed that the recoverable amount of the goodwill exceeds its
carrying amount as of December 31, 2017 and 2016. Accordingly, no additional
impairment loss is required to be recognized in 2017 and 2016.

13.2.2 Computer Software

Computer software pertains to the cost of system software and other expenditures
related to software upgrade which is amortized by the Bank over a period of ten and
five years in 2017 and 2016, respectively. The carrying amount of Computer software
as of December 31 is shown below.

2017 2016
Cost P 413,684,708 P 339,695,710
Accumulated amortization ( 258,697,152) ( 234,649,305)

)i 154,987,556 P 105,046,405
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A reconciliation of the carrying amounts of computer software at the beginning and
end of 2017 and 2016 is shown below.

2017 2016

Balance at the beginning of year P 105,046,405 P 143,467,746

Additions 73,988,998 21,402,714
Adjustments 467,578 94,258
Amortization charges

for the year ( 24,515,425) ( 59,918,313)
Balance at end of year )i 154,987,556 P 105,046,405

Amortization of computer software is presented as part of Information technology
under Other Operating Expenses account in the statements of profit or loss
(see Note 19.2).

13.2.3 Security Deposits

Security deposits include refundable deposits and advance rentals for the lease of
various Bank branches from several parties, including deposits with utility companies.

13.2.4 Prepaid Expense

Prepaid expense includes unexpired portion of property and other non-life insurance
and prepaid system maintenance.

13.2.5 Miscellaneous

Miscellaneous include advance rentals, rejected check and other clearing items and
creditable withholding tax.

The expected recovery period of the Bank’s asset held-for-sale and disposal group and other
resources is as follows:

2017 2016
Within one year P 856,746,346 P  1,131,327,691
Beyond one year 598,265,636 1,446,069,998

P 1455,011,982 P 2,577,397,689

14. DEPOSIT LIABILITIES

This account consists of the following deposits:

2017 2016

Time P 64,362,101,552 P 61,805,014,906
Savings 25,460,792,049 23,395,238,936
Demand 11,861,664,973 9.560,462,555

P 101,684,558,574 P__ 94,760,715,397
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The maturity profile of the Bank’s deposit liabilities is as follows (see also Note 23.4):

2017 2016
Within one yeatr P 17,533,229,667 P 15,772,191,941
Beyond one year 84,151,328,906 78,988,523,456

P 101,684,558,574 P__ 94,760,715,397

Deposit liabilities are in the form of savings, demand and time deposits with annual interest
rates of 1.38% to 4.75% both in 2017 and 2016.

Under existing BSP regulations, non-FCDU deposit liabilities are subject to required
reserves for deposits of 8.00%. The Bank is in compliance with these regulations.

On April 6, 2012, the BSP issued an amendment to the existing provisions as to the
eligibility of cash and deposit accounts with BSP as forms of reserve requirements. As
indicated in the recent amendment, cash and other cash items are no longer considered as
eligible reserves. Available reserves as of December 31, 2017 and 2016 amounted to
P8,334.3 million and P7,916.0 million, respectively, and included as part of Due from BSP in
the statements of statements of financial position (see Note 7).

BILLS PAYABLE

This account pertains to the Bank’s borrowed funds and other borrowings from RCBC,
RCBC Capital Corporation, a related party under common ownership (see Note 23.3), and
the BSP. In 2017 and 2016, the Bank obtained various bills payable with total principal
amount of P820.0 million and P67,981.0 million, respectively, which were subsequently
repaid in full. Bills payable has a maturity of one to five days in 2017 and 2016. The Bank
has no outstanding bills payable as of December 31, 2017 and 2016.

Interbank bills payable, which are overnight borrowings, are charged with annual interest
rate of 2.53% to 2.56% in 2017 and 2016. Interest expense on bills payable amounted to
P1.6 million and P20.9 million in 2017 and 2016, respectively, as presented in the statements
of profit or loss.

None of the Bank’s assets pledged as security for these borrowings.

MANAGER’S CHECK PAYABLE

This account pertains to the aggregate amount of outstanding checks drawn by the Bank
upon itself as of the end of each reporting period. This payable is expected to be settled
within one year from the end of each reporting date.
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17. ACCRUED INTEREST, TAXES AND OTHER EXPENSES

This account consists of accruals for:

Interests

Litigation costs

PDIC fees

Utilities and rent
Income and other taxes
Repairs and maintenance
Advertising costs

Other expenses

2017 2016
P 278,207,101 P 219,863,090
209,768,411 291,590,452
96,823,714 84,595,827
91,072,470 171,858,491
81,637,524 138,316,432
16,032,455 13,071,137
5,949,279 30,099,373
91,510,426 89,964,890
P 871,001,380 P 1,039.359,692

Other expenses pertain to accrual for professional fees, utilities, security, janitorial services

and other expenses.

