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CORPORATE POLICY

Our Mission
To become one of the most dynamic and well managed Bank in the Philippines.

Our Vision
To contribute to the society by creating the best value based on people and
knowledge.

Our Core Values

High Integrity
means exercising the highest ethical standards in all personal and professional
dealings.

Professional Digitalization

means performing tasks accurately, efficiently and effectively. Gong extra mile
and rising above expectations by continuously improving products and services;
systems and processes to deliver the best possible results.

Financial Excellence Provider
means ability to satisfy and delight our customers and enabling small savers to
achieve greater productivity and small borrowers to have better access to funds.

Our Market

As the Bank aimed to fulfill its vision mission and with the fast evolving banking
business based on digitalized environment, the Bank strategic plan can contribute
to the accessibility to financial market and financial transaction of those with
unavailable credit history or financial records thus fostering financial inclusion of
the unbanked segment of the community.

In the Bank’s efforts to transform its banking services and operations into digital-
centric or Fintech ready, it can accommodate more customers to enjoy seamless
and convenient services without leaving the comforts of their homes and ensures
their health and safety from the infectious COVID 19 plaguing not only the country
but globally.



BUSINESS TRANSITION HISTORY

The two joint-venture partners — Welcome Financial Group (Korea) and Flowtiger
Ventures Inc. (Philippines) have entered Philippines financial market by establishing

Welcome Finance, Inc. in May 2014, and since then have serviced consumer loans to
small business operators as well as salaried customers.

In November 2018, the same two partners have signed “Share Purchase Agreement”
to acquire Smart Bank (Rural Bank), Inc. with a view to availing the banking license.

¥ BSP approval was released for;
- Share transfer: August 2019

- Relocation of head office from Muntinlupa City to Pasig City: December 2019
- Bank name change to Welcome Bank (Rural Bank), Inc.: April 2020

M Re-opening and business resumption under Welcome Bank logo: Oct 2020
SENEN
.
|
BUSINESS MODEL

i Taking the full advantage of the accumulated experience in Philippines financial market
since May 2014 via Welcome Finance, Inc., Welcome Bank {Rural Bank), Inc. (WLCM)
will focus on consumer loan market in the beginning stage.

- Small business operator: Business Loan, Premier Business Loan
- Salaried customer: Salary Loan, Personal Loan, Personal Happy Loan
- Secured Loan: Condo-mortgaged loan, Auto loan

M At later stage, WLCM will expand its loan target customers to corporate borrowers.

Given the weak branch networks and reputations of WLCM, competitive interest will
be offered to depositors.

- Time deposit: target to rich customers with higher deposit interest offerings.
- Savings deposit: target general public customers with slightly higher interest.
- Demand deposit: service to mainly corporate customers.

SEENEH

|
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President’s Report

Considered by many amidst the corona pandemic that hit the world in early 2020,
Welcome Bank achieved its unassuming yet reasonable goal of balanced growth in
2021. Driven by multi-faceted incentive programs, diversified digital loan origination
channel and strong performance of branches and agencies, the Bank surged ahead in
deposit and loan generation.

The launching of pioneering loan products in 2021 and the digital marketing channel
contributed not only to loan volume growth, but also in the reduced overall loan
acquisition cost.

The positive actions have resulted to the following in the financial position as of 31
December 2021:

+ Total Assets and resources of the Bank grew by 76.62% to P539 million from
year 2020 P126 million;
+ Total Liabilities went up by 91.86% to P478 million from P39 million;
+ Total Loans surged by 90.96% to P182 million from P16 million;
+ Total Equity closed at P61.495 million.
Welcome Bank posted a Comprehensive Net Loss of P25.635 million after providing
for P6.5 million general loan loss and expected credit loss provisions for the year.

The impact of corona pandemic since March 2020, and it is, in fact, still on going, the
defaulted loan asset is gradually relaxed, on the other hand, the competition in the
loan market is growing and other banks and financing companies started to market
their loan products more aggressively than ever with an eye to recover from their
squeezed loan portfolio for the last two years.

In such market circumstances it will be challenging for us to achieve our sales goal in
the future. However, | am very confident that we will be able to keep growing on the
excellent teamwork among our well-trained and skillful manpowers as long as all of
us exert our best effort in a smart way.

We are grateful to the shareholders and Board of Directors for their generous
support, business associates for their hardwork and loyal clients for making Welcome
Bank (Rural Bank), Inc. their preferred bank.

Together, we look forward to a better position towards achieving our balanced
goals in the year 2022.



Financial Highlights

In Year 2021 with the contagious COVID 19 pandemic continued affecting all
businesses and the country’s economy as a whole. The Bank strategically and
extensively sourced deposits that provided the funds to loan to ordinary consumers
and businessmen alike as the BSP provided the cushion through regulatory relief to
financial institutions under their supervision.

Selected Financial Information

Comparison of the financial highlights for 2021 and 2020 based on Audited Financial
Statements certified by our external auditors, AMC & Associates.

(Amounts in thousand Pesos)

2021 2020 Inc. (Dec.)
Gross Revenues 56,139 4,688 51,451
Net Profit (Loss) (25,635) (11,855) (13,780)
Income Tax Paid (7,195) (5,021) (2,174)
Cash & Due from Banks 298,852 52,589 246,263
Investments 970 1,174 (204)
Loan Portfolio, Net 182,277 16,475 165,802
Total Assets 539,445 126,013 413,432
Total Deposits 289,779 24,309 265,470
Capital Funds 61,496 87,131 -25,635

Total Assets and resources of Welcome Bank for 2021 amounts P539 million.
There was a 76.64% increase amounting to Php413 million from 2020’s amount
of Php126 million.

Total Liabilities for 2021 is Php477.949 million which yielded an increase of
Php439 million or 91.86% over 2020’s liabilities level of Php38.882 million
brought about by the increase in Deposit Liabilities of Php265.47 million.

The equity was at Php61.495 million which is below the minimum capital
requirement of P75 million.



The Bank posted a Net Loss of Php25.635 million for the year which is 53.76%
more than that of 2020 of P11.855 million.

The Net Loss is due to the increase of the following expenses: Interest Expense
P8.731 million or 95.21%; Compensation and Fringe benefits Php27.665 Million
at 72.67%; Depreciation and amortization P7.147 million at 62.93% ; Taxes and
Licenses Php5.963 Million at 88.56% and Other Administrative Expenses
Php28.720 Million at 69.71%. Despite the increase in Interest Income to
Php39.398 million or 95.76% and Other Income of 13.685 Million or 99.79 %,
Welcome Bank still closed the year 2021 with a Php25,635,372.00
Comprehensive Net Loss and booked the General Loan Loss and Expected Credit

Loss provisions of Php6,530,827.00.



Comparative Balance Sheet

As of December 31, 2021 and 2020

(Rounded to Nearest Peso)

ASSETS

Cash & Other Cash Items

Due from BSP

Due from Other Banks

Held to Maturity

Loans & Receivable (Net)

Bank Premises, Furn.,Fixt., Eqpt

Right-of-use asset

Intangible
assets

Other Assets

TOTAL ASSETS

LIABILITIES

Deposit Liabilities
Bills Payable
Deposits for stock subscription

Lease Liabilities

Accrued interest and other liabilities

TOTAL LIABILITIES

EQUITY

Capital Stock

Surplus Free

TOTAL EQUITY

INCREASE (DECREASE)
Percent
Dec. 31, 2021 Dec. 31, 2020 AMOUNT %
632,013 1,187,116 555,103 88%
5,980,649 557,771 (5,422,878) -91%
292,239,099 50,844,272 (241,394,827) -83%
969,942 1,173,986 (204,044) 21%
182,277,182 16,475,474 (165,801,708) -91%
24,317,233 27,100,991 2,783,758 11%
1,688,541 6,093,430 4,404,889 261%
10,801,386 9,852,797 9,852,797 9%
20,539,465 12,727,568 11,568,940 38%
539,445,510 126,013,405 42,589,736 -77%
289,779,331 24,309,005 15,530,768 -92%
100,000,000 - 0 -100%
74,939,894 -100%
1,879,230 6,219,476 6,219,476 231%
11,351,219 8,353,719 7,694,159 -26%
477,949,677 38,882,200 29,444,403 -92%
100,000,000 100,000,000 0 0%
(38,504,167) (12,868,795) (11,854,667 ) -67%
61,495,833 87,131,205 25,635,372 42%




TOTAL LIABILITIES & EQUITY 599,445,510 126,013,405 -413,432,105 -77%
Comparative Income Statements
For the Years 2021 - 2020
(Rounded to nearest Peso)
Increase/(Decrease)
Amount Percent
INCOME 2021 2020 - %
Interest Income:
Loans & Other receivables 38,843,844 1,078,539 (37,765,305) -97.22%
0,
Bank deposits 509,948 554,056 44,108 8.65%
-11.199
Financial assets 44,404 39,436 (4,968) 9%
Total
Interest
-95.769
Income 39,398,196 1,672,031 (37,726,165) 95.76%
Interest Expense: )
1 272,034 1,902
Deposit liabilities 6,103,936 /03 (5,831,502) 95.54%
Bills P I 2 2 (2,383,332) -
ills Payable ,383,33 0 100.00%
N (97,291) °
Lease Liabilities 243,895 146,604 39.89%
8,731,163 418,638 (8,312,525) -95.21%
NET INTEREST INCOME 30,667,033 1,253,393 (29,413,640) -95.91%
PROVISION FOR CREDIT AND -
IMPAIRMENT LOSSES 6,530,827 0 (6,530,827) 100.00%
NET INTEREST
INCOME AFTER
CREDIT AND (22,882,813) 0.11%
IMPAIRMENT 24,136,206 1,253,393
OTHER INCOME
Rentals 2,968,432 2,971,716 3,284 0.11%
Recovery on charges off assets 0 15,000
Service Charge-
Fees 87,275 594 (86,681) -99.32%
_ 0,
Other Income 13,685,226 28,788 (13,656,438) 99.79%
16,740,933 3,016,098 (13,724,835) -81.98%
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OTHER EXPENSES
Compensation & Fringe Benefits
Depreciation & Amortization
Taxes & Licenses
Foreign exchange loss-net

Other Administrative expenses

PROFIT (LOSS) BEFORE TAX

TAX EXPENSE (BENEFIT)

NET PROFIT (LOSS)

(20,112,526)

27,665,827 7,553,301
11,357,798 4,210,382 (7,147,416)
5,963,921 682,493 (5,281,428)

0 3,466 3,466
28,720,046 8,695,097 (20,024,949)
73,707,592 21,144,739 (52,562,853)
(32,830,453) (16,875,248) 15,955,205

(7,195,081)  (5,020,581) 2,174,500
(25,635,372) (11,854,667) 13,780,705

11

-73%

-63%

89%
0.0%

-70%

-71%

-49%

-30%

-54%



FINANCIAL SUMMARY (Thousand Pesos)

Profitability: 2021
Net Interest Income 30,667
Non — Interest Income 16,741
Non- Interest Expense 73,708
Profit before tax & provision (32,830)
Income tax (7,195)
Provision for Impairment/Losses 0
Net Income (Loss) (25,635)

Balance Sheet:

Liquid Assets 298,852
Gross Loans 182,277
Total Assets 539,445
Deposits 289,779
Total Equity 61,495

Capital Structure & Adequacy:

Tier 1 capital
Common Stock 100,000
Deficit (12,869)
Comprehensive loss for the year (25,635)
Less: Deferred Tax Asset 13,443
Total 48,052
Tier 2 Capital
General Loan Loss provision 1,680
Total Qualifying Capital 49,733
Risk-weighted Assets 522,427

2020
1,253
3,016
21,145
(16,875)
(5,021)
0

(11,855)

52,589
16,475
126,013
24,309

87,131

100,000
(1,014)
(11,854)
5,943

81,188

336
81,523

115,656
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Capital Adequacy Ratio

9.52% 70.49%

Composition and percentage of each asset account to total resources as of December
31, 2021 is shown below. Total earning assets (loans and investments) account for

only 33.79% of total assets.

6.82% 3.81%

.18%

ASSET (% and in thousand Pesos)

Liquid Assets

Held to Maturity
Loans
&Receivable

Property & Equipment
Other Assets

Assets

55.40%
.18%

33.79%
6.82%

3.81%

100.0%

M Liquid assets

H Held to maturity

W Loans & Receivables

B Property & equipment

M Other assets

298,852
970

182,277
36,807
20,539

539,445

Liabilities & Equity

H Deposit liabilities
M Bills Payable
" Other liabilities

M Equity capital
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LIABILITIES & EQUITY (% and in thousand Pesos)

Deposit Liabilities
Other Liabilities
Bills Payable
Capital

53.72%
16.30%
18.50%

11.40%

100%

289,799
88,170
100,000
61,496
539,445

Liquid asset is equal to 103% of total deposit liabilities which means that the Bank can
service withdrawals anytime when the need arises. As shown above, capital account

represents 11.40% of total resources.

The Bank’s financial performance for the last five (5) years is presented below:

Assets

600,000

500,000

400,000

300,000

200,000

100,000

2017

ASSETS(in thousand pesos)
Growth Rate

2017
48,278
23%

2018

2019 2020 2021

2020
126,013
51%

2019
83,424
76%

2018
47,406
-2%




Cash & Investment
400,000
300,000
200,000
100,000

2017 2018 2019 2020 2021

2017 2018 2019 2020 2021
CASH &
INVESTMENTS 11,873 14,743 58,381 53,763 299,822

(in thousand Pesos)

Loans & Receivables

200,000

150,000

100,000

50,000

2017 2018 2019 2020 2021

2017 2018 2019 2020 2021
LOANS &
RECEIVABLES 29,946 26,791 9,826 16,475 182,277
(in thousand Pesos)
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Deposit Liabilities

400,000
300,000
200,000
100,000
_ I y I T .
2017 2018 2019 2020 2021
2017 2018 2019 2020 2021
DEPOSITS 17,842 16,937 8,778 24,309 289,779

(in thousand Pesos)

Gross Income

50,000

40,000

30,000

2017 2018 2019
Gross Income 3,406 3,520 2,746
(in thousand Pesos)
Growth Rate -9% -3% -28%

2020
4,269
36%

2021
47,408
91%
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CORPORATE GOVERNANCE

Welcome Bank is committed to adhere to good corporate governance principles
of fairness, accountability and transparency in all its dealings, ensuring a high degree
of integrity in the conduct of all its affairs and in achieving organizational efficiency.

The Board of Directors is primarily responsible for upholding the highest
standards of corporate governance and is accountable to its shareholders for creating
and delivering strong, sustainable financial performance and long term shareholder
value and ensuring that the Bank is steadily run in a prudent and sound manner with
honesty, integrity and professionalism.

The Board determines the goals and policies of the Bank geared towards
promoting long-term growth, delivering short-term objectives and providing overall
strategic direction.

The Board of Directors’ functions of (a) defining the Bank’s vision and mission;
(b) formulating and implementing strategies, plans and operating procedures; and (c)
defining the corporate culture and values through a well-crafted code of conduct and
ethical standards to ensure that (1) its operations are carried out with a high degree
of integrity; (2) protected from all kinds of risks — reputational risks, operational risks,
legal risks, foreign exchange risks, interest rate risks, credit risks, etc.; and (3) its goals
and targets are attained.

The role of the Chairman is to ensure the effective functioning of the Board,
maintaining a relationship of trust with board members. He makes sure that a sound
decision making process is in place by encouraging critical discussions, with views
expressed and discussed and independent views given due respect and consideration.
The Chairman is assisted by a Corporate Secretary who is responsible for the
safekeeping and preservation of the integrity of the minutes of the meetings of the
Board and Committees as well as the records of the corporation.

Board and Senior Management

The Bank is a joint-venture between two investors — Welcome Capital Worldwide PTE.
LTD and Flowtiger Ventures, Inc., the two major shareholders are the parties that elect
and appoint board members and senior management. All elected and appointed board
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of directors and officers, shall be reviewed and confirmed by the BSP, based on the fit
and proper criteria of the regulations.

With the change in ownership structure of the Bank, the Articles of Incorporation
and By-laws of the Bank has been amended on 19 August 2019 such that the Board of
Directors of the Bank is composed of five (5) directors including one independent
director vs. previously nine (9) director members. Out of total 5 directors, 3 directors
were nominated by 60% stakeholder, Welcome Capital Worldwide PTE. LTD. whilst the
remaining 2 directors nominated by 40% stakeholder, Flowtiger Ventures, Inc.

Members of the Board of Directors

1. Saeyoung Chang — Chairman of the Board Since April 2004, he has worked for
Welcome Creditline Corp. and was appointed as CEO of the company in May
2014. He has been also servicing as a director of Korea Consumer Finance
Association since January 2015. He graduated from Law School of Korea
University in February 1987 and obtained a master degree from University of
Florida, U.S.A. in June 2002 on real estate and finance.

2. Suk Sub Shim — President and CEO From December 2015 to August 2019, he
has served as President of Welcome Finance, Inc. Upon resignation from the
same position, he was elected as President and CEO of Welcome Bank (Rural
Bank), Inc. He graduated from Seoul National University on Economics &
Business Administration in February 1985 and obtained a master degree from
University of Washington in 1996. Since January 1985, he has work from various
industries and with 14 years working experience in leasing and financing industry
as Finance Manager in Korea Development Leasing Corp. He was the Country
Manager for Medical Equipment Credit from 2001 to 2003 and De Lage Landen
in Korea from 2004-2006. He also served as Treasurer of Renault Samsung
Motors Co., Ltd. From 2003-2004

3. Kyochan An — Director & Division | Head— He is a graduate of Bachelor in
Conservation Cultural Property from Yong-In University in 2004. From year
2007-2021, he has worked for Welcome Financial Group and rose from the
ranks from an Associate to Branch Manager, Loan Center Manager, Call Center
Manager, General Manager, Senior Manager of Welcome Creditline Corp. and
Welcome Savings Bank. He was also appointed as Director of Welcome Leasing
Lao Co., Ltd. from 2018-2020. Started as a Division Head of Welcome Bank
(Rural Bank), Inc. in September, 2021 prior to his election and appointment as
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Director on September 30, 2021.

4. Job Adrian Mesina Ambrosio — Director, From June 2006 to May 2014, he
serviced for PJS Law as a partner. He has been President and Managing Director
of Flowtiger Ventures, Inc. since October 2013. He graduated from Ateneo de
Manila University on Economics in 1994. He obtained a master degree from
Ateneo de Manila College of Law in 1998.

5. Edward Sembrano Relucio — Independent Director, Since he was admitted to
Philippines Bar in 2001, he has accumulated various experience working for PJS
Law and Department of Transportation and Communications as a legal officer or
legal consultant. He graduated from Ateneo de Manila College on Psychology in
1996 and obtained a master degree from Ateneo de Manila Law School in 2000.

2021 Attendance of the New Board members

Directors Attendance % Years as Director
Saeyoung Chang 8 62% 3
Suk Sub Shim 13 100% 3
Kyochan An 2 (elected & appointed Director

on Sept. 30, 2021)
Job Adrian M. Ambrosio 13 100% 3

Edward S. Relucio 11 83% 3

Selection Process for the Board and Senior Management

Given that the Bank is a joint-venture between two investors — Welcome
Creditline Corporation and Flowtiger Ventures, Inc., the two major shareholders will be
the party that recommends Board members and senior management. Upon
recommendation by the two parties, the Compliance Team will, first of all, review
whether each candidate for the position suits criteria of fit and proper standards for
the Bank. If any deficiency with a candidate is found, the Compliance Team will advise
the recommending party of the unfit point of the candidate and ask for
recommendation of the replacement.
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Board-level & Management Committees

Composed of highly skilled, knowledgeable and experienced business professionals and
leaders to steer the Bank’s strategic direction, the Board established committees that
provide in-depth focus on specific areas of board responsibility.

Audit & Compliance Committee

The Audit & Compliance Committee is responsible for reviewing and approving
for annual audit plan as well as for deliberating issues and resolutions observed in the
process of audit activities. The overall issue items and recommendations by the Audit
& Compliance Committee will be reported to the Board quarterly. The management is
responsible for implementing action items recommended by the Audit & Compliance
Committee to better manage and control corporate governance and to improve overall
financial performance of the Bank. The Audit & Compliance Committee is composed
of the following 3 members.

Audit & Compliance Committee:
Edward S. Relucio-Independent

Director Chairman
Saeyoung Chang Member
Job Adrian Ambrosio Member

20



Organization and Structure




The Board of Directors is responsible in upholding the highest standards of corporate
governance and is accountable to the Bank’s shareholders for creating and delivering
strong sustainable financial performance and long-term shareholder value. The Board
determines the goals and policies of the Bank to promoting long term growth,
delivering short-term objectives, and providing overall strategic direction within a
framework of rewards, incentives and controls. The Board receives comprehensive
reports covering all of principal risks; control issues of significance and regulatory
reports from the Internal Audit and Compliance Office. In depth reports dealing with
relevant specific issues are reported to the Board.

The Internal Audit, independent of any other functions, shall conduct periodic reviews
on the effectiveness of risk management across the Bank and to disseminate its audit
findings to relevant departments and management. The Internal Audit strengthens the
Bank’s internal controls by identifying key risks points in the overall internal control
framework by systematically reports the issues which deserve management’s attention
and to make recommendations for improvement.

The Bank is fully aware that strict adherence to compliance requirements and high
standards of integrity and ethical conduct is particularly important to its operations.
The Compliance Office ensures that effective compliance policies and procedures are
followed and the management takes appropriate corrective action when non-
compliance is identified. The Compliance Office reports directly to the Audit and
Compliance Committee and provides guidance and advice in the execution of
compliance measures and activities integral to the operations of the Bank.

Executive Committee is appointed by the Board of Directors and the President and
Chief Executive Officer is delegated the responsibility to oversee the day-to-day
operations of the Bank, as well as manage and implement its business plan and
strategies. The Executive Committee ensures that matters related to strategic direction
and management receive close attention at the executive level. It also supports a
delegated and coordinated decision-making approach.

The Executive Committee is tasked to ensure that the overall business operations of
the Bank are well managed and compliant to various rules and regulations of the
supervising regulatory body, Bangko Sentral ng Pilipinas (BSP) and other governing
agencies. The appointed members are delegated to be jointly responsible for
overseeing the day to day operations of the Bank as well as manage and implement its
business plans and strategies. Three executive officers, the President and the two (2)
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Division Heads who are at the helm of the Bank’s operations composed the Executive
Committee (EXCOM).

Suk Sub Shim President Chairman
Sung Ho Choi Treasurer Member
Kyochan An Operations Division Head Member

Credit Committee

The main responsibilities of the Credit Committee is to monitor market risk, interest
rate risk, credit risk, and liquidity risk and give guidelines to tackle with potential risks
detected. Another function of the Credit Committee is to review and approve for high
exposure loan transactions above 1 million Pesos while exposures of 1 million Pesos or
less is delegated to management or credit team head for approval authority. The Credit
Committee of the Bank is composed of the three (3) members.

Management Committee

Main functions of the Management Committee are to initiate, design, review, updates
and revises all bank systems and operating procedures including all operating
manuals for approval of Excom and confirmation of the Board. Also, the review and
concur in all proposals regarding reports, form, system and methods from other
sources. More importantly, the reporting and updates on strategic plans vs actual
performance of each department. Management Committee composed of the
different managers and team leads ensures that all Bank’s action and efforts remain
coordinated and customer-focused.

The MANCOMM provide integrity and direction to the Bank as a whole by fostering
an organizational culture that is market-driven and customer centered, applying a
participative management style at all levels, and building banking strategies that
sustain high-levels of growth.

23



Performance Assessment Program

To assess the performance of the management, the Bank will set out a few goal
criteria by which such can be measured. In ordinary times, the Bank will consider the
following items critical goals in the performance assessment.

» Volume of the loan disbursed for the year

» Delinquency rate (overdue 10 or more days) of the loan portfolio
» Deposit outstanding — average of each month-end for the year
» Operating profit before tax

At the beginning of each year, the Bank will set up the target for each goal items.
Performance of the management will be assessed at the close of the year how much
each of the goal has been achieved for the year. Based on the performance assessment
outcome, the Bank will set up the targets of the following year as well.

Orientation and Education Program

All elected and appointed director by Shareholders, to attend the Corporate
Governance Orientation Program and AMLA Seminar as required by BSP prior to
confirmation. In 2021, all five (5) directors that are elected/appointed during the
Annual Shareholders’ meeting on 27 April 2021, each of new director has attended the
AMLA/MTPP and Corporate Governance Orientation Program seminars in November
and December 2021 respectively and the corresponding Certificates of Participation in
the education program were issued.

Retirement and Succession Policy

Senior management of the Bank will be entitled to work for the company until
the age of 65. In the event of early retirement before age of 65, the shareholder shall
nominate a candidate replacing such a retired management and the appointment of
the candidate should be approved by majority of voting in the shareholders’ meeting.
Except unplanned retirement of a senior management or a director, the Bank will
establish succession plan from minimum 1 year before a senior management or a
director reaches at retirement age.
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The term of director is 1-year, and any of the legacy director can be re-appointed
without any restriction to total years of renewed term as long as the shareholders’
approves it by majority of voting shares. The independent director shall serve for a
maximum term of nine (9) years and can no longer be an independent director but
can be elected and serve as a director.

Remuneration Policy

The remuneration and other incentives policy of directors shall be submitted for
approval of the shareholders. The Board shall ensure that the policy is consistent
with the long-term interest of the Bank and does not encourage excessive risk-taking,
and is not in conflict with the director’s fiduciary responsibilities.

Executive directors: The financial performance and operational performance
assessment for the previous year as well as remuneration range of the competitors in
the market will be considered when determining and approving the total remuneration.
President/CEO and Treasurer are executive directors of the Bank, who are dedicated to
full-time service for the Bank.

Non-executive directors: The non-executive directors receive minimal fees/per diem
for attendance in meetings of the Board and its Committees. They have no other
compensation plan or arrangement with the Bank.

Senior manager positions or team leader positions: The remuneration of senior
manager level positions will be determined every year based on mixture of
consideration of performance evaluation, market average salary increase rate, and
current compensation. HR Manager will work on the compensation package to be
offered to each senior manager based on the said streamline and President/CEO will
approve for the compensation that is recommended by HR Manager.

Policy on Related Party Transactions

The Bank recognizes that Related Party Transactions (RPT) may give rise to
conflict of interest, thus, the Board of Directors is tasked to review related party
transactions of the Bank if the consequence of RPT brings any potential impact on any
of the transacting party. They ensure that transaction with related parties and DOSRI
are handled on a sound and prudent manner, with integrity and in compliance with
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applicable laws and regulations to protect the interest of depositors, creditors and
other stakeholders.

An overarching Related Party Transactions Policy Guidelines was approved by
the Board on October 8, 2020 and incorporated under the Revised Corporate
Governance Manual. This will ensure the effective compliance with existing laws, rules
and regulations of handling of RPTs; conducted on arms length basis and that no
stakeholder is unduly disadvantaged.

Identification of RPTs is the responsibility of the business units concerned. Upon
determination full disclosure and reporting of the Bank’s RPT dealings based on board
approved policies. The Board shall review and approve RPT dealings of at least P1.0
Million during the regular board meetings upon the approval and endorsement of
Crecom/Execom. The Bank shall submit a report on material exposures to related
parties and RPTs of non-bank financial subsidiaries and affiliates within twenty (20)
calendar days from end of the reference quarter.

Self-Assessment Functions

The Internal Audit & Compliance Team of the Bank, composed of minimum 3
personnel including Team Head. The Audit Team is responsible for setting up annual
audit plan and for conducting the internal audit as planned. The main objective of the
audit function is to investigate into if there is any work done in violation of internal
policy and/or if there is anything non-compliant with government regulations.
Detection of any fraud or malicious transaction is another role of audit team. The
secondary objective of audit team is to envisage process improvement to bring
efficiency or productivity enhancement, based on the observations earned in the
course of audit.

The Bank’s Compliance headed by the appointed and confirmed Chief
Compliance Officer. The Compliance Office is tasked to review, monitor, and control
such that the services and works are always in compliant with relevant regulations as
well as internal policies. One of the main responsibilities of the team is to ensure
various kinds of required reports be submitted to government authorities within
designated timeline.

26



Dividend policy

It is understood by shareholders that the Bank will not release any dividend until
accumulated earnings level is substantial. It is to support for the Bank to have strong
capital position and thereby protect deposit customers. Even when the Bank has
accumulated substantial earnings, the releasable dividend will be limited to 50% of
total earnings of the previous year. In case that the Bank plans to release dividend, it
should be pre-discussed with shareholders and the decision on the dividend shall be
approved in annual shareholders’ meeting.

Corporate Social Responsibility Initiatives

The Plastic Flamingo, also known as The Plaf is Welcome Bank (Rural Bank), Inc.’s
avenue is taking its small step in enhancing its Corporate Social Responsibility.

The Plaf, is a socio-enterprise advocate that desires to lessen marine plastic pollution.
Welcome Bank (Rural Bank), Inc. partnered with them hoping that by doing such an
act, it could at least contribute by not adding up more plastic pollution to the ocean.
Through employee engagement, Welcome Bank (Rural Bank), Inc. is creating
environmental awareness within its operations but also investing in the
implementation of ESG practices to ensure it has done its part in continuing its business
with a more responsible approach.

Affiliation

The Bank is a member in good standing of the Rural Bankers’ Association of the
Philippines (RBAP) and the Federation of Metro Manila Rural Bank Inc. (FMMRBI). It is
also affiliated with the BAP Credit Bureau, Inc. (BAPCBI) and Credit Information
Corporation (CIC) where negative information as well as credit outstanding with other
financial institutions on prospective borrowers can be downloaded thru their website
upon authorization.

Management Information System

Complete, timely and accurate information are readily available to the Board of

Directors that enable them to make a well-informed judgment. This is made possible
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through Core Banking System Express O and WBIS Loan Management System which
warrant that accurate information reaches the Board and Stakeholders in a timely
manner.

Statement of Compliance Policies

The established dynamic and responsive Compliance Risk Management
System (CRMS) reinforces the stature of the Chief Compliance Officer with
responsibilities of managing and monitoring compliance matters in all
bank’s business activities. The CRMS is designed to specifically identify and
mitigate risks that may erode the franchise value of the Bank such as risks
of legal and regulatory sanctions, material financial loss, loss to reputation
that the Bank may suffer as a result of failure to comply with laws, related
self-regulatory organization standards, code of conduct applicable to its
activities. The compliance risk may also arise from failure to manage
conflict of interest, treat customers fairly, or effectively manage risk arising
from money laundering and terrorist financing activities. The CRM should
be an integral part of the culture and risk governance framework of the
Bank. In this respect it shall be the responsibility and shared accountability
of all personnel, officers and the board of directors.

Accountability and Audit

It is imperative to provide a balanced and comprehensive assessment of the
Bank’s performance, position and prospects on a periodic basis including the
reportorial requirements of the regulatory bodies.

The Bank’s internal control system is a process designed and effected by the
Board of directors and senior management to provide reasonable assurance on the
achievement of objectives through efficient and effective operations.

Anti-Money Laundering & Terrorist Financing Prevention Program

Welcome Bank adopts a comprehensive and risk-based Money Laundering and
Terrorist Financing Prevention Program (MTPP) geared towards the promotion of high
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ethical and professional standards and the prevention of the Bank being used, for
money laundering and terrorism financing.

It is the policy of the Bank to conduct business in conformity with the highest
ethical standards in order to protect the reputation and integrity of the banking system,
to protect the Bank from becoming a vehicle or conduit for or a victim of financial crime,
and to protect the interests of the Bank’s stakeholders.

It is critical that the Bank should be always compliant with AML / TF regulation.
The Chief Compliance Officer is responsible for monitoring if there is any point that is
not compliant with the regulation. To keep all employees of the Bank aware of
requirements under the concerned regulation, the Bank will conduct AML/TF refresh
training annually. The key point with the anti-money laundering /terrorist finance is to
proceed with all account opening and loan transactions on the condition of face-to-face
validation of the customer identity at the commencement of the relationship with the
customer. The bank adopted the AML Risk Score Sheet that aids the banking units in
profiling their customer/clients during account opening/onboarding and application for
loans. Itis also important to know the purpose of any transaction with the Bank and
to monitor if it is properly observed. Post conducting customer due diligence, any
covered transaction and suspicious transaction shall be reported to Anti Money
Laundering Commission (AMLC) within 5 working days as required by the law.

Consumer Protection and Data Privacy

The Board of Directors of the Bank approved for adoption the Consumer
Protection Manual and Data Privacy Manual in accordance with the BSP regulations to
provide for an enabling environment that protects the interest of financial consumers
and institutionalize the responsibilities of all stakeholders and in accordance with the
National Privacy Commission (NPC) policies that ensure protection of the rights of the
subject from undue disclosure of personal data without consent.

Framework:

1. Disclosure and transparency — The Bank provides financial consumers with all
material details of an instrument or service before a transaction is
consummated.

29



2. Fair treatment — The Bank determines whether the product or service offered is
suitable to the risk and financial profile of the consumer. The Bank also
considers the selling practice of employees and possible indebtedness of the
financial consumer.

3. Protection of client information — In accordance with the Data Privacy Act of
2012 (RA #10173), the Bank recognizes the importance of protecting the
personal data of its customers, hence, information on a customer is not shared
without his/her consent.

4. The Bank believes in promoting financial education and awareness, and ensuring
that this is one of the components of the Bank’s good governance.

5. Effective recourse complaintis seen as an opportunity of review process; identify
root cause and work to improve processes thereby preventing its recurrence and
providing a long term resolution of a particular  issue.

The Board is responsible for ensuring that consumer protection practices are
embedded in the Bank’s business operations, adhering to highest service standards
and embracing a culture of fair and responsible dealings in the course of conducting
its businesses.

CAPITAL STRUCTURE AND CAPITAL ADEQUACY

As at December 31, 2021 and 2020, the Bank is in compliance with the capital adequacy ratio
(CAR) prescribed by the BSP. The adjusted capital-to-risk assets ratio of the Bank is shown in the table

below:
2021 2020
Tier 1 Capital
Common stock P100,000,000 P100,000,000
Deficit (12,868,795) (1,014,128)
Comprehensive loss for the year (25,635,372) (11,854,667)
CET1 61,495,833 87,131,205
Less: Deduction from Tier 1 Capital Deferred tax
asset 13,443,195 5,943,225
Total tier 1 capital 48,052,638 81,187,980
Tier 2 Capital
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General loan loss provision

Total qualifying capital
Risk-weighted assets

» Total CET 1 capital expressed as percentage of
total risk weighted assets

e Total regulatory capital expressed as
percentage of total risk-weighted assets

e Total Tier 1 capital expressed as percentage of
total risk-weighted assets

The Bank’s credit risk weighted assets as of December 31 are computed as follows:

(a) 0% Risk Weight

Cash on Hand
Due from BSP

Held-to-maturity financial assets

(b) 50% Risk Weight

Loans to individuals for housing purposes

(c) 100% Risk Weight

Total Assets per Balance Sheet
General Loan Loss Provision per Balance Sheet

Less: Total Exposures excluding Other Assets

1,680,738

49,733,376
522,427,422

335,874

81,523,854
115,655,938

11.78% 73.26%

9.52% 68.27%

9.20% 68.50%
2021 2020
632,013 1,187,116
5,980,649 557,771
969,942 1,173,986
7,582,604 2,918,873
0% -
2021 2020
5,590,331 6,019,516
50% 50%
2,795,166 3,009,758
2021 2020

539,445,510

1,680,738

13,172,935

126,013,405

335,874

8,938,389
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Sub-Total 527,953,313 117,410,890

Less: Deferred tax assets 13,443,195 5,943,225
Net Other Assets 514,510,118 111,467,665
100% 100%

514,510,118 111,467,665

There were no on-balance sheet accounts classified under 20% and 75% risk weights as of December
31, 2021 and 2020

The Bank's operational risk weighted assets as of December 31 are computed as follows:

2021 2020
Net Interest Income

Interest Income 8,043,828 9,590,800
Interest Expense 947,473 1,024,018
7,096,355 8,566,782

Other non-interest income
Fees and Commissions Income 150,885 334,334
Net Profit/loss on Foreign Exchange (3,466) 0
Other Income 3,000,503 0
3,147,923 334,334
Gross Income 3,414,759 2,967,039
Capital Charge (12%) 409,771 356,045
Adjusted capital charge 512,214 445,056
Multiplied by factor 10 10 10
Total Operational risk -Weighted Assets 5,122,139 4,450,558

Risk Management Framework

Risk Management is a fundamental process in understanding and controlling the
risks inherent to the Bank’s everyday management of its business. The Bank ensure
that it has functional capacity to manage the inherent risks in its new and existing

business products and services and operations.

The Bank’s risk appetite as set forth by the Board took into account the business
environment, regulatory landscape, and its long-term interests and ability to manage
risk.
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Responsibility for risk management rests at all level within the Bank, the Board of
Directors and Senior Management down through the organization to each manager
and business associate.

Everyone in the organization is expected to proactively manage the risks inherent
in their respective areas of operation. It aims to embed a risk management culture that
seeks to constantly identify, measure, control, monitor and evaluate risks within the
Bank.

The Board of Directors is mainly responsible for the overall risk management
approach and for the approval of risk strategies and principles of the Bank. It also has
the responsibility for the development of risk strategies, principles, frameworks,
policies and limits.

Risk Appetite and Strategy

The Bank’s risk appetite as set forth by the Board took into account the business
environment, regulatory landscape, and its long-term interests and ability to manage
risk.

Considering that the loan market targeting at low-risk premium customers is already
saturated and dominated by large commercial banks, the Bank’s strategy is to
undertake medium risk customers and thereby to contribute to expanding the
population of financial inclusion. Hence, the risk appetite of the Bank will be more
flexible and accommodate wider range of credit-profile customers than commercial
banks. However, noting that the risk of delinquency with this category customers will
be higher than premium customers, the Bank will be opt to charge relatively higher
interest rate on the loan to medium risk customers with a view to covering the loan
loss provision expected substantial. Once sufficient data on the co-relationship
between credit risk and yield on the loan transaction is accumulated, the Bank will be
able to more easily look at what interest charge will be appropriate to respective
customers of different credit risk profiles.

Bank-wide Risk Governance Structure and Risk Management Process

The Bank’s Credit Scoring System (CSS) runs from 1 to 10 — 1 for lowest risk and

10 for highest risk. The loan applicants with a rating 8 to 10 will be declined unless level
of comfort in terms of debt repayment capability on cash flow is proven acceptable.
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The loan applicants with a rating 1 to 3 will be approved unless a significant weakness
not captured in CSS is found. Aside from the CSS, the Bank uses the CIBI, FinScore and
NFIS in credit risk assessment.

The maximum loanable amount to an applicant will be basically determined by
Debt Burden Ratio (DBR) of the applicant, which represents the ratio of how much of
money should be paid per month for repayment of all debts including the borrowings
from other financial institutions out of monthly total disposable income. On consumer
loans, the following table is an illustration of what are maximum DBRs allowed in
several categories of net monthly income.

NMI (in Php) Maximum DBR allowed
NMI < 30K 30%
30K < NMI < 50K 35%
50K < NMI < 70K 40%
70K < NMlI < 100K 45%
100K < NMI < 150K 50%
150K < NMI < 200K 55%
200K < NMI < 300K 60%
300K < NMI < 500K 65%
NMI > 500K 75%

DBR (Debt Burden Ratio) = Total Monthly Installment payment / Net Monthly Income

All loan applications are analyzed and reviewed by Credit Team, and final
approval by Credit Committee. However, for the purpose of reducing turn-around-time
for the customers’ convenience and also considering the managing the load
appropriately, approval authority for small exposure transactions is delegated to
executive or loan center team head depending upon exposure magnitude of a
customer or a group of customers, as illustrated below, which was approved by Board
of Directors.

Approval Authority Approval limit
Board of Directors Excess P 10,000,000
Credit Committee Excess P 1,000,000 ~ P 10,000,000
President Excess P 400,000 ~ P 1,000,000
Division Head Excess P 100,000 ~ P 400,000
Loan Center Lead Under P 100,000
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PRODUCTS AND SERVICES

Deposit Products

The Bank offers deposit products earning very competitive yields, from the regular savings deposits to the tax-free five year time
deposits

Welcome Savings

Waived
Minimum Initial Deposit

Waived
Interest Earning Balance (ADB)

P 1,000,0000 up 1.50% pa
Interest Rate P 500,000 - P 999,999 1.75% pa

P1-P 499,999 2.00% pa

Welcome Checking-Personal

P 2,000
Minimum Initial and ADB Deposit Requirement
P 5,000
Balance to Earn Interest (ADB)
.50%
Interest Rate

Welcome Checking-Corporate

P 5,000
Minimum Initial and ADB Deposit Requirement
P 25,000
Balance to Earn Interest (ADB)
.50%
Interest Rate



http://www.smartbank.ph/index.php/products-and-services-home/deposit-products-products

Welcome Time Deposit

Minimum Placement NA
Minimum Term 30 days
Maximum Term 4 years
365 days and above 4.25%pa
P5,000,000 above 181 days - 364 days 3.75%pa
30 days - 180 days 2.75%pa
365 days and above 4.00% pa
P 1,000,000 - P 4,999,999 181 days — 364 days 3.50% pa
Interest Rate 30 days - 180 days 2.50% pa
365 days and above 3.50% pa
P 500,00 - P999,999 181 days - 364 days 3.00% pa
30 days - 180 days 2.125% pa
365 days and above 3.00% pa
P1-P 499,999 181 days — 364 days 2.75% pa
30 days - 180 days 2.00% pa
Welcome Premium Time Deposit
Minimum Placement NA
Term 5 years - Tax Free
P 5,000,000 above 5.00%
P 500,000 — P 4,999,999 4.75%
Interest Rate P 250,000 - P 499,999 4.50%
P1-P249,999 4.25%

* Interest is subject to 20% withholding tax; Pre-termination of TDs subject to applicable withholding tax

** Time deposits are subject to pre-termination penalties as prescribed by BSP

***Time deposit certificates are subject to documentary stamps (P1.50/200 x term)

**** The above rates are standard as of 31 December 2021, and they are subject to change in line with market

situation.
Deposits are insured by PDIC up to P500,000 per depositor.

www.welcomebank.com.ph

Direct No(02) 8282 8585 | Monday - Friday 9:00am to 4:00pm

Branches G02 I-Square Building, 15 Meralco Avenue, Brgy. San Antonio, Pasig City G/F Westgate Tower, 1708
Investment Drive , Madrigal Business Center, Alabang , Muntinlupa

Welcome Bank(Rural Bank), Inc. is regulated by the Bangko Sentrat ng Pilipinas (BSP). For any concerns, you
may contact us at: (02) 8282-8585 and banking@welocmebank.com.ph. Contact BSP Financial Consumer
Protection Department at : (02 8708-7087) and consumeraffairs@bsp.gov.ph


http://www.welcomebank.com.ph/

LOAN PRODUCTS

The Bank has resumed its loan business culminating in October 2020. Upon the
resumption of its new loan business in 2020 and continued in 2021, the features of
the loan products of the Bank are summarized as below.

Unsecured Loans

Loan Amount

Interest Rate

PERSONAL LOAN {PL)
P50,000 — P500,000
2.26% -2.81 % Monthly EIR
With minimum Gross Monthly Income (GMI)
Df'. Nen-BPO - PhP20,000 GMI

*  BPO-P20,000 GMI (Officer Level only)

Must have an existing locally-issued credit
card, active for 1 year and with a minimum
credit limit of P30,000

Loan Amount

Interest Rate

PERSONAL HAPPY LOAN (PHL)
P50,000 — P300,000
3.26%- 4.28% Monthly EIR
With minimum Gross Monthly Income (GMI)
Of'- Non-BPO - PhP20,000 GMI

*  BPO- P20,000 GMI (Officer Level only)

Must have an existing locally-issued credit
card, active for 6 months and with a
minimum credit limit of P20,000
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PREMIER PERSONAL LOAN (PPL)

Loan Amount P50,000 - P10,000,000
Interest Rate 2.21%-2.16% Monthly EIR

Customer can be Salaried or Self-Employed Individuals
Must have an approved Condo Mortgage Loan with Welcome Bank;

Customer should still have excess income to cover PPL or the capacity to pay amortization on
top any existing loans or expenses;

Within the Debt to Burden Ratio (DBR) policy

Income Requirement:

= If Salaried — P30,000 GMI

*  If Self-Employed — P40,000 GMI

*  Combined Family Income — P30,000 GMI

Loan Amount P20,000 - P200,000
Interest Rate 5.07%-3.78% Monthly EIR

With minimum Gross Monthly Income (GMI) of:
*  Non-BPO - PhP20,000 GMI
*  BPO - P20,000 GMI (Officer Level only)

Must be a permanent/regular employee, or if probationary, must be within the same line of work or
industry for the last 2 years

BUSINESS LOAN (BL) PREMIER BUSINESS LOAN (PBL)
Loan Amount P50,000 - P1,000,000 Loan Up to P1,000,000 (New)
Interest Rate 3.78%-5.07% Monthly EIR Amount Up to P2,000,000 (Renewal)
*  With minimum Net Monthly Income of PhP40,000- Interest Rate  2.08% -2.13% Monthly EIR

Business must be 3 years in existence or 1 year *  With minimum Gross Sales of P2,000,000;

practicing, if professional.

*  Business must be 5 years in existence;
Must have an existing locally-issued credit card,
active for 2 years and with a minimum credit limit of *  Must have an existing locally-issued credit card,

P70,000 (For loan amounts >P500,000). with a minimum credit limit of P100,000:
* Internal Credit Scoring System (CSS) of 3 or better.

Secured Loans
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Qualifications:

* Must be a Filipino citizen, at least 21 years old but not more than 60 years
old upon loan maturity;

* Clients should be gainfully employed or self-employed/professionals, with
minimum Gross Monthly Income of PhP25,000;

* With verified landline or postpaid mobile number;

* Residence must be within WFP trade areas.

AUTO LOAN (2" hand)

Car Year Model, Terms and Interest Rates (Monthly EIR):

Year Model Down 418
Payment months

2020 — Latest 20% FMV 1.60% 1.76% 1.92% 1.92% 1.92%
2015 -2019 20% FMV 1.60% 1.76% 1.92% 1.92% 1.92%
2012 - 2014 30% FMV 1.76% 1.92% 2.08% 2.08% 2.08%
2010-2011 30% FMV 2.08% 2.08% 2.08% 2.08% 2.40%

AUTO FINANCE LOAN

Car Year Model, Terms and Interest Rates (Monthly EIR):

2020- Latest 2.24% 2.24% 2.24% 2.24%

2015- 2019 2.40% 2.40% 2.40% 2.40%

2012 - 2014 2.56% 2.56% 2.56% 2.56%

2010-2011 2.80% 3.20% 3.60% 3.60%
CONDO MORTGAGE LOAN




CONDO MORTGAGE LOAN (CML)

Loan Amount P1,000,000 - P20,000,000

Interest Rate 2.21% 12 months, 2.23% 18 months, 2.21% 24 months, 2.16%
36 months

Repayment Option 1 : 10 Years (Fixed Term)

Period Option 2 : 3 Years (Interest-only Mortgage — renewable every 3
years)

Loan Purpose Equity Loan (CCT under Borrower’s Name)

Acquisition of Titled Condo Unit
Take-out Loan (Currently Mortgage with other bank)

SAFETY DEPOSIT BOX

The Bank also offers deposit boxes in Alabang Branch and HO Customer Center for lea
se to valued customers at very affordable prices.

Directors & Officers

NAME

Saeyoung Chang

Suk Sub Shim

Kyochan An

Job Adrian M. Ambrosio

Edward S. Relucio

Sung Ho Choi

DIRECTORSHIP
POSITION

OFFICERSHIP
POSITION

Chairman

Member

Member

Member

Independent
Director

N/A

President

Division | Head

Treasurer/Division Il Head
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Margarita T. Mellizas

Ma. Christine Fel P. De Vera

Maria Aileen A. Alfaro

Stockholders and Stockholdings

NAME

Welcome Capital Worldwide PTE.LTD.
Flowtiger Ventures, Inc.

Saeyoung Chang

Suk Sub Shim

Kyochan An

Job Adrian M. Ambrosio

Edward S. Relucio

TOTAL

N/A

N/A

N/A

NATIONALITY

Korean
Filipino
Korean
Korean
Korean
Filipino

Filipino

Internal Audit Head & Chief
Compliance Officer

Corporate Secretary

Assistant Corporate
Secretary

PERCENT (%)
OF HOLDINGS

60.0%
40.0%
0.0%
0.0%
0.0%
0.0%

0.0%

100%
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@ we'come Dept. Manager <wb-accounting@welcomebank.com.ph>

WELEORIE FINASDE, 145,

Tax Return Receipt Confirmation
1 massage

ebirforms-noreply@bir.gov.ph <ebirforms-noreply@birgov.ph> Thu, Ape 7, 2022 at 4:30 PM
To: wb-accounting@welcomebank.com.ph

This confirms receipt of your submission with the following delails subject to validstion by BIR:
File rame:  204828338000-1702RTv2018C-122021.xmi

Date received by BIR: 7 April 2022

Time recelved by BIR:  04:03 PM

Penallies may be imposed for any violalion of the provisions of the NIRC and lssuances thereof,

FOR RETURNS WITH PAYMENT

Please print this e-mail together with the RETURN and preceed to pay through the Authonzed Agent Bank / Collection Agent /
GCASH or uze other paymant ogtions.

This Is 8 system-ganeratad emat. Please do not reply.

Bureau of Imernal Revenue

DISCLAMER

This emal and its attachments may be confidential and are intended solely
for the use of tha Individual or entity to whom it is addressed.

If you are not the intended recipiant of this emall and s attachments, you
must take no acticn based upon them, nor must you disseminate, dstribute or
copy this e-mail. Please contact the sender iImmedately if you beleve you
have recaived this amail in error.

E-mai transmission cannot be guaranteed to be secure or error-ree. The
racipient should check this emall and any attachments for the presence of
viruses. The Bureau of Intemal Revenue does not acoapt lability for any
errors or omissions in the contents of this message which arise as a resull
of e-mall transmission,
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STATEMENT OF MANAGEMENT'S RESPONSIBILITY
FOR FINANCIAL STATEMENTS

The management of Welcome Bank (Rural Bank), Inc. (Formerly Smart Bank (Rural
Bank), Inc.) is responsible for the preparation and fair presentation of the financial
statements including the schedules attached therein, for the years ended December 31,
2021 and 2020, in accordance with the prescribed financial reporting framework
indicated therein, and for such internal control as management determines is
necessary to enable the preparation of financial statements that are free from
material misstatement, whether due to fraud or error.

In preparing the financial statements, management is responsible for assessing the
Bank's ability to continue as a going concern, disclosing, as applicable matters related
to going concern basis of accounting unless management either intends to liguidate the
Bank or to cease operations, or has no realistic alternative but to do so.

The Board of Directors is responsible for overseeing the Bank's financial reporting
process.

The Board of Directors reviews and approves the financial statements including the
schedules attached therein, and submits the same to the stockhalders.

AMC & Associates, the independent auditor appointed by the stockholders has audited
the financial statements of the Bank in accordance with Philippine Standards on
Auditing and in its reports to the stockholders, have expressed its opinion on the
fairness of presentation upon completion of such audit.

//Mm%

SAEYOUNG CHANG
CHAIRMAN
W/ 7
SUK SUB SHIM #SUNG HO CHOI
PRESIDEMT TREASURER

Signed this 30" day of March 2022
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Financial Statements

WELCOME BANK (RURAL BANK), INC.
(FORMERLY SMART BANK (RURAL BANK), INC.)

December 31, 2021 and 2020




)AMC

& ASSOCIATES Certified Public Accountants

REPFORT OF INDEFENDENT AUDITORS

The Board of Directors and Stockholders Unit G02 I Square Building,
Welcome Bank (Rural Bank), Inc. 15 Meralce Ave., Barangay San Antonio,
{Formerly Smart Bank (Rural Bank), Inc.) Pasig City

Report on the Audit of the Finaneial Statements
Opinion

We have audited the accompanying financial statements of Welcome Bank (Rural Bank), Ine.
{Formerly Smart Bank (Rural Bank), Inc.), (the Bank) which comprise the statements of financial
posibion as at December 31, 2021 and 2020, and the statements of comprehensive income,
statements of changes in equity and statemenits of cash flows for the years then ended, and notes
to the financial statements, including a summary of significant accounting policies.

In our opinion, the financial statements present fairly, in all material respects, the financial
position of the Bank as at December 31, 2021 and 2020, and its financlal performance and its

cash flows for the years them ended in accordance with Philippine Financial Reporting
Standards (FFRS).

Basis for Opinion

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

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

Management is responsible for the preparation and fair presentation of the financial statements
in accordance with PFRS, and for such internal control as management determines is necessary

to enable the preparation of financial statements that are free from material rrusalatement,
whether due to fraud or error.

In preparing the financial statements, management is responsible for assessing the Bark's é\bi.i'j.r.}r
to continue as a going concern, disclosing, as applicable, matters related to

using the going concern basis of accounting unless management either i Bﬁm
Bank or to cease operations, or has no realistic alternative but to do so.

Those charged with governance are responsible for overseeing the Ba::uls .Fmam:m] reporh.ng
PICHZEEE

——
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H)AMC

& ASSOCIATES Certified Public Accountants

Auditors’ Responsibilities for the Audit of the Financial Statements

Qur objectives are to obtain reasonable assurance about whether the financial statements as a
whole are free from material misstatement, whether due to fraud or error, and to issue an
auditors’ report that includes our opinion. Reasonable assurance is a high level of assurance,
but is not a guarantee that an audit conducted in accordance with PSA will always detect a
material misstatement when it exists. Misstatements can arise from fraud or error and are
considered material if, individually or in the aggregate, they could reasonably be expected to
influence the economic decisions of users taken on the basis of these financial statements,

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

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

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

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

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

¢ Evaluate the overall presentation, structure and content of the financial statements,
including the disclosures, and whether the financial statements represent the underlying
transactions and events in a manner that achieves fair presentation.

We communicate with those charged with governance regarding, among othér matters, the

planned scope and timing of the audit and significant audit findings, mcludmg any significant
deficiencies in internal control that we identify during our audit. g

£ “\ \
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AH)AMC

& ASSOCIATES Certified Public Accountants

Report on Other Legal and Regulatory Requirements

Our audits were conducted for the purpose of forming an opinion on the basic financial
statements taken as a whole. The supplementary information required under Bangko Sentral ng
Pilipinas (BSP) Circular No. 1074 in Note 29 and the Bureau of Internal Revenue (BIR) as
disclosed in Note 30 to the financial statements is presented for purposes of filing with the BSP
and BIR, respectively, and is not a required part of financial statements prepared in accordance
with PFRS, Such supplementary information is the responsibility of the management. The
supplementary information has been subjected to the auditing procedures applied in the audits
of the financial statements and, in our opinion, is fairly stated in all material respects in relation
totheﬁnandalstahementstakenasawholg_./\
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By: Ariel D. Gonzales o
Partner
CPA Certification No. 89570
TIN 169-688-077-000
PTR No. 8857523, Jan. 6, 2022, Makati City
BIR Accreditation No. 08-003584-1-2021
(valid until Dec. 19, 2024)
SEC Accreditation No. 89570 (Group A)
(valid until Dec. 31, 2025)
IC Accreditation No. 89570-IC (Group A)
(valid until Dec, 31, 2024)
BSP Accreditation No. 89570-BSP (Group B)
(valid until Dec, 31, 2025)

March 30, 2022




)AMC

& ASSOCIATES Certified Public Accountants
SUPPLEMENTAL STATEMENT OF INDEPENDENT AUDITORS

The Board of Directors and Stockholders
Welcome Bank (Rural Bank), Inc.
(Formerly Smart Bank (Rural Bank), Inc.)
Unit G02 I Square Building,

15 Meralco Ave,, Barangay San Antonio,
Pasig City

We have audited the financial statements of Welcome Bank (Rural Bank), Inc. (Formerly Smart
Bank (Rural Bank), Inc.) for the year ended December 31, 2021, on which we have rendered the
attached report dated March 30, 2022,

In compliance with Securities Regulation Code Rule 68, we are stating that the Bank has two
stockholders owning 100 or more shares each of the Bank's common stock, as disclosed in
Note 20 of the financial statements.