The expected settlement period of the Bank’s accrued interest, taxes and other expenses is as

follows:
2017 2016
Within one year P 871,001,380 P 988,100,626
Beyond one year - 51,259,066

P 871,001,380 P 1,039,359,692

18. OTHER LIABILITIES

This account consists of:

Note 2017 2016

Accounts payable P 2,332,254,071 P 1,720,692,830
Post-employment defined

benefit obligation 21.2 61,954,425 177,996,491

Sundry credits 29,811,582 5,069,656

Payment orders 11,959,156 23,551,995

Miscellaneous 159,472,686 126,711,407

P 2595451920 P 2,054,022,379

Accounts payable is mainly comprised of outstanding short-term payables to various third
party vendors for purchases of goods and services used in operations including payable to
contractors for the Bank’s on-going construction works for its premises.

Miscellaneous liabilities mainly pertain to dormant manager’s check payables and other
deferred credits.
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2017 2016
Within one year P 2,512,590,809 P 1,924,049,400
Beyond one year 82,861,111 129,972,979
P 2595451920 P 2,054,022 379

19. OTHER INCOME AND MISCELLANEOUS EXPENSES
Presented below are the details of these accounts:
Other Income

Notes 2017 2016
Income from trust business 24 P 53,037,321 P 51,740,452
Trading gains — net 8.1 16,686,419 13,881,058
Miscellaneous 17,432,916 4.265.074
P 87,156,656 P (69,886,584

19.2

Miscellaneous includes rentals received on safety deposit boxes and leasing bank

properties.
Miscellaneous Expenses
Notes 2017 2016

Professional and

management fees P 128,223,412 P 92,573,940
Information and technology — 13.2.2 107,544,127 114,756,064
Rent on equipment 102,395,868 108,247,254
Communication 96,458,322 129,949,945
Fuel and lubricant 85,756,502 92,547,021
Advertisement 76,565,480 54,532,912
Corporate activities 52,856,012 88,825,236
Stationary and supplies 51,453,074 38,206,648
Sundry credits 49,414,881 28,663,659
Supervision and examination 42,884,365 45,988,185
Repairs and maintenance 30,360,729 29,315,249
Entertainment, amusement

and recreation 19,168,094 24,293,450
Commission 14,649,940 18,094,698
Foreign currency losses — net 2,046,105 4,463,819
Miscellaneous 21.2 75,993,839 7,172,985

P 935,770,750 P 877,631,065

Miscellaneous includes fines, penalties and other charges.
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EQUITY AND CAPITAL MANAGEMENT

20.1 Capital Stock

Capital stock as of December 31, 2017 and 2016 consists of:

Shares Amount
Common stock — P100 par value
Authorized — 50,000,000 shares
Issued and outstanding ___ 30,872,163 P__ 3,087,216,300

As of December 31, 2017 and 2016, the Bank has only one stockholder owning 100 or more
shares of the Bank’s capital stock.

20.2 Surplus

While unappropriated surplus available for dividend declaration exceeded its paid-in-capital as
of December 31, 2017, such excess is appropriate as the Bank is required to comply and
maintain certain minimum capital adequacy requirements as prescribed by the BSP.

There is no dividend declaration for both 2017 and 2016.
20.3 Revaluation Reserves

Revaluation reserves pertain only to the accumulated remeasurements of post-employment
defined benefit plan (see Note 21.2).

20.4 Capital Management
(a) Regulatory Capital
The Bank’s lead regulator, the BSP, sets and monitors capital requirements of the Bank.

In implementing current capital requirements, the BSP requires the Bank to maintain a
prescribed ratio of qualifying regulatory capital to total risk-weighted assets including
market risk and operational risk computed based on BSP-prescribed formula provided
under its circulars.

On January 15, 2013, the BSP issued Circular No. 781, Base/ I1I Inmplementing Guidelines on
Minimum Capital Requirements, which provides the implementing guidelines on the revised
risk-based capital adequacy framework particularly on the minimum capital and
disclosure requirements for universal banks and commercial banks, as well as their
subsidiary bank and quasi-banks, in accordance with the Basel 111 standards.

BSP Circular No. 781 is effective on January 1, 2014.

The BSP has adopted the Basel 111 risk-based capital adequacy framework effective
January 1, 2014, which requires the Bank to maintain at all times the following:

- Common Equity Tier 1 (CET1) of at least 6.0% of risk-weighted assets;

- Tier 1 Capital of at least 7.5% of risk-weighted assets;

- Qualifying Capital (Tier 1 plus Tier 2 Capital) of at least 10.0% of risk-weighted
assets; and,
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Capital Conservation Buffer of 2.5% of risk weighted assets, comprised of
CET1 Capital.