AMC & ASSOCIATES

By: A9w Gonnlea @ﬂé.'e

CPA Cerﬁﬁmﬂon No. 89570

TIN 169-688-077-000

PTR No. 8857523, Jan. 6, 2022, Makati City

BIR Accreditation No. 08-003584-1-2021
(valid until Dec. 19, 2024)

SEC Accreditation No. 89570 (Group A)
(valid until Dec. 31, 2025)

IC Accreditation No, 89570-IC (Group A)
(valid until Dec. 31, 2024)

BSP Accreditation No, 89570-BSP (Group B)
(valid until Dec. 31, 2025)

March 30, 2022

No.
SEC Accredstation No. (0390-F {Group A) - )luyl&mu)l.uymm
1C Acoreditation No, 4275-IC (Group A) - valid uritil December 31, 2004
BSP Acceeditation No. 4275-85P (Croup B) - valid ueail Decesnbor 31, 2025

Quite TRAT _ 1207 Mitidand Candaveivicm TN Taree ? H W Nela Cacta @8 AMalati Ot Dhilissives




WELCOME BANK (RURAL BANK), INC.
(FORMERLY SMART BANK (RURAL BANK), INC.)
STATEMENTS OF FINANCIAL POSITION
DECEMBER 31, 2021 AND 2020

AT

(Amownts in Philippine Peso)
2021 2020
ASSETS

Cash (Note 4) r 632013 P 1,187,116
Due from Bangko Sentral ng Pilipinas (Note 5) 5,980,649 557,771
Due from other banks (Note 6) 292,239,099 50,844,272
Loans and other receivables (Note 7) 182,277,182 16,475,474
Financial assets at amortized cost (Notfe §) 969,942 1,173,986
Bank premises, furniture, fixtures and

equipment (Note 9) 24,317,233 27,100,991
Right-of-use asset (Note 10) 1,688,541 6,093,430
Intangible assets (Note 11) 10,801,386 9,852,797
Other assets (Note 22) 20,539,465 12,727,568
TOTAL ASSETS P 539,445,510 P 126,013,405

LIABILITIES AND EQUITY

LIABILITIES

Depasit liabilities {Note 14) P 289,779,331 P 24,309,005

Bills payable (Notz 15) 100,000,000 -

Lease liabilities (Note 10) 1,879,230 6,219,476

Deposits for stock subscription (Note 21} 74,939,893 -

Accrued interest and other liabilities {Note 16) 11,351,222 8353719

Total Liabilities 477,949,677 38,882,200

EQUITY

Capital stock (Note 20) 100,000,000 100,000,000

Deficit 38,504,167 ) ( 12,868,795 )

Total Equity 61,495,833 57,131,205
TOTAL LIABILITIES AND EQUITY ! 4 539445510 P 126,013,405
—\

See Notes to Financial Statements. * L= ".‘




WELCOME BANK (RURAL BANEK]), INC.
(FORMERLY SMART BANK (RURAL BANK), INC.)
STATEMEMTS OF COMPREHEMSIVE INCOME

FOR THE YEARS ENDED DECEMBER 31, 2021 AND 2020

CAmouts in Phifippine Pesal

0O

priira 03
INTEREST INCOME
Loans and othar recelvabiles (T 7) P VBB P 1478 538
‘Bank depaosits (Tote ) 509,948 554,056
Financial assets #t amortizsnd cost (Nole 51 dd.804 A
— AT LEFLOSL
INTEREST EXPENSE
Deposit linbilities (Mote 14} 6,103,956 Forlics ]
Bells payable (Make 15) 2,383,332 -
Lease Liabilitbes (Mete 101 243,855 146604
731,163 418, &30
MNET INTEREST INCOME ALG6HTM3S 1253353
PFROVISION POR CREDIT
AND IMPAITRMENT LOSSES (Mo 15) 6.530,827 -
NET INTEREST INCOME AFTER CREDIT
AND IMFAIRMENT LOSSES I - P ki 1,253,393
OTHER INCOME
Rentals (Wore 32) 2,966,432 147714
Services charges and Ffee (Mote 7) B7.278 504
Recovery on charged off asset - 15,000
Cthers (Note 18) — 136EEIe WS
16,740,933 16098
OTHEHR EXPFENSES
Compersation and fringe beredies (Matz 17) 27,655,827 7553301
Diepreciation and amoctization (Noles 3, 70 sad 11) 11,557,798 4,710,332
Thxes and licerses (Mol 30) 5,963,921 BEZATE
Ontbwer aedrmini ive ex (Mafe 15) 28,720,046 B,696, 553
73,M7 582 1,144,739
LO55 BEFORE TAX 1 32830455 ) [ 16,875,248 )
TAX BEMEFIT {Mad= 19} ( 7195081 ) | 5,020,561 }
NET LOSS { FEESAT) | 11,884,667 )
OTHER COMPREHENSIVE INCOME - -
TOTAL COMPREHEMSIVE LOSS {r MEISITL) [ P 11,854,667 )

Hee Maotes to Finencinl Sra
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Balance at January 1, 21 (Mate 20)
Total comprehensive loss for the year

Balance at December 31, 2021 (Mote 20)
Balance at January 1, 2020 (Note 20)
[asuance of capital stock (Mote 20)

Total comprehensive loss for the year

Balance at December 31, 2020 {Note 20)

See Netes to Financial Statentents,

{Awounts in Philippine Pesa)

WELCOME BANK (RURAL BANK), INC.
{(FORMERLY SMART BANK (RURAL BANK], INC.)
STATEMENTS OF CHANGES IN EQUITY
FOR THE YEARS ENDED DECEMBER 31, 2021 AND 2020

Capital
Stock Deeficit Total
Foo100000000 ( P 12368,795) P #7131,205
- [ 25,635,372 ) ( 25,635,372 )
P__ 100000000 ( P 33504167) P 1,495,833
4 75000000 [ P 1014128) P 73,085,872
25,000,000 - 25,000,000
= ( 11,854,667 ) | 11,854,667 )
F__ 100000000 ( P 12868795) P §7,131,205




WELCOME BANE [RURAL BANK], INC,

A

CFOEMERLY SMART BANE (RURAL BANKL, INC)

STATEMENTS OF CASH FLOAS

FOR THE YEARS EMDED DECEMBER 31, 031 AND 3028
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WELCOME BANK (RURAL BANK), INC.
(FORMERLY SMART BANK (RURAL BANK), INC.)

MNOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2021 AND 3020

{Ameunts in Philippine Pesa)

GENERAL INFORMATION
Corporate Information

Welcome Bank (Rural Bank), Ine, (Formerly Smart Benk (Rural Bank), Inc.} (the Bank) was
registered with the Securities and Exchange Commission (BEC) on May 26, 1999 with
Registration MNumber A199906565. The Bank is presently engaged in the business of
extending credit to small farmers and businessmen and deserving small and medium =scala
industries or enterprises; to have and exercise all authority and powers, to do and perform
all acks, and to transact all businesses which may legally be had or done by rural banks
organized under and in accordance with Republic Act Mo, 7353 (Rural Banks Act of 1992)
as it exists or may be amended; and to do all other things incident thereto and necessary
and proper in connection with said purposes within such territory, as may be determined
by the Monetary Board of the Banghko Sentral ng Pilipinas (BSF). As a banking institution,
the Bank’s operations are regulated and supervised by the BSP. In this regard, the Bank is
required to comply with rules and regulations of the BSF such as those relating to the
adoption and wse of safe and sound banking practices as promulgated by the BSP,

In 202(, the Bank transferred its head office and main office branch to Unit G02 1 Square
Building, 15 Meralco Awve., Barangay San Antonio, Pasig City. The Bank's previous head
office and main branch located at G/F Westgate Tower, Investment Drive, Madrigal
Business Park, Alabang, Muntinlupa City is now a branch.

In a special meeting held an August 19, 2019, the Bank’s Board of Directors approved the
change in the corporate name from Smart Bank (Fural Bank), Inc, to Welcome Bank (Rural
Bank), Ine, The BSF and SEC approved the said change in the Bank's corporate name on
April &, 2020 and June 25, 2020, respectively,

In a regular meeting held on June 18, 2021, the Bank's Board of Directors approved the
amendrnent of primary purpose of the Bank which is to carry on and  engage in the
business of extending credit to small farmers and businessmen and o deserving small and
medium scale industries or enterprises; o provide financial products and services through
digital platform or electronic channels; to have and exercise all autherity and powers, to do
and perform all acts, and to transact all businesses which may legally be had or done by
rural banks organized under and in accordance with Eepublic Act Mo, 7353 (Rural Banks
Act of 1992) as it exists or may be amended; to provide the corporation’s subsidiary or
alfiliate with services such as sales and marketing support, customer acquisition acts,
cradit assessment and review, intemal audit, compliance-related acts, and performing
other business processes for said subsidiary or affiliate, to the extent that relevant
governing laws allow to do; and to do all other things incident thereto and necessary and
proper in cormection with said purposes within such territory, as may be determined by

the Monetary Board of the Bangko Sentral ng Pilipinas (BSP). The amendment in the
primary purpose is yet to be filed with the BSP.
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Approval of Financial Statements

The financial statements of the Bank as at and for the year ended December 31, 2021
(inchading  the comparative financial statements as at and for the year ended

December 31, 2020} were authorized for issue by the Bank's Board of Directors (BOD) on
March 30, 2022,

SUMMARY OF SIGNIFICANT ACCOUNTING POLICTES

The significant accounting policies that have been used in the preparation of these
Fmanetal staterents are surmmarized below, These policies have been consistently applied
to all the years presanted unless otherwise stated.

Basis of Preparation of Financial Statements
a.  Steterment of Complinece with Fhilippine Financial Reporting Stendards

The financial statements of the Bank have been prepared in accordance with Philippine
Finanwcial Reporting Standards (FFRS). PFRS is adopted by the Financial Reporting
Standards Coundl (FRESZ) from the pronouncernents issued by the International

Accounting Standards Board [IASB) and approved by the Philippine Board of
Accountancy (BOA).

The firancial staterments have been prepared using the measurement bases specified
Iy PFRS for each type of assets, liabilites, income and expense. The measurement
bases are more fully described in the accounting policies that follow.

b, Presemtation of Financial Statements

The finencial statements are presented in accordance with Philippine Accounting
Standard (FAS) 1, Presentotion of Fimmcial Skaténrents. The Bank presents all iterns of
income and expense in a single statement of comprehensive income.

The Bank presents the third statement of financial position as at the beginning of the
preceding period when it applies an accounting pelicy 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 (o
be disclosed,

c.  Functional and Preseniation Currency

These financial sttements are presented in Philippine pesos, the Bank's functional and

presentation currency, and all values represent absolule armounts except when
otherwise indicabad.

Items included in the financial statements of the Bank are messured using its

functenal currency, Functional currency is the currency of the primary econormic
environment in which the Bank operates,
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Adaption of New and Amended to PFES

.

Effective in 2021 that me Belevant to the Bank

The Bank adepted for the frst tme the following amendments to PFRS, which are
mandatorily effective for anmual periods beginming on or after January 1, 2021:

PFES 9 (Amendments), Finengisl Instruments, PFRS 7 (Amendments), Financial
Instruments: Disclosures, and PFRS 16 (Amendments), Leases - Interest Rale Benchnnrk
Reform Phase 2. The amerdments addvess issues that may affect financial reporting
during the interest rate benchmark reform, including the effect of changes to
contractual cash flows or hedging relationships resulting from the replacement of the
London Interbank Offered Rate (LIBOR) with alternative benchmark rates. The Phass 2
amendments are relevant to the Bank because it is exposed to the effects of the LIBOR
reform on its financial instruments that will mature post-2021 (the date by which the
veform is expected to be implemented),

Discussed below are the relevant information arising from the Bank's adoption of these
amendments.

»  When the comtractual terms of the Bank's borrowings ave amended as a direct
consequence of the interest rate benchrark refoemn and the new basis for
determining the contractual cash flows s economically equivalent to the basis
irnmediately preceding the change, the Bank changes the basis for determining the
contractual cash flows prospectively by revising the effective interest rate, If
additional changes are made, which are not directly related to the reform, the
applicable requirements of PFRS 9 are applied to the other changes.

When a lease is modified as a direct consequence of the interest rate benchmark
reform and the new basis for determining the lease payments is economically
equivalent to the previous basis, the Bank remeasures the lease hability to reflect
the revised lease payments discounted using a revised discount rate that reflects
the change in the basis for determining the contractual cash flows.

= TFor the Bank's fair value hedges of a non-contractually specified benchmark
component of interest rate risk, on the transition to the alternative benchmark rate,
if that risk rate is not & separately identifiable requirement at that date if the Bank
reasonably expects the term specific interest rate component will be separately
identifiable within a pericd of 24 months from the date the alternative benchmark
rate i3 first designated, regardless of the term for which the risk is designated in
that hedge. The 24-month period applies on a rate-by-rate basis.

The application of these amendments had no significant impact on the Bank's financial
statements,

Effective Subsequent to 2021 but not Adopled Early

There are amendmets o existing stendards effective for annual periods subsequent to
2020, which are adopted by the FRSC. Management will adopt the following relevant
pronouncements in accardance with their ransitional provisions; and, unless otherwise

stated, none of these are expected to have a significant impact on the Bank's financial
shatements.
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Amendments to PFRS 3, Reference to the Comceptual Framework (effective from January 1.
2022). The amendments arve intended to replace a reference to the Eramework for the
Freparation and Presentation of Financial Statements, issued in 1989, with a reference
ta the Conceptual Framework for Financial Reporting issued in March 2018 without
significantly changing its requirements. The amendments added an exception to the
recognition principle of FERS 3, Business Combinefions to avoid the issue of potential
‘day 2' gains or losses arlsing for labilities and cont liabilides that would be
within the soope of PAS 37, Provisions, Contimgent Liabilities and Contingent Assels o
Philippine-IFRIC ¥1, Levies, if incurred separately.

At the sarme tma, the amendments add a new paragraph to PFRS 2 to clarify that
contingent assets do not qualify for recognition at the acquisition date.

PAS 16 (Amendments), Property, Plant and Equipment - Proceeds Before Intended Lise
(effective from January 1, 2022). The amendments prehibit deducting from the cost
of an item of property, plant and equipment any proceeds from selling items
produced while bringing the asset to the location anc condition necessary for it to
be capable of operating in the manner intended by management. Instead, an entity

recognizes the procesds from selling such items, and the cost of producing those
items, in profit or Ioss.

Asmendments fo PAS 37, Onerows Confracts — Costs of Fulfilling a Contract (gffective from
January 1, 2022). The amendments specify which costs an entity needs to include
when assessing whether a contract is cnerous or loss-making. The amendments
apply a “directly related cost approach”. The costs that relate directly to a contract to
provide goods or services include both incremental costs and an allocation of costs
dirvectly related to contract activities, General and administrative costs do not relate
directly to a contract and are excluded unless they are explicitly chargeable to the
counterparty under the contract.

Annual Inprovements fo PFRSs 20018-2020 Cycle (effective from January 1, 2022)
- Amendments to PFRS 1, First-time Adoption of Plalippines Financial Feporting
Standards, Subsidinry as o first-tinme adopier. The amendment permits a subsidiary
that elects to apply paragraph D16(a) of FFRS 1 to measure cumulative translation
differences using the amounts reported by the parent, based on the parent’s date
of transition to FFRS. This amendment is also applied to an assoclate or joint
venture that elects to apply paragraph D16(a) of PFRS 1.

Amtendments to PFRS 9, Financinl Instruments, Fees in the "10 percent’ test for
derecogrition of financinl lishilities. The amendment clarifies the fees that an entity
inchacles whan assessing whether the terms of a new or modified fAnancial
liability are substantially different from the terms of the original financial lability.
These fees include only those paid or received between the borrower and the
lender, including fees paid or received by either the borrower or lender on the
other's behalf. An entity applies the amendment to financial liabilities that are
modified or exchanged on or after the beginning of the annual reporting year in
which the entity first applies the armendment.

Amendments fo PAS &1, Agriculture, Taxation in fair velee mensseremenés. The
amendment removes the requirement in parmgraph 22 of PAS 41 that entities

axchude cash flows for taation when measuring the fair vahae of assets within the
scape of PAS 41.
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Amendments to PAS 1, Classificafion of Linbilifies as Crorrent or Non-current (effectve
from Jameary 1, 2023). The amendients clarify paragraphs 69 to 76 of PAS 1,

Presentation of Fmancial Statements, to specify the requirements for classifying
Habilities as current or non-current, The amendments clarify:

= Whatis meant by a right to defer settlement

=  That a right to defer must exist at the end of the reporting year

# That classification is unaffected by the likelihood that an entity will exerdise its
deferral rght

=  That only if an embedded derivative in a convertible liability is itself an eguity
instrument would the terms of liability not impact its classification

Management is currently assessing the impact of this new standard in its financial
slatemerits.

Armendments to PFRS 10, Conselideted Finencinl Stetements, and PAS 28, Sale or
Contribution of Assets belween mu Investor and its Associzte or Joint Venture, The
amendments address the conflict between FFRS 10 and PAS 28 in dealing with the
loss of control of a subsidiary that is sold or contributed to an associate or joint
wanture, The amendments clarify that a full gain or loss is recognized when a
transfer to an associate or joint venture involves a business as defined in PFRES 3.
Any gain or loss resulting from the sale or contibution of assets that do not

constitute a business, however, is recognized only to the extent of unrefated
inwvestors' interests in the associate or joint venture.

Omn January 13, 2016, the Financial Reporting Standards Council deferred the
original effective date of Jarnwary 1, 2016 of the said amendments until the
International Accounting Standards Beard ("TASE”) completes its broader review
of the research project on equity accounting that may result in the simplification of

accounting for such transactions and of other aspects of accounting for associates
and joint ventures.

The Bank is currently assessing the impact of adopting the amendments,

PFRES 17, Insurance Contracts (effective January 1, 2023), The new standard will
eventually replace FFRS 4, Insurance Contracts. The Insurance Commisaion (1),
through its Circular Letter 2008-6%, has deferred the implementation of PFRS 17
for the life insuwrance and non-life imsurance industry. FFRS 17 will set out the

principles for the recognition, measurement, presentation, and disclosure of
insurance contracts within its scope.

This new standard requires a current measurement model where estimates are

remeasured in each reporting pericd. Moreover, contracts are measured using the
building blocks of:

» discounted probability-weighted cash flows;

+  an explicit risk adjustment; and,

* a contractual service margin (CSM) representing the uneamed profit of the
contract which is recognized as revenue cver the coverage period,

PFRS 17 further allows a choice between recognizing changes in discount rates

aither in the staterment of income or directly in other comprehensive income. The
choice is likely to reflect how insurers account for financial assets under FERS 9.
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In addition, the standard provides an optional, simplified premium allecation

approach for the liability for the remaining coverage for short-duration contracts,
which are often written by non-life insurers.

A modification of the general measurement mwodel called the variable fee approach
is also introduced by FFRS 17 for certain contracts written by life insurers where
policyholders share in the retums from undeelying items. When applying the
wvariable fee approach, the entity's share of the fair value changes of the underlying
items is included in the C5M. The results of insurers using this model are therefore
likely to be less volatile than under the general model,

Financial Instriments

Finarncial Assets

Financial assets are recognized when the Bank becomes a party to the contractual
terms of the financial instruments. All financial assets are initially measured at fair

value adjusted for wansaction costs (where applicable). For purposes of classifying
financial assets, an instrument is considered as an equity instrument if it is non-

derivative and meets the definition of equity for the issuer in accordance with the
criteria of PAS 32, Finencial Instrsments: Presestation, All other non-derivative financlal
instruments are treated as debt instruments.

Regular purchases and sales of financial assets are recognized on their trade date {ie.
the date that the Bank commits to purchase or sell the asset).

Classification and Meosurement af Financial Asseds

The classification and measurement of financial assets are 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,

1. Financial Assets ot Amartized Cost

Financial assets are measured at amortized cost if both of the following conditions
are met (and are not designated as FYTPL):

=  the asset is held within the business maodel whose objective is to hold financial
assets in order bo colleck contractual cash fevws ("hold o collect”); and,

* the contractual terms of the instument give rise, on specified dates, to cash

flows that are solely payments of principal and interest (“SPPT") on the
principal amount outstanding,.

All financial assets meeting these criteria are measured initially at fair value plus

transaction costs. These are subsequently measured at amortized cost using the
effective interest method, less any impairment in value,
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Where the business model is to hold assets to collect contractual cash flows, the
Bank assesses whether the financial instruments” cash fows represent SPFPL In
making this assessment, the Bank considers whether the contractual cash flows ara
comnsistent  with a basic lending arrangement, ie. interest includes

consideration for the time value of money, eredit risk, other basic lending risks and
a profit margin that is consistent with a basic lending armangement. Where the
contractual terms introduce exposure to risk or volatility that is inconsistent with a

basic lending arrangement, the related financial asset is classified and measured at
FWTPL.

The Bank's fnancial assets measured al amortized cost comprise Cash, Due from
BSP, Due from other banks, Loans and other receivables and Investment securities

at amortized cost (presented as Financial asset at amortized cost) in the statements
of financial position.

For the purposes of reporting cash flows, cash and cash equivalents include cash
and other cash items, amounts due from BSP and other anks.

Cagh, Due from BSP and Due from other banks includes cash on hand, savings and
demand deposits and short-term, highly liguid ovestments  with  origmal
maturities of three months or less, meadily convertible b0 known amounts of cash
and which are subject to an insignificant risk of changes in value. Cash refers to the
total amount of cash and other cash items received after the selected clearing cut-
off time until the close of the regular banking hours. Due from BSP refers to the
balance of the deposit account maintained with BSP. Due from other banks refers
to the balances of deposit account maintained with other banks.

Loans and receivables are non-derivative financial assets with fiked or
determinable payments that are not quoted in an active market. They arise when
the Bank provides money, goods or services directly to a debtor with no intention
of rading the receivables. These inchade financial assets such as direct loanms to
customers and sales contract receivables. The difference between the sale and
repurchase price is rec as interest and accrued over the life of the
agreements using the effective interest method,

Loans and receivables are subsequently measured at amortized cost using the
effective interest method, less impairment losses.  Any change in their value is
recognized in profit or loss. Increases in estimates of future cash receipts from such
financial assets shall be recognized as an adjustment to the effective interest rate
from the date of the change in estimate rather than as an adjustment to the carrying
amaount of the financial asset at the date of the change in estimate.

Investments that are primarily composed of government and corporate bonds
bearing fixed interest mates and defined maturity dates are also measuared at
amortized cost.

Interest income is caloulated by applyving the effectve interest rate to the gross
amount of the financial assets except for those that are subsequently
identified as credit-impaired. For credit-impaired [inancial assets at amortzed

cost, the effective interest rate is applied to the net carrying amount of the financial
assets (after deduction of the loss allowance). The interest earned is lawgnized in

the profit or loss of statement of comprehensive income as part of Interest income.
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Finencial Assets at Fuir Vilue Through Other Comprelensive Income (FVYOCT)

The Bank accounts for financial assets at FVOCI if the assets meet the following
conditions:

they are held under a business model whose objective is to hold to collect the
associated cash flows and sall (“hold to collect and 52117} and,

+ the contractual terms of the financial assets give rise to cash flows that are SFP1
on the principal amount outstanding.

At initial recognition, the Bank can make an irrevocable election (on an Instrument-
by-instrument basis) to designate equity investments as at FWOCL; however, such
designation is not permitted if the equity investment is held by the Bank for trading
or as mandatorily required to be classified as FVTTL.

Financial asseks at FVOC] 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 [rom 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 Surplus reserve account is not reclassified to profit or
loss but is reclassified directly to a Surplus free acecunt, except for those debt
securities classified as FVOCT wherein curmulative fair value gains or losses are
racycled to profit or loss.

Interest income is calculated by applying the effectve interest rate to the gross
carrying amount of the financial assets except for those that are subsequently
identified as credit-impaired, For credit-impairved financial assets, the effective
interest rate is applied to the net carrying amount of the financial assets {(after
deduction of the loss allowance), The interest earned is recognized in profit or loss
in the statement of comprehensive income as part of Interest income.

Any dividends eamed on holding eqguity instruments ave recognized in profit or
loss when the Bank's right to veceive dividends is established, it is probable that the
economic benefits associated with the dividend will flow to the Bank, and, the
amount of the dividend can be measured reliably unless the dividends represent a
recovery of a part of the cost of the investment.

As at December 31, 2021 and 2020, the Bank does not have financial assets
designated at FWVOCT

Fiancinl Assets af Fair Value Through Profit or Loss (FYTFPL)

Financial assets that are held within a different business model other than “hold to
collect™ or “hold to collect and 58117 are categorized at FVTFL. Further, irrespective
of the buginess model, Anancial assets whose contractual cash flows are not SPTFT
are accountad for at FWTPL. Also, equity securities are classified as financial assets

at FVTPL, unless the Bank designates an equity investrment that is not held for
trading as at FVOCT at initial recognition,
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Financial assets at FVTPL are measured at fair value with gains or losses
recognized in the profit or loss as part of Interest income in the statements of
comprehensive income.  The fair values of these financial assets are determined by

reference o active market transactions or using a valuation technigue where no
active market exists,

Interest eames on these investments is ncluded in the net fair value gaing [Iosses)

on these assets presented as part of Interest income in the statements of
comprehensive Income.

As at December 31, 2021 and 2020, the Bank does not hawve financial assets
designated at EWTPL.

The Bank can only reclassify financial assets if the cbjective of its business model for
managing those financial assets changes. Accordingly, the Bank is required to
reclassify financial assets: (i) from amortized cost to FVTFL, if the objective of the
business model changes so that the amortized cost criteria are no longer met; and, (i1}
from FYTPL to amortized cost, if the objective of the business sodel changes so that
the amortized cost criteria start to be met and the characteristic of the mstrument’s
contractual cash flows meet the amortized cost criteria,

A change in the objective of the Bank's business model will take effect only at the
beginning of the next reporting period following the change in the business model.

. Tmpairment of Financial Assets

Expected Credit Loss Model

PFRS @'s impairment requirements use morve forward-locking information to recognize
expected credit losses - the "expected credit loss” (ECL) model. The Bank considers a
broader range of information when assessing credit risk and measuring expected credit
losses, including past events, current conditions, reasonable and supportable forecasts
that affect the expected collectability of the future cash flows of the instrument. It also
includes cbservable data that comes to the attention of the Bank about certain loss
events, including, among others: the significant finandial difficulty of the issuer or
debtor; a breach of contracts, such as a default or delinguency in interest or principal
payments; it is probable that the borrower will enter bankruptcy or cther financial
reorganization; the disa of an actve market for that financial asset because of
financial difficulties; or chgervable data indicating that there is a measurable decrease
in the estimated Future cash flows from a group of Anancial assets since the initial

recognition of those assets, although the decrease cannot yet be identified with the
individual financial assets in the group.

The Bank determines whether there has been a significant increase in credit risk for the
financial asset since initial recognition by compartng the risk of a default oocurring
aver the expected life of the financial asset between the reporting date and the date of
the initial recognition. In making this assessment, the Bank considers both quantitative

and qualitative information that may indicate an actual or expected deterioration of the
credit quality of the financial assets.
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The Bank promptly recognizes and maintains an adeguate allowance for credit losses
at all times, [t adapts the principles provided under the Enhanced Standards on Credit
Risk Management in implementing sound and robust credit risk measurement
methodologies that adequately consider ECL. In thizs respect, the ECL methodology iz
not considered as a separale and distinct process but as an important element of the
entire credit risk management process.

The key elements used in the caloulation of ECL are as follows:

*  Probability of default - Tt i3 an estimate of the likelihood of a counterparty defaulting
at its financial obligaticn over a given tims horizon, either over the next 12 months
or the remaining hfetime of the obligation.

*  Loss given defieult - Tt is an eshoate of loss arising in the case where default ocours at
o given time. 1t is based on the difference between the contractual cash flows of a
financial insmument due from & counterparty and those that the Bank would
expect b0 receive, including the realization of any collateral or effect of any credit
enhancement.

Exposure at default - Tt represents the gross carrying amount of the financial
instruments in the event of default which pertains to its amortized cost,

The Bank recognizes an impairment loss based on the category of financial assets.
When financial assets are carried at amortized cost, the Bank first assesses whether
objective evidence of impairment exists individually for financial assets that are
individually sigrificant, and individually or collectively for financial assets that are not
individually significant. If the Bank determines that no objective evidence of
impairment exigts for an individually assessed financial asset, whether significant or
not, it includes the assst in a group of financial assets with similar credit risk
characleristica and collectively assesses them for impairment.  Assets thet are
individually assessed for impairment and for which an impairment loss is or continues
bo be recognized are not included in a collective assessment of impairment.

If there is objective evidence that an impairment loss on loans or investments carried at
amortized cost 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 fubure credit loss that has not been incurred) discounted at the
financial asset's original effective interest rate. The Bank also considers impairment
provisions based on the simplified approach within IFRS 9 using the expected credit
losses (ECL). During this process, the probability of the non-payment of loans and
receivables is assessed. This probability is then multiplied by the amount of the

expected loss arising from default to determine the expected credit loss for the loans
and recaivables.
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Credit exposures are classified into three stages using the following time horizons in
measuring ECL:

Time horizon

Stages of credit in measuring
__impairment  ______ Characteristics _ECL
Credit exposures that are considered
"performing” and with no significant
increase in credit risk since initial Twelve (12)
Stage 1 recognition or with low credit risk months
Credit exposures that are considered
*under performing” or not yet
non-performing but with significant
increase in credit risk since initial
Stage 2 recognition or with low credit risk Lifetime
Credit exposures with objective
evidence of impairment, thus,
Stage 3 considered as "non-performing, Lifetime
Twelve (12)-Month ECL

The Bank considers reasonable and supportable information, including forward-
looking information that affects credit risk in estimating the 12-month ECL. The Bank
exercises experienced credit judgment and considers both qualitative and quantitative
information that may affect the assessment.

Zero allowance for exposures under Stage 1 shall be rare. It shall be expected only for
exposures with zero percent (0%) credit risk-weight under the Risk-Based Capital
Adequacy Framework, such as Philippine peso-denominated exposures to the
Philippine National Government and the Bangko Sentral.

Lifetime ECL

The Bank evaluates the change in the risk of a default occurring over the expected life
of the exposures in assessing whether these shall be moved to a lifetime ECL measure.
Although collateral will be used to measure the loss given default, this should not be
primarily used in measuring the risk of default or in transferring to different stages.

The Bank measures lifetime ECL of the following:

*» exposures that have significantly increased their credit risk from origination
(Stage 2); and
* non-performing exposures (Stage 3).
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Transfer from Stage 1 fo Stage 2 - Assessment of significant increase in credit risk

The Bank transfers credit exposures from Stage 1 to Stage 2 if there is a significant
increase in credit risk from initial recognition. The Bank establishes well-defined
criteria on what constitutes a significant increase in credit risk. The Bank considers a
wide range of information, which includes among others, information on
macroeconomic conditions, economic sector and the geographical region relevant to
the borrower, and other factors that are borrower specific. The criteria on what

constitutes a significant increase in credit risk shall consider, at a minimum, the list
provided in PFRS 9.

The Bank classifies exposures to Stage 2 if the exposures have potential weaknesses,
based on current and/or forward-looking information, that warrant management's
close attention. Said weaknesses, if left uncorrected, may affect the repayment of these
exposures. The Bank also classifies to exposures to Stage 2 if there are adverse or
foreseen adverse economic or market conditions that may affect the counterparty's
ability to meet the scheduled repayments in the future.

The Bangko Sentral applies the following indicators of a significant increase in credit
risk in BSFIs noted to have weak credit loss methodologies:

exposures considered especially mentioned under Section 143 of the MORB;

exposures with missed payment for more than thirty (30) days; and

exposures with risk ratings downgraded by at least two (2) grades (e.g., exposure
with a risk rating of "3" on the origination date was downgraded to risk rating of
*3" on the reporting date) for BSFls with below fifteen (15)-risk rating grades, and
three (3) grades for BSFls with fifteen (15) or above risk rating grades.

Transfer from Lifetime ECL to 12-month ECL

The Bank transfers the exposures from Stage 3 (non-performing) to Stage 1
(performing) when there is sufficient evidence to support their full collection.
Exposures should exhibit both the quantitative and qualitative indicators of a probable
collection prior to their transfer. The quantitative indicator is characterized by
payments made within an observation period (e.g. regularly pays during the
minimum observation period). The qualitative indicator pertains to the results of an

assessment of the borrower's financial capacity (e. g, improvement in counterparty's
situation).

As a general rule, the full collection is probable when payments of interest and/or
principal are received for at least six (6) months.

Maultiple Exposures to Specific Counterparties
In measuring the ECL of multiple exposures to a single counterparty or multiple

exposures to counterparties belonging to a group of related entities, the following shall
apply:

i. Exposures to non-retail counterparties. The Bank measures ECL to multiple exposures
to a non-retail counterparty measures ECL at the counterparty level. In particular,
the Bank considers all exposures to a counterparty as subject to lifetime ECL when
any of its material exposure is subjected to lifetime ECL;
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ii. Expgsures fo a retail counterperty, The Bank with multiple exposures to a retail
counterparty at the transaction level In particular, the Bank may classify one
transaction under Stage 1 and anuther transaction under Stage 3. However, the
Bank is not precluded [rom taking into account the potential of cross-default, such

that if one exposure is classified under Stage 3 all the other exposures may be
classified under Stage 3; and

iii. Exposures fr counterpiriies belonging to a group of relafed entibies. The Bank wilth
mmultiple exposures to counterparties that belong to the same group of related
entities measures ECL at the counterparty level (per entity). The Bank likewise
considera the statua of the other counterparties belonging to the same group in
determining the stage under which the exposures shall be classified.

General mnd Specific Provisions for Loan Accounts

The Bank shall set up general loan loss provision (GLLP) equivalent to one percent
{1%) of all cutstanding Stage 1 cn-balance sheet loans, except for accounts considered
as credit risk-free under existing regulations. The Bank is not required to provide one
percent (1%) General Provision on other credit exposures covered by PFRS 9 such as
ofi-balance-sheet accounts and investments.,

The Bank shall treat Stage 1 provisions for loan accounts as General Provision (GF),
while Stages 2 and 3 provisions shall be treated as Specific Frovisions (5F).

Basic Guidelines in Sething up Allooance for Credit Losses

A5 a general rule, Especially Mentioned end Substandard - Underperforming
[.g., substandard accounts that are unpaid or with missed payment of Tess then ninety
1904 days shall be considered as Stage 1 accounts, while Substandard Mon-performing.
Droubtful, and Loss accounts shall be considered as Stage 3 accounts,

A Individually Assessed Credit Exposieres

Loans and other credit exposures with unpaid principal and/or interest shall be
classified and provided with an allowance for credit losses (ACL) based on the
number of days of missed payments as follows:
For unsecured loans and other credit exposures:

Mo, of Days Unpaid/

with Missed P Classificati i ACT st
Substandard
31 - %0 days {underperforming) 10% 2
Substandard
91 - 120 days {nen-performing) 5% 3
1Z1 - 180 diays Doubtful 50% 3

181 days and over Laoss 100% 3
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For secured loans and other credit exposures:

Mo. of Days Unpaid /
with Missed Payment  _Classification Minimum ACL Stage
Substandard
31 - 90 days" {underperforming) 0% 2
Substandard
1 - 180 days® {non-performing) 10% E
Substandard
1E1 - 3645 days {non-performing) 5% 3
Cver a year-Syears Doubiful 50% 3
Chver 5 vears Loss 100% 3

“VWhen tirere i He imnunent pasaihility of foreclosure and expechetion of loss, ACL afall he
increased to 15%

Provided, that where the quality of physical collaterals or financial guarantees
securing the loans and advances arve determined to be insufficient, weak, or
without recoverable walues, such loans and advances shall be treated as if these
are unsecured.

Loans other credit exposures that exhibit the characteristies fov classified
accounts described under Appendix to Section 143 shall be provided with ACL as

follows:
___ Classification  ____ Minimum ACL Stage
Especially Mentioned 5% 2
Substandard - Secured 10% 2ord
Substandard - Unsecured 25% Z2ord
Dioubtful 50% 5
Lioss 100% 3

k. Collectively Assessed Loans and other Credit Accommpdations

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

For unsecured loans and other credit exposures:;

Mo, of Days Unpaid/

Especially
1 =30 days MMentiomed % 2
31 - 60 days Substandard 25% Zord
1sk restruchuring
G1 =590 days Doubtful 0% 3
o1 days and over,

4 pestruchuring Loss 100 3
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For secured loans and cther credit exposures:

Mo, of Days ACL
Unpaid S with Otheer by pes af Secwrd by
blissed Payment  _Clossification = __gallateral _Stape
Substandard
31 - 90 days* [underperfarming) 10% 10% 2
91 - 1) days* Substandard
{nem-performing) 25% 15% 3
121 - 350 days Drawabtful 50% 25% 3
361 days - Syears Loss 100% 50% 3
Chvar 5 wears Lass 0% 3

100%

The carrying amount of the asset is reduced through the use of an allowance account
and the amount of the loss is recognized in the statement of comprehensive income. If
loans or investments have 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 caleulation of the present wvalue of the estimated future cash flows of a
collateralized financial asset reflects the cash flows that may result from foreclesure

less costs for obtining and selling the collateral, whether or not foreclosure is
probable.

For the purpose of a collective evaluation of impairment, financial assets are grouped
omn the basis of similar credit risk characteristics (Le., on the basis of the Bank's grading
process that considers asset type, industry, geographical location, collateral type.
past-due status and other relevant factors). Those characteristics are relevant to the
estimation of future cash [lows 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
heing evaluated.

Future cash flows in a group of finencial assets that are collectively evaluated for
iy

pairment are estimated on the basis of the contractual cash flows of the assels in the
Bank and historical loss experience for assets with credit risk characteristics similar to
those in the Bank, Historical loss experience is adjusted on the basis of current
observable data ta reflect the effects of carment conditions that did not affect the period

on which the historical loss experience 18 based and to remove the effects of conditions
i 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 stabas, or
ather factors indicative of changes in the probability of losses in the group and their
magnitadae), The methodology and assumptions used for estimmated future cash flows

are reviewed regularly by the Bank to reduce any differences between loss estimates
ancd actual loss experience.

When a loan is an uncollectible subject to BSP guidelines, it is written off against the
related provision for loan impairment Such loans are written off after all the
mecessary procedures, including approval from the management, the BOD, and the
BSP, has been completed and the amount of the loss has been determined. Subsequent
recoveries of amounts previously written off are presented as part of Other income in
the statements of comprehensive moome.
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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 debtors credit rating).
recognized impairment loss is reversed by adjusting the allowance account. The
amount of the reversal is recogmized in the statement of comprehensive Income,

the previously

When possible, the Bank opted to restructure loans rather then to take possession of
the collateral. This may invalve extending payment arrangements and the agreement
of new loan conditions. Once the terms have been renegotiated, the loan is no longer
considered past due. Management continuously reviews restructured loans to ensure
that all criterin are met and those fubore payments are likely to occur. The loans
continue to be subject to an individual or collective impairment assessmment, calcalated
using the loans’ original effective interest rate. The difference betweean the recorded
sale of the original loan and the present value of the restructured cash flows,

discounted at the original effective interest rabe, is recognized in profit or loss as part of
Impairment losses.

The Bank recognizes an impairment loss in profit or loss for all financial instruments
subject to impairment assessment with a cormesponding adjustrnent 1o their carrying
amount through a loss allowance account, except for debt instruments measured at

FWOCL far which the loss allowance is recognized in other comprehensive income anc
accurmulated in Revaluation reserves account, and does not reduce the carrying
amount of the financial asset in the statement of financial position.

Derecognition of Finencial Assels
i, Modification of Loens

When the Bank renegotiates or otherwise modifies the contractual cash flows of

loans to customers, the Bank assesses whether or not the new terms are

gubstantially different from the original terms. The Bank considers, among others:

« If the borrower is in financial difficulty, whether the modification merely
reduces the contractual cash flows to amounts the borrower is expected o be
abile wo pay;

Whether any substantial new terms are imtroduced that will affect the risk
profile of the loan;

ifi ¢ extension of the loan term when the borrower is not in financial
difficulty:
= Significant change in the interest rate;
Change bn the currency the loan is denominated in; and for,

» Insertion of collateral, other security or credit enhancements that will
significantly affect the credit risk associated with the loan.

If the terms are substantially different. the Bank derecognizes the financial asset
and recopnizes a “new” asset at fair value, and mecalculates a new effective inberest
rate For the asset. The date of renegotiation is consequently considersd to be the
date of initial recognition for impairment calculation, inclading for the purpose of
determining whether a significant increase in credit risk has cccurred. However,
the Bank Group also assesses whether the new financial asset recognized is
deemed to be credit-impaired at initial recognition, especially in circumstances
where the rencgotiation was driven by the debtor being wnable to make the
originally agreed payments. Differences in the carrying armount are recognized as
gaim or loss on the derecognition of fAnancial asssts in profit or loss.

79
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As to the impact on ECL measurement, the expected fair value of the “new” asset is
treated as the final cash flow from the existing financial asset at the date of
derecognition. Such an amount is included in the calculation of cash shortfalls from
the existing financial asset that is discounted from the expected date of

derecognition to the reporting date using the original effective interest rate of the
existing financial asset.

If the terms are not substantially different, the renegotiation or modification does
not result in derecognition, and the Bank recalculates the gross carrying amount
based on the revised cash flows of the financial asset and recognizes a modification
gain or loss in profit or loss. The new gross carrying amount is recalculated by
discounting the modified cash flows of the original effective interest rate (or credit-
adjusted effective interest rate for purchased or originated credit-impaired
financial assets). As to the impact on ECL measurement, the derecognition of the
existing financial asset will result in the expected cash flows arising from the

modified financial asset to be included in the calculation of cash shortfalls from the
existing financial asset.

#. Derecognition of Financial Assets Other than Through Modification

The financial assets {(or where applicable, a part of a financial asset or part of a
group of financial assets) are 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.

d. Classification and Measurement of Financial Liabilities

Financial liabilities are initially measured at fair value, and, where applicable, adjusted
for transaction costs unless the Bank designated a financial hability at fair value
through profit or loss. Subsequently, financial Labilities are measured at amortized
cost using the effective interest method except for derivatives and financial liabilities
designated at FVTPL, which are carried subsequently at fair value with gains or losses
recognized in profit or loss (other than derivative financial instruments that are
designated and effective as hedging instruments).

Finandial liabilities include deposit liabilities, bills payable, lease liabilities, deposits for
stock subscription and accrued interest and other liabilities (excluding tax payables
and post-employment benefit obligation) and are recognized when the Bank becomes a
party to the contractual terms of the instrument. All interest-related charges are
recognized as Interest expenses in the statements of comprehensive income.

Deposit liabilities are recognized initially at fair value and subsequently measured at
amortized cost,
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Bills payable ave recognized initially at fair value, which is the issue proceeds (fair
value of the consideration received) net of direct issue costs. Bills payable are
subsequently measured at amortized cost using effectve interest method for maturities
beyond one year, less settlement payments; any difference between proceeds net of
transaction costs and the redemprion wvalue is recognized in the statements of
comprehensive income over the period of the borrowings.

Lease liabilities are fully discussed in Lerses in the succeeding pages.

Deposite for stock subscriprion is defined as a subscription agreement which, among
other things, states that the Bank is not contractually obliged to retum  the
consideration received and that the Bank is obliged to deliver a fixed number of own

shares of stock for a fixed emount of cash or property paid or to be paid by the
contracting party.

Deposits For stock subscription is classified as part of equity for prudential reporting
purposes when all of the following conditions are met:

. The deposits for stock subscription meets the definition of an equity instrument
under Philippine Accounting Standards 32: Financial Instruments: Presentation
such that the deposit for future stock subscription shall not be interest-bearing
nor withdrawable by the subscriber.

The Bank's existing authorized capital stock is already fully subscribed;

The Bank's stockholders and board of directors have approved the proposed
increase in authorized capital;

The Bank filed an application for the amendment of its Articles of Incorporation
for the increase in authorized capital with the appropriate department of the SES.

BSF duly supported by complete docaments as listed in Circular Letter Mo, 2009-
42 dated hlay 14, 2009,

“Application for the amendment of Articles of Incorporation for the increase in
authorized capital, which has been returmed due to insufficlency of supporting
documents, shall not gqualify for recognition as an eqguity imstrument; and the
submitted the amended copy of the documents stll waiting for BSF approeal™

The Bank must have cbtained the approval of the Monetary Board on

transactions involving significant ownership of voting shares of stock by any
person, natural or juridical, or by one group of persons as provided in Section
122, if applicable.

Deposits for stock subsceiption which does not mest the abovementioned conditions
shall be classified as a Lability.

Depaosits for future stock subscription which meet the conditions to be recognized as
equity shall form part of the Bank's qualifying capital for purposes of computing the
risk-based capital adequacy ratio under Section 127,

Accrued interest and other liabilities are recognized initially at their fair value and

subseguently mensured at amortized cost for maturities beyond one year, less
settlement payrments.
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e, Derecognition of Financial Liabilities

Financial Habilities are derecognized from the statement of financal positicon only
when the obligations are extinguished either through discharge, cancellation o
expiration. The difference between the carrying amount of the financial lability
derecognized and the consideration paid or payable is recognized in profit or loss.

£ Items of Income and Expense Related to Financial Assels

All income and expenses, including impairment losses, relating to financial assets that
are recognized in profit or loss are presented as part of Interest income or Tnterest
expense, Impairment losses, Gain on disposal of financial assets, Dhividend income and
Recoveries fram accounts written-off (presented as part of Other Income) in the
Staternent of comprehensive income.

Mon-compounding interest, dividend income and other cash flows resulting from

holding financial asssts are recognized in profit or loss when earned, regardless of how
the related carrying amount of financial assets are measured.

g Offsetting Finapeial Instrummenis

Financial assets and liabilites are set-affs and the resulting ret amount is reported in
the staternent of financial position when there is a legally enforceable right to offset the

amounts and there is an intention o settle on a net basis, or realize the asset
and settle the liability simulmnecssly. This is oot v the case with master
netting agreements, and the related assets and liabilities are presented gross in the
statemnent of financial position. The right of set-off must be available at the end of the
reporting period, that is, it is not contingent on a future event It mmst alsc be
enforceable in the normal course of business, in the event of default, and the event af

insolvency or bankruptcy; and must be legally enforceable for both entity and all
counterpartes to the financial instruments.

Barnk Premises, Furniture, Fixtures and Equipment

Bank premises, furpirure, fixtures and equipment are garried at acquisition cost less
accurmualated depreciation and amortization and any impairment losses.

The cost af an asset comprises its purchase price and directly attributable cost of bringing
the asset to working condition for its intended wse. Expenditures for additions, major
improvements and renewals are capitalized; expenditures for repairs and maintenance are
charged to expense as incurred. When assets are sold, retired or otherwise disposed of, the
cost and their related accumulated depreciation and amortization and lmpairment lesses

are rermnowed from the accounts amnd any resulting gain or loss is reflectad in profit or loss
for the period.

Depreciation is computed en the straight-line basis over the estimated useful lives af the
assels as follows:

Building

30 years
Building improvement 5 years
Leasehold improvement 3 years
Furniture, fixtures and equipment 3 -15 years
Transportation equipinent 3-5 years

Other office equiprment
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An assel’s carrying emount is written down immediately to its recoverable amount if the
asset's carrying amount is greater than its estimated recowerable amount.

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

Fully depreciated and fully amortized assets are retained in the accounts untl they are no
langer in wse and ne further charge for depreciation is made with respect for those assets.

An item of bank premises, fuppiture, fixtures and equipment, incloding the related
accumulated depreciation, amortization and impairment losses, is derecopgnized upon
disposal or when no future ecomomic benefits are expected bo arise from the continued use
of the asset. Any gain or loss avising from the derecognition of the asset {caloulated as the
difference between the net disposal proceeds and the camrying amount of the item) is
included in profit or less in the year the item la derecognized.

Intangible Assets

Intangible assets consist of software costs which are initially carried at cost. An intangible
asset iz recognized only when its cost can be measured reliably and it is probable that the
expected future economic benefits that are attributable to it will flow to the Bank,

Costs related to software purchased by the Bank for use in cperations are amortized on a
straight-line basis ranging from 5 to 10 years in 2021 and 2020, The amortization period
and the amortizabon method for saftware cost ave reviewed periodically to be consistent
with the changes in the expected useful life or the expected pattern of consumption of
future economic benefits embodied in the asset. The amortization expense on software
costs is recognized in the statement of income,

The carrying values of intangible assets with definite useful lives are reviewed for
impairment when events or changes in circumstances indicate that the carrying value may
not be recoverable, If any such indication exists and where the carrying values excead the
estimated recoverable amount, the assets are written down to their recoverable amounts,

Arn intangible asset is derecognized on disposal, or when no future economdc benefils are
expected from use or disposal. Gains or losses arising from the derecognition of an
intangible asset are measured as the difference between the net disposal procesds and the

carrying amount of the asset and are recognized in profit or loss when the asset is
derecognized,

Other Assets

Other assets are 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. OMher assets are recognized and measured at transaction costs or the amount of

cash paid. Subsequently, these are charged to income as they are consumed in operations
or expire with the passage of time.

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.
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a. Securnity deposits

Thj.spem.'rmm&mdepqﬂttnmemnnhumnad.‘nﬁsishuﬁaﬂy:em:dedaammet

and measured at the amount of cash paid, Subsequently, this is carried at amaortized
cost,

b. Staboneries and supplies

These represent expenses not yet incurred/used but already paid in cash. These are
initially recorded as asssts and measured at the amount of cash paid. Subsequently,
these are charged to profit or loss as they are consumed in operations or axpire with
the passage of time.

¢. Petty cash fund

This pertains to cash on hand stated at face value, This shall be measured at the

undiscounted amount of the cash or other consideration expected to be paid or
received.

d. Prepaid tax

Prepaid tax, which are claimed against income tax due, are carried over in the
succeeding period for the same purpose,

Provisions and Contingencics

Provisions are recognized when present cbligations will probably lead to an outflow of
sconomic 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
eonstructve commitment 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 mumber 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 the time
value of money is material, long-term provisions are discounted to their present values
using a pre-tax rate that reflects market assessments and the risks specific to the obligation.
The increase in the provision due to the passage of Hme is as an interest

expense. 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 resources as a result of present
obligations is considered improbable or remote, or the amount to be provided for cannot
be measured reliably, no lability is recognized in the financial statements. Simndlarly,
probable inflows of economic benefits that do not yet meet the recognition criteria of an
asset are considersd 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.
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Revenue and Expense Recogrition

Revenue is recognized to the extent that the revenue cam be reliably measured; it is
probable that the economic benefits will Aow to the Bank;: and the costs incurred or to be

incurred can be measured reliably. The following specific recognition criteria must also be
met before revenue is recognized:

a. [Interest Income and Expense

Interest income and expense are recognized in the statement of comprehensive incomae:
for all instrements measured at amortized cost using the effective interest method.

The effactive interest method is a method of calculating the amortized cost of a
financial assat or a finencial Nability and of allocating the intereat income or interest
expense over the relevant period. The effective interest rate is the rabe that exactly
discounts estimated future cash payments or receipts through the expected life of the
financial instrument or, when appropriate, a shorler period to the net carrying ameunt
of the finandal asset or finendcal liability, When calculating the effective interest rate,
the Bank estimates cash flows considering all contractual terms of the financial
instrument (for example, prepayment opHons) but does not consider future credit
losses, The calculabion includes all fees and points paid or received betwean parties to

the contract that are an integral part of the effective interest rate, transacton costs and
all other premiuvms 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
Tmas.

For other income arises in the performance of Bank's services, the Bank follows a S-step
process b0 determine whether to recognize revenue:

Identifying the contract with a customer

Identifymg the performance obligations

Determining the transaction price

Allocating the transaction price to the performance obligations
Recognizing revenue when/ as a performance obligation{s) are satisfied.

@R

The Bank determines whether a contract with a customer axdsts by evaluating whether the
following gating criteria are present:

i, the parties to the contract have approved the contract either in writing, orally or in
accordance with other customary business practices;

it. each party’s rights vegarding the goods or services to be transferred or performed can
be identified:

iil. the payment terms for the goods or services to be transferred or performed can be
identified;

iv. the contract has commercial substance (i.e., the risk, dming or amount of the future
cash flows is expected to change as a result of the contract): and,

v, collection of the consideration in exchange of the goods and services is probable,

Revenue is recognized either at a point in time or over-time, when {or as) the Bank satisfies
performance obligations by transferring the promised goods or services to its customers.
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# performance obligation is satisfied at a point in time unless it meets one of the following
criteria, iry which case it is satisfled ower Gme:

i the customer simultanecusly receives and consumes the benefits provided Dby the
Bank's performance as the Bank performs;

ii. the Bank's performance creates or enhances an asset that the customer controls as the
asset is created or enhanced; and,

fii. the Bank's performance does not create an asset with an alternative use to the Bank and
the entity has an enforceable right to payment for performance completed to date.

The Bank recognizes contract liabilities for consideration received in respect of urigatiafied
petformance obligations and reports these amounts as other liabilities in the statement af
financial position. Similarly, if the Bank satisfies a performance obligation before it receives
the consideration, the Bank recognizes either a contract asset or a receivable in its

staternent of financial position, depending on whether something other than the passage of
time is reguired before the consideration is due,

The Bank also earns service fees ard commissions in varicus banking services, and gains

on sale of properties, which are supported by contracts appreved by the parties involved.
These revenues are accounted for by the Bank in accordance with FFRES 15,

For revenues arising from these various banking services which are to be accounted For
under PERS 15, the following provides information about the nature and timing of
satisfaction of performance cbligations in contracts with customers, including significant
payment terms, and the related revenue recognition policies:

. Service Charges and Fees

Fees and charges arising from providing transaction services are recognized on
completion of the transaction. Fees or components of fees that are linked to a certain
performance are recognized after fulfilling the eriteria. Service charges and fees related
to the asquisition and origination of the loan are amortized and recognized as incomse
using the effective interest rate method cver the term of the loan.

b, Gains frome Sele or Derecagnition of Non-Finmcinl Assefs

Income from the sale of non-financial assets is recognized upon completion of the
earning process and the collectability of the sales price is reasonably assured. Gain or
loss on foreclosure is determined as the difference between the fair value at foreclosure
and the carrying amount of the loan. Gain on foreclosure is recognized when the risks
and rewards of the property have been transferred to the Bank,

. Other Incorme

Miscellameous imcome such as rental income, inspection and filing fees is generally
recognized when earmed,

Expense encompasses losses as well as those expenses that arige in the course of the
ordinary activities of the Bank.

Expenses and costs, if any, are recognized in profit or loss upon utilization of the assets or
services or at the date these are incurred, All finance costs are reported in the prefit or loss

om an accrual basis. Revenues and expenses that relate to the same transaction or other
event are recognized sirmultansously.
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Impairment of Non-financial Assets

The Bank assesses at each reporting date whether there is any indication that its non-
financial assets, which include bank premises, furriture, fixtures and equipment, and
right-of-use assets may be impaired. When an indicator of impairment exists or when an
annual impairment testing for an asset is required, the Bank makes a formal estimate of the
recoverable amount. Recoverable amaunt is the higher of an asset's or fair value less costs
1o sell and its value in use and is determined for an individual asset, unless the asset does
not generate cash inflows that are largely independent of those from other assets or groups
of assets, in which case the recoverable amount is assessed as part of the cash-generating
unit to which it belangs. Where the carrying amount of an asset exceeds its recoverable
amount, tha asset is considered impaired and is written down to its recoverable amount.
In assessing value in use, the estimated future cash flows are discounted to their present
value using a pre-tax discount rate that reflects current market assessments of the Hme
walue of money and the risks specific to the asset.

An impairment loss is recognized only if the carrying amount of an asset exceeds its
recoverable amount. An impairment loss is charged against income in the year in which it
arises unless the asset is carried at a revalued amount in which case the impairment loss is
charged against the revaluation increment of the said asset.

A previously recognized impairment loss is reversed by a credit to current operations,
unless the asset is carried at a revalued amount in which case the reversal of the
impairment loss is credited to the revaluation increment of the same asset, to the extent
that it does not restate the asset to a carrying amount in excess of what would have been
determined (net of any accurmulated depreciation and amortization) had no impairment
loss been recognized for the assat in prior years.

Leases

. Buenic es Lesser

For amy new contracts entered into, the Bank considers whether a contract is, or
containg a lease. A lease is defined as a contract, or part of a contract, that conveys the
right to use an asset (the underlying asset) for a period of time in exchange for
conglderation. To apply this definition, the Bank assesses whether the contract meets
three key evaluations which are whether:

» the contract contains an identified asset, which is either explicitly identified in the

contract or implicitly specified by being identified at the time the asset is made
available to the Bank;

the Bank has the right to obtain substantially all of the economic benefits from the

1ge of the identified asset throughout the period of use, considering its rights within
the defined scope of the contract; and,

the Bank has the right to direct the use of the identified asset throughout the period
of uwse. The Bank assesses whether it has fhe right to direct 'how amd for what
purpose’ the asset is used throughout the period of use.
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Al lease commencement date, the Bank recopnizes a right-of-use asset and a lease
liability in the statement of financial positon. The right-of-use asset s measured at
cast, which is made up of the initial measurement of the lease liability, any initial direct
costs incurred by the Bank, an estimate of any costs bo dismantle and rémove the assat
at the end of the lease, and any lease peayments made in advance of the lease
commencement date {net of any incentives received). Subsequently, the Bank
depreciates the right-of-use assst on a straight-line basis from the lease commencement
date to the earlier of the end of the useful life of the rght-of-use asset or the end of the

lease term. The Bank alsc assesses the right-of-use asset for impairment when such
indicators exist,

On the other hand, the Bank measures the lease liability at the present value of the
lease payments unpaid at the commencement date, discounted using the interest rate
irplicit in the lease if that rate is readily available or the Bank's inceemental borvowing
rate. Lease payments include fxed payments (including in-substance fixed) less lease
incentives receivable, if any, variable lease payments based on an index or rate’,
amounts expected to be payable under a residual value guarantes”, and payments
arising from options (either renewal or termination) reascnably certain to be exercised.
Subsequent to the initial measurement, the linbility will be reduced for payments made
and increased for interest. It is remeasured to reflect any reassessment or modification,
or if there are changes in in-substance ficed payments, When the lease liability is
remeasured, the corresponding adjustment is refllected in the right-of-use asset, or
profit and loss if the right-of-use asset is already reduced to zeto.