In computing for the capital adequacy ratio (CAR), the regulatory qualifying capital is
analyzed into two tiers which are: (1) Tier 1 Capital comprised of Common Equity Tier 1

(CET1) and Additional Tier 1 (AT1) capital, and, (i) Tier 2 Capital, defined as follows,
subject to deductions as defined in relevant regulations:

(/) Common Equity Tier 1 Capital includes the following:

(%)

(i)

paid-up common stock;

common stock dividends distributable;

additional paid-in capital;

deposit for common stock subscription;

retained earnings;

undivided profits;

other comprehensive income from net unrealized gains/losses on financial
assets at FVOCI and cumulative foreign currency translation; and,

minority interest in subsidiary banks which are less than wholly-owned, subject
to regulatory conditions.

AT1 Capital includes:

instruments that do not qualify as CET1, but meet the criteria set out in
Annex B of BSP Circular 781;

financial liabilities meeting loss absorbency requirements set out in Annex E of
BSP Circular 781;

financial liabilities bearing loss absorbency features at point of non-viability as
set out in Annex F of BSP Circular 781;

additional paid-in capital resulting from issuance of AT1 capital;

deposit for subscription to AT1 instruments; and,

minority interest in subsidiary banks which are less than wholly-owned, subject
to regulatory conditions.

Tier 2 Capital includes:

instruments issued that are not qualified as Tier 1 capital but meet the criteria
set forth in Annex C of BSP Circular 781;

financial liabilities bearing loss absorbency features at point of non-viability as
set out in Annex F of BSP Circular 781;

deposit for subscription of Tier 2 capital;

appraisal increment reserve on bank premises, as authorized by the Monetary
Board;

general loan loss provisions; and,

minority interest in subsidiary banks that are less than wholly-owned, subject to
regulatory conditions.

Risk assets consist of total assets after exclusion of cash on hand, due from BSP, loans
covered by hold-out on or assignment of deposits, loans, or acceptances under letters of

credit to the extent covered by margin deposits, and other non-risk items as determined
by the Monetary Board of the BSP.



()

-67 -

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

2017 2016
Tier 1 Capital P 10,152,965,697 P  8981,737,602
Tier 2 Capital 599,885,716 529,885,716

Total Regulatory Qualifying Capital P 10,752,851,413 P 9,511,623,318

Total Risk-Weighted Assets P 76,631,205,359 P 70,746,637.959

Capital ratios:

Total regulatory capital expressed
as percentage of total
risk-weighted assets 14.03% 13.44%

Total Tier 1 expressed as percentage
of total risk-weighted assets 13.25% 12.70%

The above capital ratios comply with the related BSP prescribed ratios.

Capital Allocation

The allocation of capital between specific operations and activities is, to a large extent,
driven by optimization of the return achieved on the capital allocated. The amount of
capital allocated to each operation or activity is based primarily upon the regulatory
capital, but in some cases the regulatory requirements do not reflect fully the varying
degrees of risk associated with difference activities. In such cases, the capital
requirements may be flexed to reflect differing risk profiles subject to the overall level of
capital to support a particular operation or activity not falling below the minimum
requirement for regulatory purposes.

The process of allocation of capital to specific operations and activities is undertaken
independently of those responsible of the operation, and is subject to review by the
Bank’s RMC. Although maximization of the return on risk-adjusted capital is the
principal basis used in determining how capital is allocated within the Bank to particular
operations or activities, it is not the sole basis used for decision making. Account
profitability is also taken, and synergies with other operations and activities, the
availability of management and other resources, and the fit of the activity with the
Bank’s longer term strategic goals and objectives. The Bank’s policies in respect of
capital management and allocation are reviewed regularly by the BOD.

Minimum Capital Requirement

Under existing BSP regulation, thrift banks with head office in the National Capital
Region are required to comply with the minimum capital requirement of P2.0 billion.

The Bank has complied with the above minimum capital requirement at the end of each
reporting period.
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EMPLOYEE BENEFITS

21.1 Salaries and Employee Benefits

Expenses recognized for employee salaries and other employee benefits are presented below.

2017 2016
Short-term employee benefits P 1,209,962,043 P 1,117,172,979
Post-employment defined benefit plan 61,389,619 64,664,291

r 1271,351,662 P 1,181,837,270

21.2 Post-employment Defined Benefit Plan

(a)

@

Characteristics of the Defined Benefit Plan

The Bank maintains a funded, tax-qualified, non-contributory post-employment benefit
plan that is being administered by the Bank’s Trust Department covering all regular
full-time employees. The Trust Department manages the fund in coordination with the
Bank’s RMD who acts in the best interest of the plan assets and is responsible for setting
the investment policies.

The normal retitement age is 60 with a minimum of 5 years of credited service. The
plan also provides for an early retirement at age 55 with a minimum of 20 years of
credited service and late retirement after age 60, both subject to the approval of the
BOD. Normal retitement benefit is an amount equivalent to 150% of the final monthly
covered compensation (average monthly basic salary during the last 12 months of
credited service) for every year of credited service.

Explanation of Amounts Presented in the Financial Statements

Actuarial valuations are made annually to update the post-employment benefit costs and
the amount of contributions. All amounts presented below are based on the actuarial
valuation report obtained from an independent actuary in 2017 and 2016.

The post-employment defined benefit obligation as of December 31, 2017 and 2016,
reported as part of Other Liabilities in the statements of financial position (see Note 18),
is determined as follows:

2017 2016
Present value of obligation P 671,412,959 P 696,592,344
Fair value of plan assets ( 609,458,534) ( 518,595,853)

P 61,954,425 P 177,996,491
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The movements in present value of the post-employment defined benefit obligation
recognized in the financial statements are as follows:

2017 2016

Balance at beginning of year P 696,592,344 P 676,303,972
Current service cost 61,389,619 64,664,291
Interest expense 37,476,668 34,153,351
Remeasurement — actuarial gains

arising from:

Changes in financial assumptions ( 90,201,433) ( 9,574,095)

Experience adjustments ( 7,032,857) ( 22,355,918)
Benefits paid ( 26,811,382) ( 46,599,257)
Balance at end of year P 671,412,959 P 696,592,344

The movements in the fair value of plan assets are presented below.

2017 2016

Balance at beginning of year P 518,595,853 P 540,977,544
Contributions to the plan 100,000,000 -
Interest income 29,869,231 26,142,735
Return on plan assets (excluding

amounts included in net interest) ( 12,195,168) ( 1,925,169)
Benefits paid ( 26,811,382) ( 46,599,257)
Balance at end of year P 609,458,534 P 518,595,853

Actual returns on plan assets were P17.7 million in 2017 and P24.2 million in 2016.
The composition of the fair value of plan assets at the end of each reporting period by
category and risk characteristics is shown below.

2017 2016
Cash and cash equivalents ) id 69,722,056 P 44,443,665
Loans and other receivables 17,369,569 14,935,560
Equity securities - retail
and manufacturing 150,719,095 132,812,398
Mutual funds/Unit Investment
Trust Fund (UITF) 21,574,832 18,306,434
Debt securities:
Corporate bonds 292,661,988 236,116,692
Philippine government bonds 57,410,994 71,981,104
350,072,982 308,097,796

) id 609,458,534 P 518,595,853
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The fair values of the above equity securities and government and corporate bonds are
determined based on quoted market prices in active market (classified as Level 1 of the
fair value hierarchy), while the fair value of mutual funds (classified as Level 2 of the fair
value hierarchy) are generally measured based on the net asset value of the investment
comprising the fund. The fair value of real estate properties do not have quoted prices
and have been determined based on professional appraisals that is classified as Level 3 of
the fair value hierarchy.

Plan assets, except for cash and cash equivalents maintained with the Bank
(see Note 23.5), do not comprise any of the Company’s nor its related parties’ financial
instruments, or any assets occupied and/or used in its operations.

The components of amounts recognized in profit or loss and in other comprehensive
income in respect of the defined benefit post-employment plan are as follows:

2017 2016
Reported in profit or loss:
Current service cost P 61,389,619 P 64,664,291
Net interest expense 7,607,437 8,010,616
P 68,997,056 P 72,674,907
Reported in other comprebensive income:
Actuarial gains arising from:
Changes in financial assumptions P 90,201,433 P 9,574,095
Experience adjustments 7,032,857 22,355,918
Return on plan assets (excluding
amounts included in net
interest expense) ( 12,195,168) ( 1,925,169)
P 85,039,122 P 30,004,844

The net interest expense is included as part of Miscellaneous account under Other
Operating Expenses in the statements of profit or loss (see Note 19.2).

Amounts recognized in other comprehensive income were included within item that will
not be reclassified subsequently to profit or loss.

In determining the amounts of post-employment defined benefit obligation, the
following significant actuarial assumptions were used:

2017 2016
Discount rates 5.73% 5.38%
Expected rate of salary increases 4.00% 5.00%

Assumptions regarding future mortality are based on published statistics and mortality
tables. The average life expectancy of an individual after retiring at the Bank’s normal
retiring age of 60 is based on the 1994 Group Annuity Mortality table, set back six years
for females. These assumptions were developed by management with the assistance of
an independent actuary. Discount factors are determined close to the end of each
reporting period by reference to the interest rates of a zero coupon government bonds
with terms to maturity approximating to the terms of the post-employment obligation.
Other assumptions are based on current actuarial benchmarks and management’s
historical experience.
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Risks Associated with the Retirement Plan

The plan exposes the Bank to actuarial risks such as investment risk, interest rate risk,
longevity risk and salary risk.