The Bank has elected to account for short-term leases and leases of low-value assets

using practcal expedients, Instead of recognizing a right-of-use asset, and a lease
liability, the payments in relation to these are recognized as an expense in profit or loss
an a straighl-line basis over the lease term.

Un the skatement of financial position, right-of-use assets and lease liabilities have been
presented separately from bank premises, furniture, fixtures and equipment and ether
liabilities, respectively.

b. Bank as Lessor

Leases that do not transfer to the lessee substantally all the risks and benefits of
ownership of the asset arve classified as operating leases. Leass income from operating

leases is recognized in profit or loss on a straight-line basis over the lease term,

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 fulfillment of the

armangement is dependemt on the use of a specific asset or assets and the arrangement
conveys a right to use the asset.







Eriployee Benefits

The Bank provides short-term benefits and post-employment benefits to employees
through a defined benefit plan, as well as various defined contributicn plans.

b, Short-term Benefits

Wages, salaries, and bonuses are recognized as an expense in the year in which the
associated services are remwdered by snpluyess, Shorl-term accumulating compensated
ahsences such as peid annual leave are recognized when services are rendered by
employees that increase their entitlement to future compensated absences. Short-term

non-accumulating compensated absences such as sick leave are recognized when the
absernces oo,

c. Defimed Benegfif Plan

The Bank has not yet established a formal post-employment plan nor accrues the
estimated cost of post-employment benefits under a defined benefit plan required by
the provisions of the Republic Act (F.A) No. 7641, The Retirement Pay Law, in as
mmach as such the estimated retirement benefits are not material to the financial
staternents, The Bank will recognize these benefits as an expense as they fall due.

d. Defined Contribution Plan

A definred-contribution plan under which the Bank pays fised contribubions to an
independent entity such as Social Security System (555), Philhealth and Pag-ibig. The
Bank has no legal or constructive obligations to pay further contributions after
payment of the fixed contribution. The contribulions recognized in respect of defined
contribubion plans are expensed as they fall due Liabilides and assets may be
recognized if underpayment or prepayment has occurred and are included in current
liabilities or current assets as they are normally of & shorl-term nature.

Imcome Taxes

Tax expense recognized in the profit or loss comprises the sum of deferred tax and current
tax 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 pericd, that are uncollected or unpaid
at the reparting pericd. They are caloulated using the tax rates and tax laws applicable to
the fiscal periods to which they relate, based on the taxable profit for the vear. All changes

bo current tax assets or lisbilities are recognized as a component of tax expense in the profit
or loss,

Deferved tax is provided, using the liability method on ternporary differences at the end of
the reporiing period betwesn the tax base of assets and liabilities amd their carrying
amounts for fnancial reporting purposes. Under the lability 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 carry
forward of unused tax losses and unused tax credits to the extent that it is probable that
taxable profit will be available against which the deferred income tax asset can be utilized.
Unrecognized deferred tx assets are reassessed at the end of each reperting period and
are recognized to the extent that it has become probable that future taxable profit will be
available to allow such delerred tax assats to be recoverad.
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Deferred tax mssets and liabilities are measured at the tax rates that are expected to apply
to the period when the asset is realized or the liability is settled provided such tax rates
hawve been enacted or substantively enacted at the end of the reporting periods.

The carrying amount of deferred tax assets is reviewed at the end of each period

and reduced to the extent that sufficient taxable profit will probably be available to allow
all or part of the deferred tax asset to be utilized.

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, bo 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 investrment property is depreciable and is held within the business model
whose objective is to consume substantally all of the economnic benefits embodied in the
investrnent 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 less. Only changes in deferred tax assebs or labilities that velate to
items recopgnized in other comprehensive income or directly in equity are recognized in
other comprehensive income or directly in equity.

Deferred tax assets and deferred tax liabilites are offset if the Bank has a legally
enforceakble right to set off current tax assets against current tax labilities and the deferred
taxes related to the same entity and the same taxation authority.

Related Party Transactions and Relationship

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

FParties are considered to be related if one party has the ability o control the other party or
exercise significant influence over the other party in making financial and operating
decisions. These include: (a) individuals cwning, divectly or indirectly through one or
more intermediaries, control or are controlled by, or under common control with the Bank;
(b} associates; and, (¢} 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.

Im considering each possible related party relationship, attention s divected to the
substance of the relationship and not merely on the legal form.

Equity

Cagitel stock represents the nominal value of shares that have been issued.

Deficit represents all current and prior peried results of operations as reported in the profit

or loss secHon of the statement of comprehensive income, reduced by the amounts of
dividends declared.
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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 reporting date (adjusting event) is reflected in the financial staterments. Post-

year-end events that are not adjusting events, if any, are disclosed when they are material
to the financial statements,

SIGNIFICANT ACCOUNTING JUDGMENTS AND ESTIMATES

The Bank's financial statements prepared in accordance with PFRS require management to
make judgments and estimates that affect amounts reported in the financial staternents
and related notes, Judgments and estimates are continually evaluated and are based on
historical experlence and other factors, including expectations of future events that ame

belisved to be reasonable under the clrcumstances. Actual results may likely differ from
these estimates.

Critical Management [udgments in Applytng Acconmting Policies

In the process of applying the Bank's accountng policies, management has made the
judgments, as presented below and in the succeeding page, apart from those invalving

estimation, which has the most significant effect on the amounts recognized in the
financial staternents:

a.  Application of ECL to Financinl Assets at Amortized Cost

The Bank uses a provision matrix to calculate ECL for all debt instruments carried at
amortized costs, The allowance for impairment is based on the ECLs associated with
the probability of default of a financial instrument in the next 12 months, unlass there
has been a significant increase in ceedit risk since the origination of the financial
instrument, in such case, a lifetime BCL for the instrument is recognized.

The Bank has established a policy to perforny an assessment, at end of each reporting
period, whether a financial instrument’s credit risk has increased significantly since
iniHal recognition, by considering the change in the risk of a default occurring over the
remaining life of the financial instrument.

b.  Ewaluation of Business Model Applied in Mrnaging Financin! Instrumenfs

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

The Bank develeped business maodels which reflect how it manages its portfolic of
flmancial instruments. The Bank's business models need not be assessed at the entaty
level or as a whole but shall be applied at the level of a portiolio of financial
imstruments (ie., group of financial instruments that are managed together by the
Bank) and not on an instrument-by-imstrument basis (ie, oot based on intention ar
specific characteristics of an individual financial instrument).
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In determining the classification of a financial instrument, the Bank evaluates in which
business model a financial instrument or a portfolic 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 relating to the Bank's investment strategies,

Testing the Cash Flows Chamcteristics of Financial Assets and Continuing Evaluation of the
Business Model

In determining the classification of fnancial assets, the Bank assesses whether the
contractual terms of the financial assets give vise on specified dates to cash Aows that
are SPF] on the principal cutstanding, with interest representing time value of money
and credit risk assocated with the principal amount cutstanding. The assessment as to
whether the cash flows meet the test is made in the cusrency in which the financial
assel is denominated.  Any other contractual term that changes the fiming or amount
of cash Hows (unless it is 2 variable inferest rate that represents the time value of
money and credit risk) does not meet the amortized cost criteria. In cases where the
relationship bebween the passage of time and the interest rate of the financial
instrument may be imperfect, known as the modified time value of money, the Bank
assesses the modified tme value of money featur: to determine whather the financial
ingtrurment 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 Hme value of the money element was
not modified (the benchmark cash flows). If the resulting difference is significant, the
SPFI criterion is not met. In view of this, the Bank considers the affect of the medified

time value of money element in each reporting pericd and cumulatively over the life of
the finencial instrument,

In addition, the standard emphasizes that if more than an infrequent sale is made out
of a portfolic of financial assets carried at amortized cost, an entity should assess
whether and how much sales are consistent with the objective of collecting contractual
cash flows. In making this judgment, the Bank considers certain circumstances
docurnented 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 necessarily
inconsistent with a held-tocollect 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,

Determinntion of Timing of Satisfaction of Performance Obligations
The Bank determines that its revenue from services shall be recognized over time. In

making its judgment, the Bank considers the timing of receipt and consumption of
benefits provided by the Bank to the boreowers ar customers.

In determining the best method of measuring the progress of the Bank's rendering of
services, management considers the output method, which uses direct measurernents
of the value to the customer of the services transferred to date relative to the Temairning
services promised 25 a basls in recognizing revenues. Such messurements inchude

results of performance completed to date, the time elapsed, and appraisals of
milestones reached, or activities already performed.

94
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e, Determination of Lease Term of Contracts with Renewal and Termination Optons

In determining the lease term, management considers all relevant factors and
circumstanices that create an economic incentive to exercise a renewal option or ot
exercise @ termination option. Renewal options and/or periods after termination
options are only included in the lease term if the lease is reasonably certain to be
extended or ot terminated.

For leases of the premises/ offices, the factors that are normally the most relevant are
(a} if there are significant penalties should the Bank pre-terminate the contract, and (b
if any leasehold improvements are expected to have significant remaining value, the
Bank is reasonably certain to extend and not to terminate the lease contract. Otherwise,
the Bank considers other factors including historical lease durations and the costs and
business disruption required to replace the leased asset.

The Bank included the renewal period as part of the lease term due to the significance
of these assets to its operations. Some leases have a short, non-cancellable lease period
and there will be a significant negative effect on Bank’s operation if a replacernent is
not readily availabla

The lease term is reassessed if an opHon is exercised or not exercised or the Bank
becomes obliged to exercise or not exercise it. The assessment of reasonable certainty is

enly revised if a significant event or a significant change in circumsianoes ooours,
which affects this assessment, and that is within the control of the Bank.

f Recogrition of Provisions and Contingencizs

Judgment is ewercised by moanagement to distinguish between provisions and
contingencies, Polictes on recognition and disclosure of provisions and contingencies
are discussed in MNote 2 and relevant disclosures are presented in Notbe 22,

Key Sources of Estimation Uncertainty

Presented below and in the succeeding pages are the key assumptions concerning the
future, and other key sources of estimation uncertainty at the end of the reporting pericd,
that have a significant risk of causing a material adjustment to the carrying amounts of
mssets and liabilities within the next reporting period:

a.  Estimation of Allowence for ECL

The measurement of the allowance for ECL on financial assets at amortized cost is an
area that requires the use of significant assumptions about the future economic
conditions and credit behavior (e.g., the likelihood of customers defaulting and the

resulting losses). Explanation of the inputs, assumptlons and estimation used in
measuring ECL is further detailed in MNote 13.

The carrying walue of loans and other receivables and the analysis of the related
allowance for impairment on such financial assets are shown in Notes 7 and 13,
respectively.
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b. Defermination of Appropriate Discount Rate in Measuring Lease Liabilities

The Bank measures its lease liabilities at the present value of the lease payments that
are not paid at the commencement date of the lease contract. The lease payments were
discounted using a reasonable rate deemed by management equal to the Bank's
incremental borrowing rate. In determining a reasonable discount rate, management
considers the term of the leases, the underlying asset and the economic environment.

Actual results, however, may vary due to changes in estimates brought about by
changes in such factors.

Fair Value Measuremen! for Financial Instruments

Management applies valuation techniques to determine the fair value of financial
instruments where active market gquotes are not available. This requires management
to develop estimates and assumptions based on market inputs, using observable data
that market participants would use in pricing the instrument. Where such data is not
observable, management uses its best estimate. Estimated fair values of financial

instruments may vary from the actual prices that would be achieved in an arm’s length
transaction at the reporting date.

The fair values of the Bank’s financial instruments are disclosed in Note 25.

. Impairment of Non-financial Assets

PERS requires that an impairment review be performed when certain impairment
indications ave present. The Bank's policy on estimating the impairment of non-
financial assets is discussed in detail in Note 2. Though management believes that the
assumptions used in the estimation of fair values reflected in the financial statements
are appropriate and reasonable, significant changes in these assumptions may
materially affect the assessment of recoverable values and any resulting impairment
foss could have a material adverse effect on the results of operations.

Estimation of Useful Lives of Bank Premises, Furnifure, Fixtures and Equipment, Right-of-use
Asset, and Intangible Assels

The Bank estimates the useful lives of bank premises, furniture, fixtures and
equipment, right-of-use asset, and intangible assets based on the period over which the
assets are expected to be available for use. The estimated useful lives of bank premises,
furniture, fixtures and equipment, and right-of-use asset 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.

The carrying amounts of bank premises, furniture, fixtures and equipment, right-of-
use asset, and intangible assets are analyzed in Notes 9, 10 and 11, respectively. Actual

results, however, may vary due to changes in estimates brought about by changes in
factors mentioned above.
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f DMetermination of Realizeble Amount of Deferred Tax Assels

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 assets to be
utilized. Management assessed that the deferred tax assets recognized as at December
31, 2021 and 2020 will be fully utilized in the coming years. The carrying value of
deferred tax assets as at those dates is disclosed in Note 19.

g Valuation of Post-Employment Defined Benefit Obligation

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 ton
ene or more factors such a8 age, years of service and salary. As at December 31, 2021
and 2000, the Bank does not have a formal post-employment benefit plan nor atcrues
the estimated cost of post-employment benefits under a defined benefit plan required
by the provisions of the Republic Act (R.A.) No. 7641, The Retirement Pay Law, in as
much 8 such the estimated retivement benefits are not material to the financial
statements. The Bark will recognize these benelits as an expense as they fall due.

CASH ON HAMND

Cash on hand consists primarily of funds in the form of Philippine currency notes and

coins in the Bank's vault and those in the possession of tellers, amounting to PA3Z,013 in
2021 and P1,187,116 in 2020,

DUE FROM BANGKO SENTRAL NG PILIPINAS

This account consists of deposits maintained with BSP which amounted to P5,960,649 and
557,771 as at December 31, 2021 and 2020, respectively, in compliance with BSIs reserve
requirements, Deposits with BSP do not earn interest. The Bank has satisfactorily complied
with the reserve requirements of the BSP in both years.

Under Section 253 of the Manual of Regulation for Banks (MORE), a bank is required o
paintain deposits with the BSF as among the allowable instruments for meserve cover.
Sectiom 254 of the MORE further provides that such & deposit account with the BSF is not
considered as a regular current account as BSP checks for drawings against such deposit

shall be limited to settement of obligations with the BSF and withdrawals to meet capital
requirements.

DUE FROM OTHER BANKS

The details of the account are as follows:

2021 20020
Demand deposits P 129,655640 P 43,391,325
Savings deposits o4 448,210 T7A52 947
Time deposits 68,135,249 -

P___292.23009% b S0844.272
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Savings and demand deposits earn interest rates based on prevailing bank rates ranging
From 0.05% to 1% in 2021 and 0.05% to 1.8% in 2020 while Time deposits eamn interest rates
based on prevailing bank rates ranging from 0.625% to 0.86% in 2021.

Total interest income earned amounted to P509,948 and P554,056 in 2021 and 2020,
respectively, and is presented as Interest income on bank deposits in the statements of
comprehensive income,

LOAMNS AND OTHER RECEIVABLES

Loans and other receivables consist of the following:

2021 200
Loans and discounits:
Loans to individuals for housing purposes P 7110023 P F.TE TG
Loans to individuals for consumption 108,716,824 1622122
hdicroenterprise loans 38,074,031 1,000,000
Small scale enterprise 548421 01,016
Lomns to individuals for other purposes 24,192,342 4,551,474
182,641,641 15,880,318
Unamortized discount ( 202,119} | 132 603)
182,439 522 15,747,715
Oither receivables:
Accounts receivakble 3,338,756 1,023,718
Accrued interest receivable 3,439 187 113,497
169,217,465 16,884,930

Allowanee for Impairment losses (see MNote 13) 6,940,283} | 409,456

P__ 182277182 E__ 10475474
The credit terms of the Bank's loans and receivables range from one up to ten years.

Annual effective interest rates of loans and discounts range from 10% to 35.20% in 2021
and 2020, In 2021 and 2020, the annual effective interest rate of 55.20% relates mainly to
unsecured loans granted with an outstanding loan balance of P724,524 and F1,000,000 as at
December 31, 2021 and 2020, respectively. Total interest income earned from loans and
other receivables amounted to F38,843 844 and P1,075,539 in 2021 and 2020, respectively.
and is presented as Interest income on loans and other receivables in the statements of
comprehensive income. In 2021 and 2020, Banks' service charges and fees on loans

amounted to P87,275 and PS94, respectively, and are presented under Other income in the
statermnents of comprehensive income,
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FINANCIAL ASSETS AT AMORTIZED COST

This account pertains ta the following

2021 2020
Agrarian Reform 10-year Bond:
Land Bank Bonds r 90643 P 1,204 985
Unamortized discount [ 20,701y | 30,999}

P 969942 E___1173.988

The Agrarian Reform Bond from Land Bank Bonds bears annual interest of 5.786% and
with a term of 10 years and will mature ranges from 2022 to 2028, Total interest income on
these investment securities amounts & P4d,404 and P39,436 in 2021 and 2020, respectively,
and is presented as Interest income on Financial assets at amartzed cost in the statements
of comprehensive inceme.

Management assessed that no impairment loss cn the Bank's Financial assets at amortized
cost is required to be recognized in 2021 and 2020,

BANK PREMISES, FURNITURE, FIXTURES AND EQUIPMENT

In the Bank's fnancial statements, the gross carrying amounts and accumulated
depreciation at the beginning and end of 2021 and 20200 axe shown below:

Huilding Furnitare,
and Lensehald Fixkures and
[mprovements lmprovenents _Equipment  _ Totl
December 31, 2021
Cost P OT7EDSR P 12540884 P O15MRN13 PO35354,031
Accurnulated depreciation [ 2700.937) (33864110 4.845450) [ 11.056.798)
Mt carrying amount 505897 P 0457473 P_I10Q0076) E 24317233
Decpmber 31, 2020
Coat FoBEGIM P 1LMF5IZ P 13150462 P 22491128
seeumulated deprecistion {___20975%0 (__ BRZELE) (26593613 6.550.137)
Met carrying ameunt E_Aax5lfd P 1138475 E 10451111 E_ZL10055
January 1, 2020
Ciast T O7A9315% P 6400000 P 257545 P O17.386589
Accumulated depreciation [___2.BE1LEM) - {___1724454) ¢ 45B6258)

Na carrying amount 5131330 P Ga00000 B L4800 E AT




0.

-35- AT

The reconciliation of the carrying amounts at the begiuing and end of 2021 and 2020, of
bank premises, furniture, fixtures and equipment is shown as follows:

Building Furniture,
and Lesselwld  Fixtures and
Improvements Improvements _Equipment . Total

Balance at Javuary 1, 2021,

nit of acoummlated depraciation P 5265154 F 11384716 P 1045111 P 27100991
Additions - = 2,497,153 T AT 15
Reclnssification - 29a35L [ -
Fetirement of asset { BAZ 2000 - i 549,142} 1 LO081.242)
Accumulated depreciation af

retired asset 532,200 - 549,142 1061 342
Depreciation charges for the year (L abeeTy f_ 25Ea5eE (255189 (_ S5280951)
Balance at December 51, 2021

pet of accumulated deprecintion P_5038007 P__%157473 L J0I00763 E 29317233
Balance at January 1, 2020,

miat of accumulabsd depreciabon P 5131330 P 400000 F 1249001 P 13780331
additions 300,000 SEgFEE2 10,362,159 16,508,731
Betiremant of asset = - [ TES 182 185,192}
Accumalabed depreciation of

retired asset - g 185192 185,152

- Depreciation charges for the year ( 1661660 o B2,B1E) (1160080 _ZIBOO7L)

Halance at December 31, 2020
et of accumulated depreciation F_S2s51ed  EILASATIE P 10451011 B _2E100.597
A5 at December 31, 2021 and 2020, the Bank has fully depreciated Bank premises

furnitures, fixtures and equipment that are still in use with an original cost amounting to
1,204,652 and P1.A51,674, respectively.

Under BSP rules, investments in bank premises, furniture, fixtures and equipment should
not exceed 50% of the Bank's unimpaired capital. In 2021, the Bank has not complied with
this requirement while in 2020 the Bank satisfactorily complied with this requirement.

In 2021 and 2020, there were no bank premises, furniture, fixtures and equipment that are
pledged as security for liabilities.

As at December 31, 2021 and 2020, management believes that there is no indication of

impairment and that the carrying value of the bank premises, furniture, fixtures and
equipment can be recovered throwgh use in operations.

LEASES

The Bank leases a property for its operation. The Bank leases a certain office space with a
remaining term of two years,

With the exception of short-term leases and leases of low-value underlying assets, the lease is
reflected in the statements of financial position as a right-of-use asset and a lease liability.
Variable lease payments which do not depend on an index or a rate are excluded from the
initial measurament of the lease liability and assat.
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Right-of-use Asset

The Bank’s right of use asset pertains to office space rental. The carrying amount of this
right-of-use asset as at December 31, 2021 and 2020 and the movement during the year are

shawn below:
2021 2020
Cost
Balance at beginning of year P TAZEE0D0 P -
Additicns - = . TO2B300
Balance at end of year 7928800 7828800
Accumulated amortizaton
Balance at beginning of year 1,835,370 -
Amortization for the year 4,404 869 1,835,370
Balance at end of year _ 6Gra02se 1833370
Carrying amount at end of year B___L688541 [ 6005230

Lease Liabilities

The lease liabilites are secured by the related underlying assets. A reconciliation of the
carrying amounts of lease liabilities as at December 31 is shown below:

2021 20120
Oiperating lease Babilities before discounting r 6219476 T 7928800
Discount using incremental borrowing rate [ 243 B95) | 146,604
Crperating lease liabilities 5,975,561 7.7B2,196
Repayment of lease liabilities for the year ( 4.096351) (__ 1563720)

E____LE79.230 P 6219476

As at December 31, 2021 and 2020, the Bank had committed to leases that had not yet
commenced, The total future cash outflows for the lease that had not yet commeneed
amounted to P1,948,724 and P6,532B65, respectively.

The undiscounted maturity analysis of lease liabilites as at December 31, 2021 is as

follows:
Within 1l vear
Lease payment P 1,948,724
Finance charges (69484}

B LE73.230
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The undiscounted maturity analysis of lease liabilides as at December 31, 2020 is as
follows:

Within 1o
1year 2 years Total
Lease payment F 4584141 P 1948724 F 5,532,865
Finance charges [ 243,895 A0404) | A173, 339
Met present values E 4,340,246 P 1p™23n P 6219474

Lease Payment Not Recognized as Liabilities

The Bank has electad not to recognize a lease liability for short-term leases. Payments
made under such leases are expense on a straight-line basis, In addition, certain variable

lease payments are not permilted to be recognized as lease liabilities and are expensed as
imcurred.

Im 2021 and 2020, the expenses relating to short-term leases amounted to P9403,530 and

P3540,415, respectively, and are presented as Rental under Other administrative expensas
ir1 the statermnents of comprehensive income (see Note 18).

O December 31, 2021 and 2020, the Bank is committed to shott-term leases, and the total
commitment at that date is P9,408,530 and P3,540415, respectively (s Note 22).

Additional Profit and Loss and Cash Outflow: Information

The total cash outflow with vespect to leases amounted to P4.584,141 in 2021 and
1,855,928 in 2020, Interest expense in relation to lease linbilities ameounted to F243,895

and Pl4&,60d and is presented as [nberest expense on Lease liabilities in 2021 and 2020
statements of comprehensive income.

INTAMNGIELE ASSETS

Intangible assets pertain to information techmology software that consists of the loan
management system, other software, and IT needs. The gross camying amounts and

accumulated amortization of this information technology software at the beginning and end
af 2021 and 2020 are shown below:

2021 2020
December 31
Cast i 12,960,542 F 10,335,954
Accurnulated amaortization { 2.159156) | 487,197

Met carrying amount P 108001386 P 9,852 797
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A reconciliation of the carrying amounts at the beginning and end of 2021 and 2020, of
information technology software is shown as follows:

2021 2020
Balance at January 1,
net of accumulated amortization r 9,852,797 P 1,276,803
Additions 2,620,547 8,761,935
Amortization charges for the year ( 1,671958) (___ 185941)
Balance at December 31,
net of accumulated amortization B__1050138¢ P ___2.832.797

As at December 31, 2021 and 2020, t believes that there is no indication of

impairment and that the carrying value of the intangible asset can be recovered through
use in operations.

OTHER ASSETS

Other assets consist of the following as at December 31:

2021 2020

Deferred tax assets (see Note 19) P 13,443,195 P 5,943,225
Security deposit 3,522,366 -
Advance rental 1,784,762 -
Stationery and supplies 402,896 97,367
Prepaid expenses 185,921 6,639,236
Prepaid tax 93,175 7.740
Petty cash fund 45,000 40,000
Others

1,062,150 -

P___20539465 E__ 12727568

Security deposit pertains to depesits made by the Bank related to various lease

agreements. This will be refunded at the end of the lease agreement after all the valid
claims have been cleared.

Advance rental pertains to advance payment of rentals on various lease agreements which
will be applied over the lease term.

Prepaid expenses pertain to prepaid insurances which are expected to be amortized
within 12 months after the end of the financial reporting period.

Prepaid tax relates to creditable withholding tax, which is claimed against income tax due,
are carried over in the succeeding period for the same purpose.

Others include construction bonds, electricity and water security deposit, refundable
deposit, and installation fee.




13.

30 A

ALLOW ANCE FOR IMPAIRMENT AND CREDIT LOSSES

The changes in the allowance for impairment and credit losses of loans and receivables
follomw:

2021 2020
Balance at beginning of year P angase P 409,456
Provision for the year __ 6530627 -
Balance at end of year P 6,940,283 B 403458

Par BSP regulations, the Bank shall look beyond the past due/missed amortizations in
classifying exposures and in providing an allowance for credit losses. On the other hand,
the Bank with credit operations that may not economically justify the adoption of simple
loan loss estimation methodology that is compliant with PFRS 9 shall, at a minimurm, be
subject to the regulatory guidelines in setting up an allowance for credit losses prescribed
under the Appendix 18 of the MORE,

An analysis of changes in the corresponding ECL allowances of loans as at
Decemnber 31, 2021 and 2020 follows:

20
Stage 1 Slage 2 Stape 3 Total

ECL allowance as at [anuary 1, 2021

under FFRS @ P 335874 P - r A5 P 43 456
Provision for (recovery] of credit losses 5,530,827 - - 550, 83T
Transfer to Stage T , . - .
Transfer to Stage 2 { 529.106) 528,106 - -
Tramsher to Stage 3 { 4 456,857 -

4,656,857 =
Amounts written-off - -

ECL alloweance as at December 31, 2021
under FFRES %

ECL allowance as at lanuary 1, 2021

under FFRS 9 P FISEM4 F - F
Provision for (recovery) of credit losses - - -
Transfer to Stage 1 - -
Tramsfer to Stage I .
Transfer to Stage 3 -
AMOUNLS written-odf -

ECL allowamos as at Decembser 31, 2021
under PFRS 9 P 355A B - P 7i5E2 P 49456

With the foregoing level of allowance for impairment and credit losses, management
believes that the Bank has sufficient allowance to take care of any losses that the Bank may
incur from the nen-collection ar non-realization of its receivables and other risks assets,
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14, DEPOSIT LIABILITIES

15.

This account consists of the following:

2021 2020
Demand P 381,371 P -
Savings O, 509,535 5487 3053
Tirme 192888325 16671472

26977933 E___ 23309000

The demand and savings depaosits hove annual effective interest ranging from 1% to 2% in
2021 and 0.75% to £7%% In 2020, while time depesits have annual interest ranging from 2%
bo 5.5% i1 2021 and 2B75% to 5% in 2020, Interest expense on deposit liabilities amountad
to P6,103,9%6 in 2021 and P272,034 in 2020 and is presented as Interest axpense on Deposit
liabilities in the statements of comprehensive income,

In 2016, the BSF, amended the provisions of Manual of Rules and Regulations for Banks
Saction X253.1 on reserves against deposits and deposit substitute liabilities through the
BSP Circular Mo, 832, Incrense in Reserte Requiretnents, A8 a result, required reserves against
deposits and deposit substitute liabilities shall be 5% for demand and 3% for savings and
time deposits. On March 31, 2020, the BSP issued Circular Mo. 1082, Reduction in Reserve
Requirements, reducing the required reserves against deposit liabilities to 3% for demand,
savings, and time deposits effective reserve week April 3, 2020. On July 27, 2020, the BSP
issued Circular No, 1092, Reduction in Reserve Requirements, reducing 100 basis points in the
required reserves against deposit liabilities to 2% for demand, savings, and time deposits
effective reserve week July 31, 2020. Available reserves reported to the BSP as at December
31, 2021 and 2020 consist of Due from BSP amounted to P5,980649 and PS57.771,
respectively (see MNote 5). As at December 31, 2021 and 2020, the Bank is in compliance with
the aforementioned BSP megulation,

The Bank has no deposit liabilities from DOSR] as at December 31, 2021 and 2020,

BILLS PAYABLE

This account consists of bills payable to KEB Hana Bank amounting to F100,000,000 as at
December 31, 2021 with an annual effective interest of 3,1839% and a term of two years.
Me collatevals ware issuad for the said bills payable.

The interest paid on bills payable amounted to P2,383,332, and is presented as Interest
expense on bills payable in the statements of comprehensive income.
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ACCRUED INTEREST AND OTHER LIABILITIES

The breakdown of this account follows:

2021 2020
Acerued other expenses P 544,719 F 28,734
Accrued interest expense 402,997 0A,193
Accounts pavable 1,557,245 6,363,384
Accrued gross receipts tax payable 1093872 -
Withhaolding laxes payable 561,703 1,477,960
555, PHIC and Pag-1BIG contributions payable 198,679 75,359

Oihers —_— dap0s 42080

| N § P ) v G = N A )
Accrued other expenses include accruals for professional fees and incurred expenses.

These are expected o be settled within one to three months after the end of each financial
reporting period.

Accournts payable includes payable to a former officer of the Bank representing collections
of the take-out of loans which 15 expected to be settled within one year.

Accrued gross receipts tax payable pertains to the accrual of gross receipts tax payable to

BIE which are remitted at an average term of 15 days after the end of the financial
reporting period.

Withholding tax payable pertains to statutory payebles to BIR which are remitted at an
average term of 15 days after the end of the financial reporting period.

COMPENSATION AND FRINGE BEMNEFITS

Expenses recognized for compensation and fringe benefits are presented below:

2021 2020
Salaries and wages P 19148119 P 5,382,424
Other benefits F2TT.ALL 1,923,594
Social security costs 1,161,897 247 IR
Directors’ compensation 78,000 -
E__25.665827 [ 7555301
Retirement Benefit Obligation

As at Decamber 31, 2021, the Bank has not yet established a formal post-employment plan
and was not able to obtain an achuarial valuation on its retirement benefit chligation as of
the year ended. The management, however, believes that such retirement benefit
cbligations and related expenses in 2021 and 2020 are not material o the financal

statemnents as the Bank has less than ten regular employees with more than five years in
service as at December 31, 2021 and 2020
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18, OTHER ADMINISTRATIVE EXPFEMNSES AND INCOME

Cher Administrative Expenses

The cormposition of this account is shown below:

2021 2020
Rental (see Note 22) r 9,403,530 F 3,540,415
Management and professional fees (see Note 21) 5,538,255 1,378,167
Fees and commission expense 3,153,510 3,042
Postage, telephone, cables and telegrams 2,876,528 69,350
Information techrelogy 1629377 1433138
Power, light and water 1,243,120 429,705
Security, clerical, messengerial and jamitorial 1,065,168 123438
Acdvertising 921,503 -
Insurance 531809 103,783
Stationery and supplies 461,089 149,812
Avssociation duaes 170,928 618,852
Representation and entertainment 138,731 108,812
Repairs and maintenance 127524 188,908
Transportation and travel 118,172 105,495
Membership fees and dues 21,B80 117,719
Supervision and examination fees 10,475 7026
Fines, penalties and other charges 9,454 -
Foreign exchange loss - 3466
Mliscellaneous 1,298,903 317 415

E___28720046 F____ 2.098.563

Miscellanecus pertains to various expenses such as purchases of cleaning supplies and

tokeis,
Other Irrcome

The composition of this account is shown below:

2021 2000
Inter-affiliate outsourcing (see Nofe 21) P 9779 823 P -
Service charges and fees 2,588,593 -
Miscellanecous . 131es10 @ 38.T8E
E_136385238 E____ 28788

Miscellaneous pertains to income from documentation, mortgage, and notarial fees.
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19. INCOME TAXES

The components of tax expense as reported in the profit or loss are as follows:

2021 2020

Current tax expense
Final tax at 20% r 110870 F 115,695

Dreferred income tee benefit relating to
originaton and reversal of temporary
differences { 7.305,951) | 5,139 279

(E____7195081) (E___ 5.020.581)

A reconciliation of tax on pretax loss computed at the applicable statutory rates to tax
expense reported in the profit or loss is as follows:

2021 2020

Tax on pretax loss at 25% in 2021

and 3% in 2020 w B207.014) (P 5.062.573)
Adjustment for profit subjected to

lower income tax rake [ 27.718) | 59,3449
Tanc effect of:

Mon-deductible expenses 7,718 TR

Change in tax rate 66,133 -
Deferred tax benefit relating to origination

and reversal of temporary differences 26,395 24,008

(B 7135081} (C__2.030.581)
The Bank's met deferved tax assets as at Decernber 31, 2021 and 2020 relate to the following:

Statements of Statements of
Financial Fositian
_aonm My 2021 2gn
Deferred tax assets:
Met Operating Loss
Carry-aver (NOLCO)} P 11466432 P 5756179 (P 5710,253) (F 5125473
Bdinmimum corporate income
tax (MELT) 154,020 26,395 6,395 14,008
Impairment losses on
loans and ather receivalbes 1,735,071 122837 | 1.4612.234) -
Leass linbilities w69 50T 1,B65, 843 43,758 | 43,581}
Dieferred tax limbility:
Right-of-wse asset (#2235 (_ 1BIR009 {_  S3ead) _ GIAT
Net of deferred tax assets P_13443195 F__5.943225

Income tax benefit (E_7.305851) (E_5130.209
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The amount of MOLCD and its availment pericd are shown below:

Fear

2021 I 206784601 T = P = 2026
2020 17,084,910 - - 2025
2019 2,102,353 - . 2022

P 4586577 E___- B

O September 30, 2021, the BIR issued Revenue Eegulation Mo, 25-2020 which prescribes
the rules and regulations o implement Section 4 of Republic Act (RA) No. 11484
(Bayanihan to Recover as One Act) relative to MOLOD under Section 34 (0(3) of the
MNational Internal Revenue Code (MNIEC) of 1997, as amended. Unless otherwise
disgualified from claiming the deduction, the business or enterprise which incurred a net
operating loss for taxable years 2020 and 2021 shall be allowed to carry over the same as a
deduction from its gross income for the next five (5) consecutive taxable years
irmmediately following the year of such loss, The net operating loss for said taxeble years
may be carried over as a deduction even afler the expiration of RA Mo, 11494 provided
the same are claimed within the next five [3) consecutive taxable years immediately
following the year of such loss.

The Bank is subject to the minimum corporate income tax (MCIT) which is computed at
1% in 2021 and 2% in 2020 gross income, as defined under the tax regulations. The said
MCIT can be claimed as a tax credit in the next three years from the year it was incurred
whenever the regular income tax is higher than the MCTT.

The details of MCIT are presented as follows:

ear Incurred = ___Amount Expired = _ Walid Until
2021 P 194,020 P - 20124
2018 839 __ 26395 021

P 220415 B 2639
In 2021 and 2020, the Bank claims itemized deductions for income tax purposes,

Corporate Recovery and Tax Incentives for Enterprises Act (CREATE Act)

On March 26, 2021, Republic Act Mo, 11524, otherwise known as "Corporate Recovery and

Tax Incentives for Enterprises Act” or CREATE Act was signed into law amending certain
provisions of the Mational Internal Revenue Code of 1997
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The key amendments in the Tax Code under the CREATE Act include, but are not limited
ta, the following:

Adoption of graduated Corporate Income Tax (CIT) rate effective July 1, 2020
= 20% CIT for domeatic corporations with total assets of not exceeding P100 million

{exchading land on which the particular business entity's office is situated), and
writh net taxable income not exceeding P5 million,

= 25% CIT for other domestic corporations

25% CIT for non-foreign corporations effective January 1, 2021,

Eeduction of minitmam corporate ineome tax (MCIT) from 2% to 1% from July 1, 2020
to June 30, 2023,

Reductiom of CIT for proprietary, non-profit educational institutions and hospitals
from 10% to 1% from july 1, 2020 to June 30, 2023,

Tax exemption of fereign-sourced dividends of domestic corporations subject to

Clarification on the types of recrganizations covered by mx-free exchanges uncder
Section 400C)(2) of the Tax Coda.

Repeal of improperly accumulated earmdngs tax (TAET).

Fepeal of 10% special income tax rate on regional operating headguarters (ROHO)
starting January 1, 2022,

EQUITY

Capital Stock

Capital stock consists of:

Cammean stock - F10 par walue

Authorized 000,000 __ 10000000 T AMD000.000 [ 100000000
lssuad and auistanding

Balance at beginning of year 10,000,000 7500000 P 100,000,000 P 75,000,000
[s=uance diring the year - 2800000 - 23000000
Balance at end of year 0000000 000000 T AM0000000 L0000 000

Omn May 28, 2015, the Bank's Board of Dhrectors (BOD) approved the five-year capital
build-up program to infuse additional paid capital o comply with the minimum capital
required by BSP. On Movember 25, 2013, the B5F approved the Bank's capital build-up

program. In compliance with the approved program, the Bank's new stockholders infused
an additional F25 million in 2020 (see Mote 24).




46- O

As at December 31, 2021 and 2020, the Bank has two stockholders owning 100 or more
shares of each of the Bank's common stock.

Inn a repular meekng held on June 18, 2021, the Bank's Board of Directors approved the
increased in capital stock from F100 million to P314 million, divided as follows:

Far Value Total Amount

Share Type Mo of Shares (Fhpl (Php
Common (Existing) 10000000 P 1000 0 P 100,000,000
WVoting Preferred A (Mew) 2,000,000 100.00 200,003,000
Voting Preferred B (New) 10,000,000 140 14,000,000
E 22,000,000 E314.000.000

The BOD also approved the amendment on the following features, rights and restrictions
in relalion to the shares in the corporation:

1. Features and rights to the shares of corporation

a. Voting. Holders of each share shall have one (1) vote each, regardless of its
classification and par value,

b. Ownership Restriction. Voting Preferred A Shares may be owned by Fhilippine
nationals and non-Fhilippine nationals, Voling Preferred B Shares shall be owned
exclusively by Philippine nationals, and shall at all times, together with any
Common Shares owped by Phalippine nationals, comprise of a minimuam of at
least forty percent (40%) of the total number of voting shares of the corporation,

unless Philippine law allows foreign nationals to own more than sixty (60%) of the
voting shaves of the corporation.

¢, All Preferred Shares shall be non-cumulative and perpetual.

d. Dividends and Liquidation. The distributicn of dividends and liquidated value or
a similar value shall be made in proportionate to the par value of each share
regardless of its classification. Each Preferred Share shall have preferences in
dividends and liquidation as may be fixed and approved by the Beard of
Directors, including the determination of the rate and manner of distribution of
dividends and such other terms and conditions upon which such dividends or
liquidation shall be payable, subject to existing regulations of the Bangko Sentral
ng, Pilipinas applicable to the declaration of dividends and liquidation.
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2. Restrictions on transfer of shares

Each sharehclder may transfer its Commen or Preferred shares subject to the terms
below:

a. Right of First Offer and Right of First Refusal

i If a shareholder {"Transferor™) intends to sell, transfer, assign or otherwise
dispose of its shares (the “Sale Shares™) to a third party (the “Potential
Purchaser”), it shall given written notice (the “Transfer MNotics™] to the
other shareholders ["Trensferee™) of its intent to transfer its shares,
apecifying the offer price and all other terma of the transfer (the “Offer™).
Within thirty (30) <days frem the date of the Transfer Motice (the “Offer
Period™), the Transferee may exercise & vight of frst refusal to purchase the

Sale Shares or to arrange for a qualified person as designee to purchase the
Sale Sharas.

il If the Transferee (or, as the case may be, its designes) accepts the Offer
within the Offer Period, the Transferor shall be bound to sell the Sals
Shares to the Transferee or its designee on the terms and conditions set
Farth in the Transfer Notice, and such sale and purchase of Sale Shares shall

be completed within thirty (30) days from the date of the acceptance of the
Offer.

ifi.  If the Transferee does not exercise the right to purchase the Sale Shares
prior to the expiry of the Offer Pericd, or following its exercise, the Sale
Shiares are not sold to the Transferee purswant to the paragraphs above, the
Transferor may transfer the Sale Shaves o the Potential Purchaser at a price
which is not lower than the effer price and on terms no more favorable
than those specified in the Transfer Notce,

b. Representation of Successor Shareholders

Ma sale, transfer or other disposition of shares of stock, including any assignment
of pre-emptive rights shall be made unless such person has the requisite legal
persenality under the laws of the Philippines or the country of it organization, has
the financial capability to perform its obligations, and has the power to enter into
amd deliver an agreement for such sale, transfer or disposition, and to perform its

obligations thereunder as evidenced by a duly adopted board resclution to such
effect,

c. Validity of Shares Transfer

To the fullest extent allowed under applicable law, all sales, transfers or other
dispositions of the shares of stock, including any assignment of pre-emptive rights,
in the corporation in viclation of this Article Twelfth shall be null and void ab

initie for all intents and purposes, and shall not be registered in the books of the
corporation,

The said increase in the Bank's authorized capital stock is yet to be filed with the BSP.




a5~ 00050 O A

Depasits for Stock Subscripiion (DSS5)

Relative to the Bank's increased in authorized capital stock, in 2021 the Bank received
deposits from stockholders for stock subscription amounting to P74,939.89%. The DSS is
presented under the Liabilites section in the statements of financial position pending
approval by the BSF and SEC on the said increase {see Mote 21),

RELATED PARTY TRAMSACTIONS

The Bank's related parties inclode the directors, officers, stockholders and related
interests (DOSREI).

The sumenary of the Bank's btransactions and oulstanding balances with the related
parties follows:

L al 2330
Arvauni of Duistanding Auraani of Diwmsmanding Terme and
—Transaclions ~ ___ Balance — Babipez  _ Condition
Stockholders
Deposits for stock
subscription [ TAMAN P MR F - F -

Affiliates under
Commaon Comtral
Welrome Finance. Inc,

ADEIIES . 16011338 Paywiele monthiy
in wdvence within
45 days Feoes
resaipd of Billing
4.775A - - Papalsle avery 5=
i 4,863,061 [ 189.:284) - :
awcwnpt o billsy
o wart thrim 1)
working days
from, end of
preEvious
DREEATO - See liem & below
Welkoomee F & O Co Lid. - . 53951
wWelcomee Creditline Corp. . . TEOLOSZ
Key Management
Compensation 11,198,015 - 4,608,354, -
Affiliates

The follodwing are the transactions with affiliates under common control:

a. On August 1, 2020, the Bank entered mto an agreement with Welcome Finance, Inc.
(WFI), a company under common control, covering an  inter-affiliate reciprocal
cutsourcing agreement that 15 computed on an actual basis. In 2021, the outscurcing of
services amounted to P9.779. 823 pregented as part of Other income in the statements of
com ive income [(see Mote 18). In 2021 and 2020, the imnsourcing of services
amounted to P4,063,032 and P149.284, respectively, presented as part of Management
and professional fees under Other administrative expenses in the statements of
comprehensive income {see Nale 15).

On April 28, 2021, the Bank acquired a Solution Packages with Rule base Credit &
Lending Integrated Planning System (R-CIPS), N-Builder and MN-Strategy covered by
Sales Agreement amounting to F1LO095526 from Welcome Finance, Inc. (WFI), a
company under common control {see Note 121
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On September 17, 2020, the Bank also entered into an agreement with WFI for the co-

occupancy and  cost-sharing  agreement, purchase of assets, lease
arrangements/ contracts, and construction arrangement;/ contracts {see Notes 9 and 10).

b. On February 1, 2020, the Bank entered into an agreement with Welcome ¥ & D Co.,
Ltd., a Korean registered company under common control, for the development of an
open source-based platform by converting the WBIS Loan System package, the
availment of the services on enhancement and integration of the purchase of WBIS
Loan System Advancement, maintenance service to cover the loan management system,
and other software and IT needs amounting to P5,433,992 (see Note 11).

¢, On December 17, 2020, the Bank acquired the W Banking Loan System amounting to
P2,601,092 from Welkome Creditline Corp, a Korean registered company under
common control (see Nofe 11).

d. In 2021, the Bank has taken-out loans from WFI amounting to P9,885420 under the
same credit terms extended by the affiliated company to its borrowers. Qut of this
amount, the Bank has already paid P9,528,690 as at December 31, 2021. The take-out

loans have terms ranging from 1 to 3 years and bear annual interest ranging from 2.7%
to 5%.

Key Management Persommel Compensation

Key management includes directors and officers with the position of manager and up. The
compensations of key management personnel related mainly to short-term benefits
amounting to 11,218,919 in 2021 and P4,694,364 in 2020.

COMMITMENTS AND CONTINGENCIES

Operating Lease Commitments - Bank as Lessee

The Bank is a lessee under an operating lease agreement covering certain office spaces. The
lease has a remaining term of five months with renewal options,

The total rentals from this operating lease amounted to P9,403,530 in 2021 and P3,540,415
in 2020 which is presented as Rental under Other administrative expenses in the
statements of comprehensive income (see Note 18).

Operating Lease Commitments - Bank as Lessor

The Bank is a lessor under various operating lease contracts covering certain office spaces.
The lease has terms ranging from one to three years with renewal options. The future

minimum lease collections under these operating leases as at December 31, 2021 are as
follows:

2021 2020
Within one year P 2270020 P 57399844
After one year but not more than two years - _2.270,020

E__2270020 P__7.669.864
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The total rental income from this operating lease amounted to P2O908432 in 2021 and
FLYM. 7168 m 2020 whirh iz presented as Benfal in the statements of comprehensive
incomna.

Others

In the normal course of the Bank's operations, there are various outstanding commitments
and contingent liabilities such as guarantees and commitments to axtend credit, which are

not reflected in the accompanying financial statements. The Bank does not anticipabe
significant losses as a result of these ransactions.

RISK MANAGEMENT OBJECTIVES AND POLICIES

Mg a financial instituton, the Bank's actvities expose it to credit, market and liguidity, and
operational risks. Credit risk emanates from exposures to borrowing customers,
counterparty risk in trading activities, and contingent credit risks arising from trade
finance ewposures. harket risk covers price, liquidity and interest rate risks in the Bank's
investment portfolio.  Ligquidity risk may arise from a shortage in funding and/ or lack of
market for the sale of its assets, Crperational risk covers potential losses other than market
and credit risk arising from failures of people, processes, systems and information
technology and external events, including legal risk but excludes reputational risk.

Although risks are inherent in the Bank's activities, these are carefully managed through a
process Of identification, measurement, and monitoring subject to prudent limits and
stringent controls as established in its risk t framewaork and governance

structure. The ability to manage risks effectively is vital for the Bank bo sustain its growth
and conbinue to create value for its shareholders.

The Board of Directars is mainly responsible for the overall risk management approach
and the approval of risk strategies and principles of the Bank. It has also the awverall
responsibility for the development of risk strategies, principles, frameworks, policies and

limits. It establishes a forurm of discussion of the Bank's approach to risk issues in arder to
make relevant decisions,

Credit Risk

Credit risk is the risk that the counterparty may fail to discharge an obligation to the Bank.
The Bank is exposed to this risk for various financial instruments, for example by granting
loans and receivables o customers, placing deposits and investments.

The Bank manages credit risk threugh its credit policies, which are regularly reviewed and
updated to reflect changing risk conditions. The credit policies include the Bank’s credit
structure, target markets, credit evaluation, administration and monitoring and ecllection
guidelines, A codified signing authority is in place for every level of loan processing and
approval. Moreover, the Bank continnously monitors defaults of customers and other
counterparties, identified either individually or by group, and incorporates this
information invo its credit risk contrals. The Bank's policy is to deal only with creditworthy

counterparties, In addition, for a significant propertion of loans, collaterals are required to
mitigate credit risk.

Bank's expasures to credit risk on loans and other receivables and other derails pertaining
bo loans and receivables as at December 31, 2021 and 2020 are disclosed in MNote 7.

115
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The Bank's exposure o credit risk which arises from possible defanlt of other
counterparties with a maximum exposure equal to the carrying amounts of these
instrumnents is addressed by inwesting its excess fands with various credit-worthy
universal and commercial banks.

An analysis of the maximum exposure to credit risk, net of allowance for credit and
impairment losses, to credit risk exposures before taking into account any collateral held or

other credit enhancements for the compenents of the statements of financial position is
shown below:

— 20

Due from Bangko Sentral ng Filipinas P 5980649 P 557,771
Due from other banks 292,239,099 50,344,272
Loans and other receivables 182,277,182 16,475,474
Financial assets at amortzed cost 950,042 1173986

D__4f14b6872 P__69.051.503

Firancial instruments are recorded at Fair value, the amount representing the current credit
risk exposure that could arise in the future as a result of changes in values. The Bank's

financial assets are in part secured by collateral guarantees and other credit enhancements,
as described below and in the succeeding pages.

a. Due from Bangko Sentral ng Pilipinas

The Drue from BSP account represents the aggregate balance of non-interest bearing
deposit accounts in local currency maintained by the Bank with the BSP primarily to
meet reserve requirements and to serve as a clearing account for any interbank claims.
Moreover, Due from BSF special deposit account {8 maintained to maximize eamings
from excess funds, Hence, no significant credit risk is anticipated for these accounts,

b, Due from other banks

The Bank is able to manage the credit risk arising from Due from other banks by
ensuring that banks where the financial assets are inwvested are of high reputation and
good credit standing. Fortion of due from other banks is secured by the lower of the
apgregate maximum insurance coverage of PS00,000 and the balance of the deposit
account, as provided for under Republic Act (R.A) No. 9576, Amendment by Charfer of
Depository Insurance Corporation,

t.  Loans and recervakles

The Bank is able to manage the credit risk arising from loans and receivables to
individuals through (a) adherence to the credit policy guidelines set by the BOD
wherein credit approving authority is not exerdsed by a single individual but rather,
through a hierarchy of limits, is effectively exercised eolleetively; (b) an independent
credit risk assessment by the Credit Approval Committee summarized into a borrower
risk rating, is provided as input to the credit decision-making process; and, () and
eonducting borrower credit risk assessment performed at least annually.
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Exposure to credit risk is also managed through regular analysis of the ability of
borrowers and polential borrowers B meet interest and capital repayment cbligations
and by changing these lending limits when appropriate. Exposure to credit risk is also
managed in part by cbtaining collateral and personal guarantees, With respect to
foreclosed collaterals, the Bank is exerting effort to actively dispose of these
foreclosed properties,

The Bank's loans are actively monitored bo aveid significant concentrations of credit
risk in accordance with the BSFs prohibitions on maintaining a financial exposure o
any single person or group of persons in excess of 25.00% aof it net werth,

In addition, the Bank has credit risk exposure on uwnimpaired loans and other
receivables that are past due per BSP definition as at the end of the reporting period.

As at Decernber 31, 3021 and 2020, all of the Bank's financial assets were classified as
neither past due nor impaired, except for those loans and receivables which were
provided with an allowance for impairment in prior years (s Mok 7),

d. Fimencial assefs ot armortized cost

The carrying amount of Financial assets at amortized cost is the maximum possible
credit risk exposure of the Bank in relation to the said investments.

The analysis of Bank's financial assets according to industry concentration, before taking
into account any collateral held or other credit enhancements, follows:

2021 020
Grass Met Cress [dat
Maxinam M mum Mlaximuam Maximum

~Exposure _ Exposure  _ Ewpogure  _ Exposure

According to industry:
Ativities of househalds as employers and
undifferentiated goods-and-services producing

activities of househobds for own wse F 108432453 PI08A32453 P 17467 P 1,747
Whalesale f retail trade of mator vehicles,

matorcycles, and Pﬂwnl.] ared

household goods 31,558,185 1,558,185 o749 974,019
Fenl estate, renting and business activities 9,958 443 4.954,443 10540, 242 10,540,242
Constriction T.605.327 7605,327 1,735,056 1,735,096
Accamadation, and food service activities 2,537 452 2937452 - -
Agriculture, forestry, and Fishing 2,215,061 2,215,081 -
Manufacturing 1132, 73% 2,132,733 - -
Human health and social wark activities 1,352,625 1,352,625 - -
Transportabion and slorge 1,245, 697 1,145,657 - -
Infermabion and communication 280,565 90,565 - -
Electricity, gas, steam and air,

conditioning supply 174,337 174,337 - -
Orher servics activities 8,536,643 14,536,643 ABE7E _ MBETR

182,450,522 182,439522 15,747,715 15,747,715
Allawance for impairment _ .. 60407R3) < L 40945}

E182435.502 E 17549000 E 1SPTAS E 15338239
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Comcentrations arise when a nurmber of counterparties are engaged in similar business
activities, or activities in the same geographic region, or have similar economic feabhares
that would cause their ability o meet contractual obligations to be similarly affected by
changes in economic, polidcal or other conditions. Concentrations indicate the relative
gensitivity of the Bank's performance to development affecting a parbicular industry
geographic location.

The following tables show the credit quality of financial assets by class (gross of allowance)
of the Bank:

Pait D
High Stapdard  Subsfandard  Bud Mot Vet
—Grade  __Crade | Greade  Ispaiced  _Impaired  _ Total
D fram BSF F 5580589 P - B - P - F - P 58809
Dhe fram other banbos 292,139,099 - - 2,235,059
Loans and othwr recgivables
Loans and diseoumes 3059, TES 134,683 M3 = 10,224 457 6,040,283
Agooumis recervable 3,538,758 - - - 5338756
Agrrued interest receivable 355,187 - - 3430187
Firancial assets at amortzed cosl 965,943 - - = - _ seEdsdn

High Stapdord  Substandard  Buk Mot Yet

— e Crede | Gmede. . _Impaired lmpaived | Tosad

Droe frcen, BSP P L I - P - F . P - P 557

T fromn other banks 50,844,272 A - - . E0,844,272
Lears aned ather receivables:

Loans and discounits 11,372 828 ADG5431 - A0 456 15747715

Accomnts medeivable 1OIRTLE - - - - 1,02571E

Acoroed inberest receivahle b 1 - - - - 113457

Financial asscts at amartized cost 1,173,986 A N - __liTasas

PS4ier Poa(san B B B 49456 Patasnoss

The bases in grading the Bank’s financial assets are as follows:

1. High Grde or low-risk lozns
These loans are neither past due nor impaired which are fully secured by collateral amd
with good collecton status. These are financial assets that have a high probability of
collection, The counterparty has the apparent ahility to satsfy its obligation and the
security is readily enforceable.

2. Standard Grade or medivm risk loans
Standard grade loans are neither past due nor impaired with partially secured loan

status. These are receivables where collections are probable due to the reputation and
the financial ability of the counterparty to pay but with the experience of default.

3. Subsiandard Grade

Substandard grade loans are those where the counterparties are, most likely, mot
capable of honoring their financial obligations. These loans include impaired loans
which have contiruous loan collection default issues or past due but not impaired
loans and receivable accounts.
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The succeeding tables show the aging analysis of past due but not impaired loans and
receivables, Under FFES, a financial asset is past due when the counterparty has failed to
make B payment when contracheally due.

Lo Aol o recy pbdas:
Loans and discounks EMERAST Bebs Ba . E = E & L 1DEATT
el

Laars and other receirables
Losargs e discounis E - P - i

Liguidity Risk

Liquidity risk is generally defined as the current and prospectve risk to ecarnings, or
capital arising from the Bank's inability to meet its obligations when they fall due without
incurring unacceptable losses or costs or there could be insufficient funds available to

adequately meet the credit demands of the Bank's customers and repay deposits an
makurity.