(1)  Investment and Interest Rate Risks

The present value of the defined benefit obligation is calculated using a discount rate
determined by reference to market yields of government bonds. Generally, a decrease in
the interest rate of a reference government bonds will increase the plan obligation.
However, this will be partially offset by an increase in the return on the plan’s
investments in loans and receivables and debt securities, and if the return on plan asset
falls below this rate, it will create a deficit in the plan.

Currently, the plan assets are significantly invested in cash and cash equivalents, debt
securities, equity securities, and mutual and UITF. Due to the long-term nature of the
plan obligation, a level of continuing investments in debt and equity securities is an
appropriate element of the Bank’s long-term strategy to manage the plan efficiently.

(i7) Longevity and Salary Risks

The present value of the defined benefit obligation is calculated by reference to the best
estimate of the mortality of the plan participants during their employment, and to their
future salaries. Consequently, increases in the life expectancy and salary of the plan
participants will result in an increase in the plan obligation.

Other Information

The information on the sensitivity analysis for certain significant actuarial assumptions,
the Bank’s asset-liability matching strategy, and the timing and uncertainty of future cash
flows related to the retirement plan are described below and in the succeeding page.

(1)  Sensitivity Analysis

The following table summarizes the effects of changes in the significant actuarial
assumptions used in the determination of the defined benefit obligation as of
December 31, 2017 and 2016:

Impact on Post-employment Defined
Benefit Obligation
Change in Increase in Decrease in

Assumption Assumption Assumption

December 31, 2017
Discount rate +/-1% P 69,798,980 ( P 55,587,820)
Salary growth rate +/-1% 63,510,871 ( 59,790,408)

December 31, 2016

Discount rate +/-1% P 30,092,497 (P 27,058,528)
Salary growth rate +/-1% 23434063 (  21,327,195)
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The sensitivity analysis is based on a change in an assumption while holding all other
assumptions constant. This analysis may not be representative of the actual change in
the defined benefit obligation as it is unlikely that the change in assumptions would
occur in isolation of one another as some of the assumptions may be correlated.
Furthermore, in presenting sensitivity analysis in the preceding page, the present value of
the defined benefit obligation has been calculated using the projected unit credit method
at the end of the reporting period, which is the same as that applied in calculating the
defined benefit obligation recognized in the statements of financial position.

(i) Asset-liability Matching Strategies

To efficiently manage the retirement plan, the Bank ensures that the investment
positions are managed in accordance with its asset-liability matching strategy to ensure
that long-term investments are in line with the obligations under the retirement scheme.
This strategy aims to match the plan assets to the retirement obligations by investing in
debt and equity instruments with sound fundamentals that are readily convertible to cash
that match the benefit payments as they fall due and in the appropriate currency.

The Bank actively monitors how the duration and the expected yield of the investments
are matching the expected cash outflows arising from the retirement obligations. In
view of this, investments are made in reasonably diversified portfolio, such that the
failure of any single investment would not have a material impact on the overall level of
assets.

A larger portion of the plan assets as of December 31, 2017 and 2016 consists of cash
and cash equivalents, debt securities and equity securities. The Bank believes that equity
securities offer the best returns over the long term with an acceptable level of risk.
Equity securities are invested in reputable listed corporations in the Philippines.

While no significant change in asset allocation are expected in the next reporting period,
the trustee may make changes anytime to respond to environmental changes to ensure
keeping alignment to the Bank’s retirement plan strategies.

(ii)  Funding Arrangements and Expected Contributions

The plan is currently underfunded by P62.0 million based on the latest actuarial
valuation. While there are no minimum funding requirements in the country, the size of
the underfunding may pose a cash flow risk in about five to ten years’ time when a
significant number of employees is expected to retire.

As of December 31, 2017 and 2016, the maturity profile of undiscounted expected
benefit payments from the plan follows:

2017 2016
Less than one year P 26,347,987 P 17,211,854
More than one year to five years 215,771,174 86,729,271
More than five years to ten years 364,782,612 218,104,497

)i 606,901,773 P 322,045,622

The weighted average duration of the defined benefit obligation at the end of the
reporting period is 9.7 years.

The Bank expects to contribute P100.0 million to the retirement plan in 2018.
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TAXES
22.1 Current and Deferred Taxes

Under Philippine tax laws, the Bank is subject to percentage and other taxes (presented as
Taxes and Licenses in the statements of profit or loss), as well as income taxes. Percentage and
other taxes paid consist principally of the gross receipts tax (GRT) and documentary stamp tax
(DST). The Bank’s liability for GRT and DST is based on the related regulations issued by the
authorities.

Tax expense account presented in the statements of profit or loss include the corporate income
tax discussed in the succeeding sections, and final tax paid at the applicable rates of 20.0% and
7.5%, which represent the final withholding tax on gross interest income from government
securities and other deposit substitutes.

Under current tax regulations, the regular corporate income tax (RCIT) rate applicable is
30%. Interest allowed as a deductible expense is reduced by an amount equivalent to certain
percentage 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 regular
income tax liability for the next three consecutive years. In addition, any net operating loss
carry over (NOLCO) is allowed as a deduction from taxable income in the next three years.

Effective May 2004, under RA No. 9294, the income derived by the FCDU from foreign
currency transactions with nonresidents, offshore banking units (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 OBUs is subject to 7.5% final tax.

The components of current tax expense reported in the statements of profit or loss for the
years ended December 31 are as follows:

2017 2016

Current tax expense:
Excess MCIT at 2% over

RCIT at 30% — RBU P 50,010,503 P -

Final tax at 20%, 10% and 7.5% 48,541,750 9,161,714)
RCIT at 30% — RBU 17,794,756 130,148,362
RCIT at 30% — FCDU 221,803 282,286
116,568,812 121,268,934
Deferred tax income relating to
origination of temporary differences 85,150,968) ( 91,768,1306)
31,417,844 29,500,798
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The reconciliation of tax on pretax profit computed at the applicable statutory rates to tax
expense reported in profit or loss is as follows:

2017 2016
Tax on pretax profit at 30% P 414,496,849 P 310,392,422
Adjustment for income subjected to
lower income tax rates ( 45,944,308) ( 60,992,382)
Tax effects of:
Non-taxable income ( 365,167,951) ( 309,260,683)
Non-deductible interest expense 31,207,435 17,322,116
Other non-deductible expenses 14,596,481 63,118,310
Unrecognized deferred tax assets ( 12,180,972) 96,843,701
Income from FCDU ( 10,836,377) ( 18,720,272)
Recognition of previously
unrecognized deferred tax assets 5,246,687 ( 69,202.414)
P 31,417,844 P 29,500,798

In 2017 and 2016, the Bank recognized deferred tax assets on its allowances for impairment
losses as management believes and estimates that future taxable profits will be available to
allow such deferred tax asset to be recovered.

Statements of Financial Position Profit or Loss
2017 2016 2017 2016

Allowance for impairment:

Loans and other receivables P 700,293,600 P 620,769,305 (P  79,524,295) P  92,058,616)

Investment properties 30,417,767 67,802,974 37,385,207 ( 48,757,195)

Assets held-for-sale and disposal group 33,818,614 55,662,586 21,843,972 49,047,675
MCIT 50,010,503 - ( 50,010,503 ) -
Unamortized past service cost 14,845,349 - ( 14,845,349) -
Deferred Tax Asset P 829,385,833 D 744,234,865
Deferred Tax Income (P__85,150,968) (P__ 91,768,136)

For other temporary differences, the Bank did not recognize their corresponding deferred
tax assets since management believes that the Bank may not be able to generate sufficient
taxable profit in the future against which the tax benefits arising from these temporary
differences can be utilized.

Shown below are the temporary differences as of December 31 for which no deferred tax
assets were recognized.

2017 2016
Tax Base Tax Effect Tax Base Tax Effect

Allowance for impairment:

Loans and other receivables P 290,969,441 P 87,290,832 P 123,672,595 P 37,101,778

Other resources 100,913,048 30,273,914 100,913,046 30,273,914

Assets held-for-sale and disposal group 6,230,677 1,869,203 6,230,677 1,869,202

Trading and investment securities - - 60,097,191 18,029,157
Provisions for lawsuits 209,768,411 62,930,523 291,590,452 87,477,136
Post-employment defined obligation 61,954,425 18,586,328 177,996,491 53,398,947
Unamortized past service cost - - 17,488,955 5,246,687

P 669,836,002 P 200,950,800 P 777,989,407 P 233,396,821

In 2017 and 2016, the Bank claimed itemized deductions in computing for its income tax
due.
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22.2 Supplementary Information Required Under Revenue Regulations (RR)
No. 15-2010 and RR No. 19-2011

The BIR issued RR No. 15-2010 1869and RR No. 19-2011 which requires certain
information on taxes to be disclosed as part of the notes to financial statements. Such
supplementary information is, however, not a required disclosure as part of the basic
financial statements prepared in accordance with PFRS; it is neither a requird disclosure
under the SEC rules and regulations covering the form and content of financial statements
under the Securities Regulation Code Rule 68.

The Bank, however, decided to present the required tax information require by the BIR as a
supplemental schedule filed separately from the basic financial statements.

23.

RELATED PARTY TRANSACTIONS

The Bank’s related parties include PMMIC, its Parent Bank, its subsidiaries and entities
under common ownership by RCBC, key management personnel and others as described

below.

A summary of the Bank’s transactions and outstanding balances of such transactions with its
related parties as of and for the years ended December 31, 2017 and 2016 is presented below

and in the next page.