The Bank's Board of Dhrectors 15 responsible for the overall management and oversight of
the Bank's liquidity profile and the day-te-day management of liquidity. The Bank
manages ligquidity risk by holding sufficient liguid assets of appropriate guality to ensure
short-term funding requirerments are met and by maintaining a balanced loan portfolio, &
cash flow mismatch analysis is used o measure the Bank's Bquidity. A mabarity ladder is
constructed to determine the cumulative net excess or deficit of funds at appropriate time
bands. Met cumulative outflow limits have been put in place to ensure that the Bank’s
funding requirements are not strained,

The following table shows the maturity profile of the financial assets amd liabilities, based
om the Bank’s management of its iquidity structara:

201
Less tham ELTEE Beyonad
JOn Dresnand | 3Months | Monthe 1 ¥ear  _ Tefal
Financial assets:

Cash F a3.m3 r - F - r - P GALNLE
Dhee froen BSF 5,550, 549 . - . 556059
Dae Fom other banks 220,215 009 - - - THLTINO

Loans and other recesvahles:
Loans and dssoounss s 143,140 7,019,688 178, 4TR a3 18T G4, 641
Accounis reosvabhe 3,338,756 - . - 3,338,756
Accrasd inbemie reoeivatle ZAT0.5E0 71350 B0, 907 - 3,439,107
Financial assets ab amortized cost - 97,511 116430 TERE0 b L

—BOd.BERAIT MM TBRELOEE QPRIIASRN 480241 28T
Financial linbilities;

Dieposit Linbilities 100,805 207 Z7A73905 111071 508 50,425,811 280 TMAN
Bills payaibis - - - 100, DKL LHKD 100,000,004
Laase liabilities - 1,127,534 TELE92 - 1LA70.230
Dwpasits: for stock subsoription - - - 74,950 394 T, 800 55
Accrued inberest and

oibwer gdlities BOGIR6 $i,5% _ 1,756911 255,125 2,500, 97

Curnalative okl gap
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AR
L= than 3wz Beyomd
LnDemand | 3Months  _ Meefhs  _ iYesr  _ Toml
Finarxial assets
Cash P 1187116 P - F E F - FoO118R 018
Crae froam BSP 557,71 - - - 555771
Droe from other banks: 50.844.372 - - . 084,272
Lears ar«d other receivatiles:
Laoans and discounils - - 1,000,000 14 880,218 15,HED,F18
Acoounis recelvathle 1.035,718 = 1,023,713
Arccraed interest receivable 113457 - - . 113,497
Firancial assets at amectized oosi - 971 116,450 ass 1173565
— Ny 231 1115430 15834951 _ FO7A0E7R
Firarcial liabilides:
Deposit liabilines 543755 150,000 B0 481 10,051,531 4,300,005
Lease Linbilities . 1,3,5 34652 1672230 6, 219ATE
Averwed inkerest and
other Habilibes - L1685 o) A5 0% 66,198
TS UATETE _ WLMIBGSE  _ 1LOGRAN __ ¥0S%.67d
Cumlative taial gap B dBZABEAl (B LOPEASH (E_J0STI20 E.. 3575039 B s0ABALOY

The negative liquidity gap is due to the Himing difference in the contractual maturities of
assels anc liabiliies. The management meesures the masimum funding requirement the
Bank may need to support its mature ng obligations which are mostly in the form of
Current Account Savings Account (CASA) deposits. To ensure that the Bank maintains a
prudent and manageable level of a cumulative negative gap, the Bank maintains a pool of
highly liquid assets in the form of deposits with banks. In addition, the majority of the
stockholders have committed their financial support in the event of immediate funding
requirements of its operations.

A prudential Minimum Liquidity Ratio (MLR) of twenty percent (20%) shall apply to
barks on an ongoing basis absent a perdod of financial stress. On April 7, 2020, the BSP
issued Memorandum No. M-2020-020 reducing the MLR from 20% to 16% until December
3L, 2020, The effectvity of the reduction of MLR wag further extended until December 31,
2021 under BSF Memorandum Mo, M-2020-085 dated December 1, 2020. The liquidity ratio
is expressed as a percentage of a bank’s eligible stock of liquid assets to its total qualifying
liabilities. The liquidity ratio of the Bank expressed in percentage is shown below:

a0 2030

Liguid Assets
Cash on hand F 632013 P 1187118
Due from Banghko Sentral ng Pilipinas 5,980,649 357,071
Due from aother banks 292,239,099 50,844 272
Finarncial assets at amortized cost 969,942 1,173,986
E 292821703 [ __53.763.]45
Qualifying Liabilities E__39513045 [E__37.537.907
Liquidity percentage T5.88% 143.22%

Bazed on the foregoing, the Bank was above the prudential MLE as at December 21, 2021
and 2020,
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Market Risk

The Bank's market risk exposure arlses from adverse movements in intevest rates and
prices of assets that are either carried in the banking book of held as positions in the
trading book (linancial instruments), mismatches in the contractual maturity of its assets
and liabilities, embedded optionality in the loans and deposits due to pre-termination, and
potential cash run-cffs arising from changes in overall liguidity and funding conditions in
the market. Market risk related to the Bank's financial instruments includes foreign
currency’, interest rabe and price risks.

a. Forefgm Currency Risk

The Bank has no exposure to foreign currency risks as most transacHons are
denomminated in the Philippina pese, its functional currency.

b Interest Rete Sensittvity

The Bank follows a prudent policy on managing its assets and liabilities to ensure that
exposure to fluctuations in inlerest rates are kept within acceptable limits,

The Bank measures the sensitivity of its assets and Habilities to interest rate
fluctuations by way of Earnings-at-Risk (Eali).

EaR is a measure of hkely earnings wolatility for accrual portfolios. It is caloulated as
the change in income over the next 12 months, given current exposures that will result
from a cne-year standard deviation change in interest rates, updated guarterly. EaR is
caleulated based on a 99.0% confidence level It is accomplished monthly, with a
quarterly stress test,

The Bank's policy is to minimize interest rate cash flow risk exposures. The Bank's
cashflow interest rate risk relates primarily to the possible changes in the prevailing

interest rates of due from other banks, financial assets at amortized cost and some
floating-rate loans and payables,

The wolatility in the interest rates of these financial instruments will result in an
increase or decrease of the Bank's interest spread, and consequently will affect its
fimancial performance. The Thue from BSP was not included in the cash flow intersst
rate risk sensitivity since the potential effects on net results and capital funds will be
imumaterial. Majority of loans and other financial assets and liabilities have fixed rates,

The following tables demonstrate the sensitivity to a reasonable possible change in
interest rates, with all other variables held constant, of the Bank’s net interest incomme:

e 20EL
— lIncrease (Decreade) in Basic Podnts
3 il [23) (-
Change oo net interest income:

Loawms and receivables T 135686,082 [ 28805223 (P 13686082) (P 28805223)
Due from other hanks 93,530 27T A1 | 93,630) | 37T 411)
Financial assels at amorbized cost 17D 24156 | 8170 24,156)
Deposit liabilities [ 1A403905) | 4150,676) 1,403,905 4,150,676
Bills payable (_Sa8366) (__LEMGES) _ SeRa6E  _ 1EJO6ES

C1LEMME  E 2333540 (L_LLEIR0IL) (C_23,355848)
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2020 i
I i) ) i Bsic Poind
5 2] (23] o EE
C]unp on net inberest incomee:

Lonrs and secalvables P 248, 064 P 7iz407 (P E064) (T FIIANT)
Cnse froem athey banks 100,946 34 | 01946) 301,406 )
Financial asaets at amortized cost 7256 48 o T2E6) | 21453 )
Deposit Labilites (G236} (____1B4983) BE5GH 184 05

L Z24e08 [ BTLIES (L 20460e) (E__ETLIEN

O of the goals in the risk management process 1s the adeption of the economic value
approach in measuring the interest rate risk in the banking book to complement the
earnings approach or Eal currently used.

& Price Risk

The Bank has no exposure to market price risk since the Bank has no trading portfolio
arising from holding of government and other debt securities,

Operations Risk

Operations risks are risks arising from the potential inadequate information systems,
operations or transactional problems (relating to service or product delivery), breaches in
internal controls and fraud or unforesesn catastrophes that may result in unexpected loss.
Operations 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 Bank has established messures to mitigate the effects of risks related to operations
through its senior management. At year-end, the Bank also ensures that disclosures are

made in the financial staternents for any significant accounts, IF any, which may have been
affected by such risk.

Legal Risk

Legal risk pertains to the Bank's exposure bo losses arlsing from cases decided not in favor
of the Bank where significant legal costs have already been incurred, or in some instances,
where the Bank may be required to pay damages. The Bank is often involved in litigation
in enforcing its collecHon eights under loan agreements in case of borrower default. The
Bank may incur significant legal expenses as a result of these events, but the Bank may still
el up with non-collection or non-enforcement of claims. The Bank has established
measures to aveid or mitigate the effects of these adwverse decisions and engages several
qualified legal advisors, who were endorsed to and carefully approved by senior
management. At year-end, the Bank also ensures that material adjustments or disclosures
are made in the financial statements for any sipnificant commitments or contingencies
which may have arisen from legal proceedings involving the Bank.
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Regulatory Risks

Regulatory risk refers to the potential risk for the Bank to suffer financial loss due to
changes in the laws or monetary, tax or other governmental regulations of a country. The
monitoring of the Bank’s compliance with these regulations, as well as the study of the
potential impact of new laws and regulations, is the primary responsibility of the Bank's
Compliance Officer. The Compliance Officer is responsible for communicating and
disseminating new rules and regulations to all units, analyzing and addressing compliance
issues, performing periodic compliance testing and reporting compliance findings to the
Audit and Compliance Committee and the BOD.

CAPITAL RISK MANAGEMENT OBJECTIVES AND POLICIES

The primary objectives of the Bank’s capital management are to ensure that it complies
with externally imposed capital requirements and that it maintains strong credit ratings

and healthy capital ratios in order to support its business and to maximize shareholders’
value.

The Bank manages its capital structure and makes adjustments to it in light of changes in
economic conditions and the risk level it recognizes at every peint in time in the course of

its business operations. No changes were made in the objectives, policies and processes
from the previous years.

Under existing BSP regulations, the determination of the Bank’s compliance with
regulatory requirements and ratios is based on the amount of the Bank’s ‘unimpaired
capital’ (regulatory net worth) as reported to the BSP, which is determined on the basis of
regulatory accounting policies which differ from PFRS in some respects. The computation
of surplus available for dividend declaration in accordance with SEC Memorandum
Circular No. 11 issued in December 2008 differs to a certain extent from the computation
following BSP guidelines.

In addition, the capital adequacy ratio (CAR) of the Bank, expressed as a percentage of
qualifying capital to risk-weighted assets, should not be less than 10.0%. Qualifying capital
and risk-weighted assets are computed based on BSP regulations. The qualifying capital of

the Bank for the purposes of determining the capital-to-risk assets ratio is total equity
excluding:

a. Unbooked valuation reserves and other capital adjustments as may be required by
the BSP;

Total outstanding unsecured credit accomuncdations to directors, officers,

stockholders and related interests (DOSRI);

Deferred tax asset or hability;

Goodwill;

Sinking fund for the redemption of redeemable preferred shares; and,

Other regulatory deductions

T

mepn

Risk-weighted assets consist of total assets less 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 determined by the Monetary
Board of the BSP.

The amount of surplus funds available for dividend declaration is determined also on the
basis of regulatory net worth after considering certain adjustments.
The Bank's regulatory capital is analyzed into two tiers which are Tier 1 Capital plus
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Tier 2 Capital less deductions from the total of Tier 1 and Tier 2 capital for the following:

a. Imvestments in equity of unconsolidated subsidiary banks and other financial allied
undertakings, but excluding insurance companies;

b Investments in debt capital instruments of unconsolidated subsidiary banks;

c. Investments in the equity of subsidiary insurance companies and nonfinancial allied
undertakings:

d. Reciprocal imvestments in equity of other banks/ enterprises; and,

e. Reciprocal imvestments in unsecured subordinated teren debt instruments of other
banks/quasi-banks qualifying as Hybrid Tier 1, Upper Tier 2 and Lower Tier 2, in
excess of the lower of (i) an aggregate ceiling of 3% of total Tier 1 capital of the bank
excluding Hybrid Tier 1; or 10% of the total cutstanding unsecured subordinated term
debt issuance of the other bank/ quasi-banks,

Any asset deducted from the qualifying capital in computing the numerator of the capital
adequacy ratio shall mot be included in the risk-weighted assets in computing the
denomanater of the rabio,

Under BSF Circular Mo, 280, effective July 1, 2001, the capital-to-risk assets ratio [CAR)
considers relative credit risk. The Bank's policy is to maintain a strong capital base to
maintain investor, creditor and market confidence and to sustain future development of
the business. The impact of the level of capital on shareholder’s return is recognized by the
Bank as well as the need to maintain a balance between the higher returns that might be

possible with greater gearing and the advantages and security afforded by a sound capital
position.

The adjusted capital-to-risk assets ratic of the Bank is shown in the table below;

2021 2020

Tier 1 Capital

Cormmaon skock r 100,000,000 P 100,000,000

Deficit { 11,868,795) | 1,014,128)

Comprehensive loss for the year { 250635372 11,854 667

CET1 61,495,833 87,131,205
Less deduction from Tier 1 Capital

Deferred tax asset 13443195 5943 255

48.052,638 B1,1B7,980

Tier 2 Capital

General loan loss provision 1,680,738 335,874
Total qualifying capital P 49733376 P B1523854

Risk-weighted assets PE__522427420 E__ 115655938
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Capital ratios

Total CET 1 capital expressed as
percentage of total risk weighted assets

Total Tier 1 capital expressed as percentage
of total risk weighted assets

Total regulatory capital expressed as
percentage of total risk weighted assets

AR A

S ¥/ [ —F
—_—fa0%  ___ 7020%

SR ) v N ||} ).

As at December 31, 2021, the Bank is below the capital adequacy ratic (CAR) prescribed by
the BSP of 10%. Should the deposits for common stock subscription will be considered as
qualifying capital, CAR will be Z3.86%, which is above the 10% CAR prescribed by the

B5F. CAR is computed as follows:

Tier 1 Capital
Common stock
Deposit for comman stock subscription
Dreficit
Comprehensive loss for the year
ZCET1

Less deducton from Tier 1 Capital
Deferred tax asset

Tier 2 Capital
General loan loss provision

Total qualifyving capital
Risk-weighted assets
Capital ratios
Total CET 1 capital expressed as
percentage of total risk weighted assets

Tuotal Tier 1 capital expressed as
percentage of total risk weighted assets

Total regulatory capital expressed as
percentage of total visk weighted assets

P 100,000,000

74,939,394
[ 12868795
{___ 25535372)

136,435,727

122,997,532

1,660,738

— il

e O

As at Decemnber 31, 2020, the Bank complied with the CAR prescribed by the BSF,

On May 26, 2010, the BSP issued Circular Mo. 6888 known as “revised risk-based capital
adequacy framework for stand-alone thrift banks, rural banks and cooperative banks™ and
referred to by the BSF as Basel 1.5 framework which involves only a few key changes to

the old risk-based capital adequacy framework under Circular No, 280 dated 29 March
2001, as amended, which will take effect on January 1, 2012,
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Further, the BSF issued Circular No, 854, Minivrum Copitalization of Brnks of which a mural
bank whose head office and a branch are located in the National Capital Region shall have
a required minimum capital of P73 million, which must be satistied within five years from
the date of effectivity. Banks thet comply with the amended capital levels must submit to
the BSF a certification within 50 calendar days from the date of effectivity of this circular.
Banks not meeting the minimum required capital must submit to the BSP within ane year
from the date of effectivity of this circular on an acceptable capital build-up program.

On MNovember 25, 2015, the BSP approved the Bank's capital build-up program in
compliance with Circular No. 834 subjects to satisfaction by 2019. In line with the Bank's
capital build-up program, the Bank's new stockholders infused additional capital
amounting to F25 million i 2020,

As at December 31, 2021, the Bank did rot meet the minimum capital requirement by the
BSF of P75,000,000. However, the Bank received deposits for stock subscription of
F74,939,8% to comply with the minimum capital (see Note 20).

As at December 31, 2020, the Bank has satisfactorily meet the minimum capital
reguirernent by the BSP.

Leverage Ratio and Total Exposure Mengure

The Bank's leverage ratio and total exposure measure as of December 31 is presented as
follows:

2021 2020
Total capital E_51395833 [ __8L131.205
Total assets P_539445510 E_1I6013400
Leverage ratio 11400, £2.14%
Total exposure measure E_533.445510 [ 126013405

Under BSP Circular Mo. 1079 Serles of 2020 dated March 9, 2020, leverage ratio is
computed as Total capital divided by Total Assets.




25. FAIR VALUE MEASUREMENT

Carrying Amounts and Fair Values by Category

0 0

The table below presents a camparison by category of carrying amounts and estimated fair
values of the Bank's financial assets and liabilities as at December 31, 2021 and 2020,

2001 220
Carrying Carrying
_Faje Value  _ Amount  _ Fair Valus
Fimaneial Asseés
Cash r 632013 T 633 P 187118 P FL187115
Drue froem BSP 5,080,649 5,980,645 557771 557.771
[Chuwe from other banks 92,239,045 192,235,099 50L844,.272 50,844,272
Loans and other roceivables 18MIIT 465 182,277,182 16,884,930 16475474
Financial assets at amortized cost 9,042 Ge8042 117348 1173986
E_$8305168 P _4SL00SRES P FIELE0TE P F0I38e10
Financial Lialdlitias
Deposit linbilities P O2ART7933 P OZB9TTOSE] P MAMO0G P 24,509,005
Bills payable 100,000,000 100,000,000 - -
Leass liakilities LA7S I 1,579,130 £219,476 6,215,474
Deposits for stock subscription 74039 50 74,935 504 - -
Accrued interest and
other linbilities —AL35L222 11351203 g5 B 355,719
E 477240677 [ ATZMOETT PE__JESE2I00 P 30862200

The methods and assumptions used by the Bank in estimating the faiv value of the

financial instruments are as follows:

t.  Cash, Due from BSPF and Due from offiier brinks

The carrylng amounts approximate fair values given the short-term nature of the

instruments.

1. Lovins and recetmables and Financial assets of amortized cost

Loans and other receivables and financial assets at amortized cost and are carried at
amortized cost less allowanoe for impairment loss, The estimated fair value of loans
and receivables and Financial assets at amortized cost represents the discounted
amount of estimated future cash flows expected to be received. Long-term interest-
bearing loans are periodically repriced at interest rabes equivalent to the current market

rates, to determine fair value,

ai, Deposit Hakilities and Bills payehle

The estimated fair value of deposit liabilities and bills payable is estimated using the
discounted cash flow methodology using the Bank's current incremental borrowing
vates for similar borrowings with maturities consistent with those remaining for the
Lability being value, if any. The carrying amount of deposit liabilities and bills
payable approximates fair valae considering their short duration.
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1. Lense Hebilities

The estimated fair values of leass labilities are estimated using the discounted cash
Now methodology using the Bank's current incremental borrowing rates for similar
borrowings with maturites consistent with those terms of underlying right-of-use
assets being value, The carrying amount of lease liabilites approximates fair value,

1. Deposits for stock subscription

The carrying amount of deposits for stock subscription approsximates fair value
considering their duration,

vi. Accrued interest and atlier Habilities

Accrued interest and other liabilities are recognized initally at their fair value and
subsequently measured at arnounts to which they are to be paid. Fair value of these
short-term liabilities approximates their careying values.

Fair Value Hierarchy

In accordance with PFRS 13, Fair Value Measurements, 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 Habilities not measured at Fair value but for
which fair value is disclosed in accordance with other relevant PFRS, are categorized into

three levels based on the significance of inputs used to measure the fair value. The fair
value hierarchy has the following levels:

» Lewvel 1: quoted prices {unadjusted) in active markets for identeal assets or liabilities
that an entity can access at the measurement date;

» Lewel 2: inputs other than quated prices included within Lewvel 1 that are abservable
for the rescurce or liability, either directly (Le. as prices) or indirectly (i.e. derived
from prices); and,

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

The level within which the linancial 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 achaal
and regularly occurring market transactions on an arm's length basis.

For financial assets and liabilities which do not have quoted market price, the fair value is
determined by using generally accepted pricing maodels 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 the valuation technigue, it maximizes the use of observable market
data where it is available and relies 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.
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There have been no significant transfers among Levels 1, 2 and 3 in the reporting periods.
Cash, Drue from BSP and Due from other banks is categorized as Level 1. Fimancial assets at
amortdzed cost of the Bank are categorized as Level 2 in the absence of bid-offer as at
reporting davte and due to low velume of trading activity in the market. Loans and
receivables and all financial liabilites are categorized as Lavel 3.
Fair Value Measurement for Non-financial Assets
There weres no non-financial assets measured at fair value as at December 31, 2021 and
2020

MATURITY AMALYSIS OF ASSETS AND LIABILITIES

The following table shows an analysis of assets and liabilities and them
according to whether they are expected to be recovered or settled within one year and
beyond one year from the reporting date.

As at December 31, 2021, the maturity profile of assets and liabilities follows:

O T

Liabilities:

Draposit Liabilities

F 50,425,811

021
Crue Within Due Beyond
— OmeYear = OneYear . Total
Assets:
Caszh r 632,013 r - r B3Z,0013
Drae from BSE 5,940,649 - 5,580,649
e from other banks 292,239,099 - 297,239,099
Loans and other receivalles
Loans and discounts - grose 71626858 175,478,953 182,641,641
Accounts receivable 3,338,756 - 3,338,756
Accrued interest receivable 3439167 - 3439187
Financial asgets at amortized cost 214,341 755,601 GES, 942
Bank premises, furnilure, fixtares
and equipment - 24,317,233 24,317,233
Right-of-use assel - 1,688 541 1,686,541
[ntangible assots - 10,501,386 10,801,386
Deferred tax assat a 13,443,195 13,443,195
Crther assets T25,992 6,353 27R 709G, 270
E 313733735 E__Z3LES4187 E___SAG.567.013
2021
Droe Within Due Beyond
Ome Year Oime Year Total

P 289,779,331

Bills payable - 100000, 000 100,000,000
Lease liabilities 1ATH, 2 - LETS.230
Depaosits for stock subscription - 74,939,894 74,939,894
Accrued interest and other liabilities 11,096,157 _ 255,025 11,351,222

E__ES338047 B 225620730 B 4T M9.6TT
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As at December 31, 2020, the maturity profile of assets and liabilities follows:

Aszsets:

Cash

Due from BSP

Drue fromn other banks

Loans and other receivables
Loans and discounts - gross
Accounts receivable
Accrued inferest receivable

Financial assels at amortized cost

Bank premises, furniture, fixtures
and equipment

Right-of-use asset

Intangible agsets

Deferred tax asset

Oither asgets

Linbtlites:
Deposit liabilities
Lease liabilites
Accrued imberest and other linbilities

20340
e Within Due Bayond
Ciua Year Oine ‘Year Total
F LIE71E P - P 1,137,116
arrT - BRT.TT1
50,844,272 - 50,544,272
1,000,000 14,850,318 15,880,318
1023718 - 1,023,718
113,447 - 115457
214,541 055,645 1,173,986
- 7,100,991 27,100,951
- B.053,430 6,053,430
- B.B52.797 852797
. 5,943,225 5343225
— . 67E3343 . b.784. 343
E__6L725058 [ G4EI0406 [__136355464
2020
Chae Within Dhue Beyond
Oine Year O ey Tolal
F 14,257014 P 1005191 P 24,309,005
4,340,244 1.E78.230 6,219
—B3&16 35606 8353719
E__26915376 [E__1LI66E34 E__ 38830000

Supplemental Information on Non-cash Investing and Finaneing Activities

The Bank recognized right-ocf-use assets amounting te 1688341 in 2021 and

P&,093,430 in 2020, and lease liabilities amounting to P1,879,230 in 2021 and P5,219,476
in 2020,




66- AR

b,  Recomciliation of Liabililies Arising from Financing Activities

Presented below is the reconciliation of the Bank's liabilities arising from financing
activily, whiclh iochaedes Lot cash and non-cash changes:

Deposits
Bills Lensa for Stock
Payalile Liabilities Sabscription
(see Mote 15)  (mee Mote 30)  (see Mote 200 Total

Balance at January 1, 2021 F - F gng4gm P - P 4218476
Cash Aovws from financing actvities:

Additienal borrowings 100,000,000 - - 100,000,000

Froceads from depaosits - - 74,550,854 74,5308

Payments of lease linhilities - [ 4.240,245) - [ 4.240,245)

Tnterest an lease liabilithes - { 2435,8595) - ( 243,895)
Mon-cash firancing activity on

interest amartization on lease liabilities - 243,805 - 243 795
Balance al December 31, 2027 EiR0o0000 B__LATEII0 PY4533.59% EAE6E18.124
Balance at }ununrr 1, 2030 P = P = id F
Cash flows from financing activities:

Additional lease . 7928500 FABE00

Payments of lease liabilities - [ 1708324) [ L709324)

Inberest on lease liankdlites - [ 14650) - [ 146,604}
Mon-cash financing activity on

inberest amortization on kease Habilisies - 16504 . 16,604,

Balance at December 31, 2030

IMPACT OF 2009 NOVEL CORONA VIRUS ({COVID-19)

In March 2020, the World Health Organization declared the outbreak of COVID-19 o bea
pandemic,. The COOVIDMIS® pandemdc is having widespread, rapidly evolving, and
unpredictable impacts on global society, economies, financial markets, and business
practices. The Philippine government has implemented measures in an effort to contain
the virus, mcluding sodal distancing, travel restrictions, border closures, limitations on
public gatherings, work from home, supply chaln logistical changes, and closare of non-
essential businesses. During the Enhanced Community Cuarantine (ECC)Y), the banking
sector 15 allowed o operate in a veduced banking hour. The Bank has undertaken a

number of meagures Lo monilor and mitigate the effects of COVID-19, such as the safety
and health measures of personnel thru social distancing,

On April 1, 2020, the BSP issued a memorandum requiring all BSP-supervised financial
institutions to comply with Section 4 (aa) of the Republic Act (R.A) Mo, 11469 or the
“Bayanihan to Heal As One Act” and its Implementing Rules and Regulaticns {IRR). The
IRR mandated all covered instimtions to implement a 30-day grace period to all loans
with principal and/or interest falling due within the ECQ period, without incurring
interest, penalties, fees and other charges. The 30-day grace period shall apply to each loan
of individuals and entities with multiple loans, Covered institutions shall not charge or
apply interest on interest, fees and charges during the 30-day grace period to future
payments/amortizations of the borrowers. They are likewise prohibited from requiring
their clients to waive the application of the provisions of R.A. Moo 11469 Mo waiver
previously executed by borrowers covering payvments falling due during the ECOQ period
shall be valid. The accrued interest for the 3D-day grace period may be paid by the
bormower on a staggered basis over the remaining life of the loan,
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Further, the “Bayanihan to Recover as One Act”, also known as Bayanihan 2, and officially
designated as RA. No. 114%4 was enacted in September 2020. Relative to this R.A, the
Bank is required to comply with Section 4{uu) of R.A. No. 11494 to implement a
mandatory one-time 60-day grace pericd to all loans that are existing, current and
outstanding falling due, or any part thereof, on or before December 31, 2021. The
mandatory ong-time 60-day grace period shall apply to each loan of individeals and
entities with multiple loans. The accrued interest for the one-time &0-day grace period
may be paid by the borrower on a staggered basis untl] December 31, 2021, Nonetheless,
this shall not preclude the borrower from paying the accrued interest In full on the new
due date. The parties may agree to: fa) & grace period longer than 60 days, and/or (b)
payment of accrued interest on a staggered basis beyond December 31, 2020,

The unprecedent impact of the COVID-19 pandemic and the government's stringent
mobility / quarantine measures to contain the virus have affected economic conditions and
consequently, the Bank's business operations in terms of the following;

Scaled-down operations due to mobility /quarantine restrictions;
Business units operating at less than full capacity as employees were unable to
report for work;

» Limited sales activity for a business requiring face-to-face interaction due to social
distancing;

*  Additional costs to keep a safe and virus-free environment for both customers and
employess; and,

= Asset quality deterioration due to business disruption and reduced income.

The following were the actions undertaken by the Bank's business to mitigate such impact:

* Operated as allowed by the government (consistent with quarantine guidelines) to
provide continuing banking service to clients amid mobility restrictions during
the community quarantine;

* Implemented new occupational safety and health standards to provide a safe and
sanitized environment for both customers and employees through the strict
observance of health and safety protocols and retrofitting of workspaces to
minimize infection within the workplace;

* Performed comprehensive review of loan accounts to assess vulnerable sectors
and assessment of allowance for impairment on loans and other receivables to
provide for potential pandemic-related delinquencies; and,

* Complied with Bayemihan [ and Bayaniban II by granting loan moratoria to
qualified customers under the said Laws,

The COVID-19 pandemic has impacted and may continue to impact the Bank's business
operations, including personnel, suppliers and customers and there is substantial
uncertainty in the nature and degree of its continued effects over time. The Bank is
currently unable to determine the extent of the impact on its future finandal condition or

results of operations. Management believes that the Bank will continue operating as a
going concern despite the effects of the pandemic,
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SUPPLEMENTARY INFORMATION REQUIRED UNDER BSP CIRCULAR NO. 1074
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On February 7, 2020, the BSP issued Circular No. 1074 to amend certain provisions of the
Manual of Regulations for Banks (MORB) and Manual of Regulations for Foreign
Exchange Transactions (MORFXT). The Circular provides for nmew and amended
disclosure requirements to the audited financial statements, which are to be presented
either (i) on specific notes to the financial statements, or (ii) in a separate note containing
supplementary information as required by the BSP.