2017 2016
Related Party Amount of Outstanding Amount of Outstanding
Category Notes Transaction Balance Transaction Balance
Parent Bank
Due from other banks 23.2 P 978,455,390 P 1,053,043,503 P 751,578,310 P  1,402,802,276
Bills payable 233 - - 51,845,254,039 -
Deposit liabilities 23.4 ( 30,301,574) 131,273,707 ( 304,899) 161,316,326
Income —
Interest on due from
other banks 23.2 2,564,881 - 1,378,429 -
Expenses:
Interest on deposit
liabilities 23.4 258,956 - 290,454 -
Interest on bills payable 23.3 ( 7,832,589) - 7,832,589 -
Management fees and
audit fees 23.6 - - 730,000 -
Occupancy expense 23.6 139,892,056 - 134,604,887 -
Related Party Under
Common Ownership
Bills payable 23.3 470,000,000 - 12,455,000,000 -
Deposit liabilities 23.4 5,555,047 32,829,713 ( 2,723,659) 33,774,952
Expenses:
Interest on deposit
liabilities 23.4 51,969 - 51,122 -
Interest on bills payable 23.3 165,235 - 1,718,699 -
Subsidiaries
Deposit liabilities 23.4 30,732,214 168,214,882 13,767,527 137,356,794
Expenses —
Interest on deposit
liabilities 23.4 485,874 - 407,930 -
Retirement Fund
Plan assets 23.5 100,000,000 609,458,534 - 518,595,853
Other Related Parties
Deposit liabilities 23.4 ( 4,195,528) 33,703,655 9,500,210 51,810,984
Expenses —
Interest on deposit
liabilities 23.4 119,178 - 296,153 -
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2017 2016
Related Party Amount of Outstanding Amount of Outstanding
Category Notes Transaction Balance Transaction Balance
Key Management Personnel

Compensation 23.7 P 102,033,433 P 13,968,421 P 104,845,607 P 14,713,000
Loans receivable 23.1 929,389 4,352,234 1,651,651 3,031,144
Deposit liabilities 234 ( 195,169) 4,501,958 113,444 6,632,898
Income —

Interest on loans 23.1 391,701 - 272,803 -
Expense —

Interest on deposit liabilities 23.4 21,524 - 33,290 -

None of the Bank’s outstanding balances with related parties has indications of impairment;
hence, no impairment losses were recognized in both years.

23.1 Directors, Officers, Shareholders and Related Interest (DOSRI)

In the ordinary course of business, the Bank has loans and other transactions with certain
DOSRI, the Bank’s key management and RCBC as shown below. Under existing policies of
the Bank, these loans and other transactions are made substantially on the same terms as
with other individuals and businesses of comparable risks.

Under existing BSP regulations, the amount of individual loans to a DOSRI, 70% of which
must be secured, should not exceed the individual’s deposit and the investment book value
in the Bank. In aggregate, loans to DOSRI, generally, should not exceed the total equity or
15% of the loan portfolio of the Bank.

The following table shows information relating to the loans, other credit accommodations
and guarantees classified as DOSRI accounts and new DOSRI loans, other credit
accommodations and guarantees granted as of December 31, 2016 (nil for 2017):

Total outstanding DOSRI loans (all secured) P 2,286,021
Interest costs 233,623
Percentage of DOSRI to total loans 0.005%
Percentage of unsecured DOSRI to

total DOSRI loans -

The remaining outstanding balance as of December 31, 2017 and 2016 amounting to
P4.4 million and P0.7 million includes outstanding loans under fringe benefit program
granted to the Bank’s officers.

There are no past due and non-accruing DOSRI loans outstanding as of December 31, 2017
and 2016; as such, no impairment loss has been recognized in 2017 and 2016.

As of December 31, 2017 and 2016, the Bank is in compliance with the existing BSP
regulations on DOSRI.

23.2 Bank Deposits and Short-term Placements

The Bank has deposit accounts and short-term placements with RCBC which are presented
as part of Due from Other Banks account in the statements of financial position

(see Note 7.3). These bank accounts are interest-bearing and subject to normal banking
terms and conditions applied by RCBC to ordinary depositors.
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23.3 Bills Payable and Interbank Loans to Related Parties

The Bank, in the normal course of business, transacts with RCBC and certain related parties

under common ownership composed partly of receivables and payables which are presented
as part of Loans and Receivable and Bills Payable accounts, respectively, in the statements of
financial position (see Notes 9 and 15).

Bills payable pertains to overnight borrowings which are charged with interest rates same as
the prevailing range of interests for borrowed funds from other local banks (see Note 15).

As of December 31, 2017 and 2016, there were no outstanding balances of interbank loans
receivables from related parties. Also, the Bank has no outstanding bills payable as of
December 31, 2017 and 2016.

23.4 Deposit Liabilities

Certain related parties maintain deposit accounts and placements with the Bank, which are
included as part of Deposit Liabilities account in the statements of financial position

(see Note 14). Such accounts are interest-bearing and subject to normal banking terms and
conditions applied by the Bank to ordinary depositors.