This supplementary information is not a required disclosure under PFRS. In compliance
with the requirements set forth by Circular No. 1074, hereunder is the supplementary
information:

a  Financial Performance Indicators

The following basic ratios measure the financial performance of the Bank:

2021 2020
Return on average equity (34.50%) (14.72%)
Return on average assets (7.70%) (11.32%)
Net interest margin 11.28% 1.84%

The following formulas were used to compute the indicators:

i Return on Average = _Net or Loss) After Income Tax x 100
Equity (%) Average Total Capital Accounts
Where:

Average Total - Current calendar/ fiscal year-end
Capital Accounts Total Capital Accounts balance +
previous calendar/ fiscal year-end
Total Capital Accounts balance
2

ii. Returnon Average =
Assets (%) Average Total Assets
Where:

Average Total = Current calendar/fiscal year-end
Assets Total Assets balance +

previous calendar/ fiscal year-end
—Total Assetsbalance
2




iii. Met Interest - Met Interest Income x 100
Margin (%) Average Interest Earning Assats
Where:
et Interest = Total Intarest Income - Total Interest Expense
Income

Average Inberest =
Earning Assets

L otil Interest Earning Assets balance

b, Capital Instruments

-0

| O

Current calendar/ fiscal year-end

Toral Interest Barnings Assets balance +

previous calendar/ fiscal year-emnd

As at December 31, 2021 and 2020, the Bank has only one class of capital stock, which

is common shares,

The details of capital stock and CAR are presented in MNotes 19 and 23, respectively.

Significant Credit Exposures as to IndustnyEconomic Sector

The classification of lcans as to industry and economic activity concentration follows:

Actiwities of hausehelds as employers and
undifferentiated goods-and-services
producing actrvities of households
far owin use

Wholesale, retail tmde of mator wehicles,
rptorcycles, and persanal and
househald geads

Real estate, renting and business activities

Construction

Accommadation and foed sarvice activites

Agriculture, forestry, and fishing

Mmuful;.‘mring

Human health and social wark activities

Transportation and storage

Information and communication

Electricity, gas, steam and air,
conditioning supply

Ciher service activities

2021 pLLF]
Anvount "W Aot E
P 108432453 5943 1798679 1140
31,558,185 17.30 974,019 [N E]
9,958,443 5.45 1094042 6947
705327 417 1.735.096 1102
2,937,452 16 - -
2,215,061 11 . .
2,132,733 1.17 = -
1,352,625 074 . .
1,145,697 (.68 - -
200,566 16 - -
174,337 D = -
14538543 .87 A% 479 1.5%

EJ82qia5y 10000 F__ 15747705 10000

The BSF considers the existence of loan concentration when the total loan exposure to a
particular industry exceeds 30% of the total loan portfolio. Loan concentration risk of
the Bank was noted for activities of households as employers and undifferentiated
goods-and-services producing activities of households for own use with 59.43% in 2021
and real estate, renting and business activities with 69.47% in 2020. A significant
reduction of 64.01% was noted on real estate, renting and business actvities due to the
Bank’s proper monitoring and diversification of the loan portfolio in 2021
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d. Breakdmwn of Total Loans as to Security amd Status

As to security, the composition of total loan portfolio (net of UD23) is presented below:

2071 2090
Secured:
e
Fanl astate niorlgage P 31887160 174e P 1137088 7158
Cither collateral - - - -
3857160 1746 127827 7158
Unsecured 150562362 __ 8254 __ AATASEE 7842

15243520 A0 B 15745705 100

As at December 31, 2021 and 2020, the fair value of the collaterals of secured loans of
the Bank amounts to P62,512,000 and 16,929,000, respectively. Estimates of fair value
(for determining loanable amount) are based on the value of collateral assessed at the

time of borrowing and generally not updated except when a loan is individually

assessed as impaired.

The breakdown of loans and discounts (net of UD) by status is presented below:

2021 2021
Current P 185274782 F 15,5?1,.133
Past due but not yet non-performing 12,350,833

Past due and already non-performing 4B07O07 73582
E__ 182439532 [___ 15747715

— a0zl
Past dus buk Past due Toines
mat yet and already in
— Lurent  Nowepecforming Mos: performing _ Lidigatian = Tatal
Loaas to individuals for consamgpiion P 100,667 304 P 555251 F Bzsme P . P 10B4324%
Miroentarpris loans 30542377 754 3,595308 - 38,330,217
Loans ko irudividuals foy
h.w:mg pusposes 4498512 611,710 L
Small seale enlerprise 24H 431 - 543471
Lomrs fo irvcividuwal for
atber purposas — 260184 : - - YT

Eemzarm P 1236683 Eo_ 4807807 B E.JA243852

I
Fast due but Past due mu'm
not yet and alseady

_Cmua_ﬂm:mm::mmmm_m_.m;d_

Lomrs o mdividuals for corsumplanP 172087 P - r TAsER2 P - P 179670
Microenterpriss koars ST . . - T
Laans o individuals for

housing purpases =i - FTET0R
Senall scale i BINL.D1& " B, 016
Loans o ndsvidual foe

cthar puarposes - d4H2205 - 4,452,205

P 1567431 P . E s B E__157EN8
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An analysis of changes in the gross carrying amounts of loans as at December 31, 2021
and 2020 follows:

2021
—Stagel = Stagel  __ Stage®  Total

Ciross carrylng amowsnts

as al Jannary 1, 2021 P 15806736 T - r 73,58 P 15580048
Mew assets originatecd 169,375,818 - - 169,925 528
Assets derecopnized or prepaid i 2,567,5065) - - { 2567505
Transfer to Stage 1 - - - -
Transfer to Stage 2 ) 5,257.061) 5,291,061 - -
Transfer ta Stage 3 i 9.203,198) - 9,203,198 -
Avmoaants weritben-aff - - = -
Cross carying amoumnts

as at December 31, 2021 E16S073800 P 5291061 [ 9276780 P 152641541

Gross CArrying Amnaunts
as at Janwany 1, 2020 F S9855W0 P
Rew assets originated FOERDO4

Assats derecognized or prepaid ) 1259 Z18)
Tranafer ko Stage 1

Amiounts writteri-off
Gross cartybng amounts

as at Decemiber 31, 2000 B 15808 T B - E 2o82 PE 15880318

Fer BSFs Manual of Regulations for Banks (MORB), loans, investments, receivables, or
any financial asset, including restructured loans, shall be considered past due when any
principal and/or interest or installment due, or portions thereof, are not paid at their
contractual due date, in which case, the total outstanding balance thereol shall be
considered as past due. Howewver, the Bank may provide a cure period on a credit
product-specific basis, not w exceed thirty {30) days within which to allow the obligors
or borrowers o catch up on their late payment without being considered as past due,
Frovided, that any cure period policy shall be based on verifiable collection experience
end reasonable judgment that support telerance of occocasional payment delays.
Prowided. further, that the observance of a cure period policy shall not preclude the
timely adverse classification of an account that has developed material credit
weakness/ es, and that the Bank shall regularly review the reasonableness of its cure
period policy. For microenterprise and other small loans that feature high-frequency
payments, the cure pericd allowalkble by the policy shall not exceed ten (10) days.

Also, per BSF's MORE, loans, investments, receivables, or any financial asset shall be
considered non-performing. even withowt any missed contractual payments, when it is
considered impaired under existing acecunting standards, classified as doubtful or loss,
im litigation, and/or there is evidence that full repayment of principal and inberest is
unlikely withcut foreclosure of collateral, if any. All other loans, even if not considered
impairac, shall be considered nonm-performing if any principal and/or interest are
unpaid for more than ninety (90) days from the contractual due date, or accrued
interests for morve than ninety (30} days have been capitalized, refinanced, or delaved
by agreement.




- BN O

Microenterprise and other small Ioans with similar credit characteristics shall be
considered non-performing after the contractual due date or after it has become past
due,

Festructured loans, which do not meet the requirements to be tealed as performing
loans, shall be considered non-performing. However, i prior to restructuring, the loans
were categorized as performing, such classification shall be retained. Mon-performing
loans, investments, receivables, or any financial asset (and/or any replacement loan)
shall remain classified as such untl (a) there is sufficient evidence to support that full
collection of principal and interests is probable and payments of interest and/or
principal are receivied for at least six (6) months; or (b) written-off.

As of December 31, 2021 and 2020, non-performing loans of the Bank amounted to
P4.507,907 and P73,562, respectively, The Bank does not have loans in litigation and
restructured loans in both years.

Informmation on Related Parfy Loans

Existing banking regulations limit the amount of individual loans to DOSKI, 70% of
which must be secured, to the total of their respective deposits and book value of their
respective investments in the Bank, In the aggregate, loans to DOSRI generally should

not exceed the Bank's wtal regulatory capital or 15% of the total loan portfolio,
whichewver is lower.

On March 15, 2004, the BSP issued Circular No. 423 which provides for the amended
definition of DOSRI accounts. Any vielation of the provisions under Circular No. 423 is
subject to regulatory sanctions. However, loans, other credit accommodations and
puarantess, as well as availments of previously approved loans and committed credit
lines that are not considered DOSRI (non-DOSRI) accounts prior to the issuance of
Circular Ne. 423 are not covered by such sanctions for a transition period of two years
from the effectivity of the Circular or until the said loan, other credit accommaodations

and guarantees become past due, or are extended, renewed or restructured, whichever
comes later,

On January 31, 2007, BSP Circular No, 560 was issued providing the rules and
regulations that shall govern loans, other credit accommodations and guarantees
granted to subsidiaries and affiliates of banks and quasi-barks. Under the sald circular,
the total outstanding loans, credit accommodations and guarantees to each of the
bank’s subsidiaries and affiliates shall not exceed 10% of the bank's net worth, the
unsecured portion shall not exceed 5% of such net worth. Further, the total outstanding

exposures shall not excesd 20% of the net worth of the lending bank. The said Circular
became effective on February 15, 2007,




73- | VT A

The following table shows information relating to loans to DOSRI accounts of the Bank:

2021 2020
Tormal outstanding DOSRI accounts r - | o -
Unsecured DOSRI loans = i
Qutstanding total loan portfolio 182,439,522 15,747,715

Percent of DOSRI accounts granted under
BSP Circular No. 423
Percent of DOSRI accounts to total loans
Percent of unsecured DOSRI accounts
to total DOSRI loans

Percent of past due DOSRI] accounts to
total DOSRI loans

Percent of nonperforming DOSRI
accounts to total DOSRI loans

The Bank has no loan transactions with its DOSRI.
[ Aggregate Amount of Secured Liabilities and Assets Pledged as Secunity

The Bank did not have any secured liabilities or assets pledged as security as at
December 31, 2021 and 2020, except for lease liabilities amounting to P1,879,230 and
P6,219,476, respectively, which are secured by the underlying Right-of-use asset with a
net carrying value of 1,688,541 and P6,093,430, respectively (see Note 10).

8- Commitments and Contingent Liunbilities

As at December 31, 2021 and 2020, the Bank has no commitments and contingent
liabilities arising from off-balance sheet items. Relevant disclosures on commitments
and contingencies liabilities are fully discussed in Note 21.

30. SUPPLEMENTARY INFORMATION REQUIRED BY THE BUREAU OF
INTERNAL REVENUE

Presented below and in succeeding pages are the supplementary information which is
required by the Bureau of Internal Revenue (BIR) under its existing revenue regulations to

be disclosed as part of the notes to financial statements, This supplementary information is
not a required disclosure under PFRS.

Requirements under Revenne Regulations (RR) 15-2010

The information on taxes, duties and license fees paid or accrued during the taxable year
required under RR 15-2010 issued on November 25, 2010 are as follows:

a. Gross Receipts Tax

In Lieu of the value-added tax, the Bank is subject to the gross receipts tax im on

posed
all banks and non-bank financial intermediaries pursuant to Section 121.2 of the 1997
National Internal Revenue Code.
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The Bank reported total gross receipts tex (GRT) amounting to F3,181,153 for the
period January to Decemnber 2021, The GET paid is presented as part of Taxes and
licenses in the statements of comprehensive income,

Diacienwentery Sty Tares

The Bank paid documentary stamp taxes (DS5T) amounting to FZ,506,933 pertaining to
the execution of the debt instrument. Tha DST paid is presented as part of Taxes and
licenses in the statements of comprehensive income.

Iithholding Taxes

The details of total withholding taxes for the year ended December 31, 2021
are shown below:

Compensation P 2417 410
Expanded 1,476,479
Final RRT 779
b 43006638

Taxes and Licenses

The details of taxes and licenses for the year ended December 31, 2021 are as follows:

Gross receipt taxes P 3,181,153
Documentary stamp taxes 2,506,933
Mumicipal licenses and business permit 29673
Real property tax 2B, 953
Annual registration fee 1,000
Othiers 16,179

| ). 14

Vil Added Tax, Excise Tex and Customs Dubies and Tariff fees Paid

The Bank is not subject to value-added tax {input and output) and excise tax due to the
nature of its business. Moreover, the Bank did not pay any customs duties and tarlff

fees as it did not import any geods for the year ended December 31, 2021,

Creficaency Tax Assessments end Tax Cases

As at December 31, 2021, the Bank neither has any final deficlency tax assessment with

the BIR nor tax case outstanding nor pending in courts or bodies outside the BIR
during the year.




WELCOME BANK (RURAL BANK), INC.
(FORMERLY SMART BANK (RURAL BANK), INC.)
SUMMARY OF COMMENTS AND RECOMMENDATIONS
DECEMBER 31, 2021

MINIMUM CAPITAL REQUIREMENTS

Contment

Under Bangko Sentral ng Pilipinas (BSP) Circular No. 854 Minimum Capitalization of Banks
dated October 29, 2014, the minimum capitalization requirement with Head Office in National
Capital Region with up to 10 branches of P75 million must be satisfied within five years from the
date of effectivity of this Circular. As of December 31, 2021, the Bank’s total qualifying capital
amounted to P49,733,376, which is below the required minimum capitalization.

Though the Bank received deposits for stock subscription of P74,939,894, such deposits are not
qualified to form part as equity for prudential reporting pursuant to Section 123 of Manual of
Regulations for Bank (MORB).

Recommendation

We recommend the Bank to monitor the continuing compliance to avoid appropriate actions
imposed by the BSP and sanctions for non-compliance as provided under existing Bangko Sentral
rules and regulations. Further, we suggest the immediate compliance of Section 123 of MORB so
that the deposits for stock subscription be recognized as equity to comply with the minimum
capital requirements,

Bank's Reply

Welcome Bank (Rural Bank), Inc. had applied to BSP FSD1 for the amendment of the Articles of
Incorporation for the increase in Authorized Capital Stock to P314,000,000.00 with Board and
Shareholders approval authorizing the amendments in June 2021. As the current authorized
capital stock of P100,000,000.00 (10,000,000 shares @P10/ share) is fully subscribed and paid-up,
this precluded the Bank from increasing the capital stock without amending the AOI as per SEC
regulations. Relatively, a Deposit for Stock Subscriptions in the amount of P74,939,894 is on
deposit with KEB Hana Bank Manila Branch and booked under the Liability portion of the
Balance Sheet as of 31 December 2021.

Further and to date still awaiting the BSP Office of the General Counsel’s clearance for the
approval of the amendment of the AOI and resubmission of application for approval of the
amendments of the AOI and By-laws, SEC has released on 15th March 2022 a legal opinion in
favor of Welcome Bank (Rural Bank), Inc. for the issue of legality on the articulation of dividends
pay-out and liquidity value distribution based on par value in the AOI and By laws which is the
pending issue of the non-approval of the AOI by BSP. Upon approval of the BSP, the Deposits
for Subscriptions shall be booked and included under Equity portion of the Balance Sheet that
will comply with the minimum capital requirement of P75,000,000.00 for a rural bank with Head
Office and less than ten (10) branches.




CAPITAL ADEQUACY RATIO (CAR)

Conrmant

The BSF issued Circular No. 1079, Amendments to the Risk-Based Capital Adequacy Framewark for
Stand-Alome Thrift Banks, Rural Banks and Cooperative Banks dated March 9, 2020, which provides
the implementing guidelines on the revised risk-based capital adequacy framework for stand-
alone thrift banks, rural banks and cooperative banks, The Cireular sets out a minimum Common
Equity Tier 1 (CET1) Ration of 6%, Tier 1 Ratio of 7.5% and Capital Adequacy Ratio (CAR) of 10%.
ﬁcapitulnmmvalimh:ﬂ‘er{ﬂ:ﬂ}oflﬁ%.cnn'q:ﬁsedquETlmpitalshaqumriaeheimpumd.
These ratios shall be maintained at all times. The Bank’s CAR as of December 31, 2021 stood at
9.52% which is below the prescribed CAR prescribed by the BSP of 10%.

As mentioned above, though the Bank received deposits for stock subscription of F74,939,594,
such deposits are not qualified to form part as equity for prudential reporting pursuant to Section
123 of MORB. Hence this was not incleded in the computation of CAR.

Recommendation

The inclusion of deposits for stock subscription of F74,939,894 will increase the Bank's CAR to
23.86% which is above the prescribed CAR of 10%. Hence, we recommend the immediate
compliance of Section 123 of MORB so that the deposits for stock subscription be recognized as

equity to comply with the prescribed CAR.

Bank's Reply

Welcome Bank (Rural Bank), Inc. ‘s reply to the comment on under compliance with the minimum
10% Capital Adequacy Ratio (CAR) is the same as per the reply to compliance to minimum capital
requirements,

BANK PREMISES, FURNITURE, FIXTURES AND EQUIFMENT

Commiteint

Under Section 10% of MORB, the total imvestment of a bank in real estate and improvements
thereon, including bank equipment, shall not exceed 50% of the bank's net worth, As at

Decemnber 31, 2021, the Bank exceeded the 50% ceiling requirement on bank premises, furniture,
fixtures and equipment.

Recommendation

The inclusion of deposits for stock subscription of F74,939,894 will comply the ceiling on total
investments. Hence, we recommend the immediate compliance of Section 123 of MORB so that
the deposits for stock subscription be recognized as equity to comply with the prescribed ceiling,
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Refermiumdemmr:eplymmmmmtnm.ludlasmemgrﬁtimufﬂmﬂepmiuhr
Stocks Subscription in the Balance Sheet under Equity upon approval of the BSP of the
amendments to the AOQL the Bank will comply to the prescribed ceiling of 50% on total
investments to bank premises, furnitare, fixtures and equipment.

LOAN COMCENTRATION
Comment

Under Circular 212-1999,/174 of MORE, the BSF considers the existence of Joan concentration
when the total loan exposure to a particular industry exceeds 30% of the total loan portfolio. We
have noted that the Bank has loan concentration risk on activities of households as employers and
undifferentiated goods-and-services producing activities of households for own use as it grants
loans for this purpose equivalent to 59.43% of the total loan portfolio.

Recommendation

While concentration of credit risks is inherent in banking and cannot be totally eliminated, this
can be mitigated by adopting policies and processes for identifying, reviewing, managing ancd
reporting large exposures and concentration risks that would limit and control eredit exposures
and employing portfolio diversification strategies. We recommend timely identifying and
menitoring cradit risk concentrations and promptly reported to the board and management for
appropriate carrective action. The Bank should also include amd clearly articulated in the credit
policy the circumstances under which limits may be exceeded and the party authorized to
approve such excesses in able for this exception to policy to be allowed.

Bark's Reply

Welcome Bank's resumption of its lending business and offering diversified loan products to the
genaral public in 2020, however, with the cutbreak of COVID 19 pandemic that affected owners
of small business enterprises and its employees and the thrust to heed to the call of the
povernmment to provide and grant credit to affected microenterprise businesses, paved the way
and resulted in the large concentration on loans to households as employers and activities and
undifferentiated goods-and-services producing activities of households for own use equivalent
to 59.43'% of the total loan portfolio exceeding the 30% cap to said industry.

Management and monitoring of concentration of credit risk is articulated in the Credit Policy
Manual and any exposures that exceeded to the Risk Acceptance Criteria is with deviation
approval from the Credit Autherity as recorded in the system.




AGRICULTURE AND AGRARIAN (AGRI-AGRA) REFORM CREDIT

Cirmment

Under Section 331 of MORB, banks shall set aside at least twenty-five percent (25%) of their total
Ioanable funds for agriculture and agrarian reform credit in general, of which at least ten percent
(10%) of the total loanable funds shall be made available for agrarian reform beneficiaries. Excess
compliance in the ten percent (10%) agrarian reform credit may be used to offset a deficiency, if
any, in the fifteen percent (15%) other agricultural credit, in general, but not vice versa. The Bank's
Agri-Agra mandatory allocation of 3.27% and 0.25% as of December 31, 2021 is below the 15%
required allocation.

Recommendalion

We recommend the Bank to monitor its compliance with Agri-Agra mandatory allocation. The
Bank might consider allowable alternative compliance as required under Section 331 of MORE to
avoid paying penalties imposed by Bangko Sentral ng Pilpinas.

Bank's Reply

The Bank's is with conscious effort to grant credit to agri-agra businesses . However, the limited
branch saturation area contributed to the non-compliance to the 15% and 10% Agri-Agra
mphmmmmdmwmwahmﬂmmehthatm&mtiﬂml.l_rba_nl;ed.
With the strategic plan of converting to branch lites and the Loan Centers located in different
provinces of Luzon, Visayas and Mindanao will be able to source loan accounts to avail from the
mandatory agri-agra allocation of the loanable funds.

Thrust of developing and offering of loan products and services to agricultural and agrarian
industries is prime consideration in the Sustainability Framewaork of the Bank.

Monitoring and strict adherence to the required mandatory allocation of loanable funds to agri-
agra is regularly considered and reported to Management and the Board.

RETIREMENT PLAN

Comnent

The Bank has not yet adopted a formal retirement plan. Republic Act (RA) No. 7641 (The
Retirement Pay Law), which tock effect on January 7, 1993, amended the Labor Code by providing
for minimum retirement pay to qualified employees in the private sector, With the passage of RA
7641, covered companies without existing retirement plans are now required by law to provide
retirernent benefits to their employess.




Recommendation

RA No. 7641 (The Retirement Pay Law) specifies a minimum provision for retirement benefits of
employees. The Law applies to companies with at least ten (10) employees. To comply with the
requiremnents of the Law, as well as the requirement of accounting standards relating to retivement
benefits (which cover even informal or unfunded plans), the Bank should accrue in its accounting
books an estimated amount of annual retirement benefits.

Further, we highly recommend the Bank to obtain actuarial valuation of its retirement plan from
a recognized actuary to meet the projected retirement obligation and in compliance with
Philippine Accounting Standards 19, Employee Benefits. This actuarial valuation be regularly
performed every after two years. The Bank's retirement plan should also be funded to be
considered as deduction for tax purposes as long as this plan is tax-qualified (registered with the
Bureau of Internal Revenue). At present, the accrual is not deductible for tax purposes. The
retirement plan can be managed by a trustee in such a way that its earnings can somewhat offset
or mitigate inflation or other possible liabilities of the Bank.

Bank’s Reply

Welcome Bank is compliant to the mandatory requirement of a minimum retirement benefit
mandated by F.A. no. 7641 (The Retirement Pay Law) as embodied in the Welcome Bank (Rural
Bank), Inc.'s Employee Handbock...

H. RETIREMENT PAY (Article 301)

Employees shall be retired upon reaching the age of sixty (60) years or more but not
Beyond sixty-five (65) vears old and (have served the establishment for at least five

(5) years),

The minirmum retirement pay shall be equivalent to one-half (1/2) month salary for
every year of service, a fraction of at least six (6) months being considered as one (1)
whole year.

The Bank is to outsource for the actuarial valuation to be performed by Actuarial Exponents, Inc.
of all employees to determine the liability or obligations of the Bank and accrue the necessary
provisions for the annual retirernent benefits in the books.




( & ASSOCIATES Certified Public Accountants

CERTIFICA MMENTS

In connection with our audit of the financial statements of Welcome Bank {(Rural Bank), Inc.
(Formerly Smart Bank (Rural Bank), Inc) (the “Bank”) as at and for the year ended
December 31, 2021, we hereby certify that the attached Letter of Comments was submitted to the
Board of Directors on March 30, 2022,

This certification is issued in compliance with Section 174 of the Manual of Regulations for
Banks pursuant to Section 1 of the Bangko Sentral ng Pilipinas (BSP) Circular No. 1074 dated
February 7, 2020.

AMC & ASSOCIATES

By: Ariel D. Gonzales

CPA Certification No. 89570

TIN 169-688-077-000

PTR No. 8857523, Jan. 6, 2022, Makati City

BIR Accreditation No. 08-003584-1-2021
(valid until Dec, 19, 2024)

SEC Accreditation No. 89570 (Group A)
(valid until Dec. 31, 2025)

IC Accreditation No. 89570-IC (Group A)
(valid until Dec, 31, 2024)

BSP Accreditation No. 89570-BSP (Group B)
(valid until Dec. 31, 2025)

March 30, 2022
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SUBSCRIBED AND SWORN to before me this ____ day of at

affiant exhibited to me his Community Tax Certificate No. 08778743 issued at Makati City on

January 6, 2022.

Doc. No. _23%7;
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Series of 2022




)AMC

& ASSOCIATES Certified Public Accountants
hMarch 30, 2022

Ms. Judith E. Sumgsai

Senior Director

Financial Supervision Departmaent 1 Ba Punsalan
Sentral ng Filipinas SAPRZ2anl 1 40ESFFOSOLOISSS

A, Mabini Street

Malate, Manila

Dear Ms. Sungsai:

In compliance with Section 174 of the Manual of Regulations for Banks pursuant to Section 1 of
the Bangko Sentral ng Filipinas (BSF) Circular No. 1074 dated Pebruary 7, 2020, we hereby
certify the following relative to our audit of the financial statements of Welcome Bank (Rural
Bank), Inc. (Formerly Smart Bank (Eural Bank), Inc.) (the “Bank™) as at and for the year ended
December 31, 2021:

1. The following are the material breach of laws or Bangko Sentral rules and regulations:
a.  Regeared Mirdmum Capital for Rural Banks

Under Bangko Sentral ng Pilipinas (BSP) Circular No. 854, Mimimum Capitalization of
Bunks, dated October 29, 2014, the minimum capitalization requirement with Head
Office in Mational Capital Region with up to 10 branches of P75 million must be
satisfied within five years from the date of effectivity of this Circular. As of December
31, 2021, the Bank's total capitalization ampunted to P48,052,638 (excluding deferred
tax assets of P13,443,195), which is below the required minimum capitalization.

Though the Bank received deposits for stock subscription of P74,939,894, such deposits
are not qualified to form part as equity for prudential reporting pursuant to Section 123
of Manual of Regulations for Bank (MORB). Had this included as part of equity will
increase the Bank's capitalization to F122,992.532.

b,  Risk-hased Capital Adequacy Framsrork

The BSP issued Circular No. 1079, Amendments fo the Rigk-Based Capital Adequocy
Framework for Stond-Alorie Thrift Banks, Rural Banks ond Cooperative Banks, dated
March %, 2020, which provides the implementing guidelines on the revised risk-based
capital adequacy framework for stand-alone thrift banks, rural banks and cooperative
banks. The Circular sets out & minimum Common Equity Tier 1 (CET1) Ratio of 6%,
Tier 1 Ratio of 7.5% and Capital Adequacy Eatio (CAR) of 10%. A capital conservation
buffer (OCB) of 2.5%, comprised of CET1 capital shall likewise be imposed, These ratios
shall be maintained at all imes.

Suite 1501 - 1807 Citylend Condominium 10 Tower 2, H.V. Dela Costa St, Makati City, Philippiacs
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The Bank’s CAR as of December 31, 2021 stood at 9.52% which is below the prescribed
CAR by the BSP of 10%. Though the Bank received deposits for stock subscription of
P74,939,894 such deposits are not qualified to form part as qualifying capital for
prudential reporting pursuant to Section 123 of MORB. Had this included in the
computation of CAR would have been increased to 23.86%.

Moreover, we hereby certify the following matters as required under BSP Circular 1074:

1. There is no discovery of any material finding involving fraud or error;

2. There are no actual or potential losses the aggregate of which amounts to at least 10% of the
total assets of the Bank;

3. There is no significant doubt as to the ability of the Bank to continue as a going cancern;

4. There is no material breach of laws or Bangko Sentral rules and regulations such as but not
limited to the following:

a. Minimum Liquidity Ratio (MLR)

b. Significant deficiency in allowance for credit losses

¢. Material weaknesses in fair value measurement methodology

d. Significant vulnerabilities to money laundering and combating the financing of terrorism

5. There are no material internal control weaknesses which may lead to financial reporting
problems; and

6. There are no findings on matters of corporate governance that may require urgent action by
the Bangko Sentral.
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It is however, understood that the accountability of an external auditor is based on matters
within the normal coverage of an audit conducted in accordance with Philippine Standards on

Auditing,

AMC & ASSOCIATES

(22D Glagekl
By: Ariel D. Gonzales

Partner

CPA Certification No. 89570

TIN 169-6388-077-000

PTR No. 8857523, Jan. 6, 2022, Makati City

BIR Accreditation No. 08-0035684-1-2021
{valid until Dec. 19, 2024)

SEC Accreditation No. 89570 (Group A)
(valid until Dec. 31, 2025)

IC Accreditation No. 89570-1C (Group A)
(valid until Dec. 31, 2024)

BSP Accreditation No. 89570-BSP (Group B)
(valid until Dec. 31, 2025)

March 30, 2022
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