23.5 Transactions with the Retirement Fund

The Bank’s retirement fund for its defined benefit post-employment plan maintained for
qualified employees, is administered and managed by the Bank’s Trust Department under a
trust agreement. The carrying amount and the composition of the plan assets as of
December 31, 2017 and 2016, as well as the amounts contributed by the Bank, are shown in
Note 21.2.

The total deposits of the retirement fund to the Bank amount to P69.7 million and

P44.4 million as of December 31, 2017 and 2016, respectively. The related interest expenses
recognized by the Bank from these deposits amounted to P2.1 million in 2017 and

P1.7 million in 2016.

The retirement fund neither provides any guarantee or surety for any obligation of the Bank
nor its investments covered by any restriction or liens.

23.6 Expenses Paid to RCBC

The Bank pays to RCBC for its share of the management and professional fees which was
initially paid by the latter. Also, the Bank is charged of occupancy expense for its share in
the expenses incurred for services and operations performed by RCBC for its subsidiaries.
Billing is made on a monthly basis and is paid by the Bank through issuance of manager’s
check.

In October 2013, RCBC and the Bank entered into a lease agreement covering certain office
and parking spaces of RSB Corporate Center at a monthly rental fee of P6.4 million. The
monthly rental payments are subject to an escalation rate of 5% annually effective in

2014 up to the 5th year of the lease term. The lease is for a period for five years which shall
end in October 2018 (see Note 26.1).
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23.7 Key Management Compensation

Compensation provided to the Bank’s key management personnel follows:

2017 2016
Short-term employee benefits P 88,065,012 P 90,132,607
Post-employment defined benefits 13,968,421 14,713,000

P 102,033,433 P 104,845,607

TRUST OPERATIONS

Securities and other properties (other than deposits) held by the Bank in fiduciary or agency
capacity for clients and beneficiaries are not reflected in the statements of financial position
since these are not resources of the Bank. The total resources held by the Bank’s Trust
Department amounted to P27.2 billion and P23.5 billion as of December 31, 2017 and 2016
respectively (see Note 26.2).

b

In connection with the trust operations of the Bank, government securities are regularly
purchased by the Bank with a total face value of P310.0 million and P249.0 million as of
December 31, 2017 and 2016, respectively, and are deposited with the BSP. These
government securities deposits with BSP are presented as part of Due from BSP in the
statements of financial position (see Note 7.2).

Income from trust operations amounted to P53.0 million and P51.7 million for the years
ended December 31, 2017 and 2016, respectively, and is shown as part of Other Operating
Income in the statements of profit or loss (see Note 19.1). In compliance with existing BSP
regulations, 10% of the Bank’s profit from trust business is appropriated to surplus reserve.
This yearly appropriation is required until the surplus reserve from trust business equals
20% of the Bank’s regulatory capital. The appropriation is shown as Reserve for Trust
Business in the statements of changes in equity.

SELECTED FINANCIAL PERFORMANCE INDICATORS

The following basic indicators and ratios measure the financial performance of the Bank:

2017 2016
Return on average equity:
Net profit 12.00% 10.02%
Average total equity accounts
Return on average resources:
Net profit 1.19% 1.00%

Average total resources
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2017 2016
Net interest margin:
Net interest income 5.00% 5.30%
Average interest earning resources
Debt-to-equity ratio:
Total liabilities 8.84:1.00 9.33:1.00

Total equity

COMMITMENTS AND CONTINGENCIES
The following are the significant commitments and contingencies involving the Bank:
26.1 Lease Commitments — Bank as a Lessee

The Bank leases the premises of its Head Office (see Note 23.6) and branches from one to
20 years terms, renewable under certain terms and conditions. Rental under these lease
contracts amounting to P276.4 million in 2017 and P262.7 million in 2016, is included as
part of Occupancy account in the statements of profit or loss.

As of December 31, future minimum rentals payable under these non-cancellable operating
leases follow:

2017 2016
Within one year P 230,067,225 P 248,498,713
More than one year but
not more than five years 247,237,373 353,652,740
More than five years 36,149,471 35,240,016

P 513,454,069 P 637,391,469

26.2 Others

In the normal course of business, the Bank makes various commitments and incurs certain
contingent liabilities that are not reflected in the financial statements. Management believes
that losses, if any, that may arise from these commitments and contingencies will not have
any material effect on the financial statements.

The following is a summary of various contingencies and commitments arising from
off-statement of financial position items of the Bank:

Note 2017 2016
Trust department accounts 24 P 27,190,429,739 P 23,543,804,631
Spot exchange contracts sold 109,846,000 149,160,000
Late deposits/payments received 132,696,208 121,445,833
Performance standby letters of credit 64,593,422 58,625,500
Outward bills for collection 354,543 2,122,051
Items held as collateral 76,066 71,296

Items held for safekeeping 6,632 8,499



